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Th Econolnics of Dir ct Employm nt*

DURI:-IG the last tcn year:; there has gradually been developed,
among the vari us Town and County Councils and other publiL
authoritics, a definite econ mic polky with regan.! to the employ
ment of labor. Thi policy, initiated by the chool Board for
London in January, I 89,t has been allopted, to a greater or lesser
degree, by 'cveral hundred local governing bodies throughout the
United nngdom. It ha', perhaps, been most completely carried
out by the London County Council, where it has becn succt:ssfully
maintained for over nine years, and where it has lately bcen endorsed
and confirmed by a decisive majority at the dection f 1898.

The Labor Policy of the London County Council.
The Labor Policy of the London County Council has beeu

intdlicient1y criticized, from the point of view of economic :;cience,
mainly under three head. In tead of II buying its labor in the
cheapc t market," as it wa termed, it ha ,fwm the fir t :;trin;n to
adopt as its 'tantlard thc trade union ral<.: of wagc" and to assert a
" moral minimum" of earnings below whieh it was ine:p dient that
Hny London citizen should be allowt.:d to :;ink. 1\10rco\"er, not
content with procecding on the e line as regards tile WOl !-Tnen
whom it directly employ, it ha sought throughout to secure that
all Cllntractors executing its worl' should adopt the same principle.
Finally, it has endeavoured, wlltre\ er possible, to dispense with thc
midJlem:l.Il cl/!rcprCIIl'lIr, alltl to substlt ute salaried supervision ,md
managemcnt directly ulHler public c0ntro1.

The Fair Wages Movement.
Ld us tal'e first what is known a the Fair Wagc Movement.

Aftcr prolonged discu ion., repeatt.:d at i~1tt.:rval during nine Yt.:'lr ,it
ha become the settled poliCY' (a) to pay, 111 each trade, the rewgnizt.:d
talHl.lrd rate of wage, (0) to gi\'e no adult male workman Ie than

6d. per hour, amino adult woman Ic s than 18'. per Ired'.! Tho

• . fa t of this tract has already h 'n publi hed und r the litle "The I~col" mic
!Jere i • (If th l.ondon nunty Council. ,\ paptr rt,ld I c10rc the hconotnic Sertit.n
of the Ilriti h ,\ oC"l\ioll for the ,\dvancttncntul ::>ciencc, Oxtunl, I th .\ugu l, I. 9+,
by Si,ln<J Wehb, I.e,c."

t The I.ondo.n ~cl!ool Huard lI'a , in January, 188\), t!le fir t public body III adopt
lhe principle lIf Insl.lIng that nol lcss than the recogl1lz<d "land,lId r,ltc of wal1e
should he paid. See" The II i.tory of Tnde Unioni m," by Sidney and B atll< e
Webl, p. 3 5.

t .. Th Sl,tnding Onl 'rs of lhe L. . '.", conl:l;ning the Fair \,\', gc (!:lus • i
sold .It I • l.y 1'. S. King,' ,lin, 9lltidRc- treel, \Ve tmin l I. 10<11 other place. sec
Iiou e of ommons Return," Ur .In S,.nilary Di trill (el nditions (f Conll, Cl ),'
• o..p. J I Feb. J g. ; 2~d. (I'. S. King & Son.)
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unfamiliar with the actual practice of industrial life at fit.. t imagin d
that the trade union rate of wage meant ju~t whatever rate the trade
unions might choose to claim. As a matter of fact the trade union
rate of wages i , in every organized trade, a well-under tood ex­
pre ~ion, denoting the actual rate which has been agreed to, more
or Ie s explicitly, by repre~entati\"e employers and the trade union
executives. \Vhat the Council has done has been merely to insert
in it own ~tandard list of wages the rate proved, on inquiry, to be
actually recognized and adopted by the leading employers in the
particular trade within the London district. In the whole of the
building trades, for instance, whi h include seven-eighths of the
worl- done for thc Coun iI, the trade union rate of wage 0 ha been
oh:nmly agreed to in a formal treaty between the London Building

Tralle Federation and the London Master Builders' ssociation.
So far as the organized skilled trade 0 are concerned, the Council has
1I0t attempted to do more than place it elf 11 a line with till.:
common average of decent employers.

With reg:ml to 1.1I1skillcd labor the case is more diOicull. Here,
in most cases, no generally recognized trade union rate exists. The
COLlncil has accordingly taken the position that it i undesirable,
whatevt::r the competition, that any of its employees should receive
less than the minimum required for eOicient and decent existence.
Seeing that 1\1r. Charles Booth places the actual II poverty lim:' in
London at regular earn ings f 21 s. per week, it cannot be said that
the Council's II moral minil11Llm 11 of 24s. for men and J8s. for women
errs Oil the side of luxury or xtravagance. But, unlike the Council's
wa e f(Jr killed workmen, it i 0 more than i 0 actually paid I y many
con cientious employers; and it is undoubtedly abovt: tIll.: I, te at
which the Council COUlll obtain similar labor, if it chose to disregard
alI other considerations.

