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WAGES AND PRICES 
MAURICE LAMONTAGNE 

Wages and inflation 

In many circles it is claimed that the inflation 
that trod upon the heels of the postwar economic 
adjustment can be attributed in large measure to 
the sharp rise in wages. 

This pretention does not square with the 
facts. 

To get a clear idea of what the facts are we 
must go back to 1946, for that year marks the tran
sition from the wartime to the peacetime economy. 
At that time there were five different factors con
tributing to the behaviour of prices. 

On the demand side we must note the tre
mendous backlog of consumers' needs built up 
during the war and pressing for fulfillment, the 
high level of both individual and business reve
nue, as well as the vast amount of fluid reserve 
savings accumulated. Because of this volume of 
unsatisfied needs and the sharply augmented 
buying power of consumers, demand attained an 
unprecedented level. 

On the supply side the principal factor was 
the relative scarcity of scores of products, which 
persisted throughout the whole reconversion pe
riod. This scarcity, it will be recalled, affected 
nearly every sector of the economy. 

These factors, left to themselves, would well 
have been able to bring on an inflation. And yet, 
though they had been in play since the begin
ning of the war, the rise of prices had been rela
tively feeble. It was left to the last factor, ap
pearing in 1946, to change the situation comple
tely: the removal of price controls. 

Thus, although the scarcity of consumer 
goods and the increase of consumer buying power 
were at the basis of the postwar inflation, what 
really set the ball rolling was the disappearance 
of controls plus the desire of producers to jack up 
profits. 

Once the initial and sudden rise of prices 
took place the other stages in the inflationary pro
cess had to follow. The primary price increase 
obliged workman in those same industries to ask 
for higher wages; this increased amount paid out 
to production personnel contributed to swell the 
production costs, which in turn served as motive 
for a new increase in prices, and so the inflationary 
spiral continued. 

Thus increased wages and production costs 
followed the upward march of prices; they were 
the effects, not the cause; they enabled the infla
tionary process to continue but they did not set it 
in motion. In reality the only immediate cause 
of inflation was the disappearance of controls, 
which left the scarcity of consumer goods and the 
augmented consumer buying power to run their 
course unhampered. 

Criteria for determining wage changes 

It is not enough, however, just to ascertain 
that wage increases are not the basic cause of the 
inflation. We must further ask whether workers 
have received their just share of the returns from 
the price increases. To find the answer we must 
compare the postwar years with 1946, which 
marks, as we have already indicated, the return 
to a peacetime economy. 

Indices for wage rates, cost of living, 
wholesale prices and net profits 

Year 

1946 
1947 
1948 

Wage Rates 

100.0 
111.6 
126.2 

Cost of 
Living 

100.0 
110.0 
126.0 

Wholesale 
P r i c e . 

100.0 
119.0 
141.0 

Wet Profits 
After Taxes 

100.0 
135.0 
174.3 

The statistics in the above table are official. 
They establish a number of very interesting facts: 

1. The conclusion drawn above, namely 
that wages were not at the core of the inflation 
problem, finds confirmation here, because wage 
rates increased much less rapidly than the general 
price index, since 1946. 

2. The real wage figure, which is obtained 
by dividing the nominal wage by the cost of living, 
has not increased since 1946. In fact, if we divide 
the wage rate index (which rose to 126.2 in 1948) 
by the cost of living index (which rose to 126.0), 
we get 100.1 as an index of the real wage. This 
means that the workingman could not buy any 
more goods and services with his 1948 wages than 
he could with those of 1946. 

Hence it is obvious that, since 1946 at least, 
wages have done nothing but follow the fluc
tuations of the cost of living. This parallel is 
easily explained when we remember that arbitra
tion boards generally accept only a rise in the 
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cost of living as a reason for increasing wages, and 
that they refuse to consider the situation of the 
business as a whole, except when the company 
pleads inability to pay. 

3. In thus relating wages to living costs we 
are implicitly acknowledging that the workman's 
recompense should correspond to the cost of his 
support. But, strange to behold, in establishing 
this relation we are all unwittingly verifying the 
Marxian theory of wages ! Almost a century ago, 
as a matter of fact, Marx declared that in a capi
talist system wages were be determined by the 
cost of the worker's sustenance. If we apply this 
principle, not only do we hail Marx as a true pro
phet, but we divorce the worker from the business 
enterprise and prevent him from profiting in any 
way from the general economic situation. 

4. This does not mean that we should not 
take account of variations in living costs when 
fixing wages. The cost of living, as calculated, 
measures the strict necessities and minimum de
mands of the workman. And when wages are in
creased in order to compensate for a rise in living 
costs, it is obvious that this is not a true increase 
in the worker's remuneration but simply an ad
justment designed to maintain the real wage at a 
constant level. 

5. Actually the most rudimentary justice 
demands that what the employee receives from 
his employer correspond to what he (the em
ployee) has given. Wages, in other words, should 
be proportionate to the value of services rendered. 
Now the principal criterion for forming a direct 
and equitable estimate of the value of the worker's 
services, as of that of the other agents in the pro
ductive process, is the value of the output of 
finished products. In reality it is the price of a 
given article of merchandise which finally determi
nes the value of the services rendered by those 
who collaborate in its production. Therefore the 
value of the finished products should serve to fix 
wages, as also the remuneration for the other fac
tors in production. 

6. In consulting the preceding table we can 
ascertain the difference in the requirements of the 
two principles invoked. However, we must note 
well that the total value of the finished products is 
not represented in the table. This value is ob
tained by multiplying the average price by the 
quantities produced, and our table gives only the 
price. This limitation is not, however, very im
portant because for the moment we are concerned 
only with illustrating the principle. Let us sup

pose, then, that in the course of the period studied 
the rate of production did not change (though 
actually it did increase), and let us see what re
sults will be obtained. 

