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- The Cost of Living
CHAPTER I
INTRODUCTORY

Cosis and Earmings.—Wages, Earnings, Salaries
and Cost of Living have in practice a real connec-
tion, and this contributes to the complexity of the
problem. For wages and earnings are not only the
means by which living is provided and its costs met,
but are usually much the largest component in
those costs. Further, Cost of Living and Cost of
Labour have each a wide and a parrow meaning.
Labour covers not only the manual working classes,
but the salaried workers and the managerial staffs.
Its cost, therefore, is a matter not merely of wages,
but of salaries and some profits. The Cost. of
Living, again, is not the standard of a single class,
but one varying between different classes, and
between groups within them. The standards of the
professional classes, the artisans, the unskilled
labourers, all differ.

Cost of Labour.—" Cost of Labour,’ wrote. John
Stuart Mill, ‘is, in mathematical language, a
function of three variables,” and he pointed out
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that what labour brings to.the worker, and what it
costs to the employer, are quite distinct things. Of
the three variables, the first consists of the neces-
saries and comforts consumed by the worker, which
compose his standard of living, and the second is
the money price of these things, the two together
determining the money cost of labour. The third
element is the efficiency of labour, which is deter-
mined by the capacity of all those who contribute
to production, whether by manual labour, brain-
work, or management. Cost of Living, after
allowing for other shares in production—Capital,
Land and the State—will depend on the combina-
tion of the three elements in Cost of Labour, and
these will react upon each other. The real wages
of the workman may be high, but their cost may
be low, simply because much is produced in return,
or the reverse may be the case. Thus cost of living
will be high or low as the cost of labour varies.
Some Definitions: Labour.—Labour has been
_defined as ‘ the economic work of man whether with
the hand or the head’ (Marshall), or as ‘any
exertion of mind or body undergone partly or
wholly with a view to some other good than the
pleasure to be derived directly from it’ (Jevons).
Thus Iabour is concerned with the ‘ production and
exchange of those material things which sustain
and enrich life,’ to which must be added non-
material services. Economically, labour is generally
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(but not invariably) work for a money payment.
In this sense labour may be regarded as falling into
three classes: first, the manual workers, who are
paid usually by the hour, day or week, and are
commonly, but too narrowly, termed the working-
classes; secondly, the salaried classes engaged
in administrative or technical work, paid usually
by the year, quarter or month ; and thirdly, manage-
ment or enterprise, cpmprising those responsible
for the organisation and risks of a business. Their
remuneration tends to vary with its success and its
risks, and is denominated profits. In Joint Stock
Comparnies, the management is largely in the hands
of a salaried staff, and the risks are borne by the
ordinary shareholders who receive the profits. A
study of Cost of Living has to take account of the
efficiency of all these. :
Money Wages.—Wages are usually thought of
as the money, with or without extra payments in
kind or by way of privileges, which is paid to the
workman for his work. Thus money wages may
be defined as the amount of money plus the money
equivalent of allowances in kind which come to the
worker in a given period. They are, in short, what
the worker has to spend, and represent the resources
in cash which come to him as the result of a full
pormal period of work. But the well-being of a
workman depends not only on what he has, but
upon what he can buy with it, in the way of
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necessaries and comforts, and this introduces other
considerations, '

Real Wages.—Thus the goods and services which
the worker commands constitute his real wages or
salary, and depend not only on his money wages
but on the value of money. The cost of maintaining
a given standard of living fluctuates with the level
of prices, and thus arises the distinction between
real and money wages, The amount of money
coming to a man may increase, but the amount of
goods and services which he can purchase with it
may decrease, and vice versa. In short, real wages
are determined by the purchasing power of money
wages, But to any class of worker what is important.
is not the value of money generally, but its value
in those things which he himself buys, or, in other
words, on his Cost of Living. Variations in the
Cost of Living are not necessarily the same for
every class. Different classes purchase commodities
- in different proportions, and, therefore, changes in
the value of money will not necessarily affect all
alike.

‘ Net Advantages.' —Secondly, calculations of earn-
ings in different occupations must take account of
any other incidental payments or.any expenses
attaching to them. ‘ Wages in a given trade,’ wrote
Marshall, ‘ are measured not so much by its weekly
earnings as by its net advantages’ Individual
trades and professions have often either special
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expenses or additional forms of income. Thus
expenditure may be required in respect of tools,
standard of dress, travelling, postage, and so on,
which have all to be deducted from earnings before
the real income can be calculated. The labourer as
a rule needs no tools of his own. The bricklayer
requires only a few, whilst the joiner has to provide
and maintain an expensive kit. The cletk or
traveller has to dress up to a certain standard, and
has a ‘ position to keep up,” which costs him more
than the joiner’s tools, Indeed, one important cause
of difference in earnings is the much greater trade
expenses of the salaried classes. Again, the labourer
and artisan often live near their work®; the clerk
has to travel to and from it every day. These were
called by Marshall the ‘ Outgoings’ of a trade, and
to be set against them are its ‘Incomings.” Such
are houses at a nominal rent or payments in kind
in agriculture, coal at pithead prices in coal mining,
free clothing and cheap travelling in railway service,
holidays with pay in this and in most salaried
employments, payment during sickness, etc., etc.
Thus what has to be considered is not the actual
wages of an occupation, but its ‘ net advantages’
or ‘net income.’

Earnings.—So far, income has been considered
on the basis of a full week's work ; but the amount

1 An important exception i provided by building-trads workmen
{n large towns who often travel coasiderable distances tp different jobs:
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‘of actual earnings is even more important. The
"bank clerk or railway servant may have security of
employment, whereas the engineer is liable to unem-
ployment during trade depressions, the joiner or
plumber suffers in addition from seasonal slackness,
the outdoor workers in the building industry may
be stopped at any time (even in a busy season or
trade boom) by wet weather, and the work of many
dock labourers is always irregular. Hence the same
weekly rates of wages may mean very different
actual earnings in different trades, and the relation
of wages to Cost of Living is seriously affected by
the regularity or otherwise of employment. Further,
earnings may be reduced by short-time or increased
by overtime .and opportunities for spare-time earn-
ings. .Shopkeepers, again, are often affected by
changes in purchasing power caused by fluctuations
in trade. Thus, the earnings of labour in a trade
may be said to consist of the money wage or salary, .
plus additional payments in money or kind and less
necessary trade expenses, plus_additions through
overtime and minus losses due to unemployment
or short-time. Real earnings, like real wages,
represent their purchasing power over the neces-
saries and comforts of life.

Social Income.—A complete calculation must
‘take account of sources of enjoymenf or subsistence
provided freely, or at less than cost, by State
or Municipalities. Political economists generally
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exclude from individual wealth collective goods
and services, enjoyed in common by members of
the community, and, so far as they aré in fact
common to all, they are rightly excluded. But
where, in practice, their enjoyment is limited to
particular classes, they have an important bearing
on questions of cost of living, especially if such
public provision is increasing or diminishing. The
working man’s son, for instance, may be freely
educated, whilst the business man’s son goes to an
expensive school. Thus the latter’s net income is
reduced by so much of the cost of his children’s
schooling as corresponds to the value of a.free
education,* and his costs are increased by his share
of the rdtes and taxes which provide for elementary
education, A similar test can be applied to other
social services, such as Health and Unemployment
Insurance and Old Age Pensions.

Efficiency and Output.—The third of Mill's vari-
ables, efficiency, determines the sources from which
earnings are drawn. ‘ The produce of labour,’” wrote
Adam Smith, ‘ constitutes the natural recompense
or wages of labour.” In other words, wages, salaries
and profits all will depend upon output, which in
turn depends upon efficiency. OQutput may be
defined as the net addition made by labour to the
raw produce of the earth, and varies with the amount

1 The remainder represents payment for a superior educational or
social service,
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and quality of the work and the success of workers
and management alike in avoiding waste. Efficiency,
or Productivity, therefore, depends both on the
level of skill required for particular trades and on
the extent to which the workers are successful in
attaining that skill. Again, efficiency also requires
that the management shall secure that manual and
brain workers are employed to the best advantage,
and that all the agents in production are so combined
as to obtain the biggest results.

Cost of Living and the National Dividend.—Thus
Cost of Living depends not only upon the payment
and productivity of labour but on the general
conditions which control the National Dividend.
Adam Smith’s view that produce of labour con-
stitutes its wages expresses, so far as it goes, a
fundamental truth. Wages and Cost of Living both
depend upon produce. Real wages cannot exceed
what is produced. Cost of Living depends on the
quantity, quality and price of the necessaries and
comforts of life. If the amount of goods of all kinds
is large, there will be much to divide, the standard
of living will be high, and the value of money or
the general level of prices will probably be low.
But the statement does not cover the whole ground,
for wages and salaries are not the only elements
concerned.

The National Dividend: How ¢ is Produced,—
The National Dividend results from the co-operation
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of all factors in production, and may be defined as
the total output of goods and services, which results
from their efforts over a given period. As, however,
a year is usually taken as the most convenient unit
of measurement, it thus represents the total annual
real income of a country. To the production of this
income the following elements contribute :

(a) Land or Natural Agemis, consisting not
merely of the surface of the earth but of all those
gifts—mines, fisheries, water power, etc.—which
nature contributes for the use of man. They are
rewarded by rents, royalties and the like.

(b) Capital, which may be defined as those
products of his own past labour by which man
is assisted in production. It may be either fixed
or spedialised capital, such as buildings, plant
and machinery, or floating and circulating capital
used for payment of wages and day-to-day expenses
of production, or available for transfer from one
industry to another. Capital is rewarded by
interest, which is partly a more or less uniform
payment for its productive services and for the
waiting of the capitalist, and partly a fluctuating
payment to compensate for its risks. These are
illustrated by the difference in the rates on gilt-
edged securities, like Consols and War Loan, and
on debentures in concerns in which risk to in-
vested capital is involved.

Br
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(¢) Management and Enterprise cover the part
in production of the employer or manager, who
carries out the organisation of the work, brings
together the other factors in production, and
undertakes the general risks of the business, as
distinct from those run by the capitalist.? As he
advances the other expenses of production, he
is sometimes called the °residuary legatee’ of
industry. For out of the total return he pays
rents, interest on borrowed capital, salaries and
wages (though labour also has often high risks
of unemployment), and replacement and renewal
of materials and fixed capital, and is himself paid
by whatever residue there may be. Profits,
therefore, normally combine two elements, In
part they are a reward or ‘ rent ’ of ability of the
employer or manager, since this ability determines
the total output and the surplus available for
profits ; partly they are a reward for risk, since
as management or enterprise must depend on the
leavings after the other agents in production
have been paid, the return must, in the long run,
be above the average to compensate for the risks.

) Paid by salaries and
(d) Manual Labour; .
(¢) Brain Work. wages and dealt with

‘ above,
(f) The State.—The State and the Local Authori-
ties are fairly held to constitute an agent in
! For the position in Joint Stock Companies see above, p. 3.
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production and to be entitled to ashare in distribu-_
tion. By the protection of life and property and
the enforcement of contracts they make produc-
tion possible. By education, health and sanitary
work and other public services they promote
efficiency. Hence part of the product is attribut-
able to their activities. Their share, in the form
of taxes and rates, comes out of the National
Dividend, and so is subtracted from the amount
available for the other agents in production. As,
however, unlike them, the State takes its share,
indirectly, by taxation of their earnings, this share
becomes an element in Cost of Living, and raises
important questions of taxable capacity and of
efficiency and economy in expenditure,

The National Dividend: How st is Determined.—
The Produce Theory of Adam Smith, therefore,
must be extended. The National Dividend results
from the co-operation of all factors in production ;
it depends not only on their individual supply and
capacity, but on their proper combination in
production ; and the dividend will be greater or
less, according as the different factors are in suitable
proportion to each other and are efficiently co-
ordinated. Consequently the return to each factor
depends not only upon its own efficiency, but upon
the efficiency of all the others, What each can get,
therefore, will be determined by the total produce ;
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and its actual share by what it contributes to the
whole, and by its power in bargaining to secure that
to which it is entitled.

Cost of Living and the National Dividend.—Hence
there is an essential connection between Cost of
Living and Output. Wages, Salaries, Interest, etc., are
all limited by the total National Dividend. For while
it is possible to raise any or all ‘ money’ incomes,
this will only mean increased real incomes, if there
is more to divide. Without this, increased incomes
will be balanced by a rise in Cost of Living through
increased prices, and, in a country like Britain, which
depends so largely on the export trade, the losses
are likely to exceed the gains, since increased prices
will render our industries less capable of selling
abroad, and so will eventually reduce the National
Dividend.



CHAPTER II

THE COST OF LIVING—WHAT IT MEANS

Cost and Standard of Living.—A discussion of
‘ Cost of Living ’ necessitates a grasp of its relation
to the ‘ Standard of Living.” The latter is really
used in two senses, actual and ideal. The actual
Standard of Living of any class represents the supply
of necessaries and comforts to which it has become
accustomed and is, in fact, obtaining. Such a
standard is, normally, what will maintain it in
physical health and reasonable efficiency, relatively
to its work; but this will not necessarily be so.
For at any time the existing Standard of Living of
a class may or may not be adequate. Thus each
class has a certain standard, which it seeks to
maintain or improve; and for purposes of com-
parison actual standards have to be taken. But
the idea behind the standard is also to some extent
an ideal. Each class has a general desire to improve
its position, and sometimes a definite idea of a
reasonable and just basis for its mode of life, as a
goal to be zimed at. Hence there is a continual
struggle to raise the actual standard towards this
ideal, and the two thus tend to merge into each

13
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other. Here, again, there is a direct connection
between efficiency and standard of living. Effi-
ciency is not likely to be attained without a standard
adequate to the needs of an occupation, though,
as the sweated industries have shown, the depend-
ence of efficiency upon physical sustenance is no
complete protection of standards of living. Nor-
mally, therefore, Cost of Living means the actual
money cost of the prevailing standards, and is thus
a Standard of Living estimated in money. For
instance, the cost of keeping up the working-class
standard of July rgi4 showed increases of 176 per
cent, in November 1919, and 74 per cent. in Septem-
ber 1925 : or, in other words, £1 of July 1914 was
only worth about #s. 34. in November 19z¢ and
about rxs. 64, in September 1925 for the purchase
of the things which make up the working-class
standard. Now, as Cost of Living represents the
money price of a standard of any class, the relation
to efficiency is much the same as with real and money
wages. In other words, unless output is increased
-sufficiently to permit of an improved standard,
increased money earnings will be balanced by
increased prices,

Existence, Living and Luxury.—Cost of I.1vmg is
thus the cost of satisfying human=wants, and is
measured by the means available for the purpose.
Human wants are variously classified. First, there
are those primary wants necessary for existence,
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such as food,- clothing, housing and fuel, or for the
maintenance of actual physical health. Secondly,
there are the requirements of full bodily and mental
efficiency, including a modicum of comfort or luxury
and some facilities for mental culture. Beyond this
can be distinguished an ascending scale of wants,
for culture, luxury, extravagance, display. At the
outset there is the distinction between existence,
living and Iuxury, between what is necessary
actually to maintain life, what is needed to provide,
in the sense of the ancients, ‘ the good life,” and
what is required to enable Dives to ‘ fare sumptu-
ously every day.’ The first comprises the bare
minimum to keep body and soul together, prevent
physical deterioration and maintain the population.
The second implies a sufficiency not merely for
existence but to give opportunities for development
and a reasonable share of the comforts and enjoy-
ments of life, and corresponds with Marshall's
* standard for efficiency.” ‘A more careful analysis
has brought into prominence the distinction between
the necessaries for efficiency and the necessaries
for existence, and has made it evident that there is,
for each rank of industry . . . a more or less clearly
defined income that is necessary for merely sustain-
ing its members, while there is another and larger
income which is necessary for keeping it in full
efficiency. . . . The income of any class . , . is
below its necessary level when any increase in
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their income would produce a more than propor-
tional increase in their efficiency.” Luxury stan-
dards cannot strictly be regarded as necessary,
however desirable a large and widely distributed
supply of the good things of life may be, but they
enter into the question of inherited stapdards,
which is referred to below.

Classes and Siandards.—Marshall’s reference to -
‘ranks- of industry’ emphasises the fact that
standards vary from class to class. Different types
of work demand different levels of skill and different
degrees of strain -and intensity; and thus the
higher the skill* the better the standard of comfort
required. More is asked of the skilled man than
the unskilled, of the brain-worker than the skilled
manual-worker, and hence more must be given to
them if they are to give of their Best. Secondly,
the importance of merely conventional standards
must not be overlooked. Accustomed standards
become a part of life, and the lowering of a high
standard may by breach of established habit cause
more distress than the continuance of lower stand-
ards adequate to accustomed needs. Thus the
needs of efficiency require widely diffeting standards
to exist, and the phrase ‘ a position to keep up’ is
not the empty thing that is sometimes supposed.

+ Bonicn diflrences of 4kl and. hrace: therd sro oenets resulting

from great strength (e.g. navvies, riveters), great discomfort, or great
physical risks,
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The object of sccial change is the increase of human
well-being, and sudden drastic redistribution, as
with the Great War’s creation of the New Poor, may
cause more unhappiness than it removes.: More-
over, such higher standards need not necessarily
constitute a deduction from the total of necessaries
and comforts which would otherwise be available,
Ability of a higher order increases production
beyond what it otherwise would have been, and
so creates its own special reward, and still leaves
an increased surplus for general distribution,
Incomes amounting to more than their owners can
spend are a great means of maintaining and increas-
ing industrial capital. Even purely conventional
standards are to some extent a source of increased
production by stimulating to greater exertion in
order to obtain them. Men produce in order to
consume, and therefore the consumption of luxuries
is itself a cause of increased production.

Standards of Production.—Nevertheless the real
justification for variety of standards and rewards
must not be pushed too far. For the question
remains whether any particular standard is excessive
or deficient in relation to what is given in return
or to the total national dividend. Adam Smith
defined the object of Economics as to ‘ provide a
plentiful revenue (i.e. subsistence} for the people,
or rather to enable them to provide it for them-
selves ' ; and the evils of too drastic change do not
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invalidate the just claim of every class to a reason-
able standard. Moreover, the degree and intensity
of wants"vary. They are usually most intense in
their early stages, and so are greatest in the first
unit of a thing which a person possesses or purchases,
whilst as the amount possessed grows the autility
decreases. Certain things, again, which are essential
to life and health satisfy very urgent wants and
are said to have a high total utility. Now this idea
of diminishing utility applies also to money. Its
value to the individual tends to diminish as its
quantity increases. The man with a small income
must spend it on necessaries, or on the purchase of
other things in small amounts when their utility is
greatest. The man with a larger income can satisfy
more numerous wants, and has some surplus for
comforts and luxuries, which becomes very large in
the case of the wealthy man. At one end of the
scale urgent wants are unsatisfied or partially
satisfied, at the other even trifling wants are fully
provided for. This, at first sight, suggests drastic
levelling of incomes. But a man’s wants grow with
his income, and what formerly were not serious
wanis becomne second nature. The luxuries of one
class are the necessities of another. Nevertheless,
the ‘luxury’ wants are in themselves less than
those served by comforts, and they in turn than
those which are necessaries. This fact should always
be borne in mind when inadequate ‘standards are
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found in certain classes, and the ‘choice is between
leaving them as they are or lowering standards
which are high. Two aims must be borne In mind :
to provide a reasonable life for all through a standard
of necessaries and comforts that shall not be one
of mere existence, and to avoid such sudden, or
even gradual, destruction of established standards
as will be fruitful of distress. The problem, indeed,
is only partly one of distribution, for it can also be
handled by so maximising production as to make
the largest possible supply of necessaries and
comforts available for all.

Rent of Ability and Savings.—Again, ability
deserves its reward, great ability its high reward ;
" but it can be argued that the actual fewards are
too high, or out of proportion to services rendered,.
or subtract unduly from sustenance available for-
the mass of the people. Similarly the, services of
very big incomes in providing industrial capital
have a limit. For the progress of industry ac-
cumulation is necessary; for its healthy con-
tinuance a good general level of consumption and
spending. The ideal therefore is a balance of
saving and spending. Excessive saving may help
to produce temporary over-production; and thus
undue concentration of wealth in a few hands may
be a contributory cause of industrial fluctuation.
But theories which regard this as the one sole
fundamental cause seem to be based on inadequate
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analysis of the system of distribution, and fail to
allow suﬁc:lently for the many incomes of moderate
size.

‘A Position to Keep Up.'—Again the idea of
‘ a position to keep up " must be neither depreciated
nor over-estimated. Much additional income, in-
deed, represents provision for the better standards
required by certain occupations to enable the higher
grades of workers to make the best of their work.
But this idea also can be carried too far. The
position kept up, if in one sense a necessity, adds
greatly to the pleasures and amenities of life.
Certain posts involve the expense of a public school
and university education, and it is claimed that
their remuneration must give full recompense for
this; but the education itself is a great source of
pleasure and enjoyment, and this expense will
normally far exceed the costs of the professional
training pure and simple. Again, ‘a position to
keep up ’ is sometimes used to justify a very high
standard of pure luxury and enjoyment.

Earnings and Standards of Living.—Accustomed
wage-levels are largely the products of the standards
of different classes. Wages and earnings are the
means whereby these standards are maintained,
and each class tends to stand out for that rate
which will enable its standard to be kept up. Thus
standards and costs affect wages and salaries, The
workmen embody this in trade union rates, which
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have often the sanction not only of trade
unionists, but of general, working-class public
opinion. Thus minimum and standard rates
are not strictly the creation of trade unionism,
though enforced and made general and effective
by it. . Often, indeed, there will be some particular
wage below which the competent workman will not
be willing to go, whether or not he is a trade unionist,
though this unwillingness may be temporarily
removed during severe unemployment by the desire
to get back to work. The same is true of the
salaries of the managerial and professional classes,
though these may not react as rapidly as wages to
changes in Cost of Living, owing to the greater
margin for economies possessed by the more highly
paid grades of labour. Nevertheless, these standards
are based generally on their accustomed needs, and
influence the ideals that they keep in view, Thus,
allowing for some differences, salaries, like wages,
tend to vary with the fluctuations in cost of
living. .

Reflex Action of Earnings and Costs.—Wage
and salary rates, moreover, are themselves an
important cause of changes in costs. They often
form a predominant element in the total, both
directly and as an important factor in the price of
materials and transport charges. Changes in Cost
of Labour, therefore, are quickly reflected in Cost
of Living, and have wide reactions on individual
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industries. A man’s own wage has often little
direct effect on his own cost of living. These costs,
apart from other elements, are made up of a great
variety of small contributions to the wages of many
others, Hence an increase or decrease in one
important industry will be diffused over many,
directly and indirectly. This leads to the problem
of the sheltered trades. If railway wages, for
instance, are unduly high, not only is the cost of
travelling increased, but that of conveying goods
and materials, which adds to the cost of manu-
factured products, and these in their turn affect
other costs in an ever-widening circle.

Primary and Secondary Poverty.—In order to
illustrate the various components which go to make
up Cost of Living, it seems worth while to examine
briefly Mr. Seebohm Rowntree’s distinction® between
primary and secondary poverty. He divided those
living in poverty as follows:

(i) Primary Poverty: families whose total earn-
ings* are insufficient to obtain the minimum
necessary for the maintenance of merely physical
efficiency.

(ii) Secondary Poverty: families whose total
earnings would be adequate for the maintenance of

Lp A Tom L s v i

Lo::lgmm.ﬂiI
worth ymgmeonneeﬂm thcostoﬂ.lving
*Calculated with allowance for unemployment, short-time and



WHAT IT MEANS 23

merely physical efficiency, were it not that some
portion of them is absorbed by other expenditure
either useful or wasteful. .
Mr. Rowntree is careful to point out that °ex-
penditure may be, in the truest sense of the word,
useful, which is not necessary for the maintenance
of merely physical efficiency.” This standard is
made to cover food, housing, clothing, fuel, light,
etc. ; and on a pre-war calculation gave a physical
minimum of 21s. 84. per week for a family of five
(man, wife and three children), the amounts ranging
from 7s. per week for a single person to 37s. 44. per
week for a family of ten. As the estimates were
based on prices at about 1900, they would probably
have been 10 per cent. higher in the immediate
pre-war years. The calculations are made on
family earnings, and therefore often represent more
than the earnings of the head of the household. In
fact, prior to the war, many families did apparently
maintain actual labouring. efficiency. on lower
earnings, though possibly at a severe ultimate
expense either to the workers themselves or to the
growing generations. But °‘this estimate allows
nothing whatever for travelling, recreation or luxuries
of any kind: it would suffice only for the bare
necessaries of merely physical efficiency in times
of health,” It will be noted that Cost of Living
L The standard, being based on conditions in York, a town of moder-
ate size, is probably above that of country areas, but below thaet of
largoe cities, and particularly Londoa.
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varies from time to time in a family according to
. the number of dependent children. No allowance,
moreover, is made for waste or exceptional emer-
gencies; and it is assumed that all the income is
spent on essentials. Some lack of economy, indeed,
is almost inevitable in the domestic arrangements
of the very poor; and the standards are therefore
calculated not on ideal, but on actual, methods of
spending.

