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INTRODUCTION
TO THE CAMBRIDGE ECONOMIC HANDBUUKS

Soon after the war of 1914-18 there seemed to be a place for
a series of short mtroductory handbooks, ““ mtended to convey
to the ordmary reader and to the unmmtiated student some
conception of the general principles of thought which
economists now apply to economic problems ”

This Serzes was planned and edited by the late Lord Keynes
under the title “ Cambridge Economic Handbooks ” and he
wrote for it a General Editorial Introduction of which the
words quoted above formed part In 1936 Keynes handed
over the editorship of the Series to Mr D H Robertson,
who held 1t till 1946, when he was succeeded by Mr C W
Guillebaud

It was symptomatic of the changes which had been taking
place m the mter-war period mn the development of economics,
changes associated 1n a considerable measure with the work
and mnfluence of Keynes himself, that within a few years the
text of part of the Editorial Introduction should have needed
revision In 1ts origmal version the last paragraph of the
Introduction ran as follows

“ Even on matters of principle there 1s not yet a complete
unammity of opinion amongst professional economists
Generally speaking, the writers of these volumes believe
themselves to be orthodox members of the Cambridge
School of Economics. At any rate, most of therr ideas
about the subject, and even their prejudices, are traceable
to the contact they have enjoyed with the writings and
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v INTRODUCTION

lectures of the two economists who have chiefly influenced
Cambridge thought for the past fifty years, Dr Marshall
and Professor Pigou ”

Keynes later amended this concluding paragraph to read .

“ Even on matters of principle there 1s not yet a com-
plete unanumity of opmion amongst professional students of
the subject Immediately after the war (of 1914-18) daily
economic events were of such a startling character as to
dwert attention from theoretical complexities But today,
economic science has recovered 1its wmd Traditional
treatments and traditional solutions are bemng questioned,
mmproved and revised In the end this activity of research
should clear up controversy But for the moment con-
troversy and doubt are increased The writers of this
Series must apologize to the general reader and to the
begmner 1f many parts of thewr subject have not yet reached
to a degree of certawnty and lucidity which would make them
easy and straightforward readmg ™

Many though by no means all the controversies which
Keynes had 1 mind when he penned these words have since
been resolved The new 1deas and new criticisms, which then
seemed to threaten to overturn the old orthodoxy, have, in
the outcome, been absorbed within 1t and have served rather
to strengthen and deepen 1t, by adding needed modifications
and changing emphasis, and by mtroducing an altered and on
the whole more precise termmology  The undergrowth which
for a time concealed that main stream of economic thought
to which Keynes referred in his initial comment and to which
he contributed so greatly has by now been largely cleared
away so that there 1s again a large measure of agreement among
economuists of all countries on the fundamental theoretical
aspects :)f their subject,
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This agreement on economic analysis 1s accompanied by
wide divergence of views on questions of economuc policy
These 1eflect both different estrmates of the quantitative
importance of one or another of the conflicting forces mvolved
m any piediction about the consequences of a pclicy measure
and different value judgments about the desirability of the
predicted outcome It still remains as true today as it was
when Keynes wrote that—to quote once more from his
Introduction

“The Theory of Economics does not furmish a body of
settled conclusions immediately applicable to a policy It
1s a method rather than a doctrine, an apparatus of the
nund, a technique of thinking, which helps its possessor to
draw correct conclusions *

This method, while 1n one sense eternally the same, 15 1n
another ever changmg It 15 continually being applied to
new problems raised by the continual shifts m policy views
This 1s reflected m the wide range of topics covered by the
Cambnidge Economic Handbooks already published, and in
the continual emergence of new topics demanding coverage
Such a series as this should accordingly 1tself be a living entity,
growmg and adapting to the changing wterests of the times,
rather than a fixed number of essays on a set plan

The wide welcome given to the Series has amply justified
the judgment of its founder Apart from 1ts circulation n
the British Empire, 1t has been published from the start 1n the
United States of America, and translations of the principal
volumes have appeared i a number of foreign languages

The present change to jomnt Anglo-American editorship 1s
designed to increase still further the usefulness of the Series
by expanding the range of potential topics, authors and readers
alike It will succeed 1n 1ts aim 1f 1t enables us to bring to a
wide audience on both sides of the Atlantic lucid explanations
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and significant applications of * that technique of thinking *
which 1s the hallmark of economucs as a science

C W GUILLEBAUD
Apnl 1957



NOTE TO THE FOURTH REVISED EDITION

REVISIONS 1n the present edition have been confined to those
necessary to meet the passage of time These are mainly to
be found 1 Chapters II and III, and consist of supplementary
mformation (together with some deletions), covering the
period of the last ten years There are also a few small
alterations or additions m the last two chapters.

In the Note that prefaced the Third Revised Edition of 1946
the author indicated that, while “ large parts of Chapter II
have been rewritten ”, “ the most drastic change, as a result
of reconstruction and rewriting both m 1938 and to-day, has
been 1 Chapters IV and V concerning the theory of wages:
chapters which retan only a little of their origmal design ”
In the present edition these theoretical chapters remain sub-
stantially as they were left m 1946 A further major recon-
struction of them seemed out of the question ; and to patch
their deficiencies seemed likely to make them more rather
than less unwieldy Accordingly, for good reason or il
they have been left as they are

M. H D.
Cambridge,
OCTOBER, 1955
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WAGES

CHAPTER 1
THE WAGE-SYSTEM

§ 1. Introductory. There has been a good deal of discusdion
among economuists as to how universal economic principles
can be held to be whether they can be held to apply to any
type of economic system (so long as 1t 1s based on some form
of exchange) or to be particular to a certamn set of conditions
and social mstitutions. Economists have been frequently
taunted with thewr love of Robmson Crusoe analogies—with
therr tendency to generalize from some simple economic
society to the complex world of to-day, i disregard for the
various 1nstitutions which separate the modern world from
Crusoe’s But whatever view one may hold of the wider
question, there will be few to deny that in dealing with the
wages question one 1s dealing with somethmg that 1s very
intimately related to the conditions of our modern economic
system, and that the problems which one meets derive their
essential shape from the special features and institutions of
that system . for example, from the form i which property
15 owned and 1ts distribution and from the nature of production
and the division of labour

To the discussion of wage-problems, at least, Robmson
Crusoe analogies and the search for * universal principles >
seem to be of little use They may even be misleading in
distracting our attention from features of the problem which
we should see to be of prime importance if our gaze were

B 1



2 WAGES [cH 1

focused more realistically upon conditions as they actually
are To start by studyimng the dyfferences which distinguish the
present-day setting of our problem from the past seems to be
the most promising means of disclosmg what 1s mmportant,
as well as an essential prelumnary to appreciating correctly
such true simularities as exist If we examime the features
which distingumsh wages as they are paid to-day from other
ways m which work in times past was performed and paid
for, and seek to define the character of the present wage-
system 1n these terms, we shall see that some fundamental
disfinctions exist which give a unique character to the actual
problems with which the modern mdustrial system 1s faced

§ 2. Slave, Serf and Artisan. There are three systems in the
past with which the modern wage-system may be contrasted
and compared.

First of these, there was Slavery, under which the person
of the worker was owned by his master and could be bought
and sold The whole time of the slave was at his master’s
disposal, and the master fed the worker as much as he
thought fit to keep hrm 1n working efficiency, and made use
of the slave’s working time erther to mumster directly to his
needs and fancies or for commercial purposes to produce a
product The master’s mncome depended upon the number
of slaves and upon the extent to which the product of their
work exceeded therr subsistence  their subsistence represented
his cost or outlay, and what they produced above this his
surplus or ““ net revenue” When the supply of new slaves
was plentiful and slaves as a result were cheap to buy, the
master did not need to spend much on keeping them, and
he could afford to work them hard and exhaust them early
and then replenish his stock by buymng slaves anew When,
with the cessation of new conquests or the decline of the slave
trade, new slaves became more scarce and more costly, then a

-



§2] THE WAGE-SYSTEM 3

slave as a more valuable object required to be more circum-
spectly cared for probably the master had then to provide
enough for each slave to breed and rear a famuly as well.

Secondly, there was Serfdom, which prevailed over most
of Europe m the Middle Ages under feudalism, and has
existed 1n slightly different forms at other times i varioud
parts of the world. Here each village was mamly self-sufficing,
and trade outside the village-unit was the exception rather
than the rule  The serf did not belong m person to a master,
but owed certain services by customary right to hs lord, _and
was attached to the lord’s estate and could not move from 1t
Often he was bartered with the estate, as in seventeenth~ and
eighteenth-century Germany and mineteenth-century Russia
estates worth so many “ souls * were mortgaged or purchased,
and as Edward I 1 England made a grant of royal mines
to his Italian creditors, the Frescobaldi, together with the
compulsory labour of the “King’s miners”. Usually the
serf procured his subsistence by working certain strips of land
which he held as his own by customary right, m return for
the obligation to devote the remainder of his time to cultivat-
mg his lord’s fields or working 1n his lord’s household. The
land held by the serfs and the time that was their own had to
suffice to maintain themselves and therr families The more
fertile the land and the more productive the labour the smaller
this area of land and this time needed to be, and the larger
was the surplus which the lord could command from the
surplus labour of his serfs. The value of an estate depended
on the size of this surplus, as the capital value of a slave
tended to depend (if the slave supply was limited) on the
surplus arising from the employment of a slave.

Thirdly, there 1s the free craftsman or artisan working with
his own tools 1 his own workshop and marketing his own
products, or 1 agriculture the mdependent peasant farmer
workmg his own holding by the labour of himself and his

L]
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fanuly It 1s a system of which we find examples m nearly
all ages, alike 1n classical tumes, 1 the towns of the late Middle
Ages and at the present day Here the worker 1s, 1n a sense,
his own employer, making and selling his own product, and
retaiming for himself any surplus or “ net revenue” above
the cost of his own materials and his own subsistence.

§ 3. The Characteristics of a Wage-System. If we compare
these three systems with one another and with the modern
wage-system, 1t will be clear that an important respect n
which they differ 1s 1n the differing degree of economic freedom
enjoyed by the worker, this in turn depending on the relation-
ship 1 which he stands to economic property—either owning
1t, or not owning 1t, or himself being regarded as property n
the possession of a master It 1s the form which property-
rights take which determunes the form of relationship between
men—between social groups or classes Under both slavery
and serfdom the freedom of the worker 1s closely circum-
scribed by law  under slavery he 1s entirely subject to a
master, and under serfdom his freedom 1s strictly narrowed by
his obhigation to perform specified service for a lord But
under the wage-system the worker 18 bound by no such legal
ties. Before the law he 1s his own master, free to work or
not as he pleases, free to hire humself for wages, or to work
as an independent artisan if he prefers The capitalist who
owns a workshop or a factory or a farm, smce he can no longer
command any compulsory labour, either by traditional right
or by purchase, has to hire the disposal of a labourer’s time
for a day or a week, paying for the hire a market price, and
securing his profit out of the difference between the wage he
has to pay and the price he gets for the fimshed product
which he sells. Hence, the removal of all legal restrictions
on the labourer’s freedom 1s usually found 1n history as one of
the prior conditions for the rise of a wage-system.
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§ 4. Economic Freedom. Here the classical economusts of a
hundred years ago were usually content to leave the matter,
stressing the freedom of the wage-system as agamst the
compulsory systems which had gone before This system
attamned the maximum of freedom that was possible 1n this
determunistic world 1t was as free as the system of the mde-
pendent artisan, while being more efficient. True, the wage-
earner bound himself to work certamn hours 1n a factory under
the discipline of the employer’s overseer, to take orders and
obey, whereas the artisan was hus own master and worked 1n
his own time and m his own way. But m doimg so the wage-
earner consented of his own will by free contract has will
was free to decline the terms of employment if the proffered
wage was not fair recompense for the unpleasantness of what
he undertook Wages were a fair price in a free market for
work done, just as was profit an economic price to the employer
for the services he performed, and the fact that some chose
one means of lrivelthood and some the other was only a special
case of the general division of labour which brought such
increase to the wealth of nations

This view, however, 1s not the whole of the matter, and on
examnation turns out to be so one-sided a picture as to
contrast n some respects grotesquely with reality. One can,
of course, imagme a system of equal and unbiased oppor-
tunities (which 1t implied) where the majority of persons faced
the choice at some stage of their career between working for
a neighbour or setting up as an employer on therr own  Some-
thing approaching 1t 15 probably found in a peasant village,
or was found 1n the early medieval town. But there 1s little
resemblance between tlus 1dyllic picture and the society of
to-day In the actual wage-system of modern idustrial
civilization the choice of the labourer has m fact been much
more drastically curtalled The lumitation of choice, it 1s
true, 18 no longer a legal limutation as of old , 1t 1s an economic

.
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limitation whach 1s as effective of its kind as the legal com-
pulsions which 1t has supplanted This Immitation consists
m the fact that, in the conditions of modern capitalism, the
labourer 1s a member of a propertyless class. a fact which
narrows his freedom of choice and confines 1t to those means
of ivelihood which do not require the possession of any land
or capital—or even 1n the majority of cases any considerable
education or tramming In other words, 1t confines his choice,
as a rule, save for a few fortunate “ Dick Whittingtons *, to
huripg out the labour of his hands for a wage In every case
m history where a wage-system has appeared, the rise of
this system seems to have been preceded by the appearance
of a class of persons without the means to set up as independent
artisans or peasants, or else by a considerable narrowing of the
sphere within which craftsmen of small capital themselves
could operate at a profit

It may, of course, be argued that such a narrowing of
opportunities does not of itself constitute a restramnt upon
the labourer’s freedom 1n any sigmficant sense  Man 1s never
free to do anything he pleases. Nature always mmposes a
ban, and herself circumscribes his choice  Alternative oppor-
tunities cannot be measured, and often cannot be directly
compared as between different persons or between one age
and another The *““free and noble savage” had m many
ways fewer opportunities than the modern wage-earner, and
the peasant of Eastern Europe or of China than the Ford-
employee of Detroit. What sense can one make of such
comparisons if one includes under the term “ freedom ” so
vague a collection of things as the term * economic oppor-
tumty * represents ?

While freedom 1s not something which can be quantitively
measured, something 1s undoubtedly meant by the term which
can be compared as bemng greater or less Moreover, 1t
would clearly be artificial to limut the term solely to legal
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hinutations on a person’s actions, when so many other external
limitations, particularly of an economic or social character,
exist But to arrange things 1n a series or order in such a way
as to make a comparison of * greater or less ”, 1t 1s necessary
that what are compared should have a close ressmblance
all other respects than that in which they are being compared.
It may not be possible to compare the ““ freedom * of people
to-day and several centuries ago m any sense which does not
include the sum total of their economic welfare. But 1t 1s
perfectly possible in any given age or society to compare one
class of persons with another with regard to the opportunities
m which they differ, taking for granted the benefits (or burdens)
which are common to all society In the case of the modern
wage-earner, the special hmitation on lus freedom with which
we are concerned 1s his mability to gain a livelthood except
by concluding a contract of employment with those who have
the Jand or capital to set him to work. It 1s certamly possible
to compare his position, m respect of the freedom 1t affords,
with that of lus employers as a class; which 1s the important
pomt for our purpose. His employers have less urgency
(since they possess property) to conclude a bargam with him
than he has to conclude 1t with them - they can become
wage-earners, 1f that should seem more profitable, and can
probably gamn access to other occupations from which he is
debarred by lack of means , whereas he can hardly cross over
and become an employer himself, save by rarest good fortune
or m some purely hole-and-corner way of busmess Hence,
the labourer, because of his smaller economic freedom—his
more circumscribed choice—is dependent on the capitalist to
a greater degree and mn a more significant sense than the
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capitalist 1s on him  a fact which will clearly have a funda-
mental mfluence on the wage-contract between the two

Such a dependence, economic and no longer legal in
character, will be a dependence, not of a labourer on one
particular employer, but of labourers 1 general on the whole
class of employers or potential employers At the same time
this will be reflected 1n the particular character of the relations
between workmen and any particular master This depend-
ence 1s apparently so universal a characterstic of a developed
wage-system on a large scale as to justify one i treating it as
one of the defining charactenistics of such a system At any
rate, 1t 1s evidently a characteristic of the wage-system under
modern industrial capitalism.

This 18 not to deny that the performance of work for a
wage mught be found m cases even when no such dependent
class existed. There might well be cases where many persons
found it more attractive to work for another than to work on
therr own, even at a wage-level which left a considerable
surplus to go as profit to their employer — Thus situation could
be the result of very wide differences in the natural ability
or 1 the enterprise and mutiative of different persons to
organize and manage production and so to make a busmess
of ther own a success But it seems very unlikely that
differences m 1nnate ability alone would ever be so great as
to give rise to such a widespread and obstinate preference for
wage-working that the system extended to all lines of produc-
tion and became the predommant mode of production
each trade. One would hardly expect the system to embrace
all ndustry and to become universal in this way, still less to
reach the point where there were hundreds and thousands of
workers to each employer, unless differences of economic
advantages and opportunity between different social groups
had developed as well ~ There 1s certainly no evidence that the
historicgl development of the modern wage-system was the
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outcome, 1n the mam, of anything of this kind On the
contrary, one seems to find the relationship of wage-labourer
and master becomung a universal feature of the industrial
system as the result of a prior development of important social
differences between classes—social differences iwolving dif-
ferences 1 economic opportunity—of which differences in
property-ownership are the chief

§5. The Growth of a Proletariat. One can, accordingly, say
that to the rise of a fully-matured wage-system two things are
necessary. First, the removal of legal restrictions which bind
the worker to a particular master Secondly, the growth of
a propertyless class, or a proletariat, willing to hire itself for
wages because 1t has no alternative ivebihood Without the
first development the worker remains a serf or a slave, and
not a wage-earner selling his labour 1n an open market  Wath-
out the second 1t will hardly be profitable for employers 1n
general to organize production on any considerable scale on
a basis of wage-labour In this country the former change
occurred comparatively early, when the custom spread in the
fifteenth century of allowing the serf to * commute * his feudal
services for a money payment or a rent for the land he held
In other countries 1t did not come until later, as m Germany
between 1806 and 1812, when a series of laws 1 different
States abolished serfdom, and, latest of all the large European
countries, in Russia 1 1861 with the decree on the emancipa-~
tion of the serfs

The second development occurred m a greater variety of
ways  Partly 1t occurred through the natural growth of
population, 1n excess of the numbers that could be accommo-
dated on the land, and existing land, becomung scarce m
relation to the demand for 1t, acquired a considerable value
1n the hands of 1ts owners and grew to be only obtamable at
a price  The process was accelerated by the enclosure of
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land which had formerly been held or used by the small
peasant-holder m customary right, and the transfer of the land
mto the hands of the large landowner This occurred in
England m the series of enclosures to facilitate sheep farming
which created the race of “ sturdy beggars ** of which we hear
so much m Tudor times, and by the series of Enclosure Acts
between 1750 and 1850, devised to encourage modern methods
of arable cultivation In Germany (in contrast to Denmark)
simlar enclosure of land on a large scale took place at the
timg, of the emancipation of the serfs, as compensation to
landlords for the loss of their feudal services A sumuilar effect
1s produced 1 certain parts of Africa to-day by the reduction
of the natives’ tribal reserves or by the levymg of hut or poll
taxes on the native when he hves m the tribal reserve and
does not work for wages outside

At the same tume 1n the towns the gilds, both of master-
craftsmen and of traders, were becoming increasingly exclusive
by a double process of obtainmng charters which made it
illegal for any other than a gid member to carry on that
particular calling as a master, and at the same time of restricting
entry mto the gild by severe entrance fees and quahfications
and apprenticeship regulations By the sixteenth century i
England the larger part of the wholesale and export trade
of the country was a close monopoly of a comparatively small
circle of wealthy traders, while at the bottom of the towns
there existed a growmg class of labourers having only a
limited possibility of gaming access to any of the craft gilds
and of setting up as master-craftsmen on therr own A
partial reaction agamst this tightenung monopoly occurred 1n
the seventeenth century, when men of capital began to give out
work to be done by small craftsmen 1n the villages under what
came to be called the Domestic System, thereby avoiding the
close regulations of the town craft gilds Any man who had
sufficient capital to buy a house and a loom or a kuitting-
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frame could set up as a craftsman i the countryside. But
these country craftsmen themselves tended to be dependent
rather than independent—dependent on the “ merchant
manufacturers ”’, as they were called, who gave out work to
them to do, as West End tailoring houses give outavork to-day
to be done as home-work or in small taloring workshops
Usually the domestic craftsman, being a man of small capital,
could not undertake the marketing of lus wares himself or
conduct anything but quite a small workshop Often he
had the raw material advanced to him by the “ merchant
manufacturer ”, who collected the finished product from him
m due course and paid him a price for the work done In
certamn cases the craftsmen even rented their tools from the
capitalist who employed them, as m frame-knitting where
they rented their frames As time went on many of them
came to live more and more on credit advanced by the capi-
talist, and to be m debt to hum, and so 1o be tied exclusively
to one employer, as appears to have been common 1n the
hand-tool trade. In other words, many of these craftsmen
came to be virtually employed wage-earners, just as 1n peasant
countries 1t 18 common (unless special institutions exist to
prevent it) to find a propertyless class developing as a result
of the progressive impoverishment of a section of the peasantry
by mndebtedness and the mortgaging of thewr land to traders
and moneylenders. As a final stage i the process came
power-machmery and factory production, which by compe-
tition took away the livelihood of the hand-loom weaver or
hand-toolmaker, and forced all except those who had the
means to set up a factory themselves to migrate to the towns
and seek wage-employment

§ 6. Different Degrees of Dependence. Inside the wage-
system 1tself, however, the economic freedom of the worker
can vary fanly widely On the one hand, where the workers
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possess strong trade union orgamizations having large funds,
or where they have built up prosperous co-operative organiza-
tions from which they have special facilities for securmg thear'
food supplies or for obtaimng credit, or agan, 1f through therr
polttical influence they have mtroduced legislation particularly
favourable to wage-earners, then the economic weakness of
wage-earners as a class may very largely be removed For
a temporary period, again, the workers 1n a particular industry
may be able to take advantage of the fact that thexr employers
have mvested 1n large and expensive plant which they are
unwilling to leavedle, or that they possess perishable stocks of
material or have valuable busimess connections which they are
loth to jeopardize by letting their works stand idle

On the other hand, circumstances are often found of a
purely economic character which abnormally restrict the free-
dom of the worker and in extreme cases tend virtually to
confine hus choice of employment to one employer or a small
group of employers A worker when he 1s bargaming mdi-
vidually with an employer and 1s not supported by a trade
union will usually be hampered by lack of information of
alternative employment or by lack of means to move about
from place to place m search of a better job : at any rate he
will probably be less well placed i these respects than will
employers, who can make enquiries by telephone, make use
of foremen and agents, and if need be send to another town
to recrutt fresh “hands”. Hence the worker’s choice will
generally be confined to the employment of which he has
knowledge and which 1s within the mmmediate locality In
some cases one finds the employer ownmng the houses of his
employees, and so acting as thewr landlord as well, 1n which
case the employer’s power over the lives of his employees
may have something of the character of the old feudal lord
This was common in the new factory towns of a hundred
or more years ago It survived 1n the countryside (until fairly
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recently) 1 agricultural labourers’ “tied cottage” and 1n
muning villages where miners rented company houses .
Under the * truck system , which we shall mention further 1n
Chapter III, the employer often paid his workers i vouchers
on the local store owned by himself—the “ tommy-shop * of
which Disraeli wrote 1n Sybu  In American mining towns 1t is
common for the company to own practically the whole town,
sometimes not excluding the magistrates and police ~Where
this occurs, the employee may be prevented from transferring
to alternative employment or refusing to accept the employer’s
contract for fear of losing his home, or i the other case he
will be prevented from spending his wages m the cheapest
market by the manner i which he 1s paid. Many of the
schemes to lessen the ““ labour turnover > and to tie a worker
to a particular firm, of which much 1s heard 1 America, tend
to have a similar effect Workers are frequently in a simular
posttion of weakness whenever the existence of a large unem-
ployed reserve gives the employer the whip-hand because he
can eastly fill the place of any of his workmen with fresh hands

Where, agam, the industry 1s controlled by a monopoly, the
worker who 18 spectalized to that occupation will be virtually
tied to that one employer a situation which, 1n respect of
the market price which the wage-earners can obtam for their
labour, will be paralleled wherever any agreement exists
among employers as to the terms on which they shall give
employment

§7. Wages and Net Product. From the standpomt of the
owners of property the primary cost under a wage-system
will consist of the wages which have to be paid to procure
the necessary labour supply. For any particular employer,
of course, cost will also consist of the raw material and fuel
he has to buy, the “ wear and tear ” of machmery, and the
rent he must pay and the mterest on the loan-capita] which
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he has had to borrow His capital outlay will be distributed
between the purchase of machmnery (generally termed fixed
capital) and the purchase of raw materials and labour power
(generally called circulating capital) But, taking the system
as a whole,sthe fundamental condition that will determine the
field of investment for capital will be the abundance and
cheapness of the labour supply In each cycle of production,
after part of the gross product has been set aside to repair the
“wear and tear ” of machimery and in the form of wages to
meet the ““ wear and tear ” of the labour supply, a surplus or
net product will remamn This surplus will represent the
mcome of employers and the return to all owners of property
or of monopoly-rights and privileges of one kind or another ;
and out of this surplus will be accumulated the means of
raising the system to an expanded scale and so making future
cycles of production larger than preceding ones As Mrs
Marcet ingenuously remarked i her Conversation on Political
Economy of over a century ago * If the value produced by
the labourer exceeds what he has consumed, the excess will
constitute an mcome to lus employer, and observe, that an
mcome can be obtamed by no other means than by the
employment of the poor The rich and poor are
necessary to each other ; it 1s precisely the fable of the belly
and the Iimbs, without the rich the poor would starve,
without the poor the rich would be compelled to labour for
theirr own subsistence 7 1

It will follow that the position of the masters will be the
more prosperous—they will be farther removed from bemng
““ compelled to labour for therr own subsistence —the lower
the costs which the system has to incur 1n the purchase of
labour. As we shall see later, this does not necessarily mean
that thewr prosperity will be greatest when wage-rates are as
low as possible But 1t does mean that the propertied class

,,; 1pp 87-8
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as a whole will gain (other things bemng equal) when wages, asa
proportion of the gross product, are low, smce then the
proportion available as surplus or net product will be greater,
and wider and more favourable opportunities for the invest-
ment of capilal will exist It will generally bg true that
labour will be cheaper the more dependent, and hence moré
comphant, 1s the wage-earning class, and the more plentiful 1s
the supply (or potential supply) of labour to afford a wide
and expandmng field of mvestment. There 15 some historical
evidence to suggest that pertods m history when the supply
of labour (or the potential supply) has been plentiful (relative
to the capital available to exploit 1t) have been periods when
labour has been most free from legal Iimitations and restric-
tions ; and conversely with periods of labour-scarcity But
whatever the truth of any such generalization may be, 1t 1s
clear that the general condition of the labour market, with its
mfluence on the relative economic position and strength of
labour and capital, will play a crucial part 1n determining
the behaviour of the whole economic system and the economic
and social policies which prevail



CHAPTER II
WAGES AND THE STANDARD OF LIFE

§ 1. Distinctions and Definitions. Before we consider the
question of wages, and of changes 1 wages, m connection
with the working-class standard of life, there are certamn
prehminary distinctions which 1t 1s important to make
clear

In the first place, 1t 1s mportant to bear n mumd the dis-
tinction between changes which may take place in the fotal
wages-bill of the country as a whole and changes 1 the
average earnings per head 1 a given period (say, a week or
a month or a year) Only when the number of workers
employed for wages remains the same, will a change m the
one mvolve an equivalent change in the other But when
the number of the working population 1s changing, the total
wages-bill and earnings per head will evidently change n
different degrees, and may even move m different directions
(for example, if the number of workers 1 employment grows
by 20 per cent, and the total wages-bill grows by less than
20 per cent, earnings per head will actually have fallen)

In the second place, 1t 15 sometimes important to distinguish
an absolute change m wages 1n either of the above senses
and a change i wages relatively to the total output produced,
or to the national mncome Idere one 1s speaking of the
relative or proportionate share of wages m the total, and 1t
may be the case that the wages-bill of the country and also
earnings per head increase, but, since the national mcome
as a whole 1s increasing still faster, the relative share of wages
i the total may fall To direct one’s attention to the relative

share which goes as wages may be of considerable importance
16
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when one 15 estimating the long-term trend of events when,
for mstance, one 1s considering the effect of economuc progress
on the share of different classes 1n the total product of industry
When, however, one 1s looking at changes in the distribution
of mcome, not between categories of 1ncome or ¢lasses, but
between individuals, one needs to know something further
than this It 1s not sufficient to know how large a shce of
total income goes to one class and how large a slice goes to
another class or classes * one will need to know how many
mcome-recetvers there are within each class between which
the slice has to be shared If the number of wage-earners
increased faster than the number of property-owners, 1t would
be quite possible for wage-earners to be poorer (both rela-
tively and absolutely), compared with property-owners, and
hence for the mequality of incomes to imcrease, even though
the share of the total product gomng in wages had mcreased
This would be still more likely to occur if property was be-
comng concentrated i fewer hands at the same tune as the
number of persons seeking employment 1 the labour market
was growmg Conversely, if property-ownership was being
diffused (e g by the splitting up of landed estates among
peasant proprietors) or property was passing into the hands
of the State, the distribution of 1ncome mught become more
equal, even though the share of the product gomng as wages
dechmed

Finally, there 1s the distmction to be borne in mind between
changes 1 wages 1 terms of money and changes 1 wages 1
terms of their purchasing power over goods, or between
changes in Money Wages and changes i Real Wages, and
also the distinction between changes mn Wage-Rates, or the
amount paid for a given amount or duration of work, and in
the Average Earmimgs recerved by a worker over a given
period, eg of a week, a month or a year. About these
distinctions more will be said below

c
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§2. Wages as a Proportion of Total Income. The general
features of the wage-system which were discussed 1n the last
chapter might lead one to expect wages to be approximately
the same proportion of total income n all countries where the
capitalist wage-system 1s found If this were the case, wages
per head would be higher 1n those countries where the produc-
tiaty of labour was higher and would tend to rise 1n every
country as the productivity of labour increased It has often
been maitaned, however, that as capitalism develops the
share of the product which goes in wages 1s likely to declme ,
since this will tend to be the effect of the progressive mtroduc-
tion of labour-saving machinery, and smnce technical change
over the past century and a half has been predominantly of
this type Just as between different industries m the same
country the total wages-bill as a percentage of the product
of industry 1s apt to be high where the work 1s mainly manual
labour and low where a large amount of mechanical horse-
power 1s employed per man, so one mught expect the share
of wages 1n the total product to be lower m countries where
production 1s more highly mechanized than m countries at
a more primmitive technical level.

Agam, one might expect labour’s share 1n the total product
to be subject to influences i the labour market such as the
plentifulness or scarcity of labour, and bargaming power,
smce these mnfluences affect the price which wage-earners are
able to obtain for their labour-power The larger the reserve
of labour at any time or place, the more will the labour market
tend to be a “ buyers’ market ”’, and the share of labour tend
to be small Where, on the contrary, labour-power 1s scarce,
relatively to the demand for 1t , where there are relatively few
barriers to prevent labourers from setting up as farmers and
artisans or small employers on their own, or where wage-
earners are strongly organized m trade unions, one might
expect flabour to succeed m obtaming a larger share of
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the product than elsewhere Other factors which may exert
a powerful mnfluence are the growth of monopolistic organiza-
tion 1n mdustry, a large export of capital to colomal areas
where cheap labour and natural resources are plentiful, or
opportumties for the importation of cheap food supplies
which 1ncrease the purchasing power of a given money-wage.

What 1s surprising 1s that the available statistics of wages
as a proportion of the national income seem to show a quite
remarkable stability i this proportion, both over short
periods of time (such as the duration of a single trade cycle)
and over longer pertods. The stability 1s so remarkable as
to have caused some persons to treat it as virtually an economic
law of modern capitalist societies that the share of wages
can never rise above a certamn amount, even though the bar-
gainmmg power of wage-earners 15 progressively strengthened
by the growth of trade unions The estimates of Dr. Bowley,
the statistician, show that wages as a proportion of the net
home-produced national mcome (1 e. excluding imncome from
abroad) were approximately 39 per cent m 1880 and 39 per
cent agan 1 1913.  The highest level which they had reached
over the intervening period was 41 per cent in the first half
of the 1890°s 1In 1925 this figure had risen to 42 per cent,
to fall agam to 39 per cent in the muddle 1930’s On the
eve of the Second World War 1t was between 39 and 40 per
cent, and, if we exclude the pay of the armed forces from
both the wage-bill and the national income, this proportion
rose 1 the war years to no more than 41 per cent (the figure
for 1943 and 1944) *  More recently an estimate by Professor

A L Bowley, Wages and Income m the UK smce 1860, pp 76, 92,
and Studies i the Natwnal Income, pp 52, 81 The wage-bill 1s here
calculated exclusive of shop assistants  Cf also T Barna, Profits (Fabian
Research Pamphlet, No 105) Mr Coln Clark gave 39 5 as the per-
centage of home-produced mcome less government mcome mn 1911, 42
n 1924, 1927, 1928 and 1931-33, and 40 5 n 1935 (Natwnal Income and
Outlay, p 94) See also for estimates covermg the whole pgriod 1870
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Sir Dennis Robertson has shown a somewhat larger change
between 1938 and 1953 1 the share of wages 1 ““ net national
mcome at factor cost” namely, from 40 3 per cent 1 1938
to 43 6 per cent 1n 19531 A somewhat different classification
has been made into incomes from work (a category which
Includes mncomes from professions and part of profits and 1s
considerably wider than what can be classed as wages for our
purpose) and incomes from property, and Dr Bowley has
estumated that the latter composed 374 per cent of the total
natjonal mcome 1n 1880, fell to 35-36 per cent by the end
of the century, and then rose agan to 374 per cent by 1913 2
As regards the US A., some estimates of Dr King show
that the relative share of wages i the net national mncome
rose from just under 38 per cent m 1909 to just over 40 per
cent m 1925 ; and using some figures of the American statis-
tictan Dr Kuznets, the share of wages in the gross income
produced m private mdustry (te excluding goveinment
services) has been calculated by Dr Kalecki as having been
37 2 per cent on the average of the first half of the decade
of the 1920%, 36 5 per cent between 1925 and 1929, and
358 per cent 1n the first half of the 1930’s 8 The apparent
steadmess of these figures may be, however, a comncidental
outcome of a number of influences operating m different

to 1950 Professor E H Phelps Brown and P E Hart m The Economic
Journal, June, 1952, pp 276-77

1In Wages the Stamp Memorial Lecture for 1954, p 19 Pay of the
armed forces 1s here included mn national income but excluded from
wages Yet another estimate of wages as a percentage of gross national
product (1e total ncome wrthout deduction of mamtenance and depre-
ciation of capital) was made by Professor A C. Pigou mn The Times of
14 July, 1955 This showed a percentage of 36 for 1938, 40 5 for 1948
and 39 6 for 1954

2 Changes in the Distribution of the National Income, 1880-1913, p 25

M Kale€ki, Essays in the Theory of Economic Fluctuations, pp 16-17
Whereas in the case of Britain shop assistants are excluded from the
figure of /vages, 1n the case of U S A they are included mn wages
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directions  for example, shifts m the relative weight of dif-
ferent occupations, 1n each of which wages represent a different
proportion of the net output, these shifts obscuring the
mfluence of more general factors which are at work to raise
or to lower labour’s share 1n the net output of each separate
line of production Some writers, agam, have laid emphasi$
on the degree of monopoly 1 the economic system (a matter
to which we shall return 1n a later chapter) as the mam deter-
miant of the distribution of mcome between different income-
classes 1 the modern world, and have suggested that the
tendency for a growmg degree of monopoly m the economic
system at large to reduce the share of labour may have
been offset by the action of other factors (partly fortuitous
factors), the imnfluence of which has been in the opposite
direction

Some estimates 1ndicate that the share of wages m the net
output of manufacturing mdustry shows more variation than
the share of wages m the national income as a whole, as
does also the share of wages in the net output of ndividual
mdustries! For US A two recent authomties have calcu-
lated the percentage which wages bore to the “ value added
by manufacture ” as having been 51 per cent m 1849 and only
39 per cent 1n 1927 2 There seems to be some evidence that
this percentage declined throughout the 1920’s and continued
to do so up to 1933, after which 1t rose agan a httle in the
years of President Roosevelt’s New Deal, and that m Bmtan,

1 Cf J T Dunlop, Wage-Determnation under Trade Unions, pp 165-80.

2 Douglas and Jennison, Movement of Money and Real Earmngs m the
Umted States, 1926-28, p 51. If “ salaries ”” are added to the second
figure, the combmed percentage for salaries and wages m 1927 comes to
approximately the same as the percentages for wages alone m 1849 It
must be remembered that over the three-quarters of a century between
these dates there had been a large increase n the distributive trades and
m commercial occupations, as well as of salaried grades m mdustry,

so that this figure does not represent the proportion which wages and
salaries bore to the total national mcome \
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tictlan Dr Kuznets, the share of wages 1 the gross income
produced i private mdustry (e excluding government
services) has been calculated by Dr Kalecks as having been
372 per cent on the average of the first half of the decade
of the 1920°s, 36 5 per cent between 1925 and 1929, and
358 per cent m the first half of the 1930’s 2 The apparent
steadiness of these figures may be, however, a comcidental
outcome of a number of influences operating n different

to 1950 Professor E H Phelps Brown and P E Hart i The Econonuc
Journal, June, 1952, pp 276-77

1In Wages the Stamp Memorwal Lecture for 1954, p 19 Pay of the
armed forces 1s here included m national ncome but excluded from
wages Yet another estimate of wages as a percentage of gross national
product (1e total mcome without deduction of mamtenance and depre-
ciation of capital) was made by Professor A C Pigou m The Times of
14 July, 1955 This showed a percentage of 36 for 1938, 40 5 for 1948
and 39 6 for 1954

* Changes m the Distribution of the National Income, 1880-1913, p 25

3M KaleCks, Essays in the Theory of Economuc Fluctuations, pp. 16-17
Whereas 1 the case of Britain shop assistants are excluded from the
figure of svages, 1n the case of U S A they are mcluded m wages
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where 1t has been somewhat higher than m erther U.S.A. or
Germany, 1t has shown a tendency between the wars towards
“a slow but steady declne ™.t The share of * salames ” (as
distinet from “ wages ’) m the national imncome has shown a
marked 1narease from about 156 per cent 1n 1911 to 25 per
Cent m 1935. Part of tlus increase 1s due to the growing
mportance of clerical workers and of technical grades m
modern mdustry., But the major part of 1t apparently repre-
sents an increase among the higher categories of salary-
earners, which may be due to the progressive supersession of
the mdependent employer by the salaried manager of the
large concern 2 As regards the distribution of mcome, not
between categories, but between persons according to com-
parisons made by Pareto, this appears to have a quite surprising
similarity m all advanced caprtalist countries Just before
the Second World War, however, there was some sign that
a shghtly smaller proportion of the total mmcome was gomg
to the large mcomes which fall within the surtax-paymg class
In the middle of the mter-war period (mn 1929) those with
mcomes of over £2,000 a year (comprising 05 per cent
of 1mcome-recervers) absorbed about 16 per cent of total
mcome, and those with over £1,000 about 23 per cent
of total ncome. By 1938 the share of this latter four-figure
class had fallen to 18 per cent® To-day, of course, a
four-figure 1ncome means something very different (o

1Dr L Rostas on “ Productivity m Britamn, Germany and the United
States " 1 The Economic Journal, April, 1943, pp 53-54

2 Colin. Clark, National Income and Outlay, pp 94, 99-101

21bud, pp 107-10, M Abrams, The Condition of the British People,
1911-1945, p 109 What 1s said above refers to the distribution of
mcome before taxation. As regards the effects of progressive taxation
of large mcomes and social expenditure by the State m modifying the
pattern of mcome-distribution, 1t was estimated by Dr Barna before
the last war that this redistribution from rich to poor in 1937 probably
amounted to some 5 or 6 per cent of the total national mcome (T Barna,
Redustribpnion of Incomes, 1937, p 233)
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terms of real purchasmg-power) from what 1t did m 1938,
and comparisons between before and after the Second World
War have to take account of the large change m the level
of prices and of mcomes i the intervening pertod If,
however, we take the share of the top 1 per centsof 1ncome-
recervers m 1938 and m 1947 we find that their share (pre-
tax) fell by about a third between the two dates !

