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PREFACE TO THE FIRST EDITION.

ECONOMICconditions are constantly ehasging, and each 1#;
generation looks at its own problems in it'! own way. In /YJ, 7....

England, as well as on the Continent and in America, Eco- v I

nomic studies are being more vigorously pursued now than / C;;- CJ
ever before; but all this activity has only shown the more
clearly that Economic science is, and must be, one of slow and
continuous growth. Some of the best work of the present
generation has indeed appeared at first sight to be antagonistic
to that of earlier writers; but when it has had time to settle
down into its proper place, and its rough edges have been
worn away, it has been found to involve no real breach of
continuity in the development of the science. The new doctrines
have supplemented the older, have extended, developed, and
sometimes corrected them, and often have given them a different
tone by a new distribution of emphasis; but very seldom have
subverted them.

The present treatise is an attempt to present a modem
version of old doctrines wit~he aid of the new work, and with
reference to the new problems, of our own age. Its general
scope and purpose are indicated in Book I. ; at the end of which
a short account is given of what are taken to be the chief
subjects of economic inquiry, and the chief practical issues on
which that inquiry has a bearing. In accordance with English
traditions, it is held that the function of the science is to collect,
arrange and analyse economic facts, and to apply the know-
ledge, gained by observation and experience, in determining
what are likely to be the immediate and ultimate effects of
various groups of causes; and it is held that the Laws of
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~conomics are statements of tendencies expressed in the
indicative mood, and not ethical precepts in the imperative.
Economic laws and reasonings in fact are merely a part of the
material which Conscience and Common-sense have to turn to
account in solving practical problems, and in laying down
rules which may be a guide in life.

But ethical forces are among those of which the economist
has to take account, Attempts have indeed been made to
construct an abstract science with regard to the actions of an
"economic man," who is under no ethical influences and who
pursues pecuniary gain warily and energetically, but mechanic-
ally and selfishly. But they have not been successful, nor
even thoroughly carried out. For they have never really
treated the economic man as perfectly selfish: no one could be
relied on better to endure toil and sacrifice with the unselfish
desire to make provision for his family; and his normal motives
have always been tacitly assumed to include the family affec-
tions. But if they include these, why should they not include
all other altruistic motives the action of which is so far uniform
in any class at any time and place, that it can be reduced to
general rule? There seems to be no reason; and in the present
book normal action is taken to be that which may be expected,
under certain conditions, from the members of an industrial
group; and no attempt is made to exclude the influence of any
motives, the action of which is regular, merely because they
are altruistic. If the book has any special character of its own,
that may perhaps be said to lie in the prominence which it gives
to this and other applications of the Principle of Continuity.

This principle is applied not only to the ethical quality
of the motives by which a man may be influenced in choosing
his ends, but also to the sagacity, the energy and the enterprise
with which he pursues those ends. Thus stress is laid on the
fact that there is a continuous gradation from the actions of
"city men," which are based on deliberate and far-reaching
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calculations, and are executed with vigour and ability, to those
of ordinary people who have neither the power nor the will to
conduct their affairs in a business-like way. The normal
willingness to save, the normal willingness to undergo a certain
exertion for a certain pecuniary reward, or the normal alertness
to seek the best markets in which to buy and sell, or to search
out the most advantageous occupation for oneself or for one's
children-all these and similar phrases must be relative to the
members of a particular class at a given place and time: but,
when that is once understood, the theory of normal value is
applicable to the actions of the unbusiness-Iike classes in the
same way, though not with the same precision of detail, as to
those of the merchant or banker.

And as there is no sharp line of division between conduct
which is normal, and that which has to be provisionally
neglected as abnormal, so there is none between normal values
and" current" or "market" or "occasional" values. The latter
are those values in which the accidents of the moment exert
a preponderating influence; while normal values are those
which would be ultimately attained, if the economic conditions
under view had time to work out undisturbed their full effect.
But there is no impassable gulf between these two; they shade
into one another by continuous gradations. The values which
we may regard as normal if we are thinking of the changes from
hour to hour on a Produce Exchange, do but indicate current
variations with regard to the year's history: and the normal
values with reference to the year's history are but current values
with reference to the history of the century. For the element
of Time, which is the centre of the chief difficulty of almost
every economic problem, is itself absolutely continuous:
Nature knows no absolute partition of time into long periods
and short; but the two shade into one another by imperceptible
gradations, and what is a short period for one problem, is a
long period for another.

ali
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Thus for instance the greater part, though not the whole,
of the distinction between Rent and Interest on capital turns
on the length of the period which we have in view. That which
is rightly regarded as interest on "free" or "floating" capital,
or on new investments of capital, is more properly treated as
a sort of rent-a Quasi-rent it is called below-on old invest-
ments of capital. And there is no sharp line of division between
floating capital and that which has been "sunk" for a special
branch of production, nor between new and old investments
of capital; each group shades into the other gradually. And
thus even the rent of land is seen, not as a thing by itself, but
as the leading species of a large genus; though indeed it has
peculiarities of its own which are of vital importance from the
point of view of theory as well as of practice.

Again, though there is a sharp line of division between man
himself and the appliances which he uses; and though the
supply of, and the demand for, human efforts and sacrifices
have peculiarities of their own, which do not attach to the
supply of, and the demand for, material goods; yet, after all,
these material goods are themselves generally the result of
human efforts and sacrifices. The theories of the values of
labour, and of the things made by it, cannot be separated:
they are parts of one great whole; and what differences there
are between them even in matters of detail, turn out on inquiry
to be, for the most part, differences of degree rather than of
kind. As, in spite of the great differences in form between birds
and quadrupeds, there is one Fundamental Idea running
through all their frames, so the general theory of the equi-
librium of demand and supply is a Fundamental Idea running
through the frames of all the various parts of the central
problem of Distribution and Exchangel•

1 In the Ecotwmic. of Indust<ry published by my wife and myself in 1879 an
endeavour was made to abow the nature of this fundamental unity. A abort pro-
visional account of the relations of demand and supply was given before the theory
of Distribution; and then this one scheme of general reasoning was applied in
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Another application of the Principle of Continuity is to
the use of terms. There has always been a temptation to classify
economic goods in clearly defined groups, about which a number
of short and sharp propositions could be made, to gratify at
once the student's desire for logical precision, and the popular
liking for dogmas that have the air of being profound and are
yet easily handled. But great mischief seems to have been
done by yielding to this temptation, and drawing broad artificial
lines of division where Nature has made none. The more
simple and absolute an economic doctrine is, the greater will
be the confusion which it hringsinto attempts to apply economic
doctrines to practice, if the dividing lines to which it refers
cannot be found in real life. There is not in real life a clear line
of division between things that are and are not Capital, or
that are and are not Necessaries, or again between labour that
is and is not Productive.

The notion of continuity with regard to development is
common to all modern schools of economic thought, whether
the chief influences acting on them are those of biology, as
represented by the writings of Herbert Spencer; or of history
and philosophy, as represented by Hegel's Philosophy of
History, and by more recent ethico-historical studies on the
Continent and elsewhere. These two kinds of influences have
affected, more than any other, the substance of the views
expressed in the present book; but their form has been most
affected by mathematical conceptions of continuity, as repre-
sented in Cournot's Principes MatMmatiques de la Theorie des
Richesses. He taught that it is necessary to face the difficulty
of regarding the various elements of an economic problem,-
not as determining one another in a chain of causation, A
determining B, B determining C, and so on-but as all mutually

succession to the earnmgs of labour, the mterest on capital and the Earnings of
Management. But the drift of this arrangement was not made sufficrently clear;
and on Professor Nicholson's suggestion, more prominence has been given to It io
the present volume.
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determinmg one another. Nature's action is complex: and
nothing is gained in the long run by pretending that it is simple,
and trying to describe it in a series of elementary propositions.

Under the guidance of Cournot, and in a less degree of
von Thiinen, I was led to attach great importance to the fact
that our observations of nature, in the moral as in the physical
world, relate not so much to aggregate quantities, as to incre-
ments of quantities, and that in particular the demand for a
thing is a continuous function, of which the "marginal!"
increment is, in stable equilibrium, balanced against the
corresponding increment of its cost of production. It is not
easy to get a clear full view of continuity in this aspect without
the aid either of mathematical symbols or of diagrams. The
use of the latter requires no special knowledge, and they often
express the conditions of economic life more accurately, as
well as more easily, than do mathematical symbols; and there-
fore they have been applied as supplementary illustrations
in the footnotes of the present volume. The argument in the
text is never dependent on them; and they may be omitted;
but experience seems to show that they give a firmer grasp
of many important principles than can be got without their
aid; and that there are many problems of pure theory, which
no one who has once learnt to use diagrams will willingly handle
in any other way.