Anothey Estimate of Cost of Living.—This estimate
of a physical minimum may be compared with the
average of working-class expenditure, from the well-
to-do to the poorest, on which the Ministry of Labour
Cost of Living Index is based. The items com-
posing the Index are similar to, but somewhat more
extensive than, those of the Rowntree minimum,
and represent actual expenditure in 1904 and 1914.*
The Labour Gazelte points that by the cost of main-
taining the pre-war working-class standard of living
‘is meant the average standard actually prevailing
in working-class families just before the war,
irrespective of whether the standard was adequate
or not’ (Labour Gazette, February 1921, pp. 69-72).
In the original enquiry, in 1go4, the average wage
worked out at 36s. rod. per week, or 70 per cent.
above the Rowntree minimum for a family of five,
and the expenditure on food alone was 22s. 64. per

! The Index i3 dealt with In detail in chapter #l.
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week, as compared with 12s. 9d. in Mr. Rowntree’s
calculations.

The Famsly and Cost of Living.—The size of the
family is important, since costs must vary with
the number of persons to be maintained. Wages
and earnings, on the other hand, are based
primarily on the efforts and capacity of the
wage-earner, though with some reference to the
needs of an average family. Women’s wages,
however, apart from questions of lower skill
or output, are usually calculated on a lower basis
than those of men. This is partly on the doubtful
assumption of lower physical needs, and partly
on another one, approximately but not entirely
correct, that a man’s wage has to maintain
a family, and a woman's wage only to maintain
herself. Women’'s rates are further affected in
some trades by ‘pocket money’ earners, who
are partly maintained by their parents. Thus in
relation to the family standards tend to vary
and’ earnings to be relatively constant. The
standard rate, indeed, is generally based on a
combination of the efficiency of the worker and the
needs of an average family (usvally taken as man,
wife and three dependent children). The wage,
therefore, will be less than sufficient for the presumed
standard where the family is larger, and more than
adequate where it is smaller, Where, therefore, the
sta&dard is at or near the physical efficiency limit,
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the larger family falls temporarily into ‘ secondary ’
or ‘primary’ poverty, whilst single men and
farnilies of 2, 3 or 4 are for the time well above them,
Indeed, Mr. Rowntree argued that many working-
men enjoy comparative affluence in early manhood,
fall into positive poverty as children come, and
gradually recover as these reach manhood and begin
to earn. On these grounds taxation is lessened for
the family mah under the principle of ability to
pay, and serious thinkers are beginning to examine,
and some of them to advocate, the family allowance
system. '

Components in Cost of Living.—Mr. Rowntree’s
standard of bare physical efficiency comprises the
following elements: food (including non-alcoholic
beverages), rent, clothing, fuel, light and household
sundries, like soap. The dietary appears to make
no allowance for alcohol or tobacco. Further, ¢ this
diet does not contain any fresh meat and is thus less
generous than the Local Government Board would
require for able-bodied paupers in workhouses.
My aim throughout has been to select a standard
diet which gives adequate nutrition at the lowest
practicable cost’ The expenditure on household
sundries and light is limited to 1od. per week for a
family of 5; and regarding other necessaries, Mr.
Rowntree writes: ‘Enquiries . .. were usually
answered by some such remark as, “ If we have to
buy anything extra, such as pots or pans, we have
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to spend less on food, that’s all” s The Cost of
Living Index necessarily covers a wider range of
goods, divided into five classes: food (including
non-alcoholic beverages), rent, clothing, fuel and
light, and other items. The chief additions to the
Rowntree minimum appear to be fresh meat, fruit,
tobacco, newspapers, fares and domestic utensils.
The range and quality of the goods is also extended,
and the amounts spent on them are appreciably
increased. There are still, however, some important
omissions. Holidays and recreation, with the excep-
tion of fares, are not provided for ; no account is
taken of payments to trade unions or friendly
societies, health and unemployment insurance, life
insurance, burial clubs, etc., or of household furniture
(as distinct from utensils), The omission in some
cases may be due to statistical difficulties. That of
beer and spirits and of amusements is probably
justified as not part of necessary expenditure,
whether for life or efficiency. The surplus of wages
over costs in the calculations of the Index amounted
to about 1s. per week, and bhardly seems sufficient
to provide for the excluded items. The propor-
tions of income spent on rent were slightly lower
than in the Rowntree estimate for a family of five,
and on food and other items somewhat higher.
Professional Standards.—The increase of standards-
with increasing income shows a general rise in
? Rowntree, Poverly, pp. 137-8, 141,
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expenditure on all items, but a less than propor-
tionate one in necessaries. Cost of food, for in-
stance, takes a smaller place, even when allowance
is made for expenditure on luxury foods and drinks.
But there are important expenses which do not
enter to the same extent into working-class pro-
vision, because provided freely (primary education) or
at a lower cost- (health insurance) by the State, or
because they are required for the higher technical or
other standards of various employments,* or because
of the costs of conventional standards. Such ex-
penses include education, insurance, medical at-
tendance (for incomes beyond the health insurance
limits), and greater provision for study and litera-
ture, so far as they are not provided for by free
libraries. Direct taxation, which falls mainly on
the higher incomes, is also important, and its con-
nection with Cost of Living is discussed in chapter
vii. Further variations in ‘standards are partly
conventional and partly due to development of
wants with the increase in means of satisfying
them. Thus with travelling expenses, the tendency
to live farther from the centre of a big town is
incurred partly for the sake of lower rent charges,
which are consequently decreased both at the centre
and at the circumference. There is, further, an
element of conventional necessity, and more open

! Allowance must be made in the artisan class for technical school
{ees, books, instruments, etc.
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and healthier surroundings may be needed for
the efficiency of the brain-worker. Again, ‘ effi-
ciency’ standards may require expenditure by
those engaged on important administrative or
technical work on first-class railway travelling or
motor vehicles. Travelling for recreation or holi-
days, which is not of a purely luxury character,
may be justified on grounds of efficiency, though
here again the conventional element enters.
Marshall on “"Conventional Necessaries'—In this
connection Marshall’s estimate of actual and con-
ventional necessaries of different classes may be
of interest : .
‘For the sake of giving definiteness to the
ideas, it may be well to venture on estimates of
" necessaries, rough and random as they must be.
Perhaps, at present prices, the strict necessaries
for an average agricultural family are covered
by an average of 15s. or 18s. a week, the con-
ventional necessaries by about 5s. more. For
the unskilled labourer in the towns a few shillings
must be added to the strict necessaries. For
the family of the skilled workman living in the
towns we may take 25s. or 3os. for strict neces-
saries, and 10s. for conventional necessaries.
For a man whose brain has to undergo great
continuous strain the strict necessaries are per-
haps £200 or £250 a year, if he is a bachelor;
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but moré than twice as much if he has an
expensive family to educate. His conventional
necessaries depend on the nature of his calling.

These estimates were made at the close of the
- last century, and require considerable increases to
bring them up to existing price-levels.

Luxuries and Amusements.—There remains ex-
penditure on two headings, hitherto omitted, on
luxuries (pure and simple) and amusements (as
distinct from holidays and recreation). -Such
expenditure, on the most liberal interpretation of
‘efficiency’ and conventional standards, hardly
comes within necessary costs. It should there-
fore be excluded. Two facts must be borne in
mind. Some standards, those, namely, of the very
rich {industrious or idle), are generally luxurious,
Every class has its luxuries, great or small, so far as
it enjoys resources above those required to maintain
its normal standards. Such luxuries, and with
them many amusements, cannot be regarded as
directly mnecessary to efficiency, though they may
contribute indirectly by giving spice and variety
to life and stimulating production to provide the
means of enjoying them. Nor is such expenditure
undesirable in itself. As John Mill argued of ‘ un-
productive consumption,” it is ‘ the measure of a

% Princoples of Ecomomses, fourth edition, 1898, p. 140 (footuote).
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nation’s means of enjoyment and of its power of
accomplishing all purposes -not productive.’” But,
not being strictly necessary, such expenditure can
be contracted to some extent, and increasingly as
income increases, to meet public needs or adjust
living to changes in national production. When
necessity calls, the artisan may be asked for some
sacrifice of the luxuries of his class—beer, spirits,
cinemas, music halls, and ‘also rans’—the pro-
fessional classes for more, and the wealthier classes
for more still; and such should be progressive,
since the surplus available for luxuries increases
far more than in proportion to the growth of income.
Moreover, what is important is the general character
of the expenditure, and the real needs which it
serves. ‘ What is to be regretted,’ continued Mill,
* is the prodigious inequality with which this surplus .
(i.e. over necessary consumption) is distributed, the
little worth of the objects to which the greater part
of it is devoted, and the large share which falls to
the lot of persons who render no equivalent service
in return,’ a view which may be compared with
the Prime Minister’s recent reference to ‘ flaunting
extravagance.” Where, therefore, the whole scale
of living is luxurious there is an ample margin for
contraction,’ especially as it covers many wants
low in the scale of values. Thus two conclusions

! Compare Marshall's illustration of the dish of green peas in March,
eosﬂ.ng perhaps 105., and of the value of ¢d. under the head of neces-
saries.
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emerge: that all Iuxury expenditure provides
margins for saving and economy in almost every
class,’ and that all whose general expenditure is
lavish have a big margin to meet increased social
charges or to reduce costs.

Standayds and Sacrifices.—Apart from luxury
expenditure, the capacity for sacrifices and econo-
mies varies from class to class; and the argument
from the higher needs of some classes must not be
pressed too far. The brain-worker's wants may,
~ indeed, be greater than those of the manual worker,
but the fact remains that these additional wants are
less urgent than the physical necessities of the
unskilled Iabourer or the ‘ efficiency ’ needs of the
artisan, and that therefore a given reduction of
income means a lesser Sacrifice. Drastic reductions
- of higher standards, indeed, cause serious hard-
ships. But, nevertheless, these higher standards
have greater means for economising without trench-~
Ing seriously on necessaries. These possibilities
fall mainly under three headings : first, the greater
‘margin-of luxury expenditure, already referred to;
secondly, the larger opportunities for direct econo-
mies and avoidance of waste; and, thirdly, in-
direct economies made possible by the use of
substitutes,

Substitution : its Meaning.— Substitution ’ may

1 As, In fact, the working classes pay through the very heavy increases
in the bmandupiﬂtduuuandthemtutaﬁmen t tax.
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be defined as the process of finding and using alterna-
tive means of satisfying wants. Substitutes are
alternative goods, one or other of which can be used
to satisfy the same want, at the choice of the user,
like tea, coffee and cocoa as breakfast beverages, or
tube, motor bus and tram as means of conveyance.
The actual choice is a matter partly of individual
taste and partly of price. The existence of sub-
stitutes is a great protection to the consumer; and
much industrial progress consists of invention and
development of improved substitutes for existing
articles. Substitutes fall into two main classes:
substitutes of choice and substitutes of necessity.
The former, such as the instances just quoted, or
the alternatives of electricity and gas, consist of
substitutes which are equally as desirable as the
things which they replace, and are available at an
equivalent, or even at a lower, price. “When this
latter takes place, it involves a direct fall in Cost of -
Living, since something equally desirable can be
obtained at lower cost. The second type of sub-
stitute is adopted owing to shortage of articles
normally consumed, increase in costs of production
or poverty in the purchasers. It is an alternative
for the original article in that it can serve the same
purpose, but not so well, as in substitution of
margarine for butter, of inferior for superior cuts of
meat, or of ready-made clothes for suits made to
order, Such substitution involves real loss, and, if
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carried qut to an appreciable extent, a decline in
the Standards of Living. Such losses, indeed, may
be justified as, for instance, to ‘ win the war,’ or
pay one’s share of its cost, but that does not alter
the fact that the standard is reduced. Such reduc-
tions, however, involve smaller sacrifices than a
decreased consumption of those necessaries for
which no substitutes are available, and allow
greater margins for economies in the higher incomes.

Substitution, Economies and War Costs.—Since
1914 the latter type of substitution has been mainly
in question. War and immediate post-war con-
ditions tended to reduce opportunities for substitu-
tions of choice below the normal. Restricted
supplies: and rising prices made resort to less de-
sirable alternatives essential; and the possibility
of substitution and direct economies tended to vary
with the size of the income. Those already using
the cheapest available articles, or who are near the
physical minimum, as are many unskilled labourers,
have few or no opportunities for substitution or
economies. A striking illustration of this is provided
by the Irish potato famine of 1845-6. ‘In the
southern and western provinces a large proportion
of the population lived on the potato and the
potato alone,® and, no cheaper substitute being
available, its failure meant actual starvation, During
the war a similar tendency was at work. Direct

1 Tustin McCarthv. History of Our Oum Tismes.
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economies and substitutions were largely practised
by the well-to-do, which became less possible with
the descent in the social scale, though the returns
of the Sumner Committee suggest that some sub-
stitution was possible in the artisan classes without
seriously reducing the nutritive value of their diets.
Some economies tended to make things more
difficult for the lower grades of wage-earners, When
the well-to-do took to using inferior qualities of food,
the demand was expanded and stimulated further
their rise in price. Thus the cheaper cuts of meat
rose more than the dearer, for which substitution
tended to restrict the demand. A reverse tendency
has shown itself since the fall in prices. '

Taxation and Cost of Living.—This ‘subject is
treated separately in chapter vii. Its increase
must clearly influence the standards of those affected.
That of indirect taxes* and of the local rates is
largely covered by the Cost of Living Index as
forming part of the prices of taxed commodities
and of rents. Direct taxes are an additional burden,
and, whilst rightly regarded as a special incident of
war costs, they undoubtedly add a large load to the
higher incomes, to be set against greater oppor-
tunities for economies and substitution.

Costs sn Relation to Spending.—]t is argued that
the cost of maintaining given standards could be
reduced, without real loss, by wiser spending.

! Not entirely, because beer and spirits are not included.



36 THE COST OF LIVING

Resources may be laid out on expensive articles
for show or_enjoyment, to the neglect of real neces-
saries, as where sweets and cakes are preferred to
solid food, or dinner is sacrificed to visit the
cinema. The consequent ill effects suggest too low
a standard, but are really the results of misspending,
except so far as some measure of amusement and
enjoyment should form part of any standard. Such
misspending is specially marked with those whose
employment is casual and irregular, since the con-
tinual variation. of earnings makes foresight, and
even regular spending of income, very difficult, if
not impossible. Thus an average income, which
would be adequate if it were regular, proves quite
inadequate in these circumstances. Such facts
emphasise the need for increased production, or
improved distribution, to enable every class to
provide for conventional needs without sacrificing
real necessities. Secondly, limitations of knowledge
or of the domestic facilities dvailable in working-
class homes prevent the fullest use being made of
income. Ideal standards, showing that particular
classes can live on less than in fact they do, are easily
prepared, and, if wisely arranged, can help to make
money go further. The average housewife (and
not only among the poorer working classes) often
fails to make the best use of her resources, through
wastefulness, lack of knowledge and so on, though,
owing to their smaller resourcés, working-class
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families suffer most from this. Such failures are
increased by the conservatism of many housewives
(strongly commented on by Mr. Rowntree), which
causes them to reject, on slight grounds, cheaper
alternatives for existing purchases, and even to
reject them merely because they are cheap. Further,
working-class, and the poorer middle-class, house-
wives cannot buy on a large scale, since they have
. neither the means to do so nor the storage facilities,
Mr. Rowntree quotes a York coal merchant that
‘ the working classes, partly because they buy their
coal by the bag and partly because they buy a
“wasteful coal, which burns up quickly, pay as a
rule a price for their coal higher by 25 per cent,
than those who buy their coal by the ton.” Thus
economical use of resources implies greater facilities
for cooking, washing, etc., than at present exist
within the limits of a couple of rooms or even a five-.
roomed house. Suggested schemes to feed a family
on 6d. per head per day (or for other economies)
normally involve elaborate and expensive apparatus,
which only the well-to-do possess.
Conclusion.—In short, standards and costs must
in the first instance be taken as the actual, not the
ideal. It may be true that people generally could
live on less, or live better on what they have, by
T L i sl fo by e Lt Commites
prime joints . . , persists even among the poorest elements.’ ;. .4,

Meat traders should endeavour to ularise those cuty which
QoW in poor demand,* pov e
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satisfying various criteria ; but in practice men can
only come up to the level of their means, capacities
and prejudices. It is only possible to build upon
foundations that exist. Existing standards must
await the time and means of raising them. But
work towards improvement is one means of better-
ment. Waste exists; and its elimination, with
truer husbanding of resources, will do much to
raise the Standard of Living and lower its costs.



CHAPTER III

THE COST OF LIVING—HOW IT IS MEASURED.
INDEX NUMBERS

Type of Compariso'n Required.—The measurement
and comparison of Cost of Living at different times
involves calculation of a number of items d1ﬁenng
in amount and importance ; and thus the estimate,
even for a single class, is a complicated one. Many
commodities compose even the minimum of physical
necessaries, and their amounts and prices differ.
Some are consumed regularly from day to day,
others are purchased only at intervals; whilst the
goods most largely consumed may be lowest in price.
For it has been rightly said that nature provides
necessaries of life in greatest profusion, and that
competition has further developed and increased
their supplies. Thus, a labourer’s family may
consume much more bread than meat, but the price
of meat is much higher than that of bread. The
calculation, therefore, must allow for both amount
and price. Moreover, articles vary in quality, and
further allowance is required for this. It is thus
necessary to get suitable commodities, properly
adjusted in price and amounts, and of typical-

80
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qualities. The Cost of Living, therefore, is based
upon a series of prices ; and some means are required
to express this figure shortly. A total sum could
be so0 used, such as the average of 22s. 64. per week
spent on food by working-class families, which forms
the basis of the Cost of Living Index Number ;
but such figures, whilst giving actval costs at a
particular time, are not very suitable for compari-
sons. For this purpose a system of percentage
calculations is better adapted, in the form of what
are known as Index Numbers,

. Index Numbers: their meaning.—The Index
Number is described. by Professor Edgeworth' as
being utilised for the purpose of indicating changes
in the wvalue of money, though it is also used in
connection with other subjects, like output and
wages. But its main object is to measure alterations
in the value of money or in money costs, and
especially those which cannot readily be estimated
directly because of the variety of the items to be
taken into account. Index Numbers thus provide
a8 ‘common denominator of values’ for money
itself. The Economic (or Exchange) Value of a
commodity has been defined as its general purchasing
power (J. S. Mill, Principles) or the amount of
other things for which it will exchange. But this
deaciiption af thetk werbing In somewhar Foller et wil ‘v found
in chapter iz, of Professor Bowley's Elmmants of Stalistics. For an

exhaustive and detailed treatment, reference may be made to Professor
Irving Fisher's Ths Making of Indas Numbers.
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can only be expressed through some common
measure of value. Price, therefore, is the money
value of a commodity and represents its general
purchasing power. But money itself (see_chapter
iv} may vary in value, and means are required to
show its fluctuations. Index Numbers, therefore,
serve the purpose of expressing briefly the move-
ments in the value of money, and in general prices
as distinct from those of particular articles.
Professor Edgeworth adds that an Index Number
is ‘ constructed by combining several items, each of
which is a ratio between the price of a certain
article at a particular date and at the base standard
(i.e. the period specially chosen for purposes of com-
parison), and usually represented by the figure of 100.’
Such an Index can be applied both to general ideas,
like Cost of Living, and to particular commodities.

Index Numbers: how composed.—In composing
an Index Number a base (or unit of value) must
first be obtained. The object is to represent a fair
average of those things which the Index represents.
Thus the articles selected should be in universal
consumption and relatively steady in price and
output. In the Cost of Living Index, for instance,
fruityand vegetables (except potatoes) are omitted
because of their marked fluctuations in price,
Definite quantities of each item, and of a definite
quality, are taken, these being adjusted to the

pug;ose of the Index. The Cost of Living Index
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deals with working-class consumption, and the
qualities are those of grades of goods usually con-
sumed by the working classes, whilst the Board of
Trade Index of Wholesale Prices covers a wider
range of qualities. Having chosen articles and
qualities, it is necessary to settle their quantities,
. or relative proportions, to each other. This process
is known as weighting, or giving each article a place
in the Index according to its actual importance,
by a combination of the amount consumed with
the price, and adjusting matters accordingly. The
difference between an ordinary (or unweighted} and
a weighted average of prices is that the former is
the simple average of the prices of a number of
things, whilst the latter ‘takes account of amounts
consumed, In the Cost of Living Index, for instance,
the .average expenditure on bread, beef, sugar and
cheese was estimated at 2s. 634., 2s. 58d., 11id.
and 64d. per week in 1904, and they were given
weights of 50, 48, 19, and 10 respectively. The
effect of this is shown by the fact that between
July 1914 and March 1920 the increase in the prices
of these four articles was 121 per cent. on a weighted
and 149 per cent. on an unweighted average,* whilst
for all the articles of foed included in the calculation
of the Index, the increases were 133 per cent.
(weighted) and 139 per cent. (unweighted). In

¥ Thess results were due to the smaller average increases in the

more heavily weighted articles, vis.,bread 63 pes cent., beef 114 per
cent., sugar 290 per cent., cheess 130 per cent,
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short, weighting gives each article an influence in
proportion to its total consumption. Bread, for
instance, showed an average expenditure of about
2§ times that on sugar, on which nearly twice as
much was spent as on cheese. Again, in the Wholex
sale Price Index, cotton has double the weight of
wool, and coal rather more than double that of pig
iron.* Sometimes the influence of weighting is not
very great, and as a rule the difference between the
weighted and unweighted average decreases as the
number of articles included increases. Still, as the
just-quoted case of food shows, this difference is
far from negligible, and emphasises the importance
of proper use and adjustment of weights. Professor
Edgeworth lays down the following rules for com-
posing an Index Number:

(a) Selected commodities should be actual
articles of consumption rather than materials or
implements of preduction. )

» (b)) Retail, not wholesale, prices should be
utilised.

{c) Prices should be weighted to obtain a fair
standard, various methods of weighting being
practicable.

These rules appear to have special reference to
retail prices, as the second, and, to a certain extent,
! For the detailed composition of this Index, see Appendix L.
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the first, are inapplicable to Wholesale Prices.
Finally, a standard once fixed should remain

. unchanged for a considerable period, unless there is
definite change in standards of consumption or the
needs of consumers.* For, to secure a good standard
of comparison, an uniform basis is essential.

Index Numbers : the Base Period.—A definite year
or period is chosen to provide the base, the figure
for this being taken as 106, and those for any other
period being calculated in comparison with this.
Thus, in the Board of Trade’s Index of Wholesale
Prices, 1900 was, until recently, the base year, and
its prices were taken as xoo. Those of 1905 were
represented by 7.6 ; of 1915 by 143 ; and of 1919
by 296.3. In the last few years 1913 has been
taken as the basis (=100). Thus, to calculate the
percentage increase or decrease in any year, the
base-year figure of 100 must be subtracted from
that for the year. The most common base period
for index numbers is one year, 1900 being usually
adopted for English official statistics prior to the
war. An alternative method is to take a period of
years. Thus, the Economist Index Number is based
on five years, originally 1846-50, and at the present
time 19or-5. The Sauerbeck Index is based on a
ten-year period (1867—77). These longer periods
tend to give a better average and avoid the special

‘Itls'-lrguedlnsome‘ggm that for these reasons the present

Cost of Living Index ch was based originally partly on the
conditions of :gohnne:htobema.lcmud. ¢
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circumstances of particular years. 1900, for instance,
was not in every way suitable, for it marked the
culmination of a cycle of increases in prices, profits -
and wages, and some of its figures in certain cases,
such as coal miners’ wages,* were abnormal in
character. The base of the present Cost of Living
Index is a single month—July 1914—in regard to
which the objections to a single year would seem
to be accentuated. The object was to show the
position in the immediate pre-war period, and the
prices of July 1914 were not specially abnormal.

Points and Percentages.—The rise and fall of Index
Numbers may be expressed either as a percentage
or as so many points. The percentage is calculated
in the ordinary way by reference to the base figure
of r0o0. But where numbers are being compared
which are above or below the base figure it is simpler
to give the number of points or units of the total
figure. Thus the Index figure for Cost of Living
rose from 146 in 1916 to 176 in 1917, which is said
to represent a rise of 30 points. The percentage
change is less than the rise in points where the
figures are over 100 (about 21 per cent. in the case
quoted) and more where they are under 100. Thus
a fall of 6 points in Wholesale Prices between 1894
(94) and 1896 (88) represented a decrease of about
7 per cent.