§ 3. Money Wages and Real Wages. The standard of life of
wage-earners will evidently remam unaffected if the mqney
paid to them m wages 1s doubled but the amount avail-
able of the things which they ordmarily consume remains
unchanged There will be shortages and queues, such as were
a famihar product of swollen demand and limuted supplies 1
wartime, and an upward pressure on prices until prices have
risen as much as money-incomes (or, at least, that part of
icome that 1s spent) have mncreased  In other words, although
money-wages have risen, real wages will remam unchanged

Some persons have gone so far as to suggest that the possi-
bility of real wages rising all round 1s always fairly narrowly
limited by the fact that the available supply of primary food-
stuffs 1s for the time being fauly fixed, and can only be -
creased after an mterval of titme It 1s true that after sufficient
time has elapsed—perhaps a year or two years or more—the
mcreased prices of things consumed by wage-earners may
encourage capital and labour to be transferred to producing
these commodities, so that thewr supply 1s ultimately mereased
and real wages can tise as well as money-wages. But this
will only happen 1f demand 1s not simultaneously ncreasing
from other directions as well, and 1f 1t 1s only the goods con-
sumed by wage-earners that are in short supply. If the

LIf post-tax mcome 1s taken, the fall s, of course, greater (namely,
from a share of 12 per cent of all post-tax imncome to 7 per cent) See
Dudley Seers m Oxford Bulletin of Statistics, September, 1949,y 262
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demand from people other than wage-earners has also grown,
however—either because incomes generally have increased or
because well-to-do people are drawmg on their bank-balances
m order to spend more—prices will have a tendency to rise
allround .In this case no transfer of resources mnto producing
more of the goods consumed by wage-earners 1s likely to take
place, and no rise in real wages will occur In practice, of
course, most of the things which wage-earners consume will
be consumed by other sections of the community as well
If the prices of these things start to rise because wage-earners
have more money in thewr pay-packets and are buymg more,
1t may well happen that non-wage-earners (especially well-to-
do people), mstead of cutting down therr consumption and
so leaving more available to meet the higher demand from
wage-earners, may simply draw on themr bank-balances and
mcrease therr expenditure correspondingly m an attempt to
keep themr shce of the cake as large as before* In other
words, there 1s a considerable chance that people with bank-
balances (and hence with a fairly melastic demand i face
of a moderate tise of prices) may so act as partly, or even
wholly, to defeat the attempts of wage-earners to increase
their share of the goods available by securing an imcrease n
therr money-wages

The possibility that something of this kind may occur
(unless there are price-controls 1 operation) 1s remforced by
the large amount of monopoly that exists i the economic

LIf prices go up as well as wages, then profits, etc, will r1se also,
and this will mean that people with bank-balances to draw upon who
have increased therr expenditure are likely very soon to find their income
rising, which will enable them to mantam the higher level of expenditure
In other words, their mitial reaction to the price-rise, 1if sufficiently wide-
spread, will be * self-justifymg ”* If there 1s only a small tine-interval
between the mitial action and 1ts subsequent effect, bank-balances of
those spending more will tend to be replenished almost as soon as they
are depleged
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system of to-day This 1s a matter to which we shall return
mn a later chapter But 1f 1t 15 customary m an industry for
firms to choose that combination of price and output which
will yield them the maximum profit over their direct expenses
of production, adding on to the latter a certam margm
(whether as a percentage or as an absolute amount) i ordet
to arrive at thewr selling price, then a rise 1 wages, and hence
1n direct (or prime) expenses of production, 1s likely to result
m an equivalent stepping-up of the selling price If demand
does not rise proportionately to wages, then the output that
can be sold at this higher price will tend to shrink, and may
shrink so drastically as to force firms to reconsider their price-
policy and to revise the profit-margin for which they allow
on each unit of the commodity i a downward direction, m
the 1nterests of larger sales. But if the demand for commo-
dities mises as well as wages and costs, for the reasons men-
tioned m the previous paragraph, both the higher level of
prices and the previous volume of sales can be maintained,
and firms will have been successful 1 simply passing on the
higher wage-costs i higher prices Money-wages, prices,
money profits and demand will all have risen But, as a
result, real wages and the slice of the cake which wage-
earners can secure will have remamed unchanged This
may possibly help to explam why the share of labour 1n the
national mcome has remamed so constant.

An example which has frequently been cited where money-
wages rose and prices rose still faster, with the result that real
wages actually fell, 1s the period between the closing years of
the nineteenth century and the outbreak of the First World
War  Durmg this period, followmg mcreased world gold
supplies and an inflow of gold mto this country (coupled
with a big increase of foreign mnvestment-activity), money
mcomes generally mcreased But the mcomes of other sec-
tions of the community increased faster than waggs. The
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result was, first of all, to raise the price of the things on which
these other people spent ther money—chiefly comforts and
luxuries It has been suggested that what happened mn con-
sequence of this mitial price-rise was that, since luxuries
were now relatively more profitable to produce, labour and
capital tended to be attracted to their production away from
the production of primary necessities consumed by the
working class , and this transfer of resources, by reducing the
supply of goods on which wage-earners spent thewr money
and raising their price, occasioned a fall 1n real wages

In this case rising money-wages and prices seem to have
been associated with falling real wages On the basis of this
example and of some others, 1t used to be generally supposed
that prices tended always to rise faster than money-wages at
times of rising prices and to fall faster than money-wages
at times of falling prices, so that the former were generally
periods when real wages were faling and the latter were
periods when the wage-earners’ standard of hfe tended to
nise  In recent years, however, this previously accepted view
has been called 1n question , and a certamn amount of evidence
has been collected to suggest that at times of boom and of
expanding output and employment (when both prices and
wages tend to be on the upward path) real wages actually
rise, and that i times of slump and of contractmg output
and employment they are as likely to fall as to rise! The
evidence 1s not entirely conclusive, and the question remains
one of some dispute  But 1t seems to be clear that the whole
question of the connection between money-wages and real
wages 1s a more complicated one than was formerly supposed ,
and the correct answer seems to be that no smgle generaliza-

,~ YCf J T Dunlop on “The Movement of Real and Money Wage
Rates ” i Economic Journal, September, 1938, and J M Keynes on
“ Relative Movements of Real Wages and Qutput ” i Economic Journal,
March, 192(9
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tion about the connection between them holds true of all
situations 1

§ 4. Wage-Rates and Earnings. When we speak of a wage-
rate, we usually refer to the amount paid to the worker per
hour or per normal working day or for performing a certam
job  In other words, we are speaking about what the worker
recewves m return for a given output of work on his part  To
measure work according to its duration may not be an accurate
measure of the amount of work, in the sense of the labour-
power or physical energy expended by the worker , since the
mtensity of work (1e the amount of effort expended in a
given time) may alter. Nor do piece-rate earmmngs * (as we
shall see) always afford an adequate measure, since the amount
of output for which a worker 1s responsible does not depend
on the worker’s efforts alone. Nevertheless, wage-rates per
hour or per piece can be taken as approxumately representing
the price of working energy expended by the wage-earner
When we talk about the standard of hife of the worker and his
famly, we are concerned with the total earmings of the family-
unit over a whole week or a whole year 1t 1s the total amount
in the pay-packet that imterests us m this connection, rather
than the wage-rate per hour or per piece of work done We
cannot judge what 1s happening to the former solely from
figures about the latter, and for a number of reasons these
two quantities may change quite differently.

Furstly, a worker’s earnmngs will vary accordmg to the
number of hours for which he secures employment in the
week, and according to the number of weeks of work he

! In particular the result will probably be different m a situation where
output 18 changing as well as money-wages and m a situation where
money-wages are changmg and output s not, and 1t 1s also likely to ber
affected by changes in the degree of monopoly and by simultaneous
changes 1n the prices of imported foodstuffs and raw matet sals

2 See Chapter III .
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does 1n the year  If a worker at one tume works each day for
one or two additional hours’ overtime, and at another time
does not, his earnings at the two periods will be different,
even though wage-rates per hour remam the same At times
of bad trade, ¢‘ short trme * 1s worked 1n a number of industries
(for example, the cotton mdustry), and workers are employed
for less than the normal number of hours per day or days per
week or fortmught , while in cotton-weaving * under-employ-
ment > between the wars took the form of intermuttent work
and, a smaller number of looms given to each weaver to
operate In muning 1t has been common for underground
workers to descend the pit for less than the full six shifts per
week, either from choice or because there 1s not enough work
for them to do, and in the bad years between the wars an
mportant reason for the poverty of muning villages was the
small number of shifts for which miers were able to obtain
employment In 1932-33, for example, coal-mies were open
on the average for only four and a half days a week In
the docks where men have traditionally been hired on the
“casual ” system for a definite job, mnstead of regularly for a
whole week, only the more fortunate have managed in the
past to secure employment for the whole week or the whole
year Between the wars the average number of days per
week worked by a docker used seldom to be much above
four, and often was less for mstance, mn 1920 an average
Southampton docker worked less than three days a week
Throughout industry at tumes of unemployment workers on
the average will only secure employment for less than the
normal number of weeks i the year, while some will be out
of employment for most of the months of the year or even
contmually throughout the year At such times changes m
the earnings of workers may be very different from the change
i wage-rates for a given amount of work performed
Secongly, earnings may change 1 a different way from wage-



§ 4] WAGES AND THE STANDARD OF LIFE 29

rates because a movement has taken place between grades,
having the result of altering the relative number m each grade.
If, for example, the tendency has been for workers to be
upgraded over a period, so that there are more of them m the
higher-paid grades at the end of the period, as compared with
the lower-paid grades, than was previously the case, the average
earnings of all the workers concerned will have risen, even
though the wage-rates in each grade have remamed un-
changed What 1s true of the effect of shifts i the relative
numbers 1 different grades 1s also true of the effect, of
shifts 1n the relative numbers of workers i different mdustries,
where the wages paid differ from one industry to another

Thirdly, earnings of workers who are paid by the piece
may be affected by a change m the speed of work The
amount of work that a worker gets through m a day may
change either because of greater effort exerted by himself
or because of changes i the machmery or the raw material
with which he works or changes m the way m which the
work 15 organized For example, coal-hewers may earn
widely different amounts at the same tonnage wage-rate
according as coal-getting at the place m the mine where they
work 15 hard or easy Mule-munders 1 spmning mills com-
plam 1f they are provided with poor-quality cotton, because
this retards the spimnmg by increasing the number of broken
threads, and thereby lowers their earnings Workersin a shoe
factory or m an engmeermg shop may get through much
more 1 an hour or a day, if the work 1s highly standardized
and comes to them mn *“long-runs ”, than if the nature of
the job they have to do 1s contmually changing and work
comes to them 1 a large number of ““ short-runs **, mvolving
frequent readjustments i the machine and 1 the work-process.

During the decade between 1914 and 1924, which included
the industrial changes of the First World War, the influence of
these factors in making earnings rise by more than wage-rates
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was considerable, and Dr. Bowley estimated that, while
the imncrease in money wage-rates over the decade was between
70 and 75 per cent, the increase mn average earnings, omutting
the effects of unemployment, was 94 or 95 per cent! Be-
tween 1924 and 1935 the movement of rates and of earnings
%kept m step But during and after the Second World War
the ifluences of which we have spoken were once more in
evidence By the end of the war, m July, 1945, wage-rates
stood at 53 per cent above pre-war and average earnings of
all, workers at 80 per cent This difference was mamly due
to upgrading, to an increase m the number of jobs that were
paid by the piece, to faster rates of output on these jobs and
to the increased working of overtime and night-work To
some extent 1t was also due to a change m the numbers em-
ployed m different imndustries 2 By 1954 wage-rates had risen
above 1938 by 140 per cent, while average earmngs of all
workers had risen by as much as 222 per cent (of adult male
workers alone by 196 per cent) 3

But before we can calculate anything about the standard of
Iife of the worker and his family, we have to know something
more than the earmings of the mdividual wage-earner, and
how these earnings have changed Here the family 1s the
unit ; and one needs to know both how many earners there
are to a family and how large the family 1s that these earnings
have to support. In this respect there is room for consider-
able difference between different periods, between different
countries and between different families In Austrahia the

1A L Bowley, Wages and Income since 1860, pp 11-18, also
Memorandum No 12 of the London and Cambridge Economic Service

2Cf A L Bowley m Memoranda No 97 and 102 of the London
and Cambridge Economic Service, and Mimstry of Labour Gazette,
February, 1946

3 London and Cambridge Economic Service Bulletins, Mimstry of
Labour Gazette, March, 1955 For wage-rates the comparison 1s of
June, 1954 with the average of 1938, for earnings 1t 1s of the last pay-
week m @ctober, 1954 with October, 1938
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number of dependent children expressed as an average for
all male wage-earners, whether married or unmarried, fathers
or fatherless, m the 1920°s was about 09, whereas in Britam
it was about 11 In this country the average number of
children per household who were under the age of fourteen
had fallen between 1911 and 1931 from 129to 11 Between
different families 1 the same town there may be wide varia-
tions In one famuly the father and perhaps two sons and
a daughter may all be earning, i another a father or a
widow may have to support a large number of small children
and perhaps aged grandparents as well Mr. Rowntree, m
his study of the lving-conditions of working-class families
m York at the begmmng of the century, found that nearly
one-tenth of the families contamned five or more dependent
children, about a third contained three or more, while some
two-thirds contained less than two. When this study of con-
ditions 1 York was repeated, however, by Mr. Rowntree
m 1936, he found that, owing to the decline m the birth-rate,
the proportion of families with three or more children had
dechined to 9 per cent, while over three-quarters of the adult
male wage-earners were either single or, 1f married, had less
than two children dependent on them ! But although both
the average size and the difference in size of families has
changed m recent decades, 1t remains true that a wage which
gives a fairly reasonable standard of life to an average famuily
may mean a starvation standard for many abnormally large
households which depend on one breadwinner, while a wage
that 1s too low for an average family may leave bachelors
mn the same employment with a margm to spare for minor
luxuries and comforts

In measuring changes in the standard of life of wage-earners
1t has not always been easy n the past, on the basis of the

1B Seebohm Rowntree, Human Needs of Labour, 1937 ed , pp 29-30,
Poverty and Progiess, pp 71, 483 .
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available statistics, to make allowance for these differences
between wage-rates and earnmngs Complete statistics of
hourly rates of wages are not available The Mimstry of
Labour has for some tune collated and published monthly,
1 the Mustry of Labour Gazette, changes in the rates of
‘Wages for a large number of trades, basmg these on existing
collective agreements between employers and trade unions
But these figures do not cover all industries, and even i
the mdustries to which they apply one cannot be sure that
these agreements are bemng observed over the whole trade
The minumum rates established by Wages Councils are avail-
able m the trades where these Councis are i bemg. But,
agam, one does not know accurately how far these minima
are bemng observed by employers generally throughout the
trade, or what proportion of the workpeople are being
employed above the mimmmum rates, There 1s the additional
difficulty 1n the case of piece-workers (outside those mndustries
where employers supply information about their total wages-
bill) that even where the piece-rates are known, one cannot
know how many ““pieces’ an average worker does m an
hour or a day unless one has detailed knowledge of the
mdustry. Formerly it was only at rather rare intervals® that
data about average hours worked and average earnings 1n the
main industries were collected and published Fortunately,
the Minstry of Labour has 1n recent years adopted the prac-
tice of collecting these data about earnings at six-monthly
mntervals, so that we now have much fuller mformation about
earnings than was formerly the case.?

§ 5. Index Numbers of the Cost of Living. Difficulties further
arise when from the figures of money-wages one tries to

1In 1886, 1906, 1924, 1928, 1931 and 1935
* These figmes of earnings are collected from some 53,000 establish-
ments, esaploymg about 51 million wage-earners
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estimate differences in real wages by making allowance for
differences 1 the cost of ltving Where the commodities
consumed 10 the two cases which are being compared remain
the same, little difficulty 1s involved Information can be
collected concerning a certain * sample” of actuad working-
class family budgets m a given year or i a given case, and”
an average of the various budgets in the sample can be drawn.
This average budget will be made up of various commodities
m different quantities—so much bread, so much meat, fuel,
light, clothing, house-room and so forth Then the cost_of
purchasmg this average budget i the two cases can be calcu-
lated, and the difference of cost expressed as an mdex number,
with the figure 1 one case (called * the base **) for convenience
expressed as = 100  For instance, one might have an mdex
number of the cost of hving represented n the two cases
thus

1) . . 100

@) . . 120

The two cases mught be erther two countries or two years
between which a comparison was being made Then the
difference of money-wages 1n the two cases could be divided
by the difference in the index number of the cost of living,
and the relation of real wages m the two cases could thus
be obtammed For mstance, if wages between two periods
rose from 40s to 48s and the cost of living index number
from 100 to 120, real wages would have remamed unchanged.

But, 1 actual practice the various items which go to make
up a famuly budget seldom are the same at two different
periods and m two different countries Different commo-
dities have different importance 1 the two cases One com-
modity will appear i one and an alternative or substitute 1n
another. Over a certam period fanulies may give up eating

butter and take to margarme, they may eat less hgm and
D
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more beef , they may spend less on beer and more on clothes
In Britamn working-class families drink tea on the Contment
they drink coffee In some countries white wheaten bread
1s eaten : 1n others rye bread 1s the staple diet or potatoes
and potato flour In Eastern countries workers subsist
maimly on rice In the worker’s diet m overseas countries
eggs are six times as important as m Central Europe, and n
Scandmavian countries milk and mulk products bulk much
larger than 1n England When 1t comes to other things than
foad, such as clothes, furniture, house-room, the qualities
differ considerably in the various cases, and 1t 1s virtually
mnpossible to express these differences quantitatively 1Is a
pound of tea to be regarded as equivalent to a pound of coffee,
a pound of wheaten bread to a pound of rye bread, a pound
of butter to a pound of margarine, a pair of boots bought
by an Enghsh worker to a pair of sandals bought by a Chinese
coolie—or to two paurs of sandals, or three pawrs or what?
Just after the First World War one found Professor Bowley,
on the one hand, clasming that the official cost of lving index
number over-estimated the rise in prices because 1n practice
people had altered thewr habits and transferred to cheaper
substitutes (e g from butter to margarmne), while on the
other hand complaints came from the trade unions that the
official figure under-estimated the rise, since 1t took no account
of deterioration 1n the quality of the things which were bought
and gave too Iittle * weight ” or importance to things hike
clothing which had risen i price more than the average
It has sometimes been suggested that the difficulty could be
overcome by taking a standard of calores, or food values,
and equating different articles on the basis of the number of
calories that they severally contain  But 1t seems doubtful
whether this would suffice even when one was dealing only
with food 1 the light of the recent emphasis by scientists
on a balance of vitamins and minerals in the diet an estimate
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of calories alone would clearly be mncomplete For anything
else than food, where psychological as well as purely physio-
logical considerations come 1, a physical standard of this
kind could not assist us

The fundamental difficulty 1s that the “standard of life ”
which one 1s seeking to compare 1s hardly a quantity and
cannot be precisely measured We may define a “ standard
of ife ” objectively as consisting 1n the satisfaction of certamn
physiological and psychological needs, or subjectively as con-
sisting 1 a certamn degree of happiness or satisfaction of
desires , but m erther case, although the standard 1s some-
thing which can be spoken of as bemg greater or less and
so can be compared, 1t 1s not possible to express this as greater
or less by a given amount Hence, when we try to measure
and to express the standard of life in figures, we are fitting
an unmeasurable thing to a certam scale of our own, just
as when an examiner tries to compare the intelligence of his
examinees by allotting marks to them. In erther case the
precise way we fit what we are trymg to compare mto our
scale of comparison must be largely arbitrary All we can
do 1s to ensure that we do not place the various 1tems i
the wrong order 1 the scale and that we reduce the possibility
of error to a mmimum

The simplest way of handling the situation 18 to take the
budget of any given time or any given country, and to com-
pare the cost of buymng that same budget at other times or
m other countries This 1s what 1s done by the Minustry of
Labour Cost of Living Index Number in this country, which
rests on a sample budget m a given “ base year ”; and 1t
was also done 1 an enquiry mto the cost of living 1 various

1 Perhaps ““ needs *” are a quantity although * desires ” are not But
even if phystological needs are capable of bemng expressed quantitatively
m calories or something of the sort, psychological needs at present
are not, e
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countries undertaken by the British Board of Trade 1n 1905-9,
which adopted an average English budget and enqured as
to the cost of that budget 1 various countries This method
1s quite satisfactory where the actual budget does not differ
very much. in the cases under comparison But where the
“budget consumed m practice varies at all considerably, quite
odd and contradictory results may be found, according as
one adopts one or other of the different budgets as basis
For mstance, the International Labour Office of the League
of Nations m 1924 mvestigated how much could be pur-
chased by a carpenter’s wages 1 various capital cities When
1t took the cost m Stockholm of the food items which a
Brinish famuly consumed, 1t found that a Swedish carpenter’s
wages purchased 8 per cent less than a British carpenter’s wage
could buy mn London But when 1t took the food items
which the Swedish famuly ordmartly consumed, 1t found that
a Swedish carpenter’s wages could purchase 9 per cent more
of them in Stockholm than a British carpenter’s wage could
purchase of the same things 1 London The one method
showed real wages m Stockholm to be 8 per cent lower than
m London, the other method 9 per cent higher Smularly a
Berhin carpenter’s real wage was by one method shown to
be 46 3 per cent of the London carpenter’s, and 53 6 per cent
by the other method

This difficulty can be surmounted agamn by an arbitrary
device, which amounts simply to an averaging of the results
obtamned by the different methods In comparing real wages
m the same place at different times what 1s called the ““ chamn ”
method 1s often suggested The cost of hving in 1914, for
mstance, may be compared with that in 1913 on the basts of
the actual 1913 budget, and then 1915 compared with 1914
on the basis of the 1914 budget, and so on  The chuief difficulty
1s here a practical one the method 15 complicated and
requirgy a continual revision of the budget on which the



§ 5] WAGES AND THE STANDARD OF LIFE 37

calculation 1s based. In the mternational comparison of real
wages which was started by the British Mistry of Labour
m 1923 and then continued by the International Labour
Office 1n 1924 a series of * baskets ”, or budgets, of various
foodstuffs was adopted, each * basket” bemg camposed of
different tems of food 1 the proportion 1 which they enter”
mto working-class consumption 1 a particular group of
countries The cost m each of various cities—London,
Berlin, Stockholm, Paris, Philadelphia, etc —of buymg each
of these national “baskets” was calculated—the English
basket, the Scandnavian, the Central European. The cost
of these several ““ baskets > was then compared with the wages
1 the various cities and expressed as a percentage, and the
results for each city were averaged and taken as the mndex
number of real wages for that city As an instance of the
method we have a comparison between three cities as follows

RATIO OF THE NUMBER OF TIMES A CARPENTER’S WAGES IN
DIFFERENT CITIES WILL PURCHASE

The
Th The Scan-
Brmih dlﬁavaE nggéf:;ln Average
basket basket basket
In London 100 100 100 100
,» Stockholm 920 1090 914 974
,» Berlin 46 3 536 493 497

The official (Muustry of Labour) index number of the cost
of hving n this country continued until after the Second
World War to be based on a pattern of expenditure dertved
from enqumies into working-class famuly budgets which
had been made prior to the First World War Thus the
“weight ”, or relative importance, attached to varioys items
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of expenditure was very different from the actual importance
which they had 1 household expenditure in the forties For
example, 1n this old mndex the food-items mcluded covered only
two-thirds of the actual food-consumption of an average
working-class family on the eve of the Second World War
Truit and vegetables other than potatoes were omutted, candles
were assumed to be the mamn lighting and not electricity,
and unbleached cotton and calico were prominent as articles
of clothing but not rayon It 1s hardly surprising that during
the war years the official mdex should have registered no
more than a 31 per cent rise (from September 1939 to June,
1947), whereas the * true” rise (as calculated by Professor
R G D Allen on the basis of actual pre-war expenditure)
was of the order of 70 per cent

In June, 1947 a new ‘““interim > index number was mtro-
duced, based on a budget enquiry conducted just before the
war The “ weights ” shown by this pre-war enquiry were
adjusted according to the relative price-changes of the items
m question smce the enquiry was conducted, and for this
new mdex the price-level i June, 1947 was taken as “ base ”
and expressed as = 100. In January, 1952 a further change
was made, the weights bemng revised i the lhight of the
estimated consumption-pattern of 1950 adjusted to the prices
ruling m Januvary, 1952 The change was mtroduced, how-
ever, 1 such a way as to make the revised index continuous
with the preceding one, and using the same base as before
(namely, June, 1947) At the time of writing this remans
the basis for calculating the (weighted) average percentage
change 1 the level of prices each month

The following table enables one to compare at a glance
the * weights ” (expressed in percentages) of the main cate-
gories of expenditure as used 1n the old mndex prior to 1947,
in the “interim index > between 1947 and 1952 and since
Februagy, 1952
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“ Interim
Old Index Index » 1952
1947
Food 60 348 399
Rent and Rates 16 88 » 72
Clothing 12 97 98
Fuel and Light 8 65 66
Household Durables 71 62
Miscellaneous Goods 35 44
Services 4 79 91
Dimk } ) { 78«
Tobacco 17 90
100 100 100

§ 6. Movements in Real Wages. Prior to the present century
the data for a study of wage-movements were very incom-
plete Index numbers of changes in retail prices did not
exist in the nineteenth century, and use has to be made of
estimates based on such price-records as exist For changes
n money-wages over the mineteenth century Dr Bowley has
compiled the following index number

1800-10
1820-30
1840-50
1860-70
1870-80
1880-90
1890-99

55-65
65
60
75
95
90

100

To convert this mto an mdex of real wages, we have to
take account of the fact that prices mn general approximately
halved between 1800 and 1900; fallmg up to 184'8, then



40 WAGES [cH 1w

nsing by about 14 per cent up to 1860, and falling agam
between 1870 and the muddle 1890°s by about 25 per cent
It, therefore, looks as though real wages may have increased
between three and four times over the century This rise
1n real wages began to reach a standstill about the turn of
sthe century, and after 1900 to gwe place to a dowaward
tendency as prices rose again between 1896 and 1914 In
these seventeen or eighteen years before the First World War
money-wages, while they rose, lagged behind prices

During the mflation of the war years, with 1ts rapid rise of
prices, money wage-rates again lagged behind prices in therr
rise, although, due to the factors that we have mentioned
above (§ 4), money earnings rose to a considerably greater
extent than did wage-rates In the two years immediately
following the war the workers were able to take advantage
of a comparatively strong bargamng position and of the
removal of war-tume restrictions on trade umon actwvities to
make up some of the leeway they had lost. As a result, by
the end of 1920 and the begmning of 1921, when prices were
begmning to fall agam, real wage-rates probably stood at
rather more than 5 per cent above the 1914 level By 1924
real wage-rates stood at about the same level as before the
war , but average real earnings somewhat above pre-war by
about 12 per cent—an increase which was approximately
offset by the hugh level of unemployment prevaing mn the
1920’s compared with the immediate pre-war years

In the years followmg 1929 prices underwent a further
dechine, especrally the prices of imported foodstuffs, and
compared with a fall i the cost of living between 1929 and
1933 of some 15 per cent, money-wages fell by only 5 or 6 per
cent, so that the real wages of those who retamned their jobs
m these years of mounting unemployment showed a sharp
nse By theend of the thirties thecost of iving had risen agamn
to abo;lt 90 per cent of the level prevailing m 1924 But
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wage-rates had also misen , so that on the eve of the Second
World War real wage-rates were some 15 or 16 per cent and
average real earnings some 21 per cent above 19241

This meant that, allowing for the effects of greater unemploy-
ment on working-class earnings as a whole, the average level
of real earnings of the working class had risen since the earty
part of the century by rather more than a quarter ~Over the
same period there had taken place a reduction of about
10 per cent mn the hours worked 1 a normal working week
m most mndustries, so that workers as a whole were enjoying
more lesure  On the other hand, the mtensity of work—the
expenditure of labour-power demanded of a worker within
each working hour—had also increased 1n a large number of
industries, as a result of new mechanical processes, mvolving
greater strain, and speed-up devices  In the five years between
1924 and 1929 alone the output per worker rose by some
10 per cent; and 1t has been estimated by Mr Colin Clark
that the output per worker by the middle thirties was between
15 and 20 per cent greater than twenty-five years before 2
Another estimate has placed the increased output per worker
at 12 per cent between 1924 and 1930 and another 10 to
11 per cent between 1930 and 19343 How much of this
increase 1s attributable to new mechamical devices which do
not involve increased stram or exertion for manual labour,
and how far it imndicates that the production process has
become more exacting of human labour-power 1s not easy
to calculate But the fact that the mtensity of work has

! London and Cambridge Economic Service Bulletms, A C Pigou,

Wage Statistics and Wage Policy (the Stamp Memorial Lecture for 1949),
7-9 % National Income and Outlay, p 269

8 Witt Bowden, “ The Productivity of Labour in G B ”, m The Journal

of Political Economy, June, 1937 The comparison between 1924 and

1930 relates to mdustries included m the census of production for G B

and N T, and that between 1930 and 1934 to mndustries mncluded mn the

Production Index of the Board of Trade .
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been imncreased 1n some degree, whether large or small, must
clearly be taken into account

A marked contrast between the First and the Second World
War was the much smaller price-rise that occurred during
the latter This was due to the greater extent and efficacy
of price-controls and rationing, combied with a government
policy of subsidizing an “1ron ration ™ of basic necessities
m order to keep their cost from rising The official cost-of-
Iiving 1ndex registered a rise of no more than 33 per cent
above pre-war (summer 1945) This index, however, tended
(as we have seen) to underweight the more expensive foodstuffs
and sundry items which had risen 1 price much more, and
took no account of war-time shifts m expenditure, due to
rationing, towards more expensive unrationed commodities
The so-called ““ Treasury index ™ of retail prices i general
showed a rise of 54 per cent, and there 1s reason to suppose
that the ““true” rise in the cost of living of wage-earners
was much closer to the latter figure than to the former?
Meanwhile the rise 1 wage-rates up to the end of the war
m Europe was about 50 per cent, and the rise 1n earnings
(allowing for the various factors we mentioned i § 4) was
about 80 per cent It seems probable, therefore, that the
real wage-rates paid for a given quantity of work and type
of job remained approximately constant over the war years,
but that, when we take account of such things as overtime,
upgrading and increased output on jobs paid by the piece,
the real value of the weekly pay-packet may have increased
on the average by some 20 per cent Since the end of the

L A calculation by Mr J L Nicholson m the Bulletin of the Oxford
Institute of Statistics (13 October, 1945) of a “ wage-earners’ mdex
mdicated a 50 per cent rise m 1944 over 1938 This took account of
the effects both of substdies and of mndirect taxes on market prices But
Mr Nicholson pomted out that s mdex made no allowance “ for the
effects of rationing and shortages m reducing the consumer’s freedom
of choice ’;.
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War the movement of wage-rates and the cost of hving
have contmnued to keep fairly closely m step, while average
earnings have again kept ahead , a recent estimate of Professor
A C Pigou showing real wage rates m 1954 as 3 per cent only
above 1938 and “ average real earnings of wage-earners at
work > as 21 per cent above 19381 ’

So far we have been talking mamly of averages But some
may doubt whether average figures of real earnings have much
significance over a pertod m which large changes have taken
place 1 the relation between earnings m different grades and
in different industries and localities  Outstanding among such
changes 1n the inter-war period were the narrowing of the gap
between skilled and unskilled wages as compared with the
pre-1914 period and the considerable disparity between wage-
movements 1 the more prosperous and expanding industries
(largely producing for the home market) and 1n the depressed
trades (largely export trades) where employment was sharply
contracting During and after the Second World War the
difference between skilled and unskilled wages was narrowed
still further, as can be seen from the followmg table showing
the time-rates for unskilled workers as a percentage of those
for skilled workers 1 1914, 1n 1920, 1n 1939 and 1n 1950 2

Building Shipbuilding | Engineering Railways

1914 665 552 586 543
1920 810 772 789 812
1939 763 734 756 6135
1950 841 817 847 774

L Article in The Times, 13 July, 1955 Taking account of the much
smaller unemployment of the post-war period, Professor Pigou goes
on to estimate “ average real earnings of wage-earners at work and
unemployed ” as having mcreased by 32 per cent over 1938

2 From article by K G J C Knowlesand D J Robertson m Oxford
Bulletin of Statistics, Aprdl, 1951, p 111
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As regards wage-movements i vartous mdustries, several of
the previously depressed industries, especially coal-mining and
agriculture, and to a less extent cotton, have benefited from
the increased demand for labour i those industries during
or after the war and have markedly improved their relative
position compared both with the average and with occupa-
tions such as railways and some other branches of transport
where wage-rates and earnings have lagged behind the average
movement since before the Second World War

§7. Poverty. Before the Fust World War Mr Seebohm
Rowntree conducted an imvestigation into the wages necessary
for a worker with a wife and three children to maintain a
mimumum standard of hfe. The standard that Mr Rowntree
adopted in his origmal imvestigation 1 1899 into the state
of poverty 1n the city of York * was a mimmum standard of
bare physical existence, below which the family could be said
to be m starvation or semu-starvation. It represented largely
a vegetarian diet, 1t provided for the clothing of children,
for example, only half what Poor Law Institutions spend on
clothing children under their charge, and allowed nothing
for railway- or tram-fares or such things as newspapers and
tobacco Later Mr Rowntree worked out a second standard,
which included certamn mmor comforts, and was defined as a
standard of decent existence and of minimum human needs,
below which a worker’s famly, though not actually starving,
could be said to be m poverty—a standard * below which no
class of worker should be forced to hve” 2 At the prices
rubing 1 1914 the weekly wage which he estimated as necessary
to mamtain the first standard was 26s, and that necessary
to mamntain the second standard was 35s 3d At the prices
ruling at the end of the Second World War the equivalent

L Cf Poverty a Study of Town Life
2 Cf The Human Needs of Labour
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figures would lie somewhere between 45s and 50s 1 the first
case and between 65s and 75s 1n the second case Simuilar
mvestigations were subsequently made m US A and Aus-
tralia, which adopted standards from 15 to 25 per cent higher
than those of Mr. Rowntree In the course of the 1930’s
Mr Rowntree revised slightly the food requirements for hu§
“ human needs ” standard m the hght of scientific studies in
human nutrition 1n recent years, and calculated that 53s 9d
was required to purchase this standard at the prices ruling
m 1936 It 1s to be noted that thus standard 1s a strigtly
modest one, and while 1t allows a sum of 9s per week for
“sundries ” such as insurance contributions, fares, news-
papers, tobacco and recreation, 1t allows only for the con-
sumption of condensed, and not of fresh, milk, and represents
a standard of consumption for the unskilled labourer based
on the assumption that he 1s performung ““ moderate ”, but
not “ hard ”, work, and contaming about half of the nutriment
of a sedentary West End clubman In 1906-7, accordng to
the Board of Trade wage census of that year, the average
earnings of male workers were below Mr Rowntree’s “ human
needs ** standard, though considerably above his lower starva-
tion standard  Of the lower-paid workers a large proportion
must have fallen below the lower mummum 1n his mvestiga-
tion m York Mr Rowrtree found that the earnings of 15 per
cent of working-class families were insufficient to maintain
this purely physical standard. According to an mvestigation
conducted by the Mimstry of Labour mto weekly earnings
m 1935, the earnings of muners in a number of colliery dis-
tricts a hittle more than covered this lower standard, but fell
short by nearly 10s of Mr Rowntree’s revised human
needs standard, average earnings m the textile and clothing
industries (which include the earnings of a large number of
women workers) barely sufficed to obtamn the lower standard,
mn the leather industry they were some 8s above, 1t, but
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some 5s below the higher standard, m shipbuilding and
engmneering they were just above the human needs standard,
and m printing and paper and building several shillings
above