The labor policy of tlH.: London County Council, whether \\ ith
regard to skilled or to unskilled labor, may be explained a the
deliberate choicl:: of that form of competition which secure 0 the
greate °t possible dIicicncy, as compared with the form which secures
the greate t apparent cheapness. Public offices may be fillt.:d in one
of Lwo ways. We may, on the one hand, practically put the places
lip to auction, taking those candidates who offer to 10 the wor!- for
tht.: lowest wages. Or, on the other hand, we may first fix the
emoluments, and then pick the be t of the candidate coming forw, rtl
on those terms. When we want brain-workers of any hnd, every­
ont.: agrees that the latter policy is the only safe one. 'vVe do not
appoillt as a judge the lawyer who offers to take the place at Lhe
lowest rate. No one would think of inviting competitive tenders
from clergymen as to I he price at which they would fill a vacan t
bishopric. And a Town or County Council which boughL its
engineer or its medical officer in the cheapest mark·t wOLlld, by
common con ent, make a very bad bargain. In all these cases we
have learnt, by long and painful experience, that there is so much
dltli:rence between competence and incompetence that we do not
dream of seeking to save money by taking the candidate who ofi'ers



his services at the lowest rate. Unfortunately, many worthy people
who realize this a pect of brainwork, becau e they belong them elves
to the brainworking class, are uncon cious that it applies no less
forcibly to mechanical labor. They will pay any price C I' a good
architect, but are apt to regard bricklay rs and ma ons as all equally
If common workmen." The consequence i that, owing to the
extraordinary ignorance of the middle and upper clas about the
actual life of the handicraft trades, it ha gradually becomt.: accepted
as good business that, though you must take all possible trouble in
chooing your manager, it is safe and right to buy wage-labor at the
lowest market rates. But, as a matter of fact, there is as great a
relative difference between one painter or plasterer and another, as
there is betw en one architect or manager and another. If the
pressure of competition is shifted from the plane of quality to the
plane of cheapness, all economic experience tells us that the result
i incompetency, scamped work, the steady demoralization of the
craftsman, and all the degradation of sweating. \Vhen a man
engages a coachman or a gardener he understands this well en ugh,
and never for a moment thinks of hiring the chcape t who pre ent
himself. Even the sharpest-pressed employer d e not entru t
expensive machinery to the mechanic who olTers to take the lea t
wages. The London County Council, realizing it more vividly than
some bodies less in touch with the actual facts of industrial life,
applies the principle all round. Whether the post to be filled be
that of an architect or a carpenter, the wage to be paid i first fixed
at a rate sufficient to aUract the be't class of men in the particular
occupation. Then the most competent candidate that can be found
is chosen. Competition among the candidates works no It:ss kt.:enly
than before j but it is competition tending not to reduce the price,
thereby lowering the standard of life thr llghout the nation, but to
enhance efficiency, and thus really to reduce tht.: cost of production.

With regard to the lower grades of labor a furtht:r consideration
enters in. It may be economically permissible, under the pre ent
organization of industry, for a private employer to pay wages upon
which, as he perfectly well knows! it is impossible for the worker to
maintain him elf or herself in effiCIency. But when a Board of Poor
Law Guardians finds it elf re 'cuing from starvation, out of the poor
rate, women actually empl yed by one of its own contractors to
make up workhou e clothing, at wages insufficient to keep body and
soul together, t.:ven the most rigorous ec nomist would admit that
something wa wrong.' The London County Council, responsible as
it is for the health of the people of London, decline to ust:: its po 'i­
tion as an employer deliberately to degrade that health by paying
wages bviously and flagrantly insufficient for maintenance, even if
competition drives down wages to that pitch. The economic heretics
in fact, < re not the Council, but those who, in flat defiance of Adall~

• The helsC:\ Board of Guardians pay. it scrubhers IS. 6d. a clay wllhoUI food
which amounts LO a weekly wage of 95. A clay's illnes. is sufficient L~ force such ,:
worker to seek relief from the nLlcs, and the Board then finds itself resruing from
starvation its own underpaid work people.



mith, McCulloch, Mill, and Marshall alike, persi t in assuming that
there is ome obligatory" law" that the pre5sure of competition
ought, without interference from man, to be allowed so to act as to
degrade the whole standard of life of the wbole community.

The Moralization of the Contractor.
orne critics, however, who do n t object to the Council, like a

prudent housekeeper or an experienced employer, fixing the wage5
of its servant at an adequate UITI, demur to any interference with
the freedom of contractors, and denounce a economically heretical
the Council' standing order confining the Council's work to such
firm a adopt the standard rates of wages. It i, ay such critic',
no concern of the Council how a contractor manage5 his busine" ;
and if he can get his workmen at Ie, s than the ordinary price of the
best men, 0 much the bettcr for him, and, in the long run, for hi
customers. The very object of industrial competition, they would
add, is to keep the C05t of production down to the lowest possible
point, and any interference with the contract r's frcedom to d his
busines in his own way tends to increase that cost.

It will, however, be obvious to the economist that these crit i·
cism confuse cost of production with expenses f production. "Vhat
the community has at heart is a reduction of the cost of production
-that is, of the elTorts and acrifices it1\' lved in gctting the object
de ired. This i of no concern to the contractor. "Vhat he wants
is to dimini 'h the e.·pen 'es of production to himself-that is, the
'um which he ha' to pay for materials and labor. This object he
may effect in one of two ways. Hc may, by skilful management,
ingenious invention, or adr lit manipulation of busine5 , get the
work accompli hed with less effort and sacrifice on the part of thoe
concenwu, allowing for the reduction f the out-of-pocket payments
by himself; or he may, on the other hand, without dimini5hing the
effort and sacrifices induce those concerned t accept a mailer remu­
ncration for their labor. Either w, y will equally serve his profit,
but either way will not et]ualIy serve the community. In the first
case, a rt.:al econ my in the cost of production ha been effectcd, to
the gain of all concerned. In the eC nd case, no economy in the
cost of production ha takt.:n place j but the pressure of competition
has becn u' d to dllpre the standard of life of some of the workers.
The onc re 'lilt is a real and perm, nent advantage to the commu­
nity i the other i5 a st.:riolls economic calamity bringing far-reaching
secondary evils in its train.

