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PREFACE

T was fe]t by many of those who attended year by year the
meetings of the Liberal Sunfimer School that there was need
for fresh investigation of the economic and social problems
by which the nation is now faced, and for the formulation of
a policy to deal with them, starting from the Liberal standpoint
and ain;ing at the application of Liheral ideas. With these objects
in view, the Summer School Committee, which was fortunate in
securing the active co-operation of Mr. Lloyd George, took the
mitiative in getting together the men and women who have col-
laborated in this Inquiry. These include not only some of the
leading members of the Liberal Party, but also business men,
trade unionists and others, some of whom have no formal connec-
tion with it.  The material of this Report has heen prepared by
special Committees dealing with various divisions of the wide
field which has been under investigation, while a large number of
persons qualified by their experience to speak with authority have
given evidence, supplied information, written reports on British
or foreign conditions, and assisted with advice and counsel,
For the final form in which the Report appears the Executive
Committee is alone responsiple. It will not be expected, when a
Report such as this is presented, that every member of the Com-
mittee from which it emanates will concur in every detailed recom-
mendation 6r consider himself bound by every phrase. Nor can
our conclusions and recommendations be more than suggestions,
offered for the consideration of the Liberal Party as a whole by
the methods of its established procedure. But on the broad
policy and the general proposals we are unanimous, and we trust
that the measures we suggest, as the outcome of long considera-
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PREFACE

tion, may in substance meet with the acceptance of the Party, and
through it, in due course, of the electorate.

The problems of British industry are so many and their rami-
fications so wide that we have been bound to set strict limits to
the field of our investigation. We have not forgotten that sthe
temperance question and the standard of national education have
a close bearing upon industry; that the structure of our system
of local government touches industrial questions at many points;
that the issue between Free Trade and Protection is of funda-
mental importance. If we make little reference to these matters,
it is because their problems are special, the considerations that
arise are many, and any adequate examination of them would
stretch too far the length of this Report. .

On all the subjects which we have included within our scope
we have tried to offer specific recommendations. Not all of them
relate to action by the State. Our proposals would have been
incomplete if we had limited ourselves to those that would fall
definitely within the political sphere as usually understood.
Although the greater part will be found to demand legislation or
administrative action from Parliament or the Government of the
day, there are many which depend for their adoption upon the
approval and the action of those who are themselves engaged
in industry.

The problems are urgent. The solutions cannot be casy er
simple. To find the solutions and to apply them must be the
principal object of the politics of our time.

The ILExecutive Committee desire to express their warm
appreciation of the work done by the members of the special
commlttcw who, though taking no general responsibility for the
recommendations of this report, provided the drafts and memo-
randa on which it is based.
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They are also grateful for the invaluable assistance of all
those who gave evidence, supplied criticisms, or in other ways
assisted in carrying out the investigation.

The very warm thanks of the Committee are also due to
Mr. Eagar and the members of the staff for their efficient, loyal,
and untiring collaboration, without which this report could not
possibly have been completed.

Finally they wish to record their sense of the profound loss
which not qnly this investigation but the cause of Liberalism
generally has suffered in the "early death of Mr. C. F. G.
Masterman. The members of the Committee mourn a vigorous,
inspiring, and loyal colleaguc and friend.

vii



MEMBERSHIP OF LIBERAL INDUSTRIAL
INQUIRY

EXECUTIVE COMMITTLEE

W. T. Lavron, C.H. (Chairman)

E. D. Sivon (Vice-Chairman)

Rt. Hon. D. LLoyp GEORGE, O.M., M.P.

E. H. GiLrPIN

H. D. HENDERSON

PaiLie Kergr, C.H.

J. M. KevxEs, C.B.

Rt. Hon. C. F. G. Masterman

RaMsay MuIr

Major H. L. NATHAN

B. S. ROWNTREE

Rt. Hox. Sir HErBERT Samurr, G.C.B., G.B.LL.

Rt. Hown. Sirk Jou~ Smioxn, K.C.V.0O., K.C., M.P.
* Died November 17th, 1927.

Secretary : W. McG. EAGAR

Assistant Secretary : J. MENKEN
Economic Adviser: HUBERT PHILLIPS
Statistician : A. R. BURNETT-HURST

In addition to the members of the Executive Committee, the
following served on one or more of the Special Committees which
have sat during the past eightecn months:

Mrs. CORBETT ASHBY
Hon. R. H. Branp, C.M.G.
ErNEsT BROWN, M.P.
LAWRENCE CADBURY

S. RusseLL COOKE

viii



MEMBERSHIP OF COMMITTEES

E. O. ForpuAM, J.P.
G. M. GARRO-JONES, M.P.
PmrLiPp GUEDALLA
ProreEssor L. T. HOBHOUSE
STUART HODGSON
Mrs. E. M. HUBBACK
W. A. JowritT, K.C.
MRrs. LAYTON
Rr. HoNn. C. A. McCurpy, K.C.
- ARNoOLD DD. McNa1r,"LL.D.
RT. HonN. T. J. MacNaMARA, LL.D.
FRANK MURRELL
C. G. RENOLD
D. H. ROBERTSON
SIR ARCITIBALD SINCLATR, BT., C.M.G., M.P.
Sir Josian Sramp, G.B.E.
W. STONLESTREET
Miss L. W. Tavior
Major L. I, UrwiIcK
WILLTAM WAREING



CONTENTS

PAGR

PREFACE . . . <ot . . A v
MEMBERSHIP OF INQUIRY . . . . . . viii
INTRODUCTION . . . . . . . xvii
BOOK 1
THE CONDITION OF BRITISH INDUSTRY

CHAPTER
1. BEFORE AND AFTER THE WAR . . . . 5
II. A SUMMARY OF THE PRESENT POSITION . . 71
III. THE EXPORT TRADE . . . . . . 2r
IV. THE NATURE OF THE PROBLEM . . . . 39
V. INTERNATIONAL POLICY AND COMMERCE . .47
BOOK 2 i

THE ORGANISATION OF BUSINESS

VI. THE PUBLIC CONCERN . . . . . 63
VII. THE JOINT STOCK COMPANY . . . . 8
VIII. TRUSTS AND TRADE ASSOCIATIONS . . . 93
IX. THE NATIONAL SAVINGS . . . . . IoI
X. AN ECONOMIC GENERAL STAFF . . . 116
XI. BUSINESS STATISTICS . . . . . I2I
XII. BUSINESS EFFICIENCY . . . . . 126



CONTENTS

BOOK 3

INDUSTRIAL RELATIONS

(@) SURVEY

CHAPTER

e XIII. INDUSTRIAL DISCONTENT AND ITS CAUSES

XIV. COLLECTIVE BARGAINING .
XV. THE STATE AND INDUSTRY

. (b) PROPOSALS FOR REFORM

XVI. THE REMUNERATION OF¥ THE WORKER.
XVII. A PROGRAMME OF INDUSTRIAL CO-OPERATION

XVIII. THE STATUS OF THE WORKER
APPENDIX I . . .
APPENDIX II . . .

XIX. THE DIFFUSION OF OWNERSIIIP

BOOK 4

NATIONAL DEVELOPMENT

XX, THE PROBLEM OF UNEMPLOYMENT

XXI. A PROGRAMME OF NATIONAL DEVELOPMENT.

XXII. ROADS AND HOUSING. . .

XXIII. ELECTRICITY, WATERWAYS, AND DOCKS
XXIV. AGRICULTURE, FORESTRY, AND RECLAMATION

APPENDIX III . .
e XXV. COAL . . .
XXVI. IMPERIAL DEVELOPMENT
XXVII. THE RISING GENERATION .

BOOK 3
NATIONAL FINANCE
XXVIII. CURRENCY AND BANKING

XXIX. REFORM OF THE NATIONAL ACCOUNTS
XXX, THE BURDEN OF NATIONAL TAXATION.

XXXI. REFORM OF THE RATING SYSTEM
SUMMARY OF CONCLUSIONS . .

INDEX . . . .
: xi

PAGE

143
151
166

181

205
226

238
239
242

267
280
287
307
318
339
341
367
379

409
418
426
433
451

489



TABLE

I.
2.

v

v o o

IO.
II.
I2.

13.

14.

I5.
16.

LIST OF TABLES
BOOX 1 :

RELATIVE REAL WAGES IN VARIOUS COUNTRIES .

BRITISH FOREIGN TRADE — VOLUME PRE-WAR AND
POST-WAR . . . . .

STAPLE TRADES—TIIEIR PROPORTION OF EXPORTS .
UNEMPLOYMENT IN STAPLLE INDUSTRIES .

SHARE OF VARIOUS COUNTRIES IN WORLD'S EXPORT
TRADE . . . . . . . .

BRITISH IMPORTS, EXPORTS, AND VISIBLE TRADLE BALANCE
THE INTERNATIONAL BDALANCE SHEET . . .
WORLD PRODUCTION OF STELL .

IRON AND STEEL—IMPORTS AND EXPORTS OF PRINCIPAL
PRODUCING COUNTRIES . . . .

COTTON SPINDLES OF THE WORLD . . . .
BRITISH EXPORTS OIF COTTON PIECE GOODs .

EXPORTS OF MANUFACTURED GOODS (U.K., U.S.A.,
GERMANY, AND FRANCE) . . . . .

THE LEVEL OF TARIFFS ON MANUFACTURED ARTICLES.

BOOK 2
PUBLIC UTILITY UNDERTAKINGS OWNED BY LOCAL
AUTHORITIES . . . . . . .

CO-OPERATIVE TRADING SOCIETIES—FUNDS. . .
AGRICULTURAL CO-OPERATIVE SOCIETIES—FUNDS .
xii )

PAGE

18
22

23
23

25
27
29
33

35

37

54
55

68
71
72



TABLE

17.

18.
19.

20.

32.

33.
34.
35.

. SAVINGS BANKS—DEPOSITS . .

. PRESENT DISTRIBDUTION OF PROPERTY

LIST OF TABLES

INDUSTRIAL AND PROVIDENT SOCIETIES IN GREAT BRITAIN
* —MEMBERSHIP AND ASSETS .

PARLIAMENTARY COMPANIES—CAPITAL

. .

LOCAL LOANS FUND—ADVANCES

TRADE FACILITIES ACTS—SUMS GUARANTEED

LOCAL AUTHORITIES—NEW CAPITAL ISSUES

. TRUSTEE LOANS TO DOMINIONS, INDIA, AND THE CROWN

COLONIES. . .

. . . .

. NATIONAL HEALTIH INSURANCE-—-ACCUMULATED FUNDS.

. HOUSES BUILT, 1024-7, (ENGLAND AND WALES)

BOOK 3
LABOUR DISPUTES . .

BOOK 4

ROADS  OF ENGLAND AND  WALES-—MILEAGE AND
CLASSITICATION

DENSITY OF POPULATION AND DEATH-RATES (GLASGOW)

. PRODUCTION OF ELECTRICITY IN NINE INDUSTRIAL

COUNTRIES, 1025

. DISTRIBUTION OF THIE EXTERNAL TRADE OF TIHIE UNITED

. . .

KINGDOM, 1025.
UNITED KINGDOM’S SHARE IN THE EXTERNAL TRADE
OF THE EMPIRE . . . . .

EMIGRATION OF BRITISH SUBJECTS FROM GREAT BRITAIN
BRITISH INVESTMENTS OVERSEAS .

. . .

HOURS WORKED BY JUVENILES (BETHNAL GREEN
INQUIRY). . . . .

xiil

PAGE

72

73
102
103
103

104
105
107
108

144
242

289
299

308
368
369
372
374

389



TABLE

36.
37-
38.

39-

40.
41.

LIST OF TABLES

BOOK 3

EXPENDITURE ON ARMAMENTS (IN PRE-WAR VALUES) .
LOCAL RATES—EFFECT ON COST OF PRODUCTION .

LOCAL AUTHORITIES (ENGLAND AND WALES) — NET
EXPENDITURFE, 1924-5 . .

LOCAL AUTHORITIES-—PROPORTIONATE EXPENDITURE
OUT OF RATES ON VARIQUS SERVICES, 1024-5 .

