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CHAPTER I 

INTRODUCTION 

This book is not a compilation of data relative to wage 
changes during the past quarter of a century. So far as 
it has been possible, the attempt has been carefully made 
to eliminate all statistical compilations or concrete data. 
Such material has been used only where absolutely neces
sary to demonstrate a point or indicate a tendency, and 
even then in the most restricted way. The primary object 
has not been to present detailed information relative to the 
compensation of industrial workers. The real purpose 
has been to analyze and bring to light the extraordinary 
changes which have occurred during recent years in 
thought and action relative to theories of wage determina
tion and the principles regulating the participation of 
employees in the output of industry. This has rendered 
necessary also a review of the revolutionary changes in the 
fundamental attitude of industrial leaders, financiers, stu
dents, publicists, and members of adjustment agencies, 
toward wage principles and standards, and also the citation 
of the sanctions for new standards and theories of wages 
which have developed through judicial or official action. 

THE NEW INDUSTRIAL REvOLUTION 

Prior to the World War, gradual, evolutionary changes 
had been taking place in wage-theories. After our entrance 
into the conflict, however, by mutual agreement between 
capital and labor, the general procedure was adopted of 
maintailling the pre-war purchasing power of wages by 
periodic changes in rates of pay according to fluctuations 

J 



2 INDUSTRIAL REVOLUTION AND WAGES 

in the cost of living. In general terms, therefore, it may 
be said that the war period practically constituted an inter
regnum in the development of principles and standards of 
wage determination. The only exception to this situation 
was the special emphasis placed on the so-called "living
wage" principle by the National War Labor Board. It was 
required to do this by the Presidential Proclamation cre
atingthe Board, in which the recognition of the living-wage 
standard was made mandatory upon its deliberations. 

After the Armistice the pre-war wage agitation was 
renewed with unprecedented vigor. The ardor for the 
recognition of advanced wage principles and theories was 
also further intensified by certain programs for industrial 
democracy which were an outgrowth of the wartime move
ment for a wider expansion of democracy. Altho ad
vanced conceptions were advocated, and in many cases 
sanctioned, there were no radical changes in theory or 
practise actually developed until after the industrial and 
financial breakdown or 1920-1921, and the resultant period 
of depression. 

It was the effort to revive the prostrated industry and 
trade of the country that finally led to the new economic 
regime through which the country has been passing since 
the year 1923. Up to the beginning of that year, a policy 
of wage deflation and general reduction in costs had been 
adopted in the attempt to revivify trade and industry and 
place the country again on a prosperous basis. This pro
cedure was unsuccessful It was then supplanted by a 
radical change in constructive attitude. A new industrial 
revolution was inaugurated in the United States which 
finally became the marvel of the civilized world. In its 
significance it has outrivalled the eighteenth century indus
trial revolution in Great Britain, when steam power was 
first applied to new mechanical inventions, the factory 
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system created. and the modem industrial era inaugurated. 
Special students and official commissions from the leading 
industrial and commercial nations of the world have come 
to America to study our amazing changes and achieve
ments.' European nations have been urged to adopt the 
American constructive policies and methods. Russia, in 
its desperate struggle to rehabilitate its industries, bas 
openly accepted and based its hope for the future upon 
the new American plan of industrial performance. 

This new industrial era, or the general underlying con
structive program, was inaugurated by a group of indus
trialists and public officials, of which one of the chief 
spokesmen was the Secretary of Commerce, Herbert 
Hoover. In the early part of 1923, Secretary Hoover took 
issue with those who since 1920 bad adopted the fallacious 
slogan of "a return to normalcy" in the sense of a deflation 
of wages and prices to a pre-war leveL He contended 
that "the road to plenty" did not lie in that direction. "We 
must get our minds away," be said, "from the notion that 
pre-war standards of living and volume of business would 
be normal now. Normalcy is a vastly higher and more 
comfortable standard than 1913." He then went on to 
say that industry during the past decade bad shown an 
unparalleled growth in productive efficiency. Volume had 
been increased; labor bad been more productive; higher 
rates of pay bad been made possible, and this, in tum, had 
enabled industrial workers to purchase more of the neces-

I A ee..... Trade Vmo. DdeptU. .. iIed tile Veiled Stata ill 1925. rta 

:r'~:!",~I:~::.d ~~1:'"..::wreiaec.!:= ~ 
1"26 ..... 19D. Tioeir __ are printed ill she l..IJbor RIrMt.. U. S. Bureaa 
of Labar StatiItica, 1- 19D. pp. 45-47. aad Ma, 1928, pp. 5(1.51. See 8100 
~ of l ......... ioDaI ~ic Caafer_. Gearioa, Wa, 4. 1927 (c. E.I. U. 
_tiona! .......... 08iee" Geaeora); a1 .. MAmeric:a tile GoIcIs, .. .., Ramoa, 

C
"UII' (Will ..... lionbpte., LtcLIoLondoa, 19D): M"--rica'. Seeret: The 
.. - of HOI' ra.-ic S_ (1""" Warra, Loadoa,. 1927); 1. A. 
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aUlk<! ME",,:;, WaD H.aa • a.a- iD America'. S, .. _:" "The S...- ;;; r,::,t'pa:- .., acnr... .-.-.. .... W. F ..... LJgp4 (Dodd, 14 ..... 

• 19Ui). 



4 INDUSTRIAL REVOLUTION AND WAGES 

sities and comforts of life. Prosperity, as a consequence, 
was contingent upon further improving these living stand
ards, as labor would consume more if it -could produce 
more and receive higher compensation. The Secretary of 
Commerce. and those of kindred views, therefore, advo
cated the elimination of waste from industry, the stand
ardization of output, the increased use of machines to 
extend mass production methods and to reduce labor and 
other costs of production. Under these conditions wage 
rates might be indeterminately increased, labor and other 
costs, as well as prices to consumers, reduced, and at the 
same time generous margins of profit maintained. 

As a result of the influence of these revolutionary sug
gestions, the present era of unprecedented prosperity was 
begun and developed. Industrial leaders and financiers,. 
as well as heads of labor organizations, accepted the new 
enlightened and far-seeing attitude as to industrial policy. 
The new proposals were enthusiastically applied. It was 
also clearly evident, because of the impoverished condition 
of European countries at the time, that the United States 
could not hope to sell its surplus products abroad in suf
ficient quantities to absorb the actual or potential output 
of its mills and factories. It was, therefore,' realized that 
reliance must be placed on the domestic market, and that 
to expand domestic demand, wages or purchasing power 
must be increased. 

Old wages, theories, and standards were, therefore, 
scrapped along with obsolete machinery and methods. The 
productivity principle of wage determinati6n became dom
inant. Money rates of pay and real wages within a few 
years advanced to the highest point in the country's history. 
In the pressure, however, of the extraordinary industrial 
development which occurred, no general, practical method 
was worked out for guaranteeing to labor a definite share 
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in the increased productive efficiency of industry. This 
remains to be done. A basis has, however, already been 
laid down for such a constructive program by recent 
agreements between organized labor and industrial man
agement. Industry itself bas been firmly committed to the 
new wage theories. They are now passing from a status 
of theoretical acceptance to one of practical application. 
Both theoretically and practically they are supported by 
enlightened public opinion. 

Aside from wages, the new industrial revolution has 
also developed fundamental problem.s of its own. The 
unprecedented machine which has been created must be 
coordinated in its workings. Not only must production 
and consumption be properly adjusted in individual indus
tries, but industry as a whole must be coordinated, either 
through its own action or by public agencies, so that it 
may be stabilized, and recurrent periods of retardation 
and unemployment prevented. This is a vital problem and 
must be dealt with in a constructive way as soon as possible. 

SANCTIONS, SOURCES AND PROBLEMS 

This, in brief outline, is the background from which the 
present work has proceeded. In carrying it forward, reli
ance had to be placed mainly upon periodical literature 
and other purveyors of current history. The extraordinary 
industrial revolution through which we have been passing 
has been so recent that statistical data, precedents, and 
enlightening comment have been mostly restricted to these 
sources. Only four general studies have recently been 
published in book form, all of which are very valuable 
contributions to the subject.' Current governmental pub-

1 '"IndWltry Com .. of Are." by Prof. Il. G. Tacwell (Harcourt, Brace ... 

~?ki':~n!'..CIrIIN;:2~~1r~192e:i~..r~?;;;: .. b\v~;a1to Mpro~~:,.,,~T:; 
GIlford It. Simoada UJd loh .. G. -uom_ (A. W. Shaw" Co., Cbi ... ~ aDd 
New Vorlr,,,-1928); aDd ''Tbe AmerU:ua 0mCII," by Garet Garrett (Eo P. 
lIvnoa " ...... New V ....... 1928). 



6 INDUSTRIAL REVOLUTION AND WAGES 

lications also contain important statistical information. 
The discussion of tendencies and the offering of construct
ive suggestions have thus far been confined to the business 
and financial press, and to addresses by industrial leaders 
and public officials. 

Finally, in the course of the present work, the method 
which has been adopted in discussing the changes which 
have occurred in wage theories and principles, has not, as 
a rule, been to enter into a critical examination of theories 
put forward, but rather to state merely the reasons ad
vanced in their support and to point out the extent to 
which changes have been sanctioned and applied. 



CHAPTER II 

PRE-WAR PRINCIPLES AND METHODS 

Prior to the World War, thought and practise relative 
to the determination of wages in the United States were 
entirely different from the situation at the present time. 
Small progress had been made beyond the century-old 
"Iron Law of Wages" as originally worked out by the 
English classical economists. With the exception of the 
general theory of "Supply and Demand," there were in 
practise no definite principles or accepted standards for 
the determination of wage rates. Labor, in relation to its 
compensation, in other words, was generallY--Qltho per
haps unconsciously-viewed as a commodity whose value 
was determined by the interplay of the forces of supply 
and demand. Altho such a conception as to fixing the 
price of labor would not always be acknowledged or openly 
avowed, nevertheless, as a matter of practise, it was a rule 
subconsciously present and usually followed. Labor's 
value was generally looked upon and determined in the 
same way as that of purely physical commodities, such as 
wheat, coal, iron, textiles and steel products. Very little 
attention, in a practical way, had been given prior to 1914 
to the human and ethical elements in the wage problem. 

THE So-CALLED "LAw" OF SUPPLY AND DEMAND 

From this view-point, the rate of pay to industrial 
workers at any ti!De was to be determined by placing the 
supply of labor over against the demand for labor. The· 
going price for labor was the result. In the event of any 
dislocation to or collapse in industry, the wage-earners 
were the residual sufferers. The evils arising from unre-

7 
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strained competition, such as prevailed in the coal-mining 
industry before 1900; price-wars in iron and steel manu
facturing, and other basic industries, or the creation of a 
constant over-supply of unskilled and semi-skilled workers 
by an unrestricted immigration policy, as well as recurrent 
industrial depressions or coll~pses from whatsoever causes, 
up to the time of the World War, were imposed upon the 
wage-earner by invoking the so-called immutable and inex
orable "laws of economics." 

It is no cause for wonderment that industrial workers, 
under the influence of these conditions and pronounce
ments, came to look upon theoretical and practical eco
nomics, especially in relation to wage-fixing, as "the dismal 
science of despair." According to its principles, as prac
tised prior to the war, they were without hope, or without 
any rational basis ofl procedure. Theoretically, their only 
opportunities for advancing their well-being lay (1) in 
reducing competition so as to permit the accumulation of 
a greater volume of profits and capital for future indus
trial expansion, (2) in producing goods faster than the 
labor supply increased, (3) in reducing the birth-rate, or 
( 4) in the fortuitous advent of some pestilence, earth~ 
quake, or other natural catastrophe, or even war itself, 
any of which chance happenings would decimate the labcr 
supply and thus give to wage-earners afterward a greater 
advantage in fixing the price for their labor. 

FREE PLAY OF SUPPLY AND DEMAND OFFSET 

BY ORGANIZATION 

Altho these theoretical contingencies as well as vigorous 
adherence to prevailing theories of wages might have been 
of great benefit ultimately to the wage-earning classes, 
they were too remote to be of any practical significance 
in the work-a-day world. Quite ~aturally, therefore, they· 
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did not have a constraining effect prior to the war. What 
seemed of relatively more importance to industrial workers 
was organization and the use of their combined economic 
influence or strength to offset the devastating effects of the 
interplay of supply and demand. 

The only effective program from a labor standpoint 
manifestly seemed to those in the movement to be in or
ganization and in the use of concerted economic power so 
far as this could be developed. As a consequence, the 
more skilled wage-earners turned their energies toward 
organization and the exercise of economic strength as the 
most effective means of securing higher wages. Craft 
unionism rapidly developed among the building workers, 
in the metal trades, in clothing manufacturing, among 
engine and train crews and shop employees on the steam 
railroads, and among conductors and motormen on electric 
traction lines. Industrial unionism also gained strength in 
the coal-mining industry and to a certain extent in the 
manufacture of clothing. 

Unskilled or common laborers, as a rule, were the de
fenseless victims of the unhampered forces of supply and 
demand. Their deplorable condition arose from the dif
ficulty of organization and the consequent impossibility of 
concerted resistance. 

As the organization of other classes of wage-earners 
developed, it was followed by a similar procedure on the 
part of employers. Collective action was met with col
lective action. Wage determinations virtually became the 
result of a test of actual or potential economic strength. 

MEDIATION AND .t\.aBITRATION UNAFFECTED BY 

FUNDAMENTAL PRINCIPLES 

When collective bargaining and the strike or lockout 
failed, altho recourse was frequently had to mediation and 
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arbitration, no fundamental principles were evolved or 
generally accepted prior to the World War. In arbitra
tion proceedings, stress was placed by labor upon the 
arduousness of their work, or, in other words, upon the 
actual physical sacrifices they were forced to make, and 
the physical conditions under which their occupations 
required them to toil. The groups above the unskilled and 
semi-skilled workers generally demanded differentials over 
basic rates of pay according to the skill, hazard, and respon
sibilities of their duties. These factors were, as a rule, 
recognized and given consideration. The potent influence 
in transmitting them into concrete terms of compensation, 
however, was usually dependent upon the relative degree 
of organization present and of the economic results which 
could be expected from either party to the case, if there 
was a failure to grant satisfactory rates of pay. Guiding 
principles were given scant, if any, consideration. Arbi
tration awards were almost without exception an irrational 
compromise of the conflicting claims of the parties to a 
controversy, popularly described as "splitting the dif
ferences." 

CoST OF LIVING AS A FACTOR IN WAGE-FIXING 

After the year 1900, when prices began generally to 
rise, "cost of living" developed as an active factor in wage
fixation. Compilations of changes in prices of articles 
entering into the consumption of the wage-eaming classes 
were made, and emphasis was placed by labor representa
tives upon the steady decline in the purchasing power of 
money wages. This tendency became increasingly appar
ent in negotiations and controversies over wages in all 
branches of mining and manufacturing. It was also 
brought prominently to the fore-front during the period 
of 1910-1915 in formal wage arbitrations between the rail-
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ways and their engine and train crews under the provisions 
of the Newlands Law.l 

This factor, however, as a basis for the determination 
of wages, as can be seen at once, had no fundamental or 
constructive significance. It was a defensive factor and 
not a constructive or underlying principle of action. It 
assumed that pre-existing wage-standards were satisfac
tory, and its acceptance and application merely implied 
that the real wages which had previously been received 
should be continued. It carried with it no analysis as to 
the adequateness or acceptability of previous standards of 
compensation. Under its workings there could be no 
actual advance in economic well-being. Its acceptance and 
application as a method of wage-adjustment could only 
mean that there would be--as compared with past periods 
-no loss to wage-eamers in purchasing power or in real 
income. 

STANDoUDIZATION OF OCCUPATIONS AND RATES OF PAY 

Another prominent factor which also gradually devel· 
oped in pre-war wage-determinations was that of stand
ardization. The effort was constantly made by wage
earners to secure standardized rates in certain occupa
tional groups irrespective of loc:a1 conditions. This ten
dency was especially noticeable in organized trades, as in 
the metal and building crafts, and in certain highly organ
ized industries, as bituminous coal mining and steam 
transportation. 

In the case of the coal-mining industry, basic rates of 
pay were established by negotiation and agreement in what 

I J. Noble Staclrott, -Arbitral Determination of Railway Wags" (Rough • 
.... loIilllin Com!>aIlJ'. Bootoa. 1918). Chapter III-The Increaoed Coot of 
Lmnl. P_on •• of Railwa,. W"l!e Albitration. Held under the Auapiceo 
of the Un.it" Stat .. Board of Modi ... oD and CoaciliatiOD • .}910.191S. Herbert 
Fei .. "PrlDCiplea ot W ... SettIemau," Chapter IV (B. w. WilaOD Com_. 
New York, 19~4). 
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'was termed the Central Competitive Field, made up of 
Illinois, Indiana, Ohio and Western Pennsylvania. The 
rates of pay in other mining areas were related to these 
ruling rates, varying according to comparative physical 
factors, such as the thickness and character of the coal 
seams, and the ease or difficulty of mining coal. Wages 
and working conditions were, therefore, practically stand
ardized on a pational basis, with due allowance for vari
ations in local conditions of mining. 

On the railroads, the highly organized engine and train 
crews, popularly known as "The Brotherhoods," at first 
carried on relations with the individual railroads. After
wards, negotiations and collective bargaining developed 
according to geographical sections known as the East, 
Southeast and West, the railroads being grouped respect
ively for these designations as (1) North of the Ohio and 
Potomac and East of the Mississippi, (2) South of the 
Ohio and Potomac and East of the Mississippi, and (3) 
West of the Mississippi River. This geographical group
ing for industrial relations and the determination of wage
rates was brought about primarily through its acceptance 
by railway managements for the purpose of protecting 
their own interests. They found it expedient to have 
wages and working conditions standardized in certain 
areas, in order to nullify the tactics of the labor organiza
tions in playing one individual railroad against another for 
the purpose of establishing precedents for collective bar
gaining. 

Standardization'was also strongly supported by the rail
way labor organizations. Before our entrance into the 
World War the unions of engine and train crews had 
effectively organized the "Eight-Hour Day Movement" on 
a national basis. At the same time, they were attempting 
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to eliminate territorial differentials in wage-rates.1 Stand
ardization had been generally put into effect in railway 
service, with the exception of a favorable differential in 
rates of pay in the West over the East and Southeast. 
Wartime investigations, however, disclosed the fallacy of 
the traditional idea, extending back to the California "gold 
rush" of 1849, that cost of living was higher in the West 
than in the East. As a consequence, the United States 
Railroad Administration practically standardized wage
rates for almost all classes of railway employees on the 
basis of the country as a whole. 

A further aspect of standardization of wage-rates was 
also evident in the pre-war period in connection with the 
methods of adjusting wages in the navy yards and arse
nals. It was provided by law that the boards charged with 
determining wage standards should investigate conditions 
in the territory adjacent to government arsenals and yards 
and make their findings on the basis of rates paid for 
similar work in private industries. 

Still another vital question relative to standardization 
prior to the war, and which is still the center of much 
controversy, had to do with the standardizing of rates of 
pay and working conditions of skilled occupations, as in 
the building and metal trades. With the increasing divi
sion of labor resulting from the constant extension of the 
use of machinery, skilled work, such as for example that 
of machinists, became more and more subdivided. Machine 
workers were utilized to a constantly greater extent on 
processes which had before been done by hand. Skilled 
crafts became concerned in making their occupational 

I '"TIle ATbitral Det_matioll of Raihra,. .War ... " by J. Nobl. Stockett, 
Jr •• 1918. Chapt ... ~, StandardlUtlon. Exblblt entitled "Standardlzation" or 
Utncll from Pre-war Arbltratioa Awa«1II Submitted to U. S. R. R. Labor 
Board. Cbicaco. 19ZI, by Railwa, Employees' Department, American Federa· 
ti"" 01 Labor. "Report of tbe Eight·Hour Commi .. ioo," Wa.bingtoD .... Govern. 
_ Printinc 0Bice, 1916. Feia, "PriDcipla of Wacc Settlcmmt," l;lIapter I. 



14 INDUSTRIAL REVOLUTION AND WAGES 

standards as inclusive as possible, while, on the other hand, 
the employers resisted any effort to have a semi-skilled 
machine operator receive the same rates of pay as a skilled 
craftsman. As a consequence, there has been constant 
controversy during the past twenty years as to the defini
tion of skilled crafts and the scope of application of their 
wage standards. 

The significance and wide extent of the changes thus 
taking place, or the effects of mechanical methods in 
eliminating skilled craftsmen, were forcibly expressed by 
Mr. John Frey, of the Molders' Union, writing in The 
American Federatwnist as early as May, 1916, as follows:1 

Of late, this separation of craft knowledge and craft skill 
has actually taken place in an ever widening area and with 
an ever increasing acceleration. Its process is shown in the 
two main forms which it has been taking. The first of these 
is the introduction of machinery and the standardization of 
tools, materials, products and processes, which makes produc
tion possible on a large scale and the specialization of the 
workmen. Each workman under such circumstances needs 
and can exercise only a little craft knowledge and a little 
c·raft skill. But he is still a craftsman, tho only a narrow 
one and subject to much competition from below. The sec
ond form, more insidious and more dangerous than the first, 
but to the significance of which most of us have not yet 
become aroused, is the gathering up of all this scattered 
craft knowledge, systematizing it and concentrating it in 
the hands of the employer and then doling it out again only 
in the form of minute instructions, giving to each worker 
only the knowledge needed for the mechanical performance 
of a particular relatively minute task. This process it is 
evident separates skill and knowledge even in their narrow 
relationship. When it is completed the worker is no longer 

1 "Modem Industry and Craft Skill," by John P. Frey in A...."./cIJ" 
FetkrIJlio"ist, May 1916, pp. 365·6, as contained in "Readings in Trade Unlon· 
ism," by David J. Sapos., pp. 283·4. 
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• craftsman in any sense, but is an animated tool of the 
management. He has no need of special craft knowledge or 
craft skill, or any power to acquire them if he had, and any 
man who walks the street is a competitor for his job. 

There is no body of skilled workmen to-day safe from the 
one or the other of these forces tending to deprive them of 
their unique craft knowledge and skilL Only what may be 
termed frontier trades are dependent now on all-around 
craftsmen. These trades are likely at any time to be stand
ardized and systematized and to fan under the influence of 
this double process of specialization. The problem thus 
raised is the greatest one which organized labor faces. For 
if we do not wish to see the American workman reduced to 
• great semi-skilled and perhaps little organized mass, a new 
mode of protection must be found for the working conditions 
and standards of living which unions have secured, and some 
means must be discovered of giving back to the worker what 
he is fast losing in the narrowing of the skill and the theft 
of his craft knowledge. It is another problem which the 
organized workmen must solve for themselves and for 
society. 

Under these circumstances the progressive degeneration of 
craftsmanship and the progressive degradation of skilled 
craftsmen seem inevitable. 

The movement thus described by Mr. Frey more than a 
decade ago has been intensified since the war by mass pro
duction methods, and the work of all-around skilled crafts
men in manufacturing and mining practically restricted to 
fields where machinery cannot be utilized. 

PUCTICAL RESULTS 

The period before the. war, so far as wage detennina
tions were concerned, may, therefore, be said to have been 
one which was not marked by the development and accept
ance of any new principles of constructive action. In aca-
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demic circles. as weD as in industrial life itself, the old 
order of thinking prevailed" in which the Jaw of snpply 
and demand was predominant. No hope of immediate 
bettenneot was held before industrial workers. Hahits of 
saTIng, limitation of numbers. or inc:reL..etJ efforts and pr0-

ductivity were put fonrard only as Ioog-time bases for 
increased compensation. ETeD if these conditions were 
realized, however, the situation seemed to be without prac
tical hope, bec:au..;;e of the small exteIJt to which the supply 
of labor was organized for collective bargaining purposes, 
and because of the fact that the policy of unrestricted 
immigration mnstjlDtly made availab1e a lahar supply in 
excess of the demand arising from the very rapid expan
sion in mining and manufacturing. 

As the unskiI1ed and semi-skiIled wage-euners found it 
difficult, if not impossible, to form and maintain 0rgani
zations to protect themselves against the so-caI1ed inex
orab1e Jaw of supply and demand as applied to their rates 
of pay. and as they were also confronted with the compe
tition of an unrestricted immigrant lahar supply of low 
standards. the economic condition of these classes of indus
trial workers in 1914. when the World War began. bad 
reached the danger line from both a human and a public 
standpoint. Their reaI wages were not sufficient to main
tain themselves and their families according to standards 
of bare physical subsistence.. In order to preserve family 
life, wives and children were forced to stlpPlemeot the 
earnings of the beads of the family by seeking empLJy
ment outside the home or as an alternative to destroy a 
oormal family life by taking boarders or lodgers into the 
home. 0ll1dren. even in their early teens. had to leave 
school and go to work. 

Some of the principal industries. such as textiles in an 
its branches. as wen as cJothing manufacturing, Jargcly 
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depended on woman and child labor, and were character
ized by excq>tionaIly low wage levels. In communities 
""here other basic industries, such as iron and steel manu
facturing and coal mining, were localized, secondary indus
tries were established with the object of taking advantage 
of the low wage standards of the men by securing cheap 
woman and child labor from their families. The cen
tralizing of cigar and "stogie," candy, paper box, clothing, 
and millinery manufacturing in Pittsburgh and other steel
manufacturing centers, and of hosiery, knit goods, and silk 
manufacturing in the anthracite coal-mining fields, and of 
shoe factories in bituminous coal-mining areas, were ex
amples of this general tendency.' 

NEW PRINCIPLES ADVOCATED 

Altho this was the situation as to actual methods and 
conditions, and altho new principles as to fixing wages 
were not generally accepted prior to the war, nevertheless, 
new conceptions as to what wages should be were con
stantly and earnestly put forward during this period, and 
vigorously advocated, especially in connection with wage
arbitration proceedings. As a matter of fact, the educa
tional work done in this way, as well as the agitation car-

I Few ddaiIa U tit til ........ IituatioD. _: 
F'maI Ropon of U. S. C-miaioa 011 IDdustrial JleIationo, Wubu..r-, 

Goftm ..... t PriDt~ Ofli<e, 1915. 
191!.qoan of u. s. -..ratiaa CommiIoioD-Vab. VI·XXVIII-WubiDgtaa, 

B ...... of J..abor. "'W ........ and Child Wa,e Earoen iD the UDited States," 
1910, Sfttate Dono_ No. 6-45 610t Coner .... 2nd S ... ioa. 

U. S. Public Heald. Serrice. BuJl .. iD iii", 76. 1916. 
U. S. Chtldreo·. B_a. ~t of Laber, 1915, "Stud,. of IDfant 

W ...... II.,. iII]. ___ p_ .. I ..... ia ... 
U. S. 0. dr ... •• Bureaa, ~_ of Labor, 1915, ·Stud,. .. f IDfant 

W~it,. ill M_tdair. 1/ ... lroey." 
W~~ ~t=:.!::i.";., H':m~e.!!' Labor, 1917, ·Stud,. of IDfant 

U. S. P_ Manila!. Secaad Rrport to die Secraary of Wu _ the 
ScI.mft Draft Scrrice. Dcftmbot', 1918. 

The Pitubarn Su"'"1. 1910 ... Ru_1I Sace FouDdatioa. 
-A u.u.. Wace." J- A, KyaD 1920. 
-Labor'. Criei .... S,pouDd M~aob ... 1920. 
"CeDddi_ of LobOr ia Am_ ladu.".," Laack and S,.cIeaotriclIet, 

1917. 



18 INDUSTRIAL REVOLUTION AND WAGES 

ried on by certain social agencies, was the most significant 
feature of the period immediately preceding the war. 

The facts as to wages and working conditions which had 
been developed by governmental and private inquiries were 
so startling and so fundamental'in their industrial, social, 
and civic significance that it was clearly apparent that they 
could not continue to be ignored when considered from any 
standpoint-whether one of humanity, public welfare, or 
even from the point of view of profit or the future effect
iveness and productiveness of industry. To students, 
investigators, or industrial leaders with foresight, and to 
all groups of enlightened public opinion, it became increas
ingly evident that industry needed a constructive program 
for determining wages which (1) would lead to a wider 
and more equitable dissemination of economic welfare, 
(2) would make possible an upstanding, dependable citi
zenship in a self-governing republic such as ours, and 
which (3) in conjunction with improved methods of man
agement, would bring about greater productive efficiency 
in industry, and a larger and more stable measure of 
national prosperity. 

The gradual emergence of this point of view was in 
reality the most significant aspect of the pre-war period so 
far as the determination of wages was concerned. Opinion 
was slowly crystallizing toward changed principles and 
practical methods when we entered the World War. This 
interregnum, so to speak,_ temporarily put aside the move
ment then in progress, but the theories as to wage-fixing 
which were being advanced in the years ~914-1916 with
out practical success, have finally become, as we shall see 
later, the commonplaces of the post-war industrial world, 
and have not only met with general acceptance and appli
cation, but in SOJ11e of their aspects have been elaborated 
and 31,+1-' . './l'lanctioned in a way that even the most 
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visionary advocate in pre-war years could not have antici
pated in his wildest dreams. 

THE "SUBSISTENCE MINIMUM" 

Social and charitable workers were the first to see the 
necessity for new conditions and to advocate the begin
nings of their attainment. This was, as might have been 
expected, for the reason that their work and daily activi
ties brought them into immediate contact with the human 
and social evils of the prevailing wage system. They soon 
discovered that poverty, dependency, and delinquency were 
the inevitable outgrowth of conditions then existing. As 
they proceeded in their studies of the status of wage
earners they found that among families in the lowest 
industrial scale the requirements of physical life alone
food, shelter, clothing, and fuel-necessitated a certain 
minimum family income, and when the earnings of the 
husband, or the collective earnings of husband, wife and 
children, fell below the ability to satisfy these bare animal 
necessities, the family became a public charge. The earn
ings of the head of the family, it was therefore concluded, 
should never, under any conditions, be less than sufficient 
to cover the requirements of minimum family subsistence. 

The next step was to find out what wages and earnings 
actually were, and to compare them with these minimum 
requirements. This comparison developed the astounding 
fact that, among the multitude of· unskilled American 
workers, average earnings were generally inadequate; in 
other words, that the heads of families could not provide 
their families with'll bare physical subsistence. Equally 
startling was the discovery also that even this was difficult 
when the wages of the head of the family were supple
mented by the earnings of children, who should have been 
in school, and by the contributions of wives and mothers, 
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who; instead of engaging in outside employment or taking 
boarders and lodgers in the home, should have had their 
energies free to devote exclusively to their children and 
their households. It was therefore apparent that compe
tition, or the free play of the forces of supply and demand, 
in determining wages for these .classes, should be so 
checked that the lowest wage-rates should not fall below 
the danger point-the point where the wage-earner and his 
family could not satisfy elementary subsistence needs. 

THE RESULTS OF BUDGETARY STUDIES 

Investigations were made to determine what this basic 
wage-rate should be. These inquiries consisted of budg
etary studies for the purpose of ascertaining what the 
minimum requirements for food, shelter, fuel, clothing 
and lighting of an average unskilled wage-earner's family 
would cost on the basis of· contemporaneous prices. Scien
tific analyses were prepared as to the food values necessary 
for workingmen and their wives and children of school 

-age. Computations were then made as to the outlay neces
sary for food ordinarily purchased by wage-earners in 
order to provide proper nourishment on the basis of these 
scientifically determined food requirements. Direct investi
gations were also conducted in industrial localities to find 
out the cost of necessary housing, clothing, fuel, and light 
and sundries. These items were then brought together, 
and their aggregate cost- disclosed the amount of family 
income essential to the physical maintenance alone of an 
average wage-earner's fami1y~ No allowance was made 
for comforts, luxuries, recreation, or savings. The mini
mum budget represented the minimum cost of bare sub
sistence. 

As early as 1901, the United States Bureau of Labor 
had made a general study of more than 25,000 families of 
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wage-earners in aU parts of the country. Included in this 
study was a very large proportion of native white and 
older immigrant families, and the average annual family 
income shown was $750. The object of the inquiry was to 
ascertain the cost of living of industrial workers, and 
no attempt was made to analyze the adequacy of the 
incomes earned or the standards of life based on these 
incomes.1 

The budgetary facts disclosed by this investigation, how
ever, were of great value to those which followed, prin
cipaUy under private auspices, for the direct purpose of 
showing the minimum cost of proper subsistence of wage
earners and their families. The most notable of these 
were those made by Louise Bolard More, of Columbia 
University, of 200 families in New York City during the 
years 1903-05; by Doctor R. C. Chapin, of 642 families in 
New York City in 1907, under the auspices of the Associ
ation for Improving the Condition of the Poor; by J. C. 
Kennedy and others of the University of Chicago, in 
1914, of 184 families of the Chicago Stockyards District; 
by Frank H. Streightoff in the same year for families in 
New York, Buffalo, Syracuse, Elmira and Albany, for 
the New York Factory Investigating Commission; by the 
Bureau of Personal Service of New York City, in 1914; 
and by Esther L. Little and W. J. Henry Cotton, in 1914, 
of "A Suggested Budget for a Textile Worker's Family 
in Philadelphia," the investigators being graduate students 
in the University of Pennsylvania.· 

The most exhaustive of these studies was that made by 
Doctor Chapin. His conclusion was that in 1907 "an 
income of $900 or over" for a wage-earner's family 

1 Ei,htomth AnmuJ Repott of the Commiuioner of Labor on Coot of Li.,. ma. WubiqtoD, GoYenam ... t PriDUn, office, 1901 • 
• Reprints of .0 th_ Buda'eta..,. Studi .. are to he found in Bulletin 7, 

"S_rda of Liviq." Bureau of Applied Ecoaomic:a, WaahiD&1OD, 1920. 
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"probably permits the maintenance of a normal standard. 
at least so far as the physical man is concerned." The 
economic and social effects of lower incomes were also 
shown by him at that time to be as follows: 

$-11)0- $6(lj). $S(lO. ~ $1100 
Aam:al Faai17 ~ $.)99 ~99 $l>99 $1099 aDIIi_ 

Per Cent.. of Families Under-
fed •••••••••••.••...•••• 76 lZ Z2 9 0 

Per Cent.. of Families GDIkr-
clothed •••••••••••••••••• 88 57 lZ 18 6 

Per Cent.. of Families Over-
crowded ...•••..•....... 68 58 53 36 21 

Per Cent.. of Families GIlder-
fed and UDderdothed •••• 68 16 10 2 0 

This conclusion of Doctor Chapin as to a minimum 
annual family income of $900 being es..c:ential to a subsis
tence standard of living was corroborated by an inquiry 
of the British Board of Trade into the cost of living in 
American towns in 19W. Mrs. Louise B. More's investi
gation in &X>. in New York City, also showed that "at 
least $728 a year'" was essential A special committee of 
the New York State Conference on 0Iarities and Correc
tions reported in 1907 that on the basis of a conservative 
estimate of basic needs "$S25 is sufficient for an avera,.ae 
family of five indi .. ;duaIs." Professor J. C. Kennedy's 
investigation in 1914 of the families of Chi~<7() Stockyard 
workers stated that the "necessary mjninmm expenditure 
for each family of five would be $SOO" annually. 

Doctor Qapin's conclusions were also verified by the 
reports during the same year of the New York Factory 
Iuvestigating Commission and the New York Gty Bureau 
of Standards. About seven years later-in 19U-the 
mjninmm budget for a textile worker's family in Phila
delphia was estimated at $1,071. In 1915 the Chicago 
Street Railway Conductors and Motormen. in the course 
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of arbitration proceedings, claimed that $1,210 a year was 
essential to meet the costs of the minimum requirements 
of their families. During the following year, the Legisla
tive Committee of the American Federation of Labor at 
• Congressional committee hearing on the so-called Nolan 
Bill providing a three-dollar-a~y minimum wage for 
government employees, submitted a budget of $766 as a 
minimum standard. In explaining this estimate, Mr. 
Arthur E. Holder, of the Legislative Committee, stated 
that $766 would "simply purchase a bare subsistence and 
is much below a decent living standard," adding: "You 
win observe that I have tabooed every form of 'luxury.' 
Receiving $765.95 a year, there could be no riding on street 
cars for this workingman's family, no tobacco, no candy, 
no books, no Sunday-school contributions, nothing for the 
church; no newspapers, no movies, no lodge dues, no 
insurance, no postage stamps and no doctor's bills. • • ." 

MINIMUM REQunEKENTS AND PUVAlLING WAGES 

From the foregoing summary, the significant point 
which stands out in connection with the historical develop
ment of the principles and methods of wage determination, 
is that from 1903 to 1916 a large body of opinion, sup
ported by budgetary estimates, prepared under public and 
private auspices, had as a rule fixed upon a sum ranging 
from $800 to $900 per annum as the annual income which 
an unskilled laborer and his family should receive in order 
to maintain a bare physical subsistence, and, as a conse
quence, the fixing of wages so as to yield at least this 
income was publicly advocated despite the fact that, under 
contemporaneous conditions, the family income of indus
trial workers was, as a rule, much less. The Federal 
Immigration Commission's investigation of 15,726 work- . 
ingmen'. families in 1908-1909, in aD branches of industry 

I 
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and in all sections of the country, showed an average family 
income of only $720 per year. In iron and steel manu
facturing, the. average family income was only $568, in 
bituminous coal mining $577, in anthracite coal mining, 
$618, in silk mills $635, in the woolen and worsted mills 
and in sugar refining only $681, and in leather manufactur
ing only $671. The Russell Sage Foundation in 1908 found 
the average annual income of steel workers in Homestead, 
Pennsylvania, to be only $349, and in 1909-1910 the Uni
versity of Chicago Settlement, in the Stockyards District, 
reported the families of workers, principally of races of 
recent immigration, to have a yearly income of only $442. 
The results of all these investigations, moreover, showed 
family incomes as the collective result of the earnings of 
husbands, wives, and children, and were not based on the 
earnings' of the head of the family alone. 

But the amount of family income of industrial workers 
during this period is not the fact of primary importance. 
The significant point is that from the results of the pre
vailing method of determining wage-rates under the more 
or less unrestricted play of supply and demand, came the 
acute realization that some other principle should be 
invoked to check the evils of this method. The beginning 
of a new point of view was expressed' in the claim that 
the wages of the unskilled workers-those on the danger 
line--should be sufficient to provide at least a subsistence 
level of living for themselves and their families. This 
was further elaborated by showing that it should be made 
possible for the wage-earner himself to earn this minimum 
income, so that his children might remain in school and 
his wife might follow her normal life as a wife and mother. 
Industries which did not have a wage scale in conformity 
with these minimum subsistence standards were denounced 
as parasitic and inimical to the public welfare. 
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BASIC STANDARDS DEVELOPED 

During this period two minimum levels or standards 
were developed for use in wage-determination. They may 
be briefly defined as follows: 

(1) The "pauper or poverty level," which represented 
roughly a standard of living just above the line where 
families were obliged to accept aid from charity or where 
they would run into serious debt. Industries paying wages 
which did not permit a higher level than this were termed 
parasitical and anti-social, and were condemned as causing 
high rates of infant mortality, encouraging woman and 
child labor, and developing "family incomes" instead of 
individual wage standards. 

(2) The "minimum of subsistence level," which was 
based essentially on mere animal existence and allowed 
little, if anything, for the needs of men as social creatures. 
At this level was no allowance for temporary unemploy
ment, and no provision for the savings that are necessary 
to take care of sickness, accident, or old age. It was 
claimed that workers receiving this wage were only a few 
weeks removed from the possibility of dependency. 

Both of these standards, with emphasis, as a matter of 
course, on the latter, were put forward as a bulwark 
against the serious effects upon wages of the unhampered 
play of the forces of supply and demand. 

LABoa OFFICIALLY DECLARED NOT TO BE A 

CoMMODITY 

An official and general sanction of the point of view that 
labor was not a commodity was established by the Con
gress in 1916. Under the provisions of the so-called 
Clayton Act, passed in that year, it was declared that 
''labor was not a commodity or article of commerce." 
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This public declaration brought to the forefront the social 
and human side of the wage problem and repudiated the 
theory that the price of labor, as in the case of ordinary 
commodities, could be determined solely by the law o£ 
supply and demand. The obvious conclusion was that 
questions of humanity, as well as social and civic effects, 
must be taken into consideration in fixing the compensation 
of industrial workers. The embodiment of this funda
mental principle in a Federal statute, aside from its bearing 
upon the legal status of labor organizations, had a stimulat
ing effect upon public opinion and upon the public attitude 
toward the· wage problem, and really signalized the break
ing away from the old view-points in determining the com
pensation of labor. 

THE STANDARD OF "HEALTH AND MODEST 

COMFORT" 

Under these conditions, it was but a step to the develop
ment of further principles in connection with the theory 
of what a basic wage should be. This was brought for
ward in the form of a declaration that a bare physical level 
for the lowest-paid workers was not sufficient;. that the 
subsistence standard had been advanced merely· to show 
the danger-line below which earnings should not be per
mitted to fall; that the unskilled laborer and his family 
as human beings were entitled to something more than a 
bare animal existence; and that there should, therefore, 
be made possible to them a standard of living of "modest 
comfort and health," with some opportunity for the ordi
nary decencies of life and for recreation. 

This new conception or higher standard of protest 
against the old law of supply and demand, which was 
destined to have a tremendous influence in the future, 
originated on the Pacific Coast in the Departments of 
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Economics of the University of Washington and the Uni· 
versity of California. Technically it became later known. 
in a general way in connection with wage controversies, 
as the "living wage" as contrasted with the "subsistence 
wage standard." The original occasions which led to its 
development were wage arbitrations in 1917 between street 
railway companies and their employees in Seattle. Wash
ington. and in Oakland. California. 

THE SEAtTLE AND SAN FRANCISCO AWARDS. 1917 
In December, 1917, an arbitration board, which had 

been earlier appointed in Seattle to determine a wage dis
pute between the local traction company and its employees, 
made an award which was destined to have a far-reaching 
effect in later years. The Chairman of the Board was 
Doctor Henry Suzzalo, at that time President of the Uni
versity of Washington. He called upon the faculty of 
the Economics and Sociology Department of the Univer
sity to assist him. The late Dr. Carlton Parker was at 
that time head of the department, and with him were 
associated Professor William F. Ogburn and others. They 
made a careful study of living conditions among street 
railway employees in the city. and prepared a budget for 
the consideration of the Board in making its award. This 
budget, as defined by the Arbitration Board in its decision, 
"InaY be called a minimum comfort budget and is slightly 
higher than a minimum health budget. The standard set 
Inay, therefore. be said to have been two steps higher than 
the minimum subsistence level." 

It was further explained by the Board that the budget 
was not an ideal' but a generalized one. A family of five 
was chosen as the basis for the following reasons: 

The budget ia for • family of five. Three children are 
chosen for various reasons. <a> Three children at least are 
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necessary for the race to perpetuate itself. (b) Federal and 
State experts do not make out budgets for less than families 
of five; thus neither public nor expert opinion sanctions a 
smaller standard. (c) Standards of a warring and indus
trially competing nation would seem to demand three children 
as a minimum. (d) Unmarried men are less desirable than 
married men, individually and socially, physically and 
morally; and the economic barrier to marriage is re,ognized 
as an important one. (e) The family of five, while larger 
than the average in the company's employ, may nevertheless 
be taken as the standard family of workmen receiving the 
maximum hourly rate, and the lower differentials worked 
out from this rate. 

Oothing and housing allowances were made on the basis 
of decency and modest comfort. A standard of proper 
nourishment of the family was developed through dietary 
studies on the assumption that about 12,000 calories per 
day were required, divided as follows: 

Man ...••••...•.••.••.•••••.••..•. 3,400 
Woman ••••.••••••••••••..•••••.•. 2,700 
Boy (13-14 years) .................. 2,700 
Girl (8-9 years) .................... 2,000 
Boy (5-6 years) •••••••••••••••••••. 1,500 

Allowances in a modest way were made for amusements, 
recreation and health. The insurance and savings item 
was larger than actually occurred, because wages prior to 
the award of the Board were not sufficient to permit sav
ings or the taking out of insurance. The moderateness of 
these allowances by the Board, altho they aroused wide
spread comment and were unprecedented at the time of 
the award, may be seen from the following transcript of 
this section of the budget: 
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AmllKmenta (movies, vacations, picnics, etc.) ••••••• $ 30.00 
Education aDd literature........................... 11.00 
Insurance and Avings •.•••••••••••••••.•.•.•••••• 130.00 
Comforta (tobacco, caDdy, Christmas, etc.).......... 30.00 
Organizations • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • . • • 20.00 
Dental and medical care........................... 60.00 
IDCideota1s (stamps, barbers, stationery, etc.)........ 25.00 
Household (furniture, laundry, tools, etc.).......... 40.00 
Miscellaneous (exigencies and waste)......... • . . • • 20.00 

$366.00 

The total cost of the budget accepted by the Board for 
fixing wages as a standard of minimum comfort for one 
year for a family of five was $1,505.60.' 

In September, 1917, another Arbitration Board in Oak
land, California, which bad been appointed to adjust the 
wages of the street railway employees of that city, asked 
Professor M. E. Jaffa, of the College of Agriculture of 
the University of California, to prepare a study relative 
to recent increases in living costs. As reports bad also 
been requested from several other members of the £acuIty, 
Professor Jaffa finally left the matter of total family 
income to the economists and emphasized in his report the 
purely nutritional aspects of food in relation to the earn
ings of workingmen's families, the minimum requirements 
of an average family before the danger line of undernour
ishment was reached, and the consequent effect of low 
wages on health.· 

For the same B9ard, Doctor Jessica B. Peixotto, of the 
University of California faculty, prepared a detailed 
budget of the minimum outlay required for a wage-earner's 

t "Standanla of Lr..Iq: A (Ampilatiaa of Jlvdcftary Stadia,· Buraa of 
Applied E-;'" W ........ D. c., 1930, pp. 96-101. 

I I1ai6-pp. lit-US. 
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family of husband, wife, and three children of school age, 
in San Francisco and Oakland. The amount she estimated 
at $1,476 per amlUm, with the statement that it covered 
era minimum standard of wholesome living and not mere 
subsistence." • • • "It would seem, then," she declared, 
"that the present scale of wages is such that a family of 
man, wife and three children of school age cannot be main
tained without getting into debt or receiving aid on much 
less than $110 a month," continuing: 

When the normal breadwinner is paid less than this sum, 
one of three things, anyone of them harmful for the group 
and for the community, is likely to happen: 

1. Other members of the family will have to work to make 
out the income; or 

2. There will be less food than is necessary for the men 
to do efficient work. The risks of ill health to all members of 
the group and the consequent costs to the group and to the 
society are equally plain; or 

3. The group must go without many of the articles noted 
under Sundries and House Operations. The probabilities of 
stupidity, early breakdown, and dependency are evident, for 
the expression of the more subtle capacities, the capacity for 
foresight, for generosity, for sociability, depends on having 
some money for "Sundries." One of the most important dif
ferences between social dependents, potential or actual, and 
self-supporting citizens is that social dependents are willing 
to go without the money for "Sundries," and capable men and 
women recognize the imperative need for the money that will 
buy those things the term covers. . 

THE PACKING-HoUSE A W.ARD 

These Pacific Coast conceptions of a minimum standard 
of living for the worker, based on health and comfort, 
were immediately reflected in other sections of the country. 
As a result of the unrest and dissatisfaction in the Slaugh-
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tering and Meat Packing Industry in 1917, Judge Samuel 
Aischuler, of the United States Circuit Court, was ap
pointed Arbitrator and Administrator in the industry by 
President Wilson. When sitting as an arbitrator to adjust 
wages, the principle of a wage for the lowest-paid worker 
sufficient to support himself and family in health and mod
est comfort, was urged before and accepted by him as a 
guiding principle in making his award. 

SUBSISTENCE AND MINIMUM STANDARDS CoMPARED 

The precedents thus established had a pronounced effect 
upon wartime and post-war wage adjustments, and were 
the basis, as we shall see later, of· many significant con
troversies. The examples already cited, however, repre
sent the strictly pre-war developments. In order that these 
offsetting conceptions upon the "commodity," or the so
called law of supply and demand theories of wages, may be 
quickly grasped, the subsistence and health-and-comfort 
standards, developed before the war, are shown below in 
chronological order. The differences in the costs of the 
various budgets show roughly the differences in the stand
ards which were put forward in this period: 

A. SubsisltnCl Lroel Datt Amount 
1. Wage Earners' Budgets in New 

836.25 York City, Louise B. More •••••• 1906 $ 
2. Standard of Living in New York 

City, Doctor R. C. Chapin ••••• • 1907 900.00 
3. Family Budgets in Chicago Stock 

Yards District, Professor J. C. 
733.62 lCennedy and others •••••••••••• 1914 

4. Costs and Standards of Living in 
New York State, New York Fac-
tory Investigatinfy Commission •• 1914 876.43 

S. Cost of Living of nskilled Labor-
er'. family, New York Cil)', N. Y. 

98Q.42 Bureau of Personal ServIce ••••• 1917 
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B.Minimum Health and Comfort 
Level Date 

1. Minimum Budgetary Estimate for 
Pacific Coast Workers, Doctor 
Jessica B. Peixotto, University of 
California ..•.••••.•.••••.•••. 1917 

2. Budget Awarded in Seattle and 
Tacoma Street· Railway Arbitra-
tion ...•...••••.••••...•••••••• 1917 

Amount 

$1,476.40 

1,505.60 

The contrast in the costs as well as in the fundamental 
conceptions of the two standards is apparent. The sig
nificance obviously consists in the accompanying demand, 
in connection with the higher standard, that the alleged 
law of supply and demand should not be permitted to 
force wage-rates to a mere physical level of existence, or, 
in other words, to a point where they would not yield 
sufficient earnings to enable a wage-earner to support his 
family in health and with reasonable comfort. 

THE THEORY OF INCREASED PRODUCTIVE EFFICIENCY 

During the period immediately preceding the Great War, 
or during the years 1913-1915, another wage theory was 
also developed, which, altho then unaccepted, had a funda
mental and far-reaching effect upon future thinking and 
action. It was known at the time, and later, as the "theory 
of. increased productive efficiency." When first put for
ward it was attacked as "academic"and "visionary," but 
later it was accepted by· organized labor as the funda
mental feature of its constructive wage policy, and finally 
became the basis of the revolutionary program of industry 
itself after the World War. For these reasons its origin 
and development are of great interest. 

The minimum subsistence and health-and-comfort stand
ards of living and co·mpensation, as advocated, in the pre-
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war period, were designed primarily to protect wage-earn
ers on the lowest margin of the industrial scale. This 
additional conception-that of compensation for produc
tive efficiency-had for its purpose the establishment of 
the claim of the more skilled workers for a larger partici
pation in profits and revenues. It was first advanced in 
1913 in a wage arbitration by the Brotherhood of Locomo
tive FU'emen and Enginemen, and in the two succeeding 
years was also vigorously put forward by the Brotherhood 
of Locomotive Engineers and other railway labor organ
izations. The exhaustive analyses of railway operating 
and financial performance which were developed, and the 
comprehensiveness with which the theory was worked out, 
may be best seen from the presentation made jointly by 
the engineers and firemen to an arbitration board sitting in 
Chicago in 1915, to pass upon a wage dispute between 
these two classes of employees and all the railroads west 
of the Mississippi River. Summarily stated, it was as 
follows:' 

During recent years the Western Railroads have made 
extraordinary gains in operating efficiency. By the installa
tion of locomotives of greater tractive power and cars of 
greater capacity, by the addition of a greater number of cars 
to freight and passenger trains, by the elimination of curves 
and the reduction of grades, and also by the &trengtheninJ of 
roadbed and structures, remarkable increases in freight train 
loads have been accomplished, and it has been possible to 
move a constantly increasing volume of traffic, or of ton 
and passenger miles. These developments have been attended 
by a three-fold effect upon Engineers and Firemen: 

I Brief. ",bmittal ..,. Preoideatt W. S. Carter uti Warrm S. s_~ uti 
w. Jeu Laack. t:c_i., ill behalf of Brotherboodo of Locomoti .... Enlineora ..... '-_ti .... Firemaa ud EnlriDemeD. Weotena ArbitratioD. 1914-1915, 
uod ... auap'ooo of Unoud Stat .. Boord of Mediatiou ..... ConciliatiODJ.. pp. 
7J-86. Stocl&etl, "TlIc Arbitral DetamiDatiOD of Bail_, Was ... •• l.lIap" 
.. IV. 
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(1) There has been a marked increase in their labors 
and responsibilities. 

(2) The Productive Efficiency of Engineers and Fire
men, or, in other words, the volume of traffic handled 
per Engineer and Fireman, has been greatly increased. 
The Engineers and Firemen employed by these repre
sentative Western Railroads, on a very conservative basis 
of calculation, which grants every advantage to the 
Railroads, for each $1,000 paid, hauled a volume of com
bined freight and passenger traffic from 40 to 50 per 
cent. greater in 1913 than in 1890. On individual Rail
roads 'the gains made in Productive Efficiency in many 
cases were even more remarkable than those mentioned 
above. 

(3) This increased productivity has been attended by 
a decrease in costs to the railroads, in terms of wage 
payments to Engineers and Firemen for each unit of 
traffic handled, or, in other words, it has cost the Rail
roads less in outlay to Engineers and Firemen to trans
port ton miles and passenger miles. During this same 
period, 1890-1913, the outlay in terms of Engineers and 
Firemen for each 1,000 ton miles handled by these 
twenty-four representative Western Railroads declined 
from 65.2 cents to 32.1 cents, or in other words, each 
1,000 ton miles handled cost 33.1 cents less in wages to 
Engineers and Firemen in 1913 than in 1890. 

(4) There is no doubt, and it has been freely acknowl
edged and repeatedly stated, that the growth of the large 
revenue gains discussed in the preceding section have 
been in part due to additional capital investment in 
Western Railroads, which should receive a liberal return 
for its use and the risk involved. A complete analysis 
of the increased operating efficiency of Western Rail
roads, therefore, brings up the question as to whether 
the revenue gains, which have resulted from the addi
tional capital investments, managerial ability, and the 
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increased work and productivity of Engineers and Fire
men and other employees, have been sufficient, after 
meeting the advances in operating costs, to pay a fair 
remuneration to additional capital investment and leave 
a 8urplus over and above all these outlays for increased 
compensation to Locomotive Engineers and Firemen. 

(5) A study of the financial and operating perform
ance of Western Railroads during the past five years 
brings an unequivocal and affirmative answer to this 
question. These gains are now contained in the accumu
lated surplus and other assets of the Railroads, and Loco
motive Engineers and Firemen are entitled to a further 
participation in these gains because of their efficiency 
and because of their increased work, duties and respon
libilities. 

(6) In addition to the amounts, as stated above, which 
are now shown to be available, according to the sworn 
statements of the Railroads to the Interstate Commerce 
Commission, for the remuneration of the increased work 
and productive efficiency for Locomotive Engineers and 
Firemen and other employees, additional sums amounting 
to hundreds of millions of dollars would also be available 
to the present time, had the finances of the Western Rail
roads been wisely and properly managed. A review of 
the past history of Western Railroads, in general, dis
closes the fact, however, that the extraordinary gains in 
revenue, which have arisen from the bounty of the Fed
eral and State Governments, the populating of the coun
try, the development of trade and industry, the adoption 
of mechanical devices and improved operating methods, 
added capital investments, and the increasing work and 
efficiency of employees, have to a large degree been 
absorbed by fictitious capitalization, or dissipated by im
proper or misguided financial management. 

(a) During the twenty years following 1850, the Fed
eral Government, together with the State of Texas, made 
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. land grants to Western Railroads to aid in their con
struction, to the amount of 305,114 square miles. This 
is equivalent, approximately, to all the area east of the 
Mississippi River and north of the Ohio and Potomac 
Rivers, with the exception only of the States of Wiscon
sin and Michigan. The unfortunate feature of this land
grant policy was that these great subsidies were diverted 
from their original purposes to the enrichment of a few 
financial adventurers. A number of Western Railroads, 
such as the so-called Pacific Lines, were built in a spirit 
of financial corruption, by collusive construction con
tracts, stock manipUlation, excess capitalization, and the 
defrauding of the Government and the public. The value 
of the extensive areas of lands granted was capitalized 
and distributed in the form of securities to the stock
holders. In other instances, the value or income-produc
ing power of the land was capitalized. A few Railroads, 
such as the Northern and Southern Pacifies, and the 
Atchison, Topeka and Santa Fe, retained very valuable 
holdings of timber and minerals, despite the stipulation 
that such lands be sold to settlers in small tracts. They 
are now among the unreported assets of these trans
portation companies. The Southern Pacific Company 
alone is now estimated to have oil and timber holdings 
ranging in value from $100,000,000 to $700,000,000, 
which are reported to the Interstate Commerce Com
mission at a book value of slightly more than $40,000,000. 

(b) During the years following the construction of 
the Western Railroads through Government aid, and 
extending into the early nineties, the greater number 
were characterized either by financial managements 
which dissipated their resources in the form of special 
distributions to stockholders, or by stock manipulations, 
or they capitalized cumulatively the expansion of trade 
and business, and gains in operating efficiency. The 
hundreds of millions of dollars of fictitious capital issued 
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during this period served to absorb and conceal the in
creases in operating revenues, and not only constitute 
• present drain upon the operating perfonnance of the 
transportation companies, but will continue in the future 
to absorb revenue. 

( c) After the panic of 1893, and the reorganization of 
a number of Western Railroads which had been forced 
into the hands of receivers by that financial catastrophe, 
• tendency toward the consolidation of independent lines 
into large systems became very pronounced. The move
ment progressed so rapidly that at the present time a 
comparatively few independent Railroads control the 
entire Western transportation industry. Of the ninety
eight Railroads engaged in the present Arbitration, prac
tically eighty are controlled by thirteen independent, pro
prietary systems. A few bankers, by their control of 
the avenues of credit and the market for the sale of 
securities. by becoming reorganization managers of cer
tain Railroads and forming voting trusts, by acting as 
fiscal agents, and by the purchase of stock. have finally 
secured control of the Western Railroad situation. These 
banking institutions are, in turn, through interlocking 
directorates and stock ownership, controlled by two dis
tinct financial group~e Morgan group and the Rocke
feller group. It truly may be said. therefore, the Morgan 
and Rockefeller interests dominate the entire matter of 
financial control over the economic interest and advance
ment of locomotive Engineers and Firemen and other 
employees. This has a two-fold aspect: the potential 
control of working conditions and compensation of em
ployees, as well as their general economic welfare and 
progress. is in the hands of these two groups of affiliated 
banking interests; and railway presidents are made and 
unmade by these dominating financial interests, and the 
fundamental policy required of them is to develop as 
large an earning power as possible in order to produce 
market value for securities and to pay dividends on 
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.securities which have been issued without actual invest
ment or additions to the earning value of the properties. 

