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PREFACE
In this work I have endeavoured to set forth the modem develop-

ment and the present struck are of business in so far as it is based

upon economic princip^ s.: Throughout emphasis has been placed

upon the economic signifii\aw:e ut the individual business as the

cell of the social organism and at the same time regard has been

paid to the fact that a particular business house may also be

regarded from the still wider point of view—as a branch of National

Economics.

It is hoped that the work will help all who are engaged in earning

a living to take a keener interest in the economic unit in which they

are employed, and that it will lead to a more vivid realization of

the place occupied by a particular undertaking in the sphere of

industry as a whole. Candidates for the Bachelor of Commerce

and other degrees will find here a useful framework around which to

build a more detailed study of industry and. commerce. It will

also be found useful by those preparing for Civil Service and

other examinations in the subjects of Economics and Business

Organization.

In conclusion, I should like to express my gratitude to my friend,

Mr. Walter Thomas, B.Sc., for his valuable assistance in reading

the manuscript, and also to my wife who rendered much help in a

variety of ways in the preparation of the book.

J. S.
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PRINCIPLES OF
BUSINESS ECONOMICS

SECTION I

G£:VEAAL PRINCIPLES

CHAPTER I

INTRODUCTION

NATURE OF THE SUBJECT. The study of the economic system

from the standpoint of the business man may be described as

“ Business Economics." The first and most significant considera-

tion for the business man is the welfare of the particular business

undertaking with the management of which he is entrusted

;

secondly, he will naturally take some interest in the particular

branch of industry to which his own undertaking is closely allied

;

and thirdly, he will also desire to understand the relations which

exist between his own undertaking and other branches of the

economic S37stem. Thus in Business Economics the primary

emphasis is placed upon the business undertaking as the unit of

study, in contrast to the "nation” which is generally taken as

the unit of study in national or general economics.

Writers on Economics are beginning to devote more attention to

the economy of the individual business. The study of the individual

business unit, which may be regarded as the cell of the national

economic organism, constitutes a suitable starting point for the

student of Business Economics. Hitherto the economist has

tended to view the sphere of economics merely from the national

standpoint, whilst the business man prefers to regard it from the

view point of his own business economy. The national economist

investigates the kws which regulate the production, distribution,

exchange, and consumption of the wealth of the nation as a whole,

whereas the function of the business economist is to show how the

individual business, by the expenditure of capital and labour,

1
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2 PRINCIPLES OF BUSINESS ECONOMICS

puts commodities into circulation in such a manner as to yield a

profit. There is no clear line of demarcation, however, between

the sphere covered by National Economics and that embraced by
the term Business Economics. As the biological cell represents

an independent formation in a restricted sense only, and as its

functions of life are absorbed in the organism, so also is limited the

independence of the individual business, for it is dependent both

on other businesses and on the community as a whole. Again,

as the scientific investigation of cell life must look for its natural

complement in the study of the organism, so also the scientific

study of the individual business or Business Economics, as it is

here called, is organically connected with the study of National

Economics. This is seen especially in the sphere of commerce,

the function of which is to link together producer and consumer

and to equate demand and supply. Hence the scientific study of

commerce can be prosecuted efficiently only when it passes beyond

the sphere of the individual business and thus brings the function

of the cell or individual business into harmony with the remaining

parts of the economic system.

Of course the general principles of Business Economics cannot

be deduced from the study of a single business, but it is necessary

to compare and examine critically as many businesses as possible

so as to understand their interaction or behaviour. A careful

study of the various branches of Business Economics, such as the

business of the manufacturer, the departmental stores, the multiple

shop system, and similar business undertakings, soon leads to the

conviction that such organizations must be viewed both from the

standpoint of the practical business man and also from that of the

national economist.

SCOPE OF THE SUBJECT. In the following pages an attempt

will be made to analyse the modem economic system from the stand-

point of the business man. As shown in the diagram inset, the basis

of the national economic system is the family or household economy

;

from the household economy is derived the capital and labour

which in combination constitute business undertakings; for the

protection of their common interests both household economies

and business undertakings frequently unite into voluntary associa-

tions, whilst the task of regulating the interests of these various

economies among themselves and also their relations with economies
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abroad devolves upon compulsory organizations in the form of

the local and central governments.

In Section I, therefore, we shall begin by examining some of the

fundamental terms and principles ^vhich art' essential to a proper

comprehension of the existing economic system
;

in Section II the

rise of the business undertaking will be consideted together with the

leadiiij characteristics of those undertakings which are engaged

in the main braiiches of production and distribution. From a

perusal of thesv. nrst fv’t j «ertIons, it will be seen that our modern

exchange economy is based upon money ; that this money plays

a decisive role in all stages of the economic process
; and that upon

it is based the whole edifice of modern capitalism. For this reason

Section III is devoted to '' Monay and the Money Market,” which

describes the main source from which the business man derives his

capital. To render possible the production of goods, however,

capital must be combined with labour, so that in Section IV we
shall enter into a discussion of Labour and the Labour Market.”

Sections V and VI are concerned with the co-operation of capital

and labour in the form of undertakings engaged in the production

and distribution of goods,- the object of which is to realize a profit.

In other words, these are the purely competitive undertakings

which are the outstanding features of the modern economic system.

Section VII deals with those types of voluntary organizations

which have arisen in the course of time without any assistance

from the State and which are usually free from all governmental

restrictions or control. Such organizations aim, for the most part,

at the protection of the interests of those engaged in household

economies or in business undertakings, and seldom aim at profit-

making. Finally, Sections VIII and IX deal with compulsory

organizations in the nature of the Municipality and the State.



CHAPTER II

FUNDAMENTAL CONCEPTIONS

THE HOUSEHOLD ECONOMY. The ceU of the whole economic

organism, as it is represented, for instance, within the framework

of Great Britain, is formed by the private economy such as is em-

bodied in the household. According to the Census of 1921 there

are in England and Wales 37,885,242 inhabitants who live in rather

more than 8,000,000 families. For Census purposes a family

consists of a private household, occup5dng the whole of a house or

flat, the inmates collectively of a boarding house, hotel, club,

barrack, or other institution. The typical form of domestic

economy, however, is the family household in which as a rule several

persons, i.e. man, woman, and children, live together. Each

household is managed by itself and forms a separate economy.

When we speak of an economy, we think immediately of a subject

who is responsible for the economy, and who presides over and

manages it. Usually this subject is the person who provides the

means for the maintenance of the economy. The economy itself

has two functions—^first, the finding of the income which has to be

expended in the satisfaction of human wants ; and secondly, the

actual satisfaction of those wants by means of the utilities existing

at any given time. The activity which is directed to the provision

of the means for the satisfaction of human wants is a resultant of

the second aspect of the economy ; certain wants must be satisfied

under all circumstances if man is to survive, but he does not stop

at this lowest stage of civilization. The general desire of man is

to increase his satisfaction and to render as varied and abundant

as possible the satiation of his wants. In order to achieve this

end, he strives to procure the greatest possible number of utilities,

i.e. things capable of satisfying his wants. The obtaining of capital

and its employment by one or more persons in the production of

utilities is called an undertaking. The reason for the establishment

of undertakings is to be found in the existence of human wants.

Of course, there still exist economies which draw a portion of

their utilities from their own households, but these are no longer

4



FUNDAMENTAL CONCEPTIONS 5

typical of the modem method of production. Nowadays the

provision of utilities implies the possession of an income which is

expressed in terms of money.

Money. It may therefore be sai 1 that e\ery economy must have
revenue if it is to survive. The measure o'. its survival is more or

less determined by tliis revenue. The larger tiie amount of revenue,

the * etter will be the standard of comfort
; vice versa, the less the

reveriie, the lower be the standard of comfort. Money is the

medium which con.iic:s th^ individual economies with each other

and which keeps them in mutual dependence
; it is the link which

binds the individual economy with other economies. For the

purpose of acquiring utilities the private household must enter into

relations with other economies, whose aim it is to obtain money.

Nowadays the possibility of conducting an economy depends on

the proprietor of the economy getting possession of money, with

which to procure the necessary means of subsistence. The general

medium of exchange recognized in the whole system of world

economy is money, which ensures the connection and interlacing

of the immense number of private economies. The aim of the

head of each economy is to possess the largest possible amount of

money. Guided by this aim each economy enters into relations

with other economies. Thus an immense network is created

between the private economies, each of which strives for the same

end but with unequal success. The possibility of satisfying the

wants of persons who constitute an economy is bound up with the

possession of money ; and in order to obtain this valid medium

of exchange the individual economy must have something to offer

to the other economies for which, in turn, money is paid. Every

economy confronts the other economies in a dual position : it

offers something—^for which it receives money from the other

economies, and with the money thus obtained, it procures the

things which are necessary for the satisfaction of its own wants.

It is the result of human nature which leads every economy to give

as little as possible to other economies and in turn to receive as

much as possible in exchange.

HUMAN WANTS. There is a dose connection between human
wants and human needs. We want a thing, the lack of which

would entail a feeling of hardship. The idea of hardship, however,

is relative and subjective. A pampered person suffers a hardship
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under conditions which to a poor man would signify well-being.

In any case, there are certain fundamental wants which all men
have to satisfy if they are to live and propagate their species. The
primary wants in human economy are the desire for food, and the

desire for affection : the satisfaction of these desires has at all

times engaged the attention of mankind in the highest degree, and

it is still true that Hunger and love keep the world a-moving."

Human wants may be classified in a variety of ways, but according

to their urgency they may be arranged as follows

—

** Respiration, a certain temperature, excretion, food, light,

mental activity, affection, protection and housing, defense and

aggression, mobility, rest and recreation, adornment, clothing from

a feeling of decency, religion, the desire for power and infiuence,

the desire for personal distinction and cleanliness.’*

The soundness of this classification is immaterial ; it is given here

in order to show that human wants may at any rate be classified

in accordance with their intensity. A glance at our list shows that

various wants may be satisfied without the employment of any

special means ; that is, they may be satisfied gratis and without

expense, as in the case of respiration and excretion. Of course,

there may be exceptions to this rule. For instance, under certain

circumstances expense may be involved in procuring a certain

kind of atmosphere. Wants which can be satisfied gratis play but

a minor role in the economic system as compared with other wants,

although they are of vital importance in the existence of man
himself. Individual wants may be and are satisfied by the various

economies, in a very different manner. A consideration of the

economy of the individual household shows that none of us can

procure the means for the satisfaction of wants other than by the

payment of money. In other words, the economy tries to obtain

as much money as possible, but in expending its money, it aims

at satisfying its wants in the best possible manner ; this means that

the utilities demanded must be obtained as cheaply as possible.

This dual relationship of the individual households towards the other

economies leads us to the discussion of some further fundamental

conceptions of Economics. The economies procure with money

the utilities for the direct satisfaction of their wants. What are

these Utilities ?

UTILITIES. Every want is satisfied by a utility which is rendered
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either by a service or by a good. Hitherto, economic science has
concerned itself much more with goods than with services. In
contrast with the free goods which nature offers to man without the

expenditure of effort, these goods are known as economic goods.

In general, neither the goods nor the servic(is rendered us by persons

for the satisfaction of human wants are to be had gratis and for

nothlig, but they are at our disoosal only if, in some way, we can
lay a claim to Uiem. In the satisfaction of our wants by the

utilities of goods ani s rvices v/e occupy the position of consumers

for »',’hom goods and services have a certain value-in-use.

Value^in-Use. The value-in-use, however, is only realized by us

if we possess the goods, or if the services are at our command.
Under modem conditions the goods or services have to be acquired

by means of money, that is, we have to exchange money for them
or exchange them for money. Where, as buyers, we enter into

relations with other economies in order to acquire a good, the good

assumes an exchange value, which, when expressed in terms of

money, represents its price. Hence the good or the service becomes

a commodity. On the other hand, if the need for money forces us

to sell goods or services, these goods or services do not possess a

value'dn-use for our own economy, although they must have such

a value for other economies. They have a cost-value to us ; that

is, the production of the goods or the rendering possible of the

service expressed in money has cost us a certain amount. In the

case of sale we want to obtain not merely the cost of production,

but something in excess ;
whilst the purchaser measures the value-

in-exchange of the commodity by the utility which the value-in-use

of the goods has for him. The seller demands the highest possible

price for his commodity, whilst the purchaser wants to buy as

cheaply as possible. Every economy, therefore, endeavours to

procure the highest return in money for the goods or services which

it provides, whilst it endeavours to pay as little as possible for the

goods and services which it obtains from other economies.

LABOUR AND CAPITAL. It is not our aim here to enumerate

the goods and services which the household economy offers to other

economies, but rather to determine the two factors responsible for

the total number of services which the household economies are

able to render. The chief point to note is that the household

economy always offers to the other economies either labour-power
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or goods, or a combination of the two. In consequence of the course

of development of human society household economies as they

exist to-day show a marked difference in the nature of their posses-

sions. Alongside the large number of households which possess

little if any wealth, there is a considerable group whose possessions

are considerably above the average. Superimposed upon these

two classes is a thin stratum of economies which possess great

wealth and are said to live in luxury. In view of the nature of

our economic system the wealth of an economy is expressed in

money ; and the wealth in goods and the claims on services, wliich

we do not need immediately for our personal existence, is lent to

other economies in the form of capital. The private household

whose members have nothing to lend but labour-power is in a less

favourable economic position than the economy which, in addition

to labour-power, has wealth also at its disposal. Those economies

are most favourably situated whose wealth is so great that the mere

loan of their possessions secures for them a large income. The

employment of labour-power produces income, as also does the loan

of capital. This may be illustrated by the following simple

examples

—

An artisan's family procure their income in such a manner that

husband and wife lend their labour-power to an employer. In

return they receive a consideration in the form of wages which

constitutes their income. Again, a farmer's family possess land,

buildings, live-stock, and implements, which constitute their

capital. These goods, however, are not lent because the return

from the loan would not be sufficient for the maintenance of the

family. The members of the family prefer to employ their labour-

power to produce by the use of their existing capital new goods

which they offer to the other economies. The income of the

farmer's family is thus obtained from the sale of their products.

Finally, a capitalist family with a capital of £50,000 lend their wealth

to a bank. From this loan the household derives an annual income

of £2,000 in consequence of which there is no need for any of its

members to engage in any economic process.

THE SHARING OF WEALTH, It is important to inquire into

the causes of this diversity of economic conditions which exists

among household economies. This difference is by no means a

phenomenon of modem economic development, for it made its
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appearance simultaneously with the introduction of private pro-

perty, and was formerly even more oucstanding than it is to-day.

Before the introduction of a money economy, land was the chief

form of property and was in the hands of a comparatively small

number of persons. With the development of j, money economy,
other goods were accepted as representing claims o i other economies,

and these goods took the form of money. With the rise of money
the old form of land ownership beg^m lo take a secondary place,

since it waf^ only one f . ?rm f i capital ownership. The cause of the

diversity in the ownershi]; of piivate property is not due chiefly

to the difference of natmil ability among men, but rather to the

power possessed by the economically stronger over the economically

weaker, and this remark applies particularly to the period preceding

the development of our krge-scaie system of industry. It is

probably true that the wealth of individual households is based

upon the personal ability of individuals, but personal ability alone

could never have created the great and enduring differences in the

distribution of wealth. Even the wealth of those households which

are believed to owe their possessions to one or more persons is only

possible within the structure of an economic system which ascribes

to wealth the power to raise claims on the goods and services of

other economies. Further, it will be seen that the wealth of an

economy endures after the death of a capable person to whom it

owes its origin. Under the existing law this wealth is inherited

often by incapable persons. Thus, the explanation of the great

differences in the distribution of wealth is only partly accounted

for by the personal qualities of individuals. The cause will be

found mainly in the fact that from the beginning the right of the

stronger has laid the foimdations for the widest differences and that

money economy merely supplied a pliable form in which these

inherited differences could be preserved and by which new possi-

bilities for a still greater differentiation in the distribution of wealth

could be created.

DIVISION OF LABOUR. It is scarcely possible for us to assume

that early man carried on the struggle for existence imder condi-

tions of equality, for the further back we go into history, the more

does the ph3^(^ superiority of one man over another assert itself.

Division of labour is nothing dse but a product of the separation

of the stronger from the weaker. It is to the women, children, and
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old men that the stronger members of early society delegate tasks

among the subjugated tribes, and during a campaign the slaves

and the peasants remain at home. Thus there arises a compulsion

to work on the part of a certain section of the people and this is

accompanied by division of labour, in which the stronger take over

the direction of the work, and the supervision and maintenance of

a certain order. Even to-day, the same phenomenon is ever5^here

observable ; that is, the desire to delegate the onerous tasks to

others. Work is not the result of human desire but a necessity

which nature has imposed upon mankind. Owing to the prevailing

inequitable distribution of wealth one portion of mankind has

always been in a position to escape the onus of work whilst the

great majority of the population are unable to do so. Thus labour

is divided into executory and supervisory, and the desire exists

to render executive work as remunerative as possible. The
organization into callings, and the progressive specialization of

economic activities take place with the separation of directing from

executive labour. The more remunerative and the more economic

the labour, prima facie the greater are the claims which can be

raised and enforced by the owners of land and of capital. The
wants of all increase, individual wants become more varied and

complicated, and this leads to an increasing division and specializa-

tion in the forms of labour. Moreover, this desire is also com-

municated to the labouring classes, for owing to the increase of

production they derive benefit in their own private households.

Thus the endeavours of the possessing as well as of the labouring

classes co-operate in order to develop the principle of the division

of labour to its modem extent.

Callings. In order to produce an income the private household

must have something to offer to the other economies in the shape

of goods or of services. The majority of economies can do this only

by the members of the economy exercising a particular calling.

There are also economies, no member of which is occupied in

any kind of vocation. These we shall ignore in the present con-

nection. In most households the members are engaged in some

sort of calling, and the less the possibility of a member to obtain

an adequate income for the maintenance of all the persons composing

the economy, the more other members of the household, i.e. the

wife and children, are forced into industrial activity.
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Economic status differs according to the possession of wealth,

which is manifest in the possession of capital. On the lowest rung
of the ladder stands the manual labourer who is dependent solely

on his labour-power. At a higher stage we find the employee who
is possessed of a- suitable education and good mental qualities, and
has therefore better prospects of improvement. I'he highest stage

is occupied Oy independent persons whose possessions of wealth

guarantees them a superior positioi» over the dependent ones,

that is, ovcx employees. Xliis da* ^iftcation of households according

to profess^TTial status, infc wage-earners, salaried officials, and

independent persons, is open to the objection that under certain

circumstances the salaried official often ranks higher, socially and

economically, tiian the independent person. This may be carried

so far that in certain oases a mere wage-earner may be in a better

position than some persons of independent means. At all events, this

division is mentioned here simply because it is so general in practice.

BUSINESS UNDERTAKINGS. At the present time, the majority

of private economies no longer carry on their vocational activity

in their own household, but in outside undertakings. Of course,

there are stiU large classes, chiefly in the country districts, where

the calling is carried on in the homes of the workers ;
in this class

may be included farmers and a large number of small tradesmen.

In the case of other economies, however, the vocational activity

is carried on away from the private household. Outside the sphere

of private economy places have developed in which the members

and head of the family obtain their income, and then subsequently

employ it in the satisfaction of their wants. These places are

called business undertakings, and in them, by the combination of

certain factors, commodities are produced. These undertakings,

however, are the property of the individuals or of associations of

individuals who have found the necessary capital, or who are the

present owners. From the standpoint of ownership, the term
“ undertaking is ascribed to a combination of factors for the

achievement of a certain economic result, from which it follows

that an undertaking may embrace several businesses. For example,

an undertaking engaged in the manufacture of cloth may include

a number of separate businesses such as spinning, weaving, bleaching,

dyeing, etc. Thus, an undertaking represents an economy though

in an extended sense.
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The private household obtains income in order to satisfy the

wants of its members, and any excess of this is used in the accumula-

tion of capital. The undertaking which is an economy in the

extended sense, does not serve directly the satisfaction of wants,

but is engaged in the production of goods or the rendering of

services which are to be sold at as high a profit as possible. The
undertaking has therefore no direct relation to consumption.

Thus, alongside private household economies there exists another

group of economies which is typical of our industrial system, the

majority of which fall more or less under the heading of undertakings.

In order to survive, the private or household economy strives to

obtain an income, whilst the undertaking offers to its members

the chance of converting its labour-power or its capital into money
in order to obtain such income. The undertaking which produces

goods, however, does not sell these goods to the persons engaged

in their production, but it sells them at a price as much as possible

in excess of the expenses of production.

MARKETS. The place in which buyers and sellers congregate

in order to deal in goods is known as the market. In this market

goods are exchanged for money. Of especial economic significance

is the size of the market, and its dependence on other markets.

For historical, geographical, and economic reasons, private house-

holds combine into communities, the size of which differs greatly.

In agricultural districts the village is the typical unit, whilst for

commerce and manufactures it is the town. In the main this

localization is a consequence of the division of employments ; for

the concentration of certain employments in a certain district or

districts is now found in all countries with a high industrial

development.

The private households and undertakings of a particular place

require certain goods and services, although these may vary within

limits, and through them a demand is manifested for these goods.

They also possess a certain supply of goods and services, however,

which they desire to convert into money. Thqre is need, therefore,

not only for a market in which these economies can buy, but also

for one in which they can sell. Provision is made for the goods

or services which are required for their private consumption by the

establishment of a heal market. There are many such local market

areas, all independent of eadi other. For the comprehension of
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modem industry, however, we must realize the mutual dependence

of these markets and other places of exchange. The modem system
of intercourse—the post, the telegraph, and the telephone, and
above all, the spread of the system of newspaper intelligence

—

has provided a means for the speedy transmission of all the important

events in the world's markets. The individual business is most
sensitively Affected by the existence of this system of world markets.

For exampL^, let us take a very small /dlage in which a baker sells

his bread at a fixed t'/ the private householder. Without

any chang^e having occurred m the conditions of the local market,

he suddenly raises his prices, and the customers are annoyed at the

increase. The baker explains to them, however, that owing to an

unfavourable harvest in Canada the price of wheat has risen, so

that the price of flour has increased, although in the immediate

vicinity of his shop the wheat crop has been very good. The result

of the increased price on the world market is that the wheat

cultivators in the small local market not only wish to benefit

by the rise which has taken place, but they actually do benefit,

and this alteration in the price extends to the most remote

regions.

The World Market. In modem industry there are therefore no

longer isolated markets, for all markets are now inter-dependent

—a mutual dependence which cannot be destroyed by physical

barriers or the political separation of states. Thus, to-day, the

whole of the populated world tends to form a single market area

in which price fluctuations follow the same uniform course. Hence

we are compelled to revert to the consideration of the price of

goods and services. It has already been seen that the modern

household gives labour and capital in order to obtain other goods

and services. It is the aim of every household to obtain in return

for what it gives at least an equally high counter-value. To-day

the private household gives either labour or capital or both, fre-

quently in the shape of gqods and services, in return for which it

is able to buy goods for its own personal use. The prices of these

finished goods are determined by forces operating on the world-

market, whereas the costs of production of the domestic goods and

services, as also the productivity of nature, are still unequal in the

various regions of the world. This exercises a bad influence upon

the private household which does not receive an equivalent for what
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it gives to other economies. The private household naturally

strives to obtain more than it gives.

PRODUCTIVITY. The greatest errors prevail in regard to the

nature of productivity. In so far as plants, animals, and human
beings multiply, nature is said to be productive. Naturally, such

productivity is the basis of human existence. Neither labour nor

capital, not even a combination of the two, is capable of producing

utilities, in spite of the fact that this view is often asserted. These

factors may increase or diminish nature's productivity, but as yet

they cannot dispense with the productive power of nature itself.

For the present, natural fecundity constitutes the basis on which

alone it is possible for mankind to subsist and to multiply. On
account of this fecundity nature supplies us with all the raw

materials necessary for human existence. Man, by his progressive

insight into the laws of nature, can materially increase this fecundity,

although he is unable to create the raw materials by the exercise

of his own unaided activity. It is owing to this misconception

of the nature of fecundity that the expression ** productivity
"

is frequently misused. Of course, it is possible to obtain an

increase of cotton, but only by utilizing the natural fecundity of

the soil which we select for the cultivation of cotton. Man is

productive only in so far as he multiplies his species, but, beyond

this, he can only build up his economy on nature's productivity.

The possibility of the multiplication of the human species, however,

is based on the productivity of nature, and this latter is amenable

to human influence. Furthermore, man can change raw materials

in order to adapt them to his use. Looked at from this standpoint,

capital and labour are said to co-operate in the production of

utilities.

Production of Goods. We have seen that it has become typical

of the modem economic system to produce goods in special under-

takings outside of the private household. In agriculture and in

small handicrafts, however, the domestic system of production

still prevails. The aim of the business undertaking is the production

and the distribution of goods. For this production it is necessary

that the undertaker or entrepreneur, as he is usually calledi,

should furnish all the preliminary conditions, and the means which

make possible this working process. In the main, these preliminary

conditions consist of a certain combination of goods which is
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necessary for the production of other goods. For instance, let us

consider a cotton spinning mill. Here we have as preliminary

conditions buildings, machinery, tools, raw materials, and working
materials, before there can be any thought of spinning. In other

words, the means of production which aru knowa as capital, must
be in existence. Capital is therefore a requisite: of production,

although suni capital-goods are useless until they are worked upon
by the labo ir of man. Hen''e the se« ond requisite of production

is labour, which varif-s yal le tiom unskilled to the most highly

skilled. Capital and labour .nust unite in order to produce goods.

This production is effected ^'ithin the business undertaking. The
entrepreneur buys the capital-gi«jds and the labour-power, both

of which are necessary for the can-ying on of the working process.

Efficiency. Although man unaidea by other factors is unable

to perform the act of production, yet, as we have seen, he possesses

the faculty of being able to influence the productivity of nature.

His aim is directed to the production of a continual increase of

crops from the soil, with an expenditure of capital and labour which

must be smaller than the value of the crops. This is one of the

cases in which man can influence nature's productivity to his own

advantage. He can also manifest his economic foresight in the

working up of the raw materials obtained from nature. The

working up of raw materials into consumption-goods takes place

under the co-operation of capital and labour. Up to a point the

more capital-goods are expended in the working process, the more

rapidly will natural productivity tend to increase. The more

economically capital and labour are employed, the greater will be

the return of the natural wealth. Man therefore strives to increase

the productivity of nature by keeping as low as possible the

expenditure on these factors of production. The more cheaply

he succeeds in carrying the goods to the consumer the more economic

will be the process of production and distribution. Private

economy, in its own way, endeavours to attain the same end

—

that is, to obtain the greatest possible claim on the goods and

services of other economies by the least possible expenditure of its

own services.

WAGES AND INTEREST. In the production of goods, capital

md labour combine. The undertaking must make full use of

labour-power and of capital. Before labour-power can be employed
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account of this fecundity nature supplies us with all the raw
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although he is unable to create the raw materials by the exercise
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is frequently misused. Of course, it is possible to obtain an

increase of cotton, but only by utilizing the natural fecundity of
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productive only in so far as he multiplies his species, but, beyond
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still prevails. The aim of the business undertaking is the production

and the distribution of goods. For this production it is necessary

that the undertaker or entrepreneur, as he is usually called,

should furnish all the preliminary conditions, and the means which

make possible this working process. In the main, these preliminary

conditions consist of a certain combination of goods which is
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ir.aterials, before there can be any thought of spinning. In other
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more capital-goods are expended in the working process, the more
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economically capital and labour are employed, the greater will be

the return of the natural wealth. Man therefore strives to increase

the productivity of nature by keeping as low as possible the

expenditure on these factors of production. The more cheaply

he succeeds in carrying the goods to the consumer the more economic
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that is, to obtain the greatest possible claim on the goods and

services of other economies by the least possible expenditure of its

own services.
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a certain amount of wealth must be saved to form the capital upon

which, and by means of which, the labour may be applied. The

workers receive a certain amount of wages for the work done. On
the other hand, the capitalists receive a certain reward for the use

of their wealth as capital, a compensation for the loan which is

called interest. We may also describe wages as the workman's

reward for the loan of his services to the employer for a certain

period of time. We have seen that capital in all its forms assumes

the character of money, but in reality it is still the sum total of the

existing goods which do not serve directly the purpose of human
consumption, but which offer the preliminary conditions for the

production and distribution of goods. These capital-goods in turn

are the products of capital and labour. Labour-power alone is

not in a position to produce goods. Where the land is still free and

not yet appropriated as private property, the worker may, with the

aid of suitable implements, come into possession of wealth which

may be used as capital. Where, however, the land is appropriated,

he must either employ his labour-power in the service of the owner

or he must pay to the owner a certain sum for being allowed to

work a portion of the land which, in this case, is called the rent.

Since the means of production in highly developed countries are

for the most part in private ownership, a very large number of

private households are obliged to work in the service of those

who possess the means of production. These persons demand for

the loan of their capital a compensation, which is known as

interest.

PRICES. In the business undertakings capital and labour

co-operate in order to produce goods for use as capital, or for the

consumption of the large number of private household economies.

The entrepreneur sells these goods in the market for money. The
goods become merchandise which command a certain price, accord-

ing to the conditions of supply and demand. The erUrepreneurs

who manufacture certain goods will not wish to sell them at a price

which is below the expenses of production, but rather at a price

which exceeds these expenses as much as possible. In the expenses

of production, however, there is a whole series of differences, the

reason for which cannot here be discussed. They have already

been hinted at previously. This entails the fact that the erUre-

preneurs who have lower expenses of production than others, can
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sell at a lower price and still earn a profit. On the other hand, the

others do not earn anything at this price or they may even lose under
certain circumstances, for owing to the market conditions they

cannot enforce a higher price. In the case of some entrepreneurs

the exchange price of the goods is above, an i in ot)i( rs below the

expenses of production. In the priee of the goods tiiere must be

included a share which is due to labour expended thereon, and
.'Tiothcr share v hich is due to capital. In regard to the production

of any single cr.Timodity it would be ‘>ossible to ascertain, upon an

actuarial basis, the amount cf '>j'iares. At the point where

the goods lea"/e ^ iie place of production, they have a value which

is composed oi the expenditure on labour and on capital. This

expenditure is mach^ by the entrepreneur. In the market, the sale

entails a certain risk to tlii.; entrepreneur, for he might either gain

or lose on them.

THE DISTRIBUTION OF GOODS. Hitherto mention has been

made only of the production of goods, with only casual reference

to their distribution. At the moment when the goods leave the

place* of production they become commodities or merchandise.

They are not handed over directly to the final consumers, i.e. the

private households, but in some cases they have to pass through

many hands before they reach them. Just as the modern produc-

tion of goods is in most cases separated from the private household

and is carried on in special undertakings, the same may be said of

the distribution of goods. Under the term “distribution is to be

included not only the purchase and sale of the goods but the

transportation of the goods from the place of production to that of

consumption ; and the whole of the activities which must be

exercised in order to equalize as far as possible the forces of demand

and supply in all markets. This is the proper function of commerce

which is carried on by a large number of undertakings. From the

place of production down to the large number of individual house-

holds, the price of the goods undergoes various additions which

are brought about by the costs which have to be incurred for labour

and capital but which are also determined in a greater or lesser degree

by the risk inherent in all commercial undertakings. As with the

entrepreneur in the production of goods, so also in commerce the

entrepreneur can buy the goods, the distribution of which he has

undertaken, at a price which he cannot obtain subsequently from

3—(UIOh)
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the sale of the goods. This risk again is due to the nature of

exchange economy. On the other hand, of course, he may obtain

a very much higher price.

SERVICES. Although hitherto we have devoted ourselves

principally to the consideration of the production and distribution

of material goods, yet there are in addition to these other goods

which play an important role in economic life. In the undertakings

labour and capital co-operate in order to produce and exchange

goods. Here labour likewise manifests itself in a service, but this

service is incorporated with the material product of labour, i.e. in

the goods. There are, however, services which do not reach us as

material commodities but in the shape of pure services. For

example, we may mention the services of a medical practitioner.

His services are required for the safeguarding of our health. We
consult such a person and pay him a certain sum for his services

which, according to linguistic usage, is known as a fee. In this

connection we pay for services. In the economic process there are

undoubtedly a whole range of expenses embodied in the production

of services such as in art and science, literature, and in general

education of the mind ; also in the services connected with the

State and other professional organizations. Moreover, services

are to be included amongst commodities, for every service, if closely

examined, involves an effort or, in some cases, a passive attitude

or an abstention, which has to be valued as an effort. Efforts,

passive attitudes and abstentions have not been treated upon by

economists to any great extent, yet they play an important part in

economic life, not only in the sphere of production and distribution

but in the fact that they constitute a category of utilities

to the persons who own them. This remark is of greatest

cogency in the case of states which have attained a high degree of

civilization.

CONSUMPTION. Undertakings devoting themselves to pro-

duction or distribution, pass on the commodities until they finally

reach the markets which are engaged in selling directly to the

individual consumer. Here the goods realize their price, after the

payment of which they lose their character as commodities and

assume a certain value-in-use. Under a system of exchange

economy the individual private household has to render services

in the shape of labour or capital to the imdertakings engaged in
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production or distribution, and in return for these services they

receive payment in the shape of money, which might be called

income : that is, wages or interest or possibly both. With this

income, according to its purchasing power, they may obtain the

goods which they require for the satisfaction of their wants. The
wants of a household must naturally adapt themselvev to the amount
of income which may be forthcoming. The smaller' the income,

the fewer wil? be the wants which may be satisfied. In a number
of households the income is such that it cannot be employed wholly

in the direct satisfaction gf wants but a portion is set aside as

capital. Without such savings it would be impossible to extend

the system of production and distribution. This newly created

capital, along with the newly rising labour-power, constitutes the

means for the creation of goods destined for consumption in the

increasing number of private households. Finally, consumption

consists in the use of the goods by the satisfaction of the demand
for which they were produced. In this connection economy may
play an important r61e.

COMPETITION. If we thus survey the sphere of human economy

it will be found that all private households are linked up with each

other by means of money ;
but it will also be seen that in modern

exchange economy there exists an increasing competition for the

realization of the most favourable results. The aim of everyone is

to value his services as high as possible and those of the other

economies as low as possible. From this desire or aim there arises

a mutual rivalry in which the economically stronger is superior to

the economically weaker. This struggle is to be found in all

possible degrees. It is to be found not only between capital and

labour but also between capital and capital, between labour and

labour, between one private household and another, between one

business undertaking and another. In short, it is inseparably

connected with exchange. Man fights a two-fold battle, one

against nature to wrest from nature the products necessary for

existence—a task which is rendered possible only by the co-opera-

tion of mankind. This necessity knits men together. Furthermore,

man also carries on a hard struggle for his share in the products

of nature in the production of which he has co-operated. This

struggle, which in former times was waged in a much more brutal

and barbaric fashion, has created a basis of inequality which still
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remains with us and is felt more acutely in modem times owing to

our more sensitive organization. The private household economies

of the present day are theoretically on a fair basis of equality,

although actually, the differences under which they are managed
are so great, that birth into a certain family affects considerably a

person's economic and social prospects.

ORGANIZATIONS. In addition to the private household and

the business undertaking, mention has still to be made of another

form of economy which exerts a great influence upon economic life.

This is embraced under the name of organization " although it

must be pointed out that, strictly speaking, the majority of private

households and business undertakings may be looked upon as

organizations. In separating the terms, however, we wish to

understand by organizations, those formations which arise from the

voluntary or compulsory combination of private households or

undertakings, or of both, for the purpose of attaining and pursuing

economic ends. A distinction must be drawn between voluntary

and compulsory organizations. In modern times the former have

assumed increasing importance. Still more important, however,

are those of a compulsory nature such as the various local authorities

and the State. Likewise these organizations have their own
economy with its own particular characteristics. From this stand-

point the economy of the compulsory organizations is known as

public economy. Whereas the private household adjusts its expendi-

ture to its income, and the business undertaking has from the

outset to face an approximately definite amount of expenditure,

the economy of the organizations is based on the fact that the

income can be regulated in accordance with the expenditure. This

peculiarity manifests itself very strongly in the case of those local

or central public economies which have been formed in the interest

of private households. The public economy levies compulsory

contributions upon the individual households from which the

expenses of the public economy are paid. In emphasizing this

typical difference, it must not be overlooked that public economy

can and indeed dqe^ ^dopt the njethod of drawing income from its

own undertakings, are described as public undertakings.

Originally, however, public economies did not base their existence

on such a revenue, but rather on their power to compel the various

households under their authority to furnish contributions from their
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income. It is beyond the scope of this work to discuss in detail

the activities of these organizations, but we must certainly pay

some attention to them, since they encroach upon the sphere of

private and business economy and to a great extent influence the

whole of our economic life.



CHAPTER III

THE INDUSTRIAL CONFLICT

THE NATURE OF THE INDUSTRIAL CONFLICT. Industry may
be regarded as a dual conflict, waged in the first place against

nature and in the second place against mankind.
" The metaphors

most usually applied how to business are military metaphors,"

writes D. H. Macgregor in his Evolution of Industry. “ We speak

in England of the captains of industry,” of the “ fight for markets,”

and of the " industrial reserve.” Among foreign writers similar

phrases occur. In France the competition of the market is la lutte,

in Germany it vsKonkurrenz-kampf. We speak everywhere of “ the

strategy and tactics of trade.” Hence industry is warfare. War,

sometimes overt and violent, sometimes concealed and even

unconscious—^but war nevertheless.

Although it is true to a certain extent that men must co-operate

with each other if they are to wrest from nature her mineral trea-

sures, the crops from the soil, the products of stock-rearing, the

raw materials of manufactme and the general means of modern

existence, yet immediately it is a question of sharing these goods,

antagonism begins. In the course of centuries, forms of industrial

strife have arisen which for the most part exclude the emplo)anent

of brutal force and physical superiority, but these have gained

general acceptance only after the development of strong individual

differences in regard to the preliminary conditions for the industrial

conflict. Naturally men are and always will be unequal in regard

to race, natural ability, and education. The continuance of indi-

vidual differences is not open to dispute. But we caimot attribute

to this personal difference the extreme inequality of equipment

with which individual economies-^specially private households

—

now enter upon the industrial conflict—otherwise, it would be easy

to prove that this difference has been attained by means and

methods of a dubious nature. On the one hand, manwages a struggle
against nature, and only by bringing her into subjection can he

appropriate her gifts and thus render pebble his existence. Nature

does not 3deld her gifts freely, however, but calls for a counter-

service in the form of work, and for this reason the land has been

22
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appropriated by a section of mankind. It is the result of the

institution of private property which enables the land, including

everything above and below it as far as it is the basis for the satis-

faction of human wants, to be withdrawn from the free access of

man. If man is to live and continue his conflict with nature, he

must have access to the land. Owing to the fact that the ownership

of property has taken such a course, and that the great majority

of private h iuseholds are excluded from participation in the owner-

ship of land which ccmjtitutes one of the pre-requisites for human
existence, there has aiiscn |ar essential dilference in the household

economies characterized by the degree of power they possess for

the industrial conflict. A minority of these household economies

—

and a very considerable one— -is the owner of the land, which is

required by man for the production of his means of subsistence.

This fact alone is sufficient to show that the industrial conflict has

been rendered unequal. Land yields nothing of economic value,

however, unless it is wrested from her by human effort. Land-

owners would be unable to develop their land to its present extent

were they unable to command the labour-power of those men who
have been deprived of a share of this natural gift. With the dis-

tribution of nature's gifts through the institution of private property,

the conflict against nature has created a potentisd conflict among
mankind.

The owner of land and the goods resulting therefrom require

labour-power to enable them, with the assistance of capital, to

carry on the industrial conflict against nature
; the mass of house-

hold economies however, which are excluded from the possession

of land and of its products, must consent to give to the landowners

a portion of the results of the conflict before they are allowed to

procure the means of subsistence from the land. This, however,

does not completely characterize the industrial conflict which is

taking place among mankind. It is not only the owners of labour-

power who fight against the owners of capital, but likewise the

owners of capital compete with each other in lending out their

capital-goods to the owners of labour-power ; the owners of labour-

power also compete among themselves in lending out their labour

to the owners of capital-goods. From the competition of the

owners of capital on the one hand, and that of the owners of labour-

power on the other, there results the hiring rate for the capital
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placed at the disposal of labour, and also vice versa that for the

labour-power placed at the disposal of the owners of capital. Much
greater differences are shown in the latter as compared with the

former in the different industrial areas.

REGULATIONOFTHE CONFLICT. The community of economic

interests confronting nature brings men together for the purpose of

common action and keeps them together, although this co-operation

takes place under conditions which assume a great differentiation

of economic forces. For the stronger endeavours not only to shift

his conflict against nature on to the weaker, but he also tries to

appropriate the largest possible share of the resulting products.

The development of human economy has so arranged it that the

stronger seek to safeguard their privileges for themselves as well

as for their descendants. Through special organizations, especially

through the State, they have forced the economically weaker

classes to the legal recognition of certain rights which amounts to

an expression of the political influence of the economically stronger

classes. Within the sphere of the private household, the under-

taking and the organization, economic power manifests itself in a

certain domination which forces its will upon those who are econom-

ically weaker. In the household the bread-winner is the holder of

this power, and he lays down the rules according to which the

members of the family must be regulated. He also exercises a

great influence on the distribution of the income. Hence the

weapons of conflict are forged, and in this way restrictions are placed

on the complete freedom of action of the private households, the

undertakings, and the organizations. In the conflict of man against

man, however, common interests again arise. Thus there comes

into existence the political association, the association of the strong

for the suppression of the weak, and for the maintenance of their

power. In like manner there also arises the association of the weak

for the opposition of the strong, and for securing economic advan-

tages and influence which in turn are manifested in an increase of

political influence and power. Thus the conflict centres around

the sharing out of work on the one hand, but still more around the

sharing of the product resulting from such work. Morally, it is

quite impossible to justify or condemn the nature and form of the

industrial conflict. The primary object of science is to explain

this conflict and to show whether it is an indispensable phenomenon,



THE industrial CONFLICT 25

whether the present economic and social differences are the product

of an accident or the consequence of many thousand years of

development which in the last resort must be explained from the

personal dissimilarity in man. If to-day there exists a strong

superiority on the part of a large numb r of priv^ate households

over the remainder, it is certain that in tiie early stages of human
economy there was no such thing as human equality in economic

affairs. With the development of this inequality, it became

impossible tf' counteracl the tendency towards increasingly marked

contrasts. Even to-day, .ning perfectly equal conditions, the

conflict ammg indiviauals would rapidly lead to a differentiation of

economic results, but this need not prevent the attempt to bring

about a different sharuig cut of work and a more equitable distribu-

tion of its proceeds, 'i'hc industrial conflict, however, by no means

debars the possibility of a truce between competing economies and

organizations, but the conflict virtually renders such intervals

indispensable. On the one hand the common strife against nature

necessitates periods of inactivity, and on the other hand strong

contrasts must be overcome by weak contrasts. Under certain

circumstances opponents, who are usually in conflict, unite for a

time in order to fight a common third adversary. Common
interests lead in a large measure to mutual understanding and the

mitigation of opposing views. Transactions on the various markets

are executed according to rules which ensure a peaceful settlement

of business. But it must not be overlooked that, even in this

harmonious settlement, the economies in question will be of differing

degrees of strength and that the stronger, when confronted by the

weaker, will always remain the stronger.

RISE OF AN ECONOMIC POLICY. Economic activity is thus

a conflict which every business is obliged to wage, although the

strife may be conducted with very different and unequal weapons.

This conflict is carried on by every private household, every under-

taking, and every public economy ; but also the special organiza-

tions which are formed to increase the conflict between private

households, undertakings, and public economies participate directly

or indirectly in this struggle, in which either nature stands as the

opponent, or the owners of labour are opposed to the owners of

capital, or vice versa. Every economy carries on this conflict, some

consciously, others unconsciously. The ways and means which are
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employed in this conflict by the individual household economies,

the various kinds of undertakings or the special organizations are

summed up in the expression economic policy.” The linguistic

use of the word ” policy ” has long been accepted in this sense. We
speak of the policy of a syndicate, or the discount policy of a bank.

In this sense the term may be used generally so that we can also

speak of the economic policy of the private households and under-

takings, or the economic policy of the State or of the municipality.

Economic policy is two-sided, corresponding to the two-fold nature

of every economy ; one aspect is concerned with the external

relations of one economy to other economies ; the second aspect

concerns the internal organization of its own business. Both parts

are complementary, and are interdependent and together constitute

the policy of the particular economy.

Private Households in Relation to Economic Policy. Economic

policy in all its manifestations and phases can be traced to the

private households. The policy of the private household aims

primarily at the formation of public institutions and at the establish-

ment of undertakings .and voluntary organizations. The distribu-

tion of the larger economic undertakings among private house-

holders, on the basis of private ownership, constitutes the starting

point for the present-day economic and social organization. The

policy of individual private householders leads to great differences

between the numerous private households, and conduces ultimately

to far-reaching division of labour. It also tends to the establish-

ment of common organizations through which the interests of their

members can be safeguarded or furthered. Overwhelming as are

to-day the large public organizations, such as the State, yet in the

last resort they are traceable to the initiative of the private house-

holds and their economic policy by which they are enabled to obtain

privileges and predominant positions which must be to the dis-

advantage of the remaining householders. Even in the early

stages of private ownership the dynamic force of the individual

households was by no means equal, but of varsdng degrees. The
progressive ones were soon the superior, then the unscrupulous, and

finally came the ruling class with whom the remainder tried to find

protection. As is still the case to-day, the formation of common
institutions and organizations arose from the initiative of private

households which were superior to the average. For this reason,
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the policy of the private households is still the foundation of all

economic policy, irrespective of the fact that the activity of the

great majority of households constitutes a force over which

ultimately the strength of all other economies and organizations

is unable to prevail.

The economic conflict is waged primarily by private households

and undertakings ; they are the standard-bearers of the struggle.

For the coLflict they form close units winch might be designated
“ organisms in contrast to '* organizations.'" The organizations

participate in the industriit < juflicl not for their own sake, but as

a last resa.t ; moreover, they do not terminate the struggle of the
** organisms ” but maintain the strife, and direct it into certain

grooves and forms. They are merely a combination of a portion

of the organisms. Tl.iese they relieve of a certain portion of the

industrial conflict, and attempt to force them into defined rules

without being able to relieve the private households altogether of

the conflict. Every private household, whatever differences may
exist within itself, carries on the industrial conflict as a close unit,

and the same remark applies to the undertaking, which in spite of

internal differences, concentrates all its forces upon obtaining a

result for itself. The separate members of private households and

undertakings are therefore links in an organism, whereas in the case

of an organization " those belonging to it have to be described

by the wider term members." The organizations do not render

superfluous the individual economic conflict of the organisms, they

not only do not abolish the struggle but they actually postulate its

existence. The individual organism rather transfers a part or

parts of this conflict to the organization, which in consequence

acquires a certain influence over its members and is able to

bring them into great dependence. Even with the most far-

reaching application of democratic principles, only the capable

members of the organization will manage to assert themselves in

the organization, and thus advance themselves personally, whereas

the mass of the indifferent members not only exercise their rights

to a small extent, but they thus become weaker since they have

been deprived of a part of the conflict which was formerly waged

by the individual households as a separate organism. The organiza-

tion of course also unites more closely to each other the organisms

affiliated to it, and has itself the tendency to become an organism.



28 PRINCIPLES OP BUSINESS ECONOMICS

This is quite apparent in the development of the Cartel. From
loose organizations there arise increasingly rigid formations out

of which ultimately by fusion there springs a homogeneous

undertaking—an organism.

The recognition of the different degrees of strength involved in

the economic struggle does not prevent the various classes who are

compelled to wage the conflict, from exerting every effort in order

either to maintain or to strengthen their strong position, or in order

to improve their weak position. At any rate, it must be noted that

the economic activity of the private households and of the under-

takings is in its nature entirely different from the economic policy

of the voluntary and compulsory organizations.



CHAPTER IV

THE INDIVIDUAL HOUSEHOLD

CLASSIFICATION OF HOUSEHOLD ECONOMIES. If we arrange

the whole of the private households according to the nature of

their ownerl^hip, we are able to ditferentiate three types which have

quite distinctive econoiuic pt'licier*. There are private' households

which derive their income fr .m tbi employment of their capital-

goods, and such as derive it trom the employment of their labour-

power. These two forms stand in strong contrast to each other.

The preponderant type is the private household which derives its

income exclusively from the employment of labour-power. A third

and very common form of private household, whose importance is

frequently under-estimated, is that which derives its income from

the combined use of its capital and its labour-power. Of course,

the economic policy of these three types is so different that we are

justified in giving them separate consideration. In the case of the

third form the possible variations and the actual differences are so

great that they either approach the other two forms very closely,

or where this is not the case, they at least reveal such remarkable

differences as to make their economic policy appear dissimilar.

These mixed household economies, however, entail deviations,

but they are not observable to the same extent as in the case of

the other two types. This third type of household is the traditional

one which is based to some extent upon totally different premises

from the other two types, which reveal the strongest contrasts.

The grouping of the existing households into these three types

is determined by the preliminary conditions upon which their

economic struggle is founded, and also reflects itself in their economic

policy. The economic policy of the private household is to render

its income as favourable as possible, at the same time ensuring that

the employment of the income is effected in the manner most

advantageous to the members of the household. Owing to the fact

that we distinguish between three groups of private households

which differ from each other in regard to the sources of their

income, the economic policy of these groups is bound to be different.

On the one hand, we find the households which derive their income

29



30 PRINCIPLES OF BUSINESS ECONOMICS

exclusively or predominantly from the employment of their labour-

power ; on the other hand, we have those who obtain their income

from the employment of their capital. The economic policies of

both these types stand in direct opposition to each other, the limits

of which are found in the fact that capital and labour must be

drawn together if an income is to be forthcoming. Apart from the

general interest, however, the antagonism is of the sharpest

imaginable and leads to the formation of classes consisting of those

with a capital interest on the one side, and of the private households

with a labour interest on the other side. Midway between these

two antagonistic groups we find the very strong group of households

which derive their income from a combination of capital and labour.

Its interest in the employment of labour-power or in the determina-

tion of the rate for the hiring of capital depends on the significance

of the one or the other factor in production. If the interest in a

possibly higher employment of labour-power predominates, the

policy of these mixed households will be to support that of the pure

labour households, whereas in the other case it will incline more

towards the purely capitalistic households.

THE LABOUR ECONOMIES. The policy of the pure labour

economy which is dependent solely on its labour-power must have

as its object the employment of its labour-power as favourably as

possible. The available labour-powej: in every household is to a

certain degree very individual in its nature, and cannot be reduced

to a common standard. Every household will strive to employ

its own labour-power to the best possible advantage without regard

to other households which have the same objects in view. In a

subsequent chapter we shall see that in the labour market there is

a strong competition among those who are seeking employment

for their labour-power so that the aim of the private household to

secure the most beneficial market for its own labour-power is

thwarted. Since the cost of reproduction of labour-power as a

commodity is not a fixed quantity, but for diverse reasons is subject

to great variations, a wage which appears acceptable to one house-

hold is refused as inadequate by another. In such a case the former

household would appear to find a favourable market for its

labour-power, whereas this would not be the case with regard to

the latter. This competition of the private households in the

labour market is bound to hinder the pure labour household in the
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attainment of its ends, for this competition cannot be expected to

terminate automatically. If the labour households are to attain

their purpose, they must perforce attack in common this internal

competition in the labour market. The individual labour economy
cannot escape the existence of this competition but, whether

consciously or not, it is actually compeMed under the stress of

circumstances to increase it. otherwise the possibility of obtaining

an income vi .raid have to be abandoned.

Thus the realization of the commou interests of all economies

or households dependent e employment of their labour-power

is the preliminary cf adition tor the attainment of the goal which

the several economies ha\e set themselves. It is the same

phenomenon which, in other markets, has long since been recognized.

The regulation of competition by the suppliers of a commodity

provides the most favourable conditions for the determination of

the price, even though there may exist a united demand for the

goods. So long as the suppliers act in isolation they are bound to

exercise a more depressing influence upon prices than if they act

in unison. The same conditions prevail in the labour market,

although in vi^w of its extent and differentiation it is not easy to

bring about a combination of the supply of labour-power. Here

we have a very tedious process which is aggravated and hindered

by local, national, professional, and economic differences concerning

the capacity of the owners of labour-power. However valuable it

may be in itself, the general conception of common interests does

not suffice, for such a conception postulates the prevalence of

economic conditions which are not generally found. Combined

action is possible only where the cost of the reproduction of labour-

power has been fixed over a large economic area, and in which the

standard of living tends to be the same. This levelling influence

is initiated and furthered by the expansion of capital, and is

accelerated by the competition in the money market, although this

process of levelling up has by no means advanced so far as is often

supposed.

Indispen^bility of Capital. The regulation of competition in the

labour market is the one economic object of the pure labour economy

which aims at the better utilization of labour-power, but this object

is, as it were, only a means to the second object—the attainment of

a greater share in the national dividend. This end can be achieved
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only by either the absolute or the relative diminution of the share

which goes to the capital economies, either in the form of interest

on capital or as profit on the undertaking. Here we must acknow-

ledge the fact that capital as such is absolutely indispensable to

the carrying on of undertakings, and that a certain percentage of

the revenue of production has constantly to be set aside for future

production and distribution. To-day this capital is secured by the

offer of a rate of interest, or by the granting of profits for bearing

the risks of the undertaking. Even if the factors of production

were nationalized a rate of interest on capital and the profit of the

entrepreneur would have to be reserved to the State, and the labour

economies would by no means receive the total amount of the

national dividend resulting from production. A definite rate of

interest on capital must therefore, under all circumstances, be

deducted from the revenue of production in order that the under-

takings may be able to produce goods and bring them to the final

consumer. The profit of the entrepreneur alone would not suffice

for this purpose, for it is largely capitalized in the shape of capital-

goods. The labour economy may aim at the reduction of the share

in the national dividend, which goes to capital
;

it may oppose the

private ownership of capital by striving to transfer the means of

production to the possession of public organizations, but it cannot

altogether abolish the payment of interest on capital, for this is

practically an economic impossibility. Even the transference of

the means of production into the hands of public organizations

does not dispense with the need for private capital, but only makes

it possible for the profits of the undertaking to revert to the public

organizations who must recompense the former owners for their

private capital. At any rate, the possibility of reducing the share

of private capital is so great as to offer an appreciable and per-

manent increase in the share of labour. Moreover, it may be the

object of a pure labour economy to reduce the large incomes which

result from the possession of capital, but this can be brought

about only by taxation through the public organizations. All these

are aims of the economic policy of a pure labour economy. They

cannot be attained arbitrarily or by force, however, for any success

would be of only the shortest possible duration, so long as competi-

tion exists in the labour market. Any attempts in this direction

should take into consideration two points, viz., the mutual interests
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of labour and capital in the maintenance of production and dis-

tribution, and the international character of the money market
which admits of national interference only to a limited extent.

The mobility of capital is a strong impediment to risky interference,

although it must be admitted that the principal capital-goods,

that is, the means of production such as land, natural resources,

buildings, and the apparatus of production and distribution,

constitute the basis of an econoriic area which, under any
circumstan :es, wouM ieraai:> in "ho possession of that area.

The Combination of Lab ytir. Of course the individual labour

economy* is not in a position to wage a conflict against competition

in the labour market, and still less is it able to withstand the com-

petition of capital. Such a conflict could be waged successfully only

by a combination oi labour econoniies. In this competition the

individual household always stands to lose unless the struggle has

previously been modified and restricted by an organization. A small

portion of the labour-power may succeed in obtaining a profitable

use of its labour, but the greater the army of those who have to

depend solely upon their labour power, the smaller is the chance

for the individual household to rise above the average level of

income. Hence combination presents the only possibility of

raising the general level of the income of the labour economies, and

in thus assisting the great mass of labour economies to find favour-

able employment for their labour-power. The economic policy

of the labour economies, therefore, cannot be individualistic, but

must tend to pursue, whether consciously or not, a policy of

solidarity in the collectivist sense. This is based on the need for

a combined front against the competition of labour itself, and also

against the competition of capital. This fact is not realized by

the mass of labour economies until they are dragged into the

whirlpool of modem market economy. It is not until then that

the realization of the need for combination is forced upon them.

CAPITAL ECONOMIES. The economic policy of the pure capital

economy follows on principle a direction diametrically opposed to

that of the pure labour economy. The tendency is for them to

make the most favourable use of their capital-goods. This ten-

dency is restrained by the competition in the money market in the

same way that the competition among labour tends to restrict their

share in the total product. This restraint, however, takes a

4—(1410H)
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different course from that assumed by labour. A capital-good can

always find employment at a certain minimum rate of interest, but

this is not the case with labour-power. At times, the latter may
find it quite impossible to find employment. Apart from this the

pure capital economy may also utilize its labour-power which can

be employed in highly paid positions of management and frequently

is thus employed. We will discard this possibility, however, and

assume that the pure capital economy derives its income exclusively

from the employment of capital in the production of wealth.

Though the capital economies follow the same tendencies they are

far more differentiated than are the pure labour economies. They

are also separated from each other by greater distances ;
they form

individual units which, in their private life, differ greatly from

each other. In short, they manifest a tendency to keep apart

from each other. They do not carry on the struggle for existence

in person but by means of equipment which lies outside themselves,

and which is represented by claims on capital-goods. With the

gradual improvement in the organization of the money market,

the interest in the individual capital-goods tends to disappear.

In this case, as' the wealth of the pure capital economy increases,

the absolute rate of interest becomes of less importance as compared

with the provision of a perfectly secure investment. The pure

capital economy with large means at its disposal actually becomes

the enemy of those economies which possess only a small amount

of capital, in view of the keen competition which prevails in the

money market.

The position is analogous to the competition in the labour market

except that it manifests itself in a different manner. The large

capitalist tends to depress the rate of interest for the small capitalist.

Thus the position is the reverse of that which exists in the labour

market where the stronger is under-bid by the weaker. In the

money market the pressure emanates from the stronger, whereas

in the labour market the stronger must protect the weaker in order

to strengthen his own position. In the money market the stronger

pays no heed to the weaker because the prevailing rate of interest

does not hinder him in the achievement of his economic aims. The

solidarity of interests of the money market is not a personal matter,

but is regulated almost mechanically by the rules governing

international dealings in money.
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Thus we see that the pure capital economy does not present such

uniform characteristics as the labour economy. On the contrary,

the contrasts between the capital economies are very great, so

that the small capitalists have a hard struggle to sermre a favourable

investment and to maintain themselves against the large capital

concentrated in a single hand. The consequence is that only the

owners of vary large capital ('.an abstain from the employment of

their labour -power, and the owners of small capital are less and

less in a position to aclt^quate income from the loan of

their capital-goods withotu the emplo5mient of their own
labour-powr.

MIXED ECONOMIES. The mixed household adopts an economic

policy which is k^ss definite than that of the pure labour or the pure

capital economy. It is threatened on both sides. The sole trader

does not lend his labour-power and his capital to an outside under-

taking but employs both in his own business. To him his capital

is a factor of production which is set in motion by his own labour-

power. Such undertakings sometimes require borrowed capital

and hired labour-power which they obtain from the money and

labour markets, but the proprietor's own capital and labour-power

constitute such a dominating factor in the undertaking that every

endeavour is directed to the production of the greatest possible

return from them. This can be done only if the mixed economy

assumes an attitude of opposition to the economic policy of the pure

labour and also to the pure capital economy. The activity of the

pure capital economies operates in such a manner that small

capital loses in value, so that the revenue from interest loses its

purchasing power. For instance, the large capital economies

prefer to obtain a safe investment in land. The amount of the

purchase price is not so important to them because they are in a

position to accept a low rate of interest. If necessary, they are

content with 2 per cent whereas the small capitalist must have

at least 3 per cent. If, for instance, a piece of land yields a ground

rent of £150 the capitalized value reckoned at 3 per cent is £5,0()0.

A capitalist who can be content with a rate of interest of 2 per cent

is in a position to pay £7,500 for the same piece of land. The

capital value has increased, but the revenue expressed in percent-

age has decreased. This process of appreciating capital value

depresses the rate of interest and exerts a particularly unfavourable
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influence on the incomes of mixed economies. Since the property

of mixed economies is subject to the capitalistic process of valua-

tion, in the case of sale or inheritance, the new owner of the means

of production is usually at a disadvantage since the capital value

of his assets has nominally risen, although for various reasons he

can no longer derive an income which corresponds to the former

rate of interest. If he carried on his business exclusively with his

own capital, and had no obligations to fulfil with regard to borrowed

capital, the lower rate of interest would not affect him so unfavour-

ably. Borrowed capital, however, is employed alongside that of

his own capital, and the interest payable on it cannot be reduced

in a way corresponding to the sinking rate of interest on the higher

valuation of the assets. The sole effect of this increased valuation

is that more money can be borrowed on the strength of it—a fact

which also increases the liability for interest. Thus the pressure of

the pure capital economies has an unfavourable effect upon the

incomes of the mixed economies. The fact that the means of

production of the mixed undertakings are subject to capitalistic

valuation tends to reduce the share of income due to one's own
capital. Hence it is only natural that the mixed economies occupy

a very difficult position in view of the laws of the money market.

Interest on borrowed capital is a fixed quantity
;

interest on one's

own capital is merely a matter of the economic success of the

undertaking. Borrowed capital is entitled to the interest agreed

upon, whereas the proprietor may take far-reaching risks with his

own capital. Where the owner uses his own capital, the revenue

may be high, low, or even non-existent. In one direction this

relationship to the money market determines the economic policy

of the mixed economics. The other is determined by their attitude

towards the labour market. The tendency is to employ one's own
labour-power as favourably as possible, but to procure hired labour-

power as cheaply as possible. The endeavours of the pure labour

economies to improve the conditions of labour cannot be supported

by the mixed economies because they endanger the success of the

mixed economies whose aim is to derive the highest possible return

from the combination of capital and labour. Since, in nearly all

cases, they are partially dependent on borrowed capital ahd hired

labour, whose interests are in continual conflict with those of the

sole trader, the result is that we have an economic policy quite
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distinct from that of the pure labour economy or the pure capital

economy.

TEST PAPER I

1. Define
”
Business Economics.*' Discuss its claim to recognition

as a separate science, apart from a general science of ICconomics.

2. What are the proper limits, it any, of the stucy of Business
Economics ?

3. Sketch ca -efully what seem to you the natural divisions of the
study of Business Economics, i^xpii.iti the principle on which your
division proceeds, and c ‘ inpaieJ" with any other known to you.

4. ** Ihe cyh of the \ 'hole eco loinic ^irganism, as it is represented,

for instance, within the framework of Great Britain, is formed by the
private economy such as ii^ embodied in the household.” Discuss the
meaning of this quotation.

5. What is income ? is it money ?

6. Investigate the advantages which may arise from an act of

exchange.

7. Explain free goods, economic goods, value-in-use and value-in-

exchange.

8. Describe the process by which, in your opinion, the system of

trades in a country at any time have come into existence.

9. Draw up a list of those callings in your locality which are still

conducted under the domestic system.

10. Write brief notes on : household economy, undertaking, local

market, world market, wages, interest, prices, competition, organizations.

1 1 . Show to what extent the powers of man and of nature respectively

co-operate in the process of production.

12. Industry may be regarded as a dual conflict waged in the first

place against nature, and in the second place against mankind,”
Elucidate this statement.

13. What is meant by the expression ” Economic policy ” ? Show
how it may be applied to a household, an undertaking, or a municipality.

14. Into what three main types may household economies be

classified ? Describe the characteristics of each.

15. Business Economics should be studied from three points of

view. The first is the point of view of the particular business house.

The second is the point of view of that group of business houses which

constitute a particular branch of industry, and the third is the still

wider point of view of the business as a branch of national industry.**

Expand and elucidate.



SECTION II

THE BUSINESS UNDERTAKING

CHAPTER V

THE RISE OF THE BUSINESS UNDERTAKING

PRIVATE HOUSEHOLDS AND BUSINESS UNDERTAKINGS.
The undertaking is a combination of capital and labour for the

purpose of effecting the production and the distribution of goods.

This kind of economy, however, is of an entirely different character

from that of the private household. The private household pro-

cures income in order to satisfy directly the wants of its members.

It provides labour, capital, or both, in order to obtain the means

by which the goods can be bought for the satisfaction of its wants.

The private household either sells or lends values-in-exchange from

which it derives an income. This income is transformed into

commodities which are either used or consumed. The under-

taking buys or hires labour-power and capital with which it pro-

duces and distributes goods. It brings these goods to the market

and sells them. The difference may thus be summarized; the

private household is an end in itself, whilst the undertaking is only

the means to an end. Of course, the undertaking also engages in

a kind of indirect consumption, but this is not an end in itself, but

is necessary for the production and sale of the goods. The peculiar

position of the undertaking is due to the separation of the private

households from the processes of production and distribution, for

these activities are transferred to special economies known as

undertakings. The process of separation, however, is not yet

complete but it is t5^ical of the present-day course of industrial

evolution. In the final analysis, the economic policy of the under-

taking is due to this—its specialized character. Of course, the

degree to which this specialization is carried is not a matter of

indifference. There still exists a broad stratum of undertakings

in which this separation has not? yet been effected, and in which

the private household is still closely bound up with the undertaking.

38
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In order to acquire an income, however, these imdertakings must
sell in the market a portion, at least, of the goods they produce

before they can procure what they require for the satisfaction of

their own wants. The peculiarity of the undertaking, however,

is also inherent in these economies, viz., first to buy or hire and to

produce goods and then to sell them. The income results only from

the proceeds of the sale, and is used for the consumption of the

private hou":ehold. Hence, on Ihe one hand, we have a pure

undertaking which has 'completely severed its connection with its

private household, and oa lie other we have the undertaking

combined e/ith one ci more private households. This difference is

highly significant in the economic management of undertakings.

In the case of the undertaking combined with the private household,

the head of the privatvC economy is usually the owner—not merely

formally but virtually. It is not to be inferred from this that he

owns the undertaking free from all obligations. On the contrary,

a large percentage of the assets employed in the undertaking may
have been mortgaged. Beyond this, however, the undertaking

belongs to the head of the private household ; he is not only the

entrepreneur but also the capitalist, the manager and the employee

combined in one and the same person. He unites within himself

all these functions. In the undertaking separated from the private

household, these functions are distributed quite differently. Here

the owners—in the form of shareholders or entrepreneurs—are

distributed over a wide market area, and are not bound to remain

the owners since they can sell their shares at will. To a certain

extent only are they lenders of the capital which is invested in the

undertaking. The financial requirements of an undertaking are

covered in the money market. The managers of the undertaking

—

both technical and commercial, are usually salaried employees, who

stand in an entirely different relationship to the undertaking from

the owner of an undertaking which is still connected with a private

household. The economic success of the pure undertaking affects

its ofl&cials much less than the success of the undertaking connected

with the private household affects its head. This relationship

is also strongly evident in regard to the workers. The employer

of the combined undertaking, in his struggle with the workers,

supports not only the interests of the undertaking, but also his own
private interests. In the case of the pure undertaking this regard
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for the private interest of the employer is entirely eliminated—at

least in principle. Thus, a number of differences are to be observed

between the pure and the combined undertakings which, in part,

account for the attitude assumed by them. The pure undertaking

is conducted and administered with much greater freedom than the

combined undertaking which has not yet effected its separation

from the private household, or which is still engaged in the process

of separation. The combined undertaking tends to develop a

more economic administration, for here the self-interest of the owner

is much more potent. In view of the close connection of the pure

undertaking with the money market, there is greater risk in the

case of the combined undertaking both in regard to profits and

losses. The whole burden of this risk falls upon the head of the

private household, whereas in the case of the pure undertaking

it is spread over a large number of private households.

REVENUE—THE AIM OFTHEUNDERTAKING. The economic

policy of the pure undertaking is determined by the fact that it is

founded upon a commercial basis. It must buy cheaply and sell

at prices which leave a profit ; otherwise the undertaking cannot

survive. It must sell the goods at a figure in excess of the cost

price. This point of view is fundamental for a proper conception

of the economic policy of the undertaking. Its attitude towards

the money market, the labour market, and the produce market is

thereby determined. The aim of the undertaking is to acquire

wealth. It must not allow itself to be outstripped in competition

with similar undertakings but should strive to utilize every factor

of production so that the income shall exceed the expenditure.

The undertaking does not consume in the sense of the private house-

hold—that is, the income is not employed in the direct satisfaction

of human wants ; but after allowing for expenses and certain

amounts for depreciation and reserve, it serves the purpose of

providing income to the owners of the undertaking. If in addition

to their shares, the owners have a capital interest in the business,

they will receive an additional return in the form of interest, but

if they conduct the business exclusively with borrowed capital, the

surplus, if any, after paying interest on capital, will revert to them

in the form of profit. An undertaking which does not aim at the

realization of a profit is quite conceivable, but it would be

unable to maintain itself in the competitive struggle with other
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undertakings. For instance, it would be much more difficult to

meet its demands for money and capital than in the case of undei-

takings which yield a profit. Even the co-operative societies aim

at the realization of a clearly-defined profit, so that it may be truly

said that the guiding notion of the undei taking is tln^ earning ofprofit.

The private household enters the markci, in order to employ its

capital and labour to the best advantage
; the undertaking enters

the market in order to procure capita] and labour as cheaply as

possible for the process of pioduction, or for the acquirement of

goods from other undei lakiiig on the most advantageous terms.

The underU.kmg, theiefore, confronts the suppliers of capital and

labour in the capacity of buyer. On the other hand, the under-

taking enters the meuket in order to sell the finished goods which

possibly may still have 'o pass through a long series of undertakings

by way of purchase and sale before they finally arrive in the under-

takings which offer the finished goods to the private households for

ultimate consumption. Now, the private households buy from

the undertakings which are the final sellers. It is the aim of the

undertakings to obtain the best price possible for their goods in the

market, whilst it is in the interest of the private households to buy

goods for consumption as cheaply as possible. The undertaking

is essentially a market organization—a commercial organization for

buying and selling. The private household, however, sells first

and then buys in order to satisfy its own wants. In the production

and distribution of goods the undertaking has wedged itself between

the private households and provides the latter both with the

income and also with the goods they buy with this income.

On principle, the pure undertaking assumes neither a friendly

nor a hostile attitude towards labour and capital, but both in

buying and in selling it endeavours to derive the greatest possible

advantages from both these factors. To a great extent the policy

of the undertaking is dictated by its own self-interest. In this

connection we must confine ourselves to a description of the main

types of undertakings shown in the diagram on the following page.

Classification of Undertakings. We shall first divide the totality

of undertakings into those which are devoted to production ; a

distinction will then be drawn between those which are engaged

in the production of raw materials and those engaged in manu-

facture and construction. Further, undertakings engaged in the
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extraction of raw materials are divided into agricultural tuider-

takings in the widest sense, and into those engaged in mining. In

contrast with undertakings engaged in the production of goods are

those devoted to their distribution
;

in this latter category, we
include those engaged in trade, banking transport, insurance, and

other undertakings which are engaged in the stiivice of trade. In

dealing with the business undertaking some alluNion should be made

to cartels; which might be treated convtniently under the heading

of volunta^^ organizations. liowever, since the development of

cartels leads naturaiiv o e'reater uniformity amongst under-

takings and constitutes the iiighesc stage of integration of a number

of undertakings into a single undertaking, it is perhaps more

appropriate to deal V''tr‘ them from the standpoint of the business

undertaking. With 'hese introductory words we will now consider

the economic function of the different types of undertakings.



CHAPTER VI

UNDERTAKINGS ENGAGED IN AGRICULTURE

PRODUCTION OF RAW MATERIALS. The production of raw

materials is concerned either with the appropriation of the treasures

offered by nature to man, or with those activities which exert an

influence on the productive powers of nature. To the former class

of extractive occupations belong sea-fishing, hunting, the extraction

of mineral deposits and ores, and especially coal-mining. These

treasures exist in their actual state in nature, but must first be

extracted through the medium of special undertakings. To place

these treasures at the disposal of man or to render them fit for use,

an expenditure of labour-capital effort is always necessary. The

other and much more important branch engaged in the production

of raw materials consists in conferring such a form upon the natural

fertility of the soil and upon the live-stock as to ensure the greatest

possible economic yield. This involves the cultivation of the soil

with such produce as is necessary for use and consumption, and so

fo maintain the live-stock that it increases under the most favourable

conditions. Human activity must be particularly directed to tlTe

influencing of the factors which determine the degree of fecundity

so that natural productivity will be furthered and strengthened.

In this process, also, the expenditure of labour-capital effort will

play a decisive role. An over-expenditure of labour-capital effort

may endanger in a very high degree the effect of natural growth

;

hence the policy here must be so to arrange the proportion between

the expenditure and the yield that the surplus of goods over the

expenditure will not be too small. As a rule the expenditure can

and will rise, but the increase can be regarded as economic only if

it is accompanied by increased productive power which is expressed

in a greater yield.

AGRICULTURE. In this category must be included all those

undertakings which, by the cultivation of the soil, are engaged in

44
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the production of vegetable products for use as foodstuffs or as

raw materials for manufacture. The agricultural undertaking is

bound to the soil, which is not only the means but also the source

of production. In the more civilized countries the whole of the

land is in the hands of some form of private ownership. The
distribution of property, as it exists in Enghmd at tiie present time,

is the product of a long course of development. According to the

size of the estate, a disrinction may b ^ drawn between those

undertaking* wliose yield is tiot sntTicieril for the maintenance of

a family and which may be dr cribed as small allotments, and those

whose area under cuitivatioii forms the basis of existence for a

family ranging from the most mf»dest to the most ample require-

ments
;

these are the holdings of tenant farmers. Still larger

estates are found in the possession of the large landowners,

but these can scarcely be regarded as ordinary business

undertakings.

Allotments. During the War great stimulus and assistance was

given to the production of food by the creation of allotments,

particularly in urban centres. The powers granted by D.O.R.A.

were freely exercised so that borough and urban district councils

were enabled to take possession of unoccupied land for the purpose

of letting it as allotments. The growth of the allotment movement

may be measured by the fact that in 1890 there were 448,586 allot-

ments in England and Wales of under 1 acre, whereas in 1920 they

were estimated at 1,330,000, with a total area of about 162,000 acres.

The idea at the back of the movement is that personal ownership

has an attraction which is lacking in tenancy, and it is based on

analogy with Denmark and Holland, where the peasant proprietor-

ship has had an unbroken history from early times. Unfortunately

the spirit of independence which is associated with newly acquired

ownership, is foreign to the spirit of co-operation, which is necessary

for economical purchases, sales, and perhaps also, working
;
and

the Acts which encourage small-holdings contain no provisions for

setting up the machinery of co-operation. In suitable situations,

pig and poultry farming, market gardening, and, on the larger

holdings, dairy farming, can be made to pay ; but for general farm-

ing very large farms, adequately staffed, are more profitable both

to the owners or tenants and the nation.

Classification of Holdings, The agricultural holdings in England



46 PRINCIPLES OF BUSINESS ECONOMICS

and Wales are divided for purposes of classification into six groups,

and in 1920 the number of holdings were as follows

—

(1) 1- 5 acres .... 80,737

(2) 5- 20 „ . .. . . 114,517

(3) 20 - 50 „ . . . . 79,542

(4) 50-100 „ . . . . 60,697

(5) 100-300 „ . . . . 69,006

(6) Above 300 „ .... 13,492

It is not essential that the area cultivated should be the actual

property of the person carrying on the undertaking, but it may only

be leased or rented by him. The property of the large landowners

may be widely distributed, and may consist of estates spread over

many different districts or counties. The percentage of allotments

and small holdings differs greatly in various parts of the country.

THE AGRICULTURAL UNDERTAKING. The reason why man
carries on the cultivation of the soil is found in its productive

capacity, which accounts for the increase of an ear of com. In an

area of a prescribed extent and character a certain quantity of com
sown yields a quantity of grain sufficient to afford to the cultivator

not only the quantity necessary for his own consumption but

also, under ordinary circumstances, a surplus which may meet the

needs of other economies. Upon this fact—that is, the produc-

tive power of nature^-depends the possibility of the increase

of the human species. On this fact also depends the increasing

extensity and intensity of human wants which result from the

division of labour in industry. We can therefore easily understand

the high and universal esteem in which agriculture is held and the

importance attached to the agricultural undertaking. It is the

function of the latter to prepare the area to be cultivated so that,

after the seed is sown, the productive forces of the soil can develop

in the most favourable manner possible. The growth of the seed

itself depends on factors over which the manager of the economy
has no control—e.g. the conditions of the weather—^which are of

decisive importance in the growth of agricultural or horticultural

products. Naturally, the grower can do his best to create the most

suitable preliminary conditions. During the period of germination

he can do everything calculated to further the growing process and

avoid anything which might be detrimental to it, but he cannot

exercise any direct influence upon the actual growth itself for this
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depends in the long period upon the climate, and in the short period

upon the conditions of the weather. This latter circumstance

constitutes the primary factor in the working conditions of agri-

culture. The weather decides the extent and nature of the crop.

The expenditure on equipment and cn labour-power is in general

the same whether the crop turns out to be good ur bad. Thus,

there is a great risk involved in the agricultural andertaking, a

risk which i^ too frequently andcx^’-estimaled. Agriculture, how-

ever, is also ? seasonal ii^dustrv, tor' amount of employment being

considerablv greater daring tb sowing and reaping periods of the

year. The conditioiib oi growth of plant life necessitate the

extraction fiom the soil of substances necessary for the formation

of the plant, so that the soil becomes impoverished. The time

gradually approaches when the plants can no longer find the

substances necessary for their growth and then they begin to

degenerate. Hence the chemical constituents extracted from the

soil must be replaced in the shape of fertilizers according to the

particular substances which the plants require for the building up

of their organisms. Virgin soils may be cultivated for a long time

without becoming impoverished. After a certain time, however,

even the richest soils become impoverished and require renewal

in the form of natural or artificial manures. Tools and machinery

adapted to particular purposes have to be employed in the cultiva-

tion of the soil. Machinery does not play so significant a part in

agriculture as it does in manufacture, although it cannot be denied

that here, also, machinery can and does save human labour. The

emplo5nnent of machinery, however, tends to vary with the size

of the area under cultivation, and is much more economical in large

than in small-scale undertakings.

CATTLE-RAISING. The transition from the capture of cattle

to the raising of cattle can still be traced easily in sparsely settled

countries such as the Argentine. Here cattle are left to themselves,

being caught only in case of need ; in the meantime they require

neither feeding nor attention. The preliminary condition for the

raising of stock is the tending and caring of the animals which

increases the cost very materially. A portion of the land must

be reserved for the growth of fodder, and labour and capital must

be expended in order to render the cattle fit for human consumption.

For the proper raising of the animals their fecundity must be
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directed and increased by careful breeding, and also by rendering

the animals fit for the different purposes in view. Cattle-raising

is usually associated with agriculture in the wider sense, being

included in this term. Cattle are required in agriculture both as

working animals and also for their manure, although the employ-

ment of artificial fertilizers is gradually displacing the demand for

the latter.

In the undertaking engaged in the raising of cattle, the points

to be considered are, first, the provision of fodder ; and secondly,

the procuring of the greatest productivity of the cattle used for

breeding purposes. The latter, likewise, is effected according to

the principle of the largest return with the smallest possible expendi-

ture of labour-capital effort. The same may be said of the tending

and care of the cattle. In cattle-raising itself the employment of

labour-power plays a determining role
;

here it can be displaced

by machinery only to a very limited extent, so that the large-scale

undertaking does not possess the power to eliminate the smaller

concerns to the same extent as in manufactures or in agriculture

proper. The fecundity of the cattle is determined chiefly by the

quantity of suitable fodder which is available, whereas the fertility

of the plant is determined by the area allotted to it by man for its

cultivation. Its physiological capacity to multiply must in no

way be confused with the productivity which is influenced by man.

Physiological capacity develops vertically whilst actual productivity

develops horizontally. This signifies that whether a female animal

bears the maximum of progeny in the course of a year depends

largely on factors beyond the control of human art and knowledge ;

on the other hand, the yield of an undertaking engaged in cattle-

raising so far depends on man that it is within his power to determine

how many female animals ought to become productive ; he can

prevent or permit, increase or diminish propagation. For many
reasons the financial return to cattle-raising is very difficult to

ascertain, for the conduct of agriculture and cattle-raising in the

same undertaking is so inter-dependent that the value of the goods

and services provided by agriculture for cattle-raising can scarcely

be expressed in money, and frequently not at all
; for example, in

the case of natural manure and the provision of fodder. It is there-

fore necessary to judge the success of mixed undertakings—such as

are the rule—in their entirety. Moreover, the risks of agriculture
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are by no means minimized by the addition of cattle-raising but
for various reasons they tend to become accentuated.

AFFORESTATION. This is closely connected with agriculture,

although various essential differences may be indicated. The
forest areas of a country must be cultivated on a large scale, and
for that reason in some countries the State has taken over their

cultivation and retains them as a monopoly. The primary use

of the fore^^. is to supply the household with fuel, in afforestation

the produc ive power of nature plays an even greater r61e than in

agricnltur i or in stool r lisinf , (jn the other hand, the expenditure

of capit ijnd Jabr'ui is of mmo; importance in comparison with

the area under cultivation. In forestry a marked difference can

be discerned b^twe^n those countries in which a policy of ruthless

exploitation is adopted and those in which an orderly system of

afforestation for the production of timber is regarded as essential.

In the former type of country the cost of timber is almost negligible

for only the expense of collection and of transport is involved,

whereas in the other countries the production of timber entails a

considerable expenditure of labour and capital—an expenditure

which, in view of the market price of timber, makes it difficult to

carry on afforestation with financial success in countries which are

relatively poor in forests. Private concerns are scarcely in a

position to cultivate their forest areas in the interests of the

future yield of these areas. Hence, it is better that this form

of enterprise be carried on by the State rather than by private

undertakings.

THE VALUE OF THE LAND. In an area where the land has

passed over into private ownership its valuation will take an

entirely different course from that of areas in which it is still free

or partly free. Where the land is sub-divided, any increase in the

population will raise the value to a greater degree than in other

areas. The land of a particular area acquires a certain capacity

for production which enables it to yield the raw materials necessary

for a certain number of people. Should there be a natural increase

in the numbers of the population, only two alternatives are possible

:

Either by better preliminary considerations it will be possible to

succeed in increasing the productivity of nature by economizing in

the use of labour so that the raw materials necessary for the increased

numbers may be obtained, or else this increase in productivity

5—

(

1410«)
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is not possible, and the share per head in the quantity of raw

materials obtainable must fall. Where the land is worked under a

system of private ownership both these factors co-operate and tend

to increase permanently the value of the land. The expenses of

production have the tendency to increase when obtaining an

increased yield, and owing to the fact that there is an increase in

the scarcity of land, a higher price is offered by the persons demand-

ing it. In the case of sale, more profitable undertakings especially

will tend to drive up the value of their land to a figure which far

surpasses the average price of land. Moreover, the agricultural

undertaking is founded on the system of money economy : an

extra yield is quickly capitalized, and the surplus may be regarded

as interest or rent of land so that the capital value of the estate

increases according to the size of the additional increment and the

prevailing rate of interest.

THE POLICY OF THE AGRICULTURAL UNDERTAKING. The

aim of the agricultural undertaking is to render the cultivation of

the soil as profitable as possible. The soil presents great differences

in productive power. These differences are not merely local and

national but international, and it is just the international differences

which play such an important part in the determination of the yield

of the undertakings. To a certain extent the difference in the

productivity of nature can be neutralized where the cultivation

of the land is approximately of the same age. However, where

countries with virgin soils compete in the world's market, their

superiority, due to their more favourable powers of production, will

assert itself with such vigour against the agricultural undertakings

in the old countries, that the world-market price becomes very

injurious to the older undertakings. The success of agricultural

undertakings is largely dependent on the level of the world-market

prices prevailing at the time. Thus, at a glance we can see that

the productive forces of nature will be a decisive factor in the success

of the agricultural undertaking ; that the agricultural improvements

in land do not extend themselves gradually throughout the world,

but that new and extensive areas are ever being opened up, which

show a superiority against which the undertakings of old countries

are less able to compete. Again, the new undertakings, in addition

to their natural advantages, also come into immediate possession

of the most modem technique and require capital and labour in
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a smaller degree than the old undertakings. In this way, a com-
petitive struggle is introduced among agricultural undertakings

which is conducted with entirely unequal weapons. On the one

hand, we have undertakings which can exploit the productive

forces of nature with a small expenditure, and, on the other hand,

we have undertakings which, although able to increase productivity

in an astounding manner by means uf capital and labour, yet

have to i ur a considt ‘table higher cxpenditrre for each unit

of raw* m; terial produced thrm in undertakings conducted on

virgin soi\

Such veiiipetitiOii cannot bo luet by the free play of economic

forces. If this competitio.i is not counteracted, the agricultural

undertakings the o’d countries when dragged into this competi-

tive struggle must be suffocated and strangled by the undertakings

of new countries. If the undertakings of the old countries are to

survive, the world-market price must not be allowed to dominate

in its full strength in the market areas which are being catered for

by tuidertakings with higher costs of production. The majority

of agricultural undertakings in the old countries, therefore, in their

economic policy aim at the enlistment of protection from the State.

The agricultural undertakings of the so-called importing countries

therefore tend to support a policy of protection whereas, vice versa ,

.

the agricultural undertakings of the exporting countries advocate

the reverse policy. The attitude of agricultural undertakings

therefore depends entirely on the manner in which they are affected

by the tariff policy. Self-interest and not theoretical considera-

tions here have to decide. Thus, we see how the character of the

productive forces of nature creates differences which in their

effect are fatal to the older groups of undertakings where free

competition, carried on with unequal weapons, is allowed to

prevail.

LARGE-SCALE v. SMALL-SCALE UNDERTAKINGS. In con-

trast with this international competition, the differences in agri-

cultural undertakings within a national economic area are far less

significant, although they may still be considerable. Undoubtedly,

the success of the agricultural undertaking is in a large measure

dependent on its size. The small- and the large-scale undertakings

enter into competition with each other. The large undertaking,

owing to its having been favoured by the legislature in former



52 PRINCIPLES OF BUSINESS ECONOMICS

stages of development, possesses a whole series of advantages which

guarantee its superiority. Moreover, the large agricultural under-

taking is frequently by no means a homogeneous concern, but a

combination of several businesses, in contrast with the large under-

taking in mining or in manufacture. The large undertaking

also has the advantage both in the labour market and in the

money market, but this position is also connected with certain

drawbacks.

Likewise in the sale of the products, the large undertaking may
dispose of its products more advantageously than the small under-

taking. On the other hand, the technical process is more or less

similar in undertakings of different sizes. The employment of

motor-power and other mechanism does not secure for the large-scale

undertaking the same superiority as is the case in manufactures

and in mining. This similarity in the conduct of agricultural

undertakings does not admit of such a sharp contrast between large

and small undertakings as is the case between manufactures and

handicrafts. The difference in the expenses of production of the

various undertakings is not sufficient to enable the large under-

takings to drive the small ones out of the market. No doubt the

large undertaking has a more favourable opportunity of converting

its products into money, but it does not dominate the market, nor

does it under-sell the small undertaking to the same extent as in

manufacture, when large and small undertakings produce the same

class of goods. The community of interest is therefore greater in

agricultural than in manufacturing undertakings, and every

agricultural undertaking has a strong interest in high prices. The

large-scale undertaking does not systematically under-sell the small

undertaking with the object of gaining the market for itself. The
great mass of small undertakings are more likely to survive alongside

the large ones, although it must not be denied that there are certain

contrasts between them, and that the large imdertakings seem to

thrive best when the small ones are also prosperous. The large

undertaking is based upon a capitalistic economy, but owing to

the fact that the capital belongs to an agricultural undertaking

which has to be so managed that a revenue will result, as much
interest is taken in the large as in the small undertaking. Even
in the small undertaking, where the profitable emplo3rment of

labour is more important than the yield of interest on capital, a
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strong interest is taken in the level of prices of the produce which

it takes to market, and from the proceeds of which—after deduction

of all expenses—a surplus results which constitutes the remuneration

for management and return to capital invested. This far-reaching

community of interests secures a greater amount of uniformity

in the conduct of the industry.



CHAPTER VII

UNDERTAKINGS ENGAGED IN MINING

THE NATURE OF MINING OPERATIONS. Among the raw

materials required for the use of man must be included the large

number of mineral substances, and especially the metallic ores and

the different forms of fuel. Most of these materials are extracted

from the earth's crust by the application of labour and capital

through mining undertakings. The first step in this process is

the location of the deposits, and then the making of a way by which

they may be rendered accessible. This preliminary work is

essential before the actual work of extraction can be undertaken.

On the whole, this economic activity consists in so altering the

position of these deposits as to render them capable of satisfying

human wants. Mining undertakings therefore devote themselves

to the location and extraction of those minerals for which there is

a demand. The location of the deposits is effected either by

digging or by boring, whilst extraction requires the use of tools

and machinery. Hence it is not a matter of creating new material

but simply of appropriating for human consumption substances

which already exist in the bowels of the earth. Naturally the pro-

cess of extraction must entail an expenditure of labour and capital

smaller than the economic value of the mineral obtained. The

commodity extracted does not usually contain the desired mineral

in a pure state, but it is found in combination with minerals which

have little or no economic value. Mining operations involve a

greater and greater expense with an increase in the depth of the

shaft through which the minerals are extracted. The process of

extraction is therefore much cheaper where the materials are so

near to the surface that they can be quarried.

THE POLICY OF THE MINING UNDERTAKINGS. Next to

agriculture, the undertakings engaged in mining are the most

important for the extraction of raw material. Their aim is the

extraction of natural deposits from the earth’s surface, especially

those of coal and iron ore. In coal mining the extraction itself
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is effected by the employment of a large amount of motor-power

and mechanical transport appliances. The installation of machinery
^

finds its most profitable employment in the large-scale undertakings.

Foi this reason, the large-scale undertaking is predominant in

mining. Internationally, there is a considerable diversity in working

costs, but this is by no means so serious in mining as in agriculture,

for the sources of coal production are considerably more restricted

than those of agricultural produce. Owing to the fact that the

number of mining undertakings is relatively small, and that large-

scale undertakings preponderate, competition here assumes a form

different from that in agriculture or in manufactures. In the case

of agriculture the undertakings compete more or less alongside

each other
;

in most manufacturing undertakings the policy is to

undercut prices on the market, whilst in the mining undertakings,

which usually have a monopoly of the mineral deposits in a certain

market area, there is usually a far-reaching co-operation which is

soon manifested in the establishment of cartels. This, of course,

does not apply to all branches of mining. In this way com-

petition is not entirely eliminated, but it asserts itself in different

forms.

Coal and ore are intimately connected in the process of the

production of iron and of other metals. Hence it is natural that,

alongside the purely mining undertakings, there should arise others

which not only mine for coal and ore but also smelt this ore. It

is more economical for the individual undertaking to use the ore

and coal as near as possible to the source of extraction. For

reasons of economy in the working process a mixed concern is often

developed, which extracts the raw materials, smelts the ore, and
also partly manufactures the products thus gained. In contrast

with pure undertakings, this mixed form reveals far-reaching

technical and commercial advantages which often induce pure

undertakings to amalgamate with others for the purpose of forming

such mixed undertakings, and this tendency to amalgamate is a

typical phenomenon in the economic policy of mining undertakings.

In this way imdertakings come into existence of a size which is

found neither in agriculture nor in manufactures. On account of

their size and monopolistic position they command an advantage

over their customers which is plainly manifested in the determina-

tion of prices. Likewise they are in a very strong p)osition in dealing
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with their employees, and they also enjoy great independence in

the money market ; indeed, they are powerful in every direction.

The largest of these undertakings assume the form of companies

which are no longer managed by their owners or entrepreneurs but

by salaried officials.

THE ORGANIZATION OF A COAL MINE. The management

and organization of a coal mine are usually placed under the control

of a manager, who must naturally be a man of wide and varied

knowledge and experience. To obtain the largest yield of avail-

able coal in the best selitig ' ondition, at the lowest cost, and with

the greatest amount of safety and comfort to the workers, he must

be a well-trained mining engineer with a good knowledge of the

commercial side of his business, and a tactful leader of men. For

the successful working of the mine he is responsible, not only to the

lessees of the minerals but also to the State.

From the diagram on page 55 it will be seen that for the purpose

of organization the operations of the coal mine are divided into

three main sections, viz.

—

1. The surface operations ;

2. The administrative work which is conducted in the colliery

offices

;

3. The underground operations.

Duties are delegated by the manager to subordinate officials in

each section resulting in a very extensive system of division of

labour. The diagram shows that the most important officials

directly responsible to the manager of the colliery are the pithead

foreman, surface mechanic, and the farrier, who are responsible

for the operations on the surface ; the cashier and chief surveyor

for the administrative work ; and the under-manager for the

operations underground. In like manner these officials delegate

duties to other subordinates; for example, the overman has

responsible charge underground for a particular district and is

directly subject to the under-manager; again, the underground

mechanic is responsible to the overman for the engines, boilers,

and machinery ;
finally, the mechanic in turn delegates tasks to

electricians and wiremen, pipe trackmen, fitters, watermen, plane

enginemen, pulleymen, haulage enginemen, oilers, and pumpsmen.



CHAPTER VIII

UNDERTAKINGS ENGAGED IN MANUFACTURE

THE NATURE OF THE MANUFACTURING PROCESS. We have

seen that the primary essential for the success of agriculture and

afforestation is natural productivity, whilst in the remaining branches

of extraction facility of access to the natural deposits and their

quality exert the chief control. In manufactures, however, a

totally different point of view prevails. Here it is the saving in

labour and capital which influences the return. Labour can be

substituted by available natural forces such as water-power, wind,

the heat of the sun, animal-power or by power artificially generated,

such as the heat obtained from coal, which has hitherto found its

best expression in steam-power. The employment of these forces

enables man to achieve results which otherwise would be absolutely

impossible. These forces lead not only to the substitution of human
labour-power, but they also increase it and make it potential.

Thus, a substitute is utilized which, in transport, for instance, may
represent an immense number of units of labour-power. These

forces, however, are not at our disposal free of cost, but to place

them at the service of man, they also involve an expenditure of

labour and capital. The production of these forces is inseparably

connected with expense, yet an increase of the forces at our disposal

rebounds to the benefit of mankind. For instance, take the working

process in a flour mill. A certain number of persons by employing

their own labour-power convert into flour a certain quantity of

grain within a given time. The use of a wind-mill enables them to

economize in labour-power, for the work is now carried on by the

force of the wind. Moreover, under certain circumstances, this

new force may grind up a larger quantity of grain in a certain unit

of time. What then has happened ? The efforts of various

persons have been substituted by the wind and labour-power has

been saved. On the other hand, it must be remembered that the

windmill must first be constructed, and must also be kept in repair,

and this to a certain extent reduces the amount of saving in labour-

power. At any rate, the effect of this employment of natural
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force is so great that a large amount of labour-power is saved ;
in

other words, an additional amount of power which man himself

could not supply now finds economic emplo3mient. This, however,
by no means leads to a direct increase of productive power, and
only under certain circumstances is it possible for this increase of

power to augment natural productivity.

The Importance of Raw Materials. In the manufacture of raw
materials into finished goods, labour-power can be saved to a great

extent, or in combination with natural forces the manufacturing

process can be accelerated and increased in a measure which would
not be possible if we had to rely solely upon the employment of

labour-power. The harnessing of these forces makes possible the

use of machinery, and thus the efficiency of the individual, working
with or without tools, is multiplied. Here also the advantage
consists in the fact that labour-power is saved, or that with the

use of machinery, a greater quantity of raw material can be manu-
factured than would be the case if machinery were not employed.

Thus, the process of manufacture becomes more efficient with the

employment of natural power and machinery. Raw materials can
be manufactured into finer and more varied qualities and the work
can be more easily sub-divided so that specialized commodities can
be produced, but the quantity of the raw materials themselves,

which in the last resort are based up>on natural productivity, are not

increased. We can apply to the raw materials increasing doses of

labour and of capital
; we can transform them quantitatively and

qualitatively as we think fit ; we can use the raw materials more
economically

; we can substitute them, and can even utilize the

waste products. All these means are at hand for the utilization of

the entire quantity of raw materials as favourably and advan-
tageously as possible, yet we cannot increase the total quantity
of raw materials in manufacture by a single ounce. The process

of manufacture is inseparably connected with the raw materials which
are made available by the various extractive occupations. For this

reason, manufacture is not productive in the same sense as
agriculture, stock-raising, or afforestation. It should not be
overlooked that science, especially chemistry, may be destined to

substitute, to a certain extent, the natural process of growth on
which the existence of mankind has hitherto been based. In other
words, in the future we may be able to produce certain substances
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by chemical processes. Rumours are frequently heard that this

or that chemist has synthetically produced certain things, e.g.

indigo. Here chemistry produces a raw material which was
formerly grown. These, however, are dieams of the future.

Economics has to deal with the present state of things such as we
shall attempt to describe. Tlie extraction of riw materials is a

systematic utilization of the gifts of nature and of the periodical

productivity of plants and animals, whilst manufacture is the

transformation of the raw materials into articles of greater value

by the application of labour f.nd capital combined with the assistance

of natural forces.

IRONAND STEEL INDUSTRY. In the majority of undertakings

engaged in production, and also in distribution, human activity is

strengthened and increased by the application of natural forces,

tools, and machinery. In order to utilize these they must first

be erected or made fit for use, or they must themselves be produced.

Hence, there is brought into existence an accumulation of fittings,

tools, and machinery which may be grouped under the heading of

productive and distributive equipment. The procuring of the

apparatus of production is undertaken chiefly by the iron and steel

industry, which includes not merely the extraction of iron and other

metals from the ore, but also the further manufacture of iron into

steel, and the assembling of manufactured parts into machinery.

In this connection it should be noted that iron and steel may also

be employed for purposes other than the making of machinery.

Without this branch of production, however, the mighty engineering

industry would be impossible. The expenditure of labour and

capital necessitated by this industry is frequently under-estimated.

FOODSTUFFS, TOBACCO, AND DRINK. The main function

of this branch of industry is the manufacture of the products of

agriculture up to the point at which they are fit for direct consump-

tion. In all these products, however, manufacture is not necessary,

and also in the case of potatoes, fruit, poultry, eggs, milk, etc.

These products pass directly from the producer in their original

state to the private households. Other products such as butter,

cheese, etc., are brought to a finished state by the various branches

of agriculture. A whole number of important products, however,

have first to pass through a more or less complicated process of

manufacture.
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Meat, etc. The working process involved in the case of cattle

for meat is relatively small. The cattle find their way, through

the different stages of trade, to the butcher who kills and cuts up
the animals in the slaughter houses and then sells the meat to the

private households. The final preparation of the meat takes place

in the private household itself. Here also in large localities division

of labour makes rapid progress, and in the large cities many of the

butchers no longer kill their own beasts but simply devote them-
selves to the sale of the meat to the public. This class of butcher

should, strictly speaking, be excluded from manufacture, and in

many cases be included simply in the distributive class. The
slaughtering of the animals is usually carried out by the wholesale

butchers. The diagram on page 63 illustrates both the methods
of marketing live-stock in this country and the main channels of

distribution of home-killed meat. It will be noticed that some
butchers buy live-stock on their own account from local farmers

or at markets and undertake their own slaughtering, while the

larger retail distributors obtain home-killed meat direct from either

commission salesmen or “ carcase butchers.^* The smaller retailers,

however, frequently buy from a wholesale distributor or jobber
”

who stands between them and the commission or carcase salesman.

Corn. Corn has to undergo a much more extensive process of

manufacture than meat. It is converted into flour in the mills.

Here the machine process has become so complicated and extensive

that the small mills have been altogether eliminated, and the large

mill acts as an intermediary between the farmer and the baker. The
bakery, the same as the butchery trade, is a local one, and therefore

the turnover is determined by the size of the local market. It is

only in big cities that undertakings on a large scale can take root.

Other important branches of the food and drink industry are

brewing, sugar-refining, and the manufacture of tobacco. In

brewing, as in sugar-refining, machinery has been largely introduced,

whereas, on the other hand, in the tobacco industry the work is

carried on almost exclusively by human labour. The tobacco

manufacturers of Great Britain have to procure the greater portion

of their raw materials from foreign countries. The employment
of machinery in breweries and sugar-refineries has rendered produc-

tion on a large scale essential, although the same remark does not
apply to the tobacco trade where small undertakings can exist
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alongside the larger concerns. An exception to this, however, is

the manufacture of cigarettes, in which the machine process is so

determinating that the large undertakings command the field. At

any rate, it may be said in regard to the manufacture of foodstuffs

that in spite of the large undertakings which predominate in certain

branches, the small undertaking best meets the economic conditions

which result from the establishment of a local market area, and

here their elimination is not yet in sight. The nearer the pro-

duction of goods approaches the ultimate consumer, the more

differentiated become the needs of the market and the less dominant

becomes the influence of machinery. Hence the small undertakings

still find a wide sphere of activity.

THE TEXTILE AND CLOTHING INDUSTRY. In the manu-

facture of clothing, the textile industry enters chiefly into considera-

tion. The various branches of the textile industry—spinning,

weaving, dyeing, bleaching, etc.—^provide the finished and partly-

finished materials for the clothing industry, although the textile

industry also produces goods for other purposes.

The Textile Industry. However, the preparation of fabrics for

the clothing industry is the principal thing. The textile industry

is divided into branches according to the nature of the raw material,

which is the object of manufacture. The raw materials, in the

order df their importance, are cotton, wool, flax, hemp, and jute,

although jute is not used in the manufacture of clothing. The

manufacture of yam and of fabrics is carried on in large-scale

undertakings well equipped with machinery. The size of the

undertaking, however, is larger in spinning than in weaving, owing

to the fact that in weaving there is a greater differentiation in the

finished articles. Sometimes spinning and weaving are both

carried on in the same undertaking. The large-scale under-

taking in the textile industry, however, is by no means so highly

developed as it is in the mining industry.