The chief use of pure mathematics in economic questions
seems to be in helping a person to write down quickly, shortly
and exactly, some of his thoughts for his own use: and to
make sure that he has eIf>ugh, and only enough, premisses for
his conclusions (i.e. that his equations are neither more nor
less in number than his unknowns). But when a great many
symbols have to be used, they become very laborious to any

1 The tenn "marginal" increment I borrowed from von Thimen's DeI'iIolirll
Staat, 1826--63, and it is now commonly used by German economists, When
Jevons' Theory appeared, I adopted his word" final"; hut I have been gradually
convmced that" margmal" is the better,
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one but the writer himself. And though Cournot's genius must
give a new mental activity to everyone who passes through his
hands, and mathematicians of calibre similar to his may use
their favourite weapons in clearing a way for themselves to the
centre of some of those difficult problems of economic theory,
of which only the outer fringe has yet been touched; yet it
seems doubtful whether anyone spends his time well in reading
lengthy translations of economic doctrines into mathematics,
that have not been made by himself. A few specimens of those
applications of mathematical language which have proved most
useful for my own purposes have, however, been added in an
Appendix.

September, 1890.



PREFACE TO THE EIGHTH EDITION.

THIS edition is a reprint of the seventh, which was almost a
reprint of the sixth, the only changes being in small matters
of detail: the Preface is almost the same as in the seventh
edition.

It is now thirty years since the first edition of this volume
implied a promise that a second volume, completing the
treatise, would appear within a reasonable time. But I had
laid my plan on too large a scale; and its scope widened, es-
pecially on the realistic side, with every pulse of that Industrial
Revolution of the present generation, which has far outdone
the changes of a century ago, in both rapidity and breadth of
movement. So ere long I was compelled to abandon my hope
of completing the work in two volumes. My subsequent plans
were changed more than once; partly by the course of events,
partly by my other engagements, and the decline of my strength.

Industry and Trade, published in 1919, is in effect a con-
tinuation of the present volume. A third (on Trade, Finance
and the Industrial Future) is far advanced. The three volumes
are designed to deal with all the chief problems of economics,
so far as the writer's power extends.

The present volume therefore remains as a general intro-
duction to the study of economic science; similar in some
respects, though not in all, to that of volumes on Foundations
(Grundlagen), which Roscher and some other economists have
put in the forefront of groups of semi-independent volumes on
economics. It avoids such special topics as currency and the
organization of markets: and, in regard to such matters as the
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structure of industry, employment, and the problem of wages,
it deals mainly with normal conditions.

Economic evolution is gradual. Its progress is sometimes
arrested or reversed by political catastrophes: but its forward
movements are never sudden; for even in the Western world
and in Japan it is based on habit, partly conscious, partly
unconscious. And though an inventor, or an organizer, or a
financier of genius may seem to have modified the economic
structure of a people almost at a stroke; yet that part of his
influence, which has not been merely superficial and transitory,
is found on inquiry to have done little more than bring to a
head a broad constructive movement which had long been in
preparation. Those manifestations of nature which occur most
frequently, and are so orderly that they can be closely watched
and narrowly studied, are the basis of economic as of most
other scientific work; while those which are spasmodic, in-
frequent, and difficult of observation, are commonly reserved
for special examination at a later stage: and the motto Natura
non facit saltum is specially appropriate to a volume on Eco-
nomic Foundations.

An illustration of this contrast may be taken from the
distribution of the study of large businesses between the present
volume and that on Industry and Trade. When any branch of
industry offers an open field for new firms which rise to the
first rank, and perhaps after a time decay, the normal cost of
production in it can be estimated with reference to "a repre-
sentative firm," which enjoys a fair share both of those internal
economies which belong to a well-organized individual business,
and of those general or external economies which arise out of
the collective organization of the district as a whole. A study
of such a firm belongs properly to a volume on Foundations.
So also does a study of the principles on which a firmly estab-
lished monopoly, in the hands of a Government department or
a large railway, regulates its prices with main reference indeed
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to its own revenue: but also with more or less consideration
for the wellbeing of its customers.

But normal action falls into the background, when Trusts
are striving for the mastery of a large market; when com-
munities of interest are being made and unmade; and, above
all, when the policy of any particular establishment is likely
to be governed, not with a single eye to its own business success,
but in subordination to some large stock-exchange maneeuvre,
or some campaign for the control of markets. Such matters can-
not be fitly discussed in a volume on Foundations: they belong
to a volume dealing with some part of the Superstructure.

The Mecca of the economist lies in economic biology rather
than in economic dynamics. But biological conceptions are
more complex than those of mechanics; a volume on Founda-
tions must therefore give a relatively large place to mechanical
analogies; and frequent use is made of the term" equilibrium,"
which suggests something of statical analogy. This fact, com-
bined with the predominant attention paid in the present volume
to the normal conditions of life in the modern age, has sug-
gested the notion that its central idea is" statical," rather than
"dynamical." But in fact it is concerned throughout with the
forces that cause movement: and its key-note is that of
dynamics, rather than statics.

The forces to be dealt with are however so numerous, that
it is best to take a few at a time; and to work out a number of
partial solutions as auxiliaries to our main study. Thus we
begin by isolating the primary relations of supply, demand and
price in regard to a particular commodity. We reduce to
inaction all other forces by the phrase "other things being
equal": we do not suppose that they are inert, but for the time
we ignore their activity. This scientific device is a great deal
older than science: it is the method by which, consciously or
unconsciously, sensible men have dealt from time immemorial
with every difficult problem of ordinary life.
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In the second stage more forces are released from the
hypothetical slumber that had been imposed on them: changes
in the conditions of demand for and supply of particular groups
of commodities come into play; and their complex mutual
interactions begin to be observed. Gradually the area of the
dynamical problem becomes larger; the area covered by pro-
visional statical assumptions becomes smaller; and at last is
reached the great central problem of the Distribution of the
National Dividend among a vast number of different agents
of production. Meanwhile the dynamical principle of "Sub-
stitution" is seen ever at work, causing the demand for, and
the supply of, anyone set of agents of production to be
influenced through indirect channels by the movements of
demand and supply in relation to other agents, even though
situated in far remote fields of industry.

The main concern of economics is thus with human beings
who are impelled, for good and evil, to change and progress.
Fragmentary statical hypotheses are used as temporary
auxiliaries to dynamical-or rather biological-conceptions:
but the central idea of economics, even when its Foundations
alone are under discussion, must be. that of living force and
movement.

There have been stages in social history in which the special
features of the income yielded by the ownership of land have
dominated human relations: and perhaps they may again
assert a pre-eminence. But in the present age, the opening
out of new countries, aided by low transport charges on land
and sea, has almost suspended the tendency to Diminishing
Return, in that sense in which the term was used by Malthus
and Ricardo, when the English labourers' weekly wages were
often less than the price of half a bushel of good wheat. And yet,
if the growth of population should continue for very long even
at a quarter of its present rate, the aggregate rental values of
land for all its uses (assumed to be as free as now from restraint
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by public authority) may again exceed the aggregate of incomes
derived from all other forms of material property; even though
that may then embody twenty times as much labour as now.

Increasing stress has been laid in successive editions up
to the present on these facts; and also on the correlated fact
that in every branch of production and trade there is a margin,
up to which an increased application of any agent will be
profitable under given conditions; but beyond which its further
application will yield a diminishing return unless there be some
increase of demand accompanied by an appropriate increase
of other agents of production needed to co-operate with it. And
a similar increasing stress has been laid on the complementary
fact that this notion of a margin is not uniform and absolute:
it varies with the conditions of the problem in hand, and in
particular with the period of time to which reference is being
made. The rules are universal that, (1) marginal costs do not
govern price; (2) it is only at the margin that the action of
those forces which do govern price can be made to stand out
in clear light; and (3) the margin, which must be studied in
reference to long periods and enduring results, differs in charac-
ter as well as in extent from that which must be studied in
reference to short periods and to passing fluctuations.

Variations in the nature of marginal costs are indeed
largely responsible for the well-known fact that those effects
of an economic cause, which are not easily traced, are frequently
more important than, and in the opposite direction to, those
which lie on the surface and attract the eye of the casual
observer. This is one of those fundamental difficulties which
have underlain and troubled the economic analysis of past
times; its full significance is perhaps not yet generally recog-
nized, and much more work may need to be done before it is
fully mastered.