1 Owing to the special conditions of the South African War,

2 Prices in the early months of 1934 had fallen back somewhat from
the boom figures of 1913.
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Ezamples of Index Numbers.—Index Numbers
are now put to various uses, but are chiefly utilised
to measure prices. Thus the Ecomomist’s Index
Number of average prices of 22 articles of general
consumption, when based on 1846-50, showed the
trend of prices since the years which saw the removal
of the Corn Laws. The Sauerbeck Index, again,
covers about 60 articles of general consumption at
the average prices of 1867—7. It is divided into
two main sections—Food and Raw Materials—and
also gives figures for particular articles, The Sauer-
beck Index is a good illustration of the use of a
term of years, for the base period covers both
the great rise which accompanied the Franco-
German war and the beginning of the subsequent
fall. Other important Index Numbers are that of
Jevons in the past and those of Professor Bowley
and Mr. G. H. Wood in the present day. To some
of them reference is made later.

British Official Index Numbers : Wages.—Official
Index Numbers in this country cover a fair range,
notably those of the Board of Trade and Ministry
of Labour.* Before the war the Board of Trade
Abstvacls of Labour Stalistics* contained Index
Numbers of Wages in the chief groups of industries,

t Some Ministry of Labour statistics were taken over by it from the

Board of Trade, -

8 This admirable publication has not been issned since the Esghtesnth
Abstract, Cd. 7733, 191%; but much of the information which it con~
tained is still published in other publications of the Board and Minjstry,
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of Wholesale Prices, and of Retail Prices in London.
The Wage Index, based on 1900, extended back
to about 1875-80. It included five of the chief
industries of the country, but covered only parts of
them, namely: Coal Mining (hewers); Building
Trades (bricklayers, carpenters and masons);
Engineering (fitters, turners, ironfounders and pat-
tern-makers) ; Textile Trades (cotton-spinners and
weavers, linen and jute operatives) ; and Agriculture
(cash wages of ordinary labourers on irg farms in
England and Wales). Two general Indices were
given, one including, and the other excluding,
Agriculture. The averages are unweighted, except
for the weighting of miners’ wages according to the
importance of the various districts, but, apart from
the lower wage rates prevailing in agriculture,
conditions were probably sufficiently similar to
render this a matter of indifference, and the effect
of including or excluding agriculture was found to
be small* The omission of labourers’ wages is
perbaps more important, but probably before the
war their changes were similar to those which took
place in the skilled men’s rates in these industries.
The monthly returns of actual changes in wages,
published in the Labowr Gazetle, are wider., They

cover all Industry, Mining and Transport, but

! For 19ot-10, for instance, the Index averaged 9o8.95, including,

and ¢8.28 excluding, agriculture, a difference of m?y 0.68, Other
t that the increase of agricaltural w: may have been

greates in t Britain as a whole than in and Wales.
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exclude Agricultural workers. They appear to
provide a fair, though not complete, survey of the
wage-earning class as a whole. The question, how-
ever, arises, especially in regard to the pre-war
returns, as to the position of the classes omitted.
Subsidiary investigations before the war tended to
show a wage movement in the excluded industries
similar to those covered by the official Index. ‘In
a few cases, such as railway service, wages appear
to have lagged behind the" general movement ; in
domestic service, on the other hand, they have
probably risen more rapidly. The wages of the '
casual workers, such as dock labourers, etc., are
higher to-day than fifty years ago, but no investiga-
tion has been made to show whether the rise is
anything like equivalent to the upward movement
of genmeral wages.”” On the whole, the available
returns, particularly since the war, appear to give
a fair picture of the general tendencies of wages,
but there are certain qualifications which must be
borne in mind in considering their present, and, still
more, their pre-war trend. In connection with this
subject, reference may be made to Professor Bow-
ley’s admirable Index of changes in real wages
since 1850, which includes an allowance for unem-
ployment. The Third Fiscal Blue Book* has also

3 W.T. Layton, An Introduction fo the Study of Prices (1920 edition),

Ap‘pendix F..”B. 183.
British Foreign Trads and Indusiry, Cd 4934 (1909), p. 223.
Table 104, -
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an unemployment Index based on Trade Union
percentages,

Wholesale Prices: the Board of Trade Index.—
The movements of Wholesale Prices form the basis of
those of Retail Prices and therefore of Cost of Living,
The Board of Trade Index (1873-1920) is based on
price movements of 47 principal articles, These
are mostly materials, for the reason that many
consumable products have so many varieties, and
their prices are subject to such frequent small
changes that their fluctuations are difficult to
measure. The 47 articles' are divided into four
groups, namely: Coal and Metals (Group I);
Textiles (Raw Materials) (Group II); Food, Drink
and Tobacco (Group III); and Miscellaneous
Articles {Group IV); Group III being further sub-
divided into four sub-groups. There are Index
. Numbers for each article, and a careful system of
weights is applied in calculating the Index Numbers
for sub-groups, groups and the whole 47 articles
covered. In one or two instances two or more
things are combined as one article, e.g. butter and
margarine, and bacon, pork and ham, A table
giving fuller details of the Index will be found in
Appendix I. Taking the Index asa whole, the Food,
Drink and Tobacco group is given a weight equal
to 65.2 per cent. of the total, and Food of 63.5 per

! Since rgzo, the revised Index has covered 150 items, including
somemanufactured goods. A smaller weight is assigned to food.
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cent.,, compared with 60 per cent. in the Cost of
Living Index. The range of articles covered is
wide, an important omission, owing to their price
fluctuations, being fruit and wvegetables (except
potatoes}, Home prices only are given for beef and
mutton and import prices only for bacon and cheese.
Cost of Living: Pre-War Figures,—Apart from
certain special enquiries, like that of the Board of
Trade in 1904, pre-war official returns include such
statistics as:
()} Retail food and coal prices in London since
about 1890; and
(1) Changes in retail prices of food, rent and
coal in London and the chief towns of the United
Kingdom (Board of Trade Cost of Living Enquiry,
‘1912, Cd. 6955).

These are a valuable guide to pre-war conditions,
as they are based on similar information to the
present figure. The London food figures are a
weighted average of 23 articles of common con-
sumption, including 12 of the 14 in the Ministry of
Labour Food Index, butter and margarine being
omitted. These 12 have a combined weight of 315
in the London figures, and the other eleven together
one of 45 only.? The most important omission, fruit
and vegetables (except potatoes), does not appear

*These articles (weights i brackets) were: pork (xs), rice (3),

ta N al Vel , , treacle
pioca (1) {:;:h:e (su (t;c;.ee {2) F:lm (t) jams {4), (2),
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in either list. The London increase in Retail Food
Prices over 1go4 was 12.I per cent. in 1913 and 14.1
per cent. for the whole of 1914 ; but allowing for
the war months, the increase in rqgr4 prior to the
war was probably about 11.0, that is if there was a
simjlar set-back with retail as with wholesale prices,
Between 1904 and 1913 coal prices rose over 14 per
cent., whilst rents showed at most a slight ‘increase
—a fall in London being balanced by increases
elsewhere. A rough weighting of various returns,
including those of the rg12 Cost of Living Report,
seems to indicate approximately that between 1904
and 1914 there was an increase of about 10 per
cent, in Cost of Living, which in these returns
covered only food, rent and coal. If the comparison
is made between rgoo and 1gr4 the increase was
perhaps about 2 per cent. more. The Ministry of
Labour believed that increases in Wages and Food
Prices practically balanced between 1904 and 1914,
and thus wages appear since 1900 to have lagged
somewhat behind food prices, and to a lesser degree
bebind Cost of Living. It will be noted that com-
ponents of Cost of Living differed somewhat before
and after 1914.

Cost of Living since 1914 ! the Ministry of Labouy
Index Number.—Working-Class Cost of Living is
now measured in some detail by the Index Number
of the Ministry of Labour. This covers a consider-
able variety of articles of working-class consumption,
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The base pericd is July ¥914. Prices and expenditure
are calculated partly on those of 1904, adjusted
subsequently to the levels prevailing in July 1914.
-The Food Index is based on a Board of Trade
Enquiry of 1904, which collected and examined
1,944 working-class budgets, As with Wholesale
Prices, there are now separate Indices for each
main group, and in the case of food, fuel and light,
for individual articles. The composition and working
of the Index is fully explained in the Labour Gazette
for February 1921 (pp. 69—72), but, in view of its
importance, it deserves a rather detailed examina-
tion. - The following points may be noted :

(i) The Index attempts to get at actual
working-class expenditure in the necessaries and
small comforts of existence, i.e. on the basis of a
standard of living (rather than of mere physical
existence).

(ii) Covering a wide range of working-class
incomes, it represents their average expenditure
and does not distinguish between the position of
different sections (e.g. skilled men, labourers, etc.) :
it is based on wrban expenditure.

_ (iii) It covers the chief articles of consumption,
and omits a number of small articles which do
not, in fact, appreciably affect the result.

(iv) It is a weighted average, calculated on
proportions spent on the different groups of
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which the Cost of Living is composed, with
allowance, e.g. in the case of food, for expenditure
on certain articles omitted in calculating price
variations for reasons given under (iii).

(v) It aims merely at showing actual expen-
diture and its changes, and does not profess to
say whether the standard of 1914 was or was not
adequate.

(vi) It assumes the maintenance of the same
standards as in 1914, and makes no allowance

for changes.

The Index is thus based on an average standard.
So far, therefore, as working-class expenditure
varies with income, changes in Cost of Living will
not necessarily affect equally different sections of
the working-class. The Ministry of Labour have
pointed out how, at different times, some com-
modities have risen more than others. Thus, in
March 1920, ‘beef prices have little more than
doubled, whilst granulated sugar is nearly four
times the pre-war price’; or again, ‘ bread, mar-
garine and tea have risen less than the average.’
There may, therefore, be a difference in the experi-
ence of poor and well-to-do working-class families,
if, as is probable, the former spend more in propor-
tion than the latter on bread, tea, etc. Again, food
prices at that date had risen more than general
Cost of Living, and the proportion of income spent
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on food tends to increase as its amount decreases.

Cost of Living Index : its Divisions.—The statistics
cover five main groups—i) food, (i) rent, (iii)
clothing, (iv) fuel and light, and (v) other items—
which may each be briefly considered. The weights
are based on the proportion spent on each group of
an average wage of 36s. rod. per week in 1904.

(i) Food.—The original index is based on the
actual expenditure in 1,944 urban working-class
budgets on 14 chief articles of food, weighted. in
proportion to their relative importance. On these

~ the average expenditure in 1904 was x7s. 1}d.
per week, whilst the total expenditure on food,
after allowing for articles omitted for various
reasons, was estimated at 22s. 64. per week, or
about three-fifths of the total wage. Food is,
therefore, given a weight of 60 per cent. of the
total in calculating Cost of Living. The Ministry
point out that, owing to ‘ almost equal increases
on the average in prices and wages’ between ~
1904 and xqr4, the cost of food would account
for a very similar proportion of the wage in either
year, Of the articles omitted, the most important
are fruit and vegetables {(except potatoes), whose
inclusion is impracticable owing to ‘the wide
variations in quality, the “ seasonal *’ variations
in supply, and the consequent impossibility of
obtaining continuous and comparable records of
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prices.” As regards the other omissions, °the
inclusion of a number of articles of relatively
minor importance would not materially affect
the average percentage increase . . , they form
a Telatively small proportion of total working-
class® expenditure, and some have increased in
price more, and others less, than the average.
To secure current retail prices of these articles,
information is obtained from all towns with a
population of over 50,000 in 191Z, and from 540
smaller towns and villages in the United King-
dom, or 620 in all. Returns are made altogether
by about 5,500 representative retailers, with
a working-class trade, including Co-operative
Societies, large ‘multiple’ firms, and private
shopkeepers, some of whom have a number of
shops.* The system of weighting is not applied
to the prices of individual articles, which are
simply averaged for each town, and, for the whole
United Kingdom, the mean of the average prices
of large and small towns is taken.

(il) Rent (Including Rales).—The information is
based on rents of ‘unfurnished dwelling-houses
of the type usually occupied by working-class
families,” Up to March 1920, the Rent Restric-
tion Acts practically limited increase in such reats

e L o b bigher bl ot 3 ad T 10 feuros for thete

* During the prevalence of control this information was supplemented.
by prices fixed in Food Contral Orders.



56 THE COST OF LIVING

to the equivalent of the rise in rates, and the
information was concerned primarily with the
latter. It was based on returns from the Town
Clerks of 100 of the principal towns. Subsequent
changes in the Acts have necessitated further
enquiries as to rents. The averages only represent
a general figure, London rents being considerably
higher, and those of some towns appreciably
lower.

(i) Clothing.—The information covers both
articles of clothing and materials, as in some cases
sufficiently accurate information could be secured
only for the latter. Usually, and, where they are
made up at home, always, prices of materials
adequately represent movements in prices of
finished articles.  But, where prices are altering
rapidly, and changes in materials will not be fully
reflected in those of finished articles, allowance
is made, e.g. with an increase, ‘ for the fact that
the cost of making-up has not advanced similarly.’
The range covered is wide, inclading men'’s suits
and overcoats, woollen and cetton materials for
women’'s outer garments, woollen and cotton
underclothing and hosiery and materials for mak-
ing them, and boots. The prices are those of
grades normally purchased by the working-
classes, The statistics are collected from repre-

- sentative retailers and dealers in all large towns.
The arithmetical (#of the weighted) average is
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used, but, owing to the great variety of prices
and qualities, a somewhat more detailed method-
of calculation is necessary. The wide range of
quotations and many influences, like variations
in size of retailers’ stocks at the opening of the
war, have increased the difficulty of measuring
price changes and render the measurement only
an approximation to the true figure.
(iv) Fuel and Light.—The components of the
- group are coal, gas, oil, candles and matches.
The prices are calculated from monthly returns
by retailers and correspondents in 26 to 30 large
towns, supplemented at intervals by wider
enquiries. The prices of each article are computed
on an arithmetical average, and they are given
weights according to their relative importance,!
(v) Other Items.—This group comprises: (a)
soap and soda; (b) domestic ironmongery, brush-
ware and pottery; (c) tobacco and cigarettes;
(d) fares; {¢) newspapers. (¢}, (d) and (¢) are
omitted from Mr. Rowntree’s calculation. Prices
of sub-groups (4) and (b) are computed from
returns from 20 to 30 principal towns, and those
of the rest from ‘ public announcements * supple-
mented, where necessary, by special enquiries,
The returns for different articles are roughly
weighted to get average prices for the group.

1 Weekly pre-war expenditure was about rs. &4. to 25, (coal), od. m
. {gas), 3d. on the other items.

EvL
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The results represent only an approximation, but
‘ the importance of these items is small, relatively
to the total family expenditure, and the precise
amount of increase is not a matter of substantial
importance.’ Furniture and fepairs are not
included, possibly from difficulty in calculating
price changes,

Cost of Living: Group Weights and Distyibution
of Inmcome.—The 'various .Groups are carefully
weighted according to their relative importance,
Food, for the reason already given, had the same
weight in 1914 as in 1go4. The weights for the
various Groups in 1914 were : Food 7} (60 per cent.);
Rent (including Rates) 2 (16 per cent.) ; Clothing 1}
(x2 per cent.) ; Fuel and Light 1 (8 per cent.); and
Other Items § {4 per cent.), with a total weight of
12}. This distribution of income is similar to that
of Mr. Rowntree's Physical Efficiency Minirnum, the
proportions spent on Food, Clothing and Other
Items being higher, and on Rent and Fuel lower.
The Cost of Living figures seem to leave a surplus
of about 1s. per week, to cover excluded items,
including insurance. Probably Mr. Rowntree's
efficiency test accounts for his smailer proportion
on food. Normally, the lower the income, the higher
the proportions. spent on this, Thus the Sumner
Committeer calculated that these proportions were
54.8, 56.2 and 56.7 per cent. respectively for skilled,

1Cd. 8980,
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semi-skilled and unskilled labourers’ budgets in
July 1914, and 60.5, 63.4 and 64.9 per cent. in
June 1918. Again, Mr. Rowntree found that the
poorest class of workers in York, with 18s. a week
or less, spent 73.5 per cent. of their incomes on food
and 22.3 per cent. on rent.

Cost of Living Index: Limitations.—The Index
has been criticised from so many directions as to
constitute evidence of its substantial accuracy.
Some criticisms are based on grounds of general
policy, such as inclusion or exclusion from the
calculation of increased taxation, or the failure to
allow for reduction in consumption, or the forced
use of cheaper substitutes, owing to high prices and
short supplies. These, however, are scarcely
valid criticisms. The Index rightly aims at showing
changes in the cost of keeping up a particular
standard of living. Reduced consumption and sub-
stitution may be desirable things, as, for instance,
a proper contribution of the classes concerned.
towards war burdens.* But this is a question of
policy, not statistics, and, in fact, these criticisms
are really evidence that the Index has the merit of
consistently comparing like with like, Nevertheless,
it is subject to various qualifications :

(i} It is an average of a number of separate
standards, and, even so, is only an approximation.

! This, however, will not apply to * substitution of choice® where
an oqual or fuperior subatituts is available.
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(ii) It does not cover all the items in the
ordinary standard of living, even of the working-
classes, though the Ministry contend, probably
with justice, that the inclusion of expenditure
omitted would not seriously affect the general
results: a possible exception to this is provided
by Insurance (see p. 119), expenditure upon which
appearstohave varied little between 1914 and 1918,

(iii) Yt does not allow for lodal variations, which
may be appreciable, e.g., notably in rents.

(iv) It is based on urban experience and may
not adequately represent rural conditions.

(v) It gives an average for all families, and
does not show the effect of price changes on
families of different size. For instance, the
greater rise in the prices’of milk during at least a
considerable part of the war and post-war period
as compared, for instance, with bread, tea and
margarine, would involve a more than average rise
in the cost of living for families with young children.

(vi). The Index cannot show the different
effects of price changes on the standards of partic-
ular sections of the working-classes, and still less
these effects on the costs of other sections of the
community, though the information on which it
is based may indicate general tendencies.

These limitations of the functions of the Cost of
Living Index are to some extent inevitable. The
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question of improvement and revisions, moreover, is
complicated by the fact that stability in the Index is
a prime essential. As money measures the values
of individual commodities, so the Index measures the
value of money. In either case a fixed and definite
standard, so that people may know exactly what it
is and upon what it is based, and have the necessary
confidence in it, is of more importancg than
theoretical exactness.

Possible  Improvemenis.—The possibility of
development of the Index to show, for instance,
the main differences in price movements as they
affect different localities or classes of the community
is worth considering. Even here, however, with
many wage rates based largely upon the Index, a
- variety of sectional and local figures might well
create much confusion and difficulty. Again, the
course of social and industrial progress tends to
change the cost of living by changing either the
needs to be satisfied or the cost of satisfying them ;
and this will apply to the 20 years since the basis of
the present Index was first calculated. The fall in
the Birth Rate since 1904 probably means a reduc-
tion in the size of the average family, and therefore
in the relative cost* of maintaining the average
standard of 1904 or 19rj." Direct decreases in

*ie allowing for general increase in prices.

3Cf. Has Poverly Diminishad ? By Professor A. L. Bowley and Miss
M. H. Hogg : * Over 11 per cent. of the families contained four or mors
dependent children in 1913, less than 8 per cent. in 1924 : 23 gu'cmi.
contained three or more in 1913, less than 17 per cent. in 1924,
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costs, brought about by industrial progress, are,
indeed, reflected in Cost of Living ; but where they
take the form of cheaper and better substitutes this
may not be so ;" and there may be a real decrease in
the cost of maintaining particular-standards that
is not reflected in the Index. Thus smaller average
families and developments of ‘ substitutes of choice ’
may constitute a case for revision of the Index. At
present, however, as suggested by the Ministry of
Labour evidence before the Coal Commission, things
are probably still somewhat abnormal, and revision
is undesirable pending full re-establishment of
ordinary conditions, * _
The Lag of Retail Prices.—The connection between
Retail and Wholesale Index Numbers is important,
since the movements of the latter form the basis for
changes in the former, and further retail prices tend
to follow wholesale only after an interval. This is
due to delay in disposing of stocks, previously-
purchased, to time taken by retail conditions, e.g.
wages, to adjust themselves, and to the fact that
elements in retail prices may not change so much or
so soon as wholesale. There is often an additional
lag of wages behind prices (see also chapter iv).
Thus between 1900 and 1914 rising prices were
followed only after an-interval by wages: and
recently some retail prices have not, for various
1 For Labour criticisms of the Index and the Ministry’s reply to

them, sce Labour Gasslts, August, 1921, p. 392, and September 1921,
PP 4525
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reasons, fallen to correspond with wholesale. The
lag of retail prices seems most marked where changes
are rapid. The following Table illustrates the
working of this tendency in regard to food prices
between 1900 and 1913 :

INDEX

Retail Wholesals -

Year Food Prices Food Prices
{London} {United

Kingdom)
1900 .. 100.0 100.0
1905 . 102.8 101.2
-1910 o 109.4 109.2
191 .. 109.4 111.8
1912 . 114.5 119.9
3 .. 114.8 117.7

Thus, between 1900 and 1905 wholesale food
prices rose rather less rapidly than retail, whilst
when the general rate of increase quickened, retail
prices nearly lost the lead between 1905 and 1930.
From 1903, indeed, the lag really began, slowly up
to 1910 and rapidly in 1911 and 1912, whilst in
1913, when wholesale prices fell, retail continued
to rise. -

Middle-Class Cost of Lsving: the Civil Service
Bonus.—Middle-class cost of living has not yet
been the subject of definite statistical calculations,
Bonuses and other increases, therefore, are not
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usually based on definite figures, but on rough
-estimates, affected by supply and demand, ‘ charging
what the traffic will bear * and like considerations.
With the salaries, up to about £500 or £600 a year,
a 50 per cent. increase was apparently not uncommon
atone time. The most valuable figures are, perhaps,
those of the Civil Service Cost of Living Bonus,
which was based on definite enquiry into the con-
ditions of the service. An award published May
1920, and applied as from March 1st, 1920, fixed
the following rates of bonus on salaries up to £500
a year on the basis of the 130 per cent. increase in
working-class Cost of Living at that date:

(i) On the first 35s. per week ({91 5s. per annum)
of all pre-war salaries, 130 per cent.

(i) On the amount of all pre-war salaries between
£91 55. and {200 per«annum, 60 per cent.

(iii) On the amount of all pre-war salaries between
£200 to £500 a year, 45 per cent.

For every rise or fall of a full 5 points in Cost of
Living, the bonus was to increase or decrease by
¥e (rhv). The bonus is calculated on the Cost of
Living of the preceding six months,

Working of the Scale.—This gave, in practice, a
sliding scale of bonus roughly varying with the
income. For working-class rates of pay the bonus
equalled the increased cost, and the rate decreased
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as the salaries increased, Thus, the bonus was
95 per cent. of the increase in Cost of Living at a
pre-war salary of £100 a year, about two-thirds of it
at {200, about half at £400, and somewhat less than
half at £500. A continuance of this scale would give
bonus of a little over two-fifths of the rise in Cost
of Living at £fgoo a year. On the figures for the
previous six months, the bonus for the summer of
1925 would be on the basis of an 8o per cent. increase -
in Cost of Living; and the scale of bonus up to
£500 a year would range from 8o to 33 per cent. of
the salary. The scales appear to be based on the
principle that above a certain point essential
expenditure ceases, and, owing to greater facilities
for substitution and economy, the real increase in
Cost of Living is less with the higher incomes.

As already suggested, there seems some evidence
to support these assumptions.



CHAPTER 1V
PRICES AND COSTS

Meaning of Value and Price.—Value has various
meanings in ordinary life and in Economics. Thus
Adam Smith distinguished between Value in Use
and Value in Exchange, out of which Jevons and
. Marshall developed the ideas of Total and Marginal
Utility. The Austrian School, and in this country
writers like Smart, worked out the idea of Subjective
Value—the capacity of a good to satisfy a human
want or purpose, which cannot be satisfied except
by that particular good—as distinct from objective
Exchange Value or power in exchange. As it is
in this latter sense that the term Value is generally
used in Economics, it seems best to adopt it as the
definition, and to say, with J. S. Mill, that ‘the
Exchange Value of a thing is its general power of
purchasing, the command which its possession gives
over purchasable commodities in general.’*- Thus
¥Value is a relative term, and represents the quantity
of other things for which a commodity or service
will exchange. Such power in exchange can only
be measured, as length and weight are measured,

¥ Pynciples of Politscal Ecomamy, book fil., chapter %
66
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by reference to a definite standard, with which
values of all articles may be compared. This
common standard is provided by Money, and * the
value of a thing in relation to money, the quantity
of money for which it will exchange,’* is termed
its Price. Price, therefore, is value estimated in
money, and in this sense there is no su¢h thing as
price of money, which would simply be the value
of money estimated in money. But there is such
a thing as the value of money, and we can talk not
only of the value of commodities estimated in money,
but the value of money estimated in commodities.