(d) As a result of the methods of financing or selling 
securities developed under this banking control of West
ern Railroads, large discounts and commissions have 
been paid which have been without jurisdiction. By 
way of illustration, the recent investigation of the St. 
Louis and San Francisco Railroad by the Interstate 
Commerce Commission disclosed the fact that discounts 
and securities were paid to banks and syndicates which 
aggregated the enormous total of $32,152,602 during the 
period 1896-1913. Enormous bonuses to stockholders 
have also been granted during this same period of years. 
More than $250,000,000 was distributed in this way 
during the period 1900-1910 by eight representative 
Western Railroads alone. By the sale of securities at 
much less than their prevailing market prices, these com
panies were obviously deprived of cash resources which 
they should have had, and at the same time issued excess 
capitalization which became a drain upon operating 
revenue. If it had not been for these practises, the 
financial status of the Railroads which are parties to 
the present proceedings would be much more satisfactory, 
and much greater amounts of surplus revenues would 
be available. 

( e) Recent Railroad reorganizations have also been 
made the basis for the flotation of immense amounts of 
fictitious securities which have actually absorbed existing 
revenue, through unwarranted dividend and interest 
requirements, or will be made the basis for the absorption 
of future revenue gains. 

(f) An indication of the extent to which the financial 
condition of. Western Railroads has been adversely 
affected by financial mismanagement, and a startling 
illustration of the absorption of revenue gains produced 
by operating efficiency and increased work and output 



PRE-WA.R PRINCIPLES A.ND METHODS 39 

of Locomotive Engineers and Firemen and other em
ployees, has been afforded by an analysis of the dividend 
disbursements of only fourteen companies during the 
past fiscal year-a subnormal period of industrial depres
lion. These companies alone were found to have paid 
dividends in 1914 on fictitious stock issues amounting to 
$43,167,599. This does not account by any means for 
all of the excess stock of Western Railroads which are 
engaged in these proceedings, but only for a number of 
representative and illustrative cases. A comprehensive 
estimate would also have to take fictitious bond issues 
into consideration. If the future outlook were also 
considered, hundreds of millions of dollars of fictitious 
capitalization would be discovered which has not as yet 
received remuneration but which may become a drain 
upon operating revenues. 

It win be noted that the claim was made that the net 
gains secured from the increased productive efficiency of 
railway engine and train crews, as wen as from the invest
ment of new capital, from managerial efficiency, and from 
government land grants, had been improperly absorbed or 
dissipated by railroad financial management, and, as a 
consequence, neither employees, travelers nor shippers had 
received a fair participation in these productive gains. The 
overturning of the existing financial structure and man
agement of the railroads was not advocated, but the 
demand was made for the granting of a just share to em
ployees in revenue gains arising from their increases in 
productive efficiency before further corporate distribution 
of funds was permitted. 

The representadves of the railroads replied to this argu
ment by the counter-<:laim that decreases in costs of opera
tion had been made possible by increases in capital invest
ment, and improved facilities had lessened rather than 
increased the physical labors of employees. From this it .. 
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followed, they concluded, that capital and not employees 
had the economic and moral right to the revenue gains, 
or profits, which had accrued from the development of a: 
greater productive efficiency.1 

The relative claims of the railroads and their engine 
crews, as buttressed by exhaustive exhibits of. the operat
ing and financial performance of the various companies, 
were not officially recognized in the awards of the arbitra
tion boards, especially in the Western arbitration, where 
the supreme effort was made. Very close attention was 
given to the argument and exhibits, and there was extended 
discussion, but the final decisions were compromises with
out much regard to evidence, and without passing upon 
the fundamental principles and theories which had been 
advanced. 

These cases,however, marked the beginnings of a new 
era in wage-adjustments. The theories advanced were 
not practically accepted or applied in the period before the 
war, but the seeds of a new idea were sown, much thought 
and agitation was provoked, exceedingly valuable data 
were collected and printed, and an educational movement 
inaugurated which was destined to have undreamed-of 
practical results during the post-war period. 

THE SITUATION WHEN WE ENTERED THE WORLD WAR 

Up to the time, therefore, of our entrance into the World 
War in 1917, there had been no distinct change in thought 
or practise as to old wage theories. The law of supply 
and demand was subconsciously accepted in a general way 
without serious question. Increases in the cost of living 
had also practically been taken into consideration in wage-

1 "The Arbitral Determination of Railway Wages," Chapter IV. "Pro
ceedings and Exhibits of Eastern Firemen's Arbitration," New York, 1913, 
and "Western Engineer's and Firemen's Arbitration," 1915. United States 
Board of Mediation and Conciliation, Washington, D. C. . 
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fixing. On the other hand, the "subsistence standard," 
with the necessary wage to support it, had been effectively 
advanced as the minimum below which wages should not 
be permitted to fall. Immediately before our declaration 
of war, a higher basic standard, designated as that of 
"minimum health and comfort," had also been put forward 
as a further check upon the low earnings arising from the 
commodity theory of wages. The sanction of public 
opinion had also been given in the Gayton Act of 1916 
to the declaration that labor was not a commodity or 
article of commerce. 

In addition to these minimum standards of wage-deter
mination, the more comprehensive principle known as 
"increased productive efficiency," or the right of employees 
to share in the productive gains of industry in accordance 
with their contributions thereto, had been very ably pre
sented by some of the railroad "Brotherhoods" against 
the opposition of the railway managers. 

None of these new opinions or theories, however, had 
been widely sanctioned by public opinion or by the formal 
decisions of arbitration boards. They were being urged 
and discussed, and opiniQ,ll was beginning to be centered 
upon them as bases for possible changes in practise in 
wage-adjustments, when the current of thought and action 
was temporarily but entirely diverted as the result of the 
war emergency of 1917. 



CHAPTER III 

THE WAR PERIOD-AN INTERREGNUM 

The period of our participation in the Great War, so 
far as any bearing upon the principles or theories of wages 
was concerned, actually constituted an interregnum. Dur
ing part of the year 1917 and the whole of. 1918, the 
previous movement toward constructive change practically 
ceased. It was lost sight of in the all-absorbing problem 
of maintaining and accelerating industrial production for 
essential war purposes. 

While the war was going on, "wages and hours of 
labor," as has been correctly stated, "were rarely deter
mined upon a sound or scientific basis. As a rule, the 
governing factor was necessity. . .. Speeding up and 
increasing production were the first considerations in every 
industry; the cost was a factor of second importance or 
of no importance whatsoever. . .. Employers began 
bidding against each other for skilled workers, and soori 
found themselves obliged to resort to the same tactics to 
secure any kind of labor. • • • This meant that wage-rates 
were adjusted largely on the basis of the maximum de
mands of employees as modified by the maximum con
cessions which could be wrung from employers."l 

NECESSARY CONTROL OF CAPITAL AND LABOR 

This end was finally accomplished by the government 
arranging a truce for the period of the war between capital 
and labor, and the establishment of the War Industries 
Board, the Labor Policies Board, and the National War 

1 "Th" Industrial Code," Lauck and Watts. Funk & Wagnalls Company, 
1922. 

42 
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Labor Board. The first two agencies were primarily con
cerned with policies of control and administration. The 
function of the latter was fundamentally judicial. It had 
to do with the interpretation and application of the prin
ciples and standards which had been officially adopted as 
a guide to the adjustment of wages and conditions. The 
principles, which were mandatory upon the War Labor 
Board in making decisions, were originally agreed to by 
labor as represented by the American Federation of Labor, 
and by capital acting through the National Industrial Con
ference Board. Afterwards, these principles were officially 
proclaimed by President Wilson on April 8, 1918, and thus 
made binding upon all government departments and pro
curement agencies for the duration of the war. 

The general course of procedure which capital and labor 
voluntarily agreed to follow, and which, in principle, was 
adhered to throughout the war period, briefly stated, was 
to maintain the pre-war status as to industrial relations. 
I f an industrial plant had been unionized before the war 
it was by agreement to remain unionized during the war ; 
but if a plant had not been unionized before the war, it 
was stipulated that advantage should not be taken of the 
wartime emergency to force its management into a recog
nition of the union. On the other hand, all industrial 
workers, irrespective of pre-war conditions, were guar
anteed the right of organization and collective bargaining. 
Employers also agreed to refrain from any discrimination 
against employees because of affiliation with labor organi
zations •. 

CoSToOF-LIVING METHOD OF WAGE ADJUSTMENT 
ADoPTED " 

Regarding wage-rates, it was likewise agreed that pre
war standards of real wages were to be maintained. Funda-
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mentally this required that rates of pay should be adjusted 
at regular intervals in accordance with fluctuatioQs in living 
costs. 

During the first months of the conflict, when the attempt 
was being made to adjust industry to war needs, difficulty 
was experienced in securing a sound basis or index for 
determining changes in living costs either nationally or by 
localities. The newly created wage-adjustment boards in 
the mining, manufacturing, and transportation industries 
had to do the best they could with the data available. It 
was soon evident, however, that an accurate, scientific 
index was absolutely necessary in order to reach uniform 
as well as just decisions. In the autumn of 1917, tliere
fore, after the first fixing of wages in the shipyards of 
the Pacific Coast by the Shipbuilding Wage Adjustment 
Board, its chairman, Mr. V. Everit Macy, took up the 
matter with President Wilson, and as a result, Dr. Royal 
Meeker, Commissioner of Labor Statistics, was instructed 
to formulate an index based on pre-war conditions, and 
by constant investigation to ascertain and publish regularly 
a living-cost index for the period of the war. Large 
appropriations to expedite this important undertaking were 
supplied by the President from the war emergency funds 
under his controL 

BUDGETARY AND COST-QF-LIVING INVESTIGATIONS 

The Commissioner of Labor Statistics immediately made 
an investigation of the cost of living of representative 
families of industrial workers in the principal cities and 
industrial centers of the country. This comprehensive 
cost-of-living and budgetary survey covered 12,096 fam
ilies in 92 localities. Average family budgets were evolved 
from the data obtained, and future changes in prices of 
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food, clothing, fuel, light, housing, and sundries weighted 
in accordance with the relative importance of different 
items in these average budgets. A continuing basis of 
measuring changes in living costs was thus obtained. 

These results or indices were accepted as official by all 
wartime wage adjustment agencies. In addition to original 
awards on wage controversies, the general policy was also 
adopted of making changes in wages after the lapse of a 
stipulated time in the future, usually by six-month periods, 
on complaint of one or both of the parties, based on varia
tions-as a rule upward-in living costs. Some awards 
carried clauses providing for automatic changes in wage
rates each six months, should there be important increases 
or decreases in the cost-of-living index. In still other 
instances, wage adjustment agencies, on their own motion 
and without complaint, raised wages as living costs rapidly 
mounted. This method of adjusting rates of pay to price 
advances was the fundamental wage policy followed during 
the war. 

STANDARDIZAnOl( OP RATES OP PAY 

At first it was agreed by government officials, employers, 
and representatives of labor organizations, that in making 
adjustments of wages according to living-cost changes, 
local standards and the custom of localities should also be 
taken into consideration. This principle was practically 
abandoned after a time, however, for two reasons: (1) 
the intense competition for labor demonstrated the wisdom 
of having the same rates for similar work and services 
throughout the country, in order to avoid the migration 
of workers from one section to another because of the 
lure of better conditions and higher earnings; and (2) pre
conceived notions as to variations in the cost of living in 
different geographical areas, which had previously been the 
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basis of district differentials in wage rates, were nullified 
by the findings of governmental agencies such as the so
called Lane Railway Wage Commission, in the latter part 
of 1917, and later the investigations conducted by the 
Bureau of Labor Statistics of the Department of Labor. 
The conclusions reached from these nation-wide surveys 
was that the cost of living was practically the same 
throughout the country, or, in other words, variations in 
one section were offset by different tendencies in another 
area, and in general the level of the cost of living did not 
vary in any substantial way from one section to another. 

In the principal industries and trades, rates of pay of 
industrial workers were, therefore, standardized. Em
ployees of shipyards received the same rates of compensa
tion for similar work on the Atlantic as on the Pacific 
Coast. Likewise, the building trades, railway employees, 
metal trades, and all those engaged in the basic, essential 
industries, were placed on an equal footing as to com
pensation, irrespective of geographical location. 

This tendency was further stimulated by the efforts of 
skilled craftsmen-especially in the organized occupa
tions-to broaden the classification of certain designated 
occupations in the building and metal trades, and in rail
roading and ship-building. Machine operators, and semi
skilled occupations arising from machine and factory 
processes in the division of labor, were successfully claimed 
to fall into the category of skilled craftsmen, and as a result 
received the uniform journeymen's rates. Obviously, this 
procedure brought under the maximum rate of pay for an 
occupation all those who, in a division of labor by machine 
processes, had been receiving a considerable number of 
slightly varying rates; in other words, it tended. to stand
ardize workmen ,upward to the highest rate of an all
around journeyman. In a few other cases, all workers 



THE WAR PERIOD-AN INTERREGNUM 47 

in a broad general occupation, who had hitherto been 
classified on a lower scale than skilled craftsmen. were 
elevated to the skilled craft scale of pay. 

As the net result. one of the most striking wartime 
developments in the fixing of wages was the more or less 
arbitrary, but practically necessary, standardization of 
wage rates nationally or by extended districts, and also 
by broad occupational definitions. 

THE "LIVING W AGr' 

Where rates of pay before the war had been too low to 
permit of a standard of health and modest comfort for the 
wage-eamer and his family, it was claimed early in the war 
that the index of living costs should be ignored and wages 
should be arbitrarily increased to a point where the health 
and efficiency of the workers would be maintained in the 
face of the Deed for maximum production. Just as ma
chinery should be kept at its highest efficiency, it was also 
declared to be sound public policy, by proper wage in
creases, to conserve the human factor of production, or 
labor, unimpaired. The maximum productive efficiency of 
these classes of workers, it was held, would thus be main
tained, even tho it were necessary to raise their rates of 
compensation much higher than would be indicated by 
increased living costs. A policy of this kind, of course, 
involved principally the unskilled workers at the bottom of 
the scale of industrial occupations. 

This fundamental exception to the general method of 
procedure of changing rates in accordance with changes 
in living costs, diet not receive any formal sanction until 
the establishment of the National War Labor Board in 
the early part of 1918. The principles of the Board; after 
sanctioning the usual wartime basis of wage-determination 
by adjustment of wages to advances in living costs with 
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due consideration to the customs and standards of different 
localities, declared as binding upon the Board that: 

1. The right of all workers, including common laborers, to 
a living wage, is hereby declared. 

2. In fixing wages, minimum rates of pay shall be established 
which will insure the subsistence of the worker and his 
family in health and reasonable comfort. 

Obviously, this principle had developed from the street 
railway wage arbitrations at Seattle and San Francisco in 
the autumn of 1917, previously described, and from the 
Chicago Stockyards case of about the same date. It also 
soon became apparent that employers and representatives 
of the public, in originally accepting in conference the prin
ciple of a "living wage," had not taken into account the 
real significance and implications incident to the practical 
application of the principle. 

At special executive sessions ofl the War Labor Board, 
held in Washington in July, 1918, the matter was thor
oughly considered in all its aspects. Experts from all 
parts of the country, including those who the previous year 
had assisted in the preparation of the Seattle and San 
Francisco "minimum standards of health and comfort," 
testified. The Board also had budgetary studies prepared 
by their own staff, which showed the' rate of' wages re
quired to enable unskilled workers to maintain either a 
"subsistence standard" of living or a level of "health anq 
reasonable comfort." The resultant rates were so much 
higher in amount per hour, however, than those prevailing 
at the time, that the Board feared the dislocating effect 
upon production of practically applying the principle 
during the war period.1 . 

After prolonged discussion and consideration, it was 
1 Executive Proceedings of the National War Labor Board, Washington, 

July, 1918. ' 
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finally decided, for reasons of expediency, not to apply 
this principle in a general or arbitrary way, but only to 
sanction it in specific cases where wages were abnormally 
low and where the physical maintenance of labor for war 
production was being impaired. The specific case which 
had brought the principle up for consideration-the Ma
chinists of Waynesboro, Pennsylvania, vs. Employers-
was one of this character. In the decision rendered, the 
cost of living was disregarded as a guide, and the existing 
rates of pay-IS to 20 cents an hour-advanced to 40 cents 
an hour, which was decided upon at the time as a necessary 
minimum hourly rate of pay for unskilled laborers. 
Accompanying the decision, however, a resolution was 
adopted, setting forth the attitude of the Board to the 
"living wage" principle. It was resolved: 

nat this war is not only a war of arms, but also a war of 
workshops; a competition in the quantitative production and 
distribution of munitions and war supplies, a contest in indus
trial resourcefulness and energy; 

nat the period of the war is not a normal period of indus
trial expansion from which the employer should expect 
unusual pr06ts or the employees abnormal wages; that it is 
an interregnum in which industry is pursued only for com
mon cause and common ends; 

nat capital should have only such reasonable returns as 
will assure its use for the world's and Nation's cause, while 
the physical well-being of labor and its physical and mental 
effectiveness in a comfort reasonable in view of the exigencies 
of the war ahould likewise be assured; 

nat this board ahould be careful in its eonclusions not 
to make orders in this interregnum, based on approved views 
of progress in normal times, which, under war conditions, 
might aeriously impair the present economic structure of our 
country; 

nat the declaration of our principles as to the living wage 
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and an established minimum should be construed in the light 
of these considerations; 

That for the present the board or its section should con
sider and decide each case involving these principles on its 
particular facts and reserve any definite rule of decision until 
its judgments have been sufficiently numerous and their 
operation sufficiently clear to make generalization safe. 

This resolution was submitted and adopted at the request 
of former President William H. Taft (now Chief Justice 
of the Supreme Court), who was at that time one of the 
public Joint-Chairmen of the National War Labor Board.1 

Its chief significance was three-fold: (1) in the precedents 
established in the future activities of the Board, where it 
was practically invoked in the adjustment of exceptionally 
low wage standards: (2) in the intimation that the prin
ciple was one which might be deserving of sanction under 
normal peace-time conditions, and (3) the injection of this 
principle into the wartime' code for industry gave it a 
prominence which stimulated its discussion and advocacy 
in the period of post-war reconstruction. 

THE EFFECTS OF THE WAR 

Because of the truce which had been arranged between 
capital and labor, the war period, therefore, was not 
marked by any decided changes in the theory and actual 
adjustment of wages. When the Armistice was signed, 
both capital and labor were, fundamentally speaking, 
highly dissatisfied. As cost of living had tended to advance 
more rapidly than money wages during the war period, 
labor, as a rule, was anxious to throw off all restraints, 
and by the use of organized pressure to secure immediate 
advances in rates of pay and improvements in working 

1 Minutes of the National War Labor Board, July, 1918. Report of the 
Secretary of National War Labor Board, 1919. "The Industrial Cod .... 
Lauck and Watts, 1922, Chapter IV, and also pp. 124·129. 
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conditions. Employers were no less desirous to free them
selves from the control of governmental agencies, and to 
prepare for the period of reconstruction and severe read
justments which they saw clearly ahead of them. 

A. a matter of fact, however, there were many under
lying tendencies that the war had developed, which were 
to have a constraining influence on wages in the future. 
The advantage in industry of mass production and coop
erative efficiency had been made apparent. It had been 
demonstrated that with proper cooperation between capital 
and labor, industrial output could be wonderfully acceler
ated and increased, and altho wage rates per hour or day 
might be higher, the actual labor costs in terms of units 
of product under these new conditions might be lower. 
To many industrial and labor leaders, the war experience 
afforded the basis of a vision of what might be accom
plished in the future under proper leadership and with a 
real spirit of cooperation. 

Government control of industry, the constant pressure 
for increased production, as well as the physical examina
tions under the Selective Service Law, had also made 
impressions upon the public mind as to the human and 
social evils of the low wage scales prevailing prior to the 
conftict.1 Both from the standpoint of proper national 
defense and from that of realizing the highest productive 
efficiency of industry, the war had shown that earnings of 
industrial workers, especially those in the lowest scate, must 
be adequate for physical needs and healthru11iving require
ments. The supreme effort to make "the world safe for 
democracy" had also brought with it the accompanying 
demand for "democracy in industry," which meant, in 
addition to a share in industrial management and control, 

I Ullited Slalel ......... v~ .. Rrport to the Secntary of War 
on the Opaatioa of the SeJocti"., SerYice s,._ to December 20, 1918. 
Wulaiact-. ~ Priatiq ~ 1919; PlIo 15 .... 157. 
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the advocacy of principles for the more equitable participa
tion of wage-earners in the output of industry itself.1 

All of these more or less intangible factors, while at
tended with no concrete results during the war, were 
destined to have a profound effect in the post-war years. 

1 ''War Time Strikes and Their Adjustment," Alexander M. BinI(. New 
York, 1921. Pp. 273·288. 



CHAPTER IV 

POST-WAR CONFLICT AND RECONSTRUCTION 

The three years following the close of the war repre
sented a transition from the old order to the one now 
prevailing. It was a period marked by unprecedented 
industrial unrest and conflict, as well as by a widespread 
and earnest attempt to realize a larger measure of democ
racy in industry. There was a strong movement, on the 
one hand, which had for its purpose a return to the old 
laws of supply and demand and the use of economic 
strength in determining wages, while, on the other hand, 
there was an even more aggressive movement, the object 
of which was to put aside the past and to inaugurate a new 
industrial era. This latter movement was relatively not 
so strong industrially and financially as the former, but 
the lack of financial resources was largely compensated by 
its determination, aggressiveness, and enthusiasm for the 
establishment of a larger participation of· employees in the 
control and output of industry based on new ideas and 
principles developed during the war. 

PROGR.ESSIVE OPINION AND CoNSTRUCTIVE INDUSTRIAL 

STATESMANSHIP 

An influential group, composed of students, statesmen, 
and publicists, as well as some representatives of both 
capital and labor, wished to carry over into the years of 
peace, the experience in wage-fixing and industrial rela
tions-both as to practises and new ideas-which had been 
developed by the war. They claimed that wartime rates 
of pay should not be reduced, as pre-war wage-scales had 
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been too low. It was also declared that old wage theories 
should be abandoned, and a new industrial code should 
be sanctioned which should set forth more equitable, 
humane, and democratic principles for determining wages 
and industrial relations. They also wished to substitute 
for pre-war industrial cQnfiict, a system for the judicial 
settlement of wage disputes with these new principles as 
a guide. This attitude was nowhere better expressed than· 
in the statement issued shortly after the Armistice by the 
National Catholic War Council in Washington. Its ree ... 
ommendation for post-war reconstruction was, in part, 
as follows: 

The general level of wages attained during the war should 
not be lowered. In a few industries, especially some directly 
and peculiarly connected with the carrying on of war, wages 
have reached a plane upon which they can not possibly con
tinue for this grade of occupations. But the number of 
workers in this situation is an extremely small proportion 
of the entire wage-earning population. The overwhelming 
majority should not be compelled or suffered to undergo any 
reduction in their rates of remuneration, for two reasons. 
First, because the average rate of pay has not increased faster 
than the cost of living; second, because a considerable major
ity of the wage-earners of the United States, both men and 
women, were not receiving living wages when prices began 
to rise in 1915. • •• Therefore, wages on the whole should 
not be reduced even when the cost of living recedes from its 
present high level. 

Even if the great majority of workers were now in receipt 
of more than living wages, there are no good reasons why 
rates of pay should be lowered. After all, a living wage is 
not necessarily the full measure of justice. All the Catholic 
authorities on the subject explicitly declare that this is only 
the minimum of justice. In a country as rich as ours, there 
are very few cases in which it is possible to prove that the 
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worker would be getting more than that to which he has a 
right if he were paid something in excess of this ethical 
minimum. Why, then. should we assume that this is the 
normal share of almost the whole laboring population? Since 
our industrial resources and instrumentalities are sufficient 
to provide more than a living wage for a very large propor
tion of the workers, why should we acquiesce in a theory 
which denies them this measure of the comforts of life? 
Such a policy is not only of very questionable morality, but 
is unsound economically. The large demand for goods, which 
is created and maintained by high rates of wages and high 
purchasing power by the masses, is the surest guaranty of a 
continuous and general operation of industrial establishments. 
It is the most effective instrument of prosperity for labor and 
capital alike. 

Protestant churches of all denominations also supported 
the principles underlying this pronouncement. The Inter
church World Movement itself in 1919 caUed a conference 
in New York City to formulate a nation-wide, constructive 
basis of procedure. Two industrial conferences composed 
of representatives of capital, labor, and the public were 
also convened by President Wilson in the years 1919-1920 
and urged by him to formulate a new constructive program 
looking toward industrial justice and permanent indus
trial peace and democracy. 

REVEIlSION TO hl'DUSTaIAL CoNFLICT 

Organized capital and labor, however, were unable to 
agree on a definition of coUective bargaining. On this 
rock the attempts toward a new constructive policy were 
shattered. New principles of wage-determination never 
really passed beyond the phase of· agitation to formal joint
discussion. This deplorable condition of affairs was 
brought about by extremists in the forces of both capital 
and labor. 

s 
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A large section composed of the less foresighted mem
bers of the capitalistic and managerial groups desired to 
eliminate all wartime restrictions, especially in connection 
with industrial relations. They looked upon the growth 
of government regulation during the war as a menace. 
They advocated freedom in fixing prices of commodities 
and answered the popular post-war criticism against high 
prices and profiteering by the claim that excessive prices 
were due to high wages. To increase still more the rates 
of pay of industrial workers was to their minds only 
adding another link to the "vicious circle" of higher wages 
and, in tum, higher prices. 

Organized labor, on the other hand, was discontented 
and impatient because rates of pay had not kept pace with 
the rapid rise of living costs prior to the Annistice. After 
the cessation of conflict and the gradual removal of gov
ernment control of prices, this tendency became even more 
pronounced. Real wages rapidly declined, and urgent 
demands were made for higher rates of pay. Delays in 
adjusting these demands led to a nation-wide strike of 
bituminous coal miners in the autumn of 1919, and of a 
so-called "outlaw" railroad strike of switchmen and other 
employees in the early part of 1920. Railroad workers, 
against the instructions of their own union officials, stopped 
work and for several months caused serious dislocations 
and breakdowns in the transportation systems. -

There was, in addition, widespread dissatisfaction in 
other basic industries, accompanied by many strikes. Indi
vidual workmen were restive under trade-union discipline. 
The great majority claimed that they had borne a loss of 
real wages during the war. Since the Annistice, they 
further declared, the removal of price-control agencies had 
resulted in such a skyrocketing of living costs, and in 
such further decreases in real wages, that they had no 
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demands as to wages, the representatives of the mine 
workers took practically the same fundamental position as 
the railroad employees did later. They repudiated the 
cost-of-living method of wage adjustments as a wartime 
measure not adapted to the normal conditions of industry, 
and one which, if permanently adopted, would leave the 
laboring classes without hope of· economic advancement. 
In addition to asking just and reasonable increases in rates 
of pay to pick-miners, they made their chief argument and 
presentation in behalf of rates requested for day men, on 
the ground that such rates were essential, under existing 
conditions of work, to- enable a mine worker to earn a 
"living-wage" or to support himself and his family on a 
minimum level of health and modest comfort.l 

THE "HEALTH AND DECENCY" BUDGET OF THE UNITED 

STATES DEPARTMENT OF LABOR 

In advocating the "living wage" principle, the represen
tatives of the labor organizations, as might be expected, 
relied upon past precedents, such _ as the Seattle Street 
Railways and the Packing House Awards of 1917-1918, 
and also submitted budgetary studies which had previously 
been prepared, such as the Seattle and San Francisco 
budgets of 1917, as well as those prepared by Professor 
William F. Ogburn for the consideration of the National 
War Labor Board in the year 1918. 

Soon after the close of the war, in connection with the 
adjustment of Government employees' salaries by a Con
gressional Committee on Reclassification, the United States 
Bureau of Labor Statistics was requested to prepare a 
budgetary study on the basis of "minimum health and 

1 Proceedings Before the United States Bituminous Coal Commission, Wash
ington, Department of the Interior, 1920. 
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decency" for the average family of a Government clerk 
in the City of Washington. 

This task was accomplished with the greatest scientific 
care and accuracy, and with proper reference to the pre
vious investigations made by the Bureau as to actual living 
costs of wage-eaming families. The first budget, pub
lished in 1919, was tentative, but it was revised in 1920 
after further investigations by the Bureau, and by the 
findings of a sub-committee of the National Conference 
on Social Work with special reference to the industrial 
worker. 

The level of living which it was aimed to establish in 
this budget may be best described in the words of the 
Bureau's own explanation, as follows:1 

Previoul studies of the subject have analyzed the concep
tion of budget level and have distinguished several levels. 
Some of the more important of these are as follows: 

(a) The pauper or poverty level. This represents roughly 
• standard of living just above where families receive aid 
from charity or where they run into serious debt. 

(b) The minimum of subsistence leveL This is based 
essentially on mere animal existence and allows little or 
nothing for the needs of men as social creatures. 

(c) The minimum of health and comfort leveL This rep
resents a slightly higher level than that of subsistence, pro
viding not only for the material needs of food, shelter, and 
body conring, but also for certain comforts, such as clothing 
lufficient for bodily comfort and to maintain the wearer's 
instinct of self-respect and decency, some insurance against 
the more important misfortunes-<ieath, disability, and fire
rood education for the children. some amusement, and some 
expenditures for self-deftlopment. 

Inasmuch as the primary aim of this study was to furnish 

I Vaited Stalls B_ of t.Ioar Statietic., W~ 1920. 
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information for use by the Joint Commission of Congress on 
Reclassification of Salaries, the minimum of health, decency, 
and comfort was kept in mind in determining the quantity 
budget and in selecting quantities and ascertaining prices of 
articles of the budget. ••• 

BUDGET LEVEL USED IN THIS STUDY 

Finally, after long consideration, itwas decided to use as 
a working basis a budget level which can be best expressed 
perhaps by the phrase "a standard of health and decency." 
This phrase is not entirely precise in meaning. No phrase 
of the kind can very well be wholly satisfactory. The budget 
herewith suggested is intended to give the average family, 
consisting of a husband, wife, and three children below the 
age of 14 years: 

(1) A sufficiency of nourishing food for the maintenance 
of health, particularly the children's health; 

(2) Housing in low-rent neighborhoods and within the 
smallest possible number" of rooms consistent with decency, 
but with sufficient light, heat, and toilet facilities for the 
maintenance of health and decency; 

(3) The upkeep of household equipment, such as kitchen 
utensils, bedding, and linen, necessary for health, but with 
no provision for the purchase of additional furniture. 

(4) Clothing sufficient for warmth, of a sufficiently good 
quality to be economical, but with no further regard for 
appearance and style than is necessary to permit the family 
members to appear in public and within their rather narrow 
social circle without slovenliness or loss of self-respect. 

(5) A surplus over the above expenditures which would 
permit of only a minimum outlay for such necessary demands 
as-

(a) Street-car fares to and from work and necessary rides 
to stores and markets) 

(b) The keeping up of a modest amount of insurance; 
(c) Medical and dental care; 
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(d) Contributions to churches and labor or beneficial 
organizations ; 

( e) Simple amusements, such as the moving picture once 
in a while, occasional street-car rides for pleasure, 
lome Christmas gifts for the children, etc. 

(f) Daily newspaper. 

THE STANDARD FAMILY 

This budget has been worked out for a family consisting 
of husband, wife, and three dependent children-a boy of 
11, a girl of 5, and a boy of 2 years of age. The number in 
the family and the ages of the children conform closely to 
the standards used by the Bureau of Labor Statistics and 
other investigators in the past. The determining factor in 
selecting the standard family, however, was the fact that a 
family of this particular size and composition represents 
actual existing families in the United States. The average 
number in the white families scheduled by the Board of 
Labor Statistics was 4.9 individuals (equivalent to 3.33 adult 
males), which corresponds very closely with the standard 
family of 5 individuals (equivalent to 3.35 adult males). 
The assumption that the three children of. the family are, 
respectively, a boy aged 2 years, a girl aged 5 years, and a 
boy aged 11 years, is, of course, arbitrary and is solely for 
the purpose of making precise calculations as to food and 
clothing consumption. The children in this standard family 
are growing children, not yet able to add anything to the 
family income, and not so expensive to maintain as they will 
become a few years later. This standard family is about 
hal f way between the family with no children and the family 
with grown children capable of self-support. 

BUDGET .OP HEALTH AND DECENCY NOT 
INTENDED AS AN IDEAL 

It needs to be emphasized that the budget level adopted 
in the present study is in no way intended as an ideal budget. 
It was intended to establish a bottom level of health and 
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decency below which a family can not go without danger of 
physical and moral deterioration. This budget does not 
include many comforts which should be included in a proper 
"American standard of living." 

Thus no provision is directly made for savings other than 
insurance, nor for vacations, nor for books and other educa
tional purposes. 

On the other hand, a family with the items listed in this 
budget should be able to maintain itself in health and modest 
comfort. It would have a sufficiency of food, respectable 
clothing, sanitary housing, and a minimum of the essential 
"sundries." 

THE CoST OF A BUDGET LEVEL NOT NECESSARILY 

A FIXED MONEY COST 

The annual expense of maintaining the budget level above 
described may be arrived at by obtaining and totaling the 
current prices on each of the individual items entering into 
the budget. 

In subsequent labor controversies and arbitrations of 
wage disputes this budget became of the utmost importance 
because of its official character. For this reason it had an 
authoritative influence which previous studies, mainly 
emanating from private sources, lacked. It therefore 
became the center of discussions revolving around the 
"living wage" principle. It was constantly put forward in 
the adjustments of wages of railroad employees, mine 
workers and other classes of wage-earners during the 
highly controversial years immediately following its pub
lication. 

OFFICIAL SANCTIONS OF THE COST-aF-LIVING AND 

LIVING-WAGE PRINCIPLES 

In addition to the outstanding precedent furnished by 
the budget of the United States Bureau of Labor Sta-
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tistics, there were other noteworthy sanctions during this 
period of the living-wage principle. Chief among those 
with an official or public aspect were those of the newly 
created Court of Industrial Relations in Kansas and the 
Bureau of Municipal Research of the City of Philadelphia, 
both of which win be discussed later.1 There were also 
significant declarations by economists and publicists. 

TUE UNITED STATES R.uutOAD LABoR BOARD 

Despite these important precedents, however, the United 
States Railroad Labor Board, as the result of the pro
ceedings which were inaugurated before it and which have 
already been outlined, altho granting large increases in 
general wage rates in 1920 averaging about 27 per cent., 
based its awards, without deviation, upon old methods and 
principles. The advances in rates of pay were made in 
terms of a certain number of cents per hour or day in 
order to maintain the preexisting differentials in rates 
between occupations. The general rate of increase, as thus 
applied, was computed, however. on the principle of bring
ing the compensation of employees up to advances in living 
costs as compared with the pre-war period. No recog
nition was given to the principle that a wage should be 
sufficient to guarantee a minimum standard of healthful 
and decent living. 

TUB UNITED STATES BITUMINOUS CoAL 

MINING CoMIolISSION 

A striking contrast was afforded by the decision of the 
Bituminous Coal. Commission. This body openly repudi
ated "cost of living" as a basis of determining advances in 
rates o~ pay and substituted therefor the principle of a 
"living wage- for the lowest-paid mine workers. They 

I See Cllapter VIL 
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stated that advances in living costs would permit only a 
14 per cent. increase in rates of pay, but they had put this 
method aside, and, proceeding on the basis of the living
wage principle, had granted a general increase in wages 
of 31 per <;ent. 

The chairman of this Commission, Mr.· Robinson, of 
California, had been a member of the American delegation 
to the Peace Conference at Paris, and a member of the 
committee which had assisted in framing the principles 
and standards of the International Labor Office of the 
League of Nations. It was undoubtedly this experience 
which influenced his attitude and, in turn, that of the 
Commission. 

THE UNITED STATES ANTHRACITE CoAL 
MINING COMMISSION 

A board of arbitration appointed by President Wilson, 
as. the result of an agreement between the operators and 
mine workers, and designated as the Anthracite Coal 
Mining Commission, also convened about six months after 
the Bituminous Coal Commission had made its award, to 
pass upon differences then existing as to wages and work
ing conditions in the anthracite coal-mining region. 

More elaborate and exhaustive arguments and exhibits 
were presented by the representatives of both operators 
and mine workers than had been the case in the previous 
soft-coal arbitration. Especial emphasis was placed on the 
"living wage" claim by the mine workers in these presen
tations. They also put forward in very complete form the 
justification of a higher wage on the basis of "increased 
productive efficiency," which marked the first instance of 
the use of this principle in post-war adjustments. They 
claimed too that both consumers and mine workers were 
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being exploited by an anthracite coal monopoly, which 
absorbed an undue proportion of output, and concluded by 
demanding for the employees a greater share in the net 
returns of the industry as a reward for increased work 
and productivity.' 

The representatives of the operators, on the other hand, 
took a strictly defensive position. They contended that 
wages were adequate and compared favorably with rates 
paid by industries in the same territory for similar work. 

The award of the neutral chairman of the Commission, 
Dr. W. O. Thompson, President of Ohio State University, 
ignored, however, all the facts and arguments placed 
before it with the exception of the increased cost of living. 
Consideration of the exhibits and claims bearing on 
"monopoly" and "productive efficiency" were denied on 
the ground that such matters were beyond the jurisdiction 
of the Commission. No pronouncement was made as to 
the "living wage." A straight increase of 17 per cent. in 
rates of pay was awarded. The net result was that the 
decision represented no constructive advance in the judicial 
determination of wages. As a matter of fact, it was- a 
reversion to certain pre-war types of arbitration awards, 
which entirely disregarded the evidence presented, and 
based their findings upon compromises between members 
of the board.' 

FEDERAL ELECTRIC RAILWAY COMMISSION 

SANCTIONS LIVING \V AGE 

Prior to the bituminous and anthracite wage arbitrations, 
President \Vilson had also appointed a commission, known 

I Pro<ftdi .... Briore the ADtbncite Coal Kininl Commi .. ion. Scranton. 
Pm ..... l~lO. 

I A",..d of tho Anthracite Coal Mininl Commiaaion. Waabin,lon. Govern
meat Prmtiq 0&.. lno. 
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as the Federal Electric Railway Commission, for the pur
pose of investigating conditions and recommending a con
structive program for the physical and financial rehabili
tation of the street railway industry. 

The employees of the industry, as represented by the 
Amalgamated Association of Street and Electric Railway 
Employees, made a detailed submission to the Commission 
during the course of its public hearings, conceding that 
the financial and physical disabilities of the industry should 
be remedied, but also claiming, as a condition of its rehabili
tation, that there should be proper guaranties to the labor 
employed. They advanced the "productive efficiency" and 
"living wage" arguments as to wages, asserting that the 
employees by their cooperation had reduced operating 
costs and should have a greater participation in net reve
nue gains, one form of which should consist in the assur
ance of a wage sufficient to provide for a "minimum stand
ard of health and comfort" for employees and their 
families. 

The final report of the Commission recognized this 
demand for a "living wage" guaranty, and unanimously 
reported in its favor.1 While this declaration as to the 
"living wage" had no immediate, practicall;learing on wage 
adjustments, its ultimate significance as a sanction for the 
living-wage principle was very great. Especially was this 
true because of the character of, the personnel of the Com
mission. In addition to appointees from the industry 
itself, it included representatives of the United States 
Treasury, Department of Commerce, Department of 
Labor, NationaIAssociation of Railway and Utility Com
missioners, American Cities League of Mayors, and the 
Investment Bankers Association. 

1 Report of the Federal Electric Railway Commission, Washington, Govern· 
ment Printing Office, 1920. 
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TUB INDUSUIAL BREAKDOWN OF 1920-1921 

Irrespective of these decisions, however, industrial 
unrest grew in intensity and in extent. The primary cause 
was the skyrocketing of prices. Altho real wages rapidly 
declined, employers and public officials declared that high 
wages were the fundamental cause of high prices. Wage 
earners in tum contended that there was no relation be
tween wages and prices. In the course of wage contro
versies, the unions also disseminated data to show that 
producers and distributors were exploiting consumers and 
unjustly putting the stigma on labor. 

Finally, the consumers rebelled. They refused to buy 
longer at the high prices, and this· determination. as 
popularly expressed in "~he buyers' strike." led in large 
part to a nation-wide commercial and industrial collapse 
in the latter part o~ 1920. Manufacturing plants, includ
ing the basic industries. suspended operations. and indus
trial workers were thrown out of employment. Orders for 
commodities were cancelled. Surplus stocks were liqui
dated at ruinous prices, and widespread failures occurred 
in the retail and wholesale trades. The extent of the 
breakdown was further aggravated by the inability of 
foreign markets to buy American products, and by the 
abrupt falling of prices for farm products, accompanied 
limultaneously by a collapse of agricultural values and 
purchasing power. 

DEFLATION OF WAGES TEMPORAlULY ADoPTED 

These adverse Conditions produced immediately two 
warring sets of views as to the policies to be pursued for 
the rehabilitation of trade and industry. Manufacturing, 
transportation, and business interests, considered as a 
whole, claimed that there must be a drastic cutting down 
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of wage-rates, so that prices might be reduced and pro
duction and trade resumed. They argued that wages had 
been inflated during the war and must now be deflated. 
Prosperity, it was contended, could not be revived until 
there was a return to "normalcy," this term being used in 
the sense of a resumption of industry and trade on the 
basis of pre-war wage ana price levels. 

In the smaller, diversified industries, as well as in the 
basic industries which were unorganized, as for example 
in steel and textile mills, wage-rates were arbitrarily and 
drastically cut as a condition to the resumption of pro
duction. In organized coal-mining areas there could be 
no reduction on account of existing agreements. In other 
highly unionized industries, also, the wage cuts were 
restricted in extent. In still other industries, where pub
licly established agencies for wage-adjustments existed, as 
on the railroads, the question of lower wages came up for 
judicial consideration and action. 

PROCEEDINGS BEFORE THE UNITED STATES 

RAILROAD LABOR BOARD 

By the early months of 1921, a bitter struggle as to 
fundamental principles and policies had developed on a 
national basis, involving more than 2,000,000 railway 
employees, and was centered before the recently created 
Railroad Labor Board. The representatives of the car
riers claimed that drastic wage reductions were an essential 
preliminary to the physical and financial rehabilitation of 
the transportation system. The employees, on the other 
hand, replied that a policy of lower wages would cause a 
still further decline in purchasing power, and would mili
tate against permanent prosperity, while the maintenance 
of existing wages in the higher grades of occupations and 
the payment of a "living wage" to unskilled workers would 
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revivify and stimulate production and trade. Moreover, 
the union representatives declared that the earnings of 
workers in manufacturing and transportation at rates of 
pay then prevailing were inadequate from the standpoint 
of the physical and social well-being of employees, even 
on the basis of reduced living costs, and should be increased 
rather than decreased. 

The representatives of the unions further argued that 
the difficulties of the railroads were not due to high wages 
and, as a consequence, to high labor costs, for the reason 
that because of the increased productive efficiency of rail
way employees during recent years, labor costs per unit of 
traffic handled had actually declined. What the railroad 
really needed, it was asserted, was additional capital in 
order that their inadequacies in roadbed and equipment 
might be remedied, and their operating costs reduced. This 
muc'h-needed capital, it was declared, should be furnished 
by the investment bankers and financiers, who were pri
marily responsible for the then existing financial plight of 
the railroads because of their practises in former years of 
over-capitalizing the companies or unwisely distributing 
their productive gains. Those in financial control of the 
transportation industry, it was concluded, wished to reduce 
wages, and thus secure a margin of net revenue as a basis 
for obtaining credit, when as a matter of sound policy they 
should secure credit and capital directly without attacking 
wages. 

By these economies and efficiencies, it was pointed out, 
railway management could make possible large revenue 
gains and at the 'Same time maintain and even increase the 
rates of pay of employees. Finally, it was asserted that 
the Transportation Act had guaranteed a fair return to 
capital invested, and likewise a just and reasonable wage 
to labor, and inasmuch as the wages then paid to the great 
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mass of employees were not sufficient to maintain a proper 
standard of living for their families, to reduce rates of 
pay would be violative of the fundamental meaning of the 
law, whatever the conditions might be. The Transporta
tion Act, it was claimed, contemplated a "living wage" for 
employees as an irreducible minimum. 

SENATOR CUMMINS' INTERPRETATION OF THE 

TRANSPORTATION ACT IN 1922 
Upon the refusal of the Railroad Labor Board to rule 

upon this interpretation of the term "just and reasonable 
wage" for all classes of low-paid employees, the contention 
was carried by the unions in 1922 to the Senate Committee 
on Interstate Commerce, which had had legislative charge 
of the passage of the Transportation Act in 1920. During 
the course of the hearing, on April 17, 1922, Senator 
Albert B. Cummins, chairman of the committee and one 
of the authors of the Transportation Act, in commenting 
on its labor provisions, upheld the contention of the rail
road workers. During the course of the hearing, the fol
lowing significant colloquy occurred: 

Senator LaFollette: "In applying the rule of 'just and 
reasonable' in wages, as laid down in the Transportation Act, 
Congress adopted the same phraseology as it did in dealing 
with rates." 

Mr. Lauck: "Yes, Sir." 
Senator LaFollette: "And commodities." 
Mr. Lauck: "Yes, Sir." 
Senator LaFollette: "And omits all regard to the human 

element." 
Mr. Lauck: "Yes; there are absolutely no human stand

ards set forth specifically. I think really the intent of 
Congress"-

The Chairman (Senator Cummins), interposing: "1 think 
the words 'just and reasonable' do embrace that." 
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Mr. Lauck: "I think it would imply that, but the railroads 
interpret that to mean 'comparative' with other industries, 
and bring forth the argument that the railroads should not 
have more highly paid clerks or employees. Of course, the 
answer to that is that this is a semi-public body of workers, 
and they must consider standards that in the restrictions of 
other industries would not be considered." 

The Chairman: "My view of it is that here are two men, 
and one man may agree to work for the other at any wage 
that he would be willing to accept, whether it is just and 
reasonable or not, bul whe,. orgamBtd society comes to fixing 
Ihe wage. il U ,.0 more right 10 /is II wage below lhe point 
of living and comfortable living lha" it U 10 fix II return 0" 
capital belO1ll G reasonable poin'." 

Mr. Lauck: "That is our contention exactly, Mr. Chair
man.·' 

The Chairman: "I think you are right about it." 

Senator Cummins afterwards publicly declared that it 
was his intention to amend the Transportation Act of 1920 
by including the specific statement that the term "just and 
reasonable" wage implied the conception of a "living wage" 
for workers in the lowest-paid scale of occupation. His 
subsequent illness and death prevented the consummation 
of this purpose. 

GENUAL PROTESTS AGAINST EXTREME DEFLATION 

Outside of the labor movement, there were also authori
tative students of industrial conditions as well as promi
nent leaders in industry who realized the unsoundness of 
a policy of extreme labor deflation. They believed that a 
general readjustment of wartime rates of pay and working 
conditions was inevitable. They also keenly realized that 
such a procedure should be attended with the utmost cau
tion and with due consideration of other facts involved. 
if post-war labor readjustments were to make for the , 
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revival ·and prosperity of industry. The rectifying of 
managerial inefficiencies,. the elimination of, wasteful 
methods and practises, and the securing of the cooperation 
and good-will of industrial workers, were pointed out as 
essential to the return of normal industrial conditions, and 
often more necessary than a cut in wage-rates. As rep
resentative of this form of enlightened and disinterested 
opinion, statements by a distinguished student and edu
cator, Doctor Charles W. Eliot, President Emeritus of 
Harvard University, and of a prominent banker and indus
trial executive, Mr. Sam A. Lewisohn, may be cited. Both 
citations are taken from a discussion before the Economic 
Club of Boston in April, 1921, on the question of a "Com
prehensive and Considerable Reduction of Wages as the 
Only Road to Normal Production and Reasonable Cost 
ofl Living."! . 

Speaking to this question, Mr. Lewisohn, in part, said: 

On the other hand, aside from the matter of the political 
and social solidarity of this country, and approaching the 
question entirely from the viewpoint of materialistic eco
nomics, it is of primary importance that labor does not 
become resentful and suspicious. Low costs are obviously 
not merely a matter of low or even of reasonable wages. It 
is just as much a matter of efficiency as all you who are 
manufacturers here will recognize. Production standards
the amount of work performed by each unit each day-is a 
large factor in your costs. In view of the great deterioration 
in the capital goods of the country since th~ war, the neces
sity of increased efficiency is self-evident. Now, of course, the 
efficiency of labor depends to quite some extent on the state 
of the labor market,-whether labor is scarce or plentiful. 
The average man will naturally work harder when he realizes 
that if he loses his job he cannot get another. But, for-

1 TI" COfIS ...... S, Volume VI ... No. 2, May, 1921. Published quarterly by 
the National Economic League, .I:IostoD, Mass. 
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tunatel)', there are other factors in producing efficiency-one 
of the most important is that of good-will-and we cannot 
expect to maintain and develop this good-will in the long run 
if this process of wage readjustment is not tactfully handled. 

Now, I would suggest that there is a tendency to over
simplify all problems similar to the industrial cul-de-sac that 
we are facing in this country. An attempt is made to find a 
panacea and not infrequently the prescribing of a panacea 
involves making one particular group the scapegoat for all 
the ills with which we are troubled. It is so much easier to 
utter recriminations than to work out one's problems con
structively. The difficulties involved in the present situation 
as in all depressions are not at all simple but on the con
trary exceedingly. complex, and this time more than usual. 
There is much difference of opinion among the experts as to 
diagnosis and cure. The necessity for wage readjustment 
tho an important element is (it should be kept in mind) only 
one factor. An increase in the volume of trade will not be 
obtained by wage cuts alone. (Tho almost unnecessary to 
an audience such as this let me remind you of the many 
factors involved.) The European chaos, the continued tight
nus of money, high interest rates, the psychology of the 
consumer and of business men generally, each one plays the 
appropriate role. It is a rash individual indeed who would 
care to be dogmatic at such a time. There are many vicious 
circles that are troublesome in the situation. In many cases, 
as has been shown, the decline in wages has lagged behind 
the decline in the cost of living. In other cases it is difficult 
to demonstrate to labor the reasonableness of wage cuts until 
retail prices come down more in line with wholesale prices. 

To illustrate the complexity of the problems involved in 
different industries, let us take as an example the trade in 
which we have seemingly the most flagrant illustration of 
wage inflation. In the building trade it would appear super
ficially that wage inflation is the main source of the chaotic 
conditions that prevail there. But a talk with anyone well 
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versed with the situation in that trade will disabuse the 
inquirer. The causes are very much more complex than 
appear on the surface. For example, the building material 
problem is one of the difficulties involved. Brick, before the 
war, was approximately $6 a thousand. It went to $32 a 
thousand last July and now is $16 a thousand and difficult 
to get at that. Owing to war conditions labor has flocked 
from the industry to the factories and no new apprentices 
have appeared to take their place. The scandalous inefficiency 
of the individual workman is partly cal.13ed by this exodus. 
In this industry we have also to face the fact that the em
ployees owe loyalty to no one employer but are constantly 
shifting from one to another and that the whole employment 
system is very badly organized. Conservative labor leaders 
of the building trades are just as much alarmed over the 
situation as the employers. The difficulty of securing loans 
is another complicating factor. I merely instance this situ
ation in the building trade to illustrate by one example the 
complexity of conditions that prevail in almost every indus
try, and to indicate that, however important a factor wage 
readjustment may be, wage reduction alone will not solve 
our problems. 

Doctor Eliot, in the same connection, said: 
I agree with what Mr. Lewisohn has just said about the 

necessity, under present circumstances, of proceeding slowly 
in regard to the reduction of wages. The reduction is, of 
course, inevitable before we can recover a satisfactory condi
tion in our industries. But, fortunately, there are a good 
many other things that can be done to improve the present 
product in our industries, and to increase the total output 
without reducing wages immediately. 

Many employers are protecting themselves from loss by 
running their factories on half time, or two-thirds time, with
out reducing wages, in the hope that by this process they can 
keep their force together, and sell their diminished product 
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without making any significant loss, even on the present 
Iluggisb market. This may be a prudent, self-protecting 
course, but it is no contribution to a just settlement of the 
industrial problem; because it leaves Labor discontented and 
Capital insecure. 

There is another great change going on in thousands of 
places scattered all over the country, namely, the acceptance 
by employers of the method of cooperative management, the 
method which, if it is carried out thoroughly, involves teach
ing representatives of the employees aU about the business 
in which they are concerned. It does not involve any diminu
tion of authority in the management; but it does involve 
greater knowledge of the business in superintendel:lts, fore
men, and the rank and file. And this, to my thinking, is one 
of the most promising of the present industrial phenomena, 
likely to lead to a wholesome evolution in the conduct of 
American industries and, by and by, in the conduct of the 
industries of other nations; because when employees are 
persuaded that they are partners with the employer, that the 
plant is theirs in a true sense, and that it is for their interest 
to make it as profitable as possible by stopping wastes, effect
ing economies, and improving discipline, the gain is so enor
mous that no nation which does not adopt cooperative man
agement will be able to compete with us. The duty of the 
hour is to get cooperative management in operation in as 
many single plants, or unified groups of plants, as possible all 
over the country-in combination wherever practicable with 
lome form of profit-sharing, and always with preventive 
medicine, sanitation, wholesome family life, and school and 
play facilities. Every successful effort in this direction should 
be published far and wide, by advertisement if free insertion 
il denied. 

The employers of this country now have it in their power 
to take a long step forward toward sound industrial relations. 
If they have the intelligence and the good will, they can put 
American industry in a masterly position in the competition 
of the world. Now you know that competition with the 
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world has .some formidable aspects; but this is the way to 
meet all its dangers. 

DEFLATION POLICY ADOPTED 

Altho the foregoing forms of admonition, as . well as the 
contentions of industrial workers, were fundamentally 
sound, as later developments proved, they were practically 
unavailing. Extreme policies of wage deflation were fol
lowed. The Railroad Labor Board granted the request of 
railway managements for a reduction of rates of pay of 
employees on the ground of the current decline in living 
costs and the unprofitable condition of the transportation 
industry, and ignored all other factors affecting wages. 
Similar policies were adopted in many other branches of 
industry. 

These conditions added to the widespread industrial dis
satisfaction and conflict. In the summer of 1922, a strike 
of all railway employees, other than train and engine crews, 
was threatened, but was finally restricted to a nation-wide 
strike of the shop crafts, which, however, was disastrous 
to the transportation industry and to business in general. 
As the result, the Railroad Labor Board lost its prestige 
permanently, and was finally eliminated by special legis
lation. 

Despite these and other untoward conditions, the general 
policy of attempting to revive industry and trade by wage 
deflation, or, in other words, by reducing rates of pay in 
accordance with lower living costs, continued for more 
than a year. There was no encouraging change, however, 
in the existing condition of industrial depression. It was 
not until the beginning of 1923 that sound thinking and 
constructive action prevailed and the country was again 
started toward a period of unprecedented prosperity
both as to duration of time and as to the extent of its effect. 



CHAPTER V 

THE EMERGENCE OF A NEW CON
STRUCTIVE POLICY 

Because of· the long-continued industrial and commercial 
depression in the United States, together with the accom
panying impoverished condition of Great Britain and 
Europe, industrial leaders and financiers were stimulated 
to the consideration of new policies and principles for 
rehabilitating economic conditions. As the result, an en
tirely new conception as to determining wages was soon 
accepted and put into practical operation. 

After the year 1922 it became evident to students of 
business conditions that there were no markets abroad for 
American products, and that there would be no foreign 
demand for some time, with the exception of that created 
by the purchasing power of credits extended by this coun
try, either open or in the shape of formal loans. It was, 
therefore, apparent that prosperity in the United States 
was dependent upon increasing the purchasing power in 
the domestic market, so that the people might absorb manu
factured and agricultural products in larger quantities. 
Obviously, purchasing power could not be rapidly increased 
unless wages and incomes were also increased. It was 
the contemplation of these facts that finally led to the 
practical application of an entirely new theory of wage
determination. 

NEW DEFINITIONS OP "NoRM.ALCY'" 

Up to 1922 the burden of aU business discussions, as 
well as of political debates bearing upon financial and 
industrial problems, was the constantly reiterated deela-

77 
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ration that there "must be a return to normalcy." This 
statement, as a matter of fact, was the slogan of the Repub
lican party in the Presidential campaign of 1920 and was 
subsequently adopted as the most sound course of pro
cedure by conservative industrial and financial interests. 
With the exception of the protests put forward in wage 
arbitrations by representatives of· employees, this attitude 
had been, as a rule, accepted without analysis, as meaning 
a revision to pre-war wages, industrial conditions, and 
prices. It was argued that all inflation and extravagance 
brought about by the war should be eliminated, and, when 
this was done, not only industry and trade, but life in 
general might be resumed upon a normal basis. A "return 
to normalcy," as thus conceived, was thoughtlessly made 
synonymous with a return to prosperity. 

A NEW THEORY OF PROSPERITY 

Despite the protests of the advocates of a more enlight
ened policy, these views as to "normalcy" and prosperity 
prevailed, as has already been described, until the latter 
part of 1922. After more than two years of loss and 
depression, industrial and financial leaders, for the first 
time since the war, began to realize that the prosperity of 
the country really depended upon the prosperity of the 
individual citizen instead of the prosperity of the indi
vidual being conditioned upon the prosperity of the 
country. The fallacy of wage-cuts as means o~ heading 
off threatened depression or reviving prosperity had 
already been vividly and disastrously demonstrated by the 
adverse conditions following the business collapse of 
1920-1921. Cut off from foreign markets by European 
inability to buy, it became evident that future prosperity 
was dependent upon the consuming power of our own 
markets. It was also realized that the road to prosperity 
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by way of greater consuming power lay in increased wages 
and incomes, and higher standards of living for the people. 
This fact was "ery forcibly stated by many representative 
industrial leaders. As typical of this changing attitude, 
Colonel Robert F. Stewart, Chairman of the Board of the 
Standard Oil Company of Indiana, in December, 1922, 
declared:' 

It were suicide to attempt to beat down wages and salaries 
to the bare level of the cost of living, and when I say "living" 
I mean a good living; the kind of living that permits a 
thrifty man to build his own home, to properly clothe, feed 
and educate his wife and children. One industry can not 
profit at the expense of another. In this country our pros
perity is best assured by the prosperity of the entire people, 
not of this class or that class, and for American industry as 
a whole to seek to hold down the pay envelop so that it pro
vides only the bare necessities of life, were to weaken, and 
eventually to wreck, the greatest market which American 
industry possesse.-tbe American market. 

Finally, the turning point came early in 1923, when the 
Secretary of Commerce, Herbert Hoover, publicly and 
unequivocally condemned the fallacy of assuming that the 
pre-war standards of living were "normal" standards. On 
the contrary, he vigorously stated, post-war "normal" 
standards were vastly different, and future prosperity, in 
tum, was contingent upon still further improving these 
living standards. His statements were so revolutionary at 
the time and were so significant in their bearing upon 
future developments, that liberal quotations may be profit
ably cited from them. In a speech delivered in the early 
part of 1923, Secretary Hoover said, in part:1 

We must get our minds away from the notion that pre

a adelia of Americaa Potraleua laltitute, December B, 1922. 
• See Preo Rda. ~ ~ 01 eo- of Speodl of Mr. B_. 

iWi-..t IIa7 .. lPlJ. 
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war standards of living and volume of business would be 
normal now. N O1'malcy is a vastly higher and more com
fortable standard than 1913. We must not judge the state 
of business activity by pre-war figures. but by a highly 
increased base. 

