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ABSTRACT

This thesis examines the patterr* and level of unemployment in
the British Economy from 1855 to 1913. The structure of and variations
in supply and demand for labour and unemployment are examined using data
mostly from published sources. Various models are discussed and tested on

the data using the standard techniques of regression analysis.

It is found that the pre first world war labour market can be
described as free of major institutional and structural distortions,
adjusting via a series of short run equilibria to a long run equilibrium.
It is argued that the interwar labour market should be depicted as
failing to adjust and suffering continuous excess supply of labour. In
this context, the supply side role for the effect of unemployment
benefits is limited and the maldistribution of unemployment across
industries and regions is a consequence, rather than a cause of
unemployment. It is argued that, under such conditions, there would
have been scope for demand management policies and these would have

involved both public spending and exchange rate policies.
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CHAPTER 1

INTRODUCT ION

The following chapters of this thesis study various aspects of the
aggregate labour market in Britain from 1855 to 1939. They represent
an effort to examine topics which are, or should be, important to economic
historians using the tools of the applied economist. Despite the
considerable advances made in quantitative economic history in the last
few decades, this is an area which is in need of considerably more
research. It is also an area in which the gap between historians and

economists is still embarrassingly wide.

One of the points often put forward by leading "cliometricians"
is that the old style economic history used theory and assumptions
covertly and tested hypotheses only by implication. By contrast, their
efforts have been devoted to framing historical questions in the context
of explicit models devised from basic theory and testing formally using
a variety of quantitative methods. (Fogel, 1967, McCloskey, 1978). As
this approach has developed, it has not only provided new answers to old
questions but also raised fresh questions which emerge as the result of

empirical enquiry.

This approach has been increasingly applied in the context of British
Economic history and some of the results of this enterprise have recently
been brought together in two volumes by Floud and McCloskey (1981). It
is notable, however, that recent surveys of the British labour market
before 1914 find very little work of this nature to draw upon (Pollard,
1978, Baines, 1981, Hunt, 1981). There are two possible reasons for
this. The Tfirst is that the new economic history has been based largely
on neoclassical models, which are used as maintained hypotheses. This
approach has lacked appeal to those interested in the labour market who

have therefore been reluctant to apply them.



The second is that the existing historical literature has largely
been aimed at answering questions which are, on the whole, different from
those which would be asked by the applied economist. Labour history
has emerged very largely as a branch of social history rather than of
economic history. Its concerns have been with the development of particu-
lar institutional structures, the growth of ideas and the interpretation
of various aspects of the labour movement in this context. Thus the growth
of trades unionism, industrial conflict, the development of collective
bargaining and the evolution of various aspects of social policy are
all major topics of study. Though some outstanding work has been done
in these areas, it has often stopped short of using economic analyses

to tie the threads together.

There 1is, however, a considerable amount of quantitative work aimed
at modelling features of the labour market but this has often been done
by economists with a view to testing the robustness of models over long
periods of time rather than modelling the distinctive characteristics of
particular historical periods. This has, iIn consequence, remained
largely outside the mainstream of historical literature. Furthermore
there is beginning to emerge work on the labour market which is both
historical and quantitative in nature and it seems likely that this

trend will gather pace in the next few years.

The object of this thesis is to make a few tentative steps along
this path and to perform some preliminary and exploratory work which it
is intended will be continued in the future. Ideally work of this
nature should display of an appreciation of primary and secondary material,
an understanding of its wider historical implications together with the
appropriate use of theory and quantitative methods. The exact blend

depends on the type of question being addressed (as well as on the competence
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or lack of it, of the researcher). The analysis presented here is
partial and incomplete and falls short of the standards aspired to but
it attempts to provide a general interpretation within which certain

specific questions can be answered.

One important aspect is to survey and interpret the existing
literature in an effort to bring some of the results of different kinds
of historical work together and provide a back-ground to the empirical
work. The period covered is a long span of more than 80 years and
divides naturally into two parts: the period before 1914 and the inter-
war years. It is traditional to view these periods separately and
probably for good reason: the type and quality of information available
is quite different between the two eras and so are the types of questions
addressed in the literature. More fundamentally, there were important
changes in the economic structure relating to the labour market which
mark these periods out as distinct. The evaluation of the characteristics
and nature of the periods under study is therefore important from the
point of view of choosing the appropriate model or paradigm with which

to work.

The major focus of the thesis is on explaining variations both in
aggregate unemployment over time and across various groups at a point
in time. This is one of the central questions of macroeconomic analysis
and a wide range of theories and empirical models have been produced to
explain various aspects of the issue. Many are variations on a particular
theme but two major paradigms can be identified. The first is often
termed the equilibrium approach and can be said to derive from the
development of the microeconomic foundations of macroeconomics represented
in the seminal volume of Phelps (edj(1970). The other is the disequilibrium
or non-market clearing approach originating from Keynes General Theory

and pioneered in its modern form by Barro and Grossman (1976).
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Though these are often seen as competing theories, one is likely
to be more appropriate than the other in different historical periods
when economic structures and institutions would have been different.
Furthermore, when used for prescriptive purposes or for evaluating
policy counterfactuals, the models will often lead to different
conclusions. This 1is illustrated in the case of the possible impact of
unemployment benefits on the rate of unemployment. This issue, raised
recently for the interwar period by Benjamin and Kochin (1979) is taken
up at various points and it is argued that such effects differ, depending
on whether an equilibrium or disequilibrium approach is taken. Similarly
for other aspects of economic policy concerned with public spending or
exchange rates, the outcome depends on the model used which must, there-

fore, be appropriate to the case.

In Chapter 2 a wide range of literature on the labour market from
1855 to 1913 is reviewed. In this there are three motives. First,
to bring together a variety of material and to provide a picture of the
main features of the labour market before 1913. Second, to interpret
it and evaluate the economic implications of this literature as a guide
to modelling fluctuations in unemployment and wage rates. Third, to
closely scrutinize the available data which is subsequently used in estima-
tion. Chapter 3 sets up a basic and relatively simple model of
unemployment based on the neoclassical approach. This is subjected to

a number of tests and various supplementary hypotheses are examined.

In Chapter 4 we turn the attention to the changes and developments
in the economy and institutions relevant to the labour market occurring
between the prewar decade and the 1920s. Some of the difference between
the prewar and interwar periods were profound but were not always attribu-

table solely to the effect of the war. Many of the changes, especially in



the expansion of the role of the state in such areas as social
insurance and collective bargaining could be traced back to before the
war. The war did, however, alter fundamental economic relationships,
imposing a pressing need for adjustment and structural change. Yet, in
many respects, economic institutions were ill adapted to meeting this

challenge and, despite the expanded role of the state, policies of

economic management were slow to emerge.

Thus things had changed but the implication of this did not become
immediately clear and the interwar period saw the desperate search for
theories within which new policies could be framed and was marked
most notably by the appearance of the General Theory in 1936. In
Chapter 5, it is argued that a Keynesian approach is the appropriate para-
digm for the interwar period and several important policy issues are
re-examined in this context.This includes an examination of the possible
causal links between unemployment benefit provisions and unemployment
in a Keynesian framework as well as the more traditional policy issues:

public spending and the exchange rate.

Chapter 6 is devoted to further examining the underlying structure and
determinants of employment and unemployment. The issue of the relation-
ship between output, employment and real wages originally highlighted
in the debate between Keynes (1939) and Dunlop (1938) is re-examined
at.the industry level. In order to achieve further insight into the
operation of the labour market, the rates of flow of workers between
employment and unemployment and into and out of the labour force are
examined. Further time series models are tested, using quarterly data
not previously used in empirical work. In all this, the potential

impact of unemployment benefits is kept firmly in the picture



as is the issue of what appropriate policies for lowering unemployment

might have been.

One of the most striking features of interwar unemployment was the
diversity in the experience among different industries and regions. To
many observers, this is a central feature iIn the diagnosis of the causes
of unemployment which carries iImportant policy implications. Fundamental
to this is the relationship between the regional and industrial composi-
tion of both unemployment and the growth of employment. Whether regional
and industrial maldistribution leads to structural unemployment depends
both on the overall level of activity and the degree of labour mobility.
Chapter 7 examines these issues afresh and attempts to relate them back

to some of the questions raised in earlier chapters.

Finally, some of the conclusions which emerge in the course of the
analysis are drawn together in Chapter 8. Though many questions remain
unanswered and the answers to others remain in doubt, it is argued that
some insights can be drawn at this stage. In many areas, however,
further enquiry and more detailed analysis is still required before the
various features of the labour market can be fully understood and placed

in a consistent framework.
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CHAPTER 2

A SURVEY OF THE LABOUR MARKET IN BRITAIN 1850 - 1913

The Structure and Dynamics of the British Economy 1855 - 1913

By the middle of the nineteenth century Britain had become the
world®"s first truly industrialised economy and, in the 60 years after
1850, the economy developed along a path which had been largely esta-
blished by the profound changes of the previous 60 years. This
development had far-reaching effects on the labour market and, in
particular, for the institution of wage labour upon which growth and
prosperity was largely based. The rise of factory industry, the growth
of urbanisation , specialisation of skills and occupations produced an
increased dependency of workers and firms upon each other which
focused on the relationship between them. In the 1851 census the
urban population for the first time exceeded the rural population and
43Z of the occupied population found their employment in industry,
compared with 22Z in agriculture. From this time the numbers in
agriculture fell not only relatively but absolutely. Proportional
expansion was concentrated in extractive and service industries such
that, although the agricultural proportion fell to 8.3Z by 1911, the
manufacturing proportion remained about a third while industry as a

whole rose to 46.4Z (Deane and Cole, 1962, p. 142).

This distribution reflects the pattern of domestic demand in an
economy with historically high income levels and the pattern of inter-
national specialisation which resulted from becoming the "workshop of
the world"”. This also finds expression in the fact that trade and

transport category occupied some 20Z of the working population. While

domestic consumption averaged about 85Z of GNP from 1870 onwards,



exports and domestic capital formation accounted for approximately a
third. The latter consisted of a high proportion of industrial output
and gave rise to the dominance of the staple industries which are an

important characteristic of the period.

The three broad sectors of niining and quarrying, textiles and
dothing and engineering and metal manufactures are estimated to have
accounted for more than 22Z of national income in 1907. Within these
groups some 70Z of textiles, 30Z of iron and steel and 30Z of coal
output was exported. The specialisation which this implies was
reflected regionally as well as industrially. Cotton textiles focused
on Lancashire, coal on South Wales and Northumberland and Durham,
shipbuilding on the Tyne and Clyde, iron and steel in Cleveland and
“fc.MitIMshire. Other industries which were based more on the home market
were more evenly distributed - the best example being the building
industry which, although reflecting the pattern of economic activity
in different regions, was widely dispersed and the food processing
and service industries of which the location reflected more the con-

ditions of demand than of supply.

This distinctive structure which characterises the economy condi-
tioned the pattern of economic fluctuations. According to Rostow, it
was about the middle of the century when the minor cycles generated
by agricultural fluctuations and an inventory cycle in textiles gave
way to the deeper rhythm of cycles dominated by long term investment
either at home or abroad. (Rostow, 1948, p. 39-50). There has been
considerable intereat in long waves in prices and activity of some 50

years in duration and, more recently, a substantial literature has



grown up on long swings, with a periodicity of some 20 years”™. But
the most prominent systematic pattern seen in the raw time series
is the 7-10 year fluctuations sometimes known as the Juglar cycle.
Table 2.1lists the cyclical peaks and troughs in real GNP distinguished
by Aldcroft and Fearon.