Labour and Raw Materials. The working process which is so

much simplified by the use of machinery admits of the emplo5mient

of cheap labour, and this explains the extensive use offemale labour.

At a time when the production of yam and fabrics was still carried

on in the home, the work was conducted by women. The under-

takings engaged in the British textile industry have to derive

from abroad the greater part of their raw materials—especially
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cotton, silk, jute, wool, flax, and hemp. The undertakings of the

textile industry produce not only for the local market but also for

the national and international markets. As a rule, the finished

goods from the undertakings in the textile industry do not pass

direct to the clothing industry for further man ifacture, but they

make a detour through the channels of trade. This is to be explained

by the fact that the clothing industry, to a large extent, is still

confined to the local market, although the sale of ready-made

clothes hao a tendeiicy to widen the market. The fact that under-

takings in the clothing indastry’' are spread over all the localities

of an eccmomic area, accounts for the inclusion of the intermediary

trader between the textile and the clothing trades. The number
of finished and partiy-fmished articles which the clothing industry

receives from the textile industry shows a very great diversity

according to the greater or smaller demands of the various

imdertakings in the clothing trade.

The Clothing Industry. In this trade two kinds of undertakings

may be clearly discerned—those engaged in the manufacture of

ready-made goods for the wide market, and those engaged in making

clothes to order. The former are usually large undertakings,

whilst amongst the latter, small undertakings predominate. The

working process in the clothing trade is to a large extent hand-work,

although a number of machines, especially the sewing machine,

find widespread employment. The clothing trade is also con-

structive, since it is engaged in assembling the various parts of a

garment. As in the textile trade, female labour is very extensively

employed in the clothing trade. The large-scale undertaking

assumes a commercial character, and is by no means determined

by the nature of the technical processes. Manufacture, in the case

of these large undertakings, frequently does not take place in a

particular factory, but in the private residences of small inter-

mediary masters, or even in the poor dwellings of the workers

themselves. Here we have a broad stratum of domestic industry

in the towns which often presents extremely unfavourable

conditions in regard to labour.

BUILDING AND WORKS OF CONSTRUCTION. The construc-

tion of the dwellings for the private households, of the buildings for

the various undertakings, and also of all other buildings for whatever

purpose, is carried out by the undertakings engaged in the building

6—(1410R)
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industry. To this industry belong a whole series of auxiliary

trades both for the supply of building materials and also for the

internal equipment of the various buildings. The building industry,

in the narrow sense, is a constructive industry, the same as

engineering. An outstanding characteristic of this branch of

production consists of the fact that machinery finds scarcely any

employment, and human labour-power, therefore, has to carry out

the greater part of the work. The transportation of the building

materials is the only work which is increasingly effected by
machinery. Moreover, the undertakings engaged in building are

to a large extent restricted in their activity to a particular locality.

The market is local, being determined by the size of the locality,

from which it follows that in nearly every locality some kind of

building undertaking is found to exist. Owing to this circumstance,

the development of the large-scale undertaking is confined to the

large towns, although even here the small-scale undertaking largely

predominates. In small localities the undertaking to a large extent

builds to order, so that the risk of the master-builder is so limited

that he can hardly be called an entrepreneur. In large towns the

erection of dwellings for the market is the order of the day, and

this introduces a strong speculative element into the whole building

trade. In most cases, the entrepreneur builds with borrowed capital

and it is not necessary that he himself should be a capitalist. The

preliminary condition for the erection of a building is the existence

of a building site on which the edifice may be constructed. This

building land, according to the state of the market, realizes a

high or low price, and this price to a large extent determines the

cost of the whole building. However, just because of this value,

acquisition is facilitated since a mortgage may be raised upon the

building, and only the surplus expenditure over and above this

mortgage has to be paid in ready cash. There are various ways of

procuring this sum, although they are often open to objection.

Moreover, all the materials necessary for the building must be pro-

cured by the entrepreneur, so that the workmen can erect the

building. In a modern building a large number of different trades

work either simultaneously or consecutively. The site value, the

cost of the materials and of the labour constitute the cost of pro-

duction. To this has to be added the interest on the capital, which

has to be advanced in carrying on the business. The building"trade
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is essentially different from agriculture and manufactures. It has

no fixed working locality, but changes from building to building.

The number of hands necessary is not determined, as in the factory,

by the increase in the amount of machinery used
;
nor as in agri-

culture, by the extent of the area under cuitivation
;
but it fluctuates

according to the rather complicated conditions in the building

market, which are more strongly influ^^nced by capital than in

other branches of productior. FinaU^, the building trade is mainly

carried on m the open, ]*f:ncc it is largely dependent on the weather.

During the winter building ope^ ations are largely suspended, so that

it is regarded as a seasonal trade.

OTHER BRANCHES OF PRODUCTION. No attempt will here

be made to give a complete enumeration of the remaining branches

of production. The principal of these, according to the Census of

Occupations, 1911, are the manufactures of Wood, Furniture,

Fittings, and Decorations
;

Brick, Cement, Pottery, and Glass
;

Chemicals, Oil, Grease, Soap, Resin, etc,
;

Skins, Leather, Hair,

and Feathers
;
Paper, Prints, Books, and Stationery, and the trade

in Fancy Goods. Some of these trades may have been included

already in the principal trades, but not to a degree which exhausts

the classification. The Leather industry works up hides and skins

as the raw materials of leather which is employed for many
purposes. Since this industry supplies leather for the manufacture

of gloves, the leather trade might have been included to some extent

in the Textile and Clothing industry, and in so far as it supplies

belting for machinery, it might be included in the Engineering

industry. Where leather or finished articles for the furnishing of

rooms are concerned, it might be included under the heading of
**
Building and Works of Construction,*' or under that of Wood,

Furniture, Fittings, and Decorations." This method of classifica-

tion, however, is very difficult to carry out, and it would have the

effect of splitting up unnecessarily the trade engaged in the produc-

tion of leather. The same remark applies to the other trades

engaged in the production of goods, especially to the trade in fancy

goods. A cla.ssification of the various trades and industries of a

country may be undertaken from many different standpoints, but

the division here adopted is based upon the main requirements of

private households and undertakings whose demands are satisfied

through certain groups of trades.
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CLASSIFICATION OF THE INDUSTRIAL POPULATION. In

order to present a general view of the numerical importance of some

of the principal industries or services in England and Wales, we

will give in brief the results of the Census of Occupations, 1911,

which are shown in the following table

—

SUMMARY OF PRINCIPAL ENCiLlSH INDUSTRIES OR
SERVICES IN 1911

Industries or Services.

Net Total
in Industry or Service.

Persons. Males. Females.

Domestic Indoor Service 1,302,438 41,765 1,260,673

Agriculture (on Farms, Woods, and
Gardens) ..... 1,229.555 1,134,714 94,841

Coal Mining ..... 971,236 968,051 3,185

Building ...... 817,942 814,989 2,953

Cotton Manufacture .... 623,825 250,991 372,834
Local Government (including Police and

Poor Law Services'.... 588,951 412,501 176,450

Railway Companies' Scr\'ice. 542.969 535,799 7,170
Engmecring and Machine Making, Iron-

founding and Boilermaking 510,226 502,942 7,284
Dressmaking ..... 336,955 3,826 333,129
Teaching ...... 300,831 89,648 211,183
Inn, Hotel—Service .... 289,056 178,550 1 10,506
Grocery ...... 269,322 210,387 58,935
Tailoring ...... 254,828 127,301 127,527
Printing, Bookbinding, and Stationery . 249,465 161,856 87,609
National Government.... 249,199 215,110 34,089
Wool and Worsted Manufacture . 233,189 105,552 127,637
Boot, Shoe, etc.. Making 217,986 172,000 45,986
Drapery ...... 204,126 93,171 110,955

From the above table it will be seen that, exclusive of domestic

service, agriculture affords employment to more persons than does

any other single industry or service. Coal-mining comes next in

numerical importance, and is followed by the building trades and
cotton manufacture. The above figures include all those persons

who are connected with the particular industries or services. The
figures of the Local Government Service " and ** Railway Com-
panies Service,” for example, include all persons in the various

branches of those services
; thus, teachers employed by local

authorities are included, and persons employed in railway companies*

hotels are shown under ” Railway Companies* Service.** The inter-

dependence of many of the industries makes it impossible to claim
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that the numbers represent all the persons who, in the widest

sense, might be said to be connected with any industry. Thus, for

example, persons engaged in making various kinds of machinery

are to some extent connected with all the industries in which such

machinery is used, but they are for convenience grouped under the

heading of Engineering and Machine Making.

THE POLICY OF MANUFACTURING UNDERTAKINGS. In

the sphere of manufacture, the undertakings are so highly differ-

entiated that there is not even an approach to similarity in their

industrial policy. Attention vvill therefore be drawn to a few points

of view which exercise a great influence on the economic attitude

of these undertakings. In the first instance, the undertakings are

strongly opposed to each other in their interests, and try to drive

each other from the market. This struggle takes place chiefly

between the handicrafts and the manufacturing undertakings which

are engaged in turning out the same class of goods. Where handi-

craft production still exists, it is justified either by smallness of the

market area or by the technical nature of the manufacturing

process. Wherever the process allows the employment of motor-

power and mechanical machinery, the expenses of production are

thereby cheapened to such an extent that handicraft undertakings

are ousted from the market. A whole series of crafts have been

eliminated by this superiority of machine production, and some

branches of craftmanship are to this day still being squeezed out

of existence. Of course, this superiority of machinery manifests

itself only in large market areas, and in the more isolated districts

handicrafts continue to maintain themselves. At all events there

is such a strong contrast between the factory and the handicraft

undertaking in the production of the same class of goods that it

can only be bridged temporarily by mutual understanding. A
second important factor which helps to determine the economic

policy of manufacturing undertakings is the nature of the market

area. Does the undertaking confine its sale of the local market,

to the national market, or does it export to foreign countries?

Undertakings which largely export to foreign countries will pursue

quite a different policy in regard to the tariff system from those

working only for the national market. The former have to take

into account not only the world-market price, but they have to

undersell international competitors, and may also have to surmount
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tariff obstacles in order to gain a footing in the foreign markets.

Owing to the importance to them of the export trade, their leanings

will be much more towards free trade than towards protection.

In some cases they may have to suffer not only from foreign tariffs,

but also from those of their own country. Their aim is to dispose

of their goods abroad as cheaply as possible, and they must therefore

compensate themselves for any losses on the export business by

higher prices in the home market, if they can exert such an influence

on the determination of prices. Should they fail in this direction,

they will try to cheapen the cost of the goods by exerting a strong

pressure on the level of wages
;
and in this they will succeed more

easily where unskilled labour is concerned and where the supply

of labour is abundant.

There are strong contrasts, however, between manufacturing

undertakings, especially between those undertakings which supply

raw materials and partly manufactured goods and those which

devote themselves to the production of the finished articles. Usually

the former are the stronger though less numerous undertakings, and

frequently form themselves into cartels and thus exercise a greater

influence on the determination of prices. On the other hand,

undertakings producing finished articles are more diversified. In

consequence, when dealing with the supplying houses, their demand
is seldom, if ever, concentrated

;
hence they tend to be the weaker

party in the competitive struggle. Owing to the far-reaching

specialization and the keen competition for the market, these

manufacturers of finished goods adopt a policy which makes it

very difficult for them to realize the best prices. Thus, in the case

of a large number of finished articles there is never an approximation

to a settled price, since owing to the great severity of competition

such a price could not be established by conventions. It is just

this competition which leads to the fact that articles are manufac-

tured in so many different ways in order to make them cheaper

—

although perhaps inferior. Competition is thus continually kept

alive and frequently an article can be sold only for a short period

before it is ousted from the market by a cheap imitation. In this

competitive rivalry which enters into the marketing of finished

goods, large-scale undertakings are not only able to maintain

themselves but are constantly extending their sales.



CHAPTER IX

UNDERTAKINGS ENGAGED IN DISTRUJUTION.

LOCAL, NATIONAL. AND INTERNATIONAL UNDERTAKINGS.
Undertakings engaged in the distribution of goods are divided into

a series of groups which, so to speak, operate by themselves. There

are undertakings which devote themselves to the distribution of

goods in a particular locality ; those which are engaged in the

conduct of trade for the entire sphere of national economic activity ;

and finally, the undertakings which serve the interests of foreign

trade. These three groups of undertakings do not enter into much
direct rivalry, but they rather supplement each other. At any

rate, the local transport facilities act as feeders of the railways and

waterways, and these in turn feed the ocean-going vessels. In

the reverse direction is effected the distribution of the goods and

passengers from abroad to the individual localities of an economic

area. The individual groups operate independently of each other,

and the determination of prices in one group exercises by no means

the same effect on the prices of the other groups as, for instance,

the price of raw materials or partly-finished goods exerts upon that

of the finished articles. Indeed, competition between them is so

inappreciable that it may be regarded as negligible. On the other

hand, no considerable common interests prevail among these three

groups. Between the individual undertakings in the respective

groups, however, there is usually a very strong competition, which

in many cases has been greatly restricted or even eliminated by

the establishment of cartels or the development of municipal or

state activity. This competition is still very strong in the group

which concerns itself with the trade of a particular locality. Here

the small-scale undertaking still preponderates in the sphere in

which independent undertakings abound.

In large towns, however, large-scale undertakings may also exist

as in the case of large carriers and furniture removers, and especially

undertakings for the conveyance of passengers. The latter are

also frequently conducted as public undertakings. As these

undertakings carry on their activities within the confines of a
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restricted area only, competition is limited to the undertakings in

this area, and rarely exists between undertakings in adjoining areas.

A competitive struggle between the whole of the undertakings

which exist within a country is impossible. The conditions are

different, however, in regard to the waterways and railways. The

waterways exist for the use of the concerns engaged in inland

navigation and the competition of these undertakings is confined

to the particular waterway. In this respect, however, it should be

noted that large-scale undertakings have displaced small-scale

undertakings, although there may still be some scope for the latter.

In regard to all undertakings, however, there are certain mutual

interests which
,
in spite of competition, result in a common direction

of economic aims. Under certain circumstances, especially in the

beginning, railway undertakings enter into keen rivalry with one

another, particularly where rival companies compete for the traffic,

but these fatal tariff struggles generally lead to mutual under-

standings. Moreover, the State often takes over the control and

supervision of the railways, and in the course of time this step often

leads to the nationalization of these private undertakings, and

creates the possibility of establishing a homogeneous railway system.

Undoubtedly the elimination of cut-throat competition between the

private undertakings makes for industrial progress, but in many
respects the complete nationalization of railways is not without its

drawbacks. It is not necessary that the private undertakings be

entirely eliminated, for they may still continue to exist as branch

lines which feed the main lines controlled by the State. However,

since whole districts and numerous localities are in a high degree

interested in these branch lines, public authorities frequently

participate financially in such private undertakings. With the

nationalization or even the legislative control of the railway system,

competition is limited to a minimum, and thus to a large extent is

dictated the economic policy of these private or public undertakings.

Shipping. There still remain the shipping undertakings which
carry on the overseas trade. These are private undertakings which
are confined to large seaports, and which almost without exception

are organized on a large scale. They enter not only into competi-

tion with one another, but owing to the fact that their sphere of

activity embraces the oceans, they likewise enter into competition

with smaller undertakings in other countries. Hence they often
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engage in keen tariff conflicts in which the shipping companies

concerned try to force one another from the business by under-

cutting the freight rates. These conflicts generally terminate in

the conclusion of a convention for a longer or shorter period. To a

large extent the business activity cf the shipping companies is

dependent on the fluctuations which take place in the world's trade.

Trade depression in a partictdar country as expressed by imports

and exports is felt by them as quickly as the fluctuation in emigration

and immigration. From a commercial standpoint, the position of

these undertakings is afteotetl by the fact that they flourish best

when the international trade is brisk, and every disturbance or

interruption of this trade signifies a loss to them. Undertakings

engaged in overseas trade will tend to favour a policy of free trade

and the greatest possible facilitation and extension of international

exchange.

UNDERTAKINGS IN THE RETAIL TRADE. With the exten-

sion of market areas'* and with the development of similar classes of

buyers, undertakings in the retail trade have experienced a high

degree of specialization. Four types can be clearly distinguished

—

1. The ordinary small retail undertaking
;

2. The large specialized business

;

3. The departmental stores

;

4. The co-operative consumers' society.

Numerous other forms of retail trade have evolved during recent

years as will be seen from the table on page 74. The War led to

rapid extension of temporary retail Government undertakings and

also to the further development of co-operative distribution.

The Small Retailer. The small undertaking of the ordinary

retailer is still the principal type. In places with a large market

area, however, it is threatened by the specialized business, the

departmental store and the co-operative consumers' society. The

small retail undertaking is generally intimately connected with the

private household of the owner, and his income generally depends

on its success. This, however, is determined chiefly by the magni-

tude of the turnover and the level of the selling prices. To a large

extent the latter are influenced and even determined by competition,

so that in large market areas the turnover of the undertaking

constitutes the principal factor in its success. The larger the number

of similar undertakings in a certain place, the smaller of course will
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be the average turnover of the individual undertakings. This

turnover may fall so low that the financial return is insufficient to

maintain the private household dependent on it. As the small

undertakings of the retail trade can be established with a small

expenditure of capital, and as smell manufacturing undertakings

also carry on simultaneously a retail trade, it naturally follows

that the number of small-scale undertakings grow excessively, and

that the competitive struggle becomes exceedingly keen, so that the

average income of th^ private households dependent on them is

depressed to a very low lew. 1. Of course, departmental stores and

co-operative societies may t)ecome a great danger in the settlement

of prices in the small-scale retail trade, but even more serious is

the influence upon average turnover of the individual undertakings.

In villages competition may not have lowered the average income

of small retailers as much as in large towns, but in villages the

increased competition of the large-scale undertakings in neighbour-

ing towns likewise makes itself appreciably felt. Even in small

localities, mail-order business as well as the improved transport

facilities deprive the retailer of an increasing portion of his former

turnover. Private households naturally endeavour to avail them-

selves of every advantage offered to them. Thus, the small under-

taking in the retail trade has to undergo a hard struggle for existence.

Of course, there are exceptions to this rule. Thus, for instance,

direct sale to the public by the producers, especially in the case of

fresh foodstuffs, still affords a possibility of yielding a good return

to an undertaking, as well as comparative affluence to the private

households dependent on them. In this respect, it is sufficient to

mention bakers, confectioners, and, in some cases, butchers. On
the whole, however, the small retail trade carries on a hard struggle

for existence ; it has to cope not only with the competition of the

departmental stores and co-operative societies but has also to fight

against overcrowding in its own camp. Instead of the number of

retail undertakings tending to decrease, they are on the increase.

In view of the advantages of large-scale undertakings, this is an

unfortunate policy on the part of the small retail trade. The

absence of any prospect of counteracting successfully this

increase and of combating this growing competition within their

own camp, renders very difficult any attempt to combine for

the safeguarding of their conditions. Every undertaking stands
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alone, and has to rely entirely upon its own strength. In the

struggle with hostile elements, this is naturally a difficult position ;

for, in spite of all efforts, the undertaking may have to succumb

if the shaping of the particular conditions on which the turnover

depends suddenly becomes unfavourable through circumstances

over which it has no control.

The Departmental Store. The form of large-scale undertakings

in the retail trade is represented by the departmental store and the

specialized retail shop. Departmental stores offer to their customers

the advantage of centralization. Goods necessary for the satis-

faction of numerous wants may be bought in the same building,

whereas the specialized business limits itself to a very small range

of goods, but in a great variety of qualities. Both these t5q)es of

undertakings are possible only where the market area is so large

that the customers have become separated into large classes of a

similar nature. These classes form the basis of the departmental

stores as well as of the specialized retail business. An undertaking

which is devoted exclusively to the sale of optical goods and is

carried on as a large-scale undertaking, must have a market area

in which the demand for optical instruments is so great that the

turnover is capable of maintaining such a large-scale undertaking.

Where the preliminary conditions exist, i.e. the market area and

the different classes of customers, the development is in the

direction of the large-scale undertaking in the retail trade. It is

more profitable and manifests advantages over the small-scale under-

taking in regard not only to financial results but also in regard to

the buying public. An important means of winning over the public

is to be found in a well-organized advertising campaign and in a

special study of the public, such as the small undertaking cannot

display. The latter is naturally the weaker in the struggle for the

market. The strong position of the large undertakings in the retail

trade, however, asserts itself not only in relation to the customers but
also in its struggle with competitors. In the purchase of goods the

departmental stores is likewise becoming an important factor. In

its relations ^vith the merchant and the manufacturer it can assume
an entirely different attitude from that which is possible in the case

of the small undertaking. The dissipated competition of the

suppliers is not confronted by a dispersed demand as is the case

with small undertakings, but it is confronted by a concentrated
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demand which places a considerable turnover under a single

control.

In this way, the large-scale undertaking exerts a far-reaching

influence on the determination of prices. As far as possible, it

eliminates the middleman, and for the most part ^eals directly with

the manufacturing undertakings, and thus obtains prices in buying

such as are impossible for the small-scale undertaking. Both as

buyer and seller, the large-scale undertaking is in a more favourable

position, from which it derive.s all those advantages which constitute

their business success. Moreover, there is no doubt that this busi-

ness method itself has economic advantages, although competition

amongst the stores themselves leads to expenses which to a large

extent neutralize these advantages. The hostility to the large

undertakings in the retail trade is unable to retard the further

development of the stores system. Wherever there is a soil for

them, and when once they have obtained a hold, their strength is

sufficient to shift on to their suppliers or to their customers any

financial burdens such as customs duties, etc. These stores are

such an attraction to the public that the latter allows itself to be

led by them in a surprising manner. The exploitation of the

customers' foibles and weaknesses, which have a psychological

basis, will cause the public to overlook a whole series of disadvantages

which are still possessed by the large-scale undertaking in the retail

trade. The taste of the public is largely influenced by these large

retail undertakings, and to a certain extent it is determined by
them. In regard to the supply of goods in the large cities, the

departmental stores and the large specialized retail shops play an

important part which can no longer be overlooked
; this tends to

restrict the small undertakings to those branches of trade in which

the competition of the large-scale undertaking does not yet assert

itself or in which competition is impossible.

The Co-operative Consumers’ Societies. These also must be

regarded as large-scale undertakings in the retail trade. In this

case, the entrepreneurs are the consumers themselves. They
constitute a fairly regular and safe clientele for an undertaking

whose chief aim is not profit, but the provision of a cheap and

wholesome supply ; and their object is to eliminate, as far as possible,

the retail trade which works solely for a profit. Of course, the

co-operative consumers' society must also incur all that expenditure
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which is inevitable in a retail commercial undertaking. The

only thing which reverts to the co-operators is the profit, which

would otherwise be due to the retailer. The efficiency of co-

operative societies increases according to the measure in which its

organization is successful in undertaking the function of wholesale

buying for all the affiliated societies. Co-operative societies also

engage in manufacture, where they can compete successfully with

private undertakings in this sphere. In places where their member-

ship is strong, co-operative societies may constitute an important

factor in deciding the prices of numerous articles of food. They also

contribute towards the improvement of the lowest classes of con-

sumers by securing for them articles of good quality—a fact which,

in view of the modern practice of adulteration of commodities,

cannot be under-estimated. The policy ofthe co-operative consumers*

society tends in the direction of acquiring the largest possible number of

customers from among the lower classes, and of giving them the benefit

of the advantages of a large-scale trading undertaking with the elimina-

tion of the profits of the middleman and of the retailer. Naturally

with such a policy it comes into conflict with the small-scale retail

undertakings, and also with many undertakings engaged in pro-

duction. The co-operative society creates an organization of con-

sumers which is of the greatest value in the distribution of goods,

for it effectively counteracts the dispersion of energy in the sphere

of the retail trade.

UNDERTAKINGS IN THE WHOLESALE TRADE. The under-

takings engaged in the wholesale trade are still largely in the hands
of sole traders

;
at any rate, the impersonal form of under-

takings is still in the minority. In this trade personal responsibility

is still of great importance. The wholesale merchant steps in

between demand and supply as an intermediary on a large scale,

and to a certain extent this position forces him to take advantage
of the market conditions which prevail at any particular time.

The speculative factor enters largely into his activity. The
wholesale merchant is compelled to form a judgment of the market
and especially of the world market, to a greater extent than the

other persons engaged in distribution. As far as possible he will

buy at a time when the supply of a commodity is great, and on the

other hand he will try to sell his goods when there is a great demand
for them. He has a precise knowledge of the wants of his customers
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who scarcely look beyond the sphere of their own particular business.

Through the development of commercial technique, wholesalers

have made numerous arrangements calculated to reduce the risk

connected with their business. In this connection mention may be

made of the establishment of dealings in futures, »The nature and

policy of wholesale houses is somewhat different when they are

engaged in financial business. Here we refer only to those under-

takings which are concerned with the mediation of international

trade. Such trade is wholesale trade. The independent merchants

who carry on this trade are usually distinguished from the ordinary

wholesaler not only by the extent of their capital, but also by their

personal foresight, their intimate knowledge of the commercial

conditions prevailing in foreign countries, and also by their greater

spirit of enterprise. Although the sole trading concern still

exercises a very important role, yet in this branch of the wholesale

trade it is noticeable that the sole trading business assumes an

importance which is not due to the particular owner, but to the

organization and tradition of the business. Of course, the business

needs a very capable person as manager, but at a certain stage in its

evolution it works almost automatically. Here, then, we should

speak not of an importer, but of an import and export business

in which the owner is only of secondary importance. In the

import and export business, the nature of the transactions makes

it difficult to reduce the high expenses of the organization. These

expenses have to be added to the turnover so that the return to

the capital invested, where it is in excess of the prevailing rate of

interest, must be derived from the skilful manipulation of the

market fluctuations.

The wholesale merchant who is not engaged in international

trade can obtain large profits by speculative activity and by the

exploitation of particular circumstances, but his risk is frequently

greater than the average. The fluctuations in his income, averaged

over a long period, are subject to great variations. In the foreign

trade, the risk was originally much more considerable, but in this

sphere commercial technique has created a number of insurances

and re-insurances with the object of reducing the risk of loss to a

minimum, without appreciably affecting the possibility of realizing

a profit.

In the interests of their undertakings, wholesale merchants



80 PRINCIPLES OF BUSINESS ECONOMICS

usually support those Government measures which tend to increase

the international exchange of goods which are calculated to facilitate

the opening up of new markets for their business operations.

Perhaps more than any other section of the community, they carry

out a cool and well-considered policy which aims at the increase

of their own wealth.

BANKING UNDERTAKINGS. On the one hand, the banking

undertaking collects money from private households, undertakings,

and public organizations ;
on the other hand, it lends it out

in the form of credit to all sorts of economies. As a receiver of

credit, the bank allows interest on the deposits of its customers,

and on the other hand, it charges interest on the loans made to

the public. The policy of a bank must be to make the difference

between the sum which it has to receive for the loan of credit

and the interest which it has to pay on deposits as large as possible.

In this way it is able to realize a sufficient rate of interest on the

capital of the undertaking and an amount in excess for the profit

of the entrepreneurs. The competition amongst the lenders of the

money market and the rivalry amongst the banks themselves

ensures that the rate of interest on money borrowed is not too low,

and that for money lent is not too high.

From this fact it follows that the greater the turnover the more

beneficially and safely will the banking undertaking operate.

The smaller the margin between the borrowing and the lending

rates, the better is the bank able to compete, and the more it will

succeed in attracting capital and in granting credit on a large scale.

The large banks have been called into existence owing to the oppor-

tunity which exists of exploiting this possibility. On the one hand,

it was necessary that a market should exist which required credil

on a large scale, and on the other hand, the small items of capitat

from the individual private households and undertakings had to

be concentiated in the hands of the large banks in order to form
the large sums with which the extension of credit could be effected

on a large scale. The policy of the large banks consisted in the

recognition of the primary needs of the market conditions which
were necessary for their growth, and then began the process of

absorbing the distributed items of capital possessed by the smaller

undertakings. Naturally, relatively few institutions could evolve

into large banks. The small undertakings which carried on the
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mediation of credit for a locality or a district naturally suffered

from the rise of the large centralized undertakings which regarded

the whole national economic area as their sphere of activity, and

the more this policy of the large banks was pursued the weaker

became the small banks which began to fall into insignificance.

Nowadays, the small-scale banking undertaking can maintain

itself only under particular circumstances, since the few large banks,

owing to their superior position, offer greater security than the small-

scale undertakings. With the growth in the economic power of the

large banks, the reputation cf the institution engaged in the grant-

ing of credit becomes a factor which dominates the credit-giving

economies as much as those who are in search of credit. Of course,

if the total number of the credit-giving economies had a combined

will they could, to a certain extent, inflict their conditions upon the

banking undertaking
;
but in practice, the credit-giving economy

always assumes a position of isolation in regard to the bank, in

consequence of which the latter can force its conditions upon the

credit-giving economies—of course, not arbitrary conditions, but

such as will serve primarily the interest of the banking undertaking.

Precisely the same dominating position is assumed by the banking

undertaking in relation to the credit-seeking economies. Here,

again, the granting of credit is dependent on conditions which serve

primarily the interest of the banking undertaking and which are

calculated to raise the standing of the bank in the estimation of

the private household economies, the undertakings, and the public

organizations. Thus the mediator becomes the controller of the sup-

plying and demanding economies, and this fact becomes especially

apparent when we consider the economic policy of the large banks.

The Banks’ Control of Trade. Through their power to grant

credit, the large banks have obtained a far-reaching control over

the undertakings engaged in the production and distribution of

goods, and also over the public organizations. Likewise, the great

mass of private households are to a large extent influenced by their

policy. The large banks, may be said to grant credit in blank

to the private and public undertakings, and by the power of their

organizations they can induce the private households to hand over

their capital to the debtors recommended by the large banks.

The distribution to the undertakings and public organizations

of the newly-formed capital is effected by the policy of the large

7—(1410H)
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banks. This policy of distribution is inevitably influenced by the

business interests of the banking undertakings. The large banks

not only carry out this distribution, but they also exert great

influence upon the process of capital accumulation. They influence

the production as much as the distribution of goods, and indirectly

they also affect the interests of the labour market by exercising

a far-reaching influence on the policy of business undertakings.

The direct influence on the private households who have capital

at their disposal, manifests itself in the direction of demand on the

exchange. The large banks which have undertaken the granting

of credit to numerous undertakings, and who are thus financially

interested in their success, direct the demand towards those

investments which are related to their own sphere of interests.

They support exchange speculation and they even provide the

financial basis for the extension of exchange speculation, and thus

co-operate in the process of settlement which takes place between

the undertakings and their temporary owners.

Investment in those shares which represent ownership in under-

takings is no longer an end in itself but only the means to an end.

The investment is not desired for its own sake, but merely to exploit

the fluctuations in prices with the object of gaining a profit. The

idea is not to become the owner of an undertaking in order to derive

dividend on the capital, but the security is merely acquired in the

expectation that its price will rise. If this takes place the profit

is realized by a sale of the security. The fact that, incidentally,

one becomes part-owner in an undertaking is quite unimportant.

With the manipulation of shares in this way, the attribute of

ownership which is inherent in shares tends to vanish in an increasing

degree. Of course, this development is not due entirely to the

activity of the large banks, but they have contributed their financial

power to this movement, and have thus made it possible for the

private householders to engage in speculation to an extraordinary

degree.

It is well to remind the reader that the large banking undertak-

ings usually take the form of companies, and that in consequence

the business of the bank is carried out by employees, i.e. by
salaried officials. The fact that these salaried officials are likewise

usually capitalists and belong to the capital economies, does not

alter the fact that they are regarded as workers by the large banks.
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TEST PAPER II

1 . Enumerate three points of difference between the private household

and the undertaking.

2. Compare the management of a pure undertaking with that of an
undertaking combined with a private household.

3. “ The undertaking is essentially a markrt organization—

a

commercial organization for buying and selling.** Critically examine
this statement.

4. Enumerate the main types of undertakings and explain briefly

the function of each.

5. Wliat in your judgment f .re the prospects of British agriculture ?

Consider in this connection the possibilities of undertakings on a small

and on a large scale.

6. Examine the economic characteristics of mining undertakings

and show the extent to which they lend themselves to division of

labour.

7. Trace the effect on production of the adoption of mechanical

methods and the growth of large-scale operations in manufacture.

8. Write short notes on the following branches of industry

—

(a) Iron and steel. (6) Foodstuffs, {c) Textiles.

9. Give a brief synopsis of the various ways in which English pro-

ducers of live-stock and meat get their commodities into the hands of

the ultimate consumers ; and institute a summary comparison

between them.

10. Give some examples of the localization of undertakings in Great

Britain. Comment on the character of the undertakings and the

degree of localization in each case ; and consider the extent to wliich

the localization can be assigned to the presence of physical advantages.

11. It has been said that English industry is benefited by the high

degree of differentiation ** that has come into existence. Consider

this proposition, and illustrate it by some reference to the textile

industries,

12. Classify the undertakings engaged in distribution according to

the market area served by them. Suggest any other method of

classification which could be adopted.

13. What are the causes of the permanence of small businesses in

many industries ? Give illustrations.

14. Enumerate the four main types of undertakings engaged in the

retail trade, and state the characteristics of each type.

15. Explain and illustrate the function of the wholesale trader.



SECTION III

MONEY AND THE MONEY MARKET

CHAPTER X

OKIGIN AND NATURE OF MONEY

NATURE OF MONEY. Money economy, in which all exchange

takes place for money and in which all goods and services are

valued in money, has emanated from the economic stage of

natural economy in which the goods were exchanged directly for

one another without the intervention of any particular medium of

exchange. This form of economic intercourse, however, is possible

only in the smaller and more primitive societies. As soon as the

group of people carrying on a barter economy begins to increase,

tnere is manifested the need for a commodity which can be employed

as a general medium of exchange. A commodity could become a

medium of exchange only if it could not merely be used to effect

purchases momentarily, but be stored without any loss of

value. Among such commodities the precious metals—gold and

silver—came into use, and these have developed into generally

accepted media of exchange or of payment. The high exchange

value of the precious metals, especially of gold, was and still is based

on the relative scarcity of these metals, which renders very high

the value of a small unit in weight. The fact that money in small

weight units represents a high value makes it possible for large

values to be stored in a comparatively small compass. Money is

therefore also a means of accumulating wealth. It performs this

function in a particularly high degree, because gold and silver do

not lose appreciably in value by being stored, whereas all other

articles of exchange become more or less quickly depreciated by
mere storage. The aforementioned qualities had the effect of

enabling gold and silver to assume the nature of money at a time

when a system of natural economy was still predominant. Other

goods were given in exchange for gold and silver because it was

84



ORIGIN AND NATURE OF MONEY 85

known that any other goods could be obtained for these media

of exchange.

From the most favoured media of exchange gold and silver

gradually became the standard ofvalue for all other goods and services.

With the gradual decay of the system of natural economy money
became increasingly the medium of exchange and also a standard of

value. The use of the precious metals as a geiie’^ally recognized

standard of value has developed most quickly in international

trade, and has asserted itself amongst all peoples who have arrived

at the stage of monet<ii*y intercourse. In particular, it is gold

whose value is an internationally accepted quantity. There is

no other commodity of a similarly universally accepted value as

gold. The question is often asked whether gold is a commodity

at all, and whether the price ot gold fluctuates ? Of course such

fluctuations occur, but they do not make themselves noticeable in

the Mint price of gold itself, which is fixed at £3 17s. lOJd. per oz.

Whether gold has become cheaper or dearer can be seen only in

the fact that the sum of the other commodities which we can buy

for a pound sterling has become smaller or larger. However, as

the prices of the other goods are for many other reasons, likewise

subject to fluctuations, it is not easy to distinguish, in a particular

concrete case, whether the exchange value of gold rises or falls.

For all that, gold is and remains a commodity. It has an exchange

value, and is an article of trade.

SYSTEM OF COINAGE AND CURRENCY. In daily life we see

many coins (i.e. metal discs) which are made not only of gold and

silver but also of bronze, and in some countries nickel, and these

are of a definite size, mintage, and inscription. Every country of

any size with a highly developed civilization has its own coins.

The minting of the coins is carried on by the State, which possesses

and exercises this prerogative. The State is, so to speak, the

guarantor for the proper content value of the coins. Coins are not

minted from the pure metal but from an alloy of which the principal

metal receives a certain addition. In a large degree the minting

of coins is influenced by the currency laws of a State which are by

no means eveiywhere the same. The currency laws determine

which metal or metals are legal tender. So far we have not yet

spoken of paper money. We will, however, observe that the State

can also proclaim paper money as legal tender. We have gold
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currency according to which gold alone is legal tender. In the

silver currency and also under bi-metallism gold and silver are

both legal tender. England has a composite system of legal tender

in which gold, Bank of England notes and Treasury notes are legal

tender to any amount, silver to 40s. and copper to Is.

The form of the gold coin is stipulated precisely by law—

a

remark which also applies to other coins. Thus, a pound is the

legal name for a sovereign, that is, for a piece of mtlal, certified by

Government stamp and fashion to contain 123*27447 grains Troy,

of which eleven-twelfths are pure gold. The other coins are not full

value money, and they serve as media for the payment of only

small amounts, since the gold coins are unsuitable for small pay-

ments. The State also mints coins of silver and of copper, which

are not of full value and whose metal value is less than the nominal

value at which they circulate. These latter coins are known as

token coins, whereas gold coins are known as standard coins. The

fact that the State occupies itself so intimately with the regulation

of the coinage system, and that it has brought it to its present stage

of development is a consequence of the continued abuse which has

been connected with the minting of coins in the course of economic

history. This abuse has likewise been practised by those bodies

which possessed the minting right to the detriment of the population

who made use of the coins.

INTERNATIONAL CHARACTER OF GOLD MONEY. In every

part of the globe where a money economy has been adopted, the

value of gold is the same. This is an exceedingly important fact.

Though the gold coins differ in the various countries, yet an ounce

of gold is everywhere exchanged for another ounce of gold. In

international trade gold is also the exclusive means of payment.

Silver is exchanged at its rateable value in relation to gold at any

given time. When we say that the value of gold is everywhere

the same, this does not mean that gold has ever)nvhere the same
purchasing power in regard to other goods. This is by no means
the case. It merely signifies that gold is the only commodity which

is generally accepted in all countries of the world at the same value.

The exchange value of gold and the value-in-use of gold are

universally recognized, so that the price of gold on the whole can

be described as constant.

MONEY AS THE MEASURE OF VALUE. We have frequently
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remarked that all goods and services can be and are measured in

money. Indeed, the increasing development of money economy

has imprinted on all goods and services the money character.

This is due to the fact that not only goods, but also land and

personal services, can be valued in terms of money. The prevailing

forms of metallic money merely constitute the media for the settle-

ment of transactions which take place from day to day. It will

be seen that, with the present day magnitude of the turnover,

metallic gold is no longer sufficient by a long way to effect all

payments. However, money still remains the basis of payments.

The immense quantities of commodities and services which are

in existence at any given time in a country, are all estimated in

terms of money, and the fluctuations in value which continually

occur are likewise expressed in money. We express in terms of

money aU goods intended for direct consumption
; and furthermore,

all goods which are described as capital, such as land, mineral

wealth, buildings, and all the means of production which are not

attached to the soil and which constitute the wealth of individuals.

At the same time, however, it would not be possible to pay out

the wealth of even a large number of the richest people in a country

in the gold existing in that country. For the accumulation of

capital in connection with the individual private household, money
itself is not necessary, but all capital, no matter of what it consists,

is measured by money and thus has an exchange value.

CAPITAL AND MONEY. If two persons have £5 each and one

of them spends his £5 in order to have an enjoyable evening, this

money may be said to be the means of satisfying the direct

momentary want. If, however, the second person takes his £5

to a bank and receives interest for it, the £5 has become capital.

Whether money becomes capital therefore depends on the purpose

to which it is applied. At the present day the large joint-stock

banks have control over huge sums of money which have been

deposited with them but which may be withdrawn by the customers

of the banks in accordance with their daily requirements. In

this way banks experience a considerable increase in capital which

is employed in their business. Where a workmen’s organization

collects the small contributions of its members and accumulates

a Union fund, this likewise becomes capital, although the individual

copper coins of the workers can scarcely be described as such.
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Whether and when money becomes capital depends, on the one

hand, upon the sum of the accumulated money, and on the other

hand, on the employment of the money. The actual capital-goods

have a money value, but they are not in their entirety liquidated

in money nor can they be so liquidated. In the last resort the

capital of individual householders is represented mainly by claims

to the possession of land, buildings, industrial establishments,

raw materials, equipment, commodities destined for consump-

tion, services, etc. Moreover, it is easy to see that metallic money

is not nearly sufficient to carry out ail the transactions which are

expressed in money. For this reason money substitutes have been

invented which, like current coin, are based mainly upon the degree

of confidence that is entrusted in them.

THE EFFECT OF THE WAR ON THE MONETARY SYSTEM.
The consolidation of international currency systems on a gold

basis, which has resulted from the considerable increase in gold

production at the beginning of the twentieth century, was destroyed

at one stroke by the world war. As in political and economic

affairs, so in the sphere of currency, the War brought forth the most

serious disturbances and created a state of disorder and ferment

which will continue for a long time to come.

With the outbreak of the War, the belligerent states were con-

fronted by the immediate necessity of adapting the currency

system to meet the needs of war, and to this end its currency was

put into a state of mobilization. The neutral states, whose

financial and economic relations with foreign countries became
worse with the duration of hostilities, were also compelled to take

drastic measures in the sphere of currency.

The first and most important measures were concerned with the

safeguarding of the national reserves of gold. Such protective

measures were rendered imperative by the necessity to pay in gold

for the imports of foodstuffs, raw materials, and other requisites

for the conduct of the War. In the various countries they assumed

different forms. The redemption of paper money in gold was
forbidden by law in most countries, whilst in others, without

actually prohibiting the redemption of paper money, resort was had
to practical measures which in their effect attained the same end.

In many states, especially in England, there was no legal enact-

ment prohibiting the conversion of bank notes into gold. In
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practice, however, even in such countries where no legal enact-

ments were introduced, the redemption of bank notes in gold was

stopped. The influence of the State and the Bank of England over

the business community, combined with the national discipline,

proved strong enough to prevent the cashing of notes to any

considerable extent. Every Englishman who, against the wish

of the Government and the Bank of England, dared to take advan-

tage of his legal right to present bank notes for payment in gold,

would have made himself impossible as a business man. The loss

of reputation and busii css boycott of all those who would have

attempted to withdraw gold from the Bank of England in opposition

to the will and interest ot the State, were deterrents almost equal

to a law itself. This was all the more the case, since very soon a

law was passed in England forbidding the export of gold.

The Embargo on Gold. Thus was destroyed the free movement
of gold—the basis of an effective currency system, on which depends

the relative values of paper and gold, and which alone secures the

stability of the rates of exchange between countries which have

adopted a gold standard. Owing to a variety of circumstances

the difference in value between the monetary unit and the gold

equivalent scarcely manifested itself in internal intercourse during

the early period of the War. When dealings in gold were prohibited,

the possibility of expressing satisfactorily changes in the price of

gold was prevented. In England, which had hitherto been the

principal gold market of the world, an order was made that gold

could be sold only to the Bank of England, and this at the legal

Mint price of £3 17s. 9d. per ounce of standard gold. The South

African mines were instructed to sell their whole output of gold

at this price to the Bank of England. Accordingly it was possible

for a long time to maintain in the London Gold Market the fiction

that gold had kept its unchanged value of £3 17s. 9d. per standard

ounce, and that a change in the value of English currency measured

in gold had not occurred.

As a matter of fact, a gold market, deserving of the name, no

longer existed in London ; there were only compulsory sales to the

Bank of England. In the year 1919 the English Government,

under the pressure of the continued reduction of the South African

gold production, yielded to the representations of the mining

interest and gave the South African gold producers permission to
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sell their output of gold in the open market. It was not until then

that the difference between the artificially fixed Mint price of gold

and its actual international value became clearly manifested. Whilst

the Mint price of £3 17s. 9d. per standard ounce corresponds to a

rale of 4s. lljd. for an ounce of fine gold, in February, 1920,

as much as £6 7s. 4d. was quoted for an ounce of fine gold in the

London Market. This represents a premium of 50 per cent in

round figures over the Mint price. Moreover, as tlie export pro-

hibition was maintained in London, only the smaller part of the

South African gold output came to London ; the larger part of

the South African output went, at high prices, to America.

Likewise, the gold obtained in Australia went in the main to China

and Japan.

Whilst the belligerent countries were oppressed by the anxiety

to maintain a gold reserve equal to all eventualities, and to procure

the gold which was required for the financing of their importations

from abroad, the neutral states were soon confronted by a different

embarrassment. With the outbreak of the War the neutrals also

were exposed to strong attacks on their gold reserve. The belliger-

ent countries tried to realize their short term credits in neutral

countries as quickly as possible in actual gold in order to strengthen

their own position. It was chiefly England, who in this manner

tried to draw large amounts of gold from the neutral countries

during the period immediately preceding and following the outbreak

of the War. Large quantities of gold were imported from the

United States of America. Owing to these conditions the neutral

states were compelled to take energetic measures to protect their

gold reserve. In these countries, too, legal or de facto suspension

of payment in gold, and prohibition of the export of gold, took place.

Very soon, however, the position changed. The belligerent

countries were compelled to increase materially their imports of

goods from neutral countries so that they had to make corre-

spondingly large payments to the neutral countries, a considerable

portion of which had ultimately to be made in gold. As a conse-

quence, the neutral states were soon placed in the position to intro-

duce milder precautions for the protection of their gold reserves,

or relinquish them altogether. Of the European neutral states,

Sweden in 1915 was the first to resume pa5mient of its notes in gold.

Soon, however, it caiiie to such a point that the neutral states no
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longer regarded the influx of gold as a benefit, but on the contrary

were increasingly troubled by superfluity of gold. In particular, with

the considerable increase in their media of exchange which accom-

panied the influx of gold, they were afraid of being involved in a

similar depreciation of currency as that which took place in the

belligerent states in consequence of the increased issue of paper

money. Arising out of such considerations, measures were passed

to stop the influx of gold. The note-issuing banks of the Scandi-

navian countries, which had hitherto—^like most note-issuing banks

with a gold standa,rd—beer compelled to issue notes or gold coins

in return for bar gold, were now relieved of this obligation, and

henceforth declined to accept gold. The Bank of Spain proceeded

in a similar manner by reducing its buying price of gold. In other

neutral countries, too, difficulties were placed in the way of accepting

gold at the central note-issuing banks.

In fact, the measures were equivalent to a suspension of the free

mintage of gold, and in the neutral states where they were adopted,

had the result of raising the standard of value above its gold equiv-

alent. Similarly, in the belligerent countries, there was a tendency

for the monetary standard to fall below its gold equivalent on

account of the suspension of gold payments.

The effect of these measures which tended in opposing directions,

was augmented by the immense increase in the costs of transporting

and insuring gold. This metal—^gold—which in the last few decades

before the world war had become the sound and stable basis of

international monetary transactions, was now divested of this

function.



CHAPTER XI

CREDIT AND ITS FORMS

CREDIT AND INTEREST. Where one economy lends a com-

modity to another economy with the proviso that the commodity

or its value shall be returned after a certain time and under payment

of a certain fixed rate of interest, the first economy must have con-

fidence in the second economy that this arrangement will and can

be carried out. Such confidence or credit existed long before the

introduction of money economy, but with the advent of this system

the practice of postponing payment to some future time has

developed into an exceedingly important factor in commercial

intercourse. Another form of credit is where goods are sold to

another person with the proviso that he need not pay at once but

only at the expiration of a certain time. In this case, likewise,

the seller must have confidence that the debtor will and can pay

at tiie end of the period stipulated.

The two kinds of credit seem to differ, but in reality the difference

is not very great. If I give credit for the amount of the purchase

price to a buyer, as a rule the price will be so fixed that an equivalent

amount will be included in the price, for the period for which

payment is postponed. This may be regarded as the rate of interest.

Credit therefore is the loan of wealth in return for a rate of interest

;

that is, a transaction in which a counter-service is given for service,

not immediately hut at a later date, in conformity with a previous

arrangement. The exchange will be effected only when the person

who does not give an immediate counter-service enjoys the confidence

that he is able and in a position to render this counter-service at

a later date. In this act of exchange there is thus a certain risk

borne by the person parting with the wealth in consideration for

which he claims a certain equivalent in the form of interest, the

rate of which may vary greatly according to the bargaining capacity

of the contracting parties to the credit transaction, or according

to the greater or smaller economic utility of the wealth concerned.

Credit business on an increasing scale is possible only where the

difference in wealth of the private households is sufficiently large

92
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to create a supply of such capital on the one hand, and a demand
for it on the other. Credit originates with interest, and interest

with credit. A person pays interest for capital lent to him and for

which he has a use. If he parts with capital, he places confidence

in the person to whom he gives it and believes that the borrower

will be capable of repaying the capital together with interest.

The demand for capital tends to be greatest wliere the private

households are split up, so that one part is in possession of capital

whilst the other is in possession of labour-power only
;
and where

such economies are separated from the sphere of production and

of distribution, and are conducted in separate business undertakings.

All these arc reasons which tend to the increasing development

of the credit system, and make it impossible for the owners of capital

to part with their portions of available capital in ready cash. For

the stock of ready money would in no way be sufficient to effect

the turnover expressed in gold between the private households

and the business undertakings, or between one business undertaking

and another. Documents have therefore come into existence

which take the place of gold and of capital in business intercourse

;

these are paper instruments of credit which prove the claims and

which mobilize the mass of the capital into private hands or into

public ownership
; they are all securities in the widest sense of

the word—^bank notes, Treasury notes, cheques, bills of exchange,

bearer bonds, etc. Such instruments of credit and other transac-

tions based upon credit have not developed and increased in a

haphazard fashion, but in the last analysis they are always founded

on the belief or confidence that the individual claims will be realized

in gold at a given time. In individual cases this is possible, but in

regard to the whole of the claims, it would be a matter of

impossibility.

THE CREDIT GIVER. Credit is received by the private house-

holds, by the undertakings and by the public organizations. These

various economics likewise give credit but in a very varying degree.

On close observation it will be found that credit is given by the

private households only in the form of capital, whereas the credit

of the business undertakings and public organizations becomes

possible solely because they have created for themselves a financial

basis through the use of the capital of the private households.

Credit is extended to undertakings and organizations because
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they are supported by the capital of private households—a fact which

reduces the risk of giving credit to them. On the other hand, as a

receiver of credit the private household is not in such a favourable

position. The private household, which is in possession of property,

can easily raise credit on such property because of its realizable

value. On the other hand, the isolated private household which

has to rely exclusively on the use of its labour-power is, as a rule,

without credit, but this does not imply that no credit whatever is

extended to it
;

it merely signifies that the basis on which credit

is built is absent. For the extension of credit it is a preliminary

condition that there should be in existence a counter-value sufficient

to guarantee the repayment of the loan in the future. Such values

consist of goods, land, buildings, machinery, tools, and merchandise,

but not of ordinary human labour-power. Even so-called personal

credit is only extended to a person who, it is believed, will be able

to repay the loan, although the belief may be based on certain

anticipations which do not rest exclusively in his own person.

Moreover, personal credit proper tends increasingly to disappear.

THE BANK NOTE. The bank note is a document in which a

bank promises to pay the face value of the note at any time to the

person presenting it. It is therefore cm instrument of credit

;

nevertheless, it is as good as ready cash. Owing to the fact that

in business intercourse it is accepted as ready money, it economizes

gold and increases the stock of money. It can easily be seen, how-

ever, that the issue of bank notes must have a limit, which is set

by the ability of the bank to convert into gold the notes presented.

In the early days of the history of banking it frequently occurred

that the banks could not meet their obligations, and great financial

crises were thus caused. For this reason the issue of bank notes

has been regulated by law, so that it has laid down precisely to

what extent bank notes may be issued, and what provision has to be

made, so that the bank notes can be redeemed any time. Likewise,

the number of banks which may issue notes is usually restricted,

and in England the Bank of England has now the sole monopoly.

The demand and supply of media of exchange are in a state of

continual fluctuation. Indeed, there are times when the amounts

to be paid accumulate very greatly : for example, the times of

harvest, quarter days, and the end of the year. With the issue of

bank notes the metallic money which serves as a medium of exchange
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is, as it were, increased in order to be able to satisfy the increasing

requirements for money. Of course, there is also the danger that

the bank note may be abused. The limitation of the issue of bank

notes led the business world to the development of another instru-

ment of credit, the introduction of which pre-supposes a highly

organized credit system, but which is to a much greater extent

suitable to economize the media of payment.: This instrument

is the cheque.

THE CHEQUE. In every country the issue of bank notes is

restricted to a small numbec of credit institutions. The develop-

ment of money economy, hi)wever, demands such large amounts of

media of exchange that the substitution of bank notes is totally

insufficient to cover the buying and selling transactions and the

turnover of money and capital. Indeed, there was need for a credit

instrument to effect small transactions. The mass of business

undertakings and private households were thus in a position to

bring into circulation a credit certificate which would act as a

substitute for gold. The cheque is such a certificate. The cheque,

the same as the bank note, is a document which can be exchanged

for gold or notes. Of course, the cheque is not legal tender but it

is used in the business world and by members of the general public

the same as money.

A cheque is an unconditional order drawn by the customer upon

the banker, requiring the latter to pay on demand a sum of money

to, or to the order of, a specified person or to bearer. If the specified

person happens to have an account himself, the amount can be

transferred to this account. In tliis possibility of transfer is to be

found the great saving in metal coin and notes. A vast sum of

pa5Tnents which would otherwise have to be effected in money can

thus be transferred by means of book entries. * The cheque pre-

supposes that the drawer of the cheque possesses an adequate sum
at the bank which he instructs to be paid, and furthermore, that

the bank is in a position to pay the amount of the cheque in money
or in notes. * Earlier than the cheque, another credit instrument

arose in business intercourse, which, however, is farther removed

from money than the bank note or the cheque. This is the bill of

exchange, of which the cheque is a specialized form.

BILL OF EXCHANGE. There is an essential difference between

the cheque and the bill of exchange as such. This consists in the
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fact that the cheque as a rule is payable on demand. On the other

hand the bill of exchange is payable at a future date. Where a

bill of exchange is payable at sight and is drawn upon a bank, the

economic diherence between a cheque and a bill of exchange is

almost negligible. The bill of exchange is one of the earliest and

most important credit instruments which has developed in the

interlocal and international trade. The significance of the* bill

of exchange lies in the fact that the merchant or manufacturer

need not at once pay the price of goods purchased, but only after

the lapse of a certain time ; before the expiration of this time he

has either come into possession of the goods (international trade),

or he has been able to resell the goods purchased, either in their

original state or after they have been transformed. The use of

such a credit instrument, however, is also to the interest of the

seller, owing to the fact that by this means he can obtain the

amount due earlier than would otherwise be the case. In his turn

he can either use the bill of exchange for payment, or convert

it immediately into ready cash, subject to a certain reduction for

discount—the discount being calculated on the number of days the

bill has to run before the date of maturity.

Unlike the bank note and the cheque, the bill of exchange is not

free of interest, but the amount of the bill must pay interest until

the due date. In the case of a bill of exchange, this rate of interest

—

or discount as it is called—is of the highest importance to the

market rate of interest prevailing in an economic area. This rate

of interest not only regulates the amount of business done in bills,

but it also exercises an influence on the price of all securities. The
bill of exchange therefore in the main is not only an instrument

of credit for the liquidation of debts, but it is also the representative

of a certain amount of capital which it is intended shall exist in the

form of goods.

CURRENCY NOTES. In England the issue of Treasury notes

was authorized by the Currency and Bank Notes Act, which was
passed on the 6th August, 1914, being a consequence of the outbreak

of the War. According to the provisions of this Act, the Treasury

were empowered to issue notes of £l and 10s., which were to pass

as legal tender for any amount within the United Kingdom. The

notes are issued through the Bank of England and a weekly return

is published showing the amount outstanding and the position of the
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redemption account. From the following specimen it will be seen

that the ratio of gold and bank notes to Treasury notes on the

10th October, 1923, was 17*5 per cent.

CURRENCY NOTES RETURN, 10th October, 1923
000*s Omitted

Notes Outstanding
Investment Reserve

. 283,599 Redemption Ac‘)Oiint

—

12,090 Gold .... 27,000
Silver Coin . . . 7,000
Bank Notes . . 22,450
Government Securities . 239,102

Balance at Bank of England 137

£295,689 £295,689

The enormous amount of these notes issued against Government

Securities has caused a great inflation of the currency as shown by
high prices. In Volume IV of the Report of the Brussels Confer-

ence, figures are given showing the degree of currency inflation in

various countries up to 31st December, 1919. In the United

States, South American countries, and British Dominions the

increase of currency was from 50 to 100 per cent. In the United

Kingdom, Japan, and the European countries the increase varied

from 100 to 125 per cent. In Portugal, France, Greece, and

Italy the increase varied from 250 to 350 per cent. In the case

of other belligerent European states the increase exceeded 800

per cent. The Brussels Conference also made certain resolutions

and recommendations to remedy this state of affairs. Briefly,

they declare that the only means of remedying the economic

situation of Europe is the establishment of real peace and a general

reduction of armaments
;
vigorous retrenchment in public expendi-

ture of all countries, and the restoration of sound currencies ; the

abandonment of economic and artificial measures which conceal

from the people the true economic position
;
the encouragement of

the maximum production on the part of capital and labour ;
the

removal of Government and bureaucratic control ; and the

restoration of freedom of trade between the various countries.

CHARACTERISTICS OF PAPER MONEY. In areas where

paper money constitutes a part of the legal currency it is made to

serve as the medium of payment instead of metal. Under the

present-day system of international gold currency, such paper

money cannot be established permanently over a given area. But

8—(UlOii)



98 PRINCIPLES OF BUSINESS ECONOMICS

in times of war, a state may be forced to issue paper money with

compulsory legal tender as a temporary expedient.

A certain quantity of paper money, however, might maintain

itself in moderate amounts, especially in a state possessing a good

currency, even without creating any confusion. The consequences

of the issue of a compulsory paper currency without any obligation

of redemption on the part of the issuing state has always led to a

depreciation of the paper money. This has had the effect of causing

great confusion and insecurity in business intercourse so that the

price of gold and silver tends to rise to a premium. Moreover, the

purchasing power of paper money tends to fall, not only in foreign

countries with which trade has been transacted, but also in the

country of issue. The expression paper money in the sense here

described means a non-interest bearing document with compulsory

currency but without the obligation of redemption on the part of

the state. Thus, to a certain extent the bank note and the cheque

might also be looked upon as paper money. The non-interest

bearing Treasury Bills with short currency, which are customary

in England and which serve to cover a temporary need of money,

are also paper money, but they run for a short time only and they

are dealt in on the market the same as bills of exchange. For

instance, a person may offer the Treasury £100 at 4 per cent dis-

count. He would thus lend only £96, but would recover a Treasury

Bill for £100. The long-dated Treasury Bonds have interest

vouchers attached to them
;
hence they have the character of a kind

of interest-bearing Government stock.



CHAPTER XII

CAPITAL AND ITS INVESTMENT-

FINANCE. There are four classes of persons who are engaged in

directing the flow of capital into the most profitable industries, and

who are occupied in esrab'ishing a connection between those who
have capital to invest and those desirous of finding employment

for the capital of others. These are

—

1. Company Promoters. These are persons whose business

it is to find out those industries which are most in want of capital,

and therefore, most likely to be able to offer a good return to the

investor. As a rule, promoters do not act merely as brokers or

agents whose business is to introduce the parties, but they step in

as independent middle men. In short, they are traders in

businesses or properties.

,
2. Stockbrokers. These are persons primarily responsible for

finding the capital which is required by the promoters. They act

as agents on commission for a g^eat number of persons who, in

varying degrees, have money to in^st from time to time. Brokers

serve a useful function in bringing together parties who are strangers

to each other, but who may transact business to their mutual

advantage. When an investor acquires shares in a company it is

usually assumed that he has acquired something which is capable

of being sold through the medium of a broker. Accordingly stock-

brokers as a body confer on the capital of companies the quality

of realizability.

j 3. Underwriters. The function of the imderwriter is to guarantee

to the promoter that at least a minimum amount of the capital

which he is desirous of placing will be subscribed. Hence the

underwriter really acts as insurer who undertakes to subscribe a

given amount of capital if the public fail to do so. For instance,

suppose the promoter was desirous of obtaining a subscription of

;f50,000, he may enter into agreements with underwriters who,

among them, guarantee that the subscription list shall not fall

short of that amount. The underwriters receive their commission
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on the amounts they underwrite, whether or not they are afterwards

called upon to take up any shares. If the issue goes well they get

their commission and have nothing further to do with it. If the

issue goes badly, they will have to take up the full number of

shares they have underwritten and pay for them at their full face

value. As they receive commission on the shares they underwrite,

they really purchase them at a lower price than the general

public.

4. Bankers. The legitimate function of a banker is to lend

money on short loans which can easily be recalled. As a rule, he

is not concerned with the permanent investment of capital in

industry.

All these parties—the promoter, the stockbroker, the underwriter,

and the banker—are interested in directing the flow of capital into

the most profitable channels.

FORMS OF INVESTMENT. Anyone who has capital at his

disposal can lend it in various ways. He can cither lend it out

for a fixed rate of interest or he can hand it over to an undertaking

with a claim to participation in the profits of the business. Among
loans bearing a fixed rate of interest are those which represent the

acknowledgment of debt but which may or may not be issued

against security. Examples are the loan of money against a claim

on a piece of land which is known as a mortgage, the investment of

money in a savings bank, the deposit of money with a banker

;

and lastly, an annuity. These forms of capital investment also

find expression in the loan of capital to undertakings. Here,

likewise, it is a matter of lending at a fixed rate of interest as in the

case of a debenture, or even a preference share, or one of participa-

tion in the risks of the undertakings themselves in the shape of

ordinary shares. The majority of persons investing capital do

not lend it directly to the borrowers in person—-though this direct

intercourse still exists—but they rather lend it out by availing

themselves of special institutions, e.g. banks, which effect the

mediation between the demand for and the supply of capital. The

increase of intercourse in the money market, the accumulation of

capital and its far-reaching divisibility into small units or shares,

have not only created the need for this special branch of trade,

but they also provide the conditions which favour its success.

On the one hand, it attracts the supply of capital whilst, on the other
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hand, it satisfies the demand for the various kinds of employment

of capital. This branch of trade is known as banking and

finance.

SECURITIES. A distinction must be drawn between securities

bearing a fixed rate of interest and those bearing a variable return

such as dividend warrants. Amongst the securities bearing a fixed

rate of interest are Government Stocks, municipal loans, the pre-

ference shares of railway and mining companies, and of other

industrial concerns. In the main, the dividend bearing securities

consist of ordinary shares.

STATE LOANS. A large portion of the loans dealt in on the

money market consist of the debts of public authorities, especially

of the central government and of the various municipalities. These

are known as State loans. In the modern State system such loans

can be arranged only with the sanction of the Government. As

security for these loans, the property and revenues of the State are

liable, and especially the taxable capacity of the people. A
distinction is drawn between floating and funded debts. The former

class consists chiefly of Treasury bills which are repayable within

a short period so that their circulation is restricted. The following

table gives a comparative statement of the debt contracted by the

British Government for the years 1914 and 1922

—

NATIONAL DEBT (In Millions of £)

1914 1922

Funded Debt 588 315
Term Annuities ...... 30 16

3} per cent Conversion Loan .... — 690
Other War Loans ...... — 2,543
Short-dated Bonds 20 1,825

National Savings Certificates .... — 367
Other Debt ....... — 1,074

,, Capital Liabilities ..... 57 65

695 6,895

Floating Debt

—

Ways and Means Advances .... — 212
Treasury Bills 16 731

Total ..... 711 7,838
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Floating Debt. From the table on p. 101 it will be noted that since

1914 enormous sums have been borrowed by the Government from

the Bank of England in the form of ** Ways and Means Advances,”

and from the public on ” Treasury Bills.” The former method of

borrowing was much used during the War to tide over a temporary

shortage of Government funds, but originally this method was used

to convenience the Government until the tax payments came in.

The fact that no check exists on such Government borrowings

which are in the hands of Government officials leads to discredit

and disturbances. There is no such wide publicity as in the case

of the issue of a large loan and the difficulty providing repayment

tends to increase the amount of such borrowings, thus involving

the nation in large interest charges.

In Great Britain the ordinary Treasury Notes must be distin-

guished from Treasury Bills which circulate only for a few months.

Treasury Bills are dc'.alt in like bills of exchange in amounts bearing

a certain nominal value. In comparison with the funded debt of

the State, these Treasury Bills play but a minor role.

Redeemable and Irredeemable Loans. State loans may be viewed

from various aspects. For example a difference is made between

Redeemable and Irredeemable Loans. In the case of the former,

the debtor state is under the obligation to redeem the loan after

the lapse of a certain period either by drawings or by repayment,

but the latter are only redeemed when it is favourable for the State

to do so. The method adopted is by purchase in the market and

cancellation. An alteration of the rate of interest is known as

conversion. Generally, it consists in the reduction of the rate of

interest. Notice of the termination of the loan is given formally,

but it is left to the option of the lender to decide whether repayment

be effected at the face value or whether he prefers to keep his loan

invested at the lower rate of interest. Moreover, we speak of

internal and external debts according as to whether a loan has been

iloated at home or abroad. We speak of a forced loan where a

state compels its subjects to lend money to the state according

to their respective capacities. Such loans may become necessary

in time of war where the state is unable to pay the interest accruing

on its debts ; where, for that reason, it reduces the rate of interest

or suspends the payment of interest altogether, the state is said

to become insolvent. States which are financially weak or which
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have got into arrears with the payment of the interest to their

debtors, or which have already become bankrupt, can obtain new
credit only under aggravated conditions.

As a rule the State loans are thrown on the market by banks

or by a S5mdicate of banks. There are, however, other methods

of bringing loans on to the market, but they are of secondary

importance, e.g. direct sale without the mediation of the banks.

In the case of a loan being sold on the market through banks, the

syndicate takes over ^-he loan at a fixed price and sells it on the

money market at a higher raie—this being known as the subscription

or market price. The difference between the underwriting rate or

price and the issued price, after the deduction of the expenses,

constitutes the profit of the banking syndicate. Of course, it is

within the bounds of possibility for the transaction to result in

a loss to the mediating banks, but in view of the great cau-

tion exercised by the banks concerned, this loss very rarely

occurs.

Apart from loans to the State, other concerns such as municipali-

ties also issue loans for which they require the sanction of the

State.

SHARES. Whereas the securities of public bodies are usually

called stocks and bear a fixed rate of interest, business houses

usually raise their capital by means of shares. A share certificate

is a document indicating the amount to which the owner participates

in the property of an undertaking. The shares represent a defi-

nite fraction of the capital, and may have a face value of any

amount, but are usually for one pound A distinction is drawn

between founders* shares, cumulative preference shares, preference

shares, ordinary shares, etc. The names vary in meaning in

different companies according to the wording of the articles of

association.

Deferred Shares stand in the same relation to ordinary shares

as the latter do to preference shares.

Founders* Shares are deferred shares allotted to the founders or

promoters of a company and receive no dividend until the preference

and the ordinary shares have been paid a fair dividend, e.g. they

may be entitled to half the profits after a dividend of, say, 10 per

cent has been paid on the ordinary shares. Founders* shares are

sometimes offered to subscribers for ordinary shares, one founders*
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share being given with so many ordinary shares as an inducement

to subscribe freely.

Preference Shares. I'here are two kinds of preference shares,

viz.

—

1 . Those whicli confer preferential rights as to dividend only
;

and

2. Those which give a preference in the distribution of the capital

of the company in the event of a winding-up as well as in the payment

of dividends in the meantime.

In either case the preferential dividend may be either cumulative,

i.e. if not paid in one year then payable in full out of the profits

of subsequent years ; or non-cumulative, i.e. payable out of the

profits of each year only. The arrears of dividend on cumulative

preference shares are a contingent liability only and do not become

due till profits are actually available for dividend purposes. A
class of shares which has recently come very prominently into the

public eye are Cumulative Participating Preference Shares, which are

preference shares giving a cumulative dividend of, say, 6 per cent,

and then having the right to participate in the remaining profits

after the ordinary shares have received a certain percentage. For

example, after the ordinary shares have been paid, say, 6 per cent

preference shares get 25 per cent of the balance of the profits, the

remainder going to the ordinary shareholders.

THE SHARE CAPITAL. The share capital of a company is

usually divided into

—

1. Nominal, Registered, or Authorized. This is the amount set

out in the memorandum of association as the maximum amount

of capital which the company has power to issue ; for example,

100,000 shares oi £l each. The stamp duty payable on registration

is based upon this sum.

2. Issued and Subscribed. This is the capital represented by the

number of shares that have been issued to the public for cash and

to the vendors as fully or partly paid ; for example, ;f60,000, thus

leaving £40,000 unissued capital to be issued later if the directors

wish.

3. Called-up Capital. This is the amount of money called up

on the shares actually issued, A company does not necessarily

require the full amount at once on the shares it has issued, and

therefore calls up only such as it needs, hence the use of the term.
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For example, if 10s. per share is called up on 60,000 shares of £1

each, the total amount called up equals £30,000 leaving £30,000

still untc^uched.

4. P4id-up Capital. This is that part of the called-up capital

which has actually been received in cash by the company. For

eTiample, of the £30,000 called up only £29,000 was received, thus

leaving £1,000 unpaid as calls in arrear.

5. Working Capital. This is the amount left, after purchasing

a business, with which to carry on the undertaking. From the

diagram on page 105 it will be seen that the term also includes

debentures which are not really capital in the strict sense. Thus,

if a company raised an initial capital of £69,000 from the sale of

shares and debentures, and paid £30,000 of it for a business, then

£39,000 would remain as working capital.

DEBENTURES. The investment of capital also takes the form

of debentures. A debenture is simply a debt, the word being

derived from the Latin deheo, meaning " I owe.'* A debenture

holder in a company is therefore a creditor of the company. Further,

the debt is secured on the whole or a portion of the company's

property, and an instrument is drawn up to that effect. Hence a

debenture is an instrument executed under the seal of the company

charging the whole or a portion of its assets in favour of the holder

or holders, as security for a certain sum of money. It also provides

for the payment of interest at a certain definite rate so long as the

principal is not repaid. When debentures are consolidated they

are known as debenture stock. Debenture stock has the same

attributes as regards charge, security, and interest, except that the

stock is capable of being sub-divided.

The usual provisions of a debenture are

—

1. A covenant for the repa5mient of the principal after a named

date.

2. A covenant for payment of interest at a named rate.

3. A statement charging with such payments its undertaking

and all its property whatsoever and wheresoever, both present and

future, including its uncalled capital.

4. Issued subject to conditions endorsed on the back. These

conditions refer to mode of transfer
; right to inspect the register

;

provisions for repayment at an earlier date, if necessary
;

place

where interest is payable, etc.
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The following are the chief kinds of debentures

—

1. Naked Debentures. These consist of a mere promise to pay

without any security being given for payment of interest or

repayment of principal.

2. Mortgage Debentures. Those which are secured by a first

charge on all the undertakings and assets of the company.

3. Fixed Debentures. Those secured by a charge on the fixed

property of the company.

4. Floating Debentmes. Those which are secured by a floating

charge on the company’s property. This enables the company to

deal with its circulating assets in the ordinary course of business.

5. Legal Debentures. Those by which the legal ownership of

property is transfened to the mortgagee as security for a loan.

It is created by deed.

6. Equitable Debentures. Those in which title deeds are deposited

with a memorandum in writing charging the property.

7. Bearer Debentures. Those payable to bearer and which are

transferable by mere delivery.

8. Registered Debentures. Those payable to a registered holder

the transfer of which must be registered with the company.

9. Terminable or Redeemable Debentures. Those which provide

for repa5mient of the principal sums upon a given date or upon

notice.

10. Perpetual or Irredeemable Debentures. Those which are

issued on condition that the principal sums secured are repayable

only on default of payment of interest or on the winding-up of the

company.

Shares participate in the profit of the undertaking, whereas in

the case of debentures the interest charge is made prior to the

ascertainment of profit. Unlike debentures, the essential charac-

teristic of all shares is that the interest is not a fixed quantity but

varies according to the success of the company. From an economic

standpoint, the difference between a security for a debenture debt

and that for a share is not very great, for the business undertaking

assumes the position of the debtor in regard to the shareholders ;

the great mass of the shareholders are no longer conscious of the

fact that by their possession of shares they are the owners of a

certain undertaking. Of course, the conditions are different where an

individual owns a very large number of shares in one undertaking.
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THE MONEY MARKET. Intimately connected with the opera-

tions of capital investment is the London Money Market, which is

composed of the Bank of England, the great joint-stock banks,

bill-brokers, and financial houses. The market is economic in its

nature ; that is to say, its existence is the result of modern economic

conditions, which require that a medium shall exist whereby credit

facilities may be obtained at a minimum cost to the trader and

entrepreneuY, and whereby money which would otherwise remain

idle may be used to advantage.

The Money Market may be said to centre upon the Bank of

England, because this institution by the management of the ultimate

gold reserve of the country through its official rate of discount,

i.e. the Bank Rate, is both able and is expected to manifest the

greatest influence in times of financial difficulty. The outside banks

contribute to the short loan fund of the market by the use of

deposits of customers in their hands
; whilst the brokers and dis-

count houses which employ these short term advances deal in bills

of exchange arising out of commercial transactions. Similarly,

Stock Exchange operators use day-to-day money from the banks

to finance their purchases of stocks and shares.

The interconnection of the supply of money and the demand
for it depends on the general state of trade and credit of the nation

as a whole
;

its relations with other countries
; and fluctuations of

a seasonal or temporary nature, such as a rise after harvest ship-

ments and payment of the yearly taxes. The result is that the

deposit rate allowed by the banks, the loan rates, and rates for

discount of bills in the market are intimately connected with foreign

exchange rates, and above all, with the Bank rate. The latter is

most influential in times of stringency, since an increase in the rate

is followed by the calling in of loans on the part of other banks,

and a tendency to contract advances and reduce overdrafts. The
market rates, therefore, rise in sympathy, and a general weakness

in the prices of securities ensues, due to an all-round desire to

liquidate by sale, and the increase in the interest rate.

In normal times, however, money, or rather the use of it, is freely

obtainable on ordinary security, and the major portion of the banks’

resources is employed in the market in some way or another.

Until quite recently it was customary for the bill-brokers to meet

in the Royal Exchange twice a week. This practice has now been
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discontinued so that the money market no longer exists in the

physical sense. Nevertheless, the position of London as the

world^s greatest financial centre is dependent on the activities of

those institutions which comprise the “ market,” intangible though

that market may be.



CHAPTER XIII

THE BANKING BUSINESS

ECONOMIC ADVANTAGES OF BANKING. In his work, Lombard

Street—a description of the Money Market—Walter Bagehot

describes the advantages of the accumulation of money in banks

—

A million in the hands of a single banker is a great power ; he can

at once lend it where he will, and borrowers can come to him, because

they know or believe tliat he has it. But the same sum scattered in

tens and fifties through a whole nation is no power at all : no one
laiows where to find it or whom to ask for it. Concentration of money
in banks, though not tlie sole cause, is the principal cause which has

made the Money Market of England so exceedingly rich so much
beyond that of other countries.

What Bagehot praised more than fifty years ago in the English

banking system, and especially in the banking department of the

Bank of England—the sole reservoir of Europe where at any time

gold was obtainable on demand—also applies to-day to the banking

systems of other countries. Stocks of cash and other liquid capital

are accumulated by the banks and transferred into those hands

which can profitably invest them, but who can also give guarantees

in regard to repayment. This granting of credit is of the highest

economic significance. It knows no frontiers between town and

country, and money is transferred from one continent to another

by means of the cable almost as quickly as to an inhabitant of the

same place. The highly developed cheque and clearing system

facilitates trade in the same locality as well as between different

towns and countries. Indeed, the greatest distances have been

overcome—thanks to the progress of modern technique and the

higlily developed system of banking.

FUNCTIONS OF THE BANKER. A banker may be regarded as

a professional borrower and lender. (See diagram, page 111.)

His cliief function is to collect the various streams of unused

purchasing power or savings in one fund, and then to lend these

savings to persons who can put them to profitable use. For the

money lent to the undertaking the banker has to pay interest,

whereas for the money lent out he receives interest. The economic

110



tc

Id

Q
Z
111

CD

oc
bJ

Id

o
CC
DC
O
OQ

LIABILITIES

ASSETS



112
‘

PRINCIPLES OF BUSINESS ECONOMICS

aim of a banking undertaking is to obtain a greater amount of

interest from the employment of the sums handed over to it,

than the amount it pays itself. The greater the difference

between the two items, the greater is the profit. This circum-

stance results in the fact that the profits of the banker depend

on the magnitude of the turnover. If large sums of money are

borrowed at a relatively low rate of interest and then lent out

at a higher rate there will result a profit, the extent of which will

depend upon the magnitude of the business done. In the banking

business, therefore, it was natural for the large-scale undertaking

to experience a rapid and permanent development at the expense

of the smaller undertakings. This was particularly the case where

the market area was well equipped with the modern means of

communication among which to-day must be included not only

the railways and the post, but also the telegraph and the telephone.

At the present time the large banks dominate the market to such

an extent that the small banks have sunk into comparative insignifi-

cance. As intermediaries between the supply of and the demand
for money and capital, the banks also act as agents or regulators

of credit, for persons requiring money and capital are receivers of

credit. The banks meet this demand for credit by themselves

receiving credit from people who want to invest their capital.

For this purpose the banks require a working capital of their own,

whilst in their undertakings the employment of labour-power plays

a modest though not unimportant rdle. The work is of a mental

and clerical nature, and manual work is quite inappreciable.

NOTE ISSUING BANKS. A distinction may be drawn between

the various kinds of banks, but it is necessary to describe here only

the most important types and their leading characteristics. The

note issuing hanks have the exclusive right to issue bank notes.

For this reason they are subject to certain regulations which keep

in view the fact that these banks must be in a position to convert

into gold the notes presented to them at any time. This in itself

is a reason why all business is avoided which is detrimental to the

security of their investments, and only such business is done as

makes possible the rapid liquidation of the investments. The note

issuing banks therefore buy good bills of exchange from commercial

people for bank notes, and in return for this service they receive

a deduction from the face value of the bill in the form of a discoimt.
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On the due date they collect payment of these bills. This is an
exception to the ordinary form of banking business in that they

do not receive credit but give it to the credit seekers in the form of

bank notes after a certain rate of interest has been deducted.

They become hable for the bank notes issued only in so far as they

are obliged to give gold for the notes presented. Their profit results

from the total amount of interest received on the discounted bills.

Of course, the banks of issue discount only those bills which con-

form to specified conchtions. Even with such restrictions, however,

there is still the risk that the bank of issue may be flooded with

bills which are beyond its capability to meet. For this reason

regulations have been made which are intended to prevent such an

occurrence. Amongst these measures must first be mentioned

a change in the hank rate. Where the incoming bills become so

numerous that the issue of notes exceeds the amount which must

not be transgressed in regard to the redemption of the notes in gold,

the note issuing bank must resort to the means of increasing the

rate of discount which simply means that the discounters must

submit to a larger deduction from the face value of the bill. In the

first place, this change of bank rate affects the large undertakings

which are accustomed to discount bills with the Bank of England,

and who in their turn discount the bills of their customers. The

increase in the discount rate of the Bank of England has its imme-

diate effect on the whole trade in bills. It makes it more expensive

and more difficult, and in consequence there are fewer bills dis-

counted. The increase in the discount, of course, reduces the profit

on the business transactions to which the bills owe their origin,

and this must have an impeding effect in regard to the issue of new
bills or the discounting of bills which are already in existence.

On the other hand, if the bank of issue does not wish the amount

of the bills handed in for discount to decrease too much, it must

reduce the discount rate ; otherwise, the bills may be discounted

more cheaply by other institutions. In this way, the discount rate

of the Bank of England is formed, and this rate plays an important

role in the fixing of the interest on loans throughout the country.

On the other hand, however, the Bank of England must also protect

its stock of gold in relation to foreign countries.

,With an increased rate of interest in foreign countries, the pay-

ment in bills becomes more expensive than payment in gold. To

9—(UIOh)
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prevent the export of gold to foreign countries, the Bank of England

therefore often decides to increase the discount rate which again

renders possible payment by means of bills of exchange. Thus,

as a note issuing bank the Bank of England performs a double

function—on the one hand, it has to regulate by its discount policy

at home the circulation of bank notes so that their redemption in

gold may be secured ; on the other hand, it has to protect its stock

of gold to prevent exportation to foreign countnes. In addition

to its discount business the Bank of England also does other work

such as the lending of money on security but, as the sole bank of

issue in England, its principal activity consists in the discounting

of bills and the issue of bank notes.

SAVINGS BANKS. In order to collect the small amounts of

money which the private households may be able to save and to

lend out in the shape of capital, savings banks have been estab-

lished. As a rule these are not profit-making undertakings but they

are called into being by the State, e.g. Post Office Savings Banks.

In this way sums of money are collected which, as individual items,

would otherwise be lost to the market.

The systematic attraction of the smallest amounts, however,

accumulate funds which play an important role especially in the

granting of loans on mortgage. Hence savings of the small investor

which have been put by for a rainy day are transformed into capital.

The fact that the savings bank investments bear a rate of interest,

small though it may be, acts as an inducement for people to collect

these small sums into certain undertakings where they arc lent out

as capital especially on mortgages. The savings bank moneys are

also invested in Government, municipal, and other corporation

stocks. As the savings are subject to withdrawal by the investors,

it is in the nature of savings banks to invest their moneys with due

regard to such withdrawals. On the one hand, the absolute safety

of the investment must be kept in view, but, on the other hand,

regard must be had to the possibility of the investors wishing to

withdraw their savings. For these reasons the rate of interest in

savings banks is below the customary rate ; this is natural when it

is remembered that likewise the money lent out by the savings

bank must be made at a low rate. Further, the expenses of

administration in view of the numerous small customers are rather

high, and for this reason it is very difficult for undertakings which
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aim at a profit to compete with the Post Office Savings Bank.

The moneys collected by the savings banks have had a remarkable

influence upon the process of the formation of capital. The whole

country is covered with a network of savings banks extending right

into the smallest village, and they attract the most insignificant

savings of private individuals so that these very small individual

amounts may be employed in a beneficial manner. Many a mort-

gage on a large estate owes its origin lo the small savings of servants,

workmen, etc., and these savings participate in the revenue derived

from the capital, though i;i a veiy small degree. Thus, even the

smallest items of money saved, which, as individual items, would

not enter into consideration as capital, are brought into the money
market and become subject to economic employment.

The savings banks take credit fiom the smallest savers in order

to accumulate these moneys to such an extent as to enable them to

give large credits. This is the character of these peculiar credit

institutions which, however, in some ways occupy a unique position ;

yet, in the last resort, they must be included as banks, although their

object is not so much the making of profit as it is with ordinary

banks. They serve the same end, however, in so far as they absorb

superfluous savings and convert them into capital.

INSURANCE COMPANIES. It is a controversial question

whether or not insurance companies should be included amongst

banking undertakings. At any rate, in many respects they bear

a close relationship to banks. For this reason it will now be

convenient to consider these companies. The whole course of

human life is subject to certain risks which cannot be foreseen

either by the individual or by the undertaking. The frequency

with which such risks occur within a large area can be ascertained,

however, as well as their average rate of occurrence in regard to

the individual or the undertaking. In view of the fact that every

undertaking is exposed to these risks, whilst only a certain per-

centage arc actually affected by them, the risk can be borne by the

total number of persons or undertakings interested if the latter

can be persuaded to accumulate contributions in order to indemnify

themselves against loss or to reduce the risk of loss. The insurance

against a certain risk is thus carried out on a business basis by

a certain undertaking collecting these contributions in order to

pay out the indemnities. In this way we set up the insurance
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undertakings. The probability that a loss may occur at a certain

moment, the fact that a number of people are exposed to this risk,

and the uncertainty as to who might be affected by it are the main

factors in insurance.

The insurance business aims, on the one hand, at accumulating

a fund by collecting contributions or premiums and from this fund

the promised indemnities can be paid in the event of loss. The

capital collected by the undertakings is lent out and by this means

a revenue accrues in the form of interest. In addition to covering

its expenses the undertaking has Ukewise to make a profit on its

capital. Insurance is carried on not only by business undertakings

but also by municipalities and governments. In addition to the

insurance companies mention should also be made of mutual

insurance associations which carry on insurance on a kind of co-

operative basis. According to the nature of the insurance a dis-

tinction is drawn between life, accident, sickness, fire, and burglary,

and, in particular, insurance against the risks of transport. In

order to minimize the risk borne by insurance undertakings, there

exists a system of re-insurance, by which the risk in certain cases

is not borne by one but by a number of undertakings. From an

economic standpoint insurance has brought about a tremendous

accumulation of capital which considerably influences the supply

side of the money market, and for this reason insurance companies

should be discussed in conjunction with banks. The investments

of insurance companies are made chiefly in the form of mortgage

loans and loans to public bodies. With the development of a

system of insurance the funds of insurance companies have accumu-

lated into such a vast sum that the capital of these institutions

represents an important rival to that of the deposit and savings

banks.



CHAPTER XIV

THE STOCK EXCHANGE

NATURE OF AN EXCHANGE. In contrast with the commodity

labour/’ the market for securities is highly organized. The

available demand is brought into contact with the available supply

in certain places appoiiiter’ for dealings in securities and thus a

central market is created v/here business is conducted in accordance

with certain prescribed regulations. These places are known as

Stock Exchanges or simply Exchanges, but in this connection it

must be noted that there are also organized markets for dealing

in goods, known as " produce exchanges.*' An exchange may
therefore be defined as a meeting of buyers, sellers, and middlemen

which occurs regularly in a certain locality at a stipulated time for the

purpose of dealing in securities or in certain kinds of goods. The

latter is known as a produce exchange, whilst the former is a stock

exchange.

The development and organization of the Money Market has

created a large number of securities which are the subject of

continual dealings on the various Stock Exchanges. New capital

has to be raised from amongst the members of the public, old

securities have to be sold, whilst the owners of capital are desirous

of investing their wealth in the different kinds of securities. In

short, there is a continual demand for, and supply of, capital in the

form of securities.

In addition to dealings in securities, there are also transactions

in bills of exchange and other forms of money. At any rate, the

function of the exchange is to centralize demand and supply in a

market serving a definite area, to focus the prices of securities

through the forces of demand and supply, and to carry out buying

and selling instructions,

FORMS OF DEALING. Dealings on the Stock Exchange are

subject to minute regulation. Admission to an exchange is

subject to certain preliminary conditions in regard both to the

securities dealt in and to the persons who conduct business on

the Exchange. This is quite natural when it is remembered

117
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that not all dealings in securities are effected on the Exchanges,

but only the most important section of the market in securities,

viz., the organized part of it. The banks in particular carry on

business both in those securities which are officially quoted on the

Exchange and in those which are not admitted to the Exchange.

The large banks, for instance, execute instructions from their

customers for the purchase or sale of securities outside the Exchange,

of course always with due regard to the prevailing official quota-

tions OP the Exchange. The official exchange price is fixed by
the jobbers on the basis of their orders to buy and sell individual

securities. On the Exchange, however, the market price of

securities is subject to constant fluctuation. The various members,

and especially the large army of outside brokers, deal continually

at prices which are by no means tied to the official quotation,

although naturally due regard is paid to this quotation.

Speculation on the Exchange. Buyers and sellers, however, are

always trying to influence the market to their own advantage,

that is, they strive to manipulate prices so as to derive the largest

possible benefit in the execution of their own transactions. The
organization of business on the Exchange has led to a form of

dealing which derives its profit almost exclusively from the rise or

fall of the quotations. If I buy a security at a certain price in the

hope that this price may rise, or if I sell in the expectation that the

market price may fall, and my expectation is realized, I gain the

difference in the two prices. This activity—known as speculation

—

has assumed large dimensions in Stock Exchange business. The
principal kind of securities which lend themselves to this method of

dealing are shares, that is, dividend-earning securities. The mass

of the public who transact exchange business through the banks

or through brokers do not seek investment in these shares, but

rather look for profit arising out of the continual fluctuations of

market prices. Of course, for persons who have an insight into

the various companies, it is easy to influence the prices of these

dividend-bearing shares. In general, the quotations are dependent

on the prevailing state of the market, the bank rate of discount,

and the anticipated dividend of the security. In regard to the

shares of individual companies, a certain price tends to be formed

in the course of time, which is based upon the financial condition

of the particular company. This market price is not a fixed
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quantity but fluctuates continually and within fairly wide

limits.

The price is often expressed by substituting the figure 100 for the

face value of the share, and if the market price stands at this point

it is said to stand ai par ; if it falls below this point, it stands at

a discount. Where, owing to certain reports, the buying public

concentrates on a particular security, it stands to reason that its

price will be forced up without any well-founded reason, whereas

in the reverse case where there is an excessive desire to sell, the

paper tends to fall in price. For the correct adjustment of the

market orice there is no proper standard, for neither the buying nor

the selling public, nor the intermediaries require the securities for

permanent investment, but merely as a means to an end
;
that is,

they buy in order to sell at a profit when the quotations rise, or

they sell in order to buy more cheaplj^ in the event of a fall in prices.

CASH AND CREDIT DEALINGS. Purchases and sales on the

Exchanges are conducted according to prescribed rules. A
distinction is drawn between

—

1. Cash transactions, and

2. Dealings for the Account.

In the case of cash transactions the business is settled at once

;

that is, usually on the first or second working day after the contract

has been concluded. A person gives instructions to a broker to

buy a certain quantity of a certain security at a fixed price. After

this has been done, the buyer must immediately remit the amount

to the seller in exchange for which he receives the securities. Where

the buyer desires to speculate, he will deposit a certain amount

with the broker as a security to cover any loss which may possibly

occur. Owing to competition between the brokers, these deposits

or margins are relatively low. The broker does not give to the

buyer the security acquired, but he keeps it in his own possession

until the purchaser instructs him to sell the security. The sale

takes place if there is a rise in prices. Likewise, the customer may
also sell in expectation of a fall in price, and then he can cover

himself at the lower figure. In this connection the broker also

accepts instructions for carrying out the operation in return for

a certain remuneration and against security. However, it is easier

for the customers to speculate because in dealings for cash the

security sold must be delivered, whereas in dealings for the account
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this is not necessary. In order to make it possible to sell without

the actual possession of securities the Stock Exchange has intro-

duced dealings for the account ” which differ from cash

dealings in the fact that a certain period intervenes between the

date of settling the transaction and the date of its execution, and

within that period the seller may buy the securities which he is

obliged to deliver. On the London Stock Exchange the Settlement

takes place every fortnight. For instance, if a speculator on the

Exchange is of opinion that the price of a security which is the

subject of future dealings is going to fall, he will sell a large amount

of this security at the beginning of the month to a third party.

If the rate actually drops the speculator awaits the lowest possible

price, at which he then buys the security ; if he sold at £156 and

bought at £150 he would make a profit of £6, so that if he has

bought £5,000 worth he would make ^ profit of £200. At the end

of the month he would deliver the securities he bought to the person

who has bought them from him. This is the manner in which

business for the account is transacted on the Stock Exchange.

Between the time of the making of a contract and its execution

there is a certain period intervening which makes it possible for

both contracting parties to utilize the change in price which has

occurred in the meantime.

OPTIONS. In order to limit the risk of loss there are some

further kinds of transactions on the Stock Exchanges known as

options. An option is the right which a person has of either buying

or selling a certain amount of stock or of shares at a fixed price on

a certain day. For this privilege the person has to pay a small

percentage sum as consideration. Options are of three kinds. A
" put option is the right to sell ; a " call option is the right to

buy the stock or shares ; a “ put and call '' option or a “ double**

option is the right to buy or to sell so much stock or shares at a

fixed price on a certain day.

Options are not confined to Stock Exchange transactions but are

frequently met with on the Produce Exchange. Thus, a merchant

anticipating a rise in the price of cheese could purchase a call

option on, say, ten tons at 80s. per cwt., during the following two

months. If during this period the price rose to 90s. he could

exercise his option by buying at 80s., then sell at current price

and pocket the difference, less the cost of the option.
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If, on the other hand, the same merchant had anticipated a fall

in the price of cheese, he could have bought a put option and, had

the fall supervened, sold his cheese at a price above market

rate.

Had he been doubtful whevher to anticipate a rise or a fall, he

could have prepared for either eventuality b> buying a double

option, that is, a right to buy or to sell in the future. This would

cost twio* as much as a single option. Thus it is seen that an

option is a form of insurance against a rise or a fall in

prices.

TIME DEALINGS. 1 inje bargains may also be carried, over which

process is effected by a system of mortgage. Through dealing for

the account, it is possible to reduce the risk associated with monetary

transactions and thus work in the direction of a greater steadiness

of prices. It also affords to the pure speculator a wide field of

activity for that kind of speculation which simply and solely

utilizes fluctuations in order to derive a profit from the differences.

On many Exchanges time-dealings arc prohibited, or at least

greatly restricted. In the opinion of many people transactions in

futures have degenerated to a large extent into speculation in

differences, since the various buyers and sellers have no intention

whatever of taking up or of delivering the securities, but want

merely to derive a benefit on the differences which arise between

the buying and selling prices. This may be made clear by means

of an example. Let us suppose that ten persons named A to K
are engaged in dealing in the same kind of security for the account.

The transactions are as follows

—

A buys £1,000 worth of the security from G and thus G sells

£1,000 worth ;

B buys £1,500 worth from H and thus H sells £1,500 worth ;

C buys £750 worth from I and thus I sells £750 worth
;

D buys £1,500 worth from K and thus K sells £1,500

worth

;

E buys £1,250 worth from F and thus F sells £1,250 ;

A sells £2,000 worth to F and thus F buys £2,000 worth
;

B sells £500 worth to K and K therefore buys £500 worth

;

C sells £1,750 worth to I and I thus buys £1,750 worth ;

D sells £250 worth to H and thus H buys £250 worth ;

E sells £1,250 to G and G buys £1,250 worth.
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A total of £11,750 worth of the security has been turned over
and the accounts of the various parties stand as follows—
A buys £1,000 worth and sells £2,000 worth

; he has therefore
to deliver £1,000 worth

;

B buys £1,500 worth and sells £500 worth and therefore must
take up £1,000 worth ;

C buys £750 worth and sells £1,750 worth
; he has therefore to

deliver £1,000 worth

;

D buys £1,500 worth and sells £250 worth
; he has therefore to

take up £1,250 worth
;

E buys £1,250 worth and sells £1,250 worth so that his account
is balanced

;

F buys £2,000 worth and sells £1,250 ; he must therefore take
up £750;

G buys £1,250 and sells £1,000 worth and must therefore take
up £250 worth

;

H buys £250 worth and sells £1,500 and has therefore to deliver
£1,250 worth

;

I buys £1,750 worth and sells £750 worth and has therefore to
take up £1,000 worth

;

K buys £500 worth and sells £1,500 worth and has therefore to
deliver £1,000 worth.

If we now examine how much has to be delivered and how much
to be taken up, the result is that a turnover of £11,750 has been
balanced by a delivery of £4,250 as follows—
A has to deliver to B £1,000 worth

;

C has to deliver to I £1,000 worth
;

H has to deliver to D £1,250 worth
;

K has to deliver to F £750 worth and to G £250 worth ;E has balanced his account.

These are the respective amounts to be delivered or to be taken
up. In addition, however, the differences which have resulted from
the fluctuations in the exchange prices have also to be taken into
account. A, for instance, buys from G £1,000 worth at the exchange
pnee of £150 ^d has therefore to pay to G £1,500 ; he sells to F
at £155, that is, he has to receive from F £3,100. These sums are
not actually paid, but only the differences which have arisen
between the price at the date of settlement and the buying or selling
price respectively. If the price at the date of settlement is £152,



THE STOCK EXCHANGE 123

A has to pay to B for each of stock bought tlie sum of 2s. or £20
altogether, and he has received 3s. for each £S worth of stock sold

to F or a total of £60,

The difference in favour of A is therefore £80. The solution is

as follows : A buys ,000 worth at £150 from G, that is, he pays to

him a total of £l,v500. This £1,000 worih he sell^ at £155 to F and

receives from him £1,550. However, he has not sold £1,000 worth

but £2,00fi worth at £155, and for the other half he receives £1,550.

This secop.d £1,550 worth, however, he must deliver to B at the

rate of liquidation. Tliis rate is £152, which is 3 per cent lower

than the rate at which He has sold the securities. At the time of

delivery he therefore pa5^s only £1,520 instead of £1,550. Since

he has sold at £1,550 he has realized a profit of £30 or a profit of £80

on the whole of his buying and selling operations.

THE LONDON STOCK EXCHANGE. The London Stock Ex-

change has existed in its present form since 1886, when it was

reorganized. It resembles a club in that all its members become

such by election. Each member must apply for re-election each

year. The committee consisting of thirty members is elected

yearly. Each member when recording his vote, must vote for

thirty members—no more and no less ; otherwise the paper is void.

The committee has power to expel a member for misconduct or

other reasons. In modern times the power is not often exercised,

but during the Great European War measures were taken to exclude

persons of enemy nationality.

The members of the Stock Exchange are divided into two classes,

viz., brokers and jobbers. The jobber acts as a principal. He
generally specializes in a few classes of securities and is always

to be found in a certain corner of the Stock Exchange. He is a

dealer and works for his own book. When asked to give a price

he quotes his buying and selling price for the stock in question,

and is bound to deal up to a reasonable amount at those quotations.

The jobber looks to the broker for payment or delivery just as if

the latter were a principal.

The broker acts as agent for a member of the public, for another

broker, or for a jobber. To the customer he could not be legally

responsible for any failure of a jobber to meet his engagements,

but such an action would be fatal to his reputation. The broker

buys or sells stocks and shares, arranges for the delivery of money
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or shares, the filling up of the transfers, and the obtaining of the

stock or share certificates. In order to have a good market all the

members must have their offices near the Stock Exchange.

A jobber is not allowed to deal directly with members of provincial

exchanges.

PROCEDURE ON THE LONDON STOCK EXCHANGE. Wlien

a contract is made on the Stock Exchange it has to be carried out

at the next settlement. In the case of most stocks and shares

there are fortnightly settlements. The settlement extends over

three days. The first day is known as Contango or Making-up day,

when any contracts which are carried over are arranged for. The

second day is called the Ticket or Name day, when the brokers’

receipts for stocks are delivered. On the third or Settlement day,

delivery of the stock or money is made.

The broker must act for his client in all matters appertaining

to the transfer of the stocks. If hearer securities have been bought

these are handed over. In the case of Inscribed Stock, the broker

and jobber must attend at the Bank of England in order that the

transfer may be made in the books of the Bank. In the case of

Registered Stock, the jobber hands the broker a certificate of transfer

which has to be registered with the Company or Corporation so that

a Stock or Share Certificate may be issued to the buyer. The
money in payment is paid over on Settlement Day when the stock

is delivered.

The actual delivery of stocks and shares on settlement is made
by means of a clearing, when the transactions in each security are

reduced by set-off to one account, and a broker who has to receive

stock receives a ticket telling him from whom he will receive, and if

he has to deliver the stock, he will be informed in similar fashionwhen
he has to deliver it. In this way much unnecessary work is avoided.

The advantages of the system of settlement on the Stock Exchange

are that the attention of brokers and jobbers can be focused on

buying and selling only, during the greater part of the month. The
settlement of accounts at one time avoids unnecessary deliveries

;

a fortnightly settlement is also a healthy means of removing

speculators from the market when they are getting involved to an

extent more than they can afford.

COMPETITION ON THE STOCK EXCHANGE. On the Stock

Exchange there is a continuous and keen competition. Profitable
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investments are in great demand by owners of capital, and this

competition tends to depress the rate of interest on securities to

an average rate corresponding, as a rule, to the so-called discount

rate. This depressing occurs in a very striking manner, for the

capital value of the object behind the investment increases almost

automatically. For instance, if the discount raie is 4 per cent and

the capital investment promises an interest of 8 per cent, competi-

tion on the Stock Exchange will succeed in driving up the value

of the security in question to a height which is necessary to make
the interest only 4 per cent. If the value of the investment is £100

as a result of competition on the Stock Exchange, the value would

soon be driven up to £200. If, therefore, owing to certain causes

the profit on a security increases, the higher rate of interest is

immediately capitalized, that is, it finds expression in the higher

valuation of the capital investment. This is applicable to all

capital invested in undertakings or to the securities represented

by them. The rate of interest for capital remains the same, but

the process of capitalization has doubled the momentary value of

the capital-goods. However, on the whole, the conditions of the

Stock Exchange arc not quite so simple as in this example. At any

rate, the fact should be remembered that the increased amount

of capital invested in production does not manifest itself exclusively

in a higher rate of interest on capital ; but the more the capital-

goods are exposed to the influences of the Stock Exchange, the more

do the securities tend to increase in value. Hence, owing to this

higher valuation with an equal rate of interest, capital takes an

increased share in the results of production. This increase in

price of the securities is the consequence of competition on the

Stock Exchange. Amongst the investors of capital, however,

competition is manifested in such a way that, with the increasing

inequahty in the distribution of capital, the large sums controlled

by a single individual enter into competition with the smaller items

of capital. Where the ownership of capital is concentrated in a

single person, it can more easily afford to take a lower rate of interest.

The owner of many thousands of pounds can easily secure a

large income with a low rate of interest, whereas the owner of a

few hundreds will be desirous of investing his capital so as to obtain

the highest possible rate of interest. The risk will therefore be

less in the case of the large capitalists than in the case of the smaller
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ones ; the latter, for the sake of a high rate of interest, will have

to accept risks. There is also a competition on the Stock Exchange

for the rate of interest, which so operates that small sums of capital

in the hands of a single individual tend to have less value than

formerly. With the accumulation of capital in the hands of indi-

viduals and with the tendency to place a higher value on the

securities of large-scale concerns this competition will become more

accentuated, especially where small capital investments fail to

yield a return appreciably larger than the general rate of interest.