Partscular Prices and Values.—Particular prices
represent the value of individual commodities, and
tend to adjust themselves to general changes in
price. ‘ Relative prices,” it is said, ‘are adjusted
to relative values,” With a general change some
commodities rise (or fall) at first more rapidly than
others. But prices of individual articles depend
on their values relatively to each other., Hence
commodities which in such circumstances rise (or
fall) less than others are relatively under- (or over-)
valued, and consequently are relatively cheap (or
dear). The normal results of demand and supply
follow, and, wunless causes have been at work
permanently to alter relative values, prices of
individual commodities will before long be adjusted
to their normal values, and will bear the same

11bid,
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" proportion to each other that they did before the

general change. As, however, the elasticity of
demand and supply varies more for some com-
modities than for others, there are certain readjust-
ments after every big change.

General Prices.—General Prices mean the sum or
average of prices asa whole. ‘ The phrase, * general
level of prices,” * says Mr. W. T. Layton, ‘ expresses
the relation between the value of commodities and
the article chosen as the standard of value.’ The
instrument of measurement is the Index Number,
which serves ta express both the value of things in
general in money and of money in things in general.
An increase in the Index means a general rise in
prices of commodities and a fall in the value of
money, since more of it has to be given for com-
modities. Similarly a decrease in the Index means
a fall in prices and a rise in the value of money.
In fact, estimates of general prices do not involve
calculation of those of all commodities and services
as in strict theory they should. So elaborate
a calculation is impossible, at least with present
knowledge. Some commodities, as already ex-
plained,* can safely be omitted without seriously
affecting the general results. Thus at present
estimates of General Prices are confined to a limited
number of important articles and services, both in
“official and unofficial index numbers. In particular,

1See pp. 53-5.
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services—in the wider sense of functions distinct
from the actual manufacture of material commodities
—are little represented.

Changes in Price-Levels.—Over a sufficiently long
period individual fluctuations in prices of a repre-
sentative series of important commodities tend to
balance each other. Some may rise, others fali,
so that their total value remains stable, and, apart
from alterations in the value of money, changes
are likely to be small. Therefore, any change in
the price level (or index  number} can be safely
attributed to a change in the purchasing power of
money. Such a change may be brought about
either by a general increase or decrease in the supply
or cost of production of commodities, or by an
increase or decrease in the quantity of money. In
fact, such a change need not affect all the items on
either side, provided that it is sufficiently wide to
upset the established relation between money and
commodities. Thus an appreciable rise or fall of
a few important commodities may alter the average
price-level. This, in fact, is an exception to the
general rule of the stability of commodity values
over long periods. A similar result may follow
a change in credit without alteration in the output
of gold, :

Influences Affecting Production.—Causes leading
to general increase or decrease in Costs of Production
tend to alter the price-level. Discovery of new
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plants, opening of new sources of supply and develop-
ments in transport have played a big part in increas-
ing the value of money, by.* calling in a New World
to redress the balance of the Old.’ Changes in
productive and commercial processes, inventions,
improvements in organisation, increased output,
removal of restrictions on work and efficiency,
better education, better health, all play their part.
Reforms, which at first sight seem liable to raise
costs, may have the reverse effect. Increased
wages, leading to higher standards of living and
healthier populations, have often increased efficiency.
The experience of Factory -Acts, the recent work of
the Health of Munition Workers Committee and
the Industrial Fatigue Research Board have shown
that in various employments certain ranges of hours
produce maximum output. Health and Unemploy-
ment Insurance, providing sustenance during sick-
ness and unemployment and more security for liveli-
hood, are likely to benefit increasingly the health
-and efficiency of the workers. Other causes are at
work to increase costs, War, with its destruction
of life and capital, interruption of transport facilities,
failure of capital to carry out improvements, ca’
canny by the workers, industrial unrest and ex-
cessive taxation, contribute to this, Many benefits
of high wages and reduced hours are nullified if
full scope be not allowed for the greater efficiency
to which they can lead ; and low wages, casual labour



PRICES AND COSTS B

and insecurity of employment reduce output and
raise costs, by producing both physical deterioration
and mental hopelessness.

Curvency and Credit Influences—The Quantity
Theory argues that  the value of money varies with
its quantity.” Much ingenuity is spent in discussing
whether paper money and credit instruments are
money or merely substitutes for money. What
is of real importance is the relation between money
and the work which it has to do.. With so many
transactions to be performed, and with a particular
level of prices, a certain amount of purchasing power
is required, allowing for rapidity of circulation.
Money may change hands few or many times in a
given period, as may commodities. ‘Thus the
real relation is between the total number of trans-
actions or exchanges, and the total quantity of
money. If the work to be done increases more
quickly than the quantity of money, the value of
money rises and prices fall ; and conversely, if the
quantity of money rises the more rapidly. Whether
paper money and credit are regarded as money or
as money substitutes, the effect is the same. In
the one case their efficient increase (inflation) or
decrease (deflation) increases or decreases the
quantity of money. In the other, their increase
economises the use of money by taking over part
of its work, whilst credit deflation increases the work
of the currency and raises its value. Im short,
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it is the total purchasing power (metal, paper and
credit) that determines the value of money.

Monetary Influence and Prices—The influence
of money and credit on prices takes wvarious
forms :

(i} There are direct changes, due to increase or
decrease in the output of the mines. These, owing
to the durability of the metals and the large stocks
in existence, have little i:mmediate effect, but, if
continued for a sufficient time, appreciably influence
the quantity of money.

(i) Changes in monetary policy affecting use of
the metals are important. The establishment of
gold monometallism in place of bimetallism in
Germany and the United States, and the closing of
the mints of the Latin Union* to silver in the
‘seventies largely assisted the rise in the value of
money in the last quarter of the nineteenth century.

(iii} The bank-note, prior to 1844, and the cheque
have done much to economise gold, their influence
being largely exerted to meet the increasing demands
of trade, without a corresponding expansion of
metallic currency.

(iv) Banking policy has an important bearing
on price-levels; in this country in particular the
alterations in the bank rate, when effective, contract
and expand credit.

! A bimetallic union, mainly of Latin nationy, comprising France
Italy, Belgium, Switzerland and Gresce, !
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{v) Paper currency issues are important. Over-
issue has frequently caused a fall in the wvalue of
money—to practically nothing in cases like the
Assignats of the French Revolution, the Russian
rouble and the German mark ; to a fraction of its
face value, as with the franc at present, and to a
lesser extent with the British treasury note, the
American greenbacks and the British Bank Restric-
tion of x797-1819.

{vi) Over-issues of credit have similar results,
as illustrated by the effects of Government borrow-
ing during and immediately after the war, and by
the subsequent deflation.

Results of Falling and Rising Prices,.—Complete
stability in the value of money is difficult to secure,
even under a Gold Standard, especially when
account is taken of influences which raise the value
of money by lowering costs of production. As
things are, Gold, and any monetary systems based
on a Gold Standard, whilst liable to slow changes
over considerable periods, are normally free from
severe fluctuations, Systems not based on Gold
(or on a bimetallic system) have generally proved
subject to large and often violent fuctuations.
Even with the most careful handling, as during the
Bank Restriction, fluctuations have been greater
than under a Gold Standard. Such Buctuations
are normally bad; but where they are slow and

gradual certain advantages and disadvantages
FL
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accompany either a rise or fall in general prices.
On this matter economic opinion has been divided.
Some economists have regarded a gradual rise in
prices—a slow inflation, in fact—as possessing many
advantages from the productive standpeint. J. R.
McCulloch even argued that ‘a slowly progressive
depreciation of money is a result eminently to be
desired.” Many other economists—and notably
Marshall--have insisted rather upon the importance
of the consumer, and the advantage of a slowly
falling price-level, thus emphasising the conditions
affecting Cost of Living.

Benefits of a Slow Rise.—The favourable effects
of this may be summarised as follows:

(i) The burden of more fixed charges on industry,
rents, debenture interest, etc., is reduced, because,
whilst prices fall, they remain constant, at least
for a time. '

(i) The ‘lag’ of wages behind prices temporarily
reduces cost of labour. '

(iii) Machinery and materials are bought at a
Jower level of prices and their products sold at a
higher level,

(iv) Where the rise is due to increased mining
output larger quantities of gold reach the banks,
increasing their reserves and cheapening credit.

(v) The psychological influence is favourable ;
rising prices suggest increased profits and stimulate
production.
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(vi) Increased output leads to an increased scale-
of production and lower costs, an advantage which
may prove permanent when more temporary
influences disappear, with adjustment of wages,
interest, etc,, to the new conditions. .

Thus, when they are due to natural and not
artificial causes, it is claimed that slowly rising
prices stimulate industry, whilst with falling prices
most of the foregoing causes bave an opposite effect
and increase its burdens.

Disadvaniages of Slowly Rising Prices.—Such a
rise, it is argued, favours the manufacturer and the
ordinary shareholder, at the expense of a general
increase in the Cost of Living in excess of money
incomes, and so the increased product will be badly
distributed. The rise in wages will not balance
increasing costs, especially at first, and until things
have time to adjust themselves ; whilst with slowly
falling prices a benefit to the workers accrues from
the ‘lag’ in the fall of wages. Against this, the
supporters of the first view maintain that rising
prices will bring better employment and more over-
time, so that real earnings will be increased, in spite
of the wage ‘lag,’ and that sooner or later wages
will be adjusted to the price-level. Moreover,
increased production means a greater total product,
which, with adequate organisation of the work-
people, should ultimately cause wages to increase
more than Cost of Living. The question, indeed, is
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’.
largely one of fact, one side arguing that the gain
outweighs the loss, the other that a temporary loss
in real wages is certain and the subsequent gain
problematical. The position of the salaried classes
seems to be similar to that of the manual-workers.
Some of them are less well organised, but the higher
grades of brain-workers often possess something of
a monopoly value. The small shopkeeper class,
"however, may not be able to adjust their
charges sufficiently to balance their increased
costs. They lose by any decrease, and benefit
by any increase, in working-class purchasing
power. The chief burden of rising prices, however,
falls on the fixed incomes, both of the professional
classes—clergymen, doctors, civil servants, the
Universities and the teaching profession—and the
persons who are living on rents or interest. A rise
in prices, therefore, tends to benefit producers
of commodities at the expense of producers of
‘ services.” Professional incomes tend to respond
slowly fo changes in cost of living, and they gain
from a fall, since increases in their incomes, once
they are obtained, tend to be permanent. Those
living on rents or interest lose most heavily, suffering
both by the fall in the value of money and the
reduced capital value of their investments.

The Lesson of Past Experience.—So many dis-
turbing causes are at work that the available infor-
mation must be used cautiously, and, between the
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two views, past experience is not conclusive. Thus
the third quarter of the nineteenth century was on
the whole one of rising, and the fourth one of falling,
prices. But the former period was a period of
continuous advance in production, with increasing
employment,” and the latter, except in its closing
years, saw much industrial depression. Money
wages, therefore, rose rapidly in the former period
and very little in the latter, until the commence-
ment of a new rise in prices in its closing years,
Over the whole the difference in the rate of increase
of real wages was slight, even when allowance is
made for the better and more regular employment
of the earlier period *; but this is partly due to
the rapid increase in the last few years of the century
under the influence of the new rise in prices. The
experience of 1850—75, however, was not repeated
after 1goo, when rising prices were accompanied
by a fall in real wages. The facts emphasise that
the vitally necessary thing is national production,
rather than the rate of exchange. A larger output
of the necessaries and comforts of life at higher
prices is better than a smaller output at a lower
level, provided always that the increase is fairly
distributed. It must be borne in mind, however,
that the benefits of such a rise in prices will not
occur when the rise originates in increased costs

1 See, for instance, the admirable table on the period from 1350~
1910 on p. 184 of Mr, Layton's Iniroduchon fo the Study of Pricesy
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of production or diminished sources of supply.
Under such circumstances rising costs of production
mean greater efforts for the same results. Hence
such a rise in prices is bad, and a fall brought about
by lower costs is good, though such cheapness may
be too dearly purchased, as, for instance, by sweated
lIabour.

Rapidly Rising or Fluctuating Prices—Considera-
tions in favour of a slowly rising price-level cease
to apply to a large and rapid increase, especially
if accompanied by fluctuations, and the unfavour-
able arguments are enormously strengthened. An
intolerable burden is inflicted on fixed incomes,
leading - to degradation of social standards; and
this may take place over a wider area, owing to a
pronounced wage ‘lag.’ The effects on classes
close to the physical- minimum are particularly
grave. The rise in prices seriously injures thrift
and foresight in spending earnings, and this may
be accentuated by fluctuations. Such changes,
moreover, if due to manipulations of credit or paper
currency, injure a nation’s credit, which is specially
serious to a country so largely dependent on foreign
trade as is Great Britain. There may, indeed, be
a temporary stimulus to trade, but this is unsound
and is seldom lasting, An extreme illustration is
afforded by Germany after the war, when at one
time the fall in the mark was so rapid that transac-
tions undertaken at a handsome profit would not,
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by the time payment was made, yield sufficient
even to replace raw materials. Such resuits cannot
in practice occur with gold, owing to its durability
and the very large stocks in existence, and the
biggest mining boom can only affect prices gradually
and to a limited extent.*- This practical prohibition
of violent fluctuations in value is one great advantage
of a Gold or a Gold Exchange Standard.

The Importance of Stability.—In conclusion violent
flactuations in the value of money are always
injurious. As between a gradual rise or fall in
prices strong arguments can be put forward on
both sides. But, apart from a rise in the value of
money due to increased efficiency, lowered ‘costs
or extended supplies, any fluctuation tends to lead
to a feeling of insecurity and to produce changes
in purchasing power and readjustments between
classes or sections of the community which benefit
some at the expense of others. Whilst, therefore,
there is a case for a slow rise as against a slow fall,
or vice versa, all arguments favour stability against
either. Stability, indeed, which would prevent
decreased costs from taking effect in reduced prices
is not desirable ; but it is of great importance to
secure it so far as it concerns the precious metals
and the currency generally. The difficulty is that
in the past Government manipulation has almost

! The nearstt approach tn a very ra fall!ntbevalueoﬂhepndom
matils is o be found in the events of the sixteenth century.
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invariably led to tampering with the coinage. All,
and not only recent, monetary history i$ a warning
that unsound monetary policy is a fruitful source
of evil—productive of lower standards of living
through increased costs—for at least large sections
of the community. Nevertheless, the difficulties
may not be insuperable. Any proposals,* therefore,
on practical lines for promoting stability in the
monetary system, without providing opportunities
for Government to interfere with its working, will
be well worth careful consideration.

~

1 There are, for instance, those of Professor Irving Fisher;



CHAPTER V

COST AND STANDARDS OF LIVING, I350-IQL4

Past History of Cost of Living : Early Days.—A
brief sketch of the history of Cost of Living and
earnings from the fourteenth century may be of
interest. Early information, based on the price of
wheat and the wages of carpenters and agricultural
labourers, suggests that between 1300 and 1450 a
real rise took place in the standard of living,
pa.rhcularly after the Black Death (1349).* Adam
Smith estimated the price of the quarter of corn
in England in 1350 at the equivalent of about 20s.
of our present money, or a little above the lowest
level reached by wheat in the closing years of the
nineteenth century.® The Standard of Living
reached its highest level about 1440 ; and Professor
Meredith argues that real wages, measured in corn,
. were higher between 1440 and 1490 than at any
time till the second half of the nineteenth century,
but it is doubtful if this applies ta Cost of Living
generally.

! See Qutfines of the Ecomomic History of England, by H. O Meredith
(Ag:ﬁ L, p&*:u .;:E:'d'c'llsl'rll reproduced from Dr. Steffen’s MHistory

Soo L1

Monsy and tis Relakion do Pricas, chap. §il, which
hmuc.hnudinw Hullnm.

8x
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The Sixteenth Century.—The sixteenth century
was a period of rising prices, rising costs, falling
real wages and unemployment due to the disband-
ment of baronial retinues and the enclosures for
sheep-farming, This evil was much reduced later
in the century by the growth of the woollen manu-
factures, the revival of tillage and the social legisla-
tion of Elizabeth. The rise in prices in England is
attributable to two causes, the debasement of the
coinage by Henry VIII and his successors and the
opening-up of the silver-mines of Mexico and Peru.
Real wages declined seriously during the century.
Adam Smith argued that before 1570 the silver of
the New World did not appreciably affect prices,
and that the value of silver continued to rise till in
1570 the price of a quarter of corm was equivalent
only to about 10s. of our present money. Con-
sequently the fall in real wages and the rise in prices
prior to this date can be attributed only to the
debasement of the coinage,* whilst the big rise
in real wages early in the reign of Elizabeth appears
to be attributable to the recoinage. After 1570,
however, the influx of the new silver toock effect.
A rapid rise of world prices followed, and by 1640
the quarter of com cost from 30s. to 40s. of our
present money. From 1570 to the close of the
sixteenth century there was a considerable fall in

3+ The slivar , which in 1 weighed 13 had by 1552~
he am;ny 509 weigh: graios, . by 1552-3
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real wages, though there were compensatitg cir-
cumstances. The spread of domestic industries in
country districts considerably increased family
earnings, and the improvement of housing -and
furniture, due to the growth of manufactures,
perhaps more than balanced the increased cost of
food. Employment also improved : and the legisla-
tion of Elizabeth, like the Statute of Artificers and
the Poor Law, helped to raise still further the
Standard of Living. Only such a view seems
consistent with the general idea of the prosperity
of Elizabeth’s reign.

1600 fo 1764.—Prices were highest in the first
part of the seventeenth century, and from 162z to
1626 corn averaged 39s. per quarter. Owing to a
rise in money wages, there was only a slight decline
in the Standard of Living in agriculture, and real
wages of wrban workers in 1650 were but slightly
below the level of 1600. Then for about 100 years
Standard of Living and real wages tended to rise.
Corn prices declined somewhat, and, according to
Adam Smith, averaged 32s. per quarter from 1700
to 1764, compared with 3gs. from 1621 to 1626.
Money wages rose considerably till nearly the end
of the seventeenth century, especially with artisans,
which attests the slowly growing importance of
manufacturing industries. The increase in real
wages was smaller, and there was a general set-back
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at the end of the century, attributable to the
exceptionally heavy expense of the French War
(1689~97) and to a series of bad harvests, which
also contributed to the fall of agricultural wages.
From 1700 to 1750 money wages tended to fall
rather than rise, but the Standard of Living im-
proved, owing to a steady fall in prices, especially
during the administration of Walpole. The period
was thus one of comparative prosperity, and the
causes tending to improvement of living, in matters
other than food, which existed in™the sixteenth
century, probably continued between 1600 and 1750.

The Industrial Revolution and the Great Wars.— .,
Half-way through the eighteenth century the tide
began to turn. Some writers put the commence-
ment of the great rise in prices at about 1740.
Various causes contributed to this, such as the series
of great wars and the very rapid growth of popula-
tion, the enclosures and the rush to the towns,
which led to a shortage of agricultural labour.
After 1797 the rise was influenced by currency
causes, in the shape of the Bank Restriction or
Suspension of Cash Payments by the Bank of Eng-
land. Meanwhile, money wages did not keep pace
with prices, though in many industries they rose
rapidly after 1760. The standard of living reached its
lowest point during the wars of the French Revolu-
tion and Napoleon. Its decline was specially
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marked in trades in which women and children
were displacing men. Agricultural wages in par-
ticular were also influenced by Poor Law allowances,
especially after 1800, Sir George Evelyn estimated
that the prices of agricultural produce generaily
in 1795 were between 400 and 500 per cent. above
those of 1550, as compared with the estimate
already quoted of about 220 per cent. between 1700
and 1764, but his estimate has been severely criticised.

The Nineteenih Century: General Influencest.—
With the nineteenth century more information is
available in regard to prices, wages and Cost of
Living. This enables the working of different
causes to be more readily distinguished; but, as
Mr, L. L. Price points out, earlier conditions were
simpler, and ‘ we have not, therefore, to strain our
vision to detect the * secular ” movement of. prices
due to wvariations in the supplies of the precious
-metals, beneath the fluctnations occasioned at more
frequent intervals by expanding and contracting
credit.” Fortunately figures for general prices are
available for the whole century, and Mr. W. T.
Layton® gives a valuable table based on the index

*The following symmary is based largely on Mr, W. T. Layton’s
Indroduction o the Study of Prices, the statistics of Dr, Bowley and
Mr. LLPncesMouﬂmdntsRahhmtoMu

U Introduction o the Study of Prices (1920 edition). App. A, Table
IL, p. 150. See also Table wp. 148, for wheat prices since x8or,
and the Table on p. 184 for and Retall Prices since xB8s0.
metuuhmmdmmhb}ahmmthechapm.
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numbers of Jevons and Sauerbeck, with 1goo as
the base year, for the years since 1850,

First Quarter, 1801-25: (@) Prices.—The con-
siderable rise in prices in the second half of the
eighteenth century culminated between 1800 and
1813. At first, thanks to the wise policy of the
Bank of England, the Bank Restriction had re-
latively little effect, but by 1810 the Bullion Com-
mittee found evidence of a decided depreciation of
the bank-note, in a market price of gold of £4 ros.
per ounce compared with the mint price of
'£3 175. T0}d., and in the fall in foreign exchanges.-
After 1815 the cessation of war demands for cur-
rency might have further affected the position but
for stronger influences operating in the opposite
direction. Prices therefore began to fall. In 1816
the Gold Standard was formally adopted in the
form of a composite legal tender system, with silver
and copper token coinages ; but the coinage of silver
bad, in fact, been suspended since 1798. In 1819
Pecl passed the Bill for the Resumption of Cash
Payments. Fears were expressed that the conse-
quent contraction of currency, accompanied by
deflation and a rise in the value of gold, would
seriously affect markets accustomed to inflated
prices, thus anticipating the recent controversies
between inflationists and deflationists. As a matter
of fact, a big trade boom took place between 1820
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and 1824, and the convertible note issues of the Bank
of England and the country banks were extended.
This eventually led to over-issue, and a sharp rise
of prices, followed by a serious commercial® crisis
in 1825. Mr. Layton’s index figures of general prices
give an average of 208 for 1801-5, and 235 for
1806-10, and 154 in 1821-5. Wheat prices were
well over x00s. per quarter in several years, reaching
126s. 64. in 1812, but they were as low as 53s. 44.
in 1823. Thus the period eventually showed a
decided fall in Cost of Living, '

180x-25: (b) Wages.—The course of real wages
during this period is less easy to calculate. Money
wages on the whole appear to have declined con-
siderably under the influence of the Industrial
Revolution, especially in trades like the textiles,
where the introduction of machinery and the dis-
placement of men by women and children were
specially felt. Where these influences were less
marked money wages were steadier. In agriculture
the fall was serious up to about 1815. The total
effect on real wages is therefore difficult to calculate.
Probably there was a slight improvement in agricul-
ture over 1800, a year of very high prices,' whilst
in industry some trades seem to have enjoyed
a definite increase in real -wages,* from the

1 General prices were higher only In 1808, 1809 and 181x.

2Dr. Stefton's chart showed a te increase in the case of car-
penters.



88 THE COST OF LIVING

combination of steady money rateswith falling prices,
which thoseseverely hit by the Industrial Revolution
do not appear to have shared. Moreover, un-
employment during this period was probably very
severe, owing to the substitution, of machinery for
hand labour. As, therefore, there had been a great
fall in real wages before 1800, the distressed
conditions of many workpeople probably remained
substantially unabated.