Table 2 .1

The Trade Cycle 1850 - 1913

Peak Trough
1856 1858

1859 1862

1865 1869

1874 1879

1883 1886

1890 1894

1901 1904

1907 1909

1913

Source: Aldcroft and Fearon (1972, p. 9)

There iIs a wide measure of agreement about the dating of peaks
and troughs which reflects both the distinctiveness of the cycle and
the strong synchronisation of the various time series used as indica-
tors. Comparing the pattern of peaks and troughs in Table 1.1 with

the pattern of industrial production, for example, gives the same

The twenty year swings have been examined most prominently by Brinley
Thomas (1954, 1973) in the context of the "Atlantic Economy" hypothesis.
The effects on economic activity come largely through the alter-
nation of home and overseas investment which gave rise to offsetting
swings in domestic investments exports. The implicstion of this for shorter
cycles in activity has been widely discussed (Rostow, 1948, Cairncross
1952, M~ghews, 1959, Ford, 1965, 1969, 1971)
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number of cycles only differing in turning points by one year at the
most. (Beveridge, 1944, p. 28, Rostow, 1948, p. 33, Aldcroft and Fearon,

1972, p. 12).

While each cycle has its distinctive features, leading indicators
tend to follow similar patterns over the course of each cycle, leaving
a strong impression that similar forces operating through a stable
mechanism were responsible for each. Most of the postwar literature
is Keynesian in flavour and concentrates on the most volatile components
of expenditure as the proximate source of fluctuations. Ford has
concluded that '"the immediate cause of fluctuations in British money
incomes was fluctuations in export values aided or impeded by
Ffluctuations in home investment” (1965, p. 94-5). As regards timing,
both exports and domestic investment appear to have led or coincided
with CNF at peaks and troughs in most cycles but exports were
more closely associated with GNP than investment. |If these were the
proximate causes, then the true causes depend on the determinants of
exports and investment, though these are often designated "autonomous

expenditures'.

If exports were sensitive to relative prices, then they might,
in part, be determined endogenously but a more important contention
is that they were largely determined by fluctuations in British foreign
lending which displays cyclical fluctuations leading exports at
peaks by one to two years (Ford, 1963, 1965, 1969). This suggests that
exports were, in part, determined at home, though the lack of corres-
pondence between exports and lending when disaggregated, suggests
that both may have been jointly determined by domestic and external

forces. Similarly, home investment has often been regarded as depending



largely on realised profits, sometimes construed as an indicator of
expected profits (Tinbergen, 1951, Saul, 1969, p. 41, Church, 1975, p.40).
Like many other variables, profits are strongly procyclical and the
share of profits in total income shows a strong tendency to move in the
same direction as total income. However, the level or share of profits

has no more claim to be a truly exogenous variable than any other.

An alternative view put forward is that cycles were essentially
monetary in origin. Like the other variables, the money stock moves
with the cycle and a number of attempts have been made to distinguish
between the money hypothesis and the spending hypothesis by the econo-
metric estimation of reduced form multipliers” (Barret and Walters,
1966, Walters, 1969, Sheppard, 1971). In levels, both autonomous
spending and the money stock contribute to the explanation of income
and consumption over the period 1881 - 1914. Autonomous spending
generally explains more of the variance than the money stock, though
there is a high correlation between them as well as with income. But
when first differences are used to abstract from the common trends,
autonomous spending appears to be considerably more powerful (Sheppard, 1971,

Tables 5.2 - 5.4, pp. 76 - 83).

It is likely that the money stock is even more of an endogenous
variable than autonomous expenditure and the evidence from tests for
the direction of causality is as yet inconclusive (Mills and Wood, 1978,
Huffman and Lothian, 1980). There are good reasons to doubt the

independence of the money supply since there is a great deal of evidence*

* This technique of running a "horse race" between the autonomous
spending and monetary hypotheses derives from Friedman and Meiselman
(1963) .



that the monetary authorities essentially followed the advice of Bagehot
in adopting an accommodating role which may account, in part, for the
diminution of monetary crises, particularly after 1870 (Hicks, 1974)

A more contentious argument recently put forward is that the theory

of the monetary approach to the balance of payments is appropriate, in
this period, so that even if the authorities had been willing to pursue

an independent policy, excess demand or supply of money balances would
have been brought into equilibrium by international gold flows. (McCloskey

and Zecher, 1976).

Even if endogeneity is ignored, monetary based macro models, which
admittedly include more recent periods in the data set, fit rather badly for
the thirty years before 1914 and exhibit implausibly long adjustment
speeds (Jonson, 1976, Smith, 1977). The most complete macro model
estimated for the prewar economy remains that of Tinbergen (1951). It
is too complex to describe in detail* but the most iImportant characteristic
of the model was that, in both goods and money markets, "demand is
almost everywhere [priced inelastic” (1951, p. 94). This suggests that
expenditure decisions will generally be a more important source of
fluctuations than supply factors , including money supply. On the income
side,” a key feature of tbe model is the distinction between the wage bill
and non-labour income. Spending out of the former is devoted almost
wholly to consumption while the latter is divided between consumption
and“investment. An interesting feature is that Tinbergen eventually
closed the model to make all variables dependant on other endogenous
variables, current or lagged. This gave rise to a second order difference
equation in non-labour income which was capable of generating endogenously

cycles similar in duration to those actually observed.1l

1 A useful survey of the model is given by Nerlove (1965).



These macro models have inevitably paid scant attention to the labour
market inspite of the emphasis placed on it in theoretical models of
macroeconomic adjustment. Thus in Smith’s model, the aggregate wage bill
was related directly to the money supply and in Johnson®s model, employment
and wages were not considered directly at all. While hypotheses about the
labour market may underlie the equations for the adjustment of prices
and output, these are not made explicit. Though these models shed light
on the proximate causes of fluctuations in employment, this is not the main
focus of attention and the labour market mechanism is subsumed or specified

in an ad hoc manner.

The major exception to this is in the model of Tinbergen who
experimented with a variety of equations. Employment was simply demand
determined but a variety of different variables were tried in the equation
determining the wage level. Among these were the cost of living index,
the relative price of consumption and investment goods, cumulative past
employment and the level of union membership. All these were rejected,
however, in favour of the price of coal as the sole explanatory variable.
In some respects Tinbergen’s work foreshadows that of the later investigations
of Phillips (1958), Lipsey (1960) and subsequent writers. This relationship
is regarded as fundamental to the adjustment of the macro economy and

the task of Chapter 3 is therefore to develop and reinterpret this relation.



The Record of Unemployment

Unemployment is a feature of the labour market which normally appears
under capitalism and 1is associated with the establishment of factory
industries and the development of urbanisation. Though the distinction
between this and the under employment of pre-industrial economies is
rather arbitrary, it is the former, reflecting the cyclical fluctuations
of the industrial sector which is of primary concern here. Unemployment
only became a topic of major concern to contemporaries in the 1880s
and the term itself did not come into widespread use until the 1890s*.
This interest was rather different from that which might be taken today
since it focused on the conditions of poverty and was spurred on by
discontent among certain sections of the workforce. It concentrated
therefore largely on the problem of casual labour particularly in
London®"s dockland which might be regarded as a rather underdeveloped
sector of the economy (Tomlinsoé{weh. 1. These aspects are discussed

in more detail iIn section 2.6.

Before the figures generated by the National Insurance Act of 1911
and subsequent Acts became available, the only source of continuous
information is that compiled by the Board of Trade from the returns of
Trade Unions who paid out of work benefits to their members. Though the

enumerationof the unemployed in these returns is consistent with that

* Thus an enquiry set up in the early 1890s was designated the "Committee
on Distress from Want of Employment". However it has been noted that the
word "unemployment"™ Tfirst appeared in the Oxford English Dictionary in
1888 and the word "unemployed™ in 1882 (Creedy, 1981, p.2).



used in later official statistics, It has been described as a "pitifully
small” sample (Feinstein, 1972, p. 225). Not only is it small relative

to the aggregate labour force, less than 1Z in 1870 reaching 3JZ by 1910,
its composition reflects the trade union membership from which it was
drawn. Thus the original index was simply obtained by weighting the
unemployment percentage for each union by the proportion of its

membership in the total of reporting unions. Some idea of the composition

can be obtained from the following table

Table 2.2

Percentage Weights of Reporting Trade Union Membership by
Industrial Groups

1894 1908 1913
Building 9.4 8.3
, 21
Woodworking & Furnishing 5.4 5.1
Coal Mining 19 19.5 18.5
S
Engineering 25.2 »
J 32.2
Shipbuilding 46 9.0
Other Metal Trades 4.9 7.1
Printing and Bookbinding 10 8.7 i
7.1
Paper _ J
Textiles 3 14.5 14.1
Clothing - - 6.2
Miscellaneous 1 3.4 1.4

Source: Beveridge (1930), Table 1V, p. 20 and 425.



The dominance in the returns of engineering, shipbuilding and
metals was even greater in the earlier years comprising about threequarters
in the 1860s and not falling below half until the 1890s. Given that
the average unemployment percentage for this group is nearly double that
for the rest, the Board of Trade reweighted the index giving them a weight
of a half throughout and the series given by Feinstein> which is used

subsequently»adopts this index until 1880 and the crude index thereafter.

The extent to which the index reflects the true unemployment rate
in those industries to which it applies is not clear. The average rate
for the index as a whole from 1861 to 1913 is A.45 per cent and it shows
no long run trend. Over this period the average rates across the main

industrial groups classified by the Board of Trade is shown in Table 2.3

Table 2.3

Average Unemployment Percentage for Main Industrial
Groups 1861 - 1913

Engineering, Shipbuilding 6.0
and Metals

Building 3.8

Woodworking and Furnishing 3.3*

Printing and Bookbinding 3.7

Other Trades 1.9*

. * 1867 - 1913
Source: Board of Trade, British and Foreign Trade & Industrial Conditions,

1904.
Though the level of unemployment of the metal using trades is
exceptionally high and that of other trades exceptionally low, this is

largely accounted for by the differences in the range of variation. This

range might be too small for all groups if unemployed unionists tended



to let their membership lapse at times of high unemployment and the evi-
dence of procyclical movements in membership might be used to support

this.

Though there is little evidence of it, if unionists were able to
command wage rates higher than non-unionists, their unemployment rates
might have been higher though, if restrictions to entry were imposed, this
would operate in the opposite direction. One possibility to be investi-
gated iIn greater detail is whether the existence of out-of-work benefit
schemes, a characteristic of all reporting unions, directly induced
higher unemployment rates among them. There is also a problem of
inferring unemployment for an industry as a whole from unemployment
among unionists since these would be largely craft or skilled workers.
Even if unionism itself did not induce distortions, it might be expected
that unemployment would be higher in less skilled groups, if only
because of greater variability of employment since employers night be
more reluctant to lay off skilled workers in the face of temporary

variations in demand.

Even if the indices were taken as adequate for the industries to
which they relate the problems of weighting are formidable. A number of
industries are not represented at all, the weights of the included
industries are arbitrary and change arbitrarily over time and the geographi-
cal distribution is misrepresented. An attempt to reweight the index for
1893 according to the industrial classification in the census reduced the
percentage from 7.0Z to 4.2Z (Committee on Distress from Want of Employment
Third Report (1895, p. 51) and this led some observers to the conclusion
that, on average, the figure was too high. Beveridge thought that "It
is best to give up all attempts to use the Trade Union returns as an index

of the actual volume of employment in the whole of industry”™ (1930, p. 21).



Evidence from the figures produced by the National Insurance system from
1912 onwards, however, shows that where the two series overlap, from 1912
to 1926, they are not seriously out of line interms of overall levels.
Excluding the year 1919, the average over thirteen years is 6.4Z for the
Trade Union figures compared with 7.1% for the Insurance series (Booth
and Glynn, 1975, Appendix 1) and Beveridge later concluded that, in this
light, the Trade union average of 4.8% between 1883 and 1913 should be
raised to about 6% (1944, p. 72). However, this comparison may be
affected to some extent by the peculiarites imposed by the structure of
interwar unemployment and the National Insurance scheme itself and this

is discussed in more detail in Chapter 4.