There are forces which work in opposition to this process, but they

are unable to arrest the general development which is taking place

under the influence of competition, and at most they can only

retard it temporarily.



CHAPTER XV

FOREIGN EXCHANGES

NATURE OF FOREIGN EXCHANGES. We aie now to enquire

how the debts which arise in international trade may be settled

by credit documents in the form of bills of exchange, thus obviating

the risk, expense, ari time involved in continual transference of

specie from one counti*y 1 o a*iother. For example, a certain trader A
in London is creditor to B in Paris for a certain sum (say £100) ;

suppose also that D in Paris is creditor to C in London for an equal

sum. Then in order to pay their debts B would have to send the

money to A, and C would have to send an equal sum to D ;
thus

causing two separate transmissions of bullion between London

and Paris, at the expense of freight and insurance. This may be

represented as follows

—

London Paris
( BULLION )

(cottons) B

(CLARET) p.
—(bullion) ^ ^

Thus A has sent, say, cottons worth £100 to B, D has sent

claret worth £100 to C, and to avoid the transmission of bullion

between the two countries, we want some contrivance whereby

the claret will pay for the cottons and the cottons for the claret.

Instead of receiving bullion, A therefore draws a bill of exchange

upon B for £100 ; this B accepts and returns to A, who now has

in his possession a bill with B^s undertaking to pay written across

it. A is said to be in possession of a French bill because the bill

takes its nationality from its acceptor. It is payable in France.

On the same day, D having sent goods to London, draws upon C
for £100 ; C accepts the bill, returns it to D so that he has now in

his possession an English bill, because it is accepted by an English

firm.

Suppose now that the debtor C goes across to A and offers to

buy B*s bill for £100, so that A being paid for his cottons falls out

127
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of the transaction. C now forwards B’s bill across to D in return

for which he receives his own acceptance from D. C is thus in the

happy possession of his own bill, and D is in the possession of B^s

bill which he presents to B for payment at the due date. On the

payment of the amount by B, the two transactions are settled

—

the claret has paid for the cottons and the cottons for the claret,

and no coin whatever has passed between the parties : thus

—

X/

S

London Paris
< (bill)

(cottons)

(bill)
<-—(claret)

B

D

D PRESENTS B-
BILL AND
RETURNS C’S

ACCEPTANCE

Both these transactions, however, may be worked with a single

bill just as well as it can be worked with two bills. For example,

let us suppose that A draws upon B, B accepts and returns the bill

to A ; C buys the bill from A and forwards it to D ; D presents it

to B who finally pays it so that both transactions are settled by a

single bill.

However, C may not be acquainted with A, and we cannot say

that the amounts of the bill will be exactly what is required by C.

The facts of the case will be that in each city there will be a third

person whom we might call X in London, and Y in Paris. {See

diagram below.) These persons will be dealers in bills, or bill

brokers. When C wants a bill he goes to X to buy the bill, with the

certainty that he will have the required bill. When A sends his

cottons to B and draws a bill on B, he promptly sells it to X ; when
D has sent the claret to C, he receives a bill from C which he

sells to Y. The profit made by the broker is known as

brokerage.

London Paris

X
BILL BROKER

• A (bill) D,
(C0TT0NS)*-“>

(bill) PI<—(CLARET) ^

Y
BILL BROKER
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So long as there is an equality of goods passing between the two

countries, there will be sufficient bills to satisfy the needs of the

merchants on both sides. The supply and demand on each side

will be equal, and the bills will be sold at their face value, and

exchanges will tend to be at par.

GOLD POINTS. Let us now suppose that A, B, C, and D are

no longer individuals, but classes of persons. A represents the

English exporters to Paris ; C importers from Paris ; D exporters

to England
; and B imp<irters from England. So long as the

exports and imports me eq’ .al, the amount of bills in the hands of

X, and those in the bands of Y will be equal, and there will be a

bill for every demander ol a bill on both sides of the transaction.

If C cannot buy a bill, he will have to send bullion, and he will have

to pay not only the cost of the goods he imports, but also an

amount for freight and insurance of the bullion. The merchant is

therefore very anxious to avoid the necessity of having to send

bullion. Suppose it costs 1 per cent to send 100 worth of bullion

from London to Paris, then it will pay C to give anything up to

£101 for a bill, if necessary, in order to save him the expense of

sending bullion across to D.

Suppose the exports and imports between London and Paris

are unequal. This may mean that London has sent more goods

to Paris than Paris has sent to London. In this case there will be

more bills in the hands of X than there is a demand for on the part of

C, whilst in Paris B is asking for more bills from Y than he is able

to supply. Y is short of English bills, whereas X is provided with

a plentiful supply of French bills. When the supply of bills is

plentiful the price falls
;
when the supply is less than the demand

the price rises. Under normal circumstances, the members of

class B in Paris will have to bid against each other for whatever

English bills there are in the hands of Y, and they will be willing

to pay as much as £101 for the English bill. Beyond that price

specie will begin to pass from Paris to London, so that as soon as

the premium is as great, as the cost of carriage the exchang*^*3 said

to touch specie point premium. At this point bullion “begins to

move from France to England. In England, on the other hand,

the price of bills is at specie point discount, the plentiful

supply of bills. Thus, specie point is the rate ot exchange pro-\

duced by buying gold in one country and selling it in the other. 1

10—(1410h)
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The exchanges, in normal times, oscillate above and below pa

always with a tendency towards par. These two limits in tl

normal price of bills may be shown as follows

—

BILL OF EXCHAf^GE
PAR

\

5PECIE-P0IN‘
DISCOUNT PREMIUM

In former times it was thought that the object of foreign trad

was to bring gold into the country. When such conditions existec

and England was the recipient of goods, the exchanges were des

cribed as " favourable.*’ On the contrary, when money tended tc

leave England the exchange was described as “ unfavourable.”

EXCHANGES TEND TO PAR. In the above example, we

observed that bills were at a discount in England and at a premium

in France because A and B have done too much business and C

and D have done too little. Clearly this is an unsatisfactory state

of affairs for A, because cottons were sent across to Paris valued

at ;fl00, in return for which only £99 was paid by X, so that A
had 1 per cent deducted from his price. Hence there is a discourage-

ment to the English export of cottons and trade falls off. On the

other hand, when B goes to Y, he finds that he has to give ;fl01 for

a bill in order to obtain ;fl00 worth of English goods, so that he,

too, is discouraged by the state of affairs.

Now let us examine the trade between C and D. When D sends

claret to C he gets a bill which he sells for £101 and thus he increases

his price by 1 per cent.

Consequently D pushes his sales in England and does his best

s^.o take advantage of the high price of bills. C likes this state of

brokV^^s because he can obtain a bill from X for £99 which will enable

•^o purchase £100 worth of French goods. Suppose this con-

OitA ‘Jjutinues until at last specie point is passed and French gold

begins tv^ Jow into England. Under these circumstances gold in

England is ^increased, English prices rise, the money in France

diminishes, ai., French prices fall ; hence all French buyers in

England are discouraged and English buyers from France are

encouraged, i.e. B is discouraged whilst D is encouraged. Finally,
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the balance of trade turns in the opposite direction and once more

exchanges tend towards par.

When the exchanges are unfavourable to France, this acts as a

tax upon her imports. The unfavourable exchange means that the

English bill in the hands of Y is at a premium, and when B goes to

Y for a bill he has to pay £101. Thus an unfavourable exchange

acts as a tax on imports.

When reading the money article in the daily papers, the following

expressions should therefore be clearly distinguished

—

Favourable ExchalNge*: 3 ^ which are
f
Unfavourable Exchange =

Incoming Gold 5 opposed 1 Outgoing Gold =
Bills at a Discount. ) to (Btt.ls at a Premium.

BILLS DRAWN ON LONDON. Since London is the great

financial centre of the world, most of our foreign trade is settled

by bills drawn on London. London draws few bills but accepts

many. This is largely due to the universality of the British export

trade. Wherever we go there is a merchant who has imported

goods from England and who is only too pleased to obtain an English

bill wherewith to pay for them. Another reason is the fact that

the English bill is always negotiable in gold, and gold of the l ^^th

caratage ; that is to say, of the finest caratage in the world.
^

It is largely for these reasons that England accepts hiucKj

draws little. It is the English bill with the English

upon it that does the work of the commercial v/orld.
"

2^4S^2p5 i

bill does not surpass bills of other countries in reg?

ability and solvency, but the chief thing in which

the bills of other countries is in the universality of I®

it is not merely the magnitude of our exports but t“^

are sent everywhere. In every port there is alw^o*37i

who will be willing to buy the English bill beca ^
for English goods. The bill is drawn abroa^^ 24^0
it will fetch abroad, so that the bill finds

value in the foreign port. Thus, the ra^' — —
are fixed by the pe**^ abroad who 1

quotation of rates in London in foreign

with the rates fixed abroad.
quoted in forei^ cureency

MINT PAR OF EXCHANGE. When ttf^®

‘

a rate that one ounce of fine gold in one”'*
^ buyer o a bi ,

right to receive one ounce of fine goldVJ
poun

24-26
441-441

4-63i-4-63f
63-45-63-55

149f-150i

91All
3/0-3/li
630-680

17-12-17-15
24-45-24-48

35-20
315,000-330,000
81,000-84,000
2/lA-2/lf
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exchange is said to be at a Mint par. This does not by any mean
signify that the exchange enables an ounce of foreign coin t

exchange for an ounce of English coin, for the caratage of the tw
coinages may be different—the caratage meaning the proportion c

pure gold in the currency. The caratage of the British coinage i

22 ; that is, 22 out of 24 or i^th fine gold. In the English sovereigi

i^^ths of the weight are pure gold ; in the French 20 franc piec(

Tjths are pure gold; in the German Reichmark ijjths are pur(

gold ; there is only one foreign country of repute which has s

standard fine and that is Turkey.

The amount of fine gold in the currency of a country is fixed by

its currency laws. The Currency Act, passed by Lord Liverpool

in 1816, fixed the proportion of fine gold in the English currency

at eleven out of twelve parts, but since that it is not the case with

regard to other countries, we must know the law of those countries

in order to find the Mint par, and then work by that process of

arithmetic known as the Chain Rule. For example, we know
that in France 3,100 frs. weigh 1 kilo., which is Tilths fine. £1

v->123*27447 grains = 7*988 grammes, which is the weight of the

Jn^ylish sovereign. Since the latter is y^ths fine, the Mint par

^ een England and France would be ascertained as follows

—

ment to = 7 988 grammes.
, - Every 12 grammes = 1 1 grammes fine,

other hana, in 900 grammes fine— 3,100 francs.

a bill in ordcA 3 jqq

too is discouri^
~ 25*2214 = Mint par between England and France.

cl 1 1 C h
countries have different metals in their currencies,

c aret to e get
country is a gold-using country and the

is price y 1 country like England and China, there is
onsequent y Ir^ade, but it is possible to calculate the Mint

s^.o ta e a vantage oi
using for that day the gold price of silver

brokers ecause e can 0
. ^ principle

o gurc ase £1 wc
fuj. instance, there is a 20 per cent

aux <i>ntinues until at las\ ; . ^ m j.- •

u • 1.V 3 . X T- 1 TO oscei the Mmt par m
egins N ^ Vienna, it would be necessary to find

» m<«^. EiVj
i, ^,4 to the open m«ket in Vienna,

dimmshes, a.., French
rf «« bill wet. eqnal to £IOO,

England ^ cnjont^ec^^ ^ ^^^ang. as
encouraged, ne. B „ dm ^ In other words.
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£80 in London would buy a claim on Vienna with a nominal paper

value of £100. Thus, the real par of exchange is obtained by
subtracting the total depreciation of the paper from its nominal

value.

MEANING OF EXCHANGE QUOTATIONS. The following table

gives a list of the chief exchange rates on London, together with the

par of exchange, the highest and lowest quotations during the

War, and the rate prevailing on 30th December 1922

—

EXCHANGE RATES.

During War. Datb

Parity.
Armis- December 30,
TICE 1922.

High- Low- (Nov.ll
est. est. 1918).

Alexandria 97i Piastres per £ _ _ 97} 97I-97A
Amsterdam 1 2‘ 10 Florins per £ 12*20 8*97 11*46 IWr - 11.71

Athens 25*22^ Drachs*. per £ .
— M05

Belgrade .

Berlin
25*22} Dinars per £ .

— — * ^OL.b-440
20*43 Marks per £ — — _ sales.4.o00~34.250

Bombay . 10 Rupees to Gold £ . 1/6 1/4 1 1/4}-1/4A
if 69*15-69*20Brussels . 25*22} Francs per £ . mittar

Buenos Aires 47*58d. per Peso — —
.•aised 481-44}

790-810Bucharest 25*22} Lei per £. 32 25*22

’'J7-54

Canada 4*867 Dollars per £ . 5*01 4*52 4-69-4*69}
Christiania 18*159 Kronen per £ . 19*63 12*65 24*60-24*62

Copenha^n 18*159 Kronen per £ . 19*68 12*75 17*85 22*48-22*50

Constantinople . 110 Piastres per £ — — — 780-820
Helsingfors 25*22} Marks per £ —

r
— 186-187

Hong Kong
Lisbon 53*28d. per Milreb

25*22} Pesetas per £ .

24*58d. per Dollar

3/8}
35}

1%}
i7}

2/2^-2/3^

Madrid . 26*75 24*05 29*48-29*51

Mexico — — 24-26
Montevideo 50*98d. per Peso

4*867 Dollars per £ .

— — 59} 44^441
New York. 5*06 4*525 4-76jPa 4*63 {-4*631
Paris 25*22} Francs per £ . 28*98 24*97 25*85 63*45-63*55

Petrograd 94*60 Roubles per £10 405 110 _
Prague
Rio de Janeiro .

24*02 Kronen per £ .

26*93d. per Gold Milreb
25*22} Lire per £

14 iiH
149^-150}

Rome 45*65 25*50 30*37} 91}-91|
Shanghai .

— 5/6 2/2} 5/- 3/0-3/1}
Sofia 25*22} Levas per £ 630—680
Stockholm 18*159 Kronen per £ . 19*75 9*95 17*15 17*12-17*15

Switzerland 25*22} Francs per £ . 26*40 18*72 24*00 24*45-24*48

Valparaiso 13} Pesos per £ . 34*60 13*80 19*30 35*20
Vienna 24*02 Kronen per £ . — 315,000-330,000
Warsaw . 20*43 Marks per £

24*58d. per Yen.
81,000-84,000

Yokohama HH 2/3 2/lA-2/lt

The great majority of the rates are quoted in foreign currency

to the pound sterling. In this case the rule is " Buy high, sell low.*'

High rates are for us, low rates are against us.” A buyer of a bill,

say, on Paris, wants as many francs as he can get per pound
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Sterling, whilst a seller wants to give as few francs as possible fo

the pound sterling. Where the rates are quoted in pence to a fixe<

unit of foreign currency the rule will be reversed, so that low rate

will be in our favour.

FLUCTUATIONS IN THE EXCHANGES. The rates of exchange

are constantly fluctuating not only between London and othei

foreign centres, but between such foreign places themselves. The

trader whose dealings involve much interchange of money between

home and foreigA centres must ever be on the alert that he may
avail himself of favourable times and routes for making remit-

tances. The most direct route is not always the best ; in other

words, it is not always best to make a remittance direct, say, from

London to Berlin. A saving may sometimes be effected by first

buyii^g bills on Paris, and then with these making the necessary

purch^;^s of German paper.

The cl td^s which influence the variations in the rates of exchange

are very but the most important may be tabulated as

shown on p.

From this ta xains will be seen that the two main factors affecting

the prevailing ra* of exchange are

—

1. The Currency ^^^^diXons, and

2. The Demand fo* Supply of Bills of Exchange.

CURRENCY CONDIli^^N^S. The basis of exchange rates is the

value of one currency un?\ ^expressed in terms of another. If, for

any reason, one currency becomes of less value, its worth as

measured in terms of another must fall. A fall in relative value

or purchasing power of a currency is known as depreciation. This

may be the result of the issue of inconvertible paper money, or in

the case of a silver currency, it may be due to a fall in the price of

silver, which, in a gold standard country, is simply a commodity.

In such cases the exchanges move against the country with the

depreciated currency, and the variations in the rates of exchange

are accentuated by the fact that the credit of the country suffers

and trade diminishes.

THE DEMAND AND SUPPLY OF BILLS. We have already

seen that if the amount of bills and cheques payable in Paris

offered for sale in London is equal to the demand in London for

such paper, the rate of exchange will tend to be at par. But if

the amount so offered exceeds the demand, it is clear from the laws
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FLUCTUATIONS IN FOREIGN EXCHANGE.

Rates.

Depreciation of

paper currency
Currency clue chiefly to

Conditions. inflation.

Worn or debased
coinage.

Rate
of

Exchange

Imports and Exports as
shown by Board of
Trade Returns.

Trade conditions. Invisible Imports and
Exports, such as in-

come from investments
and earnings for

services rendered.

Demand and
Supply
of Bills.

Bills drawn for purchases
and sales of securities.

Stock Exchange
Influences.

Remittances of loans
raised by governments,
and other undertak-
ings.

Banking
Influences.

Bankers* Investments in
Bills.

Circular notes, letters of

credit

Arbitage, i.e. the pur-

, chase and sale of

currency in foreign

centres.

of demand and supply, that the sellers will have to take less than

par, and the buyers will require more francs for each sovereign.

The chief factors which influence the demand and supply of bills

are

—

(a) Trade conditions. (6) Stock Exchange influences.

(c) Banking influences.

Trade Conditions. Imports and exports are the main elements

in international indebtedness, but in the case of nations such as

our own, freights earned by shipping and other invisible items
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greatly affect the balance of trade. In 1922 the excess of Britisl

imports of merchandise and bullion was £170 millions, whilst th<

net income from Overseas Investments was £175 millions ; th(

Net National Shipping Income was £110 millions, and Commissionj

and other services were estimated at £40 millions ; thus the tota.

Invisible Exports ” amounted to no less than £325 millions.

Stock Exchange Influences. Bills of exchange are drawn on

London against Stock Exchange transactions. For example,

securities are frequently sold in London on behalf of foreigners,

or such securities may be bought abroad on behalf of this country.

Again, the raising of a loan in London by a foreign nation may
influence the exchange against London for a time, because London

has to pay the amount of the loan either in money or its equivalent

to the foreign country or its nominees. The payment of interest

on the loans has the reverse effect because the foreign nation

must make payment to London in money or in kind, thus influencing

the exchanges in favour of London.

Banking Influences. Continental bankers invest their surplus

funds in bills drawn on London which represent gold. These are

generally secure, and usually earn higher interest on the money
investment than the continental bills of the same class. The

Bank rate is usually higher than continental rates, because it is

utilized to protect the reserve, so that London bills are discounted

at a higher rate and therefore give a higher return on money
invested in them. When the Bank rate rises foreign bankers buy
London bills to earn higher interest, and this helps to influence

favourably the exchange rates. If the rate drops these bills may
be sent to London for discount at a lower rate, thereby earning an

immediate profit for the holder.

Bankers and brokers are in touch by telegraph or telephone with

their agents at the principal centres, and by means of arbitage

operations they are enabled to make profits out of differences in

the rates of exchange existing at two or more centres at the same

time ; thus, a banker can make profits by bu5dng, say, francs in

London at 58 to the pound and by selling them in Paris or

Amsterdam at 56 to the pound.

THE WAR AND FOREIGN EXCHANGES. The universal shock

to the financial system consequent on the War manifested itself

most visibly in the foreign exchange market. Exchange rates
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between the belligerent enemy countries were not quoted so long

as the War lasted. In London, bills on enemy countries were not

quoted until the ratification of the Peace. However, from the

exchange quotations of the war period we can derive a sufficient

survey of the shocks suffered by the financial system.

It is often assumed that of all currencies that of the United

States was the most stable throughout the period of the War.

This conception, however, is erroneous ; for the American dollar

experienced some su rprising and curious fluctuations. During

the first period of the Wf.r, it showed a certain depreciation as

compared with many of the belligerent states, and for a time it

remained below gold parity in the subsequent course of the War
as compared with certain European neutral countries. It was not

until the conclusion of the Armistice and of Peace that the dollar

became standard money, as it still is, in international trade.

EXCHANGES BETWEEN NEW YORK AND LONDON. The

course of exchange between New York and London may be given

in illustration. The Mint par of Exchange is 4*867 doUars to the

pound sterling. On the 30th July, 1914, under the pressure of the

withdrawal of English credits from the United States, the cheque

on London was quoted at 5* 15 in New York. This quotation means

that the dollar stood 6 per cent below parity as compared with the

pound. By the end of 1914 this discrepancy was again readjusted.

The last sterling quotation, which was given in 1914 in New
York was 4*85| and this came near parity. In the course of

1915 the exchange rate of the pound in New York went back.

On 1st September, 1915, the pound was quoted at 4*55 dollars to

the pound, that is, 31 f points below parity. The English Govern-

ment succeeded in bringing about an improvement by taking up

the American loan and made an arrangement with the Morgan

group of banks for the stabilization of the English rate of exchange.

From 1916-1919 the exchange rate in New York on London was

maintained with unimportant fluctuations at a rate of 4*765 dollars.

After the conclusion of peace the British Government believed they

could dispense with the very expensive artificial expedients to main-

tain the British-American exchange rate. The consequence was

that a very strong (lepreciation took place in the value of the pound

as compared with that of the dollar. At the end of 1919 the New
York rate of exchange upon London was only 3*765. At the end
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of 1920 it had fallen to 3*53 and for a time during the year it went

down to 3*20, which meant that the dollar had risen to a premium

of 50 per cent as compared with the pound. Towards the end of

1923 the New York quotation for cable transfers on London was
4*63 which is equivalent to a premium of 10% on the dollar.

OTHER EXCHANGES. A much sharper depreciation than the

exchanges of the Entente powers was experienced in the course

of the War and after the conclusion of the Armistice and the Peace

Treaty by the exchange rates of the Central European powers.

Still more unfavourable at first were the exchange rates of Russia,

Poland, and the countries emanating from the Austrian-Hungarian

monarchy. In October, 1923, however, the German mark broke

all records and depreciated to such an extent that it was quoted

at 23 milliards the pound sterling.

Thus the international monetary system to-day is in a state of

chaos, and the return of peaceful conditions and comparatively

stable relations between the exchange rates of the various countries

is dependent on the consolidation of the political, economic, and

financial conditions in the various countries and on the restitution

of normal political and economic relations between the great nations

of the world.

TEST PAPER III

1. Name, witli your reasons, the quality which you consider to be

the most important in any commodity wliicli it is proposed to use

as the money of a civilized community.
2. State precisely the meaning of a " pound sterling.”

3. Explain clearly the terms “Legal Tender,” “Token Money,”
“ Standard." State the law of legal tender in England ; and compare
in tlie matter of legal tender the English currency system with that

of some other great state.

4. Distinguish between “ Capital ” and “ Money.”
5. What have been the more important changes in tlie currency

system of Great Britain during tlie War ? In your answer refer to the

relations at present existing between Treasury note issue and the

issues of the Bank of England.

6. (a) “ The price of gold in this country has remained stationary

at £3 17s. 10Jd. per oz. during the War.”
(h) ” The value of gold in this country has fallen considerably

during the War.”
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(c)
” The supply of gold in this country has diminished considerably

during the War/*
Can you reconcile these statements ?

7. Define credit, and describe three (redit instruments in general

use in the business community.
8. Classify the items of whicli a large ;5oint-stouk bank’s assets are

made up. Examine the relative convertibility of t.ie assets, and state

which you regard as the reserve.

9. Wiat is meant by a One Reserve System ’ of banking ? Illus-

trate your answer from tlie English system.

10. What information is conveyed by the weekly return of the

Bank of England ? Disrus'- what can be said for and against tlie

maintenance of a large reserve.

11. Contrast the banking organizations of Great Britain, France,

the United States, and Germany, with special references to their

systems of note issue.

12. Wliat are the p<3ints of resemblance and of difference between

a bank and an insurance company ?

13. A speculator paid 1 per cent for a ** put " option for a month
on ;£12,500 stock at 123J. After tliree weeks he bought at 12 IJ, and

at the end of tlie month he exercised liis “ put.” What profit did he

make ?

14. Give a general description of the work and organization of the

London Stock Exchange ? What are tlie functions of brokers and

jobbers, and how are they remunerated ?

15. Wliat do you understand by the term ” The Money Market *’
?

What financial operations are conducted in the money market ?

16. What is meant by ” Stock-watering ” ? Why is it resorted to ?

Discuss its effects from the points of view of
:

(a) The purchasers of

the watered stock, and (&) public interest.

17. Illustrate either the connection between banking and (a) bill

brokers, (b) tlie Stock Exchange.

18. Explain how the convertibility of the English bank note is

provided for.

19. You are a reliable timber merchant in a small but sound way of

business, and have an opportunity of importing, against cash, some

thousands of cubic feet of red fir pit props from Riga, at a low price,

on what you judge to be a rising home market. But you have insuffi-

cient funds immediately available. Show how you can, with the

assistance of your banker, avail yourself of the opportunity.

20. Briefly describe how international trade is carried on by means
of bills of exchange. How do you account for tlie practice of drawing

the greater part of foreign bills on London ?

21. What systems are used for denoting the fineness of a gold cur-

rency ? Why, and to what extent, does the fineness of English gold

coins differ from that of other gold standard countries ? Would it be
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either possible or expedient to change the fineness of our gold in order

to bring it into line with that of other countries ?

22. What is the cause of a fall in exchange, and what is its effect

upon a merchant carrying on an important business in Great Britain ?

23. If a country whose full legal tender money is a free unlimited

metal, puts a heavy tax on the importation of tire metal, what effect

would this produce on : (a) Its home prices ; (6) Its foreign trade ;

(c) Its foreign exchanges ?

24. Before the War the pound sterling was worth 4*867 American
dollars or 9*47 Russian roubles. In 1923 the English pound sells for

4*63 dollars, but it is possible to buy many thousand roubles for a pound.
Why ?



SECTION IV

LABOUR AND THE LABOUR MARKET

CHAPTER XVI

LABOUR AND ITS FORMS

The term " labour ” is isef'. in various senses. For instance, it is

sometimes confined to the- effort exerted by persons engaged in

manual work, at other ti nes it has reference to the actual work

which has been completed. In economics, it is not every form of

effort or physical activity which is embraced by the term " labour.”

For instance, where a mountain climber undertakes a difficult

ascent for his own pleasure, he is active and puts forward effort

but does not " labour ” in the economic sense. If, however, a

guide makes a profession of conducting tourists up the mountain,

his activity or effort is labour in the economic sense. In its widest

sense, labour is the application of the physical and mental powers

of man to the procuring of the means of subsistence. A differentia-

tion between physical and mental work is justifiable if we do not

forget that a complete separation of both kinds of labour does not

exist. In all physical work the mind has also to participate,

whereas in mental work the body is never entirely without its

contribution. With this limitation, a differentiation between

physical and mental work may be made. Labour involves the

expenditure of physical or of mental energy. Man has a natural

disinclination to work, and there is always a desire on his part

to make work as easy, as short, and as little fatiguing as possible.

From this natural desire arises the fact that man tries to delegate

his duties to others
;
and, in general, the parties who are economi-

cally the stronger try to shift the more onerous duties on to the

shoulders of the weaker. It is often pointed out that work is a

means of ennobling man, although in reality this is by no means

always the case, especially under modem conditions. The institu-

tion of slavery, together with the existence of masses of free

workmen who possess nothing except their labour-power, facilitates

141



142 PRINCIPLES OF BUSINESS ECONOMICS

the unequal distribution of work amongst men. In our modern

economic system there is a whole series of vocational activities

which can be distinguished by the most varied characteristics.

The degree of skill involved may be very different and may manifest

itself in a multitude of ways. The claims on physical strength

reveal differences as widely marked as those which are made upon

the powers of the mind.

Again, the working capacity of man is infiuenct d by all sorts

of circumstances
;

labour as a commodity is not uniform, but

varies with different nationalities
;

it has developed differently

with historic evolution and with the economic structure of a people.

In short, there are so many kinds and shades as to make it immensely

difficult to reduce all forms of labour to a basic unit. As compared

with money, here we have a fundamental difference. There is a

far-reaching international understanding in the case of money,

which acts as a common means of exchange, whereas in the case

of labour there is a multiplicity of forms which it has hitherto

been impossible to reduce to any common denominator. This

diversity in the forms of labour, which can neither be standardized,

nor easily compared, results from the fact that labour is not a

commodity apart from man, but only becomes one through man
himself. Labour-power is a human possession bequeathed by
nature.

WHO ARE THE WORKERS ? From the foregoing it will be

perceived that the term “ worker is not employed in the narrow

sense of the manual worker, but that the mental worker is also

included in this category ; that is, the term includes both the labour

of execution and of direction. Anyone whose labour finds employ-

ment in an undertaking, whether as manual worker, as an employee

of the lower or of the higher grades, or as an employer is a worker in

the economic sense, although he may in addition derive a larger

or smaller portion of his income from the possession of capital.

Strictly speaking, therefore, only those persons who do not employ

their labour-power in any undertaking are according to the present

usage of the term excluded from the category of workers.

Alongside this essentially wide conception of the term ** worker,*'

the fact must not be overlooked that a person with nothing to give

but his labour, and another who derives an income from capital

and at the same time employs his labour, differ fundamentally
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from each other. Workers with capital at their disposal, in com-

parison with those who have only labour-power, possess a weapon

which enables them to rise more easily into the class of qualified

and directing labour, whereas the possessors of mere labour-power

are generally debarred from reaching these higher grades. It is

not capacity alone which determines the issue, mt the possibility

of receiving the necessary education and training, of establishing

suitable social connections and various other circumstances, and

capability enters into the question only after the fulfilment of all

these preliminary contlitions. A glance at the advertisement

columns of The Times under the heading of Business Opportuni-

ties ” will provide ample evidence in support of this contention.

The possession of a certain amount of capital thus creates the

preliminary conditions for the employment of labour-power in the

direction and management of undertakings. At least, this is the

rule although exceptions are naturally of frequent occurrence.

LABOUR-POWER. Too little is known of the beginnings of

human economy to trace in detail the steps by which the delegation

of duties by the stronger on to the weaker has gradually taken place.

One is led to assume that, even when nature rendered it easy for

man to procure the necessaries of life, some amount of effort had

to be exerted. With an increase in the need for exertion there was

a growing desire to leave to others the fatiguing tasks. It became

recognized that man was a commodity, whose physical power

could be placed at the service of another. This was based on the

assumption that the exercise of the labour-power of a number of

persons was able to procure the necessaries of life in such a measure

as to leave over a surplus after their own requirements had been

satisfied—a surplus which could fall to the lot of another person.

This commodity was the labour-power of man, which with the

evolution of private property, became dependent on the owners

of the means of production. Without the use of human labour-

power no commodity can be obtained, and by labour-power alone

it is possible to produce wealth ; but this, likewise, entails an

unequal distribution of goods. In order to be able to make use of

his labour-power, man has to replace the forces which he expends

;

in other words, he must be able to command a certain quantity of

goods which will permit him to satisfy the most pressing human
needs. These are the costs of the reproduction of labour-power.
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the varied nature of which, in the inhabited parts of the globe,

stands in striking contrast to the stationary value of gold.

In the case of black labour in Africa, the costs of the reproduction

of labour-power are entirely different from what they are, for

instance, in the case of white labour in Europe ;
they are quite

different in the case of an English workman and that of a Japanese.

Two circumstances combine to produce this difference in the costs

of the reproduction of labour-power—in regard to external causes,

the degree of productivity of the natural environment, and from the

human side, the extent of the man’s needs involved in the satisfaction

of his wants. The lower these claims, the cheaper are the costs of

reproduction in a country of great natural resources. The more

these claims increase and are realized, the greater will become the

costs of production unless nature is particularly rich in its resources.

Where this is not the case, and where the claims nevertheless

increase, there must also be an increase in the efforts applied to the

production of natural products. In short, the costs of the repro-

duction of labour -power, not only for natural but also for historical

reasons, show such a marked differentiation, that the commodity
“ labour ” in economic science requires a totally different treatment

from that of all other commodities.

Man is not merely the vehicle of labour-power, but more especially

is he a conscious and wilful being who, for economic purposes,

expends his labour-power only so far as he is compelled. This

obligation is the combined resultant of the sterility of nature and

of the power on the part of his fellow men to employ his services.

This obligation to work also increases with the extension and inten-

sity of human wants. Thus, when a survey is made of the great

fund of labour-power throughout industrial society it will be seen

that there exist the most far-reaching differences in the costs of

reproduction of the commodity “ labour.” From this differentia-

tion it follows that the commodity-value of labour even in its

simplest forms, cannot be homogeneous, but that the sharpest

differences must exist, not only as between country and country,

but also as between the different parts of one country.

THE DIFFERENTIATION OF LABOUR. Labour expended on

economic objects is of great variety and is valued differently

according to its ef&ciency and according to supply and demand.

Labour, the execution of which necessitates a long period of
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training, is usually more valuable than that which can be executed

without any preliminary training or apprenticeship. Highly-

skilled labour often requires a different standard of living from that

of unskilled labour. These differences in the kinds of labour are

so essential that it would be quite misleading to ignore their influence

in estimating the values placed upon labour. 1 n particular, labour

which is largely mental, such as directing and managerial labour,

must be estimated at a higher value than meie manual labour.

Within tJie sphere of men*al laboui, creative work is the best and

ought to he valiuuj the hi ,hest. although in practice it frequently

sinks very low c\ving to the fact that it is not appreciated; at

least, not until it is too late. In the economic process, however,

there is no conscious valuation of labour according to its inherent

qualities, although certain differences have unconsciously been

fixed traditionally —differences which arc subject to continuous

fluctuations under the pressure of competition in the labour market.

Likewise, the valuation of mental effort fluctuates within wide

limits in accordance with the state of demand and supply in a

certain vocation
; and it may happen that, owing to the market

conditions, highly skilled mental work is estimated at a lower

figure than mere manual labour, the execution of whicli requires

no preliminary training. There is no fixed standard of value for

labour, for the number of those willing to carry out the work is

u.sually greater than the demand. The splitting up of the earth

and its treasures into private hands, together with the law of

inheritance, tends to lead to the increase of that class of person

who, in the market, has nothing else to offer but his labour-power.

II -(I4I0I1)



CHAPTER XVII

WAGES AND THE REMUNERATION OF LABOUR

Labour ” as a commodity has an exchange value, i.e. a price

which is known by the term ** wages.” The wages which a person

receives for a certain amount of work is primarily determined by

the costs of reproduction of labour-power, but also by the custom

or tradition which has developed in the various countries, trades,

and professions. The costs of the reproduction of labour-power

fluctuate within rather wide limits, so that we cannot speak of a

uniform value of labour. Wages are sometimes described as the

compensation paid for labour-power expended in the interests of

another. This conception does not take sufficient cognizance of

the economic dependence of the worker. In fact, the worker does

not wish to give his labour-power to another at all, but in order to

survive he is compelled to hire out this, his sole commodity, to an

cntreprenetir. Wages may also be regarded as the hire price of

human labour, the rate of which in contrast to the rate of interest

on capital, does not vary evenly in all parts of the world, but

fluctuates considerably with the change in the costs of reproduction

of the same labour service. Wages are measured and paid out in

money under a money economy. These are known as nominal

wages. In places where wages in kind still prevail, they may also

be expressed in terms of money. Here we will once more observe

that the term ” labour ” will be conceived in its widest sense as

embracing mental as well as physical effort directed to an economic

end.

LABOUR AND ITS COSTS OF REPRODUCTION. The price of

labour-power is measured chiefly by the costs of reproduction,

that is, by the expenditure necessary in a certain market area for

the satisfaction of the worker’s wants. This expenditure is by no

means a fixed amount in the various economic areas, but is subject

to rather wide oscillations. Even if we take the lowest class of

labour, the costs of reproduction of its labour-power differ greatly

within the same economic area, but they manifest startling differ-

ences when we compare countries with a highly developed civiliza-

tion with those at a lower stage. International contrasts are
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particularly noteworthy because peoples with the lowest costs of

reproduction of labour-power continue to play a very important

part in regard to numbers. If we only think of India and China

with their 720 million inhabitants, against which may be compared

the population of Europe (excluding Russia) and North America

with a population of about 400 millions, wc. have, broadly, the

representatives of the economic areas which are strongly contrasted

in regat I to the costs of th«" reproduction of their labour-power.

Althoug ‘1 this cont-ast may to a large extent be latent, yet it is

none the less sigmtivant when dealing with international competition

in the labour market. It shows the leeway which has to be made

up before the costs of reproduction of labour-power have been

levelled up not orly within the same economic area, but inter-

nationally. Until this end has been achieved, the country with

higher costs of reproduction of labour-power will have to withstand

many a blow from th^' countries with a lower cost, even though

provision be made to mitigate such blows.

METHODS OF WAGE-PAYMENT. The usual form in which

wages are paid under our modem economic system is in money.

Payment in kind has been almost completely abolished in the more

highly developed economic areas, although it may still be met with

in some branches of agriculture. Here wages in kind and money
wages are frequently combined with each other. A similar con-

dition of affairs exists in the payment of the wages of domestic

servants, and in some cases of shop assistants who, in addition to

money wages, receive also board and lodgings with the employer.

In determining the amount of wages to be paid, the difference

between time wages and piece wages is important. Time wages

are paid without special regard to the output of work, since it is

agreed that a certain amount of money shall be paid for a certain

period of work. These wages are usually expressed at so much
per hour, day, or week. In the case of piece wages, however, a

rate per unit of work to be done is agreed upon, and this amount

is paid after the execution of the work without regard to the time

occupied in completing the task. Of course, piece rates are measured

on the basis of previous experience, due regard being paid to the

probable duration of the work. Where piece rates are in vogue

the worker has the chance of reducing the working time by increasing

the intensity of his work and thus is able to earn more in a shorter



METHODS OF INDUSTRIA

METHOD. DESCRIPTION. WHERE APPLIED.

I. TIME WAGES. The worker is paid in strict

accordance with the time
spent on the work at so much
per day, hour, week, etc.,

irrespective of output. A
certain minimum of output,

however, would be demanded.

Building industry, transpo

generally, agriculture, pa

tern-making, woodworkii
trades, printing industry, di

tributive trades and cleric

work.

II. PIECE WAGES. The worker is paid according to

the output. The piece rate

is usually fixed at a certain

fraction above the customary
time rate of the average
worker.

Textile industries, engineerin

mining and metal industri

(in the case of direct workers
shipbuilding, clothing, bo^

and shoe, glass and pottei

industries, coal trimming ar

bunkering, loading and ui

loading of standard product

e.g. ore, grain, timber, etc.

III. PREMIUM
BONUS
SYSTEM.

A time allowance is fixed for

the job, and if it is done in less

time, the worker is paid the

time rate for the time actually

taken, also a fraction of this

rate for the time saved.

Engineering trade.

IV. SLIDING SCALE. Wages fluctuate with the selling

price above a certain fixed

minimum standard, and pos-

sibly below a certain fixed

minimum standard.

Certain branches of the iro

and steel industry, also th

coal industry.

V. SCIENTIFIC
MANAGEMENT.

By this method the time neces-

sary for a task and the most
efficient method of doing it

are ascertained in a scientific

manner, and thus piece rates

are fixed scientifically. Above
a certain minimum of ouput
the worker is rewarded at a
rate increasing with the quan-
tity of output, and when a
certain output is reached he
is also given a bonus.

Largely in U.S.A. To a les

degree here in work of a re

petitive nature, e.g. loading c

pig-iron on trucks, laying c

bricks, handsewing in tailoi

ing, engineering, etc.

VI. PROFIT
SHARING.

A percentage paid on wages
varying with the profits of
the concern.

In isolated instances, e.g. ai

engineering firm.

VII. COMMISSION
SYSTEM.

This is a payment of time wages
pips a commission calculated
on the turnover or profits.

Distributive trades, commercia
travellers, etc.



REMUNERATION

ADVANTAGES. DISADVANTAGES.

1. This method of remuneration is simple
and straightforward.

2. Since the worker is not tied to time the
quality of the work need not suffer.

1. Unequal output above the minimum
demanded is rewarded unequally.

2. There is frequent difficulty in decidinj

what should be the minimum outpu
demanded.

1. Labour awr^rded according to efficiency.

2 , Fixed cap! al used more economically,
so that o/erhead charges arc reduced.

3- The work** is more irdependcrt.
4. It affords an inceptive \o i.icreased

output xtid hence nages.

1. Difficulty of fixing piece-work rates

owing tj the varied nature of the
output.

2. Possible deterioration in the quality 0
the output.

3. A change in the method of productioi
may lead to a disproportionate change
in the piece rate.

T. Output encouraged.
2. Cost of production diminished since

there is a saving on labour cost and
overhead charges.

1. Difficulty of fixing the standard tim(

allowance fairly and of adhering to it

both on the part of the employer an(

the employed.
2. Changes in the method of productioi

necessitate changes in the time allow
ance with its attendant difficulties.

1. Wages are made dependent on the
prosperity of trade.

2. Slack trade and lower prices are made
more bearable from the employer’s

point of view by a lower wages bill.

3. Brisk trade benefits the worker as well

as the employer.

1. Dissatisfaction and inconvenience i

experienced when the selling pric(

fluctuates violently.

2. A high selling price does not always mear
high profits, and the higher wage:
resulting therefrom may be neutralize!

by a higher general level of prices.

X. Efficiency encouraged.

2. Rate cutting is prevented and made
unnecessary.

3. Economy of effort on the part of the

worker.

4. Increased division of labour and
specialization of processes.

5. Much skilled work is relegated to the

unskilled workers.

1. The worker is reduced to a mere autom-
aton and all originality and initiative

is eliminated.

2. Possibility of nervous strain on th<

worker.

3. Difficulty of obtaining suitable condi-

tions for investigation and allowing foi

unforeseen and unavoidable delays ir

practice.

4. The resulting systems of payment are se

complicated as often to be beyond the

understanding of the workers.

1. Gives the worker a real interest in the

business.

2. There is an incentive to increased

output.

I. The reward is too remote to have any
real effect on the efforts of the worker.

2. The amount of profits is often beyond
the worker’s control since market condi-

tions largely decide this.

z. The interest of the workers in the
prosperity of the business is secured.

2. There is a great incentive to the increase

of sales.

1. Where the time wages are low the posi-

tion of the wage earner is precarious.

2. Wages are not so much for effort as for

personality and other factors, some of

which may not be socially desirable.
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time. However, so long as the piece rate system is regulated one-

sidedly by the employer, it exercises a fatal effect upon the output,

and in the long run the saving of labour-power does not benefit

the worker but the entrepreneur. With the increase in the intensity

of labour, there develops a tendency on the part of the employer

to reduce the piece rates with the object of still further increasing

the output.

TIME WAGES PIECE WAGES. Time Wages are the most

common in England. They are unavoidable where

—

1 . It is difficult to delegate a certain amount of work to a workman
and pay him by results. Most processes of industry are so complex

that it is impossible to pay each individual by his unit of output

or work brought to a certain stage of completion.

2. Where quality is a first necessity, it is more likely to be produced

if time wages are paid.

3. If delicate machinery is used, piece wages would entail certain

risk through the desire of the workman to speed up his work.

4. If the amount of work done by a workman is dependent on

that turned out or given over to him by another, a system of piece

wages would be unfair since his output would be dependent on others.

In all these cases time wages are essential.

Piece Wages are preferable where work can be subdivided and

payment per unit of output is possible ; for example, in tool making,

engineering trade, textiles, and in coal mines. Where work cannot

be split up into small units, the difficulty can be overcome by
payments of group piece wages, where a gang of men are engaged

on one article and the payment is divided among them. The
group should not be too large or the individual incentive will be

destroyed. Where quality is a sine qua non, piece wages are not

available, since a costly system of supervision and control will be

necessary.

Piece wages are also objected to on the following grounds

—

[) Moral. The worker is tempted to rush his work during the

first few days of the week, and when he has assured himself of a

fairly satisfactory wage for the week, he will be tempted to slack

the rest of the time.

() Health. Piece wages afford a strong temptation to over-

strain and the effect will be detrimental to the health and physique

of the worker.



METHODS

Group

Contract

Wages.

System.
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(c) Economic. The policy of the working man in receipt of

piece wages is to turn out work which will just attain to the required

standard. Near enough,” is his motto. There is a tendency to

scamp work. Good workmen take a pride in their work and

deprecate such methods. Goods turned out in a hurry are rarely

without some defect. Dissatisfaction of the buyer may cause

further demand to contract and the ultimate effect of piece wages

may be harmful to the industry.

OTHER METHODS. Other forms of wage payment are task

wages, progressive wages, wages plus a share in the profits, and

wages plus a share in the management, but these latter forms are

not common. (See Table on page 151.)

Task Wages are payments made for a minimum amount of work

which must be turned out or the workman may be dismissed. No
extra payment is made if the minimum amount is exceeded. Such

wages are not popular
;

they might be applied in the building

trades, e.g. bricklaying or digging.

Progressive wages are paid where any excess above a given output

is paid for by an additional bonus. Since they would have the

same effect as piece wages if payment for additional units were

made at the usual rate, the quality of the work done would suffer

and the payments are generally made on a decreasing scale, for

every unit of output above a certain amount. According to

this method there is a certain minimum of output below wliich

the worker would not be employed. At that minimum he would

be employed at a certain rate per piece. As he improves in the

amount he produces, he is paid, not merely more in proportion

to his increased output, but more per piece—a higher rate of pay

for a more effective production. When the standard output is

reached the payment made is not only a payment at the maximum
rate per piece, but there is also a bonus added to the proceeds of

this standard rate. Beyond this standard output the worker’s rate

per piece for the additional product is rapidly lowered as it is not

to the employer’s interest to encourage a man to do too much.

Such wages are useful where work can be divided into individual

units, but where good quality of labour is also required, e.g. in the

manufacture of straw hats of good quality, art pottery, etc., a

modification of the progressive wage system is the gain share wage,

where payment is made for time saved. For instance, if a workman
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finished six hours ordinary labour in five hours, he would receive

a bonus.

^' SCIENTIFIC MANAGEMENT. This is one of the names adopted

for a certain body of principles and methods of management which

have been propounded as applicable to industrial undertakings,

other names being Efficiency, Engineering and Industrial Manage-

ment. The idea has been adopted chiefly in America, the home of

mass production. In the main, it is a method of redistributing

and reorganizing the functions ard the mutual relations of the

personnel of a largr vindertaking, with the object of increasing the

aggregate efficiency by narrowing the range of responsibility of

most of its employees, and bringing careful studies to bear on the

instructions given in regard to the simplest manual operations.

The chief features of the system are

—

1. Central Control. The establishment of a strong central con-

trol which can arrange on a firm basis the details of work by the use

of an elaborate system of instruction cards. These cover very

many details, and contain the particulars required by an expert

cost-accountant.

2. Planning Department. The establishment of a planning

department, the duty of which is to lay down the order of preference

of all work, and the sequence of operations or moves through which

each job has to pass. It arranges that nothing shall go into the

store or leave it without records ; that material shall be ready for

every job, and that every class of machine shall, as far as possible,

be in fairly constant employment ; and that the total route travelled

by each product during manufacture shall be short and easy.

3. Time and Motion Study. Time studies are made of the ele-

ments of all jobs, whilst motion study is a development of time

study, being an analysis by special methods of the motions involved

in an element of work. From this study motions or parts of motions

which are useless are eliminated and the new method taught to the

worker.

4. Payment by Result. The aim of scientific management is to

ascertain the time which a job requires when performed with

standard provision of accessories, and by a workman of fair

average ability. It sets a standard wage which corresponds to

that standard time, and finally it increases the wage for the whole

of the job for every diminution below the standard of the time
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which the workman detains his plant on it. It claims that very

high efficiency of plant can be obtained without overstraining the

operative in charge of it, by supplying him with high standard

conditions of work, and causing his remuneration for each job to

increase with every increase in the speed of its performance.

5. Standardization of all machines, tools, and appliances, and

of all factory equipment.

THE WORKING TIME. In order to determine the income of

the worker, it is necessary to know not only the amount of output

for a certain unit of effort expended or for a certain period of time,

but also the length of time which the person is employed daily,

weekly, or annually. When we know the rate of wages of a worker

per hour, this is only one factor in the determination of the worker's

income. The other factor is the number of hours for which the

workman is engaged in production. The number of working hours

is by no means always the same but is subject to great fluctuations,

a circumstance which is largely due to the fact that the opportunity

for employment is not always the same. The chances of employ-

ment are determined by the state of the weather, the seasons,

changes of fashion, market fluctuations, etc. ;
in short, they vary

to such an extent that the annual working period is consequently

by no means a fixed quantity. It frequently happens that the

rate per hour in a particular calling is very high, whilst on the other

hand the worker is employed for certain months in the year as

for instance, in the building trades during the winter months.

The income is therefore so greatly affected by this circumstance

that the total amount of wages is not so high as in another calling

where the worker is employed all the year round at a lower rate of

wages. The working day finds its natural limit in the exhaustion

of the workers, but in reality custom, legal enactments, trade

unions, etc., have tended to prevent this natural limit from being

reached. The man who works until he is exhausted is not likely

to enjoy a very long life. Experience also teaches that the output

does not increase according to the length of the working day, but

begins to diminish with the advent of fatigue.



CHAPTER XVIII

UNEMPLOYMENT

A SIGNIFICANT phenomenon in the labour market is the continual

unemplo^’ment which grows in a disquieting degree, especially in

times of industrial depression. Mthough capital may always find

employment, the sj iuo renark does not apply to labour-power.

For laU ur, the supply is on an average greater than the demand.

For the relatively large increase of human beings who have only

labour-power at their disposal it becomes more difficult to produce

the needed additional food
;
harder to produce food enough. The

competition of the permanent surplus in the labour market is itself

a means of throwing a certain amount of labour out of employment.

In addition, however, there are other causes of unemployment

which exercises a temporary influence on the amount of unemploy-

ment in the various trades and professions. It is especially the

older and more' service-worn workers who, under the pressure of

competition, are thrown out of work, and who are condemned to

temporary or even permanent unemployment. If one surveys

the labour market over a period of years it is impossible to avoid

the impression that, apart from a few short periods, a surplus of

labour and, in consequence, unemployment prevail, and that in

years of trade prosperity this surplus is less on the whole, whereas

in periods of acute trade depression the excess of the supply over

the demand is greater.

This surplus of supply over demand affects all vocations more or

less, although in trades where unskilled or cheap labour is employed,

the unemployment figures are particularly high. In agriculture,

too, employment fluctuates so much that we cannot speak of a

continuous period of work for the labourer, and here likewise the

casual worker has his periods of unemployment every year.

FLUCTUATIONS IN TRADE. There are three different types

of fluctuations in trade, viz., daily, seasonal, and cyclical.

In some trades the demand for labour fluctuates from day to

day as in the shipping trade, where the problem of casual labour is

most acute.
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Seasonal Fluctuations. Most trades have their regular alterna-

tions of busy and slack months year by year. Each trade, moreover,

has its own characteristic period of fluctuation. For example

—

1.

The building trades have far greater employment in summer

than in winter.

An undertaking in which, during a trade boom, the maximum number of persons employed is

3,550, is compelled by daily fluctuations in tr.ide to reduce the number of its employees to

3.500 ; the occurrence of seasonal depression in tiade reduces the number to 3,000 ;
finally the

appearance of cyclical depression amses the undertaking to reduce its staff to a minimum

—

i.e, 2,000.
The diagram also illustrates the tendency for the least efficient, or marginal, workers first to

be discharged.

2. The coal trade is more active in winter than in summer.

3. The printing trade has four well-marked fluctuations, the

greatest activity coinciding with the output of the quarterly

magazines.

4. There is a well-marked autumnal pressure in the money market,

usually showing itself in rising discount rates. This is probably

due to the fact that the summer and the autumn are the spending
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seasons. The harvest has to be reaped and wages paid, whilst

there is a demand for money for holiday expenditure.

Some of these seasonal fluctuations are clearly the direct result

of climatic conditions, e.g. building and coal mining
;

others

appear to depend upon fashion alone, e.g. printing trade
;
in others,

both climate and fashion have their effects.

The diagram on page 156 shows the influence of these changes

upon unemf ‘oyinent.

THE TRADE CYCLE. It has been noticed during the last

century that good times are succeeded by bad times at fairly

regular intervals. These waves of good and bad trade have been

extraordinarily uniform, and the name trade cycle has been given

to the phenomenon. The cycle generally takes up a fairly constant

period of three-and-a-half years. The trade cycle is usually brought

about as follows : It usually commences after a series of good

harvests which cheapen the cost of food. As food is cheaper there

is more money available for other products, and this demand

stimulates production in other trades. The producers finding they

can make good profits offer good prices for their raw materials, and

consequently the boom begins to spread, while the fact that larger

wages are being paid also assists the demand for goods through the

abundance of money. At the same time credit facilities are better,

and prices, wages, and profits continue their rise. Now come in

the speculators, and these operating with borrowed money force

up prices until credit is inflated and trade is in a dangerous condi-

tion. The lenders of money first give the alarm, and their first
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step is to limit their loans which immediately disturbs trade. The

speculators have to sell at a loss in order to meet their obligations

and the boom is stayed. If a large speculator fails, his failure

brings about others and panic is soon bred. Prices fall, wages

and profits fall, and trade is bad. The cycle is complete, and after

a period of quiescence the movement will start again going through

the same stages.

Causes of Trade Cycles. Several theories have been advanced to

explain the trade cycle, viz., th(i climatic theory, the psychological

theory, and the theory based on competition.

The Climatic Theory first took form in the Sun Spot Theory

of Jevons, which was generally discredited. It has been revised

and again offered by his son. Under the Climatic Theory it is held

that the heat given by the sun is not constant and may synchronize

with the sun spots. Greater heat is bound to affect the harvests

of the world and may result in bigger harvests with resulting

beneficial incentive to trade.

The Psychological Theory holds that men influence each other

anrl mould each other’s ideas. A state of depression in one district

will influence another and the impression will spread.

The Theory based upon Competition holds that keen competition

leads to overproduction and consequent crises in certain trades

which affects other trades.

None of the three theories affords an irrefutable argument since

there are always factors present which cannot be explained away.

But taken together they may give an explanation which one can

accept.

The Future of Trade Cycles. The argument has been advanced

that with the growing complexity of modem commerce and industry

and their world-wide ramifications, and the absolute necessity of

production for future or distant markets, trade fluctuations are

bound to occur in the future and with increasing irregularity.

.
Professor Chapman does not agree with this view. Experience,

he argues, is a great teacher, and the world has not had many
years’ experience of the trade cycle. It may be supposed that

business men will gain the ability to predict the effects of the cycle,

and in times of over-trading restrain their inclinations to do all

business possible with the aid of borrowed money. Again, in bad

times they will consolidate their positions and prepare for the future.
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In bad times prices are low and the moment is most favourable

for building new factories and offices and for the purchase of raw
material. Again, the increasing facility of communication and the

ability to secure quick and reliable intelligence will tend to avoid

fluctuations in trade through producti'm for distant markets.

Another vital factor in the scheme is pi^rchasi/v^ power, which is

controlled by the banks. In times of excitement and abundant

credit, thi janks are tl^c first to see that things have gone too far,

since their usiness is *.o see rhac the credit superstructure does not

become big or unwi'Id in pi'oportion to the cash basis on

which i1 .;s built Uj». The banker can to a large extent control

trade flurtaaliujis. Still he must have an eye to his own interests,

and what he :ofuses tu do may be done by a competitor. The

increasing amalgamation of banks and the formation of huge

money trusts has been bewailed by many. But a meeting of

bankers which could control all the banks in England has great

possibilities during a time when credit inflation is becoming

dangerous.

CLASSIFICATION OF THE UNEMPLOYED. One of the most

fundamental mistakes which has been committed in the various

experiments made for dealing with unemployment is the attempt

to deal with it in the lump, as if j^ersons wen^ all unemployed

because of the same cause, which could be solved by the satne

remedies. When once it is realized that the unemployed consist

of a variety of classes which have to be dealt with by a variety of

remedies, a great advance will have been reached.

REPORT OF THE POOR LAW COMMISSION, 1909. In the

Majority and Minority Reports of the Poor Law Commission, issued

in 1909, the following classification was adopted

—

Class 1 .—^Those from Permanent Situations. This is the most

difficult class to deal with. Men and women who may have been

fifteen or twenty years in the employ of a particular firm and are

committed to that business, for some reason or other lose their

foothold in the ranks of industry, perhaps because of the bank-

ruptcy of the firm, new methods of production, or some minor fault

such as friction with the foreman, etc. This class consists of persons

who have been in a permanent occupation and who in many cases

are too old to enter upon a new occupation. Whilst this is the

most difficult class, fortunately it is the smallest. Although
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theoretically possible, insurance against unemployment is not

applicable to this class since no one would propose to provide such

persons with benefits for the remainder of their lives.

Class II.—Persons from Discontinuous Employments. This con-

sists of a large class of persons engaged chiefly in the building trades,

who, while they can probably get a job again in a few weeks or a

few months, have no job at present. There are a great number of

trades marked permanently by this seasonal unemployment,

especially the so-called Seasonal Trades. In this class the method

of assistance is obviously entirely ditferent from that which could

be devised for the first class. All that the members of this class

require is to tide over a certain period when they will again be able

to find a foothold in their own trade.

Class III.—^The Under-Employed. In the first class arc included

individuals who happen to be undergoing the experience—in their

lives occasionally only, and even rare—of being out of work. In

the second class the whole body are normally and habitually out

of work in the inters als between jobs, such intervals occurring every

few weeks or months, involving a chronic '* leakage in loss of

time and wages, and being, in the cour.se of the lifetime of nearly

every man, occasionally .so prolonged as to create acute distress.

In our third cla.ss we are faced with the problem of a whole popula-

tion of manual workers who are, year in and year out, week by week,

continuously in a state of partial destitution of the necessaries of

life owing to their chronic failure to get a full week’s work. This

is not unemployment in the ordinary sense, but something which is,

in its social effects, (‘ven worse. It is not a case of the man being

alternately fully at work and fully at leisure. His whole life is

absorbed either in work, or in looking or waiting for work, but he

does not get his time paid for. It represents at the bottom not so

much want of employment as a wrong distribution of employment,

a spreading, say, of 3,000 days’ work in a week over 1 ,000 men at

three days each instead of 500 men at six days each. This casual

labour class is estimated at a million or more in number.

Class IV.—^The Unemployable. This class consists of the ** Can’t

Works ” and the ** Won’t Works.” To this type there approxi-

mate a heterogeneous crowd of persons without any recognized

means of subsistence, who either do not seek work, or who seek it

in vain, owing to physical or mental shortcomings, in such a
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condition that they are not taken on by any employer or, if taken on,

are incapable of working or are unwilling to work, or cannot retain

any situation for more than a few hours. In this crowd there are

to be found men who have fallen from evt'ry social grade, every

profession, and every section of the wage-t arners ; along with others

who have, so to speak, been born and bred in lh_' class, and have

known no r ihcr experience Among them we find many of feeble

intellect ai d infirm will, but also some of moral refinement and

exceptional ^.alent. "itbers, -^gai >, are strong and competent, but

of irciirabiy parasitic or c.rii in.d disposition.

DE-CAS(JALIZATTON ANTD THE LABOUR EXCHANGE. The

idea of de-casualization as c ^cpc tiruled by Sir William Beveridge in

his book on \j iicmployment prompted the establishment of labour

exchanges, and this iti turn tends to affect the classification of

unemployment. If the principle of de-casualization were applied

with success and it was fairly universal, that is, if every casual

labourer had to apply for labour through a labour exchange, it

would mean that Class III in the above classification would be

reduced to exceedingly small proportions, and if the scheme were

completely successful, it would disappear and we should have a

certain number of persons in Class III eliminated altogether, whilst

the remainder would be either in permanent employment or in

discontinuous employment. With regard to Class IT Sir William

Beveridge’s argument is that whatever schemes of relief were

adopted for the benefit of this class they would always be swamped
by casual labourers who could, from the nature of the case, receive

no permanent benefit from them.

A glance at the unemployment relief .schemes of the past shows

that they were intended to deal with Class II. Men were given

work during the winter and paid wages sufficient to maintain them-

selves and their families. Such schemes as these were well suited

to members of Class II, for what they required was to be tided over

the period of acute depression. It is quite clear that such schemes

could be of no use to casual labourers, who would be in the same

condition at the end of the relief work as they were at the beginning.

Again, insurance is suitable to Class II. It is a form of relief

which is expected to take the place of the Municipal Relief Works
which used to be established before the War. The whole idea of

insurance is that the insured workman should pay contributions

12—(1410m)
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when in employment, and should draw from those payments

when he is out of work. But it is clear that no insurance scheme

could undertake to maintain men who were unemployed in per-

petuity. The idea is that those who are unemployed should be

in employment for so much longer than they are unemployed

that their contributions, while in employment, will be sufficiently

large to cover the remaining period.

LABOUR EXCHANGES AND UNEMPLOYMENT INSURANCE.
The theory of labour exchanges is that the insolvable problem of

casual labour will be exchanged for the problem of discontinuous

employment. The effect of labour exchanges might be that the

number of persons in Class II will be increased above the present

number and then a system of insurance applied.

If we look at the provisions of Part II of the Unemployment

Insurance Act, we shall find that it is divided so that the casual

labourer is automatically excluded and it is confined to the members

of Class II. It is thus calculated to include within its scope those

who are subject to seasonal fluctuations such as the building trades.

Immediately unemployment becomes so great as to approximate to

that of casual labour, then the Act does not apply. Thus, there is

a close connection between labour exchanges and insurance, and

also in the working of the two systems. Insurance is the com-

pletion of the work of the labour exchanges, and the two together

are intended as a solution of one of the most difficult sections of

the problem of unemplo5mient.

We have seen that the process of de-casualization means that

certain classes are likely to be excluded altogether from employ-

ment as a result of labour exchanges. The same tendency towards

elimination is seen in the case of the introduction of a minimum
wage. If such legislation were carried out thoroughly there would

be a certain number of persons who would not obtain employment

at that wage. Already the trade unions have experienced this

difficulty where older men cannot obtain the standard rate.

The effect of labour exchanges is to raise the standard of employ-

ment by the elimination of a section, and the raising of wages is

effected in the same way. The combination of the policy of the

labour exchanges with that of the payment of a minimum wage

is hoped to have the consequence of enabling everybody within

^e ranks of industry to live at a fairly high level. Such a policy
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involves a cleavage between those who can and those who cannot

live up to a certain standard of efficiency. What to do with those

who are eliminated from the ranks of industr}" is a problem which

has not yet been decided. The machinery intended to deal with

them at the present time is the poor law. Legislators, however,

are afraid of moving forward fast until there is some form of

machinery other than the tx)ot law. If the poor law were so

reformed i lat one could consider the eliininated people committed

to its chaTj^^ with rrv equbuirn "V than at present, then this class

of L gisln'-.k'O, intend(‘d to .r^tctbcsh a minimum standard of life,

would ur.dcubtedly move forward with gn'ater rapidity than has

been the ca.sr in the pi.«t.

We may saieiy conclude that in seeking to remedy unemploy-

ment no one solution can even be conceived as offering any hope of

a cure. We require a thorough scientific treatment, one that will

recognize that we have all sorts and conditions of individuals to

be grouped in classes most carefully graded. For each class there

must be found the appropriate treatment and this treatment must

be such that it will fit into one organized system by means of which

the derelict and outcast of society may be restored, step by step, to

self-respecting citizenship.



CHAPTER XIX

ORGANIZATION OF THE LABOUR MARKET

Attempts to organize the local demand and supply of labour took

place at a relatively late period in contrast to the creation of

markets for other goods—especially for money and capital.

Formerly, it was customary for people in want of employment to

look around their own neighbourhood in search of a job. If there

were no vacancies in their own locality, they used to tramp about

from place to place in the hope of finding employment. Any
increased or sudden demand for labour was made known through

the medium of advertisements. Instead of this primitive method

of bringing demand and supply in the labour market in contact

with each other, a regulated exchange was instituted by the creation

of labour exchanges, in which was collected the supply and demand
for labour in a (.ertain area or in certain trades. Both employers

and workers supported the establishment of such exchanges, since

they were controlled neither by the buyer nor by the seller of labour.

Apart from the national organization, public labour exchanges

were also instituted by the municipal authorities as well as by
professional employment bureaus who filled a large number of the

vacancies in the labour market, and may thus be regarded as the

first attempts to organize a market for labour. These exchanges

were connected with each other so that matters could be adjusted

should demand without supply exist in one place, or a corresponding

supply and no demand in another. These first attempts at market

organization for the commodity labour,'' constitute the beginning

of that net-work of labour exchanges which now covers the whole

national market area. It is their function to equalize the excesses

and deficiencies in supply and demand similar to what is done in

other organized markets.

STRIKES AND L(XK-OUTS. In the undertakings engaged in

the production and distribution of goods, the workers hire their

labour-power to the employers for comparatively short intervals

at a time. In all the large manufacturing undertakings the notice

of dismissal is cither quite short or non-existent. In agriculture

^
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the conditions tend to be different owing to the peculiar nature of

the work, and also partly on account of the prevailing custom.

The fact is that the individual workman cannot change the working

conditions imposed upon him by his employer but, as the economi-

cally weaker party, he is obliged to acct‘pt then^ if he desires to

sell his ]abour-pow(T. Hence, in order to im])r.:)ve the working

conditions or to prevent them trom lx corning worse, the workers

have ende'^'^oured to exert jaessure upon the employer, not singly,

but in coni lination, their o!)je^ i 1 eing to force up wages, ic'duct

working h or ob^^i.i otl ci cxaicessiOiis.

Should ‘lie contr; n of eripJ^wieent extend o\'er a long period of

lime, thus nr('essitating a formal notice of leave, the result would

be that the. employer conld very .^oon find substitutes for the depart-

ing emplcyees. (3n ibis account the workers of a particular under-

taking or of a group of undertakings often lay down their tools

very suddenly, a procedure which is known as a strike.

A sectional strike is one in which all the workers of an undertaking

or the workers of one or several trades in the same undertaking, lay

down their tools. Where several undertakings of a similar kind

in one or more localities strike simultaneously in order to obtain

the satisfaction of their demands, this is known as a lightning

strike. Where the strike extends to all undertakings in one or

several localities, or to all undertakings of a similar nature in a large

industrial area, it is called a general strike. The term sympathetic

strike is employed when workers in undertakings for which no strike

has been declared, lay down their tools because they refuse to do

work which ought to have been executed in establishments on

strike. The workers refuse to do work which the strikers would

have done in the ordinary course because they do not wish to damage

the cause of their colleagues. Viewed from another standpoint,

a distinction must also be drawn between offensive and defensive

strikes. Offensive strikes aim at an improvement in the working

conditions, and usually take the form of demands made by the

employees
;
whereas defensive strikes simply aim at the prevention

of any deterioration in the conditions of labour. The opposing

weapon in the hands of the employer is the lock-out, which consists

of the discharge by the employer of large numbers of workmen

with the. object of exercising pressure upon them, and to induce

them to abstain from insisting on their demands.
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With the growth of employers* and workers’ organizations and

the increased centralization of their power, the tendency will be for

strikes and lock-outs to develop in magnitude and intensity, and

they will have a more marked effect upon the economic conditions

both of employers and employed. Moreover, strikes and lock-outs

on a large scale appreciably affects the interests of the community,

so that the struggle, in effect, is no longer restricted to the two

contending parties, but affects the mass of the people who have to

suffer indirectly on account of the conflict. Hence with the

increase in intensity of these conflicts there grows an increasing

responsibility on the part of the contending parties, but with it

also the desire to avoid such conflicts and to submit them to

arbitration. To a large extent, the success of strikes and lock-outs

depends on the state of the market in a particular trade or a

particular undertaking. When business is good and the demand
for labour is increasing, the chances for a strike to succeed are

greater than at a time when the supply of labour in the market is

in excess of the demand.

COMBINATION OF LABOUR. In dealing with the money market
we noticed that small amounts of capital were collected together

for the purpose of executing some economic project requiring a

large capital, so in the labour market we also find the workers in

similar trades and callings combining in order to obtain better

conditions for the employment of their labour. This coitibination

of labour has grown especially since the development of industry

on a large scale, which of itself imposes upon labour the necessity

to combine. In view of the fact that the worker seeking a market

for his labour-power confronts the employer as the economically

weaker party, support is offered by the combination to the individual

worker whose position is thus strengthened in his dealings with the

employer. For a number of reasons, however, the combination

of the workers is associated with great difficulties and therefore

does not take place with the speed required for the creation of the

best possible conditions of supply in the labour market. Com-
petition in the labour market is still so great that a standardization

of the general working conditions is almost impossible, even in

regard to a single trade. The greatest advance so far has been

made in the textile, engineering, and building trades, and in the

printing, coal-mining, and transport industries, where the working
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conditions have been uniformly regulated in most undertakings.

This end has been achieved by the co-operation of the workers and

the employers through their organizations ; after long and bitter

struggles they have agreed to the recognition of a standard tariff,

the result of which has been the systematir regulation of the working

conditions for all undertakings engaged in tin* same branch of

trade.

TARIFF AGREEMENTS. A tariff agreement signifies an arrange-

ment betw en an emj/’o3’er.9. organization and one Of workmen in

the same rude in wha n are ’ dd dr>wn the conditions of work which

constitUH. ilic bas.^ of futun i.ontracts between employers and

employed. 'Hiv. primary condition for the conclusion of a tariff

agreement is t? e rxi::teace not only of a strong workers* organiza-

tion but also of a strong employers' organization. The influence

of such strong organizations can alone give a guarantee that the

conditions and work agreed upon are carried into effect. From an

economic standpoint a tariff agreement leads to the fixing of certain

working conditions for a large number of undertakings in a similar

trade, and where the agreement is a national one, it extends to all

the undertakings in the particular country. Prior to the introduc-

tion of tariff agreements the price of labour '* varied from one

undertaking to another, or between similar undertakings in different

localities, and this exercised a very unfavourable influence upon

competition in the labour and also in the produce market. The

introduction of the tariff agreement has brought about a considerable

mitigation of this competition. The services of a worker in a certain

trade are to be remunerated on the principle of equal work, equal

pay.*’ The remuneration of labour must not fall below a certain

minimum, and a definite relationship ought to exist between work

and wages so that in calculating the price of the finished article

the expenditure on wages—assuming a similar working process-

must be approximately the same.



CHAPTER XX

THE PROBLEM OF SWEATING

The sweating problem consists of a series of complex evils, including

the difficulty of enforcing reasonable hours of labour, the danger

of insanitary conditions and irregularity of employment, and

primarily the difficulty of low wage rates.

Obviously the problem of irregularity of work is closely connected

with that of inadequate wage rates. It is necessary to raise the

real income of the worker, and this will not be secured unless

continuity of employment is obtained. To some extent, the problem

of hours and sanitation may be met by the existing Factory Acts,

but the difficulty lies in enforcing such legislation under the peculiar

circumstances of work done in the home. For that reason it has

been proposed that there should be some kind of wage board or

factory law which would substantially suppress all forms of home-

work in which any evil conditions existed. One of the effects of

the Arbitration Board in New Zealand and the Wages Board in

Victoria has been to reduce the number of home workers in relation

to factory workers, and such legislation has been approved on the

ground that the enforcement of factory inspection has been made
easier.

CAUSES OF UNDULY LOW WAGES. The central feature of

the problem of sweating is the payment of unduly low wages. Before

we can interfere with wages by a wages board, we must understand

the forces by which wages are determined at the present time.

In general, it is said that wages are determined by the efficiency

of the worker
;

in other words, wages are “ relative to efficiency,*'

so that a worker may be said to get
” what he is worth." These

are phrases which occur frequently in modern works on economics ;

the conclusion that the labourer gets what he is worth is, of course, a

very simple deduction from the assumption that the law of sub-

stitution operates freely and completely. The reasoning is as

follows : Assuming a number of employers in competition, they

will offer a wage rate which will attract to their service such a

number of work people as is necessary to provide goods which will

find a market for sale at the nominal profit. Supposing that the

168
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different trades of a country are staffed by employees who move
freely in search of the best conditions of employment and the

highest wage. It is obvious that the mobility of labour will result

in everybody settling down in the best job for which he has the

opportunity. Supposing that employers are paying lower wages

than they can afford in a certain place, that is, Jicy are making a

surplus profit. The cons(?t.]uence would be eitht r- --

1. There /ould be a t<*iKkTicv for othe. employers to come into

the industr and force down thv orice oi goods
;

or

2. The >r’:dnal e^^i^Moyer^- would devote this excessive profit

to an ext»' 's:<»n of tl.eir businc'^s, which would lead to an increased

demand for labour, and m turn to a rise of wages to the employees.

If W’c assume the coinj-lete mobility of labour and capital we get

the simple conclusioi; that profiis will tend to a minimum, that

wages will be proportional to the efficiency of the earners, and that

any attempt to force up the wage rate would b(' to diminish the

profit of the employer, and to throw a number of people out

of employment who would be faced with the alternative of

non-employment or re-absorption at the old rate.

CLASSIFICATION OF SWEATED WORKERS. Assuming that

wages are proportional to efficiency, we are now to seek for an

explanation of the low wages in sweated industries, and this leads

us to classify the sweated workers. These may be divided into

—

1. The aged and the invalid. In every large city there are many
people who are too old or infirm to undertake regular work in a

factory but who can perform work at irregular intervals. It is in

relation to these people that the problem of an adequate or a living

wage is based upon the fact that they are not capable of putting

out the normal output. If their wages were increased 50 per cent,

there would still be large numbers of them unable to make a decent

living. One result of increasing their wages rate would be to cut

out from employment many of these people, because of their ineffi-

ciency. From the nature of the case these people must remain

satisfied with earnings which are far below the normal efficiency

earnings in an industry, or they must be excluded altogether from

employment and then be provided for by sickness insurance or in

some other way. The Old Age Pensions Act, combined with the

National Health Insurance Act, will tend to reduce the supply of

such casual workers.
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2. A class consisting of the wives or daughters of unemployed

workmen. This class is a form of casual labour.

3. Those persons who are physically fit and who, perhaps, are

willing to follow continuous employment, but who for some reason

or another cannot work in a factory. For example, the class of

persons engaged at home in the tailoring trade consists largely of

widows who have other people's children to mind. Wlien working

at home, in an industry normally carried on by means of machinery

in a factory, it is obvious that the employer will only pay a wage

equivalent to the normal output of a factory hand who is given the

benefit of a machine. Thus, the person working under a system

of hand-work has to compete with the machine worker, and the

fact that they have to work at home compels them to submit to

poorer conditions.

Turning from low wage rates, which can be traced primarily to

low efficiency, we come to another argument frequently advanced,

viz. ; that low wages are due largely to lack of bargaining power.

The home worker is a good instance of this. The home worker is

usually an ignorant person, working long hours, too poor to join a

trade union and quite defenceless in face of the middle-man or

employer with whom the wage contract is concluded. This lack

of bargaining power is one of the greatest evils at the back of the

sweating system. However, in the face of an over-supply of labour,

bargaining power cannot raise wages. Where there is a large

number of people anxious to obtain work, it is useless to endeavour

to raise wages. Such an action would be defeated by the workers

concerned offering their services at a rate lower than that of the

Wages Board, or else a large number of workers would be thrown

out of employment with bad consequences.

Again, take the case of agriculture. The agricultural labourer

receives very different rates of wages in different parts of the country.

In Durham he receives, say, a pound a week, in Dorset fifteen

shillings. What is the reason for this discrepancy ? The answer

is complex. It is partly due to the fact that the methods in the

north of England are more up-to-date and efficient than those in

the west, and that this efficiency reacts upon the wages of the

worker because he is worth more. But it is also due to the fact that

there is greater mobility of labour in the north. The occupation

of mining and of manufacture influences the agricultural wages so
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as to force them up in those districts. But there is insufficient

mobility of labour to bring about an increase of wages in Dorset.

Furthermore, the fact that wages have remained low in the Dorset-

shire district has caused the abler elements to be drafted off whilst

only the older workers remain. Hence, the methods of production,

the efficiency of labour, and the fact that wag 'S arc lower in one

district than in another <«re here the chief determinants of the

standard t living.

EVILS r F THE PRLSEN?' SI FUATION. We will now turn from

the eaust low \v...g< s to t oe evils of the prc.sent situation. The
most oleToii.i evil is that, so long as low’ standards of living are

perpetuated, long ^;hall we h?»ve that vicious circle of unemploy-

ment which Kitans that children arc being brought up in poor

surroundings with health and strength undermined. Apart from

the sufferings of the present generation we are producing a further

supply of feeble persons who will in turn produce low social

conditions and will thus perpetuate the problem.

Another evil of a different kind is that during the last few years

there has been an increase of attempts to force up the standard

of living among the workers to a decent minimum. There have

been housing laws, health regulations, and legislation concerning

children in schools ; attempts have also been made to deal with

unemployment and to enforce responsibility, but every form of

social interference of this kind involves us in a dilemma. If we

merely give the sweated worker the means to produce a higher

standard of comfort we undermine the responsibility of the

individual and take upon our own shoulders the burden of the person

whom we are helping, and by whatever instrument we convey the

relief, every problem of relief involves us in the dilemma of responsi-

bility and relief. If we neglect to give relief in order to stimulate

responsibility we have the evil of low conditions. If a decent

standard is enforced from without, the stamina of the people might

become imdermined. The problem of recent legislation has been

to meet the demand for relief on the one hand and to compel the

responsibility on the other. Almost all the social problems of this

kind bring us to the central problem of wages, and the attempt to

enforce a minimum standard of comfort must have as a basis the

fixing of an adequate standard of money-income.

REMEDIES. The remedies for sweating might be classed into
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two main headings, viz.
: (1) Voluntary action, and (2) Compulsory

action.

I. Voluntary Methods. Under this heading may be included

—

(a) Trade Union Combination. This method has been par-

tially successful in certain instances, and the wages of workers in

some industries have been improved by the organization of the

workers into trade unions. However, this cannot be regarded as

a general remedy because workers cannot improve their conditions

as long as wages are so low. Better remuneration frequently leads

to combination.

[h) Consumers* Leagues. Voluntary action may be exerted

through the formation of consumers* leagues. These ma}" enable

consumers to decide by inquiry which are the employers who pay

good wages and enforce good conditions. In this way, customers

will patronize only those employers who observe the prescribed

standards. Obviously, if the body of consumers is sufficiently

large, they will condemn every employer who fails to provide

proper conditions. If it is to be effective, a consumers' league

must include within its ranks all the consumers. If the portion of

the trade which it affects is small, it will not exert much influence

over the employer. In America, the trade union label has been

adopted, and this consists in affixing a label to every article manu-

factured by the workers—the label being fixed only to articles

manufactured by standard labour. It is an attempt by the workers

themselves to enforce in their capacity as consumers, standard

conditions for producers. The difficulty, however, is that the trade

unionist, when he becomes a consumer, will buy the cheapest thing

although it does not bear the trade unionist label.

(c) The Co-operative Movement. No great advance in the

abolition of sweating can be expected either from trade union

organization or from consumers' leagues
;

probably the most

hopeful method by which voluntary action could be increased is by

an extension of the co-operative movement, which is an organiza-

tion of consumers. If this movement were to become really general,

as in the industrial villages and smaller towns in the north, much
could be done through this instrument to enforce conditions of

employment.

IL Compulsory Methods. Owing to the absence of equality of

bargaining power between the employer and the employee, the
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State has been led to intervene by the passing of the Trade Boards

Acts. The object of Trade Boards is the regulation of wages or

working conditions in any industry with the object of

—

(a) Preventing disputes, strikes, or lock-outs.

(b) Protecting labour in cases where, Pirough i ;norance, apathy,

or helplessness, it is i.nable to combine and forct payment of higher

wages. Trade Boards, as such, hardl}^ existed bciore the Trade

Boards A ... of 1909 and 1918. Pp'vieus to 1909, many trades,

such as ^.'vriii mak’n^ chrn-h- •. making, and the ready-made

clothing p»lastr\^ qi< t#* im.egulated in any way. Labour

was cxid(dt d ana many woikers were paid wages which were

insufhcieni to mai/it lin them The prices, however, of .sweated

articles were i.o lower than those produced by well-paid labour,

which pointed to i.nlair remuneration for the employee. The

raising of the standard of living of underpaid workers and the

enforcing of the payment of fair wages were th(' main objects of

the Trade Boards established under the Acts of 1909 and 1919.

Trade Boards consist of committees formed of representatives

of the employers and representatives of the employed — an equal

number of each. Each controlled industry has its own Trade

Board. The Trade Board fixes the minimum wage to be paid in

the industry for a certain period. Any employer who does not

. comply with the regulations is subjected to a heavy fine.



CHAPTER XXI

JUVENILE EMPLOYMENT

THE PROBLEM OF THE JUVENILE ADVISORY COMMITTEE.
Between the ages of 14 and 17 years—a period which covers the

years of adolescence—there is in Great Britain a vast army of

juveniles, which in London alone amounts to about 210,000. The

vast majority of these are engaged in work of some kind or other.

The problem of the Juvenile Advisory Committee is to sort and

re-sort these juveniles during the three years that they are juveniles,

in the hope that on reaching 17 years of age they may be successful

in finding more or less permanent employment in some occupation.

At some period of their career, half of these juveniles come in

contact with the labour exchanges, and the question naturally

arises why there should be need for this process of the sorting out

of juveniles. At first sight it seems as if it were work which need

not be done, especially since the State provides training in elementary

and secondary schools. It is in the interest of parents to get the

most suitable occupation for their children and at times it is quite

possible that there will be a clash between the interest of the

employer and that of the parents. Although the boy may be

suitable for the employer, the employer may not provide a suitable

career for that particular boy. Even if there be no clashing of

interests, the employer may know just the kind of boy he requires

but is unable to get ; in the same way a parent may know the kind

of work which he requires for his boy and not be able to get it.

Hence the present sorting out of juvenile labour is unsystematic

and generally regarded as unsatisfactory.

PARTICULAR FACTORS OF THE PROBLEM. The first factor

to be borne in mind is the decay of the old indentured apprenticeship

system. This system had certain merits of its own, viz.

—

{a) It provided an obvious way of entering a skilled trade. A
parent who was anxious for his boy to enter a skilled trade knew
what procedure to follow.

(6) After the training, the apprenticeship led on almost auto-

matically to employment in the ranks of adult labour usually

174
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leading to the position of journeyman. This system has been

gradually disappearing, and with the exception of the printing

trade, it has disappeared almost entirely, and with it has passed

away the straightforward method by which the parent could enter

his child for an all-round trade.

The second factor is the steady increase: of sec tional employment.

This takes Iwo forms, —
(a) Tht immense di\ ision of hibour in the ranks of adult labour,

i.e. the in' /easing t' udeacy foi piece of work to be separated

from an^ ti.er. TL.; vn pk /cr our days requires an adroit

workmi^j in a. partic ular kind oi work and not an all-round jack-of-

all-trados. Tins exb nsive sub division of tasks implies that any

boy who desii s to t>otain an all-round training must supplement

his specialized trami.ig in the workshop with some form of training

outside. The boy entering an engineering workshop has to realize

that, although he may have entered in the hope of picking up

his trade, he has no assured prospects in the ranks of skilled

labour.

(b) The separation of boys* work from that of men. Many
forms of industry are carried out almost entirely by boys with a

handful of men to look after them. Errand boys are very plentiful.

Returns have shown that half the boys as they leave the elementary

schools, enter one of the numerous forms of errand boy vocation,

but we also find this separation of boys* and men's work in branches

of engineering—some boys looking after machines with a man to

supervise them. These boys have simply to watch the machine,

drill a hole in a piece of iron, etc. These are known as blind alley

occupations because they lead nowhere. Often they lead nowhere

because the juvenile has not taken the opportunity of receiving a

training in a technical school. A large number of boys do not

possess the particular qualifications to lead them on to better

positions.

The third factor is the growing demand for boy labour, especially

in these blind alley occupations. The result has been a considerable

rise in the boys* wages for work of this kind with the natural result

that, while an employer might not give high wages at the outset

but offer better prospects, he will fail to draw the boys ; on the

other hand, the employer who gives immediate wages although

there may be no prospects, is successful in drawing the boys.
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Indeed, blind alley employments generally offer large initial wages

which naturally act as an attraction.

THE NEED FOR JUVENILE EMPLOYMENT COMMITTEES.
These are the dominant factors which must be remembered when

considering this problem. Wc will now proceed to examine the

prevailing difficulties which have given rise to the need for juvenile

employment committees. These are

—

1. The Employer's Difficulties. The employer finds it difficult

to choose the boys wisely—the result of compulsory elementary

education has been to make them look very much like one another.

An employer has also a difficulty in choosing the boys because of

his lack of experience.

Employers are willing to give to juveniles the prospects of

learning, although it is not possible to offer them initial prospects

because at the beginning a boy spoils more work than he is worth.

Again, it is difficult to get boys to enter as learners because of

the lack of machinery for directing them. But even when the

boys have been admitted, they may soon throw up the work

when irritated, especially when they can easily find employment

elsewhere.

2. The Parents' Difficulties. The whole industrial situation is

complicated on account of the sectional employment which charac-

terizes the present day. It is quite possible for the parent to know
his own particular trade, but have little knowledge of any other

trade, and consequently it is difficult for the parent to get advice.

Again, the parent desires to have some guarantee of future pros-

pects in ca.se the boy is offered only low wages at the outset.

Economic ])ressurc, on the other hand, compels many boys to accept

the highest earnings offered at the very beginning.

3. The Boy's Difficulties. At first, when the boy starts, the

position is rather pleasant. He leaves school and finds that his

parents are unable to obtain work for him. He finds his own work

and thus, to that extent, becomes his own master. For the first

year or so his position is satisfactory. He has more money, to

some extent is his own master, and should he lose work one day he

can easily get another position the next day. But he gets older :

he finds that it is necessary to consider his prospects since there

tends to be no room for him in the workshop. It is necessary to

get training to fit him for a higher position, but he has no one to
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advise him for the particular kind of trade. As he gets older, it

is not so easy to get into another position.

4. Administrative Difficulties. The only kind of work for which

a boy can be prepared in the elementary school is the blind alley

occupations. Intelligence, regularity, a. id obed ence are provided

in the boys of the elementary school, and these are the only

qualificatious called for in the blind alley occupations. Elementary

educatioi. does not prepare boys fo- the skilled trades, but only

for the fir larnenta! ic<'mire nen - of all trades. Persoris interested

in eienit t ry eduention 1 i<\ t‘at the more they improve that

kind oi cm cation the more they cater for this particular kind

of empioyniLnt. As a result, ^ vast amount of money spent on

education is simply because the boys are allowed to drift

into blind alley occupations. These lead nowhere, and many
of the recruits are physically unfit for the work. If education is

to be efficient it must be continued beyond the elementary stage,

but the immediate difficulty is to get hold of boys when they are

leaving the elementary school. As a result of the industrial

.situation the educationalist is confronted with a real difficulty.

Thus the employer wants to know the qualifications of the boys,

the parent desires to know the particular trades and the prospects

they offer, whilst the educationalist wants some kind of knowledge

of the various occupations into which the boys arc actually going

.so that he can communicate with them so as to induce them to

attend the right kind of classes in the evening.

As a rule, the teacher knows the qualification of the boys, and

should know the occupations for which they are fitted ; the labour

exchange knows approximately the particular openings there may
be among employers at the present moment. What is wanted is

an institution by which the school and the labour exchange can be

brought together. There arc two methods by which this has been

done, viz.

—

(1) The Juvenile Advisory'Committee, and (2) The Choice of

Employment Scheme.

The Juvenile Advisory Committee is a committee appointed by
the Board of Trade for giving advice on all matters connected with

juvenile employment. It works in close connection with the labour

exchange. Under the Choice of Employment Scheme boys and girls

on leaving school are registered at a bureau which is maintained by

la—(1401H)
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the Education Authority. Advice is given to juveniles, but the

bureau does not come in direct contact with the employers them-

selves. The labour exchange deals with the employers whilst the

education authority is concerned only with the giving of advice to

juveniles. Both these methods are desirable, for there is certain

work which the Education Authority and certain work which the

Juvenile Advisory Committee can do.

The Employment of Women, Young Persons and Children’s Act,

1920, now forbids the employment of children under 14 in any

industrial undertaking, unless they are legally so employed on

1st January, 1921. The Majority Report of the Royal Commission

on the Poor Law, 1909, recommended the establishment in connec-

tion with labour exchanges of a special organization for giving boys,

parents, teachers, and school managers, information and guidance

as to suitable occupations for children leaving school.

The Labour Exchanges Act, passed in August, 1909, provided

the labour exchanges which were to be the centre round which the

organization for the direction of juvenile labour was to be formed,

and gave power to establish the Advisory Committees which such

an organization required.

In 1910, The Choice of Employment Act enabled local education

authorities, with the approval of the Board of Education, to form

committees designed to assist children on their entry into employ-

ment. By arrangement between the Board of Trade and the

Board of Education “ Juvenile Employment Committees ” have

been formed in practically all industrial areas of importance by

the Board of Trade (from February, 1919, by the Ministry of Labour)

under the Labour Exchange Act, or by the Local Education Authori-

ties under the Choice of Employment Act. Fifty-two such com-

mittees had been formed in July, 1914, and at the beginning of 1921

some 250 were in operation. The committees consist of repre-

sentatives of local employers and workpeople and the Local

Education Authority, and generally include independent persons

with a knowledge of questions affecting juvenile emplo
3
mient.
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TEST PAPER IV

1. In what sense is labour regarded as a conutiodity ? In what
important respects does it differ from ordinary com noditics ?

2. Consider the correctness and explain the s.gnilicance of tlio

expression “ the labour market/’ Contrast the market for securities

with the m. iket for labour.

3. Distinv lish bet^''oon vaiious forms o^ wage-payments, such as

task wageh piece wa»^^s. etc., .ad slate the reasons which render them
respective .- 'dtable lor varicj is trades.

4. Consider from the standpoint of both employer and employed,
the relative ud\'aidagos <>f time wages and piece wages as applied

to

—

{a) Coalmining ;

(6) Brick-laying
;

(c) 'rhe making of cloth buttons.

5. Explain the principle of the Premium (or progressive wage)

system in industrial remuneration. What are the theoretical objections

or practical difficulties in the way of its introduction ?

6. Estimate the value of Profit Sharing and Sliding-scale remuneration

as expedients for obviating labour troubles.

7. Discuss the possible causes of opposition on the part of wage
earners to (1) piece rates, and (2) scientific management.

8. Analyse the problem of unemployment, and state the means
which have been, and the means which in your opinion might be,

adopted for dealing with it.

9. Show what is meant by the imperfection of a market," and

connect the imperfection of the labour market with the problem of

unemployment.

10. Consider the importance of labour exchanges in an industrial

system.

11. How far is a strike a moral and useful weapon ? Discuss the

morality and use of a sympathetic strike.

12. With the aid of the subjoined particulars describe the immediate
economic results of the Coal Miners’ Strike in the United Kingdom
in 1921.

Strike began, 1st April. Work resumed 4th July.

Production of Coal,

Tons per Week.

Average for 12 weeks, 1st Jan-26th March .... 4,362,200

„ 13 „ 4th April-2nd July .... 13,777
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Percentage of Members of Trade Unions Unemployed.

1913. 1920. Highest before Recorded. 1921.

In January 2-3 2-9 10 in 1893 6-9

,, February 2-0 1-7 9-5 in 1893 8-5

,, March . 1*8 M 11-2 in 1912 10*0

,, April . 1-7 •9 8'1 in 1909 17-6

,, May 1*8 M 7-9 in 1909 22*2

„ June . 1-8 1-3 7-9 in 1909 23*1

July . 1-8 1-5 7-9 in 1909 16*7

Unemployed Workpeople Registered at Employment Exchanges

{whether Members of Trade Unions or not).

Totally Unemployed. Partially Unemployed.

On January 28 ... 1.065,000 637,000
,, February 25 . 1.218.000 744,000

,, March 24 . 1,414,000 839,000

,, April 29 ... . 1,854.000 1,077,000

,, May 27 .... 2.122,000 1.187,000

,, Juno 24 ... , 2,178.000 1,152,000
July 29 .... 1,780,000 534,000

Value of British Exports {manufactured goods only).

For the month of January, 1921
February
March
April

May
lune
July
August
September

£
79,745.506
58,176,515
56,968,867
52,018,563
38,662,212
33,658,121

36,704,757
39.935,627
44,009,013

Railway Traffic Receipts.

Passengers. Goods Trafi&c.

For the month of January, 1921
L

8,267,062
1

11,366,699

,, ,, Febniary „ 6.893,420 9,964.784

,, ,, March 9,800,224 10,876,912

,, ,, April 7,542.634 6.978.440

M .. May „ 7,344,258 5,737.833

,, ,, June 7,809,613 6,165,108

M July 11,242.813 9.291.827
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13. (a) ** The produce of labour constitutes the natural recompense
or wages of labour.**

(6)
“ The natural price of labour is that price which is necessary to

enable the labourers, one with another, to subsjSL and to perpetuate

their species.*'

Contrast the theories of wages set forth in the above-quoted passages,

noting the meaning to be given to the tern “nalu/al.” What other

theories of wages have been propounded ?

14. If you find that laboi^r in a particular industry is strikingly

underpaid, 'hat measures would \ on pr )pose with a view to a remedy,

and what d /ticulties vould j m t ':pect to encounter in carrying out

these ineai' ii' S ? Gi' e any a< .ual instances known to you.

15. Wl.ah .!o you know of the regulations dealing with juvenile

labour ? What has been, and whn.t is likely to be, the result of such

regulations ?



SECTION V
THE PRODUCTION OF GOODS

CHAPTER XXII

THE ORGANIZATION OF THE UNDERTAKING

CO-OPERATION OF CAPITAL AND LABOUR. In the modem
system of industry the co-operation of capital and labour is necessary

for the production of goods. Of course, there are still areas which

are not subject to private ownership and where, for that reason,

the appropriation of some goods can still take place, although this

form of acquisition is not typical of our modern economic

system. Goods may be purchased by money which, when expended,

loses the character of capital. But capital can produce goods and

supply the market with new commodities only by entering into an

alliance with labour. On the other hand, labour also needs the

assistance of capital in order to produce goods. Thus, if the aim

is the production of goods, then both factors are mutually dependent.

Of course, it is clearly apparent that labour requires the assistance

of capital to a greater extent than capital requires the assistance

of labour. Capital represents the power to control the existing

stock of goods. Assuming the occurrence of a stoppage in pro-

duction capital would be in a more favourable position than labour,

for it would still have the power for some time to use up the existing

stocks in so far as they are in such a state of manufacture as to

render them fit for the direct satisfaction of human wants. But

apart from this advantage, capital and labour work hand in hand

and co-operate in the production and distribution of goods.

THE UNDERTAKING. The production of goods takes place

in the form of economies which have been described as under-

takings. In the undertaking, likewise, one or more persons will

be responsible for the acts and omissions connected with the

execution of business. The person or persons who undertake. t]Ws

responsibility are known as the entrej^eneurs. However, it is not

necessary for the entrepreneur to direct the undertaking personally
;
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he may delegate this duty to a third person. In using the term

undertaking, we are also led to think of the risk which every

economy has to incur under the modern system of industry. If we
confine ourselves to the aspect of industry which is concerned with

the production of goods, we call the place in v^hich the goods are

produced or manufactured, a business. In aii undertaking several

businesses may be included. It is the function of the undertaking

to prodr. c goods and to soil them in t!ie market in such a manner

as to lea^ a profit l ^ the enUepfeneur ; in other words, the selling

price nris'i exceed tne co‘ of production. For this purpose the

entrepot or n^anaging director of the undertaking, must make
the necessary arrangemouts to effect a certain revenue

;
that is,

the sum told of al'. receipts should exceed the sum total of the

expenditure. Whrit has been observed in the case of the private

household economy may also be seen in that of the undertaking.

On the one hand, there is the desire to incur as little expenditure

as possible in the production of the goods, and, on the other hand,

to obtain from other undertakings or economies the highest possible

amount in the shape of money foT the goods produced. This

fundamental characteristic of the undertaking determines its method

of operation.

ORGANIZATION OF THE UNDERTAKING.' Every under-

taking engaged in production, whether it be small or large, is founded

ultimately upon commercial activity, i.e. upon buying and selling.

Of course, the acquisition or the manufacture of goods is the main

object of the undertaking, but the goods themselves must be sold,

for production takes place for the market. The preliminary

conditions for the manufacture of goods are likewise based upon

commercial activity, although this may be but slightly manifested

in the case of small undertakings. Nevertheless, it must always be

the case. The acquisition of the raw materiads, the tools and

equipment, the money and other forms of capital as well asof labour

—all these pre-suppose commercial deliberations and calculations

as to the probable amount of the expenses of manufacture which

must be less than the anticipated market price of the finished

articles if the undertaking is to meet with financial success. Com-

mercial activity also takes a share in the sale of the goods.

Commercial activity is, indeed, the Alpha amd the Omega of every

undertaking. The success of the undertaking frequently depends
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more upon the buying and the selling than upon the technical

process of manufacture itself. In view of the fact that the desire

to offer the cheapest possible goods results in the manufacture of

inferior articles, commercial considerations often lead to the neglect

of the quality of the goods to be produced. The organization of

the undertaking, therefore, is based upon commercial activity even

in the sphere of manufacture. This remark also applies to agricul-

tural undertakings, although in this case the commercial activity,

especially the pricing of the goods, is confined to certain limits

resulting from the growing process, etc. Nevertheless, this kind

of undertaking also produces for the market and is therefore based

upon commercial considerations.

ORGANIZATION OF A MANUFACTURING UNDERTAKING.
The development of large-scale industry has led to the creation of

an organization which follows the process of manufacture in all

its stages and which attends to the registration of the costs incurred

in the various processes of manufacture. Thus we find a series of

special departments with independent and responsible managers,

each of whom has to report to a central administration concerning

the progress and state of the work done.

The organization of the manufacturing undertaking calls for the

harmonious arrangement of the technical, commercial, and adminis-

trative work. The activities of each employee must be carefully

co-ordinated and systematically arranged so that tlic management

may be informed of every occurrence in manufacture. A typical

scheme of organization for a large manufacturing concern is

shown. From this it will be seen that the personnel is con-

trolled by three ^executive officials directly responsible to the

Managing Director, viz.

—

1. The Manager of the Administrative Department, who has

control of the general office staff and is entrusted with matters of

general administration.

2. The Technical Manager, who deals with the processes involved

in the actual manufacture and construction of the goods. In the

concern in question there are special departments for stock and
store keeping, erecting, costing, wages, and time-keeping, and also

a department for that useful person known as the works manager.

This individual must needs be thoroughly expert in his work, a

strict but just disciplinarian, as upon him inevitably depends the
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efficiency of the workers. He should set a high standard in his

own example of quickness and punctuality, and should give reason-

able consideration to the men, their pay, comfort, and general

welfare. Instructions to the factory hands should pass from the

technical manager through the works manager, as otherwise the

latter's authority over the men would sooner or later be impaired.

3. The Commercial Managery who is entrusted with the distribu-

tive activib’^'S of the bunijiess. These arc divided into the buying

operations, t^ook-keepinj, invoicing, and the checking of statements,

the travellers' departaont, forwarding, cash transactions, and

attending *o the co nmerciai coiiespondence.

Of course, there is no particular scheme of organization which

will meet the requiiemeuts of every undertaking, and the type

of management must naturally depend upon the size of the

undertaking and the nature of the work.

THE VARIOUS TYPES OF UNDERTAKING. When an under-

taking belongs to a single individual it is known as a sole trading

concern. In this case, however, it is possible for the entrepreneur to

set up and to manage the undertaking by means of borrowed

capital. Nevertheless, he is the owner and master of the under-

taking. A large proportion of the present day undertakings are

included in the class of sole trading concerns. The undertaking

may be so small that the entrepreneur may employ his own labour-

power in it, not merely as manager but also in assisting with the

routine work. He can also delegate the management to an employee

.

All these variations occur in the case of the sole trading concern.

However, the sole trading concern has lost in importance in com-

parison with that type of undertaking in which a number of persons

supply the capital for the establishment and management of the

undertaking. The development of the modern system of production

and distribution of goods has created the necessity for undertakings

with large capital, for the capital of the individual was too small or

the undertakings became too risky for a single capitalist to be

willing to sacrifice the whole amount of the necessary capital.

The provision on a large scale of capital and the possibility of

employing small items of capital in large undertakings, together

with the distribution of the risk, led to the formation of companies,

the principal but not the only type of which is the Public Limited

Company. From the legal standpoint a distinction is drawn
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between the Partnership, the Limited Partnership, the Private

Limited Company, and the Public Limited Company. These

concerns may also be divided into capitalistic and personal com-

panies, and according to this distinction the ordinary partnership

represents the type of the personal company and stands nearest

in form to the sole trading concern. Capitalistic companies are

undertakings in which the persons who participate in the capital

investments are not directly concerned in the management of the

company and to some extent have no desire to be so concerned.

Along with company undertakings mention may also be made of

co-operative concerns which aim at the improvement of the domestic

economy of their members by means of a democratic system of

business management. In regard to the production and distribution

of goods co-operative societies do, at any rate, play an important

part, especially Co-operative Consumers' Societies which will be

referred to in a later chapter. A distinction is drawn between

co-operative societies engaged in the raising of credit, in the pro-

duction of raw materials, in buying, in manufacture, in warehousing,

and in milling
;

societies of consumers, building societies, housing

associations, etc. On the whole, they are engaged in the furtherance

of the mutual economic interests of the poorer classes. A fourth

type of undertaking is that conducted by the municipality or the

State, which is known as a public undertaking. This form of

undertaking tends to assume an increasing importance in our

modem economic system. Public undertakings arc correctly

described as undertakings since they, too, work for the open market

and aim at earning a revenue ; their method of economy is based

upon the principle of profit—in other words, they strive to obtain

the greatest possible return with the smallest expenditure of capital

and labour. The public undertaking becomes a necessity where

company undertaking has reached a certain stage of development,

or where it is not in a position to set up a uniform technical

organization over a certain area. In this category might be

included the Britishjpostal system, and in some countries the

nationalized railway systems.