There has been in the past' decade an unparalleled growth 
of our industrial and commercial efficiency and our conse
quent ability to consume. I do not refer to that growth of 
productivity which should naturally be expected to accom
pany the increment of 14 millions of our population during 
the last decade, nor do I refer to the increase in dollar figures 
due to higher prices. • •• But exhaustive study from many 
angles of production over average periods ten years apart, 
before and since the war, would indicate that while our pro
ductivity should have increased about 15 per cent., due to the 
increase in population, yet the actual increase has been from 
25 to 30 per cent., indicating an increase in efficiency of 
somewhere. from 10 to 15 per cent •••• We have been able 
to add to our standards of living by the more general distri
bution of many articles which were either altogether luxuries 
ten years ago, or which were luxuries to a large portion of 
the population. Thus an increased proportion of the popu
lation are using electric lights, telephones, automobiles and 
better housing-and have added movies and what not to their 
daily routine. A rough estimate would show that we could 
to-day supply each person the same amount of commodities 
that he consumed ten years ago, and layoff about 2,000,000 
from work. 

Some people have looked upon these additions of new com
modities and services in the daily expenditure of our people 
as representing extravagances, but as a matter of fact they 
are no entrenchment upon savings. They are the product of 
better organized effort. 

I wish to impress again that I am not confusing the natu
ral increment that would arise from increased population, or 
not confusing the increased dollar figures due to higher 
prices, but that this is an actual increase of commodities and 
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Ie"ices per capita in the population. It is due to the in
creased skill, the advancement of science, to temperance, to 
the improvement of processes, more labor saving devices
but most of aU it is due to the tremendous strides made in 
industrial administration and commercial organization in the 
elimination of waste in effort and materials. 

Nor has it been accomplished by imposing increased phys
ical effort upon our workers. On the contrary, actual physical 
effort to-day is less than ten years ago. There has been in 
this period a definite decrease in the physical effort, due to 
improved methods. Nor has it been accomplished by any 
revolutionary discovery in science. It is the result of steady 
improvement in management and method all along the line. 
It is an accumulation of better practise in the elimination of 
waste. I, i.r a tflOft"menl '0 'he directing brains of COftlmtrce 
olld illdust,., and 'he dtfJelopmen' in intelligence and skiU 
01 'he .4"",*on workingman. The result has been a lift in 
the standard of living in the whole of our people, manual 
worker and brain worker alike. This is the real index of 
economic progress. 

Shortly afterwards, these significant utterances by Sec
retary Hoover were sanctioned by Mr. Julius M. Barnes, 
at that time President of the United States Chamber of 
Commerce. In two articles in the June and August (1923) 
issues of Tu Nation's Business, the official organ of the 
Chamber of Commerce, Mr. Barnes said, in part: 

Between the census of 1900 and 1920, twenty years of sig
nificant industrial development in this country, our population 
increased 40 per cent. and the volume product of our farms 
increased 38 per ~nt. so that we are securing the home pro
duction which maintains our people. 

In that period the volume production of our mines, coal 
and metals, increased 128 per cent; showing that this base of 
all industry was adequately maintained and developed and 
the volume of the products of our industry, the volume of 
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fabricated products, in 1920, exceeded that of 1900 by 9S 
per cent. 

The significance of that in human application is this: that 
if you deduct from that ever-increasing flow of factory 
product, those things which are of current consumption
food and clothing-and estimate the residue, as has been 
done by careful calculation, at 2S per cent., annually, of addi
tion to permanent household capital-the things we use for 
the further creation of wealth and earning power-it is a 
fair assumption that the average home in America in 1920 
possesses three times the things that the home in 1900 had • 

• • • We have a theory, which we have sustained and 
demonstrated and proved by every analysis which can be 
applied, that production itself, by its economy and the security 
of its earning power which it itself creates, has vastly 
enlarged the area of common possession and thus greatly 
raised the general standard of common living. 

The wheat crop of to-day requires by careful estimate the 
expenditure of seven million days' labor, but that wheat crop 
produced under the conditions before the harvester and 
reaper were invented, and the appliances which followed 
them, would require 130 million days' labor. 

We have saved 123 million days' labor in the production 
of one of our five cereal crops by the American genius for 
invention and the substitution of mechanical appliances for 
manual labor. Were those workers released to unemploy
ment and idleness? You know they were not. You know 
that only by this process can we find the workers to aid old 
industries in their expansion and to create the new ones 
which science and invention are constantly placing before us. 
There is always an increased demand for labor by the very 
economies of displacement. 

The transportation industry of this country has developed 
its efficiency along with other industry. When you remember 
that in 187S the railroad car of this country was 6S per 
cent. dead weight and 3S per cent. earnings, and that last 
year a special type of car for coal and ore was developed 
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which was only 20 per cent. dead weight and 80 per cent. 
earnings, you can see that science and invention and research 
have made progress in the railroad industry as in all other 
industry. 

When you measure the progress of these railroads by those 
tests which we normally apply.to test the efficiency of indus
try, you find in the transportation service in 1913, 166,000 
ton miles moved per employee; in 1922, 243,000 ton miles 
moved per employee; in 1913, 19,000 passenger miles per 
emplo~ and in 1922,21,600. 

It is manifest that the standard of living can only be 
advanced and maintained by the creation of more and more 
articles for division among American Homes. 

It is manifest that this increasing volume must press into 
more and more homes, facilitated by the economies of costs 
which mass production itself secures, and aided in its distri
butioll by more widely distributed buying power, which 
elllarged competitioll for workers itself assures. 

It is, however, necessary and proper that, with this dem
onstration of vast increase in material wealth, we should 
make lure that such wealth is fairly and equitably distributed, 
not by law and edict, with all the inequalities and injustices 
which follow such application of human judgment in author
ity, but that it be fairly and equitably distributed by the social 
.ystem and the natural processes of trade in which individual 
.uperiority obtains its reward by the attraction of superior 
.ervice. 

REVOLUTIONARY CHANGES IN ATTITUDE OJ! FINANCIERS, 

INDUSTJlIALISTS, AND LABOll LEADERS 

These significant statements as to fundamental changes 
necessary in theory and practise in considering the reha
bilitation of industry and the compensation and living 
standards of industrial workers, were accepted by other 
representative leaders of industry and of public opinion, 
and soon met with widespread sanction and action, includ-
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irtg the enthusiastic support of the organized labor move
ment itself. Increased productivity of labor and industry, 
advancing wages, higher living standards and greater 
consuming or purchasing power, rapidly became the 
avowed policy and practical program of American industry. 

This new constructive program was primarily developed 
as the way toward the revival of prosperity in trade and 
industry. From these new teachings, however, and their 
practical application, inevitably came sweeping conclusions 
as to living standards and theories regarding the determi
nation of wages--conclusions which, from a practical 
standpoint, completely overthrew preexisting theories and 
policies. In the light of the new attitude, it was at once 
perfectly clear that the cost of living as a wage adjustment 
factor was no longer tenable except for the maintenance 
of existing standards. The "productive efficiency" theory 
0.£ wages, on the other hand, took the dominant place. If 
labor and other costs of production could be lowered, 
wages, it was held, could be increased indefinitely without 
disturbing margins of profit. As a consequence, living 
standards could be constantly elevated. Expressed in 
another form, lower costs made possible higher wages, and 
this greater compensation to workers, in turn, meant the 
establishment of better living standards, with the result 
that the increasing demand for commodities thus created 
by the expansion in purchasing power arising from higher 
wages and living standards would inevitably produce the 
objective desired by all, namely, general activity and pros
perity in commerce, manufacturing, transportation, and 
finance. The self-interest of those engaged in economic 
undertakings, as well as of those dependent upon these 
factors, therefore, directly stimulated all groups and classes 
eagerly to accept and apply the new doctrines once their 
soundness had been practically demonstrated. 



CHAPTER VI 

ABANDONMENT OF THE COST·OF·LIVING AND 
SUPPLY·AND-DEMAND THEORIES 

The theories of adjusting wages according to changes in 
living costs or according to variations in the supply of 
labor had no place in the new order of thinking. They 
were soon, therefore, disregarded both in theory and in 
practise, and, finally, definitely abandoned by aU enlight
ened industrial interests and by all judicially-minded arbi
tration and wage-adjustment boards. 

THE GENDAL CHANGE IN ATTITUDE 

The representatives of labor, as already pointed out, had 
always undeviatingly claimed that the idea of adjusting 
wages periodically in accordance with an index of living 
costs was first introduced during the war solely as a war 
measure, and that it was then assented to by organized 
labor only as a patriotic arrangement during a national 
emergency. Under normal conditions, they had further 
asserted, the only utility of a cost.of.living index was to 
assure that there would be no backward step in economic 
progress. During a period of rising prices, there should 
be, it was declared, at least a corresponding increase in 
wage rates in order that the preexisting purchasing power 
of industrial workers and their families might be main
tained. This attitUde was forcibly expressed by the Execu
tive Council of the American Federation of Labor in its 
report for 1921, as follows:1 

I b..,.,ti"" Couucil Jleport, A. P. of L. ProceediD,., 1921--1'p, 68-69. 
From "Jlcadillp ill Trade l1DiaDi_." b7 Dam J. 5&_; New York, 1927, 
Po a1a. 
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The American trade union movement believes that the 
lives of the working people should be made better with each 
passing day and year. The practise of fixing wages solely 
on the basis of the cost of living is a violation of the whole 
philosophy in progress and civilization and, furthermore. is 
a violation of sound economic theory and is ntterly without 
logic or scientific support of any kind. 

The same attitude was taken by labor as to the fixing 
of wage-rates according to the so-called laws of supply 
and demand. This was cogently and briefly expressed in 
an editorial of The American Federalionist in 1919. as 
follows:1 

The workers are not interested in which particular eco
nomic theory shall be given preference. They have no faith 
in the theory advance4 by Adam Smith that wages. like 
everything else. are governed by the law of supply and 
demand. There is at hand too much conclusive evidence that 
the law of supply and demand is not immutable and that it 
readily lends itself to manipulation and control The wage
earners are no longer bewildered by the subtle logic of the 
wage-fund theory advanced by David Ricardo, James Mill 
or John Stuart Mill. No one in this enlightened age would 
attempt to advance this theory as a fitting answer to the 
wage-earners' yearning and craving for a better and happier 
life. Neither does Labor accept the conclusion advanced by 
La Salle in the so-called "iron law of wages." 

In addition to and entirely apart from any changes which 
might occur in the price level or in the supply of labor. 
there were certain economic and social factors. according 
to the attitude of labor leaders. that should be carefully 
studied when adjudicating any matter involving wages. 
\Vben prices were stationary, and even when they were 

l"Why doe LiYiAc W_" ill A-v.. FItkr~. Febraar7. 1919. 
pp. 151-1. 
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bDing, the underlying economic and social considerations. 
it was asserted, became the most important factors entering 
into the determination of wages. It was only when these 
were fulfiDed in their entirety that the price level, it was 
claimed. could be allowed to affect earnings. These fun
damentals were: (1) whether the original basis of wages 
was correct or just and reasonable, and (2) whether exist
ing rates of pay were sufficieot to maintain adequate living 
standards. 

Constructive and intelligent students and industrial lead
ers, as bas been set forth in the preceding· discussion. also 
recognized that the basic pre-war or post-war standards of 
compensation may have been entirely inadequate or unfair, 
and that the subsequent readjustment of such standards 
according to changes in living costs would be a hopeless 
procedure. for the obvious reason that, under such a 
method. old inadequacies or injustices would be perpetu
ated. and there would be DO opportunity to improve the 
living conditions or to advance the general economic and 
human weD-being of industrial workers. 

Specific examples have already been cited, as in the case 
of the award of the United States Bituminous Coal C0m
mission of 1m to show how the cost~f-living theory was 
set aside in favor of the "living wage- basis of. wage 
adjustments. Additional illustrations may be further sub
mitted, .·hich show, irrespective of the "living wage" and 
other fuudamentaJ principles, how the tendency developed 
toward the repudiation of the cost~f-living and the c0m

modity basis of wage adjustments. 
The following significant citation indic:ates the general 

attitude. It is from an award of an arbitration board for 
the Springfield (Massachusetts) Street Railway Company 
and its employees. of which the chairman was Mr. James J. , 
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Storrow" at that time a member ofl the nationally known 
Boston investment banking house of Lee Higginson and 
Co. In its decision, the Board said:1 

It may be said that if the Board of Arbitration is justified 
in causing wages to drop off sharply exactly in proportion 
to the drop in the cost of living this action must be predi
cated upon the assumption that the original basis upon which 
the wages were established was correct. 

In the following year (1923), Mr. Henry C. Attwill, 
Chairman of the Public Service Commission of Massachu
setts, as chairman of. the board that arbitrated between the 
Eastern Massachusetts Street Railway Company and its 
employees, in his award said: 

I have given careful consideration to the arguments ad
vanced on behalf of the Company. I do not think that I 
should be bound by the yardstick of the increased cost of 
living as determined by a government board. Undoubtedly it 
should be given consideration, and it is helpful in the deter
mination of the questions submitted, but if wages of the 
employees are to be measured solely by that. there is no occa
sion for arbitration.S 

The prevailing opinion was further reflected in the con
clusion of the study of railway arbitration principles by 
Dr. J. Noble Stockett, Jr., already referred to, which had 
been made before the war, but which so effectively stated 
the post-war attitude that it may be cited at this point.s 

The underlying principle [it was stated] of the increased
cost-of-living argument is the maintenance of the standard of 
living. Taken by itself. therefore, it has no claim as a basis 

1 "Award of Board of Arbitration between the Springfield Street Railway 
Company et aI and the Amalgamated Association of Street and Electric Rail
way Employees of America." February 23, 1922, p. 11. 

2 The italics in this quotation are ours, as in all succeeding quotations. unless 
otherwise noted. 

81. Noble Stockett. Ir •• "Arbitral Determination 'of Railway Wage .... 
Houghton Mifflin Co., 1918 (p. 118). 
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1M' d,ttrfMtUno what sha" 01 th, produ" right/flUy belongs 
10 IhI lablWlr; il merlly ainu 10 keel rlGl wages al a constGnl 
ltvll. ThllS, Ihl CJJJllmption tlpon which it rests is lhal Ihe 
wagl rlceived triM' 10 Ih, demand 1M' advance is a lair and 
adlq""t, wagl. 

In the arbitration award covering points of difference in 
1924 between the Worcester Consolidated Street Railway 
and the Springfield Street Railway, and its employees, the 
chairman of the arbitration board, Mr. Lewis C. Parker, 
disposed of all arguments based upon supply and demand, 
as follows: 

While the law provides for public regulation of a street 
railway as a public utility as before stated, it does not control 
or supervise the settlement of wage and other disputes be
tween the street railway and its employees, yet the great 
public benefit and necessity of street railways, and the great 
locial, commercial, industrial and economic waste caused by 
strikes, let alone the attendant disorders and public incon
venience, make it essential that all disputes between street 
railways and their employees as to wages, hours and working 
conditions be settled, if agreement be not possible from con
ference, by Arbitration. Th, law 0/ JIIpply and demand CJJ 

a ""all4 0/ sellling wagl and othlr disputes between a street 
railway and its I",ploYIIS is a relic 01 IhI last and should 
flol bl considerld in Ihis period 01 social progress. 

The United States Railroad Labor Board also formally 
repudiated the commodity theory of wage determination. 
In a decision in 1922 it stated: 

In this connection it should be said that the Labor Board 
has never adopt~d the theory that human labor is a com
modity to be bought and sold upon the market, and conse
quently to be reduced to starvation wages during the periods 
of depression and unemployment.1 

'United Stat .. Railroad Labor Board, Deci.ioa No. 1074 (Docket 1300). 
dfocti"" ]uI, 1. 192L 
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Sound public opinion had also revolted against the free 
play of economic forces in determining wage rates. As 
symptomatic of this, a brief excerpt from an editorial 
article in 1922, by William Allen White, the eminent pub
licist, may be cited. He declared that:1 

The labor market must go. Labor is not a commodity. The 
laborer is a citizen. And to function as a citizen the worker 
must have self-respect. He cannot have self-respect if he is 
a chattel on the block in a competitive market. His country 
must protect him' against the greed which would make the 
laborer but one grade higher than the slave. 

This attitude was also supported by the most enlightened 
industrial leadership. In a discussion before the Economic 
Club of Boston, under the auspices of the National Eco
nomic League, Mr. Sam A. Lewisohn, a prominent indus
trialist and banker, in this connection said:2 • 

There has been much discussion as to whether labor is or 
is not a commodity. Even from an industrial point of view 
it is now generally recognized by all except the most back
ward employers that tho there is a certain element of bar
gaining that goes with engaging anybody's services that is 
not dissimilar to the purchase of a commodity, human beings, 
Mr. Burleson to the contrary, are human beings, and not 
machines. You can buy an adding machine but you must 
get cooperation from an accountant. Thus even frum an 
industrial angle th,e social and human aspect is recognized. 
And when we approach the question of labor policies from 
a national point of view, the commodity theory must be 
wholly discarded. ,We must realize that those employed in 
industry are our fellow citizens, and that anything that pro
duces social cleavage is a national danger. 

1 "As I See It," William Allen White. Washington (D. C.) Sunday Star, 
September 10, 1922. 

2 TIo, COMetUU •• Vol. VI, No.2. May 1921, published quarterly by the 
National Economic League, Boston, Massachusetts. 
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Citations could be multiplied as to the revolutionary 
change in attitude toward the commodity theory of wage
fixing, or toward cost of living as a wage-adjustment fac
tor. As a matter of fact, both of these old ideas were 
either subordinated to or lost sight of in the new concep
tion as to wage and industrial policies which came to the 
forefront after the year 1923.1 

Ar::rtJAL EXPERIENCE SHOWS ABANDONMENT OF 

OLD THEORIES 

Industrial experience itself since the year 1923 is an 
expression of this changed attitude. The practical pro
cedure which industry has followed shows conclusively 
that no stress has been placed upon the index-of-living 
costs, or upon supply and demand as the bases for recur
ring wage adjustments. Quite the reverse has been true. 
This fact is demonstrated by the diagram opposite page 
92, reproduced from the Monthly Review of the Federal 
Reserve Bank of New York. 

The composite wage index of the diagram includes per 
capita earnings of factory operatives, railway employees, 
agricultural, building, and generally unskilled labor, sal
aries paid to teachers, and earnings of clerical help. It is, 
therefore, representative of all classes. If labor in the 
famllng industry, which has been abnormally depressed 
since the war, were omitted, the rise in wages would be 
greater. The cost-of-living index is that of the United 
States Bureau of Labor Statistics. 

It will be noted from the diagram that the trend of wages 
has been upward" and the cost of living, on the other hand, 
downward, during the past five years. Mr. Carl Snyder, 
statistician of the New York Reserve Bank and author 

IV
, For furtlaer eitatiou - Fell, "PriDeipl .. of Wace Settlement, H OIaptere 
... V. aDd OIapla' VII. Su~ Note It.. 
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of the wage index used in the diagram, in another connec
tion points out that the gain in real wages during the three 
years preceding the year 1927, as shown by the spread 
between the wage and the cost-of-living index, was 20 to 
25 per cent., and probably greater than at any time during 
the past half century.l The evidence from the practise 
of industry itself, aside from public opinion or any formal 
or judicial determination of wage rates, has been that the 
cost-of-living index has been definitely cast aside as a 
fundamental factor in arriving at changes in rates of pay 
of industrial workers. 

\VAGE ADJUSTMENTS IN LEADING INDUSTRIES HAVE 

DISREGARDED· CoST-oF-LIvrNG FACTOR 

The retufJlS f~m:individual industries confirm the 
showing of [the general·indexes as to the relation between 
increases in.wages an<J living costs. This is graphically 
set forth in the following table and chart. The table shows 
comparatively, in a descending scale, the increase in aver
age weekly earnings of workers in the leading basic indus
tries in 1926 as compared with the pre-war period. The 
horizontal bars and red vertical line show at a glance 
how earnings and rates of pay in all the principal branches 
of industry have advanced far beyond the increase in cost 
of living since 1913. 

l1oaraa1 of the Americaa Statiatical Asoociatioo, December. 1926, p. 469. 



CHAPTER VII 

ACCEPTANCE OF THE THEORY OF AN 
ADEQUATE BASIC WAGE 

In the new constructive plan of industrial procedure, 
the so-called "living wage" standard, in sharp distinction 
to the "cost-of-living index" and the "commodity theory" 
of wages, met with a favorable reception. As the result 
of post-war agitation and education, it has been quite gen
erally accepted in principle. In a number of important 
wage adjustments it has also been practically sanctioned 
and given concrete application. 

As the cost-of-living and commodity theories declined 
in infiuence, the living-wage principle grew in strength. 
Its practicability, or the ability of industry to maintain 
such a basic standard, was for a time questioned, but after 
the year 1923, with the expansion of industrial output, 
the lowering of production costs and the growth of na
tional income, the question of American industry being 
able to support its lowest grades of industrial workers and 
their families on a standard of. health and modest comfort 
ceased to be a matter of serious controversy. Furthermore, 
since 1922, the year in which the living-wage movement 
reached the stage of national discussion and agitation, 
many declarations in favor of wage standards much higher 
than those necessary for the requirements of minimum 
health and decency have emanated from authoritative and 
infiuential sources. 

OJlIGIN OF THE TUM "LrvxNG WAGE" 

The "living wage" standard had its origin in a formal 
way twenty years ago in Australia, when in 1907 Mr. 

93 
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Justice Higgins, of the Australian Commonwealth Court 
of Conciliation and Arbitration, first declared that the 
principle of the "living wage" would be the foundation
stone of all industrial relations within the purview of that 
court. The Act of 1904 creating the Conciliation and 
Arbitration Court had provided that the minimum wages 

'fixed by the court should be "fair and reasonable." In the 
Harvester case of 1907,1 Mr. Justice Higgins stated that 
a "fair and reasonable" wage must mean a "living wage," 
and he then gave his famous standard for the determina
tion of a living wage-"the normal needs of the average 
employee regarded as a human being in a civilized com
munity." The "average" employee was also further 
described by this jurist as a married man with a wife and 
three dependent children. Since that time the living-wage 
principle has been accepted by every arbitration court in 
Australia. 

ITS DEVELOPMENT IN AMERICA 

The origin and development of the living-wage prin'Ciple 
in this country has already been set forth chronologically 
in the preceding discussion. It will be recalled that in its 
early stages the movement took the form of a demand for 
an irreducible minimum wage, in order that industry and 
the State itself should be protected from the harmful 
effects of the low wage scales then prevailing. This mini
mum was first known as the "subsistence level" of living. 
It did not go farther than to provide for the bare physical 
needs of industrial workers and their families. It was a 
wage which was sufficient to maintain an average employee 
and his family only one step above poverty and dependency. 

During the years immediately preceding'the entrance of 
America into the World War, a further advance was made. 

1 Ex Parte, H. V. McKay, 2 Commonwealth Arbitration Reports, p. 1. 



ACCEPTANCE OF NEW THEORY 95 

It was declared to be inhuman and anti-social to provide 
only for the mere animal existence of wageeamers and 
their wives and children. Minimum rates of pay, it was 
asserted, should be adequate for the support of an average 
worker and his family on the basis of health and modest 
comfort. This contention was recognized, as already 
pointed out, by a Wage Arbitration Board in Seattle, 
Washington, in 1917, and by Mr. Justice Samuel A1schuler 
in Chicago in February, 1918, in a decision which affected 
the rates of pay of packing-house employees all over the 
country. 

After our entrance into the war, the living wage was 
officially proclaimed by President Wilson as one of the 
guiding principles for the adjustment of the wages of those 
engaged in war production. It was also made mandatory 
upon the \Var Labor Board, the supreme court of industry, 
as it were, with jurisdiction over standards of work and 
compensation during the war period. The Board accepted 
the principle and applied it in specific cases, but did not 
carry its application to a practical conclusion in an exten
sive way because of the apprehension of interfering with 
the continuity of the production of commodities essential 
to the prosecution of the war. The principle was fre
quently invoked in specific instances to raise pre-war rates 
of pay to a point where the recipients could carry on with
out physical impairment during the war period. The War 
Labor Board held that this was as far as it could proceed 
under abnormal war conditions with the living-wage prin
ciple. which represented an "approved view of progress 
in normal times. .. 

WWESPUAD SANCTION OF THE LMNG-WAGE PRINCIPLE 

As has been truly said, however. the war tore the scales 
from the eyes of numerous groups of people and "forced 
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us to see things as they really are," and in the light of this 
clearer vision, people came "to regard many conditions as 
intolerable which before had only seemed as inevitable."1 
This was especially true of the condition in which unskilled 
wage earners in manufacturing, mining, and transporta
tion were living before the war. In any true sense, their 
wages could not be construed as "living wages" even after 
the attempt had been made during the war period to adjust 
them to rising costs of living. After the cessation of the 
conflict, enlightened public opinion, therefore, refused to 
acquiesce in this state of things. Its attitude had been 
fundamentally changed by the war. Pre-war notions as 
to wage standards and principles were no longer accepted. 
Within a year after the Armistice, church organizations 
without regard to denomination, statesmen, economists, 
publicists, national industrial conferences, arbitration 
boards and other public agencies having to do with wage 
adjustments and standards, unreservedly sanctioned the 
living-wage principle. Typical declarations from repre
sentative groups are given below as an indication of the 
widespread acceptance of the principle of the living wage 
during recent years.· 

LABOR PROVISIONS OF THE TREATY OF PEACE 

Practically a universal sanction to the living-wage prin
ciple by the leading commercial and industrial nations of 
the world was contained in the Labor Provisions of the 
Treaty of Peace in 1919. This pronouncement was in 
part as follows:1 

1 "The Human Need. of Labor," B. Seebohm Rowntree; London, 1918, pp. 
9-10. 

2 For Ilumerou~ citation. for the period immediately following the war, see, 
·'The Sanction for a Living Wage: Employees' Exhibit of the United Mine 
Worker. Beiore the U. S. Anthracite Coal Commission," Washington, 19200 

B Treaty of Peace with Germany, 19i9, Sec. II, Article 427. 
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The High Contracting Parties, recognising that the well
being, physical, moral, and intellectual, of industrial wage
earners is of supreme international importance, have framed, 
in order to further this great end, the permanent machinery 
provided for in Section I, and associated with that of the 
League of Nations. ••• 

Among these methods and principles, the following seem 
to the High Contracting Parties to be of special and urgent 
importance: • • • 

Third. The payment to the employed of a wage adequate 
to maintain a reasonable standard of life as this is under
stood in their time and country. 

LETTU OF PKESIDENT wn.5ON TO JL\ILROAD WORKERS, 1920 

In a letter of February 13, 1920, to the Representatives 
of the Railroad Labor Organizations in the matter of. 
referring the then pending wage demands of the latter to 
the newly-created Railroad Labor Board, President Wilson 
promised that the ''living wage" principle, among other 
factors. would be considered in adjusting rates of pay. 
He said: 

3. I shall at once constitute a committee of experts to take 
the data already available in the various records of the 
United States Railroad Administration, including the rec
ords of the Lane Commission and of the Board of Rail
road Wages and Working Conditions, and to analyze the 
same 10 as to develop in the shortest possible time the facts 
bearing upon a just and reasonable basis of wages for the 
nrioul classes of railroad employees with due regard to all 
factors reasonably bearing upon the problem and specifically 
to the factor. of the average of wages paid for similar or 
analogous labor for other industries in this country, Ihe cost 
01 living aNd a lair lifting wag" 10 as to get the problems 
in shape for the earliest possible final disposition. . 
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THE TRANSPORTATION ACT OF 1920 

The Congress, in enacting the Transportation Act of 
1920, stated that wages of railroad workers should be 
"just and reasonable" in the following section: 

Sec. 307 (d). All the decisions of the Labor Board in 
respect to wages or salaries and of the Labor Board or 
an Adjustment Board in respect to working conditions of 
employees or subordinate officials of carriers shall estab
lish rates of wages and salaries and standards of working 
conditions which in the opinion of the board are just And 
reasonable. 

Senator Cummins, one of the authors of the Transpor
tation Act, which established the Railroad Labor Board, 
as already pointed out, stated in a hearing before the 
Senate Committee on Interstate Commerce on April 17, 
1922, during a discussion concerning the meaning of the 
labor provisions of that act, that "when organized society 
comes to fixing wages, it is no more right to fix a wage 
below the point of living, and comfortable living, than it 
is to fix a return on capital below a reasonable point." He 
also announced that he was going to have the Act amended 
to make its real meaning clear, but was unable to' do this 
before his death in 1923.1 

PRESIDENT WILSON'S INDUSTRIAL CONFERENCE, 1920 

During the autumn of 1919, a National Industrial Con
ference assembled in Washington at the invitation of Presi
dent Wilson. It was made up of three sections, one rep
resenting employers, another employees, and the third, the 
general public. The President recommended that the Con
ference agree upon a series of fundamental principles 
which should be accepted as mandatory upon agencies con-

1 See pp. 70.71. 
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cemed with the adjustment of wages and working con
ditions. The employer and employee groups, however, 
could not come to an agreement upon a principle for col
lective bargaining, and the work of the Conference came 
to naught. 

Shortly thereafter, President Wilson called a second 
Conference composed entirely of representatives of the 
public. William B. Wilson, Secretary of Labor, was 
designated Chairman and Herbert Hoover, later Secre
tary of Commerce, Vice-Chairman.1 

This Conference was very successful. In its Report to 
the President, which set forth in a comprehensive form 
both principles and machinery for the judicial settlement 
of industrial disputes, the following recommendation was 
made in connection with the "living wage" principle.a 

Considered from the standpoint of public interest, it is fun
damental that the basic wage of aU employees should be 
adequate to mai"'oi" IAe ""ploy" and his family in reason
able comfort, and wil" Gdlq,",'e olPorlu"ily for the education 
0/ A" cAildrefJ. W"'" 1M wages 0/ lMIy grout fall below 
,",, storuJartl for IMIY kngth of Ii"", ,''' .rit'""w.. becomes 
dOflllerDtlS 1o 1M twU-beiftg of '''' slote. No country that 
seeks to prot~ its citizens from the unnecessary ravages of 
disease, degeneration and dangerous discontent, can con
listently let the unhampered play of opposing forces result 
in the $tI/tression of U1Qges below a tlece'" subsiste"" leflel. 

1 n. 4Uti11pialled pabUc .......... of tile Caa£ereace ... : 
Martis H. GJ.yatI Oscar S. Stra ... 
1'-.. W. "'-' William O. Tbom_ 
Ridoani H..... HeDI'}' C. Stuart 
$taDlq KiDI_ Fraak W. TaaNic 
SamaeI W. MeCaIl Heary I. Walen 
Heary M. Ilobu.- ~p W. Wickenbaaa li:.-;. a-waid Owai D. Y_ 

T. Slade 
Willa'" Il Hokbkioa 
HC1117 R. Sealler 

(E.aecuuve Secrdaria) 

'Report of tlte Preai"-t·, IDdutriai Caaf~ W~ eo-.. 
_ I'ria&iq 0 .... lUG, Po J7. 
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Above th.at point, there may well be a fair field for the play 
of competition in determining the compensation for special 
ability, for special strength or special risk (where risk is 
unavoidable), but below that point the matter becomes one 
of which the state, for the sake of its own preservation, must 
take account. 

PHILADELPHIA BUREAU OF MUNICIPAL RESEARCH 

This bureau touched upon the subject in these words:1 

Nowadays very few persons object to the principle of a 
living wage. It is generally agreed that the humblest worker 
is entitled to a return for his services that will enable him 
to support himself and his family in decency and comfort 
and give his children a fair start in the world. If we have 
failed thus far to secure a living wage for all workers, it 
has been due largely to differences of opinion as to the 
methods to be employed and to a lack of understanding of 
what constitutes a living wage rather than to disapproval of 
its principle. 

THE DECLARATIONS OF ECONOMISTS, STATESMEN 

AND PUBLICISTS 

The following declarations on the living-wage principle 
have been made by the men whose names stand above 
them: 

JACOB H. HOLLANDER, PROFESSOR OF POLITICAL ECONOMY, 

JOHNS HOPKINS UNIVERSITY 

• • • A sufficient wage can best be assured the laborer by 
state intervention defining minimum wage conditions. This 
is the assertion of no new principle. From the beginning of 
modern factory legislation, the state has time and again inter
vened to establish a competitive base-line in industrial enter-

1 "Workingmen's Standard of Living_ in Philadelphia," by William C. 
Beyer, Rebekah P. Davia, and Myra Thwing; Macmillan Company, New 
York, 1919, p. 1. 
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prise whenner it has become dear that free contact fails to 
insure conditions of employment compatible with the social 
interesL In this manner, the length of the working day, the 
employment of women and children, the safeguarding of dan
gerou. processes, have heretofore been defined as to least 
favorable terms by legal enactmenL The motive of such 
legislation has been to replace, by exercise of the state's 
police power, that minimum well-being which the wage-eamer 
cannot secure for himself and which it is essential for the 
safeguarding of society, that he should enjoy. The same 
intervention is now invoked to establish as a minimum wage 
-for less than which it shall not be lawful for employers to 
contract or laborers to engage--an amount not less than the 
necessary cost of maintaining the worker's family in health 
and decency.' 

OK. 1. NOBLE STOCKETT, JL, UNIVEllSITY OF CHICAGO 

The two fundamental principles which may fairly govern 
the wage determinations of arbitrators are the grant of a 
livinr wage to unskilled labor, and the maintenance of the 
Itandard of living of all employees. The first of these is the 
more important. since, with the upper grades of labor, there 
i. no question of their securing enough to insure a decent 
.tandard of living •••• 

There i. practical agreement nowadays among students of 
.ocial conditions that no employee should receive compensa
tion below an amount sufficient to secure a normal standard 
of living. The opinion is current that since the result of the 
wage contract is dependent upon the relative strength of the 
two parties, and since the employees are usually the weaker, 
employers should be limited in the exercise of their superior 
power by a provision tIiat every wage must fulfil the re
quirements of • livinr wage. It is unnecessary to treat 
here of the reasons for the payment of a living wage:. The 

I "AWiti .. of 1'nert7." 1 .... B. BaIIaador. Bcnqbtml MilJlia Campau,. 
1t19. ,Po 6&-69. 
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evil effects upon" society and upon the laborer himself aris
ing from the failure to receive such a wage are patent. 
Undoubtedly a living wage is a necessity; the real issue is 
whether it is possible to determine the essentials constituting 
a normal standard of living, and whether the amount of 
money required to purchase these essentials can be calculated 
within reasonably exact limits. • •• Summing up the atti
tude of American arbitration boards, it may be said that they 
favor granting a living wage to the lower-paid and unskilled 
employees.1 

PROFESSOR JOHN A. RYAN, CATHOLIC UNIVERSITY 

OF AMERICA 

To-day the doctrine that the laborer has a moral claim to 
at least a decent living wage is almost universally accepted 
by all intelligent and disinterested persons, while the legal 
minimum wage has found its way into the statute books of 
countries in three continents.1I 

FEDERAL JUDGE (FORMER U. S. SENATOR FROM XOWA) 

WM. S. KENYON 

Upon the question of a living wage Federal Judge Wil
liam S. Kenyon, when he was in the Senate and Chair
man of the Senate Committee on Education and Labor, 
on January 25, 1922, stated: 

We desire before closing to refer to the vital question of 
a living wage. It may be said that a living wage is a wage 
which, with due regard to time lost from unavoidable causes, 
will insure the lowest paid workers an income sufficient to 
maintain himself and family at a level of health and modest 
comfort and with a reasonable degree to security against 
death, incapacity, and the contingencies of life, it being 

1 J. Noble Stockett, Jr., "Tbe Arbitral Determination of Railwa)" Wage .... 
Jloston: Houghton Mifflin Company, 1918, pp. 17a, 67-68. 

B "A Living Wage," John A. Ryan. New York, Macmillan Company, 
1920, p. IV. 



J'lCCEPTANCE OF NEW THEORY 103 

assumed. of course, that the wage-eamer will contribute his 
full measure of productivity. 

For the skilled or especially efficient worker there should 
be, of course, a differential equitably adjusted in accordance 
with the degree of skill, period of training, productivity, 
efficiency, etc:. Skill and efficiency should be -encouraged in 
every way and compensated fully and justly. They are per
haps the most valuable industrial assets any nation can have. 

The principle of the living wage as a basis of wage adjust
ments recognizes the obligation of industry vested with a 
public or quasi-public interest to pay employees a sufficient 
wage which will permit them to maintain their families and 
prepare them for the duties and responsibilities of American 
citizenship. A 6a,., lubsisleflc, wage il flot 'flough, and 
wOtJd mealS lhe IIOglSatiolS of 0"" civilization. An industry 
which cannot meet its obligation in this respect must be so 
organized that it will be able to do so. 

In his biD submitted to the Senate in 1922 for the regu
lation of the bituminous coal industry, Judge Kenyon 
defined the living wage as follows: 

7. The right of every unskilled or common laborer to earn 
a living wage sufficient to maintain a normal family in health 
and reasonable comfort, and to afford an opportunity for 
savings against unemployment, old age, and other contingen
cie. i. hereby declared and affirmed. Above this basic wage 
for unskilled workers, differentials in rates of pay for other 
mine worker. ,hall be established for skill, experience, haz
ard. of employment and productive efficiency.' 

WILLIAM ALLEN WHITE, EDlTOll ANDPUBLICISt4 

It i. easy for the statistician of the railroad owners to 
prove that there Is no such thing as a living wage; to show 

''"The tDduotrW Code,· w. 1ett Laack IIIICI Claude s. Watt-. FUDk .. 
Wap.oIla Company. 19a2. ,. 567. 

• MAe t s.. II." William A1Ica White; Waahiqtaa (D. Co) B"""', SIGr, 
SeptcmJ.r 10, 192a. 

• 
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that what would be a living wage for one man or family 
would be poverty or luxury for another. But the fact remains 
that wages must be set in reference to the cost of living. 
Labor otherwise becomes a commodity, and unless certain 
standards of living are predicated in any wage dispute, we 
shall get our labor down to a point where certain standards 
of citizenship also are forgotten. In spite of all we may say, 
economic status does affect intelligence and morals. And if 
we are to force labor down in a comparative market to a 
standard lower than the American average, we shall also 
force our nation'. ideals down to a low standard. 

It is begging the question to declare that a man with five 
children should have a "living wage" lower than a man with 
ten children. It is cheap to point out the fact that a man 
whose family is practically self-supporting must have a dif
ferent living wage from the man with a houseful of little 
ones. For all that is beside the point. When an average 
man's family income is ascertained he should have enough 
every Saturday night to live decently in self-respect and 
educate his children. If he has no children, that is his loss, 
and if he has more than the average number of children, 
that is his gain. And the average man's wage should not 
be changed because of the exceptional man's advantage or 
disadvantage .••• 

When a living wage is established for the unskilled, then 
let every man's skill and intelligence have free play and let 
him sell these in the best market and for his own advance
ment. That is the philosophy of the living wage. 

LEONARD WOOD, MAJOR-GENERAL, U. S. A., GOVERNOR-GEN

ERAL OF CUBA AND OF THE PHILIPPINE ISLANDS1 

He should receive a wage that not only permits him to 
keep body and soul together, but enables him to lay by some
thing for the future. 

I "Leonard Wood on National Il8ue. ... compiled b, E. 1. David. Doublecia,. Pale" Co •• 1920. p. 21. 
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TBEODOU ItOOSEVEl.T, TWENTY-SIXTH PIlESIDENT OF 

THE UNITED STATESl 

We bold with Lincoln that labor deserves higher considera
tion than capital Therefore, we bold that labor bas a right 
to the means of Iife-tbat there must be a living .-age. 

FUJ>DlC ALKY, GENERAL SEaETAllY, CHAnTY 

OItGANIZATION, BUFFALO, NEW YOIlE" 

Fortunately the price of men is going up in America. 
This is partly through organization and a higher standard 
of living. but legislation can assisL It is no more against 
frHdom of contract to forbid a man to sell his labor for less 
than a living wage. than to forbid him to sc1l money at 
usury. Cheap men make cheap citizens, and it is just as much 
against public policy to buy men too cheap as to seD money 
too dear, no matter bow much both parties may desire iL 
Pope Leo XIII declared for a living wage in 1891 in his 
encyclical -Rerum Novarum," and so did the Federal Council 
of the Protestant Churches of Christ in America in 19100 
Higher wages do not make higher living, but they make 
bigher living possible, and poor living is very costly to the 
State, especiaUy with universal suffrage. 

KAIlC.U.ET DUIU ItOBINS, pusmn", WOKEN'S 

TL\D£ UNION LL\Gt.T 

TCMlay. bowever. thoughtful men and .-omen everywbere 
are realizing the individual and social menace of the low 
wage and there is a general recognition of the fact that in 
a great, rich, empty country able bodied men and women 
should find it possible to e&I'1l their living by their day's 
work. • •• The right to live and the right to earn a living 

• 11_ '" doe r_ s.-ioa of 6. Flft7- 0...-. U.'.w.
"'I'-..a M_- ....... Sa.., New \" .... 1-. .. 29&. 

• t- '" N .. Y .... F-,. ~ ,"-;"jpe ___ 1915. VoL 
I,~ In. .. NL 

.................. A.w... '" 6. F..nl B __ ia1 o....n... Notioul 
W_'. T_ t:_ '- St. La.;., J- J. ltll. 
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are indistinguishable terms •••• Just as •.• the most im
portant knowledge to the employer is that a living wage is 
the first charge upon any industry. • •• A living wage must 
certainly mean sufficient reward for labor to provide health
giving food, good clothing, shelter with sunlight and air and 
warmth and comfort, education and recreation-books and 
music-sufficient reward to tide over periods of sickness or 
other unemployment and to make provision for a happy and 
serene old age. It must give opportunity and time not only 
for the development of the powers within us, but also for 
expression of human fellowship. 

WALTER LIPPMAN, EDITOR, NEW REPUBLIC AND 

EVENING WORLD, NEW YORK1 

Or you can insist • • • that a business which does not pay 
a living wage is not paying its labor costs; that such busi
nesses are humanly insolvent, for in paying less than a living 
wage they are guilty of as bad business practise and far 
worse moral practise than if they were paying dividends out 
of assets. 

JAMES ROSCOE DAY, CHANCELLOR OF SYRACUSE UNIVERSITy 2 

••• Thinking men and women will' say we must have 
the best conditions possible for our laboring men. The 
country demands it. Our civilization, our progress, our pros
perity, have their roots in the contentment and thrift of the 
men of mechanic arts and manual labor. The better homes 
they live in, the more comforts within these homes, the 
nearer they live like the well-to-do, the more promptly their 
bills are paid, the more like other folk they and their wives 
dress, the more self-respecting their boys and girls are, the 
better it is for our land and country, the greater country we 
shall have. • •• It will be a sad day for this land when that 
man cannot dig enough out of life's task to make a happy 

1 Supra 1-8 March 27. 1915. 
II"M,. Neighbor the Workingman." New York, Abingdon Press, 1920. 

p.359. 
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home for his family. • •• And a land which does not pro
vide for the possibilities of that family's self-support, in its 
laws and economics, and enforce those possibilities by a 
vigorous common sentiment should not call itself a Christian 
land. 

We want, therefore, the highest and noblest estate for our 
fellow workers who labor for wage. It should be inculcated 
as a common sentiment, not as a concession and in no form 
of a charity. It must be arranged so that it is a right, as 
much as the right to trade at a profit, and to manufacture, 
and to build, and to invest for legitimate gain. 

JOHN D. WORKS, FORMERLY JUSTICE OF THE SUPREME 

COURT OF CALIFORNIA, AND UNITED 

STATES SENATOR' 

If this class (the wage·earners) of our people were paid 
fair wages, living wages; were furnished with healthful and 
comfortable places in which to work, and were provided with 
lanitary places in which to live when the day's work is over, 
it would regenerate thousands of them. • • • 

The world owes them an opportunity to make a living and 
the right to live respectably •••• 

OTTO H. KAHN, BANKER AND PHILANTHROPIST-

The principle on which one should deal with the labor 
question iI very simple. It is the principle of the Golden 
Rule. I think the formula should be that, first of all, labor 
i. entitled to a living wage. After that, capital is entitled 
to a living wage. What is left over belongs to both capital 
and labor, in such proportion as fairness and equity and 
reason shaI1 determine in all cases. • • • 

The worker must receive a wage which not only permits 
him to keep body and soul together, but to lay something by 
for a rainy day, to take care of his wife and children, and 

'''Kaa', Datl' .. Hu." Neale Pahliahiq CompallT. 1919. Po 53, 
• .J1!.""'-l eft F.4mItitna R...w.. Ma, 15. 1919, "Labor uut the Goldea 
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to have his due share of the comforts, joys and recreations 
of life. 

JOSEPH HUSSLEIN, S. J.1 

Every toiler has the right to a living wage, a right which 
takes precedence over every other consideration, excepting 
'only the right which the employer himself has to a remunera
tion which will enable him and his family to live in reason
able and moderate comfort according to their position in life. 
It is important moreover for both employer and employee 
that the continuance and welfare of the industry itself be 
wisely consulted. Beyond this there can be no question of 
any profits until the living wage has been paid to the em
ployees .••. 

What then is a living wage? In general it is defined by 
Pope Leo XIII as a remuneration "sufficient to support the 
wage-earner in reasonable and frugal comfort." For the 
adult male worker, according to the spirit of the Encyclical, 
it is a wage "sufficient to enable him to maintain himself, his 
wife and his children in reasonable comfort." For the adult 
woman worker it is a wage whereby she can reasonably and 
decently support herself away from home. 

CHARLES EDWARD RUSSELL, ECONOMIST AND AUTHOR2 

In determining what is an equitable wage, there should be 
take,n into consideration the profits of the industry concerned, 
the requirements (scientifically ascertained) for normal and 
wholesome life" with a reasonable margin to be added for 
comfort, culture and recreation. ' 

ROBERT G. VALENTINE, FORMER COMMISSIONER OF 

INDIAN AFFAIRS· 

How, then, to settle the amount due the president, the office 
boy, and the truck hand? Clearly the first duty will be to 

1 "The World Problem," P. 1. Kenedy and SODS, 1918, p. 91. 
I Resolution by Mr. Charles Edward Russell, President;. First 'National 

Industrial Conference, October 14, 1919, p. 288. 
8 "Work and Pay: A SuggestiOli' for Representative Government in Indus· 

try," reprinted from the QNlJrler/:y 10 .. rlUll of Ec01tOmic., Vol. XXXI, Fe .... 
ruary, 1917, p. 253. ' 
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establish a minimum rate below which no worker will be 
paid. And this minimum must be set on a flexible scale in 
the light of a thoroly contemporary knowledge of a whole
some standard of living in the locality-a standard that in
cludes aU the elements that make for a progressive citizen
ship. 

PIlOFESSOIl mVING FISHEll, YALE UNIVERSITyl 

I might read something that is pertinent on this subject, 
an article called "Social Standards for Industry in the 
National Conference, of Charities and Corrections at their 
Oeveland Meeting in 1912," giving the following definition 
of a living wage: 

"A living wage for all who devote their time and energy 
to industrial occupations. The monetary qualification of a 
Jiving wage varies according to local conditions, but must 
include enough to secure the elements of a normal standard 
of living, to provide for education and recreation; to care for 
immature members of the family; to maintain the family 
during the period of sickness, and to permit a reasonable 
laving for old age." 

HENIlY Jl. SEAGER, PROFESSOR OF ECONOMICS, 

COLUMBIA UNIVEIlSITY· 

To sum up my conclusions: The economic interest of 
society requires the payment of Jiving wages to all workers, 
except, possibly, children learning trades and defectives, who 
must be treated as wards of the state. 

CHARLES A. ELLWOOD, PIlOFESSOR OF SOCIOLOGY, 

UNIVEIlSITY OF MISSOUllII 

A normal family life evidently requires not only proper 
physical conditions, sufficient income to maintain a decent 

1 TeatiJDoa, Ia Boatoa EI ..... ted Railroad Arbitratioa (1914). ill ""Ina bil 
....... eo ..... _ituted • liYiDa ...... 

• • 'Tb...., of the M,uimam Waae," .A~ Lobar ugi61A1iMt RftIiItD, 
FcbnIa'J'. 1911. Plio 91>-91 • 

• "So<;o\OI7 and Moden Social ProblcmL" New editioD, 1919. Americaa 
B .... c-JNUl7. p. 176. 
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standard of living, and ethical, democratic relations between 
its members, but, above all, consideration of the child. 

ATTITUDE OF' THE CHURCHES 

Since the close of the World War, the churches, with
out regard to denomination, have issued declarations in 
favor of the living-wage principle. Some typical expres
sions are as follows: 

THE BAPTIST CHURCH I 

The determination of a national minimum provision for a 
living income. 

FEDERAL COUNCIL OF THE CHURCHES OF' 

CHRIST IN AMERICA I 

Wage levels must be high enough to maintain a standard 
of living worthy of responsible free citizenship in a 
democracy. 

THE METHODIST EPISCOPAL CHURCHa 

We favor an equitable wage for laborers, which shall have 
the right of way over rent, interest and profits. 

THE ·NATIONAL CATHOLIC WAR COUNCIL' 

Even if the great majority of workers were now in receipt 
of more than living wages, there are no good reasons why 
rates of pay should be lowered. After all, a living wage is 
not necessarily the full measure of justice. All the Catholic 
authorities on the subject explicitly declare that this is only 
the minimum of justice. In a country as rich as ours, there 

1 "The Principles of Social ReooDStntction; Soc:ial Service Committee of 
the Northern Baptist Coovention." From Folder No. 28. published b, the 
Amuic:an Baptist Publication SWell'. 

I Tbe Churcb and Social Reconstruction: Federal CoIUlCU of the Churches 
of Christ in America. Second Section of Statement. 

• Pastoral Letter b, the Board of Bishops of the Methodist EpiacopaJ 
Church. From TM ClarirtiMI Ad ... ..., •• New York. lola, 23. 1919. 

'''Social Reconstruction," Rcconstructiott. Pamphlets No. I, National Cath· 
oIic War CoWIGil, Jann&r1. 1919, pp. 14-15, 
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are very few case. ill which it is possible to prove that the 
worker would be getting more than that to which he has a 
right if he were paid something in excess of this ethical 
minimum. Why then, should we assume that this is the 
normal abare of almost the whole laboring population? Since 
our industrial resources and instrumentalities are sufficient 
to provide more than a living wage for a very large pro
portion of the workers, why should we acquiesce in a theory 
which denies them this measure of the comforts of life? 
Such a policy i. not only of very questionable morality, but 
is unsound ec:onomically. The large demand for goods which 
is created and maintained by high rates of wages and high 
purchasing power by the masses is the surest guarantee of 
a continuous and general operation of industrial establish
ments. It is the most effective instrument of prosperity for 
labor and capital alike. 

From its Department of Social Action, the National 
Cathobc Welfa~ Council, in a statement of· October 31st, 
1922, also issued the foUowing comment OD the attitude 
of the United States Railroad Labor Board toward the 
living-wage principle: 

The Board declares that it has always granted a living 
wage. but it refuses to define what a living wage means. It 
quotes then the definition given by the employee represen
tatives, as follows : "A wage which will support a family 
of five ill health and reasonable comfort. such family being 
assumed to consist of a husband and a wife and three 
dependent children under sixteen years of age." "This con
stitute .. " the Board declares, "a bit of mellifluous phrase
ology well calculated to deceive the unthinking." 

In making its decision, the Railroad Labor Board has gone 
counter to Catholic social teaching. The Pastoral Letter of 
the American Hierarchy has a passage on the living wage 
which insists upon the right of a living wage, and points out 
the Deed of an adequate definition of the living wage and its 
realization ill practise through whatever means are legiti-
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mate and effective. The Pastoral Letter incl~des in its defi
nition more liberal provisions than are found in the defini
tion of the railroad employees. It says that "a living wage 
includes not merely decent maintenance for the present, but 
also a. reasonable provision for such future needs as sick
ness, invalidity, and old age." 

HARRY F. WARD, PROFESSOR OF SOCIOLOGY, 

BOSTON UNIVERSITy1 

The principle of the living wage was so thoroughly incor
porated in the life of the Hebrew community that when Paul 
writes to Timothy he cites it in illustration of the truth that 
a. good soldier of Jesus Christ must accept his share of suf
fering. • •. "The harvest man who labors in the field must 
be the first to get a share of the crop." ••• 

. . • In the face of the clear teaching of Scripture, the 
church dare not fail to proclaim the necessity of a living 
wage. If Christianity is to be expressed in a community life 
upon the earth, this principle is basic, and the pulpit must 
cry aloud without ceasing until it is put at the center of our 
industrial organization. In the face of modern social injus
tice, the church must ever uphold this ideal of a community 
life in. which all persons have the means for full develop
ment in order that this ideal may call economists, legislators, 
and industrial leaders to work out the methods by which it 
can be realized. • • • 

A living wage for adult male workers. means a wage that 
will support a.. family, because the highest welfare of the 
community demands that all men shall be able to maintain 
a family, and that the family life shall not be broken down 
by the enforced labor of the mother and the children. The 
standard living wage for adult males is a wage which will 
maintain the average family of five-a man, wife, and three 
children under fourteen. 

1 "The Living Wage a Religious Necessity." American Baptist Publication 
Society, 1916. Pp. 3·8·10. . 
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COL. DAVID CARNEGIE, F.R.S., EDINBURGH, FORMER MEMBER 

IMPERIAL KUNmONS BOAlID, CANADA1 

Every one knows that there is something wrong in Society 
and Industry. There is no peace. Business, politics and 
Church are aU disturbed. The war is blamed for the unrest. 
It is said that 45,000,000 people in Britain, and hundreds of 
millions throughout the world cannot be shaken up for four 
years without disturbing the peace. This is admitted, but 
we deceive ourselves if we think that the war is the cause 
of the industrial unrest. The war has aggravated the situ
ation, but is not responsible for it. The cause lies a long way 
back. The war has forced the problems of Industry upon 
the Church. Chaplains and other preachers have had a bap
tism of light on the battlefield from men who never darkened 
a church door. They believe they have discovered why men 
discount organized religiolL The Church has become aroused; 
ahe acknowledges that she has been negligent, and there is a 
need for repentance and a new birth. The Church sees the 
people of the world at loggerheads, and she is now standing 
by wringing her hands and lamenting her past indifference, 
powerless to help. 

The Church now recognizes, when too late, that the work
ers bave been undenalued, underpaid, underhoused and over
worked. She sees that labor bal now the power to secure, 
without the Church's help, wbat it considers fair in pay, in 
hours and conditions of work. The Church sees a conflict 
proceeding between labor and capital and the Government in 
which it appear. that labor can dictate its own terms. The 
Church sees, further, tbe possibility of great national loss, if 
a party or class government with ignorance and power 
become autocratic, as in Russia to-day. 

The ChurcJ~ believes it knows the rules of the game in 
Industry and· in the disputes arising therefrom. She is 
anxious to tell them to the contending parties. .Labor says 
it ought to have done that year. ago when the employers 

. l"Caa Chard! .... IDdutrJ' UDiteP" MarohalJ Brothera, Loadou, 1920, 
... 92-94. 
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had the upper hand. The Church admits that her attitude 
to the economic and social problems has never been properly 
defined, and that there has been a want of faith in her own 
principles and in the principles of Christ's teachings. 

OPINIONS OF EMPLOYERS 

PRINTING INDUSTRY-COMMERCIAL AND PERIODICAL 

BRANCHES-DECLARATIONS BY JOINT COUNCIL1 

Second. The industry to pay at least a reasonable living 
wage; scales below this to be adjusted in frank recognition 
of the basic principle involved. 

The second cardinal point meets another issue squarely 
and decisively. In some jurisdictions the industry did not 
pay a reasonable living wage to some workers in 1914. There
fore, in such instances, the application of the first cardinal 
principle would not provide a reasonable living wage in 1920. 
It is the determination of the Joint Conference Council to 
give thorough consideration to the wage scales of 1914, and 
to find a way to correct these obviously inequitable conditions 
if it is possible to do so. 

(a) Wages should be adjusted with due regard to the 
purchasing power of the wage and to the right of every man 
to an opportunity to earn a living at fair wages, to reasonable 
hours of work and working conditions, to a decent home and 
to the enjoyment of proper social conditions. 

J.A. NORTON, AUDITOR; FIRESTONE TIRE AND 

RUBBER COMPANY· 

Some of the advantages the living wage idea would give 
us, as we see them, are: 

1. A more cooperative feeling between employer and 
employee. . 

----..:; 
1 Cardinal Points of a Labor Policl' Agreed Upon b,. Intemational Joint 

Conference Council. Commercial and Periodical Branches. Printing Indust".. 
1920. 

II "The Living Wag_What Is It?" B,. J. A. Norton, Auditor of Suh
sidia". Companies, the Fire.tone Tire" Rubber Co .• in IfId""'riGl MGfI4l1'" 
fMfIt. September. 1919. p. 212. 
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2. A more intelligent working cIius and nation. 
3. The unnecessary need of unions to protect the interests 

of itl members. 
4. The incentive for every man to do his best, be master 

of himself, and his own environment. 
S. More capital, more and better homes, improved living 

conditions, with less immorality and crime. 
6. A greatly reduced labor tur~over. 
1. The natural death of Bolshevism. 

FJlEDElUCX P. FISH, CHAIllMAN OF THE NATIONAL INDUS

TIUAL CONFERENCE BOARD, EMPLOYER ltEPRESENTATIVE 

AT PRESWENTS FIRST INDUSTRIAL CONFERENCE, 

FORMER PRESWENT OF THE AMERICAN BELL 

TELEPHONE COMPANY AND OF THE AMERI-

CAN TELEPHONE a: TELEGRAPH Co.l 

• • • Any industry that is worth providing, that is worth 
perpetuating, ought to be able to pay every one that enters 
into its employ a decent wage that will support him in a fair 
degree of comfort that is satisfactory to a right-minded man, 
and that will give him a chance for relaxation, a chance for 
.aving lomething for old age or for accident. 

MARX L.ltEQUA, FORMERLY GENERAL DI1tECTOR OF THE OIL 

DIVISION, UNITED STATES FUEL ADMINISTRATION' 

If I were to define the "spirit of the times" as applied to 
the management of any of our great corporations, I should 
.ay that it meant a broad humanitarian view of social prob
lems, a sympathetic interest in the welfare and aspirations 
of the masses, a constant and intelligent effort to abolish the 
poverty line by hel'pful suggestion and wise counsel, a reali
zation that the old order passeth, that labor is entitled to a 
just wage, rational hours, decent working conditions, and 

I Adm.. at Dbmer, Ecoaomic Club, New York, December 10, 1919. 
• AdcIreu before Conf .. eaee of the Chambera of Commen:e ill the Uaited 

Stala, Allaatic Cit7. Deoaaber. 1911. 
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that capital is entitled to a profit commensurate with the 
hazard of the particular industry in question, and both must 
work in harmony if either is to survive. 

REPRESENTATIVE OPINIONS OF ORGANIZED LABOR 

RAILROAD LABOR ORGANIZATIONS1 

Reduced to its simplest terms and form, our combined 
requests for an increase in rates of pay may be stated as 
follows: 

1. A minimum living wage is requested for unskilled labor. 
2. The establishment of differentials above the living 

wage rate for unskilled labor, corresponding to the 
relative degree of skill, hazard and responsibility. 