PRESENT EXPENDITURE ON ROADS IN GREAT BRITAIN
PROPOSED REDISTRIBUTION OF EXPENDITURE ON ROADS

xiv

429
436

438

439
442
443



INTRODUCTION






INTRODUCTION

in the State, through the efforts of the Liberals of the

past, in order that the people may have the means of
remedying grievances, of creating the conditions that are necessary
for their welfare, of securing that no member of the community
shall be denied the opportunity to live a full and free life. The
task of the Liberals of the present is to frame, and to carry,
such measures as will bring us nearer to that goal—still so
distant—and so enable democracy to fulfil its essential purpose.

DEMOCRACY has been established as the ruling principle

1. DEFECTS OF THE INDUSTRIAL SYSTEM

The grievances of to-day are mainly economic. No impartial
man would contend that our industrial system has yet attained
an adequate standard either of justice or of efficiency. In its
progress it has reached a point where it provides, it is true, a fair
level of comfort for a large proportion of our population, but it
still allows a mass of great poverty at the one end, at the other an
ostentatious luxury which is bitterly, and rightly, resented. For
several years a mullion of our working people have been unem-
ployed; a large additional number have been living as best they
could on the low earnings of short time and intermittent work.
In spite of the building of numbers of new houses, the slums
of the great cities remain almost as they were; from over-
crowding, and the ill-health and degradation that come from it,
millions of the people are still powerless to escape.  Yet all the
time, individuals accumulate or inherit great fortunes, and it is
clear in all men's sight that, more often than not, the prizes are
awarded capri:iously, with little regard either to economic service
or to personal desert.

So there is discontent widespread among the people. And
this discontent is itself a further cause of inefficiency. It some-
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BRITAIN’S INDUSTRIAL FUTURE

times leads to restrictive practices among the workers, which in
the long run further worsen their own conditions. It gives
rise constantly to friction within the industrial system, and not
seldom to open and destructive conflict. Those who should be
working together in the closest co-operation for common ends
waste their energies on mutual quarrels. Much of the driving
force of public-spirited men, urgently needed for the tasks of
construction and improvement, is diverted to criticism, to antag-
onism, sometimes to revolutionary schemes of upheaval. All
this hinders British industry ang lessens its success. Efficiency
depends upon contentment; and there can be no lasting content-
ment where a sense of injustice prevails.

Every motive, then, forbids a silent acceptance of things as
they are. The call of human sympathy with those who are in
distress, the sense of fair dealing hetween man and man, between
class and class, the realisation that in Juthcc in the long run means
inefficiency—all these prevent an acquicscence in existing con-
ditions, forbid an attitude of mere Conservatism.

2. MEerits or THE INDUSTRIAL SySTEM

But to say that evils attach to the present industrial system,
is not to say that it is without merits and should be destroyed.
We are not driven, as the only alternatives, to the crude theories
of the Communists, or to the sweeping, and, as we think, ill-
considered, proposals of the Socialists.

Private enterprise has achieved great results. If present
economic conditions are often bad, it is incontestable that past
conditions have been very much worse. The nineteenth century
was an age of unequalled material progress. The average level
of real wages to-day is four times what it was in 1800; the
money-wage has doubled and its purchasing power has doubled
also. There has been, and there still is, an energy and resource-
fulness in our industry and commerce which it would be harmful
to impair and fatal to destroy. The problem is how to cure what
is unhealthy in the economic body without injuring the organs
which are sound.

3. ScOPE OF STATE ACTION

When it is asked how far it is the business of the State to
attempt to set things right, we hold that the answer cannot be
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INTRODUCTION

given in a phrase or a sentence. We are not with those who say
that, whatever may be our present difficulties, the intervention
of the State would only increase them. Nor do we share the
views of the dwindling band who think that the right course is
to hand over to the State the maximum of productive activity
arid industrial control. We have no love for State intervention
in itself. On the contrary, we attach the greatest importance to
the initiative of individuals and to their opportunity to back their
opinion against that of the majority and to prove themselves
right. DBut-the methods of production have been subject of late
to great changes. The theory that private competition, un-
regulated and unaided, will work out, with certainty, to the
greatest advantage of the community is found by experience to
be far from the truth. The scope of useful intervention by
the whole Society, whether by constructive action of its own
or by regulating or assisting private action, is seen to be much
larger than was formerly supposed. We have no intention of
writing a treatise on political philosophy, but before going
further we think it well to define more closely, though briefly, the
political ideas which run through all our chapters and connect
into a whole our various proposals.

4. TuE LiBeraL Point oF ViEwW

Liberalism stands for Liberty; but it is an error to think
that a policy of liberty must be always negative, that the
State can help liberty only by abstaining from action, that invari-
ably men are freest when their Government does least. With-
draw the police from the streets of the towns, and you will, it
is true, cease to interfere with the liberty of the criminal, but the
law-abiding citizens will soon find that they are less free than
before.  Abolish compulsory education: the child, and perhaps
his parent, will no longer be forced to do what they may perhaps
not wish to do; but the adults of the next generation will be
denied the power to read, to think, to succeed, which is essential
to a real freedom. Repeal, to take one more example, the Shops
Acts: short-sighted shopkeepers will be allowed to trade for
longer hours, but other shopkeepers and the whole class of
shop-assistants will be robbed of their proper share of the leisure
without which life is a servitude. Often more law may mean
more liberty.
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BRITAIN’S INDUSTRIAL FUTURE

But not of course always. The principle may be pushed too
far. There is such a thing as a meddlesome, unjustified.officious
interference, against which we have to be on our guard. The
fact remains that there is much positive work that the State can
do which is not merely consistent with liberty, but essential to 1t
The idea of the extreme individualist, that in proportion %s
State action expands freedom contracts, is false.

Equally false is the idea that because State action on the
widest scale is favoured by Socialists, those who are not Social-
ists must oppose any and every.extension of State action. It
will lead, it is said, to Socialism in the long run. It is a partial
surrender to false and flimsy theories.

True that the Socialist is inclined to welcome extensions of
State activity for their own sakes; he regards them all as stages
on the road to an ideal which he cherishes. But the fact that
we do not share his ideal, and do not favour particular measures
merely because they might be steps towards it, is no reason why,
out of prejudice, we should close our eyes to whatever merits
those measures may possess in themselves. If no one had ever
generalised about Socialism, or used the word, or made it the
rallying cry for a party, these measures might have been univer-
sally welcomed. It would be folly to reject what is right because
some would have it lead to what is wrong.

We refuse therefore to spend time or energy over the con-
troversy between Individualism and Socialism, which has raged
so long and with so lavish an expenditure of breath and ink and
temper. While the controversialists have exhausted themselves
in struggling for theoretical objectives, work-a-day industry and
political practice have moved far away from that issue; if it ever
were a real issue, it is certainly now obsolete. To us those
stalwarts of controversy seem to resemble the two knights in the
story, who engaged in deadly combat in order to determine
whether the shield which hung from a tree between them was
gold or silver, only to discover that in fact it was gold on one
side and silver on the other. Or perhaps it would be truer to
say that they resemble two armies, each equipped with obsolete
maps, and battling fiercely for the possession of fortifications
which have long since been razed to the ground.

In the last hundred years, in this and every other industrial
country, the State has progressively assumed a vast range of
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functions that closely affect industry and commerce. No one
would now propose to repeal them. What would the conditions
of employment in Great Britain have been if the Factory Acts
and Mines Regulation Acts and Trade Boards Acts had never
been passed? What would be the death-rate in our towns, and
the infant mortality in particular, if the sanitary authorities had
never been set up? To what petty dimensions would our national
industry be now restricted if the Limited Liability Company
had never come into being, the offspring of wise commercial
laws? And'what would be the extent of our merchant shipping
without the help of the controlling hand of the Board of Trade?

No doubt there are some who will criticise our proposals as a
whole on the ground that they would carry fresh interventions
too far. We would remind such critics that there has hardly
been one of the forms of State action that we have mentioned,
proved by experience to have been beneficent, which was not
hotly opposed at its inception as an unwarrantable invasion of
individual liberty. The fact does not prove, of course, that every
new proposal is right. But it does at least suggest that it is wise
to keep an open mind. And it would be absurd to assume that
preciscly the right limit had now been reached, that last year had
seen the final instance of useful Government intervention, that
next year and the years to come will find nothing left to do.

Almost the whole of the modern system of regulation and
assistance—and we have given but a few examples out of a long
list of such measures—has been due to Liberal statesmanship;
there is scarcely one of the reforms which has not either been
carried or initiated by the Liberal Party. We believe that the
Party will not be slow to take up the new duties which belong
to a new age.

5. Tne Crancing EcoNomic OrRDER

The economic order in which the doctrine of laisses-faire
had its origin has already in large measure passed away. The
typical unit of production used to be the small firm, built up
within a generation or two by its owner, and financed by his
savings or those of his immediate connections. Very many such
businesses of course still remain.  But the industrial unit which
is now predominant is different. The ownership of businesses
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has passed, and is passing in ever-increasing degree, into the
hands of scattered multitudes of shareholders, who have no real
opportunity of forming any judgment as to the problems or
prospects of the undertakings, and no effective method 6f making
their opinions felt were they able to form any. Management is
in the hands of salaried persons; decisions of policy are left’to
men who are not staking their fortunes on being right, as did
the founder of a one-man business. One consequence of these
changes is that the inefficient producer is no longer speedily
eliminated. An established business is frequently too strong to
be supplanted, although a new one may be better managed. Bank-
ruptcy has gone out of fashion; at the worst ““ capital reorgan-
isation ”’ has taken its place.

And the increase in the scale of the producing unit has of
late been very rapid. In some industries, amalgamations and
absorptions have created businesses ten, twenty, or fifty times
as vast, in their capital resources, in their labour force, in the
dimensions of their trade, as any that would have been thought
possible half a century ago.

Whole tracts of industrial enterprise, again. have already
passed, by common consent, out of the sphere of purely private
enterprise.  We shall analyse the many intermediate forms of
management which have sprung up, almost unnoticed, between
the business under purely private control and the business under
direct State or municipal control.  We shall draw attention to
the remarkable proportion of British large-scale industry which
has come, in greater or less degree, under social authority.

A further great change, that goes far to decide the character
of the modern world, is the establishment of political democracy.
When individualism took its rise, political rights were still con-
fined to a comparatively narrow class, so that there was no glaring
contrast between the industrial status of the manual worker and
his political status, between the economic autocracy exercised
by the individual employer in farm or factory and the
political oligarchy of the * privileged classes ”’ in the government
of the State. Universal franchise and the democratisation of
political parties have changed all that. There is now felt to be
something inconsistent between the industrial status of the worker
as a factory “hand,” subject to strict discipline and holding his
employment on the most precarious of tenures, and his political
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status as a free and equal citizen and a maker and unmaker of
governments. To a certain extent this inconsistency is inherent
in the necessities of industrial organisation. No good can come,
as even the controllers of Soviet Russia have had to recognise,
of blurring the distinction between those whose function is to
conceive and to plan and those whose function is to execute their
plans. Nor is there anything to be gained by applying blindly
the political devices of the public meeting and the ballot-box
to the quite different problems of industrial life. It would, we
think, be wrong and dishonest tg hold out hopes to the ordinary
man that he will ever be in a position to choose at each moment
of the day whether he will do this thing or that, or even to take
a direct part in the election or dismissal of those from whom he
receives his immediate instructions. DBut it is not unreasonable
to hope and to plan both that he shall take a direct part in
framing and administering the code of discipline under which
his daily work must be done, and also that, through the organi-
sations which he has built and the leaders in whom he has
confidence, he shall come to exercise an increasing influence on
the wider government both of the business unit and of the whole
industry of which he forms part.

The State here, from the nature of the case, can do little; but
it can do something, and the nation should resolve that something
shall be done. In the main, however, we must look, on the one
hand, to a spread of the statesmanlike and pioneering spirit which
has already found expression in the best practice of individual
firms; on the other, to a growing determination on the part of
tlle great Labour organisations to do their share in promoting,
and indeed enforcing, efficiency in the conduct of business enter-
prise—to make their weight felt as powerfully in the constructive
work of organising industry for the tasks of peace as they have
made it felt on occasions in the conduct of industrial warfare.