Now, many large fortunes have been made by contractors pur­
~uing each of these methot15, and the good busines man doubtle5s
resorts to both of them as opp rtunity scrvcs. Unfortunately it is
mud man.: difficult and toilsome to be perpetually making new in­
ventions, devising fresh lab r-saving e.·pedient , or di covering Ull­

suspected economie , than to pare d wn wages, even at the risk of
producing a light falling ofT in qu, lity, provided that the d tt:rio·
ration i~ not 0 gross as to cause the actual rejection f the work.
It is 0 hard t spend laborious nights and days in improving pro-
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ce e. lL is so easy to find workmen eager for a job at 10 per cent.
below the tandard rate. "Mankind," says Emerson, "is a lazy as
it dare to be," and contractors are no tlxception. It is safe to say
that the more you leavtl it Optll1 to a contractor to make a profit, by
reducing tIll: e. penses of production, the less he will trouble about
lowering the cost. So much is this the case that, under a prolonged
1't:t;lillr of free and unre tricted competition, the very existence of
the altcrnati "e has often bcen forgotttln. II Profits," said one capit­
ali ·t, "are the shavings of wages."

It was in order to put a stop to the constant tendency of con­
tractors to nibble at the current standard wages that the London
County Council in erted its celebrated fair wages clauses. These
clau es it will be observed, leave open to contractors every chance of
profit which comes from reduction of the cost of production. By
concentrating the contractor's energy and attention on this point
they pn:sumably increase the fiercentlss of that part of the com­
petitive struggle which promotes the public good. But, just as the
Factory Acts, the Mines Rtlgulation Acts, and thtl Education Acts,
II rule out II of industrial comptltition the cheapness brought about
by the overwork of women and children, or the neglect of sanitary
precaution, so the London County Council, representing the people
of London, declines to take advantage of any cheapness that is got
by merely beating down the standard of life of particular sections of
the wage-e mel's. Here, the key-note of the Council's policy is, not
the abolition of competition, but the shifting of its plane from mere
cheap.nc . to that of indu~tri~1 cfficiency. The peeding up of
mach1l1cry, the better organIzatIOn of labor, the greater competency
of manager, clerk, or craftsman, are all timulated and encouraged
by the dclilJi.:rate closing up to the contractor of other means of
mahng profit.'

And just as the Factory Acts .ha~c won their way to economic
approv~ll, not. merely on I:Llmallltanan wounds, but as positively
conduclv~ to IIJdu trial. effiCIency, so, t.oo, It may confidently be pre­
dicted, WIll the now WIdely-adopted fall' wages clauses.t

Municipal Industry.
\Ve come to an altogether different range of criticism when we

con 'ider the Council" dcterminatio!l to dispense, wherever po sible,
with the contractor, and execute It· works by engaging a staff of
workmen under the supervision of it own salaried officers. This
ha been fiercely attacked as being palpably and obviously oppo cd

• The conomi. t will recall the analognus effect which labor legislation and
strong trade unions have had in increasing the efficiency of the Lancashire colton
indu>try. Compare,. too, M.r. M.ather's tes~imon'y to the ben firent effect upon em­
"Ioyers of trade unIOn actIon 10 the englneenng trade (see COllltm/oml')' Ret.jtw,
Vol. L.'ll., 1,92.)

t ;\hny local governing bodies have adopted some kind of fair wages r1au<e in
their contr. cts. Particular of regulation in 2t8 places are given in Parliamentary
Return II. '. -17 of II loeb. 1, 9S." Urban ~anitary Dislri l> ( ondilions of on.
tra I )", 2~J. ompare al 0 the 1I0u e of ommon 0 unanimous resolutions of 13
Feb. I 9r~ and 6 -'larch 1893, imposing the prinriple for Government contracts.
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to p litical economy and business experience. It is worth while t
place on record the facts.

Constructive work was not undertaken at first, but labor was
hired to clean the bridges* and to repair the Council office ,t at a
can iderable saving compared with contract prices. The fir t piece
of building work was executed by the Main Drainage Committee at
£536 below the lowest tender of £2,188. But the ca e which finally
convinced three out of every fOllr In mber of the Council of the de­
sirability of executing their own works was the York-rd. ew r. The
engineer e timated the cost at £7,000, and tender were invited in
the usual manner. Only two were ent in, one for £11,58 , and
the other for £ I 1,608. The Council determined to do the work
itself, with the result that a net saving of £4.477 was made.t

This remarkable result naturally created a sensation in the con­
tracting world, and attempts were made t impugn the engineer's
figures. In his crushing reply he pointed out that the contractors
had reckoned out their tenders at absurdly high prices in nearly
every detail, charging, for instance, 60S. and 70S. respectively p r
cubic yard of brickwork and cement, wh reas the work was d ne at
39S. It is clear from the other particulars given, and from facts
notorious at the time, that an agreement had been come to by the
contra tors not to compete with one another for this job, in order to
induce the Council to abandon its fair wages clau e. The Council
preferred to abandon the contractor.§

The outcome was the establishment, in the spring of J893, of a
Works Department to execute works required by the other
committees in precisely the same manner as a contractor. The
Works Department stand to the other committees of the Council
exactly in the same relation as if it were an independent contractor.
When a committee has any work to execute, the Council's architect
and engineer prepare the plans and make an e timate, without any
reference t the Works Department. Then the Council decides
whether the work shall be done with or without a contractor.

ometime it decides to put the work up to tender, a CaUl' e which
enable it to see whether the estimates of the architect and engine r
are trustw rthy guides. The Works Department may ay that it is
not prepared to do the work, either because it is not sati fied with
the specification and estimates, or bccause it has no convenience for
ding work at that particular site, or f that particular kind. In
that case the job is put up to tender and done by a contractor.