To make this practically possible within several weeks, we 
respectfully request that your honorable body adopt the fol
lowing policy: 

1. Determine and award a living wage to unskilled 
workers. 

2. Decide and announce the principle by which differ
entials above the minimum living wage rates are to be 
established for skill, responsibility, experience, training 
and hazard. 

Such a decision on the part of your honorable body would 
place the great army of railroad workers upon the basis of a 
decent American standard of living; would provide special 
remuneration for skill, hazard and responsibility; and would 
thus guarantee an equitable participation of all classes of 
employees in the results of their labors. Existing strife and 
discontent between railway employees and management under 
these conditions would be immediately reduced and a perma

. nent foundation would be laid for working relations on a 
peaceable basis. The highest interest of our country and the 
best interests of the railroad companies themselves would 
also be subserved by such action by the board as we request. 

1 Combined Request of aU RaI1 .... ad Brotherhooda and OthOI' Labor Organi. 
zations before United State. Railroad Labor Board, 1921. 
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A lUre basis would be laid for railway employees both DOW 

aod in the future to dndop aU the elements of a sound 
citi~enship in 0IlI' Klf-gonming republic. Finally, from the 
standpoint of both the public and the railroads, the productive 
efficiCDCJ of aD classes of railway workers would be inCftaSe<l, 
and better u weD u more efficient and safe service, at 
lower costs, would be secured. 

LABOa CJlOUP, NATIONAL D.'"DUST1tL\L mNFDENCE, 

WASHINGTON, D. Co, OCTOBD.1U' 

The right of aD wage-earners, skined and unskilled, to a 
liring wage is hereby declared, which minimum wage shall 
insure the workers aod their families to live in health and 
comfort in accord with the c:onc:epts and standards of Ameri
can life. 

I.ECONSTaCCTJON I'aOCJtAl( OF THE AXElIlCAN 

f'EDDAnON OF LABOa 

The workers of the nation demand a living wage for aD 
wage-eamers, skilled or unskilled-. wage .. "hich will enable 
the worker and his family to live in health and comfort, pro
ride a competalce for illness and old age. aod afford to aD 
the opportunity of cultinting the best that is within man
kind. 

Eo 1. XANION, nESIDL'n' OIlDD. OP ItAILltOAD TELEGU

PHus, BEFOU UNITED STATES 1tAILlt0AD LABOa BOAIlD 

Briefly stated, the Board would be justified in making its 
award for teJecnphers and other c:lasses of 1'&11111'&Y em
ployees on the principle of • liring wage for the following 
reasons: 

I. Because it is right. 
Z. Because it hu the sanction of organized society. 
1. Because of enlightened se1f-interest-the railroads 

would bd that it would pay, because it would bring 
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about greater cooperation and greater production from 
their working forces. • 

4. Because of public policy, because it would do more than 
anything else to produce sound citizenship in our self
governing republic. 

THE "SAVINGS" AND "CULTURAL" WAGE 

As the principle of a "living wage" received widespread 
sanction and acceptance, the movement was accompanied 
by a growing demand for the establishment of a still 
higher minimum standard of compensation. It was held 
that it was not sufficient to provide earnings which would 
insure only a standard of health and modest comfort for 
the unskilled wage-earner and his family, but it was 
equally important that he should have surplus earnings for 
savings in order to protect himself and his family against 
the contingencies of unemployment, sickness, disability, 
old age, and death. This gave rise to the advocacy of the 
"savings wage" as the essential minimum standard. In 
one of his public addresses in: 1921, President Harding 
made a statement on this point which became a standard 
as to the significance and content of the savings-wage con
ception. He said:1 

In our effort at establishing industrial justice we must see 
that the wage-earner is placed in an economically sound 
position. His lowest wage must be enough for comfort, 
enough to make his house a home, enough to insure that the 
struggle for existence shall not crowd out the things truly 
worth living for. There must be provision for education, for 
recreation and a margin for savings. There must be such 
freedom of action as will insure full play to the individual's 
abilities. 

This was a highly pregnant statement. President Hard
ing stated his conviction that the lowest wage paid to a 

1 From public address of President Warren G. Harding, New York City. 
Mal' 23, 1921. 
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wage-eamer must not only be sufficient to provide the 
material necessities of life. such as food, clothing and 
shelter; he must also get a sufficient wage to obtain a mod~ 
est degree of comfort, to make "his house a home," to 
insure him "the things truly worth living for." The 
specific "things" mentioned were: 

1. Provision for education. 
2. Provision for recreation. 
3. A margin for savings. 
4. Freedom of action to insure full play to 

the individual's abilities. 

This conception was further elaborated and advocated 
by James J. Davis, Secretary of Labor, in a number of 
articles and addresses. The following quotation may be 
taken as representative of his attitude:1 

War first gave us the living wage as a thing to think about. 
Since then it has stayed with us as a phrase, a label for the 
amount of money that it was supposed to represent. We still 
hear much about it, with a good deal of confusion as to 
what i. meant by a living wage. The trend of events since 
the war has put the employer in the position of clinging to 
the original meaning of the term, as a wage adjusted to the 
actual cost of living. But to the wage-earner himself, the 
living wage has come to mean something more definite. If 
it mean. anything to him the living wage means a wage on 
which he can really live-that is, a pay envelop that will per
mit him to do a little more than merely meet the day-ta-day 
coat of hi. necessities, and enjoy something of life in addition. 

To my mind one of the significant developments of human 
society aince the war is this frame of mind on the part of 
the worker. In hi. view living has become something above 
meeting the bare necessities of life. In his thoughts the 
merely lirin, wacc. in its original meaning, is something 

1""T" Sa ......... Earlliq Waae." b)' 1 ...... 1. Davia, S-.., of Labor. , 
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obsolete .. He will never willingly go back to it. To this fact 
we may well reconcile ourselves, and adjust our economic 
life to it •..• 

I am convinced that this wider conception of what consti
tutes a truly living wage is entertained not alone by the work
man himself, but the American people as a whole have 
willingly conceded it to him. . •• There is no turning back 
the clock of time or events ..•• 

This much is certain, that from now on our people in 
general will have to shape their way of life, their own ability 
to earn and to pay, so that henceforward a proper share of 
the simple good things that all of us have always enjoyed 
shall fall to the lot of the man who toils. One form in which 
this award must fall to him is in the form of a wage-call it 
what you will-in view of the loose meaning that has come 
to be attached to the old living wage. I prefer to call the 
new wage the buying and saving wage. 

. • • In other words, they look to the pay envelop for their 
income. These constitute the great buying public in our 
country. They are purchasers of goods "made in the United 
States." It is for these that we should seek to provide not 
merely the living wage but the saving wage, for, if the 
American workman enjoys anything as much as spending, it 
is saving. To reward him a saving wage is no more than a 
just credit to the trait which has made him the greatest pro
ducer, the greatest buyer, the greatest market known to the 
world. 

Let there be no doubt as to the American workman's ability 
and propensity to save ••• 

This is one more reason why I feel sure that the saving 
wage must now for good and all take the place of the old 
meaningless living wage. 

As a definition the saving wage is, I am aware, a very 
indefinite term. • •. The saver goes about his business with
out creating news. But I am convinced that he constitutes 
very.largely the majority of our people. And that average 
saver, and a society awakened to. his new and legitimate 
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demands, will somehow reach a balance between them as to 
what in the long run constitutes a general saving wage. 

This is no new thing. For some time the most forward
looking of our employers have been paying the saving wage 
a. a matter of course, perhaps without knowing it. My con
tention is that what these enlightened employers have been 
doing must become general. Sooner or later all the rest will 
have to catch up to them. I believe public opinion will com
pel it. Without our knowing it, great social changes have 
been working themselves out among us, and prominent in this 
evolution is the worker', demand for his share in the larger 
benefit. of this new day. He is no longer a mere worker at 
a bench, an automaton. His intelligence has been expanded 
by new and rapid experiences. His tastes have been height
ened along with the increase in his intelligence. He too has 
risen to the enjoyment of books, of pictures, music, the 
theater, a ·chance at the higher edueation, to cite but a few 
of his new demands. In other words, the newly enlightened 
workingman has risen to a new place as a human being and 
as a member of our rich community. Conscious of having 
taken that place, he is now entitled to insist upon enjoying 
all the advantages of it. Nor should we object to this, for 
it mean. the permanent enrichment of us all, in that the 
advancement of human society is always to be measured by 
the advancement of the worker himself. 

The desirability of adding to the living wage standard, 
as generally advocated, an allowance for reasonable sav
ings, has been generally realized and accepted. In the 
earlier living-wage movement, the need for savings had 
been recognized, but the point had not been stressed 
because in its practical aspects it was felt that e~phasis 
should 6rst be 'placed upon the necessity of raising the 
lower family incomes to the point where they would afford 
at least a healthy and decent standard of living, and after 
this had been done the question of provision for savings 
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would inevitably be raised. This is what actually hap
pened, and during the past five years budgetary studies of 
minimum family requirements have generally included an 
allowance of at least 10 per cent. of the total for savings 
to protect the wage-earner and his family against the ordi
nary contingencies of life. 

Quite recently a further upward impetus has been given 
to the basic wage conception by the striking declaration of 
the head of one of our largest industrial corporations. He 
gave expression to the opinion that the worker's income 
should be sufficient to provide for a proper "cultural life" 
and not merely for his physical needs. Furthermore, he 
expressed the hope that some day labor would become 
capital, or, in other words, that our great business and 
industrial undertakings would be owned by those who, in 
whatever capacity employed, gave to them their best efforts 
and their lives. 

The industrialist who put forward this unusual point 
of view was Mr. Owen D. Young, Chairman of the Board 
of Directors of the General Electric Company. In the 
course of an address on industrial relations and conditions 
delivered at Harvard University on June 4, 1927, which 
was widely commented upon, he developed his point of 
view as to an adequate wage standard as follows:1 

Gradually we are reducing the area of conflict between the 
two. Slowly we are learning that low wages for labor do 
not necessarily mean high profits for capital. We are learn
ing that an increasing wage level is wholly consistent with 
a diminishing commodity-price level. We are learning that 
productivity of labor is not measured alone by the hours of 
work, nor even by the test of physical fatigue in a particular 
job. What we need to deal with are not the limits to which 
men may go without physical exhaustion, but the limits within 

1 Monthly Labor Review, U. S. Bureau of Labor Statistics, November. 1927. 
Plio 45-48; lee also Forb •• MGf/ ..... for n .... 1. 1927, P. 9. 
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which they may work with zest and spirit and pride of 
accomplishment When zeat departs, labor becomes drudgery. 
\Vben exhaustion enters, labor becomes slavery. Zest is 
partly a matter of physical condition, but it is also largely 
inftuenced by mental reactions. These are common to all of 
nl in every position. Are we doing well with our lives? 
Are we providing for our familiell-llot merely clothes and 
food and shelter while we are working, but an insurance for 
them when our working time is ended either by age, dis
ability, or death? Are we providing more cultural oppor
tunities for ourselves and our children? In a word, are we 
free men? Here in America. we have raised the standard 
of political equality. Shall we be able to add to that, full 
equality in economic opportunity? No man is wholly free 
until he is both politically and economically free. No man 
with an uneconomic and failing business is free. He is 
unable to meet his obligations to his family, to society, and 
to himself. No man with an inadequate wage is free. He 
il unable to meet his obligations to his family, to society and 
to himself. No man is free who can provide only for physical 
Deed.. He must also be in a position to take advantage of 
cultural opportunitie.. Business, as the process of coordi
nating men's capital and effort in all fields of activity, will 
not have accomplished its full service until it shall have pro
vided the opportunity for an men to be economically free. 
I have referred elsewhere to the cultural wage. I repeat it 
here as an appropriate term with which to measure the right 
earnings of every member of a sound society competent and 
willing to work. • •• The worker must be made to feel. 
must be made to realize, that he is a properly owner. General 
Electric is operating, in a modest measure, along these lines 
DOW. A consciousness of independence must be created--ilt 
least a feeling on the part of the man, that he is working 
toward complete' independence, and that what he gets in the 
world he earnMt is DOt handed out to him as pap. 

Not merely a living wage, but a cultural wage, must be the 
llasis for the solving of the economic system of to-morrow. 
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SIGNIFICANT CONTROVERSIES 

The widespread interest in and sanction of· the "living
wage" principle was also attended by determined efforts 
especially on the part of representatives of labor organi
zations to secure concrete decisions or awards with this 
principle as a basis. From the signing of the Armistice 
until the year 1922, when the climax was reached, the 
movement for the practical recognition of the living-wage 
principle constantly grew in scope and intensity. It was 
vigorously advocated before all forms of wage-adjustment 
agencies, before State legislatures, and in the halls of the 
Congress. Through the daily press and periodicals, it was 
brought prominently before the country as an issue for 
national discussion. With the decline in the humanitarian 
and reconstruction sentiment, however, which was so 
intense after the war, and with the advent of industrial 
activity after the year 1922, the living-wage movement as 
an urgent issue disappeared, but the broad, fundamental 
support remained and will undoubtedly vigorously assert 
itself in a practical way in the future. 

As an issue for national determination, the living wage, 
as already pointed out, was brought forward most promi
nently in connection with wage arbitrations in the bitumi
nous and anthracite coal-mining areas in 1920 and by pro
ceedings inaugurated by all classes of railway employees 
before the United States Railroad Labor Board during the 
period 1920-1922. 

In the cases involving the mine workers, a living wage 
was requested for all unskilled and semi-skilled "day" men 
or time workers, with corresponding increases in differ
entials above these groups for skilled workers and' pick
miners. In submissions before the Railroad Labor Board, 
demands were at first generally made for a living wage by 
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aU groups whose earnings were below the rates of pay 
shown by budgetary studies to be necessary for the main
tenance of an average wage-earner's family on the level 
of health and decency. Later, when all classes of em
ployees became involved in the effort to resist wage-reduc
tions, a concerted attempt was made to have the Railroad 
Labor Board recognize a minimum standard of "health 
and modest comfort" for the lowest grades, such as the 
maintenance-of-way employees, and corresponding changes 
in differentials in rates of pay above this minimum for 
occupations requiring skill, hazards and responsibilities. 
Expressed concretely, the attitude of the employees, as 
submitted to the Board, may be comprehensively illustrated 
by the following statement by their economist in one of. 
the final hearings of the series of controversies of the 
period 1921-1922:' 

From the time of the first hearings before this Board in 
the Spring of 1920 up to the present day, the representatives 
of the employees, consistently and without variation, have 
urged the Board in making general wage adjustments to 
adopt the fonowing course or procedure: 

First: To fix for the unskilled laborer, or the lowest
paid worker in the scale of railroad occupations, 
a "living wage," or a wage sufficient to support 
a standard of living based on health, decency, and 
a reasonable and modest degree of comfort, and 

Second: Above this basic, living wage, to establish dif
ferentials for the higher grades of railroad work
ers, such differentials to e~tend upward accord
ing to skill, hazard, responsibility, experience, 
trai~ng and productive efficiency. 

I Th_ proc:oedin... in90lftd an cla.- af ITan_rUtin employeeo Dum, 
berint at that time about 2,502,.000, See "Proceeding. before the 'united 
Sla ... Railroad Labor Board,' '-GiallO. 1921·1922. Tbe recorda of the Labor ::rot arc DOW at the U. S. Board of l4ediation and Conciliation, Walbia" 
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At the time the Board was created, differentials as between 
the different crafts and occupations had already been estab
lished by past experience, precedents, and labor adjustments. 
The Board, therefore, has had no difficulties to meet in the 
way of differentials. It has practically recognized differ
entials which existed prior to its organization. In rendering 
its decisions as to wages, the Board has based its action on 
the relation existing between different classes of employees 
and has maintained the preexisting differentials by adding to 
or subtracting from each group of workers an equal or prac
tically an equal number of cents per hour or day, according 
as the award called for an increase or decrease in compen
sation. 

The decisions of the Board have, therefore, been based 
primarily on the increase or decrease in the cost of living 
without regard to the adequacies of the basic wage in the 
industry paid to unskilled labor, and, as a consequence, with
out regard to the adequateness of the rates of pay of all other 
classes of workers of whatever skill or responsibility, for the 
reason tha~ the wages of the higher skilled workers are 
necessarily related to the rate established for those at the 
bottom of the scale. The history of the Board, therefore, 
shows that it took the wage scale as it found it, and has 
raised it or lowered it in accordance with the rise or fall in 
retail prices of those articles which enter into the consump
tion of the railroad workers or their families. So far as we 
know there has been no consideration given as to the ade
quateness of railroad wages beyond the possible assumption 
contained in the decisions of the Board that-in view of the 
fact that the Board has not discussed the matter-it has 
accepted standards of compensation as it found them, deem
ing them to be just, reasonable and adequate. 

THE WAGE DECISION OF 1921 

We had hoped that in 1920, when the work of the Board 
began, and when there were unprecedented business and 
trade activities and unprecedented railway traffic and income, 
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that the Board would recognize the need of a basic living 
wage for the unskilled worker in the transportation industry, 
and would revise and reconstruct the entire wage scale for 
the railroads on this basis. Several months before the Board 
wal organized, the Bituminous Coal Commission had not 
hesitated to adopt such a policy. It repudiated the cost-of
living theory of wage adjustments, accepted the living wage 
al the basis of readjusting wages in the soft-coal industry, 
and increased the wages of unskilled workers in and around 
the mines 97 per cent., altho the mine workers themselves 
only claimed that the cost of living had advanced 85 per cent. 
Thi. was done in March, 1920, or about two months before 
this Board began its deliberations. 

On the other hand, when at the close of 1920 the tide of 
business and industrial activity turned-when expansion was 
.ucceeded by rapid and sudden contraction and by the falling 
off in railway traffic and income-and when in the early 
months of 1921 the railroad representatives, taking advantage 
of a .light decline in prices and especially of oversupply of 
labor because of unemployment, and especially a surplus of 
unskilled labor, asked the Board to reduce the rates of pay 
of all dassel of railway employees, we relied upon the prin
ciple of the living wage for the unskilled worker as a "saving 
clause," to resist the attacks of the railroads based on their 
conception of labor as a commodity whose price should .be 
determined by the law of supply and demand. 

We contended at that time that the Board before giving 
ear to other considerations should determine whether or not 
the rate. of pay of unskilled workers were sufficient to main
tain a life of decency and health. This consideration was 
urged u paramount to all others, in our opinion, and until 
the principle of a living wage for unskilled workers was met, 
other reasonl for wage reductions based on declining prices 
or cost of living-or lower wages in other industries, we 
claim~d, could not be equitably entertained by the Board. 

OU:r conception of the status of the Board was, at that 
time, al it alway. hal been, that it is a court of industrial 
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equity-the' supreme court of equity in the Transportation 
Industry. It would be an insult to the intelligence of the 
Congress and of the people of the country in passing the 
Transportation Act, as well as to the dignity of the Board 
itself, if we were to concede what the representatives of the 
railroads actually assert, that this Board is nothing more 
than an agency for registering changes in the cost of living, 
and in the supply and price of labor. So we contended last 
year that the Board was not established for the purpose of 
giving its sanction to the unhampered play of ruthless eco
nomic forces, but should proceed upon the basis of industrial' 
equity, economic justice, and upon the principles which are 
fundamental to a broad and enlightened social and public 
policy in a self-governing republic ..•. 

DEFLATION OF UNSKILLED WORKERS IMPOSSIBLE 

In appearing to-day in behalf of the unskilled workers, it 
is our purpose to demonstrate to the Board that such a pro
gram can not be accepted. We make this assertion after. care
ful and deliberate consideration of all the facts as to prices or 
cost of living and of all the facts as to the reductions in rates 
of pay of unskilled or common laborers in other industries. 
It is our contention that, irrespective of all facts presented 
by the railroads, the Board should not take any action lead
ing to a reduction in wages of unskilled workers. • • • 

Moreover, it follows, logically, that if there is no ground 
upon which the Board can predicate a reduction in the rates 
of common laborers, there is, as a consequence, no ground 
upon which the Board, in our opinion, can justify any reduc
tions in the rates of pay of any other classes. • •• The 
unskilled laborer is the balle, or foundation, of the wage 
structure. Differentials to other employees are by longtime 
usage and by the previous·decisions of this Board itself, built 
upon the basic rates of the unskilled laborer. If the rates for 
common laborers are maintained without change, therefore, 
as they should be, there can be no change in the rates of 
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other classes of employees, unless existing differentials are 
wiped out. and the policy is adopted of taking away from the 
different class~ of railway employees, for the benefit of 
management. all lurpluses in earnings which may exist above 
the actual physical needs of subsistence. This, of course,. is 
inconceivable. 

We can conceive that under the conditions of the existing 
breakdown in trade and industry, the Board may defer the 
question of a living wage, or what the earnings of unskilled 
employees sho"ld b,. until a more propitious time, when 
normal conditions have developed. On the other hand, it is 
axiomatic that the Board cannot fail to consider at the pres
ent time what the lowest level of earnings should flol bll. 
There is a slopping loi,,' below which, for reasons of public 
policy as well as those bearing on efficiency and output in 
industry, rates of pay can not be permitted to fall. More
over, there is a human view-point. Men who love humanity 
and who have a sense of public responsibility can not doom 
other men and their families to ill-health, misery, low morals, 
and their babies and children to malnutrition and to certain 
death. 

THB UFECT OJ' LOW W ACES VPON HEALTH AND MOItALiI 

It is our purpose in asking the Board to subpena the list 
of unbiased and distinguished experts which we submitted, 
to prove that if the Board should, in response to the com
plaint of the railroads, reduce the wageli of section men and 
unskilled laborers below their present level, it would impair 
the efficiency of the railroads, it would be directly contrary 
to enlightened public policy, it would result in the physical 
and moral deterioration of these employees and their families, 
and it would. just as surely as I am standing here, result in 
the malnutrition and actual death of their children. 

These are not mere sentimental or sensational statements. 
They are the solemn, terrible truth. They are capable of 
absolute demonstration by competent witnesses. Before these 
awful truths, vast compilations of statistics and elaborate 
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diagram~ as to "wages in other industries" and "the decrease 
in the cost of living" shrink into nothingness. This matter of 
lowering the wages of unskilled men is not a statistical prob
lem, or an economic or industrial question. It is a question 
of public policy, of public morals, of ethics, of humanity 
itself. In our conception of this Board, this fundamental 
question should be passed upon by this Board as a court 
of equity-as a public body charged with a public responsi
bility. 

The controversy between transportation employees and 
managements was waged along these lines before the 
Labor Board in various proceedings, over a period of two 
years; and, as has been stated, it was taken up and dis
cussed pro and con by the press, publicists, and leading 
figures in and agencies of industry and finance. Finally, 
when the majority of the Labor Board declared that the 
living-wage principle could not be practically accepted 
because of the depression then existing in manufacturing 
and transportation industries, the issue was transferred to 
the Congress. An appeal was made to the appropriate 
committees of both Houses by representatives of the Main
tenance of Wage Employees, requesting that the term 
"just and reasonable" in the Transportation Act of 1920 
be specifically interpreted as meaning a "living wage for 
unskilled empioyees" and made mandatory upon the Rail
road Labor Board by a special amendment of the law. In 
a hearing upon this proposition before the Senate Com
mittee on Interstate Commerce, Chairman Cummins stated, 
as has already been pointed out, that he agreed with this 
interpretation of the meaning of the phrase; later he 
declared that he would submit the amendment for a "living 
wage" to the Senate.1 Before this could be accomplished, 
however, the antagonism of employees to the Railroad 

1 Ante, pp. 70-71, 98. 
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Labor Board became so pronounced that it resulted in 
1925 in the repeal of the entire Labor Provisions of the 
Transportation Act of 1920. 

At about the same time in 1922 that the agitation of 
the railway employees for a living wage reached its height, 
an acute situation had also developed from a national strike 
in the soft-coal fields, and especially in connection with dis
orders and the breakdown of civil government in certain 
coal-mining areas in West Virginia. Hearings had been 
conducted and an investigation made by the Senate Com
mittee on Education and Labor.1 In an effort to work out 
permanent peace on a constructive basis, the chairman of 
the committee, Senator William S. Kenyon, in a Report 
to the Senate recommended a code of fundamenta) prin
ciples for the regulation of industrial relations in the bitu
minous coal-mining industry, including the principle of a 
living wage for unskilled workers with the maintenance 
of wage differentials above the minimum for skilled work
ers. In his annual message of December 6, 1921, Presi
dent Har4ing also urged the adoption of this, or a similar 
code, but no action was taken by the Congress. 

THE PUCTICABILITY OF THE LIVING WAGE 

In the course of the exhaustive analysis and discussion 
of the living wage during this period, its opponents, both 
in formal presentations to wage-adjustment agencies and 
in less formal public controversy, did not oppose the prin
ciple involved. They acknowledged that the principle was 
altogether worthy of acceptation, but from a practical 
standpoint it was "unsound," "visionary," "academic." 
Because of the financial burden which would be imposed 
either upon industry or upon the consuming public, the 
living wage, it was also asserted, could 110t be actually 

1 See pp. 102.103. 
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applied. This opposing attitude on the ground of imprac
ticability was further supplemented by certain arguments 
relative to the actual size of the average wage-earner's 
family, the questionableness of giving unmarried workers 
the same basic compensation as the married ones, and 
similar technical points. A statement of the argument in 
opposition, as developed by proceedings before wage-arbi. 
trati~n boards and in general public discussion, may bl! 
summarily stated as follows: . 

1. . If a living-wage standard should be established for 
unskilled workers, with corresponding increases in 
differentials for those above the minimum, the produc
tive capacity of the country would not be sufficient, in 

. t~rms of actual commodities, to meet the demand for 
the quantities of food, clothing, housing, and other 
commodities required. 

2. The National Income was not large enough in terms 
of money to provide for the payment of a living wage 
as requested, without confiscating an undue share of 
profits, or the normal returns to capital, and would 
thus render industrial undertakings impossible. Mil
lions of men would be thrown out of work, as 
industry, it was claimed; would be unable to employ 
them. 

3.· Proceeding further upon this assumption of the 
inadequacy of the National Income to meet the "living 
wage," it was asserted that if the living-wage prin
ciple was applied, prices would be correspondingly 
increased and there would be no gain in real wages. 
From this conclusion the further inference was drawn 
that if one class of wage-earne~s,· as the railroad 
workers, should receive the "living wage," it would 
cause higher freight rates and increases in commodity 
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prices and result ultimately in the exploitation of all 
other classes of industrial workers. 

4. The contention was also made that the use of a 
budgetary family of 5 members as a standard family 
(father, mother, and 3 dependent children) was un
sound, as the Reports of the United States Census 
Bureau showed that the average American family 
consisted of only 4.4 persons. The assumption of a 
"normal" family of 5, therefore, meant, it was stated, 
that industry would be forced to pay for the support 
of millions of children who were supposititious, 01' in 
other words, did not actually exist. The Census, it 
was pointed out, in terms o~ figures showed only 
35,000,000 family dependents, as contrasted with the 
standard budgetary studies, which, on the basis of 
24,000,000 actual families, would provide wages for 
73,000,000 dependent children, or 38,000,000 more 
than the Census actually reported. If a basic wage 
were to be established, it was concluded, therefore, 
it should be determined on the basis of a man and 
wife only, with specific allowances in addition for each 
child, as had already been done in France and other 
countries. 

S. The Census also, it was stated, showed that for 
each family there were 1.36 male workers 01' a total 
of approximately 33,000,000 as compared with the 
24,000,000 families. Why should each of these wage
earners, it was then asked, receive wages based on a 
family of 5, when for each average family there was 
more than one male worker, or an average excess of 
.36 male wage-eamers per family? If each individual 
worker was supposed to support a "normal" family 
of 5,1.36 workers per family should be supporting 6.8 
persons per family. 
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6. Conditions as to living costs and prices, tastes and 
actual needs, it was further declared, were not the 
same in all localities, and hence there should be no 
standard "living wage," established by bUdgetary 
methods, for the country as a whole. 

7. The use of the budget as a basis for the realization 
of a living wage, it was claimed also, was a futile 
means of fomenting industrial unrest and trouble, as 
it had been made a powerful means of appeal to the 
impossible desires and avarice of labor groups. 

8. Finally, it was concluded that as an ideal humani-
tarian conception the living-wage principle was to be 
commended, but as a practical proposition it was 
fundamentally unsound and impossible of adoption 
for the reason that the compensation of workmen 
must be fundamentally based on their productivity.1 

To these adverse criticisms and arguments, the advocates 
of the "living wage" principle made reply, which, stated in 
summary form. was as follows: 

1. In answer to the claim that the productive capacity 
of the country was not sufficient to assure a comfort
able standard of living to each of· the millions of 
families in the country, an inventory was made of the 
actual and potential productivity of the country, and 
it was shown that the national industries could meet 
the requirements for food, clothing, housing and other 
commodities essential to a general living-wage stand
ard, and that there would still remain more than an ---

I For the mo.t comprehensive presentation of the obiections to the living. 
wage principle, .... statement by John G. Walber, Executive Secretary, Bureau 

'of Information, Eastern Railways, before U. S. Railroad Labor Board .. Main· 
tenance of Way Employees Case, Chicago, 1922 ... Stat.ment on Behalt of the 
Railways before Seonate Committee on Int.rotate Lammerc., by Profeasor C. S. 
Duncan, Washington, 1922j. American Railroads, publisb.d by Association of 
Railroad Executiv .... ..New york, issue of August 23, 1922 (Vol. Ill, No. 10); 
Article by Ben W. nooper, Chairman, U. S. Railroad Labor Board, NatitHt', 
B"litwll, Jun .. , 1923, .ntltled ... "LivwJr Wage and tbe National Income"; 
"Wages and the Family," by rani H. Douglas, University of ChiA::aio Pr .... 
1925. 
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abundant surplus to exchange for coffee, tea, sugar, 
and other commodities which were necessary to health
ful and comfortable living standards, but which were 
not produced in the United States. This analysis was 
made without reference to the possibilities of improv
ing methods of production, but on the basis of actual, 
prevailing conditions.' 

2. As to the contention that the use of the family of 
five members as a unit was unsound, inasmuch as the 
Census figures showed that the average American 
family contains only 4.4 persons, it was stated that 
the choice of the, three-child family did not rest at all 
upon Census averages. The reasons for such a choice 
were ( 1 ) that it was socially desirable that every 
family should have at least three children if the race 
was to perpetuate itself; (2) that the average marri
age resulted in at least three children; (3) that usually 
during some period in the marriage life, at least three 
children were of dependent ages; and (4) that the 
living wage needs to provide a sufficient income to 
support a family at its period of maximum expense. 
This, it was argued, did not secure complete justice, 
as families with more than three children would suffer, 
but as a practical working proposition it was felt that 
the three-child unit secured approximate justice! 

As to the importance of the average family having 
at least three children if the race is to perpetuate itself, 
it was submitted that Doctor Louis I. Dublin, Statisti
cian of the Metropolitan Life Insurance Company, 
gave a conclusive answer in an address before the 

'''The Pnetlcability of • LiYi ... W."e,- Employees Ezhiblt No. 21, Before 
1M VDit'" Statell Aathroeiae Coa1 Commiuiaa, Wubiapm, 1920. 

I P __ inlll Bef ..... tbe U. S. R.i1roo18 Labor lIoard-MeiDtea_ of 
w.~ Employees Ca_192l, El1>«iall~ Statement of R~_tatift of E .... 
,.,.. .... till ... "Tbe Ability of !be CaouIttJr to P.,. • L • ..;.,. W-." 

10 
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American Association for Advancement of Science, 
Uecember 29, 1917. He stated: 

It is obvious that the basis of every family is two 
individuals. The question then resolves itself as 
follows: How many children must be born to every 
family in order that two individuals may be raised 
to maturity? The number of children born must be 
more than two for a number of reasons. The first 
is the fact of mortality. The death rate is excep
tionally high in the period of childhood, amounting 
in the first year of life to about 10 per cent. of the 
babies born. If we begin with 100,000 at birth and 
trace them through from year to year, we find that 
about 75,000 are alive at the average age of marri
age. This is according to the mortality rate that 
prevails over a large portion of the United States. 
The rest have died. This fact alone would make it 
necessary that every marriage result in an average 
of two and one-half children in order that two per
sons may attain the average age of marriage and 
replace their parents in the population. But this 
assumes, first, that all persons marry, and, second, 
that every marriage is productive. As a matter of 
fact, all persons do not marry. In our own country 
from 12 to 15 per cent. do not marry until after the 
reproductive period, if at all. A considerable pro
portion of marriages, over 7 per cent., are sterile. 
When we make the necessary corrections in our fig
ures, the average number of children per family 
which must be born is increased to close to four in 
order that the stock may maintain itself without 
increase or decrease. 

The United States Bureau of Labor Statistics, the 
Chicago Council of· Social Agencies, and other respon
sible authorities also gave official approval to this 
statement ·of Doctor Dubliri. 
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In addition to this need for families of three chil
dren, the fundamental question, it was also pointed 
out, was not really a statistical one. Statistical aver
ages included young married couples with as yet few 
or no children and also married couples with all their 
children grown and fully self-supporting. The ques
tion, however, concerned rather the average size of 
the average family at a particular, but very important, 
point in their career. It also embraced the opportu
nity for a single man to be able to be married and to 
pass successfully over this acutely stressful period of 
family development. 

3. As to the ability of industry to pay a living wage, 
it was shown further by careful analysis, based on the 
Reports of the Census Bureau and the National 
Bureau of Economic Research, that the output of in
dustry was sufficient to pay all unskilled workers a 
living wage, and also corresponding increases in dif
ferentials to those above the grade of unskilled labor
ers. 

In this connection, it was emphasized further that 
the Iivirig wage was concerned solely with adult male 
heads of families, and that it did not directly apply to 
women or children gainfully employed; to proprietors 
and others engaged in business of their own; to pro
fessional people, to those engaged in anti-social work, 
or to chronic idlers or incapables. With these funda
mental reservations in mind, it was then shown that, 
according t~ the United States Census of 1920, there 
were 41,609,192 persons, 10 years of age and over, 
engaged in various gainful occupations, but after 
eliminating the classes described in general above to 
which the living wage would not apply-women, pro
prietors, officials and Inanagers, children and appren-
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tires, farm laborers, servants, professional persons, 
members of United States Army and Navy, criminals, 
idlers, and inmates of public institutions, and the 
unemployed-there would remain only 17,423,077 
persons to whom the living-wage principle would be 
applicable. Estimating the amount necessary to main
tain a living-wage standard according to the budget 
of health and comfort issued by the U. S. Bureau of 
Labor Statistics in 1919, and increasing each unskilled 
worker to the amount his earnings fall below this 
figure, and also adding a similar amount to the earn

. ings of those in the higher grades of occupations so 
that existing differentials in rates of pay would be 
maintained, it was estimated would add from 22 to 34 
per cent. or from $7,400,000,000 to $11,370,000,000, 
to the national wage bill, according to 1922 conditions 
and the extent to which the living wage was applied. 
As the total amount paid in wages in 1918, according 
to the Bureau of Economic Research, was 33 billion 
dollars and the total national income was 61 billions, 

. it was concluded that the national income was suffi
cient to stand a practical application of the living wage 
without increasing prices or unduly decreasing capital 
returns. 

4. The economic result of applying the living-wage 
principle, or, in other words, of increasing the national 
wage bill from 22 to 34 per cent., it was further 
claimed, would not be a dead weight on industry, but 
would be absorbed by other balancing factors; part 
of the expense might be paid out of excess I>rofits, 
or the entire expense might be offset by the increased 
efficiency of labor and management in reducing costs 
of production and eliminating waste. It was not logi
cal, it was contended, to assume the indefinite continu-



ACCEPTANCE OF NEW THEORY ;139 

ance of the then prevailing waste and inefficiencies of 
industry, as illustrated not only by general conditions 
but strikingly in specific instances, as in the over
developed bituminous coal industry, the underdevel
oped or inadequate railway system. and the monopoly 
conditions in anthracite coal mining. 

Higher wages, it was declared. would make possible 
greater productive efficiency of labor, increase labor's 
purchasing power, create a broader demand for com
modities, and, furthermore, add to savings and tend 
to decrease the cost of capital. On the other hand, 
higher earnings would stimulate management toward 
improving facilities and processes, and reducing labor 
and other costs of production. The net result, there
fore, of the application of the living-wage principle, 
it was concluded. would be (1) lower costs to indus
try, (2) lower prices and no exploitation of consum
ers, and (3) higher real wages to industrial workers. 

S. Moreover. it was stated, the arguments against the 
financial practicability of the living wage were in gen
eral unconvincing, because they assumed the perma
nent continuance of existing conditions of production 
and distribution. and did not admit the possibility of 
advantageous changes. The same arguments, it was 
shown. had been advanced in past years against the 
establishment. successively, of a twelve, ten, nine and 
eight-hour standard work-day, the installation of 
safety devices in industry. woman and child labor 
legislation. minimum wage laws. and other restrictive 
legislation, -and none of the predicted evils had been 
borne out by subsequent events. The cont~ry had 
really been true, for all past experience indicated that 
the acceptance of the living-wage principle in a rea
sonably practical way would stimulate the spirit of 
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industrial peace and cooperation, and would result in 
enormous gains in the productive efficiency of both 
capital and labor. From the experience along the 
lines of similar innovations in the past, the conclusion 
could be accepted, it was claimed, that if the living
wage principle should be applied with the accustomed 
sagacity and common sense. of industrial leaders, no 
serious financial or other evil would result, but rather 
great industrial advantages. It was emphasized that 
no sudden application of the principle was planned, 
which might cause an industrial collapse, but only a 
gradual, sensible adoption of the idea, attended with 
the minimum possibHities in the way of dislocation of 
production and distribution. 

6. Finally, it was pointed out that the living wage was 
not merely a matter of economics. It involved a 
fundamental moral principle. The boon to humanity 
resulting {rom its application, and the improvement 
to our social, political and religious life, could not, it 
was declared, be overestimated. Without the living 
wage our industrial achievements, on the other hand, 
it was claimed, were entirely materialistic and were 
built upon an indefensible foundation-upon the 
social and economic degradation of a large part of our 
citizenship. To say that the living wage was impos
sible or impracticable, therefore, it was concluded, was 
to offend America's fundamental sense of humanity, 
morality, and religion. 

FORMAL PRECEDENTS ESTABLISHED 

These arguments for and against the living-wage prin
ciple were, as has already been described, exhaustively 
advanced and defended ir). connection with controversies 
between. capital and labor during the four years, 1919-
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1922, and were extensively discussed in the press and on 
the Boors of legislative bodies. The living-wage question 
was rapidly becoming an issue of national importance when 
the discussion at length began to lose its intensity, due to 
the revival of industry and business in 1923, and the 
adoption of a new industrial plan of procedure which 
stimulated the unprecedented development of industry 
during the next five years, and which accepted productivity 
and high rates of pay as fundamentals of prosperity. 

In the case of the United States Railroad Labor Board, 
where the supreme effort was made to force the practical 
acceptance of the living-wage principle, no direct action 
was secured even after the late Senator Albert Cummins, 
Chainnan of· the Senate Committee on Interstate Com
merce, had declared that the railroad employees were cor
rect in interpreting the term "just and reasonable" wage, 
as defined in the Transportation Act of 1920, as meaning 
a "living wage." Elaborate majority and minority opinions 
were handed down by the Board. Altho the majority 
refused the immediate acceptance of the living-wage prin
ciple, this action was conditional, and was made upon the 
public declaration that further consideration would be 
given the matter when economic conditions improved. 

As early as July, 1920, in its first wage award (Decision 
No.2), the employees claimed that the Railroad Labor 
Board had led them to believe that it had accepted the 
living-wage principle. At that time the Board said: 

The Board has endeavored to fix such wages as will pro
vide a decent Iiying and secure for the children of the wage 
earners opportunity for education, and yet to remember that 
no class of Americans should receive preferred treatment 
and that the great mass of the people must ultimately pay a 
great part of Lite increased cost of operation entailed by the 
increase in wages determined herein. 
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From that time forward the representatives of the em
ployees constantly urged the Board to give a practical 
application to the living wage. Not until June 10, 1922, 
however, '01' almost two years after the declaration in 
Decision No.2, did the Board give any further indication 
of its attitude. In Decision No. 1074 (Docket 13(0), 
effective July 1, 1922, having to do with clerks, freight 
handlers, express handlers, station men, and other classes 
of employees, the Board said: 

The Labor Board can not venture too far into the realms 
of economic prophecy, but it is generally conceded to be fairly 
plain and certain that our country has entered upon an era 
of gradually increasing business prosperity which will be 
liberally shared by the carriers. That the carriers shaH have 
a fair opportunity to profit by the revival 'of business in order 
that they may expand their facilities is absolutely indispen
sable to their efficient service to the American public. Their 
unpreparedness now to cope with any greatly increased traffic 
is notorious. Every facility of railway transportation has 
been skimped for the last several years,' and, as to mileage, 
there has been an actual decrease instead of an increase. 

This statement, in the connection used, must not be mis
construed to mean that the employees should be called upon 
to bear the cost of railway rehabilitation, improved service 
and reduced rates. It simply means that it is only patriotic 
common sense and justice that every citizen, including the 
railway employee, should cooperate in a cordial spirit, should 
bear and forbear, until the carriers are back on their feet. 

When this accomplishment is safely under way, it will then 
be possible for the Railroad Labor Board to give increased 
consideration to all the intricate details incident to the sci
entific adjustment of the living and saving wage, with en
larged freedom from the complications of the "relevant 
circumstances" of the abnormal period which is now ap
proaching its end • 

• • • In the settlement of these questions, it is the profound 
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deaire of the Labor Board to do justice to the parties directly 
concerned, placing the human and social consideration above 
the purely economic, and, finally, to establish wages and 
conditions that will largely meet the hopes and aspirations 
of the employees, that will prove satisfactory to the carriers, 
and that will impose no unnecessary burdens on the public. 
This is not a Utopian conception in America. 

This declaration, if it meant anything, clearly showed 
that the majority of the Labor Board had determined to 
accept and attempt practically to work out the "living 
wage" principle, as soon as, in its opinion, two sets of 
adverse conditions had been overcome: (1) the then un
favorable financial status of the railroad companies, and 
(2) the consequent necessity for the employees to cooper
ate in the economic rehabilitation of the transportation 
industry. 

No action was taken by the Board, however, even with 
the renewal of prosperity in 1923. Its failure to give 
practical consideration to this and other fundamental prin
ciples in arriving at its decisions undoubtedly developed 
a serious lack of confidence in the Board by all classes of 
transportation employees, which finally culminated in open 
opposition and the repeal of the Labor Provisions of the 
Transportation Act. . 

This seeming incapacity, on the part of the majority of 
the Board, and especially of some of the representatives 
of the public, was a disaster from every standpoint. The 
labor provisions of the law, of which the establishment 
of the Board was a part, were an unprecedented construc
tive achievement; and had the Board functioned on the 
basis of the fundamental principles of the law, and not 
upon considerations of expediency, it would have com
manded the support of the public, railroad managements, 
and railroad employees, and would have afforded an effec-
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tive example for industrial courts, as it were, which might 
have been developed to settle judicially industrial disputes 
upon the basis of generally accepted rights and principles 
affecting all parties concerned. It is to be regretted that 
the majority of the members of the Board did not have 
the vision to realize the great constructive opportunities 
and possibilities which lay before them. 

Other concrete judicial precedents, however, were devel
oped in connection with the living-wage controversy. On 
this question the opinion o~ Circuit Judge Caldwell in the 
case of Ames vs. Union Pacific Railway Co. (62 Fed. Rep., 
p. 15) are particularly pertinent. At the time· that Judge 
Caldwell· rendere~ his decision the railroad was being 
operated by a Receiver. The Court said: 

The rate now paid is not higher than the rate paid on other 
lines operated through similar country and under like condi
tions, and, in the opinion of the court, is not higher than 
it should be for the service rendered. The employes, with 
families to support, are seldom more than a few days' wages 
in advance of want; and, if their present wages were mate
rially reduced, they could not live. The highest and best 
service cannot be expected from men who are compelled to 
live in a state of pinch and want. 

"A court of equity wiLL not pursue a niggardly and cheese
paring policy toward its employes. Intelligence. bodily 
vigor. and contentment are wanting among men who are 
compelled to work for inadequate wages. Sound public policy, 
no less than justice to the men. requires that they be paid 
a rate of wages that wiLL enable them to live decently and 
comfortably. and school their children. Some corporations 
may pay their employes a less rate of wages than is here 
indicated, but a courlof equity will not follow their bad 
ezample." 

Reference has al~eady been made to the decisions of 
Mr. Justice Samuel Alschuler, in the Packing House caseS. 
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Altho the original award was handed down in 1918, the 
Administration of the Packing House plants continued for 
three years after the Armistice, and the original and suc
ceeding decisions had a very strong post-war effect so far 
as the living-wage movement was concerned. In this 
connection, Mr. Justice Alschuler said: 

The evidence for the employees, and employers as well, is 
unanimous to the effect that whatever the economic work-day 
i. found to be, it should, under normal conditions, afford to 
the workmen a day's living wage for himself and family of 
average size-generally considered to be a wife and three 
children of about school age. The proposition itself is too 
clear to require elaboration. The superintendents agreed that 
while ao-called market price of labor, as evidenced by what 
other industries pay for it, should have some influence, yet in 
any event it should be a living wage. 

While it might seem that the term "living wage" should 
itself fix its boundaries and convey its significance, it is one 
of those phrases not capable of exact definition, but is quite 
dependent on the view-point of the one who employs it. 
While it might generally be understood to be a wage offering 
a living suited to one's condition in life, it could hardly be 
said, when an unreasonably low wage causes the condition 
in life of the employee to sink )01'1, even tho his family 
manages to subsist thereon, that the condition of life of his 
family is thereby established, and that the wage paid is suited. 
thereto. A living wage surely imports something more than 
this. On the other hand, the common laborer's living wage 
cannot under the existing order of things be said to include 
extravagances and superfluities which only those of large 
means can afford. 

As early as 1920, the Federal Electric Railways Com
mission, appointed by President Wilson for the purpose 
of recommending financial and other measures for the 
rehabilitation of the street railways after the war, in its 
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final report also sanctioned the living-wage principle. as 
follows:1 

XII-The full cooperation of labor is essential to the high
est prosperity and usefulness of the industry. The employees 
engaged in this occupation should have (J living wage and 
humane hours of labor and working conditions. 

In January, 1920. in a decision establishing wages and 
working conditions of bituminous coal-mine workers 
throughout the country, the United States Bituminous Coal 
Commission stated that it had fully accepted the living
wage principle as the basis of its wage changes.2 

We have decided [the Commission said], to award as a 
substitute for the 14 per cent. increase authorized by Dr. 
GarficMd, a wage increase that is considerably higher. In 
arriving at the present wage award we were guided by the 
principle that every industry must support its workers accord
ing to the American standard of living. 

The legislature of the State of Kansas, in establishing a 
Court of Industrial Relations in 1920, gave its sanction to 
the living-wage principle. in Section 9 of the law, as 
follows:· 

Section 9. It is hereby declared necessary for the promo
tion of the general welfare that workers engaged in any of 
said industries, employments, utilities or common carriers 
shall receive at aU times a fair wage and have healthful and 
moral surroundings while engaged in such labor. 

After its creation, the Kansas Court of Industrial Rela
tions gave an extended interpretatioB and sanction to this 
section of the law. in a decision of March 29, 1920 ~ 

1 Report of the Federal Electric Railwa18 Commissioo, WashiDgtDb, Gov· 
ernment Printing Office, 1920, p. 4. 

I United Statea Bituminous Coal Comm'D.~ Award and Recommendatinn .. 
Washington, Government Printing Office, 192u, p. 36. 

8 Industrial Court Law, State of ~Act Creating a Court of Ind,... 
trial Relations, January, 1920, Section 9. 

4 Kansas Court of Industrial Relations, State of Kansas va. The Topeka 
Edison Company-Opininn and Ord~Man:b 29, 1920. 
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A living wage may [the Court declared] be defined as a 
wage which enables the worker to supply himself and those 
absolutely dependent upon him with sufficient food to main
tain life and health; with a shelter from the inclemencies of 
the weather; with sufficient clothing to preserve the body 
from the cold and to enable persons to mingle among their 
fellows in such ways as may be necessary in the preservation 
of life. But it it not a living wage only which this court is 
commanded by the people of this State to assure workers 
engaced in these essential industries. • • • 

During the ensuing year, an arbitration board was ap
pointed for adjusting a wage dispute between the Connecti
cut Strut Railway Company and its employees. The 
neutral Chairman was Associate Justice, Mr. John M. 
Beach, of the Supreme Court of Connecticut. The pro
nouncement of the Board was as follows:1 

The Board adopts the proposition, contended for by the 
men and not disputed by the Company, that the fundamental 
principle which ought to goTern the wage determination of 
arbitrators U llu urAl of 41 living wage. 

In the year 1922. Mr. James J. Storrow. a member of 
the banking house of Lee Higginson & Company of 
Boston, .'U the neutral Chairman of a similar arbitration 
board in Springfield, Massachusetts, which. as the basis 
of its award. declared for the minimum health and comfort 
standard. The Board said:1 

Counsel for the Association has discussed standards of 
living and has aptly classified these, as: 

( 1) Poverty or Bare Subsistence LeveL 
(2) Minimum of. Subsistence LeveL 
(3) Minimum of Health and Comfort LeveL 
( 4) Level of the American Standard of Living. 
1 Art.itrati_ A~1nd Stnet JlaiI_,. ~ .... ita Em

~19l1. 

• ArlIitntioD A .....s-spriJqr6eld Streot Itallwa,. c-p.,. eI .t 'I'L ita """' __ f........,. aJ. 19U; Po ll. 
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,We quite agree with counsel for the men that there exists 
no reason for applying here' the standards of either the 
"Poverty Level" or the "Minimum of Subsistence Level"; 
• • • we think the standard to be aimed at here is, at least, 
the. "Minimum of Health and Comfort Level" and by pref
erence, what he describes as the "Level of the American 
Standard of Living." 

In another Massachusetts street railway arbitration in 
1921, the question of supply and demand came befor~ the 
Board, and the Chairman, Mr. Thomas H. Mahoney, 
decided that the'law of supply and demand could not be 
utilized to depress wages below a living wage. He said:1 

However that may be, it. seems to !IS that the doctrine of 
the living wage, so called, has become firmly established in 
America. In other words, the swing of wages downwards in 
accordance with the law of supply and demand is arrested 
arbitrarily at a point which constitutes what is called a living 
wage. 

In 1924, another street railway arbitration board in 
Worcester, Massachusetts, made the following declaration 
in its award:2 '. 

The Board believes that it is impossible to fix a wage rate 
by mathematical statistics. Bare cost-of-living ,statistics are 
important, yet American progress and stability demand that 
we consider also American standards of living. Increased 
efficiency and production, universal and' advanced education, 
new inventions, the war, a disposition to treat labor with 
more liberality and, maybe, a little socialism have all com
bined to create an' American standard of living above the 

1 Award in case of <MasSachusetts Northeastern Street Railway, 1921; 
quoted from Brief in Behalf of Employees, Arbitration between the United 
Electric Railways Company and Providence Division Number 618 of the 
Amallfamated Association of Street and Electric Railway Employees of 
America; May, 1925; p. 30. 

, 2 Award' in Arbitration, between Worees!er Consolidated Street Railway 
Company, n al., and Amalgamated Association of Street and Electric Railway 
Emplorees of America and Local Divisions No. 22 and 448 thereof, April 25, 
1924, Springfield, Massachusetts; page 11. . ' 
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bare cost of JjYing. It is economicany sound that this should 
be 10 and it rebounds to the welfare of the country. It 
advances our civilization and increases our resources, physi
cal, financial, moral and intellectual. 

The majority opinion in a street railway arbitration 
award in Providence, Rhode Island, on July 1, 1925, dis
cussed and sanctioned the living-wage principle as fol
Iows:1 

The principle of the living wage is an expression of the 
theory that wages should be so adjusted as to provide for all 
workers, standards of living which, as a minimum,· permit 
the satisfaction of their basic needs for health and comfort. 
Its emphasis on needs makes it an ethical principle and a 
locial expedient, but its ultimate effect upon future human 
resources provides for it an economic defense. 

Altho Boards of Arbitration are practically unanimous in 
recognizing it as an important principle of wage fixation, 
lome Itudents of the wage problem still have grave doubts 
concerning the possibility of reconciling the principle of. the 
living wage with the facts of economic life. When one is 
reminded that the living wage is a. wage established on the 
basis of need without regard to the service performed, with
out regard to what has hitherto been the value of such serVice 
in the industrial community, and without regard to the 
organization of the industry to which it is assessed, it is 
evident, certainly, that the principle must be applied with 
caution to avoid the temporary industrial dislocation which 
would result from the immediate wholesale readjustment of 
the wage structure. The continuity of social progress itself 
demands that what is socially desirable be tempered at least 
(if not dominated) by what is for the moment, economically 
tossible. 

Nevertheless, this Board believes that the minimum wage· 

I Majorit,. opiJlioa, Award ID Arbitraticm bet .. em the UDited Eteetric ·aail. 
_TO C_pu, aDd Providmce Din.iOD Number 618 of the Amalpmated 
"'-iatiOD of 5tlft$ aad Electric Jr...". Emp107eea of America; 1~ I, 19~5; 
PlIo 26-21. . . 
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in an industrial community should be a wage which provides 
a standard of living consistent with the requirements of 
decency, health and reasonable comfort. This principle is 
easily expressed ; its application, however, is more difficult. 

As late as January, 1926, the Public Service Commission 
of Pennsylvania formally sanctioned the living-wage prin
ciple in discussing the relation of the wages paid to fares 
charged by the Philadelphia Rapid Transit Company. A 
complaint had been made that the unusually high rate of 
77 cents per hour paid by this Company to its motormen 
and conductors was excessive, and after a careful examina
tion of budgetary studies and wage standards, the Com
mission said:1 

The Company frankly avows that its policy is one of high 
wages and good labor rather than low wages and poor labor. 
It points to the notable cooperation and loyalty of its men 
and its total absence of strikes for nearly fifteen years. 

A study of the 77-cent wage from the view-point of eco
nomics and sociology shows that it produces amiual earnings 
but little if any higher than the minimum budget necessary 
to maintain an average family on the basis of living costs in 
Philadelphia. 

The foregoing evidence, and much more of like tenor, leads 
us to the conclusion that the wages paid by the Company are 
not unreasonable or excessive compensation for the labor 
performed. 

In March, 1928, the "living and savings" wage standard 
was formally accepted in a written agreement between 
organized labor and management. At that time, Mitten 
Management, Inc., one of the most successful operators 
of street railway properties in the country, and the Amal
gamated Association of Street and Electric Railway Em-

1 Order of the Public Service Commission of Comtn<>nwealth ~f Penna., 
January 12, 1926, on Application Docket No. 11,417, 1924; p. 1NA. 
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ployees, one of the oldest and most conservative unions 
affiliated with the American Federation of Labor, in defin
ing the principles and standards to govern their future 
relations, formally agreed that street railway employees 
should have an opportunity to participate in productive 
gains, "in addition to wages sufficient for the necessities 
of life, comfort and savings." 

STANDARDS EVOLVED 

Different wage standards, gradually extending upward 
in their scope and conception, were evolved and accepted 
as the result of the movement for a living wage, both in 
its pre-war and post-war developments. What should 
constitute a reasonable minimum standard of living varied 
in conception from time to time. Economists and social 
workers have defined and classified these levels of living. 
Prior to the World War, as has already been described, 
the minimum standards which had been developed were 
defined as "The Pauper or Poverty Level," and "The 
Minimum Subsistence Level" of living.' The evolution 
of higher standards since t~ war may be briefly summar
ized in chronological order as follows: 

1. The Minimum Health and Com-fori Level. This 
budgetary standard had its beginning, as already pointed 
out, in the Seattle Street Railway arbitration award of 
1917. During the war it was sanctioned by the National 
War Labor Board, and after the War it was elaborately 
developed on a scientific basis by the United States Bureau 
of Labor Statistics. Under the designation of the "living 
wage" it was sanctioned by Federal and State labor agen
cies, by the churches without regard to denomination, and 
by leading statesmen, publicists and economists. It be-

l See .. 25. 
11 
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came the platform, so to speak, of the "living wage" move
ment, which has been vigorously carried forward to the 
present day. 

This standard of living not only makes provision for 
the physical needs of. wage-earners a~d their families, but 
provides also for social needs--such as some degree of 
recreation, some reading matter, the essentials of health 
preservation, decent clothing for social intercourse, and 
the minimum amount of life and health insurance. 

2. The Savings or A'merican Level of Living. This 
budgetary level marked another step in advance of the level 
of the health-and-comfort standard. It arose from the 
contention, after 1922, that a mere "living wage" was not 
sufficient for American workmen, and that they should 
be enabled to look forward to the ownership of a home, 
the reasonable education of their children, the freedom of 
action to develop individual ability, and a margin of sav
ings for protection against sickness, unemployment, old 
age and death. In its most generally accepted form, this 
budgetary level represented the minimum health-and-com
fort level plus the opportunity to save. It may now be 
said, so far as general acceptation goes, to have super
seded the health-and-comfort level as the irreducible 
minimum. 

3. The Cultural Wage or Standard of Living. This 
conception of what should be the real status of the wage
earner and his family has recently been put forward by an 
industrial executive of national and international repu
tation.1 It goes beyond the satisfaction of physical and 
social needs to the means of meeting the cultural require
ments of the wage-earner and his family. It also lays 
down the dictum that men must be economically as well 

1 See quot~tioD from address of Yr. Owen D. Young. chairmaD of the 
Board of Directors of the General Electric Co., pp. 122·123. 
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u politically free, and to meet this fundamental need 
declares that wage-earners should be paid sufficient not 
only to enable them to satisfy their physical, social, and 
cultural requirements but also to make it possible for 
them to become owners of the industrial undertakings in 
which they are employed. 

This lofty but democratic conception, which is some
what restrictedly expressed by the term "the cultural wage" 
or standard of living, may, of course, seem to be more 
or less in the realm of idealism at the present time. It is 
a striking fact, however, that, in a greater or less degree, 
it is now the settled policy of some of our basic industries 
to attempt to realize it by plans for extending participa
tion in earnings and the selling of stock to employees of 
aU classes. In a few cases the ideal has already been 
realized by employees acquiring control of large under
takings, such as the Philadelphia Rapid Transit Company 
under Mitten Management in Philadelphia, the A. Nash 
Tailoring Company of Cincinnati, the Bank of Italy in 
California, the Columbia Conserve Company of Indian
apolis, the Dennison Manufacturing Company of Massa
chusetts, the Dutchess Bleacheries of New York, and 
others.' 

Eliminating from consideration, however, the elements 
of industrial democracy, and restricting the matter to the 
evolution of standards for measuring an adequate basic 
wage, it is clear that the "living-wage" movement since 
the war has practically advanced to a point where the 
standard of health and comfort, plus reasonable savings, 
has been sanctioned by enlightened public opinion as the 
irreducible minimum of compensation and living· for the 
unskilled industrial workers. This minimum has not only 

I "Politieal ... 01 IadaltriaJ D.",.,.,,-acy." by w. 1cct Laaclr; FIIDk .. W ... ..u. CompaaJ. N .... ¥orIo, 1927; pp. 31(1.272. 
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received a wide public acceptance, but also has gained the 
unqualified approval of forward-looking industrial man
agers. It has ~lso been gradually receiving formal sanc
tions in the practical adjustment of wages by arbitration 
boards and other public agencies. 