In the period between the wars it was the large volume
‘of unemployment and the phght of the depressed trades like
coal, textiles, shipbmlding and marine engmeering that were
primarily responsible for poverty, and operated to worsen the
working-class standard of life m the distressed areas At the
same time there were two mfluences at work whose mfluence
was 1 the opposite direction to lessen the percentage of
families who fell below the poverty Ime Furst of these was
the mstitution of mmimum rates for a number of the lowest-
paid trades under the Trade Board system, which had extended
considerably in the immediate post-war years The second
was the effect of the dechmmng birth-rate in reducing the
number of children to be supported from the earnings of a
family Between 1911 and 1931 the number of children under
fifteen as a percentage of the total population of England
and Wales fell from 30 6 to 256, and the proportion of all
families having four or more dependent children fell from
one-third to one-fifth Since 1t 15 the large families among
the working class that are most likely to fall below the poverty
lme, this reduction m the number of large families had an
appreciable effect on the percentage of famihes 1 poverty.
Partly offsetting this was the fact that, with the shift i the
age-composition of the population as a result of a much
slackened rate of population-increase, the older generation
past working age, which has to be supported by their children,
had tended to become larger relatively to the new generation
than was formerly the case

Dr Bowley m an mvestigation, undertaken i 1913 and
repeated 1 1924, mto a sample of famihes m a sample of

~ % Has Poverty Dimimished ?, by Bowley and Hogg,
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mdustrial towns adopted a starvation standard closely simular
to that of Mr Rowntree The mnvestigation was concerned
only with what the latter had termed “ primary poverty

cases where earnings were absolutely msufficient to mamtain
this standard even 1f the whole of them had been spent on
items mcluded 1 the standard and on nothing else. In 1913
he found that m 11-12 per cent of the families earnings were
below what was necessary to mantan this standard In
1924 the nvestigators reported a definite improvement 1n the
position  an mmprovement that was attributed to a declne
m the number of dependent children per famuly and to the
relatively greater improvement 1n the position of the lowest-
paid workers as compared with the average of all wage-
earners If all the wage-earners in the families mvestigated
had been 1 full employment, the proportion of families
definitely below the standard would have been between 3 6
and 47 per cent In the actual week of the investigation,
owing to unemployment and short-time, between 6-5 and
8 per cent were below the standard It has to be remembered,
however, that as regards unemployment the year 1924 was
a comparatively good year among the between-the-wars years
(the average unemployment percentage for the whole year
only bemg lower i one year between 1920 and 1939, and
only as low m 1929 and agamn 1 1939) The New Survey of
Life and Labour in London, usmg a standard for food that
was below what a commuttee of the British Medical Association
had stated to be a minimum for health and working efficiency,
recorded a poverty-figure of between 9 and 10 per cent of
working-class families 1n the year 1928 (another comparatively
good year so far as employment was concerned) About the
same time surveys conducted m the more depressed areas of
the north recorded substantially higher percentages than this *
m 1929 Surveys m Merseyside and Liverpool, using the same
low standard as the London Survey, found that respectively
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17 and 16 per cent of the workmg-class families were living
m poverty Southampton i the bad year of 1931 recorded
a figure of 20 per cent Investigators in Bristol found that
even 1 the good year of 1937 between 10 and 11 per cent
of workingeclass families were below the BM A standard
Mr Rowntree, i his new Survey of York i 19356, found
that “ primary poverty ” was only half what 1t had been at
the time of his first investigation at the beginning of the
century, and that unemployment had taken the place of low
wages as the principal cause of poverty ~Nevertheless, i that
relatively prosperous year 31 per cent of the famuilies were
below the level of lus “ human needs standard ”

Yet a further Rowntree study, conducted over the same
ground, was undertaken after the Second World War, m 1950
(and published 1n 1951 as Poverty and the Welfare State by
B Seebohm Rowntree and G R. Lavers) This showed a
remarkable improvement, due almost entirely to the virtual
abolition of unemployment and to post-war * welfare legis-
lation * (in which term there was mcluded the food subsidies,
farmly allowances, provision of milk to schoolchildren and
infants and school meals) Whereas in the previous mvestiga-
tion some 31 per cent of workimg-class families had been 1
* prmary poverty ” judged by the ““ human needs standard ”,
m 1950 the equivalent percentage was under 5 per cent (and
even less expressed as a percentage of persons instead of as
a percentage of families) Old age had taken the place of
unemployment and low wages as the leading cause of poverty
It should be noted, however, that a substantial proportion of
the famihes investigated were no more than a few shillings
above the poverty-line adopted imn this study (as many as
8 per cent were above 1t by less than 6s per week), so that
1t would have needed only a shight upward adjustment of the
“ mimimum standard ”*, or alternatively a small adverse change
of circumstances, to have raised the poverty-percentage appre-
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ciably? Even so there would still have been a substantial
improvement on the position of the 1930’s

One feature of poverty that has been specially stressed in
the past by social mvestigators 1s 1ts special mcidence upon
the young (and consequently on the health of the next genera-
tion). This was because the larger families were apt to be
those which fell into poverty, and accordingly a larger propor-
tion of children at any one time than of adults or of families
were below the poverty-lme. In his 1935-36 study i York,
Mr. Rowntree estimated that nearly a half of all working-
class children were still liable to be under-nourished for a
period of five years or more of their childhood, and nearly
a third of them for a period of as long as ten years or more.
The falling birth-rate, with 1ts smaller families, has tended to
relieve this problem , and the system of children’s allowances,
mtroduced 1n 1946 as part of the new national msurance
scheme after the war, was designed specifically to deal with
this aspect of a grave social evil

LIf the poverty-lme for an “ average family ” had been rased from
£5 to £5 65 (exclusive of rent), the poverty-percentage would have been
12 per cent mstead of 4 6 (see a review by the present writer 1 The
Econonuc Journal, March, 1952, pp 173-75)



CHAPTER III
~THE PAYMENT OF WAGES

§1. Wages and Cost of Production. The supposition that
low wages mean cheap production and that high wages cause
high prices long ago became a stock example of an economuc
fallacy to which the unthmmkmg mind 1s prone Yetitis a
fallacy which dies hard , and even economic writers, who are
sometimes too fond of usmng an mdex of real wages as an
mdex of labour-cost of production, cannot be entirely acquitted
of this mistake But as we have seen n the previous chapter,
there are a number of reasons why a niovement 1 wage-rates
or earnings and a movement 1 labout-cost may be far from
comcidental

When we speak of the labour-cost of producmg a given
output, we may mean either of two things. First, we may
mean the actual amount of work or human energy put into
production. Secondly, we may mean the money that the
employer has had to lay out in wages to get the output pro-
duced—his wage-outlay It would, perhaps, be clearer if the
term “ labour-cost ” were confined to the former, and some
such term as wage-cost used instead for the latter At any
rate, 1t should be clear that labour-cost i our first sense may
be quite mdependent of the level of wages, and need not be
affected by any change of wages It 1s the inverse of the
physical productivity of labour, and will depend on the skill
of the worker 1n handhng his job and upon the nature and
efficiency of the mechanical equpment with which he works.
On the other hand, the wage-cost of producing anything will
depend both upon the productivity of labour and upon the
level of -wages, and will be changed by a change in either of

50
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these things Changes m them will have opposite effects,
a rise 1 wages raising and a rise m productivity lowering
the wage-cost of producing a given output A rise m wages,
therefore, will not involve any increase of cost 1f 1t 15 accom-
panied by an equivalent increase in the efficiency, of labour.
There 1s a further case to be borne in mind where a rise 1
wages may not mvolve any increase in the cost of production
namely, where there 15 a rise, not of money wages, but of
real wages due to a fall i the price of things consumed by
wage-earners For example, much of the increase in real
wages 1 the course of the nineteenth century was of this
character, being due to the differential cheapening of imported
food supples, and for this reason did not involve any equiva-
lent increase 1n wage-cost to industry

But 1t was also the case that the productivity of labour
mcreased considerably i the nineteenth century , and accord-
mgly, although money wage-rates by 1900 were nearly twice
as high as they had been 1n 1800, there 1s no reason to suppose
that the wage-cost of producing a bushel of corn, a ton of
wron, or a parr of boots had also doubled, or that 1t had
even nisen at all Nor does 1t follow, because the wages
recerved by an Asiatic worker are only a quarter or a fifth
of those recerved by his equivalent 1n this country, that Asiatic
products must drive the wares of Manchester or Birmmngham,
Bradford or Dundee, from the markets of the world - the
productivity of labour 1 the two cases may vary imn like
degree It 1s clear, therefore, that high and low wages may
be associated with high and low efficiency. The important
question remains as to whether there 1s any reason to expect
that they will be associated m this way. It was to this con-
nection between the wage-level and efficiency that Lord Brassey
drew attention when 1n the muddle of last century he enun-
ciated the principle that came to be known as the ““ economy
of high wages”. As one example among many, of his
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contention that ““1t1s quite possible that work may be more
cheaply executed by the same workmen, notwithstanding that
their wages have increased ™, he cited a comparison between
the wage-cost of railway-construction 1 Ireland and m Eng-
land. Whije the day-wages paid to navvies employed by his
father’s agent on buwilding the South Staffordshire Railway
were double those paid by the same agent two years later n
constructing a lIine m Ireland, “ yet, with this immense dif-
ference in the rate of wages, sub-contracts on the Irish Railway
were let at the same prices which had been previously paid
in Staffordshire  *

The reason for the connection between high wages and
high efficiency 1s not far to seek If a worker and his famuly
live at a high standard, thewr health and thewr physical and
mental vigour will be much higher than in the case of a fanuly
that 1s poverty-stricken and undernourished It has recently
been shown that there 1s a marked difference between the
hability to disease and even the height and other bodily
measurements of children who come from rch and from
poor homes, and what 1s true of differences of health and
physique 1s also *rue of differences of working efficiency But
there are two cautions to be borne m mind i applying this
mmportant principle. It by no means follows from this prin-
ciple that 1t will be 1n the interest of employers to pay therr
men high wages since a high wage means a high efficiency
Sometimes they may feel 1t a good imnvestment to do so,
just as an employer who manufactures goods which serve a
workimg-class demand may feel 1t good busmess to preach
high wages all round, and to set the example of what he
preaches by paymg high wages himself. But the reactions
of a high standard of Iife on efficiency are not instantaneous
many of them show themselves only after a considerable lapse
of time, and some of the most important show their effect

 Work end Wages, 69, Cf, also hus Foreign Work and English Wages,
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only on the next generation through the reaction of better
nourishment and healthier conditions on the children. An
individual employer 1s not going to find 1t profitable to pay
higher wages m order that some years hence another employer,
or another generation of employers, shall reap the fruit of
mcreased human efficiency. In other words, smce under a
free wage-system the employer merely hires labour-power for
a temporary period, and no longer owns the person of the
labourer or even has a permanent lien on his services, he
may have less regard for the personal welfare of his workers
than would be the case under a slave-system This has been
adduced as the crucial reason for State support of trade
untons and for the imposition of a minimum living-wage by
the State Nor does 1t necessarily follow that the increase
of efficiency 1s proportional to the increased wage For
workers near the poverty-level this may well be the case;
and for workers who are undernourished, and haunted by
degradmg living-conditions and the fear of unemployment,
a gwen imcrease 1n thewr standard of living may result in
a disproportionately large improvement in therr working
efficiency. But one must avoid exaggerating this prmciple
when applying 1t to workers on a standard of life that is
appreciably above the poverty-line  As the recent researches
of scientists have shown, with their emphasis on animal pro-
temn and various munerals 1 the diet, the level of mcome at
which increased expenditure on food, particularly on the more
expensive foodstuffs, brings increased health and efficiency is
probably much higher than was formerly thought But as
the standard of life rises, the increase of efficiency which
follows a further raismg of that standard gets proportionately
smaller, and our principle apphes with diminishing force.
The primeiple, therefore, does not suffice to prove that the
class of employers can continue to ramse wages indefinitely
and find that they are repaid by the resulting inorease of
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efficiency Yet this seems to have been the view of certam
writers who were so mmpressed with American prosperity in
the years between 1922 and 1929 as to attribute 1t mamly or
entirely to the high level of American wages, and to preach
high wages.as the millenmal cure of all economuc 1lls

§ 2. Wage-payment and Incentive. There 1s another aspect of
the connection between wages and work, other than the
physiological , namely, that of mducement. What we have
so far been considering has concerned the workers’ ability
to work But a change 1n wages may affect the willingness to
work more or less mtensively or for longer or shorter periods
of ttime. Here 1t does not seem to be the case, however, that
the correlation between the wage-level and the amount of
work performed 1s a positive one ; and there 1s some evidence
that it may be negative * Inunusually laborious and unpleasant
occupations such as coal-mining this 1s Iikely to be specially
marked, as 1t will be also i the case of women and old
workers, who may be disinchned to seek employment unless
the pressure of circumstances forces them to do so The
reason for this 1s that as the wage-level increases the worker
may prefer to take advantage of the benefit in the form of
greater leisure rather than of an mcrease 1 money earnings 2,
while on the other hand workers on a very low standard of
Iife may be forced by the pressure of poverty mto working
laboriously for long hours as the only means of earning enough
to purchase the bare necessities of life (a reason, as we shall
see, why the exploitation of workers at a low standard of hfe

! Professor Paul Douglas has adduced statistical evidence from Amer:-
can experience to suggest that the short-period elasticity of supply of
labour 1s negative and about —0 3 (Theory of Wages, 274-89, 302-13)

® This tendency to sacrifice mcreased earnings to mcreased leisure may
not 1n fact be as strong as 1s often supposed, smce the demand for income
and the demand for lesure 1s so largely a ** jomt demand ”—to enjoy
more leisire one usually needs to have a larger income.



§2] THE PAYMENT OF WAGES S5

may be cumulative) This view of the matter seems to have
been exclusively held by earlier centuries, to the neglect of
other considerations, one seventeenth-century writer dismiss-
ing high wages with the remark, *they work so much the
fewer days by how much more they exact i waggs ”, and an
eighteenth-century writer (Arthur Young) more forcibly add-
mg “Everyone but an idiot knows that the lower classes
must be kept poor or they will never be industrious” But
what 1s probably more mmportant than the rate of wages, with
respect to imcentive, 1s the method of wage-payment. If
wages are paid on a piece-rate instead of a time-rate basis—in
proportion to the ““ pieces *’ done, or “ by results ”—a special
mducement will be given to the worker to increase the speed
at which he works m order that he may earn more in a given
time The discussion that has taken place over the various
systems of wage-payment which have been devised and are m
use has been concerned primariy with this question of 1cen-
tive But while there 1s clearly a strong advantage to an
employer 1 basing his wage-system on some form of * pay-
ment by results ”, this advantage 1s not necessarily as great
as mught at first sight appear, nor does 1t necessarily follow
that 1t will profit hum to pay high rather than low piece-
rates as an inducement to larger output For, while thereby
he may get extra output to sell, he also has to pay extra in
wages to get 1t, and, when the payment 1s on a *‘ straight ”
piece-rate basis, to pay proportionately more m wages to get
it It is this which has led (as we shall see) to the mvention
of more complex systems of wage-payment, which have the
effect of increasing the remuneration for greater output, but
mcreasmg 1t at a smaller (and generally a dimimishing) rate
than the speed of work 1s mcreased

§ 3. Piece-rates and “ Speed-up . It 1s sometimes said that
while the employer 1s mterested 1 securing a low wage-cost,
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the worker 1s interested 1 securing a high level of earnings,
and that, smce by increased efficiency both things can be
sumultaneously attamed, employer and worker should have
a Iike interest m the speedmg-up of work and in all methods
which promote this result In the past a sumlar, but more
general, argument has been advanced to the effect that anything
which hinders an increase of output 1s damagmg to worker
and employer alike, and trade uniomsts in the mineteenth
century were severely castigated by economists for adhering, 1t
was alleged, to a vicious ““ Work Fund ” fallacy, which held
that there was a limited amount of work to go round and that
workers could benefit themselves by restricting the amount of
work they did But the argument as it stands 1s incorrect
It 1s not aggregate earnings which are the measure of the
benefit obtamed by the worker, but hus earnings m relation
to the work he does—to his output of physical energy or his
bodily wear and tear * Just as an employer 1s interested mn
his receipts compared with his outgomngs, so the worker 1s
presumably mterested 1 what he gets compared with what he
gives. A man who works longer hours or 1s put on piece-
rates, and increases the imtensity of his work as a result,
may earn more money in the course of the week, but he
15 also sufferimg more fatigue, and probably requires to spend
more on food and recreation and perhaps on doctor’s bills
Workers, for mstance, who are working at the intensity of
Western factory methods usually require a meat diet, while
more lessurely toiling Eastern workers can subsist on a cereal
diet and probably could not stand more intensive methods
of work on the diet which 1s therr lot Moreover, there 1s
evidence that piece-workers (as Adam Smith observed) are
often induced by the attraction of immediate earnngs to

1Te 1t will be to his mterest to make the aggregate difference between
what he earns and the effort he expends (so far as this 15 measurable)
as large as possible
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accelerate their work to a pomnt which 1s detrimental to their
health 1n the long run and may seriously shorten the length
of therr working life  The many disputes which have occurred
over the adoption of methods which have * speed-up” as
therr objective are therefore by no means founded on pure
illusion .
In general, therefore, one can say that the employer will
have a greater mnterest in the extension of working hours and
mn mncreased mtensity of work than will his employees But
there 1s a special reason that will make it advantageous to
the employer to get the maximum output that he can dut
of each man  This consists i the additional economies which
he can obtam from more mtensive use of his machiery
from the fact that to extract a larger output from his factory
m a gwen period 1s to make each machine do more work
and so to economize on the ““ overhead cost *’ of this machine
To a certain extent the same would apply if the increased
output was obtained by employing a larger staff of workpeople
m the workshop But the pomnt where it ceases to be profit-
able to extend the use of existing plant by this method—by
crowding more men on to each machme—comes much sooner
than 1t does when the same number of men are employed
and each man works more quickly or works overtime at the
end of the day when otherwise the plant would be idle
Where 1t 15 practicable 1o mtroduce a multiple-stuft system—
two or three working-shifts a day instead of one—the same
economy could be obtamed together with the employment of
additional workers But where this 1s not practicable, or
where its potentialities have already been exploited, the
employer will find 1t profitable to increase the speed of his
existing workers rather than to increase the number of hands
he employs The economy of this consists i the fact that,
while the mcreased work that 1s done may requre more
circulating capital (for materials and wages) to finance 1t, the
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cost of the fixed capital (save for a small but far from equivalent
addition to the wear-and-tear of machmery) will remamn the
same Hence while the employer’s profit may increase in
no greater proportion than his circulating capital has had
to be mcreased,* 1t will tend to increase in proportion to the
¢otal capltai i use (circulating plus fixed) and hus profits as
a percentage of his total capital will consequently tend to
rise It 1s this fact which, m part, explains why 1t may even
be profitable for employers (within Iimuts) to raise piece-rates
m order thereby to stumulate higher speeds of work (as 1s
explicitly provided for under such a system as the “ differential
piece-rate ”’) employers may gain more 1n economy of plant
and machmery than they lose m having to pay out more
wages for each piece of output. In America, m particular,
a further advantage has been claimed for the various types of
bonus system, that they reduce the costs mcidental to a large
“labour turnover ”—to workers leaving therr job through
dissatisfaction or m the hope of self-tmprovement, and secking
work from another employer : a subject on which something
will be said 1n a later chapter

§ 4. Rate-cutting. One thing which, more than any other,
has been the ground of trade union opposition to payment
by results has been the occurrence of rate-cutting . namely,
the reduction of the rate at which piece-work 1s paid after
workers have been put on a piece-work system and have
been mduced to mcrease their speed of work under the attrac-

1There may well be an economy even in the circulating caprtal m
so far as the acceleration of work results (as 1t will tend to do) 1n a decrease
of the period of production In other words, the mncreased output of
work will be associated with capital-saving results  This 15 an mmportant
qualification of the statement, made m the first edition of this book,
but onutted from later editions, that the tendency of “ speed-up ” methods
will be to lower piece-rates on the ground that the mtensification of work
1s equivalent to an mcreased supply of labour, tending to cheapen its

price
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tion of higher earnings Even when this occurrence is
occasional rather than frequent, 1t may be sufficient to spread
widespread suspicion of the system and provoke opposition
to its mtroduction The worker naturally regards such cases
as evidence that the chief mtention of the system 1§ to encour-
age the worker to mncrease his pace, and then when this has’
been achieved to cheat him of increased earmings by scaling
down the rate at which he 1s paixd The employer on his side
pleads mn defence of his action that 1t 1s extraordmnarly hard
to fix a rate m advance which will turn out to be * econonuc ”
for that type of work when higher levels of output have been
attamed. If the rates are fixed too low in the first place,
discontent 1s likely to arise because the relative earnings of
piece-workers and time-workers do not differ enough to
remunerate the former for their greater exertions, while if
they are fixed at a level which raises the wage-cost of output,
the employer will be faced with the alternative of erther
reducing the rate subsequently or else dismssing some of his
men. This difficulty mn the fixation of rates has proved a
particular stimulus to the adoption of what are called * time
and motion > studies as a basis of rate-fixation But apart
from unavoidable difficulties in fixing the mutial rate, there
15 a reason which may immpose on an employer the necessity
of subsequently reducing his rate that an mndividual employer
can hardly foresee © namely, a change in the market-price of
his product  Indeed, 1t 1s highly probable that, 1f an increase
of output resulting from an imtroduction of piece-rates has
become general to a whole industry, a fall in selling-price wiil
occur. How likely thus 1s will depend on whether the demand
for the product of the industry 1s elastic or melastic (being
less probable where the demand is elastic than where 1t 1s
relatively inelastic), and 1t will also depend on the output-
policy of other industries as well as on the financial policy of
the country at the time, both of which will detergnine the
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movement of purchasmg-power and of demand mn the com-
munity at large  But there remains a sufficiently real danger
(apart from any malice aforethought on the part of the
employers) of economic circumstances mevitably forcing a cut
m the ongmal rates, as soon as the ““ speed-up ”* has become
‘at all general 1n the mdustry, to provide grounds for suspicion
that this may occur, and to cause workers to fear that the
system will be twisted to their own detriment unless they have
a sufficient share 1n controlling the fixation of rates And it
15 to combat the opposition which thus suspicion has aroused
that 1n a number of cases 11 America firms have had to
guarantee that a piece-rate, once mtroduced, will not be altered
for a given length of time.

§ 5. Premium-Bonus Systems. The result of an ordmary
““ straight ” system of payment by results, where the worker
1s paid a straight rate of so much per piece however much he
does, 1s, accordngly, to create a sitnation where before very
long the employer may find it unprofitable to employ so many
men unless he can scale down the piece-rates which he has
been paymng Such a ““cutting” of rates will tend to cause
hostility to the whole system among the employees, and
such hostility may defeat the aim of the employer 1 offering
an ncentive to faster work For this and more obvious
reasons employers tend to prefer more complicated systems of
payment by results under which the reward for increased
work starts high, but afterwards does not imcrease proportion-
ately with the work done This automatically scales down
the rate as mdividual output increases These more com-
plicated systems are usually called Premium-Bonus Systems,
and are based on a “ standard time ” for a given job, with
a bonus for “time saved” Under the system which
Mr David Rowan mtroduced in Glasgow 1n 1898 a * standard
tume " 1sdlaid down for a given piece of work , and if the work
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18 done 1 less time than this, the worker receives a percentage
bonus equal to the percentage of time saved It 1s to be noted
that the wage 1s calculated 1n terms of a time-rate, the bonus
being calculated as so many hours to be paid for i addition
to the hours actually spent on the job  Thus, 1f the standard
time 18 10 hours and the work 1s actually done 1n 8, the ordmary®
hourly rate for the 8 hours 1s paid plus a bonus of 20 per cent,
which amounts to additional payment for another 1 6 hours.
An alternative system introduced by Mr F A Halsey
America m 1890 gave as a bonus a third of the hourly rate
for the hours saved on the standard time Thus, 1f the
standard time was 10 and the work was done in 7 hours, the
worker would get paid for the 7 hours plus a bonus equal to
1 hour’s wage When this sytem was mtroduced mto England
by Messrs Weir 1t was altered so as to give a half of the hourly
rate for the time saved as bonus, and in this form came to be
known as the Halsey-Weir System Of the Rowan and the
Halsey Systems the former yields the higher actual rate and
greater imcentive at the early stages of speedmg-up. At the
pomt of a 50 per cent reduction on standard time the two
systems are 1dentical, each yielding a 50 per cent increase of
earnings for what amounts to a doubling of ““standard ”
output After this pomt the actual rate falls away faster
under the Rowan than under the Halsey System

Sometimes collective bonuses have been advocated, and mn
one or two cases the method has been adopted This 18
particularly appropriate where men are working m “‘ gangs »
and 1t 1s difficult to assess the specific contribution of each
man, as for mstance with boiler-makers’ rivetmg gangs
An example of 1t was the Priestman System, introduced by
Messrs. Priestman of Hull 1n 1917  Under this the workers
were paid as basis the ordmary time-rate, a group-bonus was
given proportional to the amount by which the output of the
whole group had been ngreased beyoncj a given amount,
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and this bonus was divided so as to increase each man’s
wages 1 the same proportion.

§ 6. * Task-Bonus Systems . A different principle underlies
the “ task-bonus” systems which were used 1n America 1
connection with wider schemes of scientific management
These give a substantial bonus to the workers to attain a certan
“task ” or standard of efficiency, the bonus being added to
the ordmary piece-wage Under the Gantt System the task
1s sometimes as severe as a doubling of normal output and
the bonus given 1s about 40 or 50 per cent of the wage. The
workers who fail to reach the standard get no extra earnings
Thus 1s rather like holding a carrot before the nose of a donkey :
the donkey may never reach the carrot, but his progress 1s
nevertheless accelerated. The Emerson System, which 1s an-
other variety, also lays down a certam “task™, but the
“task " 1s usually not so severe, being designed for the average
worker, and the bonus 1s equivalently smaller and 1s graduated
according to the nearness which the worker gets to the task
The * carrots ” are here smaller and less juicy, but the donkey
1s given one more frequently.

The Taylor System of Differential Piece-work, however,
goes a stage further, and, m contrast to Premium-Bonus
Systems, makes the piece-rate at which work 1s paid actually
rise as the worker’s speed of work increases For instance,
if 6 dozen are done m an hour, the piece-rate may be 1s. per
gross, but if 7 dozen are done 1 an hour, the rate will be
raised to, say, 1s 1d. per gross. The advantage of this
scheme, as claimed by 1ts origmator, consists 1 the fact that
1t makes the position of the slow worker much worse and
that of the quick worker much better than 1t would be under
any alternative scheme, and 1t consequently tends to drive
all slow workers out of the factory and to attract to 1t all the
better workers 1n the trade  In this way a particular employer
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may be able to skim off for himself all the cream of the labour
market ; and he may profit by staffing his works with a smaller
number of men who work more quickly even though he has
to pay them at more than the normal rate. But this 1s an
advantage which ome employer may obtain or, even one
industry, but which cannot be gamned by all employers at’
the same time all of them cannot enjoy only the cream

And if the system were generally adopted the necessity of
revising rates mn a downward direction would be likely to
arise more than 1n other systems of payment by results

§7. The Bedaux System and Point-rating. One of the main
difficulties associated with piece-rate and bonus systems 1s
the adjustment of rates between different jobs 1 the same
factory When men are working on a vartety of types of
machme or producmg different sorts of product, the ease
with which output can be increased may vary very widely,
1n one case mvolving little and 1n another case a great deal of
physical stram on the worker  Thus has always been a crucial
problem 1n the fixation of piece-rates for example, 1 the
case of coal-hewing, where the ease or difficulty of cutting
coal will depend on the hewer’s position 1 the mine (whether
he 1s on an easy or a difficult seam) or to-day according as
coal-cutting 1s being done mechanically or by hand In the
cotton mdustry the amount of yarn that 1s spun will vary
widely according to the type of ““ mule > on which the work
1s being done and the “count ” or quality of yarn which 1s
bemg spun, which determines the amount of * twist > which
has to be put on the thread and hence the speed with which
the mule-carriage travels outwards in the spinning process
a fact that has been responsible for the very elaborate and
complicated systems of piece-rates which have been devised
m the cotton mdustry

Before the Second World War a good deal was Reard of
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a bonus method known as the Bedaux System which claimed
to have this advantage over other bonus systems that 1t
provided a method of assessing both the bonus-rate and the
standard output between various jobs so as to prevent dis-
satisfaction from amsing about different rates of earnings of
"workers on different jobs The system had been first devised
m 1911 by a Mr Charles Bedaux in New York, and 1t enjoyed
some popularity among American employers In 1926 a
company, known as Charles E. Bedaux, Ltd , was registered
i _London as a subsidiary of the Chas E Bedaux Co of
New York, with the object of supplymg the technical personnel
and adwvice for 1ts mntroduction by firms m this country. In
the next ten years 1t was mtroduced m a considerable number
of firms on this side of the Atlantic, but 1t cannot be said
to have been very popular where it was mtroduced m this
country Its introduction was notable as being the occasion
of a number of strikes on the part of workers, and m 1932
the Trades Umion Congress instituted an enquiry into its
operation, which revealed that such umions as had had ex-
perience of 1t 1n thewr trades were i nearly every case hostile
to it A well-known authority on Ilabour management
declared that 1t yielded lower hourly earnings than most other
American bonus systems * Iis general effect apparently was
to stimulate an increase of output that was proportionately
much greater than the increase of pay that 1t yielded En-
quirtes 1 America showed that it resulted in increases of
production of about 50 per cent on the average and increases
of earnimngs to workers of only about 20 per cent 2
Since then a number of adaptations of this system have
been worked out, usually referred to as Point-Rating Systems
Their common element 1s that each job, or unit-part of a job,

*Dr C H Northeott, mn Unity, May, 1932
2 Systems of Wage Payment, National Industrial Conference Board,
pp 108-¢
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1s allotted a certain number of pomts or time-units after what
1s termed a ““ time study > of the job by experts, commonly
called “rate-fixers”. These pomts or time-umts form the
basis for the standard time allotted to a job  In the Bedaux
system a “standard minute” was taken as the.umt, this
was supposed to combine an allowance for actual working
time and for a rest-pause after exertion, and the combination
of the two 1n appropriate proportions was alternatively called
a B-umt A job was then rated at so-many standard minutes
or B-units, and a worker was paid a bonus i proportion to
the amount of work (measured mn these time-units) done 1n
a given period over and above the standard For example,
the standard for a job may be assessed as 20 ‘‘ standard
minutes **, which 1s the same as saymng that the standard
task for each hour of work 1s three such jobs The worker
1s paid the ordinary time-rate for the hour worked; and if
he turns out during the hour more than the 60 standard
munutes-worth of work, he gets an equivalent bonus, this
bonus bemg some proportion (which may be 100 per cent
or less) of the time-rate for the extra * standard munutes .
Thus, if m an 8-hour day a worker turns out work that
has been rated at 500 *“standard minutes ”, he will get the
ordmary time-rate for the 8 hours (= 480 minutes) worked, plus
a bonus equal to the time-rate (or some fraction of it) for the
extra 20 minutes.

It can be seen that m principle this 1s akin to a premmm
bonus system, m that 1t also 1s based on the assessment of a
standard time for a job, only the actual method of calculating
the bonus for the extra work done in the time 1s shghtly
different (depending as 1t does on measurmg this extra work
1 time-units, instead of basing the bonus on some relationship
between ““ time saved ”” and “ standard time ) The system
15 considerably more complicated than most ordinary bonus

systems, and 1t 1s not always easy for the worker to«see how
F
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his pay-packet has been calculated Moreover, since the
rating of the jobs i the standard units 1s done by experts
(usually coming 1n from outside the factory or firm) the fixing
of the bonus 1s less susceptible to collective bargaming than
are simpler bonus systems These two reasons may explan
“a good deal of the distrust, if not opposition, that such systems
have often aroused among workers

§ 8. The Field of Payment by Results. One might well wonder
at first sight why 1t 1s that payment by results 1s not universally
adopted, seemng that 1t 1s apparently of such advantage to
employers But 1t must be remembered that a system of
payment by results 1s not the only method by which an em-
ployer may accelerate the pace of work 1 his factory He
may, for example, achieve the same result by mamtammg a
larger staff of foremen and supervisors, and where the work
1s fauly easy to supervise, and the workers are amenable to
the persuasion or pressure of foremen, it may be cheaper
for him to extract his greater output by such means In some
cases, indeed, one finds a system of bonuses to foremen
proportioned to the results of the whole shop There are
also numerous types of work where payment by results 1s
costly or mmpracticable to mtroduce and other cases where 1ts
mfluence on output would be neghgibly small. Nor 1s 1t
true that 1n all cases 1t 15 the employer’s mterest which favours
its adoption, and the workers’ mterest which opposes and
obstructs True, 1t 15 more likely to be m the employer’s
mterest than the workers’ for reasons that we have discussed.
True, there 1s a considerable area of industry, most notably
m the engmneering trades, where fierce battle has waged over
the system, the employers urging 1ts extension and the trade
unions resistng  But there are also other mdustries, such as
the cotton industry, where the system has been 1n operation
for decades and 1s accepted without question by operatives



§ 8] THE PAYMENT OF WAGES 67

and trade unions There are even certamn types of work (of
which work on the conveyor system 18 probably the best
example) where 1t may be in the worker’s nterest to be paid
by results in order that he shall have some compensation for
any forcing of the pace which the management may exact
through 1ts control over the machine-process  The traditionale
opposition of trade unions to payment by results has been
mamly due to the abuses to which it may open the door ;
and agamst the forms of exploitation to which 1t only too
frequently gave rise (as for example under the old sub-
contracting system) the trade untons looked to the mtroduction
of time-rates as a protection The workers® opposition to a
new method 1s usually directed less agamst the system of
payment as such than agamst the uses to which they fear
it may be put Where trade unmions are strong enough to
mmpose safeguards agamst abuses such as rate-cutting or
excessive “speed-up ”, opposition to 1t often disappears,
and 1t 1s a familiar fact that 1n the socialized mndustry of the
US S R. systems of payment by results are widely m use.
Payment by results will clearly be to the greatest advantage
of the employer where the rate of work depends primarily
on the worker himself and on the speed at which he chooses
to go, as for nstance a turner at a lathe or a coal-hewer.
On the other hand, where the rate of work 1s maly governed
by the speed of the machinery and the worker does little more
than keep pace with the machinery 1n a series of more or less
routme operations, 1t may not make very much difference
to the employer whether he pays by piece or by time  In the
Ford works, for mstance, the fitters merely attach certain
screws and bolts as a contmuous travellng carriage passes
them, and Mr Ford consequently prefers to pay everyone
by time and not on piece-rates. In such cases, as we have
seen, 1t may be the worker, rather than the employer, who
prefers prece-payment, so that if he 1s * speeded-up >, he may
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get some recompense for the extra stiain  In certamn types
of work quality may be more important than quantity The
worker, 1f he has a monetary nterest 1n quantity, may speed
up his work to the detriment of quahty and turn out mferior
and “shoddy” work The employer, it 1s true, can reject
definitely bad work and refuse to count 1t, but this leads to
conflict and dispute and can usually apply only to the worst
cases and will not materially raise the average quality of the
work that1s turned out  No one would suggest that a gardener
should be paid according to the number of geraniums he
plants, the chef according to the steaks that he gnlls, the
ploughman according to the furrows he drives It 1s far
from true that every case of low output and high costs 1s
curable by an extension of payment by results. As one
writer on the subject has saxd  “ It 1s bemg recognized more
fully to-day (that) output can be mfluenced by many factors,
of which workers’ efforts form but one, and that one possibly
not always the most important ”* Low output may be due
to faults of management, to msufficient or intermuttent supply
of materals, tools, or apphances, to bad co-ordmation of
different parts of the production process, with resulting delays
and congestions, to machinery bemng unswtable or out of
repair, to the work of the office and the drawmg-room being
mefficient Payment by results will not enable the employer
to remedy any of these

Payment by results will be most practicable and easiest to
handle where the work 1s of a standardized character and
falls mto regular ““ pieces ** which can be easily measured and
are the same from week to week But where the work does
not fall mto easily measurable “ pieces ”, or where its character
18 continually changing, the system will be more complicated
to operate, as m a foundry where a large number of different
types of casting may be made and these different types change

a 1 Powell, Payment by Results, p 57.
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from day to day or week to week. It 1s in these cases that
hostility to the system on the part of trade umions is most
likely to arise. The amm of a trade umion, as we shall
see 1n a later chapter, 1s to improve the earmmgs of 1ts
members by bargaining collectively, or as a groyp, with the
employer over wage-rates Where the work 1s standardized
and regular, piece-rates as well as time-rates can be fixed by
direct bargaming between the trade unions and the employers,
the rates for different types of work bemng drawn up 1n what
1s called a “ price-list ”, agreed on between the two sides and
posted 1 the workshop  Such “ price-lists * exist 1n a large
number of trades such as the textile and the boot and shoe
industries. Even here, of course, certain difficulties of inter-
pretation and consequent disputes may anse m decidmg mto
which of the various categories a particular job may fall,
and m such cases some impartial arbitrator may have to be
called 1n, or as m the cotton imdustry where the piece-lists
are extraordmarily complicated the employers may decide to
leave the decision to trade union officials, who m this case
are specially appomted for the purpose. But where the
work 1s very varied in character and new types of work are
contmually arising, standardized price-lists are not possible
and piece-rates have to be settled for each job separately
by a direct bargam between the management and the individual
worker. The fact that in the engmeering trades piece-rates
have been fixed traditionally 1n this way by what 1s known
as the method of ““mutuality,” instead of by piece-lists
collectively negotiated and agreed upon, 1s apparently 1a the
main responsible for the greater opposition that has in the
past been put up by the engineering trade unions to the ex-
tension of payment by results than i other trades. During
the War the difficulty became particularly great owing to the
large number of new types of work that were bemg contmu-
ally mtroduced, and owimng to the wholesale promotion of
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unskilled men on to skilled jobs (known as ‘ dilution *)
In each case a new bargam had to be made as to the rate
between the worker concerned and the management, and
it was m order to imtroduce an element of “ collective
bargaming 2’ mnto the settlement of such rates that the custom
"spread m the engmeering and furnishing trades for the workers
m each shop to elect a shop steward who should act as their
spokesman to the management, and for the various shop
stewards 1n turn to come together i a works committee
Between the two wars, however, there was a big extension of
standardized work mn engmeering, with mcreased use of
automatic machmery, and the field for payment by results
was greatly extended as a result Where cases arise m which
1t 18 not possible for a trade union to fix piece-rates by collective
bargaining, 1t 1s now fairly common to exact a safeguarding
condition that piece-workers shall not earn less than the
prevalling time-rate  This 1s done 1 the engmeering trades
Frequently 1t 1s urged that piece-workers should be guaranteed
more than the normal time-rate, namely, “ time-and-a-
quarter 7, or “ time-and-a-third ”, smce men on piece-rates
usually work at a greater intensity than tume-workers, and
the former may be suffering an injustice 1f they are recerving
no more than the latter while in practice domng more work