It is possible to conclude that, given the importance in the pre-war
labour market , of casual and unskilled groups with irregular employment
and high turnover rates, that average unemployment was very much higher
than the figures indicate. Thus many observers have concluded with
Hobsbawm (1964, p. 129) that "At the very least we must assume a much
greater volume of constant, if concealed, unemployment than the indices
show". But even if no accurate impression of overall levels can be
gained, it is unlikely as far as the industrial sector is concerned, that
the figures conceal a secular trend in unemployment though such an inten-

sification of the problem in the 1880s is sometimes claimed (Burgess, 1980,

p- 49

While there remain doubts about the overall level of unemployment,
the year to year Tfluctuations can be approached with more confidence. Figure
2.1 plots the unemployment percentage showing the distinctive pattern
ofeight full cycles with unemployment ranging between extreme values of
over 10% and less that 1%. These fluctuations conform closely in timing

with other evidence on the labour market although the extent to which
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they give a true picture of the underlying amplitude 1is more open to
question. Where the Trade Union and Insurance Tfigures overlap they always
move in the same direction except for 1922 and there is evidence of greater
variation in the former”~. For earlier in the period Llewellyn-Smith,
Director of the Labour Department of the Board of Trade testified in

1895 that "it is a very good index of changes in employment generally
because the trades included are chiefly those which are affected most
violently by cyclical fluctuations and hence, as far as that kind of
fluctuation is concerned, our index numbers afford a very sensitive baro-
meter of this kind of change in the labour market; of course the fluctua-
tions for the very reasons 1| have mentioned, would be exaggerated in our
index number" This, of course, refers to the uncorrected index and

the Board of Trade later commented on its corrected index that some

groups not included would probably have fluctuated more and other less
than the index . Hilton"s suggestion that the Trade Union percentage

over estimated unemployment in years of depression has recently been
criticised by Garside who in a detailed examination of the available
statistics concluded that the series is "fairly representative of
conditions generally over a period of years and not only in the trades

directly represented””

* Easton (1978) regressed the Insurance percentage on the Trade Union percen-
tage for the overlapping years and obtained a coefficient of 0.89, signifi-
cantly smaller than one, on the latter. This conclusion supports the conclu-
sions of the earlier statistical investigations of Bowley (1912) and Hilton (1922)

Committee on Distress from Want of Employment (1895), Minutes of Evidence,
p- 50. Q.4562.

Board of Trade Memorandum on British and Foreign Trade and Industrial
Conditions, 1904, p. 90.

4 Hilton (1922, p. 182), Garside (1980, p- 23). Some writers have been
inclined in the opposite direction; Rostow (1948, p. ) was unwilling to
conclude that even the uncorrected percentage overestimated the true ampli-
tude of fluctuations.



The reason for divergence of opinion is the differences in
amplitude of fluctuations between broad groups of industries and,
as before, the metals group stands out. This has led some observers
to argue for making a distinction between the"fluctuating”and the
relatively stable industries™. The unemployment rates in four broad
industrial groups are plotted in Figure 2.2 and that of the metals
group is clearly more volatile than the rest although this feature
largely disappears after 1895. But while each group has its
distinctive pattern, the broad cyclical pattern is common to all.
The cycles of 1873-1882, 1882-1891 and 1906-1913 all reveal a hierarchy
of amplitudes rather than a dichotomy with the widest fluctuations
in the metals group followed by building, furniture and furnishing
and lastly, printing. Moreover, the pattern and timing of unemploy-
ment in these cycles is closely similar between groups, all peaks
falling in the same year. |In the remaining cycles patterns diverge
somewhat but there is still a strong correspondence between the three

less fluctuating series.

This pattern can be readily explained with reference to fluctua-
tions in broad sectors of the economy which are reflected quite
accurately in the unemployment series. The metal;industries have often
been taken as indicative of victims of the trade cycle because of
their concentration in exports and their characteristic as largely
"instrumental trades"™. Hence this sector can be regarded as an
indicator for the industries which bore the brunt of cyclical expan-

1
Beveridge (1944) p. 293. For an earlier reference to this distinction,

see Llewellyn Smith, Committee on Distress from Want of Employment
(1895, p.. 47. Q. 4535-7).
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sions and contractions which were communicated to the rest of the
economy. Figure 2.3 plots for comparison the share of investment plus
exports in national income and the share of exports alone. From this

it can be seen that when all unemployment series were at similar low
levels at the peak of a boom such as 1871 - 3, 1881 - 3 and 1888 - 90,
the share of exports in national income reached a cyclical peak . As

the unemployment profile in the metals group rose above the others in
recession, the export proportion generally fell but in two prominent
cases 1875 h 9 and 1901 - 7 it rose. In both cases the downswing was
longer and was marked by a relatively sharp rise in all the unemployment
series. These appear to have been cases where domestic recession con-
tributed disproportionately to the downturn in activity although in

both cases activity was sustained for a while by home investment marking
the only major times when the upper graph of domestic investment plus
exports differs substantially in pattern from the export share alone*
This phenomenon is particularly striking after 1900 when the export share
rises by a full eight percentage points, while the combined share rises
by less than half of this. The unemployment series reflect this change
in that, as previously noted, the metals group does not rise significantly
above the other groups particularly in the cycle from 1904 - 1906. After
this the distinctive pattern of the hierarchy of unemployment rates in
recession reappears though at a slightly different level, as does the

conformity between the two shares of national income.

That the unemployment series reflect not only the aggregate fluc-
tuations but also the structure of them is surprising in view of the
partial nature of the statistics. It might be thought that the relative
exclusion, particularly of coal mining and textiles in the earlier

years, might vitiate such comparisons. However, the uniformity of



cyclical movements, particularly of different classes of exports is
much closer in the years before 1900 and, hence, the omission of key

sectors is not too misleading.

In their enquiry of 1909, Chapman and Hallsworth investigated
how far a change in total man-hours of labour was divided between changes
in hours per worker and number of workers employed from one year to the
next. From their data the change in hours as a percentage of the change

in total man hours was calculated for certain industries:

Table 4

Percentage of change in total Manhours met by
~ Change” In hours per worker

Trade Nov 1906 - Nov 1907 Nov 1907 - Nov 1908
Iron and Steel 32 29
Cotton 36 65
Woollen 43 71
Worsted 59 68
Hosiery 44 7
Boots and Shoes 79 -
Glass 6 8

Source: Chapman and Hallaworth (1909) p. 49-50.

It is clear from these figures that particularly in textiles, short
term variations in activity were met largely by changes in hours. Chapman
& Hallsworth suggested from this data that a shrinkage of the wage bill
of 8.2Z would be met by the dismissal of 4.4Z of workers and a 3.8Z increase
in short time working (1909, p. 53). Rowe found that variations in shifts
worked per week at the mines were equivalent to between 2Z and 17Z of unemploy-

ment. In textiles, variations 5-10Z~were absorbed by short time working



while, 1in railways, shipbuilding and engineering, the combination of

short time and overtime was used (Rowe, 1928, pp. 60-63).

There is also evidence that the incidence of unemployment Tfell
disproportionately among a small proportion of workers even amongst union
/»=A™ers.  From Union records Beveridge found that among shipwrights, over
the period 1894-1903, between 202 and 402 of the membership became unem-
ployed in any year and similarly for members of the Associated Society
of Engineers. It should be remembered that these were among the most
fluctuating trades but even in these, most unemployment tended to be
concentrated among a small minority (1930, p. 70, 73). Of 2268 members
of the London Society of Compositors who drew out of work benefit from
the union in 1904, 742 claimed again in 1905, 622 in 1906 and 442 in

1907 and 8.62 of the membership in all four yearsl.

There is little evidence on individual durations of unemployment
though the results of enquiries in Manchester in 1904 and 1906 suggest
about half of the unemployed had durations of less than three months
(Chapman, 1908, p. 332.) It seems likely that those experiencing
repeated spells would tend to have longer durations per spell of unem-
ployment. These would often be the less efficient or older workers
and, among A.S_E. members in 1895, average days lost increased sharply
above age 45 to double that of younger age groups (Chapman and Hallsworth,
1909, p. 77). Some additional evidence of the distribution of unemploy-
ment across age groups can be obtained from the age distribution of
applicants to local distress committees in London for relief under the
Unemployed Workman Act of 1905. The number of applicants is expressed
1 A similar pattern was found among members of the Consolidated Society
of Journeyman Bookbinders: of 572 signing on for out of work pay in 1903,

662 also signed in 1904, 492 in 1905 and 522 in 1906 with 122 of
members signing in each year.



as a ratio of the relevant total population but, since this would give
only a small fraction, the rate for each age group is expressed as a

percentage of the 35-44 group.

Table 1.5

— Distribution of Applicants to Distress Committees

(€)) @ (©) Q) ®
Age Group London London Manchester Manchester
1906/7 1910/11 1907/8 (Census) 1909
15-19 12.4 23.5
119.5 71.1*
20-24 54.8 51.0
25-34 83.0 78.8 108.7 81.5
35-44 100.0 100.0 100.0 100.0
45-54 91.9 90.3 86.8 85.3
55-54 64.4 59.8 - 97.8

Sources: Cols. (2), (3) Beveridge (1930) Table XIX, p. 119 and 440;
cols. (4), () Chapman and Hallsworth (1909) p. 74, 75.
The final column is for the Manchester census of unemployment
of 1909. The asterisk indicates that the age group in the
census was 14-24.
This evidence gives rather conflicting results. For London there
is a sharply rising profile of unemployment up to age 35-44 which is
absent in Manchester. It is likely that the London figures underestimate
and the Manchester figures overestimate the unemployment amongst those

under 25 relative to the group aged 35-44 and that the incidence of

unemployment was smaller among the younger age groups™l. The distress

1 The two sets of figures probebly reflect the extremely different labour
market structures and the national average would probably fall in between.
Furthermore the Manchester figures may be biased by the use of Lancashire®s
population as the denominator.



committee applicants, however, reflect a very small portion of the
industrial population and mainly those who were chronically unemployed.

Most would have had repeated spells of unemployment and employment*.

In Manchester and Salford in 1908, 40Z of applicants had held their
previous employment for less than a year (Chapman and Hallsworth (1909

p- 81).



2 .3 Wages and Wage Changes

Several indices of average money wages are available for the second
half of the nineteenth century, most of which are based on the pioneering
work of Bowley and Wood (1898-1906). Two indices given by Feinstein are
given in Figure 2 4. One is an index of average weekly wage rates which
is Wood"s index for "workmen of unchanged grade'" working a full week and
is an unweighted index of constituent standard wage rates (Wood, 1909,

p- 102-3). This "does not reflect changes in earnings due to such factors
as changes in the composition of the labour force ..., changes in unemploy-
ment or changes in the earnings of piece workers and others paid by result
which are due to changes in output'(Feinstein, 1972 , T.140-1). The
alternative earnings series is essentially that compiled by Bowley (1937,
p- 30) which is a weighted index taking into account compositional changes
and variations iIn hours and employment. While these series are, in some

respects, incomplete, they have acquired considerable authority.

The wage rate series indicates an overall rise in the average wage
from about 23 shillings per week in 1855, to 37 shillings in 1913 and the
earnings series gives a rather more rapid rise due largely to the increasing
weight of high wage industries. The pattern displayed by these series
is of weak cyclical movements superimposed on rapid advance to a major
peak iIn the early 1870s, decline and recovery to the mid 1890s and then
Ffluctuations about a slowly rising trend. When this profile is compared with
that of selected price indices given in Figure 2.5., it is clear that
times of rising nominal wages were not always times of rising real wages.
Indeed the period during which nominal wages rose relatively slowly, from
the mid 1870s to the mid 1890s was the time when real wages rose most

rapidly. Though the precise magnitudes depend on the price index used,
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it is particularly marked when the cost of living index is used for

comparison (Bowley, 1937, p. 30; Phelps Brown and Browne, 1968, p. 160).