DIFFERENCE IN THE SIZE OF UNDERTAKINGS. The mass

of present-day undertakings presents an entirely different picture

from that of the host of private household economies. In the

case of the latter the number of persons belonging to an economy
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is limited, the typical form being that of the family household,

whereas in the case of undertakings the differences in size are

immense.' In order to form some idea of these differences, under-

takings have been divided according as they are worked on a small

or on a large scale.

This differentiation, however, which is based on purely external

characteristics, is inadequate, for it leaves out of consideration the

potential p .ver of devt lopnient *.>n tlie part of the undertakings.

Since the un lertaking Cxoduc'^s fv>r the market, it depends primarily

on the ext in c of th,. seihng j:)OssibiUties whether a concern can

develop in .:> i large-;>cale undertaking. A small market area will

not afford the ])ossibility of survival to a large-scale undertaking.

But e\'en the ia';?est possible market area will not offer scope for a

largo undertaking whore the working process is unsuited to large-

scale management, or where the distribution in private hands of

the factors of production makes it difficult or even impossible for a

large-scale undertaking to develop. It is often said that the

development of machinery has created the large-scale system of

industry, and, in consequence, the modern large-scale undertaking

;

but it would be more correct to say that the extension of the market

area has really created the possibility for the economic employment

of machinery in the technique of production. The great diversity

in the forms of undertaking can be explained only on historic

grounds, and the predominance of one or the other form is deter-

mined by factors which result largely from the method of finam' 'g

the undertakings, the methods of marketing, the degree in which

scientific methods of business organization have been adopted, and

also from the amount of competition which exists between them.

In addition there are many causes which are connected with the

progress of industrial technique.

LOCALIZATION OF UNDERTAKINGS. Undertakings do not

settle arbitrarily in certain districts but their localization is dependent

on certain well-defined preliminary considerations. It is obvious

that the undertakings engaged in the production of raw materials

must follow the soil on which the acquisition of the raw material

depends. Typical of this is the settlement of agricultural under*

takings in villages where the land is divided into a certain number

of allotments which are cultivated by the villagers. Here village

after village is found according to the extent of the soil which is
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under cultivation. This extensive system of settlement can be

explained on purely economic grounds. Mining undertakings are

likewise bound to the soil under which the mineral wealth is found.

Somewhat different, however, are the conditions which prevail

in the first stages of manufacture. In the iron and metal industries

the proximity of coal or iron mines acts as a great attraction, where-

as in the case of the textile industry in these countries in which the

raw materials are not grown, the proximity of the raw materials

does not enter into consideration. In this case other reasons

determine the locality of tlie undertakings, such as the facilities

of transport, humidity of the climate, cheap motive power, or low

wages. The tobacco industry, for instance, settles preferably in

places where labour is cheap. From this point of view one can

trace directly the migration of the undertakings.

There are industries^ however, for which the locality of the

undertakings may be chosen without regard to the aforementioned

factors. Mention should also be made of the large mass of under-

takings which cater for local wants
; here is included a host of

small and medimn-size undertakings engaged in the manufacture

of partly finished goods, such as the building and other affiliated

trades which supply building and auxiliary materials. Moreover,

most of the undertakings engaged in the manufacture of foodstuffs

as well as in the clothing trade come under this category. Almost

every locality requires a certain number of such small undertakings

to meet the local demand. The number grows with the size of

the local market area and thus admits of the development of larger

undertakings such as could not have survived in the small market

area. This process of localization of undertakings can be clearly

observed in all industrial areas. It should be noted, however, that,

other things being equal, the manufacture of raw materials at a

great distance from their source of origin is bound to raise con-

siderably the expenses of production. Hence there is a tendency

to work up the raw materials as near as possible to their source of

origin. Indeed, in the textile industry this tendency is very

strongly marked. The rise of the American cotton industry and

its export capacity is inseparably connected with the advantages

which result from proximity to the raw materials. Of course, this

advantage may be neutralized by other factors such as dearer

labour, but in the long run competition will find it impossible to
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drive from the field the advantage of proximity to the raw

materials.

Although in the textile industry the advantage is not so important

as, for instance, proximity to the coal and iron fields in the iron

industry, yet the aspect ought not to b(‘. ( verlookcd. On the basis

of these natural motives for the localization of urdertakings there

has arisen a certain international conccntraticii in some of the

most impoi ant branches of indnstrj".

FACTORS OF PRODUCTION. Vmongs^ the factors of production

must be i-iHaded in the 9r^ instonce, land, and then the whole

technique of production. It is as much in the interest of the owner

of labour-power as in that of capital, that the factors of production

shoulci be empL»yed economically and that their efficiency should

be maintained. Under present-day conditions of ownership it is

not inconceivable that the factors of production may be employed

uneconomically by paying more attention to the temporary success

of an undertaking rather than to its permanent results. Perhaps

this is not so much the result of deliberate injury being done to the

factors of production as to a lack of understanding of the proper

treatment of these factors. Although this lack of understanding

is diminishing in the case of large-scale undertakings, yet in view

of the mass of small-scale concerns which in their entirety play an

important part in the production of goods, the amount of ignorance

is still very great. The factors of production depreciate through

use, and therefore reserves must continually be set aside for replacing

them and also to meet the sudden changes in the methods of pro-

duction which frequently occur. In the case of agricultural

undertakings, this remark applies not only to the technical equip-

ment but also to some extent to the area under cultivation.

Substances are withdrawn from the soil, and these have to be

replaced. Where this is not done in a sufficient measure, actual

depreciation takes place ; although for other reasons as, for instance,

the excess of demand over supply, the price of such areas may
increase. Production for the market leads only too easily to

the undertaking itself being regarded as a speculative object

which must be sold as favourably as possible. Out of this

conception there emanates a far-reaching neglect of the factors

of production.

FINANCING THE UNDERTAKING. The undertaking had its
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rise in the soil of private ownership and even to-day it is still based

upon it. Hence, in the background of the undertaking we find

an owner or a number of owners. It is not necessary for the

manager to be the owner, and indeed the larger the undertaking,

the more seldom is this the case. With the great majority of small

undertakings the formal ownership usually coincides with the actual

management. In many cases, however, this is only a formality.

Take, for example, an agricultural undertaking
; the farmer may

own the soil and also the whole of the stock which is necessary for

the conduct of the business. However, it is rarely the case, perhaps

never, that the land is free from obligations. Frequently there is

a mortgage upon it which economically represents a claim to owner-

ship on the part of the lender. Under these circumstances the

farmer, to a certain extent, remains the owner of his factors of

production, but by the introduction of outside capital his under-

taking is brought into economic dependence on the money market.

The modern undertaking which has not been inherited is from the

outset financed by means of borrowed capital. The promoters

apply to the money market in order to take up such capital as is

necessary for bringing the undertaking into existence, and also

for its management as a going concern. Private investors participate

in the financing of the undertaking, but not in the sense of

remaining permanent shareholders of the concern ; owing to the

evolution of the organization in the money market, they are in a

position to sell their shares in an undertaking so that the actual

owners might change from day to day. This stage of development

is seen in the public limited liability company.

THE OWNERS OF UNDERTAKINGS. Here it is necessary to

point out the increasing estrangement which is taking place between

the owners of a business and their property—a fact which is clearly

demonstrated by the joint-stock form of undertaking. Where
shares are dealt in on the Stock Exchange, the owners—if the

shareholders can be so described—change from day to day. It

would be an impossible task to ascertain the identity of the

shareholders on any one day and to bring them together for united

action. In the general meeting of limited companies it is likewise

not the actual shareholders, but mostly the representatives of certain

well-defined interests who pass the resolutions. In like manner,

the shareholder has usually no interest in the factors of production
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of his company, his sole interest being concentrated on the market

price of the shares and the dividends. He is owner of a com-

pany only according to the magnitude of his present holding of

shares, which he intends to unload with profit when the opportunity

presents itself, and thereupon to acquire shares adv^antageously in

another company. Thus, the mobilization of th(^ capital tends to

deprive the owners of anv special interest in the actual property

as represen- d by the factors of production. Hence, the safe-

guarding of t e interests of the imj)h ments of production themselves

is relegated ( loie aui nicre o ti c officials and the employees,

especially ihe lattci, since them existence depends on the success

of the undertaking in a greater measure even than does that of the

persons engaged in management. This tendency is characteristic

of the ultimate con.-icqu^nces of the capitalistic system of ownership
;

the owner has virtually no longer any real interest in his temporary

property, nor does he feel himself to be the owner of an undertaking

by his possession of shares. Capitalistic property has rather

become impersonal, and in its naked monetary form it has become

the subject for dealings on the Stock Exchange.

COMPETITION BETWEEN UNDERTAKINGS. The undertaking

must dispose of the goods produced at a certain price on the market.

A whole series of undertakings enter the market with the same kind

of goods. The more closely the supply of goods corresponds to the

demand, the less keen will be the competition amongst the suppliers.

But for several reasons this favourable relationship rarely exists.

Where competition amongst the sellers is keen, there is a fall in the

price of the goods. In this connection it must be understood that

the expenses of production incurred by the different undertakings

are by no means the same but differ considerably, so that the

undertakings which can produce cheaply still make a profit at a

price at which other undertakings are incurring more or less large

losses. Owing to this continuous competition among the under-

takings in the sale of their goods, there is a desire on the one hand

to produce the goods as cheaply as possible, whilst on the other hand,

those undertakings which, in the long run, are unable to make their

income balance their expenditure but incur continual losses, will

be eliminated from the ranks of producers by simply disappearing.

In this way, with the advent of the modern factory a portion of the

small craftsmen were eliminated since the efficiency of the factory



192 PRINCIPLES OF BUSINESS ECONOMICS

was SO much superior to the craft system of production that

undertakings under the latter system were for the most part

speedily ruined. The causes of this superiority are manifold, but

it is safe to assert that the modem technique of production plays

an important part. At least, this technique is a characteristic

feature of the superiority of the modern industrial system.



CHAPTER XXIII

CONSOLIDATION AND INTEGRATION OF UNDERTAKINGS

THE COMBINATION OF UNDERTAKINGS. Undertakings which

produce • «' same kind of goocis enter into competition with one

another, ^he larger \he, undertakings and the more equal they are

in pcAver t!ic great :i is tiK r de'*ire to refrain from injuring each

other thr.'u^'ii coiniietitive action. Their desire is to share out the

raarket and to work it m common. There may, however, be

another moti\ » which .night favour the combination of undertakings.

Every business tries to expand and increase. However, if there

are sufficient undertakings in a certain line of business it may be

more economic under certain circumstances for a large undertaking

to amalgamate with an existing undertaking rather than to expand

its own works. Especially is this the case where companies possess

valuable mineral deposits such as coal and iron ore. Thus, there

are various motives which may induce an undertaking to enter

into closer relationship with a similar or allied undertaking. Where

the combination takes place in such a manner as to incorporate

or amalgamate with other undertakings, this form of combination,

i.e. fusion, must always be regarded as a single business undertaking.

It is the extension and expansion of a single undertaking, whereas

in other forms of combination the individual undertakings remain

independent. The separate management of the undertakings

comprising the latter form of combination continues until such a

time that the alliance becomes so close that even the last claims to

independence of the individual undertakings must disappear.

(

This form of combination in which each business undertaking

retain^Us separate identity is known as a cartel. Both the fusion

and cartel are means by which a uniform organization of production

and of distribution is effected. The main forms of development

in business are given in the table inset facing page 194.

THE CARTEL. The lowest stage of a cartel in one and the same

trade begins with the regulation of the conditions of delivery, or

the terms of payment. This is known as a Condition Cartel, A
higher stage is represented by the Price Convention which aims not

193
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only at uniform conditions of delivery and of payment, but also

at the regulation of prices. The participants in the price conven-

tion, however, soon discover that a uniform price cannot be fixed

and maintained so long as the undertakings in question effect the

sale of the goods themselves. Hence, there arises the desire to

take away the sale from the individual undertakings and to hand

it over to a special selling centre. The Selling Syndicate now
develops, but is very difficult to maintain, since" it exposes the

undertakings to the fluctuations of the market in a highly unsatis-

factory manner. A certain safeguard against these fluctuations

is therefore demanded from the selling bureau, which is obtained

by the latter also regulating as far as possible the production of the

combined undertakings, and the selling bureau now stipulates what

percentage of each member's goods can be sold in a given period

of time in proportion to the total turnover of all the members.

When the organization of the cartel has attained this stage it is

known as a cartel for the Limitation of Output. With this, however,

we have by no means reached the full height of development.

The selling functions are of course taken away from the individual

undertaking and its output is controlled, but there still exists the

influence of the various undertakings upon the expenses of pro-

duction, and it so happens that the undertakings working under

favourable conditions sort themselves out more and more from the

others so that the less efficient undertakings are subjected to close

consideration. Apart from this the cartel for the limitation of

output is a ponderous structure, a fact which shows itself especially

in international competition. The uniform arrangements in regard

to the technique of production leads to inelasticity, so that the

largest undertakings often enter into secret amalgamation with

other works and thus endeavour to secure for themselves all the

advantages resulting from an improvement in technique. It is

only by the combination of all the works concerned into a single

undertaking, with the elimination of the financial and technical

independence of the respective undertakings, that a uniform and

homogeneous technique of production, a systematic output of

certain goods and the control of the supply of such goods in relation

to their demand, can be created in a certain trade. This stage of

combination provides us with a form of trust such as is characterized

in the organization of the American Steel Trust. The organization





194 PRINCIPLES OF BUSINESS ECONOMICS

only at uniform conditions of delivery and of payment, but also

at the regulation of prices. The participants in the price conven-

tion, however, soon discover that a uniform price cannot be fixed

and maintained so long as the undertakings in question effect the

sale of the goods themselves. Hence, there arises the desire to

take away the sale from the individual undertakings and to hand

it over to a special selling centre. The Selling Syndicate now
develops, but is very difficult to maintain, since it exposes the

undertakings to the fluctuations of the market in a highly unsatis-

factory manner. A certain safeguard against these fluctuations

is therefore demanded from the selling bureau, which is obtained

by the latter also regulating as far as possible the production of the

combined undertakings, and the selling bureau now stipulates what

percentage of each member’s goods can be sold in a given period

of time in proportion to the total turnover of all the members.

When the organization of the cartel has attained this stage it is

known as a cartel for the Limitation of Output, With this, however,

we have by no means reached the full height of development.

The selling functions are of course taken away from the individual

undertaking and its output is controlled, but there still exists the

influence of the various undertakings upon the expenses of pro-

duction, and it so happens that the imdertakings working under

favourable conditions sort themselves out more and more from the

others so that the less efficient undertakings are subjected to close

consideration. Apart from this the cartel for the limitation of

output is a ponderous structure, a fact which shows itself especially

in international competition. The uniform arrangements in regard

to the technique of production leads to inelasticity, so that the

largest undertakings often enter into secret amalgamation with

other works and thus endeavour to secure for themselves all the

advantages resulting from an improvement in technique. It is

only by the combination of all the works concerned into a single

undertaking, with the elimination of the financial and technical

independence of the respective undertakings, that a uniform and

homogeneous technique of production, a S3^tematic output of

certain goods and the control of the supply of such goods in relation

to their demand, can be created in a certain trade. This stage of

combination provides us with a form of trust such as is characterized

in the organization of the American Steel Trust. The organization



CONSOLIDATION AND INTEGRATION OF UNDERTAKINGS 195

of production and of distribution has then reached such a stage

that it can be carried on from a centre and the economic activity

of the existing installations can be developed and made to supple-

ment one another. Cartels and trusts evolve at first with the

national economic area, but they tend to spread beyond the national

frontiers. Already there are in existence a number of international

cartels. The tendency towards combination on the part of large

undertake engaged in the prc>duction of the same line of goods

which are r f importance in the world's trade is becoming more and

more stro \^0y notic^ dole, al^ longh certain limits to the attainment

of combir rnjon render the realization of the object difficult or even

impossible. Tn the long run only such undertakings can be cartel-

lized which pre Juce goods of a similar kind or which have interests

in common, Wiiere it is a question of establishing an international

cartel, the preliminary condition is the existence of a national cartel.

TRADES SUITABLE FOR CARTELS. The higher stages of

cartels cannot be reached in all trades. The more the undertakings

produce raw materials fit for the use of consumers, the more difficult

it is for the large undertaking to succeed and the easier for the small

undertaking to predominate. Under these circumstances it becomes

increasingly difficult to form a strong cartel over a large market

area. On the other hand, cartels take root in those trades which

supply raw materials for manufacture and also in those trades

which produce partly finished goods. Agricultural undertakings,

of course, do not belong to the latter category. Amenable to the

cartel form of organization are nearly all branches of the mining

industry—coal, iron, and other metals, and the conversion of iron

ore into pig- and sheet-iron. Beyond this stage, tl^e formation of

cartels becomes more difficult. In trades in which only a few large

undertakings produce a certain article, cartels may be formed

;

this is especially the case where such goods have a large market,

possibly exceeding the national market area. The goods whose

production, price^and sale are suitable for a cartel must be similar

in nature, offer a large market, and must be produced in a relatively

few large undertakings. These are indispensable preliminary

conditions for the formation on a large scale of successful and

durable cartels. In this way alone can there exist the possibility

of equalizing the expenses of production. If these show too great

a deviation, the competitive struggle will first of all choke off those
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undertakings which do not succeed, or which find it impossible to

reduce the expenses of production so as to bear a proper relationship

to the price prevailing in the world market. In this connection it

must be remembered that, for various reasons, the amount of the

expenses of production within the respective national areas may be

very dissimilar.

THE ECONOMIC POLICY OF THE CARTELS. The economic

policy of cartels is guided by the desire to effect, with united forces,

a satisfactory sale of goods or services for the various undertakings

included in the cartel.

The Aim of the Cartel. The aim is to control, as far as possible,

the supply of the goods so that prices may be regulated by the

cartel. Thus, the cartel is opposed primarily to the purchasers of

the goods. During the period prior to the establishment of the

cartel, competition among the undertakings led to such a depression

of prices that an improvement could be expected only by a restric-

tion of competition. The cartel aims at securing this restriction,

but in its lowest ‘Stages of development it does not attain this end.

There are always loopholes which cause internal competition to

become active or which renders possible outside competition. Not

until a higher stage is reached does the cartel become a weapon for

influencing prices, for the regulation of the turnover, and finally

for the regulation of the output. Of course, it is a preliminary

condition for the existence of a cartel that it should have complete

control over a fairly large proportion of the production of the com-

modity. It arranges the scale, fixes prices, and decides upon the

extent and quality of the production

Loss of Independence. Thus, the policy of the cartel is to interfere

in the first instance with the independence of the affiliated under-

takings to such an extent that the former character of the under-

takings is completely changed. The organization of the cartel

takes over the whole selling activity for the affiliated undertakings

and controls the extent of production. The autonomy of the

individual undertakings is thus lost to some extent. Still more

significant is the economic policy of the highly developed cartels

in their relations with customers.

Power over Customers. Since the greater part of the total supply

of a certain commodity is concentrated in the hands of the cartel,

it assumes a position towards the individual customers which is
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the Stronger, the more scattered is the demand. Thus, it obtains

the power to fix price? one-sidedly. The customers have simply

to submit to the price policy of the cartels.

The Middleman. However, this by no means exhausts the

economic power of the cartels. Cartels oi produc ts aim at bringing

the middleman into a dependent position and ct eliminating him

wherever fyossible. In many cases the attempt is made to bring

the whok process of distiihution wi‘:hi)i the sphere of the cartel.

Not only is the t^ 'h^dque of i>roduct»on as represented by the

undertake bro!u?ht ai>df the .'.ontrol of the cartel, but also the

whole pioc^ss of dislribution down to the direct consumer. In the

endeavour to carry out ihesc aims obstacles naturally present

themselves.

The Outsider. Especially do the cartels find it very difficult to

induce all undertakings in question to become affiliated. Fre-

quently outside undertakings enjoy all the advantages accruing

from the cartel without being compelled to submit to the restrictions

entailed by membership. Thus the so-called outsiders become a

great danger to the policy of the cartel. It therefore becomes

incumbent upon the cartel to induce the outside undertakings to

enter into affiliation. This often takes place by the adoption of

questionable practices. Violent competition may arise between

the cartel and outsiders, which is fought out principally through the

regulation of prices.

Foreign Competition. The outsiders, however, are not the sole

opponents of the cartels. Competition with the cartels also

develops from another side. Where the cartel embraces the whole

of a national economic area, foreign competition may enter into

consideration. Where the cartel is only national, in the event of

its success, new competition may arise within the national economic

area. The policy of the cartel must be to fight against or in some

way to prevent this opposition.

Cartels make a distinction between those market areas in which

they are the undisputable masters of the supply and those in which

their mastery is disputed. Within the former they can impose

their one-sided prices, whilst in the disputed areas they must have

regard to competitors. The possible losses from the sale of goods

in disputed areas are made good as far as possible by the charging

of higher prices in the indisputable areas.
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ADVANTAGES OF CARTELS. Through their price policy, how-

ever,yCartels exercise an influence far beyond the radius of the under-

taidngs with whom they are in direct relations. They influence the

^rice of goods down to the private economy, i.e. the final consumer,

and they also exert a far-reaching influence on the relations of the

undertakings of the cartel in regard to the money and labour

markets. Stability of prices leads to stability of returns and of

wages, and these are differently regarded by the parties affected.

The success of the cartel benefits the affiliated undertakings, the

same as failure, in the last resort, has to be borne by them. The

cartel organization does not represent a separate undertaking,

though it may be constituted as such, for it only carries out a

portion of the business which was formerly carried out by the various

undertakings. The cartels themselves, in the execution of their

policy, very soon become conscious of the weaknesses which are

inherent in all forms of cartel organizations, in which the individual

undertakings still confront one another as independent undertakings.

Competition is restricted and limited, but still there is always

the possibility, which may be exerted indirectly, of producing

tension between the various interested undertakings to such an

extent that the existence of the cartel becomes a burden and is

felt to be a handicap by the most efficient undertakings. Internal

competition does not cease entirely until the stage of the completely

developed trust has been reached, for at that stage all undertakings

are amalgamated into one single undertaking. At this stage of

development, the economic policy of the cartels assumes a different

character. The trust unites within itself a wealth of economic

power in consequence of which there is no longer any need to apply

the mean measures against its opponents which the cartel, at its

lower stages, had to employ*

THE TRUST AND OPPOSITION. The power of the trust com-

petes even with the influence of the State in a manner which fre-

quently shows the superiority of the former. Only by the creation of

opposing organizations, and the combination of the interests affected

by the overwhelming power of the trust, does it become possible

to bring forces against the trust, which the latter will respect.

However, this coalition of counter forces does not take place until

the overwhelming power of the trust has become irksome and until

it challenges, not only temporary, but permanent opposition. In
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particular, the concentration of supply must be opposed by the

concentration of demand. This organization of demand, however,

is rendered difficult by the fact that, as a rule, it is exceedingly

scattered. The impetus to the formation of a cartel usually eman-

ates from those industrial groups in which the supply is already

in the hands of a relatively few large undertakings. The circle of

undertakings which enter into consideration as buyers is very much
larger, a; 1 is by no intcins composed merely of large undertakings.

In conse ^ lienee, the rr'ribii atio ' jf demand is much more difficult.

Strong .u: i continnal pies n
,

. jmbined with violent competition,

is need* (I uj bring about i combination of the opposing forces of

demand. J he large cartels an .1 trusts tend to exploit their dominat-

ing position 10 such a manner that opposition arises on the part of

the customers. It can continue to operate as a permanent business

undertaking only by an amalgamation of the parties interested.

Thus, the economic policy of the cartels leads to a complete fusion

not only of supply but also of demand in the sphere of production

i
and distribution.

EXAMPLE OF A FUSION. An interesting example of a fusion

is mentioned in the Interim Report on Milk and Milk Products,

issued by the Departmental Committee on the Distribution and

Prices of Agricultural Produce.^ This is the United Dairies,

Limited, which has the direct control of about 65 per cent of the

total milk supply of the Metropolis. The company was formed in

1915 with a capital of a million pounds, for the purpose of acquiring

some of the principal London wholesale milk businesses and their

country creameries.

It now owns forty-five creameries in England and Wales, which

have been described as the reservoirs for the London trade
;

a

London wholesale milk business
; numerous London retail milk

businesses ; five condensed and malted-milk factories
;

a dairy

utensils and machinery business; and a Smithfield provision

business for home and imported produce. . The company owns its

own saw mills, and also its own factories for the manufacture of

condensed milk tins. All these different businesses are worked

through subsidiary companies, the United Dairies, Limited,

operating purely as a holding company. The reason given for the

amalgamation was the desire of the interested parties to keep

1 Cmd., 1854.
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milk at a fairly level price and to effect economies in men, horses,

and material.

In 1917 the United Dairies, Limited, decided to enter the London
retail milk business, and some of the largest milk distributing

businesses were acquired; to enable th.^ transaction to be com-
pleted, the issued capital was increased to abou

: ;f2,300,000. In

1920 the is'- ued capital had reached £3,280,000, iltrough the absorp-

tion of niL lerous other cnmoanies and private traders, and to-day

the issued capital ‘ at a| pioximrtcly £4,000,000. In the

process oi c osorption of all nr .o businesses, the policy has been to

reduce ti;e number of functioning concerns, so that at the present

time the company’s interests i;* the liquid milk trade are worked

through sixteen fimctioning retail companies and one wholesale

company in London. The diagram printed on page 200 is interesting

as showing the various channels along which milk flows under the

company’s organization. It will be seen that the adjustment of

supplies to consumption involves a highly complicated and

sensitive system of reservoirs and out-falls.

In the case of the United Dairies, Limited, the whole of the share

capital in the subsidiary companies is held by the parent company,

and, as it largely finances the operations of these companies, the

share capital of the subsidiary companies cannot be taken to

indicate the actual amount invested in the respective concerns.

As private companies within the meaning of the Companies

(Consolidation) Act, 1908, the balance sheets of the subsidiary

companies are not required to be filed at Somerset House. The

balance sheet of the parent company, which has to be filed, gives

no information as to the book value of the goodwill, the fixed and

floating assets or the amount of liabilities, reserves, and undis-

tributed profits standing in the books of the subsidiary under-

takings. It will be realized that the value placed on goodwill and

other intangible assets has a bearing on the profits required to be

earned in order to maintain dividends, and these have to be provided

out of the margin between the price paid to the producer and that

paid by the consumer.

The Departmental Committee on the Distribution and Prices of

Agricultural Produce therefore recommended that the Government

should consider the advisability of introducing legislation to require

holding companies which stand in a position similar to that of the
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United Dairies, to file with their annual returns at Somerset House

a co-ordinated balance sheet showing inter alia how much of their

capital is represented by [a) goodwill and other intangible assets

;

(6) fixed assets ; and (c) floating assets, and the aggregate amounts

of their {d) liabilities
;

(e) reserves
;
and (/) profits.



CHAPTER XXIV

THE RISKS 0x7 XHE UNDERTAKING

The risks of the undertaking embrace All tho‘..e unforeseen and
unavoidable occurrences which threaten theTifp history of a business.

These corcingencies are the unfavourable effects of a number of

causes, tlxe. operation of which cannot be clearly foreseen. At all

events they influence the business adversely and endanger its

success. These unfavourr.ule citects manifest themselves in two

ways, VIZ., directly and indirectly.

Direc^l^sses may be entailed, for instance, by the inclemency of

the weather, the (>ccurrence of fraud or theft, the loss of goods during

transit or warehousing, depreciation of plant and machinery, bad

debts, etc. Expenditure may also be rendered necessary by law

as in the case of the Employers' Liability Act, the National

Insurance Acts, etc.

Indirect Losses consist of a diminution of profits in consequence

of a fall in market values. For instance, where a dealer or manu-

facturer sells his goods for future delivery at a price fixed in the

present and a rise in the market price takes place after the contract

has been concluded, there is an indirect loss caused by the risks of

the market.

The majority of these risks are unforeseen. Their occurrence is

uncertain, but there is always the probability that they will occur

and thus influence the prospects of the undertaking. The occur-

rence of such events is quite independent of the will of the business

man and hence may be described as accidental.

In addition there are some events which are sure to occur without

our knowing precisely when they will take place, such as the loss

by death of labour-power.

The risks of the undertaking are rooted for the most part in

economic and social phenomena, or else they are due to natural

causes which are beyond human control.

1. BUSINESS RISKS. These are due to acts, omissions, or

occurrences within the undertaking itself, and may be sub-divided

into

—

(a) Subjective Risks, which may be found, for instance, in the

extravagance of the entrepreneur, the illegitimate speculation of a

203
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director of a company at the expense of the undertaking, the

inefficiency or carelessness of an employee, the inability of

customers to pay their debts, or the incorrect delivery of goods

by creditors.

(b) Objective Risks, which include the premature depreciation of

the factors of production, the quantitative loss of goods during the

period of warehousing, and, in general, the risks attaching to the

administration and employment of the inorganic factors in the

business.

II. SOCIAL RISKS. These embrace all those risks which are

independent of the management and control of one's own or any

outside undertaking. They affect the individual undertaking

merely in so far as it represents a unit in the social organism, such

risks being the outcome of social phenomena. Social risks include

the sum total of those market conditions beyond the control of the

manager of an undertaking which exert an influence upon the state

of business, such as the risk involved in the falling off in demand,

a slump in prices, tlie rise in the price of raw materials, and changes

in the rates of exchange.

Again, the risk of war has its effects upon the individual business,

the nation, and upon the world market—the decline in imports and

exports, the loss of markets, the postponement of international

payments, and the restriction of credit and the general interruption

of trade which can be re-established only after the resumption of

normal intercourse. Changes in the fiscal policy of a country may
so dislocate trade as to increase tlje various risks within the business

community and thus render unprofitable the operations of the

undertaking.

III. NATURAL RISKS. Beyond the control of human agency

are to be found disturbances and losses which are the result of

natural events. These are generally known as “ Acts of God."

Such risks may be due to fire, lightning, storms, floods, earthquakes,

etc. Risks arising from natural events may easily be insured

against, since the probability and frequency of their occurrence may
be gauged from the statistics which have been collected and which

cover a number of years. Hence, the extent of the probable loss

may be calculated in each individual case.

TYPES OF BUSINESS RISKS. We shall now consider a few of

the most important business risks.
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1 . Risks of Under-capitalisKition. These may be due to a lack of

capital and the raising of loans which cannot be repaid at the date

of maturity. Again, there is the risk of the premature withdrawal

of credit, by the death or failure of the creditor. The risk of under-

capitalization is run where an undertaking is urable to command
credit or where its ability to attract outside capital is restricted,

thus resulting in a fall in the venue This ma> lead to a state of

insolvency on the part (jf the undertaking.

2. Credi" Risks. These comprise ad those risks which arise from

the giving v.t credit as the. tc*^al or partial loss of an outstanding

debt ; Vi'lc*t in p.-yment jii ihc part of the debtor with a corre-

sponding lo<s of interest or reduction in revenue. Such risks

naturally varv v/ith the class of business. Apart from the large

stores and a few ret vil concerns, the various branches of trade tend

to have a compact circle of customers with varying capacity for

purchasing and for credit Trade customs, the fixing of the terms

of payment by convention, and in some trades, again, the trade

protection societies with their system of issuing black lists, all these

have largely contributed towards an improvement in credit

conditions.

3. Technical Risks. These consist of the danger that production

may be a failure because of technical defects. However, these can

frequently be minimized by a careful system of costing and

improvements in the technique of production.

4. Quality Risks. These may be due to the delivery of faulty

material which does not correspond to the order such as differ-

ence in colour, shape, weight, or chemical consistency, degree of

hardness, behaviour of the material in manufacture, etc. The

quality risk is borne by the seller and is of the greatest importance

to the manufacturer, although it is also of importance to the dealer

and exporter. The quality risk is minimized in the case of certain

commodities where quality limits are fixed, as in the grain trade,

future dealings in coffee and sugar. In these cases the obligation

to take delivery of the goods within the prescribed limits is imposed

upon the buyer.

Where goods are sold tale quale, i.e. without any condition as

regards quality, measurement, or weight, the quality risk is entirely

eliminated.

5. Risk of Breach of Contract. Losses may arise through the
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other contracting party attempting to break the contract : failure

to keep to the time of delivery ; refusal to pay the contract price,

or deviation from the terms of credit. Other examples are the

shipment of goods by a more expensive route, and the sale of goods

to competitors in spite of the assurance of sole agency.

6. Price Risks. These are largely due to economic conditions

such as the fluctuations of the market. It may also result from the

cutting of prices by one's competitors, or even from causes inherent

in one's own undertaking. In the latter class are included the

low efficiency of the manufacturing plant, and excessive cost of

production in comparison with that of competitors.

Can the various risks of the undertaking be expressed in figures,

and are they capable of measurement ? Risk signifies the proba-

bility of loss, that is, the loss of capital value, or the expenditure

of capital. The losses which have already occurred are the expression

in figures of the effects of various risks.

In the accounts of a business undertaking the losses are to some

extent shown directly as in the Profit and Loss Account on the debit

side, and partly in a reduced profit. Thus, losses on sales, losses

due to market fluctuations, etc., are set off against the profits on

sales.

However, the losses of wealth shown in figures in a well-kept set

of books do not always correspond to the total loss. Included in

the term “ loss " is that profit which might reasonably have been

anticipated in the ordinary course of business. Such loss of profit

as is due to unexpected events cannot be entered in the books of

account. In the sphere of accounts that which might have been,

but is not, finds no place. The accounts, and especially the Profit

and Loss Account should be carefully compiled from documentary

evidence which forms the material for an examination of the risks

of the undertaking. When we take into account, however, the

manipulation which often takes place in the preparation of the

final accounts of a company, and the many different ways in which

losses can be spread over a period of years, it can easily be perceived

that a statistical examination of the risks of the undertaking on the

basis of the published accounts can have only a relative value for

purposes of economic investigation.



CHAPTER XXV

THE TFXHNIQUE OF PRCOUCTIO M

In the undertaking there take? place a combination of capital and

labour. ’pital afford? the means of obtaining the factors of pro-

duction foi the carryirg on A the undertaking. The great aim of

production i , either crea' •' ihe iecundity of nature or to convert

the raw . ic. ; dais < '’'Pl ained m n. nature into a state fit to satisfy

human wants. This is effected by means of labour-power assisted

by some kind ..f iccbnical apphciuces. In the course of time these

have become highly developed, as may be seen in the various kinds

of tools, machinery, and equipment which are continually under-

going improvement. Through the employment of these improve-

ments in technique the products of nature are increased and, on

the other hand, there is a considerable saving in human labour-

power. Machinery generally displaces a number of human beings,

although it must not be forgotten, on the other hand, that the

construction and future replacement of this machinery will involve

a considerable expenditure of labour. One can thus easily see

how an undertaking which is superior to other undertakings

in its technical equipment, can produce an article more cheaply

and in larger quantities, and therefore can sell it more cheaply in

the market. Where a technical equipment is unquestionably

superior to the one formerly in use the undertakings which continue

to employ the old technique, seeing that their cost of production is

too high, must either install the new process or become inefficient.

Hence, competition between the various undertakings will naturally

lead to continual improvement in the methods of production. The

undertaking, which for want of capital or for other reasons is unable

to remain at the highest level of technical efficiency, cannot hope

to retain itself in the economic sphere.

THE SUCCESS OF THE UNDERTAKING. The preliminary

conditions under which an undertaking is established—^its size,

technical equipment, commercial organization, the competition of

similar undertakings, the price of and the demand for the finished

goods, and the conditions of wages and of capital are so diverse in

207
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regard to individual undertakings, that an equal success on the part

of undertakings producing and selling similar goods is inconceivable.

Still less can the same success be expected in regard to the totality

of undertakings. We can calculate average success, however, from

the examination of a certain number of similar undertakings

;

deviations from this average admit of a conclusion as to the causes

effecting a greater or smaller success. Here it must be borne in

mind that, when compared with the great differences in success,

the wages in the trades concerned and the interest on capital are

by no means the chief determinants, but that other factors are of

much greater weight. If two undertakings manufacture the same

class of goods and one of them works for a small market and the

other one for the larger market, given the same selling price, the

undertaking with the larger turnover will show, of course, a greater

financial success under otherwise similar conditions. The size of

the market area and in conjunction therewith—the turnover, plays

an important part not only in the success but also in the possibility

of expansion of the undertaking. Undertakings which cater only

for local needs cannot exceed certain limits
;
they always remain

small and therefore have not the chances of undertakings which

supply large market areas. The capacity for undertakings to

expand will also, as a rule, decrease the more the undertakings

produce directly for the consumers, since the diversity of the public

taste, consideration for the individual wishes of the various classes

of consumers, and the demand for new goods, all make it difficult

for the large-scale undertakings to dominate permanently a certain

market area. But the small undertaking is unable to show a similar

financial success per unit of turnover as the large undertaking since

it is exposed to more competition. It is the large market alone

which makes possible the large undertaking and the employment

of a technical equipment which, in its turn, propels the expansion

of the undertaking. This industrial technique, especially in mining

and the iron and steel trades which furnish raw materials and equip-

ment for other industries, confers on the large undertaking not only a

complete pre-eminence but also ensures a financial success founded

upon commercial and technical efficiency. Commercial superiority

is expressed in its influence upon prices, technical superiority in the

emplojnnent of machinery which reduces the cost of production

to the lowest possible level. Financial success secures for the



TECHNIQUE OF PRODUCTION 209

undertaking the easiest method of meeting the need for money for

the continual expansion of its production and for the continual

improvement and elaboration of its technical equipment. It cannot

be denied that in its initial stages of development, in the financial

success of an undertaking an important and even decisive role

is often exercised by the personality of the promoter or managing
director, aHhough the activity of such persons ^^aries greatly. The
managir.r director of an nader caking rrjay be likened to a steers-

man, the value of wbos3 servic.es varies with his ability to pilot his

vessel srdV.y througji danger and difficulty. If the passage

is throu di ' aim acid peaceful waters, the art of steering represents

no partirulai achievement.

THE PROPIT OF THE UNDERTAKING. All economic goods

have a value resdl ling from the fact that labour-power has been

invested in them, but this labour-power can become effective only

with the assistance of capital. The amount of labour and of capital

embodied in a commodity tends to determine the value of that

commodity. Here it is necessary to remind the reader that capital,

in its final analysis, is nothing but the product of labour. One is

apt to assume that the estimation of the amount due to labour,

and the share which reverts to capital is a comparatively simple

matter, whereas in reality the determination of these items is

extremely complicated. The production of similar goods in different

economic areas entails a different expenditure of labour-power and

a different rate of interest for the capital employed.

Of course, the differences in the return to various units of capital

are on the whole not so great as the differences in the return to the

expenditure of labour-power. In a country which has imdergone

a high degree of technical development, the expenditure of labour in

the production of a commodity is relatively low, whilst in a country

with a low level of technique it is comparatively high. The con-

ditions may also be reversed ; an area may yield natural raw

materials with such a small expenditure of labour and capital that

the commodity represents a low value. In another district, however,

the natural fertility is of such a nature that the same raw material

can be obtained only by a very great expenditure of labour-power

and of capital. There are, therefore, many different values for the

same class of goods according to the amount of labour and capital

expended thereon. Hitherto we have spoken of the expenditure

15—(MIOh),
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of labour-power in a quantitative sense only. The determination

of value, however, becomes still more complicated when the cost

of the reproduction of labour-power is taken into consideration.

The value of similar goods differs not only because the expenditure

in time of labour-power varies, but also because the expenditure

on the cost of reproduction of the labour-power presents even

greater contrasts. If, for instance, a Chinese coolie carries out a

certain task in ten hours, and an unskilled English labourer executes

the same task in the same length of time, that is, if both do work

that is very little, if at all, influenced by the greater or smaller

amount of intelligence, the expenditure in time is the same, but

the costs of reproduction of labour are entirely different, being very

much greater in the case of the English workman than in that of

the Chinese coolie.

The share of labour in the production of the commodity in ques-

tion is therefore much less where the Chinese coolie is employed than

in the case of the employment of the English workman. The value

of the same commodity, therefore, presuming that the expenditure

in labour and in capital is unequal, cannot be the same. However,

the price of the goods when placed on the market may be the same.

If the prices of the goods are the same, but the expenditure in

labour-power and in capital differs, then the seller whose goods have

entailed the smallest expenditure of labour-capital-effort will receive

a counter value with the greatest surplus over the cost of production.

What then, are the decisive factors which determine the price of

goods ? The costs of production of the goods ? We have seen

that these arc unequal and will remain so for a long time to come.

Of course, the costs of production play an important part in the

determination of prices since they greatly influence the supply of

goods. For if the price of goods sinks below the cost of production

in a number of undertakings, these undertakings must in the course

of time cease to produce so that supply will be restricted. More

important, however, is the intensity of demand for a commodity
^it a given time and the extent of the effective demand produced

thereby. If an area, where the cost of production is relatively low,

is able to meet the whole of the demand for a commodity, the price

will exceed by only a small margin this cost of production. How-
ever, should the demand be greater than the supply, then the price

of the commodity will rise. The price will be such as to cover the
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cost of production of the marginal producers so that the area with

the relatively lower costs will obtain a price far in excess of its

own cost of production. The difference in gain which thus accrues

to the latter area is the profit of the undertaking, because it reverts

neither to labour-power nor to capital. But sii ce the entrepreneur

and the capitalist are frequently one and the same person, the profit

of the undertaking reverts to capital. The profit of the undertaking

however also originates m another manner. If, owing to the

difference in natum'. product; ri tv, two agricultural undertakings

of siniil 1 charar^'-.i show a di derent quantitative return, and if

the pn .v s.l the [,v)ods picduced is the same for both, the under-

taking with the greater yield has a surplus which, after deduction of

all costs foi 'ab jur and for capital, reverts to the undertaking.

Here likewise tliere results a proiit for the undertaking due to circum-

stances which economic management alone does not explain. In

the present era of world market prices, the diversity of strength,

the influence of the natural forces of production, and the difference

in the costs of reproduction of labour-power make it possible for

undertakings to obtain special profits which may be designated
** undertaking profits,” These are the principal sources of the

profits which accrue to undertakings engaged in the production

of goods.

INDUSTRY. The sum total of these undertakings engaged in

the production of the same or similar goods with the object of placing

them on the market are known as an industry. Establishments

devoted to agriculture are frequently excluded from this heading.

The official statistics of the British Government, for instance,

separate agriculture from industries. We cannot agree with this

classification. It would be much better to regard as an industry

every combination of undertakings engaged in the production of

particular goods. So long as an economy produces for its own
consumption only, then it cannot be called an industry. However,

as soon as an economy produces more than it consumes and there-

upon sells its productions either in the raw or finished state in

exchange for money, the economy becomes an undertaking and the

undertakings form an industry. But not only the undertakings

engaged in the production of goods may be classified into a definite

number of industries but the undertakings engaged in the distribu-

tion of goods must likewise be included in the term ” industry,”
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at least so far as private undertakings are concerned, and we also

speak of a commercial industry or a transport industry. The

far-reaching division of labour in the process of production and

distribution of goods has led to the evolution of an exceedingly large

number of industries which can all be traced back to a few principal

kinds. The occupations of a country do not quite coincide with its

industries in the above sense. The term “ occupation " is the

wider term, and proceeds from the activity of a person in the

economic process as its starting point. The undertaking may
embrace a variety of different occupations, whereas an industry

consists of a group of undertakings engaged in the production of a

certain commodity, e.g. the cotton industry. A business consists

of the uniform working process which is determined by the technical

conditions of production. The term business is sometimes used

incorrectly in the same sense as undertaking, but it should be

remembered that many businesses may constitute an undertaking,

e.g. spinning, weaving, dyeing, and bleaching businesses are grouped

into undertakings which constitute the cotton industry.

ORGANIZATION OF THE PRODUCTION OF GOODS. The
production of goods takes place in such a manner that raw materials

must be obtained, then by the process of manufacture they are so

transformed as to render them fit for human consumption. Accord-

ingly, it is necessary to draw a distinction between the procuring

of raw materials and the process of manufacture. At the same time

this differentiation presents a contrast which is of fundamental

importance for the proper understanding of human economy. The
extraction of raw materials is based pre-eminently, though not

entirely, on the productivity of nature. In the acquisition of raw
materials the chief object is to stimulate as favourably as possible

the productivity of nature so that the soil, and afterwards the stock,

may show the best possible results. Here also there is evinced the

desire to obtain the maximum returns with the minimum expendi-

ture of labour-capital-effort. There also exists the desire—^far

reaching in importance—to increase the natural productive powers,

and to make the preliminary conditions of natural fertility such

that the highest yield possible will result. On the other hand, the

further acquisition of raw materials and the working up of the raw
materials into finished goods must aim solely and entirely at the

production of commodities as economically as possible, that is with
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the minimum expenditure of labour-capital-effort. The manu-

facturing process calls for a change in the form of the raw materials

which may be used with a grciiter or smaller expenditure of labour-

capital-effort. The smaller this expenditure, t!ie more economic

in effect is the working process
;

the gi eater th(^ expenditure, the

higher must be the costs of production of a commodity to the

undertake
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THE COSTS OF PRODUCTION

FORMS OF COSTING. Costing is the process of calculating the

expenses involved in the manufacture of an article. After having

ascertained the expenses incurred in the manufacturing process,

or in obtaining the commodity from the manufacturer or whole-

saler, the selling price is then fixed. Costing is thus necessary in

order to ascertain the minimum price which must be charged for an

article, so as to avoid selling under prime cost.

As in the case of the State or municipal undertakings, the

manufacturer and the merchant begin with an estimate of their

expenses in which they include the cost of their raw materials,

expenses, profits, interest on capital, etc. Further, they include

the expenses incurred during the period of manufacture and even

those which may be incurred after the work has been completed.

The activities of every business should be based upon a system of

costing. In a narrow sense, costing is the ascertainment of the

prime or manufacturing cost of a commodity.

I, CLASSIFICATION ACCORDING TO FUNCTION. According

to the object of costing we speak of

—

(1) Manufacturing Costs. These are the expenses^which are

incurred in the manufacture of a commodity.

(2) Buying Costs. These consist of the expenses incurred in pro-

curing a commodity—^whether raw materials, partly manufactured

or finished goods.

(3) Selling Costs. These are the expenses which must be added

to the prime cost or to the buying costs before ascertaining the

selling price of the goods

Although all these three forms of costing occur in a manufacturing

business, the trader has to deal only with the forms mentioned

under (2) and (3).

II. CLASSIFICATION ACCORDING TO TIME. According to the

period at which the expenses are incurred a distinction may be made
between

—

(1) Estimated Costs. These are the expenses prior to manufacture

or prior to purchase or sale. A calculation is made of the expenses
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anticipated in the execution of an order or in connection with

buying or selling.

(2) Actual Costs. ‘The prime cost is ascertained on the basis of

the expenses actually incurred. A subsequent calculation acts as

a check of the estimated costs showing the difierence in the items

of which it is composed. Although nothing can be changed in

regard to transactions that have already taken place, experience

which has been gathered in one transaction may be utilized on

future occasions. Kcikce t le use of actual costs is to teach us

the cost of a manufactured article if it is to be made again,

assuming that the conditions do not change However, the

necessary allowance must be made for any changes in the

conditions.

III. CLASSIFICATION ACCORDING TO NUMBER. According

to whether one or severe! articles are manufactured, bought, or

sold, we speak of single or multiple costs. If the buying expenses

of a particular article are shown unseparated in an invoice, the right

constitution of the expenses should be ascertained. If in the manu-

facture of an article, various departments of the same undertaking

enter into consideration, then the wages and general expenses of

each must be carefully apportioned. Where an undertaking is

engaged in the manufacture of a combination of different kinds

of commodities, the exact apportionment of the expen.ses over

the various articles is frequently very difficult and a more

or less crude method of distributing the costs is frequently

adopted.

Ad Valorem Costs. These are expenses which vary according to

the value of the goods. In this category are included, brokerage,

selling commission, interest, rebates, del credere, insurance premiums,

depreciation of goods during transport or warehousing. Supposing

out of 100 gallons of wine, 1 gallon is lost in transport through

ullage or evaporation, this means that the loss is equal to 1 per

cent, whether the price of the wine is 100s. or 1,000s. Ad valorem

expenses may therefore be expressed as percentages.

Specific Expenses fall or rise in the same ratio as the change in

quantity or weight ;
for example, the expenses of freight, cartage,

loading or unloading. Whether the goods cost 100s. or 1,000s.

per cwt., the freight and cartage remain the same.

General expenses connected with the business are not dependent
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on the value or the quantity of the goods ; for example, postages,

telegrams, samples.

In regard to the relation of the expenses to the total turnover a

distinction is made between

—

(1) Fixed Expenses, and (2) Variable Expenses.

Fixed Expenses. Amongst the expenses which remain the same

irrespective of the extent of production, are to be included the

expenses for rent, lighting, and heating of the business premises,

salaries of the directors, and of the permanent staff, etc.

Variable Expenses. These expenses vary according to the extent

of production

—

1. Expenses which vary with the quantity of output at any given

time. In order to increase tenfold the output of a factory, ten

times as many workers must be employed
;

thus, the wages are

increased tenfold. If the cost of 1,000 units is ^£20,000, then the

cost of 2,000 units will be £40,000. Again, a grocery business

which uses 1,000 pa.per bags for the packing of 1,000 single lbs. of

flour, will require 10,000 bags in selling 10,000 single lbs.
;
that is,

it has to expend ten times as much on the bags.

2. Expenses which fall relatively to an increase in turnover,

that is, the increase of expenses is less than the increase of output.

For example, a salesman obtains a turnover of £1,000 per month ;

if, at the same prices, the turnover should rise to £5,000, as the

energy of the salesman was not fully utilized, there may only be

wanted three salesmen for the increased turnover and not five.

Again, in the manufacture of 100,000 pieces of cloth the cost might

be 115,000s. ; for the next 20,000 pieces, 18,000s.; a further

20,000 pieces only 17,000s., etc.

3. Expenses which increase per unit of output, as production

increases. This may be due to the excessive employment of capital

and labour, to whom high overtime rates must be paid. Progressive

expenses, which arise with abnormal employment, are of a

temporary nature.

MANUFACTURING COSTS. The calculation of prime cost in

a manufacturing concern would be rather simple if the wages and
materials necessary for the production of a certain article always

remained the same. The considerable fluctuations of wages, of

the output of the workers, and of the machinery and also of

the prices of raw materials, make the costs of a manufacturer
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more difficult to calculate than in the case of a trader's

business.

In normal times, the price of an article is regulated by demand
and supply. It will be offered permanently only if the persons

demanding it are prepared to pay a price which covers the cost of

manufacture, and leaves an adequate margin of profit. As a rule,

it will not be necessary for the customer to give more than this

amount, as competitors take care that the selling price does not

exceed a figure which results from the addition of the cheapest

cost of production, the exi;ienses of distribution, and a suitable

profit.

The manufacturer, therefore, in his own interest, must make
an exact calculation of his total cost. In a factory undertaking

this consists of all the expenses incurred in the production of a

manufactured article together with the expenses of sale.

The amount added for profit must frequently be adapted to the

prevailing market prices
;
the total cost constitutes the basis ; the

additional amount representing profit calls for adaptation to market

prices. In price lists and catalogues price alterations are usually

expressed in percentages ; for example, Prices are subject to

15 per cent increase." In order to procure orders during a period

of slack trade, the calculation has to be made so as to realize the

best possible price.

FACTORS OF PRIME COST IN MANUFACTURE. The diagram

on page 218 shows the relation between Prime Cost, Turnover, and

Profits. From this diagram it will be seen that the three principal

items of cost are raw materials, wages, and expenses, and the leading

principle is to debit all expenses as directly as possible to the

particular article to which they refer. In this way a general survey

may be obtained over the estimated prime cost and of the items

debited to the respective workshops. One of the great aims of

costing will thus be achieved ; that is, the expenses of manufacture

will be reduced to the smallest possible dimensions.

Raw Materials. Every manufacturer requires raw materials

which form a part of the substance of the new product, and

auxiliary materials which do not appear in the product. To the

price of raw material must be added the expenses of obtaining it,

the bu3dng commission and the freight and cartage ; on the other

hand, a deduction must be made for discount, rebates, or similar
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allowances, and also for the revenue resulting from the sale of

by-products and waste. For example

—

Purchase Price of Raw Material
Less 2 per cent Discount .

i s. d.

280 - -
5 12 -

Add Carriage ....
Cartage ....

Unloading F,xpenses and Storage .

Trading or ICstablishment Charges

Less Pn.'ceeds from Sale of V/aste

I 5. d.

24 6 -
3 7-
1 16 -

18 -

274 8 -

30 7 -

304 15 -
4 12 -

^300 3 -

Wages. The Flat Cost of a manufactured article consists further

of the wages which arise in the course of manufacture, that is,

the productive wages—the wages of those workers who are directly

engaged in the production of the article in question. In a well-

organized business both materials and wages may easily be

ascertained for each manufactured article from the Purchases and

Stores Books and from the Wages Analysis Book. When the direct

expenses of production are added to the Flat Cost, the total is

known as the Prime Cost.

Expenses of Production. In contrast with the above items, the

productive expenses do not always bear a direct relation to the

magnitude of production, but they are in part fixed expenses. The

following are to be distinguished

—

1. Expenses which arise only in course of manufacture, but not

when the factory is closed

—

{a) Expenses for power, where the power is generated by the

manufacturer. (For example, consumption of coal and other

fuel ; wages for stokers and firemen ;
consumption of water.)

Otherwise these expenses would have to be paid to the electricity

works.

(6) Lighting, heating, and water.

(c) Auxiliary materials, e.g. lubricating oil, cotton waste, for

the maintenance of the machinery during the working

period.

{d) Expenses incurred in the preparation of workshop drawings,

models, etc.
;

also laboratory expenses connected with the
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testing and examination of raw materials and finished

goods.

[e) The maintenance of motor cars, e.g. benzine, rubber tyres.

(/) Insurance contributions under the National Insurance Acts.

(g) Unforeseen expenses.

2. Expenses which arise whether the factory is working or not

;

(Fixed establishment charges).

[) Rent of factory premises, workshop, hire of machinery,

etc. In case of ownership of all these items, then the interest

and redemption of the capital invested in the buildings,

machinery, tools, motors, etc.

() Cost of maintenance of the factors of production.

(c) Unproductive wages, e.g. watchmen, porters, etc.

(d) Salaries of the manager, foremen, stock-keeper, and of the

clerical staff.

(e) Insurance contributions in respect of unproductive wages.

(/) Rates and taxes.

(g) Unforeseen expenses.

3. Expenses caused by depreciation and obsolescence. In

this connection consideration should be given to the difference

between fixed and working capital. Depreciation must be written

off machinery, tools, buildings, etc.

4. Expenses of Distribution. To the establishment charges are

to be added the selling expenses which are divided into

—

() Impersonal items such as rent, heating and lighting of the

office, sale, stock showrooms ; insurance premiums, rates,

advertising, packing materials, forwarding expenses, travelling

expenses, postages, bad debts, etc.

() Personal items, such as the salaries and bonuses of the

commercial staff, including the commercial manager.

SELLING PRICE OF AN ARTICLE. An excellent exampk of

the expenses involved in the production of a standard product is

given in the example on page 221, which is taken from Carter's

Advanced Accounts (Pitman). From this illustration it will be

seen that the selling price of an article is composed of

—

1. The Flat Cost, consisting of the cost of raw materials, including

all charges thereon, plus the amount paid for productive wages.

2. The Direct Expenses of production, including the amounts

to be written off for depreciation of factory items.
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COST OF PRODUCTION OF A STANDARD PRODUCT
(SAY) BESSEMER STEEL

Jiinuary, 19
Output ; 1,000 Tons.

Materials— I

Purchased direct (i^^artirulais ficnij

Analysis Purchase Booh) .
I

Requisitions of Stores (particuldfs frotnj

Stores Requisition Book)
Labour

—

(Particulars from
Wages Book ana-
lysed according to
the various opera-
tions of labour)

Operation No. 1

» 2

4
5

6

Flat Cost ,

Direct Expenses

—

1. Rent, Rates, Taxes, Insurance of

Works .....
2. Motive Power, Fuel, Gas, Water,

Lighting ....
3. Royalty .....
4. Non-Productive Wages and

Salaries ....
5. Repairs. Depreciation, etc., of

Plant and Machinery
6. Interest on Capital, Outlay on

Plant, etc

Prime Cost
Indirect Expenses

—

1. Rent, Rates, Insurance, etc., of

Offices, Warehouses
2. Lighting, Heating, Water .

3. Salaries of Office Staff, Manager
4. Bad Debts Discounts
5. Depreciation of Fixtures, etc.

6. Interest on Capital, Loans .

Total Cost
Percentage of Profit—

1

14 per cent
(which gives a 10 per cent profit on
the selling price) ....

Selling Price per Ton .

Expuiidituru. 0>} t per Ton.
Percentage
on Selling

Price.

1 s. <1. S. d.

525 - - 10 6 10*50

950 - - 19 - 19*00

250 _ _ 5 _ 5*00
304 3 4 6 I 6*08
325 - - 6 6 6*50

287 10 5 9 5*75

337 10 6 9 6*75

304 3 4 6 1 6*08

216 13 4 4 4 4*34

3,500 - - 3 10 - 70*00

25 - 6 0*50

275 5 6 5*50

50 - - 1 - 1*00

150 - 3 - 3*00

100 - - 2 - 2*00

25 - - 6 0*50

4,125 - - 4 2 6 82*50

12 10 3 0*25

8 6 8 2 0*16

250 - - 5 - 5*00

50 _ _ 1 _ 1-00

4 3 4 1 •09

50 - - 1 - 1-00

4,500 - - 4 10 90-00

10 10-00

£5 - 100-00
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3. The Indirect Expenses, i.e. the costs for selling and

administration.

To the total of these expenses must be added the entrepreneur's

profit, and possibly also the entrepreneur's remuneration, in case

these have not already been included in the personal expenses.

Hence, as will be seen from the diagram on page 218, net turnover

-total costs = the profits of the business.



CHAPTER XXVII

MODERN DEVELOPMENTS IN PRODUCTION

GENERAL CHARACTERISTICS. The ;^reat h'^hnical inventions

which the eighteenth century had pn^pared, and which were put

into praeD-al application Jarii'g the first half of the nineteenth

century, 1 ive come fruition t.>nly daring the last fifty years
;

and thei^ ; xploita^^i' .i and dovi lopment have led to still further

mventio, s. More< ver, th j iiicieased results of scientific research

were ulili^erl by industry In catering for wants which had hitherto

been unknovx n. and dose reladons were established between the

natural sciences and the technical branches of industry. The more

science, under the influence of natural powers, succeeded in revealing

its secrets, the more zealously and successfully did industry endea-

vour to force these natural powers into the service of man and thus

made them subservient to economic ends.

TRANSPORT. The application of steam to transport led to a

development of communication such as was formerly considered

impossible. The significance of this invention—in its application

to land transport in the form of railways, and to sea transport in

the form of the steamship—is to be found in its power to surmount

the hindrances of time and place, and also in its capacity to move

speedily large quantities of goods. The employment of ingenious

machinery rendered possible mass production
;

the introduction

of intensive methods in agriculture and the opening up of wide

agricultural areas and of colonies, led to increased cultivation and

to the safeguarding of the needs of the rapidly increasing population.

The facilitation of transport, the production of goods en masse,

and the increased output of foodstuffs led to a cheapening of pro-

duction and thus improved the standard of living of the people.

With the increase of their purchasing power was linked a capacity

for greater consumption,, so that new wants were introduced, and

thus in turn was wrought the increase of population in countries

with a progressive economic system.

In 1825 the railway system of the earth measured 5,400

miles
; and in 1870 it had risen to 129,900 miles ;

in 1890 to

385,770 miles ; and in 1918 it had reached a total of 750,770

223
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miles. In a similar manner the number of steam vessels has

increased. Since 1870 the tonnage of the British mercantile marine

has risen from 1,113,000 tons to 7,739,798 tons at the end of the

nineteenth century, and in 1912 it amounted to 12,025,490 tons.

In Germany, we find in 1870 a tonnage of 81,998, which by 1900 had

increased to 1,347,875 tons and in 1913 to 2,832,312 tons. The

United States of America possessed in 1875 a tonnage of 2,213,000

tons and in 1912, 2,632,859 tons. The Japanese fleet increased

from 543,365 tons in 1900 to 1,386,047 tons in 1912, and those of

the British Possessions for the same period show an increase from

532,182 tons to 1,093,417 tons.

IRON AND STEEL. The gigantic extension of the means of

communication coincides with the development of the production

and distribution of goods, which could be achieved technically only

by the increased output of iron and steel. This was not effected

however, until the middle of the nineteenth century, when Henry

Bessemer introduced an invention which made it possible to pro-

duce in twenty minutes approximately 3 tons of pig iron—a task

which, under the former puddling process, had occupied twenty-four

hours. However, only certain kinds of ore were suitable for the

Bessemer process, and it was not until 1870 that the two English-

men, Thomas and Gilchrist, succeeded in improving the Bessemer

process so as to eliminate the phosphorous from the phosphoric

iron ores.

Hitherto it had been impossible to utilize fully the brown iron-

stone in the Cleveland district and also in the region of Lorraine

and Luxembourg. Alongside these two processes, the Siemens

Marten process also takes up an important position in the manu-
facture of iron. In consequence of the practical exploitation of

this important invention, a remarkable development has been

experienced in the output of pig iron, especially in Great Britain,

Germany, and the United States. In these countries, and also to

a certain extent in Belgium and France, those great iron works have

come into existence which carry on simultaneously the production

of pig iron, steel bars, rolling mill products, and finished articles.

In Great Britain, the production of pig iron between 1870 and 1912

was increased from 286,797 tons to more than 9,000,000 tons ; in

Germany from 170,000 tons to 17,617,000 tons. Since 1903 the

German production of pig iron has surpassed that of Great Britain,
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The greatest increase, however, is that of the United States, the

figure for which in the same period rose from 1,691,000 tons to

60,440,000 tons.

The rise of the iron industry produced a gigantic increase in the

output of coal and its by-products. Only in those countries

which possessed large coal deposits could thcni be established a

highly developed iron industry. Great Britain, Germany, and the

United S^^tes were in possession of such coal deposits, and for that

reason th< v rose to tLe head or Uie iron producing countries.

The pi od action r-i iron !•= a veiy ancient industry, but the newly

discove.^d processes of production and the employment of coal in

the place of wood give it an entirely different character from that

which it assumed in former times.

OTHER MANUFACTURES. As in the production of iron, a

remarkable increase of production was also experienced in

other ancient branches of industry
;

as, for instance, in the

textile industry, and in the paper, leather, wood-working, and

ceramic industries. The reasons for the increased production,

however, were not the same in all cases ; in fact they were

based, as in the textile industry, upon the introduction of

power and machinery, or as in other branches of manufacture, upon

the manifold possibilities for the employment of the raw materials

to meet the increased demand, and which admitted of the greatest

variety of production. The place of timber, which was formerly

used in the construction of ships and houses, and also as fuel, has

been taken by other materials such as iron and coal ; nevertheless,

the employment of wood has not diminished but has even increased,

and only its uses have been changed. To-day the importance of

timber lies in its use as raw material for paper-making, for con-

structive purposes in mines, for use as sleepers on railways, and as

telegraph poles, whilst at the same time its employment in the

furniture trade and in the making of barrels and cases has experi-

enced a great increase. With the growth of a system of intelligence

and of the Press, the consumption of paper has risen in an extraor-

dinary degree, whilst at the same time paper serves as packing

material in various forms. For technical purposes leather has

conquered a wide sphere of usefulness, and the same may be said

of porcelain, china, and earthenware which, in former times, were

employed almost exclusively for articles of household use.

16—(1410h)
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The Rise of New Industries. More outstanding, however, has

been the rise of new industries which, in fact, are still in a stage of

evolution. The most important of these branches are the electrical

the chemical, and the rubber industries ; the production of motor

cars and bicycles, and the aeroplane industry. All these new branches

of industry have one characteristic in common—they utilize the

old industries in order to obtain their partly-finished articles and

thus exert a beneficiaji effect upon them ; they have also brought

into existence new auxiliary trades. The modern ship-building

industry, likewise, can no longer be compared with the old one.

A modern ship resembles in its whole equipment rather a small

town, furnished with machines, electrical installations, hydraulic

cranes, and rooms furnished completely with all household require-

ments. There is scarcely a branch of industry which does not

contribute some product or other for the steamship. The chemical

industry, which is based upon natural science is able, by means of

synthetic processes, to produce from a few basic materials an

immense number of products ; these, in the shape of half-finished

goods, find employment in the most varied branches of industry

and in medicine.

All these old and new branches of industry require, in addition

to the most varied raw materials derived from the vegetable,

animal, and mineral kingdoms, the means of production in the form

of tools, machinery, and other apparatus of manufacture. Their

development therefore depends on the simultaneous growth of the

engineering industries. With the continual improvement of

inventions, ingenious machinery was adapted to the requirements

and peculiarities of those trades and with the greater utilization

of iron and other metals, they contributed largely to the further

development of the iron and metallurgical industries.

THE CYCLE OF PRODUCTION. Starting with the extraction

of raw materials and passing on to the production of partly-finished

and the most highly finished articles, such a close relationship was
established between every branch of production as to resemble a

cycle of production, which bound the various trades in the closest

sympathy, but at the same time resulted in the development and
prosperity of one trade being dependent on that of another.

Every fluctuation in the state of the market, every change in

prices, every rise or fall in demand, or increase of supply caused
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by the establishment of new undertakings, was reflected in the

market for raw materials and finished goods and even brought

within its sphere the whole economy of a country and that of

neighbouring countries.

The remarkable increase of productioii, the in .reduction of new
and the extension of old trades, influenced by the endeavour to

produce as cheaply as possible undt^r a Uirge-scale system

of indusi V called for employment of large amounts of

capital, ar.vl thus If. i to tin ex^nsioii of the banking and credit

systems.

With ne < <tensioi» of business undertakings, however, the masses

of workers also increased in mnnbers. Although the origin of the

class of factoiy workers is to be found in an epoch prior to the

Industrial Revolution, we can trace how the working classes had

to pass through serious crises. The introduction of machinery and

of international competition manifested themselves in the dis-

charge of workers, in revolts and rebellion, and in a low standard

of living. What distinguishes the workers of the last few decades

from the worker of the first period of rising industrialism is the

formation of a compact class which has become fully alive to its

place in society, its common feeling and its class-consciousness.

Out of this consciousness the worker has endeavoured to improve

his standard of life and to acquire economic and political power

through organization. Thus, since the middle of the last century

there has arisen in every Industrial State a socialistic movement
which, on the one hand, has pursued purely political aims, and, on

the other hand, has striven for the regulation of the economic

activities of the worker by an improvement of the working conditions

and of the standard of life.

INTERNATIONAL DIFFERENTIATION OF PRODUCTION.
With the rise of the Industrial system, great changes have taken

place in the economic structure of the various states during the last

few decades. They are marked by the alteration of relationships

existing between the fundamental industries—agriculture and

manufactures—and the increasing differentiation of commercial

relations due to the mediation of exchange on a large scale.

All the countries which are now described as industrial states,

because in them the majority of the working population finds its

maintenance in industry and commerce, have originally been those
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in which agriculture was predominant ; and to-day there is a

whole series of other countries in a state of transition from

agriculture to industry". The development of industry in a

country is always linked with an increase in the density of

population. The area in which factories develop invariably

affords maintenance to a larger number of people than agriculture.

At the same time industry affords greater variety and more

lucrative opportunities for making a livelihood than agriculture.

Hence a continually increasing number of persons in search of

employment find their way into industry, where there are greater

inducements.

The Opening Up of the New Countries. With the rapid increase

of population, however, the home-grown supplies of food-stuffs

soon become insufficient. Up to the second half of the last century,

the agriculture of the Western European countries experienced

severe crises in consequence of the keen competition of oversea

countries and of Russia.

The increasing demand for agricultural products in the rapidly

developing industrial states, in conjunction with the improvements

in the means of transportation, led to large quantities of those

products being brought to Great Britain, Germany, and other

Western European countries. It was not until after the course of

many years, when the agriculture of these latter countries had

succeeded in adapting itself to the changed economic conditions,

and when in consequence of industrialization, the population of

those countries was in a position to pay higher prices for agricultural

produce, that the agriculture of the industrial countries could again

secure a firm footing, and take their share in the supply of articles

of food in competition with the new agricultural countries. At the

same time, the agriculture of the industrial countries, owing to

the rise in prices caused by the increased demand, could resort to

intensive methods of cultivation and thus obtain greater yields

from the soil of the home country.

Hence in all industrial states intensive cultivation combined

with stock-raising was introduced, whereas in the new agricultural

countries, the extensive form of cultivation still proved adequate.

Nevertheless, the import of foodstuffs into the Western European

industrial states remains a necessity, and it increases in proportion

to the development of the.,population and industry.
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COMMERCIAL RELATIONS. Although the exportation of

grain and other agricultural products irom such oversea countries

as the United States, the Argentine, Canada, India, Russia, and

Roumania to the north-west ICuropean markets contributed to an

increase of the commercial relations oi the countries with each

other, these large importations had to be compensated by the

exportatiov of European manufactures. The new agricultural

countries )ecame more willing to receive these manufactures

because thev in tuni trund - market for their own productions.

Ir the o: eduction of inai^ufac+iires, the industrial countries were

at first d‘;p(‘iident on home grown raw materials, in so far as they

could be found in the home coujury. In this connection, however,

they were dependent on climatic conditions for materials of animal

and vegetable origin. Where climatic conditions did not permit

the production of certain raw materials such as cotton, jute, tanning

materials, etc., the raw materials had to be procured from other

countries. However, where the home agriculture could supply such

materials as wool, flax, hides, skins, and timber, the restricted areas

which had been used for other economic purposes were no longer

sufficient to meet the increasing demand for the raw materials of

industry. The pastures which had been indispensable for the

grazing of sheep and cattle, shrank more and more in extent, and

in the course of time were transferred to those wide oversea countries

which still offer unlimited space. A large number of other raw

materials entered into the economic sphere in order to cater for the

most manifold demands ; oil and fatty substances, rubber, resin,

etc., were sought after in increasing quantities. The demand for

all such oversea raw materials as well as for cotton, wool, tea, coffee,

cocoa, medicin^ plants and spices, gave rise to the opening up of

far distant areas and to the establishment and extension of a

system of plantation cultivation.

The metal industry in the principal industrial countries of Europe

and the United States, were founded upon the chief raw materials

of home production—coal and iron ore. However, in regard to the

latter, the supplies are inadequate to maintain the efficiency and

to satisfy the needs of the increasing number of furnaces in the most

important countries of Europe. For the last fifty years increasing

quantities of iron ore have been exported from Spain, Sweden,

southern Russia, and oversea countries. The United States alone
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have still enormous deposits of ore which are adequate to meet

home demands. Other ores such as tin, copper, and silicates, lead,

precious metals, nickel, etc., are chiefly imported from abroad.

The position of other minerals is similar. Stone and clay are to be

found in most countries for use in the ceramic industry, in the

manufacture of cement, lime, stone-ware, porcelain, and glass.

Nevertheless, the number of mineral substances such as kaolin,

asbestos, sulphur, etc., are imported because they cannot be

obtained in sufficient quantities in European countries.

World Intercourse. All these new countries entered into mutual

commercial relations with the large and small industrial states,

especially with those in Europe, but also with the United States

whose industrial development proceeded at a very rapid rate without

any interference with its agricultural development. Thus there

arose a highly developed system of world intercourse. Intercourse

between countries has, of course, always existed, but during the

last few decades it has assumed an entirely different aspect.

It is not the greater intensity of these commercial relations as

compared with those in former periods which constitutes the

decisive characteristic, but its systematic an'd contractual nature.

It is systematic in so far as a certain international division of labour

has developed. A certain group of countries is engaged pre-

ponderantly in the production of raw materials of animal, vegetable,

and mineral origin, and another group utilizes these in the manu-

facture of partly-finished and finished goods. The former supply

the raw materials and in exchange receive finished products.

However, the industrial nations themselves also supply one another

with finished products. To outward appearances these products

are of the same kind, but a closer inspection will reveal differences

in quality which are rooted in the methods of manufacture pre-

vailing in the various countries. There is a complementary

system of production which leads to a preference being given to

goods of foreign origin rather than to similar goods which are

produced at home. All these goods are exchanged by means of a

large scale system of commerce. With the aid of the intelligence

service and the compilation of statistics there has been created a

remarkably complex organization. Trade has been moulded into

definite forms, and commodities have been graded into types,

which enables goods to be procured in accordance with certain
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prescribed qualities and standards. Moreover, by carefully observ-

ing where there is a surplus or scarcity cf raw materials and manu-
factures, the wholesale trade ensures an equalization of demand
and supply with a consequent l(:velling of prices, and by the utiliza-

tion of the institutions of trade, every went can be supplied in the

shortest possible time, every demand satisfied and every congestion

removed.

The con ractual nature of modern commerce manifests itself

in the in State t:('dties v^hicl -vere designed to relieve inter-

national ‘.ychange ot th>si r.‘>tTi.:tive interferences which were

in existen:.e :n fonnor times. Although at the present day there is

by no means a compile be fre^dori of trade, yet there are contractual

agreements wiiain the limits of which the exchange of goods can

take place without interference and dong certain secured lines.

TEST PAPER V
1. Economists say that in a well-organized community there should

be harmonious production, equitable distribution, and temperate
consumption of wealth. Certain groups of reformers consider class

warfare inevitable. Examine these two views and draw some practical

conclusions bearing on present-day industrial conditions.

2. Every undertaking engaged in production, whether it be small

or large, is founded ultimately upon commercial activity.'* Criticize

and discuss this statement.

3. Enumerate the main types of undertakings according to their legal

constitution. Selecting either (a) a public swimming bath, or (h) a

large general drapery establishment, argue on the basis of facts, as far

as possible observed by yourself, the question whether it is most likely

to be successful if undertaken by the municipality, a joint stock

company, or a private individual.

4. Account for the difference in size of business undertakings.

Indicate the various causes which are tending to increase the size of

the representative business unit.

5. What causes lead to the localization of undertakings and what
advantages and disadvantages result from this localization ?

6. “A people who have once adopted the large system of production

either in manufactures or in agriculture, are not likely to recede from

it.** Comment carefully on this statement. Can you indicate any
circumstances under which a return to small-scale production would

be economically advantageous ?

7. Discuss the methods employed in modem industry to obtain

capital required for expansion. Compare the position in this respect

of the private business and the joint stock company.
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8. Discuss and illustrate the principal influences that tend to bring

about the formation of large industrial combinations.

9. Consider the practical difficulties in the way of the maintenance

of a great industrial or commercial combination.

10. Outline the aim and methods of cartels, making a comparison

wherever possible, between the cartel and the American trust.

11. Classify the risks of the undertaking under the headings of

—

(1) Business risks

;

(2) Social risks

;

(3) Natural risks.

12. Enumerate six of the most important types of business risks to

which a business is liable.

13. “ The size of the market area and, in conjunction therewith, the

turnover, play an important part not only in the success but also in

the possibihty of expansion of the undertaking.” Explain.

14. Analyse “ cost of production ” and consider its connection

with price.

15. How would you classify costs ” for the purpose of cost accounts ?

What are the principal objects of accurate cost accounting ? Illustrate

your remarks by reference (a) to a highly specialized business, and
(b) to a firm turning out a considerable variety of products.

16. Give an account of the main features of the iron and steel

industries of the United Kingdom since 1870.



SECTION VI

THE DISTRIBUTION OF GODDS

CHAPTER XXVIII

THE NATURE OE DISTRITiUTION

Distribution signifies the transference of commodities from person

to person or from place \o place, or the dividing up of large

quantities of commodities into smaller quantities with the object

of meeting the needs of consumers.

THE PRODUCTION AND DISTRIBUTION OF GOODS. Goods

are produced chiefly in uudertakings specially devoted to manu-

facture. feefore goods can be manufactured, however, the raw

materials, equipment, and other factors required in the process of

manufacture, must be brought to the place of production. Under-

takings devoted to the extraction of raw materials pass these on

to the various branches of manufacture. There the production of

goods itself calls for a far-reaching distribution of the manufactured

goods from one undertaking to another according to demand and

supply. With this, however, only one side of the distribution of

goods is touched upon. The raw materials within the various

undertakings in which they are required gradually assume the shape

necessary for final consumption. When the goods are ready for

the use of the various private household economies, the next step

is to distribute them from the place of production to the markets

where they can be bought by the members of the private economies.

This continual distribution of the mass of goods brings into existence

a large number of establishments which are engaged in the distribu-

tion of goods all over the world, according to the demand of the

various market areas which reflect the needs of the ultimate

consumers. In this connection, it is the function of trade not only to

carry out the distribution but also to stimulate demand and to

create new markets. It is the function of transport to carry the

goods from one place to another and from one country to another.

The trader directs not only the buying and selling of goods, but also
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the operations connected with their finance, transport, insurance,

and warehousing. These operations involved in the distribution of

goods are collectively known as “ Commerce.*'

AN EXAMPLE OF DISTRIBUTION. We will illustrate the

process of distribution by means of an example. Let us take the

case of a cotton shirt as an instance of a finished article. The raw

material, i.e. cotton, must first be supplied to the undertaking

devoted to spinning the cotton. For this purpose it is necessary

that the American cotton be carried from the firm by which it has

been grown to a port, whence it begins its journey across the Atlantic.

We will refrain from describing the process of distribution which is

the preliminary condition for the growth of the cotton, but simply

take the raw cotton as our starting point. After its journey across

the ocean it arrives, say, at Liverpool, whence it is carried to the

locality in which the mill is situated. In order to carry on the

spinning of cotton the mill must have a supply of other materials

necessary for the operation, such as coal. The cotton is now
converted into yam and is then ready for its journey to the weaving

shed. From this undertaking the goods have to pass on to another

undertaking in which the cotton fabric is converted into a shirt.

Each of these undertakings requires further auxiliary materials

which must be supplied to them before their particular branch of

work can be undertaken. We have now arrived at the point where

the shirt leaves the sphere of manufacture, but it should be observed

that the raw and partly finished materials pass by no means direct

from one manufacturing undertaking to the other, but that the

distribution is frequently mediated by a commercial undertaking

which intervenes between the concerns engaged in manufacture.

After the finished article leaves the sphere of manufacture, it

passes into that of commerce, and here again it undergoes a process

of distribution which is roughly as follows. From the last under-

taking engaged in manufacture the goods pass into the possession of

a wholesale dealer, then to a middle-man and ultimately to the

retailer from whose hands they finally pass into the possession of

the consumer for whom the shirt possesses a value-in-use. Thus

we see that the original article which was subjected to the process

of manufacture must travel a long way and be sent hither and

thither before it finally acquires its finished form, but that at this

point the process of distribution is not yet complete, but starts



THE NATURE OF DISTRIBUTION 235

again until the goods finally reach the spot where they are consumed.

From this example we can clearly sec the important function which

commerce or distribution performs in the economic system, and
how this multiform distribution results from the needs of the

individual undertakings engaged in mannfactun^.

So far, however, we have traced only the distribution of the

commodity itself. This distribution entails an almost equal

number of financial operations which likewise make demands upon

the machinery of distiibation although to a smaller degree. No
doubt the capacity of the modern machinery of distribution is able

to effect tiie ctxchange of commodities at a relatively low cost, but

nevertheless, it is quite obvious that the additions for transport

constitute a considerable portion of the price of goods. The lower

the costs of transport can be kept and the more economical the

distribution of goods can be carried out, the more favourable is the

determination of the price of the goods. The greater the number

of stages through which the goods have to pass and the farther the

way from the extraction of the raw material to the final consumer,

the more must the expenses of distribution tend to enhance the

price of the goods.

FOREIGN TRADE. To-day the market has become world wide,

and it is impossible to isolate any particular market. The nation-

ally restricted economic areas stand rather as rivals in the exchange

of goods—an attitude tending to create relationships and conditions

of dependence which manifest themselves right down to the last

private household economy. In the morning, a person dresses and

perhaps makes use of cotton clothing. The raw material for these

clothes emanates from a foreign country. He drinks coffee from

Brazil, and eats bread which has perhaps been made of Canadian

corn. At every step we are confronted with the fact that foreign

countries supply us with raw materials and manufactured goods

wherewith to satisfy our wants. Capital and labour are engaged

in foreign lands in the production of these goods for us. They

are brought over long distances not only to us but to other countries,

because they cannot be obtained elsewhere or not so advantageously

as in that area which supplies many countries with a particular

commodity.

Foreign Trade Payments. The goods with which the under-

takings abroad supply us, through the intervention of trade, must,
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of course, be paid for. It would be impossible to pay for all these

goods in money, and payment is possible only through the fact

that foreign countries buy goods from us which must also be paid

for. The importation of foreign goods therefore corresponds to

the exportation of home products to foreign countries. It will be

seen that there are countries whose exports are less than the

imports, and other countries where the reverse is the case. Coun-

tries in which the imports are greater than the exports are said

to have an unfavourable balance of trade and those whose exports

exceed their imports are said to have a favourable balance of trade.

For long, the opinion was held that an unfavourable balance was a

disadvantage to a country, the conclusion drawn being that this

implies a state of indebtedness to foreign countries which must be

paid. It is correct to say that a higher value of impofts means that

we have to pay to foreign countries more than the foreign countries

pay to us for goods supplied to them. The balance of trade, however,

does not coincide with the balance of payment.

Invisible Exports. A country receives from other countries not

merely goods but also other values. If, for instance, the capitalists

of one country have made extensive investments in another country,

large sums of money in the shape of interest or profit will flow to

them without any regard to the balance of trade. These are the

more important items for forming a judgment on the balance to

be paid by one country to another, for in the economically more

. highly developed countries the export of capital to foreign countries

tends to increase. At any rate the dividends from these invest-

ments are no less important to a nation in determining the balance

of payments than is the balance of trade.



CHAPTER XXIX

DETERMINATION OF DEMAND AND *PLY

The activities of production are incessantly engaged in the extraction

or manufacture of the goods which the private economies require

to meet the wants of their members.

COSTS OF PRODUCTION. Every undertaking participates in

this activity. No undertaking, however, can anticipate exactly

the demand for goods within a given period, nor can it anticipate

the prices which will be paid for the goods produced. On account

of the division of labour in this sphere, the whole structure of the

undertakings is such that only a certain number of the under-

takings finish the goods for consumption. Some of the under-

takings turn out the raw materials, some the partly finished goods,

whilst others produce the huge output of equipment. But all these

various undertakings do not work together in accordance with a

pre-conceived plan, but each undertaking works separately for the

market. Here the necessary raw materials are offered, and are

purchased either directly or through a dealer by the undertakings

which have need of them. These undertakings produce finished

and partly finished goods which again have to be disposed of by

sale. Thus, in regard to the sale and the selling price, there is

considerable uncertainty, whilst on the other hand, the costs of

production of the finished articles remain a fairly fixed quantity.

The undertaking must incur all the expenditure necessary to procure

certain materials or to manufacture them, or to treat them in a

certain manner. When the goods issue from the productive process

they have a certain definite value which can be expressed in money.

This represents the expenses of production which, to the individual

undertaking, form the limit below which the sale price must not

drop, if loss is to be avoided.

DEMAND AND SUPPLY IN THE MARKET. In their totality,

undertakings are continually offering an ever-increasing supply of

goods without knowing precisely the demand for the various kinds

of goods. Between the time when the goods are produced and

the time when they reach the final consumer there intervenes a
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greater or lesser space of time during which the demand of the

final consumers may have changed considerably, and actually does

change. Here we will cite an example to illustrate the fluctuations

in demand. The demand of the private household economies

engaged in agriculture, which had hitherto been good, experiences

a reduction owing to some influence or other of the natural forces of

production. The producers of goods have counted upon a con-

tinuation of the increasing demand, and on this assumption, goods

have been produced and placed on the market in the expectation

of such a demand. After a time the reaction consequent on the

reduced demand becomes apparent, and the result is that the supply-

ing houses become engaged in an accentuated competitive struggle

which presses on the prices of the goods to such an extent that they

fall below the expenses of production of many undertakings. This

in turn induces the undertakings affected to reduce their output

—

in short, a disparity between demand and supply occurs, which,

according to its magnitude, is reacted from one market area to

another, and is finally reflected in the world market.

Or the other hand, if the demand is increasing so that the supply

cannot keep pace with it, the supply on the market will influence

the position by raising prices ;
the consequence of this will be that

undertakings engaged in the production of the goods in question

will either increase in number or be enlarged in order to meet the

increased demand. The initial effect of this increased demand will

be to raise prices which will make the goods dearer for the final

consumer, and this in turn will reduce consumption If a reduction

in consumption of the particular goods is not possible, money will

have to be saved in other directions by the private economies

—

that is, by restricting the consumption of other goods or services.

Such, then, is the course followed, if private economies with an

unchanged income have to buy goods at a higher price than for-

merly. From these effects of great changes and modifications in

the relations between demand and supply on the market, where

prices are determined, there results dislocation on a smaller or larger

scale in the individual undertakings and private economies.

Crises. Where the disturbances are of such a magnitude as to

affect the whole of the undertakings and private economies of an

area, we are confronted by those fatal phenomena known as crises.

Experience teaches us that modem economic life is subject not only
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to spasmodic but to regular fluctuations, that certain fluctuations

occur periodically, and that a period of prosperitj^ is followed by
a period of adversity. In comparison with this periodicity in the

course of market conditions, the fluctuations in individual trades

and in individual undertakings are of .‘mall importance. The

general fluctuations, however, are not restricted to a single political

area but embvace the wh(^le of the world market.

DETERM* vfATION OF PRICES. Although the organization

of internatio’ cd trade has alrcidv r eached a high stag<* of develop-

ment, yet have take is jo enj.sidcration that the extent of

demand ao .1 supply, sncli as il presents itself all the world over at

any given time, is an unknown o.nantity. The prevailing market

tendencies alcmt are of Significance to the interested buyers and

sellers in the determination of prices. The fact that these market

tendencies are not always reliable is due partly to the lack of

knowledge and partly to tiie biased interest of the buyers and

sellers. The buyers utilize every possible chance of determining

prices in such a manner that they can buy with the utmost advan-

tage whereas, on the other hand, the sellers have the greatest

possible interest in the maintenance of high prices. Thus the

conflict of the market price endures from day to day, or even from

hour to hour, and it is waged with every means which promises

business success. Among such means must be included, in

particular, the market reports which are essentially for the use of

the interested parties, and which make it almost impossible for

market tendencies to exist which are not based upon false or

prejudiced opinions. The more the machinery of reporting on

markets became developed the better have interested groups

succeeded in influencing and manipulating this machinery in their

own favour. Thus the determination of prices may take place

under circumstances which reveal the absolute impossibility of

disentangling the numerous relationships existing between buyers

and sellers in the vast sums of the various markets. The world

market price is to-day the regulator, although a very dubious

regulator, for the price measurement of all commodities with the

exception of labour. It is a relentless tyrant who.se sphere of

domination no country can escape.

SPECULATION AND RISKS. Economic activity in preparation

for the market involves a number of risks for the undertaking which
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may be summarized under the expression “ business risks." The

greatest risk which human economy has to bear is that which results

from the variation in the productive forces of nature. We can

never know how the harvests will turn out, and what natural

conditions will threaten them ; we can never tell how the offspring

of the live-stock will turn out, or what unexpected diseases might

thieaten the stock. But there are other events which endanger

economic life. Foremost amongst these we may mention war and

internal political disturbances which cannot be foreseen. This,

however, does not exhaust the factors which adversely interfere

with human economy. The mass of economies in all parts of the

world in their mutual relations and interdependence are so little

known to us, that the effects resulting from a certain current find

us entirely unprepared. These effects are experienced chiefly in

the markets of the world, where they find expression in the form

of changes in prices. We know very little about the demand of the

various human economies for any particular commodity, and the

little we know is still very inexact. Moreover, we do not know why,

in the vast number of economies, sudden changes in demand should,

occur. For example, a decrease in demand may be experienced

which, at first, goes completely unnoticed until suddenly it creates

attention by producing a stoppage in the regular working. This

immediately brings down the price of the particular class of goods

and that of other goods which fall in sympathy.

On the other hand, undertakings manufacture goods without

knowing whether the market will be in a position to absorb them.

The price alone, at a given time, gives us some clue as to whether

a profitable production of the goods is possible. It is not until the

manufactured goods come into the market that the undertakings

become aware that the supply is in excess of the demand, and this

leads to a slump in prices and a reduction of the prices below the

profitable level. Thus considerable risks arise from the existence

of market economy which embraces every part of the world ; these

risks become minimized the more one can ascertain and anticipate

the present and future supply of goods, and on the other hand, the

present and future demand for such goods. Attempts are now made
to safeguard against these risks by a variety of expedients

—

partly by insurance, but to a greater extent (seeing that insurance

can scarcely take cognisance, of unknown risks) by transactions
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which are calculated to reduce unexpected risks. Such transactions

are known as speculations.

An Example of Speculation. As an example of such a transaction,

we will take an illustration from the business of the cotton broker.

Let us assume that the price of raw cotton at the moment is high,

and that there is still a long interval before tl e new harvest,

concerning which opinion is divided. At any rale, it is possible

to enter into a contract to-day for the new crop at prices con-

siderably lo, 'er than the present quotation for immediate delivery.

Our cotton inanufactur<*r or b“oke< has bought, at a high price, the

cotton whi'jA he will require aniJ the arrival of the new crop, and
he has to calculate the possibility that, presumably, the cotton of

the new crop will be much lower in price than the cotton of the old

crop, such as he has bought. If this should be the case the prices

for cotton yarn and cotton fabrics will soon drop in sympathy with

the price of cotton and without any regard to the fact that our

cotton merchant has still a large quantity of cotton of the old crop

which he has bought at a high price. He may, therefore, be com-

pelled to dispose of his stock at a considerable loss in order to avoid

this probable loss. Hence he forms a market opinion as to the

probable price movements of the new cotton which, of course, is a

risky game. If he is of opinion that the price for the new cotton is

low and that soon after the harvest a higher price will prevail, in

order to equalize his loss he will buy a large quantity of the new
cotton, deliverable in a few months, at the price which is quoted

to-day. If his speculation—that is, his judgment of the market

—

turns out to be correct, he will be able to sell this large quantity of

cotton, which he has bought at a low price, at a higher price,

perhaps even before the time when he has undertaken to accept

delivery. However, if his opinion of the market is wrong and the

price continues to fall, he will jump from the frying pan into the

fire. In this case, the better method of speculation would be to

sell new cotton at the low price for future delivery and to buy after

the price had further declined in order to be able to deliver or to

cover himself. In this way he would be able to cover his expected

loss from the difference between the selling and the buying prices

of the next crop of cotton. Our cotton dealer, in order to avoid a

loss, enters into a transaction in futures according to which he can

reduce or minimize bis loss or even convert it into a gain by buying

17—(1410H)
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goods which, at the time when he has to take them up, he can sell

at a higher price, or by selling for future delivery goods which he

does not possess with a view to buying these goods in the meantime

at a lower price. This kind of transaction is known as speculative

dealing, the idea of which is to protect oneself against expected

losses.

THE WORLD MARKET. There are no longer any self-contained

markets, but all markets throughout the world are closely inter-

connected and interdependent. Prices prevailing in the smallest

village, even in places which have but little connection with the

outside world, are to a certain extent dependent on the movement

of prices in the world market. The prices of cotton cloth, and of

leather, the interest on capital and even the price of bread are

dependent on the movement of the prices of raw materials, such as

have been determined in the world market. The term ** world

market is an abstraction which signifies that the determination

of the prices of the most important articles—and, since the majority

of other goods is dependent on the prices of the most important

ones, the total quantity of goods—is no longer effected locally or

nationally, but internationally
;
the markets for the various goods

are world wide and in them we can daily observe and estimate the

events and phenomena which influence the demand for and supply

of a particular commodity. This valuation is effected by two sides

—

that of supply and that of demand. The actual result of this

process of valuation—in which the relative strength of the buyers

and sellers plays a great and sometimes a decisive part—is expressed

in the price. International market areas are in continuous com-

munication with one another in consequence of which changes in

price at one point are immediately reflected in the corresponding

prices in other places. Since both buyers and sellers are interested

in the determination of prices, it is only natural that these interested

parties leave no stone unturned to influence the opinion of the

market in their own favour.



CHAPTER XXX
PRODUCE MARKETS AND EXCHANGES

MARKETS. Wherever exchange, i.e. the purchas(i or sale of goods,

has become a. permanent necessity, buyers and sellers meet together

at certain t mes and places t<i equate demand and supply. Markets

evolve as p nnanent iiistitutions such as we still find in the whole-

sale and rt t^rJ trade. For th most part these institutions are under

the contuil of the local authorities since they are regarded as being

for the convenience of the public. Thus, there still exist daily

retail markets for the supply of victuals
;

weekly, annual, and

special markets for fiait, cattle, fish, etc., which are of great import-

ance in certain districts, although it cannot be denied that they do

not play the same important role to-day that they did formerly.

Most of these markets serve the retail trade, but the retailer's

opportunities of covering satisfactorily his requirements are con-

tinually increasing with the introduction of better and cheaper

communications between town and country and with the increase

in the number of retail concerns. Hence the importance of the

retail markets is undoubtedly on the wane. In the large cities

attempts have been made to centralize the market for the retail

of food-stuffs in special market halls. A market is held daily in

these places, which are protected against the inclemency of the

weather. Nevertheless, the ordinary retail business, the depart-

mental store, and especially the co-operative society, have done

much harm to this institution. Only the central markets which

mediate the trade between wholesalers and retailers play a really

important part in the distribution of goods. The great mass of

private economies have become accustomed more and more to

satisfy their daily requirements through the nearest retailer,

departmental store, or co-operative society.

FAIRS. A higher form of market organization confronts us in

the form of the fair, which, however, is of importance only in those

areas in which the modem means of communication are more or

less absent. Wherever else fairs are in existence, they serve

rather as clearing houses or as simple exhibitions.

EXCHANGES. The development of modem commerce with its
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huge turnover made it possible for sellers to bring their goods to

the place of sale, where demand and supply meet, and where prices

are determined. Moreover, buyers were unable to take immediate

delivery of the whole quantity bought, since their requirements

were spread over a long period and delivery had to extend over

the same period. To surmount these difficulties which resulted

from the development of trade on a large scale, at the important

centres goods began to be sold more and more on the basis of samples

or patterns. Certain customs evolved for dealing in certain classes

of goods and regular meetings took place between the parties

interested. In regard to commodities of special importance world

markets developed which kept in close touch with one another and

dominated the regulation of prices. Mention has already been made
of the institution of Stock Exchanges, but exchanges have been

organized for important goods also, and for such branches of trade

as insurance, shipping, forwarding and warehousing. Sonndorfer^

provides us with the following definition of an exchange. An
exchange is the periodical meeting of traders, underwriters, ship-

owners, and forwarding agents or their representatives for the

direct transaction of business with each other on the basis of certain

fixed standards, such business embracing dealings in stocks and

shares, bills of exchange, in material commodities, and in such

branches of trade as insurance freight, forwarding, and warehousing.*'

On the Stock Exchange, transactions arc effected in securities,

bills of exchange, cheques, and other forms of paper money. This

type of exchange has already been discussed in Chapter XIV. On
the produce exchanges business is effected in corn (wheat, rye,

maize, barley, and oats), rice, oil-seed, pulse, potatoes, onions,

eggs, wine, honey, hops, fruit, nuts, hay, straw, and also in articles

manufactured from these materials such as flour, bran, barley,

malt, oils (made from oil-seed), oil-cake, jam, alcohol, and yeast.

Alongside these, trade is conducted in insurance, warehousing, and

forwarding. Lastly, there are special exchanges which are confined

to trade in one of several kinds of goods all belonging to one and

the same category. There are special exchanges for cotton, coal,

iron, metals, wool, timber, etc. The organization of the exchanges

is such that they are either free combinations of business

men or, as on the Continent, that they are under the special

^ Lehrhuch der internationahn Handehhunde, p. 12.
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supervision of the State, which more or less determines the

regulations for the conduct of business. On the exchanges buyers

and sellers utilize the services of middlemen knowh^as brokers,

and these are divided into two classes—sworn brokers, who are not

supposed to do any business on clieir owii ao:ount, and private

brokers.

Transactions on the Produce Exchange. Every transaction is

embodki in a Contract Note which is exchanged between the seller

and the ,)uyer. con^^ra< t note must stipulate precisely the

nature < f i:he business
,

1 .at is. it must give a description of the

goods ‘ ok’ —their kind, <|uantity, quality, and sometimes their

source of origin. It must also be noted where and when the goods

have to be delivered and the method of payment. In regard to the

time of delivery various distinctions between the transactions

have developed, and these are of great importance. If the goods

have to be delivered forthwith, the transaction is said to be for

prompt or spot. Where the goods have not to be delivered until a

later date, it is leferred to as a future transaction. Suppose, for

instance, a farmer desires to sell in August his crop of wheat which

is not yet grown ; because he is of opinion that the August price

will be more favourable to him than the November price which he

presumes will be lower, he will conclude a contract in August

according to which he has to deliver his wheat in November.

Modified forms of future transactions are those in goods to arrive,

which means that the goods are to be delivered on arrival of the

vessel by which they are being conveyed from the foreign port,

and transactions in goodsfor shipment at a certain future time. By
the method of quoting **

to arrive ” it is possible for goods to be

forwarded before they are sold, the sale taking place during transit.

In the meantime the goods are directed to an intermediary port

from which they are sent on to their place of destination. In the

case of transactions for shipment” the goods are to be shipped

on board the vessel not later than the date stipulated in the contract

note. For example, " 10th June shipment means shipment on

board not later than the 10th June ;
“ June-July shipment

means shipment any time from 1st June to the 31st July. From
these future transactions has arisen the dealing in futures on the

Produce Exchange.

Exchange Dealings in Futures. Dealing in futures involves the
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risk that the buyer as well as the seller might make a serious mis-

calculation. Let us place ourselves in the position of the buyer

who enters into a future transaction for goods at a price fixed

to-day, delivery of which has to take place in three months time.

In the meantime, the price falls considerably, and, in comparison

with the present price, he has bought too dearly. However, he

has to bear the loss resulting from this transaction, and has no

remedy against the other party to the contract. But if he should

enter with another contracting party into a transaction of an

opposite nature by which the loss could be made good, the risk

connected with the first transaction would be eliminated. Such

a transaction would be found in the sale of a quantity of the same

goods at a price in excess of the price at which he has bought from

the first contracting party. In this way he would greatly reduce

or even eliminate his loss. The desire on the part of business houses

to minimize the losses connected with the risks of fluctuation in

prices has led to the institution of dealing in futures on the exchange.

The advantages of this system consists in the fact that it is no

longer necessary to deliver certain goods of a stipulated quality

and origin, but merely a grade of goods whose character is fixed

for the purpose of the exchange by the Exchange Authorities.

Thus, in the cotton trade ** futures always have reference to a

given range of grades, and to quantities which are multiples of

100 bales. Egyptian futures for instance, are for ** Fully Good
Fair,'' whilst American futures are for ** Middling.'' Deviations

from this normal quality are adjusted at the termination of the

various transactions. The goods must be gradable and must be

dealt in according to the custom of the market.

Transactions in futures are made under the regulations of the

particular exchange, and are for delivery within a specified future

period of a definite quantity of produce .
either of a definite

description and quality or, under prescribed limitations, of other des-

cription and quality, subject to a definite allowance. Thus, a sale

in January xmder the Regulations of the London Produce Clearing

House, Ltd., of 250 bags, i.e. about 290 cwt. net, of Santos Coffee

to be delivered in March, i.e. in March to be* placed at the buyers

disposal in a bonded warehouse of one of the usual docks or wharves

in London, at a particular price per cwt. net delivered, is a sale

of futures," it being understood that the coffee to be delivered
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is Good Santos/* Type 5 or Santos Coffee of superior or inferior

quality (within definite limits) subject to a definite allowance for

quality to the seller oi buyer, as the case may be. The simplifica-

tion of dealings in the futures market affords much scope for

purely gambling transactions in addition to the legitimate business.

The conclusion derived from the foregoiiig is that in future

dealings there are, on the one hand, a large number of purchases

which ne d not necessarily result in the actual delivery of the goods

purchase* \ for up tv' the time of the stipulated date of delivery

the buying' transacliOUi at * compensated by the number of selling

operatic ns which lender unnec'iessary the actual delivery of the goods.

The total number of the buying transactions is off-set by the

number of the selling transactions and payment has to be made
only for the difftreacos. Only that which has been sold or bought

in excess must be delivered or taken up in actual goods. Let us

take an example from the corn trade. On the Liverpool Corn

Exchange during the months of March and April A buys successively

120 units (or centals) of corn for delivery in May at various prices,

and during the same period he successively sold 110 units, likewise

for delivery in May. At the date when the transaction is about

to be executed, A has therefore ten units for his own account,

since the 110 units sold are off-set against 120 units bought, and

he has therefore to take up and pay for 10 units of corn, whilst in

regard to the units which cancel each other, only the differences

have to be paid. Altogether A has bought for delivery in May
120 X 100 = 12,000 lbs. of corn, but actually takes up only

10 X 100 = 1,000 lbs. A has concluded 230 different transactions

each on the basis of a contract note, but by no means with the

intention ultimately of taking up these 12,000 lbs. of corn himself,

any more than there was any such intention to deliver in the case

of the lip selling transactions. It is possible that A carried out

these transactions in order to avoid a loss on a former transaction,

or probably for the purpose of deriving benefit from the mere

fluctuations in prices. Through the development of such dealings

on the exchange goods are sometimes dealt in in quantities which

are actually not in existence.