§9. Sub-contracting. In cases where the workers are weak
and unorgamzed a system of payment by results may hold
the door open to numerous methods of explotation, 1f only
for the reason that where the method of payment 1s more
comphicated, and where 1t 15 such as to encourage the worker
to accelerate hus speed of work, there 1s more chance of
advantage beimng taken of the worker’s ignorance and weakness
In the old days abuses of this kind attached particularly to a
system known as * sub-contracting ” which was then fairly
commor: Under this system, which was really a survival
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from the Domestic System before the comung of factories,
the capitalist would give out work at a certamn price to a
small man or gang-master or sub-contractor, who then, 1
turn, employed workmen on the job The sub-contractor
secured his profit by getting the work done at less than the
price at which he had contracted with his employér , and as.
a result he had a special mducement to reduce the wages
he paid to a mmmmmum  If the employer “ beat him down ”,
he m turn would “ beat down ’ the wage he paid to those he
employed The working of a mine was often given over at
a price to a “ butty ”’, as he was called In the tm mine$ of
Cornwall the workmg of a mine was often let out to a ““ gang-
master ”” on what was called “tut-work” by a process of
“Dutch Auction ”, under which the price started high and
the job finally went to the lowest bidder In the muddle of
the nineteenth century a large amount of the work of railway
construction was done on a basis of sub-contract To-day
there are still certamn survivals of this In the Midlands
coal-field the * butty ” still survives m the shape of the hewer
who gets a certamn * stall > allotted to him when a coal seam
1s opened up at a certain price per ton for the coal he sends
out from tis “stall” He, m turn, employs assistants, often
at day-rates and not piece-rates, to help him i working the
“stall ”. But to-day the rates both of the ““ butty > and his
assistants are as a rule regulated by trade union agreements ,
although apparently there 1s not mfrequently some “ oiling
of the palm ” to secure the allotment of the most favourable
“stalls ” The system also survives 1n a large number of the
small hand trades, such as the clothing trades, where work 1s
given out on a sub-contract basis, and 1t 1s here that some of
the worst cases of “sweating’ are generally found. The
economist McCulloch once praised the sub-contract system
in flamboyant terms.  *“ It 15 1n truth,” he said, * the broadest,
the easiest, and the safest of the various channels 13y which
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dihigent, sagacious and frugal individuals emerge from poverty
and attain to respectability and opulence Those who thus
nise to distinction may be emphatically said to be the architects
of therr own fortunes  They owe nothing to interest, to favour
or to any unworthy means” But to-day it 1s generally
recognized fhat the system 1s bad unless carefully hedged with
numerous safeguards As trade untons have developed they
have usually been hostile to the system and in thewr oniginal
attacks on 1t turned towards time-rates as providing a safe-
guard agamst 1ts numerous abuses

§10. Weighing and Measuring. There are two particular
ways 1 which a prece-worker, unsupported by legal safeguards
or by a trade union, may be an easy victim for an employer
or sub-contractor or foreman who 1s ready to take advantage
of the weakness of an employee The worker may have
undertaken work on a verbal understanding as to the rate
When pay-day comes he may find that his pay has been cal-
culated at a lower rate Or, again, he may find that m the
weighmg or the counting of his work he has been credited
with a smaller quantity than he thinks that he has really done
It 1s hus word agamst his employer’s, and if the employer
sticks to his point, the worker has no evidence that he 1s
night and no redress If the worker throws up the job, the
employer can probably get another quite easily to fill his
place; and 1if the vacancy cannot be filled quickly the em-
ployer loses only a little profit, whereas the worker fears that
he may fare no better elsewhere and that he may be unable
to get other work at all  Frequently more subtle 1ssues may
anise over the precise character or quality of the work that
was ordered or over the imterpretation of “bad work
To deal with this a whole series of Acts of Parlhament has
been passed As far back as 1824 an Act provided for the
use of a_*ticket ” to be given out to the worker with each
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piece of work, stating the character of the work to be done
and the piece-rate to be paid for it This * ficket ” was to
constitute legal evidence 1n any dispute, but its usc remamed
optional for an employer In 1845, the use of *tickels ™
was made compulsory 1n the hosiery trade and 1 silk weaving,
where there had been much complant of abuses i this respect «
The Factory and Workshop Act of 1891 made the giving of
written particulars of work compulsory 1n all textile factories ,
m 1895 the Home Secretary was empowered 1o exiend this
obligation by special order to other trades; and m 1901 it
was made generally compulsory for employers in giving dbut
prece-work either to post a list of rates in a promuent place
or else to 1ssue a “ ticket > of particulars with cach piecc of
work. With regard to the measuring or weighing of the work
done, the mmers m 1872 secured the right of appomting a
“ check-weigher * elected by the piece-workers 1n a mimne and
paid by them to represent the men when the weighing of
tubs was takmng place at the pit-head But this nominal uight
was only a begmning there were ways in which a mme
manager could hoodwink the ““ interfering ** check-weigher, 1f
he desired, or even exert pressure upon his election Later
legislation, accordmngly, provided that the check-weigher’s
rights should be actual as well as nommal He was to have
“ every facility afforded to him for enabling hum to fulfil the
duties for which he 1s stationed ”, while on the other hand
1t was made 1illegal for him to mmpede the working of the
mine or to mterfere with the weighing By an Act of 1894
1t was made an offence for an owner or manager to exert
“mproper influence ” on the election of a check-weigher,
whether by threats, bribes or dismussal, or to refuse to give
facilities for such an electton Finally the Act of 1919 pro-
vided for an extension of the system to other mdustrics—to
won and steel founding, casting and rolling, to the loading
and unloading of vessels, to chalk and limestone quarryng,
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and to cement and hme-working. The Home Secretary was
further empowered to extend the system to any other trade
that he thought fit An important new clause m this latest
Act made 1t necessary for the employer to give “‘ reasonable
notice ” to the check-weigher of the time and place at which
the weighin® was to take place

§11. Truck and Deductions. Another respect i which
advantage may be taken of the weakness of an unorganized
worker 1s 1 various kinds of deductions from his wages
These deductions may take the form of fines for bad work or
bad time-keeping or indiscipline, or they may be on account
of materials or tools supplied Where the employer owns a
shop or a canteen, runs a benefit club, or rents a house to his
employees, he may deduct the value of what 1s purchased
at the shop, or the club fees, or the rent of the house, from
the wages that are paid, handing over only the balance m
actual cash In the early factory towns this practice was
quite common, gaming the name of the Truck System, and
frequently resulting in constderable evil and abuse Some-
times the employer would pay the worker entirely m kind,
instead of cash, and if the foodstuffs mn question were of
poor quality, were of hittle use to him, or were of less value
than the wage he had contracted for, the worker had seldom
any redress In other cases the employer mught pay part of
his wages, not 1n cash, but in vouchers or orders on a neigh-
bouring “ tommy-shop ”, as 1t was called, owned by hmself
or a confederate ; and if at this shop the worker was charged
exorbitant prices or given shoddy goods, he had no freedom
to go elsewhere unless he abandoned his employment. Since
the muddle of the eighteenth century legislation had been
force providing that wages should only be paid ““ 1 good and
lawful money of the kingdom ” ; but the legislation remamed
a dead letter. The first sertous attempt to deal with the evil
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was the Truck Act of 1831. This prohibited any contract
which made the worker agree to take his wages m any other
form than cash, or bound hum to spend his wages in any
particular way, and forbade deductions from wages on account
of fines. A later Act in 1887 prohibited entirely the payment
of wages 1 the form of orders for goods on tradesmen, and*
made 1t 1llegalefor a master to dismuss an employee because
he did not spend his money 1n a particular way The matter
of deductions from wages for fines and tools, etc , was finally
dealt with in the Truck Act of 1896 This Act, 1n dlstmcl.lon
from that of 1831, legalized certamn deductions of this kind,
provided that notice was given and displayed publicly of the
items for which such deductions would be made The
position, therefore, as 1t exists to-day, 1s that payment of
wages 1n any other form than cash 1s illegal, as 1s also any
compulsion on the worker as to the way 1 which he spends
his wages It 1s also illegal (by the Shop Club Act of 1902)
for an employer to make 1t a condition of employment that
the worker should join any particular ““ shop club ** or tricndly
society or private benefit club of his own  On the other hand,
deductions from wages on account of rents, of tools and
materials supplied, and of disciphinary fines are allowed
In some of these instances there still remains room, therefore,
for an employer who desires to ““ nibble ” by mdirect means
at the wages he pays to do so, and the extent and character
of such deductions remain a subject at times for d1sagreements
and disputes

§ 12. Profit-sharing. Some employers, 1 addition to, or
nstead of, ordinary systems of payment by results, favour a
system known as profit-sharing with the aim of stumulating
a collective spirit among the work-people favourable to greater
output, and of giving to the employees a financial intercst
in the success of the firm Sometimes the system 18 coupled
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with some co-partnership scheme under which the employees
are given special facilities for taking up shares in the busmess
and are given a small degree of representation on the Board.
Not infrequently a further advantage 1s hoped for from the
scheme in_detaching the workers from a trade union and
“freemng the management from the constriction of collective
bargamnmg and possible strikes. An early mstance of this
was a scheme mtroduced by Henry Briggs, Son & Co , colliery
owners of Normanton, m 1865, together with special share-
holdmg privileges and a seat on the Board of Directors for
a workers’ representative A condition was made, however,
that m order to receive the profit-bonus the employees must
abandon membership of any trade union, and when later
a strike was declared against a wage-reduction the bonus was
discontinued. In this case the right of the men to recerve
the bonus was not legally established, but rested at the will
of the shareholders Messrs Fox, Head & Co, wron manu-
facturers of Middlesbrough, introduced a smular scheme m
1866 Fifteen years previously in France the Compagnie
d’ Assurances Générales had introduced an interesting form of
deferred profit-sharmg with the express object of preventing
other firms from drawmg away 1its best employees by offers
of a ligher salary Ths profit-bonus was not_paid out im-
mediately, but was accumulated 1n a Provident Fund and then
paid m an accumulated bonus to every employee of 25 years
standing or over 65 years of age A more recent mstance m
England 1s the well-known scheme of the South Metropolitan
Gas Company, mtroduced in 1889, as an mducement to
termmate a strike, and contaming originally a condition that
those participating 1 the scheme should not be members
of a trade umon—a condition which was later abandoned.
The ground covered by such schemes 1n this country 1s not
very wide, although there was some increase after the First
World War 1In 1936 there were 412 schemes i operation
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covering 260,000 employees  On the average the profit-bonus
amounted to some 5-6 per cent of the worker’s wage, and sel-
dom exceeded 1n all 10 per cent of the total profits About
another 400 schemes had also been started at one time or
another and subsequently termunated An advantage fre-
quently cited for the system 15 that 1t 1mplies the nnpartlng of *
mformation concermmng profits to the workers But apart
from thus, profit-sharing seems to amount to little more than a
particular form of bonus system of wage-payment—a collective
bonus assessed, not accordmng to the results of a particular
workman or a gang of workmen, but according to the financial
results of the whole concern  In some respects 1t 1s less likely
to achieve its desired results than other bonus systems of pay-
ment, since the bonus 1s less drrectly related to the worker’s
own effort, and 1s consequently Iikely to act as a weaker
mcentive to him to increase his exertions, depending as 1t
does on several factors outside the workers’ control, such as
financial circumstances, the state of the market and the
efficiency of the management In so far as it 1s successful 1
1ts aim 1t will be successful for precisely the same reason as
15 any other bonus system~—for the reason that 1t increases
the mntensity of work and the productivity of labour, and so
mcreases gross product to a greater extent than the bonus
which had to be paid away. But trade unions have generally
had the suspicion that there was an additional aim 1n such
schemes namely, to attach the worker more closely to a par-
ticular firm and so to free the employer from the restraints of a
collective bargaimn by sapping the strength of trade unionism
And 1t 15 because they suspect such an aim to be present in
most profit-sharing schemes, explicit or implicit, that the tradi-
tion of trade uniomsm has been hostile to such proposals.

§13. Payment by Results and Earnings. In all methods of
payment the actual results which they yield will vary gs much
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with the circumstances m which they are introduced as with
the particular method adopted  Hence 1t 1s the circumstances
surrounding them rather than the method 1tself on which we
must fix our attention mn judging what the effect will be upon
the mterests of employers and employed . and 1t 1s dufficult
"to say that any one system 1s 1tself good or bad wrespective
of the circumstances m which 1t 1s adopted One may, of
course, classify different methods accordmg to how they
relate changes in pay to changes i effort But this 1s not
epough unless one knows what the basic rate 1s at which men
are bemg paxd For example, m judgmg whether a prece-
rate 1s of benefit to a worker, 1t 1s not sufficient to know that
it gives hum a 10 per cent increase m wage for a 10 per cent
mcrease of effort. If the mitial wage 1s low relatively to the
effort mnvolved, the worker may be getting only a few pence
extra for mcreasing his labour and his output by a large
amount, and a piece-worker working at a quarter or a third
as fast agamn as time-workers may be earnmg little more than
the latter obtam. In the case of Premmum-Bonus Systems
everything will depend on the “‘standard-time ” that 15 set
If the standard 1s set severely at the speed of the fastest man,
only a few will achieve the task i less time and only a few
will enjoy the bonus. Even though the wage may increase
proportionately for increased work i excess of the standard,
the ratio of increased pay to increased effort may be small
compared with the normal output of an average worker if
the standard set 15 a lugh one  Similarly with profit-sharing,
the basic wage which the worker receives 1s probably more
mportant than the amount of the additional profit-bonus
he gets If an employer pays £10 a year to each man as
bonus, but at the same time manages to reduce wages by
4s. a week all round, his total wages-bill will be no greater
than before and the scheme will be costing him nothing
This 1s,why a trade union may be more concerned with



§ 13] THE PAYMENT OF WAGES 79

the effect of a new method on collective bargaming than
with 1ts immediate promuse of higher earnings, and why
the workers may be more hostile to payment by results
when they are weakly organized than when they feel they are
i a strong enough position to control the manner of 1its
operation

To avoid musunderstanding, 1t should be remembered that
few systems of piece-rates are in practice unrelated to a
standard of earnings per unit of time In other words, piece-
rates usually operate within a kind of framework of tyme
earnings , and many of the complications that are met with
mn the actual operation of these systems is due to the fact
that various sorts of compromise are attempted between
maintaming uniform rates per quantity of output m all con-
ditions and places and uniform earmings per period of time
For example, the national wage agreement in the boot and
shoe mndustry does not run in terms of job-prices at all It
merely stipulates certain weekly rates of earnings for workers
of various categories, and then directs that piece-rates shall
be so fixed 1 each locality *“ as to give to the average operative
an earning capacity of 25 per cent over ” the rates of earnings
laid down This mmplies that piece-rates shall always be
adjusted m order to yield uniform earnings, so far as an
“average operative” 1s concerned Certamn exceptions are
made to this m jobs “ where exceptional skill or length of
tramming are required * or *“ 1n outlymg districts ** where goods
of lower quality are bemng made. The local imterpretation,
however, of this uniform-earnings policy varies constderably
In some centres, such as Northampton, piece-prices for the
job are fixed separately for each firm ;* with the result that

* These so-called *“ Shop Statements ” apply to the closing, making
and finshing departments , but mn the clicking and rough-stuff depart-
ments there are District Statements, with uniform prices for the whole
district, which are graded accordmmg to the type of operation, of shoe
and of matersal used *
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the better orgamized and equipped firm has lower wage-
costs per shoe than the less efficient firm, smce the piece-
prices will tend to be adjusted downwards in the case of the
former to allow for the fact that better orgamization and
machinery. enable the operative to get through more pieces
in a day In other centres, however (e g Norwich and
Leicester), there are uniform price-hists for jobs applicable
to all (or nearly all) firms, so that wage-costs are thereby
made uniform between firms, whereas workers i a more
efficient firm will tend to have higher earnmngs than those
employed 1n a less efficient one  To deal with the complcat-
g factor of differing machine-speeds, and their effects on
output-rates and earnings, there has been some opinion 1n
the industry mn favour of establishing uniform machine-
prices nationally 1e the same piece-price for work done on
the same machine 1n all manufacturing districts

The matter of adjusting piece-rates to differing machme-
speeds, so as not to depart too far from a uniform-earnmgs
system and to give some advantage m costs to the firm mtro-
ducing 1mproved machinery, has been responsible for much
of the complications of piece-rate systems i the textie
mdustry. In cotton-spinning the amount of yarn spun m a
given time varies both with the quality of yarn spun (the amount
of ““ twist ” 1t recerves 1n the spinning process) and according
to the newness or oldness of the machinery One traditional
system (the so-called Bolton List) made allowance for changes
1n the amount of yarn spun due to the first of these reasons,
but not for changes due to the second of them Another
(the so-called Oldham Laist) provided for automatic adjust-
ment m the price paid to the operative per length of yarn
spun according as the speed of spinning varied for either of
these reasons, thereby approximating to a uniform-earnings
arrangement * Hence, mprovements i machmery m the

1 With“the exception that the results of larger output due to mcreased
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course of time have had different effects both on costs and
on earnmgs m different firms according to the system of piece-
rates under which they have been working A simuilar contrast
exists between the main price-list that has operated in the
past over a large part of the North Lancashire cotton-weaving
district (the N Lancs Cotton Weaving List) and that which
prevailed over a large section of woollen weaving 1n Yorkshire
(the Huddersfield Weaving List) 1n the latter provision was
made, and 1n the former 1t was not made, for piece-prices to
fall as improvements i machinery imcreased the speed of
weaving* The precise effects of a system of wage-payment
on workers’ earmngs cannot, therefore, be estumated until
details such as these are fully taken mnto account

§ 14. Sliding-scales. In a number of industries wage-agree-
ments provide that the money rates of wages agreed upon
shall be attached to a certamn mndex accordmg to a shding-
scale, and made to vary from time to tume according to varia-
tions 1 this mndex The three mamn types of shiding-scale
m operation are those attached respectively to the cost of
living mndex number, to the price of the product of the -
dustry m question and to some index of the profits of the
mndustry  Profit-sharing, of which we have already spoken,

machmery-speed was divided half-and-half between lower costs to the
employer and higher earnings to the operative, and that as regards
mule-length (1e number of spmdles per mule, which affects the amount
of work required of the minder) two-thirds of the effect of extra output
due to extra length accrued 1n extra earnings

LIt has been esttmated that between 1886 and 1913, although wage-
rates 1n cotton-weaving only rose by about 18 per cent, the rate of earn-
ings probably mcreased by twice as much owing to mmprovements m
machmery and faster weaving On the other hand, between the wars
1t 1s probable that machinery deteriorated, while inferior materials and
departures from specialization slowed-up output, so that weavers’ earn-
ings fell for these reasons This, combmed with poor wage-rates and
under-employment, made hourly earnmngs of weavers in the 1930°s almost
the lowest of any trade for male workers .

G
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can be said to be a variety of the third type, with this difference

that 1t 1s the profits of the single firm according to which the
wage-bonus 1s assessed, and not the profits of a whole industry
An mmportant example of the profit-sliding-scale was the
system of wage-ascertamments mtroduced by the 1921
agreement‘ mto the coal-mining industry Heie, the gross
receipts of the industry, after the deduction first of costs
other than wages, and then of what are termed “ standard
wages ”” and “ standard profits ’, were divided between wages
and profits m certam proportions, with the intention that
wages and profits should move up or down with the total
receipts of the industry® The calculation, however, was
made separately 1 each colliery district, with the result that
the level and the movement of wages might be very different
m South Wales or Durham or Fifeshire from what it was m
Lancashire or Derbyshire or Yorkshire The chief example
to-day of the shdmg-scale based on the selling-price of the
product 1s 1n won and steel, but mn the past its introduction
was often the occasion for strenuous opposition from the
workers and for strikes agamst the system This was the
case at the end of last century i certamn colliery districts in
the north, where the shding-scale was introduced, and fierce
struggles took place over a number of years which finally
resulted 1n 1ts withdrawal ~As a bone of contention it even
divided the trade union world, the unions in the older colliery
districts of Northumberland and Durham (also South Wales)
supporting 1t, and the newer unions i Yorkshire and Lan-
cashire opposing 1t and breaking away to form a new national

* This distribution of receipts between profits and wages was, however,
subject to the payment of a certain mmmum amount to wage-earners
If in any year these receipts were msufficient to pay this mmmum, the
employers had to forgo some of their standard profits, but the deficiency
was carried forward to subsequent years as a first charge on any surplus
In most years between the wars there was such a deficiency and wages
were dowa on the mmmum
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federation The shding-scale based on the cost of living
mdex 1s the most common of the three, and 1s 1 operation
m a number of mdustries inclucmg raillways, hosiery, and the
boot and shoe trade Certain Wages Councils ! attach such
a shding-scale to the munimum wage-rates which they lay
down, so that the mimmimum rates 1n operation automatically
move up or down by some fraction of a penny for every so
many pomts by which the cost of hiving mndex number of the
Munstry of Labour changes

It 1s to be noticed that a shdmg-scale has this fundamental
difference from any of the systems of payment which we have
been discussing It is m no way concerned with the basis
on which work 1s paid whether 1t is paid on a prece-basis
or a time-basis or how the pay 1s made to vary with length
of time or quantity of output It 1s solely concerned with
changes 1n the rate (on whatever basis or at whatever level
this 1s fixed), according as certain other features in the econ-
omic situation change 1 the course of time The intention
1s to make wages more flexible and to allow for therr automatic
readjustment when there 1s some change of circumstances
which, 1t 1s considered, makes this readjustment necessary It
1s important to notice, however, that 1n thewr pursuit of flexi-
bility these shding-scales follow different intentions The
shiding-scales based on profits or on selling-price are designed
to cause wages to vary according as the prosperity of the
industry varies, taking profit and selling-price respectively as
mdices of this prosperity As servant of this intention the
selling-price scale has the evident weakness that by 1tself 1t 1s
no true mdicator of the state of trade . a fall in selling-price
may be an indication equally well of the fall i cost of some
important raw material or of greater economy in the use of
machmery as of a decline 1n the market demand for the pro-
duct A complaint made against the coal shding-scale last

! See Chapter VIII below
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century was that wages during bad tumes seemed to have
“no bottom ”, since 1t encouraged competitive undercutting
of coal-prices to an excessive extent by giving an additional
mcentive (that of lower wages) to employers to reduce the
price of coal To some extent this latter difficulty may
apply also to the profit shding-scale, although m other
respects (apart from certamn practical difficulties of 1ts own,
chiefly concerned with the calculation of profits) 1t 15 more
successful m fulfiling its intention  The cost of living scale,
on the other hand, must clearly be judged by some other
criterion  As an index of the state of prosperity in a par-
ticular industry 1t 1s clearly useless, since 1t 1s based on the
cost of purchasing a variety of articles in which neither the
product nor any of the materals of the industry i question
may be mcluded Only by comcidence 1s the movement of
this 1ndex likely to correspond with movements in either the
market-price or the profits of the industry in question. What
the cost of living scale achieves 15 an approximate stability
m real wages for the duration of a wage-agreement This
may not suit the requirements of the employers 1 a particular
mdustry, if they desire to adapt wage-rates to changing trade
conditions But if the intention of a trade union or a
mmimum-wage authority in making a wage-agreement 1s to
determine a certain level of real wages, rather than of money
wages, then this type of scale can be said best to fulfil their
mtention. There 1s also this which is often said 1n defence
of a cost of hving scale when large movements 1 the general
price-level take place, the prices of most things are likely to
move 1n the same direction, 1f not 1n the same degree, and
accordmgly this scale, while 1t secures to the worker a stable
real wage, at the same time causes the money wage to be
more flexible than would otherwise be the case, and flexible
1 the same direction as the movements of other prices The
crucial guestion remains, however, whether flexibility of thus
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kind 1s a desirable aim to pursue whether if money-wages
are adapted to changing conditions of trade, this drminshes
the unemployment which occurs m depression, or whether a
fluctuation of economic conditions 1s steadied by the presence
of a constant element 1n the situation (rigid money, wages)

§ 15. Hours of Work. Formerly employers devoted more
attention to increasing output by the extension of hours
than to increasing the intensity of the work done in each
hour, and a hundred years ago it was quite common for
hours of work to be over 12 and even to reach 16 hours a
day In doing this, employers neglected the fact that there
was such a thing as an “ economy of shorter hours ”* as well
as of higher wages, and that m lengthening hours they were
ultimately defeating their own ends, smce the fatigue of
longer hours affected the health and efficiency of workers
and undermned their ability to mamntain any high 1ntensity
of work  Like the “ economy of higher wages ”’, the economy
of shorter hours only operates, of course, up to a pomt
As hours are reduced, the mcrease 1 output per hour will
at first tend to be in greater proportion than the reduction of
hours, as a consequence of the higher intensity of work per
hour that results But a point will come where the propor-
tionate mcrease 1n hourly output 1s no longer greater than
the proportionate reduction of hours, and 1t will be at this
point that the employer finds his total output at a maximum
There has been some controversy as to where this point comes,
some placing 1t as low as 6 working hours per day, others
placing 1t at 9 hours or somewhat more A considerable
body of evidence exists to suggest that in a number of occupa-
tions 1t stands at about 8 hours, with variations below and
above this figure for different trades according to the type
of work , and 1t seems fairly certam that in most trades any
extension beyond 9 hours would lower and not incgease the
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total daily or weekly output This was shown with particular
force durmg the First World War when i the munitions
trades hours were increased and holidays cut down m the
attempt to mcrease output But 1t was quickly realized that
this method of increasing output was defeating its own end ,
~and a reversion took place to shorter hours of working
This 1s, of course, to speak only of the effect of changed
hours on output, which 1s what interests the employer It
15 not to say that 1t might not be socially desirable to shorten
hours beyond this pont, m view of the advantage of greater
letsure and less fatigue
In recent decades, accordmgly, employers have found 1t 1
their interest to devote their attention to the mtensive speeding-
up of work mstead of to lengtheming hours, although this,
too, has 1ts lumits, where the heightened pace of work reacts
through fatigue on efficiency As a result employers have
not been unwilling on the whole to accede to the trade union
demand for shorter working hours , and to-day in the majority
of trades the normal working hours per week are limited by
collective agreement between trade unions and employers to
44 or 45 hours  If a worker 1s employed for longer than this,
he has to be paid for the extra hours at a specially high
‘ overtime > rate, which acts as a deterrent to the manage-
ment from working 1ts men longer than the normal period
In certain cases, as in the building trade, it 1s part of the
agreement that a particular employer who wishes to work
“ overtime ”* shall first obtain the consent of the local trade
union secretary. It 1s usual when a trade union secures a
reduction of hours for 1t to insist on a raising of the hourly
rates so that weekly earnings do not fall as a result of the
shortening of hours This takes away from the employer
much of the advantage which shortened hours yield. But,
if the result 15 an increased output per hour, 1t 1s clearly
equitable that hourly wage-rates should be equivalently raised
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Apart from legislating mn the mterest of women and children,
the State has taken little part 1 limiting the hours of labour ,
aJthough m most cases where men and women are employed
m the same factory a Iimitation on the hours of the latter
has automatically limited also the hours which the former
can work The exception 1s that of coal-mining, where hours
underground were imited by law 1 1908 to 8 hours, and to
7 hours 1n 1919, although the lumit was subsequently rased
again to 7% hours  Shop assistants have also been legislated
for m the Shop-closing Acts But apart from this, legal
lmutation on the hours of male workers has not been 1ntto-
duced 1 this country , and while an mternational convention
to Immut hours by law to 48 per week was adopted at the
Washington Conference m 1920, the British Government
subsequently decided not to carry 1t nto effect The shorten-
g of working hours that has occurred over the last half-
century has been the product of collective bargaming between
trade umons and employers and 1s embodied in collective
agreements between the two sides

3



CHAPTER 1V
THEORIES OF WAGES

§ 1. What a Theory of Wages tries to do. When an economuist
constructs a theory of wages, what he 1s trying to do 1s to sketch
an abstract picture or diagram of the way m which wages,
as the price of labour-power, are connected with other prices
and other economic quantities He 15 sketching a picture
made up of relattonships of iterdependence of such a kind
that a change taking place at any one pomnt produces related
shufts and changes over the whole of the area that he 1s study-
mg His picture 18 a true portrait or not according as its
contours correspond or do not correspond to the contours
of the real world which 1t claims to depict At the same time
he generally tries to do something more than draw a picture
Not only does he attempt to stmplify the picture m greater or
less degree, so as to emphasize those relationships which he
thinks to be of major importance , but he tries to depict them
n such a way as to rest the structure of interdependent rela-
tionships on certan *“key” quantities, whose position can
be known mdependently of the rest, and which, when known,
are sufficient to enable him to calculate the position of the
other variable quantities (in this case wages) Of course, 1n
actuality nothing 1s independent and everything reacts in some
degree on everything else  But if this one-way influence of
the ““key™ factors on the other vamable quantities 1s a
sufficiently dominant one, contrary influences can be treated
as neghgible and the assumption of independence can be
taken as “ good enough ” for most purposes One will then
have a theory which enables one to calculate, or to determine,

what the,wage-level must be as soon as these given data, or
88
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key factors, are known, just as m mechamcs a theorem
enables one to postulate a certamn equilibrium-position or
certam paths of movements, given the position and strength
of the determuning forces. The theory will also tell one, mn
the case of, say, a difference 1 wages between two periods of
time or two countries, to what this difference must be ulti-*
mately traceable, 1n the sense that changes in certain quantities
are alone adequate to make possible any permanent changes
i wages The theory (in so far as 1t 1s true) starts from a
description of how things are actually mterconnected as basis
for a calculation of what changes will occur 1 certan sifua-
tions In turn, such calculations can be used as a gude to
action—to show how things can be changed

But a theory may be untrue because the connections which
1t depicts do not give a true picture of the real world, erther
because they are non-existent or because relationships are
omitted that are of major importance and have to be taken
mto account A theory, agam, while true within Limuts, may
not be adequate for the purposes which 1t 1s designed to serve
—to answer the questions 1t claims to answer—because the
“key ” factors which 1t has singled out as basis of 1ts calcula-
tions and forecasts are i fact much less independent of the
other variable quantities than 1t has supposed People have
sometimes said of theories of wages that the labour-market
15 m fact much too complex a tangle of interacting forces for
any simplfied theory to yield calculations which have much
validity outside a special type of situation or a limited period
of time Hitherto progress has been hampered by the
scarcity of statistical evidence, or even of systematized data,
as to how wages actually behave, and how movements of
wages are correlated with changes 1n other factors Theories
of wages have, therefore, had to be bwlt out of a highly
simplified picture of the real world, sketching only the broad
outlnes of the more obvious features, on the basis of general
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knowledge or else of mnference as to the general shape which
thingshave The paucity of statistical data 1s to-day beginning
to be repaired, and recently some valuable studies have been
made of such data, which enable us to fill out our picture in
important places But even here the complexities of the real
ayvorld are often a serious lumitation: variation and change
may be sufficiently great for any general statement based
upon data drawn from one place or one period of time to have
a very limited application to a different place or a later period
of time when the situation has altered and the constellation
of forces 1s 1n significant respects different

§ 2. Traditional Theories of Wages. Traditional theories of
wages have been mamly of a farrly rigid kind  that 1s, they
have gwen a farly simple and definite statement of the
factors which determune the level of wages Most of them
(though not all) have implied that the level of wages cannot,
save 1n rather exceptional cases, be permanently altered (at
least, without correspondmg damage to wage-earners 1n some
such form as unemployment) by interferences with the free
play of economic forces m the labour-market, whether this
mterference takes the form of trade union action to compel
employers to employ men at a certamn standard wage or of
legislative action by the State to impose a minimum wage
From time to time criticism has been levelled agamst such
theories on the ground that they neglect a number of important
relationships (specially a reflex-influence of the wage-level on
the gven factors) and assume that wages are much more
ngidly determiuned by the given factors which these theories
emphasize than 1s really the case, and in recent years such
cuticism has agamn gathered force and accumulated some
weighty arguments 1n 1ts tram  Consideration of this discus-
sion will be deferred to the next chapter For the moment
we are goncerned with what the traditional theories have
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themselves maintamned These theories can be broadly classi-
fied mnto two man types, according to the type of determining
factor on which thewr emphasis has rested On the one hand
are those theories which have explamed wages predommantly
m terms of factors which influence the supply of lapour-power
—virtually, cost of production theories of wages On the’
other hand are those theories which have treated wages as
bemng determuned primarily by certam factors which mfluence
employers’ demand for labour, such as the supply of capital
and/or the productivity of labour. Some economusts (most
notably, Marshall ) have tried to erect a synthesis of the two
types of explanation and to hold a balance between the two
sets of determining influence, and so have produced a theory
of a hybnid type.

§ 3. The Subsistence Theory. The earliest theory that we
meet was a supply-theory and was 1 some ways the simplest
of themall It stated simply that the price of labour depended
on the subsistence of the labourer Wages equalled the
amount of commodities necessary to feed and clothe a worker
and his family, which represented the cost to society of
“ enabling the labourers to subsist and to perpetuate their
race ” (Ricardo) This imphied that what the worker recetved
under a wage-system was the same as what he recerved under
slavery or serfdom—in each case enough to cover the labourer’s
“wear and tear . Indeed, some writers followed Adam
Smith m thinking that “ though the wear and tear of a free
servant 1s equally at the expense of lus master, 1t generally
costs him much less than that of a slave ”, because the free
labourer would be more frugal and economical 1 arranging
his own diet than would an overseer who managed the feeding
of the slaves At the same time the labour of a free labourer

! Marshall’s theory was also less rigid, and allowed more scope for the
action of trade unions than did the theories of many other ec8nomists
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would probably be more efficient and productive It followed
that if the price of necessaries increased or decreased, money
wages also would be bound to rise or fall before very long,
and 1if a tax was mmposed on wages, wages must rise by an
equivalent amount and the burden of the tax m this way be
‘thrown upon the employer.

Thus theory relied for 1ts validity on the famous Malthusian
law of population, which was widely accepted by economusts
and others at the beginning of the mmeteenth century In
the language of later economusts, 1t 1imphed that the supply
of labour was mfinitely elastic  that this supply would always
be mcreased indefinitely 1f the price offered for it rose above a
certam level If wages rose above what was necessary to
mamtain the supply of labour, then workers would have
larger families and the labour supply would increase With
an 1ncreased labour supply there would be more competition
for the employment available, so that wages as a result would
mevitably fall again  Conversely, if wages fell below the
subsistence level, children would die off or never be born,
and this would result in a decreased labour supply m the
next generation, so that the competition of masters for the
smaller number of workers would raise wages agamn It was
a case of mechanical equilibrium * like the pendulum of a
clock, any disturbance from the *“ normal * position brought
mto play forces which would bring 1t back to ‘“normal ”
agamn. Things nmught take some time to settle down 1n the
equilibrium—*“ market price ” for some time mught fluctuate
about “normal price *—but given sufficient time the equili-
brium would be restored

It seems not unlkely that m an early stage of a wage-
system this law approximately holds But 1t probably holds
rather because of the continual mflow of new labour from
the countryside to seek employment in the towns, as the
result of willage poverty, enclosures, agricultural changes and
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destruction of handicrafts, than of any * natural ”” law govern-
g the growth of population and contmually keepmng wages
from rising above subsistence  In the light of modern experi-
ence there 1s certainly no warrant for assuming that population
will automatically increase as wages rise 1 fact, there 1s
some evidence that the contrary 1s the case But here agamn*
the alleged connection between wages and population may
be nearer to the truth when applied to workers on a very low
standard of life, who because of their poverty are improvident
of the future and whose families are only precluded from
increase because their children die of malnutrition )

§ 4. The Influence of Habit and Custom. But the exponents of
this Subsistence Theory themselves made one admussion which
really undermmed their theory as a complete explanation of
wages Ricardo, for instance, mamtamed that habit and
custom were 1nstrumental 1n determining what was °‘ neces-
sary ” 1n the workers’ diet In the subsistence level to which
wages were supposed to adapt themselves was ncluded, not
only bare physical necessities, but also a modicum of com-
forts as well The reason for this, although not very clearly
stated, was apparently a double one The worker, having
grown accustomed to certain small comforts such as a glass of
ale and a pipe of tobacco, would dispense with physical
necessities rather than with these, 1f his wages were reduced
Habit, m other words, turned these comforts mto “ conven-
tional necessities ’.  Moreover, 1n so far as the worker made
any economic calculations 1 deciding when 1t was politic to
marry and how large a family 1t was safe to have, it was clearly
the standard of hfe which he thought to be necessary that
entered into his decision.

To admit a variable quantity such as habit as bemng 1m-
portant was to make an appreciable hole 1 the completeness
of the theory It meant that the subsistence thepry m its
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absolute form only held good so long as one could take habit
and custom for granted and assume a certamn level of con-
ventional necessaries as entering into the subsistence level.
But since habits change, this meant that the theory could
only be applied to a hmmted period of time over which habit
~and custom could be assumed to be constant 1t was not
competent to sustam long-term forecasts over a period during
which custom mught change appreciably Moreover, a change
of wage mught itself be the cause of a change of habit, since
a new wage-level accustomed wage-earners to a new standard.
In"this case the causal influence would be reversed, and
mstead of wages mevitably being made to conform to a sub-
sistence-level by mexorable changes m the supply of labour,
the wage-level itself might react on the supply-conditions of
labour, and a r1se 1n wages create the very change of conditions
which enabled 1t to be mamtaned
It seems clear that Ricardo did not treat this qualification
as bemng of major importance because he regarded the mfluence
of habit as bemng generally confined to a comparatively short
run (a decade or two at most) and considered the law of
population—its tendency always to mcrease up to the limits
of subsistence—as sufficiently powerful to assert tself in the
long run and to override the influence of any intervening
change m habit For a time the wage-level muight show a
nising tendency (Just as at other times 1t might stand for some
time at less than the bare subsistence-level). This would
occur when economic progress was rapid, when capital was
contmually accumulating and industry expanding, so that the
demand for labour was increasmg faster than the supply
As wages rose, new habits would be formed i the working
class, mtroducing new comforts mto their standard of life,
and at such periods “ the condition of the labourer 1s flourish-
mg and happy (and) he has 1t 1 his power to command a
greater proportion of the necessaries and enjoyments of life
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and therefore to rear a healthy and numerous family . But
the inexorable pressure of human procreativeness was ever
fast on the heels of this improvement, and so soon as econo-
mic progress slackened, the conditions favourable to a rise
mn wages would tend to come to an end  the supply of labour
would catch up the demand, and once the wage-level had
started to fall agaim, habit would be revised as easily mn a
downward direction as 1t had previously been m an upward
direction.