The new analysis is endeavouring gradually and tentatively
to bring over into economics, as far as the widely different
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nature of the material will allow, those methods of the science
of small increments (commonly called the differential calculus)
to which man owes directly or indirectly the greater part of
the control that he has obtained in recent times over physical
nature. It is still in its infancy; it has no dogmas, and no
standard of orthodoxy. It has not yet had time to obtain a
perfectly settled terminology; and some differences as to the
best use of terms and other subordinate matters are but a sign
of healthy life. In fact however there is a remarkable harmony
and agreement on essentials among those who are working
constructively by the new method; and especially among such
of them as have served an apprenticeship in the simpler and
more definite, and therefore more advanced, problems of
physics. Ere another generation has passed, its dominion over
that limited but important field of economic inquiry to which
it is appropriate will probably be no longer in dispute.

My wife has aided and advised me at every stage of suc-
cessive editions of this volume. Each one of them owes a great
deal to her suggestions, her care, and her judgment. Dr Keynes
and Mr L. L. Price read through the proofs of the first edition
and helped me greatly; and Mr A. W. Flux also has done much
for me. Among the many who have helped me on special points,
in some cases in regard to more than one edition, I would
specially mention Professors Ashley, Cannan, Edgeworth,
Haverfield, Pigou and Taussig; Dr Berry, Mr C. R. Fay, and
the late Professor Sidgwick.

BALLIOL CROFT,

6, MADINGLEY ROAD, CAMBRIDGE.

October 1920.
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BOOI{ I.

PRELIMINARY SUnVEY.

CHAPTER 1.

INTRODUCTION.

§ 1. POLITICAL ECONOMY or ECONOMICS is a study of I, I, l.

mankind in the ordinary business of life; it examines that
part of individual and social action which is most closely
connected with the attainment and with the use of the
material requisites of wellbeing.

Thus it is on the one side a study of wealth; and on the Economics

h . id f h d is a studyat er, and more Important Sl e, a part 0 t e stu y of man. of wealth

For man's character has been moulded by his every-day ~~~h~part

work, and the material resources which he thereby procures, study ofman,
more than by any other influence unless it be that of his
religious ideals; and the two great forming agencies of the
world's history have been the religious and the economic.
Here and there the ardour of the military or the artistic
spirit has been for a while predominant: but religious and
economic influences have nowhere been displaced from the
front rank even for a time; and they have nearly always
been more important than all others put together. Religious
motives are more intense than economic, but their direct
action seldom extends over so large a part of life. For the !\Ian's

businessby which a person earns his livelihood generally fills~~~~~r:y
his thoughts during by far the greater part of those hours in ~~r~~dy

which his mind is at its best; during them his character is
K. 1
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Poverty
causes de-
gradauon.
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being formed by the way in which he uses his faculties in
his work, by the thoughts and the feelings which it suggests,
and by his relations to his associates in work, his employers
or his employees.

And very often the influence exerted on a person's
character by the amount of his income is hardly less, if it
is less, than that e~rted by the way in which it is earned.
It may make little difference to the fulness of life of a family
whether its yearly income is £1000 or £5000; but it makes
a very great difference whether. the income is £30 or £150:
for with £150 the family has, with £30 it has not, the material
conditions of a complete life. It is true that in religion, in
the family affections and in friendship, even the poor may
find scope for many of those faculties which are the source of
the highest happiness. But the conditions which surround
extreme poverty, especially in denscly crowded places, tend
to deaden the higher faculties. Those who have been called
the Residuum of our large towns have little opportunity for
friendship; they know nothing of the decencies and the quiet,
and very little even of the unity of family life; and religion
often fails to reach them. No doubt their physical, mental,
and moral ill-health is partly due to other causes than poverty:
but this is the chief cause.

And, in addition to the Residuum, there are vast numbers
of people both in town and country who are brought up with
insufficient food, clothing, and house-room; whose education
is broken off early in. order that they may go to work for
wages; who thenceforth are engaged during long hours in
exhausting toil with imperfectly nourished bodies, and have
therefore no chance of developing their higher mental faculties.
Their life is not necessarily unhealthy or unhappy. RejoieJag
in their affections towards God and man, and perhaps ~
possessing some natural refinement of feeling, they may 1.
lives that are far less incomplete than ~ose of many, wta6.
have more material 'Mlalth. But, for all that, their poverty
is a great and almost unmixed evil to them. Even when they
ale well, their weariness often amounts to pain, while thm
pleasures are few; and when sickness comes, the suffering
caused by poverty increases tenfold. And, though a contented
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spirit may go far to~rds reconciling them to these evils, I, I, 2.
there are others to which it ought not to reconcile them.
Overworked and undertaught, weary and careworn, without
quiet and without leisure, they have no chance of making
the best of their mental faculties.

Although then some of the evils which commonly go with May we not
. b dl outgrowpoverty are not Its necessary consequences; yet, roa Y thebelief

speaking, "the destruction of the poor is their poverty," and ~~~~rtyis

the study Of the causes of poverty is the study of the causes necessary?

of the degradation of a large part of mankind.
§ 2. Slavery was regarded by Aristotle as an ordinance

of nature, and so probably was it by the slaves themselves in
olden time. The dignity of man was proclaimed by the
Christian religion: it has been asserted with increasing
vehemence during the last hundred years: but, only through
the spread of education during quite recent times, are we
beginning to feel the full import of the phrase. Now at last
we are' setting ourselves seriously to inquire whether it is
necessary that there should be any so-called "lower classes"
at all: that is, whether there need be large numbers of people
doomed from their birth to hard work in order to provide for
others the requisites of a refined and cultured life; while they
themselves are prevented by their poverty and toil from
having any share or part in that life.

The hope that poverty and ignorance may gradually be
extinguished, derives indeed much support from the steady
progress of the working classes during the nineteenth century.
The steam-engine has relieved them of much exhausting
and degrading toil; wages have risen; education has been
improved and become more general; the railway and the
printing-press have enabled members of the same trade in
different parts of the country to communicate easily with
one another, and to undertake and carry out broad and
far-seeing lines of policy; while the growing demand for
intelligent work has caused the artisan classes to increase
so rapidly that they now outnumber those whose labour is
entirely unskilled. A great part of the artisans have ceased
to belong to the "lower classes" in the sense in which the
term was originally used; and some of them already lead a

l-~
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I, I, 3. more refined and noble life than did the majority of the
upper classes even a century ago.

This progress bas done more than anything else to give
practical interest to the question whether it is really im-
possible that all should start in the world with a fair chance
of leading a cultured life, free from the pains of poverty and
the stagnating influences of excessive mechanical toil; and
this question is being pressed to the front by the growing
earnestness of the age.

The question cannot be fully answered by economic
science. For the answer depends partly on the moral and
political capabilities of human nature, and on these matters
the economist has no special means of information: he must
do as others do, and guess as best he can. But the answer
depends in a great measure upon facts and inferences, which
are within the province of economics; and this it is which
gives to economic studies their chief and their highest
interest.

§ 3. It might have been expected that a science, which
deals with questions so vital for the wellbeing of mankind,
would have engaged the attention of many of the ablest
thinkers of every age, and be now well advanced towards
maturity. But the fact is that the number of scientific
economists has always been small relatively to the difficulty
of the work to be done; so that the science is still almost
in its infancy. One cause of this is that the bearing of
economics on the higher wellbeing of man has been over-
looked. Indeed, a science which has wealth for its subject-
matter, is often repugnant at first sight to many students;
for those who do most to advance the boundaries of know-
ledge, seldom care much about the possession of wealth for
Its own sake.

Changeful- But a more important cause is that many of those con-
ness of
economic ditions of industrial life, and of those methods of production,
conditrons. distribution and consumption, with which modern economic

science is concerned, are themselves only of recent date. It
is indeed true that the change in substance is in some respects
not so great as the change in outward form; and much more
of modern economic theory, than at first appears, can be

Causes of
the tardy
growth of
economic
science.
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adapted to the conditions of backward races. But unity in I, I, 4.

substance, underlying many varieties of form, is not easy to
detect; and changes in form have had the effect of making
writers in all ages profit less than they otherwise might
have done by the work of their predecessors.

The economic conditions of modern life, though more
complex, are in many ways more definite than those of
earlier times. Business is more clearly marked off from
other concerns; the rights of individuals as against others
and as against the community are more sharply defined; and
above all the emancipation from custom, and the growth of
free activity, of constant forethought and restless enterprise,
have given a new precision and a new prominence to the
causes that govern the relative values of different things and
different kinds of labour.

§ 4. It is often said that the modern forms of industrial Thefunda-

lif distineui h d f h l' b bei mentalcha-e are istinguis e rom t e ear ier y emg more com- racteristic
. . B hi . . . f Th of modempetitive, ut t s account IS not quite satis actory. e industrial

strict meaning of competition seems to be the racing of one ~~ ~om-

person against another, with special reference to bidding for petition.

the sale or purchase of anything. This kind of racing is no
doubt both more intense and more widely extended than it
used to be: but it is only a secondary, and one might almost
say, an accidental consequence from the fundamental charac-
teristics of modern industrial life.