The individual wage histories of different industries are far from
uniform but from 1880 to 1914, most wage series rise by about 20Z. Some
sectors such as printing and railways fell somewhat short of this but the
most striking divergence is in coal mining where a 607 increase took
place (Bowley, 1937, p. 8; Rowe, 1928, p. 9). Rowe found that the
divergences between different industries were more marked than those
among different classes of labour connected with one industry. Like
Bowley, he concluded that "wages in each industry are greatly influenced
by factors peculiar to that industry as well as by factors common to all

industries."(Rowe, 1928, p. 44; Bowley, 1937, p. 10).

The degree of year to year variation differs widely among industries
and, again, coal mining provides the extreme example of a volatile wage
rate which was hardly ever constant between two years and sometimes varied
by as much as 20Z in a single year while, at the other extreme, wage rates
in printing and railways remained constant for as much as a decade at a
time and, when changes did take place, they were only by one or two percent*.
It has often been suggested that differences in wage variation reflects
the division between sheltered and unsheltered trades. In addition to
coal, the metal trades, textiles and building were at the forefront of
wage changes. Clegg Fox and Thompson consented that from 1893 to 1900,
"they held undisputed leadership both in the period of cuts dowito the

end of 1895 and in the increases of the last five years of the century,

* This 1is most graphically illustrated in the wage indices produced by Wood
(1899, pp-. 664-5). Wood"s original data were for trades in particular
localities and the year to year stability is quite striking. However,
aggregation for the country as a whole would produce much more variation

as iIn the later series produced by Bowley and Wood (1898 - 1906).



accounting for over nine tenths of the workers affected ... Mining again
led with 60Z of total, metals had 19Z and building and textiles took 8Z.

The rest were nowhere"™ (1964, p. 122). Hence, contrary to the view that

relative wage rigidity would give rise to greater instability of employment,
those industries most severely affected by fluctuations iIn activity were

also those which experienced the most frequent wage changes.

The proportions quoted refer to the number of workers whose wages
changed in a particular year. From 1893 to 1900 the total varied as a
proportion of the industrial population from 14.9Z in 1899 to 5.6Z in
1896. (Board of Trade, Report on Changes in Wages and Hours of Labour,
1901). This figure is likely to be biased downwards due to under reporting
especially amongst small firms and, of course, excluded non-industrial
occupations like agriculture but, at least, it conveys some impression
of the lack of pervasiveness across different groups which would be

implied by small changes in the wage iIndex.

It appears that the industries most subject to wage change were not
necessarily only unsheltered industries facing the vicissitudes of foreign
competition but those which, for one reason or another, faced the greatest
variation in demand. This includes those such as building which experienced
variations as great as many export industries. On the whole it was indus-
tries connected with exports and investment, the two most volatile components
of aggregate demand,which exhibited the greatest variations in wages. In
trades based on domestic consumption, wage rates tended to be less volatile.
This is also reflected within industries,for example in coal mining, where
wages in the exporting areas of Northumberland and Durham and South Wales
varied more than those of the Midland coalfields™-.

* This also had profound effects on the organisation of the industry, causing

friction between the different areas and contributing to the fragmentation
of national collective bargaining (Clegg Fox and Thompson, 1964, p. 102).



The most general explanations put forward for variations in wage rates
are those which followed Phillips®(1958) famous paper, and which relate
aggregate wage changes to the unemployment rate and sometimes other
variables. This econometric literature is discussed in more detail in
Chapter 3 where further work along these lines is attempted. Though some
sceptics have argued that such a simple relationship would not be likely
to hold at the level of the individual industry (Routh, 1959; Knowles
and Winston, 1959), the finding that the amplitudes in activity and the
frequency of wage changes tend to be associated,is some support for this
approach as a broad generalisation. However, a variety of other variables
affecting wage rates have been put forward in the historical literature
and are often thought to have had different force in different industries.
Rowe argued that the movement of the piece lists governing wages in the
cotton textile industry were determined by the level of activity and by
profit margins™. (1928, pp- 116-7). In coal mining ,the strong correlation
between miners® wages and the price of coal has often been noted . Like
the iron and steel industry, for at least some of the period under review,
there were institutionalised links between product prices and wage rates,
either through sliding scale agreements or less mechanistic methods of
wage settlement. It is not clear how far these methods of wage setting
supplanted or altered the competitive mechanism and how far they merely
transmitted competitive pressures into wage changes in an institutional
and orderly framework. These arrangements often broke down and some
further consideration is given to the probable impact of the growth of
collective bargaining iIn section 2.6.*

* This relationship was formalised after 1893 in the Brooklands agreement
(Hutt, 1975, p. 42).



In general ,wage historians have emphasised that, although there was
short run inertia in the adjustment of wage rates, they were constantly
conditioned by the inexorable forces of competition. For example,

Phelps Brown and Browne argued that there was constant pressure by workers
to raise wages in booms and to resist wage cuts in depressions,and the
degree to which they were successful depended on both economic and
institutional factors (1968, p. 23-9). They went on to distinguish
between sheltered and unsheltered trades and suggested that especially

in the latter, "an international trend of unit wage costs was set up

that, at any given time, acted as an externally imposed constraint on any
wage negotiation, such that, so long as profit margins remained unchanged,
money wage earnings could rise above the international level of unit costs
only to the extent that productivity rose*. (1968, p. 131) \ As has been
noted, the unsheltered industries were also among those in which activity
varied most and it is difficult to distinguish in some cases whether the
proximate cause of wage changes was price changes or changes in

activity. That these features tended to go together can be illustrated
even within an industry. For instance, in coal mining, referred to earlier,
prices, wages and activity tended to vary more in the exporting areas of

the North-East and South Wales than in the inland areas.

Though regional wage differentials varied from time to time, over

the long term, they remained remarkably stable. Within regions wage rates

were often set by reference to a "leading bargain', one of the best known
examples of which was the Oldham spinning®"list. In the building industry

wage rates were often set with reference to those in the nearest important
town. In his study of regional wage variations, Hunt found that in 18S0

* Caimcross also took this view, arguing that nominal wages were largely
determined by export prices and hence, insofar as the cost of living was deter-

mined by import prices, the real wage for workers varied with the terms of
trade (1953, p. 207.)



London and the Northern counties of England as far south as Birmingham,
were the major high wage areas. In 1914 the same broad structure

existed though South Hales and central Scotland were also in this

group. (1973, p. 57). These were the most rapidly growing areas and
though relative wage rates acted as a signal to migration, this did
little to erode differentials. Taking into account differences in the
cost of living and family income as a whole contributes little to
explaining the persistence of these inequalities. These might indirectly
be accounted for by differences in industrial structure but it appears
most closely connected with the degree of urbanisation. In a contem-
porary study, Lawrence found that, in different occupations, wages were
higher the larger the town and he conc"uded that "where higher wages

are paid they are merely a higher price for a better article”™ (1899, p.54).
This gains support from Hunt®"s finding that higher wages reflected higher

productivity. (1973, pp. 204-214).

This argument may, perhaps, be more convincingly applied to
occupational differentials. The existence and stability of these differ-
entials has been a prominently noted feature of the wage structure and,
in seme industries such as building, they remained constant for decades
or even centuries at a time (Phelps Brown and Hopkins, 1952) . In
general, unskilled wages in a trade were usually between 50 and 70 per-
cent of the wage of skilled workers and, in semi skilled occupations,
between 70 and 90 percent, depending on the industry concerned. (Rowe,

192%, p. 49} Knowles and Robertson, 1951, p. III) .

In a detailed examination of grades of engineering labour, Rowe
found that differentials remained relatively constant 1886-1906 despite

changes in relative skill content. Thus wage differentials could not



be explained by the demand and supply of skills and the educational
quality of workers but by the "far reaching effect of sheer custom".
(1928, p. 11). This view has been supported in a number of studies which
suggest that differentials were unresponsive to variations iIn economic
conditions except when there was major upheaval, for example during war
and its aftermath (Knowles and Robertson, 1951; Routh, 1980). It is
often cited along with evidence of regional differentialstas evidence
that wage rates, as a whole, were and continue to be governed by forces

largely outside those of supply and demand .

In recent papers, Williamson (1980, 1982) has re-opened the issue
by examining a larger set of data which includes non industrial occupa-
tions in services and agriculture. According to Williamson, the results
"offer little support for the premise of rigid wage structure or that
pay patterns by skill are determined by non-market forces" (1982, p. 2).
However, the evidence adduced indicates a gradual decline in the average
skill differential at census dates but not that individual differentials
varied from year to year or that the long term changes in the differential

can be explained by variations in supply and demand for different skills.

The evidence for fixed differentials prevailing for decades or
centuries at a time is greatest when differentials within an industry
in a particular locality are examined. It also appears that where an
industry was unionised, these relativities would be more rigidly adhered
to. Comparisons with similar grades of labour in other industries would
be less iImportant than comparison with different grades within the
industry as criteria for craft unions. This raises the general question
of the possible importance of the growth of trade unions and in the pro-

cess of wage setting.



2.4

Trades Unionism and Industrial Disputes

The development and growth of trade unionism is essentially a
nineteenth and twentieth century phenomenon. By 1850 unionists
probably numbered only a quarter of a million but, by 1888, when more
precise information is available, they were three times as numerous and
accounted for nearly ten percent of the adult male workforce. By the end
of the period, membership had become much more widespread and amounted to
nearly a third of adult manual male workers and more than two and a half

million individuals (Clegg Fox and Thompson, 1964, p. 468).

As was pointed out with reference to the trade union returns on
unemployment, membership was not evenly distributed either geographically
or industrially, English trade unionists were largely concentrated in
the most prosperous and heavily industrialised northern counties, while
the majority of Scottish trades unionists were to be found in the Glasgow
area. They were also concentrated in particular industries and dominant
amoung these were metals engineering and shipbuilding, mining and
quarrying, textiles, building and transport (Hunt, 1981, p. 251). The
heavy industries were not quite as dominant among unionists as a whole
as they were amongst those in the unemployment returns. However, they
still consist overwhelmingly of workers from the craft or artisan class,
sometimes referred to as the aristocrats of labour (Hobsbawm, 1964, Ch. 15).
Nevertheless, despite this concentration, union density even in the most
heavily unionised of major industries remained, with the exception of

mining, below 25Z. (Clegg, Fox and Thompson, 1964, p. 486).



The growth of unionism over time does not rise smoothly but in sharp
bursts followed by stagnation or decline. Thus most of the growth of
the whole period from 1850 to 1914 is concentrated in the periods 1871-3,
1889-91 and 1911-13, each of which saw a doubling of membership. (Hobsbawm,
1964, p. 127). To almost all students of labour history, they delineate
phases in the development of unionism which are marked by qualitative
as well as quantitative change. The mid-Victorian era of the "50s and ’60s,
was the heyday of the "new model union'" both craft conscious and exclusive
and epitomised by the Associated Society of Engineers which was born in
the turmoil of the early 1850s. (Burgess, 1975, pp. 17-22).~ The
turning point of the early 1870s, accompanied as it was by an intense
boom in the economy and permissive trade union legislation, is less often
seen as fundamental than other expansions though it saw the extension
of unionism to such areas as agriculture. The period that followed this
was viewed by the Webbs (1920, pp. 343-350) as utter defeat for unionism
of both the established kind and of incipient new areas of organisation.
However, this has been subjected to criticism which suggests that, while
members fell, organisation was maintained and unionism remained an

independent force. (Lovell, 1975, pp. 10-13).