It 1s not altogether clear whether Ricardo thought that the
law of population would generally suffice to produce such a
relapse, even while economic progress continued , or whether
he treated the subsistence theory as a ““static ” theory, pos-
tulating the equilibrium-level to which wages would return
when, after a period of change, progress slowed down to a
standstill. While his statement that “the market rate (of
wages) may, 1n an 1mproving society, for an mdefinite period,
be constantly above ” the subsistence-level suggests the latter,
his emphasis on the tendency for the cost of subsistence
itself to rise in a well-populated country suggests the former
The difference 18 Iike the difference 1 a game o musical
chairs between the position of the players as long as the music
1s playmng and their position after the music has stopped In
the real world the music rarely stops (change 1s always taking
place) , and if Ricardo mtended the theory only 1n the second
sense, 1t clearly had only a limited application to the problems
of an ever-changing world Nevertheless, 1t still held this
umplication . that the sole hope of working-class improvement
lay m mamtammg the pace of capital accumulation and
mdustrial progress and m hmiting the rate of increase of the
wage-earning population. Later mn the century, however,
economusts (for instance Senior and J S Mill) were mclined
to stress the mfluence of changing custom to a greater extent
than Ricardo apparently did, and in domng so akandoned
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the mexorable rule of the “1ron law ” and substituted some
form of mixed supply and demand explanation n ats
stead.

§ 5. Marx and the Power of Collective Bargaining. Marx n
particular stressed the influence of this factor of habit and
custom , and m the stress which he gave to thus influence the
theory 1 1ts practical mmplications assumed a new form
Marx followed Ricardo in thinking that the market price of
labour-power could not for long depart from the value of the
subsistence which the mamtenance of that labour-power re-
qured, 1n so far as under capitalism labour-power was a
commodity and 1its supply and its value were governed m a
similar way to any other commodity At the same time,
labour-power had thus difference from other commodities 1t
was attached to human bemgs, and its supply was conse-
quently governed i a unique sense by the * historical or
social element”, which determuned what human labourers
required for a Iivelthood “ The value of labour,” he said,
“15 formed by two elements—the one merely physical, the
other historical or social Its w/timate limit 15 deternuned by
the physical element  that 1s to say, to maintamn and produce
itself, to perpetuate its physical existence, the working class
must receive the necessaries absolutely indispensable for living
and multiplying Besides this mere physical element,
the value of labour 1s 1 every country determmed by a
traditional standard of [fe.”” It was this latter influence
which explamed the differences of wages between different
countries, between different periods and even between different
districts 1 the same country Hence, when trade unions
sought by combined action to advance the level of wages, they
were not fighting a losing battle against an * iron law ** which
would assert itself 1 the long run on the contrary, their
action was itself part of the *“ social element ”, and the gains
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which they won themselves helped to mould the * traditional
standard of Iife ” for the future “ The matter resolves itself
mto a question of the respective powers of the combatants >

But while Marx stressed the influence of bargaming power,
and his views have been classed under the genus of bargaining-
theories or “ force ~theories of wages, he did nof depart so
far from Ricardo as to treat the matter as entirely mdeter-
minate and unpredictable He did not suppose, for example,
that 1t would be possible for trade union action indefinitely
to raise wages and squeeze profits, so long as the capitalist
wage-system existed Much of the dominance of the classiGal
law remained, even 1f its influence was powerfully refracted
by the “social factor” of class conflict Unlike Ricardo,
however, Marx did not accept the Malthusian theory of
population. 1n fact he expheitly repudiated 1t Some other
principle, accordingly, had to fill its place as determuant of
the labour-supply This principle was supphed by his theory
of what he called ““ the industrnal reserve army ”  a theory
which he alternatively described as the law of “ relative over-
population ”. According to this, the supply of labour com-
peting for jobs always tended to be kept in excess of the
demand for 1t by a special feature of a capitalist wage-system *
the special strength of the resistance that 1t put up in several
ways to a rising level of wages 2 These ways mcluded the
substitution of mechanical for human labour-power, the occur-
rence of periodic economuc crises, which brought pressure to
bear on the wage-level through the resulting unemployment,
and the tendency to export capital abroad where cheaper
reserves of labour could be tapped

! Value, Price and Profit, ed Eleanor Aveling, p 85 seq.

* An important part of the reason for this was the tendency, under
the existing economic system, for attention to be focused on the rate
of return on capital (the rate of mterest or the rate of profit), and the
existence of rigidities mn the system which resisted any tendencies that

caused this rate to fall -
H
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§ 6. The Wages-Fund Doctrine. Ricardo’s qualfication of
the subsistence-theory, by which he admutted that wages
mught rise above the subsistence-level ““for an indefinite
period m an improving society ”, encouraged a greater
emphasis to be placed on the aspect of demand ~ The doctrine
which provided this emphasis came to be known as the
Wages-fund doctrme , and while it represented an mmportant
shift of emphasis, 1t was regarded by 1its exponments as a
development of Ricardian notions rather than an alternative
to them At this tume 1t was common to treat capital as
consistng simply of “ advances of wages” to workers—that
is, a sum devoted to paymg wages to purchase labour-power
1n advance of the completion and sale of the product Hence,
1t seemed natural to regard the demand for labour as bemng
furnished by the existing stock of capital at least, as varymng
directly with the accumulation of capital The wage-level,
therefore, was to be found by a simple division sum* by
dividing the amount of capital (the wages-fund) that capitalists
were willing to lay out m the form of wage-advances by the
number of the wage-earning population secking employment.
As John Stuart Mill put it ““ Wages not only depend upon
the relative amount of capital and population, but cannot,
under the rule of competition, be affected by anything else

The doctrine represented, therefore, a partial retreat from
the nigidity of the older view. It may, perhaps, be said to
have abandoned the attempt to provide a determmistic long-
term or “static ” theory, and mstead to have tried to explam
the movement of wages i a changing world There was no
longer a single equilibrrum-level to which wages must 1nevit-
ably return, defined by the cost of production of labour-
power there was a changmg ‘ natural-rate ” defined by the
changing ratio of capital to population  True, the exponents
of this theory retamed belief 1n the Malthusian law of popula-
tion, but generally (though not invariably) they were less
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dogmatic about 1ts over-ridimg influence on wages If only
the ncrease of population could be retarded and made to
proceed at a slower pace than capital accumulation, the wage-
level could rise  That this could happen they were not very
confident,® but 1t was a possibility that they were no longer
willing to deny

Nevertheless, the theory was rigid enough 1 1ts own stern
way It was principally used to demonstrate the unbending
corollary that bargaming power or trade union action was
mmpotent to alter the wage-level as a whole, and that any
measures which hindered the accumulation of capital (e g
taxation of the rich to subsidize the poor) were bound to
lower wages by depleting the wages-fund The only hope of
mprovement for the workers lay in miting the size of their
own families and helping to increase the prosperty of their
masters For the better part of the Victorian age, this was the
advice which was preached by economusts to the working class
and trade union leaders to show them the untutored folly of
therr methods If one group of workers by legislation or
trade union action secured an advance m wages, this must
leave less of the wages-fund available for other workers, and
so cause these others to have lower wages or to be unemployed
Conversely, 1f a group of workers were forced to accept an
abnormally low wage, this did not really rob the working
class as a whole 1t merely left more of the wages-fund avail-
able to employ other groups of workpeople. Action, indeed,
by trade unions or the State was more likely to have an
adverse effect 1f 1t hindered the accumulation of capital or
encouraged the labourers to breed faster than before Mrs.
Marcet, m her famous popular manual, made “ Mrs. B ”
explamn the matter to her pupil ““ Carolne” 1n this way:

1Eg J S Mul, m his Principles, where he expresses a doubt whether
the repeal of the Corn Laws was really calculated to yield any benefit
to the working class (7th ed , Vol I, 425).
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“(the rate of wages) depends upon the proportion which capital
bears to the Iabouring part of the population of the country
It 1s this alone which regulates the rate of wages when
they are left to pursue their natural course. It 1s this alone
which creates or destroys the demand for labour .. When
the number of labourers remains the same, the rate of wages
will mcrease with the mcrease of capital and lower with the
dmminution of 1t: and if the amount of capital remamn the
same, the rate of wages will fall as the number of labourers
mgrease, and rise as the number of labourers dimmish ; or as
mathematicians would express 1t, the rate of wages varies
directly as the quantity of caprtal and mversely as the number
of labourers ..  Where there 1s capital the poor will always
find employment, (and) the demand for labour is therefore
proportioned to the extent of capital ”* It followed that if
the rich were taxed or their prosperity was otherwise impaired,
so much less caprtal would be available to give employment
“ The greatest evil that results from this provision for the
poor (through Poor Law Relief) 1s that it lowers the price of
labour , the sum which the capitalist 1s obliged to pay as poor
rates necessarily reduces the wages of his labourers, for if the
tax did not exst, his capital being so much more considerable,
the demand for labour and consequently its remuneration
would be greater.” 2 Charity or benevolence, whether public
or private, could do nothing to alter this mnexorable law of
Political Economy
In so far as changes in habit and custom were important
m affecting what was regarded as a necessary standard and
so 1n influencing the supply of labour, this remaimed as crucial
a qualification of the Wages-Fund doctrine (at least, of the
corollaries which 1t was used to support) as of the subsistence
theory If the influence of custom was important, then one

* Conversations on Political Economy, pp 109, 117-18, 130
2Tnd, p 164
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way of changing the supply of labour, and so altering the
“natural price ” of labour-power, was to raise wages; and
“interference ” by trade unions to this end might beget the
very conditions which would make the rise permanent As
long, however, as the Malthusian dogma held sway, people
were reluctant to believe that any extra bite of subsistence
could fail to encourage the birth and survival of an extra
mouth to eat 1t up, and so they attributed to custom lttle
more than a delaymg influence on the natural laws governing
human mcrease. Not till late in the nineteenth century was
1t realized that among persons of a higher standard of life
the birth-rate tends to be, not hugher, but lower, * so that,
even allowmg for the lower infant mortality which less
poverty entails, the rate of increase may be actually reduced
by a rise 1n the standard of Iife A rise 11 wages may, there-
fore, have an important reaction on the supply of labour
1 the opposite direction to that which the Malthusians
supposed

The prmnciple of the Economy of High Wages, to which
reference was made 1n the last chapter, supplied a second
mmportant qualification to this doctrine ; since 1t showed that
the productivity of labour was determined i a significant
degree by the level of wages, and if a mse m wages could
augment the efficiency of labour, 1t presumably would aug-
ment the employers’ demand for that labour as well, stimulat-
mg them to lay out more funds mn the purchase of labour.
Hence a rise of wages was capable of reacting, not only on the
supply conditions of labour, but also on the size of the
Wages-Fund 1tself, thereby shifting the demand for labour
1 the opposite direction again from what the spomsors of
the Wages-Fund doctrme had assumed Influenced by this
qualification and by altered notions as to the nature of capital,

* Nassau Senior was an exception to this statement He, quite early,
gave this as a reason for expecting a steady rise m the level ofewages
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economuists towards the end of the century came to talk of the
capita] directed towards the employment of labour as con-
stituting (in the words of Marshall) ““ not a fund but a flow .
Instead of a rigid fund which could only be augmented slowly
with the growth of the surplus product of industry and of
caprtal accumulated out of this surplus, circulating capital
was thought of as a quickly varymg quantity, which expanded
or contracted accordmg as the mvesting class found 1t more
attractive to invest for a future profit than to spend for a
present enjoyment Income could quickly change 1its flow as
between the two channels of spending and investment 1f the
relative levels of the two outlets changed and exercised an
altered attraction on the stream At any given tie 1t might
be true that for a temporary period, perhaps a few months
or a year, the real fund available out of which wages could be
paid might be fixed, in the sense that the supply of food forth-
coming was for the time being strictly lnmted in amount  For
this reason 1t was often argued that even if Jarger sums of
money were advanced to wage-earners, this would not increase
the supply of necessaries forthcoming, and the result of the
spending of the higher money wages would merely be for
prices of necessaries to rise. But as Marx had pomted out
m reply to an advocate of the Wages-Fund doctrine 1 1865,
this rigidity applies only to a short period. After a short
mterval the increased demand for necessaries would summon
an increase i their supply, at the expense of the production
of the luxuries that the rich had previously bought “ capital
and labour would be transferred from the less remunerative
to the more remunerative branches; and this process of
transfer would go on until the supply 1n the one department
of industry had risen proportionately to the increased demand
and bhad sunk m the other departments accordmng to the
decreased demand ”.

"
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§7. The Theory of Marginal Productivity. Realization that
these qualifications were mmportant led economusts (for the
most part) towards the end of the mineteenth century to
abandon the Wages-Fund doctrine and to fasten attention on
a demand-theory of a less rigid type. For some economusts,
most notably for Marshall, this newer view represented a
significant shift of emphasis m the direction of treating the
demand for labour as deriving from the product of labour
rather than from any predetermined decisions made by
capitalists as to the amount that they would mvest. In
treating circulating capital no longer as a fixed fund, but
mstead as a vaniable flow, 1t emphasized that any increase in
the productivity of labour (whether due to a change in the
efficiency of labour itself or of some other factor) would
prompt a quickened flow of capital and so raise the demand
forlabour But 1t would be unwise, I think, to over-emphasize
the break with tradition that this newer view represented ;
and i the hands of many economusts the theory of margnal
productivity retained more of the essentials of the older doc-
trine than those who have emphasized 1ts novel features often
seem to have realized The demand for labour, 1t 1s true,
was treated, no longer as consisting 1 a fixed fund, but as
bemg variable and quickly influenced by changes in labour-
productivity, and the connection between this demand and
changes in productivity was more precisely defined. But while
allowance was made for the truths of the “ economy of high
wages ’, many of the corollaries of the older doctrine were
remnforced rather than weakened for example, 1t was imphed
that, if the demand for labour was elastic, interference to
raise wages above their “ natural level ” (unless it was coupled
with increased productivity) would have the more damagng
result of causing an actual shrinkage in the funds devoted to
the employment of labour, instead of merely leaving this fund
unchanged .
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What chiefly contributed to the form which this new
doctrine took was the increasmg habit among economusts
m the final quarter of last century of thinking mn terms of little
bits of things (or mcrements) added or subtracted at the
margm. Economists were at this time tryng to explam the
price of a commodity 1 terms of the extra utility, or satis-
faction to consumers, yielded by the final or margmal umt
of a given supply given a supply of x hundred bushels of
wheat, the price per bushel would measure the utility of the
x-hundredth bushel to some one or other of the purchasers
It seemed to follow that the price of human Jabour-power
could be explamed m a similar way by 1ts margmal utility to
some purchaser of 1t  But labour did not satisfy consumers’
wants directly, unless 1t was employed 1. domestic service
1t only did so indirectly by turning out a product Hence,
given a certamn supply of labour, its price was treated as
bemng determined by the extra product that was yielded by
the additional labour of the margmal unit of that supply
To the employer the worth of the labour-power he purchased
consisted simply of the product it yielded him  In deciding
what 1t would be worth while for him to pay to take on, say,
an additional ten men, he would calculate how much would
be added to the total output of hus factory 1f he employed the
additional ten This ““ net product ™ (after allowing for any
mcidental expenses, such as extra raw materials involved 1n
employing them) represented their worth to him and governed
his demand-price for them—the amount he was willing to lay
out n extra wages the extent to which 1f was to his advantage
to extend his ““ flow ” of circulating capital. It followed that,
given a certamn supply of labour seeking employment, the
competition of employers 1 bidding agamst one another for
labour would tend to make the wage equal to this “mnet
product > that the employment of the margmal units of the
supply added to total output Above this level wages could
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not go without causing the margmal units of the supply to be
left unemployed, since these units would “ cost ” more than
they were “ worth ”.  Working with a fixed amount of plant
and equpment, the extra product yrelded by taking on more
labour would generally be smaller the larger the staff of
labour that was already employed 1 other ‘words, the
attempt to extract more output from a given plant by employ-
mg additional labour was subject (beyond a pomt) to
“ dmumshing returns > Hence, there was always a definite
Iimit to the amount of labour that 1t would be worth while
for a firm, an industry and a whole country to employ at a
given wage with a given amount of capital and natural
resources Given the supply of capital (or, to take it a stage
further back, the rates of return on their caprtal which mvestors
were demandmng), given the supply of natural resources, and
gwen the state of techmique and the productivity of labour
then the level of wages at which everyone could get employ-
ment was rigidly determmed If labour demanded a higher
price than this, unemployment must be the result

This was, evidently, a much subtler doctrine than any of
its predecessors, and more elegantly fimshed, and many
economists proceeded to hail 1t as a discovery that furnished
a complete and final theory, not only of wages, but of the
distribution of income 1n general. Professor J B Clark,
one of 1ts original exponents, even declared 1t to be a *“ natural
law ” of wages which held true mdependently of time and
of place, and Jevons, with hint of a profound meaning 1n
the words, spoke ambiguously of the worker recerving “the
due value of his produce”. It certainly seemed final and
satisfying to many to be able to say that labour’s reward
varied with labour’s “ productivity **, from which 1t was too
often mmplied or presumed that wages measured what the
services performed by labour were “ worth” to society in
some sense more fundamental than that this wag the price
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which the market placed upon labour 1n a given (and possibly
alterable) set of circumstances But “ productivity ’, * ser-
vice ”, “worth ” are ambiguous terms, and wiser opiion
was aware that the theory did not by 1tself constitute a com-
plete theory of wages A reason for ifs incompleteness
(which 1t shares with other demand-theories) was that 1t
mcluded nothmg to tell one how the supply of labour was
determmed this 1t had to assume to be a given quantity i
order to find what was the marginal net product of labour
It also left many things unsaid about how the supply of capital
was determmmed ~ While the theory defined more precisely the
way 1 which wages were related to productivity, 1t added
Iittle to our knowledge of the complex of mteracting factors
on which this productivity depended As Marshall said
“ Thus doctrine has sometimes been put forward as a theory of
wages. But there 1s no valid ground for any such pretension
The doctrine that the earnings of a worker tend to be equal
to the net product of his work has by 1tself no real meaning,
smce 1n order to estimate net product, we have to take for
granted all the expenses of production of the commodity on
which he works, other than his wages 1

It 15 important always to bear 1 muind that the ““ margmal
net product > of labour depends, not only on the supply of
labour, but also on the supply of all the other factors of
production, and when this has been said, the theory 1s
robbed of much of its apparent simplicity and finality. If
labour is the relatively scarce factor, and the others plentiful,
the marginal net product of labour will be high , and compe-
tition for labour will enable 1t to command a lugh price  For
example, 1 a new country, rich m undeveloped resources,

i Principles of Economucs, 518 Marshall, however, adds that this
objection 15 ““ not valid agamst a claim that the doctrme throws mto
clear light the action of one of the causes that govern wages” In hus
first edition he spoke of 1t as contamnmg “* a part, but only a small part,
of the Law of Wages ™.
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but still thinly populated, new settlers can produce consider-
able wealth by the labour of therr hands, but when natural
resources have been more fully developed and the region has
become populous, 1t will generally be much less easy for new
settlers unaided by capital to wring a living from the soil, and
labour consequently will tend to be cheap  Again, if capital
exacts a high rate of mterest and 1s scarce, this will be a factor
tending to depress the margmnal net product of labour and the
level of wages, particularly 1f the number of persons willing
to work for a pittance 1s plentiful Moreover, the efficiency
with which mdustry 1s organized will also affect the produc-
tivity of labour , as will the existing state of techmque, which
will determme how dispensable or indispensable human
labour-power 1s—how easily mechanical power can be sub-
stituted for 1t—and the distribution of consumers’ demand
between different products—between goods which require
much labour to produce them and goods which requure little
The marginal net product of labour will depend upon all these
things as well as upon the mtrmsic efficiency of labour itself ;
almost any change, indeed, 1n the price of anything else 1s Iikely
to affect 1it.

§ 8. Marshall and Supply and Demand. Marshall, who was
more alive than many economusts to the complexity of the
economic world, where all things are subject to * mutual
mteraction ”’, attempted to provide a synthetic view, 1n which
the forces which affected the supply of labour and the forces
which affected the demand for labour were combmned. On
the whole, the theory which he reached was less rigidly deter-
mimstic than the traditional doctrimes for example, 1t
allowed some scope to the influence of collective bargamning
by trade umions on wages, through its effect not only on the
efficiency, but also on the “ supply-price ” of labour.

We have seen that the employers’ demand for, labour 1s
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dependent on a number of things A principal thmng on
which 1t will be dependent will be the supply of capital—on
how plentiful and cheap 1t 1s for the existing or prospective
business man to raise Marshall regarded this supply as
bemng determined over a period of time by the ability and
willingness ‘of mvestors to divert their mncome from mmmediate
consumption and to save and mvest it mstead At any one
mstant of time, 1t 1s true, the capital available is a fixed amount
dependent on the actions of mnvestors 1 the past, butitisa
stock which 1n the course of time can be added to or reduced
by *mvestors 1n adding new savings to 1t or in divertng part
of the stock to swell thewr current expenditure. But while
this stock of capital 1s elastic over a period of time, 1t remams
elastic only within certam hmuts. These imits are set by the
preference which investors have for spending money at once
rather than putting 1t by to bring 1 an mcome mn the future

Most people, except musers, 1t 15 said (though some have
disputed 1t), prefer to have £100 to spend now than the promise
of £101 m a year’s time, perhaps than the promise of £105
or £106 m a year’s time, even if this promuse 1s absolutely
trustworthy and certamm to be kept This preference for
present joys has been termed thewr * time-preference ** or their
“discount of the future”, and represents what Marshall
considered to be the sacrifice involved 1n ““ waiting > or saving

This “cost” mvolved 1n saving will act as a brake on the
flow of capital into industry, and, when expressed n terms of
the sum of money necessary to overcome this reluctance on the
part of mvestors, will constitute the * supply-price ** of capital

This “ supply-price ” necessary to overcome the resistance to
saving or waiting, and to attract capital mto mdustry, will
generally be greater for a large than for a small annual supply
of savings 1ndeed, 1t may be very low for a small amount of
new capital, since the rich mught save part of their income
which they could not find ways of spending, even 1if they were
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to recerve little or no return on 1t when mvested  The supply-
prices of different quantities of new capital (of differently sized
additions to the stock) can, therefore, be expressed mn what
Marshall called a ““ schedule of supply-prices ”, or a supply-
curve—a curve linking up the different supply-prices of
different amounts * If one wished to contrast this view with
the Wages-Fund doctrine, one could say that a supply-
schedule of this type defined the limits within which the
Wages-Fund might vary m the course of time; but that it
treated this fund as beng elastic, expanding year by year
under the mfluence of a bright prospect of profit by drawing
to itself a larger proportion of the investors’ incomes, and
contracting 1f the prospect of profit was sufficiently poor

With regard to the supply of labour, Marshall apparently
considered that analogous conditions applied While he was
cauttous in his statements concerning the supply of labour
n general, as distinct from the supply of labour of a particular
type, 1t seems clear that he regarded this as being elastic 1n
some measure—as changmg in response to changes in the
wage-level—even though this elasticity was very much smaller
than the older economusts had imagmed The wage-level
would, then, tend to be determuned by the two sets of forces
which defined the conditions of demand for labour and the
conditions of 1ts supply , and under competition wages would
have a long-run tendency to be at that level where the margmal
net product of the available labour-supply was equal to its
marginal supply-price Yet ““wages are not governed by
demand-price, nor by supply-prices, but by the whole set of
causes which govern demand and supply ” 2

11t 1s to be noted that these, properly defined, are supply-prices of
given rates of mvestment There may also be mamtenance-prices of
different stocks of capital, but the relevant mamtenance-price will
generally be much lower than the prevailing return on capital, and to

this extent moperative
% Marshall, Principles (Sthed ), p 532. -
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§9. The Supply of Labour. Whether the supply of labour to
mdustry 1 general (as distinct from one particular trade or
locality) varies directly with changes in the wage-level has been
the subject of considerable discussion The phrase “the
supply of labour * can, of course, be used 1n a number of
senses  First, 1t may be applied to the number of workers
seeking employment This will vary, not only with the total
population, but with the proportion of the population which
1s proletarianized or without an alternative hivelihood, and
so 1s driven by circumstances into the labour market to seek
employment for wages Secondly, 1t may mclude the number
of hours which each worker 1s willing to work, so that a unit
of labour 1s treated as consisting of a * man-hour ” of work,
and the supply of labour as bemng increased by any increase
1 the length of the working day or the working week ~ Thirdly,
1t may be stretched to mclude the mtensity of work, so that a
umit of labour becomes some umit expressmg the energy-
output of work, and the supply of labour 1s regarded as being
mcreased when workers work harder than before. On the
other hand, changes i the skill with which work 1s appled,
as distinct from changes in the mtensity of work (n so far as a
line can be drawn between them), seem better treated as
affecting the quality of labour rather than 1ts amount

At first sight 1t would appear that the higher are wages,
the greater will be the ability and the mducement to work,
and hence the greater the supply of labour must be , and vice
versa But there 1s a crucial consideration which operates
m the other direction ; namely, that the reason (as was seen
m Chapter I) for so large a section of the population coming
mto the labour market and hiring themselves for wages les
m their poverty—in their absence of an alternative livelthood
The poorer 1s the wage-earning class, and the smaller any
reserve that workers have to fall back upon, the cheaper the
price at which they are willing to sell thewr labour-power,
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and vice versa The lower the mcome which people have,
the higher the valuation they put on each additional shilling ,
or the more they are willing to do 1n order to obtam an extra
shiling 1 other words, the lower 1s the supply-price of their
labour m terms of money or of anything else * The mfluence
of this factor may well be powerful enough to make the rela-
tion between the wage-level and the supply of labour, as was
seen 1n the last chapter (see p 54), the opposite of what at
first sight might be supposed. A fall in wages may mean an
merease 1n the supply of labour 1 three ways 1t may force a
larger number of women and young workers to seek employ-
ment under pressure of poverty, and 1t may bring pressure on
existing wage-earners to work longer hours or 1o increase the
mtensity of work This process will, of course, have its
lmit  for example, 1f the length and intensity of work are
pushed beyond a certam pomnt, it may exert such an mfluence
on health and in shortening the working-life of the average
worker as to react thereby in a reduction of the labour-supply
m the course of time Conversely, a rise 1 wages may en-
courage workers to take out part of the benefit i increased
leisure or more leisurely methods of work rather than in
mcreased earmings. As we have seen there 1s also evidence
that a change in the wage-level may react m a similar way on
the total population, through 1ts mfluence on the birth-rate,
at least where knowledge of birth-control methods is widely
diffused

1This 15 to say that the “ margmal utiity of mcome > will be high
or low accordmg to the size of the mcome received It 1s a matter of
conventence, rather than of principle, whether this 1s expressed m the
form of a single supply-curve which slopes back, or 1 a series of move-
ments of the whole supply-curve to new positions as the margmal utility
of income changes For purposes of statistical study of concrete data
the former 1s the more serviceable, but for purposes of analysing the
separate causes of change, the latter 15 the more convenient, and the

distinction 1mplied by 1t between the two kinds of movement of supply
1s 1mportant -
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§ 10. Inventions and Wages. An important influence on the
demand for labour of which little has hitherto been said 1s
the state of mndustrial techmque. If this were unalterable
and of a kind which required that machimery should always
be staffed by a fixed number of workers (e g. two men to each
engine, a ntinder and two piecers to so many spmning-mules),
then it would be the case, as the disciples of the Wage-Fund
doctrme seem to have assumed, that changes in the demand
for labour were entirely dependent on changes mn the amount
of capital more caprtal would mean more machmes and
eqliivalently more men to work them * But complete rigidity
of technical conditions, while 1t may be the case at any one
moment of time, clearly does not hold over a period of time
long enough for the type of machine and the mode of its
operation to be altered larger lathes or larger locomotives
can be imtroduced and still be operated by the same numbes
of persons as before, or automatic looms can be mtroduced,
more of which are operated by one weaver than before

In mdustry m general the capital mvested will divide along
two main streams. One will go as fixed capital to set uf
plant and machinery, the other as circulating capital mto the
purchase of raw materials and labour-power This seconc
stream again divides mto two further ones—the one spent or
materials, and the other (variable capital, as Marx called 1t,
or a revolving Wages-Fund) on hinng labour The capita!l
will tend to be distributed along these streams so that the
“level ”” of profit at the end of each stream 1s approximately
equal—so that the last £ spent m wages adds as much to the
net product of the business as the last £ spent on machinery
At any one time this will apply both to a particular business

1Even so, unless the ratio of capital to labour were the same m all
mdustries, shifts in demand between products embodying relatrvely muck
and relatively little labour, compared to capital, would exert an mfluence
on the demand for labour apart from any change m the supply of capital
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and to all busmesses taken together, mcludmng those firms
which are making machines for use m other industries

The proportions m which 1t 1s most profitable to distribute
the capital along these streams will differ 1n different industries
accordmng to the technical character of thewr productive pro-
cesses But m industry as a whole i any given state of
machine-technique a certain proportion will exist which 1s the
most profitable, and any flow of new capital will tend to
distribute 1tself 1n these proportions It will be faurly clear
that, 1f an invention 1s mtroduced which enables machines
to be produced more cheaply or increases their efficiency, the
effect will be to make mnvestment 1 machinery more profitable
than 1t was before, and so to encourage a larger proportion
of the funds invested to go mto machinery and a smaller
proportion to be used as a wages-fund to employ labour on
operating these machines It was this reason which Marx
adduced to show that the demand for labour did not increase
proportionately with the accumulation of capital, but that as
capital accumulated the demand for labour tended to fall
relatively “1t will still increase, but increase i a con-
stantly dimimishing ratio as compared with the increase of
capital

It has traditionally been supposed that this kind of sub-
stitution (of capital mvested and locked up in machinery and
other forms of fixed capital for capital devoted at any one
time to purchase of labour) will also be the result of a rise of
wages The reason given for this view has been that a rise
m the cost of labour will reduce the profitability of capital
mvested 1 the employment of labour as compared with the
profitability of capital invested in machmery, thereby en-
couraging more capital to flow along the latter stream and
less along the former

But an objection to this line of reasoning at once springs
to the mind Is not machinery also the product of labour—

I
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“stored-up labour > or ““dead labour ”, as Marx called 1t,
by contrast with ““ living labour ” ?  And if this be true, will
not a rise 1n wages have a similar effect on the cost of machmery
as on the cost of the labour 1t displaces, so that no shift need
occur 1n the relative attractiveness of the two streams along
which capital flows ? This objection, however, ignores the
fact that a given percentage rise of wages will reduce profits
proportionately more wheie wages are a large part of the total
value produced (and profits an equivalently small part) than
m the converse case where wages are a small part (and profits
an equivalently large part) Simce more of the value pro-
duced 1s apt to go to profits when much capital 1s used than
when little 1s used, any rise of wages 1s likely to exert a bias in
favour of techmical methods that are relatively capital-using
It 1s possible that this effect may be offset by a rise in the rate
of interest occasioned by the rise of wages® But unless
employers borrow all their capital 1 the capital market, this
offset 1s unlikely to be more than a partial one, and Professor
D H Robertson seems to be justified i claiming that it
* would not, mn any ordinary case, destroy the reasons for sup-
posing that [a rise of wages] would stimulate the substitution
of capital for labour ” 2

The type of invention of which we have been speaking 1s
generally termed “ labour saving . Not all technical change
1s of this kind The influence of some 1s “ capital saving ”,
and the results will be the converse of what we have said
above, so far as effects on the demand for labour and the
demand for capital are concerned Experience suggests,
however, that the influence of mvention has been preponder-

1 According to modern mterest-theory a rise of wages may have the
effect of raising the rate of interest by increasmng the * transactions
demand ” for money

2 Sir Denmis Robertson, Lectures on Economic Principles, Volume 11,
p 113 The above paragraph 1s an emendation of what appeared mn

previous editions  an emendation m deference to Professor Robertson’s
criticism, ~
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antly m a * labour saving > direction. This sort of technical
change will tend to reduce wages relatively, i e. reduce labour’s
proportionate share of the total product. The question
which has been ome of considerable dispute, however, 1s
whether 1t will reduce wages absolutely, in the sense of reducing
the real earnings of workers m general If technital change
of this kind has the result of reducing the amount of labour
required to produce a certamn output, 1t would seem that this
must have the effect of reducing either the amount of employ-
ment available or the rate of wages at which employment can
be secured. Economusts 1n the past have usually maintained,
however, that there will be two sorts of compensating effect
of technical change, which will mean that the total real earn-
mgs of labour will rise 1 the long run, even when the mitial
effect of the mvention 1s an apparent shrinkage mn demand for
labour First of these compensations 1s the cheapening of
goods as a result of the new techmque, which may increase
the purchasing-power of a given money-wage, and so may
offset or more than offset (so far as total working-class earn-
mgs are concerned) any tendency for money-wage-rates to
declme. Second of these compensations 1s the expansion of
output which 1t 15 claimed will follow as a result of the cheapen-
mg of the cost of producing this output now that improved
technical methods are mn use  If demand 1s sufficiently elastic,
output 1s likely to expand i the long-period so as to make
the number of jobs available as large (or larger) after the
mtroduction of the new technique as before

Regarding the first of these forms of compensation, 1t may
be said that 1t 1s necessary (if the mitial decline m demand for
labour 1s to be offset), not merely that wage-earners should

* Although 1t will be without any such effect under the special assump-
tions (constant short-period costs) employed recently by Dr Kaleki
m his analysis of the effects of monopoly on the share of labour (Essays
w the Theory of Econormuc Fluctuations, p 24) .
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gain something 1 cheaper goods resulting from the mvention,
but that these cheapened goods should compose an 1important
part of wage-earners’ consumption. If we remember that
some two-thirds of working-class expenditure 1 the past has
been on the products of the bwlding trades and of agriculture,
this compéensating effect of mechanical invention on real wages
may be considerably smaller than has often been supposed
Perhaps the technical improvements which have most benefited
wage-earners qua consumers are the steamship and the
extension of railways 1 agricultural countries overseas, since
these contributed to that cheapening of foodstuffs in the latter
part of the nimeteenth century from which the increase of
real wages in that period so largely derived. However, some
compensating effect of this sort 1s likely to occur

As regards the second type of compensation, some econo-
mists 1n recent years have been inclined to question the
optimism with which 1t used to be assumed that in nearly all
cases this would occur on a large enough scale to offset the
oniginal displacement of labour by a labour-saving machine
It has been pomted out that the elasticity of demand for
goods 1in general (as distinct from individual commodities)
cannot be very large as long as the total income of the mass
of the population 1s constant , and demand (and hence output)
1s only likely to increase if therr incomes first increase. How,
1t may be asked, can the compensation of mcreased sales and
output get seriously under way, if the initial effect of the
mvention mn technique 1s to reduce employment ? The answer
to this objection which 1s usually given 1s that an important
(and mmmediate) effect of techmical change 1s to stimulate
investment. Since labour-saving inventions tend to “‘put
more power behind the human elbow >, therr first effect 1s to
cause a demand for more machines 1 order to raise the ratio
of mechanical equipment to labour If this means more
employment m the machme-making trades, and hence an
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addition to the mcomes of those connected with these trades,
demand for other goods may mcrease as well Hence, as
Jong as technical change 1s occurring, this process of building
up the stock of capital equipment to a higher level will tend
to have a buoyant mfluence upon employment and mcomes.
But 1t has to be remembered that this compensating effect
of stimulated investment only operates as long as this building-
up process 15 gomng on  In this sense 1t 1s a * once-for-all ”
effect, and not necessarily a permanent effect Once 1t 15
over, the fact remains that less labour 1s required to produce a
given quantity of output than before, and unless some per-
manent mfluences tendmng to raise either investment or
people’s expenditure on consumption have come mto the
pcture, the ultimate result may still tend to be a fall i the
level of employment *

1Cf for a full development of this argument, Joan Robinson, Essays
wn the Theory of Employment, pp 132-36



CHAPTER V
WAGES AND BARGAINING-POWER

§ 1. The * Laissez-faire ” View. Underlymg the differences
of form 1n which the theories of wages described in the last
chapter were stated, there was, as we have seen, a more funda-
mental question 15 the wage-level dependent, wholly or
part, upon the bargaming powers of employers and employed,
or 1s 1t determined ultimately by economic forces to which
the strength of the two contracting parties 1s urelevant and
which bargaming-power alone cannot bend ? Bargamng-
power 18, of course, a vague word which can be used with
different meanings, and may cover a vanety of factors, from
monopolistic action 1n concert to the possession of information
regardmg market condations, or the secunity of some reserve
m the background to stiffen an individual m the bargaming
process. There are few, 1f any, who would deny all influence
to bargammg-power 1 any of these senses, just as there are
few, if any, who would endow 1t with limitless power the
difference 1s one of emphasis, and the varieties of emphasis
are great. In the mam, however, one can say that writers on
the wages-question have been grouped m two camps round
this direct and practical question . 1s the permanent mfluence
which either a trade union can exert through collective-bar-
gaming and strike-action, or the State can exert by establishing
a legal mmimmum wage, so small as to be neghgible (unless 1t
be an mfluence m a harmful direction by hampering produc-
tion), or 1s it sufficiently important for any theory of wages
which neglects 1t to be a deceptive guide to practical affawrs ?