The acc unts of the Works Department are kept distinct from
those of other departments of the Council. Th Finance Committee
sees that it is debited with the interest and sinking fund n all the
capital it uses; that full allowance is made t cover dcpreciati nand
renewals; that a complete st cklaking is regularly carried out by
independent officers; and that all outg ings and maintenance
charges are properly spread over the various works d ne. The

:\linutes, Oct. I th, 189~, pp. 900-1. t ~linutes, June 27th, 1893. p. 683.
t ~Iinutes, October 17th, 1893.

§ Sec the fuller particlI!:lrs in :\Iinutcs of ctoher 31st, tl!93, pp. 1063-5.
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account an.: elaborately hecked by the ouncil' Controller, as w 11
a by the Local Government Board' , Auditor.

The Works Department has now been at work for over five
years, during which it has executt:d over £800,000 worth of work of
the mo t varied charact r-sewer construction, the making of road~,
building houses of every kind, erecting bridges, carrying out of
every s rt of repairing and decorating job, and an innumerable
array of mbcellaneous operations. \Vhether, and to what extent,
this work has been done cheaper than it would have been done by
contractor' is a malter of hot controvery.* The Progressive a 'sert
that, even with all the di advantages of starting a new business, and
struggling with C wrecker "inside the Council, the whole £800,000
worth of work has, taken a a whole, and in luding the "jobbing
work," been executed at ju t about what the architect and engineer
estimated. The Moderate declare that it has cot mon: j but even
they tlo not put the excess at more than about 5 per cent. on the
whole-an excess which anyone accustomed to builders' bills will
think amazingly low. But no sound judgment on the policy of dis­
pensing with tht: contractor can be formed on stati~tics of this kind,
extending o\er so brief a pt:riod. We must take a wider sweep,
and see what inference~ can be drawn from other experience.

It is usually assumed by the Council's critics that its policy of
eliminating the contractor is an unparalleled innovati n, unknown
outside London. A little knowledge of the action of 1 cal goverIl­
ing bodies elsewhere would prev nt this mi take. It i , of course,
\.111n ce ary to remind the reader ~hat Birmingham, dominated by
the strictt: t 'ect f the Individualt t , has municipalized its watt:r
and it gas, which arc in. London ~ti]J left to private enterprise.
What i not so well k11 wn.ls that the T wn Council <.Iispenses with
the contract I' whenever It can,. each committee getting much of
its own work done by its wn dIrectly-employed stafT. The Public
Works Committee, which looks after the thoroughfares and til<.:
Health Committee, which is rt: ponsible fOI sanitation, hav~ not only
entirely eliminated the contractor from the cleaning and repairing of
th l:>treet~ and the removal f rt:fu t:, but even from the laying down
of gran itt: paving an<.l flagging, once a mo t profitable item of his
bu~iJle . The as Committee is not con~ent with t:mploying hun­
dr. cis of men to mal~e ga '.. but also ~,eep lls Own ~tafT f carpenters,
bncklayt:rs, blacbtUlth , tmmen, pamter , fitters, etc., to execute it
numerous worl s. The Improvement' Committt:t.:, like tht: Estatt:'
Committet:, has it, own carpenter , fitter~, briel-layer paperhangers
plasterers and zincworkers, r whilst the Water Committt:t: besidt:s ~
regular tafT of mechani s of all kinds, b now actually e~1gaged in
constructing several huge clams and rt:t:rvoir~ ncar Rhayadt:r two
tunnt:ls and vari us watt:r towers and ~yphon , together with \~ork-

* Scc The Truth anout tilt Workr DepartmeJIt 0/ the londol/ {ollll/l' COIlI/Ci!.
(London Reform Union.) Thc half-ycar ended 31st "larch, 1898, how a ,; profit" 01
£6,65 2 5 . Xli. on completcd work c tirnatcd at.~ 17,17985. 5d. (lolldoll, 30 Jline, '9 ).

t Return of [Jours of Labor, Wages. c. (,\ppcndix to Tlirmingham Gencral
Purp> e Committcc' Report, luly 25th, I 93.) ec Appendi. 11., p. 18.

\
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men' dwelling to accommod te a thou and people, stables, stores,
work hops, a public hall and recreation rool11, a school, two ho ·pitals,
and a public-house-all with ut tIlt: intervention of a contractor.
'1 he construction of all the buildings on tilt.: works is being carried
out by the workmen f the Corporation, under the supcrintendenc
of tht: resident engineer and his assistant. The timber and other
material is being purchascd by tender. This method," reports the
"Vater Committee, II of using material supplied by ontract" nd con­
structing by the direct employees of the Corporation, the Committee
consid r, under the circum ·tan es of the case, to be the most econo­
mical, a well as calculated to ecure the best re ult." But this i
not all. The \Vater Committee, finding that the village would have
beer, ha decided aloin this matter to di pen e with any mire­
jJrmCllr, and ha II re olved that a canteen shall be established in the
vill,e," lit of the capital of th Birmingham citil.ens, and II that
the per ·on managing it shall h, ve no intcre t whatever in the quan­
tity sid.'"