The next upsurge which is probably the most well known came with
the rise of "new unionism” in 1889. This has been interpreted as an

abrupt rise of unions whose characteristics were sharply different froml

1 This image of unionism as exemplified by Hutt (1975, p. 25) has recently
been criticised as grossly oversimplified because the 1850s and 1860s"

also saw the extension of unionism to non craft occupations such as mining
(Hunt, 1981, p. 260-1). Hunt also argues that the compliance and quiescence
of new model unions depicted by Hobsbawm and others should be viewed
differently and that they were "opportunists and shrewd practitioners

of the art of public relations”™ (1981, p. 262).



the existing ones . They organised the unskilled or semi-skilled, were
general iIn the sense of being open to different occupational groups, were
fostered and led by new radicals or socialists, were administered and
structured less as friendly societies and were therefore more militant

and more coercive in their tactics. Clegg Fox and Thompson, who described
the episode as '"colourful and baffling"™, have criticised this simple
typology on all counts, arguing that these were differences of degree
rather than kind and, in many cases, new unions were only superficially
distinct from older forms of unionism. (1964, pp- 55, 84-89). Others

have suggested that even the differences in characteristics which did
exist were narrowed as new unions either succumbed to, or retrenched against,
deteriorating labour market conditions and the counter attack of employers
which culminated in the Taff Vale judgement of 1901. (Webbs, 1921, p.77;
Hobsbawm, 1964, p. 190-1). On the other hand, as a movement, its effects
were probably as great and longer lasting on the old unions who, neverthe-
less, made up the bulk of the increase in total union membership between

1888 and 1890. (Hunt, 1981, p. 299).

The final upsurge of membership in the three years before the first
World War saw the re-emergence of unionism similar to that of 1889. While
this growth had similar characteristics, in so far as ideas were important,
it was inspired by industrial unionism or syndicalism. Unions became
more consolidated into large units and centralised in administration and
new groups such as white collar workers emerged (Bain, 1970).

it was also accompanied by increasing solidarity between unions end

* 1t has been argued that the appearance of new unions was not as sudden
as Is sometimes thought end the movement can be traced back at least to
the mid 1880s. (Duffy, 1961.)



mutual support found its ultimate expression in the formation of the Triple
Alliance of Miners, Railwaymen and Transport Workers. According to some
writers, the impact of these developments was profound: "Everything

pointed to a first class political and social crisis in the latter half

of 1914"™ (Hutt, 1975, p. 65; see also Da"ngerfield, 1935, p, 400).

Each of these major surges in the growth of unionism was accompanied
by a rash of strikes and labour unrest which change in nature over time
and are symptomatic of the underlying phases of development . In the
peak years of activity, more than a thousand strikes were recorded
annually and the average number of workers involved doubled between the
era of new unionism and the labour unrest of 1910-13. These discontinuities
have been variously described as great leaps or explosions (Cronin, 1979,
Ch. 5; Hobsbawm, 1964, p. 124) but there is little agreement about their
causes. The Webbs, in their classic work on trade unionism, saw these
movements as spontaneous developments essentially non economic in origin.
Others, such as Hobsbawm, argue for the primacy of the cumulative effect
of the increased intensity of work subject to the delaying mechanism of
raising the consciousness of "raw" labour (1964, p. 145.) Another
underlying force which appears at various levels impinging both directly
and indirectly, is the discontinuity of technical and organisational
change (Burgess, 1975, Ch. 12). |In view of the fact that the evidence
from productivity growth suggests a slowdown in the later part of the

period, such hypotheses must remain in doubt”™. (Cronin, 1979, pp. 96-7).

*Cronin found that higher strike incidence was associated with slower
productivity growth (1979, p. 85). It is interesting to note that Hobsbawm
cited the demands for shorter hours as indicative of the increased
intensity of work. He suggested that, in the case of the gas workers,

the achievement of the eight hour day in 1889 actually led to technical
change in the gas industry (1964, p. 137).



The timing of these major movements as well as the intervening fluc-
tuations is more easily associated with economic variables. Hobsbawm argued
that they triggered in the upswing of the trade cycle when prices were
increasing more rapidly than wages while unemployment was declining
(1964, p. 135). This is largely supported in quantitative studies which,
owing to lack of data, generally link up the years from the early 1890s
with later periods. Bain and Elshiek (1976, Ch. 5) found that the rate
of change of union memebership could be adequately explained as a
positive function of the rates of change of both wages and prices, thus
the effect of the real wage is weak owing to the offsetting effects of
wages and prices. It was also found to be a negative function of the rate
of change of unemployment which suggests, at least, that membership is

a strongly procyclical variable.

For strike activity, the estimated relationships are less satis-
factory but the results are broadly consistent with those for membership
growth. Bean and Peel (1976, p. 209 ) found strike frequency to be posi-
tively correlated with the rate of change of output but unaffected by the
real wage and Sapsford (1975, p.245 ), using price change as an indicator
of monthly variations in activity found evidence of a positive correla-
tion. The most iImportant variable, when it is included, is the rate of
change of unionisation. As has been pointed out (Cronin, 1979, p. 105)
the association between strike activity and membership growth is clear
but _the underlying relationship between the two is less so. In some
cases, particularly at the time of new unionism and when strikes over
union recognition were successful, they gave a powerful stimulus to
unionism, while in other circumstances, substantial growth in membership

must have been the precondition for a strike.



These studies imply, but do not test, the hypothesis that the direc-
tion of causality is from economic variables to unionism and labour
unrest but not the reverse. Since it is hard to conceive of unions
systematically causing cyclical fluctuations, this seems a reasonable
presumption but it might not be accepted in the case of wage or,
possibly, price change. Hines put forward the view that union density
as a proxy for workers®™ militancy reflected the upward push to wages,
independently of market forces. He found, however, that for 1893 to 1912,
this did not give a satisfactory explanation and that, unique to this
period, unionisation could be largely explained by unemployment (1964,

p. 234).

Although the growth of unionism and the development of collective
bargaining have been extensively studied by historians, Hunt has noted
in his recent survey of labour history that "Perhaps the most remarkable
aspect of union influence upon workers® welfare is how little it has been
seriously considered. Too many union histories are merely descriptive
and, In many others, the analysis stops short of this central question."
(1981, p. 287). It was clearly an objective of trade unions to influence
conditions of employment, hours of work and rates of pay in workers”
favour and, sometimes, to bring about more fundamental changes in the
organisation of industryl.
1 In its Final Report, the Royal Commission on Trades Unions of 1867-9,
defined the objectives of unions as follows:"With respect
to the trade purposes of the unions, one of the most constant objectives
is to obtain for the members the best rate of wages which they can conmand
and to reduce the number of hours in which wages are earned. A further
object is to bring about a store equal division of work astongst the members
of the trade and its distribution among a greater number of worksten than
would prevail under the influence of unrestrained competition; and this
object is sought by attesipting to establish a uniform minimum rate of

wages' (1869, p. XIV). A range of different objectives in the constitu-
tions of different unions are quoted by the Webbs (1898, p. 145-8).



Trades unionism was certainly a corollary, if not a pre-condition
for the development of collective bargaining, through which the aspira-
tions of unionists were expressed if rarely achieved. According to Hobsbawm,
at least amongst groups of skilled workers, the period after 1850 marked
a change in these aspirations as workers gradually shook off the standards
of custom and tradition as guides to wage setting and began to learn the
"rules of the capitalist’s game" and, from the 1890s, they "began to
charge what the traffic would bear and, where they ha- . any choice, to
measure effort by payment" (1964, p. 345". Prior to this "employers
almost certainly got their skilled labour in the nineteenth century at
less than market cost"™ (1964, p. 348)2 and the growth of unionism in
skilled trades was both the expression of this change in attitude and
the means through which it was made effective (Pollard, 1965, p. 111).
Williamson®s evidence for the decline in the economy-wide differential
cast doubt on the quantitative importance of these changes (1982, p. 16)
though it might be argued that after 1870 with more widespread access
to education and technical change, this movement should be regarded as
attempting to defend craft distinctions and wage hierarchies which were

increasingly under pressure.

Given that there is virtually no long term trend in the share of
wage payments in national income, it is difficult to discern any gains

which trade union policies may have secured in aggregate though it is

Clegg et al. describe the inference that workers systematically
restricted productivity as "unbelievable"™ (1964, p. 474).

It might be supposed that, if this were the case, there would be chonic
excess demand for labour but Hobsbawm®s argument is more subtle. He
suggests that the cheapness of labour caused employers to use it
inefficiently and that when, in the later decades of the century, competi-
tion forced them towards more intensive utilisation, workers resisted such
changes unless compensating wage increases were made.



possible that with absence of unions labour®s share would have fallen
(Pollard, 1965, p. 112). But this does not mean that important gains
were not made; the wage rises such as those achieved by agricultural
workers in 1872-4, the dockers and miners in 1889-90 and the successes

of the nine hours and eight hours movements may not be reflected in ag-
gregate data (Hunt, 1981, pp.289-98). Clegg et al. (1964, p. 337)
suggested that unions®™ strength did prevent wage reductions after the
turn of the century but concluded that in periods of boom "it would

seem likely that economic conditions created the opportunity for the wage
increase which, in turn, gave trade union organisation its chance"™ (1964,

p. 483).

It is possible that the impact of unionism was to change the wage
distribution without necessarily affecting total labour income. However,
as has been noted, differentials between different grades of labour within
industries were notoriously stable and even in the era of new unionism,
when this might have been expected to narrow, the changes were only
marginal and temporary (Pollard, 1965, p. 103). But this may not be an
an appropriate test since unionism was strengthened in all groups and,
at least among different grades of skilled labour, it is possible that
differentials which might have changed in the absence of unions were

maintained in the interests of union solidarity (Rowe, 1928, p. 110).

Sunaning up his survey of the available material, Pollard suggested
that such gains in wages which might be schisved by an independent thrust
would only have been transient unless they were broadly consistent with

that which in the longer term the market might dictate”. "Unions of longer

* Some wage gains were held, such as those made by agricultural workers

in the early 1870s but Hunt argued that "By 1879 wage levels were probably
not much different than they would have been without the N.A.L.U."™

(1981, p. 257).



standing among skilled workers, especially where these occupied
approximately their place within the scale of skill and wages, were

least able to take any initiative other than to follow, more or less
faithfully the state of the market. The widespread popularity of sliding
scales reflects this basic aim faithfully ... where the market itself
changed rapidly or violently, the "market component® of the wage deter-
minant was much greater than any possible "organisational component®

and the unions themselves frequently appear as little more than play-

things of the market situation.™ (1965, p. 111).

Thus where these issues have been raised by labour historians, there
is a strong iImpression that unions did not have power enough to raise
wages progressively away from equilibrium levels. But, within those
limits, the actual size and timing of wage adjustments owed a great
deal more to the initiatives of trade unions and to the operation of the

mechanisms of collective bargaining. It is to the latter we now turn.



The Development and Impact of Collective Bargaining

The term "collective bargaining” has been subject to a wide range of
different interpretations. Some writers have viewed it relatively narrowly
as describing formalised or institutional procedures for the agreement
of wages and conditions (Webbs, 1898 , Ch. 11) and sometimes only where
such agreements extended beyond the local district (Rowe, 1928, p. 137).
This is likely to lead to a restricted impression of the diffusion of
collective bargaining which, before 1914, was conducted at a variety of
different levels and different degrees of formality. The key feature
is that agreement or disagreement was by workers® representatives!
bargaining on behalf of a larger group with employers or their representa-

tives.

This is usually thought to have begun on a significant scale in the
late 1860s and early 1870s with the rise in popularity of formal procedures
of concLl L ation and arbitration. The Ffirst attempts at such agreements
among silk weavers, shipwrights and printers date back to the 1850s (Hicks,
1930, p- 26-7). The Bolton spinning list of 1853 is said to have been
the first jointly negotiated agreement and this was followed by other
relatively formal agreements. But one should not overestimate the number,
durability or uniformity of these in setting wage rates (Chapman, 1899,

p- 594). At least among the craft industries where unionism was well
established, such as building, engineering, shipbuilding and printing,
such agreements, whether ing>licit or explicit ware widely recognised and

were not without influence in adjoining and less developed areas.