THE BUDGETARY METHOD ACCEPTED 

Within recent years the opposition to the budgetary 
method for measuring the adequateness of, wage standards 
has also largely disappeared. There is still criticism of 
the standards, or of the items going to make up a par
ticular standard, as well as pertinent discussion as to the 
accuracy and widespread applicability of budgetary stand
ards; but the consensus of the best economic opiRion as 
well as the most authoritative official practise now is that 
the only sound basis for a wage determination on a stand
ard of adequateness is a study of necessary family expen
ditures, and the working out of a wage rate sufficient to 
meet these expenditures within a reasonable number of 
hour'S of work each day or each week. 

This budgetary method has been made necessary by the 
fact that American industry-because of conditions whioo 
have existed, with some notable exceptions-has not paid 
its unskilled workers an amount sufficient to maintain 
themselves and their families in health and decency. The 
low-grade industrial workers, indeed, have always been the 
residual sufferers in industry. They have been difficult 
to organize into unions, their bargaining power has been 
weak, and they have suffered not only from the exploita
tion of employers but also from the gains of more strongly 
organized wage-earners. 

In attempting, therefore, to determine what adequate 
wages should be, fC'".tJ standards can be found in industry 
as it now exists. This has made necessary the budgetary 
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method, or the study of what the aaual requirements are 
to maintain a family in health and modest comfort. After 
the most careful and comprehensive investigation, the 
necessary quantities of food, clothing, household furnish
ings, and sundries are listed and are then priced. The 
aggregate of the prices of these items represents the wage 
which must be earned if the family standard of living is to 
be healthy, decent, and modestly comfortable. 

Actual experience has demonstrated the practicability of 
the budgetary method. It has been accepted as the only 
feasible method for detennining minimum wages for 
women under the laws of a number of· States, and, as is 
well known, this has been done with great practical success. 
What has been done on the basis of independent women 
workers, has been and can be successfully done in the 
basic industries for male heads of families. In Australia, 
Great Britain and other foreign countries the budget has 
long been successfully used for determining basic wage 
rates for all classes of wage-earners. • 

The budgetary method, therefore, is not new either in 
theory or in practise. It long ago passed the experimental 
stage, and its soundness is now generally accepted. 

GENERAL CoNCLUSIONS AS TO A LIvING OR 

ADEQUATE BASIC WAGE 

As the outcome of the movement which has been in 
progress for the past two decades relative to an adequate 
basic wage for" the lowest grades of industrial workers, 
several conclusions stand out clearly and in a most sig
nificant way at the present time. 

In the first place, the principle of an adequate basic 
wage for industrial workers has been generally accepted 
and authoritatively sanctioned as desirable, not only from 
a humanitarian and civic point of view, but also from the 
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standpoint of the sound principles of industrial manage
ment and of general economics. The conception of the 
standard of living which this basic wage should make pos
sible has advanced through the years from a level of bare 
subsistence of the wage-earner. and his family to the 
recently advocated "cultural" standard, which would em
brace not only physical and social requirements, but also 
cultural needs, together with the highest ideals of: economic 
freedom. Practically, the minimum standard which has 
been reached at this time, or the point of actual accepta
bility, is the level of living provided by the so-called 
"savings wage," or a wage sufficient for a standard of liv
ing of minimum health and comfort for the wage-earner 
and his family, with the added provision for reasonable 
savings as a protection against sickness, accident, old age, 
and other contingencies of life. 

The living or· savings-wage movement has been, in a 
general way, absorbed during the past five years by the 
general acceptance in the United States of the so-called 
productive efficiency theory of wage payments, which 
would stimulate indefinite wage advances so long as labor 
costs of, production are reduced and reasonable margins 
of profits sustained. The adoption of this principle has 
also been further' supported by the theory that high rates 
of pay make for increased purchasing power, greater con
sumption of commodities, and the maintenance of wide
spread prosperity. As industry has proceeded under this 
new and enlightened program, wage earners have received· 
general advances in their rates of compensation, until their 
earnings now in many instances represent unprecedented 
levels. As this process continues, the need will inevitably 
arise for a decision as to what the basic rates of pay for 
those lowest in the industrial scale should be. When spe
cific occasions arise, the living or savings-wage principle 
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will undoubtedly thur be invoked and applied to the un
skilled worker, with the addition of reasonable advances 
in the differentials above the unskilled which custom and 
tradition have heretofore sanctioned for the more skilled, 
hazardous, and responsible occupations. 

Through the force of this inevitable tendency, the living 
or savings-wage principle will increasingly receive formal 
acceptance and practical application. Outside of the activi
ties of organized labor itself, it will be stimulated by those 
industrial students and leaders who already believe that 
the maintenance of existing prosperity can be best assured 
by making possible higher earnings and, as a consequence, 
increased purchasing power for the millions of unskilled 
or semi-skilled industrial workers. 

The productivity theory of wage payments, in other 
words, and its corollaries, have become predominant. They 
tusu".. the "living wage" principle or the fixing of an 
adequate basic rate of compensation for those lowest in 
the industrial scale. This is implied and accepted as a 
starting point. The procedure of the new industrial order, 
in this respect, was well expressed by Mr. Lewis E. 
Pierson, former President of the United States Chamber 
of Commerce, in an address before that body in Wash
ington in May, 1928, when he said: 

W'lorgoi Ih, old idea 01 Ihe living wage and asserted (J 

fltW Americtm doctrin, -which ,nlisted the cooperation of the 
work,r with the implied declaration that his earnings were 
10 61 meOStWed largely by his power to produce • ••• 

It was evident that if, through the use of power machinery, 
the individual worker could be brought to produce more in 
• given time, he would be able to earn a corresponding 
increase in pay. We found that production and consumption 
must go hand in hand, that high wages represented the com
mOD denominator of both. 
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Finally, it. is apparent that the living or savings-wage 
principle has been fully recognized as a problem of social 
and industrial statesmanship, the solution of which must 
not be deferred longer than necessary. The unskilled or 
semi-skilled workers, to the compensation of which the 
principle must be applied, as already stated, have tradi
tionally been difficult, if not impossible, to organize effect
ively, and consequently have not had the economic strength 
to urge their claim for consideration. The members of the 
highly skilled craft organizations have also been so ab
sorbed with their own interests that they have been indif
ferent to the needs of their less fortunate brothers. Only 
in the case of industrial unions, such as the United Mine 
Workers and the Amalgamated Oothing Workers, or in 
closely federated organizations, as the Building Trades, 
have unsk-illed workmen been raised to a livillg-wage level. 
Also, there have been a few instances where the employer, 
believing fundamentally in the economy of high wages, as 
in the case of the Ford Motor Company, has voluntarily 
placed the compensation of the unskilled on an adequate 
basis. In general terms, therefore, it may be said that 
altho the living or savings-wage standard is economically 
sound, the mainspring of the movement has been from 
those primarily interested in its social, political and humani
tarian aspects. 

Within the past few years, however, the fundamental 
conceptions of industrial progress have strikingly changed. 
With the increased mechanization of industry it has been 
accepted that low wages do not make for low labor costs. 
Furthermore, it has been widely realized that in their pur
chasing power the lowest grades of industrial workers have 
relatively suffered a great disadvantage. Moreover, while 
proceeding during recent years upon the theory that there 
may be indeterminate increases in wages so long as costs 
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are not increased and profits are not reduced, there has 
been no practical method worked out for an equitable dis
tribution of increased labor productivity between the dif
ferent groups of workmen. In raising wages, the old sys
tem of bargaining has been followed. With the develop
ment of more equitable methods of adjustment and the 
actual relation of the wages of the unskilled workers to 
their contnoution to output, this group of wage-eamers 
will undoubtedly be raised to a living or savings-standard 
of compensation and living. The remarkable growth in 
the National Income from 61 billions in 1922 to 90 billions 
in 1927, as shown by estimates from private and public 
authoritative sources,' in the face of lower prices and 
unprecedented wage advances, will also effectively elimi
nate any further contention as to the practicability of 
paying at least a "living wage" to unskilled workers. 

I Eati_t .. .,. the National Bureau of Ecoaomic Researeh, ... d the UDited 
S .... T..aD17 Dcpana.eor. 1928. 



CHAPTER VIII 

ACCEPTANCE AND GENERAL APPLICATION OF 
THE THEORY OF PRODUCTIVE 

EFFICIENCY 

In outlining trends in the development of various wage 
theories, reference has already been made to the action of 
railroad firemen and engineers in their Eastern and West
ern arbitrations during the period 1913-1915, and to that 
of all classes of railway employees in the acute contro
versies before the former United States Railroad Labor 
Board during the years 1920-1922. On these two occa
sions, the union representatives developed and put forward 
the theory ofl "increased productive efficiency" as the justi
fication for wage advances.1 

Stated in its simplest form, the claim was made that the 
labor and responsibilities of employees had become greater, 
their output in terms of traffic units handled had increased, 
labor costs according to the same standard had decreased, 
and as a consequence, the assertion was made that they 
were entitled to a large degree of participation in the 
resultant net revenue gains of the transportation industry. 
It was freely conceded that these gains had in large meas
ure been made possible by increased capital investment, by 
new processes and inventions, and by managerial ability. 
After capital and management, however, had been prop
erly rewarded, it was contended that labor should have a 
share in the revenue gains through higher wages and con
sumers and shippers a participation also in the form of 
lower freight and passenger rates. In other words, as the 
result of the increased productive efficiency developed by 

1 See pp. 32-40, 69·70. 
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labor and management, it was claimed that costs of opera
tion had been reduced, and that both employees and con
sumers should share in the lower costs by receiving higher 
rates of pay and reductions in prices. The way to restore 
prosperity, it was claimed in 1921, was to increase wages 
and purchasing power and at the same time reduce prices 
in order to stimulate demand and to make quantity' pro
duction at low costs possible. 

No practical consideration was given to these theories 
either before the war or during the depression of the years 
1920-1921. Industrial leaders, financiers, and statesmen 
held fast to the old beliefs that industry and trade could 
be revived only by a double deflation of both prices and 
wages. Two years later, however, in 1923, the "pro
ductive efficiency" theory, along with its corollary that high 
wages made for greater consumption of goods and corre
sponding expansion of industrial and commercial activity, 
became the foundation for the new industrial order which 
completely reversed aU past theories and traditions as to 
methods of wage determination. Under the new con
structive program it was held by leaders in industry that 
wages might be increased indefinitely, prices of commodi
ties simultaneously lowered and profits enhanced, provided 
that, through the proper cooperation of capital, labor, and 
management, costs of production were reduced. High 
wages were also further accepted as a fundamental o~ 
prosperity, on the ground that a high level of compensa
tion increased purchasing power, which in tum found 
expression in greater consumption or demand for com
modities. 

THE PRODUCTIVITY THEORY OF WAGES 

From the very beginnings of the science of economics, 
its leading exponents had made a clear-cut distinction be-
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tween wages and labor costs, and had pointed out the fal
lacy of assuming that low rates of pay to worlanen neces
sarily meant lower costs of production. Adam Smith him
self had pertinently commented on this fact as follows:1 

The wages of labour are the encouragement of industry, 
which, like every other human quality, improves in propor
tion to the encouragement it receives. A plentiful subsistence 
increases the bodily strength of the labourer and the com
fortabl8 hope of bettering his condition, and of ending his 
days perhaps in ease and plenty, animates him to exert that 
strength to the utmost. Where wages are high, accordingly, 
we shall always find the workmen more active, diligent, and 
expeditious, than where . they are low; in England, for 
example, than in Scotland; in the neighbourhood of great 
towns, than in remote country places. 

John Stuart Mill also discussed the same subject as 
follows:8 

Wages, and the cost of labor; what labor brings in to the 
laborer, and what it costs to the capitalist; are ideas quite 
distinct, and which it is of the utmost importance to keep so. 
For this purpose it is essential not to designate them, as is 
almost always done, by the same name. Wages, in public 

. discussions, both oral and printed, being looked upon from 
the same point of view of the payers, much oftener than 
from that of the receivers, nothing is more common than to 
say that wages are high or low, meaning only that the cost 
of labor is high or low. The reverse of this would be oftener 
the truth: the cost of labor is frequently at its highest where 
wages are lowest. • • • 

We continually hear of the disadvantage under which the 
British producer labors, both in foreign markots and even in 
his own, through the lower wages paid by his foreign rivals. 
These lower wages, we are told, enable, or are always on the 

1 "The Wealth of Nations." Adam Smith. edited hy Edwin Cannon. Methu ... 
" Co., London. 1904; Vol. I, p. 83. 

2 "Principles of Political Economy," John Stuart .MiI1. Appletoa, New 
York, 1874; p. 512, Vol. I; pp. 251, 252. 254, Vol. II. 
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point of enabling them to sell at lower prices, and to dislodge 
the English manufacturer from all markets in which he is 
not artificially protected. 

Before examining this opinion on grounds of principle, it 
is worth while to bestow a moment's consideration upon it as 
a question of fact. Is it true that the wages of manufactur
ing labor are lower in foreign countries than in England, in 
any sense in which low wages are an advantage to the 
capitalist? The artisan of Ghent or Lyons may earn less 
wages in a day, but does he not do less work? Degrees of 
efficiency considered, does his labor cost less to his employer? 
Tho wages may be lower on the Continent, is not the Cost 
of Labor, which is the real element in the competition, very 
nearly the same? That it is so seems the opinion of com
petent judges, and is confirmed by the very little difference 
in the rate of profit between England and the Continental 
countries. But, if 50, the opinion is absurd that English pro
ducers can be undersold by their Continental rivals from this 
cause. It is only in America that the supposition is prima 
facie admissible. In America wages are much higher than 
in England, if we mean by wages the daily earnings of a 
laborer; but the productive power of American labor is so 
great-its efficiency, combined with the favorable circum
ltances in which it is exerted, makes it worth so much to the 
purchaser--that the Cost of Labor is lower in America than 
in England; as is proved by the fact that the general rate of 
profits and of interest is very much higher. 

General low wages never caused any country to undersell 
its rivals, nor did general high wages ever hinder it from 
doing 80. 

Henry Fawcett, Professor of Political Economy in the 
Uruversity of Cambridge, in discussing the same subject 
more than fifty years ago, pointed out the relatively higher 
productiveness of labor in the United States:1 

• • • The difficult)' arises from confusing wages with cost 
, .. M ....... of Political Ecoa""" ... BeDr7 Fawcett. M.P.; MacmiIIaa,. Lena

.... Ili6; pp. 17Hi4, 211. 
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of labor; wages may be very low, and yet the labor be so 
inefficient, from causes previously explained, that the cost of 
labor may be extremely high. The English contractors who 
made the French railways could have engaged any number 
of French laborers at one-half the wages that were paid to 
English navvies; but so superior is the physical strength of 
an Englishman, that it was proved that one English navvy 
would do as much work as two French laborers. In this case, 
therefore, the cost of French labor would be as great as the 
cost of English labor, altho the wages of the English laborer 
were twice as great as those paid in France. 

The chairman of the Birmingham Chamber of Commerce 
lately asserted that formerly the district round that town 
made nearly all the locks which were used throughout the 
world; but that at the present time the industrial appliances 
of America were so superior to our own, that America 
imported the metal of which locks are made from Stafford
shire, and exported the manufactured locks to England, 
underselling us in our own market. Upon inquiry it is found 
that all the reasons which are given to account for this 
superiority of American industry, either directly or indi
rectly, arise from the imperfect education of our people. 
Altho higher wages are paid in the United States than in 
England, yet labor is said to be less costly in the former 
country, because the workmen there possess a quicker intel
ligence, greater ingenuity, and are more ready to avail them
selves of improved mechanical appliances. 

The following quotation from the writings of J. Schoen
hof is practically the same as the doctrine of our present
day industrial statesmanship. He said:1 

••• Tho cheap labor gets less remuneration per diem, its 
cheapness is no saving to the employers. More hands are 
required to do the same amount of work that better-paid 
labor does at the same cost. 

It is a fortunate sign of the times that we are at last 
1 "The Economy of High Walles," 1. Schoenhof; Putnam, New York, 1892; 

pp. 22, 31, 35, 63·65. 
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beginning to recognize the all-important and redeeming fact, 
that cheap labor by no means means cheap production; that, 
on the contrary, low cost of production and a high wage-rate 
go hand in hand. 

I f a high wage-rate is an impelling cause in this country to 
the introduction of improvements and the adoption of labor
saving processes, the low wage-rate per diem ruling else
where is an equally strong inducement for the continuance 
of rusty and antiquated methods. 

A high rate of wages expresses a high rate of productive
ness, and its converse a high consuming power. A relatively 
high consuming power, high standard of living, is required 
to make the laborer efficient, strong in body and in mind. 
Without this, labor remains economically more or less sterile, 
for which an adequate proof will be given in the further 
progress of this work, treating the industries of the country 
seriatim. Employers can therefore under no possibility lose 
where a permanently high rate of wages rules. They cannot 
possibly lose under a rising rate of wages even, as a rise in 
actual wages is only possible with a rise of the productive 
power of labor. A higher rate of wages than the one of a 
previous period simply registers the change which has gone 
on in the direction of improvement in the economy of pro
duction. But, iMtead of being injured, the employer gaiM 
pontifltly by the rise in the stGfldard of wages tMoug" the 
irlt:f'etUing dtmand therdy t:f'eated for the int:f'easing product. 

It is then dearly evident that there is no greater fallacy 
than the doctrine that a low rate of wages is necessary to 
insure a low cost of production. In fact, the opposite is shown 
to be the true principle upon which the productive processes 
of nations rest. 

Professor Alfred Marshall, also of the University of 
Cambridge, in his "Principles of Economics," published 
twenty years ago, commented on the relation of productive
ness to low labor costs as follows:' 

1 "Pr~;pla of Ec:onomieo," Alfred Manhall. Prof •• _ of Political 
~. Vai __ itJ' of Camb<id&e; MaaailIaa. J..coado8, 1901; Po 54a. 
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••. We have hitherto supposed that it is a matter of 
indifference to the employer whether he employs few or 
many people to do a piece of work, provided his total wages
bill for the work is the same. But that is not the case. Those 
workers who earn most in a week when paid at a given rate 
for their work, are those who are cheapest to their employers 
(and ultimately to the community, unless indeed they over
strain themselves, and work themselves out prematurely). 
for. they use only the same amount of fixed capital as their 
slower fellow workers; and, since they turn out more work, 
each part of it has to bear a less charge on this account. 
The prime costs are equal in the two cases; but the total cost 
of' that done by those who are more efficient, and get the 
higher time-wages, is lower than the total cost of that done 
by those who get the lower time-wages at the same rate of 
piece-work payment. 

In the United States, Professor Seligman of Columbia 
University, very effectively illustrated the economy of high 
wages when accompanied by labor efficiency.l 

Economic production [he said], implies the turning out of 
the greatest product with the least cost. Slil far as the wages 
of labor form an element of cost, it would seem to follow 
that low wages or cheap labor is a necessary condition of 
low cost. Before accepting this ostensibly self-evident propo
sition, however, it is necessary to pursue the analysis further • 

. . . In any single industry low wages do not necessarily 
mean low cost. The real cost of labor is to be measured by 
its productive efficiency. Just as the hundred-thousand-dollar 
railway president is cheap because an inferior and low-priced 
substitute would botch matters and increase expenses, so in 
the case of the ordinary wage-earner the real cost is to be 
measured by the ratio of wages to the product of labor. In 
the Philippines the contractors find it in the end cheaper to 
hire the Chinamen in preference to the natives, although the 

1 "Principles of Economics," Edwin R. 'A. Seligman, Professor of Political 
Economy, Columbia University; Longmans, Green II! Co., New York,1921; pp. 
289·293. . 
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former command larger wages; in the Southern cotton fac
tories the white Ikborer is found more advantageous than the 
negro factory hand, who can be hired at a materially lower 
wage. Furthermore, in the same industry and with the same 
workmen neither an increase of wages nor a curtailment of 
labor time necessarily augments cost. Where a reduction of 
houri or an increase of wages succeeds in enhancing energy, 
care and sobriety, the output may be greater than before. 
Especially where fine machinery is used and a high grade of 
intelligence is required to secure the best results, we often 
find a true economy in high wages and a lower cost in shorter 
hours. ••• 

• • • So far as labor is a factor of production, cost depends 
not merely upon wages, but upon wages as compared with 
output. Under certain conditions there is a true economy in 
high wages; the more a workman is paid, the less he may 
cost. 

• • • The true reduction of labor cost of permanent impcr
tance i. that caused by increased efficiency. The more of a 
man a laborer is, the better tool he becomes. Whatever so
ciety doe. to improve the individual will be more than repaid 
by an augmented production of wealth. 

THE PRODUCTIVE EFFICIENCY THEORY BECOMES THB 

BASIS OP AMDICAN INDUSTRIAL STATESMANSHIP 

This series of citations could be greatly multiplied by 
quoting from other economists. In the discussion of the 
principles and theory of economics, the economy of high 
wages had for many years been pointed out on the ground 
that they were as a rule synonymous with greater produc
tive efficiency and reduced costs of operation. The fact that 
a high level of wages and productiveness was accompanied 
by rising standards of living and increased consumption of 
workingmen, which in tum constituted a market for the in
creased output of industry, had also been commented on by 
students of industry. It had also been realized and noted 

12 
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that low prices might also occur along with a high level of 
compensation to workmen. 

Prior to the war, however, these truths had received 
very little, if any, practical consideration and application. 
They had been recognized through the years, but their dis
cussion had been limited to academic circles. The first 
practical adoption of the theory as a working basis was 
made by Mr. Henry Ford in 1914. He was the pioneer of 
the new era as to wage theories~ but it was years before in
dustry in general accepted his point of view. In establish
ing a $5.00 minimum day-wage in the Ford Motor Com
pany plants in the above~mentioned year, he pointed out 
that high wages could be paid and lower costs realized by a 
wider adoption of machines and machine processes, and if 
prices at the same time were lowered, sales would be stimu
lated by greater consumption. Under these conditions, 
profits per unit of output would decrease, but the aggre
gate of profits in money terms would increase. If this 
policy were extended to industry in general, he claimed, it 
would result in increasing general consumption and in plac
ing the country on an assured basis of prosperity. 

Industry in general, however, refused to change its tra
ditional attitude until long after the war, and, even then, 
only after the adoption of the policy of wage and price de
flation in 1921 had been found futile as a means of reviv
ing prostrate trade and industry. Conditions were altered 
only after such leaders as Herbert Hoover, Secretary of 
Commerce, Julian M. Barnes, President of the United 
States Chamber of Commerce, and many others, had 
pointed out the fallacy of cutting wages as a stimulus to 
prosperity or of attempting to return to the so-called "nor:
malcy" of pre-war conditions as to wages and prices.1 

With the new idea once practically and officially sanc-

~ See pp. 79·83. 



THEORY OF PRODUCTIJlE EFFICIENCY 169 

tioned by high authorities, however, it spread like wildfire 
and soon became the basis of general industrial practise. 

EXTENT OP THE SANCTION OF THE NEW THEORY 

Under the stimulus of this new wage conception, the 50-

called productive efficiency of industry-as developed by 
cooperation between workers and management, new inven
tions, processes, and methods. the installation of new ma
chinery and other capital commitments-was generally ac
cepted by American industry as a reasonable basis for 
indeterminate advances in wages. Higher wages were fur
ther justified by the assumption· that increased compensa
tion of the workers resulted in constant gains in purchasing 
power. which. in turn, permitted further industrial' expan
sion and the maintenance of prosperity. 

The extent to which industrial and financial leaders prac
tically applied. sanctioned. and developed this new order in 
industry may be gathered from the following typical state
ments: 

NATIONAL INDUSTJUAL CONFERENCE BOARD1: 

Another factor in the changed character of the wage prob
lem i. the modified attitude of employers toward wage adjust
mentL A stubborn and unresponsive market, sharp competi
tion or a declining price level have always been taken as an 
invitation to reduce costs. if possible. Until the last decade 
the wage-c:ost seemed the most obvious point at which to 
effect lubstantial savings. and consequently a reduction in 
prices usually called for a reduction in wages. The depression 
of 193>-21 brought home to many employers the doubtful 
economic wisdom of cutting wages except as a last resort. be
cause the general wage deflation at that time paralyzed the 
domestic market. Consequently. tho wages were once the 
first point of attack upon high costs, they have become prac
ticaDy the last. and savings have been effected instead through 
the greater application of inventive genius and power to the 

, .. w .... ill the Uaite4 Slatea." N_ York. 1914-1926. pp. , .... 11-12. 
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processes of manufacture, through standardization of product 
and simplification of distributive machinery. In other words, 
better management has, where possible, taken up the slack and 
effected necessary economies without intervention with wage 
levels in any serious way. Of course, wage adjustments be
come necessary or advisable from time to time, but industry 
appears to have departed from the practise, prevalent during 
the chaotic war and post-war years, of raising or lowering 
wage scales in establishments throughout an entire industry 
almost simultaneously and in a drastic way. Such departures 
from the accepted wage level as have occurred during recent 
years, with few exceptions have been the result of individual 
plant action, dictated by circumstances obtaining in that 
particular establishment or locality, and have not reflected a 
general policy for the industry as a whole. 

Wages and Productive Efficiency 
The question naturally suggests itself as to how long new 

efficiencies in operation can compensate for the maintenance 
of high wages in periods of depression or permit the increase 
of wages without a corresponding increase in prices. It may 
be that industry has so far accomplished only the most obvi
ous improvements in process and shortening of operations; 
that this movement, only in its infancy, may be developed 
far beyond what can be imagined at the present time. On the 
other hand, it maybe that, particularly in certain types of 
industries, the limit of possible improvement is already in 
sight, and that beyond this point the best scientific effort will 
be helpless before physical laws which cannot be circum
vented. The future alone will hold the answer, but it is cer
tainly too soon to doubt that substantial increase in the effi
ciency of operation in some fields is still to be made. 

Labor's Share in Increased Efficiency 
Another aspect of this same question relates to the right of 

labor to share in the fruits of these economies. Labor's argu
ment, briefly stated in general terms, holds that since, in the 
final analysis, it is labor which applies and makes effective 
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the imprond agencies of production. it is rightly entitled to 
5hare iD the iDcrea.sed wealth created. While it is undoubtedly 
true that the most brilliantly cooceiyed mechanical aid to pro
ductioo is worthless without hUDWI direction. it is still opeD 

to question whether this makes a case for labor's demand. 
That brigue iDduced by the monotouy of work has been in
CJUJed by the further mechanization of industry, which has 
buD an important feature of improved processes. is un

.doubtedly possible. On the other hand, physical exertion in 
many cases has buD Iightmed through the greater applica
tiOD of power, and the determination of relative oe"OIlS 
straiD under former conditions, as compared with the present, 
is • questioD requiriDg further investigation by the physiolo
gist or psychologist before final judgment is possible. In any 
case it is clear that the iDcrease in output per worker in re
cent yearl is due al~ther to the greater use of machinery 
and power and to better management, that is, to the use of 
more capital and managerial intelligence, and not to any 
grater effort or more efficient application on the part of 
labor itselt Production efficiencies have for the most part 
been nolyed through careful research and experimentation 
on the part of highly skilled engiDeeriDg staffs, and this work 
has buD financed by the employer without any assurance that 
it would bring him • return. It seems reasonable, therefore, 
that when this iDyestment has turned out profitably the c:recIit 
and the profits which result should accrue to the employer and 
to the investors who supplied the capital for the experiment, 
and who would not have been likely to undertake it except 
for the prospect of profiL 

IlDBT II. WILLlAXS, ILUroFACl'17UIl, PIlILADELPIIIA': 

I think that there would be very little dissent to the idea 
that the enormOusly increased production made possible by 
power and machines should be distributed broadly and widely 
throughout our population. The rising tide of education and 
enlightenment wiD bring disaster if any serious attempt is 

~-a.~::-= ir':.I=.~~~ '-.. -*Ie., 
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made to concentrate into the hands of the few the advan
tages of 'modern production methods. Moreover, any such 
attempt'is entirely unnecessary; there will be plenty indeed 
for the' able and for the lucky, if production and widespread 
distribution are aided and fostered and encouraged in every 
possible way. • • • 

The remarkable part about all this is that high wages'seem 
everywhere to be an advance requisite to the adoption of 
machinery. The increased productivity resulting from the 
use of machinery makes high wages possible, but paradoxi
cally enough it seems necessary to have high wages first, be
fore the men in charge of industry will consider the installa~ 
tion of machinery. 

In spiteo£ the fact that wages in our factory have more 
than doubled in the past fifteen years, our manufacturing 
costs are actually lower now than they were at the beginning 
of that period. High wages, forcibly thrust upon us by the 
war, and always opposed by those in charge of our business, 
have lowered our manufacturing costs, by making us apply 
machinery and power to tasks formerly done by hand. 

Some time ago, in thinking over this unexpected and un
foreseen rl!sult of wage increases, the idea occurred to me 
"What if our wages should again be doubled?" I have been 
extremely interested in this idea and have reviewed, in care
ful detail, all the manufacturing operations in our plant, and 
I am quite certain that if our wage rates should double in a 
few years' time our costs would be lower than they are now. 

N. L STONE, LABOR MANAGER, HICKEY-FREEMAN COMPANY, 

ROCHESTER, N. y.t: 

The worker should share in the benefits resulting from the 
introduction of improved machinery and increased efficiency. 
Whether this share should take the form of higher . wages, 
shorter hours, or a share in the general profits, or in the 
specific savings resulting from the improvements, is a sub
ject so large as to require separate treatment. 

t From Antllll.r of American AClJdemy of Poli,;cal and SociGl SCWnce, Sept. 
1919, p. 26. . 
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FLUlK TRACY CARLTON, PROFESSOR OF ECONOMICS IN 

DE PAt1W t1NIVEIlSITY1 : 

Preceding the nineteenth century and the use of natural 
power and machinery, leisure and comfort were considered 
to be the birthright of only a few. Hard and almost continu
OUI toil on the part of the multitude was necessary to eke 
out an existence. With the enormous increase in the pro
ductive capacity of the world has come the possibility of a 
,horter working day and of a rising standard of living for 
the mass of toilers. Modem unionism has for its direct aim 
the J>etterment of working conditions; and such betterment 
has been made possible through the technical advances con
lummated during recent generations. 

The maximum amount which an employer can afford to 
pay an employee is the equivalent of the increased produc
tivity of the plant because of the employee's efforts. But the 
productivity of the employee depends not merely upon his 
akiD and efficiency but also upon the manner in which his 
labor is directed and correlated with that of others. 

The existing industrial order must prove its right to con
tinued life by efficiency in the production of the necessities 
and comforts of life for the great drab mass of working hu
man beings instead of the mere piling up of profits. 

1. NOIIU STOCKETT, IL, ECONOMIST, t7NIVEIlSITY OF CHICAGo!: 

By increased productive efficiency is meant solely participa
tion in revenue gains according to specific contribution to in
creased output. 

In conclusion, then, a permanent wage advance may be 
based upon the principle of increased productive efficiency, 
not because of the existence of a definite measurable relation 
between labor and the increased output arising from the 
introduction of more efficient machinery, but because it is 
aoc:ially expedient to better the conditions of labor, when 
such betterment may be effected with the least friction between 

I r ..... "RiItorJ aDd ProbI ..... of Orpaizecl Labor," D. C. Heath I: Co., 
IUO. pp. 4. 5. H. 

I "TIle Arbitral DotenaiDatioa of Jtail_,. Wac ..... 1918; pp. 136-57. 



174 INDUSTRIAL REVOLUTION AND WAGES 

employers' and employees, and with least chance of passing on 
the wage advance to the public by increasing the prices of 
commodities. 

1USTICE LOUIS D. BRANDEIS1 : 

The greater productivity of labor must be not only attain
able, but attainable under conditions consistent with the con
servation of health, the enjoyment of work, and the develop
ment of the individual. The facts in this regard have not 
been adequately established. In the task of ascertaining 
whether proposed conditions of work do conform to these re
quirements, the laborer should take part. He is indeed a nec
essary witness. Likewise in the task of determining whether 
in the distribution of the gain in productivity, justice is being 
done to the worker, the participation of representatives of 
labor is indispensable for the inquiry which involves essen
tially the exercise of judgment. 

WILLIAM HESKETH LEVER, LORD LEVERHULME, 

BRITISH MANUFACTURER2 : 

Therefore, we can learn another lesson from this, that the 
payment of high wages, provided we can produce articles 
that will be within the reach of the consumer, is one of the 
foundation stones of prosperity, in any community of men 
and women. 

WILLIAM H.10HNSTON, PRESIDENT, INTERNATIONAL 

ASSOCIATION OF MACHINISTS8 : 

Principle (2), according to our unions, constructive func
tions as well as protective ones in the operation of industry, 
means the enlargement of the scope of collective bargaining, 
extending its jurisdiction as it were. Where we now enjoy 
recognition and have agreements with management, our task 
is simply to negotiate wage rates, working rules, and prevent 

1 ltulrufrial Ma",.g~t. February, 1918, in ILIl article entitled "Efficiency 
by CallSent," p. 108. 

I From a. lecture delivered before the Industrial Reconstruction Cauncil, 
May 19, 1919. 

8 Report of President William H. Johnston to 17th Canvention of the Inter
aational Aosociation of Ma.!:hinista. MtJclti"ist¥ MtntI/oIy JDf6rf.aJ, October, 
1934, p. 467·n. 
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Injustice to oar members. This is oar protective function. If, 
howner, we want to lay c1aim to the argument, as the theory 
of industrial democracy stipulates, that industry can afford 
better wages and working conditions when its workers share 
in the managment of it, then we must be prepared to assume 
ddinite responsibility for better industrial performance. We 
must do this by means of oar anion organizations working 
in cooperation with managemeaL Thus do we play a con
.tractive, &I weD as a protective part in industrial govem
meaL 

Principle (3), agreement between anions and management 
to cooperate for public service, is the economic justification 
for enlarging the jurisdiction of onr anions in industry. If 
&I a result of cooperation railroads are not going to run bet
ter than they were before, then the workers' argument for 
more democracy in industry comes to naughL 

Principle (4), sharing the gains of cooperation, is the eco
nomic justification for our part in the cooperative pro~ 
Even should industry be run better from the public or man
agement'. point of view as a result of cooperation, the 
workers' interest in cooperation would not long endure, if 
they themselves did not get tangible benefits out of iL These 
benefit. must take the form, first, of steadier and more em
ployment; second. better employment; third. greater yearly 
income, and fourth, better wage rates. 

WIU.lAJi CUD, paESmEXT, AJlUlc.ur FEDEllAnOH OF LABOlll : 

Labor is interested in the successful management of indus
try, because it reasons that, with the introduction of economy 
processes in the development of efficiency and increased pro
duction. the cost of manufacturing and production can be re
duced without lowering the standard of the workers or reduc
ing wages. Labor· firmly believes that if the cost of produc
tion of commodities must be lowered it should be ac:c:om
p1ished through the promotion of efficiency in workmanship 
and management. the elimination of waste and the introduc-
l~ F ........... tu. Pu.pIIJd. "0 ........... ~ w_ - .., .. 111_ '"--
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tion of economy processes. This belief is contrary to the old 
acceptedru.1e of reasoning which held that a lowering of the 
cost of production could only be brought about through a 
reduction in wages. 

High wages can command efficiency in service. In turn, 
the efficiency S.o secured is reflected in the volume of pro
ductivity and, in many instances, in the character and quality 
of the manufactured article. 

AMERICAN FEDERATION OF LABOR CONVENTION, REPORT OF 

COMMITTEE ON RESOLUTIONS, ATLANTIC CITY, 1925: 

We hold that the best interests of wage-earners as well as 
the whole social group are served in increasing production in 
quality as well as quantity, and by high wage standards, 
which assure sustained purchasing power to the workers and, 
therefore, higher national standards for the environment in 
which they live and the means to enjoy cultured opportunities. 
We declare that wage reductions produce industrial and 
social unrest, and that low wages are not conducive to low 
production costs. 

We urge upon wage-earners everywhere: that we oppose 
all wage reductions and that we urge upon management the 
elimination of wastes in production in order that selling 
prices may be lower and wages higher. To this end we rec
ommend . cooperation in study of waste in praductian. which 
the essay of the Federated American Engineering Sacieties 
cavering impartant industries has shawn to be 50 per cent. 
attributable to management and only 25 per cent. attributable 
ta labor, with 2S per cent. attributable to other saurces, prin
cipally managements in industries praducing cammadities far 
any single industry under cansideratian. 

Social inequality, industrial instability and injustice must 
increase unless the warkers' real wages, the purchasing pawer 
of their wages, caupled with a cantinuing reductian in the 
number .of hours making up the working day, are pragressed 
in prapartion to man's increasing pawer .of production • 

• • • Unquestionably the welfare .of any people as a whale 
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i. directly related to the productivity of that people. The 
difficulty i. encountered when it is attempted to apportion 
return. on the basis of individual productivity. 

However, progress that has been made in some cases hi the 
development of the science of industrial management shows it 
i. possible to look forward along this line with some hope of 
results that will afford justice to the workers and to society 
at the same time. 

"LABOR'S MODERN WAGE POLICY" 

In 1927 President William Green, of the Federation of 
Labor, issued an analysis and an elaboration of the declara
tion of the Atlantic City Convention of 1925 relative to 
wages and productivity. This interpretative statement de
veloped the "modem wage policy" of the Federation and 
held forth the "social wage" as the goal toward which the 
organized labor was striving. The new conception as thus 
put forward laid fundamental emphasis upon the necessity 
of labor receiving its proper share in the output of industry 
and inaugurated a movement to enable the various unions 
to realize this object. It is fraught with such significance 
relative to the future determination of wages that it is re
produced in full below: 

One of the chid tasks of organized labor has always been 
to secure higher wages for workers. The struggle for higher 
wages now enters its third phase. 

In the earliest period organized labor struggled for highe,. 
""""1 UlGgu. Instead of $10 per week it tried to secure $11 
per week, and the next year perhaps $12. 

A second period in the wage policy began as organized 
labor realized that the amount of money is no adequate 
measure for deciding whether a wage is high or low, and that 
it is necessary to relate money wages to prices. Then 'organ
ized labor struggled for highe,. ,.eal wageJ'-that is, wages 
that would buy more. 
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Very obvious changes in prices induced organized labor to 
realize the necessity for calculating in real wages. Very ob
vious changes in productivity of labor to-day induce organ
ized labor again to widen its wage policy. 

Higher money wages from an economic point of view do 
not improve the situation of the worker if prices increase 
more than money wages. 

Higher real wages from a social point of view do not im
prove the situation of the worker if productivity increases 
more than real wages. 

For, higher productivity without corresponding increase of 
real wages means that the additional product has to be 
bought by others than the wage earner. This means that the 
social position of the wage earner in relation to other con
sumers becomes worse, because his standard of living will not 
advance proportionately with those of other groups. 

Deteriorating social position-that is, declining purchasing 
power ef the mass of the wage-earners in relation to the na
tional product-brings about industrial instability which will 
develop into industrial crisis. 

The American Federation of Labor is the first organization 
of Labor in the world to realize the importance of the factor 
productivity in economic society. It no longer strives merely 
for higher real wages; it strives for higher social wages, for 
wages which increase as measured by prices and productivity. 

This modem wage policy lifts the movement to an abso
lutely new level. For higher real wages meant only: better
ment of the economic position-while higher social wages 
mean: betterment of the economic and social position of the 
worker. The modem wage policy guarantees an active but 
stable development of industrial society.1 

President Green's declaration as to "social wages" was 
later more elaborately explained by a series of articles in 
The American Federationist by members of the staff of the 
Research Department of the Ameri<;an Federation 'of 

l"Orpnized Labor'. Mode", Wase PoliCT." R-a Seriee No. I. 
Ameri ..... FederatiOll of I..abol-. Wubiqma. 1927. 
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Lahor. from which the foIlowing definition has been 
taken:' 

Real wqcs aDd &.mil,. budgets do not give the full picture 
of the wa~s ecoaomic and socW position. Let us 
u.sume that from one year to aDOther Rat wages of the man
afacturing ~ iucrea.sc b,. 10 per cenL That means 
he caD bay in the secoad year 10 per cent. mon commodi
ties tUn in the irst year. Let as assume tha.t at the same 
time productioa iucrea.scs by 20 per cent. This means that 
20 per cenL JDOR commodities an offered on the markeL If 
the wage-.earaer'1 nal wages have iDcna.sed ou!y by 10 per 
«ilL he caD DOl share the fun amomlt of the more production 
of 20 per cent. It is true he caD buy 10 per cenL more c0m

modities tUn he coaId bay the )"eu' before. bat he has helped 
to produce 20 per cenL JDOR commodities than an the c0m

modities produced the yar before.. His share in the more 
production is ooe-ha.If,. the other half of his share in the op
pommities which this more productioa offers either goes to 
other COI1S1mIen in additioa to their OWD inc:na.sed shan or 
is IXlt mcd at an. which me3.11S that a certa.iu part of the 
utioaal product has to nmaiD 1mSOld, that stocks incrase 
aDd that iDdustriaI prosperity is meuaced. The social posi
noa of the ~r. his shan in growiug opporbmities 
which iDcnasiuc production offers, his parcha.siug power 
measund by catioaal production then has decliDed.. It is in 
order to IDUSUre the social positioa of the worker, his shan 
in rro...mc opportunities. his parchasiDg power ill matioa 
to the D&tioaaI product. that we calculate social wages. i.' .. 
IIIODe7 wages related to pricu and productioa. 

These atriking d«lantions and the demand for an 
equitable participatioa in the output of industry soon be
cune the f~ plank in the Federation's wage plat
form. T'be constituent unions of the Federation took it up 
as a practial method of measuring standards in the nri-

lArtlcl...;ow -w~.:..!._fatuj" I ....... 1199 "1927,- ~ 
hTwoa .. ~ ... $t=nhU A_ F-.-.· ... J •• 
l~ ,.ut.. 
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ous industries. Explanatory studies and suggested methods 
of practical application were also prepared and distributed 
by the national Federation office.1 As the result of this 
educational work, the organized labor movement has irrev
ocably espoused the productivity theory of wage-fixing as 
the basis of future policy and action. 

THE PRACTICAL EVOLUTION OF THE THEORY 

So .f~r as the history of the ·development of the "pro
ductive efficiency" theory as to wages is concerned, the re
markable feature of the moveme~t was, as has already been 
shown, that the idea has been repeatedly put forward by 
labor organizations, both before and immediately after the 
war, as the justification for wage claims, or as the ground 
for a more equitable distribution of the output of industry.s 
Their efforts, however, had been more or less futile. Stu
dents and writers on economics had always, of course, 
clearly developed the relation between rates of wages, labor 
costs and the productivity of labor, but even they had been 
most interested in showing that labor could hope to secure 
more only by producing more. Their productivity theories 
had not gone further in a practical way than preachments 
against expecting wage advances without increasing output. 

Altho the principle had been used in a case in 1910, the 
first comprehensive presentation of the "productive effi
ciency" theory was put forward by the Brotherhood of 
Locomotive Firemen in a wage arbitration with Eastern 
railroads in New York City in 1913. The effort was so 
successful in the way of securing advances in rates of pay, 
that the same argument was made the basis of their claims 
by both Locomotive Firemen and Engineers in 1914-1915 

. 1 "Wages and Labor'. Share," by Jurgen Kuczynski and Mar~erite Stein
feld-Research Series, No.2; also "Wages and Labor's Sbare In the Value 
Added by Manufacture," Research Series No.4. American Federation of 
Labor. Washington, 1927. 

2 See pp. 32-40, 69-70. 
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in an arbitration with the railroads located West of the 
Mississippi River. The extent and scope of the analysis 
and arguments presented in this and subsequent cases has 
already been shown in detail in the preceding discussion.1 

From this time forward, the "so-called productive effi
ciency argument" became a part of practically all railway 
wage proceedings. During the depression of 1920-1921, 
when railroad labor controversies reached a post-war cli
max, the "productive efficiency" argument was further 
elaborated to account for the financial condition of the rail
roads at that time. It was claimed by the economist of the 
transportation employees that the physical and operating 
deficiencies of the railroads had arisen from the improper 
diversion of past revenue gains, and the proper policy to 
adopt for the rehabilitation of the industry was not to at
tempt to reduce wages or labor costs by wage-cuts, but for 
the railroad fisca1agents to arrange extensive credits so 
that their physical inadequacies could be remedied and 
lower operating costs assured. The representatives of· all 
classes of railroad employees supported this view as to the 
existing plight of the transportation industry in proceed
ings before the United States Railroad Labor Board in 
Chicago, in April, 1921, as follows:-

The results of these methods of financial control, so far as 
the financial ltatus and physical condition of the transporta
tion industry prior to the war is concerned, together with the 
relation of the employees to the final situation which devel
oped, may be brieBy summarized as follows. 

1. The increased returns resulting from the efforts of op
erating and mechanical officials, and of railway employees in 
general, were absorbed by unwarranted security issues and 

1 See pp. 32-40. 
-The U. S. R. R. Labor Boanl. Docket No. 353. Statement of W. Jett 

Laadr _ 8eba1( of !be Or .... iutiou It_ted in G ..... po 2 ... 4 3, pp. 351 --
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distributed as bonuses to the underwriting syndicates or to 
the holders of securities. 

2. Railroad debts as a rule were not paid. Old obligations 
were refunded into new issues, and fixed charges accumu
lated and increased. 

3. Proper reserves for depreciation of property and equip
ment were not set aside from current earnings. 

4. As the costs of materials and supplies advanced, the net 
income of the railroads declined. 

You are familiar with that situation. Prior to the war, 
with these requirements as to fixed charges and as to the 
payment of securities which had been issued in an unwar-· 
ranted way, with the costs of operation and materials ansi 
supplies advancing, the net income of the railroads constantly 
declined. 

5. As the result of this situation, the margin of safety of 
railway net income over fixed charges was so reduced that 
railroad securities could not be sold, and railway credit' was 
impaired. The attempt was made to have freight rates ad
vanced, but the increases were not sufficient to offset the 
tendencies which had been developing for a number of years. 

6. The final outcome of the financial management of the 
railroads prior to the war came in 1917, when the entire in
dustry collapsed because of the unusual pressure placed 
upon it. Operating and mechanical officials, because of the 
absorption of earnings arising from financial mismanagement, 
had been forced to defer much-needed improvements on ac
count of a lack of funds or credit, and had been compelled to 
permit the physical deterioration of the equipment and prop
erties of the railway companies. As a consequence, the trans
portation industry was unable to withstand the unusual strain 
which our entrance into the war imposed upon it. 

7. Altho the employees were debarred from a fair partici
pation in earnings, labor costs of operation steadily declined 
up to 1914. Despite the physical exploitation of the railroad 
properties by those in financial control, labor and other costs 
were kept at a low level by the efforts of operating and me-
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chanical officials and by reason of the fact that rates of pay 
of employees were inadequate, working standards were bad, 
and houri on duty excessive. 

We do not think there is any need of attempting to prove 
what would be conceded, that the labor costs of operation 
measured in ton miles or traffic units prior to the war, say, 
from 1900 to 1917 or 1890 to 1917, due to the development of 
operating efficiency in train loading and the carrying of more 
ton miles per each unit of tractive power, that there was a 
Iteady, remarkable decline in the labor costs of operation per 
unit of traffic handled, extending up to 1910, after 1910 prob
ably a loss in the decrease or an increase over 1910, but, as a 
whole, for the pre-war period a steady decline in the labor 
costs of operation as compared with the increasing costs re
lulting from the financial mismanagement on the other side 
and the hampering of the operating efficiency of the rail
roads from a physical standpoint. 

From the foregoing presentation of data, we believe the 
following conclusions may now be drawn: 

1. Railroad management, due to an improper financial con
trol, hal been productively inefficient, and the existing high 
operating costs of the railroads are directly traceable to this 
financial control and resultant inadequacies of management. 

2. Railroad employees have constantly grown in produc
tive efficiency. 

3. If management had been as efficient as labor, labor and 
other costs of operation would be very much below their 
present levels. 

4. Those in financial control of the railroads are now at
tempting to take advantage of a temporary depression to 
reduce rates of pay of railway employees or to deflate railroad 
labor, and thus add to their future gains and conceal their 
present inadequacies. ~ 

By way of explanation, at this time, we might say that in 
speaking of the inadequacies of management, we do not wish 
to be construed as charging the operating and mechanical 

u 
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officials of the railroads as being inefficient or wasteful. As a 
whole, we consider that the operating and mechanical officials 
have an extraordinary and unimpeachable record. They have 
been the victims of improper or misguided financial 'misman
agement. Had the financial directors of the transportation 
industry been as efficient, as honest and as unselfishly devoted 
to their dttties as the operating and mechanical officials of the 
railways, the transportation industry in this country at the 
present time would be without parallel for service and effi
ciency, would be tremendously profitable and there would be 
no railroad financial or labor problems. The shortcomings 
of railway management at the present time are the result of 
the inherited as well as the existing evils of the concentra
tion of the financial control and management of the trans
portation industry. 

The general conclusion of the railway labor organiza
tions in 1921, therefore, was that altho the productive effi
ciency of employees had constantly increased, the operating 
efficiency of the transportation industry had been seriously 
impaired by permitting physical inadequacies in roadway, 
equipment, and other facilities to develop., As a conse
quence, it was asserted that these inadequacies should be 
corrected and wages permitted to remain as they were. 

In succeeding railway wage adjustments and arbitrations 
extending to the present time the productive efficiency prin
ciple has been given a prominent place by railroad em
ployees in negotiating with management and in presenting 
their cases to arbitration boards. Street railway employees 
also laid stress upon this point in submitting their case to 
the Federal Electric Railways Commission in 1919. The 
principle has also been constantly advanced in individual 
street railway arbitrations in various cities.1 It also played 
a prominent part in 1920 in the presentation of the requests 

1 Proceedinp of the Federal Electric Railways Commission, Washington, 
1919. 
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of the mine workers to L~e United States Bituminous and 
Anthracite Coal Commissions. In numerous other cases, 
in both basic and secondary industries, labor has also used 
the productive efficiency argument as the justification for 
higher rates of compensation. In addition to specific dec
larations. official recognition has recently been given to this 
theory of wage determination by the American Federation 
of Labor by publishing each month in The Federalionist a 
series of statistical tables showing the extent of labor's par
ti~pation in the output of the basic industries. 

SPECIFIC PaECEDENTS EsTABLISHED 

The results secured from the advocacy of this theory 
before arbitration boards and other agencies by organized 
labor have primarily arisen in a general way by reference 
to the principle involved and not through any specific or 
formal acceptance of the theory. Since 1923, obviously, 
the great gains have come from the general adoption of 
the fundamental theory by the industrial world in consider
ing the relation between high wages, labor costs and pur
chasing power of consumers. 

AMALCAMATED CLoTHING \VORKEltS PIONEERS IN 

DEvELoPING PRODUCTIVE EFFICIENCY 

The Amalgamated Oothing Workers of America, so 
far as the organized labor movement is concerned, has 
been the pioneer in cooperating with management for in
creased efficiency and productivity. Through mutual 
agreement between the union and management. actual pro
ductive standards as related to rates of pay have been 
established in many clothing factories. In recent years, the 
organization has been assuming a constantly hlrger share 
of the functions of management, and the savings that have 
been effected by this procedure have accrued to the benefit 
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of union 'members in better standards of work and higher 
incomes. It has also been the policy of the Amalgamated 
to develop among its officers a large number skilled in the 
technical and business problems of the clothing industry, 
who apply this knowledge to specific problems in plants in 
their territories. In a number of cases, due to their sug
gestions and activities, methods have been revised and 
processes changed, with the result that costs of production 
were reduced and wages increased. On three occasions, 
firms which were threatened with forced liquidation have 
been given financial and other assistance by the union. At 
least two of these companies would have been compelled to 
discontinue business had it not been for the assistance of 
the Amalgamated. Together they now give employment to 
4,000 workers. In general, it may be said that it has been 
the steady and successful policy of this enlightened labor 
organization to cooperate with management to realize in
creased productivity of and higher rates of pay for its 
members, and this policy has been practically applied as 
far as possible in various working agreements and arrange
ments. 

THE "B. & O. PLAN" 

In a more specific way, one of the noteworthy achieve
ments by organized labor is to be found in the definite 
agreement for union-management cooperation adopted by 
the Federated Shop Crafts and the Baltimore & Ohio 
Railroad in 1922, popularly known as "The B. & O. Plan." 
It is based on an agreement that employees shall participate 
in the gains arising from their cooperation with manage
ment. Since it was developed on the Baltimore & Ohio 
Railroad, the same plan has also been put into effect on 
three other railway systems-the Chesapeake and Ohio, 
the Chicago and Northwestern, and the Can,adian National 
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Railways. Great progress has already been made under 
this arrangement, but there has not as yet been sufficient 
time or opportunity to work out a permanent method for 
the participation of employees in actual revenue gains, the 
chief benefits thus far being regularization in employment 
and improvements in working conditions. 

MITTEN MANAGEMENT AND ITS AGREEMENT WITH 

ORGANIZED LABOR 

The most comprehensive and successful application of 
the theory of productive efficiency is to be found in the 
system of cooperation between employees and management 
on the Philadelphia Rapid Transit Company under what 
is known as the Mitten Plan. .This plan has had a prac
tical, evolutionary development since its inauguration in 
1911. Under its provisions employees were at first guar
anteed a certain agreed-upon participation in gross operat
ing revenues. Later this method of sharing productive 
gains was changed to an arrangement by which employees 
received each year 10 per cent. of the revenue gains arising 
from increased economies and efficiencies. In 1926, a fur
ther change was made by which both employees and man
agement receive an equal share, which for the employees 
is in addition to their usual compensation, in the gross 
revenues of the Company. Employees have for a number 
of years used their participation in increased productive 
gains in purchasing stock of the Company, and at the 
present time the controlling interest is held and voted by 
employees collectively through their own trustees. 

For many years, Mitten Management operated its street 
railway properties in Philadelphia and Buffalo on a non
union basis. There was 'no discrimination against members 
of labor unions, but there were no agreements with labor 
organizations, excepting one of· several years' duration 
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in Buffalo. In the early part of 1928, however, an agree
ment was negotiated with the Amalgamated Association of 
Street and Electric Railway Employees of America. This 
arrangement was to apply at first to new properties taken 
over by Mitten Management, but after sufficient expe
rience had been had to demonstrate the cooperative effi
ciency of the Amalgamated, the Philadelphia and Buffalo 
properties might be unionized. The real test was to be 
the productive efficiency of the union. Moreover, the 
union was to participate equally with management in the 
productive gains arising from cooperation. The salient 
features of this very significant undertaking are given 
below, as taken from the agreement itself : 

Mitten Management reiterates its desire to deal with 
organized labor whenever and wherever any union organi
zation will undertake to cooperate for increased economic 
efficiency. . . . 

Mahon and associates, speaking for the Amalgamated 
Association of Street and Electric Railway Employees of 
America, being also desirous of cooperating in economic 
accomplishment and of aiding their membership to a 50-50 
participation in the rewards rightfully paid to men and man
agement, in addition to the present wages paid, have now 
come to an understanding with Mitten Management, Inc .••• 

So far as Phiiadelphia and Buffalo are concerned, condi
tions there are to remain as at present in so far as organi
zation activities are concerned, it being desirable that the 
situation on these properties shall remain as at present in 
order that the standard of economic excellence of these com
panies now being operated by Mitten Management be the 
standard by which union performance in cooperating with 
Mitten Management on other properties shall be measured. 
When cooperation between the Amalgamated and Mitten 
Management has developed to a point where the results are 
equal to those obtained on these properties, the matter of 
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union-management agreements on these properties may be 
discussed and be made the basis of further agreement. • • • 

In addition to the usual results of collective consideration, 
it is the further object of this arrangement to secure for all 
interested parties the advantages of collective effort and 
accomplishment. To the owners this will mean a fair return 
on their property; to the public an adequate and efficient sys
tem of transportation; and to employees, in addition to wages 
sufficient for the necessities of life, comfort and savings, 
an opportunity to participate in increased earnings made 
possible by their increased effort and productive efficiencies. 
Mitten Management and Amalgamated Association are 
agreed that the same SO-50 participation shall be effective 
between "management and union" as now exists between 
"management and men," and the sense of this agreement is 
that both shall supply the same degree of cooperation and 
both similarly ihall participate in the results secured there
from. 

The considerations leading to the agreement and the 
important objects had in mind by both parties are clearly 
let forth by W. D. Mahon, President of the Amalgamated 
Association of Street and Electric Railway Employees, in 
an article which appeared in The American Federationist 
for June, 1928, some of the most important passages of 
which are quoted below:1 

The Mitten Company has properties now organized with 
their employee. on a cooperative basis. The Amalgamated 
Association has many unions throughout the United States 
and Canada that have their working contracts with the vari
ous street railway companies. We therefore appreciated 
each other's position and decided to move with caution and 
care, not disturbing at the present time either of our present 
organizations. We are planning for the future. The Mitten 
Management is acquiring and taking over street 'railway 

I Articl .... titled "Aa Alt'ft'll!eat for Coopentioa," b, W. D. l4&boa. fa 
",.n.- E .. ,.,;".u,. 1_ 1928; pp. 665·666. 
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properties. On some of them we have unions. On others 
there may be no unions. These newly acquired properties, 
if we have organizations on them, will be brought at once 
under the cooperative plan. If they are unorganized we will 
organize them and bring them under the cooperative plan. 

The first thing we will do in bringing these properties 
under the cooperative agreement will be to establish a wage 
sufficient for the necessaries of life, comfort and saving. 
Then we will establish the profit-sharing oil the 50-50 basis. 
The agreement entered into provides for arbitration in case 
of disputes over any of the questions which can not be mutu
ally agreed upon. In that respect this agreement is based 
upon the laws· of the Amalgamated Association and carries 
the same arbitration provisions as all of our contracts with 
the various companies with which we now deal. 

In working out this agreement for cooperation we have 
carefully surveyed the industrial situation that now prevails. 
Both sides fully appreciate that there is something radically 
wrong with our present basis of dealing, and fully believe, 
if our modern civilization is to continue and advance, our 
economic life must advance equally with civilization, or down 
will go civilization to destruction. Capital, with its autoc
racy, must be curbed. Labor, with its curbed and chained 
power, must be freed; and our belief is that the way to bring 
about the proper labor and economic condition is to harness, 
t~rough cooperative organization, labor and capital into a 
united team of industrial democracy, and through coopera
tion, each having its own organization, standing squarely 
upon its rights, with the provisions of arbitration, make them 
work even, each pulling its share of the burden and receiving 
its full share of the products produced, keeping in mind the 
public and their respective relations to the same in such a 
manner as to always keep in sight the fact that true success 
depends upon equal justice and the rights of all classes 
concerned. 