The former of these two views—that the permanent mflu-

ence of such action 1s neglhgible—which we may call the
118
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laissez-fane theory of wages, was generally held by economists
i the muddle of last century, when the growing strength of
trade unions was arousmng attention and alarm. John Stuart
Mill, for example, argued that for the State to fix a mmimum
wage would be useless, unless at the same time 1t took action
to control the number of births (a view which he fater modi-
fied) Jevons devoted a large part of his inaugural lecture
at Owens College, Manchester, to an attack on trade unons,
and m a popular primer declared that “there 1s no reason
whatever to think that trades unions have had any permanent
effect . raising wages in the majority of trades”.?! Even
Lord Brassey, who was so keen to show that cheap labour
“seems to exercise the same enervating influence (on em-
ployers) as the delights of Capua on the soldiers of Hannibal >,
preached that trade unions were better employed mn spreading
mformation among their members than m trying to enforce
higher wages But even while the sternness of Victorian
doctrine has been relaxed, this view, in 1ts substantial emphasis,
still has powerful exponents to-day, as the following examples
will show Professor Robbimns once wrote : “ The 1dea that
Trade Unions can, m the majority of cases, permanecntly
raise the wages of their members dies very hard .. . Inthe
majority of cases, at least, this belief 18 doomed to disappoint-
ment In the long run 1t 1s very unlikely that Trade Unions
can permanently raise wages above the competitive level ”
And agam “ The sole result of the establishment on a large
scale of minimum wages above the competitive level would
be to cause unemployment and dimimsh production” 2 Sir
Hubert Henderson expressed a sumilar view.  “ The wage-level
in the long run,” he asserted, “ 1s airly rigidly determined

It 1s an 1illusion to suppose that the general level of

X A Primer of Pohtical Economy, p 64, and s Importance of Dyffusing
a Knowledge of Political Economy (1866)
? Lionel Robbms, Wages, pp 67-68 and 72~73
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wages can be appreciably and permanently raised by Trade
Union action, except 1 so far as it mcreases the efficiency of
the workers or mncidentally sttmulates the efficiency of the
employers.”

§2. The ““Normal > Competitive Wage. The first reason on
which this view relies 1s the effect of competition 1n keeping
the price of labour at the highest level which mndustry can
afford to pay ““It 1s a mustake to suppose,” said J S Mull,
“ that competition merely keeps down wages It 1s equally
thé means by which they are kept up ” “ No capitalists can
for more than a year or two make unusual profits,” said
Jevons, ““ because if they do, other capitalists are sure to hear
of it and try to do ikewise  The result will be that the demand
for labourers 1n that kind of trade will mcrease” Mr J R
Hicks has suggested that the desire of each employer to secure
high-quality labour will be a special influence inducing hum
to over-bid other employers for labour, in the hope that the
reputation of bemg a high-wage employer will attract to him
the best workers mn the trade

But supposmng that wages are pushed, by trade union
or State action, above this competitive level, what will prevent
them from staying there ? Employers will get smaller profits,
and more of the product of industry will go as wages to 1ts
workers ; but what 1s the matter with that? Here a second
argument comes into play the argument that what will
prevent this 1s the elasticity i the demand for labour. To
avold misunderstanding one must add that it 1s not denied
that wages might be kept permanently at this hugher level if
enough force were used What 1s mamtamed 15 that this
cannot occur without causing such a large shrinkage i the
demand for labour 1n the long run as to cause greater damage
to the earnings of labour through unemployment than was
 Supply and Demand, p 145

~
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gamed m the higher wage, and to give rise to pressure (in the
shape of the unemployed army competing for employment)
to reduce wages agamn—for example, to reduce them, if not
m the “ protected ” trades, 1n the unorganized trades and 1n
occupations unprotected by a mimmum-wage

It 15 not nowadays gencrally denied that action to raise
wages might be successful where 1t led to a proportional -
crease of efficiency, although 1t 15 sometimes 1mphed that if
this were the case, employers would have found t m their
mterest to raise wages previously t Nor 1s it demied that
there are particular trades where the demand for labour’ 1s
fairly melastic (e g where the demand for the product 1s
melastic, where labour cannot be substituiecd by machinery,
and where the supply of other factors of production 1s very
melastic so that there 1s a large clement of squcczable surplus
or rent) In these cases the earmngs of the workers could be
mcreased, without any equivalent reduction in real wages
elsewhere 'What 1s denied 1s that this state of affairs can exist
i all mdustries, or even in the majority of industries that
for labour m general the demand can benelastic  The reasons
for which the demand for labour 1n general 1s thought to have
a fairly high degree of elasticity (that 1s, to contract or expand
considerably for any given change mn the price of labour-
power) are two. Fust, 1t 15 held that the supply of capital 1s
itself elastic, m the sense that if the return that the capitalists
get 1s reduced, as 1t will tend to be by any rise m wage-cost, the
amount of new caprtal which capitalists will accumulate and
mvest over the future will shrink This shrinkage 1s ikely to
occur, both because capitalists have smaller incomes out of

1The case stressed by Mr Rowe in s Wages 1 Practice and Theory,
where the rise m wages imncreascs, not the ciliciency of the worker, but
the efficilency of the employers’ organization, seems (o have a more
doubtful relevance to the competence of such action to 1aise wages without

causing unemployment, since the bias that will be given to mdustrial
reorganization by a mse in wages-cost may be a labour-saying one
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which to mvest, and because they will tend to mvest a smaller
proportion of this mcome The second reason consists in
what has been called the Principle of Variation the fact that
(as was seen at the end of the last chapter) capital itself may
change 1ts form, a larger proportion of 1t going as fixed capital
mto plant 4nd equipment—into putting * more power behind
the elbow ”, as Americans term it—and a smaller proportion
as a Wages-Fund to hire human labour-power This may
occur 1n two ways, both of which may be the consequence of
a rise 1n the wages-cost of output 1t may occur 1n the form
ofa change of techmical methods which substitutes machines
for labour 1n each industry, or mn the form of a shift in the
relative mportance of different mdustries mn the direction of a
relative dechine of those lmes of production which use a high
proportion of labour to fixed capital, and an expansion of
those which are more highly mechamzed and less “labour-
using ”. Both of these changes will have the effect of con-
tracting the field of employment for labour, thereby bringing
pressure to bear to reduce the wage-level to “ normal ”* agan

In any given short-period of time neither of these types of
change will, of course, occur Both the amount of capital
and the forms in which 1t 1s mvested will be faurly mgidly
fixed, and the demand for labour will be correspondmngly
melastic. This the lawssez-fawre view does not deny. Even
80, 1t 15 maintained that a rise 1 wages which 1s not accom-
panied by a corresponding rise 1n efficiency 1s likely to cause
some shrinkage of employment, since to employ the same
labour-force at a higher wage-level would require an actual
increase 1n the total wages-bill of the country, which 1s unlikely
to be forthcoming, save where technical conditions are abso-
lutely nngid (e g to sack a man would mean laying an engine
1dle as well), or 1n exceptional boom conditions, when em-
ployers are eager to fulfil outstanding contracts, credit-condi-
tions are easy and unusual busmess optimism prevails But
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over a longer period of time, when opportunity has been given
for technical changes to occur as well as for the total stock of
caprtal to be affected by changes i the annual flow of new
mvestments, the demand for labour (it 1s argued) will be
considerably reduced as compared with what 1t would have
been 1f wages had remamed at their normal competitive level,
as fixed by conditions of supply and demand

§3. Two Qualifications. In recent years a good deal of
criticism has been levelled by economusts against at lcast the
more rigid forms of this laissez-faire view , and a considerable
literature of controversy on the subject has accumulated
Even 1 the nmeteenth century, of course, trade uniomsts
and therr champions® opposed the current versions of this
doctrine and from time to time some econonust emphasized
some 1mportant qualification of 1t But to-day disagreement
with the doctrine 18 more general, and a number of new
arguments, as well as older arguments refurbished, have becn
advanced 1n support of a sceptical view

Before we refer to some of these arguments, there are two
observations to be made, which, though they are hardly
dispute, are not infrequently overlooked In the first place,
even 1if the laissez-faire view, as we have outhned 1t, were
true 1 1ts most rigad form, 1t would not follow that the
“normal ” level of wages which 1t defined was * natural ”
in the sense that 1t was imposed by the natural order of things
and must hold true whatever the form of society and the
prevailing social mstitutions might be Nor would 1t follow
that this wage-level represented the umique “productivity ”
of labour, or 1ts ““ contribution  to society, 1n any sense more
profound than that this was the valuation which a competi-
tive market placed upon 1t m a given set of circumstances,

* Most notably, of course, Mr and Mrs Webb mn thewr Industrial
Democracy -
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and that this was the price that the relative plentifulness or
scarcity of labour-power (compared with the other requisites
of production, the general orgamization of industry and the
general conditions of demand) enabled it to obtamn. Even if
1t were trug that unemployment would imvarmably follow if
wages were pushed above this level, other things remaiming the
same, 1t would be as true to say that the high level of interest
or profits which capitalists were demanding was a ““ cause ”
of this unemployment as to say that it was the unique result
of the level of wages

Secondly, as was seen m Chapter III, 1t does not follow that
everything which reduces the aggregate earnings of labour 1s
contrary to the welfare of labour ; and 1t does not follow, as,
for example, Jevons confidently assumed, that ““ we cannot
possibly icrease the welfare of the people by lessening labour,
the source of wealth ”.! In certamn circumstances mterference
to ramse wages above therr competitive level, even though it
may contract the total field of employment, may nevertheless
promote the welfare of the working class i general This 1s
most evidently the case where a rise 1 wages, for example 1n
overtume rates, leads to a shortening of the hours of labour
even if their earnings are reduced thereby, workers may gain
more 1m 1mmproved health and greater leisure than they lose
in earnings. Smmilarly, m the case of the so-called ““ sweated
trades ”’, to which reference will be made m the next chapter -
there 15 a gamn from the removal of women and children from
the wretched exploitation of low-paid work under abominable
conditions which will probably far outweigh n the long run
any loss of earmings resulting from the ehmination of such
employments The practical importance of this quahfication
has often been belittled on the ground that curtailed employ-
ment m such cases 1s more likely to take the form of complete
destitution for some than diminished earnings coupled with

A The State in Relation to Labour (1894 ed ), p 74
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more leisure all round , and the damage to welfare resulting
from the former will be particularly great, and probably too
great to be worth while. But for a number of reasons which
are touched on below, this does not seem necessarily to be the
case

This consideration, however, leads directly to a more general
one. that so far as concerns one set of forces on which the
normal competitive wage depends, namely, the supply-
conditions of labour, these, as we have seen, will be m large
part dependent on the prevalling standard of Iife of the
workers , with the result that the so-called “normal ” wage
turns out to be n fact a position of neutral (or even unstable)
equilibrium which can be shifted, a fall m wages producing
the very change in conditions (a lowered supply-price of
labour) calculated to perpetuate that lower level, and con-
versely with a rise 1 wages Hence the amount of work
extracted from the labourer 1n proportion to what he receives
1s capable of bemg influenced by such a factor as bargaming
strength over a considerable range; and even though an
mncrease m the bargaming strength of labour might not be
able to mcrease the total earnings of labour, there 1s a range
within which 1t could appreciably modify to its own advan-
tage the terms of its exchange of effort agamst earmings. This
18 apparently what Marshall had 1n mind when he stressed
the fact that, if workers bargamed individually and unsup-
ported by the collective bargaining of a trade union, they
were generally 1 an infertor bargaming position, and that this
mferiority caused them to sell thewr labour-power at an
abnormally cheap price. The lowness of the standard of Iife
may then be the principal reason for the supply-conditions of
labour bemng such as to keep the wage-level low—* poverty
breeds poverty ”, as has been popularly said It will follow
that all similar factors which affect the social and economic
conditions of the wage-earning class will likewise affect the
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terms of the wage-contract for example, mstitutional changes
such as the elmination of the independent peasantry or
artisanry, which will not only increase directly the number
of persons competing m the labour market, but by removing
from all wage-earners the option of an alternative livelihood
will make them more economically dependent than before
Such factors, indeed, will exert a fundamental mfluence on
the wage-contract, since, as was seen 1 Chapter I, without
the creation of a dependent proletariat, a capitalist wage-
system would have lacked a crucial part of its historical basis

§ 4. Standards of Consumption and Investment. One line of
crticism of the traditional view has amounted to a claim that
the demand for labour, even over a long period, is much less
elastic than this view supposed, since the existing stock of
capital and the rate of new investment are hkely to be httle
affected by changes m wages. Perhaps it 1s rather nusleading
to speak here about the demand being *“ melastic ’ (since much
of this criticism has been concerned with moving situations
and not with stationary conditions), and it 1s more simple
and direct to say that there 1s much greater scope for wages
to be raised, and for other incomes to be squeezed, without
adversely affecting mvestment and employment, than was
formerly assumed Firstly, it may be the case that a large
part of the effect of any mise 1 the wage-level will be taken
up 1n squeezing rent-elements and various sorts of monopoly-
gains 1 other incomes, without this squeezing exercising
directly any deterrent effects on production and employment

Secondly, even though the investing class 1s thereby made
poorer (which might seem likely to reduce therr ability to
mvest), this may not lead to any appreciable shrinkage m
therr investments 1 new capital , since although their present
mcome 15 reduced so 1s therr future mcome hikely to be also,

with the result that they may be encouraged to invest a larger
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proportion of thewr income than before In other words, the
reduction 1 capitalists’ mcome may reduce their spendmng
but not therr mvestment. This 1s rendered the more probable
by the fact that the expenditure of the rich 1s so largely con-
ventional, depending on customs and standards of consump-
tion which are themselves products of a high income-level.
It becomes specially probable when the national income 1s
expanding, and the effect of rising wages may be to cause
capitalists’ mcome, and hence their acquisition of more lavish
class-standards of expenditure, to grow more slowly than
would otherwise have been the case

At any rate, 1t 1s obviously fantastic to hold that economic
theory can demonstrate (as has often been implied in the past,
even if 1t has not been explicitly stated) that any attempt to
raise wages 1 a sweated trade, and to ehmmate the exploita-
tion of wretchedly overworked and ill-paid workers, must
necessarily reduce the fund of capital devoted to employing
labour 1n the future, rather than reduce by that amount the
pleasures of the rich.

It must, however, be added that there arc obvious limits
to this lne of argument. Standards of expenditure once
acquired are apt to be rigid,, and these may set an upward
hmt to any mise of wages that appreciably cats mto the
mcome of the capitahist class (as distinct from merely pre-
venting 1t from rsmg in times of prosperity) Something
hike a “strike of capital ” may be the reaction if the slice
of the cake that goes to capital 1s suddenly or greatly cut down.
Thus 1s, at any rate, a possibility that has to be reckoned with
so long as control over production and investment 1s 1n private
hands. A complicating factor 1s that to-day an mncreasingly
large part of new investment 1n industry does not come from
subscriptions by private individuals to new share-1ssues, but 1s
undertaken directly by large compames out of reserves
accumulated out of undistributed profits over a geriod of
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years It 1s true that if the profits which accrue to such
compantes are reduced sufficiently, their ability to accumulate
these reserves and to mvest from them must be reduced But
1t 18 not mmpossible that, if their total profits are narrowed,
they may choose to mamntain their investments at the expense
of reducing that part of the total which they distribute as
dividends to shareholders, and as far as the mmducement to
mvest 18 concerned, 1t 1s not clear that the investment policy
of large corporations 1s responsive in any very smmple or direct
manner to changes in the expected rate of profit Probably
more 1mportant m this connection are certam considerations
to be mentioned m § 6, which suggest that changes i the
level of money-wages of their own employees may not be a
very mmportant mfluence i determmung the amount of profit
that such companies are able to earn It has also to be
remembered that, not only direct investment by companies
out of their reserves, but also mvestment by various kinds of
public bodies 1s playmng an increasingly important rdle to-day ,
and the latter type of investment 1s not controlled by the
profitmotive In a socialist system, where investment and
production were completely controlled by the State, this
particular limit of which we have spoken, set by rigid standards
of expenditure of an mvesting class, would no longer, of course,
exist

§ 5. Imperfect Competition in the Labour Market. It has
been mentioned above (in Chapter III, § 1) that, even when
competition 1s perfect, 1t 1s not necessarily in the interest of
employers to secure to their workers a wage adequate to their
long-period health and efficiency, or to extend to them the
advantage of economic security But the criticism of the
lassez-faire view about which most has recently been heard
consists mm a demal that perfect competition exists m the
labour market, and hence a demal of the effectiveness of the
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force to which J S. Mill referred as “the means by which
wages are kept up” Adam Smith origmally pomted out,
1 a classic passage, that *“ masters are always and everywhere
m a sort of tacit, but constant and uniform, combmation
not to raise the wages of labour above therr actual rate. To
violate this combmation 1s everywhere a most unpopular
action, and a sort of reproach to a master among his neigh-
bours and equals ”  This 15 probably even more true to-day
with the growth of the large firm and of monopolistic com-
bination on such an extensive scale  Where thus 1s the case,
the competitive bidding of one master agamst another,
tending to force up the wage to the “normal” competitive
level, will be absent; and 1t will profit the employer (given
some melasticity 1 the supply of labour) to employ /less
labour than would otherwise be the case at a Jower rate. In
other words, the wage will be below the “ marginal net pro-
duct” of labour Even where no such combination exsts
as that of which Adam Smuth speaks, the immobility of labour,
due to lack of mformation or the expense of moving to another
job, may give each employer a sort of limited monopoly over
his own private ““ pool” of labour, because this labour 1s
sluggish 1n moving off to another employer, and the extra
mducement which has to be offered to attract workers from
another employment 1s sufficiently large to discourage em-
ployers from poaching on one another’s preserves Measures
which tend to make an employee reluctant to leave his
employment with a particular firm remforce this influence :
for example, chance of promotion after long service, or
attachment to some co-partnership or pensions scheme con-
nected with the firm. Reference has already been made to
measures which are aimed at reducing “ labour-turnover ” in
mdustry, or the speed with which men change their occupa-
tions. Undoubtedly a high labour-turnover mmposes special

costs of its own on industry. For example, one of the first
K
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tractor-factories to be built 1n the U S S R about 1929 found
for a time that, as other factories of sumlar type were built,
it was rapudly becoming merely a traming-school for new
workers, who came 1n from the countryside to be taught the
work and then moved on elsewhere, 1n hope of rapid promo-
tion in a hew and less-well-staffed enterprise, with the result
that its costs were greatly mflated and its output-plans could
not be fulfilled But while these special costs exist, there
1s also another aspect of the matter , and part of the attraction
to employers of the various methods of reducing labour-
tirnover which have been so much canvassed, particularly
America, has undoubtedly lamn m the relaxation of an upward
competitive pressure on the wage-level which they yield The
fact that employers as a class are so evidently apprehensive
as to the effects of any unusual competition among employers
for labour seems to indicate how restricted such competition
generally 1s. When Employment Exchanges, for example,
were first mtroduced in this country m 1911, some employers
expressed the fear that these mught encourage too great a
mobility of labour; and when m war-time labour became
scarce, restricttons were quickly introduced to prevent a
worker from changing hus employment and moving elsewhere
under the attraction of a higher wage *

§ 6. The Influence of Monopoly and of Excess Capacity. In
recent economuc writings two factors have been given promun-
ence which have rather drastically altered the setting of dis-
cussion about wage problems  Furst of these 1s the prevalence

1 During the First World War this took the form for a time of “ leaving
certificates ’, which a worker m war-industry had to obtamn before he
could change his job  In the Second World War 1t took the form chiefly
of the Essential Work Order, under which a worker could neither leave
his job mor be dismussed without official permission, but at the same
time the worker was awarded certamn guarantees, mcluding the guarantee
of a mmimum wage.
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of a large degree of monopoly (or, at least, of imperfect
competition) not only m the labour market itself (of which
we spoke m the last paragraph) but m other sectors of the
economic system as well. Secondly, there 1s the existence m
the economic system (save in rather exceptional periods such
as war-time) of a considerable margin of excess productive
capacity—of unemployed resources both of man-power and
of capital equipment.

At first sight 1t might look as though neither of these factors
had much to do with the way i which the wage-level was
determined or with the ability of collective bargaming fo
alter this level. But if one 1s thinking in terms of real wages,
1t should at once become clear that the degree of monopoly
in the economic system at large (1 e. 1n commodity markets
as well as m the labour market) may exert an important
mfluence on real wages by affecting the relation of commodity-
prices to costs, and hence to wages as an element m cost.
If monopoly has the effect of raising the sellng-prices of
goods relatively to their costs, then this will have the effect
of reducing the purchasing-power of any given money-wage
Conversely, 1f the extent of monopoly 1s reduced, the level
of real wages corresponding to any given level of money-
wages will rise  This holds true, at any rate, of the effect
of monopoly on goods which are consumed by wage-earners—
wage-goods as they have come to be called Some economusts
even maintam that the degree of monopoly mn the economuc
system at large 1s the main determinant of labour’s share in
the total product, and that the productivity of labour and the
degree of monopolyin the industries which produce wage-goods
are jomt determimnants of the prevailing level of real wages.

1 To an over-all view of mdustry short-period or prime costs consist
of wages plus imported raw materials , and 1f one 1s speaking of a “ closed
system ™ (1e abstracting from mmports and exports), all such costs are

ultimately reducible to wages m some form. o
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In one respect 1t might seem to follow from this that trade-
union bargaining over wages (which 1s usually conducted m
terms of money-wages) can have little influence over labour’s
real share, and that the traditional lazssez-faire view 1s vindi-
cated after all, if for new reasons. But this conclusion 1s not
necessarily correct, since trade union action can be a powerful
factor i counteracting the influence that buyers’ monopoly
m the /abour market can exert directly on money-wages;
and to this extent 1t can narrow the gap between wages and
commodity-prices Moreover, if trade union action were to
concern 1tself with the control of commodity-prices (and
hence of profit-margns), as well as with the fixing of money-
wages, with which trade unions have been preoccupied in the
past, 1t would possess a much enhanced power to influence
labour’s share of the product.

The emphasis m recent economic theory on problems con-
nected with the existence of unused productive capacity does
not so directly impinge on the theory of wages as does the
emphasis on the effects of monopoly of which we have just
spoken But 1t mtroduces several new vaniables among those
upon which, according to traditional theory, the number of
jobs forthcoming at a certan wage-level depends In par-
ticular, 1t imphes that the extent to which existing capital
equipment 1s utihzed, depending on the state of demand for
consumption goods and for capital goods (1e on the amount
of consumption plus mvestment), will be a principal deter-
munant of the level of employment , and that in any situation
(e.g of techmque, stock of capital and natural resources), and
with any given level of wages, there may be a large number
of possible levels of employment One result of this 1s to
cast doubt on the simple notion of some kind of elastic demand-
schedule for labour, which we have seen lay at the heart of
the traditional theory of wages, with 1ts corollary that a rise
m the leyel of money-wages would mevitably result mn a con-
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traction of employment Moreover, this new emphasis
mdicates the possibility—even the probabiity—that if labour
1s successful 1 securing a larger share of total mcome, this
fact may bring about an actual wncrease, mnstead of a decrease,
mn the level of employment. The reason for this rather
starthing conclusion 1s that wage-earners usually spend nearly
all of any mcome they get (having Ittle margm to spare
beyond necessary expenditure), whereas the rich save a con-
siderable part of their mncomes Consequently, a transfer of
mcome from the latter to the former 1s likely to mncrease the
amount spent out of a given total mncome, and hence mcrease
the demand alike for goods and for the labour to make
them.

§7. How far can Wages be Raised 2 Where then does this
discussion lead us ? Clearly the confident pessimism of early
economuists 1s gone The economic world faces us with too
complex a situation of interacting forces to enable us to
extract rigid forecasts about 1t from theorses of the traditional
type It 1s not merely that the situation 1s one of contmnual
change and movement, where the ‘long-period” and 1ts
““ equilibrium ** are never reached before some fresh change
mtervenes 1t 1s that the process of moving towards this
long-period may generate changes which alter the character
of the long-period tendency itself It 1s as though 1t were a
question, not merely of the pendulum of a clock never having
tume to settle 1n the vertical position before 1t 15 again jerked
away, but of the swing of the pendulum bemng powerful
enough at times to shift the position of the clock 1itself. Con-
trary to the traditional view, 1t may well be the case that
wage-theory as we know 1t 1s better suited to short-period
forecast (or at least, to some intermediate period between
short and long) while for long-period forecast 1t 1s a decep-
tive gmde But 1t 1s precisely short-period condirtjons that
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some of the mam assumptions of the laissez-faire theory do
not fit.

Are we then left only with a halting agnosticism, which
can neither forecast nor understand? Can we see no more
pattern to the labour-market than a disordered tumble of
warring forces ? Clearly we do not need to reach so sceptical
a conclusion as this, even 1f we reject any rigidly deterministic
view. We know many of the crucial relationships which
govern the shape of events, and we shall know more of their
precise nature with progress m the realistic and statistical
study of actual situations of which there 15 so much need
We have some basis for at least provisional conclusions as
to the effect of particular courses of action on particular
situations—for example, of wage-changes 1 a particular
mdustry , even if we can with less confidence pass from the
part to the whole But even when we are dealing with the
general level of wages and with a long-run perspective, we
know that there are definite limts within which the course
of wages must lie

On the one hand, the general wage-level 1s unhkely to
fall for long below a bare physical subsistence standard—a
standard which, as we have seen, 1s not a fixed level, since
the amount of subsistence will depend on how arduous or
intensive the work 1s, although, if plentiful new supphes of
labour from outside (e g by mmmgration from rural districts
or from abroad) are forthcoming, this munmmum standard
may be very low, sufficient only for the bare physical needs
of the present, and not for mamtaimng a normal working-
Ife or for rearng a family. From the figures which were
quoted m Chapter IT one might judge that wages 1 fact were
not, on the average, far above this physical Iimit (and were 1
many cases below 1t) until quite recently at least, differences
between countries apparently corresponding fairly closely to
differencgs 1n work-intensity that require different subsistence-
standards,
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The upper bmit to wages proves more difficult to define.
This limit might at first seem to be sumply defined by the
statement that wages cannot 1ise so as to absorb more than
that part of the surplus produce gomng to capitalists which 1s
at present spent, since, 1if wages absorbed more than this,
they would eat into the supply of capital. If control of all
production and ivestment were to be taken over by the
State, 1t 1s true that the share of wages in the total product
could mse to this extent. Even so, this does not mean,
however, that the share of wages could absorb the whole net
product, unless there were to be no new mvestment m expand-
g the existing stock of capital To the extent that new
mvestment was taking place, part of the man-power and
materials of the community would have to be devoted to
building new factories and making and mstallmg new machin-
ery, instead of to manufacturing consumers’ goods to go mto
the shops for earners to buy. Only the latter would be
available to give purchasmmg power to wages, and con-
sequently the real value of the total wage-bill of the country
could only amount to part of the (net) value of all the goods
produced by labour

It 1s also true and important that, if there 1s a substantial
reserve of unused productive capacity m the economic system,
both the total product and aggregate real wage-earnings could
be augmented by this amount augmented by measures to
“take m the slack ”” and to bring mto production the man-
power and resources that were previously unused or under-
used

But 1n a capitahst system, where production and investment
are under the control of private owners, 1t would be absurd
to say that the only Iimut to an increase in the share of wages
was the amount of total mcome which was normally devoted
to mvestment In practice, under these conditions, the actual
limit to any upward movement of wages 1s obviously lower
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than this The definition of this limit 1s probably much
more a matter of politics and social psychology than 1t 1s a
matter for economic theory We have referred to the fact
that much of the possibility of a rise n real wages depends
on what happens to the conventional standards of consump-
tion of thie capitalist class These conventional standards,
once adopted, are much slower to be revised 1n a downward
direction, short of some cataclysm Iike a war or revolution,
than they are to move mn an upward direction Habits of
country-houses and servants and grouse-moors are more
slowly abandoned than acquired During properous periods
when the gross product of industry 1s expanding, wage-earners,
if strongly organized, are 1n a good position for raising their
wages, both 1 the aggregate and relatively to the share which
goes to property-owners If strongly organized enough, they
could concetvably secure nearly the whole fruits of economic
progress ; although, as we have seen, a great deal depends
on how far, through the possession and exploitation of
monopoly-power, employers are m a position to pass on any
pressure for money-wage advances 1 higher prices of wage-
goods, and hence to frustrate attempts to raise real wages
But at less prosperous times, when the total product of industry
1s stationary or advancing only slowly, the power of trade
unions, however strongly organized, seems in practice to be
much more straitly hmited Attempts to raise the share of
wages at the expense of other incomes seems likely, in these
circumstances, to meet severe resistance, and before long,
mstead of prumng their standards of consumption, capitalists
will probably reduce their mnvestment, and firms may try to
economize on labour to the maximum possible extent by
substituting labour-saving machinery ~Moreover, more spec-
tacular forms of ““a strike of capital ” may, of course, occur
While the workers may succeed 1 1mproving the rate at which
they barger effort agamnst earnings, and raise the relative
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share of wages 1n the total product so far as trade union action
1s capable of reducing the degree of monopoly, therr power
to increase total earnings 1n these circumstances will probably
not be very great, short of more sweepmg mstitutional changes
1 the economic system 1itself



CHAPTER VI
WAGE DIFFERENCES

§ 1. Differences between Grades. Hitherto we have dealt with
the size of total wages m the commumty and with the
general level of wages on the average, and we have ignored
quite wide differences which are found, both i wages per
hour and per piece, between different grades of workers, and
between different districts and mdustries inside the same
country, as well as between different nations of the world.
But an mmportant, if subordmate, half of the theory of wages
has always dealt with the causes of wage-differences, and
m the practical problem of wage-regulation this question of
particular wages occupies a prominent place.

We have seen m Chapter I that for everyone in actual fact
(as well as nominally) to have an equal choice of taking to
any occupation he pleased, the character of the economuc
system would bave to be fundamentally different from what
1t 1s. Let us imagme, however, that inside the category of
wage-occupations—Ileaving other classes of income on one
stde—this equality of choice was realized, and that everyone
had an approximately equal chance of adopting any employ-
ment that he pleased TUnder these conditions one would
not expect wage-rates everywhere to be 1dentical : they would
differ for several clear and definite reasons But one would
expect them to differ only by so much as would leave what
Adam Smith called “ the advantages and disadvantages ” of
various occupations equal This Prnciple of Equal Net
Advantages would tend to be realized as a result of the move-
ment of labour from one occupation to another, as the level

of water in two cisterns tends to equality if they are connected
. 138
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by an adequate pipe  If one trade seemed on balance to be
preferable to another, after all the advantages, mcluding the
wages to be earned, had been measured agamst 1its disadvant-
ages, workers would then tend to move mto the one and to
shun the other, until the shifting of supply, by altering the
relative wage-levels, had equalized the net advantages of the
two trades. Wages would then tend to differ only to the
extent of differences mn the disagreeableness or the cost of
various occupations To quote Adam Smith’s own words
“The whole of the advantages and disadvantages of the
different employments of labour and stock must, m the same
neighbourhood, be either perfectly equal, or continually
tending to equality. If mn the same neighbourhood there
was any employment evidently either more or less advan-
tageous than the rest, so many people would crowd nto 1t
mn the one case, and so many would desert 1t 1 the other,
that its advantages would soon return to the level of other
employments.” 1

In the first place, for example, one would expect people
to shun the more disagreeable or the more dangerous occupa-
tions like sewage-work or coal-muning unless the wages i
those trades were sufficiently higher than elsewhere to offset
this extra disagreeableness or danger The result of this
common dishke for cleaning sewers or hewmg coal would be
to make applicants for employment 1 those trades more
scarce than elsewhere, and this very scarcity would tend to
raise the wages m sewers and mines. Similar considerations
would apply to an occupation which 1volved a greater chance
of unemployment or wide uncertainty of earmings. On the
other hand, if certamn trades were particularly pleasant or
interesting, or carried with them some special social distinction
or prestige, or special privileges or chances of advancement,
one would expect popular preference to flood these trades

! Wealth of Nations, Ed. 1826, p 99
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with apphcants for employment and cause labour there to
be cheaper than elsewhere

Secondly, people would be likely to shun those employ-
ments which required a costly education or tramning or a long
period of probation or apprenticeship during which nothing
was earned, and this would tend to raise wages 1 those
employments until they were higher than elsewhere The
expenditure on the preliminary traming would then be 1 the
nature of a capital outlay which would only be undertaken
if the higher wage to be gamed 1n the future seemed to make
the outlay worth while

One mght, further, expect employments which required
some scarce natural aptrtude, such as those of jockeys or
opera smgers or steeplejacks, to offer an abnormally high
wage because of the keen competition to secure the services
of the limited number of persons suitable to fulfil them. But
1n this case the favoured persons would not be merely receiving
something which compensated some extra disadvantage in
therr employment they would be 1 a privileged position
m which the total advantages of their occupation (in Adam
Smuth’s phrase) were greater than elsewhere , and they could
be considered as recerving an exceptional type of * scarcity-
price ”” or “rent ” of a scarce natural quality

In the actual system under which we live “ equality of net
advantages ” 1s very far from bemng realized (1e. even within
thecategory of work-incomes, apart from incomes on property)
Moreover the extent to which wages vary more widely than the
advantages and disadvantages of different occupations 1s con-
siderably greater than can be reasonably explamned by the
final cause that we have mentioned So much do actual
wage-differences run m conflict with this principle as to
inchne one to think that 1t cannot be an explanation at all of
the major differences of wages m our present wage-system.
The unpleasant work of the community 1s among the lowest
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paid rather than the most highly paid, as 1s also most of the
work mvolving danger to health and Iife Low wages are
generally combined with fluctuating and mconstant employ-
ment; and the level of incomes 1n skilled occupations and
tramed professions 15 generally higher by much more than
can reasonably be ascribed to interest on caprtal laid out m
the preluminary traming. It has been suggested that, if a
policy of mamntaming full employment were to be successfully
operated, one result would be a drastic transformation of
relative earmings m different occupations; since if jobs were
as plentiful as job-seekers, people would shun the disagreeable
and dangerous jobs, until the competition of employers to
get hold of enough labour to fill these jobs forced wages m
them to several tumes their previous level Some indication
of this possibility has been seen 1n the acute scarcity of coal-
mumers after the Second World War In a society without
unemployment and with a greater approach to equality of
opportunity coal-mers, foundry-workers and refuse-col-
lectors might be among the best-paid people, and sedentary
workers m comfortable offices among the lowest paid A
job that made the hands dirty mught bring both gh pay
and ligh social esteem, and a job that could be done with
clean hands mught come to be regarded as a “ soft option ”
requining a relatively meagre reward At any rate, some
other explanation of our exsting topsy-turvy wage-differ-
ences than the principle of equal net advantages 1s evidently
needed.

§2. “ Non-Competing Groups . This further explanation 1s
supplied as soon as we remove the artificial assumption that
every wage-earner has an equal chance of entering any occupa-
tion In actuality this 1s far from bemng the case. The chief
reason lies in the fact that differences of income once established
are apt to perpetuate themselves m a world where the cost of
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training for an occupation 1s an expense which the mdividual
wage-carner has to find out of his own pocket Those who
possess a higher income, and perhaps have some savings mn
reserve as well, will be better able to bear the cost of trammg
and apprenticeship for their children to enter a skilled occupa-
tion, whefeas the unskilled labourer who can with difficulty
feed hus family may be unable to bear the cost at all. A
moderately well-to-do unskilled worker’s family usually tnes
to apprentice the eldest son to a skilled trade. But 1t can
rarely do more than this ; and once this effort has been made,
the younger sons usually have to take whatever work yelds
mmmediate earnings as soon as they leave school.r It 1s this
fact that the supply-conditions of different grades of labour
are so largely affected by the prevailling wage-differences
between those grades, which 1s apt to make any attempt
to talk about “fair” or “mnormal” wages of one grade
relatively to another an argument m a cicle It may even
produce the paradoxical result that a narrowing of the gap
between skilled and unskilled wages (if 1t mnvolves a rise m
unskilled wages) will actually mcrease the supply of skilled
labour, thereby precipitating a further narrowimng of the gap.
In the so-called ““mmuddle class professions ” this influence
will be particularly marked here the potential supply of
lawyers or doctors or umiversity teachers will be almost en-
tirely confined (apart from scholarships and acts of charity)
to children of parents above the mcome-level of manual wage-
earners. Accordingly, the supply of entrants to these pro-
fessions will be specially limited, and the level of income will
be raised by reason of this limitation On the other hand,
Iittle more than a modicum of physical strength 1s required
to work as a docker or a navvy, and the supply available for
such employments 1s consequently plentiful and cheap.
Professor Taussig has suggested that five distinct grades can
1Cf aE L Lewss, The Children of the Unskilled, pp 15-16,
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be distinguished ; the passage from the lower mnto the next
higher one being m each case particularly hampered by
various circumstances The higher grades constitute what
he terms (followmng Cairnes) ‘‘non-competing groups’ -
that 1s, groups 1 which supply 1s particularly limited because
of the restricted entry of persons from outside ‘And smce
the supply of persons available for these groups of occupations
18 limuted, the price which their services can command tends
to be raised The grades which he distnguishes are first,
unskilled workers Iike general labourers , second, semm-skilled
workers ; third, skilled craftsmen, such as mechanics, fitters,
locomotive-drivers, bricklayers, fourth, clerical workers,
fifth the various * mddle-class professions > The privileged
position of this latter grade 1s, mdeed, sufficiently great to
remove 1t from the class of wage-earners as we defined 1t 1n
Chapter I, and to place 1t 1 a category apart

The privileged income which a particular grade can enjoy
will be further increased if artificial restrictions are mmposed
on newcomers entering a trade, either by law or custom or
the regulations of some association, since these restrictions
will further imrt the number of persons able to compete with
the members of this trade for employment It was the
practice of medieeval gilds, at least 1n therr later days, to hmit
competition among themselves by imposing entrance qualifica-
tions on theirr members, and some of the more powerful of
them eventually became highly exclusive, levymng entrance
fees which amounted to several hundred pounds. In the
last century some trade unions among skilled craftsmen (see
Chapter VII) limted entrance to ther trade, and limitation
m the form of fairly strict apprenticeship regulations still
exists Bar fees, the customs connected with a solicitor’s
*“ articles ”, the price of a share m a broker’s business exercise
a similar mfluence, while some professions virtually con-
fine their selection to those who hail from a certamn number
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of select public schools, and others demand a certain standard
of social deportment and speech

But existing wage-differences may not only affect the supply
of labour 1 different grades by their influence on the number
of people who can afford the cost of tramning, they may also
do so by fheir mnfluence on conventional notions as to what
1s and 15 not a ‘“disagreeable” trade Probably wage-
differences by themselves have only a minor mfluence on such
conventions, which are mainly the product of wider inequalities
between classes At any rate, there is evidently a tendency,
m class societies, for occupations which have traditionally
been poorly paid to be considered disagreeable and for those
carrying a higher mcome to be considered more socially
respectable or honourable The effect of this influence
would be to increase the “upward mobility” of labour,
and to make people anxious to enter the higher grades even
at considerable sacrifice to themselves, but 1t 1s usually
overborne by the mfluence of the other factors that we have
mentioned It may, however, serve to explamn why some
occupations which lie just above the manual worker grades
and which 1nvolve some, though not a very large, cost of
training, are sufficiently flooded with entrants to depress their
wages 1n many cases below those of many skilled manual
workers + for example, clerical workers and teachers, and
why there 1s at this point rather more ““upward mobility ”
than one mught expect

§ 3. Differences between Industries and Districts. Obstacles
to movement may exist, not only horizontally (so to speak)
between grades of labour, but vertically between different
industries or between different localities, and thus will tend
to cause what some economusts have termed  unfairness”
of wages as between localities and industries—* unfair ” 1n
the purely relative sense that labour 1s paid less (or more)



§ 3] WAGE DIFFERENCES 145

m one place than labour of equivalent skill and efficiency
elsewhere These obstacles may take the form of ignorance
as to the existence of jobs 1n another town or industry, of the
lack of means to move both home and fanuly to a distant
place, or of unwillingness for various reasons to leave a
familiar trade, coupled with an optimism that “3%omething
will sooner or later turn up ., It1s often said that the housing
shortage of recent years has seriously reduced the mobility
of labour from place to place, because a worker who has a
house or rooms 1s loath to forsake them for the prospect of
homelessness elsewhere. Where movement 1s sluggish for any
of these reasons, labour may be relatively abundant m some
towns or trades at the same time as 1t 1s quite scarce in others ;
and this may cause wages to fall m the former and to rise m
the latter, until the gap between the two 1s sufficiently great
to encourage at any rate some movement of workers between
the two. It may further happen that, when there 1s litle
movement of workers between two trades or places, the
** supply-price ” at which workers are willing to offer their
labour may differ quite widely, so that the wage-level 1s lower
where labour, either by custom or because of poverty, places
a high valuation on money-income m terms of what 1t 1s
willing to do and to forgo in return The relative lowness
of wages m agriculture, for instance, has usually been attributed
m large part to the tardmess with which villagers move off
to mmprove therr fortunes in the towns.