The growth in number and influence of these agreements is the major
feature in the development of industrial relations before 1914*. In the
early years, agreements were few and this led to periodic disturbances
in some trades, particularly hosiery. According to Hicks, "the main
difficulty seems to have been that, as a largely exporting industry, demand
for its products was very variable. Wages formed a large proportion of
costs and, in consequence, the temptation to make wages bear the burden
of fluctuations was irresistable” (1930, p. 28). The lead taken in this
industry in forming a local Board of Conciliation and Arbitration was
followed by others such as the building trades, potteries and iron

industry.

The success or failure of these boards depends upon the criteria upon
which they are judged. The life of each board was, on average, very
short and disputes often followed the repudiation by one side or the other
of the agreement (Porter, 1970, p. 467). But the essential process of
negotiation and collective bargaining, once established, often continued
even in the absence of formal arrangements (Sharpe 1950, p. 5). Wage
setting was only one of the issues dealt with by the boards though it was
often the most important and the criterion most frequently referred to
in negotiations was the current state of the trade. (Porter, 1970, p.463)

In those industries with relatively homogenous products, the best available

* By-the first decade of the century, according to the Webbs, "whole

sections of the wage earning class, not included in any Trade Union,
habitually have their rate of wages and often other conditions of their
employment settled by Collective Bargaining”. They expressed the view

that, as a result of this, as many aa 90Z of skilled factory workers had
their wages or their hours of work determined by a collective bargain.

(Webba, 1898, p. 177-8). The influence -of these bargains often extended

to other grades of labour ao that, although unskilled workers were not
directly covered, their wage rates would ususally be adjusted to maintain the
skill differential. (Rowe, 1928, p. 154).



index of prosperity, as a whole, was the price of key products. "It was
a short step from this to save argument by agreeing to a scale by which
wages should change with prices"™ (Hicks, 1930, p. 37). As previously
noted, the industries in which there was most urgent need for a means

of adjusting wages relatively frequently were those which were most
subject to severe cyclical fluctuations. Thus sliding scale arrangements
were predominantly found in the iron and steel industry, mining and the
building trades (Sharpe, pp. 16-17, 58-59; Porter, 1971)1 In iron and
coal the regions in which sliding scales had long if chequered careers
were the areas most heavily engaged in exporting (Clegg et al. 1964, p.102)
In industries such as engineering and textiles, sliding scales were not
used largely because no single price could adequately represent the for-
tunes of the industry. Yet in many cases the alternative machinery
produced rather similar results. In engineering, for example, "cyclical
fluctuations provided the context for numerous local struggles, yet these
were played out according to mutually acceptable ground rules like the
"state of trade® and “what the industry could afford"" (Burgess, 1975,

p- 4) Where the awards of arbitration were followed, these also showed

a close correspondence with the index of industrial activity (Porter,

1970, p. 465).

Though these arrangements are often interpreted as implying
passiveness of unions on wage negotiation, they were important for other

reasons. The establishment of formal boards were often the Tfirst step

~Sliding scales typically indexed wages to prices such that wages were
inelastic with respect to prices. Thus, for example, under the sliding
scale for blastfurnacemen in the Cleveland district in 1910 at the standard
wage the wage rate was related to the price of No. 3 Cleveland pig iron
with an elasticity of 0.51. (Calculated from Board of Trade Report on
Collective Agreements, 1910, p. 84).



in gaining union recognition by employers. According to the Webbs,
formalised agreements allowed the enforcement of a standard rate over

the area which both sides found to their benefit. For employers it re-
duced the risk of being undercut by low wage competitors while, for
workers, it reduced the risk of being undersold by others in the same
labour market. (Webbs, 1898, p.286-7) Despite the fact that unionists
were often a minority of workers in the area covered by an agreement, it
would typically apply to unionists and non unionists alike. In addition)
although it was usually second in importance to selling prices, the com-
parison between one area or district and another frequently played an

important part in wage setting (Porter, 1970, pp. 462, 464)

These agreements continued as the most prominent mode of collective
bargaining arrangement throughout the 1870s and 1880s despite the fact
that this was an era when prices fell almost continuously. Some writers
have argued that this reflected the weakness of unionism and steamed its
expansion but, as Lovell has observed, in the absence of such agreements,
union membership might have declined even more than it did (Lovell, 1977,
p- 14). In addition the gearing of the sliding scale, giving smaller
proportionate changes in wages than in prices or, as in the case of the
South Wales miners, the minimum set3may have given workers a temporary
advantage (Morris and Williams, 1960, p. 173). This was enhanced by the

tendency of foodstuffs to fall in price faster than manufactures.

In the 1890s in the wake of new unionism, sliding scales were
increasingly repudiated especially in the mines where the notion of a
fixed minimum wage became influential (Sharpe, 1950, pp. 16-20). But
the framework of conciliation remained important and was often substituted

for sliding scales. (Sharpe, 1950, p. 20). The Royal Commission on



Labour, reporting in 1894, gave strong support to collective bargaining

and suggested that it was most effective when both workers and employers
were highly organised. Though the conciliation act which following in

1896 had little direct effect, it reflected the extent to which conciliation

was regarded as the means of avoiding disputes. (Felling, 1976, p.-122).

In the following decades, commensurate with the growth of both
unionism and employers®associations, formal collective bargaining was
extended into industries and areas hitherto little affected. The number
of conciliation boards expanded from 64 in 1894 to 162 in 1905 and 325
by 1913 (Felling, 1976, p. 143). The scope of the issues within their
compass increased while, at the same time, the coverage of individual
agreements grew in size as bargaining units expanded in size and
cohesiveness. "Whereas in 1890 few joint negotiating boards covered
employment beyond a city and its environs, by 1914, numerous trades
negotiated on a county or regional basis and some boards covered an entire
industry” (Hunt, 1981, p. 327). A Board of Trade Report of 1910 detailed
all the known collective agreements in existence at that time which

amounted to 1696 covering an estimated 2.4 million workers*".

But even by 1914, the national agreements iIn existence were largely
procedural in nature and set out the framework for bargaining at district

or country level, providing a centralised appeals procedure. In this

* Only 30 of these were sliding scales, 563 were piece lists and 1103
working agreements of various Kkinds. In the iIntroduction, it was noted
that "there are a large number of workpeople whose wages, hours of labour
and other industrial conditions are, in effect, governed by the Collective
Agreements in force for the time being in the trades concerned. For

this reason the total number of work people either directly or indirectly
affected by the 1696 agreements referred to is very materially in excess
of 2,400,000 (Board of Trade, Report on Collective Agreements. 1910,

p. iii)



respect the Brooklands agreement in cotton spinning provides an important
landmark and, by 1910, such agreements covered textiles, engineering,
shipbuilding, printing, iron and steel and footwear, traditionally the
industries at the forefront of collective bargaining. In some cases they
also embraced substantive issues such as conditions of work but rarely
wages and in cases where this was achieved, such as in mining, a national
agreement was reached which was subject to substantial variation at dis-
trict level (Clegg et al. 466-475). As part of this trend the comparative
principle in wage setting grew in importance. According to Hunt, compared
with earlier years where regional wage differentials were more passively

accepted, these tended to be eroded after 1890 (1973, pp. 334, 347).

It is difficult to judge the impact of these developments on the
short run wage flexibility and adjustment of the economy as a whole.
The very fact of the effort invested in developing collective bargaining
and the importance with which it was held suggests that, under such
arrangements, the outcome would be somewhat different from that which
would have obtained in their absence. It was clearly an objective of
unions to reduce wage variation though it is not obvious that this was
achieved to any great extent (Sharpe, 1950, p. 59). It is not clear that
this would raise the average of wages over time and it seems highly
unlikely that this was the case and to the extent that wages were less
flexible, it is possible that employment varied more than otherwise.
Even so, there are several reasons why this might have been preferred.
The potential costs of regular re-negotiation of agreements could be
large especially if, due to uncertainty on both sides, there might be a
range of possible solutions to any negotiation. The use of sliding

scales and the reliance of arbitration also supports this view. Failure



to reach an acceptable settlement often undermined union solidarity

especially where unions only had a partial

hold. According to the Webbst

the functions developed by unions can be seen precisely in this context.

Friendly society benefits for sickness and
unemployed members from undercutting their
greater motive for loyality to the union.

greater power to defend the standard rate.
however, does not go far towards answering
of unions on the welfare of workers and we

in a wider context.

unemployment prevented
colleagues and gave workers

Xn turn this allowed the unions
(1898, Part® IX, Ch. 10). This,
Hunt’s question about the impact

turn to discussing this issue



2 .43

2.6 Work and Welfare

The growth in real income reflected in the rise in real wages
between 1855 and 1913 represents a substantial advance in welfare derived
from work. The expansion of higher wage occupations relative to others
was an important part of this improvement and underlines the fact that,
while most generations experienced a rise in living standards, this
would not necessarily apply to each individual or each group. There are
also a variety of non wage factors affecting welfare, such as changes
in the arduousness of work which, according to some writers, was
intensified especially in the 1880s. Though the continued spread of
mechanisation lightened the physical burden of many jobs, it would not
necessarily increase individual welfare where machines controlled the
pace of work previously done by hand and especially where existing skills
were made obsolete and employment prospects threatened. Even though the
incidence of death or injury from industrial accidents cannot be inter-
preted as a m;asure of the intensity of work effort as Hobsbawm (1964,
p- 138) was willing to do for railways, it still reflects one aspect of
the disbenefits from work. Between 1888 and 1904, the number of fatal
accidents enumerated in factories and workshops doubled while non fatal
accidents quadrupled. But this probably reflects increasing mechanisation
and increasing enumeration since, among miners and railwaymen, the

fatality rate fell.

The growth of collective action and waves of strikes which might
be regarded as reflecting increasing disaffection are more likely to
represent increases in the willingness and ability to express grievances
rather than increases in the number of grievances or the intensity with

which they were held. Though the affect on wages is not clear, unrest



was often accompanied by gains in the form of reductions in working
hours. These changes were also closely associated with phases in the
development of Trade unionism and industrial relations. But they were
also partly a result of government intervention in the extension of
factory legislation which limited the working hours of juveniles and,

in the case of railwaymen and miners, of adults (Hunt, 1981, p. 79).
However,changes by voluntary agreement took place in many organised
sectors and were soon extended to other industries and areas. These were
largely a result of the widespread desire of workers for shorter hours
(Beinefeld. 1973, pp. 82-3, 224). The shortening of normal hours worked
and, in some industries, the establishment of a standard week between
1850 and 1890 encouraged the spread of hourly rates of payment and the
establishment of overtime premia and, in consequence, actual hours
worked fell by less than normal hours*1l. However, in engineering,

there is evidence that the average number of overtime hours worked was
not large enough to compensate for hours lost due to unemployment and

sickness (Board of Trade, 1904, p. 100).

That workers® demand for leisure increased can be seen from the
growth of participation in sporting activities directly connected with
the Saturday half day, the rise of various entertainments such as music
halls and the growth of coastal resorts which could be reached by rail
even though holidays with pay were exceptional. Although working class
expenditure became more diverse, the average proportion spent on the

necessities of life remained high. A survey of 1944 workmen®"s budgets

* Given that movements for shorter hours were often associated with efforts
on the part of trade unions to restrict labour supply and force wage
increases, they cannot be viewed entirely as the expression of an income
effect of higher wages or , alternatively, as a substitution effect of
increasing disutility from work.



conducted by the Board of Trade in the early 1900s, showed that, out

of an average family income of 36s.10d., expenditure on food accounted
for 22s. 6d. (61Z2) and the bulk of the remainder went to fuel, rent

and clothing. At the highest end of the scale, those with a weekly
income of more than 40s., spent 57Z on food while, at the other end,
those with less than 25s., spent 67.5Z of income on food. (Board of
Trade, 1904, p. 9). The average income level in this lowest group was
below the 21s. 8d determined by Rowntree as the minimum necessary with
judicious purchases for a family of five to maintain physical efficiency
(Rowntree, 1902, Ch. 5)1. The studies of Booth and Rowntree revealed
that approximately 30Z of the populations of London and York were either
in "primary poverty"™ with income below this minimum line or spent their

incomes in a way which put them below the poverty line.