We appreciate that this is a big undertaking. It is a radical 
change. It will have its critics and opponents. We do not 
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expect to bring the millennium within a day. But we do 
sincerely feel that our position is a step in the right direction, 
an effort at laying the foundation for the establishment of 
cooperation that ultimately will bring economic justice and 
fair play, not alone to the workers but to humanity itself. 

This agreement constitutes one of the most significant 
precedents in the modem labor movement. It frankly 
recognizes the productive efficiency theory of wage deter
mination and makes it the basis of economical accomplish
ment through the joint efforts of management and of 
organized labor. In addition to accepting the principle 
it also provides practical methods for the distribution of 
revenue gains. Experience under its provisions will un
doubtedly have a profound effect upon wage relations in 
the organized labor movement. 

PItACTICAL EFFECTS IN BASIC INDUSTRIES 

The complete acceptance of the productive efficiency 
theory during the past five years by the business and indus
trial world has been attended by undreamed-of results. 
There has been a remarkable expansion in industrial out
put, which has been accomplished by fewer wage-earners 
and by a lowering of labor and other costs of production. 
Output per employee and per man hour, as well as rates 
of pay, have greatly increased. Alongside of this unusual 
performance there has also been a steady advance in the 
general margin of profit. These unprecedented results 
were forcibly summarized by the United States Depart
ment of Commerce in 1926 as follows:1 

One of the most important facts in regard to American 
industry is its ever increasing efficiency. During the first 
quarter of the present century the number of wage-earners 
in our factories increased about 88 per cent., while their 

I "Comm<ree Yearbook. 192~/' Vol. I.-UDited Stateo; UDited Stateo De. 
parllDeDl of Commerce. pp. Xlv ·XV. 
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quantitative output increased by 178 per cent. As a result, 
production per wage earner in 1925 was 48 per cent. greater 
than in 1899. Even in the short period from 1919 to 1925 
the output per wage-earner in our factories increased about 
40 per cent. as a consequence of the greater efficiency of the 
wage-earners themselves, improved management, more sci
entific methods and waste elimination, and greater use of 
machinery and other forms of capital as an aid to human 
effort. The advances in educational standards and in scien
tific research are the funadmental causes of this progress in 
industry. 

In the years since the war there has been a considerable 
increase in the total agricultural production of the United 
States and an even greater gain in the average output per 
worker. In 1925, the most recent year for which complete 
data are available, the quantitative output of agricultural 
products was 8 per cent. larger than in 1919, while the output 
per agricultural worker showed an increase of 18 per cent. 

A more extended analysis of the causes and results of 
our new industrial policy was also made in a comprehen
sive but cogent way by Secretary Hoover in the course of 
a public address in N ew York City in March, 1926. On 
that occasion, he said in part:l 

Our work people have increased in education 'and skill. 
Above all, they are largely free from the economic fallacy 
that restriction of individual effort increases the number of 
jobs. Our national unions have long since declared against 
such theories. We are reaping the benefits of some 600 indus
trial research laboratories, mostly established in the last ten 
years. They are ceaselessly searching for invention and for 
every economy in the use of materials and method ..•• 

These are the reasons why we are able to sell goods of 
high quality, produced under the highest real wages in the 
world, in competition with goods produced under lower 

1 Quoted from "Industry's Coming of Age," by Rexford Guy Tupell; 
Harcourt, Brace" Co., New York, 1927; pp. 10·11. 
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.tandards of living. These methods are not secret. They 
are open to the world. But they are rooted not alone in 
technology, which can be adopted by all intelligent people; 
thry are rooted in social conceptions which penetrate far 
drrper and which not only promise greatly for the future in 
our standards of living at home, but, .of more pertinent inter
est on this occasion, provide the basic assurance of our con
tinuing growth in foreign trade, both exports and imports. 
Thrse are the fundamental forces which promise for us our 
share of the world's increasing demands even of competitive 
goodHf we keep them in motion. 

In this connection extended investigations and· analyses 
have been made by both the Department of Commerce and 
the Bureau of Labor Statistics of the Department of 
Labor. The following table, which epitomizes the develop
ment of productivity from the year 1919 to 1925, both for 
industry as a whole as well as by individual workers, was 
prepared by the Department of Commerce: 

INDEX OF INCREASED PRODUCTIVITY IN 
MANUFACTURING INDUSTRIES, 1925 

(1919 = 100) 
Physica1 Number Production 

Volume of of Primary per 
ProduaioD PerIODs Horaepower PerllOD 

Vehicles for land transporta-
tion ...................... 283.3 108.3 182.5 220.0 

Rubber ..................... 158.3 79.7 152.8 199.3 
Metal. and mml pro duct I 

othrr than iron and lirr!... 132.4 
Stone, clay and glasl......... 179.1 
Tobatto manufactures •••• '" 124.4 
Chemical. and allied products. 140.6 
Food and kindred products... 116.4 
Paper and printing....... • .•• 152.8 
Iron and steel and products... 131.5 
Lumber .................... 113.6 
Textiles and products........ 119.3 
Leather, and its remanufa~ 

tures ..................... 93.4 
Ship and boat building....... 7.0 

All industrie. ...... ......... 128.6 

81.2 
115.1 
79.9 
91.8 
81.3 

108.8 
95.6 
94.1 

104.5 

90.6 
13.5 

114.0 
151.5 
97.0 

147.1 
115.8 
131.1 
114.1 
86.9 

126.6 

106.9 
54.8 

163.1 
155.6 
155.7 
153.2 
143.2 
140.4 
137.6 
120.7 
114.2 

103.1 
51.9 

91.4 121.8 140.7 
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In the investigations made by the Bureau of Labor 
Statistics, allowance has been made for the shortened 
hours during recent years as well as for the decline in the 
number of workers. On the basis of 1914 as 100, the 
following advances in the output of individual workers, 
by leading industries, are shown for the period 1914-1925: 

Industry 

Iron and Steel Industry: 

Per CeDt 
Increase in 

Individual OutpUt 

As a Whole •••••••••••••••••••••• 
Blast Furnaces ••••..••....••••••• 
Steel Works and Rolling Mills ••••• 

Boots and Shoes ••••••••..••.••••••• 
Leather Tanning •••••••.•••.••••••• 
Slaughtering and Meat Packing .••••• 
Petroleum Refining •••••••••••••••• 
Paper and Wood Pulp .•••••••.••••• 
Cement Manufacturing ••••••••••••• 

. Automobiles ••••••••••••••••••••••• 
Rubber Tires ••••••••.••••••••••••• 
Flour Milling •••••••••••••••••••••• 
Cane Sugar Refining ••...••••••••••• 

S9 
54 
S9 
6 

26 
7:J 
83 
34 
61 

172 
211 
36 
28 

(to 1923) 

During the same period, the productivity of all steam 
railroad employees increased 40 per cent. per man-hour, 
and of train and engine crews alone 34 per cent. As meas
ured by the average daily tonnage per man employed, the 
bituminous coal miner produced 25 per cent. more in 1925 
than he did in 1915.1 

In terms of the increase of horse-power, and of output 
per wage-eamer in manufacturing. the National Industrial 
Conference Board has prepared the following striking 
comparison, by years, for the period 1899-1925: 

I For _dies of increased productift efficiency of industry aud of Iahor. 
see the followintr: "Commel'Ct! Vesrbook. 1926." pp. 1-26; "Handbook of Lab« 
Statistics.» U_ S. Bureau Labor Statistics, 1924-1926, pp. 528-558; »American 
Labor Vear Book. 1928." pp. 39-46; "Industry's Comintr of Age," by R. ... ford 
Guy Tugwell. Harcourt. Brace I: Co.. New Vork. 1927. pp. 1-28; Bulletins No. 
7 aDd No. Zo-NatioDal Industrial Confen:ncc: Board, I",,~ New Vork. 
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lMoa JIi ....... __ 1914 = 101 p--.- p--.-
c: ';:,,<;;:: A!.:r"~14 ~~ A.!u-~14 
\'... u... DoIlan Doilaro u... DoIlan DoIlan 
1m 2. 11 $2.4.."0 $1.992 66.6 69.9 86.4 
1904 Hl 2.114 J..?14 76:J 78.4 929 
lQ09 2.80 lol46 loCO 8U 90.9 10llJ 
1914 l.17 .u61 lo4(.1 100.0 100.0 100.0 
1919 l.l4 6.808 l,JQS 1 au 198.4 98.1 
19Z1 6-'t1O lo489 180.9 l00.s 
IQ~ iii 6,872 4.250 118.9 198.6 U2.8 
19.!S 411 7.~ 4.681 134.1 216.1 115.l 

The foIlo .. ·mg Qble includes practically the same years 
(1898-1926), but also introduces a comparison of ~ 
periods. It is abridged from a compilation made by Mr. 
Woodlief Thomas, of the Research and Statistical Division 
of the Fedcnl Reserve Board' The stril.-ing reduction in 
the numbtt of industrial workers and the increase in out
put per worker during the period 193)..1926 are evident 
from a ,lance at the comparisons: 

A\"ER .. \GE ISCRE.'SE IS PRODUCTIOS OF MAJOR 
BRANCHES OF INDUSTRY, BY PERIODS. 

1898-1926 
1IanafactllTn ind~ns aft romPIl~ from data for 1899, 1909. 
1919, aDd 19.!5. Otha- data aft meaDS 01 three ~th • 
f~ .. elIccptioDs. X--... 1.-""' ..... 

(.:::::.) (~OO) 
.............. ~mc EM.. o.t- o.-a 

,....,... ,..,..... wUJ~ ~ w::-
1!IQS.1900 to 19('8-1910 17.570 21.685 n 146 120 
l~l!o-1910 to )918-1920 21.bSS 25.l.3S 116 III llS 
)918-1920 to )9Z4-19~ 25.0.'5 2J...~ c)l L'O ),29 
18Q8.1900 to )QZ4-19Z.6 )7.s-"'O 2J.510 ).14 2J9 )i'S 

The fo~going figures are symptomatic of industry in 
cmenl. There bad been increases in industrial output, 
of course. per employee and per man-hour, accompanied 
by ckdine in labor costs. but at a rate much less than that 



196 INDUSTRIAL REVOLUTION AND WAGES 

which has distinctly characterized the post-war period. 
The stupendous industrial effort put forth during the 
World War taught the great value of cooperation, coor
dination, and mass effort. The enlightened constructive 
policy which was finally adopted after the breakdown in 
1920-1921, and its two-year wake of depression-a pro
gram which conceded an indeterminate advance in wages, 
provided productivity was increased and costs reduced
has practically produced an American industrial revolution 
of epoch-marking significance. Its results have attracted 
world-wide comment and study. The leading industrial 
nations have sent special commissions to the United States 
to study the secrets of American accomplishment.1 Un
doubtedly the policies which were inaugurated here in 
1923 will in time revolutionize industrial methods and 
performance throughout the world. 

COMPARISON OF USE OF POWER AND RELATIVE EMPLOYEE 

PRODUCTIVITY IN GREAT BRITAIN AND THE 

UNITED STATES 

The importance of, the ,use of power and mass produc
tion in the United States as compared with Great Britain 
was very forcibly brought to light in a study recently made 
by the National Industrial Conference Board.· The Board 
showed the following summary of the facts developed: 

••• The amount of horse-power and the value added by 
manufacturing per wage-earner for each of the eight indus

, .tries compared in the two countries are given in the following 
t~}).te, data for Great Britain referring to the year 1924, 
those for the United States to the year 1925: , 

1 See foofuote. p. 3. 
2 National l",dustrial Conference Board. New York. Pre •• Release for 

AUlust 6. 1928. 
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Value 
Horse-power per added per 

lad....,. wace-amer wage-eamu 
Stl!el Works and Rolling Gt. Brt. 9.15 $ 975 Milia ................ U.S. 12.85 3,059 
Machinery Gt. Brt. 2.60 997 ............. 

U.S. 3.62 3,325 
Motor Vehicle .......... Gt. Brt. 1.13 1,206 

U.S. 2.75 4,096 
Electrical Machinery •••• Gt.Brt. 1.28 1,198 

U.S. 2.46 3,765 
Ship Building .......... Gt. Brt. 2.70 783 

U.S. 6.04 2,208 
Cotton Goods .......... Gt. Brt. 3.14 72S 

U.S. 5.02 1,431 

W ......... W ..... , {""B .... 1.97 874 
Gooda ............... U.S. 3.28 2,164 

Boot. and Shoe......... ~: rrt. .48 846 
.67 2,144 

In another connection the Conference Board also shows 
that there has been practically very little increase in 
mechanization of industry and labor productivity in Great 
Britain for the 17 years ending 1924.' While the returns 
for the British 1924 Census have not been completed, an 
analysis of eight leading industries showed that, on the 
basis of 1913 prices, the output per worker in 1907 was 
£316 or approximately $1,540 as against £357 or $1,740 
in 1924, an increase of· only $200 or 13 per cent. per 
worker. During practically the same period, the output per 
worker for the leading industries of the United States 
advanced 35 per cent., or, as the Board states: "Eight 
selected major manufacturing industries in the United 
States which use an average of 1~ as much horsepower 
per wage-earner employed as do the same industries 
in Great Britain •. tum out, largely as a result of this 
greater use of power, from 2~ to 3 times as much pro
duction per wage-earner employed. This greater productiv-

I ""WallO Eamen, Horae Pawer ...... Prod-." Canferau:e Baarcl BullotiD 
N ... 20. AupM IS. 1928. 
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ity per worker accounts largely for the higher wage levels 
and living standards prevailing in the United States •••• 

THE PREsENT SITUATION AS TO WAGE FIXATION 

Several noteworthy conclusions are apparent at the pres
ent time in the United States so far as the theory of pro
ductive efficiency as the basis of wage determination is con
cerned. Some of these are confined to the present situa
tion and others are pregnant with significance as to the 
future. 

In the first place, industry has irrevocably committed 
itself in a practical and concrete way to the attitude and 
policy that wages may increase indefinitely so long as labor 
costs are not increased or profits reduced. Constant wage 
advances in recent years have been made on the basis of 
this theory. This has been done in the way of general policy 
without specific reference to the performance of definite 
groups or occupations and without relating the increases 
granted to any principle or method of determining what the 
real share of labor in productive gains should be. This 
technical and difficult problem, both from the standpoint 
of industrial management and from that of social states
manship, remains for future determination. ~ 

From the standpoint of organized labor, in the second 
place, altho the productive efficiency theory was originally 
put forward by its representatives, the real advance has 
come, as has already been stated, as the result of the 
change in the general attitude of industrial leadership, 
which has coupled up the increased productive efficiency 
theory with that of higher wages as the basis of increased 
purchasing power and prosperity. Labor has quickly taken 
advantage of this situation. It has not as yet, however, 
gone into details. Obviously, it must in time raise the spe
cific issue of an adequate wage for those in the lowest 
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occupational groups, and secure, both for the lower and 
higher groups of wage-eamers, an agreement from em
ployers as to a practical, technical method for determining 
specifically what the respective shares of each and aU 
groups shall be in the productive gains in industry. In this 
connection, the American Federation of Labor has already 
established a new basic principle, which it has termed "the 
social wage," namely, that it is not sufficient for labor alone 
to have a share in increased productivity, but such a share 
should be proportionate to other classes in order that the 
economic and social advancement of wage-eamers!naY be 
relatively the same as other groups. 

Organized labor and consumers will also in due time un
doubtedly take up practically the relation of the methods 
of security flotations and corporation finance to produc
tive ~ins, and raise the question as to the participation of 
investment bankers and the owners of corporate securities. 
These questions are ulti!nately fundamental and will re
quire time and constructive thought and effort. For the 
immediate future, the pressing problem will undoubtedly 
be the working out of the shares of occupational groups in 
a practical and just way. These and other important ques
tions may be also more comprehensively weighed in a sub
sequent chapter, after the next and final development of 
post-war wage theory has been considered, namely, the re
lation between wages, purchasing power, and industrial 
prosperity. 

14 



CHAPTER IX 

INCREASED CONSUMPTION AND PROSPERITY 
ACCEPTED AS AN OUTGROWTH OF LOWER 

COSTS AND HIGHER WAGES 

Leaders of industry, by accepting and applying the prin
ciple of increased productive efficiency as the underlying 
factor for determining wages, found a way by which, even 
in the face of the depression that continued after the break
down in 1921, rates of pay of industrial workers might be 
maintained or increased without the impairment of profits 
or returns to capital. Fundamentally, this new policy did 
not have its origin in any humanitarian considerations, but 
arose from the realization that if prosperity was to be re
vived there must be a corresponding expansion in domestic 
consumption. 

Europe was impoverished, and, urgent as were her 
needs, she could not buy our goods except through the pro
ceeds of loans or. credits extended by the United States. 
In the period 1921-1922, the bases for giving either public 
or private credit abroad were very limited. The payment 
of war debts to this country had not been arranged. 
Almost all the leading foreign nations:were still on a de
preciated paper basis; budgets had not been balanced, and 
private industry had not been rehabilitated since the war. 
As a consequence, the possibilities of European purchasing 
power were very limited. It was, therefore, evident that 
American prosperity must be stimulated and maintained, 
for a considerable time, at least, on the basis of its own re
sources. From this situation came the practical working 
procedure that advances in wages would make possible 
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general increases in consumption and general purchaslOg 
power. This expansion in the demand for commodities, it 
was assumed, would in tum also make possible further 
wage adv3nces and prosperity, for the reason that the wid
ening demand for and consumption of manufactured prod
ucts would enable greater economies to be realized through 
mass production. 

Since the year 1923, therefore, American industry has 
proceeded more and more upon these assumptions. Wage
cuts as a means of heading off depressions have been dis
carded as a worn-out fallacy. Increases in wages have 
heen urged as a substitute. 

PURCHASING POWEll Oil CoNSUMPTION URGED AS THE 

DoMINANT FACTOR IN PROGJlESS 

So far as wage rates are concerned, the result of the 
adoption of this new view of progress has been indeed sur
prizing. The consuming power of the people has increased 
by leaps and bounds. Production has not only been guided 
at a comparatively even pace with advances in conswnp
tion, but has also been made to yield an increasing quantity 
of commodities at a lower level of prices. Standards o~ 
living of industrial employees throughout the country have 
risen to heights never before attained. 

What had heen accomplished in this direction prior to 
1923, and never realized, has been cited as an earnest of the 
still greater achievements possible. It has repeatedly been 
pointed out on all sides that there has been a great growth 
in our power to consume, due to greater productivity; that 
the increased use of what were formerly regarded as lux
uries has not heen an extravagance or any retrenchment 
upon savings, but lithe product of better organized effort" 
and a condition of continued prosperity. By way of illus
tration the Secretary of Labor, Mr. James J. Davis, has 
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put forward the claim that high wages and increased pur
chasing power of wage-earners constitute the basis of our 
prosperity, and, in reality, are "profit and prosperity in
surance." In a recent article he said:1 

It is not enough, in other words, merely to reduce costs. 1£ 
that were sufficient, China, with its 900 millions, would be the 
world's greatest consumer. The truth is that the ad;ance of 
civilization throughout the history of the world has been con
trolled to an equal or greater extent by the rise of wage levels, 
and our discovery of the importance of high wages in main
taining markets has had more to do with the making and the 
maintenance of our prosperity than any other single element. 
Anyone who cares to look into the records of business will 
find that this discovery is a complete and revolutionary re
versal of the old theory, persisting for thousands of 'ears, 
that high profits come from low wages. We are not wholly 
rid of this theory yet, and, altho it is declared to be aban
doned, it is this which is responsible for the idea that business 
may be made better by curtailment. 

When you come right down to it, therefore, the funda
mental reason why certain of our large industries are now 
and have been for some years unable to sell their entire pro
duction is because too many workers are ~lnable to buy . ••• 
For approximately two and a half times as. much wages, in 
other words, he becomes ten times as good a customer for the 
textile industry, and so much better proportionately for the 
furniture and carpet makers, for the food dealer and the real 
estate man and everybody else with things· or services to sell. 
I know that this sounds like a mathematical impossibility at 
first thought, but it is simple enough when we remember that 
every cent of the lower wi/-ges must go to the absolute necessi
ties of life, and new clothing is not a necessity until food has 
been provided for. The worker whose pay is $900 a yea\" is 
getting a bar~ existence, and the percentage of profit to those 
from whom he buys is necessarily low because he must buy 

1 Article in Th. Executi" •• entitled "High Wage. Is Profit Insurance." 
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a. cheaply as he can. The higher he gets in earning power 
above the line of mere existence, the more he can afford to 
put into purchases returning a fair margin of profit to the 
seller. 

I,. other 'Words. Ihe e",ployer 'Who keeps 'DJ(Jges 1O'W hurls 
his D'Wrt industry and all others • ••• 

In view of these facts it seems to me rather futile to be 
talking of overproduction in the United States. It seems also 
that we are only going half way when employers devote all 
their attention to the problems of reducing costs, as a means 
of increasing distribution. If an equal amount of brains and 
energy were assigned to the task of bringing up the wage 
levd. in certain industries where they are now below the sav
ing line, I believe those ,lines of industry now having the most 
trouble would be hard put to it to supply the demand; instead 
of proposing, in effect, that we abandon or destroy shoe and 
textile factories, their problem would be to meet the demand 
with existing equipment •••• 

In my view, what we call the problem of overproduction is 
no such "problem" at aiL What appears to be the economic 
problem of overproduction is really the psychological prob
lem of underconsumption, which is far less to be feared. In 
the long run. I believe, consumption will always catch up 
with production. 

And our demands only increase as the standards of living 
rise. We have more prosperity here than any other country 
because our people need and demand more. But millions of 
them have yet to get beyond the existence line, and when we 
get them beyond that stage we shan not have to worry for the 
present over the problem of overproduction. Eventually that 
may be a grave problem, but it is not yet. When that time 
comes I expect to see employers within an industry banded 
together to maintain wages as the first step toward the insur
ance of continued prosperity, provided always that as we de
velop and improve this home market, we also protect it and 
keep it to ourselves with wise and proper tariff laws. 
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Secretary Davis has further advocated the raising of the 
wages of unskilled workers as well as all other classes of 
wage-earners as a means of increasing· purchasing power 
and prosperity. In his Annual Report for the fiscal year 
1927, he said:1 

As I have repeatedly pointed out, our home market means 
the purchasing power of the workingman, and his purchas
ing power means the relation of his wages to production and 
price. Our relatively small exports, when measured in per
centage of the whole of production, must emphasize to any 
thinking man the fact that in home market, not in exports, 
lies the safety of American industry and American business. 
The way to enlarge the home market is to enlarge the pur
chasing power of the vast majority of persons who consti
tute that market; that is to say, the workers. 

I have pointed to the fact that so long as the worker is paid 
in proportion to his greater productiveness, no fear need be 
felt for the high-speed automatic machinery that is constantly 
being introduced into industry. It is everlastingly to the 
credit of the American worker that he has made the most 
willing use of this machinery, in full confidence that he will 
receive, in wages, his due share of this greater machine pro
duction. I must also credit the American employer, who, in 
general, has seen good business in paying good wages, and 
has willingly paid them, in full confidence that he can count 
on maximum output fr~m his employees. It is this mutual 
willingness of the worker to produce and of the employer to 
pay for production that accounts in large measure for our 
.I; ·esent prosperity. It has crowded our home market with 
firs~ 'lns of ready consumers and buyers; it has stocked that 
every. with infinite variety of good for improving their 
ties of l1''lf living .••• 
bee~ provil.·'age fallacy is the worst of all. A dullard must 
gettmg a bare C killing the purchasing power of the greatest 
from whom he bL 

.~ Secretary of Labor. 1927, Part II-Comment. and 
1 Artiele in TI" Exet:td.,k,r'4 EstGle, pp. 137·144. 
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buyer, the worker, in the market at home, which provides us 
with all but a fraction of onr national wealth and prosperity. 

No matter how large the population, we know that no low
wage country is prosperous, and we also have it proved in 
figures and facts that DO low-wage industry in the United 
States is prosperous to-day. No low-wage section of the 
country to-day is as prosperous as are the sections where 
higher wages prevail The employer, therefore. who reduces 
wages, whether from a selfish motive or because he thinks it 
good business, is not a good business man and is hurting 
himself. He may for a time succeed in paying a wage below 
the cost of living, but he is only throwing on the community 
at large the expense of paying, in the form of unpaid grocery 
and clothing bills, the wages which he himself should pay. 
To be nry frank, he is stealing from the public. This ap
plies to any industry as a whole, as it does to any individual 
employer. The time has passed when any industry or any 
employer who seeks to break down wage scales will be 
looked upon by the community as shrewd or clever in busi
ness. Such employer is not clever in business, but a parasite 
on the community, and public opinion will eventually force 
him to pay a decent wage or get out of business. ••. 

With his good wages the worker has, as I say, contributed 
a tremendous new buying power to the American market. 
This not only enlarges business for the entire country, it not 
only keeps the mills busy and their workers employed fully 
and at good wages; it brings the worker himself new and 
larger enjoyments in life. To mention only one such enjoy
ment, the automobile. once a luxury for the well-to-do, is 
DOW in the hands of thousands upon thousands of the 
workers, and the time may come when not a worker in the 
land will be without one. A thousand similar enjoyments 
are DOW within the reach of all, because machinery and mass 
production have -cheapened their cost. • • • 

My only concern is that we shall study to see this greater 
wealth as evenly distributed as it should be. • • • 

We must guard against the general economic loss we shall 
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suffer if labor-saving machinery is to load us down with 
chronic increases in the unproductive and unemployed. We 
all. lose something the moment a single worker loses an oppor
tunity for employment and ceases to produce wealth. We 
must not curtail our market in that way either. 

The National Industrial Conference Board has raised 
the question as to whether the proper use of savings in ex
tending our capital· equipment may be more of benefit to 
consumers than direct wage payments, but it also .concedes 
that high wages are an important factor in sustaining the 
buying power of the community. In one of its recent 
publications, the following statement was made on this 
point:l 

•... If, however, the employer belongs to the school Df 
economic thought which holds that mounting wages, by en
larging domestic markets, are the surest insurance against 
business depression, he may distribute any portion of the in
creased prefits in the form of higher wages, but it is difficult 
to establish any moral obligation to do so. Without doubt, 
high wages are an important factor in sustaining consumer 
buying power, but it is still an unsettled question whether the 
proper use of business and private savings in extending our 
capital equipment may not be a more important factor in the 
consumer market than direct wage payments. 

The building boom, and the unprecedented sales of auto
mobiles and other articles formerly considered luxuries, 
during the three years 1924-1926, Mr. Carl Snyder, Statis
tician for the Federal Reserve Bank of New York, attrib
uted to the advance in wages and purchasing power of 
wage-earners during the same period. 

In an adverse criticism of "The Road to Plenty" by 
Foster and Catchings, Mr. Samuel Untermyer declared in 
February, 1928, that the only possibility of continued pros-

1 Washington Herald, February 14, 1928; p. 2. 
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perity lay in higher wages and purchasing power of labor, 
or, stated in general terms, on a more equitable1 distribu
tion of wealth produced. His statement, in part, was as 
follows: 

In my opinion, the ratio between production and consump
tion cannot be balanced, corrected or materially improved 
either by the creation of further credits or by regulating the 
flow of Government expenditures. The first cannot affect 
the ultimate purchasing power or permanently increase either 
production or consumption. Credits are already ample. The 
banks are now overflowing with money, altho far too much of 
it, in this aection of the country, is being used in stock specu
lation. Any manufacturer in fair standing with surplus 
stocks of merchandise can borrow. 

So far as concerns the ultimate effect of regulating Gov
ernment expenditures, it would be about as important as a fly 
on an elephant. 

The only ways that occur to me of increasing production, 
and relatively increasing consumption, so as to assure steady 
employment, are by either adding to our exports or by resort
ing to other means of increasing the purchasing power of our 
own people. 

The chances of relief from the first alternative are growing 
dimmer day by day as the European nations are reviving 
from the paralysis of the war and are becoming keener com
petitors. We carinot hope to compete in the world's markets 
with pauper labor of Europe. The most we can do is to build 
a "Chinese Wall" against flooding our markets with their 
products. 

Our most promising avenue of relief will, I think, be found 
in the other alternative if it can be brought about. There 
must be a wider distribution of wealth. The vast fortunes 
and incomes therefrom in the hands of a relatively few indi
viduals are not on the whole employed in manufacturing in
dustries, nor is an adequate proportion of these fortunes and 

I N .. York E_"'" Poll, Feb, ... ",. 11, 1928. 
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their incomes so employed. The extent of investments of late 
years in Government, State and municipal bonds, and the bil
lions of dollars poured into foreign industries and securities, 
give emphasis to this fact. These people have no occasion 
for risking their money in industrial enterprises. 

The growth of partnership and cooperative arrangements 
between capital and labor that would result in dividing the 
gains from the wealth created by them between capital and 
labor seems to me the only just or plausible solution; if there 
be, in truth, any solution whatever beyond a mere compromise 
resulting in the improvement of present conditions but not 
entirely removing the evil 

I have always felt, and it cannot, in my judgment, be gain
said, that labor is reaping a mere fraction of the rewards of 
the wealth it produces. To the extent to which those rewards 
are more equitably distributed will the purchasing power of 
the masses be increased, and with that increase will come 
added demands for labor brought about by increased con
sumption to meet those demands. It is the workman with a 
family, on a small income, through whom money circulates 
and consumption grows. 

One of the most interesting analyses and appraisals of 
the new order in business and industry was written by Mr. 
G. C. Selden in the early part of 1928, for The Magazine 
of Wall Street. Several interesting quotations from it may 
be submitted as exemplifying the attitude of the most con
servative financial groups of the country toward the theory 
of high wages as the foundation of permanent prosperity:1 

It has always, until very recently, been considered a sort of 
axiom of industry that the employer would-philanthropy 
apart--endeavor to hire at the lowest wages which would 
command and retain the services of the kind of men he re
quired. Low wages, it has been assumed, would, other things 

• MGguUw qf Woll Slrm. FebruaI7 11. 1928. 
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being equal, result in higher profits to him because of reduced 
expenses. 

Since the war, however, a new theory has been more and 
more often advanced, which may be briefly stated as follows: 
If wages are reduced, the purchasing power of wage-earners 
is reduced with them. Therefore, considering the industry of 
the country as a whole, lower wages mean smaller sales, 
higher wages mean larger sales. In order to find a market 
for their products, industrial managers must maintain a wage
scale which will permit wage-earners in general to buy those 
products. • • • As a very intelligent lady of my acquaintance 
remarks, the joke seems to be on the capitalist. After sup
posing for a century or more that his profits were being cut 
down by the increasing demands of his workmen, who by 
trade unions, "soldiering," and other devilish devices com
pelled him to pay them more and more compared to the work 
done, the capitalist has now discovered that the workmen 
were right after all, and that the road to bigger profits lies 
through higher wages. 

If this be true, it would indeed seem that the millennium is 
at hand. Quite naturally, the workmen want a high wage
Icale. It now appear. that the employer wants the same 
thing. What could be more sweetly harmonious? . •• Wi11 
the present new era, in which the capitalist lion and the wage
earning lamb are to lie down together under the spreading 
branches of the high-wage tree, likewise prove to be the 
old era after aU? Will the slogan "high wages and big con
sumption" prove permanent, or is it one of those business 
shibboleth. which run from mouth to mouth until their career 
i. cut ahort by the merciless logic of events? ••• We have 
before us certain patent and incontrovertible facts: First, 
wages in general are higher than ever before, not only in cash 
but in purchasing 'Power, have been higher for half a dozen 
years, and, aside from minor reactions, appear to be still on a 
slow up-grade. Second, the total volume of production in the 
United States is far greater than ever before. Third, prices 
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of goods to the consumer have not risen as much as wages 
have risen. And fourth, general prosperity during the last 
three years has been greater and more widely diffused than at 
any previous period in our history. . .• The result is that 
the purchasing power of the average wage-the "real wage," 
as it is called-has increased about one-third since 1914. 

Before that date the wage-earner was not getting his share 
of the increase in production-he was right about that. Now 
he is getting a much larger share than he formerly received. 
Why the change? There are many reasons. One is found in 
our new policy of restricting immigration, which has checked 
the inflow of new and for the most part ignorant workers; 
another is the higher average mechanical intelligence of 
wage-earners, which makes them more valuable; another is 
the greater accumulation of capital available for industrial 
purposes, with which is closely connected our greatly im
proved methods of handling credit; and one of the important 
reasons, undoubtedly, is the general feeling among employers 
that a relatively high wage-scale pays .••• Irregular employ
ment means thousands of temporarily nonproductive con
sumers. Likewise, it means nonproductive machinery, fac
tories, capital, railway cars and locomotives. It means that 
thousands of persons are no longer turning their work into 
circulating dollars, that wealth is being dissipated instead of 
being increased. 

Stability and regularity of industry mean more to tne effi
ciency of production and therefore more to the rapid accumu
lation of wealth than any other one thing. And it is in this 
direction that the greatest strides have been made in the last 
half dozen years. Toward this the Federal Reserve Bank 
system has contributed much by supplying credit when needed 
and keeping the money market on an even keel. Better man
agement and more cooperation among employers, especially 
in various kinds of trade associations, have contributed much. 
A broader-minded attitude on the part of members of trade 
unions, and better leadership in the unions, have contributed 
much. 
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Bul higher wages have contributed fIIosi of all. They have 
forestalled strikc;., reduced the labor turnover, encouraged 
employees to more effective work, stimulated loyalty and in
terest in the business, with the general result of far greater 
continuity, stability, and therefore, efficiency in industry than 
ever before. People have been able to buy more because the 
steady flow of the dollar-values of production has not been 
interfered with. 

So we see that a high wage-scale really does increase the 
purchasing power not only of employees but of everybody 
else, because it tends to keep them steadily at work. They 
produce more, therefore they can buy more and have more. 
And it is difficult to set any limit to the creative power of 
the human mind. 

This matter of the steady flow from hand to hand of the 
dollar-values created by labor has far-reaching effects. It not 
only prevents the wasteful idleness of men, machines and 
money, but it permits a tremendous speeding up of all in
dustry, so that each dollar of money and each dollar-value of 
goods, by moving along faster, can do a great deal more work. 
If the railroads at one time have very little to haul and at an
other are flooded with traffic, they become congested, needed 
materials are held up, and industry is thus hampered. But if 
their business is evenly distributed they can handle it 
promptly. 

If the merchant cannot get goods promptly, whether be
cause of railroad congestion or because of irregular sup
plies at the factories, he must carry a large stock to make 
sure of supplying hii customers. One of the most helpful 
factors in the present situation is that not only merchants but 
people in all linea of business and even consumers are to buy 
"from hand to mouth," as we say. Goods are kept moving, as 
well a. dollars. 

Stagnation, congestion, delay are the great enemies of pros
perity, because they mean idleness--workers are no longer 
creating dollar-values of consumable goods, and if they don't 
create them, they don't have them. 
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As I see it, therefore, high wages do increase the purchas
ing power of employees quite definitely, not through the 
direct return of the additional money paid out, but through 
stabilizing, steadying and speeding up the manufacture and 
exchange of goods; through maintaining an even and regular 
flow of production, distribution and consumption, and in large 
part obviating idleness, congestion and delay. And the well
maintained average prosperity of the last three years has 
been chiefly due, first to the regular employment of workers; 
second, to the general speeding up of all industry which this 
regular employment has made possible; and third, to abun
dance of easy credit, which in tum has been in considerable 
part the result of this regular employment and general speed
ing up. . .• In general, the answer is that it can go on, not 
without some moderate reactions and irregularity from time 
to time, but without serious depressions. Abundance of hous
ing, low interest rates, high prices for securities and big 
loans on them, liberal expenditures for luxuries, are the per
fectly natural results of increased production. We are catch
ing more fish with the new fish-hook. We have more because 
we are creating more. • •• If we were to get fighting over 
the division of our profits; if employers were to start un
justly cutting wages, or if employees generally or in large 
numbers were to strike for higher wages than indust.ry could 
afford to pay them; or if dissatisfied producers in any in
dustry were to upset the applecart by obtaining political con
trol in their own interest, we could have a depression, cer
tainly, proportional in severity to the extent of the disturb
ance. But at present none of these hypothetical difficulties are 
in sight. 

About the same time as the foregoing was written, 
Samuel M. Vauclain, President of. the Baldwin Locomo
tive Works, Philadelphia, publicly declared that the highest 
possible wages should be paid in all branches of industry in 
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order to maintain and increase the prosperity of the 
country.' 

The continuance of good times for the employed and of 
general business prosperity [he stated] depends largely upon 
maintaining throughout this land the highest possible wage 
rate that can be paid to those who labor for a livelihood. It 
matters not what the occupation may be, the common laborer, 
the mechanic, the bank clerk, the professional subordinate of 
aU classes should be more seriously considered by those who 
are their employers. 

We should rise above paying onIy such wages as the sup
ply and demand requires us to do; we should pay a living 
wage to all, and then with well-paid assistance hustle to con
tinue in business. 

The wage-earners constitute the great majority of our pop
ulation. These people are the spenders of the nation, and 
upon their ability to spend freely the general business of our 
country depends. Manufactured products of all kinds must be 
furnished them as well as the necessary staples of life. It is 
the wage of these people that makes good times or bad, 
dependent on what they are earning over and above the 
actual necessities of life. 

The farmer and the tradesman look to them as a market 
for their products, and if the wage-earner is short of funds 
all trade suffers and general business suffers severely. 

The standard of life among the masses has not advanced 
greatly .ince the World War, and it must not move backward. 

One of our leading merchants and publicists, Edward 
A. Filene, of Boston. has taken, so far as the international 
aspect of the matter is concerned, an attitude opposed to 
Mr. Untermyer. 'Vhile recognizing the policy of mass 
production and high wages as the foundation of American 
prosperity. he contends also that its stability is in large 
measure dependent upon increasing the buying power of 

,MSpeediq Up Far ~." by Samuel Jl. V.adam. PreaicleDt. BalcJ. 
will """"-.... Wor .... PlUladciplo .. ; NoIiInI'. Bruiu ... liIaJ'. 1928. 
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foreign markets so that they may be able to absorb our sur
plus output. He very strikingly stated this point of view in 
the American Federationist, as follows:1 

There is no such thing as a saturation point in the public's 
consumption of goods. Increase the country's payroll and 
the supposed "saturation point" will disappear. There is, on 
the other hand, very decidedly such a thing as expanding mar
kets. Just as our home town industries gradually sold to 
state-wide and nation-wide markets, and then to foreign mar
kets, so have modern mass production and mass distribution 
stimulated mass consumption-of Ford cars, Yale locks, type
writers, cotton goods, shoes, cigarets, etc.-not only in the 
United States, but throughout the farthest areas of civilized 
life. 

Now, where do we come in? What do we get out of this 
wonderf.l11 growth of mass production and mass distribution, 
that is spreading over the country and over the world? 

I am a shopkeeper. You are a possible customer. I realize 
that to get .your trade I must have good goods at right prices 
and that you must have steady employment at right wages. 
Such good business is based on common sense, fair-minded
ness, and the economic trinity which has built up our national 
prosperity and high standard of living, viz.: Mass production 
and mass distribution at high wage scales, and low profit
taking per article that will insure the third element, mass 
consumption. 

But to get back to you and me: I must pay salaries that 
will enable my employees to buy freely the products of your 
work, so that you will have a good margin of surplus earnings 
to spend freely in my shop. We all profit by the larger vol
ume of business done, both in production and distribution, 
and we have higher living standards as a result. 

In a word, we take in each other's washing. But all the 
wash isn't in the same basket. Approximately one-third of 

1 "Prosperous N eighbof9 Swell the Nation's Pay Roll," by Edward A. 
Filene, President, Wm. Filene's Sons Co., Boston, Mass. Amnk4" Fede,a
'iDnin, 1928, pp. 161·163. 
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the products of your work has to be sold abroad before you 
get the improved, steady wages which are based on mass pro
duction, mass distribution and mass consumption, and before 
I get the mass selling which permits low prices and small unit 
profits on, however, the large number of articles which allow 
you to keep up the high American standard of living. . 

Before the war we Americans consumed practically every
thing we produced. But now, as a result of the World War 
demand and to keep up the mass production and mass dis
tribution on which depends our high standard of living, we 
have a producing capacity of more than 20 per cent. more 
goods than we consume. 

Unless we lell abroad in greater quantities, our home mar
kets will be glutted with goods, with inevitable stoppage of 
production, reduction in wages and profits, and consequent 
still further reduction of consumption. ••• 

How, then, can we get foreign countries to be increased 
customer. of American products? 

First, I should lay, by continuing to prove still more con
vincingly that the American method-as Europe calls our 
science of mass production and mass distribution-is the best 
known method of raising and holding a high standard of liv
ing. 

Secondly, by backing up the efforts of our representatives 
in Congress and officers and delegates of trade unions in 
lecuring increased good-will between nations. In this con
nection the International Labor Office, at Geneva, with which 
American labor is affiliated, is working with the International 
Management Institute, also at Geneva, to interchange data 
on mechanical improvements and waste-saving methods de
veloped in America and Europe, to bring more work and 
higher pay and pr~fits for us all. 

Thirdly, by wise and discriminating spending, which will 
make for increased demand and so through the cycle of mass 
consumption, mass production and mass distribution, make for 
larger market. at home and abroad for the increasing prod
ucts of our own work. 

15 
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Fourthly, by intelligent aiding of every sound enterprise and 
every forward step in mass production and mass distribution, 
so that good-management and good labor relations may result 
in high wages, low prices and equitable profits-objects which 
can surely be realized-through improved large-scale produc
tion, which also insures the ability to export the inevitable 
surpluses profitably to the other countries of the world, in
stead of creating supercompetition at home with its certain 
bad results to labor and capital. 

The American Federation of Labor, as pointed out in the 
preceding chapter, has fully accepted the challenge of in
creased production as the basis for wage advances and to 
this has added the claim that the well-being of trade and 
industry depends upon constantly adding to the purchasing 
power of the wage-service. President William Green has 
given expression to this point of view as follows:1 

Isn't it the plainest of common sense? Increase his effi
ciency and his earnings and you increase his consumption. 
The wants of the laboring man are never gratified. He 
always wants more of the goods of life, because the laboring 
man's purchasing power is never at a high level as is that of 
the well-ta-do. Pay him more and he will buy more, for pur
chasing power is always regulated by earning power. 

I am for the five-day week, which we have made a Federa
tion policy, because it will give labor still more of the good 
things of life and increase prosperity generally. Neverthe
less, I firmly believe that labor must produce more, to merit 
this advance. This is a position further in advance than any 
position we have ever taken before in organized labor. The 
best interests of the wage-earners, as well as the whole social 
group, are served by increasing production in quantity and 
quality, and by high wage standards, which sustain the coun
try's buying power. We oppose wage reductions in prin
ciple; but, on the other hand, we are keen about increased 
production and the elimination of waste and friction. 

1 Tlal NIfV Allr, 1928, artitl" by George Mansfield, mtit1<d "CreeD: A 
Stuc!7 of the Man Himseh and His Peculiar Soat of Power." 
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In another connection, President Green further elabo
rated his point of view in a public statement, from which 
the following quotation is taken: 

The .teadily increasing output of industries makes neces
sary a parallel increase in purchasing power, for unless the 
increased output finds buyers our greater efficiency defeats 
itself by contributing to business depression. 

Industries are organized to supply the needs not of the 
wealthy few but of the millions who work for wages. It is 
not enough, therefore, for business to have increased profits. 
Wage earners must have larger incomes. The doctrine of 
high wages which organized labor has been teaching for dec
ades has now found acceptance with economists and progres
sive business men. In the degree in which it has found appli
cation it is one of the big factors in the present business 
.tability. 

Th, American F,deratiOtlist, the official organ of the 
American Federation of Labor, has also editorially sanc
tioned the new industrial view as to the interrelation of 
high wages, consumption, and prosperity. In its issue of. 
January, 1928, the following editorial set forth the official 
attitude of the organized labor movement: 

Economic literature is beginning to find a place for the 
proposition with which organized labor first startled the busi
ness world in the face of a serious panic. We will not accept 
wage reductions; the trade unions declared, for wage reduc
tion. will not only harm us, but will make business condi
tions worse. Wage reductions mean smaller consumption. 
Thul out of Labor', necessities originated an economic prob
lem to which economists are now giving sanction. 

To keep wagei advancing proportionately to increases in 
productivity, is essentiat to stabilization of business pros
perity, to the best interests of employers as well as the 
workerL 

Opponents of trade unions have tried to prove that unions 
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were only self-seeking agencies, promoting their own inter
ests at the expense of any other element that might interpose 
objection. These persons have tried to make a case against 
wage increases as a selfish end, detrimental to the rest of so
ciety. The new economic literature which interprets the in
fluence of consumption as a factor in the business cycle, is 
helping to reveal the constructive economic consequences of 
organized labor's high wage standard. 

The Executive Council of the Federation of Labor also 
strengthened President Green's statements by a formal 
declaration in 1926, as follows:1 

American methods of production and efficiency are the sub
ject of study by employers, technicians and wage-earners of 
many countries. The American labor movement has been 
foremost in recognizing the interdependence of the interest 
of all concerned with production and in declaring that in
creased productivity is essential to permanent increases in 
the standards of living. On the other hand, American labor 
has pointed out that workers must have wage increases if 
there is to be sale for the increased output of industries and 
agriculture. • •. The results of organized labor's activities 
benefit the whole of the general public. High wages and 
shorter working hours are recognized as national assets. The 
public generally is coming to understand that with the great 
tendency of mass production continuing in the future to the 
same degree as has been experienced in the past there must 
be created of necessity an ever enlarging buying power or 
else our productive processes will spell their own ruination 
and prove a public calamity. The wage-earners and their 
dependents constitute a large proportion of that consuming 
public; it is therefore essential that the income of the wage
earners must of necessity increase. 

The "new thought" as to productiveness, prosperity, and 
consumption has already become a commonplace of bank-

1 Report of the Executive Council to the 46th Annual Convention, Detroit, 
Michigall, October 4, 1926; p. 27. 
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ing. The largest bank of the country-the National City 
Bank of New York-in its financial review for May, 1927, 
makes the following comment as to the growth of business 
and wealth since the close of the war: 

Inasmuch as the amount which the individual can spend on 
necessities such as food and clothing is fairly limited, the 
excess has flowed out and created the demand for better hous
ing, for automobiles, radios and the like, that has gone to sus
tain the business boom. It has also made possible a larger 
attendance at schools and colleges. Shortages created by the 
war may be made up and the stimulation of business derived 
from them dissipated, but the impetus received from an im
proving state of general well-being goes on so long as each 
individual recognizes, and in his dealings with others is 
guided by, the principle that prosperity is dependent upon an 
even exchange of goods and services and that it is the wealth 
which one produces that enables him to buy the products of 
others. 

This dominant financial institution, as can be readily 
seen, in its analysis of the post-war business situation, com
pletely eliminates the shortage caused by the war as only a 
temporary cause of prosperity, and gives its sanction to the 
theory that the force of an increasing volume of consump
tion and well-being is the real'foundation of industrial ex
pansion after the unusual but temporary demands arising 
from the war-shortage had been satisfied. 

One of the most interesting and comprehensive as well 
as one of the most analytical and sound discussions of the 
new order of thought and action which has characterized 
American business and industrial undertakings since the 
year 1923 is to be found in a series of articles written by 
Mr. Garet Garrett for The Satu,.day Evening Post at the 
close of 1927 and the beginning of 1928. The following 
liberal quotation is reproduced from one of these articles as 
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illustrating the striking change in the attitude of industry 
toward the wage-earner and the consumer, if indeed, the 
two may be differentiated :1 

In European industry, labor is a commodity, governed in 
price by a law of supply and demand. The industrialist pre
fers an overstocked labor market and speaks complacently of . 
a labor reserve, meaning by that a supply in excess of the 
demand, so that labor will be docile and wages will stay 
down. Simply, he is a buyer of labor, and his first rule of 
profit is to cheapen what he buys. 

That language was once current in this country. The low
wage fallacy went with the pattern of industrialism as we 
received it from the Old World. It was not so long ago that 
American industry solidly opposed any law to restrict immi
gration, saying it could not do without cheap European labor 
to perform the manual task. It was so cheap that industry 
could afford to waste it, and did waste it in a callous manner. 
But the view has profoundly changed .••• 

In the automobile industry, it had been demonstrated that 
by method, power and automatons the productive power of 
a man could be increased in a prodigious manner, with a re
sult divisible in three directions. The wage-earner got more 
wages, the public got cheaper motor cars and the profits were 
fabulous. The automobile industry offered only the most 
striking example. The same principle was working in many 
other places. Wages rising, costs falling, profits increasing. 
What the war did was to cause a wholesale reformation of 
industrial practise, under a new type of mentality, thus bring
ing to pass all at once a change that had been bound in any 
case to take place in a few years under stress of competi
tion .••• 

There was for a long time no way of regarding wages but 
as the price of labor. To think of wages as payment for 
work performed, roughly measured by the quantity of output 

1 "The AmerieaJI Book of Wonder," hy Garet Garrett; Thl Salt,rdtJy E",. 
".111/ Poll, Philadel"phia, January 71 1928. See also "The Americaa Omen," 
by Garet Garett. E. P. DuttOll IUlG Co., New York, 1928. 
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-even that was a big step. There was one more to take. 
Now more and more wages are regarded as labor's propor
tional share in the total product of wealth. It is not enough 
that wages shall be high. It is necessary that they shall be 
proportional, for if they are not, if the output of wealth in
creases faster than wages, then no matter how high wages 
may be, the relative buying power of labor will fall. This is 
the view which comprehends the wage-earner primarily as 
a consumer, in which capacity has is indispensable to pros
perity. 

Till g,.eat ,"or of industry had bee,. to see the wage
earn". only tU /J /Woduce,.. Not until it bega,. to see him tU 

/J COfIS1Ime,. was it possible for /J new philosophy of divisio,. 
to hi imagined. 

The equally great error of the wage-earner had been to 
lee himself only as a consumer, and it was not until he began 
to aee himself also as a producer that it was possible for any 
philosophy of progressive division to act. There was nothing 
for it to act upon. 

These two revolutions of thought have definitely occurred, 
and there is, for that reason, now the basis of a common 
language between capital and labor •••• 

The classic economic dogma of antagonism is breaking 
down. We are privileged to witness that catastrophe, being 
the authon of it. Wages and profits are not opposed. Both 
derive from production. There is properly no conflict be
tween producer and consumer. How could there be? Pro
ducer and consumer are the same person. Prosperity is from 
increasing the sum of social wealth for purposes of propor
tional division, and all is supported by another's part. One 
pursuing private gain in a ruthless manner as an exclusive 
end i. a wild piper playing his own tune in a symphony 
band. He is not of our time and way of life ..•• 

A proportional ·wage for labor, a proportional wage for 
capital, and from the profits that are over, a distribution of 
benefits to the property, to the workers and to the public
that is management'. idea of division. 
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In this American philosophy you may find economic chiv
alry by looking for it. If you do, it is implicit there. The 
conscious view is still pragmatic. Any other is obscured in a 
curious way. Long before, this state of society had been 
imagined, in which the desire for private gain as the para
mount economic motive should yield to the idea of social 
function; but nobody had ever imagined it would really pay. 

THE ESSENCE OF THE NEW INDUSTRIAL ORDER 

Corroborative citations as to the attitude of mind and 
principles of action of American trade, industry, and 
finance might be greatly multiplied. No such basis of 
proof, however, is necessary. The new order has become 
a commonplace. Industry itself has even passed the point 
of being conscious of the revolutionary changes in thought 
and procedure which have occurred during the past five 
years. The old order of thinking and' action has practically 
been forgotten. . 

The employer now has come to see the wage-earner as a 
consumer as well as a producer. The workers themselves 
and their leaders have had the vision of their real signifi
cance as producers, and of the relation of their possibilities 
in economic and social well-being to their productivity. 

Financiers, captains of industry and the leaders of or
ganized labor have accepted the fact that their mutual in
terests lie in increasing industrial output, reducing costs, 
and stimulating consumption and profits by better service 
and lower prices. The net result has been that the em
ployer, realizing that the continuing profitableness of in
dustry is dependent upon an expansion in purchasing 
power, has willingly accepted and declared that there may 
be indeterminate wage-increases as long as costs are not in
creased and the proper margin of profit is maintained. 
Organized labor has also given its adherence to this point 
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of view and pledged itself to cooperation in bringing about 
the desired end as long as it receives its reward in a proper 
proportion of, or proportional participation in, the in
creased industrial output. Proceeding cooperatively under 
this new understanding between capital, management, and 
labor, industry has abandoned its old wage attitude and 
fundamental processes of economic thinking, 



CHAPTER X 

THE REAL SIGNIFICANCE OF THE NEW INDUS
TRIAL REVOLUTION, AND THE CON

DITIONS OF FUTURE PROGRESS 

It is not possible to weigh soundly the new theories and 
principles of wage determination, the evolution of which 
since the war has now been outlined, without understand
ing the deeper industrial movements which have been at 
work during this period. When these have been brought 
to the surface and examined, some definite appraisement 
may be made of the present situation and of the underly
ing tendencies for the future., 

The changes which have occurred have been so sudden, 
in point of time, and are so radically different from past 
industrial methods and policies of procedure, that we seem 
to be in the beginnings of a revolution of epoch-marking 
significance, the ultimate aspects of which it seems exceed
ingly difficult at first blush to estimate at this early stage of 
its development. When we have divested ourselves, how
ever, of old standards of measurements, and have discarded 
pre-war assumptions and conceptions, our present indus
trial situation and the points to which we are advancing 
become more clearly apparent. 

CAUSES OF INCREASED INDUSTRIAL EFFICIENCY 

The astounding gains in the productive efficiency of 
American industry since the war have already been set 
forth.1 The radical change in the constructive thought of 
business and industry. after the crisis ofl 1920-1921. has 

1 See Chapter VIII, pp. 191·197. 
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also been described with special emphasis on the changes in 
the attitude of industrial leaders toward new principles and 
theories as to adjusting wages.' At the risk of repetition, 
it may be recalled, however, that the two most revolu
tionary changes in industrial thinking along these lines con
sisted of the assumptions: (1) that rates of pay of indus
trial workers might be indefinitely advanced provided 
labor and other costs of production were not increased or 
profit margins reduced to the danger point, and (2), that 
high wages were an essential part of a program which had 
for its object the establishment and maintenance of indus
trial prosperity. 

Some discussion has also been necessary as to other 
causes of our remarkable gains in industrial efficiency, but 
this has been very limited. On this point, Dr. E. Dana 
Durand, Professor Paul H. Douglas, and Professor R. G. 
Tugwell have made exceedingly valilablecontributions, and 
have pointed out the fundamental and secondary causes 
which have been at work.' The whole movement has also 
been most soundly and effectively summarized by Mr. 
Woodlief Thomas of the Division of Research and Statis
tics of the Federal Reserve Board, in a paper submitted 
at the meeting of the American Economic Association in 
Washington in December, 1927. In this connection he 
said:' 

Our vast and diversified natural resources have played an 
important role in this nation's industrial development. It 

I Sec o..pta V • 
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may be said, however. with some force. that altho these ele
ments may account for the long-time growth of industry. 
they do not entirely explain the rece"t rapid increase in out
put per worker. It is. nevertheless. true that these natural 
features are basic elements in this increase; they have pro
vided a convenient source not only of raw materials to which 
machinery has been applied with fruitful results, but as well 
of the raw materials out of which the machines themselves 
have been made and the fuel with which to run them. In 
other words, our vast natural resources haTe been the basis 
of our abundant supply of capital in the form of productive 
equipment. which in turn has aided in bringing about the 
rapid mechanization of industry. At the same time other 
physical and political features-large population. the diver
sity of regional demands. and the absence of inter-regional 
trade restrictions. such as tariffs-have furnished a domestic 
market exceeding in magnitude and diversification that of any 
other industrial nation. The magnitude of the market, the 
abundance of capital. and the education of American con
sumers by persistent advertising to accept standardized 
articles have encouraged the development of mass produc
tion. which in turn has permitted a reduction in unit costs. 

The growth of large corporations. the resort to mass pro
duction. and the movement toward integration of industrial 
operations in process in this country during recent years are 
too familiar to require evidence. • • • 

Large-scale production is especially economical where large 
quantities of the same products can be produced. The mag
nitude of our domestic market and the willing acceptance of 
standardized articles make feasible such repetitive processes. 

Large-scale production is dependent upon the machine 
process. and the Increasing use of machinery and power and 
labor-saving devices has accompanied the growth in size of 
productive units. • • • 

Power has been substituted for labor not only through ma
chines of production but also in the form of automatic con
veying and loading devices. In this connection contributions 
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to progress have also been made by those changes in produc
tive operations introduced by so-called scientific management 
-the installation of more efficient processes, routing of ma
terials and products, elimmation of waste, avoidance or les
sening of fatigue on the part at the workers, and other de
vices and methods too detailed and too numerous to mention. 
In all of these developments American industry has excelled. 

Another set of factors, not without importance, in bring
ing about increased productivity of American industry re
lates to the wider general education of the population, to 
advances in scientific research, and to the broader dissemina
tion of information.. • The organization of research by 
universities, by privately endowed institutio&lS, and by private 
enterprise has contributed much toward industrial progress. 
Within the post-war period the increased collection and use 
of business statistics and the more thorough analysis of 
business trends have furthered the advance of industry to
ward a more intelligent control of forces determining its 
progress. ••• 

Many of these elements in our industrial progress, however, 
are not forces which have only recently become effective. We 
have had Datural resources, internal free trade, and a fairly 
wide domestic market during most of our industrial history; 
we had them, certainly, in the period from 1909 to 1921, when 
productivity per person in manufacturing failed to gain. The 
phenomenal increase in manufacturing efficiency has appar
ently come since 1921. It is worth while to consider the 
forces that have caused this recent sudden spurt. ••• 

Then the war considerably disturbed industrial technique 
and delayed progress for a period, but at the same time new 
technological processes and methods were learned as a result 
of war experiences, and what is perhaps of equal value, the 
importance of cooPeration and of having adequate and accu
rate knowledge of developments was impressed upon the busi
ness eommunity. The leaders of industry were also the 
leaders of that vast cooperative organization by which the 
war wu carried on, and in that experience they learned that 
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much could be gained by joint effort toward an end. In a 
number of cases old theories regarding the beneficent influ
ence of free competition were found wanting. • .. During 
the war, furthermore, plant capacities were increased consid
erably, in most cases with modern equipment. As a result, 
complaints are still heard of the excess capacity of industry
overcapitalization in a physical sense, altho perhaps not in 
a financial sense, because much of the cost of installation was 
charged off during and immediately after the war. The 
cumulative effect of these factors-and of others such as the 
increased literacy of the population, expansion in available 
information, prohibition, and curtailed immigration during 
the war-was further delayed by the industrial depression of 
1921. During this depression, however, plants were reor
ganized, excess capitalization reduced, inventories diminished, 
inefficient workmen discharged, and costs of operation low
ered. 

Thus was inaugurated the recent pronounced movement 
toward increasing productivity, and the cumulative force 
of all of the factors working toward that end became at 
once effective. Immigration restrictions and prohibition, 
which became operative about that time, may also have been 
factors. 