And if we tllrn to Liverpool we learn that II almo t all the city
t:ngineer's work is d ne by men directly em pI yed by tht: Corpora­
tion. . . . The construction of ewers is now done entirely by
the Corp ration th mse1ves. . . . They hat! sllch a cruel expe­
rience of doing the work of sewering by contractors that they have
givt:n it up." ~ It appears that in the old days, when the contra t rs
agree 1 and charged for two cour es of brickwork, no amount of
inspection sufficed to prevent them putting in one only. II \Vhat
happened was thi : that wlwne\'er the In pector came rouml, or the
Clerk f \Vorks, to watch the contractors, they found the two rings
of brickwork going on very well; as soon a the In ·pector went
away . . . the second ring of brickwork wa' left out . . . and
so the st:wer got weak. . . You c uld tr, ce the visit, of the Inspector
by tht: doublt: ring· " which were found here and there at intervals
when the sewers were subsequently uncovered for repair·.t

This evidence [rom Liverp I is c pe ially interesting in connec­
tion with wlh t has recently been eli·c vered at Manchester. The
Audit r' report, publihecl in 18.6, expo·e , prcciely similar fraud
in cOllnection with the thirty-five miles of new ·ewers now under COll­
truction. This work was let to thirty-foUl' different contractors, who

had already rec ived over £600,000 for their work. The new city
sun'eyor, finding that the work had been scamped, had" street after
street taken up at great c.· pense, and such an exposun.: \Va made of
fraud and dect:it as r," writes th' auditor, II have nen;r before ·een.
The men who built these ewers in a tunnel never dreamed that
their rascality would be di co,ereu." The hief method adopted,
wa ., as at Liverpool, leaving ut one ring of brickw rk, e.·c<.:pt wh 'Il

he orporati 11 Inspector wa· signalled as being about to descend
the haft. Then the workmen hastily put on a st:cond row of bricks

Reporlof the T3irmingham \Valer 'ommillee, pre culed Feb. 6th, 189+.
t I' vidence of lhc Depuly Tll\\U 'lerk of Lin'rpoul hefore the l1nifiralion of

I.ond n Commi ion, p. 328 of r. 7493-1.
t IbId, p. 32••
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at that spot. The frequency of the Tn. pector' vi its t each bit of
work were found marked by thi .·tra ring of bricks here and there,
in 'tead of along the whole length of the sewer.* '

Nor are these Council in any way e.·ceptional in their teady
pmgre s towards the elimination of the contractor. In the early
day of municipal activity practically everything was let out to a
contractor. Towadays every large municipality, even if it cloes
not po ess any separate \Vork' Depar ment, ha a staff of mechanics
and artizans. in regular municipal e~ployn~ent, and every day exe­
cute many Important work' and sen'lce by Its own workmen which
were formerly let by tender to the lowe t hidder. '

.Nor is it i~ municipal borough alone that we see the change in
pobcy. Nothll1g was more common a few years ago than for high­
wayauthoritie to get their roads kept in order by contractors. n
interesting return obtained in 1892 by the County urveyors'Societv
sh ws that this practice has been almost entirely abandoned in favor
of direct employment of labor by the county surveyor. Only in one
or two counties out of thirty-five furnishing particulars does the old
cu tom linger. The county surveyor for Gloucestershire indignantly
denied an allegation that he favored the contract sy tem. "It does
not commend itself to me in any way," he writes, "and encourages a
low form of weating. My own experience of road-contracting i
that it docs very well for five years, then the roads go to piece, and
you have to spend all your previous savings to put them to rights."l

'When we thus find even the County Councils in rural districts
giving up the contract r, it cease to be surprising that the Town
Council f Manchester, in the city of Cobden and Bright, n. w
manufactures its own b, s-broom , or even that the ultra-conservatIve
Commissioners of ewers of th City of London actually et the
County Council an example by manufacturing their own cart.. t
The superiority of dire t municip:l1 employment, under 'alaned
supervision, to the system of letting out works. ~o contract~r. ha,
in fact, been slowly borne. in on the b~ ~ mU~lIclpal au.th rItle' all
over the country by theIr own ad~ll1lstratlve expcnence, quite
irrespective f social or political theones.

IV.-Integration of Processes.
Business men, not so very long ago, would have argued that this

policy of including ,11 kinds of indu trial processe under om:
~~lminislration \yas contrary. to th~ lesons of. business experience.
I he last generatIOn of captall1s of llldustry belIeved in each under­
la.king. s~icking cl~se.ly to its owr: special trade, and contracting
wllh slnHlarly speCialized undertakll1gs for all subsidiary parts of the
business. II Never make anything yourself that you can buy el e­
where" w, s a common industrial maxim. The last twenty years

• Report of the Citizens' Auuito~ of the 'ity lIf Manchester for r89S.
'r 1!m'/tCIIlars of J/mlll.r:t~1U1/1 of ,Af~III. Roads III El1lfla11li alld WaIts, .1 report

clImpll U f~r the ounty urveyors Society, by :VIr. lIeslop, CoulIty Surveyor for
'orfolk. See BIlIMlr, ' larch 191h and 26th, I 92.

t latcmen: of t.he Commis ioners of 'ewer, prescnted to the Royal 'onlmi .ion
on l.ondon lJr,lftcntlOn.
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have changed it to "Never buy from anyone else what you can
manu fact ure for your elf."