The Clearing House. The settlement of the contracts is usually

carried out by a special institution known as the Produce Clearing

House, the chief objects of which are

—
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1. To settle the differences caused by the rise and fall in prices
;

and

2. The elimination from each contract of all the intermediate

parties between the first seller and the last buyer, and the settlement

of the contract between them.

Let us illustrate the procedure by means of imaginary contracts

for a certain 100 bales of cotton ; and, in order to simplify the case,

let us suppose that the value of this 100 bales of cotton is 1,000.

Brown sells to Green for ^£1,000.

The market rises and Green sells to White for 1,100 what he

bought from Brown for £ 1 ,000,
making a profit of £100.

The market again rises and White sells to Gray for £1,130

what he got from Green for £1,100, making a profit of £30.

The market then falls and Gray sells to Jones for £1,030 what

he bought from White for £1,130, making a loss of £100.

If there was no clearing house it is quite clear that Brown would

have to settle with Green by delivering the 100 bales and obtaining

from him £1,000 : Green on his part would have two contracts to

settle—one with Brown paying him £1,000 and obtaining delivery

of the 100 bales, and one with White delivering to him the same

100 bales, and obtaining the amount of £1,100, which includes

his £100 profit. White also would have two contracts to settle,

one with Green paying him £1,100 for the 100 bales, and the other

with Gray, who pays him £1,130 in which his profit of £30 is included.

In like manner Gray would have two contracts, one with White

whom he pays £1,130 for the 100 bales, and the other with Jones

who may be a spinner and requires the cotton for spinning purposes.

But as Gray had to pay White £1,130 and only gets £1,030 from

Jones, he makes a loss of £100 which he has to find and add to the

amount received from Jones.

In this imaginary example there would therefore be no less than

eight different contracts to settle. Under the Produce Clearing

House system, however, the procedure would be for Brown to issue

a " ticket,*' representing the 100 bales for which Green has to pay

£1,000, but instead of paying, Green passes on the ticket to White,

who in turn passes it on to Gray, and Gray again passes it to Jones.

The Clearing House now brings Brown the first seller, into contact

with Jones, the last buyer, without the intervention of Green,

White and Gray, who, to, all intents and purposes, fall out of the
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settlement, except that they draw from the Clearing House the

profits they make, or pay in the amount of their losses.

Are Futures **
Desirable ? The economic advantages which

arise from the business of dealing in futures is a subject of much
controversy. The justification of dealings in futures is fre(iuently

obscured by the fart that this form of business has led to a great

extension cf unsound speculation, since the majonty of those who

engage in such business aim solely at the making of a profit out of

the price differences. For this reason, in many countries attempts

have been made by legisladve enactment to prohibit or, at least,

to restrict considerably the dealings in futures, although in this

respect it must be freely recognized that even the legitimate forms

of dealing in futures are merely the manipulation of price fluctuations

with the object of realizing a profit.



CHAPTER XXXI

FORMS OF WHOLESALE AND RETAIL TRADE

THE TRADER^S UNDERTAKING. In the case of undertakings

engaged in trade, the trading operations are neither the beginning

nor the end of the economic activity, although they are an end in

themselves. The trader buys goods from others in order to resell

them at a profit. At the moment when he is buyer, he tries to

depress the price of the goods in order that he may raise the price

when selling them shortly afterwards, or even before he has bought

them. He estimates the value of the same goods differently

according to whether, for the time being, he is the buyer or the seller.

This differential valuation of one and the same article by the trader

is the essential basis of his calling, and constitutes the specific

distinction between vocational and non-vocational trade. Others

sell their wares in order to procure another kind of goods with the

proceeds. The trader, however, buys goods with the idea of

re-selling the same goods. He takes up an attitude towards the

goods entirely different from that assumed by the worker to his

labour-power or the manufacturer to the goods produced in his

establishment. These have to be sold by the manufacturer at

the highest possible price, and that is the end of them. In the

valuation of his goods the manufacturer will never be unfaithful

to himself. With the trader, it is entirely different ; he buys and

sells the same goods as a profession ; he is buyer to-day and

to-morrow he is seller, and from this two-fold attitude there results

the difference in the valuation of the same goods.

The vocation of the trader owes its existence to the separation

of the production of goods and their consumption and also to the

extension of market areas. If division of labour in production

and the separation of production from consumption are regarded

as a necessary development, then the evolution of a special class

engaged professionally in the exchange of goods must also be

accepted as inevitable. The modem distribution of goods is

impossible without the professional trader, and it is futile to enter

into the dispute as to whether trade is productive or unproductive.
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COMPARISON OF LARGE -AND SMALL-SCALE
UNDERTAKINGS

LARGE-SCALE MANAGEMENT.

1. It has control over exten-

sive capital —either its own or

borrowed.

2. The number of employees

may be increased at will.

3. Both the internal and ex-

ternal organization of labour may
be based upon a rational system

of division of labour.

4. The business may be ex-

tended in accordance with demand
and the state of the market.

5. A rational and economic

application of the factors of pro-

duction (e.g. labour, capital, credit)

can be made.
6. Since it is based on capital,

it can always enlist organizing

capacity : hence the management
will not be disturbed by the death

of a director or other official.

7. With the integration of a
number of businesses engaged in

different branches of trade in

different places, it is possible to

organize a compensatory business

and thus avoid violent fluctuations

in the profits.

8. The profits of the business are

distributed as dividends to persons

who, for the most part, are not

engaged in the undertaking (e.g.

shareholders and limited partners).

SMALL-SCALE MANAGEMENT.

1. It has control over a rela-

tively small aniount of capital of

its own and seldom avails itself of

outside capital.

2. For the most part it provides

its own labour-power and hires

outside labour only on a small

scale.

3. There is but little division of

labour.

4. It is restricted to a limited

stock and turnover and cannot take

advantage of changes in the state

of the market.

5. A rational application of the

factors of production is scarcely

possible.

6. It depends on the personal

qualities of the proprietor, and as

a rule the business is terminated

on the death of the owner.

7. It is not able to organize a

compensatory business, and is

therefore deprived of the advan-

tages of a steady revenue.

8.

The profits of the business go

to the owner and may be regarded

as payment for his services as an
entrepreneur.
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At present, conditions are such that the transportation of goods

from the places of production or of storage to the places of con-

sumption is an economic necessity. In reality trade is no less

productive than is the so-called production itself. The trader's

undertaking also aims at the reahzation of the highest possible

profit with the least possible expenditure. But it buys finished

goods in order to resell them without any alteration. The trader's

undertaking needs for its operations much less labour-power than

the production of goods. On the other hand, in proportion to the

size of the undertaking, it requires much more capital.

Kinds of Trading Undertakings. There are many distinctions to

be drawn between the various undertakings engaged in trade.

Here, also, a distinction is made between large- and small-scale

undertakings, although in this respect the differentiation is more

difficult to carry through than in the case of the undertakings

engaged in the production of goods. Much more important is the

differentiation according to the relations in which the undertakings

stand to those engaged in production, or in which the trader stands

to the private household economies. Undertakings which effect

the sale to the private economies are to be regarded as retail

businesses, but in this connection it should be pointed out

that here, likewise, there are large-scale undertakings, such as

departmental stores. Those trading concerns which deal only

with manufacturing undertakings or with other trading under-

takings are known as wholesale traders. Here, also, there are various

intermediary links which find a place in the distribution of goods,

which are known as middlemen. In this sphere also division of

labour has created a far-reaching system of specialization.

THE WHOLESALE TRADE. In a highly developed economic

organism, the exchange of goods cannot be effected directly between

the manufacturer or producer of the goods and the retailer, but a

special form of business is necessary which is known as the whole-

sale trade. Historically, the wholesale trader first makes his

appearance as an importer and exporter. But apart from his

historical origin he will always be found where direct intercourse

between the producer and the retailer is impossible, and where

he is able to mediate and facilitate this intercourse. In Great

Britain alone there are more than 50,000 localities in which retail

trade is carried on. The demand for goods on the part of the
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large number of different kinds of businesses which spread over the

whole of Great Britain cannot be satisfied by the producers them-

selves. The retailer is not in a position to pick out from the enor-

mous number of undertakings engaged in the production of goods

those which enter into consideration for hi.s own b isiness. Like-

wise for the manufacturer, it is generallj’’ impossible for him to

sell his goods to the retailers over an excessively large area. This

would be possible only in a market area which was small and

easily surveyed. Mode’r. production, however, creates a

wealth of goods with which it would be impossible for the majority

of retail traders to keep in touch. On the side of the retail trader,

the need for a middleman is felt just as much as it is by the pro-

ducer of goods, and this professional mediation is effected by the

business of the wholesale trader or merchant. From thousands of

channels the wholesale trader draws his goods in order once more

to divert them into as many different channels. The wholesale

trader assumes an entirely impersonal attitude towards the goods
;

he rarely, if ever, comes into real contact with them. He is but

the uppermost director of large-scale buying and selling operations.

In order to concentrate the diffused supply of goods, and to collect

them in such quantities that large purchases can be effected, special

auxiliary services belonging to other branches of commerce are

necessary, and these in turn may themselves be organized in

separate undertakings. The same may be said of the concentra-

tion of demand or for the sale of finished and partly-finished goods.

These intermediary forms of trade are to be found not only between

the wholesale merchant and retailer but even to a greater degree

between the manufacturer and the retailer, and between the

manufacturer and the wholesale merchant. These intermediary

forms of trade are of great diversity and are adapted to the tem-

porary requirements of the particular industry. As is the case

with large-scale undertakings, the turnover of the wholesaler is

very considerable. The expenses of the business are distributed

over the large number of goods sold. The financial success of the

wholesale business depends largely on the degree to which the

wholesale merchant is able to increase his turnover. In other

words, his success depends on an increase of turnover combined

with a decrease in the rate ofprofit. The more a wholesale merchant

succeeds in dominating the supply of a certain class of goods, the
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greater is his influence in the determination of prices. He will

thus be able to exact more favourable terms in buying and selling,

and will be able to eliminate undesirable competition. A large

turnover admits of a lower selling price without reducing the

total profit. This position in the process of distribution confers

upon the wholesale merchant superior advantages.

THE MIDDLEMAN. There are many trading undertakings

which intervene as mediating links between the wholesale and the

retail trade, and these we describe as the intermediary traders.

Such intermediaries are brought into existence by a whole series

of causes. It may be that the wholesale undertaking, in view of

the large number of retailers, is unable to cope with the market

without the aid of such independent middlemen, or else the middle-

men may arise in consequence of the peculiar requirements of the

retail trade in a certain locality. This is especially the case where

the retail trade has only a weak basis of existence and therefore

runs the risk of becoming dependent largely on the middleman.

Again, the strong differentiation in the manufacture of finished

goods, and also in the retail trade, may occasion the need for special

intermediary links between the wholesale trade and the manu-

facturer, and between the wholesale trade and the retailers. At

all events, the intermediary trade always arises where the exchange

of goods between the wholesale merchant and the retailers, or

between the wholesale merchant and the manufacturer, or between

the latter and the retailers, cannot be effected smoothly owing to

the fact that their knowledge of the market conditions is inadequate,

and because the supplying houses are unable to meet the needs

of the buyers without the aid of the middleman. The conditions

of trade are still too confused and too unorganized to dispense

with these independent middlemen. So long as there are reasonable

grounds for the existence of these intermediary links, so long will

they continue to be an integral part of the economic system.

THE RETAIL TRADE. In the retail trade the small under-

taking is still predominant. The large-scale undertakings in the

shape of the departmental store, the specialized retail shop, and the

co-operative society have developed only in places with a large

population. Alongside these forms of large-scale undertakings,

however, the small retailer still finds a large field for his activities

in the sphere of distribution. He enters into direct contact with
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the individual consumer. He obtains his goods from the wholesale

merchant, the middleman, and sometimes also from the manu-
facturer, and these he resells to the consumer with an addition to

the purchase price sufficient to cover his expenses and yield him

an income. In general, the competition bciween J.e retail under-

takings is very keen, because on the one hand thes3 undertakings

are very nun-*TOus and, on th* other hand there is a strong com-

petition on th ‘ part of the departmental stores and the co-operative

societies. Tn^- retail i.aio stiii largely associated with the

small-scale Mndv?rtakirg. especaJly in small places. We have only

need to point to the baker, tlie butcher, the bootmaker, the book-

binder, etc. In the large cities, ol course, this characteristic tends

to vanish more and more. Here the small-scale undertaking is

typical only in the case of the baker, although in this trade, too,

there are already a number of large-scale undertakings which

produce the goods centrally and then distribute the finished goods

through a system of branches, i.e. the multiple shop system.

The table on page 74 shows the different types of undertakings

engaged in retail trade.

The chief factorTn the determination of the kind of undertakings

in the retail trade is the size of the local market area. In the

large cities the large-scale undertaking tends to assert itself in an

increasing measure, whilst in the small towns and villages the small

undertaking in the retail trade still offers a fairly safe, though on

an average bare, basis of existence. In general, it may be said that

there is too much over-crowding in the retail trade.

THE CO-OPERATIVE CONSUMERS' SOCIETY. The co-opera-

tive consumers’ societies are to be included amongst the forms of

undertaking engaged in the retail trade. They are combinations

of private economies for the purpose of obtaining household goods

at a relatively cheap rate and of wholesome quality by the elimina-

tion of the independent retailer. With the introduction of the

co-operative society, the economic activity involved in consumption

is not dispensed with by the private household, but the independent

retailer is rendered unnecessary. The society takes the place of

the independent retailer whose aim is to realize a profit, and the

profit of the co-operative society reverts to the private economies

in their capacity as consumers. The co-operative societies are the

better able to effect their object of supplying the consumers more
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cheaply than the retail trade. The greater the number of their

members, the more accurately they can control the demand for

their goods and the more the organization of the society can succeed

in eliminating middlemen in the purchase of the goods. Although

the ordinary retail trade has been adversely affected by this

development, yet we must not exaggerate the injury which has

been done. The development of co-operative societies takes place

gradually, so that the retail trader can adapt himself to the changes

which occur by taking care not to increase the number of existing

undertakings beyond the most necessary requirements and by

restricting himself to spheres in which the co-operative society

does not enter into competition.

Moreover, in spite of all the progress made by co-operative

societies, we must not overlook the fact that in the total turnover

of the retail trade with the private economies, the independent

small retail business still holds the first place. The departmental

stores and the co-operative societies only follow at a great distance.



CHAPTER XXXII

THE INTERMEDIARY TRADE

THE FUNCTIONS OF THE MIDDLEMAN, In many cases an

undertaking which acts as middieman, i'-' sandwiched in between the

wholesale an-, retail trade. ?.nd ;inies between the manufacturer

and the wh». l' jale traue. Ih* of these undertakings are very

diverse, aiui tL« 3/ becorrsf necessary in cases where direct intercourse

is impossible—tliat is, where the v.Uolesnle undertaking is incapable

of supplying din ct the mass of small retail undertakings. The
middleman still perforins an important role in the distribution of

goods. There is a desire to restrict his operations and to seek the

most direct route in the distribution of goods. For this reason,

the middleman will always be exposed to attacks. Wherever he

can be dispensed with, the undertakings which avail themselves

of these middlemen will try to eliminate him ; on the other hand,

however, the middleman will strive to protect this position. The

strength of the intermediary trade varies considerably in accordance

with particular circumstances. The magnitude of the turnover

and also the position of the middleman between the sources of

supply and those of demand are vital factors in the economic success

of his undertaking. With the improvement of the conditions of

transport and the rise of the postal, telegraph, and telephone

system, it is obvious that the middleman tends to be ousted in

many spheres. Such elimination, however, is advantageous and

permanent only in cases where the direct route involves a smaller

amount of labour and capital than the roundabout way through

the middleman. It must be admitted that, theoretically, the

attainment of a direct route is desirable. In practice, however,

we must examine whether, in individual cases, the elimination of

the middleman does actually produce the theoretical advantages

aimed at. Every unsuccessful attempt in this direction will offer

scope for the recrudescence of the middleman. Wherever the trade

of the middleman has once established a firm foothold, however,

it will be difficult to restrict his activity, even though, economically,

he could be dispensed with. In too many cases does there arise

257

18--(1410h)



258 PRINCIPLES OF BUSINESS ECONOMICS

a relationship of economic dependence between the middleman,

on the one hand, and the suppliers or customers on the other;

this affords the middleman a certain security of tenure even when

the need for his services no longer exists. This is especially the

case in the execution of business with the great mass of small-scale

undertakings. Pre-eminence rests chiefly on the ability to extend

credit in both directions.

This method of business may be employed in a perfectly legitimate

manner, although it is often open to abuse, and the customers as

well as the supplying houses are almost compelled to remain in

permanent business relations with the middleman. This state of

dependence may do much to preclude competition, and thus

influence the determination of prices, especially if the undertakings

with whom the middleman deals are obliged to yield. As a rule,

middlemen who, for such reasons, are able to safeguard their

position meet with remarkable success. However, they are not

only a hindrance in the distributive process, but they also exercise

a detrimental influence upon the level of prices, to the disadvantage

of the consumers. It would be fallacious to infer that middlemen,

as such, are unnecessary ; but it must be admitted that inter-

mediary undertakings often exploit their position for their own
advantage to a degree which is out of all proportion to the risk

and services rendered by them. From a business standpoint this

is easily understood ;
indeed, it would be a mistaken policy if the

undertaking did not exploit to its own advantage all the whims of

the contracting parties. But viewed from a higher standpoint,

there is just this danger for the undertaking of the intermediary

trade—that it may postulate conditions which will tend seriously

to weaken the strength of the other contracting parties.

EXAMPLE OF INTERMEDIARY TRADE. The fruit and

vegetable industry is unique in the number and variety of inter-

mediaries who may, at times, be engaged in handling the produce

and whose sole service is that of distribution. In the case of other

commodities, distributive services more usually include not only

the operations of collection and distribution, but also the prepara-

tion or treatment of the produce to render it more adaptable to the

consumer’s needs.

Apart from supplies grown in the vicinity of consuming centres,

the fruit and vegetable industry in Great Britain is, to a large



THE INTERMEDIARY TRADE 259

extent, concentrated in certain areas, where conditions of soil,

climate, and labour are favourable to the consistent and cheap

production of particular varieties. The concentration of production

has many advantages from the standpoint of distribution, notably

Intermediaries engaged in the Distribution of Produce

grown neax consuming centres.

as regards transport facilities. It has been estimated that con-

siderably over one-half of the total production of fruit and vegetables

in this country is raised in specialized producing areas. Growers

in such cases, situated frequently at a considerable distance from

large consuming centres, have found by experience that the most

convenient method of disposing of their produce is to market it

in bulk quantities through a middleman possessing an expert
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knowledge of market conditions and requirements. On the other

hand the larger of the growers situated in the vicinity of consuming

areas, undertake their own marketing and personally dispose of

their produce to wholesalers or retailers, as the case may be, while

there is direct trade between grower and consumer in the case of

Intermediaries engaged in the Distribution of Produce

grown in specialized producing areas.

smaller or specialist growers. The latter is the simplest, as it is

also the oldest method of distribution.

In view of the additional cost which each handling involves, the

Departmental Committee on Distribution and Prices of Agricultural

Produce^ endeavoured to ascertain the proportions of produce

which pass through the hands of one, two, three, or more inter-

mediaries, though any such information must necessarily be of an

approximate character.

1 Cmd. 1892.



THE INTERMEDIARY TRADE 261

Of the produce raised by growers in the vicinity of consuming
centres, the greater proportion reaches the consumer through the

agency of only one intermediary, the retailer. Of the balance,

the greater part is sold through commission salesmen.

Of the produce raised in the specialized produ:ing areas, some
two-thirds appear to be marketed through commission salesmen

in London, the greater part of the remainder passing through the

liands of th, provinci u ‘i salesmen. Of that handled by
I-ondoii s;d< iiuen, about un« Ih.n: is bought by retailers, and the

remainder by wholes^de dealers or commisrdon buyers for recon-

slgnment to the provinces either ro wholesale dealers or to retailers.

The diagrams siiown on pages 259 and 260 show both for produce

grown near consuming centres, and ior that raised in specialized

producing areas, the proportions handled by various numbers of

intermediaries. They represent an average of the opinions expressed

by leading growers and sale.smen.

The diagram on page 263 shows the various routes which may be

followed by home-produced fruit and vegetables in their passage

from the grower to the consumer. The methods of distribution

shown in the diagram are neither equally important nor equally

used.

METHODS OF DISTRIBUTION. 1. Grower to Consumer. The

first method is that of direct sale by the grower to the consumer.

This method appears to be generally successful where the small

producer hawks his produce in the nearest town, or, to a less extent,

through the medium of a retail shop or a stall in the local market.

Direct sale is mostly undertaken by growers situated within driving

distance of a town of sufficient size to provide an adequate and

regular outlet for the whole of the produce. The varieties raised

must be sufficiently diverse to enable the grower to supply the

greater part of the needs of his customers, but difficulties inevitably

arise, such as non-continuity of supply and the unforeseen require-

ments of customers, which compel the grower at times to purchase

produce, even sometimes imported, for resale in order to maintain

his connection.

Direct sale from grower to consumer has also been attempted

with varying degrees of success by growers in districts remote from

consuming centres, particularly by specialist growers who produce

a high-class article such as asparagus and certain varieties of fruit.
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Produce so sold is dispatched by rail, road, or post direct to the

urban customer. The essentials to success appear to be uniformity

of quality and continuity of supply ; but, above all, the value of

the produce must be such as to admit of the proportionately higher

transport charges for small parcels. It is very improbable, how-

ever, that the direct consignment of fruit and vegetables from the

grower to the distant consumer will ever develop on a large scale.

The return does not always compensate for the labour and trouble

of selecting, packing, and consigning goods in small quantities.

The lack of personal contact between vendor and buyer prevents

the former from realizing the exact needs of the latter, while

inspection of the goods by the buyer before purchase is im-

possible. Furthermore, buying direct from producers necessitates

forward purchases and the ordering of larger quantities than

those required to meet the day-to-day needs of the average

household.

2. Grower to Retailer. This is a well-established custom for the

larger growers of mixed crops within easy driving distance of large

towns to organize the sale of their own produce and dispose of it

to retailers at the wholesale markets. This appears to apply less

to glasshouse produce than to other varieties of perishables. The

introduction of motor transport has greatly facilitated this method

of sale, which is on the increase. It is estimated that within a

radius of 15 to 20 miles of London, 30 per cent of the growers in

Kent, and 75 per cent of those in Essex, rent stands in one or other

of the London wholesale markets. Indeed, surrounding practically

all large consuming centres are to be found belts of intensive

cultivation for the supply of the local retail trade. In the special-

ized producing areas, on the other hand, sale direct to retailer is

necessarily much less usual. The lack of personal contact between

seller and the purchaser, the risk of bad debts, and of failing to

obtain a continuous and suitable demand or supply and the trouble of

dispatching small parcels of produce to a variety of destinations have

hitherto prevented any considerable extension of this method

of sale.

3. Commission Salesmen. The last method was the system of

distribution through the agency of one intermediary, the retailer.

We have now to consider 4he cases in which the necessity for dis-

posing of produce in bulk leads to the intervention of one or more
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further intermediaries before the produce reaches the ultimate

consumer. These may be

—

() Commission salesmen who act merely as selling agents on behalf

of distant growers, or

() Wholesale merchants, who purchase outright on their own
account.

Both usually operate in the wholesale fruit and vegetable markets,

and sell either to other wholesale dealers or direct to retailers, or

through buying agents, to wholesale merchants or retailers in other

markets or towns. Wholesale fruit and vegetable markets are

situated in the principal consuming areas throughout Great Britain,

and act as centres for the collection, division, and distribution of

supplies.

The commission salesman's primary function is to strike the best

bargain possible on behalf of his clients. In addition to the actual

service of finding customers, the salesman usually supplies the grower

with the bags, baskets, or other containers in which the produce

is packed and pays on the grower's behalf any freight or other

charges which may be due. In some cases he advises the grower

as to the state of the market, warning him when the forwarding

of produce/’’'' inadvisable; he also accepts responsibility for any

bad debts which he may incur in llic ^m.^c^ss of sale. He makes

the sale in his own name and accounts to the gi^wv.* the results.

For his services, he charges a commission on the selling price, or

occasionally a fiat rate on a quantitative basis, this remuneration

being deducted from the price realized, together with other incidental

charges such as rail transport, cartage, porterage, market dues, and

a charge for the use of empties. Sale on commission appears to

be by far the most common method of making the first sale of fruit

and vegetables in wholesale quantities, especially of those grown

in the specialized producing areas.

4. Wholesale Merchants. Second only to the commission sales-

man in importance, and to a certain extent serving the same

regulatory purpose, is the wholesaler. He operates, however, in

more markets than the commission salesman, whose activities are

practically confined to the larger distributive centres. The whole-

saler differs from the salesman also in that he purchases outright

and resells to the best advantage on his own account. The
commission salesman in the wholesale market stands, as it were,
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at the point of assembly of produce of diverse grades and quantities

from numerous outlying sources and arranges a change of owner-

ship there and then
; the wholesaler, on the other hand, is more

definitely concerned with the sub-division and dispersal among
retailers of the produce thus assembled, in thf‘ precise quantities

and at the times desired by tbr retail tiade. Normally, however,

the line of demarcation is not clearly defined, as many sales direct

to retailers are also eftected by comndssion salesmen, and it is not

usual for the two opcjatii ns v)f selling on commission and of

wholesaling to be lnldertilk^a by one firm.

Wholesales obtain their supplies in a variety of wa5^s. Fre-

quently they reside in producing areas, and purchase direct from

growers, disposing of the produce to retailers in consuming districts

either direct or through the wholesale markets. Wholesale mer-

chants in the principal distributing centres frequently purchase

from the grower at prices fixed by individual bargaining, but more

or less based on those current in the market. This method is most

common in the case of potatoes, which are sold by the grower free

on rail, the purchaser usually supplying bags.

An alternative and not uncommon method of sale to wholesale

dealers is that of disposing of the crop outright while it is yet

growing. The dealer in such cases undertakes all expenses in con-

nection with the harvesting, packing, and marketing of the produce,

and he assumes not only the market risks ordinarily borne by the

grower, but also the risk of the crop failing, subsequent to purchase,

owing to climatic conditions or othei causes. The custom is not

extensive, and though, no doubt, a financial convenience to many
growers, its effect on the costs of distribution is negligible, as, in

the end, the same total expenses are incurred as if the grower had

harvested his own crops and the ultimate price to the consumer is,

therefore, not affected.

The wholesaler's normal and immediate source of supply is,

however, the commission salesman, from whom, as we have shown,

he purchases goods in the large distributing markets and transfers

them to other wholesalers or to retailers situated too far away to

enable them to make their purchases direct. In this connection

Covent Garden Market is of overwhelming importance in the

system of distribution of fruit and vegetables throughout Great

Britain.
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5. Commission Buyers. The commission buyer operates chiefly

in Covent Garden. His function is to act as buying agent for the

provincial wholesaler or retailer, purchasing supplies on behalf of

his principal from the commission salesman, wholesaler, or occa-

sionally direct from growers, and usually making a flat-rate charge

for his services
;
he also arranges for the transport of the goods to

their destination. Where a commission buyer is acting on behalf

of a wholesaler in a lafge provincial distributing centre, this whole-

saler not infrequently resells to a second wholesale dealer in a

smaller town, who in turn sells to a retailer for distribution to the

consumer. In an extreme case, the chain of distribution may be

as follows : Grower, local dealer, commission salesman, commission

buyer, wholesaler, second wholesaler, retailer, consumer, and the

expenses incurred are multiplied accordingly, each intermediary

taking his quota of commission or profit, and each stage in the passage

of the goods involving additional costs of handling and transport.

It will be clear from the preceding description of the existing

marketing processes, that occasionally the services, costs, and profits

of as many as six intermediaries may be interposed between the

grower and the consumer. At each stage, the produce is handled

two or three times by porters or railway employees making, in some

cases, as many as sixteen to twenty different handlings, while

between each stage long hauls by rail or road may increase the

tally of distributive charges.



CHAPTER XXXIII

IMPORT AND EXPORT TRADE

THE IMPORT TRADE. During the past fifty /ears the whole

structure of the import and export trade has undergone a far-

reaching transformation. Steam tn nsi)ort, ocean cables, the

telegraph and the telephone, the wireless, together with the rapid

development of railways m jvery part of the world, have all had

their effect on international trade. The rapid growth of popula-

tion in Great Britain, and the consequent greater demands for

imported foodstuffs and raw materials not only led our merchants

and manufacturers to look for fresh sources of supply, but also

opened up to our fellow subjects in the Colonies and Dependencies

of the Empire new outlets for their productions. The almost

unbounded demand in the British market for the various products

of agriculture has led to the cultivation of vast areas in India,

Canada, and the Australian Colonies as well as in the United States

and the Argentine. A century ago, we were dependent on Russia

for such supplies of grain as we could not grow for ourselves, but

to-day we receive practically unlimited supplies from all parts of

the world. The table below shows the estimated consumption

of cereals and meat in the United Kingdom during the year 1920,

together with the figures of the home and imported produce.

An examination of the following table will show the large extent to

ESTIMATED CONSUMPTION OF CEREALS AND MEAT IN THE UNITED
KINGDOM IN 1920.

Commodity. Estimated Total
Consumption, 1920.

Proportions of Home and Imported
Produce included.

Home produced. Imported.

Tons. Per cent. Per cent.

Wheat 6,715,000 18 82
Barley 1,950,000 62 38
Oats .... 3,364,000 86 14
Beef and Veal 1,140,000 59 41
Mutton and Lamb . 520,000 35 65
Bacon and Hams . 374,000 28 72
Butter 196,000 60 40
Cheese 178,000 26 74

267
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which we are indebted to foreign trade for the amount of our food

supply. We have learned to draw from distant parts of the globe

not only our supplies of bread stuffs and dairy produce, but our

scientists and mechanics have also enabled us to import and to

use the meat supplies of the most distant countries, so that the

carcases of the immense flocks of sheep pastured in Australia, New
Zealand, and the Argentine are now placed at our doors. These

are conveyed to us in the refrigerating chambers of the huge ocean

steamers, while the rapid passages of steamships across the Atlantic

have at the same time opened up to us large supplies of beef both

dead and alive from the United States and Canada. What would

have been the condition of the British food markets without these

comparatively new supplies it is not for us to conjecture, but it

may be fairly suggested that instead of such reasonable prices as

we now enjoy, animal and cereal foodstuffs would have been

normally at famine prices. Thus, the trade of Great Britain is to

an immense extent of an external character, consisting of the

exchange of such raw materials as we produce, principally of coal

and iron, and of manufactured goods, for articles of food and raw

materials for our manufactures.

PROCEDURE IN THE IMPORT TRADE. In addition to the

direct importation of goods from abroad by merchants resident in

this country, a large amount of the import trade is done on

consignment,'* that is, the actual property in the goods so im-

ported remains with the exporter. For example, much of the wool

of Australia is purchased from the flock masters by large mercantile

houses and companies in the principal Australian cities, and is then

shipped to Great Britain and other parts of Europe where it is

disposed of for their account. In many cases these houses have

agents in this country who take charge of and attend to the sale

of the goods. On the other hand, there are many commission

houses in this country which attend to the sale of produce on behalf

of the foreign merchant, charging him a commission for their trouble,

and on the same terms they undertake to purchase and dispatch

such goods as the foreign merchant may desire. This method of

business results in the constant exchange of account sales, invoices,

and accounts current, the due and careful preparation of which

occupies much of the time of the members of the staff in the office

of a commission merchant.
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Goods on Consignment. In the case of goods imported on

consignment, the usual course of business is as follows

—

On receipt of the bill of lading it becomes the duty of one of

the clerks to acquaint himself vdth the probable date of arrival of

the ship. The initial step with regard to the imoortation of any

goods is the entry of the importing shiv at iYi\ Custom House,

technically chilled ** reportiiig.*' This is the act of the master of

the ship d consists of handing tc the proper officers at the
“ Report O iice*’ of Custom ^hMise a detailed list of the cargo

on board t ship, showing tb . marks and numbers on the packages,

their contents, as far as pc'ssible, and where known, the names of

the consignees or importers. This list is made in duplicate and the

copy is at once dispatched from the Report Office to the Custom

House officers at the place where the ship is to discharge her cargo.

When the master has reported his ship, it is the duty of each

importer to enter his goods before he takes possession of them.

Information concerning all goods imported, whether dutiable or

not, must be given to the Customs authorities before the goods

can be landed, and the particulars required generally include

weight or measure and approximate value, together with the name

of the importing ship and the place from which she has arrived,

or the country of origin of the goods. The documents on which

these items of information are given arc called ” Custom House

Entries,” and they vary slightly in form according to whether the

goods are free or dutiable. When goods arc free of duty the Customs

officers make a more or less cursory examination sufficient to satisfy

themselves as to the bona fide nature of the transaction, and the

goods are then placed at the disposal of the importer or his agent.

When the goods are liable to duty, however, they are weighed or

gauged by the Customs officers, or under their direct inspection,

and the weight or measure of each packet is recorded in a book,

called a Landing Book, which then becomes the official record of

the goods. Of course it must be remembered that duties are not

imposed upon goods immediately on their importation but only

as they are brought into consumption, and they may remain any

length of time in the bonded warehouses, where they are under

the control of the Customs authorities.

The Customs formalities having been completed, the goods are

landed and are taken charge of on behalf of the importer by one of
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the dock companies or wharfingers selected by him. These com-

panies undertake in accordance with requirements of the various

trades, the duty of weighing, measuring, gauging, sampling, etc.,

for which purposes they maintain large staffs of experts and

specialists. After the goods have thus been prepared for sale with

as much dispatch as possible, various accounts such as landing

accounts, weight accounts, etc., as well as samples of the goods,

are furnished to the importer. The landing accounts having been

received, the importer makes arrangements for the sale of the goods,

which is almost invariably effected through the agency of a broker.

Various classes of produce have their special markets, each of which

forms the centre round which the brokers dealing in the goods

usually congregate. For instance, the Corn Exchange in Mark
Lane is devoted to the sale of all sorts of cereals and agricultural

seeds
;
tea, coffee, cocoa, and rubber are disposed of principally at

the Commercial Sale Rooms in Mincing Lane
; wool is sold at the

Exchange in Coleman Street, London, and also at Liverpool and

Bradford ;
whilst fruit and vegetables find their chief sale at Covent

Garden.

The samples drawn by the dock companies or wharfingers are

dispatched to the sale rooms of the brokers in these various localities,

and there they are inspected by the numerous buyers who frequent

the special markets. The sales are usually by auction, the brokers

taking care to arrange their sales that one does not clash with

another. At these sales goods intended for home consumption or

for re-exportation are sold with an almost incredible rapidity and in

colossal amounts. Having effected the sale of the goods, the broker

sends to the importer a contract note setting forth all particulars

of the goods sold, with the price obtained for them, the terms on

which they have been sold, and the date of " prompt,'' that is the

date when the purchase is to be completed by the buyer of the goods.

In the meantime the importer has taken the necessary steps to

obtain warrants for the goods from the dock company or other

warehouse proprietor who has housed the goods. The warrants

are made to suit the " lots " in which the goods are offered for sale,*

and they afford a simple and effectual means of effecting the transfer

of the goods. The importer endorses the warrants for such goods

as have been sold, and hands them to the broker who in turn

transfers them to the buyer of the goods.
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Preparation of Account Sales. The broker will next make out

and furnish to his principal an account sales on which he will show
all necessary particulars of the merchandise he has sold with the

price obtained and the amount realii'.ed. From this amount he

will deduct any expenses he may have incun *=‘d or pei d on the goods

together with a charge for selling called brokerage. The balance

remaining wdl* represent the net proceeds which is handed to the

importer of the goods. From the specimen Broker’s Account

Sales, given low, it wiJl be socr that there are three weights

given, viz.-

1. Gross, the weight of the goods and the package which

contains them, t)r of any other article b}*^ which they are secured.

2. Tare and I/rafi. The ascertained or agreed weight of the

package and packing is known as tare, whilst draft is an allowance

made to guard against any difference in weight which might occur

between the time of the goods being weighed at landing and the

date of prompt.

3. Net, i.e. the result after deducting tare and draft from the

gross weight. The price is calculated on this net weight.

BROKER'S ACCOUNT SALES

Account Sales of 100 Bags of Coffee, ex “ Queen," @ Jamaica, sold by
Brown & Son by order and for account of Messrs. Hammond Bros.

H.B. 100 Bags Coffee

—

L. Gross Weight
Tare and draft .

Net .

Charges.

Sale Expenses and Advertising
Brokerage, 1 J per cent

Cwt. qrs. lbs. £ s. *d.

. 125 - -

3 - -

. 122 - - @ 160/- 976 - -

£ 5 . d.

1 1 -
12 4 -

13 5 -

Net Proceeds . . . ;{962 15 -

London.
3\st March, 1924.

E. & O.E.

{Signed) Brown & Son.

On receipt of the broker's account sales, another account sales

will be prepared by the importer for submission to the original and

actual proprietor of the goods, that is, to the exporter in the
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foreign country. This account will contain a transcript of the

broker's account sales to which will be added a variety of charges

and expenses on the goodb such as freight, dock charges, fire and

marine insurance. All these expenses will be added to the charges

made by the broker and finally an addition will be made for the

importer's own commission. The amount remaining will represent

the net proceeds which will be credited to the shipper of the goods,

thus closing the transaction.

THE EXPORT TRADE. The duties involved in the management

of the shipping department of a large export firm are much more

extensive than those of an import business, and to these we now
propose to turn our attention. This department is not concerned

with the ordering of the goods but with their actual shipment.

As a rule, no particular line of ships will receive the exclusive

patronage of a house, but shipments will be made by one line or

another as may best suit the circumstances of the case. It is

therefore the duty of a shipping clerk to keep himself well informed

of the various lines of steamships trading with those ports and

places to which his firm exports. He should also know the various

rates of freight demanded by them, and the probable time of the

respective sailings of the ships. Having made his arrangements

with the brokers of the vessels by which he intends to ship, the

shipping clerk will issue to the manufacturers and others supplying

his goods orders to deliver the goods to the dock or other place

where the ship is to load her cargo. Rough and heavy goods, such

as coal, iron, cement, and salt will sometimes be sent by water

alongside the export ship, that is, they will be sent in barges, and

the servants of the shipowners will take the goods out of the barges

and stow them in the ship's hold. Of course, large quantities of

goods for export are also sent by rail from the great mining and

manufacturing centres, and the railway companies charge for

carriage, including delivery. All large shipping firms keep deposit

accounts at the various docks, to which amounts due by them are

charged. For goods shipped by water, a ** Mate's Receipt " is

required. This is a receipt for the goods named on it, signed by

the chief officer of the ship, and stating that the goods are in good

condition. If need be, the person signing the Mate's Receipt may
make on it any qualifying remark he pleases, should the external

state of the packages not be in order; if the receipt is signed
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without any remark, it is called a clean receipt, otherwise it is

referred to as a foul receipt. These receipts are always secured

by the lighterman who is employed to take the goods to the ship,

and are handed by him to the export merchant. Eventually the

latter transfers them to the ship's broker in return for the bill of

lading.

EXPORT PRICES. The cliief methods of price fpiotation in the

export trade re as follows -

1. F.O.B. Shipments, F.O b. i* ^;^neraliv understood to mean
that the gor 1 are pr^ lifted fr e board a vessel. When goods

are shippect n this W'r:y the seiei is required-

-

(/^) To meet :d] charge s incirrred *«n placing the goods actually on

board tlie vessel

{b) To be responsible for all loss or damage until the goods have

been placed on the vessel.

The buyer on his part is required

—

{a) To be responsible for all loss and damage which may occur

from the time that the goods are placed on board the ship
;

(b) To be entirely responsible for all loss, subsequent movement
of the goods, and charges.

The phrase f.o.t. is understood to mean free on trucks "
;
and

f.o.r. to mean ** free on rail." They are interchangeable terms and

have the same significance respecting the obligations involved.

When goods arc so sold the seller is required to deliver the goods

free on the truck. On the other hand, the buyer is required to pay

all the charges of transportation and to handle the subsequent

movement of the goods.

2. F.A.S. Shipments. Contracts made f.a.s. are understood to

mean that the goods are delivered free alongside the ship. When
goods are sold f.a.s. the seller is required to pay all charges for

placing the goods alongside the ship so that they can be handled

by her. The obligations of the buyer under such a contract are

—

(a) To be responsible for all loss or damage incurred thereafter ;

(b) To handle all subsequent movement of the goods and be

responsible for all charges

;

(c) To pay all demurrage and other charges which may be

incurred after the seller has fulfilled his contract to place the goods

alongside the ship.

3. C.LF. Shipments. In a contract for the shipment of goods

1»-(1410b)
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on a c.i.f. basis the goods are to be provided by the seller with all

necessary charges and freight and insurance paid. In these cases

the seller is required

—

{a) To put the goods f.o.b. and pay all transportation charges

to the agreed destination ;

(b) To be responsible for all loss or damage until delivery of the

goods into the custody of the shipowner

;

(c) To take out and pay for all necessary marine insurance
;

(d) To deliver to the buyer or his agent a clean bill of lading to

the agreed destination and a marine insurance policy or negotiable

insurance certificate.

It is generally understood that the necessary marine insurance

means insurance on the f.p.a. basis, i.e. warranted free from particu-

lar average, but this type of insurance should be mentioned in the

contract, and where insurance, including particular average or

covering war risks is wanted, the buyer is expected specially to

stipulate for them.

The buyer on his part, is required

—

(a) To be responsible for loss or damage thereafter and for making

all claims to which he is entitled under insurance
;

(b) To take delivery and pay costs of discharge, lighterage, and

landing at port of discharge in accordance with the bill of lading

clauses
;

(c) To pay all import duties. Customs and wharfage, if any.

4. C.I.F. and C. Shipments. This means “ cost, insurance and

freight, and commission.*' Commission here represents the ship-

per's or supplier's commission or profit. It is generally used in

trades in which the shipper is accustomed to execute indents,

charging a commission.

5. C.I.F. and C. and £. Shipments. This means cost, insurance

and freight, and commission and exchange. The letter “ E,'*

signifying “ exchange," includes the banker's commission for

negotiating a draft. Thus, a contract on the c.i.f. basis specially

including the shipper's or supplier's commission, and also banker's

commission, would read " c.i.f. and c. and e."

6. C.I.F. and C. and I. Shipments. This means a contract on the

c.i.f. basis and the shipper's or supplier's commission and interest.

The letter " I " signifies interest and is applicable especially to

Indian drafts, in the case of which the banks charge the shippers
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interest from the time the draft is negotiated until the remittance

arrives in London, which may be two or three weeks after the draft

is paid in India.

INDENTS. An indent is an order sent by firms abroad, especially

in India, the Far East, or Australia, to an export firm in Europe,

or given direct to their branch abroad As it is not easy to get

reliable information about the standing of nativ3 firms in these

countries, and as a great number of these firms cannot be trusted,

the agent or seller :s forced to ake every precaution to safeguard

himself ag:i inst fraud, lie * ;oes fViis, where necessary, by demanding

the ordtT in the form of an indent, which contains very precisely

the conditions under which the transaction is to be carried out,

and is often a very lengthy document. It is naturally worded to

protect the agent or seller in every possible way, particularly with

regard to payment.

The word “ indent " is another form of Indenture, which is a

legal document stating an agreement between two parties, formerly

written either in duplicate, or perhaps only once, on one piece of

paper and then severed in two parts by means of an indented or

wavy cut. Each of the parties received a part of the indenture,

and the genuineness of either part was proved by the wavy edges,

i.e. the indent(ure) from Latin, dens, a tooth, tallying or

corresponding to one another.

Originally the orders made out by the factors of the East Indian

Co. and sent to Europe were in the form of an indent(ure), also

those sent by the English officials in Australia to the mother

country for stores and provisions. Hence the word spread to the

commercial language in the form of indent meaning an “ order

on which the conditions of sale, delivery, and payment, were given

more or less in detail as circumstances demanded. The indented

edge is no longer legally necessary^; it is, however, occasionally

found on some documents at the present day.

The Shipment of Coal. Great Britain is the most important

country in the world for the export of coal. On the average the

annual production of coal amounts to about 250 million tons of

which nearly one-fourth is exported abroad, this figure including

the amount used in the shipping and bunkering trade. More than

a quarter is also used by the three great industries : iron-making,

gas-producing, and railwa3^. A large amount of coal is also
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consumed in coke ovens and by-product plant. The chief

by-products are ammonia, tar, coal gas, and benzene. The various

channels through which coal reaches the consumer are shown in

the diagram below.

Export of Coal on a C.I.F. Basis. When contracts are made on

a c.i.f. basis for coal, coke, .patent fuel in bulk, the seller under-

takes to supply the stipulated cargo free on board the vessel at the

THE COAL TRADE.

loading port. He undertakes further to provide a contract of

affreightment and insurance in accordance with the conditions

of the contract of sale or, if there be no such contract, on the

customary terms. On the cargo being loaded the seller has to get

bills of lading signed in the usual form as soon as practicable.

These he endorses in favour of the buyer and sends them to him

with an invoice at the c.i.f. price and a certificate of insurance.

To illustrate the general procedure in the export trade, we shall

now take an actual c.i.f. transaction from the coal trade. As a

rule, such a transaction may be grouped under four main headings.
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viz., the inquiry, the offer and acceptance, the shipment and the

payment.

The Inquiry. When an exporter or merchant receives an inquiry

from abroad, before quoting he would first find the true financial

position of his prospective client from a banker c r inquiry agent.

The Offer and Acceptance. Should the ** report ** be a good one,

he would \hen obtain a ** firm offer of the required parcel of coal,

coke, or i lel either from the colliery salesman, or from a merchant
who may nave pre\ ioiisly book* 4 a quantity on speculation. The
exporter Aould then es tin ate. the amount of freight payable foi

tonnage, and the amount per ton for insurance and wharfage. His
offer would then be telegraphed abroad. In the transaction below
it has been presumed that the buyer is an Italian at Genoa, and
should he accept this offer he would probably open a credit through
a large Italian bank, instructing them to pay to the exporter

11,750 on presentation of the shipping documents, viz., the Bill

of Lading, the Colliery Certificate, the Insurance Policy, and the

pro forma Invoice. \^en credit has been opened in London, the

bankers would advise the exporter, who would then accept the

colliery company's or merchant's firm offer. This he would confirm

by a Purchase Note, and in return a Sales Note would be received

from the seller. The exporter's next step would be to find a

suitable steamer which could load in position with the Colliery

Stem."

The original meaning of " stem " seems to be the same as that

given to the word in such a phrase as " stemming a stream."

Stemming means, therefore, the stopping or directing of a stream

of coal coming down from the collieries in wagons to provide coal

cargoes. The provision of stems is carried out between the shippers

and the collieries, who, in turn, will make arrangements with the

dock authorities for the necessary facilities. Thus, while the

exporter arranges with the owner of a ship to charter his vessel,

he will also arrange with the colliery to provide the stem. He will

also instruct an insurance broker to effect insurance on the cargo.

The Payment. After the shipment of coal has been effected, the

exporter would forward the necessary documents to his bankers,

instructing them to collect the amount of the pro forma invoice

from the Italian bank. For this service the banker may charge

a fee of 2s. 6d.
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TRANSACTIONS IN THE COAL EXPORT TRADE. The actual

procedure involved in the execution of a c.i.f. transaction would

be as follows

—

1. Request from the prospective buyer for quotations.

2. The written or telegraphic Offer.

3. The telegraphic or written Acceptance of the Offer.

4. The dispatch of the Purchase Note to the colliery company or

merchant from whom the cargo is bought.

5. The receipt of the Sales Note from the colliery company.

6. The Charter Party.

7. The Stemming Note from the exporter to the colliery company.

8. The Insurance Policy.

9. Receipt of advice of credit having been opened by the

customer’s banker.

10. Notice of readiness from the shipowner or agent to the

exporter, informing him that steamer is ready to load, and of the

loading time as per charter party.

11. The Bill of Lading.

12. The Colliery Certificate stating that the coal has been

shipped.

13. The Sailing ” Telegram to the importer.

14. Letter enclosing all necessary documents (required by the

importer’s bankers) to the exporter’s bankers, requesting them to

exchange for either cash, or guaranteed B/E (if arranged).

Inquiry for Quotation. A. Jones & Co. receive from C. Cortes

the following

—

Messrs. A. Jones & Co.,

Cardiff.

Genoa,

16/A March, 1923.

Dear Sirs,

I shall be glad to receive from you a c.i.f. price for 5,000 tons of

Rhondda Merthyr Large Coal, to arrive here during April. Payment
to be made by three months Bill guaranteed by the Bank of Rome.

Kindly let me have your offer before the 28th instant.

Yours faithfully,

C. Cortes.
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On receipt of this A. Jones & Co. would obtain a “ firm offer
"

from the colliery company, or a merchant, holding Rhondda Merthyr

Large Coal. Assuming that the price quoted them was 30s. per

ton f.o.b. Cardiff, Penarth, or Barry, A. Jones & Co. would then

estimate (or obtain offers from shipowners) the rate of freight they

would have to pay, also the cost of insurance, and rate of discounting

the B/E. The estimate would be summed up as follows

—

s, d.

30 pt*r ton.

15
- 3

6
3

1 -

Total . . .47

Telegraphic Offer. A. Jones & Co. would then telegraph

C. Cortes

—

^ hoiidda V* i iiyt I irge t oal .

? reight (estimated'

lnsuranc*.j

Kate of Discounti.ig Bill

Wharfage (Dock Co ch-^rge)

Pro: : t .

20th March.
C. Cortes.

Genoa.

Offer 5,000 tons Rhondda Merthyr Large 47s. c.i.f. Genoa,
shipment during April. Terms of payment as per yours 1 6th
instant subject reply within seven days.

A. Jones & C o.

Assuming that C. Cortes telegraphs accepting this offer, he

would instruct his bankers to hand over to A. Jones Co. or

their order, his B/E valued 11,750 on presentation of the following

documents

—

The Invoice.

Colliery Certificate.

Charter Party. (Copy if required.)

Insurance Policy.

Bill of Lading (stamped copy).

The Bank of Rome would then instruct their London House, who
in turn would inform A. Jones & Co,
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BANK OF ROME

Messrs. A. Jones & Co.,

Cardiff.

London,

21th March, 1923.

Dear Sirs,

CONFIRMED CREDIT No. 4956, Account C. Cortes, Genoa.

We beg to inform you that we have been instructed by our Genoa

Branch to open credit in your favour, valid to the end of April,

Eleven thousand seven hundred and fifty pounds (;£1 1,750) about

ninety days sight against Invoice, Bill of Lading, Insurance Policy

and Colliery Certificate, being the price of 5,000 tons of ** Rhondda

Merthyr ” Large Coal at 47s. c.i.f. Genoa.

Kindly let us know if this is in order.

We remain. Dear Sirs,

Yours faithfully.

Bank of Rome.

N. Pollini, Manager.

A Bill of Exchange would be drawn up by A. Jones & Co. and

sent with a letter of acknowledgment to the Bank of^Rome
requesting them to have the payment ready when the necessary

documents are presented.

Purchase Note. On receipt of the letter from the Bank of Rome
A. Jones & Co. would immediately book the parcel of 5,000 tons
" Rhondda Merthyr " Large Coal, and would confirm the order by
means of a Purchase Note. :
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PURCHASE NOTE

A. JONES & CO.

Coal, Coke, & Fuel Exporters,

Merchants, &c.

Telephone 1427.
Cardiff,.. . 1,8^^ Mar., 1923.

Tht> Rhondda M^rthyy Sfr.nn Coal Co., Ltd.,

Cardiff.

Dear Sirs,

Wc beg to confirm the Purchase from you of about Five

....thousand (5,000) tons of Rhondda Merthyr Large

STEAM COAL for shipment at Cardiff, Penarth, Barry, or

Alexandra Dock, Newport, Mon., for Cargo per S.S.

tonnage to be nominated on or about .prompt

Price Thirty shillings (30/-) per ton f.o.b.

Terms Net Cash in 7 days or prompt Cash less J %.

Buyer to pay usual Wharfage and Export Duty (if any).

In the event of riot, strike, lock-out, or stoppage of collieries, workmen or

other hands connected with the working or delivery of the said coal, or in

the event of accidents to mines or machinery, obstruction on the railway or

in the docks or in the event of flood, frost, or storm, resulting in a stoppage,

diminution of work at the collieries, or any circumstances over which Sellers

have no personal control, they shall not be called upon to deliver coal during
such stoppage or hindrance.

Yours faithfully,

A. JONES & CO.
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Sales Note. In exchange for this Purchase Note, Jones & Co.

would receive a Sales Note from the seller or colliery company.

SALES NOTE

RHONDDA MERTHYR STEAM COAL CO., LTD.

Cardiff mh Mar,, 1923.

Messrs. A. Jones & Co.,

Cardiff

Dear Sirs,

We beg to confirm the Sale to you of about Five Thousand

(5,000) tons of Rhondda Merthyr Large STEAM

COAL for Shipment at Cardiff, Penarth, Barry, or Newport, for

Cargo per S.S tonnage to he stemmed on or

about .prompt

Price Thirty shillings (30/-) per ton f.o.b.

Terms Net Cash in 7 days or prompt Cash less J%.

Buyer to pay usual Wharfage and Export Duty (if any).

Mixing Charges, if any, to be paid by you.

In the event of riot, strike, lock-out, or stoppage of collieries, workmen, or

other hands ^connected with the working or delivery of the said coal; or in

the event of accidents to mines or machinery, obstruction on the railway or
in the docks, or in the event of flood, frost, or storm, resulting in a stoppage,
diminution of work at the collieries, or any circumstances over which Sellers

have no personal control, they shall not be called upon to deliver coal during
such stoppage or hindrance.

Yours faithfully,

RHONDDA MERTHYR STEAM COAL CO., LTD.

Robert Smith,

Director.
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Tonnage Requirement List. Jones & Co. would then endeavour

to find “ tonnage ** to deliver this cargo and would probably affix

to their office door a tonnage requirement list to inform the Charter-

ing Clerks. The latter higgle or work the market each day, and

call on various exporters.

TOrN A.Gr K ^ JILKM fcCN TS.

CFB/ Jenoa. 5 000 tons ppt, 600, OJd. try 14s. 6d.

This would indicate to shipowners that tonnage is wanted and

that A. Jones & Co. would pay 14s. 6d. for a prompt vessel to load

at Cardiff, Penarth, or Barry
;

also, that the rate of discharge

at Genoa will be not less than 600 tons per day at a cost of 6Jd.

per ton to the steamer.

Should the freight market rise, A. Jones & Co. would probably

have to pay 15s. for a vessel to suit their requirements ;
should

it fall they might obtain a lower price, say, 14s. Any difference

between their estimate and the actual price would be either a loss

or a profit to them, as the case may be. Presuming they find a

suitable steamer a Charter Party would be drawn up and

signed by both parties, the original being left in the care of the

shipowner.

C. Cortes would then be advised of the chartering of the

vessel and the expected date of sailing to enable him to arrange

for the discharging of the cargo on arrival of the steamer at

Genoa.

Stemming Note. When the definite date of arrival and readiness

to load of the s.s. City could be ascertained, A. Jones & Co. would

hand to the colliery company a “ Stemming Note," see page 284.

On receipt of this, the Colliery Company would arrange to have

the coal at the agreed dock by the date of readiness, and Messrs.

A. Jones & Co.'s coal foreman would also get in touch with the

Colliery Company and obtain a " tipping order," which he would

hand to the Dock Company, at the same time arranging a loading

berth.
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STEMMING NOTE

Cardiff 2%th March, 1923

The Rhondda Merthyr Steam Coal Co., Ltd.,

Cardiff

Dear Sirs,

Please Stem the s/s " City expected ready to load

at Cardiff. about the 30th inst for about...

5,000 tons of Rhondda Merthyr Large Coal on

account of our Sales Note dated to-day

Time for loading 180 hours, from 30th March unless

previously commenced

Yours truly.

For and on behalf of

A. JONES & CO.

A. Lyons.

When the vessel has sailed for the loading port, the sailing

telegram is shown by the shipowner to A. Jones & Co., and definite

docking orders would be given to her owners by them.

On arrival of steamer she would be ordered to commence loading,

and a copy of the Charter Party would be handed to the Master

by the owners.

Notice of Readiness. A ** Notice of Readiness " would be served

as follows

—

Messrs. A. Jones & Co.,

Cardiff,
Dear Sirs,

Please note that s.s. City 'll now (9 a.m.) in the Roath Dock, Cardiff,

all ready to load as per Charter Party, and time counts accordingly
unless previously commenced.

Yours faithfully,

B. Wilson & Co.
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It should be noted that in the Charter Party, A. Jones & Co. are

allowed 180 running hours for loading, exclusive of time between

noon Saturday and 6 a.m. Monday, also Bank Holidays, etc.

lould the steamer occupy more time in loading, demurrage will

^/e been incurred (with exception of strikes, lock-out clauses)

N^he rate of 6d. per gross register ton pc^ running day, for which

Tones & Co. will be cabled upon to pay.

ill of L. ding. When cargo has been shipped and the Dock
ipany's eights olUained, Bill • of Lading arc made out by the

jortor waS:h the luasler or agent signs.

It should be noted that in some trades " hours purposes ** are

stipulated on the Charter Party instead of time for loading and a

minimum rate of di.schai*ge, e.g. “ 240 hours for loading and dis-

charging.*' Where “ hours purpose? " are involved, in addition

to demurrage, a " dispatch " clause is inserted. This signifies

that should the steamer be loaded and discharged within the time

allowed, the exporter can deduct from the Freight Account of the

shipowner an agreed amount per gross register ton per running

day, in lieu of the time unused.

Sailing Telegram. Immediately the s.s. City has completed

loading the cargo and bunkers (coal for steamer's own use), by

the terms of the Charter Party she is bound to proceed on the

voyage.

When she has sailed, a " sailing " telegram is dispatched to

C, Cortes

—

C. Cortes,
4/4/1923.

Genoa.

Steamer City sailed 10 p.m.

A. Jones & Co.

The next step is for A. Jones & Co. to collect the B/E and to

obtain an Invoice and a Certificate from the colliery that has shipped

vhe coal.
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COLLIERY CERTIFICATE

ALL QUOTATIONS, SALES AND CONTRACTS ARE SUBJECT TO Tl

USUAL STRIKE AND ACCIDENT CLAUSE

The Rhondda Merthyr Steam Coal Co., Ltd.

TELEPHONE : 6413 (TWO LINES)

TELEGRAMS

:

“MERTHYR STEAM. CARDIFF"

CARDIFF.

4th April, 1923.

WE HEREBY CERTIFY that we have shipped per s.s. City at

Cardiff Five Thousand Tons of Rhondda Merthyr Large Coal, and

that same was fresh wrought at time of shipment.

5,000 Tons.

For and on behalf of

THE RHONDDA MERTHYR STEAM COAL CO., LTD.

Robert Smith.
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COLLIERY INVOICE

Shipping Ports—
PORT TALBOT, SWANSEA, CA RDIFF 4th April, 1923

NEWPORT, AND CARDIFF.

^srs. A. Jones Co.,

aratft

Dr. io

The Rhondda Merthyr Steam Coal Co., Ltd.

Date. Particulars.
Trick
No.

Weight.
Tons.

At i s. d.

April 4

E. (S' O.E.

1

To Rhondda Merthyr
LARGE Coal

Shipped per s.s. City
”

at Cardiff.

5.000

1

30! 7.500
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The following document is sent to C. Cortes in Genoa

—

CARDIFF, Sth April, 1923.

C. Cortes, Esq.,

Genoa

In Ajc with A. JONES & Co.

1923
April 4 To Five Thousand Tons of

Rhondda Merthyr LARGE
Steam Coal, c.i.f. Genoa.

£

11,750

s.

per s.s. “ City "

Lloyds Bank would then proceed to collect the B/E and would

hand it to A. Jones & Co. ; or should Jones & Co require ready

cash, they would ask the Bank to discount it for them.

Payment of Freight. The question of payment of freight next

arises. After delivering the cargo to the consignees, the master

or his agent would see that the Bill of Lading was endorsed, and

would forward it to Wilson & Co. who would exchange it for the

amount of freight due for the voyage.

With many c.i.f. sales, freight is paid at the port of delivery of

the cargo, and when remitting to the exporter the importer deducts

the amount required to cover the freight
; but should the steamer

require one-third advance of freight, notice is immediately given

to the importer who takes the necessary steps to place the exporter

in funds.
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Documents Sent to Bankers. Should A. Jones & Co. have no

reliable agent in London, they would write to their bankers enclosing

the required documents as follows

—

C ARDir

4tf} April, 1923.

Lt.oyds :4ank, Ltd.,

Cardifv

Dear .Si*

We l ej lo eneJosti fr* •>? i., Colliery Certificate, Insurance
P(;lic\ .111,' I Bill G J a- ling iof r argvj of Large Coal shipped per s s.

City now ou passag ; to Genoa, cargo being consigned to C. Cortes,

(jcnoj
We shall ‘ j^lad J ysm will obtain from the Bank of I^ome,

London, in e\< lipnge for the above documents B/E value ;^I 1,750,

about ninety days su,nt, drawn on Cortes, guaranteed by the
Bank of Rome.

Yours faithfully,

A. Jones & Co.

20—(1410m)



CHAPTER XXXIV

ADVERTISING AND OTHER PSYCHOLOGICAL FACTORS

EVOLUTION OF ADVERTISING. The expansion of the \ocbX

market area into a national market, and finally the breaking down

of all national barriers by the formation of the world market, has

led to a transformation of trading relations which no longer permits

the individual private householders or the individual undertaking

to take a comprehensive survey of the conditions of the market.

So long as the market area was dependent chiefly on goods produced

in their own area, and so long as the market area was locally

restricted, every private householder knew the origin and the

quality of goods so precisely that demand and supply could easily

be brought into a state of equilibrium. One's own experience and

oral communication were sufficient. However, when the local

market area became too^large, it was natural that with the use of

the daily press advertisement began to play an important part.

One's own knowledge and experience was no longer sufficient, and

the origin of the goods was no longer known to the buyer. How-
ever, if the market area expands into a national and international

market, a large portion of the undertakings will want to sell their

goods in all market areas both at home and abroad, and then the

solicitation of the private economies and undertakings by novel

methods becomes an urgent need.

/Methods of Solicitation. There are two principal methods

—

1. The personal solicitation of the public which is effected

through the medium of the staff, commerciaUravellers, etc.
;
and

2. Solicitation in writing through the medium qf letters, printed

matter, advertisements in the press, etc.

From this need for the solicitation of one's goods, there arises

the need for advertising, which, under modern conditions is a

necessary auxiliary means by which the undertakings make known
. their goods and services.

The Essentials of Advertising. Of course, the matter is not

finished by simply advertising. As the number of undertakings

which want to make their goods known is legion, in their capacity

as buyers the public would remain quit^ indifferent to the huge

290
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number of advertisements. The function of advertising, therefore,

is to counteract this apathy and at the same time excel in their

advertisements. Advertising must therefore be of such a nature

that the attention is aroused and kept awake. In this competition

which has arisen in the sphere of the advertls ng system, it is

bound to happen that an undertaking with good quality goods, but

with insuiF.ient advertising is either temporarily or permanently

handicappe 1 by an undertaking pioduciiig inferior goods but

having ar e^fficient by<:vcm.')f advertising. Thus the solicitation

of the buyers becomes an important weapon which entails immense

expenditure. Of course, the burden of the advertising expenses

ultimately falJ^ upon the private economies since these expenses

have to be added to the prices of the goods. Under modern con-

ditions, however, it is impossible for the majority of undertakings

to sell their goods without availing themselves of the services of

advertising.

If an undertaking brings out a new article it must first take care

that the novelty is made known in those circles which constitute

the prospective buyers. It is difficult, however, even to arou.se

the attention of these circles, and more so to awaken their desire

to buy. Only by a systematic and continual solicitation of the

prospective customers is it possible to introduce the new article

and to obtain the desired sale. Moreover, in order to maintain the

sales and to increase the turnover, it is necessary that advertising

should be undertaken contijmally if one does not wish to be displaced

by competition. The public is not in a position to examine by

itself or to assess the goods at their proper value and, even if this

were possible, it would not be done in most cases ; the same remark

also applies to a large number of undertakings. Here, in many
cases, the undertaking which can advertise most effectively is

successful. This is undoubtedly the case where two^ undertakings

sell goods of the same quality, one of which displays greater effici-

ency in advertising. Of course, even the artj)f advertising may be

carried to excess. It is sometimes taken so far as to offer such

advantages to buyers as make it appear that the goods would be

given away. It is true that certain undertakings may forego a

share of their profit, but in this case the conditions wiU be made
quite obvious. In general, it may be said that, in the last resort,

the public has to bear the expenses of advertising—expenses which
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are partly caused by the lack of control over the suppl5dng under-

takings and partly by the apathy of the public which results in

the continual search for new and more expensive methods of

attracting the attention of customers. To a certain extent adver-

tising is a necessarjn^il which may be condemned in principle but

which, as a ruleTl^aainot be dispensed with by the individual under-

taking. Of course, there are also undertakings which, owing to

their peculiar nature, are able to dispense with advertising, and

whose reputation and economic power is so unassailable that the

propaganda at least need not assume the customary forms. With-

out some method of advertising, however, even these undertakings

are unable to make progress—the only difference being that the

propaganda is less conspicuous than is ordinarily the case.

THE FUNCTION OF AN ADVERTISEMENT. The advertise-

ments with which we deal are principally concerned with the

selling of goods or services. The function of the advertisement is

therefore to draw Uie attention of possible buyers and, what is

almost as important, to retain present customers. The importance

of retaining the attention of the purchasing public is^exemplified

by the downfall of Day & Martin, manufacturers of boot polish,
^

by the lack of advertising, and the flourishing condition of Pears or

Beechams due to continuous advertising. The article advertised

should be reasonably good, otherwise a merely ephemeral success

may attend a great outlay on advertising. In the advertising

business it is well to remember Lincoln's words: '' You can fool

all the people some of the time, some of the people all the time

;

you cannot fool all the people all the time "
;

while keeping in

mind Bamum's maxim that There is a sucker bom every minute."

The t5pe of advertising must be adapted to the article you are

selling and the class of people to whom you sell it. Continual

iteration will sell some articles such as “ Johnny Walker " or
" Kruschen Salts," while in other cases an appes^ tp the intellect

must be made. Whatever method is adopted, it is still necessary

to convey to the reader that you are supplying him with news of

an article that he cannot afford to be without ; that you are telling

him something that he did not know or had previously overlooked.

But the advertisement must not be worded sp as to irritate—to

make him feel that you are looking down on him. Customers seen

or unseen should rather be flattered by the seller.
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THE BUSINESS UNDERTAKING AS THE STARTING POINT.
Business propaganda should begin with the business itself, which

must be kept in mind whenever any arrangements are to be carried

out. The starting point is the localitj of the I usiness, that is, the

choice of the particular situation for the business. The person who
desires to conduct business with farmers must establish his concern

in the < entry or in that part of the town frequented by farmers,

such as t le market place. The working classes usually make their

puichas .-s in the. districts in wuich they reside, whereas the well-

to-do to fuMiish their requirements in the leading thorough-

fares, especially in the large .stores or corner shops at the street

crossings. Dealers in high class wares or in fancy goods, who are

compelled by the nature of their goods to settle in a better class

locality, would be unwise to settle in a dingy side street rather

than to incur the greater expense of a site in one of the main

thoroughfares.

After the premises have been chosen, they must be suitably

equipped. The goods must be brought to the notice of the public

and tHe business must show what it has to sell. The best results

are always gained by means of occular demonstration.

Window Display. A business with a poor window display is apt

to disappear in competition with its keener rivals, and is often

overlooked by customers who had intended to patronize it. Within

recent years shop windows have been rendered more conspicuous

by their beautiful fittings in the shape of large mirrors, glass

prisms, glazed tiles, etc. ; indeed, there are now firms which devote

themselves exclusively to this kind of work. The windows should

be dr^sed as tastefully^ as possible by the display of the most

attractive goods kept in stock. This may take the form of a display

of very expensive goods, or customers may be drawn by the cheap-

ness of the articles ; but everything must be arranged tastefully

and in a harmoni^colour scheme. Likewise, the loss of perspective

must not be overlooked; A skilful employment of large mirrors

at the sides and in the rear makes the shop window appear very

much larger than it is in reality.

Effective window display is almost an art in itself, and in large

cities it has become a specialized calling, and commands a high

salary. The window and its contents must be kept scrupulously

cle^. A dusty, dirty or otherwise mean looking window display
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is positively repulsive, and the same may be said of a window that

is badly lighted.

Lighting. In the evening the windows should be well illuminated,

and it is better to have too much light than to have too little.

The lights, however, should not be so glaring as to blind the on-

lookers. For window illumination electric light or gas is chiefly

employed, but in addition acetylene, spirit, and even paraffin

incandescent light are sometimes used. The position of the lights

will depend on the existing fixtures, but it must be noted that

artificial light frequently gives a different colour to the exhibited

goods from that which they possess in the daylight.

Price Tickets. On every article exhibited for sale the price

should be clearly marked ; otherwise prospective customers are

apt to imagine that they are too dear. The price tickets ought to

be neatly designed in plain figures—and if possible printed rather

than in hand-writing.

The Interior of the Shop. The interior of the shop ought to

correspond to the exterior so that the purchaser is not disappointed

in his expectations. It is not sufficient to induce a customer to

come into the shop, but the treatment and the impressions he

receives here are equally important. The goods he demands must

be found in the right place, in good order, and the salesman must

be able to find them quickly. Goods which are advertised or shown

in the window must also be stocked inside the shop, and any

speciality advertised should be stocked in large quantities and in

good selection, all well marked with prices.

Like the window display and the shop arrangements, the goods

themselves must be carefully arranged so that they are in a satis-

factory condition. There should be nothing in the shop which

might discourage a buyer, but every fair and reasonable means

should be employed to attract him.

Salesmanship. The salesman must not give anybody preferen-

tial treatment, but ought to serve every customer in turn and be

equally polite to everybody. The shop ^is^nt should have a

personality and be able to show himself in the eyes of his customers

as an expert in his goods, and one who can express his opinion of

the goods unobtrusively to his customers and thus lead them
gently in the direction in which he desires them to go.

NEWSPAPER AND OTHER ADVERTISEMENTS. The first
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I advertisement is overlooked
; the second is noticed but not read

;

: the third advertisement is read but not considered ; the fourth

' advertisement is discussed with one's friends
;

the fifth advertise-

' ment—one feels inclined to make a trial
; the sixth advertisement

* leads one finally to effect a purchase." In thesf words a successful

business man has given bis opinion on newspaper advertising and

has no doubt " hit the nail on the head." Natiiraily much depends

on the n ture of the good* adverts ed- Frequently even the first

advertis* tf^ents ha^*^ Met ‘vitli good results whilst the succeeding

inrertioiis nave shown a D unless the wording is altered.

As the ciiief function of the advertisement is to attract attention,

the drawer up of an advertise ment should have a good knowledge

of the nature and laws of attention and should also be familiar

with psychological tacts and phenomena.

DRAFTING ADVERTISEMENTS. The chief points to be

observed when drawing up an advertisement are

—

' 1. Simplicity. An advertisement should express as much as

possible in as few words as possible. For this reason a suitable

catch title easily remembered is best ; e.g. " prevents that sinking

feeling."

2. Art. An advertisement should attract and not repel, and

consequently the artist is being increasingly sought after by

advertisers.

. 3. Appeal. This depends a great deal on the section of the

public appealed to ; for example, if it is the mothers of the land,

as in the case of patent foods, the advertisement will have a strong

human note, e.g. a healthy baby with a nurse ; while if the sporting

section of the community is appealed to, say, an advertisement of

cigars, a virile picture such as hunting incidents will be more

successful.

^ 4. Expenses. This is a very serious consideration, and thfi article

itself will often decide what prô ^rtion of the selling price can

safely be expended on advertising. For example, the greatest

part of the prime cost of a patent medicine is swallowed up in

advertisements, whereas articles in which there is a great competition

cannot stand much advertising expense.

^ 5. Medium. This is also most important as the advertiser must

consider through wh^medium he can reach the bulk of his prpspec-

tivejjuyers, and an erro^fjudgment will often entajl a deadjoss.
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The book-maker would not advertise in the Church Times, while

a patent medicine manufacturer would be ill advised to advertise

in the Christian Science Monitor. These are extremes, but the

principle holds good throughout.

6. The Timely Repetition. It is important that the right period

be chosen for the advertisement ; it would be wrong to advertise

furs in the summer, straw hats in the winter, etc. In many trades

the best results are obtained at the Christmas season, Easter, or

Whitsuntide. The right time for advertising must naturally be

chosen, but it must not be left until the last minute. Advertise-

ments should be handed in several days before they are due to appear

so that they can be carefully set up and placed in a good position

—

otherwise the advertiser must be content with any space which

happens to be left over, and the compositor likewise cannot give

the necessary care to the setting of the type. In holiday and health

r^prts the people have usually more time for reading than when at

home or business—a fact which must be taken into consideration.

The days of the week are also of importance. During the winter

the Sunday papers are more carefully read than is the case in

summer. Saturday is usually a favourable day for advertising,

and so are Mondays and Wednesdays. The housewife is usually

fond of reading the tales or serials which appear in the newspaper.

If an advertisement appears immediately after such a serial, it has

the best chance of attracting her attention. Advertisements of

bankers and similar commercial concerns should appear in the

commercial section of the paper.

The smaller advertisements are usually grouped under definite

headings such as “ Situations Wanted,** “ Articles for Sale,** etc.

A careful study should be made of the system of the newspapers,

and a collection made of the more conspicuous advertisements

which may serve as models. These should be filed away in proper

order so that they will always be available for reference.



CHAPTER XXXV

BUSIJIESS STATISTICS

The system of accounting in every business undertaking may be

divided into

—

1. Ti ) costing system, which constitutes the basis of all forms of

business aqtivity

,

2. T;i'‘ keeping of th* b )r ‘i-keeping records which show the

results at I sieved : and

3. The statistics of the business, which may be regarded as

supplerntmling the foregoing and constitute a preliminary basis

for the successful organization of the undertaking.

CLASSIFICATION OF BUSINESS STATISTICS. As each busi-

ness concern possesses characteristics of its own, it is obviously

impossible to formulate any scheme of statistics which can be

applied generally to all undertakings. The following scheme

therefore deals only with general principles which may have to

be modified when applying them to any particular undertaking

—

1. The Internal Statistics, which have reference to the activities

of the business itself. These consist of

—

(a) Statistics of production.

(b) Statistics of turnover.

(c) Statistics of expenses.

(d) Financial statistics.

(e) Statistics of assets and liabilities.

2. External Statistics, which embrace the activities of competitive

undertakings or have reference to data which may be of value in

the management of the particular business.

THE VALUE OF STATISTICS. The compilation of statistics

may enable one to make observations on and draw comparisons

between the different departments of a business, its balance sheets,

the cost of its raw materials, etc., so that they may act as a guide

to the management in the future administration of the concern.

Unfortunately in most businesses great ignorance still prevails

concerning the advantages and useful applications of statistics,

with the result that only those statistics are prepared which are

calculated to be of immediate use ; little, if any, value is placed

297
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upon their ultimate purpose, viz., the acquisition of suitable data

which will form a basis for future extension and development.

In the compilation of statistics it is naturally assumed that a

well considered scheme of business organization has been adopted.

The better the organization and the more the work of each depart-

ment is made to dovetail, the more reliable and valuable will be

the results. Whereas the book-keeping records will yield results con-

cerning the trade for a. certain period only, the statistics—the result

of tabulated data—will reveal conclusions at any time on matters

of organization, and herein lies their great value to the business

management. Through the use of statistics, the progress and

development of a business is made clear in the smallest details

;

the departments that have failed to come up to expectations are

brought to light and the causes of their failure revealed
;

likewise

the use of statistics will also facilitate the application of appropriate

counter measures in order to prevent further loss. Of course,

where such comparisons are to be made, the data from which the

statistics are drawn must possess a certain stability ; for example,

the amalgamation of one department with another would naturally

disturb the continuity of the data and thus render impossible

accurate comparison.

The place of the statistical department in the scheme of business

organization will depend largely on the size of the undertaking

;

as a rule, it should act as a link between the book-keeping depart-

.
ment and the administrative department—first, because the

statistical data are based upon the accounts ; secondly, because

they provide the management with the necessary data for future

extension.

Statistics may also be classified according to the particular form

of organization. For example, they may be divided into daily,

weekly, monthly, quarterly, half-yearly, or yearly returns. The
form to be adopted depends entirely on the prevailing conditions

;

for instance, the diagram displays clearly any fluctuations in the

numerical data since it deals only with the bare figures. This form

of representation is often used for statistics of prices, quotations

of shares, quantities of goods dispatched and the amount produced.

Again, other statistics would be more useful if given in figures or in

percentages, or as a combination of the two.

We shall now deal with the groups above mentioned.
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L INTERNAL STATISTICS, {a) Statistics of Production. These

statistics contain evidence concerning the production of goods

and the resulting fluctuation in the amount of stock, raw materials,

and finished goods as well as of the business transactions which

constitute the basis of these movements. It is naturally of very

great importance to the management oi an undertaking to be

acquainted daily with the transactions that take place in the

business, i c is the function of statistics to facilitate this, without

rendering rmnecessary the r^iipervision of the business by the

manager.

The introduction of such a system of statistics calls for the

careful organization of the business and its various departments

ho that each of the latter may be able to supply information con*

cerning its daily transactions ; for instance, the Wages Department

must provide particulars of the number of workmen employed

daily, classified according to departments and showing the increase

or decrease of employees
; the Power and Light Department must

supply information of the production and consumption of power

and light, the consumption of coal, water, etc. These reports are

supplied daily to the Statistics Department, preferably during the

early morning, and are then embodied in the daily report. Thus,

the manager receives before mid-day particulars of the transactions

of the previous day. These daily reports are collected together

and at the end of the week are compiled into a weekly report
;
the

weekly reports are then brought together into monthly or even

annual reports. A general idea of such a report may be gleaned

from the example on page 300. From this scheme it may be seen

that the preliminary conditions for its compilation are fairly exten-

sive and postulate arrangements which might hitherto have been

regarded as unnecessary ; however, when once such arrangements

have been made the work will run smoothly and mechanically.

Besides providing a general survey of the business transactions, the

report will also have a certain moral influence which is not to be

underestimated, especially where the corresponding figures of a

previous period are brought into comparison.

As supplementary to these statistics mention may be made of

the monthly and annual particulars of the productive wages, the

unproductive wages, the number of hours worked, the number of

workers, and the amount of output. These are best represented
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FACTORY REPORT

From to 192

Work began

Intervals

a.m., Work ended p.m. = hours

•

Normal working time hours

Overtime in

ft ft

Department — hours

Actual Total ==

Persons Employed

—

Males.

Increase to date „ .

Total, Males.

No. left to date „ .

Total, Males.

Absentees

—

Department

Total

Females Apprentices I

ft

.Females Apprentices.

ft ft

Females Apprentices.

Males Females Apprentices Total

n

Total

Wages paid : £

Power Installation

—

No. I Boiler . . . = hours

ft it • • . = ,,

etc., etc . . . = „

Total hours
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Boiler in repair, No from. to

Cause of stoppage

Coal consumption: Boiler No. Boiler No. Boiler No.

Tons

Total Tons

Daily average per boiler Tons

Stock of Coil, about Tons

equal to ; n average consumption of days

Water consumption : ^oiXer No. Boiler No. Boiler No.

Daily average per boiler

Weight of Steam per pound of coal

Steam Engine

In operation

Steam consumption =
Daily average :

Stoppage from to

Cause

Lighting

—

Consumption.

lamps at hours

K.W. hours produced

Daily average per lamp

Heating :

—

Consumption Boiler

Total consumption of coal = tons =•

Approximate stock of coal tons

Anticipated duration of present stock

External temperature : Daily average

Internal „ : „ „

hours

hours

hours

hours

tons per boiler

days

degrees

Output

—

No. of Working Machines No. of hours Quantity.

{ Dept.)

ft ft ( Dept.) ,, ,, ,,

Total , hours ,
Quantity.
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Daily average per hour

„ „ „ Machine

Consumption of Material

—

No. of Machines (Dept.
)

»» »f ( »> )

Quantity

Total

Daily average production

Stocks of Materials

—

Stock at beginning of week . Quantity

Increase to date .....
Total

Consumed to date .....
Present Stock. .....
Daily average consumption

Probable duration of stock days

Stock of Finished Goods

—

Stock at beginning of week . . . Quantity.

Increase to date . . . . „

Total

Dispatched to date......
Resulting stock ......

Average daily production

Unexecuted orders ......
Signature.

Date. 192.

Responsible Officer.

Director.Examined by.



STATISTICS
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PRODUCTION

HOURS WORKED
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in the form of a diagram as on page 303. A careful examination

of this diagram will lead to the conclusion that the undertaking

under consideration experiences two well marked periods of increased

production—one in spring (April-May) and the other in the autumn

and Christmas season (September to December) ;
further, the pro-

ductive wages during these two periods show a natural rise as also

do the number employed, the output and the number of hours

worked.

(6) The Statistics of Turnover. The statistics of production

are closely connected with those of turnover the magnitude of which

is indicated by

—

(1) The number of orders received.

(2) The amount of goods dispatched.

The work of the advertising department and the activity of

travellers and agents will naturally exercise a considerable influence

on these two items.

As in the case of the statistics of production the first step is to

formulate a scheme similar to that given on p. 305.

This scheme may be used for the whole month as long as the

necessary particulars are recorded therein daily
; at the end of the

month there would remain to be entered only the monthly total

for the previous year and then the increase or decrease could be

calculated. Hence conclusions can easily be deduced concerning

the fluctuation of the turnover, and in the case of a decrease as

compared with the preceding year, preventive measures can

speedily be taken. Thus, knowledge is procured of facts which

are of the greatest importance to the manager and which without

such reports could probably be obtained only after extracting the

monthly balances ; this might be too late to prevent a downward

tendency. In the example given on page 305 it can be seen clearly

that the orders received have diminished not only in number and

value but also in regard to the average selling price as compared

with the previous year. These naked facts, therefore, call for

examination and the ascertainment of their causes.

Another interesting type of statistics is the dissection of the

monthly sales in the manner shown in the diagram on page 307.

Thus, the monthly sales, the manufacturing, selling, and advertising

expenses are clearly shown and provide a survey of the transactions

for the whole year. A glance at this diagram will show that there
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was a tendency for the sales to remain stable until the summer

months, with another tendency to rise towards the end of the year.

Likewise a similar curve is shown in the expenses of manufacture

and of sale. However, the case is different with the advertising

expenses for the decline in the sales during the summer months

probably made it necessary for a more intensive advertising cam-

paign, and this is shown in the rising curve towards the middle of

the year
;
from this time onwards there is a decline in the curve

which seems to imply that special propaganda was unnecessary.

Again, towards the end of the year the curve rises owing to the need

for increased advertising during the Christmas season.

(c) Statistics of Sales. In like manner the statistics of the sales

of individual articles are very important. These, prepared according

to districts, provide information concerning the turnover of each

separate item of manufacture, and show which articles are in the

greatest demand and where the principal markets are to be found.

A knowledge of these facts is very important, for otherwise it will

be very difficult to detect in time the articles for which there is no

demand, and to examine the causes of the failure to sell, so that

the necessary counter measures may be taken.

[d) Statistics of the Increase and Decrease of Debtors. For the

preparation of these statistics, the monthly abstract of ledger

balances is sufficient. As already mentioned, these may be classified

according to districts, arranging under each district the different

centres together with the customers residing therein. On page 309

is an example of a monthly statement of balances.

With the insertion of additional leaves, this may be used for a

whole year so that the names of the customers have to be written

only once, but there will be provided a statement of the actual

turnover for the whole year. The total of these individual items

will naturally coincide with the ledger balances. This statement

of balances is thus given in the form of a summary showing the

increase or decrease in the number and amount of the total debtors.

The value of these statistics is to be found in the provision of

details concerning the nature and number of debtors. It is most

important to know with what kind of customers one is dealing,

whether with a number of small ones or with a few large ones.

Experience seems to teach that in time of sudden crisis, e.g. out-

break of war, the amount of risk involved tends to be smaller with
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a large number of small debtors, than in the case of a few large

debtors.

The statistics of sales also provide data for the extension ol

the business. To render this possible, the whole of the selling area

must first be ascertained. This is best done by means of a map
which serves as a splendid basis for the survey of the ideas derived

from the statistics which have been compiled. The uses to which

it may be turned are unlimited. By the employment of coloured

pins, flags, etc., almost every possible question that one can think

of in regard to sales, travellers, agents, advertising, uncompleted

orders, and the activities of fitters can be answered at a glance

without any trouble. A map of this kind will show where

the business has customers, where fitters are at work, in which

towns transactions are being executed, and where rolling stock

is to be foimd. This method may be supplemented in various

ways such as the employment of a special card for each traveller,

agent, etc., using the map only for the purpose of general

survey.

(e) Statistics of Expenses. These have reference to the variations

in the working expenses and show their nature and extent. A
distinction must be drawn between

—

1. Expenses that relate solely to manufacture or production.

2. Expenses which deal with the general conduct of the business

i.e. trading expenses.

Under the heading of Manufacturing Expenses may be included

the following

—

(a) Royalties and Patent Fees and expenses for experimenting

in new processes of manufacture.

(b) Oils and fats.

(c) Heating and lighting.

(d) Water consumption.

(e) Supervision of factory and store rooms.

(/) Cleaning of the premises.
^

(g) Subscriptions for welfare work.

(A) Wages of store-keepers, wages clerk, caretakers, and

watchmen.

(t) Depreciation of the factory buildings, machinery, and

technical apparatus.

(;*) Plant insurance.
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These items must be carefully dissected if they are to form a

basis for judging the business.

The items included under the heading of trading expenses must

also be carefully analysed into

—

1. Expenses which relate solely to the sale of the manufactured

articles, i.e. selling expenses ; and

2. Expenses which relate to the general commercial management

of the concern.

(a) Travellers’ salaries.

(b) Agents* commission.

(c) Travelling expenses.

(d) Advertising, whilst the other expenses would include

—

(e) Petty expenses, i.e. postage, telegrams, etc.

(/) Stationery and office requisites.

(g) Salaries of the office staff.

{h) Insurance.

(i) Income tax.

(;) Bonuses to the staff.

(k) Office cleaning, heating, and lighting.

(l) Interest on loans.

(m) Depreciation of office furniture, etc.

Of course, for practical purposes one would not be content with

this analysis, but would be inclined to dissect the main groups and

distribute them to the different departments.

A monthly analysis of the expenses and an examination of the

amounts expended sometimes yields surprising results. Especially

is this the case in regard to such items as stationery and office

requisites which in most cases amount to a fairly high figure during

the year without anyone being accountable for their use.

(/) Financial Statistics. The financial statistics provide a record

of the changes in the assets of the business such as the balances of

cash, bills receivable, bank deposits, and of sundry debtors

;

further, a statement of the debts owing by the business such as

creditors, bills payable, and loans. In a large business where it is

desired to ascertain the amount of liquid funds available, each

department of the business would be expected to supply the data

necessary for arriving at the figure. For instance, the person

keeping the creditors* ledger would have to give a list of the accounts

falling due and which would have to be paid during the succeeding
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month ;
the person keeping the debtors' ledger would have to give

a list of the approximate receipts that may be anticipated, whilst

the wages clerk would have to state the amount of wages which

have to be paid. From the figures obtained in this way the manager

will be able to control the business and thus prevent the occurrence

of a state of insolvency—a matter of great importance in the early

stages of development.

(g) Statfc^lics of Assets and Liabilities. We new come to the last

group of i.iternal statistics which show the alteration which has

taken place in the wealth o^ the compaiiy, that is, the fixed and

floating assets and capital luid liabilities. Taken as a whole, the

function of these statistics to provide a general survey and simple

comparative statement of the outstanding balances together with

any items of profit or loss which are not contained in the published

accounts.

II. EXTERNAL STATISTICS. In contrast with the internal

statistics, these have reference to the representation of general

statistical data such as the phenomena of the money market, the

market prices of important raw materials, and any data concerning

competitive undertakings. The data for all these records are easily

obtainable from trade journals, daily papers, and newspaper

cuttings. They are kept partly in graphic form, as, for instance,

the prevailing share quotations, and partly on files. In illustration

of such external statistics we may take as an example an attempt

to anticipate the course of trade by keeping a record of the chief

factors which indicate boom or depression in trade. Among the

figures which would be considered in this connection are

—

(1) Figures of the Bank Clearings. The great volume of business

done from time to time will vary closely with bank clearings, not

because of business transactions resulting on that same day but

there will be a rough correspondence. It will only be rough because

such transactions may not be settled until six months afterwards.

If we find that month after month they are increasing, the suggestion

is that the volume of business done is also increasing. These

figures of clearing are always available and are beyond dispute as

to their accuracy.

(2) Failures on the Part of Business Men. These represent losses

to other business houses ; in fact all failures represent loss to

somebody, and there will therefore be some connection between the
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vaiying volume of failures and the prosperity of the business world

in general. Here it is not wise to be too exact because we may

not get the most valuable figures. It would be wrong to conclude

that the losses represented by the figures in the Gazette were borne

exclusively by English houses. But if we can get figures with regard

to failures all over the world we should have some idea of the losses

caused by insolvency to the whole of the business community

throughout the world.

The causes of the failures should be noticed. If a considerable

number of failures are said to be due to overtrading, then it will be

observed as a bad tendency, and we shall know that we are not far

from a crash. Again, the value of the figures is discounted by the

fact that there will always be some cases in which certain houses

that cannot pay their debts in full wiU settle privately with their

debtors.

(3) Gold Movements from one country to another certainly

represent tendencies deeply underlying the financing of business

transactions.

(4) General Prices, Conditions that are worth watching are the

prices of commodities generally. These may be derived from

Board of Trade Returns, and we know that the general effect of

an increase in prices will eventually be a reduction in demand
because, sooner or later, the price must become prohibitive.

(5) Stock Exchange Transactions have some bearing on the matter.

They would be more valuable if we could separate legitimate

business from speculative business. Investment business represents

savings, and from this investment business we can gather what the

community is saving at the time.

(6) Growth of Crops. In some countries attempts are being made
at frequent intervals to supply estimates of growing crops, and

these are to some extent useful because they represent an approxi-

mation of the quantity of commodities that will be available on the

market. These figures are naturally subject to error and to what
may happen to the weather between now and the harvest.

(7) Earnings of the Carrying Trade. The majority of commodities

manufactured and sold have to be transported from one country

to another before they reach the purchaser, and they pass through

the hands of a railway or a shipping firm. These may be taken to

vary with the volume of produetion. Too exact a correspondence
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must not be expected because the tonnage of one commodity is not

the same as that of another. In general terms, however, the volume

of railway earnings in a country will vary with its trade activity

and fairly closely. Roughly speaking, the goods that are carried

in one week will come into the railway companies three months

afterwards.

Other figures that would assist in arriving at the state of trade

are those relating to unemployment, emigration, and the amount

spent on new buildings.

REPORT AND GENER/X STATEMENT. Finally, we come to

the report and general statement which must be placed periodically

before the Board of Directors. Of course, it would be useless to

place before them a copy of the actual statistics made in the busi-

ness. On the other hand, the practice of submitting nothing more

than a monthly trial balance is of little value even though the

members of the Board may possess an excellent knowledge of

accounts. The members of the Board are entitled to be kept

informed of the progress of the business and to supervise the

management in all its branches. Hence, something more than the

mere figures of the trial balance should be submitted to them.

In order to render this possible an explicit statement should be

prepared of the most essential matters connected with the business,

and the accuracy of this statement should be checked by comparison

with the books themselves. Hence, the general report and state-

ment intended for submission to the directors should contain at

least the following items—

1. A statement of the assets and liabilities.

2. Any alteration in the fixed assets.

3. The number of orders received and dispatched.

4. The financial state of affairs.

5. The monthly expenditure.

6. The changes of staff.

7. Remarks concerning the business prospects.

Whilst the items 1 to 6 are based on statistics, the necessary

data for number 7 must be supplied by the Board.
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METHODS OF TRANSPORT

METHODS AND ROUTES OF TRANSPORT. The transportation

of passengers and of goods is effected along certain routes and

by the utilization of various means of transport. The passengers

or goods intended for conveyance are moved from one place to

another in vehicles or in vessels by the aid of human, animal, or

motive power. With the employment of motive power the traffic

capacity has been increased in an undreamed of manner both in

regard to transport by land and also that by sea. Alongside this,

however, the remaining forms of transport by land play a by no

means insignificant part, although it is no longer decisive in the

transport of goods. The transport of passengers and goods in

small localities, or from small localities to larger ones, has still

frequently to rely upon animal power. Here, likewise, motor

power in the form of the motor-car and the charabanc tends to

displace animal power more and more and thus render the means

of transport more efficient in regard to traffic on a small scale.

The undertakings engaged in the transport of passengers and of

goods are often referred to as ** transport institutions.” A distinc-

tion should be drawn between transport by land and that by water.

The transport on land is carried out by carriers, especially by
railways, and the transport by water by ships. Shipping may be

divided, for convenience, into inland water transport and ocean

shipping. In more recent times we have also been able to speak

of aerial navigation as a new means of transport,- but this hitherto

has been of little practical economic significance.

RAILWAYS. The connection between the centralized markets and

the large local market areas with one another as well as the regular

communication between them, has been rendered possible by the

railways. Of course, goods were carried over long distances before

the introduction of the railways, but the costs of transport were

too high to allow for the conversion of several smaller market areas

into a larger homogeneous whole. The emplo5nnent of steam power

with its capacity to transport rapidly and cheaply large train-loads of
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goods or masses of passengers created economic areas which largely

exceeded even the political boundaries of the various states. From
the very beginning the construction of railways could not be

undertaken on a small scale, but became economic only when whole

districts were covered with railways and the grtat commercial and

industrial centres of the continents were linked uo with one another.

Thus the railway, from tlie very beginning, was a large undertaking

which COT structed the necessary installations with borrowed money
and carrk d out the y.ransport of passengers and of goods at rates

yielding a revenue which < ^vercd the working costs and also left

a surplU ' for paying the interests on capital. The competition of

the railways with one another ultimately led to the Government

regulation of the maximum rates and charges. Thus, with the

growth in traffic requirements, a system of railways spread over the

various economic State areas and led to the desire to bring these

systems as far as possible under a uniform management. The need

for uniformity in the working of railways has led to the nationaliza-

tion of the railways in some countries, whilst in others it has brought

about far-reaching control of the private companies carrying on

the railways.

NAVIGABLE RIVERS AND CANALS. Apart from the railways,

the waterways consisting of navigable rivers and canals play an

important part in inland transport. They are particularly advan-

tageous for the conveyance of heavy masses of goods, especially in

cases where speed is of little consideration. Inland water transport

in the case of grain, coal, iron-ore, timber, and other building

materials is far cheaper and more convenient than transport by

rail. For this reason the waterways as a whole are not in competi-

tion with the railways, but merely supplement them. In countries

with a high industrial development the inland water transport is

being extended and improved.

In some of the most important industrial countries a large amount

of capital is being invested in the improvement of the system of

inland water transport, and there is a desire in many places to

construct (anals from one navigable river to another so as to

connect the hinterland with the great ports. The conditions under

which navigable rivers and canals may be used by sea-going

vessels are of a disputable nature. In general, navigable rivers are

free to traffic, whilst for the navigation of canals fees are collected
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CLASS.
RELATION TO THE

STATE.
ORGANIZATION.

I. RAIL. Privately owned but sub-

ject to supervision of the

Board of Trade.

1. Passenger traffic—cai

riage of passengei

and small parcels.

2. Goods traffic—carriag

of bulkier commod:
ties.

3. Mineral traffic—carriag

of materials of sma
value but great bulk

11 . ROAD. Privately owned but sub-

ject to by-laws of local

authorities.

1. Local carriers for r

stricted areas.

2. Special carriers for lot

distances.

3. Tramways.

4. Motor omnibuses.

5. Taxi-cabs.

6. Private vehicles.

7. Charabancs.

III. INLAND
WATER.

Privately owned. 1. Ordinary canals.

2. Ship Canals.

3. Navigable rivers.

IV. SEA. Privately owned but sub-

ject to control of Marine
Department of the Board
of Trade.

1. Liners—transport

passengers and ma;

2. Tramps—^transport

merchandise.

3. Sailing vessels for tr^

with South Americ
ports.

4. Cargo boats

—

(i) Tankers.

(ii) Refrigerating shi
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ADVANTAGES. DISADVANTAGES.

(a) Speed.

(b) Regularity of service.

(c) Any quantity carried.

(d) Fair safefr/ of property.

i

1

(a) Great cong^estion.

(b) Increase in rates.

(c) Delays in delivery.

(d) Frequent labour troubles.

(e) Restricted routes and limited

lange for collection and delivery.

(a) Speed—^no schedule time to wait

for.

(h) Convenience of handling—goods

taken to destination without

break of bulk.

(c) No permanent way.

(d) Cheaper—less chance of pilferage

and no intermediate charges.

(^) No restricted areas for collection

and delivery.

(/) Vehicles self-contained.

{a) Present state of roads not suit-

able to bear very heavy vehicles.

(6) Motor vehicles not found cqn-

venient for transport of heavy

material over long distances.

(c) Difficulty of obtaining return

freights.

() Cheapness.

() Capacity for traffic unlimited.

(c) Safety from loss or damage and

no shaking.

(a) Slowness.

{b) Size of vessel limits amount that

can be carried at a time.

(c) Only limited area served.

(d) Water often frozen in winter.

(a) No permanent way to maintain.

{b) No repairs necessary.

(c) No large amount of capital locked

up.

{d) Facility for carrying unlimited

quantities of cargo.

(a) Greater risk of loss or damage.

(b) Difficulty of loading and unload-

ing.

(c) Restricted number of places of

discharge.
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by which the working costs are covered and a sinking fund is

created for the repayment of the capital invested.

With the increase of the traffic and of the carrying capacity of

the vessels, expenses are entailed in connection with the natural

waterways. In order that they may meet the demands made upon

them, it likewise becomes necessary to impose a fee for navigation

upon the so-called natural waterways in order to cover the costs

of working them apd to yield interest upon the capital invested

in them. Even after the payment of such a fee, however, the costs

of transport by water are considerably lower than on the railways

—

a fact which is important in the distribution of goods.

OCEAN SHIPPING. Water-transport could keep pace with the

increasing demands of the densely populated market areas and the

consequent increase in turnover only by the employment of steam

power which was greatly superior to wind power. A more rapid

and regular service could be maintained by the aid of steamships

than was possible with sailing vessels. The sailing vessels was

slowly but’ surely displaced by the steamship in the transport of

goods between the various continents. Likewise, the organization

of sea transport tended in the direction of large-scale undertakings,

for the cost of the internal equipment and of the vessels themselves,

as well as the working expenses required an outlay far in excess of

the wealth of individuals. Even if this had not been the case, the

risk incurred by the individual would have been too great to

encourage investment in this form of undertaking. The steamship

services, therefore, are mostly, though not exclusively, company
undertakings built up or based on borrowed capital and engaged

in the transport of goods by water at rates covering the working

expenses and leaving a margin for dividends. Railways connect

the various local areas and make them into large market areas,

whereas ocean shipping brings the continents closer to each other

and makes possible exchange of goods on an undreamed of scale.

It creates a far-reaching state of mutual dependence owing to the

fact that the satisfaction of certain wants of a whole nation—from

the highest to the lowest stratum of private economies—is derived

from commodities which are not grown at all in the home country

or only in an insufficient quantity.

Hence, the locomotive and the steam-engine have created a

regular and rapid system of transport extending over the whole of
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the inhabited globe, and have brought the smallest market areas

into such close touch with one another that we may now speak of

a " world market."

THE POST, TELEGRAPH, AND TELEPHONE. Among the

institutions whose economic importance mus< not be under-

estimated, must be included those employed in Die transmission of

news and intelligence over long distances. In this v/ay it is possible

to distribu e quickly the news relating to the events which materially

affect ecor omic life- the extraction of raw materials and their

manufacture, the condiiiori of the market, and the prevailing

prices. Of course, at the same time, false or coloured news may

thereby find publicity. Through these means of communication

it is also possible for business people to conclude transactions with

one another in the shortest possible time. The letter, the telegram,

and the telephone message play an exceedingly important part in

everyday life
;
they enable us to obtain a comprehensive survey

of all the important events and changes which take place in the

whole civilized world. To a large extent they obliterate the barriers

of space and exert a centralizing influence on the transactions in

the produce market. All important news affecting the price of

certain goods is known almost simultaneously in every part of the

world, and this quickly produces effects and counter-effects which,

in their turn, become known in the particular markets. The

possibility of ascertaining from the daily newspaper the price

fluctuations of the most important commodities in all the im-

portant places of the world, has been created by the telegraph

and the telephone. Thus business transactions are accelerated,

differences in price as between one market and another are levelled

up, the conclusion of business is facilitated and the whole distri-

bution of commodities is kept in rapid movement. Of course, one

should not overlook the abuses connected with the system of

intelligence which are repeatedly indulged in by groups of interested

parties.



CHAPTER XXXVII

THE ORGANIZATION OF RAILWAYS

STATE V. PRIVATE OWNERSHIP. One of the most important

questions which has arisen in the consideration of railway organiza-

tion is whether the system of private ownership is preferable to

that of public ownership. When railways were first introduced in

England, the principle of free competition was applied to them.