There is no one term that will express these characteristics but se

d 1 h h 11 . rehancea equate y. T ey are, as we s a presently see, a certain inde- '

independence and habit of choosing one's own course for ~:~::~;
oneself, a self-reliance; a deliberation and yet a promptness cfhOiceand

ore-
of choice and judgment, and a habit of forecasting the future thought.

and of shaping one's course with referencc to distant aims.
They may and often do cause people to compete with one
another; but on the other hand they may tend, and just now
indeed they are tending, in the direction of co-operation and
combination of all kinds good and evil. But these tendencies
towards collective ownership and collective' action are quite
different from those of earlier times, because they are the
result not of custom, not of any passive drifting into
association with one's neighbours, but of free choice by
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1,1,4. each individual of that line of conduct which after careful
deliberation seems to him the best suited for attaining his
ends, whether they are selfish or unselfish.

"Com- The term "competition" has gathered about it evil
petitIon .,
Implies too savour, and has come to imply a certain selfishness and
':::ll~as indifference to the wellbeing of others. Now it is true that
tMoolIttle. there is less deliberate selfishness in early than in modem

an IS Dot .
more forms of industry; but there IS also less deliberate unselfish-
selfish than I' d lib d lfi h hat ] hhi; was. ness. t IS e 1 erateness, an not se s ness, t at IS t e

characteristic of the modem age.
• _ For instance, while custom in a primitive society extends

the limits of the family, and prescribes certain duties to
one's neighbours which fall into disuse in a later civilization,
it also prescribes an attitude of hostility to strangers. In
a modern society the obligations of family kindness become
more intense, though they are concentrated on a narrower
area; and neighbours are put more nearly on the same
footing with strangers. In ordinary dealings with both of
them the standard of fairness and honesty is lower than in
some of the dealings of a primitive people with their
neighbours: but it is much higher than in their dealings
with strangers. Thus it is the ties of neighbourhood alone
that have been relaxed: the ties of family are in many ways
stronger than before, family affection leads to much more
self-sacrificeand devotion than it used to do; and sympathy
with those who are strangers to us is a growing source of
a kind of deliberate unselfishness, that never existed before
the modern age. That country which is the birthplace of
modem competition devotes a larger part of its income than
any other to charitable uses, and spent twenty millions on
purchasing the freedom of the slaves in the West Indies.

In every age poets and social reformers have tried to
stimulate the people of their own time to a nobler life by
enchanting stories of the virtues of the heroes of old. But
neither the records of history nor the contemporary ob-
servation of backward races, when carefully studied, give any
support to the doctrine that man is on the whole harder and
harsher than he was; or that he was ever more willing than
he is now to sacrifice his own happiness for the benefit of
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others in cases where custom and law have left him free to I, I, 4.
choose his own course. Among races, whose intellectual
capacity seems not to have developed in any other direction,
and who have none of the originating power of the modern
business man, there will be found many who show an evil
sagacity in driving a hard bargain in a market even with
their neighbours. No traders are more unscrupulous in
taking advantage of the necessities of the unfortunate than
are the corn-dealers and money-lenders of the East.

Again, the modern era has undoubtedly given new open- Man is

ings for dishonesty in trade. The advance of knowledge has ~fst:~~
discovered new ways of making things appear other than ~:S~he

they are, and has rendered possible many new forms of
adulteration. The producer is now far removed from the
ultimate consumer; and his wrong-doings are not visited
with the prompt and sharp punishment which falls on the
head of a person who, being bound to live and die in his
native village, plays a dishonest trick on one of his neigh-
bours. The opportunities for knavery are certainly more
numerous than they were; but there is no reason for think-
ing that people avail themselves of a larger proportion of
such opportunities than they used to do. On the contrary,
modern methods of trade imply habits of trustfulness on the
one side and a power of resisting temptation to dishonesty
on the other, which do not exist among a backward people.
Instances of simple truth and personal fidelity are met with
under all social conditions: but those who have tried to
establish a business of modern type in a backward country
find that they can scarcely ever depend on the native popu-
lation for filling posts of trust. It is even more difficult to
dispense with imported assistance for work, which calls for
a strong moral character, than for that which requires great
skill and mental ability. Adulteration and fraud in trade
were rampant in the middle ages to an extent that is very
astonishing, when we consider the difficulties of wrong-doing
without detection at that time. Dreams of

In every stage of civilization, in which the power of money GEld':n~e
has been prominent, poets in verse and prose have delighted are beauti-

• ful but DUS-
to depict a past truly" Golden Age," before the pressure of leading.
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I, 1, 4. mere material gold had been felt. Their idyllic pictures
have been beautiful, and have stimulated noble imaginations
and resolves; but they have had very little historical truth.
Small communities with simple wants for which the bounty
of nature has made abundant provision, have indeed some-
times been nearly free from care about their material needs,
and have not been tempted to sordid ambitions. But
whenever we can penetrate to the inner life of a crowded
population under primitive conditions in our own time, we
find more want, more narrowness, and more hardness than
was manifest at a distance: and we never find a more widely
diffused comfort alloyed by less suffering than exists in the
western world to-day. We ought therefore not to brand
the forces, which have made modern civilization, by a name
which suggests evil.

It is perhaps not reasonable that such a suggestion
should attach to the term" competition"; but in fact it does.
In fact, when competition is arraigned, its anti-social forms
are made prominent; and care is seldom taken to inquire
whether there are not other forms of it, which are so essen-
tial to the maintenance of energy and spontaneity, that their
cessation might probably be injurious on the balance to
social wellbeing. The traders or producers, who find that
a rival is offering goods at a lower price than will yield them
a good profit, are angered at his intrusion, and complain of
being wronged; even though it may be true that those who
buy the cheaper goods are in greater need than themselves,
and that the energy and resourcefulness of their rival is a.
social gain. In many cases the" regulation of competition"
is a misleading term, that veils the formation of a privileged
class of producers, who often use their combined force to
frustrate the attempts of an able man to rise from a lower
class than their own. Under the pretext of repressing anti-
social competition, they deprive him of the liberty of carving
out for himself a new career, where the services rendered by
him to the consumers of the commodity would be greater
than the injuries, that he inflicts on the relatively small
group which objects to his competition.

If competition is contrasted with energetic co-operation
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in unselfish work for the public good, then even the best I, I, 4.

forms of competition are relatively evil; while its harsher Even con-

and meaner forms are hateful. And in a world in which all ~~:~~~~
men were perfectly virtuous, competition would be out of tion is less

beneficent
place; but so also would be private property and every form thanideal

of private right. Men would think only of their duties; and ~~~~
no one would desire to have a larger share of the comforts tion.

and luxuries of life than his neighbours. Strong producers
could easily bear a touch of hardship; so they would wish
that their weaker neighbours, while producing less should
consume more. Happy in this thought, they would work
for the general good with all the energy, the inventiveness,
and the eager initiative that belonged to them; and mankind
would be victorious in contests with nature at every turn.
Such is the Golden Age to which poets and dreamers may
look forward. But in the responsible conduct of affairs, it is
worse than folly to ignore the imperfections which still cling
to human nature.

History in general, and especially the history of socialistic
ventures, shows that ordinary men are seldom capable of
pure ideal altruism for any considerable time together; and
that the exceptions are to be found only when the masterful
fervour of a small band of religious enthusiasts makes
material concerns to count for nothing in comparison with
the higher faith.

No doubt men, even now, are capable of much more
unselfish service than they generally render: and. the
supreme aim of the economist is to discover how this latent
social asset can be developed most quickly, and turned to
account most wisely. But he must not decry competition
in general, without analysis: he is bound to retain a neutral
attitude towards any particular manifestation of it until he
is sure that, human nature being what it is, the restraint of
competition would not be more anti-social in its working
than the competition itself.