6. Tue AiM or AN INDUSTRIAL Poricy

Our conclusion, then, is not the rough-and-ready rule that,
since so much already has been done in the direction of State
action, the simple course is to do the rest and to nationalige every-
thing. Individual management and the competition on which
it is based still work reasonably well within a wide range of
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miscellaneous industries. They are an unrivalled method for
ensuring the decentralisation of management—that is, for secur-
ing that power and responsibility should be exercised as near as
possible to the act to be performed, and not through a long line
of intermediaries. They are an excellent means for securing a
variety of experiment, and for trying out the comparative efffci-
ency both of methods and of men. They provide, though with
some friction and inequality, the only practicable method which
has yet been suggested of evaluating the various goods and
services which it is the function of industry to supply. We
regard, therefore, the direct management of industries by Depart-
ments of State, or agencies analogous to them, as prima facie
undesirable and likely to remain the exception rather than the
rule.

Faced by these conditions in modern industry, convinced that
our present social order denies a real liberty to a great proportion
of the population, anxious to effect the reforms that are
necessary without at the same time injuring the springs of such
efficiency (and it is not small) as that order retains, we have
framed the constructive proposals, touching the many parts of
the one great problem, which this book contains. Financial
and industrial reforms, international trade and national develop-
ment, the juster distribution of wealth, the worker’s right to be
a citizen, and not merely a subject, in the world of production—
the measures we advocate in relation to all these things spring
from one clear purpose. We believe with a passionate faith that
the end of all political and economic action is not the perfecting
or the perpetuation of this or that piece of mechanism or organisa-
tion, but that individual men and women may have life, and
that they may have it more abundantly.
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ARGUMENT OF BOOK

The Nineteenth Century in Great Britain was an age of com-
mercial and industrial progress, warked towards its close by a
rising sense of soctal injustice and*the growth of Trade Unionisi,
while foreign cowmpetition had begun to challenye British
supremacy. The economic conscquences of the 1War were,
broadly, shrunken markets, expanded shipping and contracted
trade for it to carry, and reduced demands for coal, cotton, tron,
and steel. It left Britain with an increased population, wwages
at pre-war level (though supplemented by other bencfils), re-
duced hours of work, and a set-back in national savings. Britain
retained her pre-war share of the world's trade; but as that trade
was smaller, her exports were reduced.  Hence unemplovient,
which centred in the cxporting industries.  Some of these may
be permanently threatened from other causes. It follows that
the problem of industrial rcvival may require a migration of
labour from the threatened industrics and the diversion to home
development of capital normally decoted to forcign tneestinent,

while an international policy of political and commercial peace
1s essential.






CHAPTER 1

BEFORE AND AFTER THE WAR

HIE simple cxplanation that attributes our troubles to

the War is obviously some part of the truth. But it is

far from being the whole truth. Certainly it is unsound
to suppose either that we shall drift comfortably back into the
situation of 1913 if only we have patience, or that all would have
been well if there had been no war. Indeed, many of the acutest
difficulties which the War has thrust upon us were not created
by it. They are rather the result of developments which had
begun much ecarlier, but were very greatly speeded up by the
econoniic upheaval of 1914-18. Moreover, the pre-war situation
is only idealised in retrospect by those who have forgotten that
the decade before the War was one of greater industrial strife
than ever before, and that poverty, overcrowding, sweating, and
many other social evils were the occasion of serious and justified
discontent. We cannot hope to prescribe remedies until we
have decided how far the problems we have set out to solve
are new, how far they are due to temporary and passing causes,
and how far they have deep-seated roots in the past. It will also
help us if, in passing, we can note how far our difficulties are
peculiar to Great Britain and how far they are shared with other
countries. We propose, therefore, first to mention very briefly
some of the main tendencies in the economic history of Britain
during the last hundred years; secondly, to give a picture of the
economic conditions of the country at the present time; thirdly,
to direct attention to the black spots and note how they affect the
whole economic life of the community; and finally, to see what
answer we can give to the questions we have posed.

1. Economic ProGress 1N TiHE LasT CENTURY,

The Victorian Age was for Western LEurope in general, and
for Britain in particular, an age of amazing material progress.
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The productivity of industry grew with unprecedented rapidity;
and a population which expanded enormously in numbers was
enabled to enjoy a standard of living and comfort which was
incomparably higher than had been known before.

Sir Josiah Stamp has calculated that the average level. of
real wages to-day is no less than four times as high as it was
at the beginning of the nineteenth century; that is to say, the
average wage-earner to-day can buy four times as much in goods
—1food, clothing, house-rent, etc.—as his ancestor of a hundred
years ago. Other incomes have risen in similar proportion.
Yet this advance has taken place in spite of the fact that the
population has increased fivefold.

The technical foundations of this progress were the utilisation
of power derived from coal, the development of railways and
steamships, and the revolutionising of one branch of manufacture
after another by the application of engineering methods. It was
an age of coal and iron. Its commercial foundations were laid
by the opening up of the undeveloped quarters of the globe
by the people and the capital of Western Europe, and the
reliance in an altogether new degree on an international “ division
of labour,” which enabled Britain to exchange her textiles and
metallurgical products for the foodstuffs and raw materials of
other lands. It was an age of emigration, foreign investment,
and Free Trade. The social foundations of progress were
the liberation of the energies of the middle classes, the scope
offered to their enterprise, their talents, and their thrift, and the
honour paid to success in business life. It was the age of Samuel
Smiles and the self-made man, of the dominance of the bour-
geoisie. Its political foundations were the general abstention
of the State from attempts to control the course of industrial
development and the reliance on the initiative and unrestricted
competition of independent business concerns. It was the age
of laissez-faire.

The material success which attended the Victorian era was
dazzling to those who first witnessed it, and particularly to those
who enjoyed the lion’s share of its fruits. And for most of the
period accordingly the predominant mood was an uncritical busi-
ness camplacency. Ifrom the repeal of the Corn Laws in 1846 to
the London Dock Strike in 188¢ Britain enjoyed a freedom from
fundamental economic controversy such as has been by no means
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common in the history of human society. Politicians were
preoccupied with such questions as the reform of the Parliamen-
tary franchise, the government of Ireland, the growth of
nationality in Europe and Imperial Development, and, though
public spirit and reforming ardour were plentiful enough, they
raised no challenge to the fundamental structure of society.

2. THE GrOWTH OF DISCONTENT

Towards the end of the century, however, a change began
to manifest itself. The working classes, whom popular education
had made, for the first time, articulate, became increasingly dis-
contented with their lot. The glamour faded from the material
progress which had seemed such an inestimable blessing to their
fathers. They came to take this progress for granted, and to
turn questioning eyes on the gross inequalities which progress
had done nothing to diminish. The more prosperous society as
a whole became, the more indefensible did it seem that the great
mass of the people should be condemned to live lives which, even
though they represented a real improvement on preceding genera-
tions in elementary physical standards, were none the less narrow
stunted lives, unillumined by hopes, and haunted by the constant
terror of a plunge into extreme destitution in the event of acci-
dent, sickness, or unemployment.

This growing sense of the fundamental injustice of society
was accompanied by a growth in the power of the industrial
organisation of the working classes—the Trade Unions—and
this led not unnaturally to a tendency to look to the Trade Unions
to transform the structure of society. This was the more
natural inasmuch as the rise of Trade Unionism met at first with
the bitter hostility of employers. 1t took many years and many
conflicts to induce employers to recognise Trade Unions and to
bargain with them, and a longer time still to induce them to cul-
tivate friendly relations with Trade Unions and to conceive them
as a desirable element in the industrial structure. Having had
thus to struggle for its existence, Trade Unionism developed a
belligerent psychology which became increasingly identified with
the growing feelings of social discontent. Accordingly “the de-
velopment of Trade Unionism proceeded along militant lines:
the dominant motive became that of increasing the striking
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strength of organised labour. With this end in view, local Trade
Unions were absorbed in national federations and amalgama-
tions ; and some of the most powerful of the national organisations
sought to increase their power still further by alliances with one
another. The notion of an essential community of interests
hetween Capital and Labour in the prosperity of industry faded,
until the more militant section of wage-earners came to speak
as though Capital and Labour had no common interests at all.
The idea of the Class War took its place, and began more and
more to permeate Trade Union thought and policy.

These tendencies were very prominent in the last decade
before the War. It Decame evident that lLabour unrest con-
stituted a serious menace to the stability and progress of British
industry. The loss and waste caused by strikes and lock-outs
increased greatly as the scope of industrial conflicts was enlarged ;
and the spirit of antagonism not only gave rise to strikes and
lock-outs, but in various ways impaired the efficiency of the
normal conduct of industry. To establish better relations between
cmployers and employed had become one of the paramount needs
of British industry before the War; but though, to this end,
various steps were taken to establish machinery of industrial
conciliation, it cannot be said that we were approaching a satis-
factory solution.

3. THE CHALLENGE To BriTisiI INDUSTRIAL SUPREMACY

There were also signs before the War of a change in the other
conditions on which our Victorian progress had heen based.
From the late seventies onwards there was a marked tendency
towards higher tariffs abroad. There was a weakening of the
general complaisance towards free immigration, reflected in our
own Aliens Act. The coming of oil indicated a challenge to the
monopoly of coal as the source of fuel. Morcover, there were
disquieting signs that Britain was losing ground in the relative
efficiency of her manufacturing and business technique, and that
in some respects we were falling behind the United States and
Germany. There was reason to doubt whether we were not relying
too mueh on casual, rule-of-thumb competitive enterprise, and too
little upon scientific research and deliberate organisation. How-
ever, our world-wide commercial connections, the position of

8 .



BEFORE AND AFTER THE WAR

London as the financial centre of the world, our overwhelming
prepondetance in shipping, the wide extent of the British Empire
and the advantages derived from Empire markets, and the fact
that we were the chief suppliers of capital to overseas countries,
stqod us in good stead. In face of the rapid opening up of distant
countries, the increasing industrialisation in Europe and America,
and the economic awakening of the Far East, it was impossible
that we should retain the same high percentage of the world's
total international commerce that we had held half a century
before, and our proportion dropped from 21.6 per cent. in 1871-5
to 15.3 per cent. in 1913. But though the challenge to our
supremacy was becoming more insistent, we were still able to
maintain our leadership in international commerce, and the
volume of our foreign trade continued to increase rapidly right
up to 1913, in which extension the basic industries, coal, textiles,
and metals, still played the major part.

4. CoNSEQUENCES OF THE WAR

The War, and the pressure of war needs, produced a great
industrial shake-up in this and in other countries. For the time
heing, the impulse to pull together in a common cause outweighed
the deep-rooted instinct of class antagonism, and the Trade
Unions acquiesced more or less willingly in the suspension of
restrictive practices and in the dilution of labour on the promise
that pre-war conditions in these matters would be restored after
the War. Great progress was made in technique and manage-
ment in the War industries. Under Government direction, pro-
cesses hitherto kept secret by particular firms were enforced
throughout industry, cost accounting was taught to and imposed
upon firms both great and small, while inventive ingenuity was
stimulated to the utmost. Non-war industries, on the other hand,
were atrophied, their personnel drawn away for the Forces or
for munition industries, and they were denied fresh capital. It
was thus a period of great industrial movement. In England
and Wales between the censuses of 1911 and 1921 the building
trade lost 103,000 workers, agriculture 106,000, the cotton trade
32,000, and domestic service nearly 300,000. On the oth&r hand,
162,000 were drawn into the mines, 323,000 into the engineer-
ing, shipbuilding, and iron and steel trades, 65.000 into the
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chemical trades (an increase of nearly 50 per cent.), while the
Central Government increased the number of its employees by
233,000. Some of these movements were in accordance with
the drift indicated by previous censuses, but subsequent informa-
tion shows that, so far as the main munition industries are cqn-
cerned, workers have had to be slowly and painfully squeezed
out of these war-swollen occupations. In short, the War caused
a very lopsided development of the employment and ecomomic
activity of the nation.

On the other hand, the fact that there was a 9carc1ty of
everything meant that competition was dormant and that, as
everyone in war industries was making easy profits, waste was
rampant.

One further effect of the War which must be noted was the
breakdown of the monetary system and the use, not only by
this country but by all the belligerents, except the United States,
of systems of fiat money—a change which produced an unpre-
cedented rise in prices and in money rates of wages.