Abundance of investment funds at reasonable rates was 
also an important contdbuting element. This made it easy 
to purchase machinery, to expand plants, where necessary to 
substitute new and more economical equipment for obsolete 
or obsolescent equipment, and to experiment with new proc
esses and products. I venture the assertion that one of the 
most important factors in the growth of American industry, 
particularly in the past five years, but also in earlier periods, 
has been the boldness exhibited by the American business 
man in scrapping old equipment and methods and trying new 
ones, and the ease with which he has been able to obtain 
funds to finance these operations. . . . 

One of the striking features of the economic situation in 
this country during recent years has been the high level at 
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which industrial profits have been maintained during a period 
of falling prices for nonagricultural products and of fixed or 
advancing wage rates. Dr. David Friday, in discussing this 
situation, has pointed out that since 1923 industrial profits 
have increased from 5.6 billion doIlars in 1923 to 6 billion in 
1925, 6.6 billion in 1926, and about 6 billion in 1927, while the 
index of prices of nonagricultural commodities in the Bureau 
of Labor Statistics index declined from a yearly average of 
158 in 1925 and 154 in 1926, and to a low point for the post
war period of 144 in the summer of 1927. In the meantime 
average wages earned per worker have increased. It appears 
thai during the past five years, corporations, by means of i,,
creased productivity and the exercise of other economies, 
have been able to i"crease outpul, reduce prices, maintain 
wages, ond expand profits. 

The fundamental cause of the new order in industry was 
undoubtedly, as pointed out by Mr. Thomas, the experi
ence gained by industrial leaders during the war period. 
The acceleration of industry by combination, mass produc
tion and cooperative effort, together with the development 
of new methods, technological processes, and means of con
trol of conditions and output, had afforded a background o£ 
experience, which industrial management realized could be 
most effectually used under normal conditions. The abun
dance of capital seeking investment at reasonable rates in 

. the post-war period also made it possible to put wartime 
experience into practise. The change in attitude toward 
rates of pay of industrial workers and prices to consumers, 
or the post-war phenomenon of falling prices, higher 
wages and increasing profits, also was born of the experi
ence that rates of wages and price levels were subordi
nate to the greater problem of reducing production costs 
through greater capital investment and higher managerial 
ability. 
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THE TWENTIETH CENTURY INDUSTRIAL REVOLUTION 

The results which were thus obtained became the marvel 
of our own people and, of the civilized world. It was 
quickly apparent that America was in the midst of a new 
industrial revolution, which in its effect and influence bade 
fair to rival the epoch-marking changes in England in the 
eighteenth century, when the use of power, and the fac
tory process of manufacturing, were first inaugurated. 
Doubts soon developed, however, as to the general sound
ness of the situation attained. The need for careful delib
eration, and for the working out of a permanent, construc
tive program, also soon became apparent. Professor Tug
well effectively stated these points in 1927 as follows:1 

What ought particularly to be emphasized in all this is 
that, altho we have made progress with a fair degree of 
rapidity ever since 1899, the acceleration since 1914 is almost 
of the nature of a new phenomenon. With all these data at 
our command, to say nothing of the evidence of observation 
open to anyone familiar with manufacturing and commerce, 
does it seem an exaggeration to say that we are in the midst 
of a new industrial revolution? One distrusts the word "rev
olution." It connotes overturn and re-beginning. What is 
happening is really not this. Weare merely bringing to bear 
in industry a combination of common ' sense, inherited proc
esses and invention, and heightened human effort, such as 
never existed in any other time. It is of the utmost moment 
that all intelligent persons should concern themselves not 
only with the encouragement and furthering of this already 
clearly appearing trend, but should assist in controlling its 
direction and results in the interest of human welfare. 

In what we gather from the data at hand we are justified 
in feeling that almost unprecedented progress is being made. 
There is good reason for optimism. But it would be a mis
take to leave the statement of the situation at this. One who 

1 Ante cited, p. 225. 
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.tudies the course of increased productivity, besides being im
pressed by a general increase, bas also to acknowledge that 
apparently there are regressive forces at work which occa
sionally get the upper hand and interrupt the general move
ment. In 1921 and 1924, to name the most recent examples, 
we not only failed to make any general gains, but we feU back 
.eriously. Such a period of recession always sets us back a 
year or two and provides an interlude in which even the best 
efforts are wasted. This leads to the general conclusion that, 
altho the increase in per-man-hour productivity forms a solid 
basis in technology for advance, this need not necessarily 
always be registered in general gains in physical output, tak
ing industry as a whole. • • • 

Not only this, but also, if we study selective figures of 
physical output, we discover certain soft spots even in what 
generally are the best industrial years. Of late years one of 
these bas been agriculture, which, ever since the war, bas, in 
the midst of prosperity, remained sunk in a trougb of depres
lion. Others during this same period bave been coal-mining 
and the textile trades generally. This suggests that there 
cannot be as great general advances as there might otherwise 
be, so long as some areas persistently lag behind •••• 

On the whole, tho the main fact of progress stands out, 
there are not grounds for too great social optimism. Plenty 
remains to be done in a number of directions before our 
progress can be consolidated into a permanent new level of 
productivity insured by sound organization not only of local 
technique but of general arrangements for coordination and 
mutual assistance in troubled times. 

Mr. Woodlief Thomas, in his very comprehensive and 
permanently valuable address before the American Eco
nomic Association, already quoted from, also reached a 
similar but a morc optimistic conclusion. He ended his re
marks as follows:1 

On the whole we have profited by the increasing produc-

I A.1e tiled. Po 225. 
16 
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tivity of our industry, but prosperity should not prevent us 
from recognizing that each step in the march of progress 
brings us face to face with new problems whose solution will 
require aU the knowledge we can muster and all the wisdom 
we possess. 

As to the soundness of these conclusions there can be 
no doubt. Altho the recent period of new industrial thinking 
and leadership has been marked by remarkable productive 
gains, it has also brought into play new forces which must 
be intelligently dealt with, and has been accompanied by 
a train of major and minor problems which must be solved. 
The new industrial revolution is, as a matter of fact, in 
the full flush of its early development. It has, as might 
be expected, already produced problems and conditions 
some of which are of fundamental importance in their 
bearing upon the future. They must, of course, have our 
best thought and action if the real advantages of the new 
industrial order are to be attained. 

PROBLEMS AND CoNDITIONS WHICH HAVE 
BEEN DEVELOPED 

The more pressing and vital questions which have 
appeared as an outgrowth of the new era of industrial 
efficiency require immediate and serious consideration. 
Other more general and relatively less acute problems and 
results also are beginning to be clearly discernible. The 
general situation in which industry now finds itself may 
be briefly recapitulated as follows: 

1. Is too much of the increased purchasing power and 
leisure, which have come from increased productivity, 
devoted to ''buying and using automobiles, radios, 
movies, silk stockings, cosmetics, bootleg liquor, and 
sensational journalism, and not enough upon adequate 
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homes, wholesome food, healthful outings and recrea
tion, and good drama and literature"? 

2. Is there any menace in the fact that the increased out
put per worker has made possible shorter hours of 
work, more leisure, the possibility of longer education, 
a more diversified life, a decline in the drudgery of 
household work, and the inauguration of the five-day
week movement? 

3. Can production be so forecast that it will be possible 
to adjust output to demand and thus prevent serious 
maladjustments and losses? 

4. Will it be possible to secure foreign markets for the 
surplus production of our farms, mills, and factories? 

S. Has the demand for manufactured commodities been 
overstimulated by advertising, constant changes in 
styles, and instalment methods of selling? 

6. Will artistic values be forgotten, and craftsmanship 
disappear, in the constant striving toward increased 
standardization of commodities? 

1. Will sufficient leisure and income be secured by indus
trial workers to offset the drudgery and monotony of 
mechanized industries? 

8. What is to be done about excess employees developed 
by the production of more commodities and services 
with constantly declining labor forces? Can new 
industries be developed to absorb those displaced in 
the older industries? 

9. What has been and what can be done about the excess 
of agricultural workers 11'-ho are being displaced by 
the more extended use of farm machinery? These 
surplus workers formerly sought employment in 
manufacturing and mining communities, but if the 
expansion in these industrial centers can now be 
accomplished with even fewer wage-earners, will not 
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the flow of excess farm workers to the cities add to 
the seriousness of the unemployment problem? 

10. Will prices continue to decline as a result of lower 
labor and other costs of production? If so, can our 
industries maintain a proper margin of profits? 

11. Have salesmanship, marketing, advertising and dis
tribution costs as a whole so advanced as to absorb in 
large measure the increased profits from the gains in 
the productive efficiency of industry? 

12. By what practical methods are the wage-earners and 
consumers to be assured of a proper participation in 
the gains arising from increased productive efficiency 
in manufacturing, mining, and agriculture? 

Some of the problems which have thus been raised 
require no serious study. The question of a proper use 
of increased leisure and income by industrial workers is 
as old as industry itself. It has been raised as a warning 
against all past movements for decreasing hours of work 
or radical advances' in incomes. It may be profitably 
passed by. Experience has demonstrated that humanity 
will use gains in leisure in an advantageous way, altho it 
may be guilty of lack of wisdom and serious derelictions 
at the outset. Our entire advance in education, culture, 
physical well-being, and democracy has been largely the 
result of gains in leisure, or emancipation from the service 
of time and effort to the purely physical needs of sub
sistence. No better demonstration of a wise use of leisure 
and income can be found than the remarkable growth in 
attendance at schools and colleges during recent years, the 
constantly growing participation in wholesome sports and 
recreation, and a corresponding gain during the same 
years in savings deposits and home-ownership. As to 
craftsmanship and artistic values, gains in purchasing 
power and leisure actually stimulate their cultivation. 
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Drudgery and monotony of basic work are impelling forces 
toward the development of desires for the products of indi
vidual craftsmanship and of the artist. The development 
of supplementary industries and other undertakings 
and services as an outgrowth of excess employees from 
basic industries points to the soundness of this conc1u-
lion. 

THE VITAL PROBLEMS 

Among all the social and economic problems of increased. 
productive efficiency, the most menacing and pressing up 
to the present time are: (1) the coordination of production 
and consumption, (2) the development of supplementary 
industries to absorb the workers displaced by other indus
tries, (3) the maintenance of profits in production by 
reducing selling costs, and, (4) the gradual evolving of, 
practical policies under which there may be an_ equitable 
division of the gains of increased industrial efficiency. The 
coordination of production and consumption in individual 
industries has as a rule been satisfactorily worked out. 
The real need in this connection is the establishment of 
inter-industry coordination. 

THE UNEMPLOYMENT MENACE 

Early in the year 1928, it became evident that full and 
regular employment for industrial workers was the most 
vital problem which had developed from the new era of 
industrial efficiency and unprecedented prosperity. The 
earnings of the large industrial corporations were at the 
most prosperous peace-time level in their history. Em
ployees who were working were receiving higher wage 
rates and larger earnings than ever before. Prices were 
falling and real wages were advancing. There had been 
some decline in the volume of industrial production during 
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the year 1927. but this did not represent any serious retar
dation in industrial activity. In the early part of 1928. 
however. several States. including New York. reported 
larger numbers of unemployed wage-earners than bad 
occurred since the depression of 1921. Conditions grew 
worse as the year advanced. and by March a crisis bad 
developed. Moreover. it soon became apparent that this 
unemployment situation was unique and unprecedented. 
and so far as causes were concerned could not be related 
to any similar conditions in the pasL 

When the underlying factors were brought together and 
analyzed. it was found that during the past four years 
industrial output had, as a rule. greatly increased. 
while the number of men employed had steadily 
declined. More goods. in other words. because of 
increased output per worker. bad been turned out with 
fewer employees.1 

During the year 1927. the factories and mills of the 
United States produced 70 per cenL more than they bad 
in 1914. and this remarkable achievement was accomp
lished with an addition of only 15 per cenL to the operating 
forces during this period. In 1927. as c:ompared \\;th 
1924. 7 per cenL more c:ommodities were turned out with 
a slightly smaller number of industrial workers. As both 
manufacturing and agriculture expanded, the increasing 
use of machines made necessary a relatively less number 
of workers. 

It soon was apparent that this unusual unemployment 
situation was the result of mass production and the un
precedented mechanization of industry during recent years. 
As the constant invention and installation of labor-saving 
machines bad proceeded. fewer men were required. In 
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order to keep previous forces fuDyemployed, a tremendous 
increase in the demand for commodities and services was 
necessary. If this expansion in demand did not go for
~-ard in accordance ~;th the eljmjnation of industrial 
workers, new and supplementary industries and services 
must needs be developed to absorb the workers displaced 
in the older industries. Otherwise any decline in produc
tion would be quickly followed by an unemployement 
crisis. If, also, there was no growing demand from the 
establishment or expansion of newer industries and serv
ices, the crisis would quickly become more acute. A rela
tively small retardation in industrial demand, such as 
occurred during the winter of 1927-1928, which was in 
no way comparable with the drastic curtailment of output 
in the years 1920-1921, almost immediately found expres
sion in a serious unemployment problem. This condition 
of affairs was an the more remarkable for the reason that 
those who retained their work enjoyed larger money and 
real wages and shorter bours than had ever before obtained 
in industry. 

DISPLACE KENTS AND UNEKPLOYKENT 

The most authoritative sources estimated that from the 
year 1923 up to the middle of 1927, an workers displaced 
by the new technique in industry were rapidly absorbed 
into other lines of employment.1 There was some differ
alee in the estimates of the number of wage-amers which 
were thus displaced, but the calculation made by Mr. E. S. 
Gregg, Statistician of the Western Electric Company, of 
more than I,(XX>,OO> men having been dropped from agri-
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culture, factories, and steam railroads by improved me
chanical processes during the years 1923-25, may be taken 
as ultra-conservative. About 600,000 of these, he calcu
lated, came from the mills and factories, 100,000 from the 
steam transportation system, and 350,000 from agricul-' 
ture. The number of factory and mill workers displaced 
was probably larger, as Mr. Gregg, to be conservative, 
took only one-half of the estimated decline in employment 
in manufacturing shown by the index figures for this 
period of the Federal Reserve Board and the Bureau of 
Labor Statistics. 

The depression in agriculture and the exodus to the 
cities accounted for probably two or three times the num
ber, as estimated by Mr. Gregg, who were displaced by 
agricultural machinery and who sought work in mines 
and manufacturing establishments. To all classes of dis
placed employees must also be added two other new and 
large groups seeking work : (1), an average of about 250,-
000 each year from foreign immigration, and (2), between 
1,000,000 and 2,000,000 applicants from the native popula
tion who would normally each year reach the employable 
age, due allowance, of course, being made for those who 
would be eliminated from industrial employment through 
disability or death. 

Of even greater interest were Mr. Gregg's estimates of 
the new industries and services which absorbed the work
ers thus displaced, together with the new additions to the 
labor supply brought about by immigration and by the 
normal increase of .those of employable age. He frankly 
confessed that these Calculations, which are reproduced 
on following page, were to some extent guesses, and that 
others might differ, but they might be accepted as indicat
ing the significant indu~tria1 trends that had been in prog-. 
ress. 
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INCREASES IN NUMBERS EMPLOYED, 
JULY I, 1923, to JULY I, 1927 

Building (exc:lusive of roads, subways, etc., .••.....•.. 
Automobile, truck and bus operation and maintenance .• 
Road and lubway construction .•••.••..••.....•......• 
Trade (chain .tores and miscellaneous) •....•••..•.•.. 
Public 1erVice, including school teachers (assumed to 

increase at same rate as population) .••••.•••.••..•• 
Operation and maintenance of apartments, hotels ani 

restaurants •••••••••••••••••••••••.•..••••.••..•.. 
Telephone operation •••.••••••..••••••••••••.•••••... 
Operation and maintenance of office buildings .••••.•••• 
Electric light and POWft" •••••••••••••••••••••••••••••• 
Sports, moving picture production and exhibition, etc. ••• 
Oil production •••••••••••••••••••••••••••••.•.••.••• 

1,000,000 
500,000 
100,000 
100,000 

100,000 

100,000 
50,000 
50,000 
50,000 
50,000 
50,000 

Total •.•••.•••.•••••......•......•...••....•....•. 2,150,000 

As a result of these and similar calculations, it was con
cluded that there had been no real unemployment problem 
up to the last half of 1927. What had occurred from 
1923 to 1927 were shifts from some industries which, 
because of improved machinery and processes, required 
fewer workers to turn out an even larger product, to other 
industries or classes of services which had been developed 
or had undergone an unusually large expansion during 
these years. This absorption of displaced workers was 
also assisted by the decline in the number gainfully em
ployed as compared with the total population. The tend
encies in this direction which had been observable since 
1910, such as less employment and longer school training 
for children and a decline in the number of wage-earning 
wives and mothers, was further stimulated by the better 
standards of living or, in other words, by the advance in 
earnings of husbands and fathers after the 1921 depression. 

Beginning with the second half of 1927 and continuing 
through the first quarter of 1928, there was an entire 
change in condItions. Decreased manufacturing . activity 
and a general decline in industrial output produced, as has 
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already been pointed out, a high degree of unemployment 
in terms of: numbers followed for a time by very acute 
conditions in many industrial and urban centers. N umeri
cal estimates of unemployment at this time ranged all the 
way up to the United States Department of Labor's absurd 
figures of 1,874,050, which (if there should have been 
added the 2,000,000 each year who reach working age, 
together with an annual influx of 250,000 immigrants) 
would have given a total of 8,000,000 unemployed at the 
beginning of 1928, as contrasted with the estimate of 
4,000,000 submitted by the Labor Bureau, Inc., of New 
York City. 

This latter calculation allowed for and deducted the 
estimated number of displaced workers during the five 

. years, 1923-1927, and may be considered as good an esti
mate as could have been made during the winter of 1927-
1928. 

With the opening of spring, industrial activity again 
began to expand, and serious unemployment gradually 
disappeared. This temporary and restricted condition in 
1927-1928, however, clearly showed, as a result of the new 
industrial revolution, that, should there be any considerable 
slackening of industrial output, or should industry as a 
whole reach a point of stabilization where its constant 
acceleration and expansion, as. characterized by the new 
order of mass production, would cease, the inevitable result 
would be an unemployment situation which would cause 
unprecedented distress and suffering. 



CHAPTER XI 

CONSTRUCTIVE REMEDIES NEEDED 

The need of constructive measures, not only to prevent 
a catastrophe of unemployment, but to deal with it effec
tively should it occur, thus became clearly apparent. De
tached students as well as those directly connected with 
industry and the organized labor movement had gradually 
become keenly alive to the problem. Secretary Davis, in 
addressing the Machine Engineers' Beneficial Association 
in the early part of 1928, stated: 

Growing lines of job-seekers created by ingenious labor
laving machinery must be considered along with the marvels 
of efficiency and comfort this mechanical progress has 
brought about. 

Some of our joy over the great inventive genius of our 
masters has been turning to grief as we witness yearly the 
growing lines of job-seekers, trained men, middle-aged men 
of experience, who have been forced from their trades and 
vocation by labor-saving machinery. 

It seems that this phase of industrial proficiency bids fair" 
to exact too heavy a toll in the years to come, unless we get 
busy and invent Dew industries for the fellow whom the 
machine shunts aside. 

About the same time, President Green, of the American 
Federation of Labor, in addressing the students of the 
University of Michigan. said: 

In the survey made of this situation we are impressed by 
the fact that, while we could not interfere with industrial 
progress and scientific advancement, we will be confronted 
with the problem of displacement in a most acute form. 

241 
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When these new industries reach the point of saturation a 
very serious problem of continual displacement of men 
through the use of improved machinery must be construc
tively met and settled. 

In commenting on an article by Professor Sumner H. 
Slichter of Cornell University, in which he declared that 
increasing unemployment would be the price of our out
standing industrial progress unless remedial measures were 
inaugurated, The New Republic stated editorially in its 
issue of February 8, 1928: 

Mr. Stichter believes, and so do we, that a good deal of the 
unemployment now in evidence is due, not to the cyclical 
alteration of boom and depression, but to changing methods 
and increasing productivity in industry, whereby more goods 
can be turned out by fewer men. Classical economics teaches 
that such advances in productivity help the workers them
selves (in the long run) by increasing the general stock of 
goods per capita. On this basis economists and employers 
have lectured labor for its occasional opposition to improved 
machinery and better devices, and have welcomed labor's 
new favorable attitude to increased efficiency. But how long 
will this welcome conversion endure if (in the short run, 
which may continue for years) the better living standards 
of others are purchased at the cost of deplorable privation 
on the part of millions thrown out of work? A far-seeing 
industrial leadership would in its own interest give concen
trated attention to this problem. When more goods are 
produced by fewer men, what will suffice to give employment 
to the men dispensed with? 

It had thus been realized on all sides-by executives 
and by the great multitude of workers directly affected, as 
well as by students, social workers, economists, and pub
licists-that in the rapid development of the new order of 
industrial efficiency, tremendous forces for good had been 
established, but unless these forces were kept going at 
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full speed ahead, if production was not accurately coordi
nated with consumption, or if supplementary industries 
were not developed to absorb the workers displaced by 
increased mechanization or by temporary or permanent 
retardation of the older undertakings, the price of the 
new industrial benefits would be recurring periods of 
unemployment and suffering for great numbers of wage
earners. Along with this development might also go a 
decline in margins of profits for the industries which were 
adversely affected by a contraction in the demand for their 
output. 

Certain palliative measures for the relief of temporary 
unemployment conditions were obvious and had been advo
cated for many years. The really serious problem, how
ever, developed by the new industrial revolution required 
measures and methods to be devised for removing perma
nently the overhanging menace of widespread unemploy
ment, with all its attendant human suffering and social 
and industrial losses. 

CoNSTRUCTIVE MEASURES PROPOSED 

In the face of such deplorable unemployment conditions 
as prevailed in the winter of 1927-1928, the immediate 
proposals for relief naturally centered around the possibil
ity of developing new sources of work for those affected. 
The inauguration of new public works and projects of all 
kinds was advocated. As a more permanent policy it was 
also urged that the local, state, and national governments 
should appropriate and hold in reserve plans of and funds 
for public works to be released when industrial conditions 
became subnormal and private employment slack. Indus
try itself, it was also pointed out, should, as far as possible, 
accumulate reserves and withhold projects for new build
ings and other improvements to be used at a time of similar 
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conditions. Such a constructive program, it was shown, 
would tend to stabilize and make more uniform the demand 
for labor, and would ameliorate the sufferings of tempo
rary crises arising from maladjustments between industrial 
production and consumption. 

From the standpoint of a permanent removal of the 
unemployment evil, three plans of procedure, outside of 
the internal control of industry, have also in the meantime 
been put forward: (1) to develop markets abroad which 
would supplement domestic demand by absorbing the sur
plus output of American industry; (2) to increase domestic 
demand for industrial products by developing a higher 
degree of domestic purchasing power through advancing 
the rates of pay of industrial workers, or, in other words, 
giving to them a larger share in the productive gains of 
industry; and (3) the establishment under the auspices of 
the Federal Government of a Board that would collect and 
disseminate all forms of information relative to the 
stabilization of business and industry, with the under
standing that the Board itself, on the basis of these data, 
would make recommendations as to policy with the 
object of preventing dislocations in production and dis
tribution.1 

This latter proposal is a splendid one, and, if properly 
restricted as to form and jurisdiction, is thoroughly prac
tical. Some such agency is inevitable in order that infor
mation may be collected and disseminated for the benefit 
of industry and also as a basis of study by disinterested 
public representatives charged with formulating policies 
for the proper coordination of industrial activities. Lead
ing representatives of industry itself, as will be shown 

1 In a theoretically !ound but practically impossible form, at present, such a 
budgetary board has been advocated in "The Road to Plenty," bl/ William T. 
Foster and Waddill Catchings; publications of Pollak FoundatIon, Boston, 1928; 
also in an article in the Cent",,, Mag""''',I. July, 1928, by the .ame authQrs, 
entitled IIProgress and Plenty." 
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later, have already indicated the urgent need of a govern
mental agency of this description.1 

As to the other two proposals, only one seemed practical 
so far as the immediate future was concerned. In the light 
of the fact that all commercial and industrial countries 
were endeavoring to retain their own markets by excluding 
the products of other nations by greater and greater tariff 
barriers and other arbitrary measures, it has seemed im
possible to develop in an important way foreign mar
kets for the surplus American commodities. This would 
be feasible only by granting equivalent concessions in 
our markets through reducing the height of our own 
tariff walls, and the net gain to the United States, there
fore, it has been asserted, would practically amount to 
nothing. 

The trend of current business and finance clearly shows, 
on the other hand, that the tariff issue will soon be a matter 
of serious domestic controversy. The investment bankers 
who have been and still are making large public and private 
loans abroad keenly realize that the payment of interest 
and the repayment of principal are ultimately dependent on 
the ability of foreign countries to send goods to the United 
States. To the average industrialist, the policy of a reduc
tion in customs duties in order to stimulate an inflow of 
commodities from abroad, of course, spells disaster and a 
retardation in the process of American industrial develop
ment. It is quite apparent, however, that within a short 
time the attitude of the investment bankers may prevail, 
excessive duties may be modified, and many American 
industries may be required to adjust their operations to 
conform more nearly with world conditions. Such a con
summation is, however, quite dependent on the protective 
policies of other countries. A more liberal regime, both 

l s .. pp. 252.263. 
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here and abroad, so far as' tariff policies are concerned, 
while its inauguration might be accompanied with tem
porary dislocations and losses, would in the long 
run tend to stabilize more completely the new indus
trial order, with great permanent gains not only to 
industry itself but also to the great body of wage-earners 
and consumers. 

But any constructive policy as to industrial stability and 
employment, for the time being at least, must be confined 
solely to domestic measures. The realization of this con
dition of affairs has caused main reliance for industrial 
stabilization to be placed upon the development of increased 
purchasing power among the great body of industrial 
workers. By a constant advance in domestic wages and 
incomes, it has been sought-and is constantly declared to 
be practically possible-to absorb the output of our estab
lished industries and services, and to take care of the wage
earners displaced by the adoption of improved methods 
and machines. Industrial and financial leaders, as well as 
the representatives of organized labor, as has already been 
shown, have completely committed themselves to this 
policy. By way of further illustration, President Green, 
of the Federation of Labor, in addressing the students of 
the University of. Michigan in 1928, cogently expressed 
this view as follows: 

The nation cannot destroy the purchasing power through 
the creation of an army of unemployed and expect to main
tain increased commodity production. The buying power of 
the people must be placed at a high level through an economic 
condition which provides steady employment and high wages. 
This is the only way through which a balance between pro
duction and consuming power can be maintained. 

The other extremes in leadership in industrial policy 
have no less strongly advocated the same policy. Mr. 
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Lewis E. Pier-sons, former president of the United States 
Chamber of Commerce, also declared 1 in May, 1928: 

As production increased, it became apparent that consump
tion must k~p pace with production and that, unless the 
consuming public bad the funds with which to purchase, mass 
production could not long continue. 

It was not a long step from this to the realization that a 
~neral diffusion of high wages and earnings was a necessary 
corollary of our industrial philosophy. 

The YOice of organized labor has already been lifted in an 
appeal for cooperation. In any move to eliminate unemploy
ment or to maintain present standards of living, we can 
confidently count upon the support of those who are first to 
feel the effect of unbalanced prosperity and the first to benefit 
by the wider diffusion of the fruits of increasing produc:
tion. 

Bankers, students of economics, publicists, and govern
ment officials have an. as bas· been shown, unreservedly 
accepted and advocated this constructive policy as the 
basis of maintaining industrial prosperity and for offsetting 
the menace of industrial retardation and unemployment. 
While this method of procedure is undoubtedly sound, it 
is also clear that it cannot be successfully carried out 
unless it is accompanied by general methods of coopera
tion, the fundamental object of which shall be the constant 
adjustment of production to consumption. As the former 
bead of the United States Ownber of Commerce has truly 
said, ""Nothing could induce us to abandon voluntarily 
our trinity of· high production, high earnings and high 
consumption, yet unless we can work out more scientific 

J Addrea .. doe A ...... 1II00tma of the ~ of c-... of the UDited s..-w~ M.a7 10. 19la, It, Mr. Lewia E. Pa-
17 
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methods of cooperation and team play, we can never hope 
to secure the full benefits to which this productive policy 
entitles us." 

UNEMPLOYMENT INSURANCE IMMEDIATELY NECESSARY 

Altho the theory of increased production, higher wages 
and purchasing power, and greater consumption is basically 
sound, and is generally accepted, it is also equally true and 
fundamental that this procedure will inevitably be at
tended with recurrent' overexpansion, maladjustments, 
losses, and unemployment, unless a comprehensive plan 
of industrial cooperation and coordination is developed. 
Other factors are also involved in this constructive pro
cedure, and its discussion may at this point be deferred 
with the obvious comment that any general scheme of 
industrial coordination and stabilization must necessarily 
be slow in developing in an effective way, and pending 
this time, or, in other words, during the period of trial, 
experience, and evolution of such a program, immediate 
measures must be taken to protect wage-earners against 
the evils of unemployment. Otherwise, they innocently 
become the residual sufferers of and sacrifices to industrial 
progress. 

Aside, therefore, from the palliative measures of. public 
policy which have already been mentioned, the only prac
tical, concrete method of dealing with unemployment, 
pending a greater degree of industrial stabilization, is the 
acceptance and application of satisfactory systems of un
employment insurance. Long experience abroad has dem
onstrated the soundness of such a procedure, and it should 
be generally adopted in American industries. Not only 
would human sufferings from unemployment be thus miti
gated, but the business losses from temporary industrial 
dislocations, as well as the likelihood of their recurrence, 
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would be lessened, and a better opportunity afforded for 
ultimate coordination and stabilization. 

"PaOFITLESS PllOSPElUTY" 

In addition to the unemployment problem, another men
ace of the new industrial revolution, which affects both 
capital and management as productive factors, has been 
the tendency through mass production and competitive 
selling to reduce the margins of profit. The concentration 
of industrial management upon greater output and lower 
costs has in many cases gone so far, and attention has been 
so focused upon these points, that the element of profit 
has been neglected. This tendency has developed in many 
branches of industry, the output of which has expanded 
in a remarkable way, to a point where there has been little 
if any profit, relatively speaking, and has led to the satirical 
comment that our industrial revolution is rapidly approach
ing • stage of "profitless prosperity." The declaration has 
also been frequently made that labor, because of the decline 
in prices and advances in real wages, has been enjoying 
an unprecedented status of well-being, while much-vaunted 
American management has brought about an era of un
paralleled industrial expansion, but at the same time has 
reduced the margins of invested capital to such a low 
point as to arouse apprehension as to the future.1 

This situation, which began to attract serious attention 
in the spring of 1928, was very briefly but effectively ex
pressed by the Guaranty Trust Company of New York 
in its monthly r~ew for May of that year:-

l-Americaa ~! Ita Ca_ ....s Caueqa ......... '" Paal H. MUM, 
TIle Vik~ P_ Ii_ ·York. 19Z8- aloo articI .. by the oame a .. thoI' in the 
........... R..w. .# R'"'- for May aDd JUDe, 19Z8. eatitJed rapectiftl,. 
Mid ... PraclatiaD-Bu II COIIIIIIitted Sllicidel·· ....s "Aft« 14_ ProcIlICIiooa 
-Whl'-

I r. C-" S-,. May 28, 1928, Vol VIII. No. 2. pp. S-6. 
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In recent years, however, industrial wages [it stated] have 
been higher, both absolutely and relatively to the cost of liv
ing, than ever before. In other words, a larger share of the 
national income has been received by wage-earners and has 
been translated to demand for consumers' goods. It is con
cluded that this wider distribution of income has maintained 
the balance between output and consumption of producers' 
and consumers' goods, and has thus prevented the develop
ment of the unsound conditions that ordinarily tend to trans
form prosperity into depression. ••• 

But these large, and in some cases positively excessive, 
plant capacities are at the same time an important element in 
increasing overhead costs. In the effort to meet these costs, 
producers attempt to maintain their sales volumes by every 
practicable means, even at a heavy sacrifice of profit margins. 
Earnings are further restricted by the enormous expenditures 
for advertising and selling involved in such a campaign. 
Thus, what is saved in unit costs of production is frequently 
offset by the higher costs of distribution. This situation is 
present, in a greater or less degree, in a surprizingly large 
number of American industries, and is probably the chief 
cause of the condition of "profitless prosperity" of which 
increasingly frequent complaints have been heard in the last 
few months. 

Mr. Paul M. Mazur. who has published the most com
prehensive and exhaustive study of the situation and its 
implications, points out the "essential interdependence and 
mutual antagonism" that prevail in the new industrial 
revolution between mass production and distribution. He 
briefly states the dangerous stage which has been reached. 
as follows: 

High-pressure distribution was made to create large sales 
volume. It was and is the agency that harvested more and 
more sales for the insatiable appetite of its creator--mass 
production. High-pressure distribution produces sales vol
ume; mass production requires that sales volume. 
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Unfortunately, however, it is in the manner in which dis
tribution gathers sales volume that the factors of antagonism 
lie. Distribution in the search for volume employs all the 
devices at its command-and those devices are exhaustive 
either in themselves or in their effect upon production. 

In developing sales volume, distribution has amplified and 
intensified its advertising and selling appeaL Such methods 
are expensive; and the resulting charges are part of the 
present high cost of selling. The installment plan has been 
an important factor in selling automobiles and other high unit 
cost articleL While the result in terms of volume has been 
gratifying, in terms of distribution, there have been signifi
cant additions to the cost of creating volume. To the degree, 
obviously, that the unit sales cost increases, the economy of 
mas. production i. offset. ••• 

Since, however, the forces of production and distribution 
can never have cOfrIplet, compatibility, the solution of the 
problem lies in a reasonable co",prom4.s, between the two. 
And it is this compromise between the needs of production 
and the requirements of high-pressure distribution which will 
mark the new era of American business. 

The problem of the next era in industry, he concludes, 
will consist in the proper adjustment of the new forces 
of production and distribution. As stated in his own 
words: 

The future holda the development of a new science-the 
.tudy of the most effective balance between production and 
distribution. Undoubtedly, industry will be compelled to add 
to the two great agencies of sales and production a third 
organization mechanism-G depart",en' 0/ merchandising. In 
this unit there will be prejudice toward neither sales nor pro
duction, but an interest in both. Here will be balanced the 
needs and desire. of both the selling and the manufacturing 
end. of industry for the best interest of the net profits of the 
business as a whole. 
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AGENCIES FOR INDUSTRIAL COORDINATION ADVOCATED 

This· new coordinating agency for rational business 
development will be supplemented, Mr. Mazur also pre
dicts, by other fundamental tendencies, such as further 
consolidations in production and distribution for the pur
pose of securing additional economies, especially in mar
keting, and for developing a greater recognition or degree 
of control over consumers' demand, thus securing the maxi
mum of stabilization in mass production and distri
bution. 

All other authoritative commentators agree with the 
conclusion of Mr. Mazur. One of the most noteworthy 
and stimulating contributions along constructive lines has 
been made by Mr. Benjamin A. Javits, of New York, 
who has also prepared a report on the subject for the 
consideration of the American Bar Association: so far as 
legislative action may be helpful. He recommended that 
industry in its movement toward further consolidation be 
released from the Sherman, Clayton, and other "anti-trust" 
laws, and that at the same time the personnel of the Fed
eral Trade Commission be changed so as to be more rep
resentative of business and its powers extended so that 
it might guarantee that production and distribution should 
be conducted on the basis of reasonable profits and prices. 
Fundamentally, he held, however, that sound future 
policies must be worked out by industry itself, through an 
inter-industry coordination agency· analogous in function 
to the War Industries Board of the World War, which 
he designated as an "Institute of Industrial Coordination." 
Under such a procedure for cooperation and coordination 
it would be possible in time, he asserted, to abolish poverty 
and unemployment, and also--by extending the movement 
internationally-to construct the only sound basis of world 
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peace. Some of his most pertinent statements in this eon
necrion are as follows;' 

Unemployment is unnecessary. Poverty is unnecessary. 
War is unnecessary. I do not mean by this that any indi
vidual can find work if he wants to: for poverty, like war, is 
a aocial problem. What I mean is that America now pos
lesses enough industrial knowledge to abolish poverty, unem
ployment and war, if that knowledge were only organized. 
We have ample industrial technique in America to achieve 
almost anything we can imagine. All we, need now is indus
trial statesmanship to apply that technique to these great 
human aims. ••• 

No amendment to the Sherman Law, and no other national 
legislation, can insure prosperity. We must look to industry 
and to business to do that. If our business men discover 
what the fundamental laws of business are, and conduct 
American business strictly according to those laws, conditions 
will be as good a. they can possibly be for everybody. But 
thole lawl can not be made. They must be discovered •••• 

Industry has no voice. It is not yet integrated. It is like 
a big shop with a hundred departments each running on its 
own .chedule and depending upon rumors that leak out here 
and there as to what all the other departments may need. • • • 

WIuJI U waNted U coordirwletl e/lort. What is wanted is 
lome means of discovering the needs of the whole shop and 
of registering that discovery •••• 

But the problem is industrial and must be solved industri
al\y if it is to be solved at aU. Industry must first become 
articulate. The industrial problem seems to me to be beyond 
.olution until industry evolves some agency through which 
industry may speak. 

Our Chambers of Commerce and our trade associations 
have done much.· But they are only a beginning. What we 

1 See IIIIftYitow of ),fro DeDjamin A. Javita by Chao. w. Wood. III F",.b,. 
MO(/_ for JuI, I. 1928 mlitled "AboliJb lJD_ployment and Stabilize 
Proaperit"'i alao art ide in lui, IS iNae of _. entItled "10 IDduatriai eo. 
ordiDatiDa 1M Hal Step'" 
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need now is an American Institute of Industrial Coordination 
-a sort of Institute of Institutes-not to make laws govern
ing industry but to discover what the law of industry is and 
to guide industry according to that law •••• 

I do not pretend to know how industrial coordination can 
be brought about. . That, too, is something for industry to 
find out. I am simply proposing an Institute for Industrial 
Coordination. Let the industries of America get together 
and see what they can do. 

If they do get together, with something of the same spirit 
in which they got together in 1918, I am sure that they can 
find a way to abolish unemployment. And they can find a 
way-so I am advised, at least, by many industrial experts
to make American industry many times more efficient than it 
is even to-day, to double wages, to make the work-day still 
shorter, to reduce crime and to usher in an era of all-around 
prosperity and peace. ••• 

The principle of service is a universal principle.. We have 
discovered that principle in America: and in so far as we 
have been able to apply it, we have discovered that it pays. 
But we have not been able to apply it inter-industrially as 
yet, because we have Plot yet evolved any i"ter-industrial ex
pressio". If we once do that upon a national scale, it is but 
a question of time when we shall do it internationally. That 
will mean world peace: and from my point of view, it is about 
the only hope there is for permanent world peace. 

The constructive suggestions advanced by Mr. Javits, 
as well as his proposed "Institute of Industrial Coordina
tion," created widespread interest among industrialists, 
financiers, and students, the majority of whom were fav
orable to his main ideas and principles. Mr. Edward A. 
Filene, President of William Filene's Sons Company, of 
Boston, and one of the far-sighted business leaders of the 
country, commented on Mr. Javits' proposal as follows:1 

1 Forb .. M/J/I""'''' for August I, 1928, Po 14. 
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Mr. Juiu' proposal for u Icstitute of lDdustrial Coordi
DatiOll IH!DS to me to be a strp ill the right dinc:tiOlL 

&d times aDd a_plo~nt are ~Iy preftDtable.. 
Th~ are natural results of the incredible waste that still 
exisu ill productiOll and distribatioa, which ill tum is due to 
faulty ec:ooom.ic aDd business thinking. 

Prosperity comes when the masses have adequate baying 
power. A coantr)' may have creat wca1th-that is to 5&y 
apita1-&nd stin fail to be prosperous if large numbers are 
..;thout sufficient baying power to be able to bay enough to 
k~p aD employed. • • • 

As a result of the incre&sed production per me it has been 
pos.sible to increase their wa~s aad salaries ud also to 
reduce the selling pritts of what they male to such a degree 
that the masses COQId bay these products freely. This proc:ess 
was hriped by the fact that ill order to supply these successful 
industries with oeeded materials. machinery, equipment aDd 
parts. still enater numbers of people were employed at ~ 
that were higher thu before. 

But DOW Krioas UDCIIIplo~t has dneloped. Various cx
plaaatiOllS for this unemplo~t are offercd-mostly wrong 
ones. It is of leD said that anem~t is caused by the 
new scientific mass productioo and mass distn"batiOlL The 
truth $((ms to be. that to u important degree. it is due to 
the fact that there is DOt enough mass production and mass 
distn"batiOlL • • • 

Employment for eftf)'ODe is coming because it is clear that 
scientific mass productiOll C&Il DOt liYC aaI(SS the masses C&Il 

buy freely the coods so produced. It is obYioas that the 
masses mast be fully employed ill onkr that uy industry 
ahall flourish permaacntly. 

This DeCCSSary orpniution may weD take the general 
shape of u Institute of Industrial CoordiDatiOll, altho it may 
be necnsary to ~ the details more or less. I belieyc that 
nothing would so debitely and so rapidly stabilize a real ~n
era! prosperity for our coantr)' as the immediate adoption and 
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effective carrying out of Mr. Javits' main ideas as given in 
his article. • • • 

One' of the most hopeful signs that permanent prosperity 
is going to come in our generation is that serious, practical 
men of standing, like Javits and Foster and Catchings, are 
proclaiming the practical possibility of conquering unem
ployment and achieving regular permanent prosperity, and 
that they are getting support for their proposals from our 
leading periodicals and economic and business organizations. 

Mr. Mathew Wall, Vice-President, American Federa
tion of Labor, also fully approved Mr. Javits' suggestions, 
with the assumption that organized labor would be repre
sented on any agency for coordination. His comment in 
part was as follows:1 

I can do little more than state my hearty approval of the 
type of institute proposed, as well as Mr. J avits' underlying 
philosophy. 

Laws governing industry must be found and not made. 
Principles that get results in production must release creative 
po'Ver along constructive channels. Legislation, in practically 
all cases, is the result of compromise between political groups. 

I think Mr. Javits is quite right in believing that we do 
not need to legislate a new social order in order to have 
stabilized prosperity and employment for all. We need to 
create an industrial organization in which all those who make 
a functional contribution to production have a regular op
portunity to discuss the results of their work with all other 
groups that are performing functional service .••• 

Coordination of each industry must be a genuine organiza
tion with authority to represent the workers that comes from 
an organization by and of the wage-earners. A national In
stitute for· Industrial Coordination should, of course, provide 
representation for the trade-union movement. For such an 
organization to function there must be freedom for industrial 

1 Ibid. p. 34. 
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development along most constructive lines. The Anti-Trust 
Law would, of course, have to be repealed. 

Mr. Rush C. Butler, a national authority on interstate 
commerce law, and Chairman of the Commerce Committee 
of the American Bar Association, approved the proposed 
plan in principle. He wrote, in part, as follows:1 

Mr. ]avits' article shows him to be an economist as well 
al a lawyer. The Sherman Law is economic legislation. 
There can be no remedy for existing Sherman Law evils 
until Congress realizes this fact. ••• 

The contact of business with government should be through 
• friendly agency, such as the railroads enjoy through the 
Interstate Commerce Commission, the agriculturists and 
packers through the Secretary of Agriculture, the banks 
through the Federal Reserve Board, and the shipping inter
ests through the Shipping Board. 

Mr. Daniel Willard, President of the Baltimore and 
Ohio Railroad, gave his sanction in principle, but thought 
the coordination policy for industry should be permitted 
to develop in a deliberate and orderly way, without sud
den, ill-considered action either by industry or by the 
government. He said:1 

I approve in principle of all Mr. ]avits said concerning the 
desirability of cooperation. Whether his one definite sugges
tion about enlargement of the Federal Trade Board marks 
the first definite step to be taken or not, I am not sure. As 
• matter of fact the railroads have probably been doing a 
great deal more in the way of cooperation since the war than 
is generally recognized or understood. ••• 

What Mr.1avitl laid concerning the operation of the War 
Board during the war is quite true, but it required the incen
tive of • great war in order that it might be true. if a suf
ficiently strong incentive could be recognized or developed in 
peace times, I have no doubt that cooperation such as was 

I PorH' 1I_/lUiM. IvJ7 16, 19ZI-p. 24. 
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brought about under war conditions might at least· be ap
proached. 

I am inclined to think that most men who have thought 
about. the matter would accept the ideal pointed out by Mr. 
Javits as something desirable of accomplishment, but its ac
complishment will perhaps be disappointingly slow unless 
some serious economic or industrial condition should arise 
making drastic and immediate action necessary, and I assume 
we would all prefer to see the change brought about in a 
more orderly and well-considered way. 

Professor Irving Fisher expressed his agreement with 
Mr. J avits' ideas, but stated that it would be very difficult 
to work out the proper governmental machinery of super
vision. His comment, in part, was as follows: 

It is undoubtedly true, as pointed out by Mr. Javits, that 
the Sherman Anti-Trust Law, with its amendments, does 
limit the freedom of industrial enterprise and, by preventing 
or limiting combination, does prevent the complete realization 
of economies due to large-scale production. 

I am in agreement with Mr. Javits' plea for a revision of 
the Federal Anti-Trust laws. Such revision should permit 
American business men to perfect the organization of their 
industries so as to produce more economically and to sell 
their products at lower prices. This does not mean wiping 
the statute books clean of legislation to control combinations 
and protect consumers. Quite the contrary. It means simply 
to change the purpose and intent of legislation by doing away 
with the needless handicaps, which now hang like clogs upon 
the wheels of industry, and to concentrate attention upon the 
supervision and control of bigger and more economical busi
ness organizations, so as to prevent exploitation of consumers 
by these powerful organizations ••.• 

While, in principle, I agree with Mr. J avits in his conten
tion for removing restrictions upon business combinations 
with a corresponding increase in the supervision of cor
porate activities and accounting, I realize the very great 
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difficulty of carrying out such a program. The great difficulty 
i. in creating and maintaining an impartial and effective gov
ernment agency to exercise the necessary control to prevent 
intolerable abuses by huge business combinations •••• 

I heartily endorse Mr. Javits' suggestion that industry 
should create its own organization to deal with industrial 
problema instead of depending entirely or chiefly upon gov
ernment action. Certain it is, that business as a whole must 
be better coordinated than it has been in times past if we are 
to secure real prosperity, which can be attained only through 
a reasonable coordination and uniformity in our industrial 
development and expansion. 

Only by such coordinated efforts to prevent over-expansion 
of investment and production in some lines to the detriment 
of all kinds of business enterprise can we prevent violent 
price upheavals accompanied by business depressions, crises 
and unemployment. The government should do everything 
possible to help smooth out the price and employment curves, 
but business itself must assume the principal burden in bring
ing about a better business organization, which will ensure 
.table prices, expanding production, full-time employment, 
and true prosperity for the whole country. 

President George M. Verity, of the American Rolling 
Mill Company, stated his entire sympathy for the new 
proposals, and the real need of working out a practical 
plan, but doubted somewhat whether industry had reached 
the point where it would realize its needs ~d cooperate 
on a national basis. He said: 

I have read Mr. Javits' article with a great deal of inter
est. I agree with his main argument fully; in fact, I feel he 
has atated the situation definitely and clearly. 

That, however, leaves us just where we began and where 
we always land; what are we going to do about it? • • • 

I feel that each and all of our outstanding basic industries 
must first reach a point where they see the need of it and are 
willing "to think and act in terms of the general good." Until 
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they do, a really coordinated effort could not get sufficient 
support. 

There would, of course, be no reason why the matter 
should not be agitated all up and down the line and by the 
Chamber of Commerce. It will, in fact, take much of agita
tion and discussion to start such a far-reaching movement. 

Mr. Javits' whole argument can be boiled down into the 
statement that "we need a very high order of industrial 
leadership which can and will bring about a truly coordinated 
.effort." With that I agree fully. The problems now con
fronting us, after the past twenty-five years of marvelous 
development, can be solved in no other way. 

There is undoubtedly a new spirit in America, which is 
leading us to feel that the interests of an entire community 
are greater than those of any unit or group of units in the 
community; that the best interests of the nation are greater 
than those of any factor or group of factors in the nation. 

I really feel that we have gone so far that we are begin
ning to see that whatever is in the best interest of world 
economics, of world peace and prosperity, is going to be at 
least very largely in the best interest of America, as well as 
that of every other unit in the great family of the nations of 
the world. 

Stuart Chase, of the Labor Bureau, Incorporated, of 
N ew York City, declared that production and distribution 
could be ended only by some such constructive action as 
that suggested by Mr. J avits. His comment was as follows:. 

The proposal of Mr. Javits for an Institute of Industrial 
Coordination is in line with the whole trend of intelligent 
modern thought, and if such an Institute can be established 
under the proper, impartial and scientific auspices, it would 
do more, in my opinion, than any other one thing to abolish 
the wastes and injustices and to fulfil the promise of 
American economic life. 

I profoundly doubt if we will ever have assured prosperity, 
a full utilization of our amazing machine technique and the 
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md of the tragedy of unemployment, until such an Institute 
is set up and its findings intdligently acted upon. 

Dr. Jeremiah W. Jenks. ahho sympathetic with many 
of the statements and analyses of Mr. Javits, considered 
his plan for an Institute of Industrial Coordination as an 
"utterly impractical" one within any reasonable period of 
time. It 'A"a5 also opposed by Amos L. Beaty, former 
President of the Texas Company; by William O'Neil, 
President of the General Tire and Rubber Company, and 
by Magnus W. Alexander, President of the National In
dustrial Conference Board. President C. E. Mitchen. of 
the National Gty Bank of New York Gty, stated that 
he considered the "present is in the right direction" and 
was "disposed to avoid agitation and await developments.''J. 

From the general discussion of the proposals of Mr. 
Javits. it is clear, however, that the business world, altho 
it diffen, as might be expected, in the machinery to be used 
and in the degree to which action shoufd be taken, is con
vinced that future progress is contingent upon the repeal 
of the anti-trust laws. the creation of agencies of regula
tion of unrestricted competition and production and the 
establishment of effective coordination of industrial pro
grams and performance. Already a Special Advisory 
Committee.. under the chairmanship of Mr. Manny Straus 
of New York Gty has been created to bring together 
industrial executives in the effort to have them solve the 
problem of industrial coordination through common 
counsel and concerted action.· 

Even before the publication of the principles and pro
posals of Mr. Javits, the same trend in the development 
of industrial stat~hip 'A"a5 already coming into notice. 
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Reference has already been made to the splendid proposal 
of Messrs. Foster and Catchings for a Federal Board for 
collecting data and formulating policies.1 The former 
President of the Chamber of Commerce of the United 
States, Mr. Lewis E. Piersons, also, in an address delivered 
at the annual meeting at Washington in May, 1928, de
clared that business could not expect to secure the full 
benefits of the newly created industrial order until the same 
degree of cooperation which had prevailed in certain. 
branches of industry was extended to industry as a whole, 
and a general, coordinated basis of procedure gradually 
adopted. His significant remarks in this connection were 
as follows;2 

We know that we are headed in the right direction. Yet 
all of us, I think, are conscious that this new alignment of 
the forces of industry creates new problems and imposes new 
responsibilities which must be met and solved by those who 
have been called to business leadership. 

Modern management stands as the representative of three 
separate and distinct interests. It represents Capital, which 
supplies the plant. It represents Labor, whose progress de
pends upon the competency and the vision of those in man
agement. It represents the Public, which uses the product, 
and which must rely upon industrial leadership for·the main
tenance of national prosperity. 

We have all been satisfied to cooperate on affairs of imme
diate need. We have proved our ability to work together for 
the things which directly and presently affect the tides of 
trade. We have been able to secure common action on mat
ters which pressed for immediate decision. 

Yet before we can hope to exhaust the benefits of our 
new economic policy we must project our cooperation to 
still another level. We must find a way to cooperate on prob-

1 See P. 244. 

2 Ante cited, p. 247. 
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lerns before they arise. We must team-play for the fu
ture. 

The more we consider the growing productiveness of the 
United States, the more we reflect upon the problems that 
have arisen in our industrie __ nd on our farms as well
the more definitely we become convinced that our difficulties 
come, not 10 much from the growth of our productive 
capacity as from our failure to provide proper team-play 
among the forces of production. • • • 

Just as we substituted electricity for steam in our march 
toward mass production, it should be possible to substitute 
a scientific system of cooperation, a far-sighted balancing 
of production and consumption, for the elementary team
play which we have found so serviceable in the past. '. • • 

Above all, we must have a widespread understanding of 
- the fact that to meet the problems of this newer day we 

must pass on from team-work within single groups or single 
industries to that broader cooperation where every group 
and every industry will consciously relate its expansion and 
development to the growth, the stabilization and the pros-
perity of the nation as a whole. • • • 

There is no thought that, in so fundamental a matter, the 
eventual solution can be found in anyone organization, or 
that any small group of men can achieve a result which 
requires the approval and support of industry as a whole. 
Before we can arrive nationally at this newer, brighter goal, 
we must have the intelligent sympathy and assistance of 
every unit in the industrial machine. • • • 

No one who understands the true spirit of American 
industry can doubt that we shall be able to evolve this 
higher form of cooperation once the practical method of 
achieving it shall have been found. 

The business world, which has found by experience that 
the promotion of-general prosperity is the highest form of 
self-interest, will not hesitate to give itS aid to any movement 
which aims at the common good. 

II 
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After the unparalleled industrial expansion and pros
perity of the past five years, the leaders of American 
industry have thus come into a knowledge of the forces 
which have been created, the dangers which threaten, and 
the procedure which must be followed in the future in 
order to secure the greatest benefits of the new industrial 
order. Already the excessive costs of high-pressure sales
manship and distribution have been recognized and meas
ures adopted to reduce the unduly high ratio of selling 
costs to the expenses of production. One of the phe
nomenal outgrowths of this movement has been the de
velopment of systems of chain stores to enable the mass 
distribution of many classes of commodities at a low selling 
cost for each unit handled. Analogous to the elimination 
of competitive expenditures by the formation of large 
producing units to make possible mass production at low 
costs, there is now in process a system of mass distribution 
which has for its object the saving of the losses from 
independent, competing stores and other agencies. It fre
quently provides for the direct retail distribution of com
modities through stores and selling agencies maintained 
by the producing corporations. Costs and wastes of dis
tribution are being gradually eliminated and marketing of 
commodities in an economical way is being reduced to a 
science. The ultimate object sought is a compromise or 
working adjustment between the forces of mass produc
tion. and distribution which will yield. the maximum 
advantages of the new economic regime.1 

A PRACTICAL CoNSTRUCTIVE PROCEDURE 

Various concrete policies and methods for adjusting 
production and consumption and thus preventing the losses 
and unemployment of overproduction, had already been 

1 Article by Evan. Clark entitled "Big Business Now Sweep. Retail Trade," 
New York Tomes, Sunday, July 8, 1928. 
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generally adopted prior to the recent widespread effort to 
reduce the costs of distribution. Inventories of all kinds 
of accumulated stocks of raw materials and commodities 
for sale were kept at a minimum, and buying only for 
current needs had been made possible by improved sys
tems of transportation. Associations of producers in 
different industries had also constantly gathered and dis
seminated among their numbers information relative to 
producing and marketing conditions. By these methods 
the lag between production and consumption had been 
lessened, and through cooperation within certain indus
tries the relation between production and consumption had 
been to a greater or less degree satisfactorily readjusted. 

As industry advanced, however, the need of solving the 
larger problems constantly became more apparent. Dis
organized or overexpanded industries, such as bituminous 
coal mining and textile manufacturing, constituted weak 
spots, which affected adversely the whole industrial struc
ture and aU its processes. The realization also of maxi
mum economies, both in production and in distribution, 
were checked by archaic anti-trust laws. Furthermore, 
it became apparent that there was not sufficient centralized 
control or information relative to the development of new 
industries or the expansion of old ones. Overproduction, 
maladjustment, or retardation has, therefore, constantly 
menaced the new industrial organization, and has fre
quently developed in certain branches, thus preventing 
the realization of the widespread benefits which should 
have been accomplished. 

The recognition of this condition of affairs has led to 
the demand that production and distribution should be 
released from the restrictions of anti-trust legislation and 
thus enabled to consolidate and secure the freedom of 
action and the economies which are manifestly essential. 
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For the protection of the public and of industry itself, it 
is, of course, conceded that measures of regulation should 
be established which would restrict profits and prices to 
a fair and reasonable basis. 

SEPARATE CoMMISSIONS IN BASIC INDUSTRIES NECESSARY 

In this connection, it has been suggested that the Federal 
Trade Commission's membership and powers should be 
expanded, and, as thus changed, it should be established 
as a regulatory body. The objection to such a proposal, 
however, is the impracticality of one commission being able 
to investigate and pass upon matters affecting not only 
all the basic but also the secondary industries of the coun
try. Promptness of action, which is so essential to stability 
and progress, would be practically impossible. This has 
been demonstrated by our experience with the Tariff 
Commission under the flexible provisions of the Tariff 
Act of 1922. The investigation of costs of production 
or operation have required such long periods of time to 
complete and use as a basis of judgment for decisions as to 
be of little practical value. Also in the case of the regula
tion of the railroads by the Interstate Commerce Com
mission, considerable periods of time are essential to pass 
upon requested changes in freight and passenger rates, 
the soundness of new security issues, or proposed plans 
of consolidation and reorganization of railroad properties. 
If, as has been proposed, a reconstituted Federal Trade 
Commission would be expected to pass upon similar ques
tions arising in all branches of manufacturing and mining, 
prompt and intelligent action would be impossible. 

The only practical basis of procedure is to create in 
each basic industry a commisslOn for the regulation of 
prices, profits, and other relevant matters. An illustration 
of, this procedure has already been afforded by pending 
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legislation in Congress in the so-called Watson Bill, which 
has for its object the stabilization of the bituminous coal
mining industry. Coal-mining companies and corporations 
are released from the provisions of the anti-trust laws, but 
a Commission is created, and all corporations and consoli
dations must submit to the jurisdiction of the Commission 
as a condition to beginning operations. The Commission 
is authorized not only to pass upon the reasonableness of 
prices and profits, but also upon the financial structure of 
corporate consolidations and the question of whether new 
mining operations shall be permitted. The recognition of 
the generally-ac:c:epted standards and safeguards to labor 
are also made a condition of conducting operations under 
jurisdiction of the Commission. 

This constructive measure for the coal industry affords 
a modd for establishing similar regulatory commissions 
in each basic industry with the object of facilitating con
solidation and thus realizing maximum economies and 
cfficicnc:y. but at the same time maintaining reasonable 
prices and profits, and protecting the industry against 
unsound expansion and overproduction. In addition to 
regulating production and distribution. it is also of funda
mental importance that such industrial commissions should 
be authorized to pass upon all new security issues in the 
various industries, and upon financial plans for consolida
tions and reorganizations. Such authority would prevent 
investment bankers, financiers, and others from exacting 
excessive underwriting fees and commissions, and from 
capitalizing productive gains which should properly be 
distributed in tile form of lower prices or higher wages. 
It would also free industry from the control of such bank
ers and financiers as may be more interested in dividend 
returns and in conventional methods of corporation finance 
than in real productive achievements. The Interstate Com-
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merce Commission was in 1920 given this regulatory power 
over railroad finance, and the constructive benefits of ibis 
grant to the railroads and to the public during the past 
eight years can scarcely be overestimated. 