Second Quarter, 182650 : (a) General Influences,—
This period marked the real beginning of the
-improvement in -conditions of labour, owing to
various causes. Recovery from the Napoleonic
Wars became more complete, the beneficial effects of -
the Industrial Revolution asserted themselves, its
immediate evils began to decrease, and railway
construction created an increasingly large demand
for labour. Moreover, definite reforms were im-
proving the conditions of the working classes. The
reform of the Customs Tariff was commenced by
Huskisson between 1823 and 1827, and followed by
Peel's very comprehensive revision between 1842
and 1845 and the repeal of the Corn Laws in 1846.
In 1833 came the first really effective Factory Act,
followgd by more comprehensive measures in 1844
and 1847, whilst in 1842 the Coal Mines Act prohi-
bited the employment of women and children
underground. Between 1833 and 1848 considerable
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progress in the public health was achieved, cul-

minating in the Act of 1848. Moreover, beginnings

were made towards establishing equal bargaining

power for the workers. In 1824-5 the iniquitous

Combination Acts were repealed, and a partial, but-
inadequate, legalisation granted to the trade unions,

After a period of violent agitation in the ’thirties, the

big national societies, depending on reason and.
negotiation, and with their admirable system of

friendly benefits, began to establish themselves, and

in 1851 the Amalgamated Society of Engineers was

formed. Finally the Poor Law Amendment Act

of 1834 removed the terribly demoralising system

of relief which had grown up, and, at the cost of

immediate suffering, did much to improve the

self-respect, and so indirectly the bargaining power,

of the working-classes. |

1826-50: (b) Prices and Wages.—The period,
moreover, was one of falling prices. The small
output of gold, the imperfect development of credit
and the check to it at the collapse of 1825 meant
that for some years currency failed to expand with
‘the development of trade. Thus the figure of general
prices fell from an average of 154 in 18215 to 131
in 1831-5, whilst wheat averaged only 39s. 44. per
quarter in 1835, a figure not again recorded till
1884. A further development of credit by means of

Bank-notes culminated in the crisis of 1838-9g,
GL
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the.general price-level in the latter year exceeding
150 for the last time during the nineteenth century.
The formation of the London and Westminster
Bank in 1833 is sometimes taken to mark the real
beginnings of the development of the cheque as a
credit instrument ; whilst the crisis of 1838 led to
the Bank Charter Act of 1844, which practically
confined the issuing of notes to the Bank of England,
and allowed their issue only against an equal reserve
of gold, except for a fiduciary issue against securities
of about £14,000,000 (now nearly £20,000,000).*
This measure would have largely destroyed the
elasticity of the currency, and its expansion to meet
the increased demands of industry, but for the
subsequent increase in the world output of gold and-
the growing use of the cheque. Nevertheless,
thanks fo the continued increase in trade, assisted
by Peel’s removal of Customs duties on raw materials,
there was a further fall in prices, and for 1846—50
the index of general prices averaged 116, or 25 per
cent. below the average of 821-5. The fall in food
prices, however, was only about 17 per cent. Indeed,
in the year after the repeal of the Corn Laws the
average price (69s. 9d.) was, except for 1839, the
largest since 1819. This was due to the effects of
the Irish potato famine and the bad corn harvests
of 1846, Meanwhile, money wages remained steady,

.1 The fiduciary issue of Bank of England notes must not be confused
with the uncovered fssus of currency (Treasury) notes.
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after a slight decline in the opening years of the
period, whilst in its closing years they were beginning
to rise. The result was a slow rise in real wages,
though, with the smaller decline in food prices, this
increase may have been less than the course of
general prices suggests.

Third Quarter, 185145 ¢ (4} General.—~A change
now took place. There was a rapid rise all round,
but wages on the whole decidedly outstripped Cost
of Living. The quarter is taken for purposes of
convenience, but the period of the rise is about a
year earlier. The index of general prices was lowest
(xo07) in 1849 and 1850, and highest in 1874 (148),
whilst 1875 (136) saw the beginning of decline.. From
1850 far more complete figures of wages are available,
- ¥851—75: (b) Prices.—The index figure for 1871-5
averaged 138, compared with 116 for 184650, or a
rise of about 18 per cent. as against the previous
fall of 25 per cent. The rise in food prices, however,
was smaller, Wheat, for instance, increased only
6 per cent, between.1846-50 and 18715, and other
foods benefited by Gladstone’s reductions in the
Customs Tariff. Wheat prices were high during
the Crimean War, but were unusually low in the
later part of the American Civil War, when general .
prices were affected by the cotton famine. The
chief influences at work were those of Gold Output
and Credit. Owing to the Australian and Californian
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gold" discoveries, world output increased sevenfold
between 1846 and 1853, and -continued very large
subsequently, thereby increasing considerably the
use of gold, both in currencies and bank reserves.
Credit on a cheque basis was alsa largely increased,
being stimulated by augmented bank reserves and
the development of limited liability. The rise.in .
prices was temporarily checked by big commercial
crises in: 1857 and 1866, and much accelerated by
the Franco-German War. That the increase was
not much greater was due to the very great expan-
sion of trade and industry, which did much to limit
the rise, especially between 1860 and 1870. Various
influences contributed to this expansion, such as
the increased output of gold itself, the complete
removal of taxes on raw materials, transport
developments in general, and the effects of previous
railway building in particular. Elsewhere industry
was hampered by wars, and the era of Free Trade
policy in Europe proved highly beneficial. More-
over, improved wages and conditions of labour
increased efficiency and outpuf, and, for perhaps
the first time since the Industrial Revolution, the
idea of the ‘ economy of high wages’ began to be
acted upon. The able policy of the trade unions
was also important, though their complete legislative
emancipation between 1871 and 1876 did not take
effect till the following period.

185r—5: (c) Retasl Prices.—From 1850 retail
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prices become available. With them the risé‘giit.ning ’
the period is less marked, and suggests that improve-
_ments in transport and in other directions were
influencing retail prices more than wholesale. Retail
prices, however, seem to have been specially affected
in the early part of the period by the Crimean War
* and the Indian Mutiny. These retail price figures
are used subsequently for calculating the move-
ments of real wages.

1851-75: (B} Wages.—The conditions already
considered produced an increasingly rapid augmens-
tation of money wages, with a considerable rise in
real wages. Up to 1860 money wages rose little
more than prices, and for a few years prices out-
stripped wages, especially if allowance is made for
unemployment, But after 1860 there is a definite
advance. The period from 1852 to 1870 is sum-
- marised by Dr. Bowley as ‘nominal wages rising
fast, prices rising, real wages rising considerably.’
The actual increase in real wages over 1851-5 was
14 per cent. in 1866—707and 28 per cent. in 18715,
or 30 per cent. if allowance is made for the very
low level of unemployment. Professor Bowley
summarises the years 1870-3 as ‘' nominal (money)
wages rising very fast, prices and real wages rising
fast.’ Money wages and prices had fallen somewhat
by 1875. Real wages continued to rise till 1876,
but, if allowance is made for unemployment, the
position was more favourable a year or two earlier.
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Fourdh Quarter, 1876-19001 (a) Gemeral.—There
succeeded a very marked and very rapid fall in
prices amounting to over 45 per cent. between the
highest point (148 in 1873), and the lowest {80 in
1896), in which year the fall culminated. A recovery
began in the closing years of the century. The fall
in food prices was probably at least equally marked.
In retail prices the decline was somewhat smaller,
with 2 maximum range from 137 in 1873 to 93 in
1896 (about 32 per cent.). These figures again
suggest a ‘lag’ in retail prices, especially as their
recovery between 1896 and 1900 was slower than
with wholesale prices. Momey wages dropped
appreciably at the beginning of the pericd. They
did not recover the level of 1873-5 till 1889, and
then, after a check from 18925, advanced rapidly
till xgoo. Real wages rose steadily after 1880.
Dr. Bowley distinguishes the following periods :—

Year Money Wages Prices Real Wages

L ]

1875-9 .. | Falling Fast | Falling Fast Netairly Sta-

;

1870-87 .. Net:itrlon;:“y Sta~ | Falling Rising
1867-02 .. | Rising = .. %md Rising
1892-7 .. | Nearly Sts- | Fallng .. | Rising
1857-1900 mﬁ'ﬁ ast | Rising Rising
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Between 1873 and 1879 real wages practically main-
tained the level of the previous boom.

1876-1900: Gold and Prices.—The character of
the period was largely the result of the coincidence
of a decreased supply of gold with a big increase in
the demand. Between 1876 and 1895 the world

output was considerably smaller in quantity than
" in the preceding twenty-five years, and between
1879 and 1888 was as much as 15 per cent. below
the average of 1866—75. Later, indeed, a big
increase took place. The output of 1892 was the
highest since 1866, that of 1894 was the largest on
record, but was exceeded in 1895 ; and the increase
steadily continued till x899. The increased output,
however, did not have an immediate effect. More-
over, whilst output was decreasing, expanding
industry and trade increased the demand for money
and made a rise in its value inevitable. This was
further affected by the prevalent currency policy
and notably by the adoption by the United States
and Germany of a system of gold monometallism
and the closing of the mints of the Latin Union
(see p. 72) to silver.

1876-1900 : Credit and Prices.—If other condi-
tions had remained unchanged the fall in prices
would probably have been far greater than it
actually was. The fall, however, was checked by the
great development of credit during these years,
which, by economising money, restricted its rise
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in value and maintained prices. In particular the
period was one of the most active in joint stock
banking. A notable feature was the coincidence of
low prices and low interest, the latter being evidenced
by the great rise in gilt-edged stocks, with 2} per
cent. Consols. as high as 1x2 just before the Boer
War. Thus a shortage of coin was accompanied by
ample supplies of capital, and the latter is some-
times regarded as an important contributory cause
of the subsequent growth of trusts and cartels.®
The effects described in the last chapter appeared
also to come into operation. Until the turn of the
tide in the closing years of the century there was
severe industrial stagnation and a high level of
unemployment, whilst the fall in prices contributed
largely to the great agricultural depression.

The Twenticth Century Before the War.—By 1900
the tide had already twrned. The increased world
output of gold continued, after some set-backs
during the Boer War, and by 190g was over 50 per
cent. above the record figure of 18g9. Indeed, the
average annual output, which had been £24,500,000
in 187695, was £58,000,000 in 1896-rgo5, and
£84,800 000 in rgo6-10. Meanwhile, wholesale
prices, which bad been rising slowly, increased
sharply in rgoo under the influence of the Boer
War, and fell in the subsequent trade depression,

1 Sea . H. Macgregor, Indusirial Combinations, p. x24 (1906 edition).
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rose again above the 1900 level, and continued to
rise till 1913, after which came a set-back in the
pre-war months of 1914. Retail prices after 1goo
rose steadily, the increase up to 1910 being greater
than with wholesale prices, but subsequently the
normal ‘lag’ of retail prices reasserted itself. In
1913 wholesale prices were about r7 per cent. and
retail about 15 per cent. higher than in 1go0, Here,
again, was exhibited the tendency of slowly rising
prices towards an industrial expansion, which was
world-wide.

1900-14: Ristng Prices—Mitigating Civcumsiances.
—In spite of the destruction of capital in the South
African War, the gold increase was accompanied by,
and was in part the cause of, further extensions of
credit, since it led to an expansion of bank reserves,
The result of the enlarged output, therefore, was
a measure of gold inflation, which prior to the war
was moderate in spite of the increased production,
and is indicated by the increases in prices. The
limited extent of the rise was largely due to
the big industrial expansion, and to the fact that
the chief industrial nations took the opportunity
to strengthen their gold  reserves. India again
absorbed much of the increased output, Attempts
to increase the amount of gold in circulation did
not, apparently, meet with great success, but in
other respects India has been a great absorber of
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gold, fts demand for hoarding purposes being stated
to be practically unlimited.
" 1900~14: Wages and Employment.—This period
in Great Britain showed, on the whole, a decline
in real wages. In 1Ig9I0 money wages were still
practically at the level of 1goo, and ‘in the boom
of 1907 were only slightly above it. Real wages,
therefore, between 1gor and 1910 were not only
below both the figures in 1900 and the average for
1896-1900, but, when allowance is made for the
fact that employment was appreciably less good
than in the preceding decade, the decline in real
wages compared with 1896-1900 amounted to 4
~ per cent. in 1901-5 and 6 per cent. in 19o6-10.*
Subsequently, in the big trade boom which
culminated in x913 some, but not quite all, of the
lost ground had been regained. Thus the Great
War opened with Cost of Living higher and the
Standard of Living and real wages slightly lower
than at the beginning of the century.

L The trade union percentage averaged 5.0% in 7901-T0 and 4.4 in
1893-1900 ; but two depressions and one boom in 1901-10, and
two and one depression in 1891-1900.



- CHAPTER VI

THE GREAT WAR AND AFTER, IQI4—25

Conditions in July 1914.—When the war broke
out, prices and cost of living had been rising for
some years owing to increased gold output, assisted
by the big trade boom which culminated in x913.
There was some reaction in the pre-war months
of 1914, but, except for 1912 or 1913, wholesale
prices were higher than in any year since 1884, and
food prices than in any since 18g4. The experience
of previous booms suggested that the decline was
only temporary. Probably, therefore, the increased
gold output would have continued to raise prices
in the years following xg914. Thus, war influences
were superimposed on an existing tendency to
increasing prices. It seems safe to suggest, there-
fore, that of the increases since 19r4 in Wholesale
Prices and Cost of Living, a small part, possibly
about 10 per cent., is due to pre-war tendencies,
the rise due to the war being thus reduced in the
last few years to about 45 or 50 per cent. in whole-
sale prices, and about 65 per cent. in Cost of Living.
Moreover, in view of the growing strength of trade
unions prior to the war, as illustrated by the

9
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all-grades movement on the railways, part of any

increases that can be attributed to higher wages

or reduced hours might have come in any

circumstances.

AvERaGE PprcENTAGE INcmxases i Cost or LiviNe oveEm Jury
I014, AND IN WHOLESALE PrIcES OVER JAN.~JULY, 1914 FyOR

AR MONTES OF 1014, AND EACH YEAR FROM 191 5-2g25 INCLUSIVE,
{N.B.—Increases given to nearest 1 per cent.)

Cost of Living? Wholesals Prices

All
Year Food { Other All Food LnA:lticles
- Items | Items included

1914 . 13 Notlavailable| 14
(war months)

. as 3 12 23 34 27
1916 60 26 46 85 84
1817 98 43 76 114 114
1918 115 84 103 126 135
1019 119 1089 115 143 161
1920 158 138 149 165 200
1921 129 120 128 104 92
1922 76 83 83 61 55
1923 69 81 74 51 55
1924 70 82 75 62 62
1925 , n 82 76 65 56

The Characier of the War Period, 1914-25.—
With the war, industrial, monetary and political
causes combiried strongly to increase prices. This
increase, culminating in the great upward movement
of 1920, and followed by the decline of 192r and

! Pexcentages calculated on figures for first of each month.
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1922, has left working-class Cost of Living about
75 per cent., and wholesale prices .about 60 per
cent, above the pre-war level. The preceding table
gives the average increase for each year since 1914
in Cost of Living and in wholesale prices. The
two Tables of Food Prices, it will be noted, confirm
the idea of the “lag’ of retail prices behind whole-
sale. So long as prices were rising, the increase
in the former was less than in the latter; but
subsequently the fall in retail prices has been less
than with wholesale,

Annual averages often conceal the presence of
certain movements within a year. Thus, after the
Armistice, the closing weeks of 1919 saw some drop -

. in prices, which remained below the level of October—
November 1918 for most of 1919, though, owing
to the increases during the former year, the figures
for each month in 1919 were above those of 1918,
except that food prices were lower from March to
November. The increases shown in the table are,
to a small extent, due to increased indirect taxation.
This is estimated by the Ministry of Labour to have
been equivalent to 5 per cent. of pre-war prices in
1916, reaching 7 per cent. in 1918, but falling to
6 per cent. and 5 per cent. respectively in 1919 and
1922, and 2 per cent. after the Budget of 1924.
Thus, to eliminate the effects of increased taxation,
the figures for Cost of Living as a whole must be
reduced by from 2 to 7 per cent. A further
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allowance must be made if it is desired to eliminate
alsg the effects of increased rates.

Phases of the Period : (i) The War.—The war and
post-war years fall into three main periods. First,
the War Period (August 1914 to November 1918)
was one of almost continually rising prices. These
practically overrode normal seasonal influences,
which cause food prices in particular to be higher
in winter than in summer,-and in these years there
is little sign of their operation. The few decreases
between one month and another were mostly due
-to changes in Government policy, notably the
introduction of the Bread Subsidy in September
1917, which caused a drop of g points in food prices
and 5 in Cost of Living during that month. Other-
wise the increase continued steadily throughout
the war, reaching its highest level for the time being
(Cost of Living, x20-x25 per cent.: Food, 133 per
cent.) just before the Armistice.

(ii) The Post-war Boom.—This extended from the
Armistice till nearly the close of 1920, falling into
two parts. Up to the late autumn of 1919 there
was the period of change from war to peace con-
ditions, with prices tending to fall on the whole.
This resulted from decrease in war expenditure,*
improved supplies, more shipping, and ifreedom

! War expenditure by no means ceased with thmm

Debt Charges and War Pensions, the
Army euntf::ed during demobilisation. pay and
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from the submarine menace. Later the Post-war
Boom proper saw Cost of Living rise from 125 per
cent., and Feod from 133 per cent. above July 1914,
in November 1919, to maxima of 176 per cent. and
X91 per cent. respectively a year later; and the
increase of over 50 points in a year was more rapid
than at any previous pericd. The year 1920 closed
at slightly lower levels-of 165 per cent. and 172 per
cent. above July 1914.

(ili) Deflation and Depression, 1921.—There
followed, with the policy of Deflation, the period of
Depression, which still continues. 1921 saw a very
rapid fall; and by the beginning of December
Cost of Living was less than 100 per cent. above
July 1914 for the first time since May 1918, and on
January 1st, 1922, was only 92 per cent. above it.
This fall of 73 points in the year was thus more
rapid even than the big rise in 1920 had been.
The causes of the fall included general depression
in trade and industry, imitation of the currency
note issue, and deliberate restriction of credit by a
high Bank Rate, which had reached 7 per cent.
before the close of 1920. A heavy fall in wages
estimated by the Ministry of Labour at £6,000,000
per week, exclusive of reductions in agriculture
and certain other employments, accelerated the
movement, The decrease in food prices was even
more marked, and on January 1st, 1921, they were
only 85 per cent. above July 1914, the lowest figure
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recorded since 1916. Since November 1921, the
increase in food prices over July 1gr4 has been
below that of Cost of Living. The reasons for this
seem to be the smaller elements of labour and manu-
facturing costs in the case of foods, and the less
durable character of many foodstuffs, which reduces
the influence of previous purchases in retarding
the fall. In addition, rents, the biggest element
in Cost of Living after food, were rising under the
influence of the Rent Restrictions Act of 1920,
while other prices were falling. During 1921, for
Jinstance, the increase in working-class reats rose
from 42 to 55 per cent. above the pre-war
level.

{iv) Deflation and Depression, 1922—5.—The
decrease continued, but much more slowly, in 1922,
The lowering of the Bank Rate—from 5 per cent. at
the end of 1921 to 3 per cent. in July 192z—tended
to check deflation, in spite of further reductions in
the currency note issue. Wages were reduced by
over £4,000,000 per week in 1g22 but the reduction
had definitely slackened by the end of the year.
Since then the price-level has been relatively stable,
and no marked change in either direction has been
reported. The reduction in the uncovered currency
note circulation has continued ; but trade, especially
during the Ruhr occupation, has been somewhat
better than at the height of the depression in
1921-2. There has been a slight recovery in wages,
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increases of £554,000 per week in 1924, rather more
than balancing decreases of £317,000 per week in
1923 and £79,000 per week in 1925.) In fact Cost
"of Living fell a little in 1923, and rose slightly in
1924, in spite of reductions in indirect taxation,
equivalent to about 3 per cent. of the pre-war
Cost of Living. The slight tendency torise continued
into 1925; but there are now signs of a decline,
and in November, December and January, Cost
of Living was 4 or 5 points lower than in the cor-
responding months of 1924~5. The return to a Gold
Standard and the operations of the Food Council
appear fo have contributed to this result. For the
last 3 years Cost of Living has been about 75 per
cent, and food a little over 70 per cent. above the
pre-war level.

Seasomnal Fluctuations.—Reference must be made
to seasonal fluctuations in Cost of Living within the
year, These are due mainly to agricultural seasons
and general climatic influences. As already in-
dicated their influence was eliminated or concealed
during the war and in 1920 and 1921; but in recent
years more normal conditions have prevailed. The
following Table gives average increases in prices
over July xg14 in each month for the last three
years (1923-5).

The seasonal curve in Food Prices and Cost of

* These figures are oxclusive of Agriculture, the inclusion of which
would have turned the decrease for 1925 into a slight increase:

Hr
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15t of each Food Other All Cost
month Prices Items of Living
anuary .. .. 78 81 78
ebruary .. .. 75 82 78.
March ca es 74 84* 78
April .. .. .. 68 &3 74
May .. .. .. 64 814 71
Jupe .. .. .. 62 70
Jhy .. .. . 64 81¢ 71
August e e 64 79 72
September “a . 68 804 73
October .. .. 7z . 82 76
November ., .. 76 78} 77
December .. .. 77 81 78
Average for year 70 - 81 75

Living is almost uniform, prices being highest in
winter, and falling to a minimum in June. The
curve for Other Items is irregular, and suggests
doubts whether there is any real seasonal fluctuation,
except with individual items like Coal. Indeed,
the variations from month to month seem mainly
the chance results of more general movements of
prices. Rents, for instance, remained at about
47 per cent. above pre-war level from July 1923 to
September 1925, nor does there appear to be any
seasonal movement in Clothing, except possibly for
a slight cheapening in the late summer. The food
seasons appear to be due to considerable variations
in a limited number of articles.- No marked seasonal
fluctuation is noticeable in bread, flour, meat,
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bacon, tea or margarine. The greatest variation
within the year is found with milk, butter, cheese and
eggs, and, to a lesser degree, fish. The cheapest
season is usually from May or June till August;
but with eggs, which show the biggest changes, it
comes from April till July. Potatoes fiuctuate
considerably in price between different years, but
show usually a rise in the summer with the sub-
stitution of the new for the old crops, and a fall
later. These seasonal movements in a limited
number of articles are sufficient to make a difference
of about 8 points in Cost of Living and 15 in food
prices in the course of the year.

Influences Affecting Prices.—Rising prices are an
inevitable result of war, and the Napoleonic Wars
offer in this respect parallels to recent conditions.
There was in both a big rise in prices, and there
was a similar controversy over currency and credit
a hundred years ago in relation to the Bank
Restriction and the Resumption of Cash Payments.
Probably, the inflation of a century ago was smaller
than that of recent years, and the rise of prices
during the Napoleonic Wars was to a much greater
extent due to influences affecting production and
to the very rapid growth of population. There
are similar parallels with earlier wars,

War Infiuences : General.—The working of Supply
and Demand illustrates the interaction of financial
and industrial causes. War reduces the supply of
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commodities and services more than it reduces the
demand for them, which in the aggregate may be
increased rather than diminished. The consump-
tion of a military populatioh, when all forms are
taken into account, is probably greater than that
of a corresponding civilian population. This is
partially balanced by economies and substitution
on the part of the latter ; but the aggregate effective
demand, especially under the conditions of high
earnings prevailing during much of the late war,
is appreciably greater. Consequently, when war
needs have been satisfied, there is a high level of
purchasing power but a low supply of goods to
purchase.

" Financial Influencest (i) Cwusrency.—Financial
influences show the Quantity Theory of Money (see
chapter iv) at work. Monetary influences will not
raise prices unless the supply of cash is effectively
increased. War, in its immediate effects, creates
increased demands for currency and credit, to offset
any increase in purchasing power. This was one
cause of the relatively slow depreciation of the
Bank Note after r797. In fact, the increases in
currency and credit during the late war outran the
demands for more cash. Introduced originally to
meet the emergency caused by the outbreak of
war and the rush for gold the Treasury Note soon,
became a regular part of the British Currency
System. By August 1915, the uncovered issue
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(i.e. the excess of notes over the gold held in reserve)
was roughly £18,000,000, rising in August 1917 to
£140,000,000,* and by 1919 to a maximum of
£320,600,000, from which figure it had fallen by
1924 to £248,000,000. Meanwhile the Currency
Note had become practically inconvertible owing
to prohibitions on melting and export. These
figures may be contrasted with the pre-war position
with a Fiduciary Issue of Bank of England Notes
of about £19,000,000 and an equal gold reserve
against any other issues., Against the increase in
Currency Notes, however, must be set the practical
withdrawal of gold from internal circulation.