The mo't familiar instance of thi revolution of policy i seen in
the English railway companies, Once a railway company wa' all
as ociation for getting a railway made, and running train on it.

n able e say written by Mr. Herbert Spencer forty years ago,
protested str ngly against any exten ion of a railway company'
scope. Nowadays an up-to-date railway company runs docks, canals,
ferric, steamships and hotels of it· own, and carries on, besides,
innumerable subsidiary businesses, and manufactures every con­
ceivable kind of article, entirely by its own operative, working
under its own salaried tafT. The directors of the London and

onh-VVe 'tcrn Railway Company, for in tance, with a comprehcn­
sivcnes that would have staggered George tephenson, lay it d wn
as an axiom that the company" should be dependent on the outside
world ~ r as few as pos ible of the neces aries f life." The manager
at the company's great work hop-town of Crewe "can think of
nothing of importance that is imported in a manufa turc.;d state,
c.;xcept copp r tubes for locomotive boilers." "As we pass from hop
to shop, here may be seen a steel canal boat in pr ce s of con­
struction (for the company, it must be remembered, is a great canal
propriet r) i there, a lattice-work bridge is being fitted together.
Further on, hydraulic pumps, cranes, and capstans crowd a huge
shed. In another place, chains of all sorts and sizes, from cables to
harness traces, are being forged by the ton; close by, coal-scuttles
and lamps are being turned out by the hundred. In all the works
there is no stranger sight than a corner in the carpenters' shop,
where two men are can tantly employed making artificial limbs_

ome two years back (that is, about 1885) the company embarked
on this branch of manufacture, and undertook to supply legs and
arms of the mo t fini 'hed workmanship to any man who lost his own
in thc.;ir s rvice."*

Nothing indeed is too small or too great for the orth-vVestern
to manufacture for itself. Crewe turns out a new locomotive engine
every five days, and you may watch the company's own rails being
rolled in its own steel works. At Wolverton, Mr. Acworth recounts
how he "came upon a man engaged in c.;tching de igns upon the
plates of ground glass that were to form the windows of lavatory
compartments, and was told that the company had recently found
that it could do this work for itself at half the price it had formerly
paid" (pp. 60-r). ince 1881 the North-Western has been stc.;adily
eliminating the privately-owned waggon. For over twenty years the
companies have managed their own c lIection and delivery business.
Nearly every company, too, now builds its own carriages. The Mid­
land Railway prints its own tickets i whilst the Great Eastern goes
a step further, and executes in its tratford works nearly the whole
of its own printing, including its gorgeous colored postcrs an I pic­
torial advertisements. II In the printing works the company keeps

• Tit, Railwa)'S oj EliglaJld, by W. M. Acworth, London: r889, p. 59.
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about 110 persons constantly empl yLd, and i' under tood to save
a good deal of money by doing so.'"

But the Midland has tried another experiment. At the great
Trent stor s are betwe 'n three and four hundred thousand empty corn
sacks, which the company furnishes for the conveyance f the corn
from the farmer to th miller. Ilere, too, th contractor formerly
existed and made a profit, until, a few years ago, the busine s IV, s
undertaken by the Company it elf.

In every branch of railway management, in hort,the elimination
of th\:: independent rulrrprcllrllr or contractor i' being rapidl}
effected. It wa impo sible that this example, s t by undertaking'
in many re pects analagous to municipal depart III nts, hould ha\'e
no infl uenee on the busine's men who rule ur Town Councils.

But although railway directors cannot be supposed to have been
bitten by the tarantula of Collectivism, everyone will not be
convinced by their remarkable change of p licy. They re emblc
the members of a Towll Council in n t working for their own
personal profit, and may, it is urged, therefore be indifferent whether
their ambitious excursions into manufacturing industry actually pay
their way. It is therefore interesting to find exactly the same
revolution of bu iness policy in large private undertaking'. 0

better in tance could be adduced than the history of a certain
world-renowned firm of shipbuilders, whose rapid and continued
exp, nsion is one of the marvel of modern indu try.

Twenty years ago this firm c nstructed in their own yard little
more than the hull' of the ve scI , contracting for all the thou and
and one < rticles of equipment with numerous otht;r manufacturing
firms which specialized in thesc directions. Nowadays this same
shipbuilding firm manufactures everyone of these articles-from
triple-expausioll engines down to the brass handles of the cabin
lockers-in its olVn works j and turns out its vessels from keel to
topmast entirely of its 01V1l construction. Instead of employing
only shipwrights and platers, that firm now engagc' men of several
hundred eparate trades, who work \l11der the salaried management
of difTt;;rent heads of departments.

Thc following letter gives some of the dates and particulars of
this industrial evoluti n;-

L,lIa from 01/ emil/till ShlpbuildillK Finl/, as 10 dales of f'rogrtssivt A bsorpl;oJI of
Subsidiary ProCtSses.

I have yoms of I Ith in t., and have much pleasure in giving you the information
you ask for respecting certain sub idiary work previously done for us by sub­
contractor. but now carded out within our own works.