ADVISORY "INST:rTUTE" AND BOARD OF CoORDINATION 

The broad policies of inter-industry cooperation and 
coordination should be worked out by industry itself. 
There is no doubt that this can be done. A purely gov
ernmental board of coordination with administrative pow
ers would be idealistically desirable but at the present time 
unsound and impracticable.1 It is undoubtedly true, how
ever, that the voluntary cooperative action of industry 
would be greatly facilitated by the creation of a formal 
board of coordination, under governmental sanction, with 
recommendatory powers to industry and tf) the Congress, 
but without any direct supervisMY M regulatMY authority. 
The personnel of such a board should be selected by and 
should be representative of the basic industries, but its 
members should be appointed by the President and all 
salaries and expenses paid by the Government. Its func
tions should consist in collecting, publishing, and dissemi
nating industrial data, and in studying and recom'mending 
constructive policies to industry. In conjunction with the 
board itself there should be created an advisory council 
or conference of. wide industrial representation, to which 
the board could make recommendations of required legis
lation for approva1 and submission to the Congress. 

Creating such a board of coordination by the voluntary 
action of industry, and clothing it with an official char
acter as representative of industry by governmental sanc
tion, would enable industry at once to establish an agency 

1 Se. "The Road to Plenty," by Foster and Catchings; Houghton MilBin 
Co., 1928. 
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possessed of aU the informational sources of both industry 
and the Government. Thus the board could begin at once, 
not only the assembling and publishing of facts essential 
to sound industrial procedure, but also the developing of 
the policies of cooperation and coordination in the new 
industrial order which are so essential to the realizatiqn 
of the maximum benefits to aU concerned. Industry would 
thus have at its command a coordinating agency under 
governmental sanction and cooperation but without undue 
governmental interference. To secure the best results its 
membership should, as in the case of the former War In
dustries Board, include representatives of organized labor 
and also independent and disinterested economists. 



CHAPTER XII 

LABOR AND THE NEW INDUSTRIAL REVOLUTION 

A proper constructive policy of industrial cooperation 
and coordination, obviously, is also of supreme importance 
to wage-earners. It involves not only the continuance of 
existing theories and procedures as to wage determination, 
but also the development of concrete methods for the 
practical application of existing theories. Before taking 
up the considerations, however, which should affect labor 
in cooperating toward the realization of sound industrial 
statesmanship, one striking aspect of the existing situation 
should not be overlooked. 

It is apparent that in the extraordinary industrial de
velopments of the past five years, the changes which have 
occurred in theories of wage-determination have been even 
more revolutionary than those which have had to do with 
the physical equipment, technique, and administration of 
industry itself. The stones which were rejected in pre
war days have become an essential part of the very founda
tions of the new industrial order. Wage theories which 
were not even regarded as suitable for consideration, and 
which were execrated as destructive by the industrial 
leadership of the pre-war period, have been unreservedly 
accepted and applied in the new order of industrial prog
ress inaugurated in the year 1923. Theories and principles 
of wage fixation which formerly prevailed have been dis
carded for other theories and standards which, when 
formerly advocated, were rejected, often arbitrarily, by 
the pre-war captains of industry as "obviously unsafe," 
"unsound," or "visionary" and impossible of acceptance. 

270 
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ExECRATED PRE-WAll WAGE THEORIES HAVE BECOME 

POST-WAll REALITIES 

The free play of the forces of supply and demand, for 
instance, in fixing rates of pay of industrial workers, was 
formerly looked upon as an expression of the so-called 
immutable laws of economics which it would be almost 
sacrilegious to attack. Conditions which all too frequently 
resulted from the interplay of these forces were in many 
cases, it is true, thought to be deplorable, but such condi
tions were condoned or accepted with resignation on the 
ground that they were the outgrowth of. "inexorable" 
economic laws. It would be as futile, it was assumed, to 
play with the forces of supply and demand as it would be 
to attempt to mitigate the operation of the law of gravita
tion. Within a few years, however, this more-than-a
century-old theory has been cast aside. It has been recog
nized that the human element in production should not be 
purchased on the same. basis as raw materials or capital 
equipment. Whatever the condition of the labor supply 
might be, it has also been agreed that the minimum wage 
paid should be sufficient to maintain the industrial worker 
and his family in health and modest comfort. 

This has been a concession to society and to humanity. 
Industries which may have adhered to the old standards are 
now condemned as parasitic, and in a constantly growing 
number of States they are restrained by minimum wage 
legislation. Moreover, as time has passed, industry itself 
has become convinced that to adhere relentlessly to the 
forces of supply and demand in fixing wage rates has been 
unprofitable and an unwise policy from a purely selfish 
standpoint. . 

The principle of basing wages upon the productive effi
ciency of labor also passed through a similar experience. 
Before the war, when this theory was first brought for-
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ward in a practical way by the locomotive engineers and 
firemen in their arbitrations, it was derided by railway 
management as a visionary, academic theory, incapable of 
practical application. Later, the claim that wage-eamers 
should participate in earnings according to their contribu
tion to output, was strenuously opposed on moral and ec0-

nomic grounds based on the argument that lower costs and 
productive gains had their origin in managerial ability and 
in new capital commitments-the installation of new ma
chinery and equipment and the adoption of improved proc
esses and methods. The recognition of such a theory, it 
was claimed, would remove the incentive for new capital 
investment and thus prevent industrial progress and expan
sion. 

Not until after the inauguration of the new post-war 
policy of reviving and maintaining general prosperity 
through mass production and distribution, and through the 
stimulation of consuming power by wage increases, was 
there any general aceptance of the theory that industrial 
workers should participate in lower costs and productive 
gains. Some of the ultra-conservative associations o£ 
manufacturers even then conceded this participation not as 
a moral or economic right, but only on the selfish policy 
that if wage-eamers received more compensation they 
would consume more commodities and services, and thus 
help to expand demand for commodities-the basic essen
tial of stabilized prosperity. The more liberal industrial 
leadership, however, has unreservedly accepted as a funda
mental of· enlightened industrial statesmanship the right 
of wage-eamers to share in output according to their con
tribution thereto. It has become an accepted, fundamental 
tenet of the new industrial regime. 

Likewise, the opposition to an adequate basic wage has 
ceased. The old claim that to grant labor a "living wage" 
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was impractiabJe. as the mtional income would not be suf
ficient to absorb the cost. bas been thrown into the discard. 
The theory of the new industrial era is that wage-increases 
add to industrial demand and income.. Under the new 
constructive policy, moreover, wage-increa.ses may be in
definite in amount so Jong as costs are not increased or 
margins of profit reduced to an 1IDI'e3.SODah1e level Fur
thermore. the sanction of the productivity theory as the 
basis of compensation of labor, capital. and management, 
automaticaIly carried with it the acceptance of· the "living 
wage" tbeory-the subject of so much heated controversy 
aDd opposition in the immediate post-war reconstruction 
period. 

It is also a striking phase of the present situation that 
DOt only wage theories but other po1icies which were so 
strenuously opposed by the leaders of finance and industry 
as a proper basis for business revival after the breakdown 
of 19Z>-1922, have now become the fundamentals of the 
DeW order. In this c:onnection it will be recaJled that. in 
the 1D1Settled and controversial period of 1921-1922, the 
majority of financiers and industrialists dec1ared, without 
reserntion. that ,.-age-cuts were an essential preliminary 
to the return of even ~ conditions of production. 
On the other band. the representatives of organized labor 
as weD as some of the more far-seeing leaders in industry 
and ecouomic: thinking took the position that wage rates 
should be at least nndisturbed in order to maintain d0-
mestic purchasing power, and that production costs should 
be lowered and industry revived by seeking the cooperation 
of labor, the adoptioa of scienti.fic methods, the eljmination 
of waste, and by the investment of new capital in equip
ment and structures. The short-sighted point of vieW for a 
time prevailed and demonstrated its own nnsoundnesso It 
was soon superseded. however, as bas been sbowu. by the 



274 INDUSTRIAL REVOLUTION AND WAGES 

more'successful policy. As a matter of historical com
parison and economic evolution, therefore, one of the most 
interesting outgrowths of the new industrial revolution has 
been the reports to directors and stockholders by the chief 
executives of, our leading corporations, which have ascribed 
the recent unprecedented achievements in trade and indus
try to the same constructive policies upon which the ma
jority of industrial and financial leaders heaped unreserved 
maledictions prior to the year 1923. In the zeal for and 
pride in the marvels of the new industrial day, however, 
the former anathemas directed against labor leaders, econ
omists, and a minority of far-sighted financiers, indus
trialists, and publicists, have fortunately been forgotten. 

LABOR'S STATUS IN THE NEW INDUSTRIAL ERA 

Several years ago President Coolidge in a public address 
declared: "One of the outstanding features of the present 
day is that American wage-earners are living better than 
at any other time in our history. • .• Real wages, as de
termined by the things that money wages will buy, are 
higher to-day than ever before in our history. • •• AU 
this has been accomplished in spite of a general shortening 
of, the hours of labor in the industries."1 As time has 
passed since this statement was made, officials, stud,~nts of , 
economics and publicists have further stressed this situa
tion and congratulated the country on the unprecedented 
status of, industrial workers. Representatives from the 
leading industrial nations of the world have also visited 
our industries to learn the magic secrets of our prosperity, 
which has showed generous profits to capital, in the face of 
higher wages to labor and lower prices to consumers':~ In 
the latter part of 1926, Mr. Carl Snyder, Statistician of the 

1 Delivered September 7, 1924. 
2 See footnote, p. 3. 
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New York Federal Reserve Bank, aptly described the 
extraordinary conditions which then prevailed, as follows :1 

But the gain to the worker has, of course, been immense 
-the relative "spread" between the wage level and the 
average "cost of living" having been in the last three years 
probably greater than at any time in the last half-century. 
The difference between these three years and the years im
mediately preceding the War is not less than 20 or 25 per 
cent. This must mean, for the 30-odd million wage-workers 
of the country, a difference in extra spending power of not 
less than 6 or 8 billions annually; which, in the writer's mind, 
goes far to explain the prolonged building boom and huge 
aales of automobiles and other things formerly classed as 
luxuries. 

There is no doubt as to the accuracy of these statements. 
Large gains have accrued to labor as a whole, both. from 
its added participation in the net revenue gains of industry 
and from the accompanying decline in prices of articles 
entering into the consumption of the average wage-earner's 
family. As a general proposition, the poor in America 
since the war have grown richer along with the rich. It 
has been estimated that the purchasing power of wages in 
the United States has increased 35 per cent., as compared 
with the year 1913, or with the period immediately pre~ 
ceding the World War. The studies of the Research 
Division of the American Federation of Labor also show 
that in March, 1928, the index of labor's share in manu
facturing production was 10 per cent. greater than in 1922, 
the year immediately preceding the existing era of unpar
alleled industrial expansion. During the same period, it 
also estimated the share of labor in consumption to have 
advanced 15 per cent. Within the brief history of the 
new industrial revolution, so to speak, money wages in-

s "A N.... Compolite Index of Wag.. in the United Stam," b)' Carl 
Surder, ]CNI'D&I, American Statiatiall A ..... , December, 1926. 
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creased 12 per cent., real wages 18 per cent., and "social 
wages" as defined by the Federation of Labor, or money 
wages related to prices and production, 19 per cent.1 

The remarkable improvement in living standards has 
also been vividly apparent from increases in general in
come, building and road construction, life insurance, sav
ings deposits, and the assets of building and loan associa
tions per capita, :ls well as the extraordinary increase in 
attendance at public schools and colleges, and the almost 
incredibly wider use of automobiles, radios, telephones, 
phonographs, and household electrical appliances. 

Three especially noteworthy tendencies, however, stand 
out clearly in considering the unprecedented gains which 
have accrued to labor: (1), the distribution of these gains 
has been unequal as between different groups of wage
earners; (2), the workers in certain backward and overex
panded industries, such as bituminous coal mining, cer
tain branches of textile manufacturing, and agriculture, 
have not participated in the new prosperity; and, (3), the 
earnings of the gr~ater proportion of industrial workers 
are still wholly inadequate for the maintenance of proper 
standards of living.· 

As should be normally expected, the larger share of the 
gains of the recent industrial expansion has accrued to the 
benefit of the wage-earners who have been organized. This 
group constitutes, however, only about one-ninth of those 
gainfully employed. The leading organized groups are the 
building, metal, printing, barber, and baking trades, team
sters and chauffeurs, street railway conductors and motor-

1 Article entitled ''Wages in Manufacturing Industries," by Jurgen Kuezy· 
aski and Marguerite Steinfeld, AOMrim .. FederatiDfJist, July, 1928; also article 
in N"", York Times Cllrrent History for August, 1928, by Dr. Edward T. 
Devine, entitled "American Labor's Improved Status since 1914." 

2 See statements by Prof. Irving Fisber Yale University, and of the Seere. 
tary of Commerce, Herbert Hoover, in the New York Times for Nov. 26, 1927, 
and Dec. 2, 1927, respectively. 
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men, steam railway engine and train crews and shop crafts, 
the needle trades, and hard and soft coal miners. By way 
of illustration: "The Union Scale of Wages," which is 
compiled by the United States Bureau of Labor Statistics, 
and which represents almost a million highly organized 
workers, chiefly in the building, printing, and metal trades, 
showed an increase of 150 per cent. in rates of pay per 
hour, and 133 per cent. per full-time week, in 1926, as 
compared with the year 1914; while at the other extreme, 
the average weekly earnings of unorganized groups, such 
as automobile workers, farm laborers, and iron and steel 
worken, increased during the same period only 98, 73, and 
72 per cent., respectively. 

The actual earnings of the organized groups have also 
ranged much higher than those of the great mass of un
organized workers, altho there is also a considerable num
ber of skilled and relatively highly paid workmen who are 
not memben of labor organizations. 

As to the adequacy of earnings of wage-earners, even 
since the time of their participation in the gains of indus
trial expansion, only the more skilled groups may be said 
to be earning sufficient to maintain their families on a 
proper standard of living. The Secretary of Labor,lames 
J. Davis, in addressing the American Federation of Labor 
Convention at Los Angeles in 1927, in this connection per
tinently said: 

Even among the millions of workers regularly employed, 
we aU know there are many who do not share in the good 
wages received by the others. The skilled American worker 
i. paid a higher wage than workers have ever received in 
history. What we caU common labor is paid little higher 
than the same type of labor in England, and not much higher 
than common labor is paid in Germany. Wages for common 
labor in this country are aU out of scale. 



278 INDUSTRIAL REVOLUTION AND WAGES 

In his new book on "Social Control," Doctor John 
O'Grady, Professor of Sociology at the Catholic Uni
versity of America, says:1 

Excluding the incapable and the handicapped, we find in 
every city in the United States large numbers of wage
earners whose earnings are not sufficient to maintain them
selves and their families in health and decency. The situa
tion is further complicated by the industrial hazards which 
are ever staring the. wage-earner in the face and which 
threaten to cut off his income. At .any time the worker is 
liable to be incapacitated by illness, and from the very first 
day of his illness his income is usually cut off. If he is 
engaged in a seasonal occupation, he will be out of work for 
certain periods every year. A slackening in the demand for 
a particular product or a general industrial depression is 
liable to leave large numbers without positions. 

If we are permanently to improve the condition of the 
poor and to prevent large numbers of wage-earners from 
passing over into the ranks of the poor, we must strive 
earnestly for better wage standards and the protection of 
wage-earners against industrial hazards. 

A compilation of the average annual earnings of rail
way employees for the year 1926 showed the following 
striking distribution of earnings: 

Per Cent of 
Amlual Earning. Employe-. 

$2,200 and under $3,500........ •••............ 14.9 
1,600 and under 2,200....................... 30.0 
1,300 and under 1,600....................... 20.8 
1,000 and under 1,300....................... 9.9 

Less than $1,000............................. 23.2 

Less than one-sixth of aU the railway employees, it will 
be seen at once, were earning enough to maintain accepted 
standards of living for themselves and their families, while 
about one-third were earning less than $1,300 per annum. 

1 Advance statement, National Catholic Wel£are Council. Department of 
Social Action, WashinClOD. Aucuat 21. 1928. 
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The general average of annual, average earnings for all 
classes of employees was approximately $1,500. 

A study made by the National Industrial Conference 
Board of about 750,000 employees in all branches of manu
facturing disclosed for the year 1927 actual weekly earn
ings of slightly less than $27.00 in round figures. If. such 
employees had worked full time for the entire year, their 
average annual income would have been approximately 
only $1,400. The reports of the New York Department of 
Labor, covering 400,000 wage-earners employed in the fac
tories of the State, indicate for the year 1927 average 
annual earnings of only $1,400 to $1,500. 

The United States Bureau of Labor Statistics reported 
on July 1, 1927, that the average hourly entrance rate of 
unskilled labor for the country as a whole on construction 
work, on public utilities, and in representative branches 
of manufacturing, ranged from 39 to 61 cents per hour, the 
general average being only 42 cents per hour. It also 
showed that the average weekly wage of railway track 
laborers (about 200,000 in number), was only $17.00. The 
Bureau of Agric:ultural Economics of the Department of 
Agriculture also reported that the average monthly wages 
of farm laborers in October, 1927, were only $35.68 with 
board, and only $48.77 without board. It may be conserva
tively estimated in general that all farm laborers, at least 
one-half of the mine workers, employees in manufacturing 
and mechanical industries, and clerical workers, and one
third of the manual workers in transportation, trade, and 
public service, do not earn more than $25.00 per week or 
$1,200 per annum. 

The following comparative statement shows the yearly 
cost in 1926 of minimum budgets for an average family of 
clerical or industrial workers, ac:c:ording to the standards 
and inquiries of the best authorities: 

19 
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LABORERS 
Philadelphia-Bureau of Municipal Research........... $1,926 
Detroit-Visiting Housekeepers' Association........... 2,032 
California-State Civil Service Commission............ 2,101 

INDUSTRIAL WORKERS 
(Presumably Factory Workers) 

New York City-Bronx-Nat'l Industrial Conference 
Board .•...............•............•............• 1,908 

New York City-Brooklyn-Nat'l Industrial Conference 
Board......................................... ...... 1,841 

CLERICAL WORKERS 
New York Bureau of Municipal Research. ..... ..•. .... 2,173 
New York National Industrial Conference Board-

Richmond •.•••..•..•.....•.....•..........•..•.... 2,203 
Brooklyn .......................................... 2,084 

Washington Government Employee...................... 2,011 
California-State Civil Service Commission............ 3,067 

The budgets upon which the foregoing costs are based, 
with the exception of the California Civil Service Commis
sion, make no provision for savings, and provide only for 
the minimum requirements of health and decency. In the 
light even of these minimum requirements, the annual 
earnings of the majority of our unskilled laborers and fac
tory workers-which, as shown above, at a maximum 
range only from $1,200 to $I,5CJO...,-.are, to say the least, ob
viously inadequate. The Reverend John A. Ryan, of the 
Social Action Department of the National Catholic Wel
fare Council, forcibly called attention to this condition of 
affairs in the course of a Labor Day statment for 1928, 
as follows: 

In the United States at the present time we are in danger 
of yielding to a false sense of industrial security. Strikes 
have become relatively infrequent; class feeling has appar
ently diminished; socialism, which troubled us so greatly a 
few years ago, has all but disappeared. Yet to assume that 
this is an adequate picture of labor conditions is to deceive 
ourselves. 
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Despite the fact that here in the United States the wage
earning class as a whole is better off than any other laboring 
population has ever been anywhere in the world, our indus
trial system contains certain grave defects and presents 
certain very menacing features. 

First, as regards wages. No competent authority denies 
that an annual income of fifteen hundred dollars a year is 
necessary for the decent support of a husband and wife and 
three children in any city of America, or that considerably 
more than that amount is required in our largest cities. 
Nor does any well informed person deny that a very large 
proportion, probably a majority, of our male wage-eamers 
receive less than fifteen hundred dollars a year. 

Some persons who are aware of these facts belittle their 
importance with the comforting assumption that these under
paid wage-eamers are somehow made of different clay and 
therefore can readily get along with less than the normal 
requisite. of life. Other complacent persons reflect that a 
majority of these underpaid males are probably unmarried 
and probably do not need a family wage. 

All luch persons need, first of all, to examine the pertinent 
facts. They ought to inquire whether it is really true that 
the underpaid workers and their families differ so greatly 
from their fellows that they can live decent human lives on 
less than decent wages. Such an inquiry honestly made 
would produce a disquiet of conscience in any person capable 
of that feeling. A similar reaction would be experienced by 
any well-disposed person who considers fully the implications 
of a situation through which a very large number of adult 
males are compelled through lack of income to forego mar
riage and family life indefinitely. 

Previously, i~ November, 1927, Professor Irving Fisher 
of Yale University had effectively shown that the "poorest" 
group in the country, or about 6S per cent. of the popula
tion of the United States, had not participated equitably 
in our unprecedented prosperity, and that their incomes 
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were inadequate as measured by proper living standards.1 

In general, it is indisputable that the greater number of 
industrial workers are not earning sufficient to provide 
proper standards of living for themselves and their fami
lies. The great mass of unskilled laborers are practically 
on, or very little above, a bare subsistence level of living.2 

A PRACTICAL, CONSTRUCTIVE METHOD OF WAGE 

FIXATION NECESSARY 

The foregoing brief outline of the actual economic con
dition of the wage-earner clearly shows that a practical and 
equitable method for wage fixation and for the participa
tion of wage-earners in productive gains should be quickly 
developed. This is not only necessary from the standpoint 
of industrial equity, but also essential to the continued on
ward development of industry itself. 

Since the new industrial order was inaugurated in 1923 
there has been too great emphasis placed upon wage prin
ciples and theories and too little attention given to their 
actual, practical application. Industrial leadership has ac
cepted in principle the "living wage," the theory that the 
increased productive efficiency of labor should be rewarded 
by a participation in net revenue gains, and has unre
servedly advocated high wages as an economy, and as the 
underlying basis of continued industrial achievement be
cause of the dependence of mass production upon increased 
domestic purchasing power and consumption; but on the 
other hand, very few industrial leaders have given thought 
to a concrete method for working out this program. They 
have either voluntarily made advances in rates of pay, or 
have responded wholly or in part to demands made upon 

1 Statement in New York Times, November 26, 1927. 
2 "American Labor Dynamics," edited by 1. B. S. Hardman; Harcourt. 

Brace" C,!:! New York. 1928; Part One, Ch. III, by Lewis Corey, entitled 
"The New upitalism.1J 

. 
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them by their employees, or have along with their em
ployees submitted requests for wage-increascs to official or 
unofficial boards of arbitration. In many cases, the pre
vailing and the gmeralIyaccepted wage theories have been 
put forward and sanctioned by arbitration boards; but 
there bas been no general movement by industrial manage
ment or wa~mers, either separately or by mutual agree
ment. to work out these new principles and theories in a 
practical way as a permanent basis of procedure. 

Organized labor and ~mers in general, on the 
other hand. have, as a rule, contented themselves with the 
gains which they have received from declining prices, and 
by .-age increases' which have been secured through the 
old, conventional methods of conference, mediation, and 
arbitration. Without analyzing other adverse conditions 
which have been present. it seems astounding and almost 
incredible that organized labor has made no general effort. 
througb the formulation of a concrete plan, to take advan
tage of virtually the invitation to labor by industrial man
agement to participate in the productive gains of industry 
on the basis of labor's gains in productive efficiency, as well 
as to seize upon the constantly reiterated statements of in
dustrial leaders that there WC?uld be DO limits to rates of 
pay provided labor and management were successful in 
economic accomplishment. It would seem to those who 
have not followed the movement carefully that the unpre
cedented attitude of industrial management and policy 
toward wage theories and standards. after the starting of 
the new constructive program of 1923. should have stimu
lated organized labor immediately to devise and work out 
methods for seCuring the practical application of the new 
theories which industry bad accepted. 

As a matter of fact. the American Federation of Labor 
did at once pledge its adherence to the new attitude of 
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management and pointed out that it was a recognition of 
the principles for which organized labor had constantly 
striven. The Federation also developed the "Social Wage" 
conception, or a general wage-theory for the benefit of the 
entire labor movement, and at the same time worked out 
statistical methods by which individual unions, as well as 
the labor movement in general, could ascertain whether 
they were securing a proper degree of participation in the 
output of industry. No practical general method, however, 
has thus far been formulated and accepted by the organ
ized labor movement in general, by which labor and man
agement or capital might cooperate in applying the newly 
accepted theories of wage-determination and the principle 
of the further participation of labor in the increased pro
ductive efficiency of industry. 

The principal cause of this seeming omission has been 
the aggressive movement among large and influential in
dustries since the year 1920-1921 to oppose and check the 
organized labor movement. Many large employers have also 
stimulated counter movements for "employee representa
tion" or so-called "company unions." This fight against 
labor unions, together with other adverse factors with 
which they have been confronted, has exhausted, the re
sources which might have been developed in a constructive 
way toward cooperation and productive efficiency. The 
energies of organized labor, by force of circumstances, 
have thus been largely spent in maintaining and extending 
its position.l Only recently has it been able to concentrate 
upon anew, concrete wage plan. Several noteworthy prece
dents, however, have been established during the past year, 
which afford the basis of a comprehensive, constructive 
program. 

1 For a concise analysis of the organized labor movement since the war, .ee 
"American Labor Dynamic .... ante cited, Part One, Chapter II, by Leo Wol· 
man, mtitled "Economio Conditions and Union Pohcy." . 
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A PROPOSED METHOD OF W ACE ADJUSTMENT 

It is apparent that any general plan for the readjustment 
of wages in industry must begin with the lowest group of 
industrial workers, and from this starting point work up
ward in the scale of occupations. This is necessary be
cause the first essential step toward the accomplishment of 
real cooperation and productive efficiency is to place the 
lowest grade of workers upon a basis where they can de
velop both the will and the qualifications for cooperation. 
It would also be sound policy from a human and social 
standpoint. Moreover, it would be exceedingly profitable 
to industry itself thus to work out reasonable advances in 
rates of pay to a multitude of workers who would actually 
and potentially become a great reservoir of increased pur
chasing and consuming power. 

After the principles and methods have been laid down 
upon which to develop within a reasonable time adequate 
standards of compensation for unskilled and semi-skilled 
workers, the next step should consist in the readjustment 
of the existing differentials--above rates of pay for com
mon labor-which have been heretofore established on the 
grounds of skill, hazard, and responsibility. It would be 
hardly possible at once to decide upon a policy of main
taining pre-existing differentials for those in the higher 
groups of labor, after the basic rates for unskilled em
ployees had been radically increased. Drastic changes and 
dislocations would have to be avoided. AU the relevant cir
cumstances surrounding each specific trade or industry 
would have to be considered. The ultimate goal to be 
aimed at, however, would be the establishment of basic 
rates for unskilled and semi-skilled workers adequate for 
the maintenance of living standards of health, modest 
comfort, and savings, as shown by sound budgetary studies, 
and above these minimum rates the fixing of pre-existing 
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and traditional differentials according to hazard, skill, re
sponsibility, and productive efficiency. 

When the practical procedure had thus been worked out 
for thus establishing rates of pay and relating them to each 
other, a plan should then be adopted by which these basic 
wage-standards would be permanently maintained in terms 

. of actual purchasing power. This would require thb crea
tion of a statistical division to compile changes in prices 
or costs of living at regular intervals, according to 
the usual budgetary standards of weights, it being under
stood that at reasonable intervals wages would be auto
matically adjusted according to fluctuations in the costs 
of living index. 

After the general wage-scale had been worked out in this 
way and provision made for the maintenance of its pur
chasing power unimpaired, whether cost of living advanced 
or receded, there should finally be formulated the princi
ples and methods upon the basis of which wage-earners 
should participate in the productive gains of industry. 
There are many plans by which practical experience has 
alre<l.dy demonstrated this may be done. Those which have 
been found most satisfactory are: (1), the guaranty to 
wage-earners as a whole in an industry of a certain ratio 
of the gross revenues of the industry and its distribution 
to individuals according to relative earning power; or, 
(2), the guaranty to wage-earners of a certain proportion 
of net revenues or revenue gains, after capital require
ments had been fully met; or, (3), the guaranty to labor of 
a certain percentage of the gains in economies and effi
ciencies which had been produced within given periods, 
usually one year, by cooperation between labor and man
agement. 

Either the second or third method enumerated above 
would probably be the most satisfactory. The first method 
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is more suitable for an undertaking where an expansion of 
demand may develop, without reductions in rates or prices, 
or to the revenue gains to which wage-earners may con
tribute through cooperation in securing customer good
will and patronage. It is admirably suited for an equitable 
liharing of the revenue gains of public utilities, such as 
street and steam railways, but not so just or practical for 
manufacturing and mining industries. 

To summarize briefly, therefore: a practical basis of pro
cedure would provide: 

I. For the establishment of adequate basic or minimum 
rates of pay for the lowest grades of workers accord
ing to accepted budgetary standards showing what 
the earning requirements of the unskilled worker 
should be. 

2. Provision for the maintenance of pre-existing differ
entials above these minimum rates according to skill, 
hazard, responsibility and productive efficiency. 

3. The arrangement of indices by which the foregoing 
wage-scales would be periodically adjusted accord
ing to fluctuations in living costs, and, 

4. The adoption of an equitable method by which 
labor's share in the productive gains of industry over 
and above its regular wage rates could be deter
mined. I f the productivity of industry as a whole 
increases materially, this would, of course, be prima 
facie evidence for increasing the basic rates of pay so 
as to allow for permanently higher standards of liv
ing. 

Such a basis of procedure as the foregoing is of funda
mental importance to labor, not pnmarily because of the 
gains in economic well-being which it may make quickly 
possible for individuals and labor as a class, but for the 
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reason that it is necessary to the permanent welfare of 
labor; it is vital to the best interests of the workers that 
they should squarely and practically accept the principle of 
cooperation on the basis of economic accomplishment, and 
thus permanently identify their interests with those of 
industrial progress and efficiency. Ultimately this pro
cedure will result in labor becoming capital and in the com
plete democratization of industry. 

To management and capital such a method of procedure 
is also of equal importance, because they cannot hope to 
realize the maximum of industrial efficiency without the 
wage-earners' cooperation. It is also essential in order to 
prevent serious retardation of and losses in industry. 
Otherwise, discontent will develop together with recurrent 
losses from strikes and lockouts. Labor's cooperation, in 
other words, is now generally recognized as essential to in
dustrial peace, stability and maximum efficiency. 

AN INDUSTRIAL CoDE AND COOPERATION 

It would be wise industrial leadership, indeed, to extend 
also an agreed-upon arrangement for cooperation between 
management and labor, beyond the principles of wage de
termination, to the other guaranties and safeguards of in
dustrial democracy. The most important of these.. is the 
right of labor to organize and bargain collectively through 

. representatives of its own choosing. The denial of this 
right is, in reality, the greatest cause of industrial unrest 
and dissatisfaction, and of actual industrial conflict and 
loss in the country at the present time. There can be no 
real peace and cooperation in industry until this right is 
generally guaranteed. The organized labor movement is 
fundamentally dedicated to its attainment. Agitation, 
strikes, and huge attendant losses, will continue until it 
generally prevails. Its recognition is ultimately inevitable. 
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If the time and energy which are now devoted by labor to 
securing the acceptance of this elementary principle--and 
by management to opposing it-were turned toward pro
ductive achievement, the results would be incalculable. 
The spirit of industry would be revolutionized. Suspicion, 
distrust, and resistance would be supplanted by confidence 
and the desire and will to cooperate for the realization of 
maximum efficiency and productivity. 

No greater constructive step could be taken by modem 
industrial management than to accept unreservedly the 
right of labor to organize and bargain collectively on a 
union basis, and to develop its constructive policies from a 
foundation of management-union cooperation, both sides 
dedicating themselves to the principle of economic accom
plishment. This fact has already been clearly proved by 
the best and most successful industrial leadership of the 
present day. There can be no doubt that, if to the sound 
and far-sighted principles of wage determination which 
industrial management has already subscribed, and which it 
has widely advocated and partially applied, it would add 
the principle of union recognition as the basis of coopera
tion between management and workers, a more complete 
and enduring groundwork would be thus laid for the 
realization of those two vitally necessary factors for suc
cessful industrial achievement, namely, stabilization and 
productive efficiency. 

As illustrative of a series of principles with the object 
of guiding industrial relations so as to promote indus
trial peace and cooperation and stimulate maximum pro
duction. a code suggested in connection with pending legis
lation for stabilizing the bituminous mining industry may 
be cited. The fundamental principles and safeguards to 
both employers and employees in this code, it will be noted. 
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covered wage determination as well as relations between 
employers and employees. It was as follows: 

1. The right of employees to organize and to bargain 
collectively through chosen representatives is recog
nized and affirmed. This right shall not be denied, 
abridged, or interfered with by employers in any 
manner whatsoever. 

2. The right of employers to organize in associations 
or groups and to bargain collectively through chosen 
representatives is recognized and affirmed. This 
right shall not be denied, abridged, or interfered 
with by the employees in any manner whatsoever. 

3. Employers shall not discharge workers for mem
bership in the union, nor for legitimate trade-union 
activities. No employer shall demand or exact a 
contract from an employee which undertakes to ob
ligate him to refrain from exercising the right to 
Jom a union. Employees who, previous to this 
agreed-upon code, have entered into individual con
tracts with employers shall have the right to abro
gate these contracts, to affiliate themselves with the 
union, and to have the union represent them in deal
ing with employers. 

4. Human standards of health, safety, and economic 
well-being shall be accepted as the constraining con
siderations in fixing the wages and working condi
tions of employees. 

S. The right of every unskilled or common laborer to 
earn a wage sufficient not only for the necessities of 
life, but also to maintain a normal family in health 
and reasonable comfort, and to afford an oppor
tunity for savings against unemployment, old age, 
and other contingencies, is recognized and affirmed. 
Above this basic wage for unskilled workers, c;lif-
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ferentiaIs in rates of pay for other workers shall be 
established according to skill. experience, hazards 
of employment and productive efficiency. 

6. The right of women to engage in industrial occupa
tions is recognized and affirmed; their rates of pay 
shall be the same as those of male workers for the 
same or equivalent service performed; they shall 
be accorded aU the rights and guaranties granted to 
male workers, and the conditions of their employ
ment shall surround them with every safeguard of 
their health and strength and guarantee them the 
full measure of protection which is the debt of 
aociety to mothers and to potential mothers. 

'I. Children under the age of sixteen years shall not be 
employed. 

8. Six days shall be the standard work-week, with 
one day's rest in seven. The standard work-day 
shaU not exceed eight hours a day. 

9. Punitive overtime shall be paid for hours worked 
each day in excess of the standard work-day. 

10. Efficient production in conjunction with adequate 
wages is essential to successful industry. Arbitrary 
restriction on output below reasonable standards is 
harmful to the interests of wage-earners, employers, 
and the public, and should not be permitted. In
dustry, efficiency, and initiative, wherever found, 
should be encouraged and adequately rewarded, 
while indolence and indifference should be con
demned. 

11. Consideration of reduction in wages should not be 
reached until possibility of reduction of costs in all 
other directions has been exhausted. 

The foregoing code of principles for the guidance of 
industrial relations is comprehensive, and may, altho it 
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should not, require considerable time for general accept
ance. The point of paramount importance, however, to 
industrial peace and proficiency, is the underlying principle 
of organization and collective bargaining. Its general ap
plication is an essential preliminary to real industrial sta
bility and accomplishment. 

UNION-MANAGEMENT PLANS OF COOPERATION ON 

THE RAILROADS 

There have been several noteworthy plans of union-man
agement cooperation which afford the basis, through prac
tical experience, lor a general constructive policy along the 
lines that have been suggested. 

So far as the productive efficiency principle is concerned, 
or a method for employees to participate in the results of 
their own cooperative efficiency, the Southern Railroad in 
1924 entered into an agreement for three years with its 
unionized engine and train service crews, providing that 
these classes of employees should receive, in addition to 
their regular rates of pay, a bonus each year of 1~ to 3 per 
cent., if the ratio of certain selected items of operating 
expenses to total operating revenues did not increase. The 
"test ratio" was based on the operating expenses for the 
year 1923. When this agreement terminated in 1927 a 
ne~ arrangement was negotiated with the engineers and 
firemen alone, based on the same principle, namely, that if 
these classes of employees would cooperate in reducing 
operating costs, such as fuel, oil, and other items, appli
cable to their specific work, they would be given a share of 
the gains realized. Moreover, as this was worked out on 
the ratio of the aggregate outlay Jor specific items in rela
tion to total gross revenues, it was also true that engine
men would receive advantages from favorable factors 
.affecting gross revenues, or the other side of the operat-
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in&, ratio, such as increase in density and volume of traffic, 
the expansion of the business of the railrOad company or 
higher freight and passenger rates. 

THE SHOP CllAFTS AND THE "B. & O. PLAN" 

The most important experience in cooperation between 
labor unions and management, however, so far as railroads 
are concerned, has arisen from the so-called "B. & O. 
Plan," which has been in practical operation for about five 
years. It was first inaugurated in 1923 by an agreement 
between the Federated Shop Crafts and the management 
of the Baltimore and Ohio Railroad. Both management 
and employees pledged themselves to reduce operating 
costs by economies, new methods and improved mechanical 
processes, and thus to stabilize employment and to extend 
the annual period of regular work. Local, division and 
general joint-committees composed of representatives of 
management and men were formed to put the arrangement 
into effect and to carry out its provisions. 

This innovation in industrial relations was successful 
from the beginning. Waste was eliminated, new methods 
and processes installed, costs reduced and greater stability 
and duration of employment secured. Its results on the 
Baltimore and Ohio Railroad were so satisfactory that the 
same plan was later adopted by the Chesapeake and Ohio, 
the Chicago and Northwestern, and the Canadian National 
railroads. 

Thus far under this plan the benefits to employees, how
ever, have been restricted to more regular and more ex
tended employment. The arrangement contemplates also 
that. in addition to regular rates of pay, there should be a 
pecuniary reward to employees in the form of a share in 
the net revenue gains arising from increased economies and 
efficiencies; but, up to the present time, emphasis has been 
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restricted to two objectives: (1), regularizing employment 
by adding to the average number of days worked each year, 
and (2) ,building up wage rates to an adequate basis. It 
has been decided that it is more essential to the per11lanent 
well-being of employees and of the arrangement itself to 
concentrate upon raising wages to a proper basis, and upon 
establishing satisfactory working conditions, including the 
length of the work-day and work-week, annual vacations 
with pay, and similar standards, before extending the plan 
to include a participation in revenue gains over and above 
the regular wage scale. 

This method of procedure is unquestionably based on 
sound reasoning and the best industrial practise. Coopera
tive gains should at first find expression in proper stand
ards of work and compensation. Under the conditions of 
railway operation and regulation, progress in extending a 
plan of this kind must also be necessarily slower than in 
private enterprises. 

The railroads in certain designated territories usually 
deal with employees as a unit so far as rates of pay and 
industrial relations are concerned, the procedure for nego
tiation, mediation, and arbitration being provided by federal 
legislation. As a conseque~ce, the "B. & O. Plan" must 
adjust itself to this situation until it has been accepted by a 
larger number of. railroad systems, in order that it may be
come the subject of a general determination of policy. 

The Transportation Act also provides that revenues in 
excess of a 6 per cent. return on the property investment 
of the carrier shall be divided with the Government, and 
the Interstate Commerce Commission would not for this 
reason probably look with favor upon a division of net 
revenue gains between management and employees of cer
tain railroads until some general basis of understanding 
had been reached. It is, therefore, probable that the 
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"B. I: O. Plan," so far as a direct participation in revenue 
gains from increased productive efficiency is concerned, 
will be checked until its basis of acceptance by the railroads 
is broadened, or until such a policy is approved by the Con
gress by an amendment to the existing law. 

THE HANSEL SUGGESTION 

An excellent suggestion, however, along this line has 
been made by Mr. Charles Hansel, the eminent railroad 
engineer and consultant. In his opinion, it would be pro
motive of railroad operating efficiency and of benefit to all 
concerned in the material progress of this country if Con
gress changed the Transportation Act so that part of the 
recapture earnings go to the operating personnel of the 
carrier from whom the excess earnings are recaptured, as a 
reward for the increased efficiency of men and manage
ment. This proposal should receive the favorable con
sideration of the Congress, as it would stimulate economic 
and efficient railway operation, thus benefiting the shipper 
and the people. It is also in accord with the most success
ful practical experience in cooperation, such as that under 
the Mitten Plan in Philadelphia, and is basically conserva
tive, as management and workers would not participate in 
productive gains until after a fair return had accrued to 
invested capital. Its adoption would go a long way toward 
insuring peace in the transportation industry and would be 
a most stimulating tonic to the morale, and to the spirit of 
economic accomplishment by railroad workers and man
agemenL 

THE UNITED MINE WORKERS AND THE RocEY 
MOUNTAIN FUEL CoMPANY 

A recent agreement in part of the coal fields of Colorado 
marks the beginning of real union-management coopera-

20 
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tion in the soft coal industry. A woman, Miss Josephine 
Roche, is responsible for it. She took charge of the Rocky 
Mountain Fuel Company in 1927, and inaugurated it in 
that company. The agreement provides for union recogni
tion, a basic wage, a wage differential for union labor effi
ciency, and a pledge by both management and the union to 
cooperate for the realization of the greatest possible output. 
Its main features are as follows: 

1. Establishment of a basic daily wage of $7.00. 
2. Granting of a differential of 23 cents per day over 

non-union mine rates as a recognition of the greater 
efficiency of organized labor. 

3. Acceptance by the miners of the obligation to coop
erate with management in the more efficient opera
tion of the mines. 

4. Elimination of all working conditions which impair 
the efficiency of the mine worker. 

In addition to these fundamental principles, the agree
ment also provides for the establishment of departments 
of medicine and sanitation in lieu of the old "company 
doctor" system, and for other improved working condi
tions. 

This is the first formal precedent in the bituminous coal· 
mines for securing increased productive efficiency by coop
eration between union and management, and for the guar
antee to the mine workers of increased rewards for their 
productive gains. The principles involved should be ac
cepted in all the soft coal fields for the reason that the 
stabilization and prosperity of the whole industry is de
pendent, more than upon anything else, upon the establish
ment of constructive, economic accomplishment through 
cooperation between mine-managements and the United 
Mine Workers of America. 
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THE AMALGAMATED CLOTHING WORKERS AND THE 

NASH PLANT 
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Reference has already been made to the emphasis placed 
upon efficiency and productivity by the Amalgamated 
Clothing Workers as a fundamental policy of the organiza
tion and the extent to which it has been reflected in agree
ments with managements as well as in other activities of 
the union. Especial interest in this connection was aroused 
by the unionization in 1926 of the A. Nash Company, Inc., 
of Cincinnati. Until the end of the year 1925, the history 
of this company had been that of a pure democracy ani
mated by the "Golden Rule." From both an ethical and a 
democratic standpoint, its experience had been unusual. 
Management and employees had cooperated to reduce 
costs and expand the business, basic rates of pay had been 
steadily increased and employees had also been given gen
erous participation in the productive gains realized. 

This remarkable status had been attained when the 
operations of the company were on a non-union basis. Its 
history since unionization at the beginning of the year 1926 
has, therefore, been watched with intense interest to see 
what would be its experience after it had been unionized. 
On this point, it is gratifying to find that under union
management operation during the past two years, the 
attainments in productive efficiency have been even greater 
than before unionization. The union has given invaluable 
assistance in modifying methods of manufacture in order 
to improve the quality of the output and to enable the Nash 
Company to hold its place in the face of a growing compe
tition along the-lines of the former standards of produc
tion. In the Schaeffer factory, which had been previously 
acquired by the Nash Company, suggestions by union rep
resentatives led to lower costs and higher wages. Union
ization, in brief, has been strikingly successful. Union-
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management cooperation in this establishment affords one 
of the best object lessons of the possibilities for construc
tive achievement by the organized labor movement. 

THE EpOCH-MAKING SIGNIFICANCE OF THE 

MITTEN-MAHON AGREEMENT 

Other outstanding systems of· cooperation between man
agement and employees, which have been developed on a 
non-union or a partially unionized basis, are identified with 
the Columbia Conserve Company of Indianapolis, the 
Dutchess Bleacheries, New York, the Dennison Manufac
turing Company, Massachusetts, and the Mitten Plan of 
the Philadelphia Rapid Transit Company. The latter plan 
is the most comprehensive and democratic arrangement for 
industrial stabilization and cooperation which has thus far 
been worked out. It has had about seventeen years of suc
cessful experience behind it, having been first inaugurated 
in 1911 by guaranteeing to employees a designated share of 
gross operating revenues for wages, thus assuring higher 
rates of compensation as the business of the company ex
panded. From this beginning the present comprehensive 
plan was gradually and successfully evolved. Its main 
features may be briefly stated as follows: 

1. Independent system of· collective bargaining for em
ployees. 

2. Establishment of adequate wage standards before 
returns are made to capital. 

3. Maintenance of purchasing power of established 
wage-scale by having rates automatically adjusted at 
regular periods according to the fluctuations in living 
costs. 

4. Granting to employees, over and above the regular 
wage scale, of a share in net revenue gains resulting 
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from management-employee cooperation, economies, 
and efficiencies. 

Participation in revenue gains was first guaranteed to 
employees, as has already been stated, according to an 
agreed-upon ratio of gross operating revenues. This was 
changed later to a so-called "wage dividend," which repre
sented approximately 10 per cent. of the money results 
secured from lower costs of operation. The "wage divi
dend" was accepted by the Pennsylvania Public Service 
Commission, but later was ordered discontinued by the 
courts, and, as a result, the existing method was adopted, 
under which employees share on a 50-50 basis with man
agement in a fee for operating the property; This fee is 
based on a certain percentage of the gross revenues from 
operation. 

Employees have collectively used their shares of produc
tive gains to purchase common and preferred stock of the 
company. They now hold more than 30 per cent., or the 
largest single block of the common stock, and their repre
sentatives are active members of the Board of Directors. 
Practically speaking, the employees collectively control the 
company. 

Recently, the Mitten Plan has received an added signifi
cance from the fact that Mitten Management has entered 
into a formal agreement, on the basis of the principles of 
the Mitten Plan, with the Amalgamated Association of 
Street and Electric Railway Employees, the national or
ganization of the street railway employees, and one of the 
oldest and most conservative unions affiliated with the 
American Federation of· Labor. This agreement, which 
was arranged by Dr. A. A. Mitten and Mr. O. L. Mahon 
of the Amalgamated Association, contains the following 
remarkable provisions, so far as the constructive policy of 
organized labor is concerned : 
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1. The union agrees to cooperate with Mitten Manage
ment in the operation of properties according to the 
Mitten Plan as it has been fully developed in Phila
delphia. 

2. Mitten Management agrees that the results of coop
eration shall first accrue to the benefit of employees 
in the form of proper working conditions and ade
quate wages, it being expressly stipulated that basic 
wage standards shall be sufficient to support the em
ployees in health and comfort, and to provide savings 
against old age, disability, and other contingencies. 
The purchasing power of basic wage rates, as 
thus established, shall be maintained by adjusting 
them at regular intervals to changes in living costs, 
and, 

3. After these conditions have been established, and a 
fair return to invested capital assured, employees 
shall have an equal participation with Management in 
productive gains arising from cooperation. Accord
ing to the method now in effect in Philadelphia, the 
managerial operating fee, which isbased on a certain 
percentage of gross revenue, will be divided equally 
between management and employees, unless some 
more acceptable method should be adopted by mutual 
agreement.' 

The significance of this agreement to industry in general 
has been that a comprehensive, constructive, and practical 
program is now available to both management and labor, 
under the terms of which the most enlightened principles 
of wage determination are accepted with further provision 
for labor participation in the gains of productive efficiency, 
and for employee stock-ownership on a collective basis and 

J For detail. of thi. asreement ..... pp. 187·191. 
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the sharing with capital and management in the actual o~ 
eration and control of industry. 

Such a program meets the need which heretofore has 
been evidenL Moreover, it is of epoch-making importance 
that in this arrangement the union of the employees accepts 
the "principle of economic accomplishment" as the basis of 
cooperation, and that management guarantees that the re
ward to labor shall be coextensive with its achievements. 
The union bas, in other words, adopted as a method of 
working procedure with management the most comprehen
sive plan of industrial efficiency, cooperation, and democ
racy which has thus far been developed. The underlying 
principles of the agreement, as well as the methods em
ployed in applying them, have had a practical demonstrated 
success under Mitten Management in Philadelphia since 
1911. 

Now that this agreement has been made, it probably will 
and undoubtedly should become the constructive program 
of the entire organized labor movemenL It will be brought 
before labor conventions and conferences for discussion 
and adoption. It will be urged upon arbitration boards 
and other agencies of wage adjustmenL 

Its principles are based on sound economics. They are 
also in accord with the constructive declarations which 
have been issued since the World War by the church~ of 
aU denominations. By these and other liberal sources it 
will without doubt be brought forward as a sound and con
servative constructive plan for democratizing industry. 

What the Mitten-Mahon agreement may mean may be 
gathered from'& declaration made by Mr. T. E. Mitten 
before the Congress of American Industry in Philadelphia 
on September 25,1926. He stated that if the principles of 
the plan were adopted on the railrOads of the country, the 
employees, within ten years, would acquire a controlling 
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interest"in railroad stocks and at the same time proper re
turns would be assured to capital and charges to the pub
lic reduced. 

A similar situation, he added, could also be brought 
about in the anthracite coal-mining industry within ten 
years, and in the bituminous branch of the industry within 
fifteen years. 

Of equal interest, from il standpoint of real democracy, 
are his ideas relative to the functions and objects of the 
banking institutions which have been developed as a part of 
the Mitten Plan. In a recent interview in The Savings 
Bank J ournaJ, he said :1 

The labor bank of the future, to be increasingly useful to 
the community, should consider labor in the broader sense. 
By that I mean the combination of brains with brawn,man
agement with men. • . • The success of the Mitten Bank has 
been due toa judicious mingling of the efforts of trained 
management and constructive labor, which in turn has been 
made possible by the confidence engendered by years of 
working together toward a mutual end. 

The forces of labor in this country, aggressively led, could 
within one generation control the entire financial structure 
of the country. To the conservative old-line banker such a 
possibility smacks of socialism. But there is an adequate 
safety-valve in that labor could never acquire such an influ
ence except by following such a forward-looking policy of 
cooperation with management that the resultant good to 
all concerned would banish forever the possibility that the 
forces of labor would use their power toward destructive 
ends. 

The point of underlying interest and significance in the 
present connection, however, cannot be over-emphasized. 
It is that a constructive program, recognizing the accepted 

1 Quoted from S""''' Talks, Mitten Management, Inc., March 27, 1928. 
Vol. 9, No. ,6. 
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principles as to wage fixation and a concrete method of 
cooperation on the basis of economic performance, has 
been formally adopted by organized labor and management 
and put into effect. The precedent has, therefore, been 
established for proper cooperation in industry. From this 
beginning, management and labor may be expected to co
operate so as to attain the maximum of industrial stability 
and prosperity.' 

CooPEJlATION BETWEEN UNIONS AND MANAGEMENT 

NECESSAllY 

So far as wages are concerned, it may be stated in con
clusion that there has been one motivating force in the 
new industrial revolution-a force which has been of 
fundamental significance in its bearing upon future policy 
-namely, the fact that the emphasis laid upon productivity 
as the basis of success for the new industrial order has 
inevitably led to the discarding of· all old wage theories and 
standards. It has been freely conceded that wages could 
be indeterminately advanced so long as productiveness was 
increased and costs reduced. This attitude has been fur
ther strengthened since it became evident that mass pro
duction could be profitably accelerated only by correspond
ing increases in domestic purchasing power. Hence, the 
economy of higher wages under the condition of increased 
productive efficiency became firmly accepted and estab
lished by industrial and financial leadership. 

The old wage theories therefore were forsaken. A new 
general policy ~as substituted. The standards and sanc
tions as to wage theories and standards, up to 1923, were 
largely a matter of enlightened public opinion and educa-

S FOI' a more detail'" _tatioa of all phaaeo of unioa-managem ... t eo-
__ tioo .. article entitled "Cooperation of Trade-Union, With Employ .... , .. 
M_ItJ, l.4I»r RIfMg,. U. S. Depl. of Labor, October, 1928, pp. 1-2l, 
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tion. Within the limitations of productivity as prescribed 
by the new industrial revolution, the new wage principles, 
in contrast, became actual animating forces to industrial 
leadership. Definite methods for their practical applica
tion, however, were not worked out or applied. Neither 
has there been any aggressive movement in this direction 
until recently. The Mitten-Mahon Agreement, especially, 
and to a large degree also the "B. & O. Plan" and similar 
experiments in other branches of industry, have now 
afforded concrete object lessons for a general constructive 
program. 

Capital and management have already acepted the new 
wage theories in principle. They must now join with 
labor in working them out practically on the basis of the 
Mitten-Mahon Agreement and other sound results of ex
perience. Industry must proceed in the future upon the 
concrete application of these new theories and principles; 
otherwise, it cannot expect to have the cooperation of 
labor, which is vitally necessary to industrial peace and 
stability, or to secure the expansion in purchasing power 
and consumer-rlemand which is essential to industrial 
progress. 

INDUSTRIAL CoORDINATION INEVITABLE 

In its more general aspects. the new industrial revolution 
has been primarily a matter of technique. There has been 
no general uniform industrial policy or unified action 
which has been observable either in cause or in effect . 

. This also remains to be developed in a practical way and is 
an essential condition to future success. 

Already the more far-sighted leaders of industry. as has 
been shown, have realized the importance of immediate 
action in this respect. They know and have declared that 
the extraordinary changes in industry in recent years were 
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made possible through coordination of separate plants and 
corporations in the principal branches of manufacturing 
and mining. They realize that the same policies of adjust
ment of production and consumption, which have been suc
cessfully developed by associations in individual industries, 
must now be applied to industry as a whole. Moreover, it 
has become evident that industry and trade must be released 
from the restriction of the anti-trust laws, so that the maxi
mum economies in production and distribution may be 
made possible. 

This freedom to industry-this liberation from the 
effects of negative or restrictive legislation-is indispensa
ble. It means further, however, that industry will have to 
submit to an enlightened policy of regulation. Moreover, 
it is clearly apparent that industry must itself work out and 
apply the broader policy of inter-industry coordination or 
the public will inevitably be forced to impose such a policy 
upon industry. One of the most encouraging features of 
the present situation is that leading industrialists and finan
ciers have already taken the initiative in formulating and 
discussing proposals for constructive action. 

INDUSTRIAl. PROGRESS AND THE PUBLIC WELFARE 

The broader and even more fundamental problem of the 
relation between the future constructive program of in
dustry and a public policy toward business and industry, is 
indissolubly bound up with the future status and perform
ance of business itself. Fortunately, there is not at present 
any conflict between government and industry, so far as en
lightened and public-spirited leaders of industry are con
cerned. There has been and will continue to be a certain 
type of industrial leadership which has sought--especially 
in connection with excessive and unnecessary tariff rates, 
public land distribution, shipping, and more recently in the 
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acquisition of water power and other natural resources
to use political methods for obtaining special favors and 
privileges from the government. Industry as a whole, or 
real industrial leadership in America, however, does not 
countenance such methods. Aside from the obvious lack 
of patriotism and honor in such an attitude, and the conse
quent debauching of political life, it knows that such a 
policy is short-sighted, ultimately unprofitable, and inevit
ably destructive to the industrial and trade interests in
volved. 

The new industrial era in America has been built pri
marily upon the rock of service and performance, and not 
the least amazing of the many marvelous developments of 
the new industrial revolution has been the discovery by 
modem industry that equity and service actually pay and 
are the essentials of permanent industrial ar;:hievement. 
So-caUed industrialists and financiers who still mouth the 
hackneyed phrases that "we need more business in govern
ment and less government iJ1 business" show themselves to 
be possessed of a superficial attitude which modem in
dustry has discredited and forgotten. 

This slogan was formerly used in a cheap political way 
to glorify business and industry in a selfish, pecuniary 
sense, and to detract from governmental interference with 
business in the sense that governmental interference was 
costly and tabu, even tho it represented the democratic 
aims and aspirations of the people. The enlightened and 
far-seeing industrial leaders and financiers of the modem 
world, however, know and declare that industry is depend
ent upon a cooperative, stimulating government attitude, 
and "friendly" assistance, in the best sense of the word 
"friendly." 

The fundamental principle involved in the proper rela
tion between government and industry obviously is that in-
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dustry SO far as possible shall be autonomous and shall have 
the friendly cooperation of the government, but that the 
government, in the sense of public policy, is superior to 
industry. Industry must always be subordinated to demo
cratic institutions and ideals; or, expressed reversely, the 
subordination of democratic institutions and ideals to in
dustry cannot be tolerated in a self-governing republic. 
Unless we can have proper autonomy of industry and de
mocracy in industry, as well as democratic control of indus
try, our political institutions, which have been developed 
with so much bloodshed and suffering, will be futile and 
ineffective. 

No enlightened industrial leader or financier, however, 
wishes a subordination of government to industry to occur. 
Entirely aside from consideration of democracy and hu
manity, the wise observer knows that it would be short
sighted and inevitably destructive of both industry and 
democracy. It is for this reason that in the modern day, 
while it is properly claimed that the stimulus of profit in 
industry should be retained, and that the rights of in
vestors, management and employees should be protected, 
the conception has rapidly gained ground that industrial 
promotion, expansion and operation should primarily be a 
social function and service. Probably the most astounding 
outgrowth of the extraordinary industrial development 
through which the country has recently passed, has been 
the discovery that the profitableness of industrial under
takings really depends upon the extent to which they con
form to this new conception of industrial policy. 

During the first half-century of· our national life, po
litical affairs revolved around abstract questions of govern
ment. The constitutional questions as to the relation be
tween the States and the Federal Government, other con
stitutional interpretations, and the rights of personal and 
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civil· liberty, held the predominant place in American po
litical life. With the advent of modern trade and indus
trial conditions, however, all this changed. Political issues, 
instead of centering around the abstractions of politic~l 
science and constitutional law, became problems of applied 
economics. Practically all the political questions of the 
present era are business and industrial questions. The 
Government has, therefore, been forced to take action 
toward industry both by legislation and by administration, 
and has become closely bound up with the determination of 
principles or policies relative to industry, trade, and finance. 

Such action has been helpful in the past, when intelli
gently formulated and applied, and will be of the greatest 
assistance to industry in the future. It is for this reason 
that far-seeing industrial leaders are urging the necessity 
of securing the friendly cooperation of the Government 
toward industry to assist in coordinating and stabilizing in 
a constructive way the forces which have been developed 
in the new industrial revolution. These leaders in the 
manufacturing and mining industries have apparently been 
most favorably impressed with the experience of the trans
portation industry in its relation to the Government. They 
obviously feel the need of the same form of helpful and 
constructive relation with the Government which the rail
roads have had through the Interstate Commerce Commis
sion, and the banks through the Federal Reserve Board, 
and their attitude is undoubtedly sound. Such govern
mental regulation is essential to the proper expansion, co
ordination, and stabilization of our industrial system, or, 
in other words, a necessary condition to the permanent 
prosperity of the country as a whole. 
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