5. Tne Posr-War PositioN

When the War ended and the short-lived post-war boom
was over, Great Britain found herself faced not merely with
internal dislocation, but with her pre-war international difficulties
so gravely increased as to create a completely new situation.
The War had produced not only in Europe but even in far-
distant countries a condition of extreme economic isolation. Our
customers in the Empire, the East, and elsewhere had been com-
pelled to provide, either at home or from some alternative source,
the goods and services which we had formerly furnished. Our
European markets were impoverished, credit in a state of chaos,
and transport disorganised. Considerable time was needed before
political hatred began to die down, and in the meantime nations,
not merely in Europe but elsewhere, which had experienced the
artificial protection of war hesitated to open their frontiers and
permit trade with their neighbours. It is impossible here to give
a general picture of the economic condition of the world after
the Wat or to detail other nations’ troubles. We may, however,
shortly enumerate the elements in the situation which partxmlarly
affected Great Britain.
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(i) The volume of the world’s commerce, which increased
fourfold in the forty years before the War, remained for
several years far below the level of 1913. As Great Britain
is more dependent on foreign trade than any other nation
in the world, this was an especially heavy blow to us.

(ii) The shipping position had been rendered quite
abnormal by the German submarine campaign, which com-
pelled the Allies as well as neutral countries to extend their
shipbuilding activities to the utmost. To-day, with the vol-
ume of the world's seaboriie trade little more than in 1913,
the world’s mercantile fleet is 50 per cent. larger than before
the War, and its capacity for transporting goods even larger
still owing to the greater carrying capacity of oil-burning
ships of a given tonnage, the increased speed of merchant
ships, and better port facilities which enable ships to turn
round more quickly. It is little wonder that the freight
market has suffered a prolonged depression, and that ship-

yards and shipbuilding workers all over the world have been
unemployed.

(111) Among the industries the normal activity of which
was most disorganised by the War was the coal trade. Both
during and immediately after the War there was the utmost
incentive to economise in the use of coal and to find sub-
stitutes. To-day we are faced with the fact that increased
industrial activity as a whole does not involve anything like
a proportionate increase in the demand for coal.

(iv) The insufficiency of capital in the world generally,
and in particular in those countries where economic life was
most seriously disorganised by the War and by the chaos
that succeeded it, has meant that the demand for the pro-
ducts of the iron and steel and the engineering trades, which
are largcely concerned with providing capital goods, is sub-
normal outside America, whereas the equipment of these
industries was greatly inflated by the War.

(v) The growth of industrialisation in the East has
resulted in a rapidly growing output of coarse standard
cotton goods, and has reduced the demand from <he old-
established centres of cotton manufacture, of which Lanca-
shire is the chief.

11
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(vi) The rise of prices, which continued until the whole-
sale index number rose to over 300 in 1920 and was accom-
panied by an all-round reduction in the hours of labour,
was followed by a fall of unprecedented rapidity and extent.
This involved a corresponding readjustment of wage-rates.
The wide use of the cost of living index number, improvtd
machinery of wage negotiation, and the prevention of distress
by a wide extension of Unemployment Insurance enabled us
to weather the severest economic storm of the last hundred
years without a social upheaval. Dut the fall of money
wages, which inevitably involved a certain amount of friction,
did not take place as rapidly in trades ‘ sheltered ™ from
foreign competition as in those which had to face the
direct effects of adverse international conditions. A disparity
of wages in these two groups of trades continues to the
present day and gives rise to many economic difficulties,
especially for the export industries.

(vii) These troubles of readjustment, the frustration
of the hopes entertained at the end of the War, and the
survival from pre-war days of the dissatisfaction with the
existing order of things, which was dormant during but not
removed by the War, have combined to produce—particu-
larly in the coal-fields and the railways—a series of bitter
industrial disputes which have repeatedly set back the process
of industrial reconstruction.

In view of these facts it is not surprising that cver since the
brief boom which followed the Armistice, the great basic export-
ing industries of Great Dritain—coal, metallurgy, and textiles—
have been in a bad way. Instead of expanding rapidly as they
used to do, they have been now for some seven years in a more
or less stagnant condition. Instead of leading the way in wages
and hours and standards of livelihood, they now, for the most
part, contrast unfavourably with other occupations. Instead of
being the chief providers of employment for a rapidly growing
population, they are now the chief contributors to our obstinate
post-war unemployment.

These great groups of industries stand out so prominently in
our economic life and played so preponderant a part in our
devclopment during the last century that they are apt to mono-
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polise attention. It is common, accordingly, te speak of the
post-war ‘‘ trade depression "’ as though British trade and industry
as a whole were experiencing the same misfortunes as the basic
trades. This, however, is far from being true. There is not
to-day, and there has not been for several years, a general trade
depression in the sense in which cconomists are accustomed to
use the term. In many directions, on the contrary, there has
been remarkable expansion. New industries have sprung up, or
have grown from small beginnings, which have provided com-
pensation, in no small degree as regards bhoth employment and
the national income, for the decline in the basic trades. Mean-
while there has been a steady expansion in a great variety of
miscellaneous occupations, catering mainly for the home market.
IFor these and other reasons our economic position as a people is
not so unfavourable as would be concluded from considering only
the state of the basic export trades.  But before proceeding
farther it is desirable to sum up the general economic situation,
as far as the data permit.
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CHAPTER 1I
A SUMMARY OF THE PRESENT POSITION

1. NationaL IncoME anxD ProbpuctioN

HE first test of the condition of the country is its annual

production of goods and services. Various authoritative

attempts have been made to estimate this aggregate national
income in recent years; for example, by the Colwyn Committee,
and by Professor Bowley and Sir Josiah Stamp. The general con-
clusion of such computations is that our national income is now
(or was in 1924) about the same, in terms of real value, as it was
before the War; but, as the population has increased by nearly 7
per cent., it is appreciably lower per head. Professor Bowley and
Sir Josiah Stamp, for example, estimate that the aggregate net
social income was £1,988,000,000 in 1911 and £3,803,000,000
in 1924 ; which, on the assumption of a rise in the price-level of
881 per cent., gives a real national income about as large in the
aggregate, but about 5 per cent. less per head. The figure of
881 per cent. is, however, a liberal allowance for the rise in the
general level of prices, so that the final conclusion is cautious
and more likely to err on the side of pessimism than on that of
optimism. Indeed, it seems likely that, in spite of unemploy-
ment, short time, ctc., the real income per head of the countty
is only a little lower than before the War. In contrast with the
progress of the nineteenth century, however, it must be counted
a poor achievement that after fifteen years of startling scientific
advance we have scarcely maintained the real income per head
of 1911.

The conclusion of the last paragraph as to the national income,
which is based on wage, tax, and other statistics, is confirmed by
statistics which throw light on the physical volume of production.
We select for these purposes two sets of figures which are
not osdinarily regarded as encouraging, and are indeed far
from encouraging to the industries primarily concerned. We
refer to the statistics of coal consumption and of railway traffic.
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The coal consumed at home in the three years 1923-5 averaged
178,000,000 tons against 181,000,000 in the five years from
1909 to 1913. Thus we consumed as a people in the three years
before the coal stoppage over 98 per cent, of the consumption in
the last five pre-war years. These figures, as we have said, are not
encouraging to the coal industry. But when we take into
acfount the immense growth in the use of oil in multifarious
ways, and—still more important perhaps—the great progress
which has been made in economical methods of coal consumption,
the figures suggest an expansion rather than a decline in the
aggregate volume of our industrial activity. It is worth noting
in this connection that the consumption of coal by the United
States was 479,000,000 tons in 1913, and increased only to
499,000,000 tons in 1923, though aggregate industrial activity
must have increased by more than 50 per cent. in the interval.

The figures of railway traffic suggest the same conclusion.
The general merchandise (excludirg livestock) carried on the
British railways was 60.9 million tons in 1924 and 59.7 million
tons in 1925, as against 67.8 million tons in 1913, a drop of
from 10 to 12 per cent. \When, however, we take account of
the enormous strides that have been made by road transport,
these figures arc easier to reconcile with a growth than with a
decline of the total volume of production.

2. WagrEs AND FEARNINGS

The figures relating to the position of the manual workers
tell a slightly Dbetter story than those for the country as a
whole. At the date to which the post-war estimates of the
national income refer—namely, 1924—there had been a very
slight increase in the numbers employed as compared with 1914.
The Balfour Committce estimated that in that year the extra
unemployed amounted to 800,000, while the employable popula-
tion had increased by some goo,000. That is to say, only 100,000
of the increased employable population had been added to the num-
bers at work, the rest heing added to the numbers uncmployed.

With this large mass of additional unemployed seeking work,
it might have been expected that rates of wages would be
depressed. The provision of Unemployment Insurance, how-
ever, has been an important factor in creating a situation in
which the Trade Unions have been able to maintain wage-rates.
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The conclusion of the Balfour and Colwyn Committees on this
matter is that in 1925 real rates of wages for adults in full-
time employment were about the same as before the War, these
figures being based upon estimates of wage-rates by the Ministry
of Labour, compared with the cost of living index numbers
compiled by the same authority. Sir Josiah Stamp and Pro-
fessor Bowley make more optimistic calculations. They explain
the difference between their estimate and that of the Ministry of
Labour on the ground that there is definite evidence that in some
of the greater industries earnings have increased much more
rapidly than piece or time rates; secondly, that there has been
some changing over from time to picce rates which yield higher
earnings; thirdly, that therc has been some shift of numbers in
favour of the better-paid occupations and industries. They
estimate that in 1924 the average man in full work earned Gos.
per week as compared with 32s. in 1914, while the average earn-
ings of all wage-carners (including women and juveniles) for a
full working week increased about 94 per cent., in spite of a fall
of about 10 per cent. in the average number of hours worked.
Using the Ministry of Labour's cost of living index—though
there is reason to think that this index exaggerates the rise in the
cost of living—these cstimates would show an increase in real
weekly wages of 11 per cent. for those in full work. Annual real
earnings, which are affected by the extent of unemployment, show
an average rise of about 5 per cent. In other words, the wage-
carner has come off better than the figures for average incomes
for the nation as a whole would indicate. Indeed, Sir Josiah
Stamp and Professor Bowley, in building up their total estimatce
of the national income, rcach the conclusion that wage-earners
received as wages 44 per cent. of the national income in 1924, as
against 43 per cent. in 1gII.

Even this figure under-estimates the position of the wage-
earning class, which has benefited through employers’ contribu-
tions to the Insurance Fund, and through the great increase in
the Government’s contribution towards various other forms of
social expenditure of which they chiefly draw the benefit—for
example, old-age pensions and education.  In this connection also
should be mentioned the great progress in health standards, of
which<the fall in infant mortality is perhaps the most significant
illustration.
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It is, however, notorious that improvement in the average
position of the wage-earner does not apply to all uniformly. The
Balfour Committee estimates that unskilled rates of wages per
week have risen from 8o to go per cent., while skilled wages on the
average have risen only from 60 to 70 per cent. Again, there is a
great difference between the increase in sheltered and unsheltered
industries. The same authority estimates that in industries
subject to foreign competition average wages have risen from 45
to 75 per cent., with an average of about 60 per cent., whilst in
sheltered trades the increase has been from 8o to 120 per cent.,
with an average of about 100 per cent. In money terms, this
means that in sheltered trades skilled workers earn 73s. and
labourers 5os. In unsheltered trades skilled workers earn 358s.
and labourers 45s. per week.

3. STANDARD of L1VING

We may take it, therefore, as reasonably certain that our
aggregate real income is at least as high as it was before the War,
though there may have been some decline in the average income
per head. It seems equally certain that the average standard of
living of the mass of the population has improved, though
different sections have, of course, fared very differently. Figures
relating to the consumption of staple commodities indicate that
the consumption per head of commuodities such as bread, meat,
ctc., is about the same as before the War, that the consumption of
tea and sugar has risen, and that the consumption of alcohol has
fallen (though the money spent on it has increased). There has
aldo been a great increase in expenditure on amusements, etc.
Moreover, though the accumulated shortage of house accommoda-
tion has not yet been made good, and no impression has been
made on the slum problem, the housing effort which is in progress
should result before long in a definitely higher standard of
housing accommodation.

4. Hours anxp Qurrur

In considering these facts, it is important to bear in mind
that our productive power has not only been impaired by the great
waste implied in an unemployment figure which has never during
the last seven years fallen appreciably below a million, but that
the weekly hours of work have been substantially reduced. Pro-
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fessor Bowley estimates that the reduction in hours since the
Armistice amounts on the average to about 10 per cent. The
maintenance of the aggregate national income despite this change
indicates a considerable increase in the output per hour per head
of those employed, as a result of improvements in administration
and technique and of hard work. Indeed the reduction in wnrk-
ing hours without a reduction in real wages represents the main
achievement since the War of British manufacturing organisation
and of the skill and industry of the workers, and one which must
not be overlooked by critics of our technical efficiency.