(ii) Credit.— The most marked feature of British
war finance,’ said a report of the British Association,
* was a variety of forms of borrowing, coupled with
repeated extensions of Bank Credit, when receipts
from taxation and loans from the public were
insufficient to meet public expenditure.’” During
the war, this expansion was due mainly to Govern-
ment borrowings. The post-war boom, which saw
the most rapid rise in Cost of Living, was further
stimulated by expansion of industrial credit. There
were very large increases in the floating debt, using
this term in the sense of borrowings for short periods,
which had continually to be renewed. This floating
debt was composed mainly of short-term Treasury

1 Industry and Finonce : The British Association (edited by A. W.
Kirkcaldy), 1918, p. 203.
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Bills and of Ways and Means Advances from the
Bank of England, and the amount of the two
together more than once exceeded £1,300,000,000.
Such borrowings tend to lower Government credit,
and so increased the taxpayers’ burdens. Moreover
they did much to cause inflation, as, it has been
argued, did large subscriptions by the Banks to
Government Loans, notably in 1914, 1915 and 1919.
In each case the credits created were drawn upon
by the Government to pay contractors and other
creditors. These paid the cheques received into
the Joint Stock Banks, thus increasing deposits,
and the latter in turn increased their balances
with the Bank of England. High authorities have
estimated, for instance, that the Banks! subscrip-
tions of £200,000,000 to a single loan led to an
increase in deposits of £100,000,000. Similar effects
were produced both during and after the war by
issues of Treasury Bills and by Ways and Means
Advances. The Joint Stock Banks normally
regard a credit with the Bank of England as
equivalent to cash. Thus, these Government
borrowings eventually increased the reserves of the
Joint Stock Banks and so provided the means for
further extensions of credit. These results were
accentuated during the post-war boom by expansion
of industrial credits, '
(iii) Cost of Living.—Thus the operations of
Currency and Credit combined powerfully to increase
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Cost of Living. Their relative importance has been
much disputed, but that both exerted an influence
is hardly doubtful. These facts illustrate the
immense effect of unsound monetary policy, and
reinforce the experience of the Napoleonic Wars
that resort to inconvertible paper, however gradual
and carefully regulated, is bound to lead eventually
to inflation, The policy in each case may have
“been unavoidable, but its results remain.

(iv) Taxation.—The general influence of taxation
on Cost of Living is considered in chapter vii,
Of immediate importance is the contention that
taxation was not sufficiently increased during the
war, especially in its earlier years. Between 1913
and 1920 expenditure was met by taxation to the
extent of £2,300,000,000 (22.6 per cent. of the total),
and debt contracted of £7,876,000,000. Between
1793 and 1816 taxation amounted to £250,000,000
(or 23 per cent. of the total) and the debt contracted
to £846,000,000, This comparison between the
two wars is by no means unfavourable ; but some
critics consider that taxation was not sufficiently
increased during the Napoleonic Wars, In the
Great War the policy of the earlier years is most
open to criticism, Allowing for a pre-war Budget
of about £200,000,000, taxation was only increased
by some f£25,000,000 (74 per cent. of the war
expenditure) in the eight war months of 1914-15,
and by £135,000,000 (X0 per cent. of war expenditure)
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in 1915-16. The next three years showed marked
improvement, the proportions rising to 19, 20 and
29 per cent. respectively. In 1918-19, indeed, the
increase in revenue over pre-war Budgets was nearly
£700,000,000 in all, or about £620,000,000 in tax
revenue alone. It is argued, therefore, that, in the
first two years the general enthusiasm would have
allowed much bigger burdens to be willingly
shouldered, whilst additional taxation would have
checked inflation and the rise of prices. Restriction
of civilian consumption would have reduced demand,
and reduction of short-term borrowings and Bank
Credits would have checked inflation. A report of
the British Association, for instance, estimates that
additional taxation of £1,000,000,000 would have
rendered unnecessary debt of double that amount,
and by keeping down prices would have checked
the rise in Cost of Living. The report urges various
considerations on the other side. Too large and
rapid increases, by hindering the adaptation of
industry to the new conditions, might have reduced
ultimate taxable capacity. The principle of ‘ ability
to pay’ is difficult to maintain in war-time, and
undue burdens might have been imposed, in
particular on classes with fixed incomes. Similarly,
the great demand and shortage of supplies would
have enabled manufacturers and producers, as
apparently happened with the E.P.D., to shift much
-of the burden of direct taxation to the consumer,
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Labouy Costs.—Various other influences affected
costs. The supply of labour was very much reduced.
The enormous demands of the Armies turned
producers into unproductive consumers, and war
casualties permanently reduced the labour supply.
In some respects, owing to the hardships involved,
the maintenance of men on Service, particularly
in food, is more costly than in peace-time, though
in other respects there may be saving. Munitions
and other war work caused a further very large loss
of labour for normal production, the total running
into millions. When all allowances are made,
therefore, for workpeople, women especially, not
previously employed, and for transfer from such
occupations as domestic service, the loss to industry
as a whole was very large. Moreover, withdrawals
of the younger and stronger men and full employ-
ment of less efficient workers reduced efficiency, in-
creased costs, and lowered output; and some casual
workers were at first hardly capable of full-time
employment. In many trades, training for industry
was much reduced, whilst skilled men were disabled
from following their previous employments. These
losses have been partially made good by the training
for skilled work of over 95,000 disabled men, including
some former unskilled labourers, and the completion
under the Government Scheme of nearly 45,000
interrupted apprenticeships, whilst many others are
known to have been completed independently.
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General Production Costs.—Many . circumstances
were causing increases. The military occupation
of various districts, and, later, the Bolshevik
Revolution in Russia, reduced seriously the
agricultural areas of the world ; and serious reduc-
tions in live stock were brought about by lack of
feeding-stuffs and other causes. Agricultural and
other kinds of raw produce were much affected by
the shipping shortage and submarine warfare, whilst
the cost of imports was further increased by heavy
freights and insurance. Some transport charges
increased, on the whole, less than the average.
Thus, on the railways the 50 per cent. increase in
passenger fares did not come into force in Great
Britain till January 1917, the general increase never
exceeded 75 per cent., and this later advance has
since been removed. Goods rates were kept down
by arrangements between the Government and the
Companies, and were not placed on a more economic
basis till the beginning of 19z0.

Output and Wages.—The general cost of labour
depends on wages and efficiency. On the latter
the war produced some opposing tendencies. With-
drawals of many of the best and strongest workers,
employment of weak or inefficient substitutes, and
the introduction of much raw and inexperienced
labour inevitably reduced output. Bad organisa-
tion, shortage of transport in munitions areas, and -
unwise extension of hours of labour aggravated the
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difficulty by causing overstrain and.irregularity.
At one period, also, there was, for various reasons,
considerable loss of working time, avoidable or
otherwise. On the other side were the war-wave of
patriotic feeling and the general determination to
assist. Reports of inspectors of coal-mines, for
instance, emphasised the success with which
difficulties were overcome, and the coal output per
head was surprisingly well maintained. As the.
war progressed, the general reorganisation of labour
and production produced many improvements in
plant and machinery and much economy of labour.
 The removal of difficulties over dilution and trade
union regulations allowed much increase of output,
and specialisation of labour was greatly extended.
Piece-work was very largely increased, along with
a general speeding-up of labour, The introduction
to industry of middle-class workers, animated
primarily by patriotic motives, had an admirable
influence. Moreover, improvements in conditions
of labour made for efficiency. Hours of work,
under the influence of the Health of Munitions’
Workers Committee, were adjusted nearer and
nearer to the level most favourable to maximum
output ; and canteens, rest-rooms and protective
clothing improved not only the standard of living
of the workers, but the quality and quantity of
their work,
War Wages.—The common idea that the war led
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immediately to very large increases in civilian wages
must be accepted with caution, at least as regards
its earlier years. Some trades obtained large
increases, but in others, like the textile, pottery
and building industries, wages failed for a long time
to keep pace with cost of living. Indeed, if rates
of wages alone are considered, there was probably
a wage ‘lag’ for much of the period of the war.
The arrangements for employment of dilutees on
skilled men’s work causeéd very large increases in
unskilled men’s and women’s wages in the munitions
industries, often in unfair proportion.to those of
'skilled tool-setters. More generally, earnings in-
creased more rapidly than wagerates. Whilst
weekly or hourly rates were rising by comparatively
moderate amounts, substitution of piece- for time-
work, speeding-up, overtime and the practical
disappearance of unemployment enabled very big
earnings to be secured. Towards the close of the
‘war, indeed, large advances in wage-rates became
_general, and then and after its termination the
increases were very marked. On the whole, how-
ever, they were largest in the case of unskilled
workers, since classes nearest the minimum of
subsistence could least afford a reduction in their
standards.

Cost of Living as Affeciing Different Classes.—
Some sections of the salaried and employing classes
largely increased their incomes during the war,
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but others did not enjoy these opportunities, their
incomes failing to increase in proportion to cost of
Lving. Thus, they had to meet increased costs
with a smaller increase in resources than was enjoyed
by the classes below them. In one respect this
affected the latter unfavourably, through encourag-
ing in the middle classes a tendency to substitute
inferior for superior qualities of particular articles,
for such substitution increased the demand for the
cheaper grades and tended to raise their price more
than the average. Thus, foreign beef and mutton
and the cheaper cuts generally rose more than the
home-killed during, and for some time after, the war,
though the greater rise in foreign meat was partially
attributable to shipping- difficulties. Thus, the
increase in food prices was possibly aggravated
somewhat for the well-to-do working-class by middle-
class economies. Their effect on the less well-to-do
working-class was apparently less. Indeed, some
staple necessaries of the very poor rose by appreci-
ably less than the normal. The increase in the case
of bread has generally been below the average since
1917, and for the period of the bread subsidy
(September 1917 to April 1920) very much below it.
The advance in tea, margarine, -cheese and, on
the whole, potatoes,* has also been less than the
average. Thus, except for fish and bacon, the most

'fxcept in parts of 1916 and x917, owing to the short harvest of
191
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important articles in, the budgets of the very poor
have increased less than cost of living as a whole,
so that their relative position compared with the
skilled workers has probably been better than the
figures would suggest.*

Food Control and Food Ralioning.—The general
effect of Government control was to keep down
direct cost of living for all classes, sometimes at the
taxpayers’ expense, and, on the whole, to benefit
a class in inverse proportion to its income. For
Government activities were mainly directed to
those necessaries of life which absorb an increasing
proportion of expenditure as income decreases. The
result was to benefit the poorest classes most.
Prices were kept down in part directly by fixing of
maximum prices, reducing them in the case of the
Bread and Coal Subsidies below cost level. The
price of bread, for instance, was reduced to about
55 per cent. above pre-waf level in September 1917,
and maintained at this figure for 24 years. Control
also contributed to prevent exploitation of food
shortage at the consumers’ expense. Rationing,
again, not only ensured a fair share of supplies to
all, but prevented competition for limited Supplies
from still further driving up prices. Government
action also tended, by such arrangements as the Iron
and Steel Subsidies, to keep down prices of semi-
manufactured materials of industry. De-control,

1S5ee also the conclusions of the Sumner Committes below, p. 121,
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indeed, appears to have contributed to the up-
ward movement in 1g20. So far as the subsidies
were concerned, suck a rise was inevitable, but
similar results seem to have followed in some un-
subsidised trades, till things had found their level.
In one or two instances the control had to be
temporarily reimposed owing to the undue charges
that were being made. i
Costs and Standards in 1918 : the Summer Report.
—In 1918 the Government appointed a Committee,
under the chairmanship of Lord Sumner, to examine
. the actual war increase in working-class cost of
living and any compensating circurnstances which -
needed to be set against this.* The Committee
reported, shortly before the Armistice, on the basis
of the conditions of June 1918, when Cost of Living
was just double the pre-war figure and food prices
had increased by 308 per cent. The expenditure
dealt with by the enquiry is generally comparable
with that of the Cost of Living Index, with the not
unimportant addition of expenditure on Insurance.*
This was reckoned at an average of 3s. per week
before the war, and at much the same figure in
1918, whilst it has since been increased by additions
to the rates of contribution, especially for Unem-
ployment Insurance and Widows' Pensions. Its
inclusion in 1918 by the Sumner Committee made a

1 Cd. BgBo. .
‘Inclugjng trade union subscriptions, Health and Unemployment
Insurance contributions, payments to life insucance, etc.
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difference of about § points in the figures, and suggests
that the Cost of Living increases were to that extent
too high, though the difference has subsequently
been reduced by the increased contributions.
Whilst the items in the two calculations are otherwise
the same, the methods of calculation differ. The
Cost of Living Index aims at calculating changes in
cost of maintaining the same standard at different
pericds. The Sumner Committee preferred to
compare the actual expendxture in July 1914 and
June 1g18. ‘If wages or salaries,” they wrote,
‘ were raised in exact proportion to the Retail Price
{i.e. Cost of Living} Index Number of the Ministry
of Labour . . . it would still be impossible for the
whole population to obtain similar commodities in
unchanged quantities.” Such a comparison of
actual expenditure is interesting as showing how
household budgets were adapted to war exigencies,
and to what extent economies were possible. The
Report does not, except for the matter of Insurance,
suggest that the Cost of Living Index has exaggerated
the increase, nor did the Committee itself so argue.
The Sumner Report and Cost of Living.—The
general increase in costs in June 1918 was put at
about 74 per cent. above July 1914, the increases
being 67 per cent., 75 per cent. and 81 per cent,
for the families of skilled, semi-skilled and unskilled
men respectively ; whilst, excluding insurance, the
general increase was about 79 per cent. compared
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with 100 per cent. in the Cost of Living Index. With
food, the average increase was calculated as a maxi-
mum of go per cent., which may have been somewhat
lower, or about 85 per cent., 97} per cent. and 108 per
cent. respectively for skilled, semi-skilled and un-
skilled families. The Cost of Living increase was 108
percent. Thisshowsa relative gain for the unskilled.
The diet of the skilled was found to be slightly in-
ferior in nourishing power to the pre-war dietary,
and that of the unskilled slightly superior, owing to
an increased consumption of bacon. The figures
further suggest that the pre-war. diet of the skilled
worker showed appreciable opportunities for sub-
stitution, without reducing the actual physical
nourishment, that of the semi-skilled worker some
possibility, and that of the unskilled compara-
tively little. :

The Sumner Report and Earnings.—The Com-
mittee’s interesting account of the compensating

circumstances to be set against increased costs may
be worth summarising :

(i) Employment of members of working-class
families not previously occupied, with increased
contributions by young persons to the family
exchequer.

(i) Practical disappearance ef unemployment
and short-time, and increased overtime, though

the benefit of this last is reduced by increased
I
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cost of food and disorganisation of the house-
hold.

. (iii) Little loss of time in the factory in waiting
for work, allowing full advantage to be taken of
opportunities on piece-work,

(iv) Opportunities for greater earnings on
repetition work and specialised machinery, and
by up-grading of youths and unskilled men to
better work than they would normally do.

(v). Increased earnings due to patriotic
stimulation of effort.

(vi) Saving of expense by free- provision of
uniforms, overalls and protective clothing, and
provision of canteens and national kitchens,
allowing better food values for a given expenditure.

(vii) Private liberality of employers to soldiers’
wives.

Further, the Committee regarded the proceeds
of allotments, which ‘had helped to standardise
the prices of garden produce,’ rather as extra pay
for extra effort, and excluded them from the cal-
culation. Many of these advantages, indeed, were
obviously of temporary duration.

Working-Class Conditions at the Close of the Way.—~
Provided, therefore, that the rise in wage-rates cor-
responded roughly with that of Cost of Living, the
position of the working-classes, and especially of
the lower-skilled grades, would have been better in
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1918 than before the war. In support of this, the
Committee quoted important evidence, notably the
improvement in the children’s health, such as in
London, where ‘ the proportion of children entering
the schools in a poorly nourished condition was con-
siderably less than in 1913°; the reduction by four-
fifths in the provision of meals for necessitous
children ; increasing payments to boot clubs at
least equivalent to the rise in prices; and the re-
duction in pauperism in July 1918 to two-thirds of
the figures of 1914. Many of the middle classes,
on the other hand, were faced at the close of the war
with reduced resources relatively to cost of living,
apart from much greater additions to the burdens
of taxation.

General Conditions after the War.—By the close of
the war, wage rates had largely overtaken the in-
crease in costs and were still rising. Of the ‘ com-
pensating circumstances ’ of the Sumner Committee,
some, like the special earnings of war workers, came
quickly to an end, though for a time they were
partially replaced by the non-contributory Out-of-
Work Donation,* The improvement in women’s
wages appears on the whole to have been main-
tained, at least in part, being assisted by the ex-
tension of the Trade Boards under the Act of 1918.

! Paid to civilians for about a year after the Armistice, and to ex-

service men till the general contributory Unemployment Inguranre
system came into operation in November 1gzo.
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The middle classes, on the other hand, stood to
benefit eventually, both by decrease in direct
taxation and by the fall in prices, for additions to
income by way of bonus, etc., whilst not equalling
the full extent of the rise, have not always fallen
with the fall,

The Turn-over from War to Peace.—The general
tendencies of Cost of Living since the War have
already been described and many of the war-time
influences continued to “pperate. Some, indeed,
ceased, more or less rapidly, whilst others exerted
for a time even greater influence than before. Thus,
abour supplies for normal work were considerably
increased as soon as the turn-over from war to
peace was completed, and the close of demobilisa-
tion established more normal conditions. The
shipping position benefited by the cessation of the
submarine menace and, after the considerable
pressure caused by repatriation, became adequate to
all demands and eventually excessive. Other trans-
port facilities also improved. Moreover, during the
transition, demand, though growing, was not at its
full height, and these influences helped to keep
prices from rising for the greater part of 1g919.
"Again, though the effects were not immediate, food
supplies improved, ard, in certain cases, notably
wheat, prices were reduced for some years much
below the general level. ‘The three cereal years,

192122 to 1923-24, were years of very low prices
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of wheat. . . . Countries such as Great Britain and
Iteland . . . were, during the three years in ques-
tion, securing their wheat supplies at much lower
prices relatively than before the War.”

The Post-War Boom.—The causes of this were
largely the culmination of previous influences.
Inflation feached its maximum. Decontrol, and
in particular the withdrawal of the subsidies,
assisted the increase in costs. Above all, many
influences combined to stimulate a demand for
which supplies were not available—demobilised
officers and men with gratuities to spend, revival
of the postponed civilian dernands of the war period,
wage increases, and attempts to make good in- -
dustrial developments which had been held up by
the war. Supplies, on the other hand, were short,
notably in building materials, and production had
not yet got into its stride. Taxation was still at
a maximum, especially with the restoration of the
rate of £.P.D, to 8o per cent. in 1920, after its re-
duction in 19r9; and conditions generally, with
demand exceeding supply, favoured the transfer of
direct taxation from producer to consumer. ‘The
outstanding feature of the boom of 1920 .. . is
that it was not in any sense a hoom of production
but a boom of prices only.’*

1 First Report of the Royal Commission on Food Prices, Cmd. 2390,

59.
“g?s Unemploymens Inevitable? By the Authors of Ths Tased
Wmde.p,u.
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Output and Wages.—Fuller reference is required
to cost of labour. In 1919 wages rose largely, and
hours of labour were greatly reduced. Many im-
portant industries gained an eight-hour day, and
the coal-miners the seven-hour day, without re-
duction of wage-rates previously paid for longer
hours. Moreover, the first pre-war years saw a
great decline in rate of output. ‘ The workers were
working shorter hours and producing less per hour
than previously.’* Thus, without a boom in pro-
duction, there was a boom in work and wages. This
was aggravated by the prevalence of strikes,
especially the four-months’ stoppage in the ‘key
industry ’ of iron-founding., The decreased output
is attributable mainly to three causes:

(i) 'War weariness and relaxation of war strain
made a period of slacking inevitable, and in many
cases there was a big recovery after a year

“or two.

() There is the universal tendency to take
things more easily in times of boom when unem-
ployment is not feared, whilst with a certain class
of workmen high wages lead to slackness.

(iii) Some deliberate restriction of output was
based on false economic ideas, which were strongly,
but for the time unavailingly,~repudiated by
responsible leaders of Labour.

LIy Unemployment Inevijable ? p. 13,
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The net result was a serious increase in cost of
labour, which made an important contribution to
the big rise in prices.

Cost of Labowr and Trade Depression.-—Since
depression set in, marked improvement has taken
place. Output per hour has normally recovered at
least the pre-war level, but often has increased
sufficiently to balance the reduced hours, especially
with piece-workers and in trades subject to foreign
competition. ° Time-workers may have increased
their output per hour to some extent, but they
have not made good the reduction in hours, . . .
There has been very much slower improvement in
what have recently been described as the “ sheltered
trades,” ’» Mr. P. Horsfall, indeed, seems to find
the improvement general in engineering. ‘ In spite
of the reduction of the normal working week from
54 to 47 hours, there is little evidence at the present
time of a reduction in output per man.’* Similar
conditions appear to exist in many trades, though
in some cases less satisfactory conditions are found
to prevail owing to the strong objections of the
workmen to payment by results. Generally, how-
ever, decreased cost of labour, due to increased
output and falling wages, has contributed largely
to the reduced cost of living.

Renis and Posi-War Costs.—The increase in rents

X It Unemplovmend Insvitable ? p. 72.
** The Engineering Trades inl’spvnumlomlm'uuu’p. 285,
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has also contributed to the post-war rise, in spite
of the fact that this increase has been throughout,
and is still, smaller than the average advance in
Cost of Living. But prior to the Act of 1919,
increases in rents were only permitted to balance
increases of rates, or expenditure on structural
alterations ; and during the war these rate-increases
were on, the whole small, and probably did not
exceed 5 per cent. at the end of 1918. In the case
of lodgers, who were not similarly protected, the
rise was probably greater, as the Sumner Committee
suggested. In 1919, an advance of 10 per cent.
on standard rents was allowed, which in 1920 was
increased to 15 per cent., with an addition of 25
per cent. to cover repairs. After the war there
was a big rise in rates, followed by a considerable
fall in the last few years. Consequently, reats
changed from a stationary to an increasing element
in costs, whilst prices were rising, and subsequently
remained stationary at a little below their bighest
level. From 10 per cent. above pre-war level in March
1920, and between 15 per cent. and 2o per cent.® just
before the passing of the Rent Restriction Act of
July x9z0, the increase had advanced to 42 per
cent. at the end of the year and to 55 per
cent. concurrently with the great fall in general
prices at the end of 1921, Subsequently, chiefly

1 These figures omit extra charges, like premiums and compulsory
&umhase of furniture, which involved considerable practical increases
many, particularly middle-class, rents. T
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because of falling rates, this increase fell to 47
in July 1g23.and remained at this figure till
the autumn of 1925, when-it rose to 48 per
cent.? .

The Present Possiion.—There appear at present
to be prospects of some further reduction in cost of -
living below the figure of 75 per cent. above the
pre-war level, round which it has been for the past
three years. This may be partly associated with
recent developments in the direction of food control.
The Food Commission appointed at the end of 1924
(see chapter vii) besides drawing attention to
matters connected with the bread, flour and meat
trades, recommended the appointment of a Food
Council, to investigate and report upon food prices
in general and certain essential matters in par-
ticular. The Council, appointed in July, has already
taken action in regard to bread, ‘which led to a
reduction of ro points in its price (from 70 per cent.
to 60 per cent. above pre-war), and in that of flour
(from 71 per cent. to 61 per cent.) during October,
which contributed to the fall of 4 points in Cost of
Living in that month contrary to the normal
seasonal tendency. These prices rose only slightly
in November, but in December had practically
recovered to the September level. The Council is
at present dealing with questions of short weight,

1 Rates account for about half the increase, when it was at its highest.
and about two-fifths at the present time, .
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which may have important indirect influence on
Cost of Living. Thus, such action, and the publicity
resulting from the operations of the Food Council,
may, with the rise in the value of money under the
Gold Standard, and other general causes, set in
motion a fresh tendency to reduction in Cost of
Living. It may be noted that or January 1st
1926, the figure is 5 points lower than in January
I925. .

Working-Class Standards, 1914 and 1925.—At
first sight, with the failure of wages in the unsheltered
trades to keep pace with Cost of Living, and well
over one million unemployed, a serious reduction
in working-class standards would seem to have
taken place. But other evidence points to a definite
improvement. Recent returns of imports appear
to show, in contrast to raw materials and manu-
factured goods, an increase per head of the popula-
tion in quantities of food, drink and tobacco.
Unless balanced by decreased home production,
this means larger consumption and improved
standards for the nation as a whole. The greater
rise in prices of home-killed meat confirms this
view. This tendency can be only partially attribut-
able to the normal effects of falling prices, since
these are still above -pre-war level. It suggests
rather that improved standards among the working-
classes themselves are creating increased demands
for home-killed meat and so raising the price above
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the average.! Moreover, other facts, like the fall in
the death and infant mortality rates since 1914,
and the improvement in the health of school children,
support this view. Better standards, indeed, are
not the sole, nor even perhaps the main, causes of
these improvements, but these do appear to be
inconsistent with a definite lowering of pre-war
conditions.

Improved Standards: the Reasons.—If, in fact,
earnings since 1914 have increased on the average
by more than the cost of living, the reasons appear
to be:

(i) Whilst wage-increases have varied, rising less
than Cost of Living in unsheltered and more in
sheltered trades, the average increase in all
occupations has probably equalled or exceeded it.