The conditions of management on the roads and canals were taken

as a precept, and the theory of the freedom of the rail was set up
according to which anyone who possessed the requisite vehicle had

the right to use the lines. The intimate connection between rail

and vehicle was recognized only at a later period. Traffic is con-

ducted satisfactorily only on a set of rails where the owner of the

rolling stock has the exclusive privilege of controlling the railroad.

Attempts were made, however, to introduce freedom of competition

in another way. In England facilities were extended for the con-

struction of competitive lines connecting the same towns by different

routes so as to provide the travelling public and those having goods

for transport with a choice of routes. Except in densely populated

areas, however, private enterprise was unwilling to take this costly

risk, and in other places the railways were assured a monopoly

before they were built. In the end a monopolistic tendency arose

even among the competitive lines. As the traffic was shared by a

few large and efficiently managed concerns working under identical

conditions—the conditions for combination had become very

favourable.

These experiences therefore led to the belief that the railway, by
its nature, is a monopolistic imdertaking. But since a monopoly

can be made to serve the interests of the community only if it is

administered by the State, the system of State regulation or of

State ownership was introduced. Various other motives co-

operated in the same direction ; in particular, the currents of

economic thought underwent a complete change. Formerly

encouragement was given to the greatest possible freedom in the

economic activity of the individual and the centralizing power of
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the State was resisted. Slowly, however, the State assumed the

direction of the economic policy and the railways then became the

most important instrument in its hands. Chiefly on the Continent

the conviction prevailed that the railways should serve not only

local, but national interests, and that they were rot ordinary com-

mercial undertakings but institutions to be usetl in the service of

the community as a whole. The natural consequence of the

assumption of this attitude was the adoption of State management
of the railways. In this way alone can the railway system of a

country be organized on a uiifonn plan, for the private company
will naturr.'lly build only such lines which promise to yield a revenue

at an early date. In the hands of the State the railway rates may
be so arranged as to act as a useful supplement to its foreign

commercial policy.

The regulations for the safety of traffic, the protection of life,

health, and property, etc., are carried out by private undertakings

—

to whose financial interests they generally run counter—only under

the application of great pressure from the State, public opinion or

rival competitors. Moreover, the construction of railways entails

a far-reaching interference with private ownership of property

because in certain cases the owner of the land through which a

railway has to be taken is deprived of his rights in return for a

certain amount of compensation. This right of expropriation is

also granted to private railways—a sure sign that public interests

enter into the question—for these alone can justify expropriation.

Considerations of the defence of the country and of war manifest

themselves in a two-fold manner ; in the first instance, they demand
a highly centralized organization, and in the second place, the

construction of lines which are indispensable for the transportation

of troops and war material, but these are of negligible importance

from an economic standpoint. The State may insert special clauses

in the concessions granted to private railways, but these will always

be an insufficient and frequently an expensive substitute for com-

plete State administration. The difficulty of financing by the

State, which formerly existed owing to the fact that a large capital

had to be invested in risky undertakings, has passed away in the

course of time. Hence the system of State ownership of railways

has, during the last fifty years, taken a firm footing on the European

continent and in the English colonies. About one-third of tho

22—(1410H)
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total railway systems of the earth is State property, or if the

American continent be excluded, more than one-half would come

under this category.

In many cases, however, the system of private ownership of

railways has justified its retention. In most extra-European and

also in some European countries the initiative of the State is too

weak to set in motion such giant undertakings
;
moreover, the risk

increases with the poverty of the country, for the Government does

not enjoy the cheap credit which is necessary nor can it wield the

economic weapon which is held out to it in the shape of the railways.

Furthermore, the State system makes such great demands on

administrative efficiency that no country has yet been able to do

full justice to it because railway administration constitutes a very

difficult compromise between administrative and business activity.

The revenue interests of the privately owned railways resolve them

into a commercial undertaking, and forces them into a continuous

and speedy adaptation of the undertakings to meet the wishes of

the parties interested. State railways, however, from the lack of

th s motive power, are apt to relapse into bureaucracy which is

manifested in the inelasticity of the organization, in the failure to

grasp the significance of prevailing economic tendencies, and the

inability to.meet the wishes of those who use the railways. If, in

addition, political currents or national differences assert themselves

in the administration, the railways may become the pawn of con-

flicting outside interests, for they exercise an influence over a large

army of workers. The interest of the State is confined mainly to

the trunk lines and their branches, thus frequently leaving small

railway systems which can be managed beneficially by private

enterprise.

Thus, a purely State-owned railway system has nowhere been

introduced, and the so-called mixed railway system predominates

in which both State and private railways exist alongside each

other.

ENGLISH RAILWAY POLICY. The railway policy in England

has had a peculiar development. The early Railway Acts, the first

of which was passed in 1826, held fast to the principle of the freedom

of the road, so that anybody with intelligence and having carriages

built and equipped in accordance with the regulations o^ the

company, could make use of the railway. The company was given
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the right to impose a two-fold charge, the maximum rate of which

was fixed by Parliament, viz.

—

1 . The rate charged for the use of the track alone
;

this was

intended for carriers of goods whether they used their own vehicles

or those of the company.

2. The rate charged for the combined use c«f the track and the

rolling stock of the company.

In othp words, there was a rate fixed for the conveyance of goods

and also one for passenger iraific.

Tbe rate^ for the corn'eyr nee of goods were graduated according

to their .nature, and in the case of the first steam-worked railway

—

the one from Liverpool to Manchester—they amounted to a

maximum of 8s. to 14s. per ton for the whole distance of thirty-

three miles. Soon jt was seen that the principle of the freedom of

the track was inapplicable
; moreover, the levelling influence of

free competition which, after the construction of so many competing

lines, held out such great hopes, proved a failure, for amalgamation

into larger and larger units progressed rapidly amongst the various

companies. Schemes for the nationalization of the railways were

frequently advanced and considered, but the only result was the

Act of 1844 which, owing to the powerful political influence in

Parliament of the existing companies, found application only to

future railway undertakings. These were expected to put up with

a reduction of the rates if the dividend for three consecutive years

reached 10 per cent, and at the expiration of twenty-one years

they were to revert to the State on payment of a compensation

amounting to twenty-five times the average profit of the last three

years with a maximum of 10 per cent per annum. In both directions

this Act has remained ineffective. By the Act of 1873 State control

was to be exercised by a Railway Commission, and by the Act of

1888, through a Railway and Canal Commission, but it has always

been carried out on very modest lines. In spite of frequent com-

plaints on the part of sections of the community, the system of

private ownership has been retained. In this policy the decisive

factor was that railway construction in England has never been in

need of State assistance as in other countries, but, owing to the

density of population, it has experienced a spontaneous develop-

ment ; moreover, the gigantic companies which dominated the

railway systems, could exert a far-reaching influence on the
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legislature, and the necessity to use the railways as an instrument

for the development of the State's economic policy was not felt to

the same extent in England as on the Continent. The idea of

nationalization, however, gained more and more ground, owing to

the growing influence of the State, which became necessary during

the War.

Railway Policy in the Colonies. In the colonies it was necessary

from the outset to steer quite a different course in regard to railway

policy, for there the spirit of private enterprise was relatively

weak and the Government had to intervene by the guarantee of

dividends and the free gift of land. In British India many railways

were built by the State and hired out to private companies, but

recently the decision has been taken to revert to a purely State

Railway system. In Australia and the African colonies, nearly

all the railways belong to the State, and Canada, too, has adopted

this form of ownership in recent years.

FRENCH RAILWAY POLICY. France tackled the railway

problem in a systematic manner. After a few small lines had

already been constructed, the Act of 1842 sketched out a complete

railway system covering the whole country, and during the ensuing

years concessions were granted to private companies for the con-

struction of the lines. In 1857 six large companies were created

by fusion and these divided up the whole system between them.

These were

—

1 . The ** Nord ** Railway for the traffic in the direction of England

and Belgium

;

2. The Western Railway to the Atlantic ports ;

3. The Orient Railway to the South

;

4. The Paris, Lyon, Mediterranean Railway for the traffic to the

Mediterranean.

5. The Southern Railway acting as a link between the Orient

Railway and the Mediterranean Railway, and being the owner of

the only track to Spain ; and

6. The Eastern Railway for the traffic in the direction of

Germany,

The State has reserved to itself an extensive right of control,

but at the same time guaranteeing to the railways a rather high

dividend and freedom from taxation. Since 1878 a small State

railway system has developed which, with the re-purchase of the



THE ORGANIZATION OF RAILWAYS 325

Western Railway by the State in 1908, has grown into a length of

9,000 kilometres as compared with about 35,000 kilometres of

privately owned railways.

GERMAN RAILWAY POLICY. In Germany many of the Union

States began the construction of State r; ilways, inch as Brunswick,

Hanover, Nassau, Baden, Wiirlemburg, and Bavaria, but in most

cases it was due to the failures of private enterprise. In Bavaria,

which tov . the initiative in railway construction, private railways

were built from the ix^^ning, but in 1844 the system of State

railways was reverted t ), .s railway construction had come to a

standstill. Saxony, although granting abundant subsidies to the

new railway companies, could not achieve the satisfactory develop-

ment of its railway system, so that since 1846 supplementary lines

have been built by the State and in 1876 a complete system of State

railways was introduced. According to an Act passed in 1838, the

Prussian Government had decided to abstain from any participa-

tion in the railways, but in 1842 it was compelled to intervene by

the guarantee of interest and the taking up of shares. In 1849 the

Government was empowered to construct a few lines for which

no private entrepreneur could be found. Thus, for some time a

mixed system was in existence until in 1879 the Government began

to buy out the private companies. In the place of the former

dividend, the State paid to the shareholders a fixed annual rate of

interest and exchanged the shares for a corresponding amount in

stocks. The shareholders were given the option to receive pay-

ment for their shares in cash, but on such terms that it was more

advantageous to accept the stocks. From that time the system of

State railways began to predominate in Germany, with the restric-

tion that ownership should rest with the various States of the

Union, and not with the Empire. According to the terms of the

Constitution, however, the Empire had the right to control the rates

and charges, and had the power to introduce uniform regulations

for the working of the lines ; moreover, the Empire had to control

the railways in the interests of the defence of the country and in

the interests of traffic in general. For the exercise of these powers

a Railway Ministry of the Empire was established in 1873. A
beginning of a common Imperial railway policy was really made in

1876, when Prussia decided to hand over the whole of its State

railwa}^ to the Empire, on the assumption that the Empire would
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acquire all State and private railways in the various States of the

Union.

The proposition, however, met much resistance and was dropped.

It was not until the political revolution following the Great War that

complete unification of the railways was introduced, the Republic

acquiring by purchase the railway systems of all the component

States.

AMERICAN RAILWAY POLICY. Until 1869 the railway system

of the United States enjoyed unlimited freedom owing to the fact

that the States scarcely concerned themselves with it. This attitude

resulted in such a confusion of rates and other abuses, to the

detriment of the community that the various States had to set up

controlling bodies some of which even possessed the right to fix

rates independently. This was a very unsatisfactory state of affairs,

and the various railways had to co-operate, as there existed a great

desire to bring into being the trans-continental railways from the

Atlantic to the Pacific Ocean. After tedious negotiations the

Inter-State Commerce Act of 1887 was introduced, and a new
authority was created in the Inter-State Commerce Commission,

which controls all the railways and decides the principles for the

determination of rates and charges. After progressive fusion and

consolidation had brought the American railways into the hands

of a few powerful companies, the control of this Commission became

ineffective, so that in 1903 Elkin's Act was passed which increased

the power of the Commission to impose penalties. In 1906 the

Hepburn Act empowered the Commission to fix themselves the

maximum rate, in cases where the rates were considered to be

unreasonable or unjust. In 1910 a special Court of Law was

established under the title Court of Commerce,’* which has to

decide all complaints against the rulings of the Inter-State Com-
merce Commission

; at the same time the functions of the latter

were extended. Gradually the idea of railway nationalization grew

in strength and had such a far-reaching influence during the War
that the administration and working of the railways was granted

to the Government, but only for the duration of the War.

CHARACTERISTICS OF A RAILWAY UNDERTAKING. A
railway differs from most ordinary business undertakings in the

following respects

—

1. A very large initial capital is required, and it is not possible
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to start in a small way. The capital has to be invested in such a

way that it cannot be recovered if the railway fails. Moreover, for

much of the capital there are no visible assets. The rolling stock

must be sufficient to meet the greatest demand that is likely to be

made upon it, and everything must be laid out I'cfore there is any

income. In 1914 the capital of one of our kirgest railway com-

panies stood at upwards of ^^200,000,000, whilst no shipping

company ’ Jid a capital approxhiiately to even ^10,000,000 in that

year.

2. During the ear*> siages of its career, the railway will command
only a se ail amouid of traffic, and the expenses which this traffic

will have to bear will be iremendous. A small amount of traffic

involves the same expense as a large one ; the expansion of traffic

can therefore be made without any addition to expenses in the form

of fixed assets. In other words, the law of increasing returns

operates strongly during the initial stages of development.

3. In most undertakings, the price of the product is determined

largely by its cost of production, but in the case of a railway, this

is impossible. The total cost has to be distributed in such a way
as to secure the maximum amount of traffic at the minimum of cost,

and thus the freight charges must aim at inducing that volume of

traffic which will secure the most economical working of the railway.

A railway manager views the problem of rate fixing from the

standpoint of the business man ; that is to say, he is in the position

of the manager of a business who must so fix the price of the com-

modity or service he is selling that the undertaking he is managing

shall earn a profit. In other words, he must so fix his rates that he

will earn the maximum net revenue. The railway manager will

strive to obtain for every service rendered the maximum return

possible. To the charge he can impose, however, there is an

economic maximum and minimum limit because

—

[a) There is a limit to the charge any particular traffic can afford

to pay. Beyond that limit the traffic will be lost
;

either, it will

not be carried, or it will be carried by an alternative route.

{b) Traffic carried at a charge below the actual prime cost of

moving it, would signify a loss to the railway company.

The natural policy of the railway manager would therefore seem

to be to levy the highest possible charge within these two limits

;

that is, to charge what the traffic will bear.
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RAILWAY ADMINISTRATION. The diagram shown as an inset

between pp. 328 and 329 illustrates the general organization of a

British railway company.

It will be seen that the administrative policy is vested in a Board

of Directors presided over by a chairman and two or more deputy

chairmen. The directors are elected by shareholders. A certain

number of directors retire annually, but are eligible for re-election.

Besides electing their directors, the shareholders also elect the

auditors of the company. As a general rule, the full Board of

Directors meets once a month, but there is a number of directorial

committees whose members confer together and with the managerial

chiefs at more frequent intervals.

The responsible officer for the whole executive administration of

a railway is the General Manager. He acts as chief of the staff to

the entire undertaking, and although it is not practicable for him

to supervise personally the actions of every employee, he is accounted

the connecting link in the chain of responsibility between the Board

and the most subordinate member of the staff.

On the left-hand side of the diagram are shown the irtatutory

officers of the company. In passing railway bills Parliament

has realized the need for a secretary and a treasurer—the

former to keep the records and registers, and the latter to be

responsible for the finances. The general duties of these statutory

officers are clearly defined. The Secretary attends all Board meet-

ings and makes records of the business transacted. He signs and

issues stock certificates and transfers of every kind, executes

mortgage bonds, agreements, and all manner of deeds. The
secretary, in short, is the legal representative of a railway company,

while in most matters of policy, and in all those of finance, he is

the adviser as well as recorder. The Treasurer controls the manage-

ment, collection, and expenditure of the company's revenue, and

is responsible for all the receipts and payments made by the com-

pany
; he must therefore be supplied with the most detailed

information in regard to moneys received and expended, together

with detailed statements of the company's liabilities. He is usually

assisted by a chief accountant and an expenditure accountant,

an audit accountant, a registrar of stocks and shares, and a chief

cashier.

Besides keeping and checking the accounts, the Treasurer is
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charged with the preparation of all financial statistics required by

the various Government departments and all statements which

in any way affect the finances of the company. The departmental

staff of the chief accountant of a large railway company, whose

half-yearly balance sheet runs into several millions of pounds, is a

vast organization in itself. It comprises scores of travelling auditors

and of book-keepers, and a regular army of clerks engaged in

recording md checking nuinbeiless financial transactions.

The Sto es Superintendent is entrusted with the keeping of every

conceivaolt' thing v/hich i$ equired for the working of the railway,

from the rails and sleepers for the permanent way, and the fuel and

oil for the locomotive, down to the cleaning utensils, the tools with

which all repairs aio executed, and the soap and towels which the

passenger finds in a lavatory.

The Chief Solicitor is the Directors' principal legal adviser on

matter of policy, and he or his qualified assistants are at all times

accessible to the officers of every department. One section of his

staff is usually engaged in Parliamentary work
;

another section

in conveyancing in respect to the company's landed interests

;

whilst another section of the staff learned in common law, deals

with the constant crop of matters in connection with claims, out-

standing accounts, demurrage, and prosecutions for breaches of

by-laws.

TRAFFIC DEPARTMENT. In the organization of the traffic

department, a complete severance is effected between the operating

and the commercial sections. Both of these sections are under

the supervision of the Chief Traffic Manager, who is assisted by

the following officers, viz.

—

1. The General Superintendent, who is charged with the move-

ment and the handling of traffic everywhere, and in every shape

or form ; and supervising the use of the company's telegraphs

and telephones.

2. The Chief Goods Manager, who is charged with the adminis-

tration of the department of the company's business connected

with the securing and charging for merchandise, live stock and

mineral traffic.

3. The Chief Passenger Agent, who is charged with the adminis-

tration of the department of the company's business connected

with the securing and charging for all ordinary passenger and
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excursion traffic
;
preparing, printing, and issuing tickets

; advising

the General Superintendent as to the needs of the train service
;

collecting and distributing information as to trade movements

and developments
;

supervising and controlling the booking and

parcels office.

These three officers are responsible to the General Traffic Manager,

and each has an organization of subordinates, providing a carefully

arranged system of devolution.



CHAPTER XXXVIII

THK ORGANIZATION OF SE.\ 1 KANSi* )RT

The shipping trade is a particularly difficult and dangerous one,

and for th :t reason, since it remains principally m the hands of

private urn ertakings, it calls foi the exercise of a certain amount of

state control. Since the a tivit?es of tne shipping trade extend

far boy(>i d the national fxontiers, and are exposed to the keen

rivalry ot other countries, it is also desirable that there should be

a certain amount of mte rnational agreement which finds expression

in the legislation the State. The most important of these

measures may be classified under three headings, viz.

—

1. Regulations for the keeping of evidence concerning the ship.

2. Regulations regarding the safety of shipping.

3. Regulations for safeguarding the social welfare of the

crew.

REGULATIONS FOR THE KEEPING OF EVIDENCE CON-

CERNING THE SHIP. The production of evidence of vessels is

facilitated chiefly by means of registration, that is, by means of an

entry in the registry of shipping for which every State creates the

necessary conditions by legislation. Those commercial vessels

alone are considered national which have been registered in a pioper

manner. Such registration confers upon the vessel the right and

obligation to fly the national flag. Furthermore, every vessel has

a home port from which it usually conducts its trade. In shipping

a distinction is drawn between coastal shipping which connects the

various ports of the home country, short distance shipping, and the

long distance shipping which connects oversea countries. On

registration two documents are issued, viz.

—

1. The Certificate of Registry.

2. The Builder's Certificate.

The Certificate of Registry is granted by the Registrar of the port

where the vessel has been registered, and is the legal proof of her

nationality. It usually contains the name and description of the

vessel, her tonnage, the name of her master and the names of the

owners.

331
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In the absence of the Certificate of Registry the Builder*s

Certificate usually serves as proof of the vessel's nationality. The

registration as well as the whole supervision of shipping is carried

out by the Board of Trade to which the Port Authorities are

subordinated. Of great assistance in the provision of evidence

is the taking of the measurements of the ship the aim of which is to

establish the tonnage capacity, and therefore its loading capacity.

Many financial payments, such as shipping dues, are calculated on

the basis of the net register tonnage. The measurement includes

the whole internal space of the ship and of all superstructures.

According to the method of measurement a distinction is drawn

between gross tonnage^ which includes the whole internal capacity

of the vessel, and the net tonnage, which is ascertained by deducting

from the gross tonnage the space occupied by the engine and

boilers, crew accommodation, etc. The measurement is undertaken

by special authorities and is evidenced by a Certificate of

Measurement.

Classification of Vessel. Whilst all these points are regulated by
legislation, and to some extent by international shipping agree-

ments, the institution for the classification of ships is still left

entirely in private hands. In many important transactions such

as the chartering of vessels, the effecting of insurance on hull and

cargo, the charterers or insurers want to know the precise condition

of the vessel without having recourse to a thorough examination

in every case. For this reason institutions have been formed which

establish the condition of the vessel, its style of construction, age,

and seaworthiness, and which issue certificates for this purpose.

Each of these classification bureaus has its own set of rules. The
classification is divided into two main groups, viz., wooden ships

and iron and steel vessels, each of these groups being further sub-

divided into minor classes. The vessel must possess certain

qualities such as a certain strength of keel, deck boards, etc., before

it can be inserted into any of these classes. This description is

expressed by means of short formulae consisting of letters and

numbers which differ according to the various institutions concerned.

The fact that these particulars are established in an entirely

impartial manner accounts for their significance, for they are

utilized by the most conflicting interests
; for instance, builders and

shipowners desire a lenient description, whilst charterers and insurers
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call for a very strict one. The oldest and largest institutions for

the classification of ships are the British Lloyd's in London which

was established in 1834, and the Bureau Veritas which was estab-

lished in Antwerp in 1828 but was subsequently transferred. In

addition there is the Germanic Lloyd in Berlin, the Bureau Veritas

in Hamburg, the Registro Italiano in Gemm, the \ eritas Hellenique

in Athens, and the Record of American and Foreign shipping in

New York.

Ship’s Papers. Every vei^sel usually carries on board a number

of docum^ nt-s, whicu known as the “ Ship's Papers." The

papers w^ieh are usiially found on board a British merchant vessel

are

—

1. The Certificate of Registry, which contains the particulars on

the register. According to the Merchant Shipping Act, 1894, any

change of ownership or of master must be endorsed on this

certificate.

2. The Ship*s Log, which records the vessel's daily progress, the

winds and weather encountered, and other particulars respecting

the vessel and voyage,

3. The Ship*s Articles, which contain the agreements signed by

each seaman. They specify the man's rank on board, wages to

be paid, term for which engaged, and other conditions.

4. The Crew List or Muster Roll, which contains the name and

description of every person on board.

5. The Bill of Health, which is given by the authorities of the

port from whence a ship sails and testifies to the conditions pre-

vailing in such port with respect to the existence there of plague,

cholera, or other contagious diseases. (See example on page 334.)

The absence of a Bill of Health may expose a ship to the necessity

of undergoing quarantine.

6. The Bills of Lading.

7. The Manifest, which specifies the marks, numbers, contents,

and value of each package on board and sometimes states the amount

of freight payable at the port of destination.

8. The Charter Party, which will be dealt with later.

These papers must be carefully and accurately kept, particularly

in time of war, so as to show the nationality of the ship and the

nature of her cargo. Any omission in regard to these papers may
render a neutral ship liable to capture.
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BILL OF HEALTH

To ALL TO WHOM THESE PRESENTS SHALL COME.

I, The undersigned Officer of His Majesty King George

in the Port of Cardiff

in the City or Town of Cardiff,

send greetings.

WHEREAS the vessel called the '' City
”

nf British.

Port of of^ London whose Master is R, Evans
Hegistry

;

about to sail from the said Port of Cardiff on

Country,
April in the Year of

Our Lord Nineteen hundred and twenty-three and

thence for Genoa and other places beyond the

Seas, with 35 Persons on Board including the said

Master,

Now, Know ye that I, the said Officer, do hereby make

it known to all Men, and pledge my faith thereunto, that

at the time of granting these presents, no Plague,

Epidemic Cholera, nor any dangerous or contagious

disorder exists in the above Port or Neighbourhood.

In testimony whereof I have hereunto set my Name and

Seal of Office, on the Day and Year aforesaid.

Given in the Custom House of the

Port of Cardiff

on the 3rd day of April

in the Year of our Lord 1923

J. Brawny.
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REGULATIONS FOR THE SAFETY OF SHIPPING. The
measures for ensuring safety of ships arc still unsatisfactory in view

of the fact that state interference was so long delayed whilst the

shipowners naturally aimed at the highest possible exploitation of

their factors of production. Whereas every hut erected in the

country requires the sanction of the local autboities the floating

edifice which has to carry thousands of human beings across the

ocean is built without any state supervision at all. Accidents due

to unseawcrthiness of the ship are tlierefore by no means scarce.

An energeiic movement star'-ed in England by Plimsoll, led to the

deniciiid shipowners <^.‘uld observe a certain line, marked on

the outside of the vessel showing the extreme limits of its loading

capacity. The regulation adopting such a maximum “ load line

was first inserted in the law of 1867 and, subsequently, in a somewhat

modified form, in the Merchant Shipping Act, 1894, and with still

further modifications in that of 1906. The idea of a uniform inter-

national maximum load line has made progress by corresponding

legislative enactments in Germany, France, and Spain.

In consequence of the large scale emigration of modern times,

special regulations are now prescribed in regard to emigration

ships. In England since 1803 several Passenger Acts have been

passed which take measures in this direction. Similar regulations

are also included in the emigration laws of most European countries,

and also in the immigration laws of the United States. The most

important points concerning the regulation of this kind of traffic

are: provisions for the seaworthiness of the vessel
;
the limitation

of the number of passengers ; the provision of adequate shelters

and also of sufficient stores of food and water. Moreover, a con-

tinual supervision is exercised over this traffic by the emigration

authorities.

Better arrangements for the safety of shipping have reference

to the examination and establishment of the capability of the crew.

In former times, the master was a merchant but nowadays he is a

nautical man, and in most countries a person is not allowed to

navigate a vessel as master unless he has received a well-defined

practical and theoretical training, and has passed examinations

in the kind of work in which he will be engaged. In England,

examinations for certificates of competency are held subject to

rules made by the Board of Trade. In many countries there are
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also regulations in force for the training of other ship's officers, the

ship's crew, the pilots, etc. Almost everywhere by means of special

laws such a strict discipline has been introduced into the shipping

trade as can find no equal in any other calling. Of special import-

ance is the principle that the worker is not allowed to leave his work

before the termination of the voyage, otherwise he will be punished

by the State for desertion. Of course, such interference is not

carried out in the business interest of the entrepreneur, but in the

general interests of traffic.

The Merchant Shipping Acts have also enacted an elaborate code

of rules relating to life-saving appliances, lights, signals, equipment,

collisions, dangerous goods, and unseaworthy ships, for the pur-

pose of ensuring safety. These rules must be complied with and

provision is made for the detention of unsafe ships.

REGULATIONS FOR SAFEGUARDING THE CREW. In

modern times increased attention has been paid to the social welfare

of the ship's crew. Seamen are not engaged for any particular time,

but only for a trip : that is, before any voyage they have to be entered

in the Muster Roll ; in other words, they have to “ sign on " and at

the end of the voyage they sign off." In this matter maritime

authorities exert an influence, whereas, the engagement of the crew

and the provision of private accommodation for the mariners

during their stay on land is attended to by boarding-house runners.

The contract of employment or " hire contract," as it is called, is

in writing, and sometimes a specially legal form is prescribed. For

obvious reasons the pay of a seaman generally includes full board

and accommodation. Legislation also extends to the payment of

wages and the safeguarding of those wages from the deductions of

third parties, and against any advantage being taken of the seamen.

Provision is also made for the working hours in the port and for

intervals of rest during the voyage, work on Sundays and holidays,

and the payment of overtime. Furthermore, the principle has also

been established that the seamen should receive free medical

attendance and payment of his wages during sickness or accident

at the expense of the shipowner. With the development of com-

pulsory sickness and accident insurance within recent times, atten-

tion has also been paid to shipping in the leading commercial

countries. Thus, in England the Workmen's Compensation Act,

1897, was extended to seamen in 1906, and in Germany accident
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insurance for seamen was introduced by the law of 1887, whilst

in France a National Accident Insurance Act was passed in 1898.

The extension of the labour movement to the merchant marine

led to the establishment in 1909 of an employers* union, viz., the

International Shipping Federation with its headquarters in London.

The members are not composed of individual shipowners but belong

to the national shipowners' associations.

To som' extent these conditions have become the object of

internation al regulation and frequently arise in almost identical

form in commercial trei.tiej. Particular attention is also given

to the Vices rendered at sea. It is usually stipulated that in

vhe case of shipwreck, or in the case of average, help must be

rendered to the ship in distress. As far as possible, goods must be

salvaged and returned to the owner. The charges for such services

to the ship of a friendly state must not exceed the charges which

would be imposed upon a national vessel.

BILL OF LADING. This is the contract between the shipowner

and the shipper for carriage of goods by sea. It is signed by the

master, or by the shipowners, or their agent, thereby acknowledging

the receipt of certain goods in good order and condition, and

promising to deliver them at a certain place to a certain person,

or " to order," on payment of freight and charges. Some bills of

lading are short and simple documents, but most are long and closely

printed, containing numerous clauses limiting the liability of the

shipowner. The shipper thus gets cheaper freights but has to

cover the great risks of sea-carriage by insurance.

Each shipowner has his own form, which must be filled up by

the merchant shipping the goods, and sent to the shipowners or

their agents, together with the Mate's Receipt or Dock Receipt,

and the freight, if this is payable in advance. The bill of lading,

if found correct, is signed and stamped freight paid, freight forward,

or as per account, as the case may be, and then returned. If the

freight is forward, the goods will not be delivered until it is paid.

On pa5anent, the shipowners or their agents give a " freight release,"

which together with the bill of lading entitles the holder to receive

the goods.

The bill of lading is generally made out in sets of two or three,

each of which must bear an embossed 6d. stamp before being signed ;

sometimes unstamped and unsigned copies are made out in addition

28*ailOB)
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for the master or for office purposes. Bills of lading can be passed

from hand to hand by endorsement, but are not negotiable instru-

ments. As the bill of lading constitutes the title of the goods, the ship-

ping company will not hand these out until it receives this document.

When one copy has been handed in, the others are null and void.

If the goods have been placed on board in good condition, a
“ Clean Bill ” will be issued, but if they, or a part of them, are

damaged, this will be noted on the Mateos Receipt, and a corre-

sponding remark made on the bill of lading, which is then called a

Foul (or dirty) Bill.” As ” foul bills ” are very inconvenient to

merchants, they generally give the master or shipowners a Letter of

Indemnity to protect them against any claims which might be made,

and in return for this receive a clean bill.

The freight is payable per ton measurement for light goods, for

which 40 cubic feet is reckoned as a ton in a steamer, and 50 cubic

feet in a sailing ship
;
per ton weight for heavy goods

;
and sometimes

per package (cask, sack, etc.), e.g. cement
;
per bushel, e.g. wheat

;
per

lb., e.g. wool ; in a lump sum (special bulky goods), e.g. a motor-car.

Primage was formerly a gratuity paid to the master of a ship for

discharging the goods and for the use of the tackle necessary for

this purpose. It is now part of the charges, and goes to the ship-

owner. It is generally 10 per cent of the freight, so that if a freight

is quoted at 20s. in reality 22s. will mostly be paid.

When freight is payable in advance, it is called advance freight.

The expression ” average accustomed ” sometimes used in con-

nection with freight means a contribution payable by the shipper

of goods for certain general expenses connected with the voyage,

e.g. towage of vessels.

THE CHARTER PARTY. Wlien a merchant is shipping great

quantities of goods, e.g. coal, cotton, etc., he often hires a ship

outright for a voyage. This is called ” chartering ” a ship, and a

document is made out called a Charter Party, in which the con-

ditions of the hiring of the vessel are stated. If the amount of

goods shipped falls short of the amount agreed upon, the difference

is called dead freight, and must be paid by the charterer. When a

fixed sum is paid for the use of the whole ship, it is called lump

freight. The Charter Party varies slightly for each kind of goods

and for each port ; many of its provisions are very similar to those

in a bill of lading.
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An analysis will now be made of the chief clauses in the Charter

Party (inset between pages 282 and 283) which is in use in the

Welsh coal trade

—

The Preamble Clause. The three main points in the preamble

are

—

1. The name of the owners, i.e. B. Wi’son & ( o.

2. The name of the charterers, i.e. A. Jones & Co.

3. The t'Tme of the vessel, i.e Cily, and the particulars as to size,

classificatu n, etc., and prest nt ix)r.itiun.

These practically or chemseKes with the exception of

net Net register ' does not give much idea of the

actual carrying capacity tf the steamer. It is a Board of Trade

term, the ton being calculated at 100 cubic feet, whereas a shipping

ton is 40 cubic feet. Net register is generally used for paying

tonnage dues, pilotage dues, dock dues, etc., all of which are paid

by the shipowner towards the upkeep of the docks, lighthouses,

etc. For the purpose of making a rough calculation it is

generally reckoned that the approximate carrying capacity is equal

to two and a half times the net registered tonnage.

Clause I. The first part of this clause is an undertaking on the

part of the shipowner, i.e. Wilson & Co., that the steamer is in a

thoroughly seaworthy condition, fully able to carry the cargo

contracted for, and that she shall proceed with all reasonable

dispatch to the loading port of Cardiff, Penarth, or Barry as directed

by the charterers. The second part of this clause describes the

nature and quantity of the cargo to be carried, as supplied by the

charterers, leaving sufficient space for tackle, apparel, provisions,

and furniture. She shall then proceed to the discharging port,

i.e. Genoa, and unload the cargo, at the same time being paid a

sum of money as freight at the rate of 15s. per ton delivered.

Clause 3. Jones & Co., the charterers, are allowed 180 running

hours for loading the cargo. Running hours are hours which count

from the commencement of loading time and run straight on irre-

spective of weather or any other circumstances. In calculating

this time it is usual to exclude Sundays and holidays, and also certain

times according to the custom of the loading port. If the char-

terers fail to complete the loading of the cargo within the time

stipulated they will be required to pay a demurrage at the rate of

6d. per gross registered ton per running day.
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Clause 6. This clause, which is known as the Negligence Clause,

appears in all charter parties and bills of lading. It protects the

shipowner from any responsibility over which he has no control.

The Act of God covers such accidents as lightning, earthquakes,

and all things beyond human control. Barratry covers illegal

acts of the master and crew, such as fraud, violence and smuggling.

Strikes frequently hinder both the loading and discharging of

vessels, and have the effect of holding up the steamer, thereby

costing the owners hundreds of pounds per day. It is, of course,

understood that neither owner nor charterers are responsible for

detention caused thereby. If there is a strike at a port where a

steamer is about to load or discharge, it is a matter of arrangement

between owners and charterers to divert the steamer to another

port and there load or discharge the cargo. In this case, the owners

would obtain a letter of indemnity from the charterers against all

losses or claims arising out of their diverting from the original

destination as per bills of lading. It can also be arranged to cancel

the charter party altogether.

Clause 7. The charterers undertake that the cargo will be taken

from alongside the ship by the consignees free of expense to the

shipowners. The shipowners, of course, undertake the discharging,

after which their liability ceases.

Clause 8. The freight is usually paid during discharge by the

charterers, either to the owner direct or through his agents ; any

sums of money which have been advanced by the charterers to the

master for expenses being deducted. Freight can also be paid in

advance, either on the sailing of the steamer or before she sails,

and when this is done a percentage, usually 3 per cent, is deducted

to cover interest, insurance, etc. In this case freight paid in advance

is not returnable should the steamer be lost. It can be paid in

cash or by bills of exchange, as agreed at the time of chartering the

vessel. Freight in this case is charged on the gross weight delivered,

but freight can also be charged on net weight delivered. It can

also be charged per ton of 40 cubic feet, 50 or 60 cubic feet, or

100 cubic feet of cargo, according to the class of cargo carried. In

addition, it can be charged at so much per ton of so many cubic

feet placed at the charterer's disposal, or at an agreed sum for the

voyage, called “ lump sum."

Clause 10. When damage arises to the ship or cargo the claims
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are settled by average, and the latter is generally based on a set

of rules known as the York-Antwerp Rules, 1890. In the same

way as explained in Clause 7, the owner still has a lien against

average (if any).

The York-Antwerp Rules were drawn up by an International

Committee, and provide for such contingencies as jettison (throwing

cargo overboard for the safety of the ship), lire on board ship,

voluntarib running the ship on shore to prevent her sinking,

damage tc cargo, etc Th:jre arc t vo sorts of average, General

and Particular. The f.,*rnie relates to any damage suffered by a

pariicul.c- interest in order losa^x' the ship or cargo, and the latter

refers to any damage that may happen by mere accident.

Clause II. “ Loading hours '' means the time during which the

steamer may load There are t'vo dates given in the charter party

and the steamer is at liberty to start loading upon any day on or

between these two dates. It is usual to give to the charterers

twenty-four hours notice of readiness to load, so that the latter

may have the cargo ready for the steamer. If the steamer is not

ready to load by the cancelling date as specified in the charter, the

charterers have the option of refusing to load the steamer, thereby

rendering the charter party null and void, without any expense

to themselves. If the steamer arrives before her loading hours,

the consent of the charterers can sometimes be obtained to commence

loading immediately.

Clause 12 . Should the steamer be kept longer than stipulated

in the charter at either loading or discharging port, the charterers

become liable to a penalty, known as " demurrage,** for so keeping

the steamer. This is usually paid at so much per day, and is based

on the earning power of the steamer per day. According to some

charterers the steamer need only be so many days on demurrage

at the loading port, and after the given time is at liberty to leave

whether partly loaded or empty. The charterer is then liable to

pay freight on the unoccupied space, which is known as dead-

freight. On the other hand it may be arranged that should the

steamer be loaded in less time than that stipulated for in the

charter, the owner agrees to pay the charterer ** despatch money **

for all time saved at so much per day (generally half the demurrage).

Portions of a day in both cases (usually reckoned in hours) are

calculated pro rata.
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To cover himself against freight and demurrage, the shipowner

may retain the cargo, and even during the discharge, the owner may
exercise this right and stop delivery of the cargo until his claims

are settled. This is known as “ holding a lien on the cargo.*’

Clause 13. In the event of the charter not being performed a

penalty, generally “ proved damages ” not exceeding the estimated

amount of freight, is payable by the party in default.

“ Proved damages ” is the amount agreed upon between owners

and charterer, which must be proved by the defaulter to the satis-

faction of the other party. Should they be unable to agree, they

may decide upon arbitration or fight the matter out in a court of

law.

An arbitration clause can be introduced which provides that any

dispute under the charter party is to be settled by arbitration, each

party providing an arbitrator. Should they be unable to agree,

the decision of an umpire selected by the arbitrators is to be final.

Clause 14. When an owner employs another person to arrange

for and negotiate the charter, that person is called a broker,”

and is paid a commission called ” brokerage ” on the freight. It

can be split up between several brokers and payable by mutual

arrangement.

The charter is signed by owner and charterer and a 6d. stamp

affixed. It then becomes a legal document binding on both parties.

“ THROUGH ” BILL OF LADING. It sometimes happens that

the goods are not carried right to their destination on the ships of

the same owner, and in such cases the ” Through ” Bill of Lading

offers great facilities. In spite of the transhipment of the goods

on to the ships of another company, only one rate is charged right

up to the port of destination—the rate being based upon arrange-

ments between the various companies concerned. In more recent

years a further step has been made. The aim of commercial inter-

course is to bring the goods from the place of production direct to

the place of consumption without any outside mediation and by

the use of one single bill of lading. In this way great facilities are

offered to the consignee for procuring the goods and thus export

is facilitated and increased ; moreover, expenses for the commission

of forwarding agents is saved. The combined tariffs introduced by

railway and shipping companies take these advantages into account.

Of course, considerable difficulties have to be overcome because the



Tl E ORGANIZATION OR SEA TRANSPORT 343

rates charged by the railway and shipping companies show great

diversity in classification and in stability.

FREIGHT RATES. Within the last few decades before the

World War the rates of freight manifested a tendency to a marked

decline owing to technical progress in shipping and the increase of

competition among the different lines. In 1835 \merican clippers

charged 4 dollars per metric ton for the carriage of raw wool from

New York to Havre. In 1904 steamer freights of 5s. per ton were

charged fi >m Europe to Singapore : nd 9s. to Australia. During

the War, owing to Ger» lan submarine danger, freights rose to

an unpr.: :eJented height bv.c fell again on the cessation of hostilities.

In geiieial freights are subject to rapid and violent fluctuation.

This is primarily due to the influence of the loading conditions which

are peculiar to the carriage of goods by sea. The vessel must

endeavour to obtain a mixed cargo of bulky and heavy goods
;

if the cargo consists of heavy goods only, the limit of its carrying

capacity would be reached before the vessel was full. On the other

hand, if it carried light goods only the vessel would be full before

the loading line was reached. The greatest pressure upon freight

rates, however, is exerted by the so-called ** tramps ” which enter

into competition with regular liners.

Tramps. A tramp is a ship which goes wherever there is business

to be done, and wherever there is the most profitable business. In

other words, the tramp is a “ free lance ” ship which is prepared

to accept any kind of profitable freight and take it anywhere. A
liner is a ship engaged in maintaining a regular service on a definite

route.

SHIPPING RINGS. In order to protect themselves against the

injurious competition of the tramps, the large shipping companies

have formed cartels the most important of which arc known as

shipping conferences. The aim of a shipping conference is naturally

to obtain the full economic rate of freight for its members. In

return it offers regularity of service and tries to enforce loyalty by

the granting of the deferred rebate. As soon as rates rise con-

siderably on a route tramps are sure to be attracted. They will

offer a lower rate than the lines to " get in '' and so, from the

conference point of view, spoil the market. The aim of a tramp's

management is to. make as much profit as possible. Therefore the

freight policy of the tramp is to take any freight which is profitable
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in preference to none, and the most profitable if more than one

cargo is available. Each cargo is regarded as a distinct business

bargain. On the other hand, a liner may maintain for a period a

service which is not profitable. In good periods it naturally expects

to recoup itself, and to obtain some benefit in return for the regular

service it has maintained. Thus conference rates are fixed from a

different standpoint from tramp rates ; there is the difference

between making one isolated business bargain and the fixing of a

rate for a regular service. However, economic justification for the

existence of the tramp can be shown. It carries cargoes where there

is not sufficient trade to maintain a liner ; it develops new trade ;

even when drawn into competition with liners by the high freights

ruling for the time on a particular route, it helps to prevent con-

gestion
;

it is also a safeguard against the establishment of monopoly

rates on any route by the conferences.

Shipping Combinations During the War* During the War large

shipping trusts were formed in England by the fusion of several

large shipping companies which in turn brought other companies

under their control. The five shipping groups which were thus

formed possess together a tonnage of seven million tons, or two-

fifths of the total English Mercantile Marine. They are headed by

the group of the Cunard Line which before the War had already

absorbed the Anchor Line and thereby acquired the majority of

the shares of the Anchor-Brocklebank Line ; later on it entered

into a fusion with the Commonwealth and Dominion Line and also

formed an agreement with a large Canadian and South American

Line. The second group is that of the Peninsular and Oriental

Steam Navigation Company which bought the shares of the British

India and New Zealand Company, and which, by acquiring influence

over other undertakings, dominated the traffic to India, the Far

East and Australia. The group of the Royal Mail was already

initiated before theWar by fusion with the Pacific Steam Navigation

Company, and participated chiefly in the traffic with South America

and Africa. The Ellerman group has acquired chiefly the lines to

Northern Europe. Finally, the Furness, with a group in Liverpool,

was formed by the amalgamation of sixteen companies.



CHAPTER XXXIX

MARINE INSURANCE

The subject of marine insurance is one of very great importance

to the bus^iess man, but in this chapter it will be possible to touch

upon only the main principl’is.

NATURE OF MARRHi INSURANCE. The underlying principle

of inarir.»' iasurance is preeively the same as that of all other insur-

ance, viz,, the payment of a small fixed sum to avoid the risk of a

large and uncertain loss. If a shipowner with a single ship or a

small number of ships had to bear the risk of his own losses, ruin

would be continually staring him in the face, and except in large

fleets, ship-owning would be impossible as a profitable investment.

Again, if merchants had to undertake the risk of losing the whole

of their consignments by sea they would be timid and commerce

would be greatly restricted. Marine insurance provides a^safeguard

against these risks, so that shipowner^and merchants alike are

able to protect themselves against disastrous or ruinous losses.

As the risks of sea-carriage are greater than those by land it is

most advisable to insure all goods sent by sea. The party who is

to effect the insurance is, therefore, generally indicated in the order

form. If there is no agreement to the contrary, and sufficient

notice is not given to the buyer to enable him to effect the insurance,

the exporter must bear the loss of uninsured goods. (See Sale of

Goods Act, 1893, Section 32.)

Merchants can insure at Lloyd's, with an independent insurance

company, or among themselves (Mutual Insurance).

LLOYD^S AND MARINE INSURANCE COMPANIES. Lloyd's

was incorporated in 1871 by Act of Parliament. It was previously

an association of imderwriters, who took up their present quarters

in the Royal Exchange in 1770, after meeting for over a century in

a coffee-house originally kept by a certain Mr. Lloyd. Not only

does Lloyd's through its members undertake any kind of insurance

desired, but as an institution it issues a number of valuable publica-

tions including the Official Raster of Shipping which contains a

full description of every vessel registered in the United Kingdom,

345
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and Lloyd's List which gives full information on shipping matters

sent in by Lloyd's agents from all parts of the world.

Thus, Lloyd's is an association of underwriters and other persons

engaged in marine insurance whose membership entitles them to

carry on their business in the subscription rooms situated at the

east end of the Royal Exchange, London. Its constitution, there-

fore, is somewhat similar to that of the Stock Exchange in that the

members are individual firms who associate at Lloyd's in order to

gain the benefits of centralization of demand and supply.

Marine Insurance Companies. An ordinary marine insurance

company is a separate persona regulated by Act of Parliament,

with its own registered office, capital, and membership. The

members in this case are directors or shareholders of the company
itself. Resulting from this difference in constitution, the procedure

in effecting insurance differs. At Lloyd's the assurers are numerous,

and they accept separate risks for amounts as stated on the back

of the policy. The underwriter and the insured do not come into

personal contact but transact their business through brokers who
receive 5 per cent of premiums paid them by the underwriters at

Lloyd's. A policy for almost any amount may therefore be taken

out at Lloyd's, but other things being equal, the larger the amount

of the policy the larger will be the list of underwriters appearing

on its reverse.

A company, on the other hand, must bear the risks itself, and

can distribute these risks among other firms only by an entirely

different procedure. Apart from refusing to insure against a risk

over a stated amount, the marine insurance company can cover

itself only by re-insuring. Such re-insurance is a matter which

concerns only the parties to this new contract and has nothing

whatever to do with the original policy handed to the person whose

goods are insured in the first place by the company. In a Lloyd's

policy the insured, in case of the default of any one underwriter,

will lose only the amount covered by that one underwriter ; if the

policy were issued by a company which defaulted, the insured

would stand to lose the whole amount. Because Lloyd's spread

risks over many firms, it is easier and cheaper to effect an insurance

under its system than with a company.

MUTUAL INSURANCE. If sever^ persons whose property is

exposed to risk combine for the purpose of bearing the loss which
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one or more of their number may incur, this constitutes a mutual

insurance company. Each member is at the same time insured

and insurer, as on the one hand he will be indemnified should he

incur a loss, whereas on the other hand he is obhged to help to pay

the loss which may be incurred by any other member. The con-

tributions paid into the common fund in order to neet any loss can,

of course, be ascertained only after the expiration of a certain period,

when the hare of each member is fixed in accordance with the loss

incurred. If, for instrnce, tlie value cf the property which is exposed

to risk, r,nd for whish -.he company may be called upon to pay,

amouni 1 to ifl ,000,000, an.t if in the course of one year 10,000 of

it has been destroyed, th< loss incurred is 1 per cent. Thus, the

person who hi\s insured for ;t2,000 will be called upon to contribute

;f20 towards the loss incurred. As, however, the person who has

incurred the loss wants to be indemnified as soon as possible, the

premium is usually fixed in advance for a certain period and varies

according to the probable loss which is calculated on an actuarial

basis. In the event of the loss exceeding the premium paid, the

members of the company undertake to make a supplementary

payment, whilst on the other hand, if the premium has been fixed

too high, the excess is refunded in the shape of a dividend.

THE POLICY. Lloyd's S.G. policy is the standard on which

those of the other great English companies have been based.

The policy is almost invariably a printed form with blank spaces

in which the details are filled in. The printed clauses are often

struck out, or their meaning is changed, if desired, by printed slips

stuck over them, e.g. the F.C.S. clause is struck out in time of war,

a higher premium being of course paid, or the average clauses may
be altered to suit requirements.

It will be noticed from the specimen policy (inset) that the

style and language of the document are antiquated. Great reluct-

ance to depart from this form, however, is evinced by under-

writers, inasmuch as the various clauses have all been subjected

to legal definitions, so that no doubt exists as to the meaning of

any sentence or phrase.

The blank form of the policy should be filled in as follows : The

name of the person ^sured must be inserted after the opening

words “ Be it known that "
; after the words at and from " is

inserted a description of the voyage insured, for instance ** at and
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from Swansea to Buenos Ayres, including all risks from warehouse

to warehouse "
; or for the period of time which the insurance

covers, as “ from 1st January, 1924, to 31st December, 1924/'

The next space is for the name of the vessel, and following that the

name of the shipmaster. In the space following the words are

and shall be valued at " is inserted the valuation of the goods

insured.

KINDS OF POLICIES. There are several kinds of policies, the

chief of which are as follows

—

An Interest Policy. This is one which shows clearly that the

assured has a genuine and specific interest at risk, as, for example,

an insurance on 200 bales of cotton, or 600 bales of wool, without

specifying value. This policy is usually taken out where the value

of the goods shipped is not known at the time of insuring.

A Valued Policy. This is one in which an agreed value of the

thing insured is inserted, as, for example, on coal valued at £2,000.

This is probably the commonest kind of policy. The agreed value

of the thing insured, i.e. the insured value, if the insurance is on

goods, usually includes the freight on the goods, plus a 10 or 15 per

cent margin on cost and freight, to cover anticipated profit, which

would be lost in the event of the destruction of the goods insured.

A Floating Policy. This is one taken out to cover a series of

shipments between two or more ports ; therefore no name of any

vessel is inserted in the policy. There is usually inserted, however,

a limit to the value undertaken to be insured by the imderwriters.

The names of the vessels and the values of the insured interests

are subsequently supplied to the underwriters on insurance advice

notes. Floating policies are usually taken out by merchants and

others having a more or less continuous flow of shipments between

certain ports. The advantages to be derived are that the assured

obtains a fixed premium rate for an agreed period of time, and is

relieved of the trouble of taking out a new insurance policy for

every shipment.

METHOD OF PROCEDURE. The course of business is for the

broker to write on a slip the particulars of the insurance he desires

to effect, such as the goods to be insured, with their value ; the name
of the ship by which they are carried ; and the ports of loading and

discharge, with any special arrangement he may be desired to make.

If it is intended by the owner of the goods to insure against total
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loss and general average loss only, he puts on the slip the letters

f.p.a.'* which means " free of particular average ; or if the

ship which carries the goods belongs to a nation which is at the time

at war with any other nationality, or engaged in civil war, the

underwriters will demand that the insurance shall be f.c.s.,*' or

" free of capture and seizure," unless they ? re paid an extra

premium to cover " war risk." Again, if it is intended to insure

the ship < •* goods for less than their value, both the value and the

sum to bt insured must be stated.

** F.P,A." When a :e insured " Tree of particular average
"

the risk taken by ihe underwriter is considerably reduced, as he is

not liable lor any damage or injury to them, but only for total

loss and general average, the owner of the goods taking any risk

of damage. So far as British trade is concerned goods inwards

are generally insured without this restriction, whereas goods

outwards are insured with it, and as a matter of course the premium
" f.p.a." is less than that paid against all risks.

RISKS INSURED AGAINST, Primarily, the risks undertaken

by the underwriter are for losses or injuries through the perils of

the seas, including fire at sea or in port. They also include barratry,

i.e. every form of unlawful dealing with the ship or her cargo by
the master and crew, such as smuggling, privateering in war time,

blockade running, and engaging in acts of piracy or anything else

by which the owners could be defrauded.

" Perils of the sea " include Particular Average and General

Average. It is under these two headings and that of Total Loss,

that almost all claims on underwriters are made—claims for loss

by barratry and capture by enemies and pirates being very rare.

TOTAL LOSS AND ABANDONMENT. If the goods are lost,

the insured should immediately send in a claim, called a Notice of

Abandonment, to the insurers. In the case of a total loss of the

goods insured, pa5mient imder the policy of the full sum or valuation

insured has to be made by the underwriter. Total loss is of two

kinds, actiud and constructive,

1. Actual Total Loss. This occurs "where the subject matter

insured is destroyed or so damaged as tp tP be a thing of the

kind insured, or where the insured is irretrievably deprived thereof
"

(Marine Insurance Act, 1906, Section 57). In order to substantiate

a claim for total loss, a document is drawn up, if any^of the crew
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are saved, called a Protest, giving a detailed account of the casualty.

This is sworn before a Notary or Consul. The invoice and bills of

lading relating to the shipment have to be produced to the under-

writer, as evidence that the insurance was hona fide, and that the

goods were actually on board the vessel.

2,

Constructive Total Loss. This has been defined as follows :

“ A constructive total loss occurs when the subject insured, though

existing in specie, is justifiably abandoned on account of its destruc-

tion being highly probable, or because it cannot be prevented from

actual total loss unless at a cost greater than its value would be

if such expenditure were incurred." " Existing in specie " means

that the goods are capable of being utilized as the thing insured.

For example, if a cargo of hides were so damaged as to be utterly

valueless as hides, and had to be sold for other purposes than to be

made into leather, the hides would not be regarded as existing in

specie.

GENERAL AVERAGE. This term signifies that the owner of

the ship and cargo generally are liable to make a pro rata contribu-

tion towards any losses sustained or expenses incurred where other

property or part of the ship has been sacrificed for the general good,

and for the safety of the ship and cargo generally. In order that

general average may arise, there must have been

—

1. A loss incurred intentionally;

2. The avoidance of a danger common to the interests of all

parties

;

3. An absolute necessity for some sacrifice to be made ;

4. The preservation of the ship and some proportion of the

cargo
;
and

5. No default on the part of the person whose interest has been

sacrificed.

The adjustment of claims under general average is frequently

a matter of great complexity, and in all cases it is put in the hands

of an average adjuster. The selection of the adjuster lies with the

shipowner. The owner of the sacrificed cargo has to contribute

his proportional share of the loss ; the sacrificed cargo, for the

purpose of contribution, is regarded as not lost. Thus, suppose

cargo of the value of £1,000 is jettisoned, the value of the ship and

remaining cargo being £9,000. The amount to be allowed in general

average is £1,000 and the contributories to that loss are £10,000.
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Therefore, the property saved (£9,000) contributes nine-tenths of

the £1,000 (or £900), and the owner of the value of the property

sacrificed contributes one-tenth of the £1,000 (or £100). By the

general average, the owner of the cargo receives £900, and has

sustained a net loss of £100.

If the cargo sacrificed was insured fv>r £1,CKK> the undeiwiter

is liable for the owner's contribution of £100 ;
if it was insured

for £1,250 the underwriter would still pay only the amount of the

contributiv u required, namely, HOO ; but if the goods were insured

for only /.>00, the 'i-wri'er, '.aving insured only 50 per cent of

the valr<', would be liable ^ >r on’y 50 per cent of the contribution,

namelj^ £50, and the owner himself would be required to bear the

balance of los*^.

Particular Average. If parts of the ship or cargo are damaged

by accident and not sacrificed deliberately for the safety of the

rest of the ship or cargo, the loss falls on the owner, and he must

recover from the underwriters, if he has been insured for particular

average. Lloyd's policy, in its printed wording, is a f.p.a. (free

particular average) policy, i.e. the insured is covered against total

loss, collision, grounding, fire, and general average, but not against

particular average. These conditions are often altered to cover

any kind of particular average, the premium being higher according

to the amount of risk the underwriter undertakes.

The great majority of claims come under particular average.

Parts of cargo are damaged by sea water or other risks insured

against, the loss falling exclusively on the owner of that part of the

cargo
; a claim therefore arises in respect of the particular damage

sustained. The underwriter is liable only for the depreciation of

the goods caused by the damage, not for the difference between

the insured value and the net amount realized by a sale. The

insured value might be greater than the value of the goods in sound

condition at the time of the claim, and if the underwriter had to

pay the difference between insured value and proceeds of sale, he

would be involved in the effects of the fluctuation of the market,

a matter with which he has no concern. The depreciation may be

assessed by brokers who certify as to the value of the goods in a

sound condition, and as to their value in the damaged state, or the

depreciation may be ascertained by selling both the sound and

damaged goods by public auction, thus placing the respective
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values at the time of the claim beyond dispute. The difference is

taken between the gross sound value and the gross proceeds, and

the ratio of this difference to the gross sound value expressed as a

percentage. The underwriter is liable to pay at that rate per cent

on the insured value. For example, a certain number of bales of

cotton are insured at £2,500. Half are damaged by sea water.

The whole are put up to auction. The sound half sells for £1,000

without deducting charges ; the gross sound value of all the bales

is therefore computed at £2,000

—

The damaged bales sell for (gross) . £500

The sound bales for ... £1,000

1,500

Loss . . £500

The depreciation is therefore 25 per cent, £500 being one quarter

or 25 per cent of £2,000. The underwriter has to pay 25 per cent

of £2,500, the insured value. Had the cotton been insured for

only £1,500 he would pay 25 per cent of £1,500.



CHAPTER XL

WAREHOUSING
*

The economic value of storing^gQo^s v hich we-e not required for

immediate consumption was recognized even in ancient times.

PRIMITIVE WAREHOUSING. Surplus quantities of grain were

regarded is particularly suitable foi* preservation, and in all corn-

growing r untries tbcse svere stared away in holes dug in the ground,

and wcr. used to suppUm* iit the ordinary crops in less productive

areas ard to safeguard the population against famine.

MISUSES OF WAREHOUSING. At this period such accumula-

tions of grain iindouljtcdly exercised a beneficial influence, although

subsequently they began to assume i different character. Through-

out the Middle Ages they were employed in the extensive manipula-

tion of com prices which, in consequence of the prevailing greed,

led to the creation of an artificial scarcity. This state of affairs was

aggravated by the absence of suitable means of transport, which

prevented outside supplies from being obtained. They now

became a serious danger to the well-being of the community and

Colbert, the Finance Minister of France, without shutting his eyes

to the benefits to be derived from the system of warehousing, was

the first to oppose the evils resulting from its abuse. For a time he

prohibited the use of warehouses with the object of abolishing the

obnoxious evils which had become associated with them ; and when

he pernutted^ their introduction, they were to be managed on

entirely new principles.

Bonded Warehouses. With the admission into storage of dutiable

goods, Colbert established the so-called Bonded Warehouses, and

thus gave an impulse to the foreign trade of France. This concep-

tion inaugurated a new and flourishing era in the history of

warehousing. When men like Walpole and Pitt adopted this idea

of Colbert and tried to introduce it into England, they gradually

succeeded in surmounting the opposition of the great English

merchants, who naturally feared the competition of smaller traders.

Warehouses were established at nearly all the English ports, where,

as in London, continual extensions and improvements were made

in the port and dock arrangements.

353
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THE DEMAND FOR WAREHOUSES. With the growth of

commerce the need for public warehouses arose in all the more

civilized countries. This need was intensified by the improved

means of communication consequent upon the Industrial Revolu-

tion, and perhaps in an even greater measure by the introduction

of railways which rendered the cornering of bread much more

difficult. Hence, warehouses gradually lost their mediaeval

character and became entirely subservient to the needs of the

community. To-day they are managed as business concerns

engaged in the storage of goods for third parties.

THE FUNCTIONS OF WAREHOUSES. The functions of

warehouses are two

—

1 . They assist merchants and traders in ports and inland centres.

2. They help to mitigate temporary evils such as are caused by

famine and drought, lack of shipping facilities and commercial

crises. A certain reserve being always kept against the occurrence

of such necessitous circumstances, consumers were protected from

unnecessary suffering.

Although all goods do not lend themselves to warehousing, the

system is applicable to most raw materials and partly-finished goods.

While the goods are in the warehouse, the owner may subject them

to various processes to fit them for the market, such as the re-

packing and mixing of tea, the packing, vatting, mixing, and bottling

of wines and spirits, the roasting of coffee, the manufacture of

certain kinds of tobacco, etc., and in case of dutiable goods certain

specific allowances are made by the Revenue authorities in respect

of waste arising from such processes or from leakage, evaporation,

and the like. During the whole period of warehousing the merchant

need not trouble about the condition and safety of the goods. All

this business is undertaken for him by the warehouse-keeper, and

until the state of the market is satisfactory he can calmly wait,

without fear of loss or damage arising from the warehousing

operations.

The rates and charges for warehousing are adapted to local needs

and arranged to suit the particular kind of goods received for

storage ; at the same time the charges must be such as to cover

the expenses of the warehousing authorities.

Usually the warehouses are in close touch with the transport

facilities, which ensure a steady development of trade. However,
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warehouses can become economically independent only when the

mercantile community assures a regular and uninterrupted employ-

ment of the warehouse staff by the continuous employment of the

facilities provided.

Warehouses are chiefly used by that section of the business

community which deals in the staple raw nra:erials. The ware-

house authorities allow of the sale of ^bc goods stored, or they may
be used as security for the raising of loans, in consequence, every

person v. l)o has goods in storage las il in his power to influence

the stal of the meeV jt. He v m sell them at any time or he can

use tb'^ a* for the pnrjio'.. of iiypothecalion. Here lies the real

econonric s)gmficai<ce of the warehouses
; they facilitate the dis-

tribution of goods ; tht-y bdmit of increased mobility of the

capital inveslt d in the goods ; and they provide a sound basis for

a far-reaching extension of credit. All these are advantages which

tend to augment the national dividend.

WAREHOUSE WARRANTS. In order that the benefits of

warehousing may be fully realized, warehouse receipts have been

introduced which admit of the stored goods changing ownership

without the necessity of a bodily transfer of the goods. These

warehouse receipts contain the particulars of the goods—their

nature, quantity, and other characteristics—together with an

acknowledgment by the warehouse authorities that they have

received the goods from the depositor, and an undertaking to

deliver them up to anybody who can give documentary proof of

ownership. This receipt takes the place of the goods themselves
;

hence if, in addition, it is accompanied by samples it provides the

necessary basis for the valuation and sale of the goods. The

transfer of this document to a third party is equivalent to the

transfer of ownership, but with this additional advantage: the

goods need not be moved
; hence the saving in the costs of transport

and of handling tends to make them cheaper. Moreover, this

document is the security for a loan on the warehoused goods which

a banker willingly extends in return for a lien on the goods. In

this way, it is possible for a business concern to turn over its

working capital without previously having to dispose of its goods.

There are two kinds of warehouse receipts, viz., the single warrant

and the duplicate warrant. In the case of the former, the warrant

serves the purpose both of hypothecation and of sale. In the case
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of the duplicate warrant, there are two separate documents issued,

each having the same wording, and together they constitute the

warrant proper.

In England the warrant dominates the entire distribution of

goods and is connected with business in such a way that it must

be recognized as one of the chief factors which have brought about

the commercial supremacy of Britain, and especially of London,

in the markets of, the world.

AUCTION SALES. The development of the warrant system

coincides with the improvement of English docks, and these in

turn have led to the rise of two further institutions in the wholesale

trade, viz., the auction sales (i.e. those sales on a large scale which

regulate the London market) and the brokers, who, as middlemen,

hold in their hands all the threads of British trade. The great

auction sales which take place in Lbndon in certain classes of goods

either weekly or several times a year, are held by the brokers in

accordance with instructions from the importers. The brokers issue

the printed conditions of sale ; they determine the amount of the

deposits to be made ; they give information regarding the prompt,

i.e. the date on which the balance is payable ; they carry out the

sale and collect the deposit.

Warehouse Warrants and Weight Notes. The settling days

usually take place on the first or, at the latest, on the second Saturday

after the sale, and on this day the selling broker receives from the

Dock authorities the warrants, with Weight Notes attached. The

broker must be able to identify himself with the duly endorsed bill

of lading before he is entitled to the delivery of both warrants.

The wording of both vouchers is identical except that one stipulates

that a weight note and the other that a warrant is in existence.

In addition, the weight note contains the obligation clause of the

selling broker stating that the goods have to be delivered to the

buyer or to the last endorsee only on payment of the balance. As
a rule, even before the sale has taken place, the broker advances to

the importer an amount up to three-fourths of the value of the goods,

and against this advance he is allowed to retain the warrant which

he may, at his option, transfer by endorsement. If properly

endorsed and delivered, these warrants are negotiable instruments.

They entail a transfer of ownership of the goods mentioned therein

to the holder, who, in the event of bankruptcy, has preferential
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rights. The mere receipt of the warehouse warrant does not

constitute a warrant. The weight note also must be handed over

by the broker to the depositor who can effect a sale by writing his

endorsement on this document. In most cases, however, the broker

finds a buyer who, on payment of a deposit cf 20 to 25 per cent of

the purchase price, is handed the weight note .ind has to pay the

balance within a certain time limit called the ^nompL This date,

togethc"' vvith the amounl of the depr>sit and the balance owing,

are all n ted cn a s?ip attached to the weight note. On the other

hand, t warran'^^ x.jaices lo leention of the purcliase price. The
goods f x stored Jt tlie riak and for the account of the seller, i.e. the

broker, until the balance is paid by the buyer; in consequence,

any damage incurred during this time does not fall on the buyer

but on the broker, After the expiration of the prompt the buyer

who wishes to pay the balance goes to the broker, pays him and

thereupon receives the warrant. At this stage the goods pass into

the full possession of the buyer. But where the first buyer has

passed on the goods to another buyer through the weight note,

or where before the expiration of the prompt he has borrowed

money on the goods to the extent of the deposit, he does not thereby

cancel the obligations into which he entered on making the purchase.

He merely transfers ownership on the understanding that he

retains all rights embodied in the documents and which only

admit of the delivery of the goods by the warehouse-keeper on the

presentation of the weight note and warrant combined. The

endorsee can acquire the right of free disposal of the goods only on

pa5mient of the balance. Nevertheless, the buyer need not adhere

to the prompt under all circumstances ; but he can demand the

delivery of the goods before the expiration of this time limit where

he acquires possession of both documents by paying the balance.

In any case the weight note loses its significance after the expira-

tion of the prompt, and the goods will be delivered only to the owner

of the warrant by which it has been superseded. The case is differ-

ent where the warrant cannot be redeemed by the buyer on the due

date, for here the broker or the first seller, i.e. the importer, has

passed the document. In that case the broker takes the buyer’s

cheque for the balance to the first seller, who in his turn makes

out a cheque to his creditors, etc., until the present holder of the

warrant has been found ; the latter then hands over the document
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to the broker. As a rule this process does not take long because

the circulation of the warrants is restricted to London, and all the

firms engaged in this kind of business are in the City. The clearing

of the cheques is carried out, without difficulty, by the clearing

house.

The Warehouse Warrant in Trade. The position which the

warrant has acquired in British commerce rests solely on the

personal confidence which is reposed in each other by the merchants,

who have practically monopolized this form of business to the

exclusion of the smaller traders. There are no written laws relating

to the warrant, but by the custom of merchants it is regarded as

a security which gives the holder an independent claim to the goods

represented by it.

During the prompt the merchant regards the weight note as an

interim warrant in contrast to the warrant proper. The repre-

sentative of the goods and the document of title is naturally the

warrant. This conception attributes to the warrant an independent

character even when it is not accompanied by the weight note,

and confers upon its holder the right to pledge the goods and to

transfer a good title to a hqna fide receiver for value.

The warrant resembles the bill of lading since it represents the

goods, provided that it is properly endorsed or in some other way
transferred to a person as the buyer or owner of the goods. This

transfer of the warrant is effected by endorsement, or in some cases

by the mere delivery of the document to a hona fide holder for

value. By this means the same effect is given to the transfer of

the warrant in regard to the right of retention as is implied in the

transfer of the bill of lading. The position of the buyer or the holder

of the document affects the transfer and the termination of the

actual rights of the seller. The latter can assert his right of reten-

tion only so long as he has the goods in his possession, or so long

as they are on the way to the buyer who has not yet paid

—

technically known as right of stoppage in transitu.

The issue of warrants with weight notes is restricted by the

custom of the trade to transactions with a long term of credit,

and is not the system most extensively in use. In the Mincing

Lane goods, i.e. coffee, tea, spices, the importers or the holders of

the bill of lading issue ordinary warrants or delivery notes without

any other papers attached to them, and they bear the name of the
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recipient of the goods, or they may be issued to order and have a

blank endorsement. They serve equally for transfer of property

or of lien, and the goods are delivered only to rhe person presenting

the document. Any mortgage on the goods is not marked on this

instrument.

In England, as elsewhere, merchants try to keep their business

as secret as possible, and for that reason the wairaiits are frequently

issued U the broker or th“ v^liarfin^er or even to employees of the

firm, ar a in the c v of vny being raised on them, they are

gtnerpny deposited with where the owner of the goods

keeps an account. Frequently the warrant itself serves as security

for a loan, bnt it is irequently accompanied by a letter of hypotheca-

tion. Loans are generally limited to not more than three-quarters

of the value of the goods. This ordinary warrant is rarely passed

on, and as a rule remains in the hands of the banker who thus

acquires a conditional ownership in the goods. In the case of the

debtor's failure, the banker has the right to dispose of the goods

on behalf of the debtor, without legal proceedings.

THE PRIME WARRANT. The third form of warrant is the

prime warrant. Such a document is issued to the importer when he

requires a quick loan and cannot wait until the goods hav e been

prepared for sale—weighed, measured, or split up into lots. Hence

this particular warrant shows only approximate quantities and the

warehouse authorities accept no liability for the quality. The

purchaser of such a document is compelled to go in person to the

place where the goods are stored and ascertain their condition.

When the owner of a prime warrant has found a buyer, who, on

payment of a deposit with a long prompt, requests a warrant with

weight notes, the broker procures the issue of thcoc papers in

exchange for the prime warrant. The buyer then receives the

weight notes on payment of the deposit.

THE DELIVERY ORDER. Of an entirely different nature from

the three above-mentioned warrants is the delivery order, which is

issued for inland products. From the legal standpoint the delivery

order is not a document of title which transfers ownership in the

goods, but is merely an order to deliver.

In accordance with custom these warrants are issued for fixed

quantities, especially in the case of pig-iron, copper, and tin
;

the

quantity customary in the trade is 25 tons in the case of copper
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warrants, 500 tons with iron warrants, and 5 tons with tin warrants.

However, as a rule these papers circulate in exactly the same way
as other warrants, and in practice very little difference is made
between them. In order to avoid disputes the words “ free from

any vendor's lien " are usually marked upon them.

THE USE OF WARRANTS. In regard to the magnitude of the

dealings in warrants, there are no available statistics. Most of the

docks are private property and are controlled principally by the

railway companies. There are a number of large dock companies,

and apart from these there are a large number of wharves, both on

the upper and lower reaches of the Thames, which are public ware-

houses carried on by private enterprise. Amongst these wharves

there is keen competition which is accentuated by the continually

decreasing shipping on the Thames. There is generally no distrust

against the warrants of most warehouses. Forgeries of warrants

are very rare and caution is recommended only in the case of small

wharves. The State does not exercise any kind of control over the

warehouses, except in so far as dutiable goods are concerned, in

which case there is supervision by the Customs authorities. In

London there are no state warehouses, and only in a few ports, as

for instance, Liverpool, are the docks under state administration.

But the warehousing which the State undertakes here is not intended

to yield a revenue, but merely to assist commerce in these places.

The State is in the position of a private owner and legally is on

exactly the same footing as the other warehouse companies.

Dealings in warrants with weight notes is restricted almost

entirely to London, and even in Liverpool they are but rare. In

the latter place the brokers frequently own the warehouses and

habitually issue warrants for the goods warehoused with them.

These warrants are then used to raise money.

Warrants in Scotland. In conclusion mention may also be made
of the dealings in warrants in Scotland, the centre for which is the

Glasgow Exchange, where Scotch iron is dealt in. Warrants are

issued by the warehouse company for the quantities of iron deposited

with it, and are generally for quantities of 500 tons. They entail

the obligation to deliver on demand to the holder of the warrant

iion of the same quality and quantity as specified in the warrant.

When a sale is effected the holder of the warrant gives an endorse-

ment in blank but with the express remark “ without recourse,"
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and the storekeeper posts the transfer to the new owner in his

books. These transactions are usually conducted on the basis

of contract notes, a fact which gives rise to a large amount of

margin business, i.e. dealings in differences. Spot and future

dealings are undertaken, the prices fo^* which are determined by
demand and suppl}'. Even on these warrants, loans may be raised

and the brmks make ad^'ances on them up to cwo-thirds of their

value. a rule, b.;wever, such warrants are withdrawn from

circulatio and reuxahi m rhe keeping of the banker.

TEST PAPER VI

1. T'j:ke cin-^r article in your ^ possession and give as full an account
as you can ox the organization involved in rendering it available for

your service.

2. What is meant the balance of trade ? In August, 1914, the

American Exchange was favourable to this country ; in January, 1923,

it was very unfavourable. State shortly the main causes of this

change.

3. The value of goods in a market is said to depend on the estimates

formed of their worth and their cost by buyers and sellers respectively.

Analyse this statement and show why in one market there is one price

for the same quantity of goods of the same quality.

4. What do you mean by speculation ? A future containing either

a single or a double option has been variously described as a gambling
transaction, a speculation, and a normal business method for equalizing

risks and making contracts with certainty.** Examine this quotation.

Each of these statements is true.

5. ** The function of the produce exchanges is to reduce fluctuations

in prices, and to direct goods to their best uses.** Discuss this

statement.

6. What special advantages or risks are caused to a manufacturer
by the existence of a “ future market ** for his chief raw materials ?

7. Examine the practice of direct trading, in its relation to (a) the

manufacturer, {b) the retailer, (c) the general public.

8. Give a brief synopsis of the various ways in which manufacturers

of different kinds of goods get their commodities into the hands of

the ultimate consumers ; and institute a summary comparison of

them.

9. A City merchant receives from abroad an order for goods, which
in due course is executed. State as fully as you can the various

documents that will have to be prepared in connection with this order,

from the time of its receipt in London down to the date when the

goods are dispatched.

10. Enumerate the chief forms of retail trade.
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11. Write full notes on the following report on the cotton market

:

Futures are ISJ to 21 points higher, the nearer positions being most
affected, closing barely steady. February, 5*53J ; February-March,
5*53

;
March-April, 5*55 ; April-May, 5*56^ ; May-June, 5-58

;

June-July, 5*58^; July-August, 5*58; August-September, 5-56;

September-October, 5-52J ; October-November, 5*50
; November-

December, 5-49J ; December-January, 5*49J ;
January-February,

5-49 i ; Egyptian futures are 5 to 14 points higher.

12. Explain the reason why merchants should quote different kinds

of prices for the same goods. Give six different prices made for goods

and show wherein they differ.

13. Why is advertising an economic factor in distribution ?

14. In selecting the media for advertising

—

[a) a departmental store,

(h) a breakfast food,

(c) an expensive motor-car,

(d) a cheap brand of , cigarettes,

{e) a cheap patent medicine,

(/) a ten-guinea correspondence course in salesmanship,

which type of journal would you recommend in each case ?

15. The tendency in every direction is towards the elimination

of the middleman.” G)nsider this statement, and illustrate your
remarks by examples from actual business practice.

16. The counting-house staff of a wholesale trader consists of ten

persons, including the manager. What duties would you allot to each ?

17. Certain commodities are customarily quoted ” spot,” and also

for three months ahead. What is the object of this double price, and
how does it differ from the double price on the Stock Exchange ?

18. What are the most important statistics which should be kept

by a business house ?

19. Which method of inland communication is Ukely to be the most
important in the future—^the road, the canal, or the railway ?

20. The construction of the Suez Canal was expected to restore

commercial supremacy to the Mediterranean ports. The opening of

the Panama Canal will, it is said, benefit the east coast ports of North
America at the expense of Europe. Consider these statements and
estimate the possible modifications of trade routes consequent on the

opening of the Panama Canal.

21. Write an account of the registration of shipping in the United

Kingdom.
22. Under what conditions are liners and tramps likely to prosper ?

Is the system of deferred rebates a legitimate means of protecting the

former ?

23. Give the substance of the main clauses of a Charter Party.

Write short notes on any three of them.
24. During a storm at sea a ship has deck cargo washed overboard,

the master orders the foremast to be cut away to save the ship ; two
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boats are damaged by the sea, a third boat is sacrificed voluntarily

;

the ship springs a slight leak, and ;^1,000 worth of cargo is spoilt. On
whom will these losses fall under (a) an ordinary marine insurance

policy, (ft) a policy covering all risks ?

25. A merchant has merchandise stored in the warehouse of a

wharfinger in London valued at 10,000. This merchandise is insured

against fire with an insurance company. A fire occurs by which the

merchandise is totally destroyed. State briefly wliat are the rights or

obhgations of the merchant, the wharfinger, and tue insurance company
respective. 7 .

26. “ Thv‘ grouping of the nulwrws of Great Britain into four systems

will rcncl^ r necessary a m' idi1‘ cation of the organization in the direction

of the i ivliDional System.’ Give a brief account of the Divisional

System of Organization, and criticize the above statement.

27. Wliat do you understand by any four of the following terms in

relation to a policy of marine insurance ? Perils of the sea ; barratry
;

particular average
;
general average , valued policy

;
voyage policy

;

constructive total loss.

28. “ Fruit and vegetables are unique in the number and variety of

intermediaries who may, at times, be engaged in handling the produce

and whose sole service is that of distribution." Explain and elucidate

this statement.



SECTION VII

VOLUNTARY ORGANIZATIONS

CHAPTER XLI

FORMS OF VOLUNTARY ORGANIZATIONS

The term '' organizations here signifies the combination of private

household economies or undertakings, or both, for the attainment

of some common end. Strictly interpreted the private household

economy and the undertaking each represent an organization, but

since we have already discussed these two types of organization

we shall now confine ourselves to ttiose organizations which result

from the formation of an alliance between members of private

household economies or undertakings, or of both. Organizations,

likewise, participate in the economic struggle. A distinction must

be drawn between compulsory and voluntary organizations, and in

this connection compulsory organizations signify public organiza-

tions such as the municipal and other local authorities, and the

State
; voluntary combinations include all those combinations in

which membership is at least outwardly free. Organizations may
be forced upon the economically weaker by the economically

stronger, or the economically weaker forces may combine against

the stronger ; in any case, the aim is always in the direction of

increasing the measure of economic influence by the concentration

of their power. In modem times the ” organization '' is the most

important means for the union of the forces of the economically

weak in the struggle against the strong and ruling powers. But

although the motive nowadays stands in the foreground, it is by

no means the exclusive one. An organization may also come into

existence as a result of the common interests of both the strong

and the weak, in order to surmount the natural hindrances to man
in the production and distribution of commodities ; although, such

a combination may take place under circumstances which do not

make immediately apparent the community of interests.

TYPES OF VOLUNTARY ORGANIZATIONS. These are

associations of persons engaged in production and distribution for

364
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the purpose of protecting their interests and of facilitating and

fostering mutual intercourse. There are two main classes of

voluntary organizations, viz.

—

1. Voluntary Organizations with Profit-earning Tendencies. These

concerns are themselves engaged in trade and usually consist of

the combination of a number of underiakings cr household econo-

mies for the purpose of facilitating or restricting production,

limiting < ompetition, regulating prices, etc.

2. Voli ntary OrganizatftHis without Profit-earning Tendencies.

These cr>nj^ist of corc.-nis ';hicii without engaging in trade, aim at

providing faciliti^'S for th: transaction of business or social inter-

course. They assume a great variety of forms, such as chambers

of commerce, co-operative societies, exchanges, public sale rooms,

educational societies, political and social clubs. The table between

pages 366 and 367 shows the main types of such voluntary

organizations.

CO-OPERATION OF PRODUCERS IN AGRICULTURE.
Voluntary organizations among farmers, peasants, or agriculturists

exist for many different purposes. The chief forms of co-operative

organization in agriculture may be classified as follows

—

1. Societies or associations for co-operative supply of the

instruments and means of production ;

2. Societies or associations for co-operative production, e.g.

creameries, dairies

;

3. Societies or associations for co-operative marketing ;

4. Societies or associations having a variety of miscellaneous

co-operative objects, e.g. co-operative insurance.

It should be noted, however, that there is no rigid separation of

function in the societies actually existing ; a single society may
and often does perform two distinct functions. It may, for instance,

as in the case of a dairy, perform both the function of production

and that of marketing.

With a view to simplifying and improving the distributive

processes, efforts are being made in this country to encourage the

marketing of produce on co-operative lines.

The organization of growers for the combined marketing of their

produce may take the form of

—

1. Co-operative Societies for Bulking the Produce of their Members,

arranging contracts and marketing through the ordinary wholesale
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channels. This is a form largely adopted by growers in the United

States. Societies in this class claim that

—

(a) They strengthen the position of members in relation to

salesmen and buyers. Separate sales accounts are sent to the

society for transmission to each consignor ;

(b) They reduce speculative buying by dealers from individual

growers

;

(c) They save growers a considerable sum in respect of transport

costs, by arranging bulk consignments at reduced rates
;

{d) They save growers trouble and expense by arranging for the

daily collection of marketable produce ;

[e) They save salesmen trouble by bulking a number of small

consignments of different kinds which leads to modified commission

charges

;

(/) They safeguard growers against bad debts ;

(g) They ensure honest packing, eliminate overlapping, regulate

distribution, and stabilize prices.

2. Societies Controlling Co-operative Auction Marts in Producing

Districts, where produce can be offered for sale daily during the

season on a scale sufficient to attract buyers from a distance.

These societies claim that they afford to growers extensive benefits

among which are the following

—

{a) Public sales by auction or contract sales made by the market

prevent the exploitation of the grower, who sees his own produce

sold and knows the price realized

;

(6) By bringing buyers to the producing area, competition is set

up, causing an upward movement of prices as opposed to the

depressing effect on prices of competitive underselling by commission

salesmen in city markets ;

{c) Produce finds its way automatically to the point of greatest

demand instead of accentuating a glut in an already over-supplied

city market

;

{d) Produce can be sold at any time without pre-arrangement,

which is a considerable convenience in changeable weather ;

(e) No financial risk is involved and prompt payment is obtained
;

(/) Service is rendered at cost

;

(g) Constant supply of empties is ensured, thereby saving a

considerable sum in pre-market costs, including the cost of railing

empties from a commission salesman

;
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(h) Bad debts are eliminated
;

(f) Current prices are published daily and extensively in the

producing area concerned

;

(j) Daily collection of produce from small growers is arranged

for.

Societies in this class also clain* that they afford the following

benefits to their customers

—

() Onl^; carefully packed goods are sold

;

() T1 empties are. provideil by the narket
,

(c) Th» system of local igeid purchase is economical

;

(cii) r,oeuce is -vauable for u^^pcction before sale and is always

obtaina.de in its freshest oonddion.

3. Societies Controlling Co-operative Auction Marts in Consuming

Districts, w'h re pioduce can be sold direct to the retailer or con-

sumer. As yet, there societies are not far advanced, but it is claimed

that the grower benefits

—

() By knowing each day exactly what price his produce has

made

;

() By the fact that it is sold by his own representative at the

minimum cost.

In a general way co-operative selling, whatever form it may take,

is stated to induce a progressive spirit among growers which leads

automatically to improved methods. It is conceived solely in the

interest and for the benefit of members, and it relieves growers

of the worry and anxieties of marketing, leaving them free to

concentrate upon the business of production.

VOLUNTARY CREDIT AND BANKING ASSOCIATIONS. The

two best known types of credit societies are the Schulze-Delitzsch

and the Raiffeisen, which have experienced their greatest develop-

ment in Germany. Apart from their differences in constitution

and structure, these two types are characteristic of a difference in

function which runs through the whole of co-operative credit in

every country. The Schulze-Delitzsch bank supplies credit or

loans to the small industrialist in towns ;
the Raiffeisen bank

supplies credit to farmers and agriculturists.

The aim of the Schulze-Delitzsch societies was to assist townsmen,

especially the small craftsmen working on their own account, the

joiners, shoemakers, and so forth ; and the intention was to do

this by stimulating their thrift. The idea was to gather together
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into a voluntary organization a number of persons, each individually

weak economically but whose combined capital, savings, and

deposits would be sufficient to provide the credit upon which the

bank might borrow money and lend it to its members. The

membership of such an urban bank is always found to consist

mainly of small craftsmen, shopkeepers, and small professional

men. It follows that this kind of co-operative credit will establish

itself only where the small independent handworker still exists,

or where the small shopkeeper has an instinct for co-operation.

Outside Germany the urban bank has established itself mainly in

Italy, though it also exists on a small scale in France, Belgium, and

Switzerland.

The establishment of rural Raiffeisen banks has not been subject

to the same limitations as the urban movement. In many con-

tinental countries the peasant or small farmer exists in large

numbers, and more often than not they are burdened by debt

contracted with money lenders on usurious terms. In all these

countries the scope for voltmtary organizations for providing

credit to the small agriculturist is very great, and there has

in fact been a considerable extension and development of this

kind of co-operation. Thus, in Germany the whole of agricultural

co-operation has developed from the Raiffeisen rural banks,

and the credit associations remain the pivot of the whole

movement.

CO-OPERATION OF PRODUCERS IN MANUFACTURES.
Voluntary organizations among manufacturers take many forms,

according to national conditions and characteristics. In the

United States where things run to bigness, it has culminated in

mammoth Trusts ; in Germany, where the herd instinct is strong,

it has taken the shape of the Cartel. The Trust and the Cartel,

being spectacular and therefore suited to journalistic treatment,

have received a good deal of attention, but it would be incorrect

to suppose that the movement towards combination has been

confined to Germany and America, and that Great Britain has been

thus far little affected by it. Although British trade associations

make little parade of their existence or achievements, there are few

comers of British industry in which some kind of trade association

is not to be found, and some of them can show a thoroughness of

organization not easily surpassed.
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The forms taken by combinations of manufacturers and
traders in Great Britain may be described under four main
heads

—

1 . The Honourable Understanding
;

2. The Trade Association
;

3. The Combine
;

4. The Consolidation.

Honou'able Understandings The simples ( type of voluntary

organiza ion is that which occ ‘ir« w'jcrtf a number of manufacturers

or trade..' who atlu rwL ) >6 competitors, meet from time to

time and irrive at an “ iio’ oiua; le understanding or gentlemen's

agreement ' in regard to prices, output, division of business, etc.

Such arrangements are C5>.sentially informal and temporary. There

are no documents there is no association
; there is no bond except

that of good faith.

Combinations of this kind, which may be termed understandings,

are a common feature of local trade, a familiar instance being the

occasional informal consultation of coal-dealers or other tradesmen

of a locality as to the price to be charged by all, or the districts

which each shall serve, but evidence of similar understandings in

respect of trade operations on a national and even international

scale is not lacking.

Associations for the Regulation of Trade. The second kind of

voluntary organization is tliat in which a large proportion of the

manufacturers or traders in a particular line of business form an

association for the purpose of regulating the trade. Associations

are properly constituted bodies having rules, constitution, officers,

subscriptions, entrance fee, etc.

The methods of trade regulation are various. Some associations

simply fix a schedule of prices to which all must conform, others

have arrangements in regard to tenders for contract work
;
others

regulate output by allotting to each member a fixed percentage of

the total production, whatever that total may be, with penalties

for exceeding the quota and compensation for falling short. Some

partition out the home market, or the foreign trade, among the

members, and some have from time to time reinforced their control

of the markets by agreements with similar foreign associations as

to the amount which shall be exported from each country to certain

markets.

25— (1410H)



370 PRINCIPLES OF BUSINESS ECONOMICS

The distinguishing feature of the association is that each com-

ponent firm remains a financially separate business concern, with

full freedom of action in all matters that are not ruled by the

association.

The Combine. A more advanced type of voluntary organization

is that commonly known as the " Combine.** In this combine a

company is formed to acquire a number of firms in the same line of

business, the proprietors being given in exchange an interest in the

acquiring company.

The component firms may continue to be separate registered

companies
;

or they may, while carrying on business as separate

concerns, be in fact financially merged in one holding company. In

either case the former proprietors of the merged businesses hold

shares in the combine, and may also have a bonus on the earnings

of their former businesses which remain under their direction

subject to financial and other control by the combine. In combines

of the more loosely connected type the buying and selling may
remain wholly or partly in the hands of the component firms, but

in the more compact combines the whole of the business is done by

the central organization and the separate establishments work

entirely to the orders of the central office.

Combinations of this type in the United Kingdom are found

mainly in the textile industries (bleaching, dyeing, and spinning),

and in the wall-paper and cement industries.

The Consolidation. The fourth type of voluntary organization

occurs where two or more firms become merged into one. Some-

times it is a coalition of equals
;
sometimes a powerful concern buys

up one or more smaller rivals.

Big amalgamations created in such ways may conveniently be

called ** consolidations.** They are found mostly in the iron and

steel, mining, chemical, soap, and sewing cotton industries. Some-

times they are, like the combine, of the “ horizontal **
cla.ss, i.e. are

formed of firms engaged in the same line of industry and at the

same stage of production ; in other cases they are of the vertical
**

class, being fusions of firms representing successive stages of

production as, for example, coal- and iron-mining, pig-iron, steel,

and ship-building.

The understanding, the association, the combine, and the con-

solidation cover by far the greater part of the whole field of that
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industrial combination in the United Kingdom which results in

the concerted regulation of trade, but they are by no means
exhaustive. Other examples will readily occur : the recent great

banking amalgamations, the shipping rings, the multiple sliop

system, the tied house system in the licensed trade, and the control

exercised over tobacco, meat, and Other commodities by interests

outside Great Britain.

VOLUNTARY ORGANIZATIONS ENGAGED IN COMMERCE.
Models commercial Ls^t^ciabons nay be divided into three main

types, V Jz.

—

1 . ^.1 ambers of i \)nin r- r. .id association.*, which aim at becoming

repre icuiative of general commercial interests.

2. Associations o^ in.-Ljtii(;(ms which represent particular trades

or branches of trade.

3. Trade Protection societies which look after the interests of

retail as well as wholesale traders.

Chambers of Commerce. The establishment of Chambers of

Commerce in different localities is now almost universal. They

arc voluntary organizations formed to promote and protect general

trade interests, as distinct from trades of a particular class. In

Great Britain they are usually in federation with a general Associa-

tion of Chambers of Commerce which meets in London. The local

chambers arc also in touch with local societies connected with

particular trades, and these societies are often directly affiliated

with the local chambers. Not only do the Chambers of Commerce

act as a medium for intercourse between commercial men and for

the general promotion and protection of their interests, but the

Government itself takes advantage of their existence in order to

obtain, as well as to disseminate, useful commercial intelligence and

advice. Chambers of Commerce are available for arbitration in

mercantile disputes ; they discuss commercial matters and suggest

reforms
;
promote commercial and technical education ; and collect

and distribute statistical and commercial information. The London

Chamber of Commerce was not incorporated until 1881, but is now
the most influential in the United Kingdom, with a membership of

over 8,500. Chambers in large industrial districts like Manchester,

Glasgow, Liverpool, and Cardiff have also a large membership and

play a very important part in the commercial life of their respective

communities.
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Associations Representing Special Trades. These are associations

of merchants and manufacturers engaged in a particular trade.

Such associations, which are very numerous, are able to perform a

useful service by representing the interests of their members. They

achieve their objects in a variety of ways such as the petitioning

of the local or central governments, the holding of meetings, and

the placing of information at the disposal of their members. The

London General Shipowners* Society, and the Liverpool Ship-

owners* Association may be mentioned as representative. The

Chambers of Shipping and Shipowners* Associations joined forces

in 1878 in order to establish the Chamber of Shipping of the United

Kingdom, which does for them what the Association of Chambers of

Commerce docs for chambers of commerce. The nature of most of

these associations is usually indicated by their titles and they exist

in the cotton, woollen, coal, and nearly every other industry.

Such organizations in this country exercise a great influence on the

development of trade by the establishment of general conditions of

business and the adoption of uniform methods.

Trade Protection Societies. These are associations formed for

the purpose of safeguarding the interests of those who are engaged

in trade or in financial matters generally, by giving information

as to the stability or otherwise of persons desirous of obtaining

credit. For a reasonable membership fee the trader can become

a member of one of these societies which gives him the right to

obtain from them, whenever he so desires, confidential reports

upon new or old customers. Trade Protection Societies constitute

a sort of clearing house for information concerning a prospective

customcr*s reputation. The information is collected through the

society*s own agents and is supplemented by such additional

information as may be solicited from or given voluntarily by

undertakings who have had dealings with the people in question.



CHAPTER XLII

ASSOCIATIONS OF EMPLOYERS AND EMPLOYED

LABOUR ORGANIZATIONS. The private household economy
which l as to rely upon the employment oi its labour-power will in

all pn lability be able to exercise a ctioice from among the existing

oppor+ aiities fc'- empk^mi in order to derive for itself the

maximum rewaid foi it ^' "vkcs. However, it will not always be

succt in its ^ iideavMUi to achieve its desired goal
;
moreover,

this struggle will undoubtedly lead to a general lowering of the level

of wages Lexause of the fact, that forces of approximately equal

capacity will tend to depress the competitive price. Consequent

on the realization of this tendency, trade unions were created which

led to the combination of supply in the labour market and the conse-

quent mitigation or elimination of the competition in the labour

market at home. At first, these organizations of workers combined

in particular trades, and later expanded into whole groups of trades

and endeavoured to attract the whole of the workers belonging to

a particular industry. In this connection we speak of every

association as a labour organization, which is composed of such

persons as derive their income exclusively or preponderantly from

the exercise of their labour-power, and which has been formed for

the purpose of creating the most favourable conditions of work

for its members. In this category, therefore, must be included the

organization of workers or employees engaged in the production

and distribution of goods. In 1923 the membership of the trade

unions affiliated to the Trades Union Congress was 4,369,268, and

was constituted as follows

—

Mining and Quairying
Railways
Transport
Shipbuilding .

Engineering .

Iron and Steel

Building and Furnishing
Printing and Paper .

Cotton
Textiles (other than Cotton)

Clothing
Leather, Boot and Shoes

784,167
447,374
406,650
143,017
443,450
158,430
381,924
159,806
242,222
159,736
98,490
87,231
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Distributive Trades .... 191,650
Agriculture ...... 30,000
Public Employees ..... 170,464
Non-manual Workers .... 67,530
General Workers ..... 390,677

The above figures comprise two main types of trade union, viz.,

the craft trade union, which is based on the particular sectional

occupation of the worker (e.g. Patternmakers' Union), and the

industrial union, which includes various types of labour, provided

they are all in one industry (e.g. National Union of Railwaymen).

The craft union is a form of “ horizontal " association, while the

industrial union is vertical " in formation. The latter type is the

one favoured by those who aim at the taking over of industry by

the unions. A trade union, therefore, according to this view, is not

merely an as.sociation for obtaining better wages and conditions,

but a basis for the future organization of industry.

AIMS AND METHODS. The aims and methods of the modern

trade union are the improvement of the conditions of labour both

inside and outside the factory, the introduction of shorter hours and

higher wages. To this end they make collective bargains with the

employer. Failing this, they may resort to strikes. The employer

is in a privileged position as against his workmen
;
he is a combina-

tion in himself and he has the means to support himself in a long

dispute. The trade unions can to a certain extent extend the same

advantages to the worker.

The methods of trade unions are not confined to those set out

above. They are well represented in the legislature and do much
to foster legislation in the interests of labour. The arguments in

favour of trade unions are

—

1. They increase the remuneration and improve the conditions

of labour.

2. They raise the standard of efficiency.

3. They avoid sectional strikes and facilitate settlement by

agreement.

4. They encourage thrift.

5. They foster the feeling of citizenship.

The following objections have been advanced against them

—

1. All combinations in the industrial system are opposed to

competition.

2. They are liable to control by demagogues.
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3. They seek to grow rich at the expense of others.

4. They restrict production.

5. They fix a standard of minimum conditions which tends to

be the maximum.
Although the trade union is not the only form of organization

which is interested in the improvemert of labour conditions, the

workers or employees constitute the greater proportion of those

who depend for their living upon the employment of their labour-

power. The ultimate aim of all these organizations is the safe-

guarding of the interests of labour, although in some cases this

may be striven for in a different manner, whether deliberately or

unconsciously dpposed to the aims of capital.

THE NEED FOR PROPAGANDA. In principU^, the combination

of labour ought to be of a homogeneous nature, but this is not the

case, nor can it ever be the case. The prevailing and traditional

differences within the labouring classes—using the term in its widest

sense—and the lack of understanding of economic relationships,

not only render difficult a central organization, but at first impede

the formation of organizations within the sphere of the separate

trades. Propaganda requires such an expenditure of labour that

at first organization could only take place slowly. Even after a

long period of agitation, success is by no means of such a nature

that concentration of supply in the labour market has been reached

in regard to any particular calling. On the contrary, the number

of non-organized workers as compared with the number of workers

affiliated to organizations is still very large, so that the work of

canvassing new members calls for much sacrifice on the part of the

persons connected with these organizations. The solicitation of

new members is carried on by meetings, pamphlets, newspapers

and periodicals. On the one hand, the work is hindered by the

indifference of the workers themselves who do not properly appre-

ciate the value of organization, and, on the other hand, by the

counter-agitation of the employers whose interest it is to prevent

the power of the labour organizations from asserting itself. Further,

the diffusion of the organizations also forms an obstacle which

likewise increases the difficulty of establishing a common organiza-

tion. These outward impediments, however, are unable to touch

the essential idea of organization which consists of the fact

that the forces of labour feel the necessity of opposing the
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competition in the labour market by some form of permanent

organization.

TRADE UNION ACTIVITIES. Intimately connected with the

work of propaganda is the lighting activity of the organizations

against the employers. Small, though partial, successes rouse the

indifferent workers and make them more inclined to enter the

organization. In the case of the workers* organizations the

struggle is manifested principally in strikes, in the one-sided

interruption of fhe working process of one or several concerns

in order thereby to compel the employer to concede demands

or to prevent deterioration in the conditions of labour. Sporadic

and partial successes, however, are not enduring* and they are

rendered increasingly difficult by the growing resistance of the

employers. The organizations themselves recognize that' progress

based on these strikes, which are often rashly declared, is

endangered by changes in the conditions of the market, and that

the members cannot be retained in the organizations merely by

propaganda v/ork and the gaining of partial successes. Measures

are therefore taken to relieve the individual worker of the risk

entailed by the struggle for existence and to transfer the burden

of this risk to the organizations as a whole. Provision is made for

cases of sickness and also for unemployment. The granting of

unemployment benefit is the chief means of retaining members

in the unions in both good and bad times, for the spectre of un-

employment constantly threatens the workers, and the organiza-

tions make provision to avoid the worst evils of unemployment.

At first, the idea of unemployment benefit meets with strong opposi-

tion on the part of the workers themselves, but this opposition

soon ceases with the realization of success. The bond between the

organization and the members becomes closer and the work of

recruiting the indifferent employees begins to show better results

since the organization can offer something positive—^something

that provides a safeguard against an imminent danger.

THE REGULATION OF DISPUTES. With the growth of the

organization the aggressive activity undergoes a most decisive

change. The financial responsibility of the officials of the organiza-

tion increases. Certain rules are laid down in accordance with which

disputes are allowed to take place. Partial strikes are relegated

to the background because, in consequence of the increasing
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organizations of the workers and of the employers, disputes tend

to take place on a much wider basis. The organized employers

are now opposed to the organized workers. Should a small differ-

ence arise, it immediately becomes a matter for the organization,

and if it results in a conflict, then business is interrupted simul-

taneously in a large number of undert ikings. Such conflicts, which

are waged by one organization against another, entail a large

expenditure of capital, but they also cut much more deeply into the

econoir ic life of the workers and of the undertakings than the small

partial strikes. A totally different, and more careful estimation

the chances oi the struggle nrcessary, for in the case of defeat

tlie position of the losing party is shaken and may be weakened

foi years to come. Both fddes—the employers’ organizations as

well as the workers’ organizations —recognize the increased danger

of these struggles when they oppose each other in approximately

equal strength, and they are therefore more inclined to settle their

differences by negotiation and to lay down the conditions of work

for a certain period. Where the development of the struggle of

the workers’ organizations has reached this point, then the era of

tariff agreements sets in, and for the first time the organizations

are placed in such a position as to be able to influence the rates of

pay for certain defined services in regard to a large number of

similar undertakings.

THE SYSTEMATIC REGULATION OF WAGES. With these

tariff agreements, the organizations enter once more into a new
activity in regard to their policy ; for the first time they deal with

the problem of regulating wages systematically and uniformly within

one or more callings, and for the whole of the undertakings in this

particular line, or for the undertakings throughout the whole

national economic area. In this respect it must be maintained

as an essential point of view that the same services should be paid

the same wages. The execution of this principle, however, encoun-

ters considerable opposition which can only be slowly surmounted.

Undertakings are located ii> different areas where the costs for the

reproduction of the commodity " labour ” are different. The
diversity in the working process likewise creates certain difficulties,

the series of stages in the valuation of the different processes is still

difficult to establish. In any case, however, the conscious endeavour

to assess the value of labour in a certain calling and to regulate
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wages on the basis of this assessment indicates an immense progress

in the policy of the workers* organizations. It affords the possi-

bility for the settlement of the conditions of labour and although it

may take many years before this end is achieved, the slowness of

the process is of no significance when we remember that such a

settlement of the conditions of labour resulting from a settlement

of the conditions of production can be achieved only in this tedious

manner. In this way alone can the competition in the labour market

be effectively opiiosed. The undertakings which belong to the

employers* organizations are now no longer in a position as the

hirers of the commodity “ labour *’ to depend upon the unrestricted

competition of the forces of labour, seeing that definite rates ol

wages have been laid down as the price of the particular labour

services under consideration.