To the extent that these obstacles to movement are geo-
graphical i character, differences 1n wages for the same
class of work will tend to arise between different districts
of the same industry—for instance, different coalfields, or
agriculture m the north and the south—as much as between
industries which are localized apart To the extent that the
obstacles are occupational mn character differences m wages

may arnse between different trades even in the same town, as
L »
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those between the * sheltered” and ‘ unsheltered ” trades
of which mention was made in Chapter II In the mter-war
period there was only a lumited tendency for labour to move
from the musery of South Wales mmng valleys to compete
for employment among better-pard bwlders or transport
workers 1n the South of England, or to move from shipbuilding
into neighbouring trades which were better paid  In addition
to the reasons that have been already mentioned, this may
be largely due to the fact that to-day when wages are fixed
by trade umon agreement there 1s less chance of workers
undercutting those already employed by offermng themselves
at a cheaper rate,, whule 1t 1s also probably true that workers
are more likely to be mduced to move by the offer of new
openings and rising wages in expanding trades than they are
by the harsh pressure of falling wages and unemployment
1 thewr old accustomed trade and place of birth—in other
words, mobility of labour 1s probably greater on a nsmng
than on a falling labour market

§ 4. “ Casual ” Employment. Such immobility of labour 1s
likely to be enhanced by anything which encourages the hope
that ““ something will turn up * in the old trade, when actually
there 18 no longer sufficient work available there to afford
constant employment to the same number of workers as
before. And this hope that ““ somethmg will turn up * which
keeps men hanging about the fringe of the trade mstead of
moving off 1n search of better prospects elsewhere will be
materially affected by the methods of engagement which the
employers use. If an employer staffs his factory with a regular
number of ““ hands ” whom he employs fairly constantly from
week to week and only changes for specific reasons, the worker
who 1s dismissed will know that for the time bemg at any
rate there 1s “nothmg domg”. But if the employer 1s m
the habit of changmg his staff, or a part of 1t, frequently—
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taking on temporary workers at particular seasons, employmg
workers for a specific job, dischargmg them and hiring a new
set of hands for the next job—then the situation 1s different
The discharged worker will feel that there are opportunities
of being re-engaged, at least for a temporary period, in the
near future Those who hang on the fringe of the’trade will
have some chance of getting employment some of the time,
even 1f they have little or no chance of getting employment
i that trade all of the time  The extreme case of the “ casual
method ” of employment, as 1t is called, used to be found 1n
such work as unloading cargoes at the docks, where dockers
were taken on, not for regular employment, but for the loading
and unloadng of a particular cargo and then discharged ?
This tended to encourage a considerable “ reserve of labour »
to hang about the industry, much in excess of the number
which could secure regular employment on the average.
However many men were at the dockgates, each had equal
chance with another of securng employment, and conse-
quently a larger number tended to gather there than were
likely to be taken on at one time even on the bustest day
In such trades not only may the average earnings of a worker
be unduly low because of the mconstancy of his employment,
but the keen competition for work may depress wage-rates
as well. Moreover, any attempts to raise these rates, while
casual methods of employment remam, may merely attract
a larger reserve of labour to the industry, so that average
earnungs are reduced rather than raised

§5. The ““ Sweated Trades . The problem of what 1s known
as the “sweated trades™ 1s a special case of wages being

1 Thus system of employment was radically altered by the measures of
* decasualization ” durmng the Second World War-—measures which were
made permanent by the Dock Workers (Regulation of Employment)
Act of 1946
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“unfairly ” low A ““ sweated trade > was defined origmally
by a Select Commuttee of the House of Lords as bemng char-
acterized by ““ madequate wages, mordmately long hours and
msanitary conditions of labour” In many cases these so-
called “ sweated trades >’ consisted of hand-work done n the
home or “m small workshops, such as paper box making,
hand-made lace, some chain-makimng and laundry work and
cheap tatloring, of which a good deal was heard before the
First World War  Often 1t was only the possibility of acquir-
g supplies of cheap labour which apparently kept these
trades and thewr existing methods alive otherwise the work
would presumably have been done by machine methods n
more up-to-date factories Like parasites, accordingly, these
trades tended to fasten on to those areas where supplies of
cheap labour were obtamable In the majority of cases this
cheap labour was women’s labour, driven by the death or
ilness or unemployment of the male breadwmner to earn
some supplement to the famuily earnings. If the workers in
question had been sufficiently well informed, or less urgently
1n need of immediate earnings, and had been able to move
m search of alternatrve employment elsewhere, they would
not have accepted these exceptionally low rates Sometimes
1t was the case, therefore, that if an attempt had been made
to forbid the payment of these *° sweated ™ rates, the trades
could hardly have survived 1 competition with better-equipped
machmme mdustry—cheap labour acted as a subsidy to their
inefficiency , and in this case the workers concerned would
have suffered complete loss of earnings m unemployment
Solution, to be complete, has to achieve the transfer of the
surplus labour elsewhere. The whole problem 1s merely a
particular 1illustration of the tendency of poverty to breed
poverty which was referred to in the last chapter. It 1s often
the poverty of male wage-earners which compels the women
members of the family to go out and seek employment, and
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so enables the * sweated trades > to thrive on the supply of
cheap labour thereby created ; and once the price of labour
falls substantially, its supply-price 1s likely to be reduced, so
that worse terms of employment are readily accepted in the

future.

L]

§ 6. Men’s and Women’s Wages. To a large extent the prob-
lem of ¢ sweated ”” labour 1s only an extreme case of the general
problem of male and female labour and their respective
wages—although, of course, there may be, and 1s, “ sweating ”
among men as well as among women workers If men and
women could never be substituted for one another on the
same job, male and female labour would constitute a pure
case of “non-competing groups”, m Cairnes’s sense that
transfer from one group to the other was not possible It
mght happen, of course, that a woman cook pretended to
be a Pamis chef or a man disgmsed himself as a nursemaid
or a governess, but such devices are not apparently very
frequent One would then expect the price of labour in the
two groups to differ if conditions of supply and demand 1n
one group were different from those 1n the other On the
side of demand there 1s the fact that there may be fewer re-
muneratve jobs for which women are as fully suited as are
men In some cases women will be definttely superior, as m
certain operations of cotton-spinning or in teaching small
children, while for heavy muscular operations like coal-
hewmng and iron-moulding women will clearly be unswted
It 1s sometimes said that, because women are more lhiable to
illness or only to apply themselves temporarily to an em-
ployment, they may be less useful to an employer for this
reason alone. Added to this 1s the probable effect of custom
m excluding women from some occupations.

The average difference, however, between the level of men’s
and women’s wages 1s 1 most countries nearly as much as
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50 per cent—a difference which seems considerably greater
than can be attributed to factors on the demand side alone.
The following table * shows the position m various countries
as 1t existed 1 the period between the wars

Ratio of
Women’s
to Men’s
Nature of Statistics Date Wage
(Men’s
Wage
= 100)
Australia Weekly rates Sept 30, 1925 53
Denmark Hourly earmings | 4th qr., 1925 58
France Daily rates Oct 1924 52
Britan . | Trade Board Jan 1, 1926 56
hourly mmima
Sweden . | Hourly earnings | 1924 61
USA . | Weekly earmmmgs | June 1925 59
New York Weekly earnings | April 1926 56
Massachusetts | Weekly earnings | May 1926 57

In explaming the wideness of this difference the conditions of
supply of female labour probably play a decisive part  If the
supply-price of women’s labour 1s generally lower than that
of men, this by itself would suffice to explamn the lower rates
paid 1n women’s trades. This in fact seems to be the case
It 1s true that an unmarmed woman who goes out to work
does so as a rule erther to earn ““ pin-money * or to add some-
thing to the family earnings at home, and the smaller urgency
of her need might seem likely to raise the supply-price of her
labour—to make her unwilling to go out to work unless the
mducement was fairly high In some cases this 1s probably
so; for example, 1t clearly apphes to middle-class women ,

1 Cited from J H Richardson, The Mimmum Wage, p 136
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and 1t mught be the case that if employers sought to extend
therr employment of unmarried women at all considerably,
the price offered to female labour would have to be mcreased
a good deal At the same time, 1t seems probable that the
mnfluence of custom, and the desire for imndependence among
young unmarried women, operates in the other difection and
may well counteract the effect of the lesser urgency to secure
employment Precisely because young women are unaccus-
tomed to earming and value mdependence, they may place a
higher value on the acqusition of a few shillings than other
people do. Of decisive mfluence, however, on the supply
of women 1 the labour market 1s probably the number of
women who seek employment because therr fanuly 15 m
straitened circumstances through the low earnings, unem-
ployment, illness or death of the male breadwinner These
women, since they are driven to work only by the pressure
of poverty, may be ready to work for almost anything they
can get, and they will value low immediate earnings, even
though spasmodic and temporary, more highly than future
prospects which are better and surer And for this very
reason that the supply of female labour of this kind tends to
vary inversely with the earnings of male labour, there will
be a cumulative tendency for anything which depresses men’s
wages to cheapen the supply of female labour, and so (n so
far as women can be substituted for men) to lower by their
competition the wages of male labour still further

But 1m so far as male and female labour can be substituted
for one another mn certamn cases, they do not constitute a
pure case of *“non-competing groups” - although persons
cannot change from one group to the other and so compete
with the latter, the demand for their services can be (partially)
transferred. The question at once arises . 1f such substitution
1s possible, why does it not continue until male and female
wages are proportional to thewr relative efficiencies at the
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margin ' at which the substitution 1s bemg carried out?
Yet there 1s reason to think that this 1s not the case If,
therefore, women’s labour 1s cheap relatively to its efficiency,
why 15 not substitution of female for male labour carried out
until this relative cheapness disappears? It 1s to be noted
that this céndition of wages proportional to relative efficiencies,
which one mught expect competition to produce, does not
necessarily mean an equality of tfime-rates between the two
classes of labour  But one mught expect it to yield an approx:-
mate equality of piece-rates for men and women, since
then, if male workers were capable of producing more in a
given time than female workers, this difference of output
would be reflected 1 a proportional difference of earnings.
Two reasons have been suggested to explamn why this
equality (or approach to equality) 1s not reahzed First, 1t
has been pointed out that the substitution of women for men
18 lmuted farrly narrowly and often could not be extended
etther without a considerable breach with custom or without
special cost. It has been estimated that only a fifth of the
male workers are engaged 1 trades in which women are also
employed , while, as Mr and Mrs. Webb have said, * even
m the mdustries which employ both men and women we
nearly always find the sexes sharply divided i different
departments, working at different processes and performing
different operations ”, and ““imn the vast majority of cases
these several departments, processes and operations are
mutually complementary, and there 1s no question of sex
rivalry ” 2 Custom probably plays a considerable part in
making employers reluctant to teach a trade to women, and
so 1 setting a barrier agamst the mvasion of women, even

1 Seemg that there are some trades at which men are unquestionably
superior to women and some at which women are unquesttonably superior
to men, there will be no tendency for the wages to be proportional to
the difference of efficiency on the average of all trades (f this can be given
a meanmg) * Industrial Democracy, Ed 1919, p 496
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where, 1f tested, women mught prove as suitable as men.
Moreover, male trade unions in the past have commonly
made strenuous attempts to exact agreements with employers
which have the effect of stemmung the intrusion of women
workers, or even of excluding them altogether, whenever
serious danger seemed to exist of male standards bting under-
cut by the competition of cheaper female labour The very
tendency of substitution to establish an equality of efficiency-
wages accordingly evokes resistances to stem 1ts further
operation

The second reason that has been suggested is that in any
given locality the supply-curve of women’s labour, after a
pomt, becomes distinctly melastic, mn the sense that a steadily
rising price would have to be offered to attract additional
quantities of women’s labour mto the labour market. Thus 1s
for the reason that at any one time there 1s a farly fixed
number of women who for the various reasons we have
described decide to take up employment® Special circum-
stances are necessary to swell therr ranks 1n any appreciable
numbers from among those who usually stay at home and
attend to domestic duties. This melasticity of supply beyond
a pomt, when combined with the fact that competition between
employers for labour 1s mmperfect, will result in the wages of
those 1 employment remammg low and employers being
reluctant to extend their employment of women for fear of
this increased demand for female labour raising the price of
this labour all-round to therr own disadvantage. If these
conditions prevail, then female labour will be abnormally
exploted, and any tendencies to raise women’s wages
by extending the demand for women will be blunted It
will be left for long-term shifts m industry, tardily and
uncertainly, to effect any considerable substitution of women

* Evidence m support of this view was advanced by Professor Sargent
Florence mn The Econormuc Journal for March, 1931.
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for men But even of this long-term shuft there 1s no great
evidence

§7. “ Equal Pay for Equal Work.” It has frequently been
urged that, 1 order both to do justice to women workers and
to remové the danger to male workers of bemng undercut
and supplanted by female competition, the principle of “ Equal
Pay for Equal Work ”—in other words, equal piece-rates for
workers of equal capabilities—should be adopted n all trades
where men and women compete for employment In cases
where women were less useful to an employer than men this
would, of course, tend to have the effect of closing the trade
to women altogether, smce an employer would not employ
a woman at the same price m preference to the more useful
man, and in so far as this occurred the tendency would be
to lower the general level of female wages by confining the
demand for women to a smaller number of trades Where,
however, there was no marked disparity between the suitability
of the two sexes for the trade, the adoption of the principle
might have an opposite effect. By removing the fear of male
trade uniomsts that they were subject to unfair competition
1t might induce them to relax or remove some of their restric-
tions on the entry of women, and thereby result i the ad-
nussion of women to certamn trades from which they were
formerly excluded. At any rate, 1t 1s clear that there 1s con-
siderable room for the extension of trade union organization
among women, where 1t has hitherto been but weak or even
non-existent, which would have the effect of raising the female
wage-level by collective bargaming both 1 exclusively women’s
trades and also in trades where women compete with men.
From the pomt of view of the male trade umonist such organ-
1zation of a weaker section of wage-earners cannot fail to be
beneficial, 1 so far as the two are competitors for employment
How far this, or the establishment of the principle of ““ Equal



§ 8] WAGE DIFFERENCES 155

Pay for Equal Work ”, 1s likely to increase the aggregate
earnmgs of the working class all round depends on the 1ssues
discussed 1 Chapter V. Both amount to a raising of the
“ supply-curve ” for a particular section of wage-earners,
namely women. If the higher female wage has t%te effect of
mmproving working efficiency at all considerably, these measures
of mmprovement will almost certamly mcrease earnings all
round But whether 1t does this or not, it will mmprove
the position of labour m so far as it enables the working
class as a whole to get more in proportion to the energy it
expends.

§ 8. International Wage-differences. When we come to enquire
the reason of the wide differences of wages between different
countries, such as those detailed mn Chapter II, we shall find
that similar considerations apply as i the case of wage-
variations between different districts within the same country
In the first place 1t 1s mmportant to remember that money-
wages may differ considerably even while real wages remain
the same. Money-wages are frequently lugher in large urban
areas than m small country towns, as for instance 1n the case
of prmters, a large part of the difference bemg balanced by
the different cost of iving 1n the countryside and in the large
town The difficulty of comparing real wages between differ-
ent countries and the possibility of errors m current estimates
of them have already been referred to m Chapter II, but
1t 15 the level of real wages 1n different countries that for most
purposes 1s the significant thing on which we need to fasten
attention Secondly, 1t 1s necessary to compare both the

* For some purposes, of course, differences of money-wages between
two countries may be the relevant consideration For imstance, let us
suppose that two countries have equal levels of real wages, but for some
reason this co-exists with a difference i money-wages between the two

(e nterms of gold at the prevailing rate of exchange) , then the employers
m the low-money-wage country would be at a relative adyantage and
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real wages and also the relative skill and efficiency of labour
m the two districts or countries concerned Differences mn
wages between town and country or between one district
and another—for imstance, between the North of England
and the South—may not be “unfair” 1 a relative sense,
because they correspond to equivalent differences 1n efficiency
and skill Similarly, the cotton operative of Bombay or
Shanghai works less skilfully and mtensively than the cotton
operative of Bolton or Oldham, and the difference in labour-
cost to an employer 1s considerably less than would appear
from a mere comparison of the real wage. At the same time
1t may quite well be true that the low eficiency of the low-
paid worker 1s an effect as much as a cause of his low standard
of hfe the Bombay operative 1s fitted as Iittle by his diet
and housing conditions as by custom and upbrmgmg for
highly intensive factory work ~ What s relevant at the moment
1s that a competitive system establishes no tendency in this
case for real wages to be equal, and we have no reason to be
surprised 1f they are not so

International differences of real wages, however, probably
exist on a considerably greater scale than differences of working
skill and effictency, and differences of this kind, between
countries as wnside a country, can only persist i so far as
movement both of labour and the demand for 1t—mn other
words, of capital—is hindered, and the economic systems of
different countries constitute *‘ non-competing groups” In
this respect labour 1s probably less mobile than 1s capital A
certain amount of immigration into high-wage countries takes
place, and if the difference 1 wage-levels 1s sufficiently great,
the flowmaybecome quite large  Throughout thelast hundred

the employers in the lngh-money-wage country at a relative disadvantage
where production for export was concerned ~ This 15 said to have been
an important consideration which influenced cotton manufacturers of a
century ago to advocate the repeal of import duties on corn
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years there has been a steady stream of emigrants from Europe
toUS.A  Nevertheless such movement of labourisrestramned
and limuted by various factors—by the poverty of the workers
themselves, by difficulties of language and citizenship and
custom, and by the natural mertia which persuades the
average man to prefer the accustomed to the spectilative and
the unknown. Not very many French or German workers
come to work 1 Lancashire because the promise of employ-
ment there 1s brighter. still less do Indians and Chincse,
save 1 specific cases such as seamen on Bntish ships
And should immugration attam suflicient dimensions to
undermrne the standard of the higher-wage country, immigra-
tion restrictions on the entry of aliens, as in U S A, Austraha,
and Britam, are likely to be imposed

Just as mside a country, therefore, a particular grade of
labour may possess a privileged position and constitute a sort
of ““ aristocracy of labour ”, so the wage-carners of a country
that 1s particularly rich 1n natural or acqured advantages,
or more mdustrially advanced than 1ts neighbours, may share
some of the differential prosperity of therr masters and con-
stitute a kind of ““ aristocracy of labour * with regard to the
rest of the world And here custom and past tradition may
play an mportant part. In countries where low wages have
ruled custom will tend to cause the supply-price of labour
to remamn low, and hence to perpetuate an exceptionally low
level of relative wages and of real wages, while 1 countries
where labour at some time or other has been able to secure
a larger share, either relative or absolute, of the produce,
this very fact, by mfluencing both the supply-price of labour
and the habits and valuations of the employmg and investing
class, may be the principal reason for the wage-level continuing
to remain high.

In modern times, however, capital has shown an increasing
tendency to move across national boundaries partlcglarly since
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the growth of modern imperialism has extended the political
domunation of advanced caprtalist countries over the less
developed countries of the earth In some cases political
policy has definitely encouraged this movement of capital, as
mn the case of the listing of certan colomal securities under
the Brtiski Trustee Acts Just as the difference of wages
between skilled and unskilled workers tends to be narrowed
in so far as the latter can be substituted for the former in
the same jobs, so this transferred demand for labour from the
high-wage to the low-wage countries tends to undermme the
privileged position of the ““aristocracy of labour” in the
more developed countries If this movement of capital con-
tinued unhindered, 1t would tend towards an equality of wages
the world over for labour of simlar efficiency and skill, and
m so far as working efficiency 1tself 1s influenced by the
standard of life, the movement of capital might tend to level-
up many of the differences of efficiency as well No such
unhmited movement of capital, of course, exists But
sufficient movement has taken place in recent times to threaten
quute seriously the higher wage standards of the more privileged
sections of the working class m England and the US A
In the US A one has witnesed the much-talked-of “ transfer
of industry > to the Southern States, where labour tends to
be cheaper, which 1s paralleled by the tendency for European
capital to flow into India, China and Japan, South America
and Australasia, and to develop mdustry there which com-
petes with the older established mndustries of Europe. While
1t is true that in the past the * aristocracy of labour ”” in the
higher-wage countries have received compensating benefits
1 the shape of the cheaper food and raw materials which the
opening up of new countries by foreign investment has made
possible, the threat to thewr standards from the competing
attractions of low-wage areas 1s to-day of no mean import-
ance ; and here, as with any case of competition from cheaper
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strata of labour, the wage-earners of Lurope and US A
stand to benefit from an extension of organization or any
similar change which raises the supply-price of their Asiatic

brethren.



CHAPTER VII
TRADE UNIONISM AND WAGES

§ 1. The Character of Trade Unions. Trade unions are essen-
tially the product of a capitalist wage-system i that they
represent the obvious line of defence aganst the economic
weakness 1 which propertyless wage-earners find themselves
when acting as unorgamized individuals  Their essential func-
tion 1s to overcome this weakness by substituting a collective
bargain for separate individual bargamnmg, thereby both
rawsing the supply-price at which labour 1s sold and making
the rate of wages uniform over a whole trade. Some persons
have claimed to find in trade umions a parallel, if not an
actual historical connection, with the medieval craft gids.
But this view has ittle reason to supportit. It1snow generally
agreed that 1 so far as trade unions have any recognizable
parentage, this is to be traced to the associations of journey-
men, or day labourers, which appeared spasmodically in the
fifteenth and sixteenth centuries whenever germs of a dis-
tinctively wage-earning class were found, rather than to the
craft or mercantile gilds The latter were essentially associa-
tions of master-craftsmen, who both produced and sold com-
modities and often themselves employed journeymen as well
as apprentices In later times many of them came to be
associations exclusively of traders, m many ways resemblmng
the sales associations of the present day A trade union, on
the other hand, 1s an association of a class of persons 1 a
peculiar social and economuc position, concerned 1 bargammng
over the sale of labour and the conditions of employment,
and since labour-power as a commodity has certamn special

features, which have been discussed m previous chapters,
® 160
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confuston rather than clarity seems to be the likely result of
identifying a trade union with an ordmary sales association

§ 2. The Beginnings of Trade Unionism. Whilc there 1s cvidence
that combimnations of handicraftsmen, with aims sinular to a
trade union’s, appeared 1n the eighteenth century (fol mnstance,
among London tailors as early as 1720, and later among
curriers, farriers, coach-makers and silk-weavers), trade
unionism can be satd to have had its beginning with the rapid
spread of factory industry at the beginning of the nineteenth
century The earlier combinations seem to have beecn mainly
spasmodic i character, and to have been found among crafts-
men who were already m a semi-dependent and semi-pro-
letarian condition, and 1t was not until the growth of a
substantial factory wage-earning class that there was soil for
trade unionism, as a permanent mstitution, to strike root

These early trade umons were generally local trade clubs and
societies, often quite small in number, and composed of select
groups of skilled artisans who prided themselves on being a
privileged * aristocracy ” within the ranks of the working
class Many of them used the customs and ritual of the old
secret socteties, and elaborate initiation ceremonies were
common We find bodics Iike the Pheenix Society of Pamters
m London expecting its members to attend meetings in frock-
coats and top-hats The Manchester Order of Bricklayers
excluded *‘ any member found fighting > and maintamed rules
agamst ““ wresthing, leaping, racing, football, acts of bravado,
drunkenness or immoral conduct”, while another society
excluded any ““ drunkard, swearer or Sabbath-breaker 1 At
the same tume there were the begmnings of a mass type of
unionism  for example, among the pitmen on the Tyne in
the ’twenties and ’thirties under Thomas Hepburn, and in the
"thirties among agricultural Jabourers and Lancashire spmners

*R W Postgate, The Builders® History, pp 18 and 32
M
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Banned as 1llegal conspiracies by the law until 1824, when the
Combination Acts were repealed, and even after this repeal
persecuted m numerous ways under the common law and
refused recognition by employers, their methods were more
often direct action than negotiation , and while the masters
called m the police and military and (where they could) evicted
strikers from their homes, the workers on themr side often
resorted to sabotage and violence. During the 1830’s there
were ambitious attempts to Ik up these local trade clubs
by federation mto larger national orgamizations, of which the
Federation of Cotton Spinners, the Builders’ Union and
Robert Owen’s grandiose scheme of the single Grand National
Consolidated Trades Union were the chief But so long as
the basis of orgamization remained local and sectional, with
the personnel of each local union possessed of no wider horizon
than that of 1ts own town and dommated primarily by specific
group 1nterests, wider federations were bound to lack cohesion
And 1t was not until a group of far-looking trade union leaders
succeeded mn building strong national unions with centralized
finances 1n the ’fifties and ’sixties out of the heterogeneous
local trade clubs, that the main lines of modern trade union
organization were lard These new unions were at the time
called “ The New Model ”; but later m the century came to
be called 1n retrospect *“ The Old Untonism

§3. The “ Old Unionism . These new national * amalga-
mated *’ unions, of which the Amalgamated Society of Engi-
neers, formed 1 1850, was the model, while they were national
1 scope, remained Itke the old trade clubs essentially organiza-
tions of the superior skilled craftsmen which did not admut or
cater for the lower unskilled grades Cautious and con-
servative m outlook, and 1n general rejecting the strike weapon
in favour of the establishment of jomt negotiating boards
with the 'smployers and of concihation and arbitration, they
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ammed to secure for themselves a privileged position m the
labour market by making their labour scarce  Their methods
were virtually the monopolist measures of the old gilds,
designed to make their craft more securely mto a “non-
competing group > and so to sell their services at a higher
pricc This “fundamental prmciple ” of their policy was
clearly enunciated by one union, the Flint Glassmakers, in an
address of the Lxecutive in 1857  ““It 1s sumply a question
of supply and demand, and we all know that if we supply
a greater quantily of an article than what 1s actually demanded
the cheapemng of that aruicle, whether it be labour or any
other commodity, 1s the natural resuli ” *‘ You keep your
own wages good,” said the retiing secrctary i a farewell
address m 1854, ““ by the simple act of clearing the surplas
labour out of the market”* Many of the old local trade
clubs had used methods of this kind, which the new amal-
gamaled unions now took over and used on a national scale
The Dublin Coopers and the Cork Stonemasons had the
custom untl recently of levymg a tax of 1s a week on all
“ outsiders ” coming to seek employment from another town
Half of this amount went mto a spectal fund for the purpose
of paying the return fare for * outsiders ” and sending them
out of the town as soon as trade slackened and any danger
of unemployment appeared The national craft unions pur-
sued the same sectional objects principally by careful regula-
tions concerming apprenticeship, which had the eflect of
hmiting entry to the trade, and by exacting agreements from
employers which provided for careful demarcation of the
work, both between one craft and another (as between
plumbers and fitlers or jomers and patternmakers) and be-
tween craftsmen and less skilled men, thereby “ earmarking *’
demand for members of the particular umion and preventing
the transfer of demand for their services to other workers
1 Cit Webb, History of Trade Umornism, Ed 1920, p 301
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Originally the limtation of apprentices had been sanctioned
by law under the old Statute of Apprentices But this situa-
tion was terminated m 1814, and the early craft umons were
merely continuing a custom which had formerly been enforced
by law The Stonemasons lmted—and stdl limit—the
number t0 one apprentice for every five or six men working,
and exacted an apprenticeshup period of five to seven years
The Flint Glassmakers allowed one for every six workmen ;
the Lithographic Printers one for every five with a maximum
of s1x in any firm , while some of the Sheffield cutlery trades
limated apprenticeship to sons of existing craftsmen Among
composttors the rules still vary from town to town; but it
18 quite common for a rigid maximum to be placed on the
number of apprentices that can be taken by any one firm.
In addition, the craft unions often attempted to restrict the
working of overtime , they strengthened the economuc position
of their members by building large reserves in the shape of
Friendly Benefit funds for use m case of sickness, accident,
unemployment, or old age, while in several cases they mamn-
tamed an emugration fund, as was done by the Flint Glass-
makers, the Compositors, the Bookbinders, the Ironmoulders,
and the Engineers, m order to ship surplus members of the
craft overseas.

These methods mark the nearest approach of trade unions
m character to the old gild or the modern sales association or
cartel But with the growmg invasion of the factory by
machine-methods, narrowing the domam of the old handi-
craftsman, the power of craft unions to mamtam their privi-
leged position gradually waned The demand for special
skill contracted, as this skill was required over a narrowing
field. The traming requred to mnd a machme, however
complicated, was less than was formerly needed to equip a
mullwright or a lithographic printer ; and to-day the skilled
worker 13 more generally a mere responsible operator of a
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complex machine-process than an artisan who has learned to
fashion material with his hands  The old stringent apprentice-
ship rules, as a result, had to be relaxed or abandoned, or
else they were automatically circumvented by ““ progression
(or promotion) within the trade” Primting establishments
m towns where apprenticeship lmitations are setere often
fill vacancies by drawmg compositors from country firms
where the apprenticeship regulations do not apply or are not
enforced , while in a modern engineering shop there exists a
gradation of different machines from the smmplest, opcrated
by the least experienced semu-skilled hand, up to the more
complex operations requiring skill and eaperience  Between
any of these processes 1t 1s very hard to diaw a frontier-lne
to distingush where skilled work begms and senu-skilled
operations end , and 1 practice unskilled workers by passing
from one process to the other can gradually acqure the
necessary skill for the hgher processes without a formal
apprenticeship, and are in fact to an increasing extent pro-
moted m this way Consequently, the gild-like practices of
the Old Unionmism are now largely obsolete  They still survive
1n a few trades—the boiler-makers, the Shefficld cutlery trades,
sections of the buwlding trades are instances But m trades
like engineermng and printing the passage of events 1s rendering
them less and less important, while 1n a large number of
trades, such as textiles and mining and transport, they do
not exist

§ 4. The “ New Unionism . In the last twenty years of the
nmeteenth century a new wave of trade union orgamzation,
known as the “New Unionism ”, appearcd Twenty years
previously a speaker at a conference of the Working Men’s
International had suggested that the growth of crafl unions
might create a “ fifth estate —the outcast unskilled workers
—beneath the ‘““fourth estate” of the organized skilled
L ]
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artisans This had to some extent occurred, and might have
occurred still more noticeably had not the progress of the
machme sapped much of the economic foundation for a
privileged estate of skilled craftsmen At any rate, 1t was
precisely to this so-called “ fifth estate > that the New Unionism
appealed—to the masses of low-paid “unshorn chins and
fustian jackets ” who had been left outside the gates of the
Old Unionism , and the growth of a number of new “‘ general
labour > unions at this period, such as the Dockers’ Union,
the Workers’ Union, the Gasworkers’, the Seamen’s Union
and the National Union of General and Municipal Workers,
represented the first comprehensive attempt of the unskilled
workers to organize themselves From the nature of the case
these new unions could not employ the privilege-methods of
therr skilled supertors—apprenticeship and demarcation rules
were out of the question where apprenticeship did not exust
and crafts were not defined, nor, being poor, could they
place much reliance on the reserve strength afforded by large
friendly benefit funds. The only method which remained for
them was to strengthen their own ability to secure an mmproved
price for their labour by substituting a collective bargain on
behalf of the whole group of workers i place of the mdividual
bargain of each separate worker with an employer. By bar-
gaming collectively through a trade union they could establish
a *““ standard rate ” to arrest the tendency of imndividual workers
to undercut one another by biddimg for employment and so
cumulatively lowering the supply-price at which labour was
offered over the whole trade  As long as some workers stood
outside the union and were not included m the collective
bargain, the ““standard rate”’ only applied over part of the
trade, and the possibility still remained of the standard bemg
undercut by the competition of other workers who offered
therr labour at a lower rate. It accordingly became the
dominatmg aim of the new unions to make therr orgamization
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as all-embracing as possible , their 1deal bemg to prevent the
employment of non-union labour altogether; whereas the
employer on his side had a natural imterest in reserving
the freedom of what in America 1s called the ‘‘ open shop ”
to substitute non-union for union labour if he desired.

At the outset the old craft unions were mnclined to look with
contempt, 1f not with actual hostility, on these new unions
among the lower grades But as the new unions grew m
strength and mnfluence, while on the other hand mdustrial
development rendered the privilege-methods of the Old
Unionism icreasingly obsolete, the craft unions were even
mclied to look to the younger unions for alliance and sup-
port Where unskilled workers to an mcreasing extent could
encroach on skilled workers’ jobs, as 1 the engineering trades,
the power of the craft union on its own to exact terms from
an employer was considerably weakened On the other hand,
a strike of unskilled workers could often be easily broken by
the employers if the skilled craftsmen (for imstance, engine-
drivers on the railways) stood apart and continued at work
A certamn sense of interdependence accordmngly developed
between the two sections, and this prepared the soil for a
movement towards Industrial Umonism, or the linking up of
all workers i one industry, wrespective of craft or grade,
mto a single organization, which filled the stage of trade
union discussion i the decade before the First World War.
The arguments 1 favour of such reorganization had special
force, since m England trade unionism, like Topsy, had * just
growed,” and the unplanned growth had resulted in a multi-
plicity of sectional, over-lapping and often rival unions—over
1,000 n all The need for larger umts of orgamzation, to
mcrease the effectiveness of collective bargaming, was suffi-
ciently felt to bear fruit mn a number of amalgamations and
federations of separate unions. Many of the separate craft
unions merged together, as m the engineering trades, where
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the Amalgamated Engineering Union was eventually formed
out of the old Amalgamated Society of Engmeers along with
several other craft unions Unskilled workers’ unions which
overlapped were jomed or federated, as i the case of the
Transport Workers” Federation Generally, however, the
attempt tc lnk up both skilled and unskilled workers 1n a
single ndustrial union met with too strong resistance from
the skilled crafts, who feared to lose their privileges 1f merged
m a larger unmit The signal achievement of the apostles of
mdustrial uniomsm was the National Union of Railwaymen,
formed mn 1913 to include all grades i the railway service,
but even here two craft unions, the Associated Society of
Locomotive Engineers and Firemen and the Railway Clerks’
Association, remamed outside

§5. Trade Unions and the State. Collective Bargaming
mevitably implied the use of the strike weapon as a last resort
if the bargamers failed to come to terms. Just as an mdividual
bargain 1s not free 1f one of the parties has not the right to
refuse to close on the other’s terms, so a collective bargan
can have no meanmng unless the parties have full nght to
refuse to close the bargam 1f they are not satisfied, and this
means on the employers’ side the night to refuse to employ
the workers on the latter’s terms, and on the workers’ side
to refuse to work on the master’s terms—in other words, to
declare a strike. In the event of such a collective refusal to
agree, the master will desire to obtain erther non-unionists,
or deserters from the union, or workers from another town
or trade who will accept employment on his terms If he
can do this, he can “break the strike” 1f he cannot, his
hope of victory will be confined to a tmal of endurance with
the union, until the latter’s funds are exhausted and starvation
forces 1t to ““ come to heel . The strikers on their side will
rely for success, not only on the power to hold out and keep
*®
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themselves from starvation, but also on the ability to prevent
the masters from staffing therr factories with “ blacklegs ”
To do this by dissuading non-unionists from entering the
factories 1s the purpose of “ picketing ”—posting union
“ pickets  at all entrances to places of work—which plays
such a promunent part mn every strike Such * persuasion ”
may take a variety of forms, from a polite suggestion to a
“blackleg ” that he should “stand by his mates” to the
besieging of a man’s house and the use of personal violence
Legslation n 1871 and 1876 had expressly permitted ** peaceful
picketing ”* so long as no threats, either m word or gesture,
were used , L and 1t had also removed the 1llegality which had
previously attached to strikes as conspiracies ““ 1 restramt of
trade”. But in 1901 an mmportant legal judgment, known
as the Taff Vale case, laid trade unions open to the danger of
being sued as corporately responsible for any acts committed
by 1ts members during a strike—if a striker broke a window
the national union could be held responsible—and also of
bemg sued for damages on account of losses incurred by
employers as the result of a strike  This situation caused the
new unions and even some of the older craft unions to jomn
m forming the Labour Representation Commuttee (later to
become the Labour Party), and to run independent candidates
for Parliament, in order to secure legal sanction for the right
of collective bargamning and the strike This thewr pressure
was successful in doing , and m 1906 the Liberal Government
passed the Trades Disputes Act by which the Taff Vale
Judgment was explcitly reversed

1 The 1927 Act attempted to narrow the definition of * peaceful picket-
mg * by forbidding expressly the “* watching and besetting > of a man’s
house, the attendance of pickets m such numbers or m such a manner
as to “ mtimidate *” anyone, “ mtimidation ”” bemg defined as causmng
* apprehension of boycott, or exposure to hatred, ridicule or contempt >’
This Act has always been regarded with hostility by the trade umons,
and after the Second World War it was repealed by the new Labour
Government
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Once having entered politics to secure legal recognition for
their activities, 1t was natural that the trade umnions should
seek to use political action directly i furtherance of therr
aims This led to the policy of securing State mterference 1n
the labour market i order to set a *standard rate ” by law
and thereby raise the supply-price of labour, particularly
among the most poorly paid In other words, 1t resulted in
the policy of the legal mimimum wage.