We may conclude then that the term "competition" is
not well suited to describe the special characteristics of
industrial life in the modern age. We need a term that
does not imply any moral qualities, whether good or evil, but
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growth of
economic
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I, I, 5. which indicates the undisputed fact that modem business
and industry are characterized by more self-reliant habits,

Economic more forethought, more deliberate and free choice. There
Freedom. is not anyone term adequate for this purpose: but Freedom

of Industry and Enterprise, or more shortly, Economic
Freedom, points in the right direction; and it may be used in
the absence of a better. Of course this deliberate and free
choice may lead to a certain departure from individual
freedom when co-operation or combination seems to offer the
best route to the desired end. The questions how far these
deliberate forms of association are likely to destroy the
freedom in which they had their origin and how far they
are likely to be conducive to the public weal, lie beyond
the scope of the present volumet,

Rough § 5. This introductory chapter was followed in earlier
~~et~:es editions by two short sketches: the one related to the growth~~:~~~fof free enterprise and generally of economic freedom, and the
freedom other to the growth of economic science. They have no claim
and of
economic to be systematic histories, however compressed; they aimf~~:r~:only at indicating some landmarks on the routes by which
k~~~1p.economic structure and economic thought have travelled to
).e:d~ their present position. They are now transferred to Appen-

. dices A and B at the end of this volume, partly because their
full drift can best be seen after some acquaintance has been
made with the subject-matter of economics; and partly
because in the twenty years, which have elapsed since they
were first written, public opinion as to the position which the
study of economic and social science should hold in a liberal
education has greatly developed. There is less need now
than formerly to insist that the economic problems of the
present generation derive much of their subject-matter from
technical and social changes that are of recent date, and that
their form as well as their urgency assume throughout the
effective economic freedom of the mass of the people.

The relations of many ancient Greeks and Romans with
the slaves of their households were genial and humane. But
even in Attica the physical and moral wellbeing of the great

1 They occupy a considerable place in the forthcoming volumes on Industry
and TralU.
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body of the inhabitants was not accepted as a chief aim of the I, I, 5.

citizen. Ideals of life were high, but they concerned only a
few: and the doctrine of value, which is full of complexities
in the modem age, could then have been worked out on a
plan; such as could be conceived to-day, only if nearly all
manual work were superseded by automatic machines which
required merely a definite allowance of steam-power and
materials, and had no concern with the requirements of a
full citizen's life. Much of modem economics might indeed
have been anticipated in the towns of the Middle Ages, in
which an intelligent and daring spirit was for the first time
combined with patient industry. But they were not left to
work out their career in peace; and the world had to wait for
the dawn of the new economic era till a whole nation was
ready for the ordeal of economic freedom.

England especially was gradually prepared for the task; The early

but towards the end of the eighteenth century, the changes, ~~~~~ess

which had so far been slow and gradual, suddenly became d~~ii;ree-
rapid and violent. Mechanical inventions, the concentration England.

of industries, and a system of manufacturing on a large scale
for distant markets broke up the old traditions of industry,
and left everyone to bargain for himself as best he might; and
at the same time they stimulated an increase of population
for which no provision had been made beyond standing-room
in factories and workshops. Thus free competition, or rather,
freedom of industry and enterprise, was set loose to run, like
a huge untrained monster, its wayward course. The abuse
of their new power by able but uncultured business men led
to evils on every side; it unfitted mothers for their duties, it
weighed down children with overwork and disease; and in
many places it degraded the race. Meanwhile the kindly
meant recklessness of the poor law did even more to lower
the moral and physical energy of Englishmen than the hard-
hearted recklessness of the manufacturing discipline: for by
depriving the people of those qualities which would fit them
for the new order of things, it increased the evil and dimin-
ished the good caused by the advent of free enterprise. The

And yet the time at which free enterprise was showing growth!lf
. If' econoDllcitae ~ an unnaturally harsh form, was the very time in science.



12 INTRODUcrION

I, I, 5. which economists were most lavish in their praises of it.
This was partly because they saw clearly, what we of this
generation have in a great measure forgotten, the cruelty of
the yoke of custom and rigid ordinance which it had dis-
placed; and partly because the general tendency of English-
men at the time was to hold that freedom in all matters,
political and social, was worth having at every cost except
the loss of security. But partly also it was that the pro-
ductive forces which free enterprise was giving to the nation,
were the only means by which it could offer a successful
resistance to Napoleon. Economists therefore treated free
enterprise not indeed as an unmixed good, but as a less evil
than such regulation as was practicable at the time.

Adhering to the lines of thought that had been started
chiefly by medieeval traders," and continued by French and
English philosophers in the latter half of the eighteenth
century, Ricardo and his followers developed a theory of the
action of free enterprise (or, as they said, free competition),
which contained many truths, that will be probably import-
ant so long as the world exists. Their work was wonderfully
complete within the narrow area which it covered. But
much of the best of it consists of problems relating to rent
and the value of corn :-problems on the solution of which
the fate of England just then seemed to depend; but many
of which, in the particular form in which they were worked
out by Ricardo, have very little direct bearing on the
present state of things.

A good deal of the rest of their work was narrowed
by its regarding too exclusively the peculiar condition of
England at that time; and this narrowness has caused a
reaction. So that now, when more experience, more leisure,
and greater material resources have enabled us to bring free
enterprise somewhat under control, to diminish its power
of doing evil and increase its power of doing good, there is
growing up among many economists a sort of spite against
it. Some even incline to exaggerate its evils, and attribute
to it the ignorance and suffering, which are the results either
of tyranny and oppression in past ages, or of the misunder-
standing and mismanagement of economic freedom.
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Intermediate between these two extremes are the great I, I, 5.

body of economists who, working on parallel lines in many
different countries, are bringing to their studies an un-
biassed desire to ascertain the truth, and a willingness to
go through with the long and heavy work by which alone
scientific results of any value can be obtained. Varieties
of mind, of temper, of training and of opportunities lead
them to work in different ways, and to give their chief
attention to different parts of the problem. All are bound
more or less to collect and arrange facts and statistics relating
to past and present times; and all are bound to occupy
themselves more. or less with analysis and reasoning on
the basis of those facts which are ready at hand: but some
find the former task the more attractive and absorbing, and
others the latter. This division of labour, however, implies
not opposition, but harmony of purpose. The work of all
adds something or other to that knowledge, which enables us
to understand the influences exerted on the quality and tone
of man's life by the manner in which he earns his livelihood,
and hy the character of that livelihood.
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CHAPTER II.

THE SUBSTANCE OF ECONOMICS.

I

§ 1. ECONOMICSis a study of men as they live and move
and think in the ordinary business of life. But it concerns
itself chiefly with those motives which affect, most powerfully
and most steadily, man's conduct in the business part of his
life. Everyone who is worth anything carries his higher
nature with him into business; and, there as elsewhere, he is
influenced by his personal affections, by his conceptions of
duty and his reverence for high ideals. And it is true that
the best energies of the ablest inventors and organizers of
improved methods and appliances are stimulated by a noble
emulation more than by any love of wealth for its own sake.
But, for all that, the steadiest motive to ordinary business
work is the desire for the pay which is the material reward
of work. The pay may be on its way to be spent selfishly or
unselfishly, for noble or base ends; and here the variety of
human nature comes into play. ~ the motive is supplied
by a definite amount of money: and it is this definite and
exact money measurement of the steadiest motives inbusiness
life, which has enabled economics far to outrun every other
branch of the study of man. Just as the chemist's fine
balance has made chemistry more exact than most other
physical sciences; so this economist's balance, rough and
imperfect as it is, has made economics more exact than any
other branch of social science. But of course economics
cannot be compared with the exact physical. sciences: for it
deals with the ever changing and subtle forces of human
nature",

1 Some remarks on the relation of economics to the sum total of social science
will be found in Appendix C, 1, 2.
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, The advantage which economics has over other branches I. rr,1.

of social science appears then to arise from the fact that its
special field of work gives rather larger opportunities for
exact methods than any other branch. It concerns itself
chiefly with those desires, aspirations and other affections of
human nature, the outward manifestations of which appear
as incentives to action in such a form that the force or
quantity of the incentives can be estimated and measured
with some approach to accuracy; and which therefore are in
some degree amenable to treatment by scientific machinery.
An opening is made for the methods and the tests of science
as soon as the force of a person's motives--not the motives
themselves-can be approximately measured by the sum of
money, which he will just give up in order to secure a desired
satisfaction; or again by the sum which is just required to
induce him to undergo a certain fatigue.

It is essential to note that the economist does not claim to Even

measure any affection of the mind in itself, or directly; but ~1=
only indirectly through its effect, No one can compare and ~6ea~.
measure accurately against one another even his own mental pared only

diff . d h I through thestates at erent times: an no one can measure t e menta strength of
t t f h all . di I d coni II b the ineen-S a es 0 anot er at except III rect y an conjecture y Yuves whieh

their efIects. Of course various affections belong to man's ~e~~ty
higher nature and others to his lower, and are thus different
in kind. But, even if we confine our attention to mere
physical pleasures and pains of the same kind, we find that
they can only be compared indirectly by their effects. In
fact, even this comparison is necessarily to some extent
conjectural, unless they occur to the same person at the
same time.

For instance the pleasures which two persons derive from
smoking cannot be directly compared: nor can even those
which the same person derives from it at different times.
But if we find a man in doubt whether to spend a few pence
on a cigar, or a cup of tea, or on riding home instead of
walking home, then we may follow ordinary usage, and say
that he expects from them equal pleasures.