EMPLOYERS* ORGANIZATIONS, Whilst there are numerous

well-defined combinations of labour, the combinations of capital

in no way present such a united and common front. The pressure

of the combinations of labour against capital is not yet so strong

as to render absolutely essential an organization representing

exclusively the interests of capital. Likewise, there arc no organiza-

tions in the money market for the elimination of competition, such

as we find in the labour market. Moreover, the need for them

cannot be so strong as amongst the workers since the demand for

capital is so great that there is always a use for it, in spite of the

increasing supply
;
furthermore, the owner of capital—even in the

unfavourable circumstance of his income from capital being

reduced—can still fall back upon the employment of his labour-

power. Although, in regard to the profitable employment of their

capital, the interest of the private household economies which depend

upon capital for their income is very strong, yet this interest is

much less united than in the case of the owners of the commodity
* labour.** Furthermore, the capital economies are far too diffused

to establish permanent organizations. There are so many degrees

in the ownership of capital that similar groups, with practically

identical interests, can scarcely be held together. The mobility

of capilal and the consequent mobility of capital interests are

themselves an obstacle to any definite organization.

Even though permanent combinations of capitalists do not exist,

yet combinations for cer ain purposes are not lacking, and frequently
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these are more significant in their bearing than permanent organiza-

tions. These combinations may sometimes be of a tacit nature,

and may arise out of a common desire amongst the various

capitalists.

AIMS OF THE EMPLOYERS’ ORGANIZATIONS. Thus, if

capital has no organizations analogous to tbo^e of labour, a sub-

stitute nevertheless exists in the shape of the employers' associa-

tions, and their structure is such that they are suitable for the

protectkn of the interests of capital. It has already been seen

that it is the aim of tJie undertaking to hire the .services of labour

as cheaply as possible, but on trie other hand it also strives as far

as possible to exploit the capital market. The undertaking endea-

vours to obtain the largest possible profit for the entrepreneurs.

Since to-day the entrepreneur's profit does, in fact, revert almost

exclusively to the share of capital engaged in production, the

financial results of the undertaking are a matter of significance to

the capitalist. The directors of undertakings, in which the claims

of labour for higher wages, etc., have been opposed, are the up-

holders of the interests of capital acting in the capacity of

employers. To a large extent the employers, at the same time,

act as capitalists. Their capital is invested in the undertakings,

and their natural desire is to oppose the increasing demands

of labour. However, as the undertaking loses its personal

character the management tends to be placed into the hands of

employees or of labour, and as the owner of capital recedes into the

background the attitude of the employers towards the workers

tends to change, although at first perhaps only as a matter of

principle
;

paid-labour confronts paid-labour, and it is no longer a

case of capital against labour. This transformation is only in its

initial stages, but it might assume proportions which would per-

manently affect the character of the employers' organizations. At

the present time we are still in the stage of development in which

the employers' organizations represent the interests of capital as

opposed to the organizations of labour.

ORIGIN OF EMPLOYERS’ ASSOCIATIONS. From this stand-

point the employers' organizations must be regarded as organiza-

tions of capital, and in this connection they must be treated as

such. They owe their origin to the rise of labour organizations.

So long as the latter had not yet come into existence, the individual
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employer was in such a strong position in regard to his employees

that organization was entirely unnecessary. It was not until the

workers combined to oppose the individual employer, that the

latter began to feel himself in the weaker position. He found him-

self exposed to the attacks of the workers which he could no longer

ward off with his former success. This induced the employers of

similar undertakings in the same industry to combine with the

express purpose of setting up a counter-combination against these

labour organizations.

In contrast to the attitude of capital in the process of production

and distribution is that of labour. Capital is introduced into the

undertaking without being in a position to interrupt unexpectedly

the working process. Capital is itself something distinct from its

owner
;

it is not bound up with the owner the same as the labour-

power of the worker. The worker utilizes his labour-power only

for a short time and is therefore able, through a strong combination,

to interrupt suddenly the working process. The employers, like-

wise, in order to oppose these interruptions or to forestall

them, form organizations by which the superiority of the allied

workers over the individual undertaking is supposed to be neu-

tralized. Thus it is intended to avoid the loss which is inflicted

upon the individual undertaking by the combined workers in their

struggle for better labour conditions by threatening the combined

workers with a still greater loss.

OBSTACLES TO COMBINATION OF EMPLOYERS. The

association of the employers is confronted by greater difficulties

than that of the workers. In the case of the latter, they have

more interests in common than the employers. The contrast

between the undertakings and the social position of the employers

present obstacles which make it very difficult for the organizations

to force the employers concerned into active membership. Besides,

it is not possible to bring about a centralized organization imme-

diately, but it is frequently split up for a long time. Likewise the

employers' organizations have to make special arrangements in

order to increase their attraction for the employers. In particular,

arrangements are made by which losses from industrial struggles

are, in fact, refunded to the imdertakings. From societies which

compensate their members for strike losses, it is a natural step to

the introduction of insurance against strikes. However, with these
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measures the organizations advance but slowly, for they are unable

to offer to the employers what the labour organizations offer to the

workers through their friendly benefits. The best means of closing

up the ranks of the employers is to be found in the pressure which

the labour organizations exert upon them. The greater the danger

of large strike movements, the more dc^s the icea of combination

appeal to the employers, especially ii they hnd their position

threatened. In the case of the employer, however, interest is by

no means concentrated so strongly in the organization as in the

case of thv. worker, io whom the organization offers the only weapon

for the better uiilizat.on of his labour-power. Moreover, the

employer is an entrepreneur and at the same time a capitalist.

The success of the undertaking therefore depends upon other

important factors so that the employers* interest in their organization

is by no means so strong as is that of the worker.

CLASSIFICATION OF EMPLOYERS* ASSOCIATIONS. The*

employers* organizations cannot be classified according to trades

but only according to industries or branches of such. Where the

organization merely embraces the undertakings of an industry, or

a certain branch of an industry, the organization derives its name

from the industry or branch in question. In contrast, there are

organizations which embrace various industries and which may
be designated mixed employers' unions. According to the area

covered by them, we may also distinguish local, district, and central

unions embracing the whole economic area of the nation. From

this dual principle of classification, there emanates a suitable

division of the employers* unions into the following six types

—

1. Mixed central associations.

2. Mixed district associations.

3. Mixed local associations.

4. The central associations of an industry.

5. The district associations of an industry.

6. The local associations of an industry.

The policy of the employers' organizations is bound to tend

towards the centralization in such a way that the employers of

the undertakings in a certain industry must combine into districts,

and this basis must form the foundation for a central association

of the whole industry over the whole of the national economic

area. The central associations of the separate industries again



METHODS OF

METHOD. DESCRIPTION. SPECIAL
CHARACTERISTICS.

I. ARBITRATION. Disputes settled by intervention

of some outside party not

directly affected by the dis-

pute. The parties agree be-

forehand to abide by the

award.

Each party promises to abide

by the award.

II. CONCILIATION. The parties concerned meet
together and come to an
agreement without the inter-

vention of an outside party,

though there may be a
mediating party.

Settlement reached by mutua
agreement.

III. TRADE
BOARDS.

Set up by Trade Boards Act of

1909. The Trade Boards con-
sist of an equal number of

representatives of employers
and employed, three Board of

Trade officials, and a certain

number of members uncon-
nected with the particular

trade.

Here we have direct govern-

ment intervention.

IV. WHITLEY
COUNCILS.

J oint Standing Industrial Coun-
cils are set up on which em-
ployers and employed are

represented, to settle disputes

and to recommend improve-
ments in conditions of work,
and matters for legislation.

The recognition of the righ"

of the workers to a shar<

in the management of th<

industry.

V. PROFIT
SHARING.

The employer claims the entire

management of the business
but grants his employees a
share of the profits.

Control is retained by th<

employer and profits shared.

VI. CO-PARTNER-
SHIP.

Employees are represented on
the Board of Management
and receive a share of profits.

The control and profits of th<

undertaking are shared be-

tween employers and em-
ployed.

VII. CO-OPERATIVE
PRODUCTION.

Production undertaken by as-

sociated groups of workmen
who act through an elected

committee.

Labour controls its owr
undertaking and secures th<

profits.
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'

ADVANTAGES. DISADVANTAGES.

X. Both sides of the case are reviewed.

2. The public has the opportunity of decid-

ing which side is in the right.

1. The award may be disregarded—the
award has no legal sanction.

2. There is unavoidably an element of con-
tentiousness attaching to the proceed-
ings.

3. The difficulty of securing accurate data
for the arbitrator and of determining
the priuiiple upon which the award
should t>e based.

1. Agreement is reached by friendly and
informal discussion and mutual con>
cession.

2. Con.sequeutly the decisio**. is m< re likely

to be faithfully ubservid» and the

existen.e of dissatufaction afterwards
is less likely.

1. There is no remedy if the parties fail to

come to an agreement.
2. Members generally do not possess expert

knowledge, and the powers of the Board
as a whole are very limited.

1. Especially advantageous m trades where
women preponderate and have no
power for collective bargaining.

2. The evils of the sweated industries are

removed.

1. It is difficult for those not connected with
the trade to make correct judgments.

2. The six months optional period has led to

abuse by the employers in a few cases.

1. The workers have a voice in the deter-

mination of the conditions of work.
2. The workers and employers have the

opportunity of co-operating, in order
to better the conditions of their indus-

try generally, and are brought into

direct communication with the legis-

lature.

3. The
^

councils receive government
recognition.

The parties are not bound to make use of

the machinery.

1. Friction between employer and em-
ployed is diminished.

2. The workers are more willing to avoid
waste of materials in small ways.

3. Workers of more than averctge ability

are attracted.

1. The reward is too remote to have any
real effect on the efforts of the worker.

2. Profits are out of the workers' control,

being largely dependent on the state

of the market, etc.

1. The workers have an interest and do
their best for their firm.

2. The workers are encouraged to remain
in the firm and to keep up its

reputation.

1. This is a vertical combination of em-
ployers and employed and is opposed to

the horizontal combination aimed at by
trade unionism.

2. The worker's interest in other workers
not in his firm is weakened.

z. Workmen are united in seeking the

prosperity of their undertaking.

2. Each worker is encouraged to give his

best.

3. Supervision becomes unnecessary.

X. Difficulty of securing capital.

2. The limit placed on manager’s authority

proves a serious disadvantage.

3. Lack of business knowledge among the

workers.
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combine into national associations so that a complete organization

of Employers is erected upon the basis of the separate industries.

In practice this aim has been recognized as the policy of the

employers' organizations, but we are still a long way from its

realization. The formation of subsidiary groups in various indus-

tries is rendered difficult where small-scale undertakings are very

numerous, and where, for that reason, competition between them

is very great.

INDUSTRIAL COUNCILS. One of the most important sequels

of war-time developments has been the attempt to adjust the

relations of employers and employees in the organization of British

industry. During the War the Cabinet Committee on Reconstruc-

tion set up a sub-committee on the relations between employers

and employed, to make and consider suggestions for securing a

permanent improvement in the relations between employers

and workmen. This committee recommended the formation of

National Joint Industrial Councils in each industry, each council

to consist of representatives of employers' associations and repre-

sentatives of trade unions. In addition to National Councils,

the committee proposed the formation of District Councils^ also

representative of the trade unions and employers' associations in

the industry, and Works Committees, representative of the manage-

ment and of the workers employed, instituted in particular works,

and acting in close co-operation with the district and national

machinery. The scheme is purely voluntary, and capable of

variation to suit all circumstances. There is consequently no

uniform method for the formation of these councils, but the general

method is to call a conference of employers and employed, which

appoints a committee to draft a constitution for the council, which

must be approved by a meeting representing the whole industry

before receiving “ recognition " by the Ministry of Labour. Councils

have now been formed in many important industries, and the

principles are also being applied in the industrial departments of

local authorities, and in the Civil Service.

CO-PARTNERSHIP, This has been described as an improve-

ment on profit-sharing. It is in fact an attempt to give to labour

a share not only in the profit of industry but also in its respoitsi-

bilitics. Industrial enterprise depends for its success on the hearty

co-operation of all those engaged in it. So long as capital regards
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labour as little more than human machinery and labour believes

that capital is its natural enemy, genuine co-operation between the

two is impossible. Convince both thac each has its rights and each

has its duties, and that each is necessary to the other, and a great

advance will have been made towards jidustrial peace. This is

the aim of co-partnership. It recognizes that the success of in-

dustry depends on labour as much as on capital, and it therefore

gives to labour a share in the profits proportionate to its industrial

importance. On the othe»- hand, it is i ight that if labour shares in

profits it should shar^ in !< :iscs This rannot be arianged justly or

prudently by any dimiminoii of the standard wages of labour, for

these arc the means of livelihood of the wage earner and without

them his effirienry, if not In'* health, will suffer. But if labour’s

proportion of the profits of the enterprise is paid partly or altogether

by the allotment of capital, losses which fall on capital will fall on

labour also.

As a shareholder the workman, of course, obtains the ordinary

rights of a shareholder including the right to vote in the election

of the Board of Directors. In some companies this has been carried

much further by giving the workmen-shareholders the right to a

separate representation on the Board of Directors elected by them-

selves. In the instances where this has been tried it has been found

to work excellently, but it is not always regarded as an essential

part of co-partnership. Complete co-partnership thus involves

—

1. The payment of the existing standard wages to labour.

2. Payment of a fixed rate of interest on capital.

3. The division of the surplus profit between capital and labour

in agreed proportions.

4. The payment of a part of labour’s share by the allotment of

shares in the capital.

Some of the most convinced trade unionists are keen co-partners.

The scheme does not involve any lowering of wages, nor does it

involve handing over the control of any business to the wage

earners, for that would mean the sacrifice of the training and

experience of many of the present highly skilled managers of

industry.

OTHER METHODS OF INDUSTRIAL PEACE. The various

expedients which have been tried for the establishment of harmo-

nious relations between employers and employed are tabulated on

26~(1410H)



366 PRINCIPLES OF BUSINESS ECONOMICS

pages 382 and 383, together with a brief statement of their respec-

tive advantages and disadvantages. It now remains to consider

briefly two other proposals which have been made to achieve the

same end, viz., syndicalism and socialism.

SYNDICALISM. The word syndicalism is derived from “ syndi-

cal which is the adjectival form of “ syndicat,” the French term

for trade union.'’ The literal English equivalent of syndicalism

would indeed be “ unionism ”
; but that word has a general

meaning, whereas syndicalism is distinctive and signifies a particular

form of trade union activity. Not all the unions in France are

syndicalist
;
but they are the most active and aggressive section.

Their policy originated in a revolt against the domination of

political socialism—that is, orthodox collective socialism—over the

trade union movement and represents the determination of the

unions to control their own destiny.

The aim of syndicalism is to hand over the means of production

and distribution to the trade unions whose members now operate

them, so that each union will control its own means of livelihood in

the common interest and the workmen will become their own
employers, thus securing the whole product for themselves. The

root idea of syndicalism is trade ownership and control, which is

not only unobjectionable, but excellent. It is, perhaps, the most

rational and feasible form of socialism. What is wrong about its

propaganda is the means advocated for attaining it. The chief

method hitherto favoured is the general strike. This general strike

of syndicalism is a revolutionary act having no relation whatever

to wages. It aims at the complete overthrow of the existing order

by the cessation of all activity. The manual workers stop at home,

society comes to a standstill, food is soon exhausted, there is no

public lighting or conveyance, plundering and disorder begin, the

soldiers are turned out but refuse to turn against the rioters, and

then the revolution is accomplished. Then the trade unions step

in, take over the economic assets of the nation and reorganize them.

The plan which has been adopted by Welsh miners is quite

different and much less bold. It is to render the mines unprofitable

and therefore worthless as property, by bad work, lessening output,

higher wages, and incessant friction. WTiien these proceedings have

done their work and the mines have been rendered workless, the

unions will step in and take them over.
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These methods are both monstrous and absurd, for there is

nothing to prevent trade unions from realizing this legitimate

ambition of becoming the owners of the plant they operate by

legitimate means. They have a vast capital which might be used

for the acquiring of properties, and if they had followed that policy

from the first they would b}^ this tinu have b ^en complete masters

of their own ('conomic fate.

socialSM. Social!:-m a policy or movement is concerned

essenticlly with the con mon t>wj*ership of property. It seeks to

abolish the pres< it sysv*ni ol ownership, not necessarily of all

j>rop‘ ‘ty but k‘ast -T laiid, minerals, machinery, etc.
—

“ the

means of produetkm, distribution, and exchange,'' to adopt the

accepted fcTiniila. All the movements which have this for their

aim are forms of socialism. Where they differ is in the means

they would employ and in the system of ownership they would

substitute for the existing one. There arc three main forms

—

1. Common Ownership or Communism—that is, ownership by

everybody or nobody
;

the term socialism was originally applied

to this form and Marx himself was a Communist.

2. State Ownership, commonly called collectivism, and including

municipal ownership
;

this has hitherto been the dominant form

and it has appropriated the term socialism.

3. Group Ownership, of which syndicalism is an example
;

it

would give each trade the ownership and control of its own resources.



CHAPTER XLIII

PROFESSIONAL AND TRADE ORGANIZATIONS

THE UNDERTAKING AS THE BASIS OF THE ORGANIZATION.
The classification of organizations into those which support the

interests of capital and those which support the interests of labour

finds its origin in the constitution of the household economy. The

interests of the householder determines his attitude towards either

the one or the other of these classes. On the other hand, in the

formation of professional and trade organizations the interests of

the undertaking as a whole are taken as a starting point.

The undertaking seems to stand beyond the antagonisms of

capital and labour, and is essential for both these factors if they

are to receive the reward for their services. It represents a com-

bination of capital-goods for a certain economic purpose, but its

end cannot be achieved without the active co-operation of labour.

Labour-power also is useless without the existence of the under-

taking. Apart from the fact that the undertaking may be owned

by a number of household economies, labour has a great interest

in the nature and organization of the technique of production and

distribution as well as in the general development of the particular

branch of trade in which it is engaged. Although these common
interests are frequently obscured, in practice they are revealed at

every stage.

FUNCTION OF TRADE ORGANIZATIONS. The function of

trade organizations is the representation of the common interests

of the undertakings belonging to a particular trade or industry in

their dealings with other undertakings or with the public organiza-

tions. In this respect, the interests of the undertaking is the

primary factor. There is a large number of such organizations.

There are organizations of quite a general character and also

permanent organizations for special purposes.

The Federation of British Industries. As an example of the latter

mention may be made of the Federation of British Industries, which

is an organization representative of more than 18,000 undertakings.

The operations of the Federation are wide and varied. First and
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foremost it seeks to safeguard and advance the interests of under-

takings engaged in British industry as a whole. It is also able to

assist the individual undertaking by procuring information trom

Government departments, public institutions and the like. The
Federation of British Industries, both as representing the manu-

facturing undertakings of the country and as a ( o-operative society

for the benefit of its individual members, is destined to play an

importan • part in the future.

The Industrial Le-igue and Counril. An example of a general

organization is the Iiidust ial League .md Council, the objects of

which i n—
1. To assist in establishing harmonious relations between

employers and employed in ail undertakings.

2. To assist in the promotion of chorts, whether by the Govern-

ment or otherwise, to bring together representatives of capital and

labour for the advancement of trade, especially with regard to

the establishing of joint industrial councils and works committees.

3. To amalgamate or co-operate with any other body having

objects similar to those of the league.

4. To provide facilities for conferring with and ascertaining the

views of persons engaged in any particular trade or undertaking,

as regards matters directly or .indirectly affecting it.

5. To arrange and promote the adoption of equitable forms of

contracts and other documents used in connection with commercial

or industrial enterprise, and to encourage the settlement of disputes

by conciliation and arbitration, and upon request of the parties

involved to take steps to secure mediation and arbitration with

a view to any such settlement.

6. To promote British, home and overseas dominions, and

foreign trade, commerce, and the manufactures of the United

Kingdom in the interest of the employers and employed alike.

ORIGIN OF TRADE ORGANIZATIONS. In order to show how
trade organizations arise reference may be made to the attitude of

the imdertakings engaged in a certain trade or trades towards such

questions as customs tariffs, railway rates, the systems of currency,

banking, etc. The following is an example of such an organization.

The National Association of Merchants and Manufacturers is a

non-party organization of merchants, manufacturers, bankers, and

shipowners of the United Kingdom standing for a clear, straight.
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definite and consistent policy on lines similar to those laid down by

the Brussels Conference of 1920.

The Brussels Financial Conference unanimously declared that

the only means of remedying the economic situation of Europe is

the establishment of real peace and a general reduction of arma-

ments ; rigorous retrenchment in public expenditure and the

restoration of sound currency
; the abandonment of uneconomic

and artificial measures which conceal from the people the true

economic position
;
the encouragement of the maximum production

on the part of capital and labour ; the removal of Government and

bureaucratic control, the progressive restoration of that freedom

of commerce which prevailed before the War, and the withdrawal

of artificial restrictions on, and discrimination of price against,

external trade.

The object of the association is to secure acceptance of these

principles as an integral part of national policy.

The association has taken an important part in the movement
for the removal of the various controls upon trade set up during

the War ; it has been active in pressing for retrenchment in public

expenditure, in opposing the Safeguarding of Industries Act,

preventing the extension of its effects, and promoting the move-

ment to obtain its repeal
;

it has moved on the question of German
reparations with a view to securing a revision of the Versailles

Treaty and such a settlement with Germany as will enable her to

restore order to her public finances and assist European recovery

and trade revival. It opposes the system of embargoes, licences,

monopolies, doles and subsidies
; and objects to the participation

of the Government as shareholder and debenture holder in com-

petitive business schemes and speculations of a kind which have

hitherto wisely been left to private enterprise.

The policy of the association is founded upon the belief that

individual initiative, private enterprise, strict limitation of bureau-

cratic interference, retrenchment and economy in national expendi-

ture, Free Trade and the principle of taxation for revenue purposes

only, lie at the root of wise government and afford the only true

basis for social and economic reconstruction.

NEED FOR TRADE ORGANIZATIONS. As a rule similar

undertakings will have common interests in regard to the tariff

and general commercial policy. The representation of these
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interests before the public authorities and the influencing of public

opinion in favour of these interests can undoubtedly be effected

better and more easily by a special organization than by the indi-

vidual undertakings. Thus, similar undertakings combine and

furnish contributions out of v/hich the expenses for the representation

of their common interests are paid. Trade organizations likewise

are fighting organizations, but they are rare so much directed

against the factors immediately affecting the undertaking as against

more n mote influences such as may be exjiected from the public

authorities. The discussion and settlement of purely technical

questions also play an im /Ortaiit part in trade organizations. They

are of great importance in the development of the efficiency of the

undertakings and therefore exert an indirect influence upon the

economy of the uidividual undertakings. Frequently experiments

of far-reaching significance which benefit the whole sphere of

industry, are carried out at the expense of these organizations.



CHAPTER XLIV

CONSUMERS* ORGANIZATIONS

NATURE OF CONSUMERS’ ORGANIZATIONS. In this category

must be included every combination of persons or of undertakings

whose aim it is, in their capacity as consumers, to concentrate

demand so as to gain an influence upon the determination of prices.

Of course, the most important type of consumers* organization

consists in the combination of private household economies for the

purpose of buying foodstuffs for direct consumption. These

combinations are known under the name of Co-operative Consumers’

Societies. Private household economies combine for the purpose

of forming co-operative consumers* Societies, and in the main these

private household economies belong to the labouring classes
;
they

are especially patronized by the artisan class. As long as the

organization of the consumers is weak and sporadic, they are of but

small benefit to the members. However, the satisfaction of the

wants of the members by the elimination of the retailer is sufficient

to hold them together. But if the number of the consumers’

societies and the number of the members continues to grow, the

necessity arises for these organizations to combine for the purpose

of wholesale buying. In this way they not only offer a strong front

to the retailer but they also become an essential factor in their

dealings with the middleman. To a certain extent they are in a

position to eliminate the middleman, and they appear in the

wholesale trade as buyers of large quantities and arc thus able to

influence prices. The greater the number of organized consumers

the more important economically will be the consumers* society

in the sphere of the distribution of goods. However, this influence

is not restricted to the sphere of distribution, but it also extends

into the sphere of production. If the benefit of the Co-operative

Consumers* Society to its members consists in the fact that the

latter can buy a number of articles gf food cheaper and better than

from the retailer, then there is a special reason why the labour

economies should join consumers* societies and thus increase the

influence of these societies in the sphere of distribution. The
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worker as producer may increase the rate of wages and therefore

his nominal income through his society. Generally speaking,

however, it will always be possible for the undertakings affected

to shift the burdens of the higher wages on to the ultimate con-

sumer—that is, so to fix the prices that they are not themselves

affected by the increased wages. At least, this tendency is in

existence, and it generally succeeds in achievirg its end owing to

the distribution of power between the economic forces concerned.

Thus, th ? effect of the increase in wages is partly or wholly lost by
the fiuctaation in tne lc\ol of prices in the retail trade. Even
though on the one hand a raising of the economic standard among
the woTkcTs is discernible, a still more rapid rise in the incomes of

the wealthy classes is apparent, so that the workers receive a portion

of the increased products tor the satisfaction of a larger number

of wants without affecting in an> way the increasing incomes of

the wealthy classes. The marked rise of income, however, finds

an especially fertile soil in the sphere of distribution. This is where

the consumers’ society comes in, and where it endeavours, in its

capacity as a price-forming agency, to make the purchasing power

of wages as favourable as possible.

FORMS OF CO-OPERATIVE SOCIETIES. It is a remarkable

phenomenon that in England, France, and Germany different

forms of societies should have attained importance. In England

it is the co-operative consumers’ societies, in France the productive

societies, and in Germany the credit societies which are the most

numerous. This difference is in part connected with the economic

development of these countries. When the co-operative societies

came into being in England, business undertaking on a large scale

was already rather advanced, and a numerous class of factory workers

had been called into existence. This class in particular seized upon

the idea of co-operation with the consequence that there was a

rapid development of co-operative consumers* societies. The

development of productive societies in France was due to the early

and extensive spread of socialistic ideas which looked to the com-

bination of the weak for the purpose of common production as the

means of their salvation. Finally, in Germany, at the time when

the co-operative societies arose in industry, business undertakings

on a small scale were almost the exclusive form. These small-

scale producers in particular try to maintain themselves by the
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employment of credit, and likewise in agriculture an improvement

of the credit system for small undertakings appeared to be the

principal function of co-operative societies.

ORIGIN OF CO-OPERATIVE CONSUMERS* SOCIETIES. The

home of these societies is in England. They are traceable to the

social reformer, Robert Owen, who lived from 1771 to 1859. During

the first quarter of the nineteenth century Owen founded com-

munistic colonies in America, and also attempted in 1830 to establish

a labour exchange
;
he afterwards devoted himself to the advance-

ment of the co-operative system. His idea was to lead the world

to communism by way of co-operative production. The substitution

of private undertaking by such productive societies, however, was

to be effected gradually by the co-operation of consumers. In the

course of time co-operative consumers’ societies wen* to produce

all the requirements of their members. Thus stimulated by Owen,

several hundred co-operative societies on a socialistic basis arose.

They did not maintain themselves, however, and like the Chartist

movement, to which they owed their origin, they passed away.

MODERN DEVELOPMENT OF CO-OPERATIVE CONSUMPTION.
The modern develoi)ment of the English co-operative consumers’

societies, and also their present structure, is rather connected with

the famous association known as the Rochdale Equitable Pioneers,

which was founded in 1844 by twenty-eight flannel weavers. They

likewise had the Owenite ideas. Every one of them paid in ^fl,

and with that they opened a shop and by gradual extension hoped

to be able to take up the production of the required goods them-

selves. They even hoped to establish, in the course of time, a

self-subsisting settlement as understood by Owen. Although all

these ideals have not been actually realized, yet this co-operative

society is the most remarkable example of .self-help on a co-operative

basis.

The Principles of Co-operation. The principles upon which its

success is based and which have made it the pattern of all

co-operative societies in England and abroad are

—

1. The supply of goods to the members, not at cost price, but

at the price prevailing in the locality.

2. The distribution of the profits obtained amongst the members,

not as in the case of company undertakings in proportion to the

investment of the individual member, but in proportion to the
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purchases of each member. As a rule this distribution of profits

is effected in such a way that the member on making his purchases

is given checks which at the end of a trading period are redeemed

by the co-operative society at a fixed rate. As a rule only a certain

percentage of the profit is distributed and a part of it is retained

for educational and social purposes, and also .^or the extension of

the co-operative production of various articles of consumption.

Growt'i of Co-operative Societies. Tlie (xtent to which this

first co-t perative society, whieli started from the smallest beginning,

has gra anally de\ eloped, can b<* seen from the fact that in 1923

the m(Tjbership of thes' societies in the United Kigndom was

4,598,737 -more than a third of the total population. The capital

amounted to £118,503,763 ; the money value of sales had reached

the enormous figure of ^^334,383, 138 ;
and their total investments

amounted to more than ;f55,000,000. The value of their productive

efforts now amounted to over 40 millions sterling, and they employed

in their distributive and productive works 132,000 workers.

On the pattern of the Rochdale Equitable Pioneers, the British

co-operative consumers’ societies have developed with extraordinary

rapidity. Many have adopted the plan of producing their own
commodities, wherever possible, and have established special

bakeries, boot and other factories. These, however, are not co-

operative productive societies in the original sense, although they

are frequently called by that name. The workers in these under-

takings are not entrepreneurs, but they are employed at a wage

as in any other undertaking. In other words, the co-operative

employee is recognized to be merely a wage-earning employee of a

democracy of consumers.

The Organization of a Co-operative Society. The structure of

the British co-operative system is illustrated by the diagram on

page 396. It will be seen from the diagram that the Co-operative

Wholesale Society is supplied by its own fields, factories, and work-

shops with a vast majority of the commodities which it sells to the

retail societies. It also conducts its own banking and insurance

as well as a large part of its own shipping. The Wholesale Society

obtains some of its supplies from private undertakings abroad, but

since the War attempts have been made to extend the co-operative

movement by conducting international exchange of goods on a

non-profit making basis. The English C.W.S. now supplies



CO OPERATIVE CONSUMPTION IN GREAT BRITAIN

CO-OPERATIVE UNDERTAKINGS
ENGAGED IN EXTRACTIVE ACTIVITIES

CO-OPERATIVE UNDERTAKINGS
ENGAGED IN MANUFACTURE AND CONSTRUCTION

SOAP f
OIL

'

niUlNG
^BOOTS>
AND

VSHOES>
(TEXniESl I

BUTTERA
( TEA ^

I JUcTOnWUlXINGjLji^^sy

fcLOTHIHd fCHEESE^ fMATCH A f JAM \

^
™i"7

iFACTORyj UactoryJ UactoryJ

CO-OPERATIVE ’UNDERTAKINGS
ENGAGED IN THE WHOLESALE TRADE

y

J
Headquarters: MANCThESTER & GLASGOW
NEWCASTLE

WHOLESALE DEPOT.

SSie
(cwfimw)

CARDIFF/
WHOLESALE DEPST,

FEDERATED
ENGLISH,
SCOTTISH
and IRISH

CO-OPERATIVE
WHOLESALE
.SOCIETIES

DERBY
WHOLESALE DEPOT

'CO-OPERATIVE

EXCHANGE
SOCIETIES

VLONDON
WHOLESALE DEPOt

CO-OPERATIVE RETAIL SOCIETIES
7^

SUNDERLAND
7^
LEED



consumers’ organizations 397

goods direct to the co-operative organizations of many foreign

countries.

Co-operative Wholesale Societies. The first co-operative whole-

sale society, established in Manchester in 1862, was followed a few

years later by another one in Glasgow. In recent years depots have

been established in Newcastle, Cardih, and I .Dndon. To-day the

Co-operative Wholesale Socioty is one of the most important and

varied h-dustrial businesses ir the world, and its factories are to be

found in every large indu:.trii\l centre of Great Britain.

Just as the profi^:, camt d b> the wholesale society are distributed

amon,: ti .o retail societif^, so t<ie latter in turn divide their profits

precise ly on the same basis amongst their own members. Thus,

a person who is a member of .a co-operative store, say, in Wigan,

will receive not only a share cf the profits actually made in Wigan,

but also a share of the profits earned by the Co-operative Wholesale

Society.

CO-OPERATION AS A FORM OF PROTECTION. The organ-

ization of the workers as producers or sellers of labour-power and

also as consumers, i.e. as buyers of goods, creates in the first instance

the theoretical possibility that the advantages gained as producers

are not lost to the worker in his capacity as consumer, but arc

protected for him. It must be admitted that this idea of protection

in the economic policy of the workers has by no means been so

clearly understood hitherto as to be consciously pursued, but in

any case it is in existence in its beginnings. Likewise, it cannot be

denied that this combination of workers in their dual character

of producers and consumers opens for labour the possibility by

which, with sufficient concentration, it may obtain a continuous

and permanent amelioration of its value. However, the economic

significance of the consumers’ organization must by no means be

under-estimated, and it only depends upon the insight of the

workers into the relations of the economic struggle in order to

utilize the consumers* organization for placing a large part of the

modem distribution of goods on an entirely new basis. It is just

from the commercial standpoint that the organization of consumers

deserves the greatest attention. The opposition to and repressive

treatment of these societies can easily be understood if we place

ourselves in the position of the undertakings which feel the com-

petition of the consumers* societies, but the desire to squeeze them
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out of existence has to-day no more prospect of being realized than

have the handicrafts the prospect of displacing the factory, or the

ordinary retailer, the departmental stores. When large masses

'af consumers have once been organized and have learnt to feel the

value of organization, even the prohibition of co-operative con-

sumers' societies would be unable to annihilate the solidarity of the

consumers
;

they would assert the existing combination simply

by the fact that, as a united demand, they would make arrange-

ments with an individual retailer and would thus secure advantages

similar to those which they have obtained by the creation of their

own co-operative consumers’ societies. For this reason the repres-

sive agitation against the consumers’ organizations may be described

as an unmitigated failure.



CHAPTER XLV

POLITICAL ORGANIZATIONS

NATURE AND SIGNIFICANCE. Kcunomic t'iins are also pursued

by the r olitical orga.mzations which, in modern life, arc gaining

an inc asing influence upoti the industrial policy of the State.

Among nch orgiini^aliors be mentioned the National Unionist

Associ it:on, the Lea.eue, the Anti-Socialist Union of Groat

Brito the L;ber:d Central Association, the National Liberal

Federation, the Free Trade Union, the Labour Party, the Inde-

pendeiit L«Tbour Party, the Fabian Society, the Communist Party,

and the Natiouat Democratic and Labour Party.

Although the principles and historical development of the

political parties vary gieatly in the different countries of the world,

yet in the main a three-fold division of parties can at present be

distinguished, viz.

—

1. Those who represent the interests of land-ownership
;

2. Those supported by modern industry and commerce
;

3. Those who flock to the banner of the owners of pure

labour-power.

Around these three parties are grouped all other political organiza-

tions, but without attaining any outstanding or permanent signifi-

cance. The more economic aims stand in thc‘ forefront of ])ublic

interest, the sharper is the difference bt'twei'U the political parties.

On the other hand, a party can gain its due shares of political

influence only when it is supported by the economic power of the

private household economies. Although the formulation of rights

is by no means a matter of indifference, it must, nevertheless, be

borne in mind that all these rights can be obtained only through

the struggles of the industrial classes, and that thcs(^ struggles are

bound to be successful with the increasing importance of the

particular class
; moreover, a party becomes strong only by the

continual measurement of its strength with other forces, and

opponents can only enforce recognition of the acquisition of

economic power in the political sphere.

THE CONSERVATIVE PARTY. As the name implies, this is

the party which is disposed to preserve the existing state of things
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until some need for change is proved. It is sometimes known as

the Constitutional Party which signifies that one of the chief planks

in the platform of the party is the upholding of the British Constitu-

tion as it exists at the present time. The party is opposed to any

form of Government which shall alter in any fundamental fashion

the constituted order of things in which the Sovereign, the Lords,

and the Commons play their allotted part. It is well recognized

that the pronounced expression of the will of the majority, as

expressed at the polls, must eventually dominate the course of

events
;

it is also considered that the clearest expression of this will

is best obtained by preserving the present order of things, namely,

a House of Commons to voice the national aspirations, a House of

Lords to control hasty legislation, and a Sovereign to exercise

strictly limited rights in seeing that no violent change shall be

permitted until the real will of the nation is known.

In economic matters the Conservatives have believed in the

stimulation of agriculture rather than manufactures as the basis

of national prosperity, and have always been opposed to the idea

that commerce could be left alone without protection.

THE LIBERAL PARTY. This is really the centre party in the

State, and represents for the most part, the interests of the middle

classes, especially those engaged in manufactures. The party has-

always been identified with the extension of popular liberty, the

broadening of the Franchise, the upholding of Free Trade, and the

establishment of Home Rule in Ireland.

THE LABOUR PARTY. This party has made such rapid head-

way during the past few years as to be recognized as a keen rival

of the two older political parties. Year by year its pioneers have

passed away, but as their number diminishea the political move-

ment which they created has grown and extended, and its power

and influence have been steadily developed. To -day ii is a vital

factor in the political life of the nation.

The years between 1900 and 1914 were the period of pre-paganda,

when the movement sought to establish itself as an indi^pendent

political party in the country and to lay the foundations of Labour

representation in Parliament. In the General Election ot 1900,

fifteen candidates went to the poll and two were successful
;

in

1914, at the outbreak of war, the Parliamentary Labour Party

had increased tp thirty-nine members ; at the General Election in
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1918, 361 Labour candidates went to the poll, and sixty-one were
successful. In 1923 the Labour Party gained no fewer than 191

seats and became the largest party in Opposition. With the defeat

of the Conservative Government in 1924, the Labour Party assumed
office for the first time unde:* the leadership of Mr. Ramsay
Macdonald.

The chief objects of the Labour Party are to secure for the

prodiV r^rs by hand or bi lin the full fruit of their industry, and
the m )st equitable dis*.ribution, wherever that may be possible,

upon ti e romm<':* ownership of the means of production and the

best oi tainabl ’ systeni of popular administration and control in

ea<'h industry and seivace.

THE CO-OPERATIVE PARTY. This is a new party which is

closely allied to the Labour Party. Since the War co-operators

have begun to claim the place to which they believe their principles

and operations entitle them in the economic life of the nation. In

1917, at the Co-operative Congress, it was decided that the move-

ment should enter politics and nominate candidates in constitu-

encies as an independent unit. The adherents of the movement
maintain that consumers' co-operation is a system which ensures

a democratic control of industry by the community organized as

consumers. Every consumer can join a society and every member
has one vote, and can, if he cares to do so, exercise an equal power

of control over the conduct of industry. The dividend on pur-

chases ensures that commodities are supplied to consumers at cost

price, and that, therefore, profit is eliminated. Under co-operation,

the various spheres of industry from banking to insurance, from the

production of raw materials to the distribution of manufactured

articles across the counter of the shop or store, are all carried on

for use and not for profit. This system, it is argued, has already

shown that it can adapt itself to one economic sphere after another,

and there is no reason to suppose the scope and range of co-operative

industry are not capable of almost infinite extension. Consumers'

co-operation is now, in fact, regarded by many as an alternative

to the ordinary capitalist system of controlling industry. More-

over, these claims and ideals are slowly penetrating the movement,

largely owing to the educational work of the societies and the

Co-operative Union, and also to a very active and influential

co-operative organization, the Women's Co-operative Guild, which

27—(UIQh)
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has a membership of nearly 50,000 women members of co-operative

societies.

PARTY ORGANIZATIONS. Each of these parties has an

association for the protection of its interests. The objects of such

an association usually include provisions for the maintenance of

an efficient organization, so that the proper registration of voters

may be ensured
;

the organization of party meetings and propa-

ganda ; the provision of social and educational facilities for its

members
;
the securing of adequate representation of the party in

imperial and local government
;

the provision of a fund for the

purposes of the Association, and generally to support the interests

of the party in the parliamentary elections.

TEST PAPER VII

1. Explain what is meant by the term “voluntary organizations
“

and state into what two main classes they may be divided.

2. Enumerate the chief forms of co-operative organizations in

agriculture,

3. Give some account of the organization of co-operative credit in

Germany, and distinguish its leading forms.

4. Estimate the economic significance of the formation of voluntary

organizations in modern business, pointing out their chief advantages

and disadvantages, and the main conditions of their success or failure.

5. Distinguish between the various forms of capitalist combination,

and illustrate from the recent industrial history of Great Britain.

6. What institutions are in existence which serve to promote economic

co-operation between the undertakings engaged in British commerce ?

Estimate their present effect and consider in what way they can be
made more effective for their purpose.

7. Write short notes on : Chambers of commerce
;
trade organiza-

tions
;
trade protection societies.

8. Enumerate the chief aims and methods of a modern trade union.

What are the advantages and drawbacks of such voluntary organizations

amongst the workers ?

9. Describe some of the principal activities of present-day trade

unionism in this country.

10. What are the chief obstacles to the development of employers’

associations ?

11. Give an account of any attempts which have been made since

the War to secure an improvement in the relations between employers
and workmen.

12. Briefly describe the co-operation associated with the name of

Robert Owen and contrast with it the various kinds of co-operation

in existence at the present time,
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13. Trace the growth of the co-operative movement in England in

the nineteenth century. In what respect has the movement lollowed

upon different lines in France and Germany, and why ?

14. What do you regard as the chief reasons for the success of the

British co-operative movement in retail selling ? Account for its

more pronounced success in distributn o than v j)roductive enterprise.

15. Classify the main types ot political organ ions in this country,

and give a detailed account (if one «iJ them.

16. ] rom a consider:* tion of the ai^ns of co-operative distribution

justify \he need for ti c *xistf*n.‘e if a separate political co-operative

party,

17 Wnat are tne ]Nri' n' d t.ieans in use at the present day for

ascei' u.n'ng Ihr |iopulaT will ‘vilh a view to legislation ? Arc parlia-

ment. instituiu*n.b tht most important of these means ?

iS What in your iudgmei.y are the principal problems with which

British trauo unijnism is faced at the present day, as regards both its

internal orgaiuzab and its relations with the rest of the community ?

19. Compare the merits and defects of the private business, the

joint-stock company, and the co-operative society as forms of industrial

organization.

20. What meaning, if any, do you attach to the contention that

production should be for use and not for profit ?
”

21. Examine the claim that the working classes should obtain a

larger share in the control of industry, indicating how far this suggestion

seems to you to be (c/) desirable, (b) practicable.



SECTION VIII

THE MUNICIPALITY

CHAPTER XLVI

NATURE OF LOCAL GOVERNMENT UNDERTAKINGS

I'liE simplest and most usual form of public organization is that

of the local authority. For economic and other reasons, the

private households within a given locality are obliged to enter

into intercourse with one another. This intercourse gives rise to

the establishment of certain areas of administration, each of which

has a public organization of its own. Thus, in England, the ancient

county has been divided into the following areas of administration

—

The Ancient County

The Administrative County County Borough

Rural District Urban District Non-County
Borough

Parish

THE WORK OF THE LOCAL AUTHORITY. Each of these

local areas possesses a council or administration which supervises

the social intercourse and relationship which exist between the

various households. This public organization also superintends

the facilities for transport such as streets and markets, and takes

every precaution to meet the needs arising from the concentratior

of many households in one locality. The basis of this public

organization consists in the private households or economiei

without which it would become entirely unnecessary ;
hence sucl

local authorities do not constitute an end in themselves but are onl;

a means to an end. The higher form of local authority is that o

the county borough which consisted formerly of a town supporte<

by a number of out-lying villages. The combination of the variou

404
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kinds of local authorities with their market areas constitute the

State organization. Nevertheless, the ultimate basis of all public

organizations is to be found in the private households or economies.

Of course, such public bodies possess an economy of their own,

but one in which only such expenditure cvn be incurred as will

justify its usefulness to the private housciiolds. Moreover, the

economic activity of Ihe public aufhoritiet* rnusi be of such a nature

as to benefit the puvah? economies which belong to them. Public

autht ities carry out the mcastjres which present themselves as

usefii’ ind neco'^^ uy i ^r ii>c proper intercourse of the private

households, and in ref>a\i to which the individual family has no

dirc'v t concern. Thus, a service is rendered to the private house-

holds which calls for a cotmter service from them. In this way
alone can the public organization provide these services. However,

the function of the public authority in the economic sphere does

not end here. It takes over from the private household the supply

of those services which can be better and more cheaply provided

by the public organization. Even in ancient and mediaeval times

such economic activity was conducted by public authorities, and

the same tendency is very noticeable at the present day. There

has always existed a community of interest between the members

of a particular locality, in spite of the fact that the interests of the

various industrial and social classes, in exerting their influence

on the public authority, have not always received the same kind of

treatment. Of course, the public organization is no mere abstract

conception, for within it are manifested the forces of the private

economies which support it. The local authority may be regarded

as the resultant of the wishes and forces which operate within the

private household, and thus is determined the economic policy of

the public authority. From these considerations one can see how
fundamentally dominating is the power of the private households

in relation to the public authorities, and how are determined the

limits which are assigned to the power of the public organizations

and to their economic policy. Of course, the public organization

may focus the power of the private households upon some definite

object, and carry it into execution, if it is for the furtherance of

the common interests of its members. But the public organization

is not allowed to intrude into their sphere of interests in such a

way as to nullify the rules which regulate the struggle for existence
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among the various households. It may acknowledge a new rule

which may arise from the competitive struggle, and may even assist

in its establishment, but it cannot arbitrarily create new rules.

THE LOCAL MARKET. The local authority is also an economic

organization in regard to the activities of the local market. The

origin of the village may be traced to the peculiarities of the

agricultural system of economy. With the increase in human wants

and with the beginnings of the separation of agriculture from

manufactures, there arises the possibility of towns, which may be

said to cater for the demand for industrial products on the part of

a number of villages which are not large enough to establish a

system of manufactures of their own. Thus both town and country

engage in a brisk trade with each other, and for various reasons

the towns soon begin to assert their superiority. Although in the

course of centuries the original division of labour between town and

country has been largely obliterated, yet it is still noticeable. On
this separation of employments is based the growth of the market,

where farmers used to sell their produce to the towns and at the

same time furnish themselves with manufactured goods. Formerly

the local authority, as an economic organization, exercised a more

important part on behalf of the private households in its area than

is now the case, although the tendency is once again in the direction

of delegating an increasing number of economic functions to the

local authority. To-day, however, the sphere of activity of the

local authority is modified and is made to depend largely upon the

State, so that its sphere of action in regard to economic matters

is considerably restricted. Nevertheless, the economic policy of

the local authority is of such significance to the private households

of a particular area that its consideration is absolutely necessary.

Like all organizations, the local authority has an economy of its

own by which it is enabled to function. This is known as the

municipal or local government economy.

THE EFFICIENCY OF LOCAL AUTHORITIES. Just as we can

distinguish between rich and poor private households, so also there

is a striking difference in the efficiency of the various local authori-

ties. For this efficiency the local authority is dependent on the

income level of the combined households in the particular locality.

Where there is a great economic prosperity, then the economic

policy of the local authority will be able to manifest greater efficiency
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than is possible with the poorer localities. From these circum-

stances differences arise which, in their bearing, cannot be under-

estimated. Large cities are in a position to offer far better conditions

of life than are the small towns or suburban centres. So great are

these differences—based upon the size of the community and the

economic power of the inhabitants— that the migration from the

country into the town and especially into the large cities, is partly

explain '•d by them. The utilization of labour-power in the large

towns, thanks to the municipal institutions, affords many promising

possibilities which caimol be found in smaller communities. It is

sufficiint to refer here to the special institutions which exist for

the employment of labour-power. The economic policy of the local

authorities, therefore, creates a continually increasing advantage

in which the labour economies also participate, whilst the smaller

local authorities are left behind because of their impotence. Thus

they do not afford to the labour economies so favourable a soil for

the employment of their labour-power as do the larger authorities.

Hence, the economic policy of the local authorities by no means

operates so as to eliminate competition in the labour market.

Even at the present day the economic policy of the local authorities

is on the whole individualistic, although that of the larger muni-

cipalities may manifest strong collectivist tendencies. Hence the

contrast is accentuated. Every local authority endeavours to

further its own interest, that is the interest of its own members,

without regard to the development of the other localities. To this

end efficient local authorities may apply a great diversity of means,

whereas the inefficient local authorities, however well intentioned

they may be, are unable to compete with the wealthier communities.

This accentuation of differences between the various local authorities

and their members calls for a corrective which can be imposed

only by a higher organization such as the State. In the labour

organizations there is evidence of a strong desire to establish a

minimum standard of working conditions. This tendency is

strongly opposed to the economic policy of the local authorities

which are of such varied degrees of efficiency ; through the latter

the cost of reproduction of labour-power is also greatly differentiated

and must remain so, so long as the wealthier municipalities employ

their means solely for themselves, whilst the poorer authorities

are barely able to satisfy the most essential requisites of communal
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life. This standpoint should be emphasized because its bearing,

especially upon the emplo5mient of labour-power in the economic

process, is altogether under-estimated. This individualistic policy

of the local authorities can be easily understood when we bear in

mind the varying degrees of strength possessed by these bodies,

although their resulting consequences on the development of the

whole economic system must not be overlooked. The competition

among the local authorities is based upon inequality of power

and is waged with unequal weapons. The total effect of this must

be the production of undesirable results, even though they may
appear to be quite praiseworthy when each authority is considered

separately.



CHAPTER XLVII

FORMS OF MUNICIPAL ENTERPRISE

At the outset, it is necessary to obse rve tbac both profit-making

and risk-taking—characteristics of the undertaking—are inseparably

connected with municipcil enterprise. Institutions which are not

carried on for p'rofit, such as museums, colleges, hospitals, etc.,

are not municipal ucder^akings in tiie strict sense of the word.

1 here are various transitional forms which arc characteristic of the

modern economic system, a clear conception of whose position is

essential for the proper understanding of their organization. For

example, a distinction may be drawn between the following three

groups, viz.

—

1 . Municipal Institutions ;

2. Municipal Utilities

;

3. Municipal Undertakings.

MUNICIPAL INSTITUTIONS. Those municipal enterprises which

are not administered from a purely economic standpoint and

with which it is a question neither of revenue nor of cost, are

known as municipal institutions. To the outside world these

frequently appear as economic enterprises simply because under

our modern system of money-economy all such institutions are

required to prepare a budget in which the receipts are set off

against the expenditure. Among the institutions which are not

administered in strict conformity with the economic principle is

the municipality itself. A peculiarity of this, as of many other

institutions, is the fact that the first item to be considered is not,

as in private concerns, the amount of prospective revenue, but the

expenditure to be incurred, which is adapted to the amount of

income required. Other municipal institutions are those engaged

in the testing and examination of foodstuffs, scientific and art

associations, the fire brigade, prisons, etc. All these institutions

are maintained because of their general social value or because of

the general usefulness of their objects, but usually without any

consideration whatever of their cost or financial return.

MUNICIPAL UTILITIES. With Municipal Utilities the case

is quite different, since their aim is to obtain the maximum return

409
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with the minimum of cost. But whereas the private business aims

at realizing the maximum utility to the individual household, the

object of the public utility is to obtain the maximum general

utility. Moreover, the chief end of the municipal utility is not the

acquisition of a money-income but of a utility-income. However,

as in the case of any other economy, the general utility of these

economies—often incapable of estimation in terms of money

—

must be set off against their cost. But this is not effected in the

same way as in the private business where the financial return is

the principal consideration, but in the same way as in the domestic

economies where the maximum return of utility is brought into

comparison with its cost. The only difference is that in the one

case it is a matter of individual benefit, whereas in the other public

utility is the chief concern. Among such municipal utilities may
be mentioned public savings banks, water works, public baths,

scavenging, etc. The prices charged for such services are not

determined as in ordinary business undertakings on the principle

of realizing the highest financial return, but as a rule the deter-

mining factor is the cost of the services
; in other words, it is

expected that the income will at least ^over the expenses. Naturally

such municipal utilities are seldom carried on in competition with

private undertakings. The latter are either excluded by law from

participating in these activities which are reserved to the munici-

pality or debarred from competing owing to the fact that they are

obliged to pursue a profit-making policy.

Gas and Electricity. Such undertakings as gas and electricity

works may be regarded as being in a transition stage toward the

municipal undertaking. In proportion to the extent to which

they are established and administered in the interest of the public,

they are municipal utilities ; for example, where gas or electricity

is used in the illumination of streets.

MUNICIPAL UNDERTAKINGS. Precisely in the same way as

the private undertaking differs from the private household, so the

Municipal Undertakings are to be distinguished. The latter is

the wider conception and the utility becomes an undertaking when
its aim is not the satisfaction of its own wants but the procuring

of a money revenue. In like manner a municipal undertaking

possesses the characteristics of an ordinary business if it possesses

its own capital and aims at an independent existence; In this
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category are included water works, gas and electricity works,
\

tramways, slaughter houses, irrigation works, markets, savings!

banks, burial grounds, etc.

With the tremendous progress made in industrial technique

during the last century, with the enormous ir crease in trade and

the general increase in wealth, the functions oi public bodies have

been extended in almost every direction. For the supply of a

portion • »f these increased 3er\'ices the public authorities have been

regarded as the niO£:t suitable. Hence the development of Muni-

cipal Socialism,” the aim i f which is to transfer to the municipality

an increasing number of economic functions. Since socialism

demands the complete nationalization of the means of production

the idea prevails that the municipalization of additional service is

a step nearer to the ultimate socialistic ideal. Needless to say,

such a process as the installation of municipal electricity works

does not indicate the abandonment of the present economic system

which continues to find its basis in private ownership.

Types of Municipal Undertakings. We have already seen that .

the municipalities do not confine themselves solely to the establish-

ment of institutions which cannot be carried on by private entre-

preneurs, but to some extent they also occupy themselves with the

production or distribution of goods, that is, they create their own
public undertakings and thus displace the private undertaking.

The supply of water has always been left to the local authority

;

gas works have been converted more and more into municipal

undertakings, and likewise electricity works are conducted in the

form of public undertakings. The collection of refuse, the manage-

ment of sewage farms, and especially the provision of tramway

services are examples of economic activity conducted by the

municipal authorities. To this may also be added baths and

wash-houses, slaughter houses and cattle sheds, and more recently

the supply of foodstuffs with the object of improving the market

supply, e.g. municipal kitchens during the War. There are also

cases of municipalities which have not only undertaken the sale of

salt-water fish within their own area but have also taken over the

importation of cattle for slaughtering purposes with the intention

of withdrawing the market supply from private interests. In all

these measures the municipality interferes largely with the working

of the private undertaking. The tendency to withdraw certain
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branches of production and distribution from private interest also

exists, though it is still in its initial stage. Of course the difficulties

of such a development must not be underestimated
; such a

development, however, is possible because the municipal under-

taking can rely upon a safe turnover within a certain market area,

and this facilitates the fixing of prices. The competition of the

private undertakings is eliminated, or at least it does not offer any

obstacle to the financial success of the municipal undertaking.

Supply is concentrated and prices are determined in a different

manner from goods and services which are subject to competition
;

likewise, demand can no longer exercise an arbitrary influence

upon prices, pressure on which can be exerted only by the round-

about method of appealing to the municipal authorities. Thus,

municipal undertakings are suitable only for goods and services

which are demanded more or less by all members of the munici-

pality, and which from their nature can be dealt in only by a

large-scale undertaking. Great heterogeneity in the nature of

the goods renders them unfit for public undertaking ; likewise, the

municipal undertaking is largely influenced by the size of the market

area. In the case of small localities a public undertaking is

impossible since the receipts would not cover the expenditure, so

that the local authority would simply lose money—the market

area being too small. In few cases only is it possible for small

localities to carry on a public undertaking. The advantages which

are likely to accrue from such an undertaking must always be

examined minutely from the standpoint both of the local authority

and of the consumers. For various reasons the municipality will

always have higher working expenses than the private undertaking,

but this alone by no means decides the latter's superiority. How-
ever, the fixing of the prices to the consumer must not be so effected

as to render the goods dearer than they would have been if supplied

by private undertakings. Where this is the case, the municipal

undertaking does not provide any service which is to th^ interest

of the consumers.



CHAPTER XLVIII

REASONS FOR THE ESTABLISHMEN I OF MUNICIPAL

UNDERTAKINGS

The causes which have induced muidcipalitits to establish their

own independent undertakings are very varied.

HISTT^RICAL REASONS. In the first instance, there are under-

takings 6 ach as estai.es and forests, which have come into municipal

ownership principally for ! istcM-ical reasons. Sometimes it is public

intere!?r< which induces the municipality to retain them, especially

in the case of the forests ; or it may be due to the fact that they

supply raw material for other public institutions, as in the case of

the coal mines which supply the "-ailways with coal. Frequently,

however, such public undertakings are retained only because they

provide a revenue, and at the present day no municipality would

entertain the establishment of such concerns.

ABSENCE OF PRIVATE ENTERPRISE. Another reason for

the establishment of municipal undertakings is the absence of the

spirit of private enterprise. In the period of Mercantilism this was

the cause ”^of‘'the foundation of numerous factories, many of which

lasted until the beginning of the nineteenth century. Later on,

in some countries, it was also the cause of the construction of a

railway system. The State is usually more willing to construct

lines in remote districts where, owing to the absence of the prospect

of any immediate profit, the spirit of private enterprise is not

forthcoming. The same remark applies to municipal tramways,

gasjKorks, etc., which have frequently been established as public

undertakings simply because no private capital could be found for

them ; at least, it could not be raised on the conditions imposed

by the municipal authorities. Intimately connected with this

rea^n is the fact that municipalities can usually procure the capital

for their undertakings at a lower rate than private individuals.

This naturally becomes of smaller importance with the increase in

the prospective profit of the undertaking. The prospect of profit

indemnifies the capitalist for the greater credit risk which he entails

by investing in a private undertaking, and it is this which induces

him to acquire shares rather than municipal stocks.

NECESSITY FOR UNIFORM ORGANIZATION. A third reason

413
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for the establishment of municipal undertakings, and one which is

of great importance, is the provision within the precincts of a town

of certain services which require a uniform organization and which

are best guaranteed by the municipal authority. The determining

factor in the postal and telegraph services is this need for uniformity.

If the provision of these services were left to private enterprise,

the large cities would naturally be favourably situated and the

intelligence service in or between them would be cheap and good,

probably cheaper than the present rate. It was for this reason

that formerly private postal services developed in the larger cities.

In small localities, however, no one would establish a postal service,

and the transport of letters to and from them would be very much
dearer. In order, therefore, to create a more uniform system the

State has abolished the private postal services. The reason for

the nationalization of the telephone system is also due to this need

for uniformity, and the same remark applies to the municipalization

of tramways in large towns.

THE FEAR OF MONOPOLY. Closely associated with the fore-

going, and also one of the most important causes of municipal

enterprise, is the fear that such services may be monopolized by
private undertakings. In those branches of business which admit

of uniform organization and which are in private ownership, there

is usually manifested a strong tendency towards monopoly. From
an economic standpoint it is undesirable that such undertakings

should be brought within the sphere of competition, for this only

increases the cost of the services ; for instance, where two railway

lines happen to link up the same localities. However, if only one

railway existed it would naturally have a monopoly, and in the case

of all private monopolies there is always the danger of the con-

sumer being exploited. Even where competition does exist the

tendency towards monopolistic combination is strongly asserted

at the present time in large-scale undertakings. Of course, such

private monopolies can be regulated by legislation as is actually

the case in regard to the railway, telegraph and telephone services

in this country. Public enterprise may be regarded as the most

radical means of withholding from private individuals a particular

line of business, although there may be instances where this policy

is undesirable. There are no general rules by which the existence

of such cases can be tested. Thus, for instance, it is impossible to
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decide the much debated question as to whether State or private

railways are the better. The answer depends upon numerous
points of view, such ns the character of the particular country and
of its population, the form of government, the peculiarities and
power of its officials, etc. Closely associated with the dangers

of monopoly is the extensive Stock Fxchan.4c speculation which

has developed especially in connection wilh privately-owned

railway systems. In some countries the disadvantages of private

monopoi 7 have also given rise to the public ownership of mines.

PUBLIC INTEREST, la many cases the most obvious reason

for embarking upon rnisucipai undertakings is simply the fact

that there is an unusually great public interest shown in this or

that service, and it is believed that the best interests of the public

would be served by a municipal undertaking. In this connection,

however, it is more often the public utility service that is involved

than the public undertaking, whose profit-making character would

soon collide with the general interest of the public. But here,

also, as in the case of the fear of monopoly, it should first be proved

that the legislative control of the private concerns would be inade-

quate to safeguard the interests of the public. This category

includes the economically important case of services which call

for the investment of a large amount of capital, but which in the

main benefit only subsequent generations
;

in many cases these

have to be taken over by public bodies because the services of the

private entrepreneur who expects a quick return are not forthcoming

for such undertakings.

DESIRE FOR PROFITS. A final reason for the establishment

of municipal undertakings is the mere desire to make a profit. The

need for revenue often induces a municipal body to withdraw from

private enterprise certain branches of industry which are reserved

for themselves. Such undertakings are usually described as revenue

services, because from a financial standpoint they are simply

particular instruments for the collection of indirect taxes. This

category includes municipal tobacco and match factories, municipal

salt mines, etc. Here, in the interest of the revenue, private

competition is entirely prohibited. The revenue is obtained by

fixing the selling price. Such revenue concerns are usually a

substitute for taxation which would otherwise have to be introduced

for the purpose of raising reyenuc,
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THE ADMINISTRATION OF MUNICIPAL UNDERTAKINGS

After dealing with the reasons which account for the establish-

ment of municipal undertakings, we now come to the principles of

administration according to which they are managed.

ADMINISTRATION OF THE MUNICIPAL ORGANIZATION.
The organization of the affairs of a municipality is under the

control of the town council which is presided over by a chairman.

The administrative work of the council is carried out through com-

mittees, the nature of which varies according to the size of the

municipality and the extent of the activities which it is called upon

to undertake. These committees determine the policy of the re-

spective departments of the municipality and the meetings are

attended by the responsible officers in charge of the several depart-

ments. The inset between pages 416 and 417 provides a general

scheme of organization for a small municipality and illustrates the

way in which the work of the council is distributed through its com-

mittees over a number of separate departments at the head of

which there are responsible officials. In this case the departments

are as follows

—

Town Clerk’s Department. At the head of this department is the

Town Clerk, who is usually regarded as the chief official of the

council. In many towns this department is entrusted with the

legal business of the corporation, whereas in others legal assistance

has to be obtained from outside by appointing a solicitor to the

council. The Town Clerk acts as secretary to the council, and is the

custodian of the borough records and documents.

Treasurer’s Department. One of the most important sections

of a municipality’s work is that of finance which is under the control

of the Borough Treasurer. The income of the borough is paid into

the borough fund and is derived from fees, receipts from corporate

property, the borough rate and contributions from the Exchequer.

Payments are made by the Treasurer out of the borough fund

upon an order of the council signed by three of its members and

countersigned by the Town Clerk. Certain salaries are practically

the only payments that may be made without such an order.

416
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Education Department. The head of this department is the

Director of Education who is responsible for the proper working of

the department both in the office and in the schools. His duties

include the summoning of meetings
; the preparation of agendas,

reports and minutes
; conducting of correspondence

; approving

and signing orders for school and office requirt-ments
; advising the

committee generally in education matters, and more particularly

with regard to the requiremenfs, efficiency, cost and economy of the

various grades of education ; and'tlie equipment, management, and

maintenance of the v^riov 3 schools.

Health Department. The chief officials in this department are

the Medical Officer of Health and the Sanitary Inspector. Supreme
charge is usually given to the former official who is responsible for

all sanitary inspection and everything allied to the preservation of

public health, including hospitals and sanitoria under the National

Insurance Acts.

Cemeteries Department. The management of the cemeteries is

usually entrusted to a committee of the local authority whose

proceedings are submitted to the council for confirmation or

otherwise. The necessary officers appointed by the committee

are

—

(1) Clerk to the Burial Board which position is usually occupied

by the clerk to the local authority.

(2) Registrar. This officer is responsible for the register of burials,

which register must be kept in every burial ground and cemetery

provided under the Burial Acts. The registrar is also in many
places responsible for the efficient management of the cemeteries,

and generally supervises and controls the other officers such as

gardeners, gravediggers, and assistants.

Surveyor’s Department. At the head of this department is the

Borough Surveyor who has not only charge of the streets, roads,

sewers, and public works generally, but he also manages street

cleansing, baths, parks, recreation grounds, sewage farms, public

buildings, public lighting, etc.

Electrical Engineer’s Department. The members of the electricity

committee should be persons of experience and acquainted with or

engaged in local trade, especially manufacturing trades. They

should know the nature of ordinary trading risks since they may
be faced with serious competition on the part of gas and other

2S»(1410h)
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undertakings. The electrical engineer has charge of the department

and delegates duties to a staff of indoor and outdoor assistants.

Gas and Water Department. The council's powers in regard to

the supply of water and of gas are delegated to special committees

who supervise the activities of the official stalf . At the head of the

department is a Gas and Water Engineer.

The Rates and Overseer’s Departments. The overseer is entrusted

with the preparation of a valuation list, i.e. a statement of the gross,

estimated, and rateable value of all the rateable property in the

parish. He is assisted by other overseers and clerks, relieving

officers, medical and vaccination officers, the workhouse staff, and

rate collectors.

OBTAINING REVENUE. Municipal administration embraces

the methods by which the means are raised for the carrying on of

the public organization, and further, the manner in which these

means are spent. Since the municipality is not, strictly speaking,

a trading concern, it has to procure the means necessary for its

management in a different manner from the private business

;

however, a relationship does exist between the municipality and

its members which is indirectly based upon exchange. The com-

mon needs of the inhabitants calls for the production of services

which are offered by the compulsory organization in the form of the

municipality. Where the municipality is in receipt of an income

from its own property, it is possible for the services to be paid for

out of this income
;
where this is not the case, however, or where

this revenue is insufficient, the inhabitants by their contributions

must enable the municipality to carry out a desired service. As the

municipality is a compulsory organization supported by the State,

it is in a position to force its members to contribute according to

the needs of the municipal administration. In the various countries

of Europe, and even within one country, the development of local

taxation has been very different, and for this reason the present-

day municipalities are by no means uniform in their organizations ;

but as a fundamental feature it may be stated that the contribu-

tions towards the communal expenditure are determined by the

economic efficiency of the private households and business under-

takings within the municipal area. Most municipalities possess

some form of property from which they derive a revenue. The
nature of their property enables us to draw a distinction between
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parish and urban authorities
; the former, on account of their

historical development, generally own land, although under the

tendency of individualism the common ownership of property has

during the last century been converted largely into private owner-

ship ;
however, there are still considerable, portions of landed

property in the possession of rural author dies. In the towns,

the accumulation of property by the municipality is a feature of

quite T-cent times, and in this connection it is chiefly their own
underti*kings which jdeld a considerable revenue to the municipali-

ties. The acquisilioir land by municipal authorities is also on

the ii crease. Where the revenue from its own property or its

exploitation by the municipal authorities is insufficient, other sources

of income must be found to furnish the means for the carrying on

of the municipal enterprises. In the main this is derived from local

taxation in the form of rates.

Rating. Of course, the power of municipalities to levy rates is

restricted and regulated by the State. In the sphere of local

taxation a great diversity prevails which can be explained only on

historical grounds—a diversity which is slowly giving way to a more

uniform and systematic development. To-day, local taxation is

decided upon by the local authorities as far as matters of secondary

importance are concerned, but the State decides upon the principal

features. Here also there prevails the tendency to tax according

to the ability to pay which is naturally opposed by the parties

concerned. Abnormally high rates may lead to the migration of

persons capable of paying heavy rates. In this respect the munici-

palities are engaged in mutual rivalry—a fact which calls for great

care in the treatment of problems of taxation, and which frequently

makes it inadvisable to adopt radical measures.

Loans. The procuring of revenue, however, is not confined to

the receipts derived from municipal undertakings and the levying

of rates, but resort is frequently had to the raising of loans. Here,

likewise, the State exerts a far-reaching influence upon the policy

of the municipality. The modem municipality operates to a fairly

large extent with credit which may be justified by the fact that

expenditure which must be incurred to-day benefits not only the

present members of the community but also those of future

generations. A loan, for instance, may be justified for the purpose of

acquiring land where its acquisition would enable the municipality
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to exert a healthy influence on the determination of prices in the

property market. From the ^standpoint of the municipality

such an investment would, as a rule, prove advantageous. The

raising of a loan may also be advocated for the purpose of estab-

lishing a municipal undertaking, seeing that the benefits of the

undertaking would be permanent. At any rate, the financial

burdening of the municipality by interest charges must always be

weighed in the light of the prospective benefit. At the present

time, when the claims on the economic activity of the municipalities

are rapidly increasing, too great a demand for credit by the muni-

cipal authorities may have very disadvantageous consequences.

Undoubtedly, it also results in the widening of the differences in

the economic wealth of the various municipalities, so that an

equalizing of the conditions of life and labour is rendered increasingly

difficult, and ultimately such competition and rivalry ends in the

superiority of a relatively small number of large cities, whilst the

majority of the municipalities remain a long way behind. However,

in the last resort this will have an injurious effect upon the private

households who have a vital interest in the regularization of pro-

duction and of prices. The principle of individual liberty, therefore,

cannot prevail without some drawbacks, even among munici-

palities. In many respects municipal expenditure resembles that of

the private householder, the efficiency of which depends upon the

amount of income available. In the first instance the most urgent

communal needs have to be satisfied, and in the case of inefficient

municipalities such needs can be only partially met.

EXPENDITURE ON EDUCATION. Hitherto
^

’

r ^ave con-

sidered only the economic activity of municipalitie s

been said of their care for instruction although in
j

training of mental capacity is of very great imp^.

economic struggle. Nevertheless, it is in this sphere
pj

^^^expendi-

ture has to adapt itself to the revenue. Naturaj>^^ State

interferes largely in this connection and strives to

amount of uniformity in spite of the existing diffe:
*

efficiency of the various municipalities. In view of
increasing

calls made upon them, the efficient municipalities havi® intention

of renouncing their superior position in the interest >

weaker

ones. More per head is spent on the teaching of the* genera-

tion than in the small rural areas. In the larger
^
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is dependent solely on his labour-power can be better prepared for

the struggle for existence than in the small localities which find

it impossible to compete. It is advisable that the State should

make greater efforts towards uniformity in this direction than it

has hitherto done. However, even ith the nodern development

of the State it is by no means in a position to surmount these differ-

ences for the needs are so great and cannot be met immediately.

Hence, in judging what can be done by an individual municipality

account must aL?o be taken of its economic resources, otherwise

we are apt to arrive at ef’^moous conclusions. What the large-scale

undertaking in the production of goods is to the small concern, so

is the large city in comparison with the small one.

SUPERIORITV OF LARGE CITIES. The benefits which accrue

from the concentration of population in a restricted area (e.g. the

increase in the value of property and the possibility of appealing

to large masses of consumers) confer upon the large city a superi-

ority which, from the individualistic standpoint, must be regarded

as unassailable. Nevertheless, in its way the small municipality

is as important as a large one, and in many respects even more so.

But since economic conditions admit of only a small settlement,

this circumstance is sufficient to render permanent its weakness

and isolation, and to give it an inferior position in comparison

with the large municipalities. The self-interest of the largest cities

knows no limit to their expenditure any more than do the rich

private households. Assistance to the small municipalities can

come only through the interference of a higher organization, such

as the State. Antagonism between town and country has always

existed, but at no time has it assumed such threatening proportions

as in recent times. Such antagonism renders difficult all attempts

to equalize the conditions which exist among the various municipal

organizations. The co-operation of the smaller local authorities

for the purpose of surmounting this antagonism is well-nigh impos-

sible on account of their dissimilarity, whereas the large munici-

palities can, with relative ease, form associations by which they

are able to execute tasks in common. Although formally the local

authorities may be on an equal footing, and although the State

may even favour the smaller localities politically, the economic

differences are as great as those which exist between the poor and

the rich householders.



CHAPTER L

THE LIMITS OF MUNICIPAL ENTERPRISES

Municipal undertakings have the disadvantages of capitalistic

companies in an enhanced measure,

DISADVANTAGES OF MUNICIPAL ADMINISTRATION. The

administration is ponderous, and there is a diminished interest on

the part of the managers as compared with private ownership,

and for this reason the municipal undertaking is out of place

wherever rapid resolutions, accurate calculations, and speedy action

are required. The same remark applies in the case of those branches

of business in which market fluctuations and changes in the tech-

nique of production play an important part. Wherever the cost

of production and the price of an article are subject to violent

fluctuations public enterprise is unsuitable. The reason for this is

that the bureaucratic management is unable to adapt itself to the

frequent fluctuations, and also because the prices charged by the

municipal undertaking for the services rendered are usually fixed

for a long period. Again, the fact that in one year great profits

are likely to occur, as in the case of private undertakings, increases

the difficulties in the administration of the municipal finances.

LIMITS OF MUNICIPAL ENTERPRISE. The limits of muni-

cipal enterprise may be briefly stated. An economic activity is the

less suitable for public undertaking the less it can be carried on in

accordance with the fixed rules and regulations which are drawn up

by the higher officials
;

in other words, in accordance with a

preconceived scheme. At the present time this remark holds good

in regard to most branches of undertakings. The fact that public

undertaking has proved successful in the case of tramways or of

municipal gas and electricity works, must not lead us to the con-

clusion that it would be advisable to substitute public for private

undertakings. Where any evils manifest themselves in a private

branch of industry it is better to consider whether municipalization

is necessary, or whether there are not other forms of regulation

which avoid the evils of private enterprise. Nowadays, the

municipalization or nationalization of whole branches of industry

is recommended in all cases where monopolistic combinations

422
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of private entrepreneurs have assumed great importance. This

may be said of mining. Proposals for the nationalization of

mines have therefore been very frequent in Groat Britain during

the past few decades. The argument is also advanced that coal

is an article that cannot be replaced and excessive exportation of

which should be prevented by the Sta^e.

FAILURES IN MUNICIPAL CONTROL. The active participation

of the municipality in monopolized industries by the establishment

of its own underOkings has hitherto proved disadvantageous,

and for this there ate tvo reasons. In the first instance, the

municipality has become too intimately connected with the interests

of the particular industiy. It is the duty of the municipality to

protect the public from exploitation by private monopolistic com-

binations but not to participate in them. In the second place, the

participation of the municipality increases the tendency towards

further and unnecessary extension, which is inherent in every cartel

and thereby causes over capitalization, which is an economic evil.

In any case it is quite misleading to advocate, as is often done

by socialistic writers, that the remedy against monopolistic com-

binations is to be found in municipalization or nationalization,

and to draw from the increasing expansion of monopolistic organiza-

tions the conclusion that the conversion of the more important

branches of industry into public undertakings is only a matter of

time. On the other hand, we must always consider municipaliza-

tion and nationalization as an ultima ratio, for it is the duty of the

puljlic body first to try other methods of economic policy. The

oft-quoted saying, and one which keeps returning in all socialistic

proposals, is undoubtedly true, viz., that a municipal or State

monopoly is a lesser evil than a private monopoly. However, this

saying overlooks the fact that the public authority possesses

numerous remedies by which it can impose restrictions upon private

monopolies, and it is questionable whether a public monopoly

does not exercise ultimately a more unfavourable influence than

does a regulated private undertaking. In any case the introduction

of such restrictive measures constitutes the first duty of modem
economic policy. With the increase of monopolistic combinations

such as trusts, cartels, etc., the municipality or State will be placed

m a better position to exercise a restrictive influence upon these

great private undertakings. In the first instance the public body
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possesses a remedy in its system of taxation and also in its power

to regulate prices where the goods are not subject to frequent price

fluctuations ;
the latter is even a simpler method than municipaliza-

tion or nationalization. It is certain that the number of branches

of industry which will be regulated in this way in the future will

become more numerous. It is also desirable to carry on the making

of profit under State supervision in the interests of the community

rather than to create special public undertakings which are usually

neither one thing nor the other ; the State strives to obtain from

them the maximum revenue whilst at the same time it is supposed

to administer the undertakings in the interest of the public.

The Case of Land. The substitution of private by public owner-

ship as a remedy against monopolies is of greater importance in the

case of land which is required for building sites in large cities.

Here the increase in value—due to the limitation in the amount of

such land—may be made to benefit the community by municipaliza-

tion. Such measures, however, cannot be regarded as a municipal

undertaking and therefore do not really concern us here.

The Fixing of Prices. To accept socialization as the only means

of opposing monopolistic organizations of private entrepreneurs is

to adopt an apparently very short-sighted view of the future, and

one which is lacking in imagination. Because private ownership

of the means of production has given rise to many evils in our

modern economic system, it is argued that we should abolish it by
leaving it to the public authority, who in its turn is expected to

administer the factors of production to better advantage th%n is

the case under private enterprise. In this respect there is a

tendency for socialists to over-estimate the economic power of the

public authority. The whole mechanism of modern exchange

which finds expression in prices has thus been misinterprceed.

Many socialists believe they have found a general standard of value

and of prices in the amount of time worked. This belief, however,

ignores altogether the fact that a just price cannot be fixed. Price

is determined by demand on the part of the consumers expressed

in money, and the principal aim of the economic mechanism and
its main difficulty consist in the estimation of the intensity and

extensity of the demand for various goods and the anticipation of

the degree in which the demand for each commodity can and ought

to be satisfied. Furthermore, the fact is ignored that this adaptation
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of the supply to the demand extends right down to the production of

the raw materials
; in other words, the distribution of the available

factors of production amongst the various branches of industry

is the most significant fact in connection with private ownership,

and it has never yet been shown how public ov/iership could effect

this distribution efficiently.

The Dangers of Misdirection. At all times socialization must be

regarded simply as the most radical remedy foi the abolition of the

evils connected with the modem industrial system. To-day, when
so many functions are kid ' >n the State, it is a most obvious, and, at

any rate, a convenient remedy. The problem of administering the

means of production and ihe creation of the most suitable economic

organization are matters left to the wisdom of the State. This

belief in the omniscience of the public authority, this pious hope

that the State will do everything for the best, is very irrational and

short-sighted. The difficulty of organizing the whole process of

production and distribution is tremendously underrated. There

is not the slightest guarantee that the available factors of production

would be directed into those channels of industry in which the most

urgent needs would be satisfied, as is the case under the modern

competitive system which works on the basis of profit. The chances

are that under a bureaucratic system of control the supply would

become more incomplete, more uniform, and the progress of

civilization would thereby suffer.

The Importance of Profit-seeking. So long as most branches of

business are subject to violent technical and economic changes, as

is the case to-day ; so long as new spheres are continually springing

up which depend on the capacity, initiative and talent of the

individual, the private undertaking, whether as a sole trading

business or as a company, seems indispensable and appears to be

superior to the municipal undertaking in regard to most branches

of business. Moreover, so long as the desire for profit is the main-

spring which leads to the promotion of new undertakings and the

improvement of supply, the private undertaking will tend to remain

the basis of the economic order. The production for profit is the

principle which makes it possible in the most complete manner

known to us for each individual to procure for himself that enjoyment

of life which corresponds to his services for others.



CHAPTER LI

THE MUNICIPALITY AND TAXATION

There are some respects in which municipal or local taxation

resembles imperial taxation, but there are other respects in which

they differ.

SIMILARITY OF LOCAL AND IMPERIAL TAXATION.
Local and imperial taxation are alike in that

—

1. They are great in amount.

2. They tend to increase.

3. They are apparently under the domination of a voting con-

stituency and yet manage to elude that control
;
for whether in

regard to local or imperial taxes, a reason is always advanced why
they should be greater this year than last. Bagehot makes the

remark that if anybody wants a cheer in the House of Commons
he has only need to stand up and utter a remark about economy,

but if he wants to be held down he must favour a particular

reduction.

4. Both are burdened with debt. The debts of the various

municipalities of England added together are about equal to the

National Debt itself. The municipalities have borrowed hundreds

of millions of pounds sterling, and whether the expenditure is

justifiable or not, it is a very serious item.

DIFFERENCES BETWEEN LCXAL AND IMPERIAL TAXA-
TION. There are differences between local and imperial taxation,

viz.

—

1. There are some imperial taxes which are quite incapable of

local application. Customs duties cannot be local. A duty cannot

be imposed on the introduction of Northampton goods into Leicester

and vice versa. Since Customs duties are impossible locally, so are

Excise duties, for otherwise they would become a protection to the

outsider. Neither Excise nor Customs duties are capable of being

local taxes. Nor can there be a local income tax. We could not

localize the income of a particular place and tax it in that place.

A man in Leeds who has something to invest may hold shares in

the Canadian Pacific Railway. There can be no such thing as

taxing the local income.

426
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2. The very principle upon which imperial taxation is founded
and assessed is not the same as that on which local taxation can
be founded and assessed. You cannot tax imperially per unit of

service rendered. We must tax imperially for the maintenance

of the Navy without any regard whatev er to the amount of service

which the Navy renders to the individual. J^ut the municipality

can levy a local tax for the paving of the streets.

3. The authorities are not the same. It is an imperial authority

which collects and rai3es the imperial tax, whereas the local authority

raises, collect and expends the local tax.

JUSTIFICATION OF LOCAL TAXATION. Inasmuch as there

are some taxes which are local and some imperial, the question

naturally arises whether there is any criterion whereby we can

decide what public objects should be catered for by local taxation

and what by imperial taxation ; where should local taxation stop

and imperial taxation begin, and vice versa. Our first object is

to try to assign some kind of measure or criterion by which we shall

determine that one object should be provided for by a local tax

and another object by an imperial tax. In order to do this we have

to divide the functions of Government into certain classes.

Functions of Government. The functions of government may be

divided into

—

1. Onerous; 2. Beneficial.

The Onerous Functions embrace those activilie.s which the public

conscience imposes upon us and which we have to carry out as

civilized people, but out of which we get no profit.

Beneficial Functions are those activities undertaken by the

local authority for which some payment is made.

As an instance of onerous functions may be mentioned the

maintenance of lunatic asylums for the poor. We do not expect

to make a profit out of them ; they are a burden of civilization

—

those who have not the possession of their faculties should be dealt

with in a humane manner and should be made as little unhappy

as their position admits, and should be given what chance there is

of restoration to their normal powers, and in doing so we must be

prepared to admit that civilization must bear a certain burden for

the work that is done.

As an example of a beneficial function we may take the provision

(by the community) of electric lighting, the running of tramways,
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the maintenance of an efficient system of main drainage, where it

is easy in each case to assign the material advantage which we

expect to derive.

Proposed Distribution of Taxation. It has been proposed by

some writers to make this distinction the basis for a distribution

of taxes between local and central authorities. The suggestion is

to allocate to imperial funds the whole of the onerous taxes whilst

the beneficial functions would be borne by local administration and

finance. But as a matter of fact when we look deeper into it,

we find that that distinction is not maintainable, for it is not

quite easy to distinguish between the onerous and the beneficial

taxation.

The Poor Rate. For instance, let us take the poor rate. Is

this rate onerous or beneficial ? It is beneficial to the pauper and

to his relatives upon whom might otherwise devolve the duty of

maintaining him. Moreover, the poor rate may sometimes be

regarded as beneficial to the whole community for the poor rate

is our great defence against mendicancy. In England no one can

actually starve except by refusing to ask. Unhappily, there is

starvation among us, but that is not suffered by those who ask

and are refused, but by those who, under the impulse of a mis-

guided but splendid feeling of independence, cling to that inde-

pendence, and who die rather than plead poverty. The Poor Law
stands between the citizen and the call for indiscriminate relief.

Sewer Rate. Again, a sewer rate for the maintenance of a main

drain is called beneficial on account of the service rendered, and yet

to the dwellers in jerry-built houses where the sanitation is not

properly looked after, the main drain is merely a reservoir of gas

which is laid on with the same success as illuminating gas is laid by

the gas company, and under these circumstances the maintenance

of the sewer rate can hardly be described as beneficial.

The Education Rate. Again, the education rate is classed as

onerous, and yet most people have risen to the point of regarding

it as beneficial. We get our return in the taught citizen. There-

fore, a distinction between onerous and beneficial is hardly quite

satisfactory as a criterion of discrimination between local and

imperial taxes. The fact is that the interests of a community are

what the French describe as solidaire. We cannot isolate an indi-

vidual who lives in a community. The slum which is improperly
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looked after breeds disease which does not stop in the slum, and
if a slum should breed such a disease as typhoid or small-pox

—

that disease will spread
; small-pox will extend to places that are

not slums ; as a matter of fact, we live under a system in which
bad sanitation means death. The disease bred in one place is

bred for exportation—^nature is too strong for us.

Many other criteria have been put forward. If the purpose

for which the tax is proposed is local, then it is suggested that a

local tax be adopted : if not, then an imperial tax. Again, from

the standpoint of intcri^st, *£ the interest concerned is a local one,

then it is suggested that ii be dealt with by local taxation
; if it

is the interest of a whole community, then it points, at all events,

to imperial assistance.

From the standpoint of administrative advantage, if we are

dealing with the local poor, if we can get local funds, local taxation,

and local administration, it is best ; for it is the local people who
are best able to guide in the application of poor relief—relief must

be help towards self-help. It should tend to put a man on his legs

again and make him a self-supporting citizen.

Residence. Another criterion is the place of residence. If the

expenditure is to benefit a person as a citizen of a particular place,

then a local tax is indicated.

In short, it may be said that local taxation and administration

are indicated when

—

1. The expenditure is intended to satisfy a local want.

2. When the added values due to the expenditure are local.

3. When the local administration is likely to be the more effective

and economical.

4. When the measures giving rise to the tax have been decided

upon by the local authority.

5. When the benefit of the expenditure is confined to the local

residents.

When the operations to be paid for have been determined by

the local authority, the local authority should then assume the

responsibility of obtaining the money locally and should expend it

locally.

NATIONAL ASSISTANCE TO LOCAL GOVERNMENT. With

regaid to imperial funds being brought to the aid of local funds,

according to Sir Robert Giffen and Lord Farrar it is a dangerous
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thing to assist local funds out of the imperial exchequer. Although

this is true, still it must be admitted that local government in itself

is worth maintaining. In the first place it is a great training school

of governors and of citizenship—the Borough Council often leads

to the County Council and then to Parliament. In the second

place, on the principle of solidarity, a great community like England

cannot allow the local authority to be too slack. For instance,

in the maintenance of the highway, the community should be

bound to keep the roads in good repair, and this involves a certain

amount of responsibility. As a rule the community issues its

instructions and should therefore help to meet the expenditure

involved.

METHODS OF ASSISTING LOCAL FUNDS. There are

various ways in which the imperial funds can be brought in to

help the local authorities, the four most important being

—

1. By local loans.

2. By definite grants from the imperial Government in aid of the

local funds.

3. By the assignment of special taxes or parts of taxes to local

purposes.

4. By the imperial authority's undertaking to deal with certain

functions chosen from among the onerous functions of the local

authority.

1 . Local Loans. Hitherto the principle has been that the nation

as a whole enjoys credit and borrows. The Government lends to

the municipality at a slightly higher rate than that at which it can

borrow. In England this forms a particular kind of stock—the

local loan stock—and this money is lent to the local authority for

purposes that the Government has already sanctioned. It looks

as if the scheme were both practicable and safe, but as a matter of

fact it has been found that it is not very safe. Out of a hundred

millions so advanced, twelve millions have been remitted ; that is

to say, six and a half millions as gifts and five and a half millions

as bad debts. Although the latter amount is not large to a great

nation like England, still it is a dangerous policy.

Again, the supremacy of electricity is in the future, and a great

many municipalities have been brought together by the power of

coal. In all probability, just as coal aggregated people td|ether

at the mouth of the pit, so electricity will scatter them over the land.
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At the present time’ the municipal stocks are considered tnistee

stocks, i.e. they are safe enough for trustees.

2. Municipal Grants. These are known as “ doles ’* and have

practically been abandoned.

3. Assignment of Certain Taxes. This was Uie plan proposed

by Mr. Goschen when he was Chancellor of the Exchequer. He
got rid of the old doles or grants and handed over the proceeds

of the Excise licence duties, and one-half of the probate duty.

A surtax of 3d. per gallon on beer and 6d. per gallon on spirits

were also assigned, ih^ n al difficulty of this method is that the

accounts become confused, municipal responsibility is taken away
and extravagance tends to result. The rates are all pooled, and

when the accounts of any municipality are examined, it is difficult

to see what it spends itself ana what it derives from the imperial

funds. In short, with the absence of exclusive local contribution,

exclusive local control is lost.

4. The Bearing of Onerous Taxes. The proposal is to select

certain of the onerous functions and take them off the hands of the

local authorities altogether
; e.g. lunatic asylums maintained at

the public expense. A large number of prisons have been taken

over. Unless the imperial authority looks after these undertakings

and contributes towards them, there tends to be an absence of

uniformity and consequent injustice.

GREAT DEVELOPMENTS IN LOCAL GOVERNMENT. During

the last seventy years enormous advance has been made in local

government. In 1842 the local authorities raised for local purposes

about eighteen millions and the imperial funds contributed a little

more than half a million—^£640,000. Now, local authorities are

raising about fifty millions and Parliament contributes thereto

about twelve millions. The principal items are

—

1. Education, to which imperial funds contribute heavily.

Industrial schools, reformatory schools, etc., are included under

this heading.

2. Health, where imperial funds contribute towards medical

officers of health, inspectors of nuisances, diseases of animals, etc.

3. The Police. The central authority contributes one-half of

the cost of the upkeep of the police force after inspectors have

reported their efficiency. The cosU of prosecutions when undertaken

by the Government are met out of imperial funds.
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4. The maintenance of fire brigades, tum-pike roads, registration

of births, marriages, and deaths.

Up to 1888 the whole of these contributions were paid by vote,

but now the larger proportion included in the local taxation accounts

are,paid out of the assigned revenues mentioned above.

INCIDENCE OF LOCAL TAXATION. The incidence of a local

rate largely depends on its amount. If the local rate is heavy, it

tends to fall partly on the landlords in the neighbourhood, whereas

a light rate brings inhabitants into the district, causes competition

for houses and enables the burden to be put on the incoming

tenant. The rates are different in different places, and the question

arises as to the wisdom of making rates uniform.

If the rates are high because of poverty, it would be better to

equalize the rates so as to attract capital into the districts.

However, the cause of the difference in the rates should first be

discovered before any attempt is made to alter it by bringing in

assistance from outside.

TEST PAPER VIII

1. '‘The local authority may be regarded as the resultant of the

wishes and forces which operate within the private household."

Explain and elucidate this statement.

2. Write notes on : Administrative County, Municipal Borough,

Rural District Council, Urban District Council.

3. The various forms of enterprise carried on by a municipality may
be grouped into Municipal Institutions, Municipal Utilities, and
Municipal Undertakings. Distinguish clearly between these different

forms of enterprise.

4. What do you mean by a municipal undertaking ? Enumerate
the main types of such undertakings.

5. Discuss the principles that should govern a municipality in fixing

the charges to be made in its gas and tramway undertakings.

6. Consider the causes which induce municipalities to establish their

own independent undertakings.

7. " The very best of all plans of finance is to spend little, and the

best of all taxes is that which is least in amount." Examine, from the

standpoint of municipal economy, the conception of financial policy

presented in this passage.

8. Give any arguments in favour of and against larger areas in Local

Government.
9. Describe the typical organization of a municipality and show to

what extent division of labour is usually carried.
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10. Into what main departments may the municipal organization
be divided ? Describe the work of two of the departments you mention.

1 1. What are the chief sources of revenue and objects of expenditure
of a municipality ?

12. To what extent is the municipality responsible for the provision

of an adequate police force ? How are the necessary funds provided ?

13. What are the main differences between local and imperial

taxation ?

14. How are the relations between central and Jocal taxation regulated

in Engla-.d ?

15. Di. cuss the various va^s in Vvhich the imperial funds may be
utilized by local authorities

16. Discuss the principle s vhicn should govern the apportionment

of expenditure oii primary education bc?tween the State and local

authcirities.

17. Examine the eionomic arguments for and against municipal

trading.

18. “ Government, ^vhether central or local, national or municipal,

should be model employers.'* Discuss this statement.

19. Describe the system of local rating in England and discuss

briefly any problems that arise from it.

20. Explain and criticize the various methods of borrowing adopted

by municipalities and limited liability companies.

21. Is the levying of a rate or of an income tax the fairer method of

raising revenue for local expenditure ?

22. Explain and criticize the management of municipal affairs

through committees.

29~-(l 41011)



SECTION IX

THE STATE

CHAPTER Lll

THE NATURE OF THE STATE

The state is an organization for the regulation of intercourse with

other State organizations and also for the regulation of the relations

which exist between the members residing in its own area. It

regulates not only the forms assumed by the various undertakings

but also the nature of the intercourse between the various house-

holds, undertakings, and organizations. Since these are an

expression of the struggle for existence which is always being waged

by individuals and businesses, the State cannot create these different

forms and institutions but can only give its sanction to them. In

view of the fact that the authority of the State is not a fixed quantity

but is conditioned by the degree of strength possessed by its

members who are continually engaged in waging a competitive

struggle, it follows that the influence of the State upon economic

life must not be over-estimated. The authority of the State is

rather the resultant of the various forces fighting for power as it

issues from the economic structure of the inhabitants of a national

area. From this it is not to be understood that the power of the

State does not possess its own independence. This independence

arises out of a tradition, out of the existence of a body of officials,

out of the changing dynamic of the forces which are ever struggling

for power. Its actual independence is not absolute, but is largely

conditioned by the groups of private households which, for the time

being, represent the economic power.

REGULATING POWER OF THE STATE. If there were no

public organizations, the competitive struggle of private households

one against the other would be fought out in a manner quite

different from that which now takes place under the State.

Although the State itself cannot abolish this struggle, yet it can

influence considerably the means by which it is waged. In the

434
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place of physical superiority, instead of brute force, we have
decision by State legislation, the recognition of which is enforced

by the authority of the State, and, if necessary, by the employment
of force. Such legislation, however, is by no means absolutely

just, but depends rather upon the prevailing forces which, for the

time being, constitute the State ; nev- rtheless, the progress which

is wrought by the State is tremendous when it is remembered that

it is due to State legislation that men are forced to wage the com-

petitive struggle according to rules which exclude the employment

of brute irce. It has cakcn long to abolish the right of the stronger

and for prace to be secutr I vhtnin a certain territory.

State Compulsion. Tlic State organization eliminates within its

area the application of physical force by the private households

which vie with each other on the basis of private property. It

offers protection against all attacks which are contrary to the view

of private property. It is especially in the dispensation of law,

i.e, in the judicature, that the regulating power of the State is

manifested. The municipality is the compulsory organization for

the local and the State for the national market area. The com-

pulsory nature of the State renders necessary the creation and main-

tenance of an organization which requires a system of management

of its own. It is in the nature of every organization that the

management should have a material superiority over its members

however democratic may be the organization. If this is true in

regard to voluntary organizations, it is even more essential in the

case of compulsory organizations.

LIMITATION OF POWER OF THE STATE. The strength of

the political compulsory organization increases with the number

of members which are included in the organization. But even this

power has its limits which arise out of the organization itself. In

contrast to the separate private households or the individual

undertakings, the power of the organization is superior, but it is

not superior to the totality of the private hou.seholds and under-

takings. The power of the State is based upon that of private

households. Only in so far as the power of the State is maintained

by the private households, can it continue to be effective. In such

a compulsory organization there are violent struggles on the part

of the householders, and strong antagonisms exist. Naturally the

tendency is for the State authority to represent the resultant of
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these conflicting forces within the national area, although this

tendency is by no means always asserted smoothly and immediately.

If the resultant assumes another form, it does not follow that the

State also immediately assumes a different shape. It usually

requires strong and continued conflicts before a state of equilibrium

is reached. These struggles are rendered more difficult by the fact

that the forces striving for political and economic power can by
no means be accurately ascertained, since the struggle is continuous,

and the result cannot be accurately foreseen.

Decisions are arrived at only by the continuous measuring of

forces which are constantly reacting upon the State organization.

FUNCTIONS OF GOVERNMENT. According to Adam Smith

there were only three ruling functions for the Government to attend

to—
1 . The protection of all its citizens from external force or fraud ;

that is to say, the maintenance of an army and a navy to protect

each community against the possible aggression of some other

community.

2. The protection of each subject against force or fraud of others
;

that is to say, the maintenance of law and order, the administration

of justice, and of an effective system of police.

3. The provision of other conveniences. What it is the interest

of everyone to attend to, generally leads to no one attending to it.

For example, it is to everybody's advantage that there should be

lighthouses round the coast, and still it is no particular person's

duty to provide such conveniences. Therefore, it is the duty of the

Government to interfere and make the provision.

Of recent years, England has tended to entrust a great many
more functions to the Government than was formerly the case,

and there has been a consequent increase of public expenditure.

STATE ADMINISTRATION. The supreme power in the State

organization is the Cabinet, which decides upon all important

questions of general policy. All details connected with the working

out of such policies and all routine business is left to the various

departments of State. At the head of each of these is placed a

member of the Government who is responsible for everything done

or omitted by the department over which he has control. In most

of these departments there is an under-secretary who is also a

member of the Government. Besides these parliamentary heads of



THE NATURE OF THE STATE 437

departments there are a number of permanent officials and a clerical

staff. It is essential that there should be such permanent officials,

on whom the parliamentary head may rely, for they preserve the

continuity of the administrative work in the various departments.

The magnitude of the operations conducted bv the State organiza-

tion may be gauged by the number of persons engaged on the

personnel and staffs of Ihe various departnuMus which are shown
in the h Ilowing table—

THi; Srvn OKGAl' IZATION
N'- 1. AND Staffs

1914
(Pre War)

.

1918
(Armistice

Day).

1922
(April 1st).

1923
(April 1st).

1. Personnel of Army, Navy,
and Air 1'orcc—

Army ....
Navy ....
Air Force

174,500
145,600

3,996,000
436.000
293.000

196,000

121,400
27,300

156,000
99,500
28,000

Total 320,100 4,725,000 344,700 283,500

2. Staffs of Government
Departments

—

War Office

Admiralty
Air Ministry .

Post Office

Ministry of Pensions
Inland Revenue
Ministry of Labour
Customs and Excise
Board of Trade
Other Departments.

2,800
5.400

208,900

15.800
4.400
10,300

2,500
28.800

18,324
20,457
4,646

197,315
8,561
16,949
8,484
11,164

18,907
113,218

5,760
9,109
1,854

: 85, 196
22,919
20,645
20,579
11,487
5,519

34,653

4,685
8,203
1,644

181,173
23,552
20,410
15,462
11.640
5,439

32,790

Total . 278,900 418,025 317,721 304.998

The figures of 1914 and 1918 include proximately 25,000 persons

engaged on Irish services, who are not included in 1922 and 1923.

The number engaged on Imperial Services in connection with

Ireland on 1st April, 1923, was 969, who are included in the above

table. Industrial staffs (dockyards, etc.), are excluded throughout,

DEPARTMENT OF OVERSEAS TRADE. The most important

Government departments which exercise any control over commerce

are the Ministry of Transport, Ministry of Health, and the Board
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of Trade, all of which are dealt with in The Principles and

Practice of Commerce.^ Here we shall deal with the assistance

given to trade by the State through the Department of Overseas

Trade, which is a joint department of the Board of Trade and the

Foreign Office. This department was formed in 1917 with the

object of becoming the centre from which British traders should be

able ^to obtain reliable information of a commercial nature

concerning any overseas market.

The Department of Overseas Trade assists the individual trader

in the following ways

—

1. By distributing information through circulars and through

the medium of the Press.

2. By dispatching expert missions, in co-operation with trade

associations, to study overseas markets.

3. By supplying information to hona fide exporters of British

goods on the following, amongst other, matters

—

{a) Contracts open to tender.

(6) Overseas demand for particular goods.

(c) Lists of importers of various goods in overseas markets.

{d) Suitable agents for British manufacturers and merchants.

[e) Best methods of marketing and distribution
;

credit condi-

tions ; terms of payment ; nature of competition, and the best

way of combating it.

(/) Customs tariffs and regulations
;

regulations governing

commercial travellers
;

registration of trade marks ; consular

invoices, etc.

(g) Statistics of imports and exports.

{h) Shipping and transport.

(t) Manufacturers of any special goods in the United Kingdom.

{j) Sources of supply of raw materials.

4. By organizing trade fairs with the object of attracting

important overseas buyers, and bringing them into touch with the

British producer.

5. By arranging exhibitions of foreign goods and catalogues

for the guidance of British manufacturers who may be able to

produce competitive articles.

Organization of the Department. The Department of Overseas

Trade is served by an efficient network of representatives throughout

^ By James Stephenson, M.A., M.Com., D.Sc. (Pitman).
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the world, who maintain a constant supply of information to the

home centre and provide local assistance in the promotion of

British trade. The Depaitment has control of the following

services for this purpose

—

1. The Trade Commissioner and Imperial Trade Correspondent

Services in the Empire. Since the War the Department has been
engaged m building up a much more comprehensive commercial

organiz** ‘ion than existed in )>re-war days. Trade Commissioners

are now listributed in diftertnt parts of the Empire whose energies

are devoted to the dev 'dir omen t of British trade.

2. 1 le Cominercid Diplomacic Service attached to the British

diplomatic iriissions in foreign countries. In place of the handful

of pre-war '^lommorcjal Attaches, a new service, styled the Com-
mercial Diplomatic Service, has been established. The officers of

the service are stationed in all the more important foreign markets

of the world, and have general supervision over the commercial

work of the consular officers in their respective areas.

3. The British Consular Service in foreign countries. In addition,

the Consular Service has been reorganized and established on an

improved footing. Emphasis is now thrown on the importance

of the commercial side of consular work, and every effort is made
to recruit for the Consular Service men with the necessary

qualifications for the work which they will handle.