Booth and Rowntree also drew attention to the causes of poverty.
Individuals often moved into and out of poverty as family circumstances
changed and young children, sickness, widowhood and old age either
increased need or diminished earning power. The causes directly connected
with the labour market: were low wages and irregular employment and
Rowntree found that 55Z of poverty in York was due to the former. As
the earlier discussion of wage differentials showed, these would
typically have been the families of the unskilled and labourers, rather
than the higher paid skilled and semi-skilled workers. Frequently a
family could only remain out of poverty by supplementing the earnings

of the main breadwinner and Bowley found that in 1911 some 60Z of working

1 In the sample from the 1911 census analysed by Bowley, the average
working class family consisted of 1.9 persons occupied and 2.3 persons
dependent (1921, p. 103).



class household incomes were made up in this way (1921, p. 106). In
London, where wages were higher, about half of those in poverty were there
because of unstable or irregular employment which was commonly associated
with the casual labour market where unskilled and undifferentiated
workers were hired by the day or for even shorter periods. The most
notorious example was in the London docks which was studied in detail
both by Booth and Beveridge but the essential features of casualisation
extended to a range of occupations especially in building and transport

(Stedman Jones, 1971).

This is not to say that workers in more regular and better paid
occupations were not at risk. Booth found that "while many men in almost
every trade, work with practically no loss of earnings and some do even
in the most irregular and uncertain employments, others are habitual
half-timers'. (Booth, 1902, vol. V, p. 280). This observation was
supported both by Beveridge and, in their survey of the unemployed in
York for 1910, by Rowntree and Laskar, who found that about half the
genuinely unemployed were not handicapped for employment by physical,
mental or moral defects. But, like Booth, they added that this '"does
not imply that they were on the same level with the best sections of
employed workers, for when demand for labour shrinks, the less efficient
men are generally the first to be dismissed, ... But our figures show
very clearly that it is quite a mistake to regard the unemployment
problem as primarily one of the character and efficiency of workers."

(1911, pp. 304-5).

Some workers who found themselves continually on the margin of a
trade would drop down to lower occupations - from skilled or semi-skilled

to labourers or from regular to casual employment# Booth viewed this



process with alarm and sought means of avoiding the inevitable
deterioration that this brought with it. Like him, Rowntree and Laskar
found that once having become casuals "almost of the men in this class
are undergoing a more or less rapid process of deterioration” (1911,

p- 135) and Beveridge referring to conditions on the Docks, concluded
that"casuals by necessity are always on the way to become casuals by
inclination”™ (1930, p-142) . A substantial proportion of those working
on the West India Docks in the 1880s had previously been in occupations
like artisans and mechanics, soldiers, sailors and ordinary labourers.
At times of general recession, unemployment would appear in most trades
but in urban areas such as London, workers unseated in their normal
occupation, would seek a casual or labouring job, throwing the burden
of unemployment on the less efficient in the lower groups (Stedman
Jones, 197X, pp- 74-5). Analysing workers who had once been in regular
employment among their sample from York, Rowntree and Laskar concluded
that many had become casuals "simply because when dismissed they had

no financial reserve to enable them to hold out until a fresh post was

found™ (1911, p. 28).

The ultimate resource for those forced out of even the most low
paid and irregular employment was the Poor Law. But, despite the large
numbers living in poverty, only a small proportion appeared at any one
time among those being given relief. This stood at 4.8Z of the popula-
tion of England and Wales in 1855 and by 1914 had declined to only 2Z.
A largerproportion than this would, at some time, have sought relief
from the Boards of Guardians but a larger proportion than the 30Z
of Booth and Rowntree would have faced poverty at various times in their
lives (Rose, 1972, p. 14). This largely reflects the stringent conditions

under which poor relief was dispensed and the principle of less eligi-



bility which reinforced the stigma attached to applicants for relief.
This and the discouragement to outdoor relief for the able bodied poor,
ensured that a preponderance of those involved were relieved on account
of age, infirmity or widowhood. The deep dread of the Poor Law compelled
those who were not too incapacitated, even vagrants, to shun it even
though they may have faced worse conditions outside the workhouse (Rose,

1972, pp. 19, 17).

Nevertheless there is evidence that the numbers on relief fluctuated
with economic conditions as revealed in the comparison of the average
proportion of population on relief with the trade union unemployment
series In Figure 2.6 . The series of indoor relief in England and
Wales is used because indoor relief was more prevalent in industrial
and urban areas because the workhouse, rather than outdoor relief, was
usually applied to the unemployed as opposed to those among the sick,
elderly or incapacitated, who could maintain a degree of independence.
The relationship exhibited by the two series is quite close
except during the 1880s and during the time of the Royal Commission
in the Poor Laws. From 1870 onwards, there is also some evidence of
a lag of the poor relief series behind the unemployment series of one

to two yearsl.

This relationship, however, should not be taken as a measure of
the direct effects of unionists being driven into the workhouse but,
rather, as some confirmation that the trade union series largely

reflects conditions in all sections of the labour market. For the

1 Easton estimated equations with the number on indoor relief per thousand
of the population as a function of a string of variables including the
unemployment rate. Unemployment was highly significant though it did

not account for a very large proportion of the total variation in numbers
relieved (1978, p. 46).






industrial worker normally in regular employment, the Poor Law was

viewed with abhorrence and he would have suffered considerable privation
to avoid being tainted by poor relief. Even the high paid artisan thrown
out of employment would have, at times, to rely on the assistance of
relatives, credit from local shops or the pawn broker but would rarely,
if ever, turn to poor relief. Only under exceptional circumstances,

such as during the Lancashire cotton famine or in the Coventry silk trade
during the 1860s, would skilled workers be forced into the arms of the

Poor Law (Hunt, 1981, p. 121; Rose, 1972, p. 7; Harris, 1972, p. 148).

For workers in some trades unions, there was a degree of insurance
against unemployment and benefits in the event of death, iInjury or
superannuation. These friendly society functions became dominant under
the so-called new model unions but some societies offered no benefits
at all. Others offered only small allowances for tramp relief to support
unemployed members as they moved from tovn to town searching for work
but, like the Provincial Typographic Association, many unions expanded
this to provide payments without the obligation to travel (Musson, 1954,
P« 275-7). It was frequently recognised that such payments could
provide a disincentive for some members to seek work and both the rate
of benefit and duration for which it would be paid depended on the length
of membership. (Board of Trade Report on Trade Onions. 1912, p. XXXV).
They were also framed to disallow workers unemployed through their own fault
and those not willing to take any vacancy offered. However, the Webbs
argued that such benefits were an important tool of trade unionism
because they supported workers who might otherwise have been forced to
work below the standard rate, weakening union efforts to avoid a general
reduction in wages (Webbs, 1898, pp. 161-2). This suggests that, for
one reason or another, unions might have maintained a larger proportion

of their members unemployed where out of work benefits were offered.



The potential effects of such benefit provisions are examined in more
detail in Chapter 3 where attempts to measure such effects directly are

made.

The provision of friendly society benefits cannot be seen purely

as part of a narrow trade union strategy but as part of a more widespread
movement. Unions often provided schemes for sickness and accident

and superannuation benefits which, in an average year accounted for as
much as half of total expenditure . The growth of such schemes in trade
unions is parallel with the much wider phenomenon of the development

of self help institutions. Societies such as the Oddfellows and
Forresters which emerged in mid-century, provided a variety of benefits
though they were predomimantly for sickness, accident, death and
superannuation. These overlapped with trade anions to some extent,

and sometimes offered benefits such as tramping allowances, though
out of work benefits were rare . Their membership was drawn dispropor-
tionately from among skilled workers and artisans (Gosden, 1973,

pp- 60, 46) but it extended much further than that of trade unions.

By 1872 it exceeded 1.8 million and the Royal Conmission on Friendly
Societies estimated that 8 million persons had interests in them as
beneficiaries (Gosden, 1973, p. 74). There were also parallels in

the development of the co-operative movement from the 1840s and in
building societies from the 1830s (Pollard, 1960, p. 109). It has been
argued that this development was strongly influenced by the desire among
the artisans of the labour aristocracy for respectability as a measure
of status which was derived from the independence of credit and charity
which was afforded (Grossick, 1976, p. 307). Uhile this may explain

the exclusiveness and ceremonial nature of many societies, it does not

account for the wider movement. Many societies were not self managed



by Che members and merely collected subscriptions to provide

insurance against particular contingencies (Gosden, 1973, p. 120).

While skilled workers were generally better protected, this largely
reflects their higher incomes which made subscriptions more easily
affordable. Among all workers in the hierarchy of wages and skills,
however, the growth of these institutions reflects the desire to provide
security against industrial and personal contingencies and protect
their status in the social hierarchy. Nowhere is this more evident than
in the growth of small savings where many accounts were held by groups
such as common labourers, agricultural labourers and women and children
who did not have access to friendly societies (Gosden, 1973, pp. 228-30)*
These were people for whom regular payments might be difficult but who
were anxious to protect themselves against the vagaries and uncertainties
of life and desired to avoid the stigma associated with becoming charges

on organised charity or the poor law.

By the early 1890s the post office savings bank alone had nearly six
million deposits with average balances of nearly £15 in addition to which
there were a range of Trustees savings banks and those specialising in
small deposits such as the Yorkshire Penny Bank.



Equilibrium in the Labour Market

In the next chapter we examine a model of equilibrium unemployment
and apply it to the series for trade union unemployment before 1913.
Before proceeding with this, some justification of the approach is
required. It is worth while, therefore, briefly summarising some of the
main features of the labour market which have emerged in this chapter
and which suggest that the equilibrium approach is appropriate for the

pre 1914 period.

The period is characterised by regular cycles in trade union
unemployment and inactivity as a whole which can be associated with
various forces at work in the macroeconomy, both monetary and non-monetary
but, above all,with variations in exports imposed by the openness of the
British economy. However, periods of very high and very low unemployment
were brief, lasting a few years at the most, and the economy Tfluctuated
about a roughly constant average level of some 4.5Z with no long run
trend. This constancy over a long period suggests that there were strong

equilibrating forces at work in the labour market.

In examining variations in average wage rates, it was found that there
were regular fluctiona, both upwards and downwards, following broadly the
cyclical pattern on a gradually rising trend. Though wage differentials
between grades of labour in an industry often remain fixed or atable,
wage differences between industries varied over the cycle. Those industries
which accounted for most of the wage variations were also those in which
the level of activity and, hence, unemployment varied most. Hence
unemployment variations were associated with wage flexibility rather than
with wage rigidity. In some industries most exposed to variations in
demand, wage flexibility was built in to the collective bargaining

arrangements which developed during the period.



Though the period saw the growth of trade unionism, from narrow
craft origins to organising an increasingly large and significant section
of the workforce, there is little evidence that unions exerted a systematic
independent influence on the wage bargain. Union policies were constrained
by strong economic forces beyond their control and unions themselves were
in the grip of the cycle which determined the ebb and flow of both member-
ship and militant activity. Though militancy sometimes brought rewards,
the most important function of unions in protecting the welfare of workers
was in providing sickness and out-of-work benefits to help their members
avoid the demoralisation of the poor law. There is also evidence that
where such benefits were not provided or in addition to those that were,
workers and their families sought protection through other clubs and

societies and, despite their poverty, through accumulating small savings.