5. WacGEs AT HoME AND ABROAD

The International Labour Office has worked out a means of
broadly comparing real wages in various cities. Their object
has been to show the relative purchasing power (the cost of house
room being taken into account) of certain fairly comparable
wage-rates in different countries. A comparison of lahour costs
in the several cities has not been attempted. The results of any
such inquiry are necessarily rough approximations, but the follow-
ing table, which has been compiled from the International Labour
Office figures, gives a fair impression of the relative position of
real wages in certain occupations during 1927. The following
are the occupations upon which the data are based: building,
engineering, furniture trades, printing, and bookbinding. The
wages of both skilled and unskilled labour are taken into account:

TABLE 1
RELATIVE REAL WAGES IN VARIOUS CITIES—1927
(General Average Index number, including allowance for rent, London == 100)

Philadelphia . . . . . 175-180
Ottawa . . . . . . 150-155
Copenhagen . . . . . 105-110
London . . . . . . 100

Amsterdam . . . . 85-90
Stockholm . . . . . 85-90
Berlin . . . . . . 65-70
Paris . . . . . . 55-60
Brussels . . . . 50-55
Prague . . . . 50-55
Madrid* . . . . . 50-55
Rome . . . . . . 45-50
Vienna . . . . . 45-50
Lodz . . . 4550

* LExcluding allowance for rent.
Compiled from the Ministry of Labour Gazette.
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Real wages in Britain have for many decades been substan-
tially above those of our European competitors. But the events
of the years since the War have tended in some cases to increase
the difference, and as methods of organisation, technical pro-
cesses, etc., tend to become general, the maintenance of these
standards sets a very severe task to British employers who have
to compete with employers in France, Belgium, or Germany.
Evidently the organisation and general ability of our employers
and workers must be superior to those of their continental com-
petitors if in such circumstances they are to be able to sell at a
profit in world-markets. LEmployers in the engineering industry
in particular, whom we have consulted, emphasise the severity
of their competitive problem in view of the disparity of wage-
rates. The difficulties of our employers must not be overlooked
when in certain sections of this Report we venture, in the in-
terests of a still higher efficiency, to advance certain criticisms.

6. NATIONAL SAVINGS

In view of the likelihood that there has been some decline in
the real national income per head, the maintenance or improve-
ment in working-class standards implies some reduction in the
real incomes of other classes, at all events in the net incomes
remaining after taxation has been paid. It is doubtful, however,
whether there has been a reduction in the standards of living or
expenditure of the middle classes, except in certain limited circles
in which the pressure has been {elt severely. It appears rather that
the standard of living has been maintained at the expense of a
substantial reduction in the volume of savings. The Colwyn Com-
mittee estimated that the total national savings were in 1924 about
£500 millions, as against, say, £375 millions before the War.
Allowing for the fall in the value of money, savings on the pre-
war ccale would have amounted in 1924 to £050 millions.  Thus
there was a decline in the real value of savings of about one-
quarter. This has not entailed any reduction in the volume of
new capital ava‘lable for British industry, for we were accus-
tomed before the War to invest nearly half our savings abroad.
Indeed, the Co]wm Committee's estimate suggests that savings
invested at home in 1924 amounted to some £400 millions com-
pared with £2(10 illions before the War—which would have
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been equivalent to about £300 millions at present prices. DBut
the change means a big reduction in the margin available for
foreign investment, after the capital needs of British industry
have been first supplied. The figures of our balance of trade
suggest that our unet foreign investment has in fact been in
recent years on a much smaller scale than it used to be before

the War.

But while our economic condition is by no means one of un-
relieved depression, nevertheless the state of our export trade
and in particular the persistent troubles of our basic industries
justify the most serious concern. The continued depression of
these industries entails the unemployment, on a large scale, of
many of our most highly skilled and highly specialised workers
whom it is peculiarly difficult to transfer to other occupations,
and raises acute problems in a number of distressed areas; whilst
the diminished purchasing power of those engaged in them spreads
throughout the country, and acts as a brake on the advance of
all other activities.  To this question we turn in the next
chapter.
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CHAPTER 1L
THE EXPORT TRADE

1. CHANGEs IN FOREIGN TRADE

INCI the Armistice the volume of British exports has never
Sexcecdcd about 8o per cent. of what it used to be before the

War. Moreover, whereas in pre-war days our exports used
to expand rapidly and steadily (the average rate of expansion
between 1880 and 1913 was about 3 per cent. per annum),
they have been obstinately stagnant in the post-war period
and show no clear signs of any big recovery in the near
future. While the volume of our exports has declined, the volume
of our imports has materially increased. We are now importing
a quantity of food, drink, and tobacco more than 20 per cent.
larger than in 1913, a year when the quantity of imports in this
class was at the highest level of the pre-war period.

We arc also importing a larger volume of manufactured goods
than formerly. Indeed, it is significant and disquietening
that the only class of imports that we are importing in smaller
quantities is raw materials. These changes are shown in Table 2.

*The depression in exports ! is closely related to the changes
indicated in Chapter I, and is centred in the trades mentioned
there. Indeed, the five industries—coal, iron and steel, cotton,
wool, and machinery—account for substantially more than hal{
the total exports of Great Britain.

The figures suggest, however, that the difficulties from which
these trades are suffering are not entirely difficulties peculiar to
them; for the compensating development of export business in
other industries has not been very substantial—a relative decrease
of 10 per cent. in the importance of the five trades and increase
of 10 per cent. in other trades. This is shown in Table 3 on
p. 23. ‘

} Following an estimate of the Balfour Committee, the index for the volume
of exports in 1925 should be 81 instead of 76, owing to improvements in quality.
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TABLE 2
VOLUME OF BRITISH FOREIGN TRADE—PRE-WAR AND POST-WAR
‘ 1913 l 1924 ! 1925

Class I.—Food, Drink, and Tobacco.

Net Imports . . . 100 1252 1230+
British Exports . . . 100 857 82-8
Re-exports . . . 100 1327 1386
Class 11.—Raw Matcnals and Avticles Mainly Unmanufactured
Net Imports . . . 1Q0 90-0 E 969
British Exports . . . 100 . 894 801
Re-exports . . . 100 934 92-0
Class I1T.—Avticles Wholly or Mainly Manufactured
Net Imports . . . 100 105-0 1179
British Exports . . . 100 78-6 79°7
Re-exports . . . 100 840 778
Total Foreign Trade
Net Imports . . . 100 109-2 113-6
British Exports . . . 100 801 800
Re-exports . . . 100 9649 95°1

The establishment of the Irish Free State slightly distorts the comparison
here shown. In the following figures an attempt has been made to calculate
for 1924 and 1925 and compare with 1913 the total volume of the foreign trade
of the old United Kingdom :

Total Forcign Trade

Net Imports . . . 100 106-6 | 111-8
British Exports . . . 100 76-1 76-0
Re-cxports . . . 100 884 87-8

[ ]
Compiled from the Report of the Commiltee on Inmdustry and Trade, Survey
of Overseas Markets, and from Board of Trade Journal.

The figures in Table 3 represent values, not quantities. In the
case of the cotton trade the figures for 1925 would have been
lower if it had not been for the high price of raw cotton—whereas
among the newer trades prices have in some cases fallen very
greatly owing to improvements in production. But even when
allowance is made for price changes, it is remarkable that the old
staple trades still account for so large a percentage of the total
of our exports. It is evident, therefore, that when we come to
look for causes we must be prepared to deal not only with those
relating to the special industries, but also with causes affecting
the whole of our exports.
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TABLE 3
STAPLE .TRADES—THEIR PROPORTION OF TOTAL EXPORTS
1913 1925 1927
Per cent. Per cent. Per cent.

Coal, Coke, and Manufactured Fuel . 10-2 70 6-9
Iron and Steel . . . 10-5 8-8 9-8
Cotton . . . . . . 241 258 21-0
Wooal . . . . . . 6-8 76 8-0
Machinery . . . . . 64 63 7-0
Total of Five Trades . . . 58-0 555 52:7
Other Export Trades . . . 42-0 445 47°3
Grand Total . . . . 100-0 1000 100-0

Compiled from Annual and Monthly Trade Returns.,

2. Exrorrs AND UNEMPLOYMENT

The decline in the volume of exports and the consequent stag-
nation of the industries which are mainly associated with export
is the principal explanation of our formidable post-war unem-
ployment. Coal, iron and steel, engineering, shipbuilding, cotton,
and wool, are our great exporting industries, and the following
table shows what a large proportion of our unemployment is
attributable to these industries:

TABLE 4
GREAT BRITAIN AND NORTHERN IRELAND—
UNEMPLOYMENT IN STAPLE INDUSTRIES

MALES FEMALES
» .
I{f’ stmgaicd U ” jQ sti»gated v 2
e f | Uentloved | e || Nnber of | Usempleyed | per
Workers at 1927 com. Workers at 1927 cent.
July 1927 July 1927
Coal Mining . 1,192,190 | 220,520 | 185 6,800 1,234 | 182
Metal Manufacture 320,390 61,682 | 189 16,910 1,293 76
Ingineering . 703,120 69,700 99 61,100 2,204 3-0
Shipbuilding and
Ship Repairing . 212,660 46,659 | 219 3,370 163 48
Cotton and Wool . 311,950 33,804 | 108 507,340 53,591 | 106
Total of Five Groups | 2,746,310 | 432,305 | 158 595,580 58,485 9-8
Other Trades . | 6,152,090 | 570,774 93 || 2,636,420 | 148,062 56
GRAND TOTAL . | 8,899,000 |1,003,139 |11:3 || 3,232,000 | 206,547 6-4

Comp:led from The Ministry of Labour Guzeite for December 1927.
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It will be observed that the five groups of industries here
specified employ roughly one-third of all the insured persons in
the country. Among their male employees the rate of
unemployment is almost 16 per cent. In the remaining two-
thirds of insured male employees it is only 9.3 per cent. For
women the figures are 9.8 per cent. and 5.6 per cent. respectively.
Taking the period June 1923 to April 1926, unemployment has
averaged 34.5 per cent. in shipbuilding, 22.3 per cent. in iron
and steel, 15 per cent. in engineering, 12.3 per cent. in cotton
(where in addition there has heen much short time), 10.7 per
cent. in wool textiles.

An examination of unemployment in different parts of the
country brings out a {urther interesting point, namely, that
whereas the figure (for men) in the second half of 1927 was
about 124 per cent. in the North of England and in Scotland,
over 22} per cent. in Wales, and nearly 14} per cent. in Northern
Treland, it was less than &} per cent. in the Midlands, and less
than 63 per cent. in TLondon and the South of England.
This discrepancy in the severity of unemployment as between
the North and the South of the country has been fairly constant
for some years, and is particularly significant because the North
has been predominantly the industrial area of the country ever
since the Industrial Revolution. Figures of unemployment in
the engineering trade illustrate the point even more closely. At
the beginning of 1924 the unemployment figure for ILondon and
the South was 11.2 per cent., but in the Midlands and \Iorth
19.6 per cent.: at the beommrw of 1925 it was 7.3 per cent.
the South and 14.3 per cent. in the Midlands and North;" at
the beginning of 1926 it was 5.6 per cent. in the South, and 14.2
per cent. in the Midlands and North; in January 1927 it was 6.2
per cent. in the South, and 16.0 in the Midlands and North.

The Chief Factory Inspector in his last two Annual Reports
has called attention to the great industrial development in Greater
London, in Coventry and its neighbourhood, and, more generally,
in the district lying east of a line drawn from Portsmouth to the
\WVash. Itis maccurate therefore, to speak of Great Britain being
generally depressed. Our industrial difficulties are essentially the
difficulties of a limited group of exceedingly important industries
which are largely dependent upon foreign trade and concentrated
to an important degree in particular localities.
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3. CoMPARISON WITH OTHER COUNTRIES

The very elaborate documentation prepared for the World
I<conomic Conference at Geneva and other recent estimates of
world trade enables this to be put shortly and with certainty.
The chief points are as follows:

(1) According to the Balfour Committee, the exports of the
United Kingdom were, in 1913, 13 per cent. of the world's total
exports, and this figure rose to 14 per cent. in 1923. Mr. Flux
puts it at approximately 12 per cent. in 1925, while the T.eague of
Nations gives it as 12.7 per cent. for the two years. In either
case the percentage is not materially different to what it was
hefore the War. It is doubtful, however, whether the com-
parative figures for 1926-7, if they were available, would prove
equally satisfactory.