We have already seen that since 1946 wage 
increases were decided according to the variations 
of the cost of living index. As a result of the more 
or less conscious application of this principle, the 
wage rate index mounted 23.2%, whereas the va
lue of finished products, as measured by the index-
in terms of wholesale prices, climbed 4 1 % , which 
as a result produced an increase of 74.3% in the 
net profits. 

If, in the period under consideration, wages 
had been determined by the variations in the value 
of the finished products they would have increased 
by 41%, which would have lowered profits about 
to that level. As any one can see, this system of 
dividing of profits is much more just than the first 
one, because it corresponds to the real value of 
the services of each agent in production. 

7. The right of the workers to share in the 
profits of a business is often put forward these 
days. This reform is excellent in itself because 
it implies a democratization of the economic sys
tem. From the workman's point of view it would 
represent an improvement over the present system 
of payment, which takes account only of the cost 
of living. However, profit sharing, as far as the 
worker is concerned, can only give the best results 
if we apply the principle outlined above, namely 
that wages be determined according to the value 
of the finished products. This system does not 
require, as does the first, a structural reform, and 
it does not give the impression that from now on 
the workers will make off with a part of the re
turns that legally belong not to them but to the 
owners of the business. 

8. When we claim that wage changes should 
follow the variations of the value of the finished 
products, we must clearly specify what we mean 
by the latter expression. It is certainly not to be 
understood to mean the value of the output of 
the whole economy, nor that of any particular 
business establishment taken by itself. It does 
mean the value of the output of each indus
try as a whole. So, for example, if it is a 
question of determining the wages of the em
ployees of the Asbestos Corporation, it is not the 
general conditions of the national economy nor 
solely the value of the output of the Asbestos Cor
poration by itself which must be reckoned with, 



54 Industrial Relations Bulletin March 1950 

but the general situation in the asbestos industry 
as a whole. 

This procedure is well justified by the follow
ing extract from the report of the educational ser
vice of the Belgian Christian Trade Union Confe
deration on "Trade Union Wage Policy": 

"Wage policy ought to be based primarily on 
the total profit of the economic sector involved, 
not on the total profit of the whole economy 
nor on that of some firms of abnormal cha
racter. Wage earners are interested in the 
economic situation of their own sector of the 
economy and not in that of other industries or 
businesses which have little or no connection 
with their own, and over which, consequently, 
they can exercise little or no influence.. . Wage 
policy, on the contrary, should as far as pos
sible take account of the average or overall 
situation of the sector involved. As in every
thing else, so among business enterprises there 
are retarded members; the essential thing is 
not to determine wage levels only by the parti
cular firms in question". 

Conclusion 

From all this, one general conclusion stands 
out. Throughout the period of prosperity and in
flation which has been with us since the end of 
the war, wages have only followed the upward 
march of the cost of living, and workers have suc
ceeded only in maintaining their former living 
standard. The working classes cannot tolerate 
much longer such a situation, which denies them 
their right to share in economic progress. Such a 
situation ought to arouse employers' concern as 
well, for if they wish to fight effectively against 
Marxism they had better not begin by making it 
come true in their own industries. 

To change this state of things, and to better 
fulfill the demands of justice, the following sug
gestions seem imperative: 

1. The cost of living index should be used 
only to determine the minimum raise and the 
maximum drop in wage changes. The fact that the 
cost of living would not be the only criterion for 
fixing wages does not mean that it should not be 
taken into account. Far from it. The cost of 
living index in each period measures the needs of 
the workingman, measures what is necessary for 
his subsistence. Granted this significance, we can 
easily see that in a depression period wages can
not fall more rapidly than the cost of living index, 

whereas in a period of prosperity the rise of the 
index measures the minimum wage increase that 
workers are entitled to, because this barely suffices 
to maintain their standard of living. 

2. Beyond this minimum raise and maximum 
drop in wages as determined by the cost of living 
index, wages should vary according to the fluc
tuations in the value of the output of the whole in
dustry concerned. It is definitely the value of out
put that is meant here, that is to say, the quan
tities of articles produced multiplied by the ave
rage price per unit. Further, it is the value of 
the whole industry's output and not that of a sin
gle firm, no matter whether that firm is more or 
less prosperous than the average. 

Finally, we must take care to divide the va
lue of the output by the number of employees 
and the work period, which will give as a result 
the productivity in terms of the number of wor
kers. This procedure is the only one which per
mits the worker to be paid according to his con
tribution to the enterprise, and to participate in 
economic progress, taking full account of the si
tuation of the 'firm and of the requirements of the 
common good. Moreover, this method is easy to 
apply because the Federal Bureau of Statistics pu
blishes every year precise information on the prin
cipal characteristics of each sector of industry. 

3. To insure the application of these princi
ples in all cases it would be necessary for the pro
vincial government to add a new clause to the 
act, requiring arbitration boards to take account 
of the situation of the industry as a whole. 

Such a clause is certainly to be desired, for 
most arbitration boards, often in spite of the evi
dence at hand, base their decisions entirely on 
the minimum needs of the worker or the cost of 
living, and systematically ignore the other parts of 
the evidence. 

A clause of this type would certainly not be 
unjust. On the contrary, it would very simply 
oblige arbitration boards to do their duty. They 
are, in point of fact, charged with the task of de
termining the just wage, and this depends not only 
upon the minimum needs of the workingman but 
also on the situation of the industry and the requi
rements of the common good. 

Finally, this proposition is not without pre
cedent, for the provincial government has for se
veral years now required arbitration boards to take 
account of the paying capacity of public services, 
such as municipalities and school boards. 