(ii) The increase is, on the whole, greatest with
the poorest workers, where families were most
liable to suffer from under-nourishment : unskilled
wages, for instance, have risen about in proportion
to Cost of Living in unsheltered, and by consider-
ably more in many sheltered, trades ; whilst the
sweated trades have benefited by the extension
of Trade Boards. :

} See the fignres in Tha Survey of Overseas Markets by the Committes
on [ndustry and Trade (chapter iv,, Table ii., pp. 638—40}, which show
that in 1334 at any rate the importation per head of the population

was decidedly greater than in 1913, after allowancs for the inurease
in prices, ]
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(iii) Piece-rates have often been adjusted to
yield the same wage under the eight-hour day
as previously. in the longer week, and the
evidence of increasing output on piece-work
suggests advances of eatnings above those of
wage-rates.

{(iv) The eight-hour day, one of the great ad-
vances made by Labour since the war, may also
have contributed to improve earnings: for the
shorter working-day will, in some cases, even
during depression, give increased opportunities
for overtime.

(v) Social provision has been generally improved
as a result both of pre-war measures, like Health
Insurance, and of war and post-war developments,
such as Factory Welfare and extension of Un-
employment Insurance, which deserves separate
treatment.? .

These results suggest definite improvement in
spite of the prevalent unemployment, and this is
partly accounted for by relative improvement
among the poorest, with whom the incidence of
disease and ill-health has been greatest.®

} Reference may also be made to improved standards of Poor Rellefy

2Cf, Has Povsrty Dimimishod ? by Professor A. L. Bowley and
Miss M. H. Hogg: ‘The proportion of families in which a man is
normally eaming, found to be in poverty, was in 1924 mnly one-fifth
of the proportion in 1913, if full employment is assumed ; whilst if

the maximum effect of umploym-t is reckoned, it is little over one-
half’ A certain amount of this change is attributable to decrease in
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Unemployment Insurance.—Before the war the
system was limited to a few important industries,
including building, engineering, shipbuilding and
construction of vehicles. It covered about 2,400,000
workpeople, and provided benefit of 4s. per week
for a limited number of weeks in the year, with a
limit of one week’s benefit to every five weeks’
contributions paid. The Acts have since been
extended and now cover mearly 12,000,000 work-
people, and under them men draw 18s. and
women 155. per week during unemployment,
with lower rates for juveniles under 18, and
supplementary allowances for wives, children and
other dependents. As the provisions of the
Shaw Act of 1924 gave a statutory right to
‘ uncovenanted benefit,” the payment, subject to
provisions against abuse, is made practically for the
duration of unemployment. The system thus pro-
vides during unemployment a reasonable sustenance
which is at the same time well below normal wage-
rates, and so contributes largely to maintain the
homes of the unemployed and to keep them and
their families in reasonable health and efficiency.
This provision was secured by raising the rates of
contribution for employers and workpeople from
2}d. to 1od. and gd. per week respectively, which
rates are now reduced to 84. and 7d. Moreover,

3 Modified under the Act of 1 01925 which made grant of such
benefit dependent on the decision of the Minister of Labour
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some very high authorities, notably the ° Third
Winter * group, argue that these results have been
secured without undermining seriously willingness
to work, or leading to serious abuse and malingering.
The possibility, however, of high rates of benefit
leading indirectly to undue maintenance of un-
economic wage-rates must also be taken into account,
_The present rates of benefit, taking their duration
into account, represent an increase of about 200
per cent, for those who were already covered by the
Acts before the war, whilst for the additional
10,000,000 workpeople they are practically a new
thing. Against them must be set the additional
contributions.

Middle-Class Standards.—Unlike those of the
working-classes, middle-class, and especially pro-
fessional, standards seem still to be below pre-war
level, -but they have undoubtedly improved as
compared with the close of the war and the post-war
boom. Their Cost of Living has also largely fallen.
The standard rate of income tax is down from 6s.
in the £ to 4s., and, thanks to various readjustments,
the actual increase on pre-war figures is moderate
for the lower incomes, and in particular for
those of married men.! In some cases, moreover,
during the rise in prices, fixed increases in salaries

were given equivalent only to a small part of the

1 See chapter vii, p. 246.
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rise, and these have not been subsequently reduced.
Similarly, with owners of house property, the 15

per cent. increase in standard rents has not yet
been altered.



CHAPTER VII
SOME SPECIAL PROBLEMS

I. Rares AND TAXES

The Nature of Taxation.—In relation to Cost of
Living, taxation may be considered under three
headings, direct and indirect taxation, paid to the
central government, and local rates. A direct tax
may be defined as one levied upon the very persons
whom it is intended should pay it, and an indirect
tax as levied upon one set of persons with the
idea that they shall transfer it to others. Examples
of the first are Income Tax and Death Duties; of
the second, Customs and Excise. Now, “indirect
taxation and local rates enter directly into the cost
of commodities and services which comprise Cost
of Living and form part of the prices upon which
the index is based. Direct taxation does not enter
directly info such costs, though it may do so
indirectly. ‘A tax on income,’ says Professor
Seligman, *is a tax on net profits, and net profits
are not costs, but the surplus over cost ; a tax on
profits cannot reach the men who make no profit.’

The question has therefore arisen as to the proper
136
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allowance for war taxation in dealing with Cost of
Living. It is sometimes argued that such increases-
constitute a special war burden, which should be
borne in proportion by each class, and should not
be allowed for in calculating increases in Cost of.
Living. When, for instance, the Civil Service bonus
was under discussion it was strongly urged that
increased income tax should not be taken into
account in fixing it, as otherwise part of the Civil
Servants’ burden would be transferred to the general
taxpayer. In_fact, the calculation of the bonus
in the way already described * took no account of
increases in direct taxation, and no such transfer
of burdens has in fact taken place. Similarly it is
contended that advances in wages to meet increased
Cost of Living should not cover 50 much of the
increase as is due to indirect taxation, since other-
wise the wage-eammers will escape so much of their
share of increased taxation as affects commodities
contained in the Cost of Living Index. It must
be remembered, however, that incomes nearest the
physical minimum are least able to bear increases
in taxation which trench upon the necessaries of
existence, and that workingclass consumption is
already subject to heavy taxation, notably in beer
and spirits, which is not covered by the index.
Nevertheless, the argument is generally a good one
that in relation to the Cost of Living war taxation

¥ Seo chapter iil, pp. 64-5.
KL
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should be regarded as part of the general burden
of the war. On the other hand, it is sometimes
argued that direct taxation is, in fact, added to the
cost of commodities, and that the exemption of-
co-operative societies’ dividends from direct taxation
frees them from a burden ‘that enters into ordinary
cost of production. Such arguments appear to
overlook the nature of direct taxation, which, in
fact, is levied not on the process of production,
but on its results and subsequent to the sale of the
products.

Principles of British Finance.—Among the guiding
~principles of British finance are those of equality
of taxation and the balance of direct and indirect
taxation, both of which are of vital importance in
relation to Cost of Living. Equality of taxation
aims at two objects: first, to secure equality of
Aacrifice by imposing on persons and classes equal
burdens relatively to income, and secondly, under
the principle of ‘ ability to pay,’ to adjust taxation
according to the obligations and responsibilities,
as well as the incomes, of the taxpayers, distin-
guishing, for instance, between earned and unearned
incomes and between married men and bachelors.
The. earlier economic writers often advocated a
proportional income tax. Subsequently the principle
of progressive taxation has been developed on the
ground that, since the wants satisfied grow less
urgent as income increases, the loss of a given
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proportion of income involves a bigger sacrifice
when the income is small than when it is large.
Equality of sacrifice therefore requires that a
heavier rate of tax be imposed on the higher incomes.
At the same time, all classes should contribute
according to their means, and therefore—subject
to exemption of a minimum of physical necessaries
—some taxation should be levied on all. Thus
equality is now secured by what, on the whole, is
a steeply progressive rate of income tax and death
duties. Family men are provided for by a higher
limit of exemption from income tax and allowances
in respect of children, and there is a lower rate of
tax on earned incomes. The balance of direct and
indirect taxation is used to secure contributions
from those classes which are below the income-tax
limit and escape direct taxation ; and many indirect
taxes fall more heavily upon the smaller incomes,
The old working principle used to be that direct
and indirect taxation should each contribute roughly
50 per cent. of the revenue, The growth of progres-
sive taxation, however, has altered these proportions.
By 1914 they were more like three-fifths of direct
taxation and two-fifths of indirect, and since the
war have beennearer two-thirds and one-third
respectively.

Aims of British Finance.—Thus the object has
been to secure, as far as practicable, justice between
different classes, and to ensure a distribution of the
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burden of taxation according to the taxable capacity
of different classes. It is important, therefore, that -
the incidence of taxation—by which is meant the

persons on whom the actual burden of a tax falls

—shall accord with the -intentions of the taxing

body. Progressive taxation only achieves its object

if direct taxation is actually paid by the classes on

whom it is imposed. For, if shifted on to prices,

and so transferred to the general consumer, the

effort to secure equality is defeated, It is undesir-

able, therefore, to encourage the idea that direct

taxation is normally transferred, and, in fact, the

probabilities point in the opposite direction.

Who Pays the Income Tax ?—In this connection
the Royal Commission on Food Prices is worth
quoting. * According to economic theory direct
taxes, such as income tax and death duties, cannot
be passed on to the consumer in the form of higher
prices ; but many men of affairs engaged in trade
and industry hold that high taxation cam in fact
be passed on to the consumer, and does therefore
lead to high prices.’ * The Commission points out
that psychological and other factors may practically
modify the economic idea, and instance the, view of
Professor Seligman, that with rising markets, when
conditions are favourable to the sellers, a high tax
may cause increased prices, though they point out
that the tax is rather the excuse for increased price

Cmd. 2390, I 205
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than its cause. This view has also been urged by
a writer for the British Association in regard to
war taxation, on the ground that shortage of supplies
and demands for increased production enabled the
producers to pass on direct taxation to the
consumers ; and he argued that equality of taxation
cannot be fully maintained in war-time. This
argument implies, however, that such shifting of
taxation is only likely in circumstances favourable
to the producer. This is actually suggested by
the Food Commission: *Such conditions are usually
only temporary, and are sooner or later succeeded
by a buyers’ market, when the advantage is on the
side of the consumer and sellers are compelled to
cut their prices without regard to the tax, in order
to dispose of their accumulated stocks.” * With
this may be compared the argument of the authors
of Is Unemploymeni Inevilable ? who include Dr.
Bowley, Professor J. H. Jones, Mr. W. T. Layton
and Mr. Seebohm Rowntree. ‘A system of indirect
taxation cannot avoid influencing the character of
consumption and production, -but a direct system,
based on the taxation of surpluses, can have very
little direct effect on prices or on the volume of
_ production, since the production continues to a
point at which there is no profit.’

Direct Taxation and Cost of Living.—There are
two ways in which heavy direct taxation can affect

* Crod, 2390, . 10-
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the general consumer, It can influence Cost of
Living indirectly by its effects on production. By
reducing the money available for investment and
causing a scarcity of capital, it leads indirectly to
rising prices. Secondly, it will affect Cost of Living
directly if it can in fact be transferred to prices-
This view, as against that of the Food Commission
“and the economists just quoted, may be illustrated
from part of a letter written to the writer. * Just
as the working man's determination to adhere to a
certain standard of living affects costs, so the de-
termination of other classes to retain a certain
standard leads to their raising their charges in every
direction, and this undoubtedly has its effect on the
cost of living." Now, there seem to be two. direc-.
tions in which this might happen. The absence of
competition may enable taxation to be transferred
to an even greater degree than is suggested, but
under present conditions of world trade such
transfer seems to a great extent impossible. In
unsheltered trades, that is the exporting trades,
and home trades which have to face foreign com-
petition, the necessity of competing in a world
market prevents the transfer. In sheltered trades,
which do not have to face world competition, there
are greater opportunities, especially with the growth
of employers’ combinations, but even with them
there are important qualifications. In a large
number of trades competition by the co-operative
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societies can do much, as will be explained later, to
check the rise in prices, and might do more. More-
over, in other directions, as with road transport,
there is usually sufficient competition to prevent
any big shifting of taxation. The second point
depends on whether income tax is, in fact, paid
out of profits, and therefore out of a surplus. This
appears to be true largely of profits pure and simple,
but salaries which are based upon comparatively
fixed rates may give greater possibilities of transfer,
Even here, however, the higher ranges of income are
still in the nature of a surplus. But income tax is
paid on many incomes which are based on relatively
fixed standards for large classes. Where this is so
determination to maintain the standards of living
may cause some shifting of the tax, especially with
a rate so high as seriously to reduce the resources
of the persons concerned.

Taxable Capacity.—This may now be defined.
The taxable capacity of a nation depends upon the
national dividend or total ocutput of goods and
services by the community as a whole, It is in-
creased by any influences which lead to greater
output, like improved efficiency of capital and
labour or the starting of new trades. It may be
injured by causes which check the development of
capital, of which high taxation is one, so that it
may thus destroy its own sources. Secondly,
taxable capacity will be limited by what public
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_opinion as a whole,and the opinions of taxpayers in
particular, regard as reasonable limits of taxation.
‘Beyond a certain point, moreover, increased taxa-
tion may so reduce the surplus left to the taxpayer
that he ceases to exert himself in production.
Effects of High Direct Taxation.—These may take
several forms as far as Cost of Living is concerned.
By checking accumulation of capital they tend to
raise it indirectly by reducing production and
causing demand to exceed supply, with consequent
increases in price. Secondly, psychological in-
fluences may actively check production, with Similar
results, and at the same time may cause some trans-
fer of taxation through prices on to the consumer.
Thirdly, classes of direct taxpayers with moderate
standards of living, which they are determined to
maintain, may, by reason of the comparative
uniformity of their salaries and fees, be able to
transfer part of their income tax to the consumer
through increased charges. It is not to be assumed,
because in theory, and usually in practice, direct
taxation is not transferred, that, therefore, its level
is of no importance to Cost of Living. A high rate
that is felt to be burdensome is more likely to be
transferred than a low rate, Subject, therefore,
to considerations of social policy, the lower direct
taxation can be the less is it likely to raise Cost of
Living, Moreover, reductions in the burdens of
taxation can be secured not only by economies,



SOME SPECIAL PROBLEMS = 145

which reduce its total, but by increases in produc-
tion and efficiency, which reduce the burden of a
given armount of taxation by spreading it over a
wider area. For these will enable a lower rate of
taxation to maintain the previous yield of a higher
rate.

Progyessive Taxation and Cosi of Living—A
distinction must, however, be made between a high
rate of taxation affecting all income-taxpayers and
a progressive rate which is low on the smaller, high
on the larger, and very high on the largest incomes.
A high general rate affecting the marginal or average
taxpayer is much more likely to be transferred to
the consumer and add to Cost of Living than a
progressive rate, which falls mainly on the high
incomes. Thus, from the point of view of Cost of
Living, a progressive rate is to be preferred to a
higher general rate, The large incomes partake
to a very great extent of the nature of a surplus.
Consequently a progressive rate on such incomes is
far less likely to be shifted than a heavy general rate
on all incomes. Heavy progressive taxation may
have bad results in checking accumulations of
capital and the voluntary savings of the very rich.
But, given a certain total of taxation, it is desirable
that the system of progression should be maintained.
The British income tax is, on the whole, highly
progressive, especially as recent modifications have
favoured the small taxpayer, notably in regard to the
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married taxpayer in the changes introduced in
1920-Y on the recommendations of the Royal Com-
mission, and to earned incomes under £2,000 a year
in the increased allowance of ome-sixth in place of
one-tenth in the Budget of 1925. Thus, even with
a standard rate of 4s. in the £, 'the actual increases
in the amounts paid by married men are still
moderate up to about f500 or £600 a year, this
tendency being less marked with single men. Some
very small incomes actually pay rather less than
before the war.* This comparatively small increase
in the burden on the small incomes indeed seems tc
support the view that no great shifting of the tax
to the consumer is likely. Thus the bad effects of
heavy direct taxation on Cost of Living may be
mainly indirect, in decreasing production, and even
these may be less serious than is sometimes sup-
posed.?

Rates and Cost of Living.—Detailed reference i
not necessary to the incidence of indirect taxation,
which is admittedly on the consumer, as, generally
speaking, is the incidence of increased rates, but the
latter may be worth somewhat fuller treatment.
They tend to raise Cost of Living in three ways:

(i) They are a direct addition to cost of house-

TOOIN.
' A married man with £300 a year and no children now pays 83¢. 44,

vompared with 86s, 3d, before the war.
% See, in particular, pp. 78-9 of Is Unsmployment Insoriabls ?
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{ii) Rates on manufacturing .and business
premises, being paid by all the proprietors,
enter into the cost of production of com-
modities and services, and so add to Cost
of Living.

{iii) As wages are often regulated by Cost of
Living, increased rates, by increasing the
prices of commodities, create demands for
increased wages which again tend to raise Cost
of Living.

Thus increased rates set up a vicious circle by
increasing prices, which in turn lead to increased
wages and a further rise in prices. The direct
effect of rates on working-class house rents seems
comparatively small. The Ministry of Labour
estimated that when the increase in house-rents
was highest (about 55 per cent. above pre-war),
increased rates alone accounted for about 27 per
cent., and that now their increase is equivalent to
about 20 per cent. The weight given to rents and
rates together in the index being one-sixth of the
total, increased rates probably account at present for
an increase of rather over 3 per cent. in working-class
cost of living, though more possibly in the case of
the middle and upper classes. Their incidence on
manufacturing costs is probably heavier and more
important, and in some industries may seriously
increase both costs and unemployment.



148 THE COST OF LIVING

II. Tae Co-OPERATIVE SOCIETIES

Co-operatives and Prices.—The man in the street
is liable to ask two questions regarding Co-operative
Societies. Hearing that their object is to eliminate
profits, and that their ‘ dividends’ escape direct
taxation, he enquires first, why they are not able to
sell at lower or even, in particular cases, at as low
prices, as private enterprises; and secondly, why
their profits are exempted from taxation.“ The
present section will try to explain the general motives
and effects of Co-operative Societies, and thus to
answer these questions.

Objecis of Co-operative Societies.—The aim of the
Co-operative Societies is, by combination of con-
sumers, to eliminate the middleman, and to produce
and distribute articles which they require at lower
prices than those for which they could otherwise
be obtained. Of the various distinctions between
types of Co-operative Society it is only necessary
to refer to that between distributive societies,
engaged in distributing directly to individual con-
surmers—that is to say, to their individual members
—and the wholesale societies, which produce for
the distributive societies. ‘ The consumers’ (dis-
tributive) societies,” says Mr. G. N. Barnes,* ‘ reckon
their membership in terms of purchasing members.
The wholesale societies . . . engage largely in produc-~
tion as well as in buying for them, and these also reckon

' Industrial Conflict, p. 14.



SOME SPECIAL PROBLEMS 149

their membership in terms of enrolled purchasing
societies.” The distributive societies are open to all
consumers enrclled as members, who receive divi-
dends from the societies in proportion to their
purchases. Thus a share in Co-operative * dividends’
depends not on capital but on purchases. Some
share capital is held by members of the societies,
with an individual maximum limit of £200, which
it is proposed to raise to £400. On share capital
a fixed rate of 5 per cent. is paid, which does not
vary with the success or otherwise of the concern.
At the close of 1923 the societies had an aggregate
membership of over 4,600,000, though, owing to
certain members being enrolled in more than one
group, the total of actual members may be put at
about 4,500,0c0. Thus, with allowance for the
. families of co-operators, the societies probably cater
for a total of perhaps 12,000,000 to 15,000,000
persons. The societies deal largely with food, but
are also large producers and distributers of clothing,
household utensils and other products. -
Co-operative Societies and Profiis—Confusions in
regard to Co-operative Societies are due largely to
misunderstanding of their nature. ‘ Paradoxically,’
says Mr. Barnes, ‘ profit is shared by abolishing it.’
The distinction between co-operative and private
enterprises is partly in their objects and partly in
their methods of sharing results.  “ Goods are not
produced or stored on the chance of being sold at a
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profit. They are produced for an assured demand
from the co-operative consumer, and that demand
is a pre-requisite of their production and distribution.
They are produced and distributed for use and not
for profit. The Co-operative Wholesale Society
starts a factory only when it is assured of sufficient
customers among the societies to keep it employed.
It is not started to make a profit, and indeed the
factory would function all the same if the goods
were delivered to the societies at the bare cost of
production. They are delivered at market prices
as a matter of administrative convenience, and the
overcharge or surplus is paid back at the end of
each accounting period.’* The object of the societies
is to secure goods of good quality at cheaper prices,
and what with the ordinary firm is net profit goes
back to the individual members of the societies as”
‘ dividend,’ or ‘ discount.’ Thus the effect, as Mr.
Barnes suggests, is really the same. Either com-
modities are sold originally at cheaper rates or
cheaper rates are secured through the subsequent
discounts, It is estimated that in 1923 the average
purchases of members amounted to about £36 a
head, and, as 10 per cent. is a2 common dividend,”
this would amount to about £3 16s. per head.®
These facts explain how it is that, while the
:g‘(f‘g’d‘?‘ a'f onﬂl:d“p 15 . The average net profit (of Co-operative
b rurned

butcheries), is almost exacuy 1o per cent,, which is of course re
to members in the form of dividends.’
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co-operative system is said to stand for the negation
of profit, their average results often compare very
favourably with those of private trade, the profits
of the Co-operatives being sometimes much larger.—
First these profits in fact are not profits at all, but
‘dividends’ on turnover, and represent reduction
in prices to individual members.? Secondly, higher
rates of profit are due partly to production for an
assured market, often on a very large scale, and
partly to elimination of ordinary profits and middle-
men’s charges, whilst these bigger gross profits
also suggest greater efficiency of organisation,
Thus, as regards baking, the Focd Commission
wrote that ‘ the Co-operative Societies,-while selling
bread of a quality which is claimed as being up to
the average, at no more and in some cases less than
the ruling price, were able to return about zs. in
the £ to members on purchases,’* and as regards
butchering departments, that ‘the favourable
results shown by Co-operative Societies are signifi-
cant. They show that, with proper efficiency, large
profits can be made at prices no higher than those
charged by any private shops.’®

Co-/opcmﬁvc Societies and Purchasers.—Their
inflience on prices depends on policy. Where it

LCL., for instancs, the words of the Royal Commission on Tncome Tax
(Cmd. 635, p. 131) : ‘. . . These dividends on purchass are not a dis-
:‘s’iehc‘fi‘;%)?f trading profit, but syreturn of part of the purchase price’

5 Cmd. 2390, P. 42.
! Cmd, 2390, p. 83.
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is the rule to attempt to keep prices below the normal
" level there is a direct influence in Iowering prices.
The alternative policy is to sell at prevailing prices
and return the difference to members as ‘ dividends.’
There are three reasons which lend themselves to
this latter policy. First, there is the administrative
convenience referred to by Mr, Barnes. Secondly,
the members often prefer a high dividend to a low
level of prices, especially where the accumulation
of dividends can be utilised to provide for special
occasions, like Christmas and holidays, or even as
a form «of thrift.: Thirdly, they may desire to
limijt the society’s benefits to those who take their
share in the work. Other individuals may be willing
to take advantage of co-operative prices without
enrolling as members or even sympathising with
their aims. Members naturally feel that people who
will not join a society should not enjoy its advan-
tages. From the point of view of co-operators and
their families, therefore, either method is likely to
produce the same ultimate result ; but the effect on
general prices is greatest when a policy of low prices
is adopted. Under the second policy the Co-
operative Movement only influences general prices
indirectly, by increasing competition and by stim-
ulating private traders by the presence of an

3 See Reservation to the Report of the Royal Commission on Incoms
Tu(Cmd.G:s,& 163}, * In order to encourage thrift on the part of
their members the Co-operative Societies prefer, instead of

an
‘article to them for 5s. (cost price plus expenses), to sell it to them for
63, (current trads price) and to return 1s. later in the year.'
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additional competitor. Thus a writer who described
the societies as ‘ useful but costly,” wrote, ‘ Their
value is not so much in reduction of prices as in
driving the private trader to compete more keenly.
In other words, they give the buyer an alternative,
and so help to break the ring,.’*

Present Infiuence on Prices.—The Food Commis-
sion held that in the baking industry the societies’
influence was on the whole valuable in keeping down
prices. ‘ We do not consider that the loss to the
public from price-fixing arrangements in the baking
trade is likely to be serious in those districts where
the Co-operative Societies pursue an independent
policy, directed towards keeping bread prices as low
as possible.” Or again, ‘ It appears to be the case
that Co-operative Societies do very often, owing to
their refusal to act with the local master-bakers,
keep down the price of bread to the benefit not only
of their own members but also of their rivals’
customers.”* The Commission specially refer to
the Woolwich Royal Arsenal Co-operative Society’s
action in keeping bread at from 4d. to 1d. below the
London Master Bakers’ official prices. They point
out, however, that these results are not universal,
partly because the societies do not exist in all dis- -
tricts and partly from the adoption of a policy of
high dividends. In the flour-milling industry,

1 Alderman Tom Kirk (N.U.R) in the Naw Sislsman, Nov. 7th,

1925,
$Cmd. a3go, p. 28
) 5 5
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again, the Wholesale Societies are reported to aim
at ensuring supplies of flour to Co-operative mills
at the cheapest rates. The influence of the opposite
policy is illustrated by reference to the meat trade.
‘ The competition brought about by the growth of
Co-operative Societies’ butchery departments is
not so effective as it might otherwise be, owing to
their general practice in most cases of making a net
profit of about 10 per cent. and thus distributing a.
dividend of 2s. in the £ Evidence has been given
that Co-operative Societies are of little assistance in
keeping down prices, at any rate in those districts
where a good dividend is more popular with the
members than low prices.,* Thus the evidence
seems to show that the influence of the societies
-tends sometimes to lower prices, and in other cases
at least does not raise them, with a net result, on
the whole, of reducing prices and Cost of Living.
The view is sometimes held, however, that ‘the
policy of attempting to stabilise prices at prevalent
rates more often operates in the direction of delaying
‘reductions in the cost of living than in the direction
of preventing increases.”> But, when all allowance
is made, the influence of the Co-operators appears
on the whole to lead to some, though not an universal,
reduction of prices. Finally, in regard to difficulties
in enforcing the orders for the labelling of imported

1 Cmd. 2390, p. 98,
'IMMJm 1983, P. I04.
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meat, the Food Commission has written: ‘The
practice of selling (i.e. home and foreign meat) in
different shops has, in fact, been adopted by a
number of Scottish Co-operative Societies, and we
think that this example might be followed with
advantage by large multiple companies such as the
Union Cold Storage Company.:

Co-operatives and Monopoly.—The development
of Co-operative Societies, in conjunction with that
of large, multiple stores, is sometimes expected to
assist the elimination of the private trader in favour
of the big combine. It is argued that this is likely
to follow from what is sometimes regarded as their
privileged position in respect .of taxation, There
are three objections to this argument. It assumes
a general tendency towards free competition and
ignores the growth of employers’ combinations,
Secondly, whether their prices are or are not below
the general level, the co-operators form an addit-
ional competitor, and in this way assist to keep down
prices. Thirdly, the Co-operative Societies’ position -
is different from that of the ordinary combination,
because it is their interest to keep prices down,
either directly or in the form of increased * dividends *
to their members. The more the societies adopt a
policy of low prices the better will their general effects
be, but in either event there does not appear to be
the danger of monopoly that some people apprehend.