(ii) Other countries, according to the calculations of the
Ieague of Nations, have fared in accordance with the following
tahle:

TABLE 5
SHARE OF VARIOUS COUNTRIES IN WORLD'S EXPORT TRADE
1913. 1024. 1925.
Per cent. Per cent. Per cent.

United Kingdom * . . . 13-93 13-01 12:43
United States . . . 1334 1054 16:04
Germany * . . . . 13-09 573 6-97
France * . . . . 7:23 7:98 721
India . . . . . 421 43¢ 479
Cgnada . . . . . 2:35 3-04 443
Japan . . . . . 1-72 2:68 3-03
Italy * . . . . . 2:04 230 242
Argentine . . . 2:73 2:92 205
Belgium * . . . . 3:82 2:37 2:20
Australia t . . . . 2:04 231 2-48
China . . . . . 1:60 2:30 217
Jrazil . . . . 1:73 1-54 1-05
Switzerland . . . . 144 1-34 1-31
Sweden . . . . . 1-19 123 1-22
South Africa t . . . 1-73 1-37 1-40
Russia * . . . . 422 09 0-97

* Changesin territory. Inthese cases the 1913 figures refer to the pre-war
customs area and the 1624 and 1025 figures to the post-war customs area ; in other
cases the customs arca was the same both before and since the War.

t Including bullion and small amounts of specie.

Extracted from l.eague of Nations Memorandum on Balance of Payments, elc.,
1911-25.
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It is evident from the complete table from which these
figures are extracted that we have lost ground in  company
with most of the countries of Europe except France; that
our position is good compared with Germany and Russia,
but bad compared with the United States and the East. In the
case of Japan, China, and Canada, the proportionate increases
are very substantial, but they are still small trading nations com-
pared with Great Britain and the United States.

(iii) The proportion of our exports which goes to the Empire
has been somewhat increased, the proportion to Europe is about
stationary, that to foreign countries outside Europe has fallen.
But the impression made by these figures is rather different when
looked at from the point of view of the buyer from what it is
when considered from the point of view of ourselves as sellers.
Empire purchases, for example, from other countries have ex-
panded even faster than their purchases from Great DBritain,
which are therefore a diminishing percentage of Empire trade.
In Europe, on the other hand, our sales, though reduced, have
maintained their position in proportion to the trade available. In
other words, our trade with the IEmpire is doing well because the
dominions and colonies are prosperous—not because we are
proving to be successful competitors. On the contrary, America,
Japan, and other competitors are, if anything, beating us in spite
of the preferences we enjoy. In Europe, on the other hand, our
low exports are partly due to impoverishment of our customers
and partly to new tariff obstacles. So far as competition goes, we
have not apparently been beaten, for our chief competitors in
this field have been labouring under similar, and in some cases
much worse, handicaps than ourselves.

4. EXxPorTS AND THE BALANCE 0F TRADE

A further unsatisfactory result of our low level of exports is
that the balance of trade is thrown out of gear, for the increased
volume of imports, together with a diminished volume of exports,
has made the visible trade balance much less favourable than it
used to be. It is true that this effect has lreen somewhat mitigated
by the changes in the relative prices of the goods which we
import and export respectively. Our exports have risen in price
to an appreciably greater extent than have our imports, so that
a given quantity of exports goes further than it used to do in
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purchasing foodstuffs and raw materials. None the less, after
allowing for this the adverse balance of trade in terms of money
values has been swollen to very large dimensions. The trade
figures and the balance in terms of money are as follows:

TABLE 6
IMPORTS, EXPORTS, AND VISIBLE TRADE BALANCE
(In millions of £s)

Annual Net Imports of |British E ts of \E I ¢ lf“‘”é)f I”’gw”s Total Visivle

Averages. Merchrfndﬁ: ,h;jnha;fige. o c"ffccﬂsdscr%mn";{:c'. * of )Zgz’:g: t(ljl'l; Adzgzj:}c':?d‘
ecte.

1900—4 466 289 177 — 4 181
1905-9 522 377 145 —3 148
1910-13 611 474 137 -7 144
1920 1,710 1,334 37° + 44 332
1921 979 703 276 + 12 264
1922 899 720 179 + 14 165
1923 978 767 211 + 16 195
1924 1,137 8o1 336 + 12 324
1925 1,107 773 394 + 10 384
1926 1,116 653 403 — 12 475
1927 1,096 709 387 — 4 391

Compiled from the Statistical Abstract of the U.K., and Annual and Monthly
Statements of Trade.

The unfavourable movement in the merchandise trade balance,
revealed by the above tables, has not been fully compensated by
the improvement in our non-merchandise foreign earnings (e.g.
igterest, freights, commissions, and profits abroad, etc.). On
the contrary, our shipping trade, which is one of the most im-
portant contributors to the non-merchandise services by which
we square our foreign trade account, has experienced the same
adversity as has overtaken our basic industries, and our total net
income from shipping, though somewhat larger in money values
than before the War, has certainly not risen proportionately to
the general level of prices.

Again, our income from overseas investments, the other great
item in our non-merchandise foreign earnings, was seriously im-
paired by the inroads which were made in these investments
during the War in order to pay for munitions and necessary
supplies from overseas. Accordingly, although the income from
overseas investments is now larger in terms of money than it
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used to be, it also represents a smaller real value than the pre-war
figure. Moreover, a new item in the account of international
payments has been created by the system of inter-governmental
debts which the War has left behind, and under this heading we
have a debit account, having to pay more every year to the
United States than we obtain in reparation from Germany <or
debt payments from France or other countries. '

The net result of all these factors is that the margin which
remains available for making fresh investments abroad is
materially lower than it used to.be. An estimate of the inter-
national balance sheet for recent years in comparison with the
position in 1913 is given in Table 7 opposite.

It shows that in the last four years our surplus for foreign in-
vestment has been fully £100 millions per annum less, not only
than it was before the War, but also than it was so lately as
1922-3. This surplus is the true measure of the net increase of
our ownership of capital abroad. As the table shows, however, it
differs materially from the amount of money which has been
invested in new foreign issues on the London market. Such a
difference may be accounted for by an equivalent import either
of long-term or of short-term capital. It is exceedingly difficult
to disentangle all the movements of long-term investments, for,
in addition to new issues, a great number of transactions are
constantly taking place in seccurities and other forms of per-
manent investment. Sales and purchases of DBritish sccurities
by foreigners (such as those which took place during the flight
from the mark, the franc, and other Continental currencies),
sales and purchases by British owners of existing foreign securi-
ties, and the repayment by sinking funds or otherwise of previous
foreign loans—none of these items can easily be traced. Tf, on
balance, the net effect of these transactions were a continuous
return flow from overseas of formerly invested capital or of
foreign-owned capital seeking refuge in DBritain, we could use
the proceeds to issue new foreign loans. In such circumstances
we could continue indefinitely to float new foreign issues in
London in excess of the surplus shown on current items of income
and outgo, just as a private individual who owns maturing
mortgages can make a fresh investment with the proceeds with-
out drawing on his current income. It is, however, highly
improbable that a large part of the diffcrence between our truc
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TABLE 7
THE INTERNATIONAL BALANCE SHEET
(In millions of {s)

. 1913. 1922. 1923. 1024. 1925, 1926, | 1927.t

1. Income Account

Estimated Net Income from

Overseas Investments . 210 | 175% | 200* 220 250 270 270
Estimated Net National Ship-
ping Income . . . 94 | 133% | 133* 140 124 120 120

Istimated Receipts f{rom
Short Interest and Com-

missions . . 25 qo* 50% 60 60 6o 60
Iistimated Recclpta from
other Services. . . 10 12% 15% 15 15 15 15
Total . 339 | 300% | 308* | 435 | 449 | 405 | 465
Deduct Estimated Ixcess o]
Government Payments‘
made Querseas . -— ? 25 25 194 — ?
Net  Non-Merchandise Hm -
plus . 339 | 300% | 373% | 410 | 438 | 465 | 465

Net \Ierchandme l)cﬁuencx
(i.e. excess of Imports of
goods and bullion over

Exports) . . <1158 1171 105 324 384 477 391
Net surplus on Income ac- |
count . . . . 181 | 189 178 86 54 | —12 74

e Jp— O P p—

IT. Capital Account
Neé&w Foreign Issues of Capital

in London . 108 135 130 134 38 112 139
Bank of I'rance repayments
to Bank of England § . 3 5 5 6 7 37

Assumed Increase (-{ ) or
Decrease (—) of other
Capital Items required to
Balance the Account | =17 40 | -k

Total of Capital Account . 181 189 | 1

w
~1

—40 |--131 |—102
- 12 74

= s | ammass |

!
|

~1

w0
o«
(o (93}
5]}
-

i

* Board of Trade original estimates (Board of Tyade Journal, January 31,
1024, p. 152) revised to harmonise with the ofticial revision of their original esti-
mates for 1924 and 1925.

1' Non-merchandise surplus assumed to be the same as in 1926.
! Estimates.

(‘nmptled from the Board of Tyade Journal, January 31, 1024, p. 152, January
27, 1927, p. 93; Midland Bank Review.
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surplus and our foreign issues can be accounted for by these
movements of long-term capital. Indeed, we are of opinion
that during the last four years not less than £150 millions of
our new issues must have been balanced by an increase in foreign
short-term investments in the London market in the form of
deposits by foreigners in British banks and of sterling bills
carried with foreign money. This process, if carried beyond
a certain point, must create an uncomfortable and anxious
situation. In any case it cannot continue indefinitely, and we
must ultimately confine our new overseas investments to our true
surplus plus the funds accruing to us from the repayment of the
principal of existing foreign loans. This total cannot be expected
to equal the pre-war total plus the 50 per cent. increase which
would be needed to allow for the general rise of prices.

We argue later in this Report that certain types of foreign
investment—e.g. to Governments, to Public Utility concerns, to
Local Authorities—are not as economically advantageous to
this country as investment in similar forms at home, which would
contribute to the efficiency of the British industrial system as a
whole. At the same time, there are other forms of foreign invest-
ment which it is highly desirable for a trading nation like Great
Britain to maintain. For example, investment in the produc-
tion of important raw materials overseas has been in the past,
and should be in the future, highly lucrative. Moreover, the
granting of credit and the financing of hig orders establishes
commercial connections which mean trade not mercly for the
moment, but in the future. Our present surplus on income
account of at least £70 millions per annum should be adequate
for these purposes. Nevertheless the state of our trade balance
must be regarded with some anxiety.

5. StArLE TRADES
Before drawing conclusions from these facts, we will deal
with the position of certain special industries.

) (a) Coal

Of these the most important is coal. For a number of
reasons there is a lack of resiliency in the world’s demand for

30



THE EXPORT TRADE

coal. The League of Nations’ Report on the world’s coal trade,
however; brings out the fact that British coal production
was a slightly diminishing percentage of the whole before the
coal dispute, even if we exclude America. But an explanation
of this decreasc may be found in the fact that Britain has been
the chief provider of coal for the world’s mercantile marine,
and it is precisely in this field that oil has made its greatest in-
roads into the province of the coal trade. Taking a very long view,
the world supplies of oil are small compared with its supplies of
coal, and the latter should come into its own again, particularly
when means have been found for converting coal into liquid fuel.
But in the meantime the reign of oil has partly dispossessed the
sea-horne coal of Britain.

This, however, is not the sole explanation. It is very difficult
to make international comparisons in a trade which has had such
violent ups and downs as the coal industry in recent years. But
the broad fact remains that the output per man in the Ruhr
(which produced in 1913 three-fifths of the total output of coal
of pre-war Germany and in 1925 three-quarters of the coal out-
put of post-war Germany) fell between 1913 and 1925 from
284 tons per annum to 275 tons per annum, whereas the output
per man in Britain fell between 1913 and 1925 {from 260 tons
per annum to 217 tons per annum. These figures show a much
heavier fall in the case of Great Britain than in that of the
Rulr. They are to some extent the result of reduced hours of
labour in Great Dritain; but this is only a partial explanation.
They are no doubt to be accounted for on the one hand by the
infermittent working of an industry which is producing below
its normal capacity, and on the other by the small-scale and unco-
ordinated organisation of the British mining industry, which has
kept in being pits and, indeed, whole districts in which very poor
mines are still being worked. We deal with the coal question
more fully in Chapter XXV of Book 4.