In 1879, we began to rig the ships built hy us.
In the same year we began to build lifeboats.
In 1880 we commenced plumbing work on hoard our ships, amI to make our own

sails.
In 1881 we opened an upholtery department to carry out that branch of work

ourselve .
In 188~ we opened ,In electric light dcpartment.
Jt was in 1880 that we Larted our engine works, all thc cngines for vc'sel

constructed by us up till then having heen made in outside cngine works. And even

* The Rl1IlwaJ's ofEJ/glaJ/d, by W. ~r. Acworth, p. 4 16.
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after we opened the eni(ine works certain subsidiary machinery was obtaincd from
out ide which we now construct ourselves.

For instance, in 1885, we first bnilt crank shafts for main engines. In 1887 we
bogan to manufacture manganese bronze propeller blades. In 1890 we began to
make circulating pumps and eni(ines, duplex pumps, steam teerini( engines, and
I rass sidelights for hips, and in the samc year onr smith work gradually merged into
general forge work.

The history f great engineering e tabli hmlmtshows the same
tendency. The progre s of the large t firm in the nited Kingdom
'hows how, during the pre ent generation, business has been added
to bu 'ine , until the firm ha become one of the largest in the
IV rid, mining it own ore, ll1akmg it own pig-iron, smelting its own
steel, building its own ships, erecting it own engine, constructing
its own tool, and executing innumerable sub itliary works in every
directi n.

And, turning to quite another industry, we may cite the
experience of a Birmingham manufacturer of metal goods, whose
busines' has di tanced all hi rivals, and i now the largest and most
prosper us in the trade. Twenty year ag he was completely under
the dominion of the then prevalent idea of specialization. Every­
thing requir 'd in his business which did not come strictly within the
limited sphere of his own specialities he obtained by contract from
other firms. Gradually his idea changed, more and III re of the
l1bsilliary work was d ne in his wn factory. He b gan to make

hi own tools and machine. lIe commenced to repair, and then to
construct his own engines. When additi ns to hi works were
n:ql1ired, he picked his own clerk of the works, bought his own
brick, and engaged hi own artizans. Year by year he has found
him elf becoming less and less dependent on out ide contr<ctors,
until the other day he started making in hi own e sentially metal
factory even the wooden hog heads and paper boxes in which hi
good' wen~ packed. And he himself attribute' the continued
profitableness of his bu ines , and its very rapid expansion during
time' when his competitors have often been working at a 10 'S, mainly
to thi' pI' gre 'ive elimination of the contractor and subsidiary
mire/Hem'lir. The following memorandum describes the e changes
in his bu 'iness :-

.lltn/oral/dum b)' a flarciware .I1a1I1t/acll/7'tr, describlllg tlte SubSidIary 0ptraliol/j
'lOW IIl/dtrlahl/ by Itis firm.

I fimJ that some time at the hllter end of 1870 we first he~an to manufacture
gooJ' lhnt we had previously bought from other manufactur~r,. rhe e goods were
chiefly unfllli 'hed work that was required to omplete the various articles that we sold.
In SOllle case r made the chani(e because I thought J onld make a better article, and
pussibly a l'h~aper one. BUl the important advantage was in obtaining quick
,Ielivcnes, :lnu, th >refore, prompt execution of orders. . in e that dale we have
bllught less anti less out id", and at the present time we makc almost ev~rything that
we require .

.\bout 1868 we began to do all our own repairs to machinery, phnt, anti buildings,
anu employed c:trpcnters, fitters, machinemcn, bricklayers, slaters, and painters.

In 1879 we began to make and design all the machinery that we required, and to
"I crt ncll' buildings. For some eight years earlier than this I had d 'signed all
In,lchinery, and had it made either ill Hinninghalll or \lanchestcr, Tbi alteration
W.IS made chiefly bccause the machines werc pecial, :lnd [ did not lIanL them used
I·y competitor in my trade.



In 188~ we built large carpenters' fitting and erecting shop, to cnable us to equip
our elves a large factory we were then putting up. These shops employed some 100
hande, who for the la t ten year have been fully employed.

In 1886 we b 'gan to make all the hog heads (used for packing), packing cases,
paper boxe, and everything that is required for the delivery of goods to our
customer. We even make what is called wood wool, a sub titute for straw. This
department is a very large one, and uses up small forests of timber. This
developll1 'Ill has greatly facilitated the quick delivery of our goods, and has
prevented a I?;rcat waste caused by breakage in transit.

is to shift the
con ·umer. The
supply of raw

noticed that the tendency
from the prod ucer to the
busine ' requires a steady

pace forbids any further multiplication of instanc 5, or we might
recount how one of the le:lding London publishers has lately become
his own bookbinder, whil t another well-known firm combine in a
single undertaking every tage of book-production, from the hiring
of the author at fixed wage - down to the :lIe of the volume by
travdling pedlars. Or we might cite the colos :ll manufacturer of
boots, buying his own hid~ in America, I' his own gutta-percha in
Borneo, and vending his wares, on the other hand, in his own retail
shops all over the kingdom.