If then we wish to compare even physical gratifications,
we must do it not directly, but indirectly by the incentrves
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I, II, 1. which they afford to action. If the desires to secure either
of two pleasures will induce people in similar circumstances
each to do just an hour's extra work, or will induce men in
the same rank of life and with the same means each to pay
a shilling for it; we then may say that those pleasures are
equal for our purposes, because the desires for them are
equally strong incentives to action for persons under similar
conditions.

~d this Thus measuring a mental state, as men do in ordinary
~~T:u,on life, by its motor-force or the incentive which it affords toWli!J to action, no new difficulty is introduced by the fact that some
~f d:::.8 of the motives of which we have to take account belong

to man's higher nature, and others to his lower.
For suppose that the person, whom we saw doubting

between several little gratifications for himself, had thought
after a while of a poor invalid whom he would pass on his
way home; and had spent some time in making up his mind
whether he would choose a physical gratification for himself,
or would do a kindly act and rejoice in another's joy. As
his desires turned now towards the one, now the other, there
would be change in the quality of his mental states; and the
philosopher is bound to study the nature of the change.

Economics But the economist studies mental states rather through
folloWBthe hei if . han i hId if h finds hpractice of t eir mam estationa t an III t emse ves; an let ey
d~~. afford evenly balanced incentives to action, he treats them

prima facie as for his purpose equal. He follows indeed
in a more patient and thoughtful way, and with greater
precautions, what everybody is always doing every day in
ordinary life. He does not attempt to weigh the real value
of the higher affections of our nature against those of our
lower: he does not balance the love for virtue against the
desire for agreeable food. He estimates the incentives to
action by their effects just in the same way as people do in
common life. He follows the course of ordinary conversation,
differing from it only in taking more precautions to make
clear the limits of his knowledge as he goes. He reaches his
provisional conclusions by observations of men in general
under given conditions without attempting to fathom the
mental and spiritual characteristics of individuals. But he
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does not ignore the mental and spiritual side of life. On the I, D,2.

contrary, even for the narrower uses of economic studies, it
is important to know whether the desires which prevail are
such as will help to build up a strong and righteous
character. And in the broader uses of those studies, when
they are being applied to practical problems, the economist,
like everyone else, must concern himself with the ultimate
aims of man, and take account of differences in real value
between gratifications that are equally powerful incentives to
action and have therefore equal economic measures. A study
of these measures is only the starting-point of economics:
but it is the stsrting-point-.

§2. There are several other limitations of the measure-
ment of motive by money to be discussed. The first of
these arises from the necessity of taking account of the

1 The objections raised by some philosophers to speaking of ~wo pleasures as
equal, under any circumstances, seem to apply only to uses of the phrase otber
than those with which the economist is concerned. It has however unfortunately
happened that the customary uses of economic terms have sometimes suggested
the belief that economists are adherents of the philosophical system of Hedonism
or of Utilitarianism. For, while they have generally taken for granted that the
greatest pleasures are those which come with the endeavour to do one's duty, they
bave spoken of "pleasures" and "pams" as supplying tbe motives to all action;
and they have thus brought themselves under the censure of those philosophers,
with whom it is a matter of principle to Insist that the desire to do one's duty is
a different thing from a desire for the pleasure which, If one happens to think of
the matter at all, one may expect from doing it; though perhaps it may be not
mcorrectly described as a desire for "seH-satislaction" or "the satislaction
of tbe permanent self," (See for instance T. H. Green, Prolegomena to EtJltC8,
pp. 165-6.)

It is clearly not the part of economics to appear to take a side in ethical
controversy: and since there is a general agreement that all incentives to action,
m so far as they are conscious desires at all, may without impropriety be spoken
of shortly as desires for "satisfaction," it may perhaps be well to use this word
mstead of "pleasure," when occasion arises for referring to the aims of all
desires, whether appertaining to man's higher or lower nature. The simple
antithesis to satisfaction is "dissatisfaction": but perhaps it may be well to use
the shorter and equally colourless word .. detriment" \0 its place.

It may however be noted that some followers of Bentham (though perhaps not
Bentham himseH) made this large use of "pain and pleasure" serve as a bridge
by which to pass from individualistic Hedonism to a complete ethical creed, without
recognizing the necessity for the introduction of an independent major premiss;
aod for such a premiss the necessity would appear to be absolute, although
opinions will perhaps slways differ as to its fonn. Some will regard it as (he
Categoriesl hnperative; while others will regard it as a simple belief that,
whatever be the origin of our moral instincts, their indications are borne out by a
verdIct of the experience of mankind to the effect that true happiness is not to be
had without seU-respect, and that seU-respect is to be had only on the condition
of endeavouring so to live as to promote the progress of the human race ... 2
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I, 0,2. variations in the amount of pleasure, or other satisfaction,
represented by the same sum of money to different persons
and under different circumstances.

A shilling may measure a greater pleasure (or other
satisfaction) at one time than at another even for the
same person; because money may be more plentiful with
him, or because his sensibility may vary-. And persons
whose antecedents are similar, and who are outwardly like
one another, are often affected in very different ways
by similar events. When, for instance, a band of city
school children are sent out for a day's holiday in the
country, it is probable that no two of them derive from it
enjoyment exactly the same in kind, or equal in intensity.
The same surgical operation causes different amounts of pain
to different people. Of two parents who are, so far as we can
tell, equally affectionate, one willsu:ffer much more than the
other from the loss of a favourite son. Some who are not
very sensitive generally are yet specially susceptible to par-
ticular kinds of pleasure and pain; while differences in nature
and education make one man's total capacity for pleasure or
pain much greater than another's.

It would therefore not be safe to say that any two men
with the same income derive equal benefit from its use; or
that they would suffer equal pain from the same diminution
of it. Although when a tax of £1 is taken from each of two
persons having an income of £300 a-year, each will give up
that £1 worth of pleasure (or other satisfaction) which he
can most easily part with, i.e. each will give up what is
measured to him by just £1; yet the intensities of the
satisfaction given up may not be nearly equal.

buttbese Nevertheless, if we take averages sufficiently broad to
differences
may gene- cause the personal peculiarities of individuals to counter-
rally be
neglected balance one another, the money which peopleof equal incomes
~~d~:will give to obtain a benefit or avoid an injury is a good
~~av:ra.,<Y8 measure of the benefit or injury. If there are a thousand
numl!rs persons living in Sheffield, and another thousand in Leeds,
of people. each with about £100 a-year, and a tax of £1 is levied on

all of them; we may be sure that the loss of pleasure or other
1 Compare Eli2ewonh'. Mathem4ttcal Paychiu.

The same
price
measures
different
satisfac-
tionseven
to persons
witb equal
mcomes;
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injury which the tax will cause in Sheffield is of about equal I, n,2.
importance with that which it will cause in Leeds: and
anything that increased all the incomes by £1 would give
command over equivalent pleasures and other benefits in the
two towns. This probability becomes greater still if all of
them are adult males engaged in the same trade; and there-
fore presumably somewhat similar in sensibility and tempera-
ment, in taste and education. Nor is the probability much
diminished, if we take the family as our unit, and compare
the loss of pleasure that results from diminishing by £1 the
income of each of a thousand families with incomes of £100
a-year in the two places.

Next we must take account of the fact that a stronger Thesig-
. . ·ll b . d t . d nificanceincentive WI e reqmre 0 In uce a person to pay a of a given

given price for anything if he is poor than if he is rich. :~~~~for

A shilling is the measure of less pleasure, or satisfaction of :~:.f:!
any kind, to a rich man than to a poor one. A rich man rich,

in doubt whether to spend a shilling on a single cigar, is
weighing against one another smaller pleasures than a poor
man, who is doubting whether to spend a shilling on a
supply of tobacco that will last him for a month. The clerk
with £100 a-year will walk to business in a much heavier
rain than the clerk with £300 a-year; for the cost of a ride
by tram or omnibus measures a greater benefit to the poorer
man than to the richer. If the poorer man spends the
money, he will suffer more from the want of it afterwards
than the richer would. The benefit that is measured in the
poorer man's mind by the cost is greater than that measured
by it in the richer man's mind.

But this source of error also is lessened when we are able But this

to consider the actions and the motives of large groups ~o~!n~fu
of people. If we know, for instance, that a bank failure ~~'::~~
has taken £200,000 from the people of Leeds and £100,000 ~1~~~and

from those of Sheffield, we may fairly assume that the Err in

suffering caused in Leeds has been about twice as great as po:J::.
in Sheffield; unless indeed we have some special reason
for believing that the shareholders of the bank in the one
town were a richer class than those in the other; or that the

2-2
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THE SUBSTANCE OF ECON03lICE

loss of employment caused by it pressed in uneven propor-
tions on the working classes in the two towns.