(b) Shipbuilding

For the last seven years, during which the demand for new
ships has been reduced to very small dimensions, British builders
have had to compete against very severe competition, three fea-
tures of which may be particularly mentioned.
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The first is the granting of subsidies by foreign Governments
to their own shipyards and preferential treatment in the placing
of orders. '

The second is the slowness with which British shipyards have
taken up the motor-ship as compared with Germany and Italy.
British shipbuilders have felt that design was immature, that
depreciation and other costs of working were unknown, and that
the motor-ship was at the mercy of the price of oil, whereas ships
burning oil under steam boilers can be readily converted to coal
if oil prices rise too high. The result is that while. British ship-
yards have built some of the largest ships in the world driven by
Diesel engines, they have not had as much experience in building
motor-ships as other countries. British yards, for example, in
the quarter ended September 30, 1927, were building roughly
three-fifths of the world's steam tonnage, but only about two-
fifths of the world’s motor tonnage. It is impossible for non-
experts to say whether this is a course of wisdom or the result
of simple conservatism on our part, but so long as the motor-ship
is still in the ascendant as it is at present, we have given foreign
competitors a long start which we are only slowly over-
hauling.

There remains the question of cost. Wages are higher in
Britain than in competitive countries, but this has always been
the case, and our supremacy has hitherto been based upon the
efficiency of the workpeople, of technicians, designers, and
organisers of the industry. An important handicap of the indus-
try has been the restrictive policy of Trade Unions, and in this
trade in particular the unnecessary multiplication and over-
lapping of the Unions themselves. A notable step forward,
however, has been taken in the joint conferences held in recent
years, which have decided to abolish practices which are proved
to be obstacles to efficiency. DBritain's percentage of the new
world tonnage is at the moment rising, and there is no reason
why it should not reach its pre-war proportion. But we cannot
expect the world demand to return to its old level until the surplus
built during the War has disappeared. The scrapping process
is taking place, but it does not look as if it will be finished for
some years to come. The outlook for the shipbuilding industry
is a very moderate one, but we may by now have passed the
worst point and the situation should slowly improve.
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(¢) Iron and Steel

The depression of our iron and stecl industry and our inability
to market abroad as large a quantity of iron and steel manu-
factures as before the War are also partly the result of a growth
in the iron and steel industry in foreign countries. In this case,
however, the situation is materially different from that of coal
or cotton. It is pre-eminently a case of lop-sided productive
capacity in which potential supply has greatly outrun demand.
Targely as the result of the artificial stimulus given to this
industry by the demand {or munitions, the world's capacity for
production is greater than ever belore, while the steady growth
ol consumption which marked the pre-war period has not been
maintained.  Stagnant consumption outside the U.S.A., coupled
with an excessive capacity for production, is mainly responsible
for the fact that steel prices have recently been less than 20 per
cent. above pre-war level, whereas prices in general have been 50
per cent. higher. The production figures for the world are shown
in the following table:

TABLE 8
WORLD PRODUCTION OF STEEL
(In mullions of metric tons)

1009-13 1913
(pre-war | (post-war 1924. 1925. 1926. 1925.%
boundaries) boundaries)

Great Britain 67 7-8 83 7'5 37 92
(,;‘d'mrmy . 145 122 98 12:2 123 16-3
France . . . 39 70 0-9 74 84 82
Rest of Europe . . 11-3 16-4 12:6 14'5 16:3 178
Total Europe . . 304 434 37:6 416 40°7 515
North Amerea . . 285 329 392 469 499 46-0
Rest of the World ‘3 -3 20 2 2:0 2-8
Total World . . Gy 2 706 78-8 90-8 93-2 1003

* Provisional figares.

Compiled from league of Nations Memorandum on the Iron and Steel Industry
and ** The Economast,”

The consumption of iron and steel depends in a considerable
degree on the rate of capital investment in new industrial plant,
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railways, ships, etc. The paucity of capital since the War is
responsible for a diminished demand for the products of the iron
and steel industry, except in America, and the preceding table
shows that the demand is only now recovering. Our industry has
been handicapped in a special degree in the last few years by
the very heavy depression in our shipbuilding industry, which is
the chief consumer of British iron and steel, and in 1926 by the
prolonged coal dispute. .

The facts that we have excellent coking coal near the seaboard
and that we are excellently placed to import the world’s best ores
at low rates of freight are permanent influences in favour of this
country as a steel producer. But we cannot maintain a large steel
industry except on an export basis, for nearly half our present
output is directly exported, while of the remainder almost a
half is worked up in manufactures which we sell abroad.

Our plant is not, as a whole, so up-to-date as that of Germany
and Lorraine. Thus, General Sir Ierbert Lawrence, the Chair-
man of Vickers Ltd., recently declared (according to The Times
of November 2, 1927) ‘that it was a matter common know-
ledge . . . that there was a very large percentage of the steel
and engineering businesses which for one reason or another are
ill-adapted for modern production.” Moreover, the extensions
made during the War were not located with an eye to foreign
trade or post-war competition, but were designed to make the
best use of our then existing resources. The industry, therefore,
is in need of concentration and a better balancing of plant avail-
able for smelting pig-iron and making steel respectively. It has
to be remembered that we have to do an export business which
must necessarily be of a rather miscellaneous character and can-
not effectively be turned out by giant plants such as those of
Luxemburg and the United States. Such plants can only be
effectively employed in producing a standard product for an
immense market. But even for miscellaneous export business,
orders should be as concentrated as possible if the cheapest pro-
duction is to be achieved. It is universally admitted that if our
national advantages are to be exploited successfully, our industry
must take measures to concentrate output in the plants best fitted
for production.

In the meantime, with currency fluctuations to contend
against, the British steel industry has failed to maintain its hold
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upon foreign trade. In the following table the British export
figures woyld look considerably better but for the large reduction
in our export of pig-iron, which was an important item before
the War, but is now reduced to small proportions:

. TABLE 9
IRON AND STEEL—IMPORTS AND EXPORTS
(In millions of metric tons)

1913. 1923. 1924. 1925.
Imports
United Kingdom * . . . 227 1°34 247 276
Germany . . . . .31t 1-76 1°29 1°20
France} . . . . °17 *39 26 *17
Belglumll . . . . -89 56 *57 *54
United States . . . 20 *59 ‘51 78
Exports
United Kingdom* . . 505 439 392 379
Germany . . . . 6-31% 1°33 156 326
France} . . . . 63 2+29 2°94 388
Belgiuml|| . . . . 1-58 2+53 331 311
United States. . . . 296 1-98 174 171

* 1913 including Ireland ; 1923-5 excluding Irish Free State.

t Pre-war territory, including Luxemburg.

t The Official Trade Statistics of I'rance include the Saar in 1925. In the
above table the figures for 1923 and 1924 have also been adjusted in accordance
with available figures for the iron and steel trade of Irance and Germany with
the®Saar in order to make them directly comparable with the figures for 1925.

|| 1913 Belgium alone ; 1923 and thereafter, the Belgo-Luxemburg Customs
Union.

Extracted from League of Nations Memorandum on the Iron and Steel Industy,
Geneva, 1927, p. 66.

This Table shows clearly the increase of British imports and
the decline of British exports of iron and steel, the gain in
French and Belgian exports, largely at the expense of those of
Germany, and the decline of exports from the United States. The
value of our exports of iron and steel, however, still greatly ex-
ceeds that of our imports, owing to our exports being chiefly
highly manufactured goods, whereas our imports are mainly
semi-products.
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(d) Cotton

Up to about 1890 Great Britain was accustonred to spin
more than 40 per cent. of the output of American cotton. This
predominant position was alrcady impaired before the War, when
our share had fallen to about 25 per cent. Since the War there
has been a further sharp decline to about 15 per cent., and in
the year just ended (1926-7) the figure fell to 13.48 per cent.
Our percentage of the world's consumption of all kinds of
cotton has followed a similar course, being 11.6 per cent. in

19026-7 compared with 18.7 pér cent. in 1912-13. As a result
of this loss of business our equipment is greatly in excess of
the business we are at present able to command, in spite of the
fact that the number of spindles in Great Britain has been almost
stationary since 1913, whereas the spindles in other countries
have considerably incrcased. This may be illustrated by the
following table, which shows that, although we consume only
about 12 per cent. of the world's cotton, we still own 35 per cent.
of the world's spindles. In this table a column has been added
showing the percentage growth in the number of cotton spindles
since 1913:

TABLE 10
COTTON SPINDLES OFF THE WORLD

| .
At August ¢ At January At Auqust At January ! 1627 as pe¢

Countries 31, 1013 i 31,1927 31, 1013 : 3L, 1927, cent. of 191

S ——— - S —

(In thou'sands ) " Percent | DPrreent . Peregnt

Great Britain . . 55,052 | 57,548 , 388 | 350 1034

Rest of Europe . . 43,553 46,105 | 300 280 | 1052

United States . . 31,505 37,374 ., 220 22:7 ¢ 1180

Asia . . . 0,384 | 17,827 65 ! 10-8 4 1900

Other Countries . . 3 055 ! 5,762 21 35 . 1880
Total i

143,440‘164,016 10000 | 1000 I 1148

I |

Compiled from the ],fague of Nations 11Icmorandmn on Cotton (md f;om the
Statistics of the International Cotton I'ederatron.

'
i
i
i

The disparity between our ownership of spindles and our
consumption of cotton is partly explained by our greater output
of the finer counts of yarn which use a less weight of cotton per
spindle employed, but mainly by the fact that, whereas we have
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been working not much more than half-time, many of our com-
petitors hayve been using their machinery on double shifts. The
greatest progress has been made in the Southern States of
America, partly at the expense of New England, whose cotton
industry has been faced with problems not unlike those of Man-
chester, and in Japan, whose spindles have been worked in recent
times 4 to 5 times as intensively as those of Lancashire.

The result is that Lancashire has lost about one-third of her
pre-war export trade. In the best post-war year the export of
piece-goods ltas never reached two-thirds of the 1913 figure, and
in 1926 was only 54 per cent. of what it was in 1913:

TABLE 1:
BRITISH EXPORTS OF COTTON PIECE GOODS
1913 . . 7,075 mwillion linear yards
1922 . . 4,184, square®* ,,
1923 . . 4140, " "
1924 . B N U . .
1925 . . 4,430, " "
1920 . . 3,834 ., " '
1927 . 4,118 " '

* One square yard was eqmvalent to -g70 lincar yards in 1922, to -958 linear
vards in 1923, to *969 lincar yards 1n 1924, to -957 hnear yards in 19235, t0977
linear yards 1n 1926, and to -966 Lincar yards on the average of 1922-6.

Extracted from the Annual Statement of the Trade of the United Kingdom for
1922, ib. for 1926, and from Accounts relating to T'rade and N avigation of the United
Kingdom for November 1927.

* Thus our decline has been not only relative but absolute.
Indeed we have to go back nearly fifty years (to 1875-80) be-
fore we find a pre-war quinquennial period in which our exports
were so low as during the last five years. It is particularly dis-
couraging that in 1926 and 1927, a period of abnormally cheap
cotton and of record world consumption, our exports should have
shown a {further severe decline even compared with the im-
mcdiately preceding years.

The trade includes, however, one important branch in which
we are fully holding our own, namely, the most skilled branch
which produces the fine counts from Egyptian and similar
cottons. Some 22,000,000 spindles out’of Lancashire's total of
57,000,000 are satisfactorily employed on the production of fine
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goods—which casts into deeper shadow the gloomy position of
the remaining 35,000,000.