* Cmd, azg0, P 99
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Co-operators and Taxation.—In dealing with
questions of Income Tax three elements in
‘the gross profits of Co-operative Societies must be
distinguished. First, there s interest on borrowed
capital, which, so far as members are con-
cerned, is limited to a fixed rate of 5 per cent.,
which is taxed through the ordinary machinery,
if the holder is liable to income tax.' Secondly,
there are the amounts distributed as discount
or dividend to members, and thirdly, those placed
yearly to reserve to maintain and extend the
business of the Societies. Now, it is argued that
all three are forms of gross profit and should be
made liable to tax; and it is sometitnes main-
tained that this was recommended by the Report of
the Royal Commission on Income Tax in 1gzo as
part of the general re-organisation of the Income
Tax, which has since been carried out.  This view,
however, seems inconsistent with the following
recommendation of the Commission ;

* Any part of the net proceeds of a Distributive
Co-operative Society which is not actually re-
turned to members as “ dividend " or * discount "
is a profit chargeable to Income Tax (Sec. 550).
. . . The Income derived from invested reserves,

regards Lnterest oo share capitan sach Inctvidual shacet “n?.i:n.m?;

income tax . . . is requi to return the amount recaived . . 1
he is then directly assessed.’
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irrespective of the particular mode of investment,
should be subject to tax (Sec.554). . . . Ineffect
a society should be treated exactly as a Limited

* Lijability Company trading in similar circurnstances
and under similar conditions, and if our proposals
are acted upon it will be necessary to amend the
existing law, in so far as it confers special exemp-
tion on Co-operative Societies (Sec. 555). . . .
There will probably be very little difference
between the liability of Co-operative Societies
under these proposals and under the existing
legal position.” (Sec. 566.) :

Thus the Commission proposed to-apply liability
to tax to trading reserves, but not ‘ dividends,” and
for this there is much to be said. Such reserves do
not go directly into members’ pockets, and it seems
fair that, in'regard to extensions and developments,
the societies should be in the same position as their
competitors.

Income Tax and Co-operative Dividends.—The
position of dividends seems on a different footing,
and the arguments for their continued exemption
from taxation appear strong. They may be
briefly summarised :

() The dividends are not a profit at all, but a
return to members on their purchases, which for

1Cmd, 615, pp. 118-2a2; The Times, March 18th, x920;
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various reasons is made in this way rather than
in the form of lower selling prices.

(i} The consequent addition to the revenue
would probably be small : the incomes of most
co-operators do not reach the income-tax limit,
and most of the taxation deducted at the source
would bave to be repaid to them. This would
involve great trouble and expense, both to
members and to the Treasury ; and the Treasury
view is that the cost of dealing with claims would
swallow up much of the revenue that might be
secured. Moreover, the poorer members of the

. community might not understand the method of
reclaiming, -so that the tax might be unfairly
taken from persons who were not liable to it.

(iii) The demand for taxation of Co-operative
dividends assumes that income tax forms part
of cost of production, which does mot appear
to be the fact, since it is a payment out of profits,
and does not in normal circumstances add to
costs of production. Indeed, the exemption of
Co-operative ‘ dividends’ may prove a valuable
check on the shifting of income tax from producer
to consumer.

In short, such taxation appears neither just in
srinciple nor likely to produce much revenue. It
night be accompanied by practical injustice, and
n the process might deprive the consumer of
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valuable protection, since tax-free competition of
Co-operative Societies reduces the possible opportu-
nities for shifting the burden of direct taxation.

ITI. PROFITEERING AND CosT OF LIVING

Profits and Profiteering.—The economic justifica- -
tion of profits is that they combine reward for the
ability of the producer and compensation for under~
taking the general risks of a business and removing
them, to a great extent, from the other agents in
production. ‘ The basis of profit,’ says Indusirial
Peace, ' is to be found in the security of the workers.’
For these services profit must be obtained in excess
of the ordinary interest on debenture capital, and
high profits are often justified by reasons of risk,
ability and delayed returns. Thus, in a minority
report to that of the Food Commission, Mr. T. H.
Ryland said: ‘If those people are to have their
profit limited, they should also have their losses
limited. . . . If the State interfered and did not
guarantee the irader against losses, there would be
a grave risk of diminished supplies, since the natural
tendency of the trader would be to reduce his risk
by restricting his activities.”* This fairly represents
the matter on the assumption of free competition,
whilst, since 1914, the war has created special risks
and losses, which may well render legitimate many

}Cmd. 2390, P 274,
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high war and post-war profits. Under such cir-
cumstances, therefore, the claim to profits can be
fairly admitted.

Definition of Profiteering.—The distinction be-
tween profit and profiteering appears to consist in
.utilising exceptional circumstances to extract undue
returns from the consumer, though the difficulty
of drawing exact lines of demarcation makes anti-
profiteering measures difficult. It seems possible,
however, to indicate the. type of action in which
profiteering consists as, for instance :

(i) Action which takes advantage of exceptional
conditions, affecting seller as against buyer, to
extract unduly large prices from the consumer;
an idea which may also be justly applied to certain
post-war demands for high wages, accompanied
by limited output.

(i) Organisation comprising a monopoly or
a combination of firms for the deliberate purpose
of keeping up prices above a fair competitive
level. On this matter the Food Commission said :

‘It is an admitted fact that prices tend to
fluctuate about the point at which there is no
profit, or at which there is an actual loss to the
least efficient or the least fortunate producer.
This is only so, however, when unrestricted com-
petition prevails, Immediately an arrangement
is reached . . . for the fixing of a uniform price,
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the tendency will be for the price to be fixed at a
level which will give the least efficient producer
a living and which may incidentally give the most
efficient producer very substantial profits.”

Hence an unduly high price appears under such.
circumstances to constitute profiteering.

(iii) Cases where advantage has been taken of
war conditions and war controls to maintain
price-levels higher than are necessary for reason-
able profit. Thus, Mr. Tom Kirk * (see above
p. 153) wrote: ‘Flat rates are a greater curse
than blessing ; indeed, it is from the flat-rate
prices of the Ministry of Food that all the present
trouble has arisen: the Ministry taught- the
retailers to combine, and it also showed them
how much the public would stand without com-
plaining” And he said further that the ‘City
of London official fair prices’ had caused meat
prices to be raised in poorer districts above what
had previously afforded a fair profit.

Such cases appear to be illustrations of concrete
profiteering, and the question is largely one of fact
whether they exist to an appreciable extent.

Profiteering and Cost of Living.—In considering
how far profiteering definitely contributes to increase
Cost of Living, account must be taken of the

lClml. 13 o, 5
gldmﬂ Nov. rth, 1923;
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disorganisation caused by war, which created many
additional -opportunities for it. Nevertheless, it is
doubtful if profiteering is general. The influences,
including foreign competition and that of the co-
operatives, which restrict the shifting of direct
taxation, likewise limit profiteering, though indi-
vidual cases may be more numerous than in the
past. The greatest opportunities appear to come
from the growing tendency of employers to combine,
with a comparatively large number of firms operating
independently within the combination, as in the
baking industry. The investigations of the Food-
Commission, so far as they have gone, are decidedly
instructive. They suggest the probability that in
particular trades, individual districts and individual
shops profiteering may be appreciable. This may
not affect seriously the general Cost of Living, but
may do so for particular sections of the population
or particular places, who suffer an additional burden
beyond that falling on the whole community.
Checks to Profiteering.—The Food Commission
emphasised the check to unduly high prices and
profits, as in baking, arising in some cases from
Co-operative Societies, to which reference has already
been made (see p. 153). Apart from the
Co-operators, however, there is the further possibility
of competition by independent firms, which may
hamper a combine in keeping up prices. Moreover,
except with absolute necessaries, fear of reducing
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consumption, or encouraging use of substitutes,
limits increase in price.

The Food Commission and Bread-making.—In con-
nection with the baking industry the Commission
found evidence of unduly high prices, and of
attempts to stop independent action. They argued,
for instance, that returns by the master-bakers under-
estimated the number of loaves produced per sack of
flour, putting the figure at g2, whereas independent
investigation by the Commission suggested 93 or
93}, and that master-bakers had over-estimated
their costs in other directions. As a consequence
of these differences ‘ there is an increase of the
average net profit per sack as returned by the
Association from 1s. 744. to about 4s. per sack, a
figure which appears to us to be more consonant
with the facts.’ * More generally the Commission
say that in certain cases ‘it seems clear to us that
the public may, and at times certainly do, pay a
higher price for their bread than is justifiable.” *
As regards deliberate action to prevent lowering
of prices, the Commission referred to a case in South
Wales, Here a firm of bakers was selling bread
at a good profit at 1d. per 4-1b. loaf below the local
price. On their refusal to raise their price the Local
Association secured the withdrawal of local supplies
of flour from the firm. This action was fortunately

A Cmd, asgo, p. 87, *Cmd, 2390, p. 28.
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unsuccessful.! More generally action has been
taken in an attempt to secure the insertion in the
National Sale Note—the recognised form of contract
between millers and bakers—of a clause giving the
miller the right to cancel a contract if the purchaser
sold bread at a price showing less than a certain
gross profit, though the Millers’ Association definitely
refused to accept the arrangement. ‘We are of
opinion,” wrote the Commission, ‘that no clause
restrictive of trade, such as that quoted above,
should be permitted to be inserted in contracts for
the supply of food-stuffs.’ * The recent success of
-the-Food Council in temporarily reducing the price
of bread and flour seems to support the Commission’s
general views,

Other Industries and Profifzering.—Other available
evidence supports the idea of partial and sporadic
profiteering, to which reference has been made.
"The Linlithgow Committee,* which dealt with the
distribution and price of agricultural produce,
expressed the views that ¢ ‘the spread between
producers’ and consumers’ prices is unjustifiably
wide,” and that ‘individual traders and groups of
P m"\flay&? dﬁgxggl bg:&ﬂt&g&wm not tmyuémﬁ:ﬂ%‘

in themselves, but are clearly detrimental to the public interest.’
1Cmd. 2390, p. 8I.
¥ Departmental Committee on Distribution and Prices of Agricultural
Produce {Chairman, The Marquess of Linlithgow), Iniersms and Final
Reports, ¢ Final Report, pp. 11 and zs.
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traders are in some cases still making higher profits
than are warranted by the service they perform,’
and that ‘ such energy as the retailer displayed (i.e.
since the war) was directed towards protective
measures to maintain price margins rather than
towards’ competition.” At the same time they
repudiate any view of the general rapacity of the
middleman. Again, as regards the meat trade, the
Food Commission refer to hasty comparisons which
suggest greater profits than have, in fact, been
made. They point out, however, that, taken over
a long period, meat-importing is profitable, that
in 1924 excessive profits were made by some butchers,
and that a veiled form of them sometimes prevails
through misdescription of meat. °‘The attention
of the Foed Council should be specially -directed
to the practice of substitution and false description
in the sale of meat, to isolated cases of gross
profiteering, and to possible abuses . . . in the
system of regulating shipments of imported meat.’ *
In flour-milling, again, the Commission appear
apprehensive of the future rather than the present.
With continuance of the prevailing prosperity
(March 1925), they wrote,  the rate of profit in the
industry might well become unreasonable,’ and
pointed out that price-fixing conferences in the
industry may be utilised to prevent cutting of prices
by individual millers.*
! Cmd. 2330, p. ng'. ECind, 2390, p. 57-3.
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Conclusion.—Whilst, therefore, evidence of general
profiteering is lacking, its presence is felt in particular
trades, of which some at least directly affect Cost
of Living. For in the case of bread, not only will
it affect the whole community, but it will bear most
heavily upon the poorest classes in direct proportion
to their poverty. In short, there seems an element
of profiteering, though possibly a small one, in the
increased Cost of Living, :

IV. TaE MIDDLEMAN

The Posstion.—The view is. commonly held that
the existence of too many middlemen between pro-
ducer and consumer unduly increases the Cost of
Living. In fact, the proper adjustment of their
numbers to the services required of them is im-
portant. 'With a given- total National Dividend,
the presence of excessive numbers in any branch
of national business means an increase in the par-
ticipants without increasing the amounts to be
divided. Hence, where the numbers of middlemen
are in excess of requirements, or where superfluous
services are performed, there is no increase in the
goods in the hands of consumers beyond what could
be provided by smaller numbers. Thus industry
generally is burdened by some who make no real
addition to its output, but receive their share from
its total product. ‘ There must be a point,’ wrote
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the Linlithgow Committee, ‘ beyond which any
further increase will not necessarily react favourably
on retail prices.’* In other words, if a trade is
burdened with more distributers than it can com-
fortably carry, it must submit to lower wages and
profits or transfer the cost to the consumer in in-
creased prices. Thus prices may rise either because
of too great numbers of middlemen or because such
middlemen may obtain a remuneration out of pro-
portion to their real services. The second, indeed,
has some affinity to profiteering, but possesses
characteristics which justify its separate treatment.

Numbers of Middlemen— In some trades there
are now too many profit-making agencies engaged
in the process of distribution.* Their increase,
indeed, may, up to a point, stimulate and extend
competition, and so keep down prices. This, indeed,
justifies particular grades of middlemen, whose
existence at first sight might appear superfluous,
‘The keen competition for business which exists
between commission buyers and wholesalers tends
to keep them to an economic charge for their
services.* But beyond a certain point excessive.
numbers tend to increase costs. ‘ Many (small
firms} are too small and inefficient to render the
public the services desired, except on wide margins.
which, though not more than sufficient to enable

'l.lnlitha Commltm qulou Fruil and Vegsalies, p. 137,

'IM, snal Repori
bd., Report on anald Veguiables, p. 116,
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these establishments to pay their way, prevent
them from being a check on larger and more effi-
ciently managed concerns,’* though in some cases
the existence of itinerant venders of milk, fruit and
vegetables has good effects on retail prices. The
excess may consist either of too large numbers in a
particular trade or in creation of too many specialised
services. An example of the former is provided by
the retail distribution of milk, where ‘ the practice
of door-to-door delivery . . . with the overlapping
of delivery services, impedes any considerable re-
duction in retail prices’s: and the existence of
many small retailers may even excite a reverse
influence. ‘ The United Dairies could retail milk
at a lower price than at present, but the effect would
be to exterminate the small retailer in milk, who
lives on the edge of the profit margin.'s On the
other hand, there are sufficient retail fruit and -
vegetable shops to ‘ ensure continued competition,’
whilst in the meat trades economies might follow
from the extension, desirable on other grounds, of
public abattoirs. Excessive sub-division of func-
‘tions seems to be illustrated by the fruit and veget-
able trades. ‘ Occasionally there may be as many
as six intermediaries between the grower and the
consumer, as, for instance, London commission
salesman, London wholesaler, London commission
1 Linlith Commlt_tee,:l;:l Repori, p. a4,

¥ Jbid., on Mk,
8 J¥sd,, p. 87,
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buyer, provincial wholesaler, second provincial
wholesaler, provincial retailer. This may involve as
many as sixteen to twenty different handlings of the
produce. Such cases are not general. They relate
mainly to produce reconsigned from Covent Garden.
. « « More usually two intermediaries, . . . or at
most three, are involved, and these serve a useful
purpose.’* The Linlithgow Committee suggest the
possibility of reducing distributive costs in these
trades by the reduction of * uneconomic reconsign-
ment,” though direct consignment, has a certain
danger of increasing local gluts. Direct purchase
by retailers from growers ‘has its limits, but is
_capable of expansion.” Certain undesirable ten-
dencies may also arise from developments of large-
scale operations in the wholesale trades, with the
danger that ‘savings attributable to unification
will be dissipated in the uneconomic consignment
and reconsignment of supplies, in the maintenance
of costly selling agencies, and in avoidable duplica-
tion and waste.’*

The Profils of the Middlemen~—The reactions
against war economies, and high post-war wages,
led to * loss of touch with values on the part of the
consumer ’ and to the large and easily made profits of
1920 and x¥g2x. Injuries to private traders’ initiative
and to the consumers’ watchfulness over prices have

Commi
'Ih&,“?“' t:a;llfspoduMﬂVm P ITL
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had a longer influence in rendering competition
ineffective, though this influence is decreasing.
More permanent has been the increased effectiveness
of distributive trades’ organisation, which has given
increased opportunities ‘to work steadily forward
in the direction of less expensive methods . . . and
economical distribution.”* Moreover, twd alterna-
tive policies have been open to the distributive
trader: either to aim‘at a big turnover with lower
prices and narrow profit margins or to maintain
wider margins with a smaller turnover. -The ample
supplies available, indeed, gave good opportunities
to carry out the former policy. In fact, the contrary
has often been adopted. Mutual understandings
have been utilised ‘ to retard the normal initiative
of the private trader,’* and in some cases at least
prices and wages have been maintained at high
levels. After all allowance is made for unre-
munerative profit margins in certain individual
sections, or for losses on stocks purchased at inflated
prices during the boom, or for decreased sales due
to lower purchasing power during the depression,
‘ the margins of gross profit obtained by manufac-
turers and traders . . . have been sufficient . . . to
provide their workers with wages at least on a
parity with, and in most cases superior to, those
enjoyed before the war, and have maintained
sufficient met profit to enable them to improve
! Linlithgow Comumittes, Final Repori, p 15, * 1o, p 11.
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their financial position.’”* This policy, which seems,
on the whole, to have been less marked in the whole-
sale than in the retail distributive trades, bas tended
to restrict their pawer to absorb the unemployed,
and retarded the restoration of- commercial and
industrial equilibrium. The above discussion has
been limited to food-stuffs, but similar controversies
are raging in other dlrectlons, notably over the
distribution of coal

The Responssbilily of the Comsumeyr—For the
tendencies at work consumers as a body have their
share of responsibility, First, the special services
demanded from shopkeepers, such as calling for
orders and delivery of goods, extensions of credit
to customers, concentration of shopping into busy
days and hours, and requirements of expense in the
attractive display of goods, are necessarily costly,
and ‘consumers should realise that their ever-
increasing demands for comfort, convenience
and service are largely responsible for the high gost
of distribution to-day.’s Such things existed before
the war, but *are relatively far more costly than
in pre-war days. . .. Consumers who insist on
extensive service must be prepared to pay increased
prices.’* With the English system the Linlithgow
Committee contrast the municipal retail markets of
Continental countries, Secondly, war-time prices

3 Linlithgow Cammittee, Final Report, p. 16.
S Ibid,, p 25, ' IM.n-fs
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and food control caused considerable loss of
that ‘ practice of discriminating in their purchases
between one retail establishment and another, and
in thus renouncing their customary watchfulness
they stultified competition, and so forfeited their
one effective safeguard against imposition,’* though
a knowledge of relative values is being reacquired.
In some cases mutual price agreements tend to keep
prices at an uniform level; but many retailers,
nevertheless, retain reasenable prices and profits.
‘A large number of fruit and vegetable retailers
operate on a moderate profit margin, if consumers
‘will take the trouble to discriminate and seek them
out.’* So far the remedy rests with the consumer

Conclusion.—As with profiteering, the facts
suggest some measure both of excessive mumbers
and unduly high charges in distribution. Most
classes of middlemen seenmi indispensable. But
‘ economies can be made and processes of collection
and distribution can be shortened. In certain cases
it should be possible to concentrate in the bands of
one intermediary the successive functions now
performed by several.’* Again, ‘ retailers as a class
work hard and serve the public well,’* but ‘the
spread between producers’ and consumers’ prices
is unjustifiably wide,”” and a reduction in the

1 Linmhguw Committes, Final Report, p. 3a.

tid., Neport on Fruw and Vegpetablss, p. 117,
'lbsd..Fdeqat,p.n. “‘IMPP:I& * Ibid., p. 114
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wages of distributive trades, if ‘accompanied by
an effective reduction in gross and net profits . . .
might have been effected without -ultimate dis-
advantage fo the interests of the trades, and to
the . . . advantage of producers and consumers,’?
Finally, the consumer can help himself in the ways
already indicated,

3 Linlithgow Committes, Final Repori, p. 17.



CHAPTER VIII

CONCLUSION

Present Position of Cost of Living.— Man'’s con-
quests over Nature and the progress of industry
tend normally to slow reduction in prices and costs.
But from time to time progress is thrown back by
such catastrophic events as the opening-up of the
‘mines of the New World, the Industrial Revolution
and the Napoleonic Wars, and the Great War of
1914-I8. Prices, too, fluctuate with changes in the
world output of gold, But after each great crisis
economic and industrial forces begin to work to
bring back costs to their former levels. The after-
effects of the Great War are still felt. Its more
temporary influences, indeed, have been largely
removed. Its more permanent ones remain and
have tended to fix Cost of Living at about 75 per
cent. above pre-war levels. Byt already general
tendencies are operating, as in the past, towards
economies and improvements.

T he Immediaie Fuinire.~Present conditions, whilst
comparatively stable, suggest that there are forces
working towards a fall in Cost of Living. ~The
-restoration of the Gold Standard should tend to

74
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raise the value of money, If the argument is sound
that wages and profits are still too high in some
trades there may be room for reductions.in them,
which will contribute to lower costs, But.the
‘ relativity’ argument must take account of all
qualifying conditions, and the possible under-
payment of unskilled labour before the war. Any
increase in efficiency will make for higher earnings
and reduced costs. '

The bold. experiment of the Food Council may
mark the beginning of a distinction between illegiti-
mate and legitimate profits, and of more effective
handling of such malpractices as underweight.

The consumer can contribute to decreased costs
by greater care in purchases and use of goods, and
by discrimination in favour of firms whose charges
are most reasonable.

The Ultimate Future.—There are thus hopes of
some immediate reductions in Cost of Living ; and
as the years pass the progress of industry should
permit its fall nearer to the pre-war level. How
great the fall will be will depend upon the National
Dividend. There is much room for improvement in
output and efficiency, in better organisation of the
agents of production and in elimination of waste,
The national output, too, is kept down by suspicions
and distrust between classes, - Such defects, indeed,
are not new, and past improvements were achieved
in spite of them. But their future removal can
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pave the way for great permanent lowering of costs
“and raising of standards. The National Dividend,
therefore, is vital. With more produced there will
be more to divide, and in peace and co-operation
lies the road to that maximum production which,
given a fair distribution, will provide the best
conditions for all.
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