By far the greater number of the events with which
economics deals affect in about equal proportions all the
different classes of society; so that if the money measures
of the happiness caused by two events are equal, it is reason-
able and in accordance with common usage to regard the
amounts of the happiness in the two cases as equivalent.
And, further, as money is likely to be turned to the higher
uses of life in about equal proportions, by any two large
groups of people taken without special bias from any two
parts of the western world, there is even some prima facie
probability that equal additions to their material resources
will make about equal additions to the fulness of life, and
the true progress of the human race.

§ 3. To pass to another point. When we speak of the
measurement of desire by the action to which it forms the
incentive, it is not to be supposed that we assume every
action to be deliberate, and the outcome of calculation. For
in this, as in every other respect, economics takes man just
as he is in ordinary life: and in ordinary life people do
not weigh beforehand the results of every action, whether
the impulses to it come from their higher nature or their
lower-.

Now the side of life with which economics is specially
concerned is that in which man's conduct is most deliberate,
and in which he most often reckons up the advantagea and

1 This is specially true of that group of gratifications, which is sometimes
named .. the pleasures of the chase." They include not only the light-hearted
emulation of games and pastimes, of hunts and steeplechases, but the more serious
contests of professional and business life: and they will occupy a good deal of our
attention in discussions of the causes that govern wages and profits, and forma of
industrial organization.

Some people are of wayward temperament, and could give no good account
even to themselves of the motives of their action. But if a man is steadfast and
thoughtful, even his impulses are the products of babits which he has adopted
more or less deliberately. And, whether these impulses are an expression of his
higher nature or not; whether they spring from mandates of his conscience, the
pressure of social connection, or the claims of his bodily wants, he yields a certain
relative precedence to them without reflection now, because on previous occasioll8
he has decided deliberately to yield that relative precedence. The predominant
attractiveness of one course of action over others, even when not the result of
calculation at the time, is the product of more or less deliberate decisions made by
hUn before in somewhat similar cases.
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disadvantages of any particular action before he enters on it. I, II, 3.

And further it is that side of his life in which, when he
does follow habit and custom, and proceeds for the moment
without calculation, the habits and customs themselves are
most nearly sure to have arisen from a close and careful
watching the advantages and disadvantages of different
courses of conduct. There will not in general have been any
formal reckoning up of two sides of a balance-sheet: but
men going home from their day's work, or in their social
meetings, will have said to one another, "It did not answer
to do this, it would have been better to do that," and so on.
What makes one course answer better than another, will not
necessarily be a selfish gain, nor any material gain; and it
will often have been argued that "though this or that plan
saved a little trouble or a little money, yet it was not fair
to others," and "it made one look mean," or "it made one
feel mean."

It is true that when a habit or a custom, which has
grown up under one set of conditions, influences action under
other conditions, there is so far no exact relation between the
effort and the end which is attained by it. In backward
countries there are still many habits and customs similar to
those that lead a beaver in confinement to build himself
a dam; they are full of suggestiveness to the historian, and
must be reckoned with by the legislator. But in business
matters in the modem world such habits quickly die
away.

Thus then the most systematic part of people's lives is
generally that by which they earn their living. The work
of all those engaged in anyone occupation can be carefully
observed; general statements can be made about it, and
tested by comparison with the results of other observations;
and numerical estimates can be framed as to the amount
of money or general purchasing power that is required to
supply a sufficient motive for them.

The unwillingness to postpone enjoyment, and thus
to save for future use, is measured by the interest on
accumulated wealth which just affords a sufficient incen-
tive to save for the future. This measurement presents
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I, n, 4. however some special difficulties, the study of which must be
postponed.

The § 4. Here, as elsewhere, we must bear in mind that the
motives
that lead desire to make money does not itself necessarily proceed
~u!;.~tof from motives of a low order, even when it is to be spent
mthoneymlaYon oneself. Money is a means towards ends, and if the endsemse ves
benoble. are noble, the desire for the means is not ignoble. The lad

who works hard and saves all he can, in order to be able to
pay his way afterwards at a University, is eager for money;
but his eagerness is not ignoble. In short, money is
general purchasing power, and is sought as a means to all
kinds of ends, high as well as low, spiritual as well as
material-,

;Andthere Thus though it is true that .. money" or .. general pur-
i!~~!rut1chasing power" or "command over material wealth," is the
~=~n centre around which economic science clusters; this is so, not
that . because money or material wealth is regarded as the maineconormcs
regards aim of human effort, nor even as affording the main subject-
~:S~r:dmatter for the study of the economist, but because in this
in a selfish Id f .. h . f measuripurswtof wor 0 ours It 18 t e one convenient means 0 measunng
wealth. human motive on a large scale. If the older economists

had made this clear, they would have escaped many grievous
misrepresentations; and the splendid teachings of Carlyle and
Ruskin as to the right aims of human endeavour and the
right uses of wealth, would not then have been marred by
bitter attacks on economics, based on the mistaken belief
that that science had no concern with any motive except the
selfish desire for wealth, or even that it inculcated a policy of
sordid selfishnesss.

Again, when the motive to a man's action is spoken of as
supplied by the money which he will earn, it is not meant
that his mind is closed to all other considerations save those

1 See an admirableessay by CliffeLeslieon The Ln!e 01 Moraty. We do
indeedhearofpeoplewhopursuemoneyfor its ownsakewithoutcaringfor what
it willpurchase,especiallyat the end of a longlifespent in business:but in this
as in othercases the habit of doinga thing is kept up afterthe purposefor which
it was originallydonehas ceased to exist. The possessionof wealthgiVeII such
peoplea feelingof powerover their fellow-creatures,and insures them a IOn of
enviousrespectin whichthey find a bitter but strongpleasure.

• In fact a worldcan be conceivedin whichthere is a scienceof economics
verymuchlikeour own,but in it thereis no moneyof any IOn. See Appendices
B, 8 and D, 2.
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of gain. For even the most purely business relations of I, D, 5.
life assume honesty and good faith; while many of them
take for granted, if not generosity, yet at least the absence
of meanness, and the pride which every honest man takes in
acquitting himself well. Again, much of the work by which such as tho

people earn their living is pleasurable in itself; and there is ~:;.:r:iby

truth in the contention of socialists that more of it might be ;~:::.~
made so. Indeed even business work, that seems at first thfoInstinct

o power.
sight unattractive, often yields a great pleasure by offering
scope for the exercise of men's faculties, and for their in-
stincts of emulation and of power. For just as a racehorse
or an athlete strains every nerve to get in advance of his
competitors, and delights in the strain; so a manufacturer
or a trader is often stimulated much more by the hope of
victory over his rivals than by the desire to add something
to his fortune-.

§ 5. It has indeed always been the practice of economists E~ono.
• mists haveto take careful account of all the advantages which attract always

peoplegenerally towards an occupation, whether they appear ~~~~"!_
in a money form or not. Other things being equal, people~=~t:
will prefer an occupation in which they do not need to soil other than

their hands, in which they enjoy a good social position, and ~~nal

so on; and since these advantages affect, not indeed every
one exactly in the same way, but most people in nearly
the same way, their attractive force can be estimated and
measured by the money wages to which they are regarded
as equivalent.

Again, the desire to earn the approval, to avoid the and they

contempt of those around one is a stimulus to action which ~n~~edfor

often works with some sort of uniformity in any class of ~~a:w:r,n'
persons at a given time and place; though local and tem-
porary conditions influence greatly not only the intensity
of the desire for approval, but also the range of persons
whoseapproval is desired. A professional man, for instance,
or an artisan will be very sensitive to the approval or
disapproval of those in the same occupation, and care little
for that of other people; and there are many economic

1 Somo remarks on the large scope of economics as conceived in Germany will
be found in Appendix D, 3.



24
I, n,ll.

and family
affect.ions.

THE SUBSTANCE OF ECONOMICE

problems, the discussion of which would be altogether unreal,
if care were not taken to watch the direction and to estimate
pretty closely the force of motives such as these.

As there may be a taint of selfishness in a man's desire
to do what seems likely to benefit his fellow-workers, so
there may be an element of personal pride in his desire that
his family should prosper during his life and after it. But
still the family affections generally are so pure a form of
altruism, that their action might have shown little sem-
blance of regularity, had it not been for the uniformity in
the family relations themselves. As it is, their action is
fairly regular; and it has always been fully reckoned with
by economists, especially in relation to the distribution of
the family income between its various members, the expenses
of preparing children for their future career, and the
accumulation of wealth to be enjoyed after the death of
him by whom it has been earned.