The overseas officers of the Department are kept constantly

posted by the Department of Overseas Trade through the issue of

regular bulletins on all commercial and industrial developments of

importance at home ; but this would be insufficient without

personal knowledge. Accordingly, it has been found useful to

bring overseas officers home at regular intervals and arrange, with

the valuable co-operation of chambers of commerce, for them to

visit the principal industrial centres of the United Kingdom. The

organization of such visits is a regular part of the work of the

Department. The average length of a visit is about four months,

during which time the visiting officer undertakes some hundreds

of interviews, besides addressing chambers of commerce, trade

associations, and similar commercial bodies, and at the same time

availing himself of the opportunity of visiting works and factories,

and familiarizing himself generally with the methods and products

of British manufacturers.



CHAPTER Lin

THE STATE IN RELATION TO INDUSTRY

THE STATE IN RELATION TO AGRICULTURE. The agricultural

policy of the State consists of those measures which are calculated

to exert an influence upon the agricultural undertakings in a com-

munity. The State does not interfere with the agricultural under

taking itself, but merely creates certain conditions for the successful

management of such agricultural undertakings. It will suffice

here to give a few important examples to show how the State

attempts to exercise an influence upon the undertakings engaged in

agriculture. The basis of agriculture is the land which cannot

be increased but which is the free gifi of nature. A certain minimum

area—by no means fixed—is the preliminary condition for an

agricultural undertaking. An important agricultural and political

question is whether the free and unrestricted partition of the land

should or should not be allowed. The fear is that the partition

might lead to such a dispersion of the ownership of the land as to

endanger the areas necessary for small holdings. In some countries

this unlimited partition has led to an excessive increase of smaller

and smaller holdings. To a certain extent, however, there sets in

an automatic reaction against too far reaching a dispersion, if the

small holdings do not happen to succeed. The small holder

increases his area under cultivation by the purchase of additional

holdings. At any rate, this uneconomic dispersion remains a

disadvantage which is capable of readjustment by the policy of the

State. This is usually effected by the recognition of the law of

primogeniture which leaves the land—the basis of an undertaking

—

to one heir, whereas the others are paid off or satisfied with money
or with interest claims. There are many different methods adopted

by the State to counteract the splitting up of agricultural areas,

and different methods are frequently adopted in one and the same

State owing to the fact that great attention has to be paid to the

customs of the people. At any rate, the State restricts in a far-

reaching degree the free right of disposal of property by the individual

owners. Likewise, the State lays down the conditions for the

establishment of entails. Furthermore, the State devotes particular

440
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attention to the regulation of agricultural credit, that is, to the

system of mortgaging estates. Upon the nature of the mortgage

regulations depends not only the power to obtain credit, but upon
these also depends the price of the credit. Of course, there is also

an increasing danger of burdening e; tates to ) heavily, and this

cannot be prevented by State enactments. W th the co-operation

of the State, credit institutions are cstablish(id for the mediation

of credi to agricultural organizations Moreover, the State can

also infl icnce by its meesure^' the price of agri('ultural produce.

In son«e continental co .ntnes. especially in Germany, this is

eHecteu by means of prottclive duties on agricultural produce.

Although it may be difficult <o determine the precise influence of

a duty upon the prevailing prices, it is certain that the idea of the

duty is to raise the price and this aim is generally accomplished.

Naturally the measures controlling the agricultural policy of the

State restrict or enlarge the freedom of action of the individual

entrepreneur, but in particular they leave untouched the method

of managing the individual undertaking.

Moreover, under modern conditions, the State would not have

the power to exert any considerable influence in this direction on

the millions of undertakings. A proper understanding of the

agricultural policy of modern times assumes an insight into the

history of agriculture, but this will be found elsewhere. In England

agricultural policy has taken an entirely different course of develop-

ment from that of most continental countries, and it is quite

impossible to draw a parallel between the two. The power of the

agricultural undertakings in relation to the State is so strong in

most continental countries that the State is compelled to give careful

consideration to the agricultural interests. It is fallacious to assume

that the political power of the agricultural interests has no economic

foundation, but is merely based upon tradition. On the whole, the

political activity of the agricultural interests is determined by the

magnitude of their economic power.

THE STATE IN RELATION TO AFFORESTATION. In con-

nection with the agricultural policy we will also refer to the policy

of afforestation, for in this, likewise, the soil is the chief factor

determining the success of the undertaking. In afforestation the

State is usually interested to a much greater extent than in

agriculture, ^^ilst the agricultural undertaking is the business
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of the private individual, the State as an organization takes an

entirely different interest in the extent, distribution and manage-

ment of the forests. If we were to leave forestry to the private

individual the extent of the forests would be reduced and a policy

of exploitation—detrimental to the whole area—^would be carried on.

For this reason the State not only supervises the forest property

of private people, such as the Church, and municipal property, but

itself carries on forestry on a large scale. In Germany, for instance,

the State has sovereign rights over all forests
;

it has the power to
*

restrict the splitting up of forests into a number of holdings, and

can issue prohibitions of deforestation and devastation. It can

compel the owners to renew the forests, or it can even ex-

appropriate the present owners where it is to the interest of the

public. The State can also influence and determine the method of

cultivation even in the case of privately-owned forests.

THE STATE IN RELATION TO MINING. Whereas the State

leaves agricultural land in the main to private owners and private

undertakings, and whereas on the other hand to a large extent

the State itself manages the forests, in many European countries

it has for a long time claimed crown rights over the subterranean

treasures
; but in more recent times it has handed these over to

private ownership, and in most cases has merely reserved to itself

the right of supervision which latter, however, is of a varied charac-

ter. It cannot be denied that mining under private ownership

has made great progress, but it has also led to the existence of grave

abuses which have recently led to attempts at placing restrictions

on private ownership in mines.

The years following the Armistice, which was declared in 1918,

were characterized by wide-spread labour unrest especially among
the miners. The latter demanded not merely considerable increase

in wages and a six-hour day, but nationalization of the mines and

minerals. Before coming to a decision, the Government naturally

wished to consider the effect on the community of such stringent

changes in the fundamental industry of the country. They there-

fore set up a Royal Commission presided over by Mr. Justice Sankey

which recommended nationalization and also called attention to

the alarming decrease of output from the mines. The miners'

leaders insisted that the Government were bound to accept the

nationalization advocated in the Sankey reports. But in the
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opinion of the Government this was emphatically repudiated,

and it was held that the nation, and not a faction, should decide

a political and economic question of this magnitude. As time went
on it became increasingly evident that the experience of Government
control during the War had not inclined thj country in favour of

nationalization.

THE STATE IN RELATION TO MANUFACTURES. The
attitud of the Stale towards industrial questions is intimately

connect d with the rise and dt^velopment of modem manufactures.

It was this attiti'.ae v^hich compelled the State to sweep away the

existn g ol^stacle o to maiiTifactares and to recognize liberal principles,

the most essential of which was the freedom of industry. * In smaller

market areas where demand and output can be controlled, the State

may to a large extent supervise and direct economic life, but this

possibility recedes with the expansion and interlacing of the market

areas and with the progress of division of labour in the sphere of

manufacture. With the decline in importance of agriculture and

of crafts, the claims of the private households and undertakings

tend to assert themselves and their economic success is obtained

by unrestricted competition, and in the free development of the

market area. In nearly all spheres the State is obliged to pay

due regard to this. In particular, the result of this strong current

is by recognition by the State of industrial freedom, which, however,

had already been won to a large extent by the expansion of industry

before it received the sanction of the State. Even to-day the

economic policy of the State postulates a certain amount of laissez-

faire (although this principle has been modified in many spheres).

In general, however, it may still be said that our present-day

industrial constitution, as it is revealed in the laws of the State, is

based upon laissez-faire.

The restriction of industry or of certain trades to the towns or to

certain persons and classes has been abolished ; all exclusive rights

and privileges have been cleared away, as well as the prohibition

to carry on two or more trades simultaneously, and the gild require-

ment to prove one's capacity (e.g. production of a masterpiece).

Nowadays there are only a very few restrictions which the State

has reserved to itself in the interest of the public. Of course, these

are legislative impediments handed down from the past, and were

an obstacle to the expansion of the market area and consequently
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to the development of the modern undertaking. One is led to

wonder how the economic policy of the State could assert itself in

the direction of laissez-faire when agriculture and crafts were still

the powerful factors in the struggle against the rising manufacturing

undertakings. It is apparent, however, that both agriculture and

crafts were conducted in an isolated and unorganized manner, and

were split up into a number of difierent interests. At first agri-

culture was only. partly interested in the rise of manufacturing

undertakings, that is, where the sale of its produce (in some cases

at least) increased more rapidly than had previously been the case.

At first the rise of industry in the towns exerted a very favourable

influence upon agriculture, and this development was originally

looked upon from the standpoint of this advantage.

At first even the crafts were largely split up in their attitude

towards the principles of laissez-fkire, especially seeing that the

restrictions imposed by the gilds constituted an impediment to a

large section of the craftsmen themselves. Thus the spirit of

laissez-faire was asserted, although it was necessary for the manu-

facturers on their own initiative to exercise political influence upon

the State. In connection with this development of the economic

policy of the State, a whole series of laws cleared the way for

industrial development and sanctioned the standards set up by it.

In this connection reference need be made only to the facilities

given to company development which were regulated in England

by a number of Acts which were afterwards codified by the Act

of 1862.

In the earlier stages the State endeavoured to regulate this

development by special Acts and strong supervision. Here,

however, the idea of laissez-faire likewise asserted itself so that

State sanction and supervision were abolished. Excesses in

the sphere of company promotion, however, have led to renewed

interference by the State, but on the whole companies have been

able to develop so freely that to-day the cry for restriction is often

raised owing to the fact that freedom is frequently abused. In

turn, however, industrial freedom led to the rise of combination,

coalition, and organization, that is, to principles out of which can

be forged the strongest weapons to counteract the evils of laissez-

faire, On the basis of laissez-faire the economic struggle was able

to develop more strongly than ever, and led to social phenomena
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which, at first, became a danger to the workers, to the crafts, and
also to agriculture. Consequently counter-currents were let loose

which made impossible the maintenance of the principle of com-
plete laissez-faire. In various spheres tiiere were discernible

reactionary movements whu:h were clearly reflected in the economic

policy of the State. The result of Lissez-fai e has been that the

larger undertakings restrict or even abolisl. altogether mutual

competition and thus change the principle cf laissez-faire into one

of con jination. All this accounts for the former existence of

laissez ,aire whic!: s^iil servu s, although in practice the economic

policy (*f the State. incr< turns away from it. This change

of policy cannot be ap})lied to the needs of the majority of private

households and undertaking', for to them laissez-faire continues to

form the prelimmaiy condition for their existence. It will first

be necessary to create the coalitions and organizations which will

themselves restrict their own freedom and then force the State to

recognize them. Thus the State would be given an economic

and political trend in accordance with which the principles of

laissez-faire could be replaced by the principle of restriction and

solidarity.

The principal economic policy of the State, especially in relation

to industry, can be understood only from the standpoint of such

a development. The State itself cannot force the pace, but it can

and will only follow it. Hence, no doubt, the rise of cartels is a

delicate question bearing upon the policy of the State. It is true

cartels often offend the principles of laissez-faire no matter how

much the courts try to cloak the offence. However, the State

cannot attain anything by repressive legislation as has already been

experienced by the measures taken in the United States.



CHAPTER LIV

THE TRADING POLICY OF THE STATE

The trading policy of a country is that part of the general economic

policy which, by interfering in the conditions of exchange, endeav-

ours to exert ah influence upon the national well-being. Its

control is chiefly in the hands of the State, although the munici-

palities and other public or even voluntary organizations may
exercise a determining influence upon it. During the Middle Ages

commercial policy was dictated mainly by the towns, but to-day

the State stands in the foreground to such an extent that our

attention may be confined to its, action. The commercial policy

of the State should be such as to keep in view the maintenance

and development of the common interests of the nation. In this

respect the State, in pursuit of its aims, does not always pay regard

solely to the interests of commerce, but to the common interests of

the nation, especially in regard to the needs of agriculture and of

manufactures; and to watch that commerce does not develop

any forms which are detrimental to the well-being of the consumers.

Such considerations frequently result in restrictions being imposed

by the State upon the trading activities of the people, a tendency

which has been very marked in most countries since the outbreak

of the War in 1914.

THE COERCIVE ACTION OF THE STATE. The coercive

measures within the power of the State are of such a kind that it

can exercise much more influence in the direction of trade restric-

tion than in the direction of trade facilitation ; for this reason, the

mercantile interests demand of the State, not so much assistance

of their interests, but rather freedom of action and the removal

of all restrictions. On the other hand, where the representatives

of the agricultural and manufacturing interests gain too great an

influence upon the Government, the general commercial interests

of the community might easily be affected in an unfavourable

manner. One of the most important functions of the State is to

discover in their policy the via media.

Amongst the various measures of commercial policy, those stand

446
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in the foreground which have a direct influence on commerce proper,

or at least aim at exercising it. Of course, a large number of the

tasks of a general industrial policy indirectly exert a great influence

upon commerce, such as the creation of safe means of communica-
tion and of transport, the regulation of weights and measures, the

codification of law, etc. All these matters, however, do not assist

commerce alone, but they are subsen/ient to che whole industrial

activity of the community. As a rule they ore arranged primarily

in the i = !erests of agi icuiture and manufactures, and only secondarily

to suit ^he needs of cornm.n c. In many of these measures of

indust ? iii' policy, o^peckry in regard to communications, commerce

has a j^Tcater imprest in die manner of their regulation than either

of the other two liranciies of production. Here we shall confine

ourselves tr* a coj\sid<jration of those measures which have a direct

bearing on comme^'ce.

The commercial policy of a country may be divided into two

clearly marked divisions, viz., the internal and the external policy.

The former is concerned with the regulation of the home trade and,

in the main, occupies itself with dealings in merchandise, whereas

the function of the latter is to safeguard the general economic

interests of the nation in its dealings with foreign countries. The

external commercial policy is concerned not merely with the

development of trade with foreign countries, but it endeavours to

further the whole of the economic interests of the nation. In

regard to both internal and external affairs, the State has in its

hands a variety of means which it may employ in order to carry

out its aims. Here we shall refer briefly to the measures which are

most important and which are usually employed.

INTERNAL COMMERCIAL POLICY. In comparison with the

mercantile period, which was characterized by its numerous restric-

tions on the freedom of competition, the policy which now regulates

the internal trade of the country has lost much of its efficacy during

the past few centuries. Before the outbreak of the World War
in 1914 the restrictions on inland trade had gradually been removed

in all civilized states, and in their place there had been established

a system of free intercourse. The internal restrictions which

remained at the outbreak of war had been introduced at the instiga-

tion of certain groups of interests with the intention of mitigating

the evils of competition, and were calculated to serve the interests
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of public morality, law and order as well as the safety and health

of the members of the community.

These restrictions correspond to the measures which have been

introduced for the regulations of industrial workers
; they do not

affect the wholesale trade but principally the retail trade.

Trade Regulations. The following are the most important

measures which regulate the internal trade of this country at the

present time

—

1. Measures which have been introduced for reasons of social

safety and well-being and which aim at the protection of both the

consumer and the shopkeeper. In this category may be included

the licensing laws applied to the retail trade in alcoholic liquors

and spirits
;

the regulation of the trade of the pharmaceutical

chemist including the sale of medicines, poisons, and drugs, and the

sale of explosives. There are also legislative restrictions on the

conduct of such callings as the auctioneer, the accountant, and

other persons engaged in commerce. The Food and Drugs Act

helps to prevent the sale of unwholesome or adulterated goods,

whilst the. Money Lenders Act aims at the protection of the financial

interests of the ignorant.

2. There are measures which regulate the trade of the pedlar

and similar dealers. Such measures involve a considerable restric-

tion of this kind of trade, but they owe their origin only partly to

reasons of safety and public welfare. Their existence is due more

to the consideration of the Government for the local retail shop-

keeper who has continually clamoured for protection against the

competition of such persons.

3. The State has also interfered for the protection of the trader

against unfair competition and the prevention of the ruthless

application of immoral business practices. Thus the law affords

protection against the unfair appropriation of the personal rights

of competitors, and against the deception of the public by means

of fraudulent advertising with the object of acquiring customers.

In England the law protects the firm name, and special Acts have

been passed for the protection of patents, patterns, and trade marks.

THE DEVELOPMENT OF TRADE. In contrast to the

measures which aim at the restriction of trade, the following may
be said to aim at its development and extension

—

1, The regulation of the legal conditions of trade by the passing
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of special Acts of Parliament, such as the Bills of Exchange Act.

1882 ; the Sale of Goods Act, 1893 ; the Factors Act, 1889 ; the

Merchant Shipping Acts, 1894-1921 ; and the Railway Act. 1921.

These Acts are adapted to the particular requirements of British

commerce, and in addition there are numerous other legal enact-

ments which have been of great assistance i?i the creation of clear

and secure business conditions.

2. The improvement by the State and the municipality of the

system of commercial education which is a sine qua non for the

successful conduct buriness. In addition to evening continua-

tion classes, and higher commercial schools, courses in commerce
have now been established at many of cur universities.

3. The establishment of markets, exchanges, fairs, and exhibitions.

4. The better organization of trade by means of voluntary

associations, such as chambers of trade, chambers of commerce,

and other institutions.

5. Numerous measures having a beneficial effect upon commerce,

such as the improvements in transport, the creation of a common
system of weights and measures, and the establishment of a sound

system of currency and banking.

EXTERNAL COMMERCIAL POLICY. The policy applied to our

foreign commerce aims not only at the safeguarding of commerce

proper but also at the protection of the economic interests of the

whole nation in its intercourse with foreign countries. In the

course of time this policy has been dictated by a variety of economic

theories among which the controversial question of Free Trade

and Protection have always been in the foreground. Even at the

present time this question remains undecided and the last few

generations have witnessed an appreciable accentuation of pro-

tective duties in place of the former Free Trade movement, which

amounts to a kind of modern mercantilism. As can be seen from

the history of commerce, this question of fiscal policy must not be

viewed from the same standpoint for all nations and for all times,

but it depends in a large measure upon the economic and political

conditions of the country under consideration, and in practice it is

rather a question of what may be advisable at the time, than a

purely theoretical question of principle. To-day neither Free

Trade nor Protection can be condemned on principle in all cases.

In certain respects either the one or the other may better meet the

30-~(1410h)
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economic needs of the country. However, in a State which is

largely dominated by certain groups of interests, it is possible to

overstrain one or the other principle in their favour, and this must

have an adverse influence on the economic system as a whole. In

that case it is the duty of the Government, through a change in its

commercial policy, to safeguard the interests of the community.

Free Trade. The theory of Free Trade, viewed from the stand-

point of world economy, is unquestionably the correct one ; it

aims at the realization of an ideal state in which all peoples devote

themselves to those occupations in which they can produce to the

best advantage, and in which the most complete system of inter-

national division of labour and the greatest wealth for the whole

of humanity would be attained. However, the question of Free

Trade and Protection has to be answered according to the prevailing

economic conditions in the respective countries of the world.

Protection. The fact that a tariff policy often leads to warfare

cannot be disputed. The return to protection of an increasing

number of countries who had adopted a Free Trade policy during

the nineteenth century tended, especially after 1870, to create the

atmosphere which paved the way for the World War of 1914 with

its terrible consequences.

In modern times the external commercial policy is carried into

effect chiefly by means of Customs Duties levied on goods when they

cross the frontiers of the State, and of these there are a great number

of different kinds. A distinction is drawn between import and

export duties, the former being levied on goods entering the country,

and the latter on goods leaving the country. There are also

transit duties imposed upon goods in transit
; ad valorem duties

levied on the declared value of the goods
; specific duties on goods

according to their weight, irrespective of value. There are also

protective duties, and duties imposed for revenue purposes—the

former being designed to afford protection to certain branches of

the home industry, whilst the latter are intended to improve the

finances of the State. There are differential duties which accord

vaiying kinds of treatment to some countries or to certain goods,

or preferential duties which confer a favour upon the country

affected.

There are reciprocal duties which are used as a political weapon,

and also educational duties which are levied for the protection of an
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industry in its infancy. These latter are imposed until the particular

industry has become strong enough to compete against similar

foreign industries.

The customs tariff is a systematic table of all the duties imposed
by a country, and is fixed by the State. An autonomous customs

tariff is one in which the State retains the liferty to alter the duties

without consulting any other power
; a convention tariff is one

which is based upon a mutual agreement between two States

;

and cannot be altered by either of the contracting parties within a

certain period of tiine.

In addition to the irjposition of customs duties the State has the

power to prohibit the importation and exportation of goods although

this policy is adopted in few cases as compared with former times.

Likewise, export bounties are of rare occurrence in recent times

compared with the days of mercantilism. These export bounties

are granted by the State in order to enable exporters to sell their

goods abroad at a price lowered by the amount of the bounty and

thus to ensure a large turnover. Thus they form a direct means of

developing the export trade.

Of greater importance, however, are the means at the disposal

of the State for the mitigation of certain restrictions of trade

occasioned by the customs duties. In the case of dutiable imports

which are intended for subsequent re-export, the State grants a

refund of the duty paid on the goods in the form of a drawback.

The establishment of bonded warehouses has done much to facilitate

the British entrepot trade by enabling the country to participate

to a larger extent in foreign trade. Under this system dutiable

raw materials may be admitted into a warehouse where they are

converted into articles of greater value, and then re-exported to a

foreign country without the necessity of having to pay duty thereon.

Finally, further means for the development of foreign trade by

the State may be found in the organization of a Consular Service,

the investigation into foreign market conditions, the preparation

of reports concerning the commercial possibilities of the future, the

institution of sample exhibitions and commercial museums, the

organization of commercial statistics, the granting of shipping

subsidies, the opening up of imperial resources, the protection of

the nation’s interests in foreign countries by the maintenance of

a strong fleet and an efficient foreign policy.



CHAPTER LV

THE STATE IN RELATION TO CURRENCY AND FINANCE

THE STATE AND THE MONETARY SYSTEM. With the develop-

ment of financial intercourse, the necessity for the State to control

the common interests of the various classes of its members has led to

the control of the whole of the monetary system. It is in the

interests of trade that the media of exchange, by which transactions

are effected, should be of irreproachable quality, that they should

be generally accepted, and should be available in sufficient quantity.

The State not only reserves to itself the right to issue media of

exchange, but it also authorizes what money shall be legal tender

within its area. From the history of the coinage and currency,

it can be clearly seen how the combination of small market areas

into large political and economic units has rendered necessary the

control of financial intercourse by the State. Of course, the State

cannot interfere arbitrarily in these matters, nor can it introduce

its measures without regard to past development, but it rather

follows in the wake of former customs which have asserted them-

selves in financial intercourse and endeavours gradually to bring

the coinage and the currency into a condition suitable to the general

interests of the population. In this connection the term “ general

interests ** must not be taken to mean that the interests of all

private households and undertakings are served to the same extent.

THE STATE AND THE CURRENCY SYSTEM. In all civilized

countries the regulation of the currency is vested in the State

organization, which has the sole and exclusive right to mint coins.

The State determines the regulations of the Mint, that is, the weight

and fineness of the coins. It decides what money shall be legal

tender, whether gold or gold and silver, or silver and paper, etc.

As nearly all market areas carry on trade with other market areas,

the method of regulating the currency system of a country is by no

means a matter of indifference, and in intercourse with foreign

market areas, the advantages and disadvantages of the currency

system are most clearly manifested. International transactions

are not conducted on the basis of any particular State currency,

but they are conducted exclusively in gold, Within its own market
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area the State may, to a certain extent, substitute silver, copper,

and paper money for gold, and it must do so in order to meet the

need for media of exchange. But in its trade with other market
areas gold currency immediately comes into force and the value of

the country’s currency is then measured by its metallic value.

The economic policy of the State, however, by no means confined

to the control of the coinage system.

Note Issues. The need for credH instri'inents leads the State

into the sphere cf nott issue in which, likewise, its interference is

decisive. The need for media of excliange is so great that it cannot

be met solely by the issue metallic coins. Moreover, the need

for such media varies from time to time, and in order to meet such

temporai^^' fluctuations private banks were at first allowed to issue

notes. However, the danger which arose to the financial system

from the issue of notes by private banks has resulted in the State

not only supervising the issue of bank notes, but also in regulating

the issue by enactments and the creation of securities against an

excessive issue of bank notes. This task it has carried out by

granting a monopoly of note issue in England to the Bank of

England. The important economic and political functions dis-

charged by the State in the sphere of payments and of credit can

here be seen. With the whole power of the State in this sphere,

it is by no means omnipotent, but must strictly adapt itself to the

prices which prevail in international trade, if it is to protect its

members from temporary or permanent loss. With the extension

of credit transactions, the State is compelled to prescribe and

safeguard the forms and means by which such business can be

undertaken, and to classify newly arising forms which enter into

competition, and to treat them in accordance with existing customs

or to create new ones. Thus, at an early period trade in bills of

exchange was regulated by the State, for here guarantees must be

created which safeguard the functioning of these credit instruments.

LEGALIZATION OF BUSINESS CUSTOMS. With the rise of

the forms of business peculiar to capitalism. State organizations

have had to undertake a large number of new functions for legalizing

the customs of business men, thus enabling them to embody their

transactions in legal form. The various kinds of credit transactions

required its legal authority ; credit, built as it is upon mutual

confidence, requires special safeguards in order that such confidence
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may be misused as little as possible. Hence, it is necessary that

particular safeguards should be created for the prevention of

forgeries, fraud, misunderstandings, and the exploitation of the

ignorance and gullibility of the public. The result of all these

efforts proves that the desired end can never be fully reached, for

any attempt at verbal regulation admits of the possibility to evade

the sense implied. The transgressions of these regulations, which

are liable to pjenalties, are not nearly so bad. Worse than these

are the transgressions which take place under the formal observa-

tions of the legal regulations. Over and over again these have

revealed the necessity for the alteration of the law to meet changing

conditions, if the desired object is to be achieved. Thus, legislation

continually lags behind the development of a vast pulsating life.

Perhaps a typical example of this is to be found in the legal regula-

tion of limited companies. From their very nature, limited

companies are no longer undertakings belonging to private indi-

viduals (although there may be exceptions) ;
as a rule, they are

undertakings whose property has a multiplicity of continually

changing holders. Hence the legal regulation of this form of

undertaking mxist be different from that owned by a private

individual. A public factor enters into the constitution of the

limited company, and to a certain degree the law has taken this into

account. However, the circles which have exerted a decisive

influence upon limited companies contrive to apply and carry out

the regulations in such a manner that to-day the interests of the

shareholders are much less protected and safeguarded than those

of the directors, whose position is rendered so strong by the law that

the proprietary rights of the individual shareholders are nothingmore

than a legal fiction. This fact is acknowledged in wide circles and
is felt to be an evil, yet no attempt is made to change the law since

the economic and political power of the mass of the existing share-

holders fails to manifest itself with sufficient strength to carry

through a change, whereas, on the other hand, the economic

position of those interests who, under the present law, increase and

consolidate their power, is extremely strong, and all efforts to

change the law meet with strenuous opposition. No doubt, if the

vast number of shareholders were to combine, they would have

sufficient strength to overcome their resistance, but their dispersion

and apathy resulting from the relative smallness of the individual
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interest prevents the formation of a close combination, whilst other

classes have not the direct interest to induce the State to act.

THE STATE IN RELATION TO FINANCE. Under the old

feudal system the tenure of a tenant when concluded meant the

succession of some other tenant to take his place and, under those

circumstances, dues were payable to the ie idal lord which were
known as fines on alienation. The word ' fine '' and the word
" end

*
' gave rise to the term “ finance/* meaning payments made to

the overlord, or Govern. neiit, and in the course of time these pay-

ments have graduiUly i jcreast^i because we have called upon the

State to do more and more for us, and as we have increased the

functions that we on our side impose upon the Government, so

necessarily the Government has increased the contribution it makes

from us in order to meet the expense of carrying on those functions.

The extensive nature of the financial activities of a modern State

can be seen from a study of the diagram on page 456.

THE EXPENDITURE OF THE STATE. The expenditure of

the State may be divided into two main classes, viz

—

1. Ordinary.

2. Extraordinary.

The ordinary expenditure is that which occurs regularly every

year, whereas the extraordinary expenditure is that which occurs

as the result of some particular emergency. The extraordinary

expenditure may be obtained from taxation or by raising a special

loan. There are objections to the raising of loans because the

interest on the loan lias to be met year by year out of taxation, so

that it becomes more difficult to meet the national expenditure.

Thus loans tend to increase loans. Again, since loans are more

easily raised while the credit of the country is good, extraordinary

expenditure finds itself more easily raised by loans than by taxes.

The best general rule is to meet expenses out of taxation wherever

possible, but sometimes they are so enormous that they cannot be

met out of taxation, and then the State must raise a loan and thus

increase the national.debt. In regard to borrowing for unproductive

purposes such as war, Bastable, in his Public Finance gives the

following rules

—

1. Expenditure should, as far as is possible, be met out of the annual

receipts, and therefore increased outlay should be balanced by heavier

taxation.
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2. In the case of a non-reciirrent expense of large amount a loan
is preferable to a serious disturbance of the normal tax-system, and may
be fairly employed.

3. Where the abnormal tjxpenditure extends ov^er a series of years,
the various forms of taxation should, speaking generally, be adiusted
to meet it.

4. This general principle, however, iails wbeie either

—

() It would be impossible to secure an equitable division of the
heavier taxation necessary ; or

() Where the limit of productiveT^ess witJi regard to the several

taxes would have ^o be exceeded
, or finally

{c) Where for political reasons it is inexpedient to press heavily on
the taxpayers.

Thus, as far as possible extraordinaiy expenditure should be met
by extraordinan/ taxation, but there arc limits. Oppressive taxa-

tion kills industi'y, deadens activity, prevents development, hinders

enterprise, and reduces savings and the accumulation of capital.

A loan is voluntary whereas taxation is enforced, and when heavy

it causes discontent and hardship. Taxation deprives an individual

of a portion of his income permanently, whereas a loan does permit

the return of capital. Where borrowing is inevitable, long-period

loans are to be preferred because

—

(a) The expenses and sacrifices involved for the good of the nation

are spread over a later period.

(h) Time is allowed during which wealth can be produced so as

to enable repayment to be made at a relatively smaller sacrifice.

(c) The expenses to the State are generally smaller, especially

during the period when the funds are required.

Thus, so long as the funds so borrowed do not unduly deplete

the capital available for productive purpo.ses, long period loans are

by far the best way of raising money. Other methods are shown

in the diagram on page 460.

THE NATIONAL DEBT. The origin of the National Debt in

England is a question which is rather disputed. Lord Macaulay

gives the date as 1692. In 1694 a loan was raised, known as a

Tontine, which is a loan subscribed by a number of persons on the

principle that, as each dies, the capital is forfeited, but the total

interest is divided among the survivors until the last subscriber

dies. In 1694 the Bank of England was founded, and since that

time the war periods have increased the debt continuously. Thus,

the Napoleonic wars added approximately £622 million to the
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nominal amount of the National Debt ; the Crimean War, £34

million ; the South African War, £150 million. At the end of

March, 1920, the debt had been increased by £7,170 millions over

the pre-war figure. Since then it has been effectively reduced by

over £300 millions, though conversions have altered the resulting

nominal total.

NATIONAL DEBT
(MilUon £)

«ad

%

WoJ

J32

CO oJ

Q

«d
Mar.

31,

1921.

Dec.

31,

1921.

Mar.

31,

1922.

Dec.

31,

1922.

Funded Debt . 588 318 318 315 315 315 315 315 314
Term. Annuities 30 22 22 19 18 17 16 15

1 1 — 63 63 63 63 63 63 63 63

4*% War Stock — 16 14 13 13 13 13 13 13

4% & 5% War Stock .
— 2,068 2.047 2,040 1,995 1,956 1,953 2,071— 649 1,636 1,476 1,413 1,201 1,201 971— — — 409mmi 405 405 401 Mtli

4% Victory Bonds — — — 360 357 348 346 335 335
31% Conversion Loan. — — — — 266 266

(5
5-15 years Treas. Bonds — — — — — 23 24 24 24
51% lieasury Bonds .

— — — — — 273 381 166

5% Treasury Bonds .
— — — — — — 40 40

1 Do. by tender 5% .
— — — — — — 8 69

Do. by tender 41% .
— — — — — — — 84

Treasury Bills . 15 961 957 1,107 1,107 1,121 1,060 878 719
Exchequer Bonds 20 392 384 323 319 289 218— 138 227 267 274 285 294 350— 23 — — — — —
other Debt — 944 1,241 1,306 1,181 1,132 1,097 1,087 1.Q71

1 — 51 51 51 51 — —
1 Temporary Advances . 1 204 455 243 205 154 200 147 222

654 5,872 7,436 8,033 7,829 7.574 7.748 7,768
other Capital Liabilities . 57 49 46 46 47mmm 67

Total Liabilities 711 5,921 7,482 7,876 7,623 7,799 7,721 7,835

The table given above shows the position of the National

Debt on 31st December, 1922, compared with the previous dates.

From this it will be seen that the National Debt consists almost

entirely of two parts, viz., the Funded and the Unfunded Debt.

The former expression is applied to the permanent portion of the

National Debt, with no fixed date for redemption, and usually a

guarantee against redemption before a certain date. The Unfunded

Debt is that part of the National Debt which is intended to be

repaid in a short period. A portion of the Unfunded Debt is known
as Floating Debt and consists of Bank of England advances.
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Exchequer Bonds repayable within a definite period, and Treasury
Bills.

An analysis of the expenditure of the United Kingdom from 1688
to 1924 discloses the fact that in the years 1914 to 1924, Govern-
ment expenditure exceeded the total expenditure for the two and
a quarter centuries preceding 1914. This va-. t expenditure of the

last few years was really the outcome of inflationary methods of

finance and was based on Treasury Bills or Ways and Means
advanc<^5. These credit instnimcnts in turn were founded upon
currency notes and not i pan gold as in pre-war days.

Inflation had the eff.ot of reducing the pre-war unit of value

from a pound sterling, consisting of 123*27447 grains troy of gold,

to a p)aper pound representing no definite weight in gold, but varying

in gold value from day to day.

REDUCTION OF NATIONAL DEBT. In the past the National

Debt has been reduced by the Sinking Fund and by the method of

conversion. In its earlier form the Sinking Fund was the surplus of

certain parts of the public revenue set aside for the discharge of the

National Debt ; but it has sometimes consisted of fresh loans

raised for that purpose. In the second method, a Government

Stock at a given rate of interest is converted into one at a lower

rate ; the Government thus benefits by the diminution in the total

amount of interest paid. Conversion, however, is a difficult matter

calling for a good state of public credit and the punctual payment

of interest. Two other methods which have frequently been

suggested since the termination of the War are

—

1. Repudiation of the Debt and the forced reduction of the

interest, and

2. A capital levy.

The argument in support of the former is that although it would

inflict a certain amount of hardship on those who had lent their

money to the Government, they would nevertheless benefit by the

great reduction of taxation that would follow the abolition of

interest pa5mients. On the other hand, such a method is objec-

tionable on moral grounds and would penalize those who have been

prudent.

The proposal to impose a levy on capital has been set aside

because of its impracticability, and it shares to some extent the

objections to the repudiation of debts. It would be exceedingly
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difficult to impose a levy on all forms of capital, and therefore some
kind of differentiation would be necessary.

A MODERN BUDGET. The annual financial statement made
in the House of Commons by the Chancellor of the Exchequer is

known as the Budget.

When the Chancellor of the Excheq uer colk s down to the House
to open his Budget, the first thing he has to do is to make the

Budget Statement, and this always follows tlie same plan, viz.

—

1. The statement of the financial position of the country at the

end of the last year>

2. ^he statement of cxptmJiture which has to be provided for

in the coming year wit)i proposals as to how it can be met.

In dealing with the anticipation expenditure for the coming year,

he divides the estimates into—

-

1. The Consolidated Fund, and

2. The Supply Services.

The Consolidated Fund was started by Pitt in 1786 and consists

of that portion of the Government expenditure which is settled

for a long period, and does not vary from year to year, or come before

Parliament for discussion. It includes such expenses as the

charges of the public debt, civil list, courts of justice, etc.

The Supply Services is the division of the public expenditure

which is discussed every year. The House is said to go into Com-

mittee of Supply, that is, to consider the votes of supplies for such

items as the Civil Service, the charges for collecting revenue, the

Army and Navy, and the Sinking Fund, or other proposals for the

redemption of debt.

Having compared the estimated revenue with the proposed

expenditure, the Chancellor of the Exchequer finds there is a balance

which is either a surplus or a deficit. In the case of a surplus,

there will probably result a remission or reduction of taxation ;

if a deficit there will be either an increase of old taxes or the intro-

duction of new ones. All these taxes for the coming year are then

brought one after another into the form of resolutions which are

all passed the same evening, and by custom—though not by strict

law—have the force of law. Next morning the officers of taxes

proceed to collect the taxes on the basis of the new budget in order

to prevent the forestalling of commodities, i.e. the impost is made

imme^ately to prevent the importation of commodities at a lower



THE NATIONAL
Estimated Revenue and Expend

RECEIPTS
i

Customs .......... 116,900,000

Excise .......... 143,850,000

;£260,750,000

Motor Vehicle Duties ........ 13,250,000

Estate, etc., Duties ........ 52,000,000

Stamps .......... 20,000,000

Land Tax, House Duty, and Mineral Rights Duty . . 3,000,000

Income Tax ......... 261,000,000

Super Tax . . . . . . . . . . 58,000,000

Excess Profits Duty, etc. ....... 12,000,000

Corporation Profits Tax ....... 20,000,000

;£426,000,000

Total Receipts from Taxes ;^700,000,000

Postal Service ......... 33,200,000

Telegraph Service ........ 5,250,000

Telephone Service ........ 14,150,000

;^52,600,000

Crown Lands ......... 900,000

Interest on Sundry Loans ....... 12,500,000

Miscellaneous

—

Ordinary Receipts ....... 12,500,000

Special Receipts ........ 40,000,000

Total Receipts from Non-Tax Revenue .... ;£! 18,500,000

Total Revenue ........ ;£818,500,000

Borrowings to meet Expenditure chargeable against Capital . ;£8,630,50P
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BALANCE SHEET
ITURE FOR THE YEAR 1923-24

EXPENDITURE

Consolidated Fund Services.

National Debt Services ....... 350,000,000
Payments for Northern Ireland Residuary Share, . . 3,000,000
Road Fund ........ 12,650,000

Payments to Local Taxation Accounts, etc. .... 10.348,000

Land Settlement. ........ 1,500,000

Other Consolidated Turd Services . ..... 2,972,000

lotal Consohdated Frud Services ;^380.470,000

Supply Services.

Army .......... 52,000,000

Navy 58.000,000

Air Force 12,011,000

Civil Service ......... 251,670,000

Customs and Excise, and Inland Revenue Departments . . 11,591,000

Post Office Services ........ 50,874,000

Total Supply Services ....... ;i436, 146,000

Total Expenditure ....... ;^816,616,000

Surplus . . . . . . 1,884,000

Total Expenditure ....... ;^8 18,500,000

Expenditure chargeable against Capital .... ;^8,630,500
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rate of tax. The resolutions are all collected together into a bill

which becomes the Finance Bill, The House of Lords, by long

tradition has the right of rejecting but not amending a Finance Bill.

Therefore, if the House of Lords objects to the provisions of a

particular tax, they cannot take that one tax out of the bill and

refuse it, without refusing the whole of the bill. This system was

introduced in 1861 when the Paper Duty was thrown out. The
result was that henceforth all these financial proposals were em-

braced in one bill in order to place upon the Lords the responsibility

of throwing out the whole of the taxes.

REVENUE. The chief sources from which the revenue is

derived may be brought under the following heads

—

1. Customs—taxes on commodities as they pass the frontier

inwards and outwards, i.e. export and import duties.

2. Excise—taxes on commodities made within the kingdom and

generally levied whilst the commodity is being produced.

3. Motor vehicle and Estate Duties.

4. Stamps on transactions.

5. Income Tax, Super Tax, and Excess Profits Duty.

6. Corporation Profits Tax, which is assessable on the profits

of all limited companies and corporations with certain statutory

exceptions.

7. The Post Office and its activities.

8. Crown lands.

9. Interest on sundry loans, including the Suez Canal shares.

10. Miscellaneous receipts including the profits on the working

of the Mint, and the amount realized for the sale of war materials.

The above items, the details of which are shown in the Balance

Sheet on pages 462 and 463, practically constitute the revenue of

the State.



CHAPTER LVI

THE STATE IN RELATION 10 TRANSPORT

It is quite obvious that both tiie niunicipali y and the State must
regard the control of transport as their ])rincipal function, since

the individual private household or organization of private house-

holds would not be in a position to Jay out the transport routes in

the interest of the piibhc. Hence the task must fall upon the local

authority or the St itr Tlx. traffic policy has always formed a

main branch of the economic policy of the State, and even nowadays
the traffic policy of the State is of dominating importance.

TRAFFIC POLICY OF THE STATE. The present traffic policy

of the State embraces the roads, the railways, inland waterways,

and ocean shipping. With the rise of the railways the road policy

has tended to decline in importance. The State has frequently

delegated the construction of roads to the local authorities which

intervene between the municipalities and the State, and in the

main has reserved to itself merely the policing of the roads
;
yet,

in the ultimate analysis, the supervising authority is still the

central government.

The State and the Railways. Much more important and more

conspicuous is the railway policy of the State. At first, in this

sphere the private undertaking found a rich field for exploitation

before the State began to recognize that the railway system could

be directed satisfactorily only by the central government. Of

course, the right of supervision was always secured by the State,

but in many countries, e.g. England, the construction as well as

the management of the railways is still left to privat* undertakings.

In such states, the railway policy aims not only at the supervision

of private undertakings but also at the prevention of monopolies

and the evils of monopoly. In those states where the railway

system has been taken over by the State, and where the system

has been developed according to the requirements of the traffic,

the railway policy has been quite different. Of course, a State

railway system has its disadvantages, but on principle it is the proper

system in view of the fact that it is the business of the State to

build up a systematic and uniform traffic organization.
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With the construction and management of the railways the

State creates an undertaking which exercises a strong influence

upon the private households and undertakings. The lailway

policy becomes an important factor not only in public fina ice but

also in parliamentary discussions. Although in the nationalization

of the railways, financial and mihtary reasons may co-operate or

even play a decisive role, these motives must for economic reasons

be subordinated to the economic factor which consists in the pro-

duction of traffic facilities and cheap rates. This is usually effected

by the uniform management of all, or at least the principal, railways,

the introduction of uniform rates and fares, and the extension of

the railway system into areas where there is not sufficient traffic

as yet to make the working profitable. Even in Germany not all

the railways are built and managed by the State, but only the main

lines. Branch lines can be and are managed by private under-

takings with the co-operation bf local authorities, or they may be

managed simply by a private undertaking. Where the State

manages the railways, rates of transport are strongly influenced

by financial considerations, for the State not only attends to the

regulation of the traffic but it also strives to realize a profit, and thus

create a revenue for the State. Whether, and to what extent, this

should be the case, is a controversial question. Hence, currents of

economic and political opinion fight against 4he railway policy of

the State in order to make it conform to the traffic needs of the

numerous groups of undertakings and private households.

Inland Waterways and Ocean Shipping. Inland water navigation

likewise is regulated by the State although its management is left

to private undertakings. The legal regulation of the relationship

of shipowner, master, and crew interferes but slightly with the

economic work and simply borders on the fringe within which

contractual differences arise. In regard to ocean shipping the

activity of the State is directed mainly to its legal aspect, but in

many States economic motives enter into consideration and lead,

for instance, to the granting of State subventions to home shipping

in order to enable it to withstand foreign competition. A far-

reaching regulation for the safeguarding ol ocean shipping by the

recognition and compulsory display of flags is adopted by the

various governments, and this is in part enforced internationally in

the sphere of shipping. These facts show quite clearly how, in
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the necessary contact with other nations through international

intercourse, the common dangers give rise to common interests

which render possible the international co-operation of the States

in certain spheres of economic life. It is not the altruistic motive
but simply the utility and self-interest of every State which leads

to international agreements in economic matters, so that in these

agreements each State endeavours to prevent its own interest from
suffering. Perhaps more than anything else international inter-

course brings about the co-operation of states, although this in

no way signifies tnal we are approaching the millenium, but it is

simply a necessary ’.oxp :dien t for the regulation of international

trade in the interest of each individual State which participates in

the treaty. In the same w^ay international traffic relations have

rendered necessary a nuiiiber of these agreements in the railway,

postal, telegraph, and telephone services.

THE TRANSMISSION OF INTELLIGENCE. The traffic policy

of the State also includes the postal, telegraph, and telephone

services. In nearly all countries the postal system is managed by

the State, which has the exclusive privilege of transporting letters

and parcels. In the Post Office are also included, as a rule, the

telegraph and the telephone services, although in certain countries

the telegraph system is still left to private enterprise. Where

the State holds a monopoly, its economic policy assumes an entirely

different form from that of countries in which the telegraph is

managed by private undertakings. A glance at the various coun-

tries of the world, however, makes it apparent that State manage-

ment is predominant. This is by no means a matter of accident,

but it is in the nature of these means of communications that they

should be centralized from the very beginning, if they arc to have the

most favourable effect and be conducted cconomi :ally. Where

these services are left to the play of private enterprise, a uniform

management can develop only slowly on account of the prevailing

competition, and where a few companies gain the monopoly the

State is ultimately compelled to take over the management in the

interest of its subjects, if economic interests are to be protected

against the dangers resulting from the control of traffic by a single

private company.

WEIGHTS AND MEASURES. In the present-day intercourse

between private households and undertakings, and between the
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various kinds of undertakings themselves, the regulations and

supervision of the system of weights and measures is so much a

matter of course, that we can hardly realize that it required long

years of development and of violent conflict before the State could

enforce the recognition of definite weights and measures throughout

the whole community. In this matter the State does not interfere

in the mutual conflict between the private households and under-

takings, but it simply formulates certain rules by which the conflict

might be wa*ged, and these have to be observed by everyone. In

this respect the economic policy of the State represents the interests

of all the private households and undertakings which are subject

to the State. It enforces the general recognition of those institutions

which have developed through business intercourse, but which

without the organization of the State could not have become general

to the same extent, or at the same rate, as is the case when the State

enforces their general acceptance. The importance of the regulation

of economic intercourse by the creation of a good system of weights

and measures and the ensuring of their proper use in practice,

cannot be overestimated. Once such a stage of development has

been reached, it is difficult to imagine an economic system without

such regulations
;

yet here is manifested the necessity for State

organization without which the mass of the households and under-

takings would be unable to conduct their mutual intercourse with

the same facilities to which we are now accustomed. Without this

regulation by the State the economically weaker party would be

in an even worse position than is the case to-day, when the rules of

trading intercourse have been laid down to a large extent by the

State.

In Great Britain the central administration of weights and

measures is vested in the Board of Trade, the local administration

being vested in the county and borough councils. The Board has

custody of the imperial and secondary standards, verifies the stand-

ards submitted by local authorities for use as local standards, holds

the examinations which candidates for the position of inspector are

required to pass, and may from time to time appoint an officer

to inquire into the administration of any local authority. Weights,

measures, etc., must be stamped by the authorities, and thereupon

can be used anywhere within the national market area. In spite

of the occurrence of abuses the advantage of State control cannot
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be doubted. Owing to the fact that the existing weights and mea-

sures arc generally known, the control of the private households

and undertakings can easily be effected, whereas it there were a

multiplicity of weights and measures the chances of fraud would

be great. With this control there has been but small change in

the nature of the economic conflict, and new and different methods

were found to secure advantages to the economically stronger.

Undoubtedly the possibilities of cheating the other contracting

party have been greatly reduod by the standardization of the

system of weights and measures.



CHAPTER LVII

THE STATE IN RELATION TO TAXATION

According to the size and age of its organization, the State has

assumed an importance superior to all other economies. The

economy of the State intrudes in a far-reaching manner into the

sphere of the private household, the undertaking, the voluntary

and the compulsory organizations, on the one hand, in order to

procure the means for its own administration, and on the other hand,

in order to carry out the law which has been set up in the interest of

the subjects of the State. Thus we can distinguish between a State

economy in the narrow sense and one in the wide sense. The

State economy in the narrow sense confines itself to the procuring

of revenue which it employs in safeguarding the State organization

and thus enabling it to function. The State economy in the wider

sense devotes itself to the State measures which are intended to

influence the private households, the undertakings, and the organiza-

tions in their economic activity. In regard to economic policy,

State economy in the wider sense is more important than State

economy in the narrow sense, the latter being practically identical

with the study of public finance. Like every other economy, the

State must also have an income in order to defray its necessary

expenditure. However, since the State is neither a private house-

hold nor an undertaking, but an organization in the formation of

which coercion has played a contributing r61e, its method of pro-

curing income differs essentially from that of other economies.

The private household obtains its income by direct acts of exchange

;

in the case of the State there is, however, a service relationship and

a counter service, but these relationships assert themselves in a

manner entirely different from those arising in the intercourse

between private households and undertakings. A further point

in the case of the State is that it is a compulsory organization, and

upon this is based its taxable powers.

In modem States the members are naturally in a position,

through parliamentary representation, to exert an influence on the

nature of the State economy. At all events, the State administration

is in the position to levy compulsory contributions, fixed by law,
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on the private households, the undertakings, and the voluntary
organizations. The individual private households and the under-

takings confront the State, not as independent contracting parties,

since they can assert their influence only indirectly through their

representatives in Parliament. This influence of the private house-

holds varies greatly according to tht- econoir ic power inherited by
them. In their direct intercourse with the State organization,

however, these private households and undertakings are subject

to the same regulations as other riembers of the State and especially

where the raising of rev muc is concerned.

CLASSIFICATIOK OF PUBLIC REVENUES. The most im-

portant practical distinction within the classes of public revenue is

that between taxes and other forms of revenue. According to

Taussig, the essence of a tax, as distinct from other charges made by
the Government, is the absence of diny quid pro quo between the tax -

payer and the public authority. A broad distinction is to be

drawn between taxes and prices, the latter being charged by the

public authority for the performance of particular services, or for

the use of public property. Again, prices arc generally based on

some kind of contract between a public authority and the individual

citizen who pays the price. This is a broad line of division between

taxes and prices.

The revenues of the State may further be classified into—

1. Taxes proper.

2. Fines and pecuniary penalties imposed for offences, such as

driving a motor car at too high a speed.

3. Forced loans which resemble taxes since they are made under

compulsion.

In the above three cases the element of compulsion is strong

and there is no quid pro quo,

4. Income from property held by the State in a passive way

;

e.g. income from public lands or from Suez Canal shares.

5. Receipts from public enterprises.

Here a distinction must be drawn between

—

{a) Those which are carried on without a monopoly ; e.g. in

countries where State railways exist, there are usually other

competing forms of transit such as road, inland water, or by sea.

(6) Receipts from avowedly monopolistic enterprises carried on

by the State. Examples of these, such as matches and tobacco.
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are found on the Continent, and their object is solely to raise a

revenue. Where such pure monopolies arc run by the Government,

part of the charge made for the monopolized article is in the nature

of a tax.

6. Fees. These are payments made to a public official for

various services the performance of which is not in the nature

of a business. For instance, a fee which goes into the public

revenue is charged for the registration of births.

7. Voluntary Loans. In this case a subscriber to a public loan

puts up a certain amount of money which comes in as revenue to

the Exchequer, the services being paid for by means of interest.

8. Paper Money. The Government obtains this from its own
printing press, and the effect of a large issue of such money resembles

a general tax upon all commodities and services since it results in

a rise in prices. The inflation of the currency by’ the issue of

paper money is a siniple device which was adopted by the majority

of European States during the War ; but deflation, that is, the

diminution of the amount of paper currency, is a much more difficult

proposition.

9. Special Assessments. These are compulsory contributions

levied in proportion to the special benefits received, in order to

defray the cost of a special improvement of property in the public

interest
;

e.g. the opening of a new street by a public authority

which causes a rise in the value of the neighbouring property.

Hence it is an expedient for intercepting some of the unearned

increment of land.

10. Free Gifts. In England most of the free gifts of private

individuals to the Government take the form of ** conscience

money,'* that is, the amount paid by persons who have defrauded

the income tax authorities.

TAXATION. Excluding the income of the State from its own
economic enterprises, we shall now concern ourselves with the

subject of taxation which constitutes the most important and

prolific source of revenue of the modem State.

The best definition of a tax is that of Professor Bastable : ''A

tax is a compulsory contribution of the wealth of a person or body of

persons, for the service of the public powers." So important is this

definition that it calls for careful examination. It must be noted

—

1. A tax is Compulsory. There are those who think that the



“fHE STATE IN RELATION TO TAXATION 473

income of the State might be derived from voluntary contributions.

The fact that a large number of English institutions are supported

by voluntary contributions is one A^hich has often attracted the

attention of foreigners. The whole theory of taxation, however,

depends upon the fact that taxes are compulsory.

2. A tax is a Contribution, It is x deduc ion from the wealth

of the payer and is used for the maintenance of the State. Just

as it would be foolish to allow a house to uill out of repair, so it

would be foolish to neglect the organization of the State—hence

the need for such ‘^outrib itioiis,

3. The contribution must consist of Wealth, i.e. something of

value which is the result of production

4. The tax is paid by a Person, and is always a deduction from

his wealth, whether it be an income tax paid in the form of a cheque

or in coin. It is always a person who is taxed and never a thing,

for a thing cannot pay taxes.

5. A tax is for the Service of the Public Powers, The services

which are performed by the public powers have to be paid for,

and the taxes are used to meet these payments.

Owing to the increase of the revenue and of the extension of

State enterprise in modern times, the question of taxation has

come into great prominence. It will, therefore, be well to safeguard

ourselves against certain mistakes which have been made in the

past. Some have regarded taxation as a net increase in the wealth

of the community, and much has been said about the taking of

taxes from the individual in order to increase the production of the

country. It is clear, however, that the taxes which are spent in

the wisest possible manner by the State, might be spent in an

equally wise manner by the individuals from whom they were

collected. Even the best system of taxation amounts to nothing

more than the transfer of wealth from the individual to the State.

TERMS USED IN TAXATION. A tax is collected from a person

who is called the payer of the tax. This person may or may not

be the person who ultimately loses by the tax. The person upon

whom the tax ultimately falls is called the subject of the tax, and

the tax is collected at a certain rate per unit of the object taxed.

Take, for instance, a consignment of tea. The merchant who

imports the tea is the payer of the tax ;
the persons who consume

the tea are the subjects of the tax ; the rate of the tax is 6d., and
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the tax is levied upon every pound of tea ; the tea is the object of

the tax, and the tax is derived from the productive powers of every-

body who drinks tea—called the source of the tax. Thus, every
tax has a payer, a subject, a rate, a unit, au object, and a source.

Direct and Indirect Taxes. Some taxes are collected from one
person, but are really paid by another perse n. Direct taxes are

collected from and are really paid by the same person, so that here

there aie two or three of the above definilions bound up in one

person. A tax is said to be incident upon the person who ultimately

pays it, without ar.y possibility of getting it ba^k from anybody
else. Direct taxes ar4 therefore incident upon the person from

whom they arc collected. Indirect taxes are collected from one

person but are incident upon another. Hence the classification

into direct and indirect taxes.

Primary and Secondary Taxes. Another modern classification of

taxes is that of Professor Bastable into primary and secondary

taxes. By the primary taxes are meant those which fall on the

factors of production and therefore on distribution
; in other

words they are the taxes on land, labour, and capital and therefore

on rent, wages, and profits. These taxes may be combined into

income and property taxes. The secondary taxes are con-

nected with the effects or incidents of economic and industrial life,

and include taxes on commodities, on communications, and on

commercial and legal transactions ; also, those taxes on the volun-

tary transfer of property by contract and sale, and involuntarily

by death.

INCIDENCE OF TAXATION. To discover the incidence of a

tax, the real payer, the person on whom the burden really falls,

must be found. The incidence of a tax may move in various direc-

tions. There may be (1) forward
; (2) backward, and (3) diffused

shifting of a tax. (See diagram on page 476). The life history of

a commodity will be from producer to consumer, and somewhere

between the two will stand the tax collector. If the tax is incident

upon any one between the tax collector and the producer it is

backward shifting ; if it is between the tax collector and the con-

sumer, it isforward shifting ; whilst if the tax spreads itself through

the community in aU sorts of directions it is diffused shifting. The

tea tax is an illustration of forward shifting. The duty is first paid

by the importer but the amount is added to the price by him and by
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each successive dealer until the consumer purchases the tea over a

retail shop counter. Where a man owns a choice vineyard he can

fix almost any price he likes for the wine. Supposing he fixes

twenty shillings per pint as the price ;
if a shilling tax per pint is

imposed on importation into this country, this item cannot be

added to the price because there would be a great falling off in the

demand. The price is fixed at twenty shillings by the monopolist

INCIDENCE OF TAXATION.

because it tends to yield the largest amount of profit, and any other

price will tend to pay him worse. Hence this is a case of backward

shifting. Diffused shifting would be such as a tax on bread, where

the tax is imposed on its importation and everyone would be hit

to some extent, especially the poor.

CANONS OF TAXATION. Most people agree that all taxes are

evil, but some taxes are so much less evil than others, that we call

them good taxes. Other taxes are bad taxes, so that it is important

to discriminate between the good and the bad taxes. From Adam
Smith we have derived the great classical rules known as the

Canons of Taxation which are four in number. There is no tax

which exactly ^conforms to these canons, but the best system is
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that which comes nearest to complying with, or least violates, these

four rules of taxation which we shall now examine

—

1. Equality. “ The subjects of every State ought to contribute

towards the support of the Government, as nearly as possible in

proportion to their respective abilities : tliat is, in proportion to

the revenue which they respectively enjoy under the protection of

the State.”

(a) Equality of Contribution ? This first ca.ion might be read to

mean tliat everybody should contribute the same amount of taxation.

Clearly this is not what is meant by the canon. In English medi-

aeval history se^^oral att ‘mpts were made to compel everybody to

pay the same amount v:i taxation : this was technically known as

a poll tax. The last attempt at a poll tax was in 1381, when it was

objected to by a person known as Walter the Tyler. Tyler’s

objection to pay the tax for his daughter, the onslaught of the

collector at that daughter, and the consequent action of Tyler

in using a hammer to kill the collector, kindled the Peasant’s

Revolt. Since that time there has been no poll tax, for equality of

contribution did not satisfy us.

(b) Equality of Percentage ? The canon might be taken to mean
that each individual should pay his own proportion of the tax.

This would scarcely answer, especially in the case of a great national

emergency, when the tax would have to be very high. If the State

were to call upon 50 per cent of the income of every citizen, then the

person with an income of, say, £50,000 would have to pay a certain

amount, but the man with a family in receipt of a small wage

would be reduced from the position of a self-supporting citizen

to that of a pauper.

(c) Equality of Payment per Unit of Service Rendered ? This

would be all very well with regard to municipal taxation where

definite services are rendered. For example, a householder has to

pay a paving rate of so much per square foot of road paved. Simi-

larly, with regard to the lighting rate, payment is made per unit

of gas consumed. But when we come to the Navy, it is impossible

to say how much , service is rendered to each individual. The

principle of payment per unit of services rendered is not adapted

to imperial, although it may be suitable for local, taxation.

(d) Equality of Sacrifice ? The canon of equality, then, must

mean ” equality of sacrific-/' This is a rough conception whicl^
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implies that each person must be called upon to make the same

surrender of final utility. Hence, taxes upon necessaries are omitted

altogether because a tax which involves the loss of a necessary is

incommensurable as compared with taxes which involve only the

sacrifice of luxuries. In other words, no amount of taxation which

compels a person to substitute one wholesome article of diet for

another is commensurate to a tax which compels a person to forgo

his food for one day in the year.

2. Certainty. “ The tax which each individual is bound to pay

ought to be certain and not arbitrary, the time of payment, the

manner of payment, the quantity to be paid, ought all to be clear

and plain to the contributor, and to every other person."

The time of payment, the method and the amount ought to be

made perfectly clear and intelligible to the payer and to every other

person. These words are iniportant because they are a great

charter of financial freedom in a civilized community. The tax

ought to be such as a person of little education and little confidence

should be able to submit to a friend for verification. When it is

impossible to understand a tax, we are evidently on the way to

the autocracy of a bureaucratic system.

3. Convenience. " Every tax ought to be levied at the time, or

in the manner, in which it is most likely to be convenient for the

contributor to pay it."

The tax ought to be payable at the time, in the place, and in

the manner in which it is most convenient to pay it. In other

words, it should be levied in the manner least inconvenient to the

payer.

4. Economy. " Every tax ought to be so contrived as both to

take out and to keep out of the pockets of the people as little as

possible over and above what it brings into the public Treasury of

the State."

A tax for the State should not take out of the pockets of the

people any more than it contributes to the revenue. The whole

tax should, as far as possible, be available for the public purposes.

It should not take more in wealth than it contributes to the revenue,

and, as far as possible, it should not inflict any injury upon the

community over that of depriving the individual of a certain amount

of wealth. There are a number of ways in which this rule may be

t)rok^n. For instance^ a tax may require too many officers fpr
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collection, and the revenue only receives the remainder after the

expenses of collection has been paid, so that if the tax is expensive

to collect it violates this fourth canon. If a tax is so arranged

that it diverts capital from a more to a less productive kind of

industry, it diminishes the wealth of the commimity by an amount
more than it increases the wealth of the exchequer. Again, a tax

may incur the hostility of a people aiid be m ich evaded so that

serious penalties have to be inflicted upon t}iosc who evade it.

There may be frequent visits and odious interferences on the part

of the collectors. Under tlu'. Mer* anllle system the silk industry

was so closely reg’flated by tax collectors that it led to an

enornums increase in si^.uggHng. Finally, a tax may violate, the

fourth canon by preverling the introdiH'tion of improvements in

an industry. For instance, in the brewing industry the vessels

employed have to be in accord with the measurements of the

Government. Hence there is a tendency to inelasticity.

Thus, according to these canons a good tax should be equal,

certain, timely, and all for the State. As far as possible there

should be equality of sacrifice for all classes, the taxpayer should

know why and for what he is paying the tax, how he is paying the

tax, and exactly how much he has to pay. Further, the tax should

be capable of being collected economically.

CRITIQUE OF THE RECEIPT STAMP. This is a 2d. stamp

used in acknowledgment of the receipt of 40s. or more. In the

first place, this tax is practically all for the State, for the cost of

making the stamp is negligible, and the tax is convenient to the

payer since the stamps may be bought in large or in small quantities.

Again, the tax is certain, for few persons are unaware that a receipt

stamp must be paid for amounts over £2, and that without a stamp

the receipt is not evidence in a court of law. The tax, however,

is unequal, and would be unpopular if a large receipt stamp was

imposed. It survives because the tax is only a small one. Still,

there is great inequality in it. For example, a messenger in receipt

of £2 a week may have to pay 8s. 8d. per annum in receipt stamps,

whereas the public ofiicial with a yearly salary of £2,000, payable

quarterly, would be called upon to pay only 8d. in receipt stamps.

Thus, it is evident that the receipt stamp is perfectly certain,

convenient, timely, and all for tlie State, but it is so grossly unequal

that it survives its mequality only because it is so small.
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THE BRITISH SYSTEM OF TAXATION. The British system

of taxation is a composite system of direct and indirect taxes.

Direct taxation is perhaps the better since the taxpayer knows

how much he has to pay, how he has to pay it, and generally he is

told why he has to pay it. Thus, the taxpayer’s attention is

continually called to the expenditure of the Government, and he is

often moved to agitate against State extravagance. The defect

of the direct taxes which take the form of income taxes, is that they

are very costly to collect. Other direct taxes are the land tax and

the estate duties, which are both more or less costly to collect,

but are held by many to possess the other properties of a good tax

to a very eminent degree.

The principal indirect taxes are the customs and excise duties

which are levied at the source, and which are for that reason very

cheaply collected. An advantage also is that they are hidden and

not perceived by the taxpayer when he is paying for his goods.

They possess the disadvantages of uncertainty and inequality, and

there is no means of knowing to what extent they are incident on

certain classes if the taxes are levied on luxury articles, e.g. tobacco

and spirits.

The composite system is undoubtedly the best. The good

qualities of direct taxes compensate for the bad ones of the indirect

and vice versa. The universal tax on income might be the ideal,

but it is impracticable as the cost of collecting the taxes on small

incomes would exceed the receipts. Again, the indirect taxes place

an unfair burden on the poor, but the direct taxes are levied on

the classes which are better off. Taken as a whole, the British

system of taxation attains, as far as is possible, equality of sacrifice.

THE TAXABLE CAPACITY OF A COUNTRY. Taxes should

be paid only out of the wealth produced by the nation, i.e. out of

its income. Although a country can endure a great amount of

taxation, yet very heavy taxation has evils of its own. The evils

of over-taxation are—

1. A discouragement of the national industries,

2. A check upon saving and a diminution of the capital of the

country,

3. The tendency to drive capital abroad.

4. Since an unlimited amount of revenue cannot be raised from a

limited number of taxes, there will be a tendency to increase the
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number of taxes. Many of these will no doubt be bad taxes, i.e.

they will violate the canons of taxation.

In order to arrive at a country’s taxable capacity, we should
deduct from its income what it requires for its own use in order to
live, and how much it requires to provide for the depreciation of
existing capital and for any necessary new extensions. Theoreti-
cally, then, this surplus would be its taxable capacity. In practice,
however, it would be difficult to levy such enormous taxation, and
although theoretical pnncij^les are not lost sight of and although
they are very ustiul, the taxable capacity can be arrived at only
by experiment and exp^ neuco. In exceptional circumstances such
as a)iy great national emergency, the theoretical limit, however,
may be surpassed. In ordinary times one would have to consider

—

1. The effect of the tax on the savings of the community. If

savings were discouraged there would be extravagance and loss.

2. The effect of a tax on production. If taxation is heavy little

is saved, little is available to invest in industry, and the production
of the whole country is diminished.

Again, taxation must not be so heavy as to raise manufacturing
costs to such an extent that prices rise, demand falls away, and the

country is under-sold in foreign markets.

TEST PAPER IX.

1. Describe the nature of the State organization and estimate the

extent to which it acts as a regulating force.

2. In what respect is the power of the State subject to limitations ?

3. What are the main functions of a modern State ?

4. Write a brief account of the way in which the British Government
renders assistance to persons engaged in the overseas trade.

5. Describe the policy adopted by the British Government in regard

to the different forms of transport.

6. ** The commercial policy of the State should be such as to keep

in view the maintenance and development of the common interests

of the nation." Give illustrations to show how the British State

endeavours to realize this aim.

7. Enumerate some of the measures which have been introduced, by
the State for the regulation of retail trade.

8. What in your opinion should be the policy of the State with regard

to its external trade ? Give reasons for your answer.

9. Enumerate the various kinds of duties which may be included in

the customs tariff of a modem State.

32—(t410H)
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10. Explain the assistance derived by the export trade of Great

Britain from the Consular Service.

11. How far, and in what way, does the law protect trade names of

(a) businesses, and (b) particular goods ?

12. ** The chief institution for the promotion of industry is the

State.'* Consider this assertion.

13. Consider the various ways in which the transport and tariff

policies of a country may be related when both are under the control

of the State.

14. What kre the main considerations, theoretical and practical,

which require to be taken into account in determining the selection of

commodities for taxation, and the method and the amount of the tax ?

Illustrate by reference to actual cases. What constitutes equity in

taxation ?

15. What changes has the War shown to be desirable in the British

financial system ?

16. Should the State (a) conduct, (b) regulate, trade and industry ?

17. Consider in the light of business economics the problems presented

to a British Chancellor of the Exchequer at the present moment.
18. For what reasbns, and under what conditions, should the State

intervene between buyers and sellers, or producers and consumers

of goods or services ?

19. In considering how the expenses of a war should be met, what
guidance or help would a Finance Minister receive from the treatment

of the subject of taxation by economists ?

20. “ To pay off the whole, or a portion, of our debt is, in our estima-

tion, a most desirable object." (Ricardo.) " Two modes have been

contemplated of paying off the National Debt ; either at once by a

general contribution, or gradually by a surplus revenue. The first

is incomparably the best, if it were practicable." (J. S. Mill.)

Examine schemes for a large and immediate reduction of the National

Debt, distinguishing between a general assessment and a levy on capital.
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points, 129

Goods on consignment, 269
Government, functions of, 427

Grants, municipal, 431

Gross tonnage, 332
Group ownership, 387

piece wages, 150

Health, 431
Department, 417

, Medical Officer of, 417

Holding company, 370
Holdings, agricultural, 45

, classification of, 45
Honourable understandings. 369
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Household economy, 4, 29
Human wants, 5

Imperial Trade Correspondent, 439
Import and export duties, 450

trade, 267
trade procedure, 268

Incidence, 475
Indents, 275
Indirect losses, 203

taxes, 475
Indispensability of capital, 31
Individual household, 29
Industrial conflict. 22

Councils, 384
League and Council, 389
peace, methods of, 385
population, classification of, 68
union, 374

Industries, principal English, 68
Industry, 211
Inland waterways, 466
Inscribed stock, 124
Institutions, municipal, 409
Insurance against strikes, 380

companies, 115

, marine, 345
, mutual, 347

Intelligence, tiansmission of, 467
Interest, 40

policy, 348
, pubUc, 415

Interior of shop, 294
Intermediary trade, 257

traders, 254
Internal commercial policy, 447

debts, 102
statistics, 297

International character of gold
money, 86

Shipping Federation, 337
differentiation of production,

227
Investment, forms of, 100

of capital, 99
Invisible exports, 236
Iron and steel, 61, 224
Irredeemable debentures, 107

loans, 102
Issued capital, 104

Juvenile Advisory Committee, 174
employment, 174

Labour, 141
and Capital, 7

, combination of, 33, 166

, cost of, 144, 211

Labour, cost of reproduction, 146
, definition, 141

, differentiation of, 144
economy, 30
Exchange, 161
Exchanges Act, 1909, 178
market, organization of, 164
organizations, 373
party, 400
power, 143

Laissez-faire, 443
Land, acquisition of, 419

, value of, 49
Landing Book, 269
Large cities, superiority of, 421
Large-scale v. small-scale under-

takings, 51
Legal debentures, 107
Legalization of business customs, 453
Letter of Indemnity, 338
Liberal party, 400
Lighting, 294
Lightning strike, 165
Limitation of output, 194
Limited company, private, 186

company, public, 186
companies, regulation of, 454
partnership, 186

Liverpool Shipowners' Association,
372

Lloyd's, 345
List, 346

Load line, 335
Loading hours, 341
Loan, 419

, forced, 102, 471
irredeemable, 102

, local, 430
, redeemable, 102
, voluntary, 462

Local authorities, efficiency of, 406
authority, work of, 404
funds, methods of assisting, 430
government, great develop-

ments in, 431
undertakings, 404

loan, 430
markets, 12, 406
taxation accounts, 431

incidence of, 432
, justification of, 427

Localization of the undertaking, 187
Lock-outs, 164
Log, ship's, 333
London General Shipowners' Society,

372
Losses, direct, 203

, indirect, 203
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Low wages, cause of, 168
Lump freight, 338

Making-up Day, 124
Manager, 39

, administrative department. 184
, commercial, 185
, technical, 184

Managing director 290
Manifest, 333
ManiiLcture, 188

, rime cost, 217
Manjii ictures, State in ^"latJon to,

443
Matnifa> tu/ing coiis. 214.— uadertatrings. 58. L J

, policy ol, 69
Marine insurance, 345
—r companier, 345, S i o'

jiolicy, 347
Market haUs. 243

, local, 406
organization. 41

price, 103
, world, 242

Markets, 12, 243
Mate’s Receipt. 272, 337
Measure of value, 86
Meat, 62
Medical Officer of Health, 417
Merchant Shipping Act, 335
Methods of distribution, 261

of transport, 314
of wage-payment, 147

Middleman. 197, 252, 254
, functions, 257

Mines, nationalization of, 442
Mining, State in relation to, 442

undertakings, 54, 188

, policy of, 54
Minimum wage, 162
Mint par, 131

price of gold, 89
Misdirection, dangers of, 425
Mixed economy, 35
Modern developments in production,

223
Monetary system and the State,

452
, effect of the War on, 88

Money, 4, 84 ,

economy, 86
Lenders Act, 448
market, 108

, nature of, 84
Monopoly, fear of, 414
Mortgage, 66, 100

debentures, 107

491

Municipal administration, disadvant-
ages of, 422

control, failures in, 423
enterprise, 409
cntc*rpri^.es, limitations of, 422
grants, 431
institutions, 409

Municipal undertakings, 410
.idministratiou of, 416
r easons for the establish-

ment, 413
types of. 411

- -- utilities. 409
Municipality, 404

and taxation, 426
Museums, commercial, 451
Muster Roll, 333
Mutual insurance, 346

Naked debentures. 107
Name Day, 124
National assistance to local govern-

ment, 429
Association of Merchants and

Manufacturers. 389
Debt, 101, 457
Debt, reduction of, 459

, repudiation of, 459
flags, 331
Insurance Acts, 417
Joint Industrial Councils, 384

Nationalization of mines, 442
Natural productivity, 60

risks, 204
Navigable rivers and canals, 315
Negligence clause (Charter Party),

340
Net Register tonnage, 339

tonnage, 332
New countries, 228

industries, 226
York exchange, 137

Newspaper advertisements, 294
Nominal capital, 104

wages, 146

Note issues, 453
-issuing banks, 112

Notice of Abandonment, 349
of Readiness, 284

Paid-up capital, 106

Paper money, 472
, characteristics of, 97

Particular average, 351

Partnership, 186

, limited, 186

Party, conservative, 399
, constitutional, 400
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Party, co-operative, 400
, Labour, 400
, Liberal, 400
organizations, 402

Patents, 448
Payment by results, 153
Peasant proprietor, 45
Perils of the sea, 349
Perpetual debentures, 107
Personal credit, 94
Piece wages, 147
Pitt, 461
Planning department, 153
Plimsoll Line, 335
Police, 431
Policy, floating, 348

, interest, 348
of marine insurance, 347

, valued, 348
Political organizations, 399
Poor Law Commission, report jof,

159
rate, 428

Post, 319
ofiice, 467

Savings Bank, 114
Preamble clause (Charter Party),
339

Preference shares, 104
Preferential duties, 450
Price convention, 193

risks, 206
tickets, 294

Prices, 16

, determination of, 239
, export, 273
> fixing of, 424

Primage, 338
Primary taxes, 475
Prime cost in manufacture, 217

Warrant, 359
Primogeniture, 440
Private enterprise, absence of, 413

households and business under-
takings, 38

limited company, 186
Produce clearing house, 247

exchange, 117, 270
transactions, 245

markets and exchanges, 243
Producers in agriculture, co-ppera-

tion of, 365
in manufactures, co-operation

of, 368
Production, 14

, costs of, 214, 237
cycle, 226

, expenses of, 219

Production, factors of, 189

, international differentiation,

227
, modern developments, 223
of goods, organization of, 212

Productivity, 14

Professional organizations, 388
Profit, 40

of the undertaking, 209
, rate, 253
, total, 254

Profits, desire for, 415
Profit-seeking, importance of, 425
Progressive wages, 152
Prohibition of imports and exports,

451
Prompt, 245
Propaganda, 375
Protection, 450
Protective duties, 450

duties on agricultural products,

441
Protest, 350
“ Proved " damages, 342
Public economy, 20

interest, 415
limited company, 186
revenues, classification of, 471

undcrtaldng, 20, 186
Purchase note, 281
“Put and call “ option, 119
“ Put “ option, 120

Object of tax, 473
Objective risks, 204
Obtaining revenue, 418
“ Occupation,” 212
Ocean shipping, 318, 466
Offensive strike, 165

Official Register of Shipping, 345
Onerous functions, 427

taxes, 431
Options, 120
Organisms, 27 (413
Organization, necessity for uniform,

of railways, 320
of sea transport. 331
of the labour market, 164
of the production of goods,

212
of the undertaking, 182

Organizations, 20
, employers', 378
, labour, 373
, political, 399
, professional, 387
, trade, 387
, voluntary, 364
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Organizations, voluntary, engaged
in commerce, 371

Outsider, 197
Overseas Trade Department, 437
Overseer’s department, 418
Owen, Robert, 394
Owners of undertakings, 19C
Ownership, common, 387

, group, 387
, state, 387

Quat .ty risks, 205

Raif p;isrn, socie'ies, 3^.7

Railw.jy adminl:i^"^^ti6n, '^28— America 1 ,
- Jiy

- - Col^iual, 324
, English, 322
, Frencli, 324
GeriPan. 325

undertaking, 326
Railways, 223, ol4, 320

and the State. 465
, Chief Goods Manager. 329
, Passenger Agent, 329
^ Solicitor, 329
, General Manager, 328
^ Superintendent, 329
, Secretary, 328
, State V, Private ownership, 320
, Stores Superintendent, 329
, Traffic Department, 329
, Treasurer, 328

Rate, education, 428
of profit, 253
of tax, 473

, poor, 428
, sewer, 428

Rates and Overseer’s department, 418
, freight, 343
of exchange, 1 33

Rating, 419
Raw materials, 44, 217

, importance of, 60
Receipt stamp, critique, 479
Reciprocal duties, 450
Record of American and Foreign

Shipping, 333
Redeemable debentures, 107

loans, 102
Registered capital, 104

debentures, 107
stock, 124

Registro Italiano, 333
Regulation of disputes, 376

of trade, associations for the,

369
of wages, 377

Remuneration of labour, 146
Report and General Statement,

313
of Poor Law Commission, 1909,

159
Office, 269

Repudiation of debt, 459
Residence, 429
‘tetail tra le, 250, 254
Retailer, the small, 73
Revenue, 40

dul'es. 450
, obtaining, 418
, sources of, 464

Rings, shipping, 343
Risk of breach of contract, 205
Risks, 239

, business, 203
, credit, 205
, natural, 204
, objective, 204
of the undertaking, 203
of under-capitalization, 205

, price, 206
'

,
quality, 205

, social, 204
, subjective, 203
, technical, 205

Rivers, 315
Robert Owen, 394
Rochdale Equitable Pioneers, 394
Running hours, 339

Sailing Telegram, 285
Salaried employees, 39
Sales, auction, 356

note, 2/1
Salesmanship, 294
Sample exhibitions. 451
Sanitary inspector, 417
Savings banks, 114

Srhulze-Delitzsch societies, 367
Scientific management, 153

Sea transport, 331
Secondary taxe* 475
Sectional strike, 165

Securities, 100

Selling costs, 214
price, 220
syndicate, 194

Services, 18

Settlement Day, 124

Sewer rate, 428
Share capital, 104

Shares, 100, 103

, deferred, 103

, founders'. 103

, preference, 104
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Sharing of wealth, 8
Shifting, backward, 475

, diffused, 475
, forward, 475
of taxation, 475

Shipment of coal, 275
Shipping, 72, 224, 318

broker, 342
combinations during the War,

344
convention, 73

, ocean. 466*

, regulations for the safety of, 335
rings, 343
subsidies, 451

Ship’s Articles, 333
Log, 333

Shop interior, 294
Social risks, 204

safety, 448
Socialism, 387
Societies controlling co-operative

auction marts

—

in consuming districts, 367
in producing districts, 366

Sole trading. 185
Solicitation, 290
SoHdaire, 428
Special assessments, 472

trades, associations represent-

ing, 372
Specie points, 127
Specific duties, 450

expenses, 215
Speculation and risks, 239*

, example, 241
on the Stock Exchange, 118

Spot, 245
Standard coins, 86
State. 434

administration, 436
and the monetary system,

452
and the railways, 465

, coercive action of, 446
compulsion, 435
departments, 436
expenditure, 455
in relation to afforestation, 441

to agriculture, 440
to currency and finance,

452
to finance, 455
to industry, 440
to manufactures, 443
to minix^, 442
to taxation, 470
to transgprt, 465

State, limitation of power, 435
loans, 101

, nature of, 434
organization, personnel and

staffs, 437
ownership, 387

, regulating power of, 434
, trading policy of, 446
traffic policy, 465

Statistics, 297
commercial 451
of assets and liabilities, 311

of expenses, 308
of increase and decrease of

debtors; 306
of production, 299
of sales, 306
of turnover, 304

Steel, 224
Stemming Note, 283
Stock Exchange, 117

.cash dealings, 119

, competition on, 124

, credit dealings, 119
, London, 123
procedure, 124
speculation, 118

, inscribed, 124
, registered, 124

Stockbrokers, 99
Stoppage in transitu, 358
Strike, defensive, 165

, general, 165
, lightning, 165

, offensive, 165
, sectional, 165

, sympathetic, 165
Strikes, 164, 376

, insurance against, 380
Subject of the tax, 473
Subjective risks, 203
Subscribed capital, 104
Subscription, 103
Subsidies, shipping, 451
Success of the undertaking, 207
Supply services, 461

Surveyor, Borough, 417
Surveyor's department, 417
Sweated labour, remedies for aboli

tion of, 172
workers, 169

Sympathetic strike, 165
Syndicalism, 386
System of taxation, British, 480

Tariff agreements, 167
Task wages, 152
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Tax, definition, 472
, direct, 475
, incidence, 475
, indirect, 475
, onerous, 431
, primary, 475
, secondary, 475

Taxable capacity, 480
Taxation, 426

and the State, 470
, British system, 480
fciHons, 476

r, istribution of. 428
1 ‘cal and imrerial, :es

bet vr'm, 426
^ .nmila'ity of,— terms, 47-'

Technical manager. 184
risks. 205

Technique of piv^-u non, 20/
Telegraph, 319
Telephone, 319
Terminable debentures, 107
Textile industry, 64
" Through " bill of lading 342
Ticket Day, 124
Timber, 225
Time and motion study, 153

dealings, 121

wages, 147
V. Piece wages, 150

To arrive, 245
Tobacco, 61

Token coins, 86
Tonnage Requirement List, 283
Total loss, actual, 349

and abandonment, 349
, constructive, 350

profit, 254
Town Clerk's department, 416
Trade associations, 368

, balance of, 236
Boards Acts, 173
Commissioner, 439
cycle, 157

, Department of Overseas, 437
development, 448

, export, 272
, foreign, 235
, import and export, 267
marks, 448
organizations, 387

, function of, 388
, need for, 390
, origin of, 389

protection societies, 372
regulations, 448

, retail, 254

Trade union activities, 376
Congress, 373

, craft, 374
unions, 172

, aims and methods, 374
, wholesale, 252

Traders, intermediary, 254, 257
Trader’s undertaking, 250
Trading poicy of the State, 446
- — under :akings, 252
Traffic polh.y of the State, 465
Tramp, 343
Transit duties, 450
1 ranstnission of intelligence, 467
Transport, 223

and the State, 465
, methods of, 314

Treasurer’s department, 416
Treasury bill. 98, 102, 459

bond, 98
Trusts, 368
Turnover, 253

Under-capitalization, risks of, 205
Under-employed, 160
Undertaking. 4, 38, 182

, agricultural, 46, 187

as the basis of organization, 387
, competition of, 190
, consolidation and integration,

193
, financing, 189
, localization of, 187

, manufacturing, 184

, mining, 188—— , organization of, 182

, owners of, 190

, profit of, 209
, public, 186
, risks of, 203
, size of, 186

, success of, 207
, trader's, 250
, types of, 185

Undertakings engaged in agriculture,

44
engaged in distribution, 71

engaged in manufacture, 58
engaged in mining, 54
in the retail trade, 73
in the wholesale trade, 78

, municipal, 410
Underwriters, 99
Unemployable, 160
Unemployed, classification of, 159

Unemployment, 155

benefit, 376
insurance, 162
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Unfavourable exchanges, 130
Unfunded debt, 458
Unit of taxation, 473
United Dairies, Limited, 199
Utilities, 6

, municipal, 409

Value in use, 7
Valued policy, 348
Variable expenses, 216
Vegetables, 25J8

Veritas Hellenique, 333
Vessels, classification of, 332
Voluntary credit and banking associa-

tions, 367
loans, 472
organizations, 364

engaged in commerce, 371

Wage-payment, method of, 147
Wages, 146, 219

and interest, 15

, nominal, 146
, piece, 147

, progressive, 152
, regulation of, 377
, task, 152
, time, 147

War and foreign exchanges, 136

Warehouse warrants, 355
in Scotland, 360

Warehouses, 270
, bonded, 353, 451
, demand for, 354
, functions, 354

Warehousing, 353
, misuses of, 353

Warrant, prime, 359
Warrants, warehouse, 355
Water department, 418
Ways and Means Advances, 102, 459
Weight notes, 356
Weights and measures, 467
Wharfingers, 270
Wholesale and retail trade, 250

merchants, 264
trade, 252
traders. 252

Window display, 293
Women's Co-operative Guild, 401
Worker," 142

Working Capital, 106
time, 154

Workmen's Compensation Act, 336
Works Committees, 384
World intercourse, 230

market, 13, 242

York-Antwerp Rules, 341
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TALKS ON INSURANCE LAW. By Jos. A. Watson, B.Sc., LL.B. In
crown 8vo, doth, 140 pp. 8j. 64. net.

PENSION, ENDOWMENT, LIFE ASSURANCE, AND OTHER SCHEMES
FOR COMMERCIAL COMPANIES. By Harold Doughartv, F.C.I.S.

In demy 8vo, doth gilt, 103 pp. Gs. net.

THE SUCCESSFUL INSURANCE AGENT. By J. J. Bisgood, B.A. In
I crown 8vo, doth, 135 pp. Ss. Gd. net.

OROANIZATION AND MANAGEMENT

OFFICE ORGANIZATION AND HANAGEHENT. Indading Secretarial
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78. 6d. net.

COUNTING HOUSE AND FACTORY ORGANIZATION. A Practical Manual
of Modern Methods applied to the Counting House and Facto^. By
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FILING SYSTEMS. Theii Principles and their Application to Modern
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CLUBS AND THEIR MANAGEMENT. By Francis W. Pixlev, F.C.A.,

Barristerial’Law. In demy 8vo, cloth gilt, 240 pp. 78. Gd. net.

SOLICITOR’S OFFICE ORGANIZATION, MANAGEMENT, AND ACCOUNTS.
By E. A. Cope and H. W. H. Robins. In demy 8vo, cloth gilt, 176 pp.,
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COLLIERY OFFICE ORGANIZATION AND ACCOUNTS. By J. W. Innbs,

F.C.A. ; and T. Colin Campbell, F.C.l. In demy 8vo. 78. Gd. net.

DRAPERY BUSINESS ORGANIZATION AND MANAGEMENT. By J.

Ernest Baylby. In demy 8vo, cloth gilt, 300 pp. 78. Gd. net.

GROCERY BUSINESS ORGANIZATION AND MANAGEMENT. By C. L. T.
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STOCKBROKERS’ OFFICE ORGANIZATION, MANAGEMENT AND
ACCOUNTS. By Julius E. Day. In demy 8vo, cloth gilt, 250 pp.^
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THE HISTORY, liAW. AND PRACTICE OF THE STOCK EXCHANGE,
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INDUSTRIAL ADMINISTRATION
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demy 8vo, doth gUt, 310 pp. lOs. 64. net.

THE PSYCHOLOGY OF MANAGEMENT. By I-. M GaBiwTH. In demy
Svo, 354 pp. 7g. ^ net.
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ill demy 8m>, doth tdlt, “1 14 pp. Sg. 64. net.

S!Oi>F.BN INUrS'raJA^ MOVEMENTS. Compiled and Edited by Daniel
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TRANSPORT

INDUSTBIAL TBAFnC HANAQEMENT. By Gso. B. Lissbndbm, Author
of ** Railway (Rebates) Case Law” etc., etc. With a Foreword by Lord
Leverhulmb. Second Edition, Revised and Enlarged. In demy 8vo,

cloth gilt, 352 pp. 21s. net.

HOW TO SEND GOODS BY ROAD, BAIL, AND SEA« By the same Author.
In crown 8vo, cloth, 92 pp. 28. net.
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SHIPPING

SHIPPING OPnCE ORGANIZATION, MANAGEMENT, AND ACCOUNTS.
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THE EXPORTER’S HANDBOOK AND GLOSSARY. By F. M. Dudbnby.
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HOW TO IMPORT GOODS. By J. A. Dunnage. In crown 8vo, cloth,
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CASE AND FREIGHT COSTS. The Principles of Calculation relating to the
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CONSULAR REQUIREMENTS FOB EXPORTERS AND SHIPPERS TO ALL
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PITMAN'S BUSINESS HANDBOOKS 7

INTRODUCTION TO SHIPBBOKINO. By C. D. MacMuxkav and M. M
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SHIPPING BUSINESS METHODS. By R. B. Paul. In demy Svo, cloth
gilt, 104 pp. 8s. 6d. net.

SHIPPING FINANCE AND ACCOUNTS. By the same author. In demy
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of Bankovs Second KJitioii. In demy Svo, cloth gilt, 312 pp. Sg* net.
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FOREIGN EXCHANGE AND FOREIGN BILLS IN THEORY AND IN
PRACTICE. By W. F. Spalding, Fellow of the London Institute oj

Bankers. Fifth Edition. In demy Svo, cloth gilt, 279 pp. 7l. 6d» net.

EASTERN EXCHANGE, CURRENCY, AND FINANCE. By the same Author.
Third Edition. In demy Svo, cloth, 375 pp., illustrate. 158. net.

FOREIGN EXCHANGE, A PRIMER OF. By the same Author. In crown
Svo, cloth, 108 pp. 38. 6d. net.

BANKERS’ CREDITS AND ALL THAT APPERTAINS TO THEM IN THEIR
PRACTICAL, LEGAL AND EVERYDAY ASPECTS. By the same Author.

Second Edition. In demy Svo, cloth gilt, 126 pp. lOs. Sd. net.

THE FUNCTIONS OF MONEY. By the same Author. With a Foreword
by G. Armitage Smith, D.Lit., M.A. In demy Svo, cloth gilt, 179 pp.

78. 6d. net.

THE LONDON MONEY MARKET. By the same Author. A practical
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Edition. In demy Svo, cloth gilt, 232 pp. lOs. 6d. net.

PRACTICAL BANKING. By J. F. G. Bagshaw, Member of the

Institute of Bankers. With chapters on ** The Frlnelples of Currenej,”
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Book-keeping,” by W. H. Peard, Member of the Institute of Bankers in

Ireland. Revised Edition. In demy Svo, cloth gilt; 448 pp. 78. 6d. net.

BANK ORGANIZATION, MANAGEMENT, AND ACCOUNTS. By J. F.

Davis. D.Lit., M.A., LL.B. In demy Svo. cloth gilt, 165 pp. 68. net

CHEQUES: THEIR ORIGIN AND DEVELOPMENT AND HOW THEY
ARE HANDLED BY AN ENGLISH BANK. By C. F. Hannaford. Edited

by Sir John Paget, K.C. In demy Svo. doth gilt. 195 pp. 68. net.

BILLS. CHEQUES, AND NOTES. A Handbook for Business Men and

Lawyers. By J. A. Slater, B.A., LL.B. (Loud.). Third Edition. In

demy Svo, clo& gilt, 214 pp. 68. net.
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THE BANKERS’ CLEARING HOUSE. What it is and what it does. By
P. W. Matthews. In demy 8vo, doth gilt, 168 pp. 78. 6d. net.

BANKERS’ SECURITIES AGAINST ADVANCES. By Lawrence A. Fooo.
Certificated Associate of the Institute of Bankers. In demy 8vo, doth
gilt, 120 pp. 08. net.

BANKERS’ ADVANCES. By F. R. Stead. Edited by Sir John Paget,
K.C. In demy 8vo, doth, 144 pp. 68. net.

BANKERS’ ADVANCES AGAINST PRODUCE. By A. Williams. In
demy Svo.^doth gilt, 147 pp. Bs. net.

SIMPLE INTEREST TABLES. By Sir Wm. Schooling, K.B.E. In crown
8vo, doth gilt, 188 pp. 218. net.

DICTIONARY OF BANKING. A Complete Encyclopaedia of Banking Law
and Practice. By W. Thomson, Bank Inspector, Fourth Edition,

Revised and Enlarged. In crown 4to, half-leather gilt, 691 pp. SOs. net.

BRITISH HNANCE. See p. 8.

TITLE DEEDS AND THE RUDIMENTS OF REAL PROPERTY LAW. By
F. R. Stead. Third Edition. In demy 8vo, cloth, 151 pp. Ba. net.

SECRETARIAL WORK

THE COMPANY SECBETABT’S YADE MECUM. Editml by Pbiup Tovby.
F.C.I.S. Third Edition, Revised and Enlarged. In foolscap 8vo, doth,
88. Bd. net.

SECRETARY’S HANDBOOK. A Practical Guide to the Work and Duties
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with a section devoted to the work of a Lady Secretary, and a chapter
dealing with Secretarial work in general. Edited by H. E. Blain, C.B.E.
In demy 8vo, cloth gilt, 168 pp. 68. net.

GUIDE FOR THE COMPANY SECRETARY. A Practical Manual and Work
of Reference for the Company Secretary. By Arthur Coles, F.C.I.S.

Second Edition, Enlarged and thorougm^ Revised. With 76 facsimile
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In demy 8vo, cloth gilt, 432 pp. Bs. net.

DICTIONARY OF SECRETARIAL LAW AND PRACTICE. A Compre-
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tributions by nearly 40 eminent authorities on Company Law and Secre-
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Barrister-at-Law, In demy 8vo, cioth gilt, 149 pp. 68. net.

STOCKS. SHARES, AND OTHER MARKETABLE
SECURITIES. A Manual of the Law and Practice. By F. D. Head,
B.A. (Oxon), Bavrieter-aULava^ Third Edition, Revised and Enlarged.
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WHAT IS THE VALUE OF A SHARE! Tables for readily and correctly

ascertaining (1) the present value of shares | and (2) what dividends
should be paid annuaUy to justify the purchase or market price of shares.
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PROSPECTUSES: HOW TO READ AND UNDERSTAND THEM. By
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PRACTICAL SHARE TRANSFER WORK. By F. W. Lidinoton. A
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QUESTIONS AND ANSWERS ON SECRETARIAL PRACTICE. By E. J.
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INCOME TAX, ETC.

DICTIONABT OP INCOME TAX AND SUPER TAX PRACTICE. Incor-
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CORPORATION PROFITS TAX EXPLAINED AND ILLUSTRATED. By
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ECONOmC OEOGBAPHI. By J. McFaklanb, M.A., M.Com. In demy
8vo, cloth gilt, 643 pp., with 18 illustrations. lOs. 6d. net.

THE PRINCIPLES OP ECONOMIC OEOGBAPHI. By R. N^. Rudmos.
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OUTUNES OF THE ECONOMIC HISTORY OF ENGLAND. A Study in

Social Development. By H. O. Merbdith, M.A., M.Com., FMow of
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ECONOMICS FOR BUSINESS MEN. By W. J. Weston, M.A., B.Sc. In
crown 8vo, cloth gilt, 265 pp. Ss. 6d. net,

BRITISH FINANCE DURING AND AFTER THE WAR, 1914-1921. The
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and edited by A. W. Kirkaldy, M.A., B.Litt. In demy 8vo. cloth gilt,
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BRITISH LABOUR. Replacement and Conciliation, 1914-1921. Edited by
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MERCANTILE LAW. By J. A. Slater, B.A., LL.B. A Practical Exposi-
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(Lond.), of th$ Middle Temple, Barrister-at-Law. Second Edition,

Revised. In demy 8vo, cloth gilt, 348 pp. 68. net.

COMPANY CASE LAW. By F. D. Head, B.A. (Oxon), Banisiet’-cU-Lau).
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book for Traders, Passengers, and Railway Students. Second Edition.
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PARTNERSHIP LAW AND ACCOUNTS. By R. W. Holland, O.B.E.,

M.A., M.Sc., LL.D., Barrister-at-Law, In demy 8vo, doth gilt, 159 pp.
68. net.

THE LAW OF C0NTRACT« By the same Author. Revised and Enlarged
Edition. In demy 8vo, doth, 123 pp. 68. net

WILLS. EXECUTORS, AND TRUSTEES. By J. A. Slater, B.A., LL.B.
Widi a chapter on Intestacy. In foolscap 8vo, cloth, 122 pp. 28. 6d. net.

INHABITED HOUSE DUTY. By W. E. Snellxno. In demy 8vo, doth
gilt 356 pp. 128. 6d. net
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MUNICIPAL AND LOCAL GOVERNMENT LAW. By H. Embrson Smith,
LL.B. (Lond.). In demy 8vo, cloth gilt, 258 pp^ 7b. 6d. net.

THE LAW OF REPAIRS AND DILAPIDATIONS. By T. Cato Woksfold.
M.A., LL.D. In crown 8vo, cloth gilt, 104 pp. Ss. 6d. net.

THE LAW OF EVIDENCE. By W Nbmbhard Hibbbrt, LL.D., Barrister-
at- Law. Fourth Edition. Revised. Tu crowu 8vo. 120 pp. 78. 6d. net.

THE LAW OF PROCEDURE. By the same Author. Second Edition. In
devay 8vo, cloth gilt, 133 pp. 76. (id. net.

BU.«;mrss reference books

BUslNKSS KAN'S ENCViILurAEDIA AND DICTIONABT OF COKMEBCE.
A reliable and comprehensive work of reference on all commercial sub-
jects. specially designed '^nd written for the busy merchant, the com-
mcrcl'l stuacnt, rtiid th«* niodem man of affairs. Edited by J. A. Slatbr,
B.A., (Load.). Assisted by upwards of 50 specialists as con-
tributors. With numerous maps, illustrations, facsimile business forms
and legal documents, diagrams, etc. Second Edition. In 4 vols., large

crown 4to (each 450 pp.), cloth gilt, 48. net.

BUSINESS BUILDINfii, A complete guide for the wholesaler, retailer,

manutacturer, agent, etc. Edited by F. F. Sharles, F.S.A.A. (Gold

Medallist), A.C.I.S. Assisted by Specialist Contributors. In 2 vols.,

crown 4to, cloth gilt. Each 218. net.

BUSINESS MAN’S GUIDE. Seventh Revised Edition. With French.
German, Spanish, and Italian equivalents for the Commercial Words
and Terms. Edited by J. A. Slater, B.A., LL.B. (Lond.). The work
includes over 2,000 articles. In crown 8vo, cloth, 520 pp. 6i. net.

BUSINESS FORECASTING. By D. F. Jordon. Size Gin. by 9in., cloth,

270 pp. IGs. net.

COMMERCIAL ARBITRATIONS. By E. J. Parry, B Sc., F.I.C., F.C.S.

An invaluable guide to business men who are called upon to conduct
arbitrations. In crown 8vo, cloth gilt. Ss. 6d. net.

COMMERCIAL CONTRACTS. By the same Author. A Guide for Business

Men. In crown 8vo, cloth, 200 pp. 58. net.

THE SHAREHOLDER’S MANUAL. By H. H. Basst:tt. In crown 8vo,

cloth gilt, 140 pp. 88. 8d. net.

THE INVESTOR’S MANUAL. By W. W. Wall In crown 8vo, cloth,

122 pp. 88. 8d. net.

DICTIONARY OF COMMERCIAL CORRESPONDENCE IN SEVEN LAN-
GUAGES : ENGLISH. FRENCH. GERMAN* SPANISH* ITALIAN*
PORTUGUESE* AND RUSSIAN. In demy Svo, cloth, 718 pp. 128. M.
net. Third Edition.

A MANUAL OF/ DUPLICATING METHODS. By W. Desborough. In

demy Svo, cloth, 90 pp., illustrated. 8f. net.

t
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OFFICE MACHINES, APPLIANCES, AND METHODS. By W. Desborough.
In demy 8vo, cloth gilt, 157 pp. 6s. net.

COMMERCIAL COMMODITIES. By F. Matthews, B.Sc., A.I.C., F.C.S.
In demy 8vo, cloth gilt, 326 pp. 128. 6d. net.

COMMON COMMODITIES AND INDUSTRIES SERIES. In each of the
handbooks in this series a particular product or industry is treated by an
expert writer and practical man of business. Beginning with the life

history of the plant, or other natural product, he follows its development
until it becomes a commercial commodity, and so on through the various
phases of its sale in the market and its purchase by the consumer.
Industries are treated in a similar manner. Each book in crown 8vo,
illustrated. 3s. net. Volumes already published on

—

Acids and Alkalis

Alcohol in Commerce
Aiumininm
Anthracite
Asbestos
Boot and Shoe Industry

Bread Making
Brnshmaking
Butter and Cheese
Button Industry, The
Carpets
Clays

Clocks and Watches
Clothing Trades Industry
Coal
Coal Tar
Cocoa
Coffee

Cold Storage and Ice

Making
Concrete and Reinforced

Concrete
Copper
Cordage and Cordage
Hemp and Fibres

Corn Trade^ The British

Cotton
Cotton Spinning
Cycle Inanstry, The
Drags in Commerce
Dyes
Electric Lamp Industry

Electricity

Engraving
Explosives, Modern
Film Industry, The
Fishing Industry, The
Furniture
Furs
Oas and Gas Making
Glass

Gloves and the Glove
Trade

Gold
Gums and Resins
Incandescent Lighting
Ink
Internal Combustion En-

gines
Iron and Steel

Ironfounding
Jute
Knitted Fabrics
Lead
Leather
Linen
Meat
Motor Boats
Moi<»r Industry. The
Nickel
Oil Power
OUs
Paints and Tarnishes
Paper

Patent Fuels
Perlumery
Petroleum
Photography
Player Piano, The
Rubber
Salt

Silk

Silver

Soap
Sponges
Stones and Quarries
Starch
Straw Hats
Sugar
Sulphur
Talking Machines
Tea
Telegraj^y, Telephony,

and Wireless

Textile Bleaching
Timber
Tobacco
Velvet and Corduroy
Wallpaper
Weaving
Wheat
Wine and the Wine
Trade

Wool
Worsted
Zinc
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