§ 6. Reformist v Revolutionary Trade Unionism. Having
passed from bargamming on detailed wage-rates to furthering
a general political policy, the New Unionism had come to
adopt a defimte social philosophy This social philosophy
has come to be known in England as State Socialism 1n
Contmental Socialist cucles 1t 1s termed Reformism It
mvolved the acceptance (at any rate for the time being) of
the mamn characteristics and mstitutions of the wage-system,
with the co-existence of a propertied and a propertyless class
which the systermn mmplied , but at the same time 1t mvolved
the attempt to extend State mterference in the labour market,
both to give legal status to trade unions as recognized mstitu-
tions of a wage-system, and to raise the standard of Iife of
wage-earners by mmmum wage-legislation and allied means.
In certam cases 1t mmplied also the control or supersession
of the private employer by the State

This view, however, of the correct goal of trade union
policy met an important alternative opmion 1 working-class
circles. The alternative was not of very great importance
m this country before the First World War, when economic
conditions favoured easy mmprovement in the working-class
standard of life, but 1t came to be of considerable import-
ance between the wars, particularly on the continent of
Europe This latter policy, usually termed Revolutionary
Trade Uniomism, regarded 1t as the function of the trade

«®
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unions to act as spearheads of a revolt agamnst the wage-
system 1tself, until the working class was sufficiently powerful
to challenge the rule of the propertied class and to transfer
the control of industry to the workers’ own political and
economic organizations. This view does not deny the desir-
ability of trade untons strugghng by collective bargaming for
reforms 1n the workers’ standard of Iife, but it denies that
such attempts should be confined to what 1s * practicable ” or
“ reasonable ” within the wage-system. Every such struggle
for reform, 1t 1s argued, necessarily comes up agamst the
limuts 1mposed by the rights and desiwres and standards of
consumption of the propertied class * the * practicality ” of
a wage-advance 1s relative to what is conventionally accepted
as the reasonable standard for the investing class Hence
every claim for advance 1 Relative Wages 1s likely to challenge
the continuance of these accepted rights and standards, and
if pressed by the trade unions these claims are likely to meet
mcreasingly severe resistance all along the line, until the
revolutionary issue is finally raised of the very continuance
of a propertied class. In certamn countries on the Contment
this led to the formation of new unions i nivalry to the old
Reformist unions, but in the course of the 1930’s there was
a tendency towards re-umting separate unions, and i nearly
all cases this was done With two unimportant exceptions
there was no such formation of separate unions in this
country; though under various forms there was an acute
struggle between these two tendencies, generally taking the
form of ““ rank and file movements ** mside the unions, opposed
to the policy of the higher officials and advocating a more
militant and “ forward *” policy.

§7. Workers’ Control. The 1ssue between the divergent views

of trade union policy becomes particularly clear when the ques-

tion of workers’ participation mn control of mdustry 1s raised.
»
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In recent years the matter of admutting wage-earners to some
participation m the control of industry has been mcreasingly
discussed both among employers and employed The crudest
form has been the proposals advanced by some employers
for what 1n America are termed ‘‘ company unions *—associa-
tions of work-people belonging to a particular firm-—as a
means of attaching workers more securely to a particular
master, of weakening the hold of trade unionism and sub-
stituting individual bargans 1n place of collective wage-agree-
ments Sometimes schemes of co-partnership and profit-
sharing, such as were described in Chapter III, are mtroduced,
with or without conditions which weaken the attachment of
the employees who participate i the scheme to a trade union
In a number of cases the employers, while fully recognizing
trade unions and contmuing to negotiate with them, have
encouraged the formation of elected works commuttees as a
means of increasing loyalty to the firm, of assuaging industrial
unrest and mcreasing the worker’s willingness to work and his
efficiency These works commuttees, elected by the employees
m the factory, sometimes are merely mstruments for ven-
tilating grievances to the management, sometimes they have
definite advisory functions of passing their opmion on changes
and mnovations, such as the appomtment of foremen, the
mtroduction of new processes, alteration m the shift system,
sometimes they are given a degree of control over specific
things such as welfare work, sanitation, or minor matters of
time-keeping and disciplime In this country the mstitution
of such councils 1 each factory was recommended by the
Whitley Commuttee set up by the Government during the First
World War, and up to 1920 about 1,000 were created on the
mitiative of employers, most of which soon went out of
existence In Germany, between 1920 and 1932, works
councils were compulsory by law, and were given certamn
defined legal powers of a mmor order In the majority of
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cases the trade unions put forward therr own candidates for
election to the councils and frequently dommated them , but
m certam cases the employers used the works council “ to
drive breaches 1to the principle of collective bargainmg 1
The trade unions on their side have advanced claims for
some participation 1 control as a logical develdpment of
normal collective bargainmmg When a wage-agreement has
been made between the employers and a trade union, there
frequently remain detailed matters of interpretation m apply-
ing the terms of an agreement to the particular case This
will mvolve such matters as weighing and measuring, which
were discussed m Chapter III, the question of hours and
overtime, and 1n the case of skilled workers matters of appren-
ticeship rules and demarcation of work When work 15 on
prece-rates difficulties of mnterpretation are particularly numer-
ous since there 1s always the question of the category m a
“ price-hist ”* mto which a particular job falls, while the most
comprehensive “ price-list ”* can hardly cater for every varia-
tion of jobs and certainly not for such new types of work and
new processes as may arise It 1s mevitable that a trade
union, pursuing the aim of collective bargaming, should not
be content merely with laymng down the general terms of an
agreement, but should desire to have some say in the manner
of 1ts apphcation to detail Moreover, the sale of labour has
this pecuhanty Unlike other commodities, the seller of
labour does not cease to have an interest mn what he sells
as soon as the act of sale 1s completed . he has a vital concern
m the way 1 which his labour 1s used after 1t has been sold
A wage that might be considered good under normal circum-
stances may be ““ low ” if the place and manner of employment
mvolve danger to health and life. In some trades working
conditions in the factory are already dealt with 1n collective
agreements between employers and trade umions In textile
1C W Gullebaud, The Works Council, p 62. .



174 WAGES [cH VI

weaving clauses are to be found which provide that workers
shall not be required to work where there 1s an undue volume
of steam, and mn the pottertes that ovenmen shall not be
required to work 1 a temperature higher than 120 degrees
The demand for a voice 1n the control of working conditions
m the factory, as well as over interpretation of piece-work
scales, demarcation of work, hours of work and overtme,
naturally develops as collective bargaming becomes more
complete , and as trade unions grow stronger they mevitably
advance claims to have a say m wider matters which affect
the workers’ interest—on busimess policy so far as 1t affects
unemployment, on methods of engagement and discharge
(e g the casual labour problem), even on the general organiza-
tion of the industry m so far as 1t affects the ability of the
trade to pay good wages

During the Second World War there came into being m
the war industries bodies known as Jomt Production Com-
muttees, which concerned themselves with the improvement of
production i the factory and with orgamizing the latent
mitiative of workers towards this end What was interesting
and sigmficant about these bodies was that the initiative m
their formation so largely came from trade unionists and in
particular from the shop stewards (persons elected by trade
union members m each workshop to represent them in any
negotiations with the management at the workshop or the
factory level). In contrast with the attitude prevailing among
militant trade umonists during the First World War, this new
development represented, among an important section of trade
unionists, a new attitude towards questions of production .
a sense that these were no longer the province exclusively of
the management and the ““ higher ups ” but the responsibility
also of the working class* In October, 1941 a body called

! The Report of the International Labour Office on British Jomnt
Production Machinery (Studies A, No 43, 1944) largely attributed the
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the Engineerng and Allied Trades Shop Stewards’ National
Council convened an unofficial conference to stimulate mterest
m the question and to pool experiences. About the same
time the main trade umion in the engmeering trades, the
Amalgamated Engmeering Union, mitiated a series of enquiries
into production-questions among 1ts branches, and il February
and March of the following year proceeded to negotiate agree-
ments with the Director-General of Ordnance Factories under
the Ministry of Supply and with the Engmeering and Alhed
Employers’ Federation, whereby every encouragement was to
be gwven to the mstitution of Joint Production Commuttees 1n
each factory. These bodies were composed of representatives
of the management and representatives elected by the workers
n the factory. They were generally separate from the Shop
Stewards’ Commuttee or Works Commuttee, concerned mamly
with questions of wages, although the two types of commttee
often had some of therr personnel in common. The total
number of these bodies that came into existence during the
war is not known But an enquiry by the AEU in the
autumn of 1942, covering nearly 900 firms with a total of a
milllon and a quarter workers, revealed that about 550 of
them had jont production commuttees, of which 88 per cent
discussed production-questions in the strict sense of the term
(e g absenteersm, improved use of labour-force and machime-
tool capacity, lay-out of plant, progress, imnspection and design,
tramung and dilution) as well as welfare questions, and 1n
March, 1943 a survey made by the Engmeermng Employers’
Federation indicated that 54 per cent of the firms replymng
considered that such commuttees had worked wholly satis-
factonly, while another 23 per cent reported moderately

mncentive towards “ the spontaneous movement for production commuttees
m the workshops ” to “ the entry of the USSR mto the war ” and
“the wide publicity given to the part played by the workers throughout
the USSR ™ (13)
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successful results. Pit Production Committees established in
the coal-mining mdustry had on the whole a less successful
record (no doubt because of the long years of bitter relations
between management and men) After the war, however,
attempts were made to remvigorate them, following the new
Government’s announcement of the forthcommg nationaliza-
tion and reorganization of the mdustry, and the muners’
trade union appomted a special production officer to co-oper-
ate m the Government’s campaign for mncreased coal pro-
duction In engmeering, however, with the passmg of the
special needs 1mposed by the emergency of war, most of these
committees were disbanded or fell mto disuse, despite a post-
war agreement between the trade unions and the employers’
federation to continue the war-tume arrangements

§8. The Machinery of Collective Bargaining. The actual
machinery of collective bargaining 1tself, as 1t develops, tends
to merge by degrees mto machimery which may be described
as an elementary form of workers® control over industrial
policy At 1ts most elementary and undeveloped stage col-
lective bargaming takes the form of negotiations between an
mdividual employer and a deputation of his work-people,
without any recognition by the former of the nght of a trade
union to speak on behalf of his men The next stage may
be where a trade umion has secured sufficient recognition for
pertodic meetings to take place between the officials of the
union and erther mdividual employers or the officrals of an
employers’ association  Such negotiations here take place as
a rule only when disputed points arise, and only by the
consent of the employers at the moment A further stage 1s
reached when the two parties agree to summon a joint meeting
of the two sides at the request of either. Here again meetings
only take place when a dispute has actually arisen, but the
parties virtually bind themselves to meet and negotiate before



§91] TRADE UNIONISM AND WAGES 177

taking any action. Finally, collective bargamning mn 1ts most
developed form 1s found when regular machinery 1s set up
m the form of a jomnt commuttee of the two sides or a con-
ciliation board composed of representatives of the employers
and the trade umons, which holds meetings at regular ntervals
to discuss current business, and possesses a defimite con-
stitution and rules of procedure  As recently as immediately
before the First World War 1 this country important groups
of employers, including railway companies, refused to recog-
nize the night of trade unions to bargamn for their employees ,
and 1t was only after the advent of the Roosevelt administra-
tion that 1n American industry collective bargaining advanced
beyond the most elementary first stage But i the principal
mdustries i Britamn to-day regular machmery exists such as
i the fourth stage that we have described, and protracted
negotiations take place to arrive at a settlement before the
dispute reaches the acute stage of a strike or an employers’
lock-out In some cases the machmery 1s purely local in
character, 1z others national, covering the whole country, in
many cases both district and national machinery exists ; and
trade unions generally favour national negotiation and national
agreements, since these give the greatest possibility of estab-
lishing a standard rate over the whole mdustry In some
cases special provision 1s made for referring the dispute to
an mmpartial arbitrator, if the two sides cannot agree by
concihation The arbitrator then gives his judgment on the
ments of the case, which the parties are free to accept or
reject as they choose

§9. Conciliation and Arbitration. In Britain the Government

has confined 1tself to encouragng the voluntary mstitution of

concihation machinery of the above kind The Concihiation

Act of 1896 provided that agreements arrived at by such

concihiation boards mught be registered, if the parties agreed,
N
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and have the force of civil contracts ; and 1t further empowered
the Board of Trade to appoint an arbitrator to give a decision
on a dispute on the application of both parties. The Indus-
trial Courts Act of 1919 extended these provisions, mstituting
a formal Arbitration Court to which disputes might be volun-
tarily reférred, and empowermng the Minister of Labour to
set up a Court of Enquiry at hus discretion to mvestigate and
to publish the facts of any dispute The Whitley Commuttee
proposed that every industry where orgamzed bodies of
employers and workers existed should mstitute a permanent
standing Jomt Industrial Council, representing employers and
employed, and having regular meetings to discuss current
busmess. There was to be no compulsion m the mstitution of
these: the Mistry of Labour was to “encourage ” their
formation and to give them every facility, but that was all,
and 1 the years after the First World War these Whitley
Councils, as they came to be called, were instituted m a large
number of industries. It was the origmal intention of the
framers of the Report that, starting as mere conciliation boards
(such as already existed i the larger mndustries), they should
gradually extend their discussions to wider matters concerning
their several mndustries and become virtually parhaments of
mdustry, with powers of joint control. In practice they have
developed little further than conciliation boards which meet
regularly and not merely when a dispute has already arisen.
Having no powers to deal with matters which the employers
do not choose to refer to them, and able only to achieve
anything by agreement between the two sides and not by a
majority deciston, they have been confined in the main to
discussing agreements over wages and hours It had been
the mtention of the Whitley Commuttee that at a future date
the Government should take action to give legal force to
decisions arrived at by Whitley Councils, so that their agree-
ments about wages and working conditions could become
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binding upon a whole trade, and recommendations in this
sense were subsequently made both by the Whitley Council of
the boot and shoe mdustry and by the Trades Unmion Congress.
No action was taken to give general effect to this intention
But, as we shall see 1n the next chapter, something akin to 1t
was done 1n the case of two industries m the 1930°s, By making
an agreement arrived at between representative organizations
of employers and workers legally binding on the whole trade
by special order of the Minister of Labour at the request of
the representatives of the mndustry an arrangement which
was extended more widely to industry during the Second
World War and for a period of five years after the war.



CHAPTER VIII
. THE STATE AND WAGES

§ 1. State Intervention. The “ standard rate ” which a trade
union attempts to establish by collective bargaining 1s in effect
a miumum wage But 1t 1s subject to the consent of the
employers to the terms of the proposed bargain, 1t apples
only to those firms that are voluntary parties to the agreement ,
and even 1f registered, as the Concihation Act of 1896 enables
it to be, the agreement has only the force of a civil contract
to bind 1t, affording a possibility to the trade unions, if they
care to go to the trouble and expense, of suing employers for
arrears of wages where the agreed rate 1s not paid When,
however, the aid of the State 1s summoned to mstitute a legal
minmum wage, this mimmmum can be enforced compulsorily
over the whole or a particular part of the trade, and 1t then
becomes a criminal offence, punishable 1n law, for an employer
to pay less than this legal rate

The machmery and method of mmmmum wage enforcement
1s varied  Furst, different nunima may be fixed for different
mdustries by ad hoc boards appomted to deal with each
mdustry alone  Secondly, a national commssion may fix the
minima for various imdustries, using 1ts discretton as to how
far to vary the minima in the differing cases Thirdly, an
actual figure may be laid down m an Act of Parhament as a
minimmum to apply over the whole country. In the first case
the mimma of different mdustries may vary quite widely,
bemg fixed on different principles and according to the differ-
mg conditions of mdustries, and as a result the criterion of
relative “ fairness” 1n the wage-level, as 1t was defined in

Chapter VI, may not be observed. In the second case the
" 180
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different nmmima are likely to approximate much more closely,
and to show greater co-ordination But, on the other hand,
the smgle national body may be less cogmsant of the precise
conditions 1 a particular industry than a board specially
appomted to deal with that trade A figure laxd down 1
an Act of Parliament—to take the third case—is likely to be
msufficiently flexible and adaptable 1t may be at the same
time sufficiently high 1 some industries where low-grade
labour 1s employed to hamper employment, and sufficiently
low relatively to existing standards mn other industries to have
no signficance there as a mummum. The first of these
methods was that adopted in England under the Trade Board
system, and 1 the Wages Boards which are found 1 certain
Australian States, most notably m Victoria and Tasmania
The second system has existed i certamn parts of Canada and
U S A, and m New South Wales, Queensland, West Australia,
and New Zealand An example of the third method 1s the
Mmimmum Wage Act of New South Wales of 1908, which
prohibited the employment of any person at less than 4s. a
day Similar clauses are to be found in the legislation of
Queensland, Victoria, and West and South Australia, New
Zealand and a few States of US A

§2. The Wages Council System. The first legislation of this
kind m England, the Trade Boards Act of 1909, was mtended
specifically to deal with the problem of the * sweated trades *.
It was, therefore, designed, not so much to raise the general
level of wages all round, as to rase the supply-price of labour
1n cases where 1t was abnormally low, and to adjust wage-rates
1 these trades on a prmciple of “ fairness > relatively to what
was customarily paid for the same type of work elsewhere.
The Act applhied by name to four trades—tailoring, paper-
box makng, machine-made lace and chain-making—and
empowered the Board of Trade to institute such 'macbmery
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(subject to Parhamentary confirmation) where, and only
where, 1t was “* satisfied that the rate of wages prevailing m any
branch of the trade 1s exceptionally low as compared with
that m other employments” The charactenstic feature of
these Boards was that, while (unlike the subsequent Whitley
Councils)'they were compulsorily constituted, they had mamly
a representative character, being predominantly composed of
persons chosen as representatives of employers and employed
m the mdustry. The major element of the Board was, there-
fore, persons who mtmately knew the nature of the trade with
which they were dealing, and to this extent 1t was a case of
the imdustry legislating for itself To represent the stand-
pomt of the State, however, a certamn number of * appomted
members *—usually economists or prominent social workers,
or occastonally lawyers—were added to the Board; and i
practice these had considerable mnfluence as a deciding voice
between the two sides. It was the duty of the Board to fix
a rate which 1t considered reasonable as a mmumum If it
chose, 1t could appomt sub-Boards for particular districts or
sections of the trade, with the duty of making recommenda-
tions to the National Board, but without the power of making
decisions on their own, and the National Board had the
option erther of fixing a single minimum for the whole trade,
or, on the advice of its sub-Boards, of causing the mmimum
to vary to suit the different conditions of different districts

The rate or rates on which it decided, subject to confirmation
by the Board of Trade, then became the legal mumimum for
that industry, enforceable m criminal law. By 1913 four
other trades had been added to the origmal four; and by
1918 thirteen Boards were 1 existence, covering nine trades
and half a mullion workers. The only other instances of
mimmum wage legislation in England (apart from the special
case of the mumition trades during the War) were 1n agriculture
and coal-minmg. Under the Coal Mies Minimum Wage Act
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of 1912, which followed the coal strike of that year, district
boards 1n the princtpal coalfields, composed of employers and
workmen with an mdependent chairman, were empowered to
fix mmmum rates below which a piece-worker’s earmmngs
should not fall In 1917 the Corn Production Act established
a national mmimum of 25s. for agriculture Thik war-ttme
arrangement was termumated 1n 1920 ; and after 1924 mimima
were fixed by District Wages Boards, composed of repre-
sentatives of farmers and agricultural workers, with the
addition of ““ appointed members ” nominated by the Ministry
of Agriculture. In both of these cases, therefore, the fixing
of rates was m the hands of district, and not national,
bodies.

During the First World War the Whitley Commuttee recom-
mended that the functions of Trade Boards should be widened,
and that from dealing specifically with sweated trades they
should be extended as a substitute for collective bargaining
to all unorganized trades where no adequate machmery for
collective bargammg existed This mtention was embodied
m an amended Trade Boards Act of 1918, which gave power
to the Mimuster of Labour to extend the Act (without specific
sanction of Parliament) to any trade where 1n his opiion ““ no
adequate machmery exists for the effective regulation of
wages throughout the trade . The result was a considerable
extension of Trade Boards, until by 1921 they had been
mstituted m a further 28 trades, and covered some million
and a half work-people, of whom nearly three-quarters were
women This virtually represented the high-water-mark of
minmmum wage action between the Wars  The rapid extenston
of the system aroused keen complamts from employers as
soon as trade depression and a falling price-level appeared
m 1921, partrcular objection bemng lodged agamst the habit
of many Boards, not only of fixtng mmuma for the lowest-
paid workers in each trade, but of fixmg separate minima
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for the better-grade workers as well Bowing to these com-
plamts, the Government mstituled a Commuttee of Enquiry
under Viscount Cave , and this Committee reported m 1922 m
favour of a certamn curtaillment of the functions of the Boards
It was suggested that in future the criterion of an ““ unfauly »
low wage-rate, as adopted by the 1909 Act, should be employed
as well as that of ““ no adequate machinery ”’, which the 1918
Act had used as a substitute principle , 1t was suggested that
minima for workers other than the lower grades should be
enforceable only by civil action, and not under the crimmal
law, and greater facihties for district boards within an
mdustry, fixing different district rates, were advocated No
new legislation was mtroduced to embody the recommenda-
tions of the Cave Commuttee; but the Mimstry of Labour
announced that for the future its administration of the existing
Act would be gmided by these recommendations

In the early part of the ’thirties the Trade Board system
was extended to two small trades, cutlery and fustian-cutting,
where wages among women workers were found m many
cases to have been very low (half the women time-workers in
cutlery recerving less than 6d an hour and a quarter of all
women workers 1 fustian-cutting) Later the system was
extended to the bakery and furmiture trades; and m 1944
the total number of such Boards was 52. The pre-war decade,
however, witnessed two important new developments 1n
mimmum wage legislation, apart from the Trade Board
system These developments took the form, not of mstituting
a statutory board with independent members to lay down a
minmmum, but of giving statutory effect to agreements already
arrived at between trade unions and employers® organizations,
and making the agreed rates of wages binding as minima
over the whole of the trade In 1934 the Cotton Manu-
facturing Industry Act attempted to deal with the special
problem of low earmings (largely due to under-employment)
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m cotton-weaving by making wage-agreements binding as
mmma , and under the Acts governing road transport in
1932 and 1933 1t was provided that certam types of licence to
road hauliers should be conditional on the observance of
labour conditions at least as good as those laid down by
agreement of employers’ and workers’ representatives through
the conciliation board for the road transport mndustry The
Road Haulage Wages Act of 1938 went further and established
a Central Wages Board (with Area Boards), to include a
certain number of mdependent members from outside the
mdustry , the Board to lay down a * statutory remuneration
for all workers employed m connection with vehicles coming
within the two mam categortes of licences During the War,
n 1943, a special Act was passed to introduce legal mmimum
wages 1mnto the catering trades by a special procedure. Under
1t a Commuission was set up to survey the requurements of
the situation in the mdustry, and on its recommendation
Wages Boards were to be set up for those sections of the
mdustry where no satisfactory machmery for the voluntary
determunation of wages existed

Fmally mn 1945 a comprehensive Act, entitled the Wages
Councils Act, was passed, which, while re-enacting the main
provisions of the Trade Boards Acts of 1909 and 1918, re-
named Trade Boards as Wages Councils and gave them some
additional powers such as the right to determime a guaranteed
weekly wage For the future the Minster of Labour was
empowered to establish such a Council where ““ no adequate
machimery exists for the effective regulation > of wages or, on
the recommendation of a commussion of enquiry, 1f no ade-
quate voluntary machmmery exists whereby wages can be
regulated It was further provided that, for a temporary
period of five years after the war, employers in any trade
would be under obligation “to observe terms and conditions
of employment not less favourable than those established
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i the trade or imdustry i the district by virtue of agree-
ments > between representative organizations of employers and
workers ; thereby continiing into the peace a provision of
war-time regulation of wages This obligation on employers,
however, unlike the minima established by Wages Councils,
was not to be enforced by wnspection, and there were no
penalties for non-comphance.

§ 3. Minimum Wage Problems. One of the mam problems
which have faced the Trade Boards has been the fixing of
mmmmum rates for workers on piece-rates and the question
of allowmg abnormally slow or mefficient workers to be
employed below the mmimum To fix a mmimum for piece-
workers 15 particularly complicated, owing to the difficulty of
defining the ““piece”, and to legislate for every possible
type of job, and m such a way as to avoid evasion, 1s almost
mpossible The only alternative 1s to adopt the device of
fixing an amount per hour as the least that a worker on
prece-work mustreceive  But what of the particularly *“ slow
worker who does not normally earn as much as this mmmum
m an hour? If the employer 1s forced to pay him this, the
worker may be dismissed. The 1909 Act provided that an
employer should be considered as having observed the law
if the piece-rate in force yielded the munimum earnings per
hour to the “ ordinary worker ” But how 1s the “‘ ordinary
worker ” to be defined ? Here agamn an arbitrary device has
had to be adopted. The assumption 1s made that a certain
proportion of the workers are *“ ordinary ”—Mr Cadbury has
said 95 per cent; the Tailormg Trade Board ventured the
more cautious esttmate of 80 per cent. The remainder are
assumed to be abnormally * slow workers **, and 1f workers
are regularly earnmg less than the minimum, the employer
15 required to offer proof that these workers are i some
relevant sense abnormally mefficient. There then arises the
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further question as to whether this mmimum for piece-workers
should not be set at a higher level than for workers employed
on time-rates, seemng that the former usually work at greater
mtensity and produce on an average a quarter or a thud as
much agam as workers employed on time, and after the
1918 Act certain Trade Boards took the option afforded to
them of fixing a separate and higher basic mummum rate
per hour for piece-workers To deal with *“slow workers ”
employed on time-rates, 1t has been the custom of Trade
Boards to 1ssue special *‘ permuts” to employers to pay in
these cases below the munumum hourly rates. It 1s also
customary to 1ssue ““learners’ certificates”” to enable young
persons who are learning the trade to be paid a special wage
If the Board 1s too free 1n the 1ssue of these permuts, possibility
1s provided of evading the legal minimum , while if it is too
strict, 2 number of workers less efficient than the normal,
by reason of age or illness or accident, may be discharged
from employment Smmilarly with the special rates and the
““learners’ certificates ” for young persons who are learning
the trade if these rates are fixed too low, the employer,
attracted by their cheapness, will tend to take on a large
number of young workers and then discharge them later
when these have to be paid at adult rates; if the rates are
fixed too high, the employer will not find it worth while to
teach persons the trade, and young workers will be unable to
enter the trade

A second problem is concerned with the question of varymg
the mmmum between districts or sections of the mdustry;
and much controversy has raged on this pomt In some
cases the cost of Iiving may differ from one district to another,
so that equal real wages will only pertain if money wages
differ by an equivalent amount  Again, 1f labour 1n different
districts 1s of different qualty, the criterion of “ farrness
1s satisfied if the lower-grade labour m one district 1s pard at
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less than the higher-grade labour elsewhere In such cases
a certain variation of the mumimum rates between districts
may be desirable  otherwise, 1f the rate 1s fixed with reference
to the hugh-grade district, 1t may rob the lower quality workers
m the other district of employment, while if 1t 15 fixed at a
level which 1s adequate to the latter district, 1t may be too
low to give any adequate protection to the workers in the
former. Simular considerations apply to the fixing of different
rates for different grades of workers generally But where
no such differences of quality exist, there 1s no case for allow-
mg firms m a district to pay lower rates than elsewhere simply
on the ground that they * cannot afford ” to pay higher—
the frequent complamt, for instance, of small dressmaking
establishments 1 the country or of small shopkeepers or of
out-of-date collieries To discrimimate i favour of these
would simply be to subsidize the iefficient employer and to
encourage labour and capital to stay i districts and employ-
ments where 1t was less productive than 1t might be elsewhere
The only question here 1s the possibility of moving the surplus
labour from the less efficient districts or sections of the trade
which cannot stand the imposition of the national minmum,
and finding 1t alternative employment Only if such move-
ment of labour presents considerable difficulty 1s there a
ser1ous case for allowing a permanently lower district mmimum
in that locality compared to others. In general Trade Boards
seem to have favoured the fixing of national mimima for the
whole trade—too much, indeed, i the opmion of the Cave
Committee—and have generally allowed district variation only
where special circumstances seemed clearly to demand 1t
More difficult than problems of fixing mmimum rates has
so far been the difficulty of enforcing them. It 1s a principle
which is now fairly well established by experience that a law
left for enforcement to the workers’ own mitiative 1s almost
mvariably a dead-letter. The workpeople are probably
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1gnorant of the terms of the law in the first place; even if
they realize that they are being illegally cheated, they are
probably too afraid of losmg their employment to take action,,
while even 1if this 1s not so, the workers have seldom the
means or the legal experience to engage 1n prolonged lhitigation.
Where strong trade unions exist, these may make 1t thewr
busmess to mvestigate non-observance of the law and to start
legal proceedings, but the industries covered by Wages
Councils are precisely those where trade union organization
does not exist or covers only part of the trade. The responsi-
bility for enforcing the minimum rates, therefore, falls on the
mspectorate which 1s mamtamed by the Mmistry of Labour
for this purpose It 1s to be noted that m the case of workers
on piece-rates mspection 1s apt to meet with special difficulties
in detecting breaches of the law  Formerly this mspectorate
was quite madequate for its task 1 1924 1t sufficed to vasit
no more than 3 per cent of the enterprises concerned, at
which rate a firm would only be mspected on the average
once every thirty years Since then there has been improve-
ment 1n this respect By 1931 the number of ispectors had
been 1ncreased to 67, and an annual mspection of 25 per cent
of the firms subject to the Trade Boards Acts was achieved,
and whereas in 1923 and 1924 the mspectors detected breaches
of the law 1n some 30 per cent of the firms which they visited,
by 1931 this percentage had fallen to some 12 per cent of
the firms.» In the post-war years mspection covered about
10 per cent of the establishments mvolved.

§4. State Arbitration. When the State fixes a mimmum
wage, 1t does not fix what the wage must necessarily be—this
1s left for bargaming to determine, and barganing may deter-
mine a wage above the mummum All 1t does is to fix a

*Cf Report of the Mumstry of Labour for the years 1923 and 1924
and for 1931
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mimmum hont below which bargaming 1s not free to settle
on a wage But i some cases the State goes further, and
seeks to supplement or even supplant collective bargamning,
by setting up machinery to adjudicate as to what the con-
tractual wage settled between the two parties shall be In 1ts
simpler form this has consisted i making a collective agree-
ment binding on the parties to 1t, not merely as a civil contract,
but m the sense that it becomes a legal offence to refuse to
observe the agreement. This may be done erther at the dis-
cretion of the Government or only in cases where the parties
agree to register 1t and so to endow it with legal force Asa
further stage 1 compulsory action, a collective agreement
may be made what 1s called the “common rule ”—that 1s,
made bmdmg over the whole trade, whether party to the
origmal agreement or not. This may also be done erther
at the discretion of the State (as happens m Queensland), or
only at the request of the parties who have signed the onignal
agreement, as was the case m the cotton-weaving mdustry in
England under the 1934 Act, referred to m the last chapter.
In a more developed form we find the system as part of a
general system of compulsory arbitration, where a Board of
Arbitration or an Industrial Court (as i New South Wales,
Queensland, New Zealand and South Austrahia) gives a
decision as to what 1t considers to be a reasonable wage 1n
the trade, and this becomes legally binding on employers and
employed alikke Sometimes the arbitration court gives its
award only when a dispute has arisen, and the award 1s
applicable only to the parties to the dispute. In other cases
the award can be made on the mitiative of the court at any
time, and can be made the ‘ common rule” for the whole
trade. When State interference has reached this stage, the
freedom of collective bargaining disappears, and mstead the
State assumes responsibility for regulating the level of wages
But while the State forbids the workers collectively to refuse

~
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o work at the wage-rate which it lays down, and forbids
employers Lo challenge the legal rate by a general lock-out
(of that can ever be clearly defined) 1t cannot, short of much
more sweeping mcasures, prevent employets fiom reduung
the employment that they offer if they consider the legal rate
too high ’

§5. The I'uture of Wage Policy. In the situation following
the Sccond World War discussion incieasingly centred round
the impact on wage-problems of three novel developments .
the mtroduction of a comprehensive system of social insurance,
giving security from destitution, an exiension of the sphere
of State conirol, and 1n some cases of actual State ownership
and operation of mdustry, and the possibility of a greater
approach to conditions of full employment than had before
been achieved 1n peace-tume If men ceased to be haunted
by want and the unemployed reserve army were to disappear,
the labout market would become, m Sir Willlam Beveridge’s
words, “a sellers’ market ” instead of a “‘ buyers’ market >
for the first time (apart from exceptional periods such as a
war) These developments placed two questions on the
agenda of post-war discussion Furstly, there was the ques-
tion whether the movement of labour betwecn mdustries and
locahtics that would be necessary 1f the pattern of production
were to be adaptable i face of economic change could be
successfully achieved by means of an appropriate wage-policy,
and whether it was desirable that wage-policy should be
governed with this end i view Sccondly, there was the
question. whether the new situation demanded some sort of
centrally co-ordinated wage-policy, worked out between the
Government and the trade unions at a high level, and 1nvolving
a substantial modification of the traditional system under
which the Jevel of wages was separately determined in each
mdustry by the process of autonomous collective bargaining
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The answer to the first of these questions may be very
different 1f 1t refers to the large-scale movements of labour
that are required at periods of rapid transition, such as at
the beginning and at the end of a war, and movements of
labour required in more normal times, which are Iikely to be
much smeller m extent In the latter case the amount of
movement required each year might be no greater than could
be met by a deflection of new entrants into industry towards
expanding industries which have a future and a stoppng
of the intake of young workers by dechning mdustries A
fairly gradual transfer of this kind mght be adequately
achieved through the system of mndustrial traming, and by
subsidies towards the cost of such traming, combimed with
propaganda and advice about employment opportunities
through the labour exchange system At the same time one
has to remember that the antictpated decline in the population,
if 1t occurs, and the accompanymng change in the age-com-
position of the population, will tend to reduce the ratio of
young entrants mto mdustry to the existing number of workers
employed 1 mndustry, so that the difference i the labour
force 1n various mdustries which could be made each year
merely by deflecting the flow of young workers from one
trade to another would become proportionately less, How-
ever, a comparatively small difference of wage-rates and of
earmngs-opportunities between an mdustry where the demand
for labour was expanding and an imdustry where the demand
for labour was contracting might suffice as an inducement
to the requisite amount of movement There 1s much to be
said for the view that the deliberate creation of wage-differences
between occupations as a mechanism of moving labour about
is undesirable 1f 1t can be avorded It penalizes workers who
have chanced to make their careers m occupations which
subsequently turn out to need no further intake of labour,
and 1t creates differences between industries both in earnings

-
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and 1 the level of costs which appear to conflict with equity
and with reason The effectiveness of such differences in
stimulating movement may be small if they are expected to
be purely temporary , whale, if they are thought to be more
than temporary, their existence may merely provoke a move-
ment 1 trade-union circles to level up what are regarded as
unfairly low rates in the lower-paid trades.

However, at times when transfer of labour on a much
larger scale 1s necessary, as at the end of a war, a mere shift
m the mtake of young workers will not suffice, and the
offer of some mducement to labour to transfer to occupations
where the demand for labour 1s expanding by raising wages
m these occupations will almost certamly be necessary. The
special problem existing at the end of the Second World War
was that wage-differences between industries were often such
as to obstruct rather than to assist the transfer from war
mdustries to the peace-time mdustries where expansion was
most needed. In the war idustries both wage-rates and
earnings had been relatively ugh Mg and textiles that
were handicapped by shortage of man-power offered hitle
attraction to new entrants because (largely as a relic of the
depression years between the wars) they were badly-paid
trades. 'We have mentioned above (in Chapter VI) that in a
state of full employment wages 1 an arduous and dangerous
trade like mining might have to rise to a level very much
higher, both relatively and absolutely, than had been tradi-
tional, 1f new recruits were to be attracted into the mdustry.
Clearly, in this situation a radical alteration m the wage-
structure, so as to overcome the handicap which these low-
paid trades suffered was a pre-requisite for achieving the
desired distribution of manpower.

A crucial difficulty i the way of a national wage-policy
(f this 1s thought of as something that supcrsedes sectional
collective bargaining) 1s that in this country there is no central

o .
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¢ government > of the trade union world, as m some other
countries, capable of taking bindmng decisions about wage-
policy. Each trade union 1s an autonomous body, and the
General Council of the Trades Union Congress plays little
more than a co-ordmatmmg réle. In the post-war years the
General Council agreed to give support to the Government’s
policy of ““ wage restramt *, alternatively known by 1ts critics
as the * wage-freeze . But it could not prevent an individual
union from pressing for a wage-advance if 1t decided to do
so; and when a majority of the trade umon world 1n the
early °fifies rejected a standstill on wages, the General
Council’s ““ restraint > agreement with the Government became
quite meffective  There 1s the further difficulty that there 1s
no agreed body of principles as to how labour should share
m the product of mndustry and mn mcreases of that product,
or even as to the * correct ”” relationships (or * differentials **)
to be observed between the wages of different kinds of occupa-
tion (quite apart from the question we have discussed above
as to whether or not wage-differentials should be used as a
means of “ moving labour about * from occupation to occupa-
ton and from place to place) At any rate there is little, 1f
any, sign that trade unions would be willing, 1n private industry
at least, to give up thewr rights of independent collective
bargaming over wages—and less that the rank and file trade
union members would agree to do so even if the trade union
officials at the top were willing.
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