When we remember that cotton textiles still account for 21.0
per cent. of our total export trade, the seriousness of the above
figures is obvious. It is evident that Lancashire’s present methods
are becoming less and less capable of producing the coarser goods
on a competitive basis with the rest of the world. How far this
inability is due to unsound finance, how far to her failure hitherto
to deal satisfactorily with the acute problem of surplus capacity,
how far to the competition of labour with low standards of life,
how far to the growth of tariffs, and how far to the imperfec-
tions of the excessively individualistic lines on which the industry
is now organised, opinions differ.
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CHAPTER IV

TIIE NATURE OF THE PROBLEM

HE broad conclusions which emerge from the preceding
survey are the following:

1. Outrut AND WAGES

In spite of the recovery that has taken place from the
post-war depression and of the great technical and scientific
advances that have been made in industry here and throughout
the world, real wages in Britain are little if any higher than
before the War, and we have not yet succeeded in reducing the
numbers of the unemployed to anything like the pre-war level.
This is very far from being a satisfactory state of affairs. How
much it falls short of the possibilities is shown by a com-
parison with the United States where factory output per head
was no less than 40 per cent. greater and real wages at least
30 per cent. greater in 1925 than in 1919. Allowing for the
shortening of hours, DBritish manufacturing efliciency would
seem to have increased by not more than 15 per cent. in the
last fifteen years. Whatever the explanation of our compara-
tively poor rate of progress and in whatever proportions respon-
sibility should be shared between Great Britain’s leaders in
business, in the Trade Unions and in Government respectively, the
standard of life in this country would unquestionably be
materially higher if the existing resources of nature and of science
were being exploited with maximum efficiency by all concerned.
This in itself is sufficient reason for an up-to-date and better
considered policy towards industrial affairs.

2. DEPRESSION IN STAPLE INDUSTRIES

Certain industries in particular are*proving unable to pro-
vide the established standards of life for their workers, with
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results reflected either in low wages, in unemployment, or in
both. Yet these industries occupy a position of exceptional im-
portance in our national life. They are the chief contributors
to our export trade; and their expansion in the last century was
the basis of our national development as a foreign-trading,
foreign-investing country. They represent a very high degree
of specialisation of plant and skill. They are concentrated very
largely in particular localities. Tor these reasons the unsatis-
factory condition of these industries must he a matter of peculiar
concern. It would be impossible to view their decline with the
same comparative equanimity with which we have been able in
the past to view the decline of other industries against which the
tide of fashion or cconomic opportunity has turned. The coach-
building industry might go down hefore the advent of the motor-
car; the saddlery and harness trades mlght suffer from the same
cause. Such changes might involve minor hardship, but they
did not spell dislocation on a hig scale, or a change in the
fundamental nature of our economic equilibrium. The same
concern which found its market falling for horse-drawn vehicles
might set itself to the production of bodies for motor-cars, or
an increase in the output of leather trunks might compensate the
same industry for a falling demand for saddles. But it is only
necessary to ask to what alternative purposes a coal-mine or blast-
furnace could be converted in order to realise that the decline of
our basic industries would confront us with an altogether
more formidable problem. We have only to reflect how the
economic life of the Clyde, the Tyne, South Wales, East Lan-
cashire, and the mining areas centres round these industries ‘in
order to realise the magnitude of the social issues which are
involved.

To improve the condition of the basic industries, to remove
every removable obstacle which at present hampers them, and to
assist them to overcome their difficulties, must therefore be one of
our principal objects. Ior this reason we place in the forefront
an international policy calculated to promote the commercial inter-
course of nations, and in particular a single-minded support of
the policy outlined by the World Iiconomic Conference at Geneva.
This Report is not a suitable place for an extended trcatment of
the question of Fiscal Policy. But we have summarised our
views in the following chapter. Tt is for this reason, again, that
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we lay great stress on reducing the burden of local rates, which
at present fall most heavily on the distressed industries and areas
(vide Book 5), and make many recommendations scattered
through the Report directed to the assistance and rejuvenation of
some of our basic industries.

But there are two conclusions which, in our view, the extreme
desirability of the recovery of our basic industries does not
centitle us to draw. The first is that because this recovery would
be so desirable it can therefore be taken for granted. The geo-
graphical position of these islands, together with the possession
of ample coal resources located in spots convenient for economical
development, has been, perhaps, the most fundamental reason why
we have been a great trading nation. In the past our freedom
from external aggression and our political stability enabled us to
develop these advantages and secure a long lead in the world's
commerce and industry.  These natural conditions remain. We
stand between the new world and tae old—economically, politic-
ally, and financially. We are at the door of Europe, which is still
the largest market in the world, and we enjoy the trading connec-
tions which come from bheing first in the field in almost every
overscas market. These are assets which make it difficult for
other countrics to displace us in world-commerce. At the same
time, our long-established position may lead to lethargy and con-
servatism, and in any case we have had in recent years to fight
against hostile tariffs, fluctuating exchanges, the ‘effect of the
coming of oil, and the general diffusion of industrial knowledge.
While, therefore, we have every reason to suppose that we shall
remain in the front rank of the world's industrial nations, we
cannot he sure that our staple trades will revive to their old
dimensions. We must, therefore, be ready to meet any contin-
gencies—however unpleasant—which seem likely, and to grapple
with the problems—however formidable—which they may entail.

The second illegitimate conclusion is of a different kind.
The policy, which some advocate, of relieving the situation by
reducing the standard of life all round, and in particular by
reducing it decidedly below the pre-war level in the distressed
industrics, is one which should, in our opinion, be decisively
rejected, on the ground that it should not be necessary in face
of the technical improvements of recent years. It would be a
confession of failure and a good reason for drastic changes in
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the personnel of our industrial leadership if we were to declare
ourselves unable to maintain the very moderate standards of life
which now prevail. We feel convinced that with proper organisa-
tion and a proper distribution of the national resources of capital
and men, no reduction of real wages should be necessary and an
early increase should be aimed at.

3. ExTErRNAL IForcEs AND INTERNAL EFFICIENCY

It is, therefore, a vital question how far the troubles of
the basic industries are due to, remediable causes and how far
they are due to changes—whether of an enduring or of a tem-
porary character—which lie outside the control of those running
these industries.

We think that there is in some cases a certain amount of
remediable incfficiency within the industries themselves. In
certain sections of the coal, textile, and steel industries those
upon whom responsibility lies seem to outside observers to have
proved themselves unequal to dealing with the new problems
which confront them. For example, a failure year after ycar
to deal with the problem of surplus capacity and a continued
acquiescence in the wastes of working many plants partially in-
stead of securing the economies of concentration does not seem
creditable to the powers of initiative and adaptation of those con-
trolling them. Though there are striking exceptions, coal-
owners as a class are becoming a proverbial type of con-
servative obstinacy in the face of changing facts. Even in
these cases, however, the inefficiency often lies not in the
technical equipment and management of the individual enter-
prise, but in the policy and statesmanship of the industry as a
whole in the face of changing circumstances. This is probably
in some degree a natural consequence of diminished vitality in
industries which were in their prime and in the forefront of pro-
gress two or three generations ago. Then the leaders of these in-
dustries were nearly all pioneers; now few of them have reached
their present position by their own unaided abilities, but partly
at least because they are the sons of their fathers or the grand-
sons of their grandfathers. Furthermore, the problems of
surplys capacity in the face of stagnant or declining demand are
of an essentially different character from those of a period of
rapid and continuous expansion.
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This is not intended as a criticism of individuals. But the
changes which are being made by our competitors, notably in
Germany and America, warn us that the orgarisation of business
must develop on new lines, that the relations of great stock enter-
prises—run by salaried officials—to the public and to their
workers must be put on a satisfactory footing, and that new
vitality must be breathed into the system of private enterprise.

Moreover, throughout industry our competing strength has
been undermined by industrial strife. A belligerent policy by
labour organisations has in the pdst often been the only means by
which they could obtain the wages which subsequent experience
proved that the industry could pay, and this experience has had
the unfortunate effect of instilling into the minds of many workers
the false doctrine that the interests of owners, managers, and
workers are fundamentally opposed. Until this idea of the class
war is eliminated we cannot expect British industry to regain its
full potential efficiency. Lfficient business organisation and man-
agement and the effective co-operation of the partners in industry
are the foundations of economic prosperity, and the solution of
these twin problems is the main theme of this report.

Nevertheless, when full allowance has been made for such
factors, we think that there remain substantial depressing influ-
ences of a different kind. Some of these industries are no longer
of the same relative importance in the world’s economy that they
used to be, and are in distress not only in this country but every-
where. Some of them have inevitably lost the precarious
mosiopoly which this country used to enjoy, and find their former
customers, often behind tariff walls, making the goods for
themselves. Some of them could operate effectively on a suit-
able scale, but, as the result of abnormal stimulus received during
the War or afterwards, are trying to maintain an inflated equip-
ment of plant and workers. In some of them there are
branches which formerly yielded a large return per head
of the labour employed and were therefore relatively high-
wage occupations, but owing to subsequent developments it
has become possible to carry them on with less-skilled and lower-
paid labour. Unless this tendency is reversed by new inventions
or methods, where the advantages of skill and experienceé can
make themselves felt, such processes of production must inevit-
ably tend in course of time to become the business of nations
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which do not aim at so high a standard of life as ours. Wahilst,
therefore, we should do everything possible to extend our foreign
markets, we think that it would be unsafe to take it for granted
that our troubles will be solved by the recovery of these industries
to their former pre-eminence.

4. NEED ror MoBiLITY OF LABOUR

If this diagnosis is correct, it follows that considerable
numbers of workers may haye to be transferred from the
localities and trades in which they have been brought up to new
places and engage in fresh occupations which produce either new
classes of exports or goods for the home market. This is indeed
occurring already on a considerable scale under the pressure of
natural economic forces. But the obstacles to its taking place
fast enough are very great. The housing shortage, trade-union
restrictions, unemployment benefit, the miscellaneous character
of the new openings, and the failure even of the prosperous in-
dustries to go ahead fast enough to draw the surplus labour out
(}f declining industries stand in the way of smooth or easy trans-

erence.

5. Tue DikecrTioN or INVESTMENT

The necessity of restricting our foreign investinents, the high
total of which was formerly a reflection of our large favourable
balance of trade, to a scale commensurate with our present dimin-
ished balance is the financial facet of the same problem. So long
as there is an insufficient outlet at profitable rates of interest for
the investment of savings at home, these savings will continue to
seek an outlet abroad, and any attempt to maintain foreign invest-
ment at the old rate must, in present circumstances, greatly aggra-
vate the difficulty of the Bank of England’s task in maintaining
the exchanges, cause a stringency of credit, and set up a vicious
circle by retarding or preventing further developments at home.
On the other hand, the setting up of new industries, the modern-
isation of old ones, the revolution in the modes of transport and
in forms of power, the need to house our increased population,
and to rebuild a great part of our towns in accordance with
modern standards of fealth and decency, all call for a large
expenditure of capital at home. Without it we cannot hope to
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equal the efficiency of our leading industrial competitors. More-
over, a greater employment of labour in home trades can only
take place if there is a greater investment of our savings at home.
If it be true—as we are convinced that it is—that the capital
equipment of this country is by no means complete, and that
great developments and improvements are possible, it follows
that an increase in the proportion of our savings which is in-
vested at home at the expense of the share which goes abroad,
so far from being a mere temporary expedient, might be very
desirable in itself.

It is clearly imperative to maintain our export trades at
a level which with our other earnings will pay for our imports
and furnish some surplus every year to finance British enter-
prise abroad. We do not doubt that in part by the rccovery of
our older industries and in part by the development of new ones
this objective will be reached. But this is a much less ambitious
task than that of raising them to their former level. So long,
however, as we can attain this limited objective, there is no
rcason for despondency or for the fear that our national eco-
nomic life is in peril merely because our exports are not large
enough to maintain our pre-war scale of foreign investment. It
is a fallacy to assume that the national wealth is more truly
increased if the fruits of British savings embodied in British
labour are used to embellish the city of Rio de Janeiro than if thev
are employed to demolish the slums of South London or to build
motor-roads through the Midlands.

6. DEVELOPMENT OF NATIONAT. RESOURCES

It will now be evident to the reader where our argument
is leading us. We feel no assurance that a restoration of our
old export industries to the same position of relative importance
in the economic life of the nation which they held before the
War is possible without a reduction of wages or a lengthening
of hours or a lowering of the standard of life in some other
way. The hope for our export trade generally must lie rather
in the development of the newer trades. Moreover, a return to
the pre-war ratio between imports and exports is not necessary
unless we wish to increase our foreign ifivestment to its pre-war
dimensions, a course for which at present the national savings
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