CHAPTER 3

THE LABOUR MARKET AND UNEMPLOYMENT 1855-1913: AN EQUILIBRIUM APPROACH

Equilibrium Unemployment and the Phillips Curve

In the light of the findings in the previous chapter, it seems
appropriate to use a model to describe fluctuations in trade union
unemployment which assumes that, at least to a first approximation,
labour market clearing prevails at each point of observation. Unexpected
variations in demand cause changes 1in prices and wages which are not
immediately perceived.or absorbed into expectations of the future. This
causes the supply curve of labour to shift around its long run level which
yields the "natural" rate of unemployment. The insights upon which this
approach is based arise essentially from reconsidering the analysis first
put forward by Phillips (1958). But in the”approach, wage: and price
changes are viewed as determinants of variations in the unemployment
rate rather than the other way round. The literature concerning this

relation for the British economy before 1913 is discussed further below.

In a more general context, the original Phillips curve approach
and the developments from it are reviewed at length by Santomero and
Seater (1978) who critically distinguish between various versions. The
modern analysis starts with a reconsideration of the microeconomic
foundations of labour supply decisions when information is incomplete or
costly to acquire. The reinterpretation derives from the seminal volume
edited by Phelps (1970) in which a number of alternative models were
presented, some of which were more "Keynesian' than others but which
all produced a long run equilibrium level of unemployment. The essence
of two of the more neoclassical models which have passed into general

use can be discussed in turn.



The first was originated by Lucas and Rapping (1969) and is based
on intertemporal variations in individual labour supply. The individual
is assumed to attempt to maximise his multi-period utility such that,
in any period, labour supply depends on current and future expected values
of the real wage and real assets. Thus there are both intertemporal
substitution and income effects and, if the former dominates, then
the effect of a current real wage which is lower than that which is
expected to prevail in the future, is to lower current relative to future
labour supply. Thus, although labour supply may be inelastic with
respect to the "permanent" real wage, it is more elastic with respect to
transitory variations in the real wage. Only the future is unknown and
perfect information about the present is consistent with the labour

market being regarded as in short run equilibrium at each point in time.

This can be illustrated in Figure 3.1 for variations in the wage, W.
The supply schedule is drawn as an upward sloping function of the devia-
tion of the wage from its permanent or expected value W - WC« If W is
equal to We, then employment is at and, assuming for convenience that
the labour force is fixed at L, unemployment is at its natural level U*.
If the wage is higher than anticipated as at (W - We)2 demand has
apparently risen from to D2 which yields the new employment level E2

and unemployment L - E2 which is below the natural level.






However, the real demand curve, determined by the marginal produc-
tivity condition need not have shifted if it is which changes. With
just W on the vertical axis, as in the lower panel of Figure 3.1., the
change iIn employment appears as a downward supply shift from to Sj.
This reduces the current wage from W to WA and, hence, implicitly
w~ - we) - WA - Wj). IFf labour supply is invariant to change in the
"permanent' wage, then the vertical effective supply curve of labour

can be drawn as S*.

The alternative approach derives originally from papers by Stigler
(1961, 1962) and was subsequently developed by McCall (1970),
Mortenson (1970) and others. This stresses the dispersion of wages or
prices in spot markets and the imperfect information available to the
representative worker on individual prices. Workers hold expectations
on the mean and variance of the relevant price distribution on the basis
of which, together with some fixed search cost, a reservation wage is formed
which determines optimal search strategy”. The unemployed worker
sequentially searches wage offers rejecting those below the reservation
wage and accepting the first one sampled which is above it. If the
position of the wage distribution is misperceived owing to an unexpected
shift in the mean of the distribution, then the probability of receiving
an offer above the reservation wage will be different from that anticipated.
Hence the length of search and therefore the duration of unemployment
will, on average, be different from expected and hence, the unemployment
rate will vary around the level that correct anticipations would yield.

This may apply to variations in wages and/or prices if workers arel

1 The reservation wage is set at the level which equates the marginal
expected gain-and the marginal cost of search . It is obtained as the
solution to the following equation

C mf~ (W-A)fWdW where C is the cost of search, W is the

wage, TW the wage distribution and A the reservation wage



concerned with their real wage and to the extent that the time

distributions are not learned of immediately.

Both these approaches are augmented with expectations generating
mechanisms such that workers revise their estimates of expected current
and/or future wage rates in the light of pastexperience. Thus, once
any trend becomes fully anticipated, unemployment reverts to the
natural rate even though prices and wages may continue to rise or fall -
only when they are accelerating or decelerating does unemployment diverge
from the natural rate. This yields the result that, in the long run,

there is no trade off between unemployment and inflation.

Both approaches may have relevance to the ninteenth century labour
market. Market clearing may be an appropriate approximation to the operation
of the labour market when institutional rigidities were relatively weak.
Lucas and Rappingb model would, perhaps, be more appropriate to casual
and unskilled labour markets in which there were frequently large seasonal
and cyclical variations in participation. The search model seems a rather
more attractive characterisation of skilled labour markets and therefore
of unemployment amongst unionists. * Hobsbawm has described
how workers in craft societies frequently tramped from town to town in
search of work, subsisting on the hospitality of local branches or on
tramp allowances! In the 1860s and 70s especially iIn depression years,
tramp cards issued amounted to as much as 30Z of membership for some
societies but the practice underwent steady decline as unions turned
increasingly to out-of-work benefits for the static unemployed (1964, pp-
43 - 51). Since search unemployment is essentially frictional, it is often
thought to imply relatively short average unemployment durations. On the

basis of a wide range of evidence, Beveridge in his early work on unemploy-



ment stressed the importance of labour market frictions, arguing that
"There are specific imperfections of adjustment which are the economic
causes of unemployment™ (1930, p. 5). It was this which led him to become,
in the years before 1914, one of the foremost exponents of the institu-
tion of labour exchanges which would increase the flow of information

and reduce unproductive job search. (Harris, 1972, p. 285). Under
unchanged conditions this might have been expected to lower the natural
rate of unemployment, increase aggregate welfare and reduce poverty. (The

case is argued in Beveridge, 1930, Ch. 9).

As has been indicated, theories of search or intertemporal
substitution lead to a relationship which, in the short run, is closely
analogous to the famous Phillips curve. As is well known, Phillips
(1958) estimated this relation on data for the U.K. over the period 1861-
1957. What is not so frequently remembered is that Phillips only fitted
his curve to the observations from 1861 to 1913 and then simply imposed
it on the remaining observations. The relation between unemployment and
wage change is, however, much weaker in subsequent periods and, as will
be shown in the discussion of the following chapter, it virtually
disappears in the interwar period alone. In the first paragraph of his
paper, Phillips argued that the relationship was that wage adjustments
were caused by disequilibrium in the labour market as reflected by the
level of unemployment (1958, p. 283). This approach was maintained in
much of the subsequent work on the Phillips curve and has been followed

in all the subsequent work on the pre 1914 period.



In his original function, Phillips found that the relationship was
highly non linear and that, for wage rates to be stable, the unemployment
rate would have to remain at about 5.5X but, with productivity growing at
2 per cent, a rate of unemployment of just over 2 per cent would be consistent
with price stability (1958, p. 299). He noticed that the observations
fell in anti-clockwise loops around the curve and that these appeared to
narrow over time, The loops themselves were attributed to vigorous
bidding up of wages by employers when unemployment was falling and the
reverse in the recession as future labour market conditions were anticipated.
He suggested that the narrowing of the loops was due, in part, to the declining
weight of the sliding scale industries in the unemployment index and the
growth of arbitration and conciliation which introduced a lag in the response

of wages to unemployment.

The narrowing loops hypothesis was subsequently rejected by Routh
(1959) on the grounds that the metal using industries did not have a
declining weight in the unemployment index and also by Lipsey (1960, p. 7)
on the grounds that, as measured by the coefficient on the rate of change
of unemployment which took a negative sign when entered in the equation,
the loops did not narrow significantly. Routh®s main concern was that the
wage and unemployment indices had different and rather arbitrary weights
but reducing the weight of the engineering, shipbuilding and metals
industries in the unemployment index affected the results remarkably little
though it tended to shift the curve downwards and reduce the sire of the
loops. Both Routh and later, Gilbertredefined the independent variables
to avoid the possible spurious autocorrelation introduced by Phillipsl use
of Ffirst central differences but the rate of change of unemployment which
accounts for the loops remains significant, though serial corelation is

reduced (Routh, 1959, pp. 308-9, Gilbert, 1976, p. 54).



Lipsey developed the hypothesis that, if the relationship was non-
linear in individual labour markets, the greater the dispersion of
unemployment among these markets, the further the curve would be shifted
outwards to the right. Hence, if dispersion was negatively correlated
with the rate of change ofunemployment, this would give the appearance of
anticlockwise loops in the aggregate relation and account for the
negative coefficient on the rate of change variable in the equation. (1960,
pp- 17-19). This hypothesis was rejected by Smythe who calculated a
dispersion variable from the component series of the unemployment index
and found these to be positively but not significantly correlated with the
rate of change of aggregate unemployment (1979, p. 231). Thus the mystery
of the loops remains although Desai (1975) has argued that the rate of
change of unemployment is not an independent variable but is determined
as part of a dynamic system by the level of unemployment and the rate

of wage change”.

Phillips did not include a price term in his equation though he
suggested that if import prices rose unusually sharply, this might be
reflected In wage bargaining or the cost of living (1958, p. 284).
Lipsey included the rate of change of the cost of living index directly
in the equation but this added little explanatory power to the equation,

giving a coefficient of 0.21 (1960, p- 10). Other putative determinants

Desai suggested that Phillips® procedure in estimating the equation
implies that he saw the relation as part of a system of differential
equations. Grouping the observations by level of unemployment so that,
on average, the rate of change of unemployment would be approximately zero,
was,therefore, a means of abstracting from short run dynamics. Gilbert
(1976) has argued that Phillips® method was just a relatively simple wsy
of fitting a non linear function before it was possible to do this by
computer.



of money wage change for 1861 - 1913 have received little support from
the data. Kaldor suggested that Phillips®™ results arose from a spurious
correlation between unemployment and profits and that causality ran

from high profit levels to high wage increases since high profit levels
both increased the bargaining strength of labour and weakened it for
employers (1959, p. 292). This was subsequently rejected by Lipsey and
Steuer (1961) who could find no evidence of an independent effect for
profits. As noted earlier, Hines (1964) found only weak support for
trade union militancy as a determinant of wage change before 1914, as

compared with later periods.

Though this enquiry is thought to have begun with the work of
Phillips in 1958, attention has been drawn to the fact that it was raised
as early as 1926 by Irving Fisher who found that for monthly U.S. data
the volume of trade was highly correlated with a distributed lag of wholesale
price changes from 1903 to 1925 and with a lower correlation on quarterly
data from 1877 to 1899. Discussing the nature of the relationship, Fisher
stated that "it seems reasonable to conclude that what the charts show
is largely, if not mostly, a genuine causal relationship; that the ups and
downs of employment are the effects, in large measure, of the rises and
falls of prices, due in turn to inflation and deflation of money and
credit” (1926, p- 792)1. In his book published a year later, Pigou
examined the relationship put forward by Fisher for year to year changes
in the Sauerbeck price index and the Trade Union unemployment series from
1870 to 1913. Pigou did not find the lags adduced by Fisher but a more or
less contemporaneous negative relationship between unemployment and the
percentage increase iIn price over the previous year. He accepted this as
"persuasive' evidence but denied that the relationship was truly a causal

1 Full details of the relationship, including the novel technique of using
distributed lags, was given in an earlier paper (Fisher, 1925).



one (1929, p. 217)". Fisher"s explanation for the relationship was

that costs of production tended to rise and fall less rapidly than output
prices leading to increased profits at times of inflation (1926, p. 498).
Pigou®s analy