Economic criticism of the London County Council has pet·hap­
sufTered by the fact that this inu.:gration of processes, or union,
under a single management, of many separate businesses, has
hitherto sc,lrccly attracted ecullOmic attention. It is, of course, by
no means the 'ame as the uft-described elimination of the small
bu ine~~ in competition with the large. 1'hl.: tendency, in fact, is
frelju ·ntly the other way·-a large pecialized bu -ine s become
uper eded becau ' its customers begin to do the work for them­

se1\'e', each of them in a much . mailer way than the single s parate
factory. Tim an old·establihed firm of ., fini::.hers " of certain te,'­
ti1l: manufactures ha\' describel! how, during the pa t twenty year,
they hay ' one by one 10 t their best customers, not to any rival' in
the II finishing" trade, but because the manufacturers were steadily
tending to do their own II finishing." The es ential feature of the
change is th 'substitution f salaried work and management for the
{'lIfrl'/JI'I'III'lIr laboring for his own profit. Busines - men have
apparently disco\'erl.:d, contrary to ordinary econumic opinion, that
the ewnomically mo t ad 'antagcou form of indu 'trial organizati( n
i~ that ill which the ~timulus and temptation of profit i confined to
a' few ot the actual wOII'ers a po ible. So far i it, indeed, from
being t rue that the hope of profit-making is the be t or the chief
stimulu to industrial elliciency that, from the medireval ma~ter

raftsman down to the modern captain of industry, the proportion lIf
the population who work for profit ha been steadily diminishing.
The r 'markable growth in the numbers of nwn directly cmployed
by munidp,t1ities ,IIlC! olher public bodies is, in fact, paralleled by all
exactly similar growth in the numbers of men directly employcd at
sal,lries and wages by pri\'ate e tablishmcnts. The elimination of
the contractor or subsidiary cllfrt'jJrcllcllr is the dominant fact in
modem indu try.

It i. also to be
direction of indu try
manufacturer who e
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matL:rial, particular kind of tools, engines and buildings adapted to
hi~ prul;e~se , or package ready at the very moment his wares an:
fini~hed, find' th, t it is more convenient, les~ liable to mistake or
delay, and, in the truest 'en e, morc economical for him, a' the con­
sumer, to obtain all the~e thing~ by hi, own directly-employed
staff, th~n, to rely upon thc competition of producing entreprellcurs
or peclahwd firms, l\nd thus, as thc manufacturer ab orbs the
separate producl:rs of the \h rl: hc con ume', he must not bc sur­
pri ed when the public, the ultimate consu:ner~ of tht: wares he
produce, them 'clve apply the les on, and, through their elected
repre entati"es, finally ab~orb him,*

\':hy is thc elimilJ.\tion of the subsidiary l'IlfrCprCllcllr more
pral:t1 '11 now than it wa~ ill thc la 't generation? It would take too
long to e.'amil1l: tilt; fundamental cau e and conditions of this
change in indu 'trial organiz,ltion, Most changes in social structure
dcpeml, in thc long run, upon indhidual character j possibly then:
ha~ bl:en a gr wth in the number of men who can be tru ted to
worl' efficiently and hone t1y a' salaried managers instead of for
thL:ir own personal profit, P ssibly, too, as industrial organization
becomes morc comple.', the advantagc to the consumer in directly
l:ontrolling the production of cvery artick: he n:quires, becomes
mort: appart:nt. All impro\'emenb in social organization, too­
stt:am, telegraph, the frL:e u e of the printing pre', and now
the telephone-facilitate the lIlas~ing of workmen under singh:
gcn 1-.1]S of industry, able efllciently til cOl1trol larger and 1Il0re
hett.:rogel1l:ous and more complex industrial armies thall could be
managed by the captaill of the pa t gcnerati n, FinJ.lly, a' rcgard~
the ub, titution of the collecti\'e for the illdiYidual management of
indu try, it is evident that thi ' will have been rendered increa iugly
practicable by the perfet:ting of democratic organization,

• 11 thee and other influence arc but fr<lgmelltary ~lIggestion·

to\\ards the e.-planation of a change in inuu try of which the policy
of public authorities ill getlin cr rid of the contractor is but one out
of mallY manifestation. Formerly thc bc~t bu incs management
wa that which its ·If m.lI1an cd least, l T owatl y thc best busine s
m,lIlagemcnt is that whidl t:.ln safely and ellidt.:lltly admilli tt:r most.
Th· intcgratioll of producti\'e proces es utHlcr direct control of the
con umcrs mayor may not be cconomic here'y i the business history
of r~llgland for the pa t twenty yeal ~ ~IH.licates th.lt it is industrial
ortl oduxy.

• Compare th" .tcauy e, pall iOIl or Cp-opelalioll by a ociaLiOl s of con umers­
Sl'e The Co-o/m alw! .I101'Ollc'III 111 (,rtfll fi"ilmll, By Ikalt ic ' POLt r (London, 1891).
TIl" ub tiLutiou, as the direclor of illuusLry, of the CullSUlI1el for the pmuue"r
u ually implies;1, dear e('ullumic galll in saving olle of liw ploee <es 01 checking or
eXalltillillg, 111'. llerhert Spellcer has bims"lf ue,cribul bow the AJmit.dly waH
uli\'ell If\ el up ils own fluut 111i11 ,hee IU e it cn t too much lO mainlain tb' IIl'C" -ary
cnllillY of every ack of 110m deli\'lrc<l by the conlractor. The LUI1<1ol1 Coullly

COUIll il rOllttU lhal iL ill\'olvclIIH more or the Ltme and attention of their ar hilect
anu I1gin"et acwally to uper\'ize work done by the Coundl's own foremall all,"
mechani<- lhan to keep the neee .try do e w,Hch Ilpon the eUnll<lllCl anu hIS
ma,., er, who lIere, n. ilJu , 1I0l tu m.d e theil rnen builu \' 'II, but only qui kly,
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