It is then not the want of will but the want of power,
that prevents economists from reckoning in the action of
motives such as these; and they welcome the fact that some
kinds of philanthropic action can be described in statistical
returns, and can to a certain extent be reduced to law, if
sufficiently broad averages are taken. For indeed there is
scarcely any motive so fitful and irregular, but that some
law with regard to it can be detected by the aid of wide and
patient observation. It would perhaps be possible even now
to predict with tolerable closeness the subscriptions that a
population of a hundred thousand Englishmen of average
wealth will give to support hospitals and chapels and
missions; and, in so far as this can be done, there is a basis
for an economic discussion of supply and demand with
reference to the services of hospital nurses, missionaries and
other religious ministers. It will however probably be
always true that the greater part of those actions, which are
due to a feeling of duty and love of one's neighbour, cannot
be classed, reduced to law and measured; and it is for this
reason, and not because they are not based on self-interest,
that the machinery of economics cannot be brought to bear
on them.
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§ 6. Perhaps the earlier English economists confined their I, n, 6, 7.

attention too much to the motives of individual action. But The-

in fact economists, like all other students of social science, :ll~:':O
are concerned with individuals chiefly as members of the action are

social organism. As a cathedral is something more than the ~r~w-
stones of which it is made, as a person is something more ~mport"

than a series of thoughts and feelings, so the life of society is
something more than the sum of the lives of its individual
members. It is true that the action of the whole is made
up of that of 'its constituent parts; and that in most
economic problems the best starting-point is to be found in
the motives that aflect the individual, regarded not indeed
as an isolated atom, but as a member of some particular
trade or industrial group; but it is also true, as German
writers have well urged, that economics has a great and an
increasing concern in motives connected with the collective
ownership of property, and the collective pursuit of important
aims. The growing earnestness of the age, the growing
intelligence of the mass of the people, and the growing
power of the telegraph, the press, and other means of
communication are ever w_idening the scope of collective
action for the public good;' and these changes, together with -- "
the spread of the co-operative movement, and other kinds of
voluntary association are growing up under the influence of
various motives besides that of pecuniary gain: they are ever
opening to the economist new opportunities of measuring
motives whose action it had seemed impossible to reduce to
any sort of law.

But in fact the variety of motives, the difficulties of
measuring them, and the manner of overcoming those
difficulties are among the chief subjects with which we shall
be occupied in this treatise. Almost every point touched in
the present chapter will need to be discussed in fuller detail
with reference to some one or more of the leading problems
of economics.

§ 7. To conclude provisionally: economists study the Ec;ono-
ti f " divid 1 b d h . I" . I mists studyac Ions 0 In VI ua s, ut stu Y t em In re ation to SOCIatheindi-

rather than individual life; and therefore concern themselves :~~~a
but little with personal peculiarities of temper and character. of an
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I, n, 7. They watch carefully the conduct of a whole class of people,
industrial sometimes the whole of a nation, sometimes only those living
group; in a certain district, more often those engaged in some

particular trade at some time and place: and by the aid of
statistics, or in other ways, they ascertain how much money
on the average the members of the particular group, they are
watching, are just willing to pay as the price of a certain
thing which they desire, or how much must be offered to
them to induce them to undergo a certain eflort or abstinence
that they dislike. The measurement of motive thus obtained
is not indeed perfectly accurate; for if it were, economics
would rank with the most advanced of the physical sciences;
and not, as it actually does, with the least advanced.

and mea- But yet the measurement is accurate enough to enable
sure the
play of experienced persons to forecast fairly well the extent of the
d~::ndin results that will follow from changes in which motives of~~:-lf;ythis kind are chiefly concerned. Thus, for instance, they can
simple estimate very closely the payment that will be required to
cases, produce an adequate supply of labour of any grade, from

the lowest to the highest, for a new trade which it is pro-
posed to start in any place. When they visit a factory of a
kind that they have never seen before, they can tell within a
shilling or two a week what any particular worker is earning,
by merely observing how far his is a skilled occupation and
what strain it involves on his physical, mental and moral
faculties. And they can predict with tolerable certainty
what rise of price will result from a given diminution of the
supply of a certain thing, and how that increased price will
react on the supply.

and And, starting from simple considerations of this kind,
afterwards. I h hi h hin more economists go on to ana yse t e causes w c govern t e
:.lex local distribution of different kinds of industry, the terms on

which people living in distant places exchange their goods
with one another, and so on: and they can explain and
predict the ways in which fluctuations of credit will a:ffect
foreign trade; or again the extent to which the burden of a
tax will be shifted from those on whom it is levied, on to
those for whose wants they cater; and so on.

In all this they deal with man as he is: not with an
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abstract or C< economic" man; but a man of flesh and blood. I, II, 7_
They deal with a man who is largely influenced by egoistic They deal

motives in his business life to a great extent with reference ~i~~n!ine

to them; but who is also neither above vanity and reckless- side ~flifmans e
ness, nor below delight in doing his work well for its own but it is '

. rift - hi If f h d f hi f -I hi alwavsthesake, or In sac cing mse or t e goo 0 s ami y, IS Me of a

neighbours, or his country; a man who is not below the love ~~l:r~n
of a virtuous life for its own sake. They deal with man as he fibctltgioUSem _
is: but being concerned chiefly with those aspects of life in
which the action of motive is so regular that it can be pre-
dicted, and the estimate of the motor-forces can be verified
by results, they have established their work on a scientific
basis.

For in the first place, they deal with facts which can The

be observed, and quantities which can be measured and ~~=m1~
recorded; so that when differences of opinion arise with ~i~:r:,
regard to them, the differences can be brought to the test are its f_ • power 0
of public and well-established records; and thus SCIenceappeal to

obtains a solid basis on which to work. In the second ~;~nr:l
place, the problems, which are grouped as economic, because ~;:~~~da1
they relate specially to man's conduct under the influence of hom?-genelty.
motives that are measurable by a money price, are found to
make a fairly homogeneous group. Of course they have a
great deal of subject-matter in common: that is obvious
from the nature of the case. But, though not so obvious
a priori, it will also be found to be true that there is a
fundamental unity of form underlying all the chief of them;
and that in consequence, by studying them together, the
same kind of economy is gained, as by sending a single
postman to deliver all the letters in a certain street, instead
of each one entrusting his letters to a separate messenger.
For the analyses and organized processes of reasoning that
are wanted for anyone group of them, will be found generally
useful for other groups.

The less then we trouble ourselves with scholastic in-
quiries as to whether a certain consideration comes within
the scope of economics, the better. If the matter is important
let us take account of it as far as we can. If it is one as
to which there exist divergent opinions, such as cannot be
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I, D, 7. brought to the test of exact and well-ascertained knowledge;
if it is one on which the general machinery of economic
analysis and reasoning cannot get any grip, then let us leave
it aside in our purely economic studies. But let us do so
simply because the attempt to include it would lessen the
certainty and the exactness of our economic knowledge
without any commensurate gain; and remembering always
that some sort of account of it must be taken by our ethical
instincts and our common sense, when they as ultimate
arbiters come to apply to practical issues the knowledge
obtained and arranged by economics and other sciences.



CHAPTER III.

ECONOMIC GENERALIZATIONS OR LAWS.

§1. IT is the business of economics, as. of almost every I, llI,l.
other science, to collect facts, to arrange and interpret them, Economics
and to draw inferences from them. "Observation and de- =.!ti~~
scription, definition and classification are the preparatory:1uction.
activities. But what we desire to reach thereby is a know-
ledge of the interdependence of economic phenomena .... In-
duction and deduction are both needed for scientific thought
as the right and left foot are both needed for walking-.' The
methods required for this twofold work are not peculiar to
economics; they are the common property of all sciences.
All the devices for the discovery of the relations between
cause and effect, which are described in treatises on scientific
method, have to be used in their turn by the economist:
there is not anyone method of investigation which can
properly be called the method of economics; but every
method must be made serviceable in its proper place, either
singly or in combination with others. And as the number of
combinations that can be made on the chess-board, is so great
that probably no two games exactly alike were ever played;
so no two games which the student plays with nature to
wrest from her her hidden truths, which were worth playing
at all, ever made use of quite the same methods in quite the
same way.

But in some branches of economic inquiry and for some butin
. . . f h difierentpurposes, It IS more urgent to ascertain new acts, t an to proper-

trouble ourselves with the mutual relations and explanations ~':-r:!~~
of those which we already have. While in other branches purposes.

I Schmoller in the article on VolJuvJirlM:haft in CoJlJ'lld'sHaMlDiirtriudJ.
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I, m, 2. there is still so much uncertainty as to whether those causes
of any event which lie on the surface and suggest themselves
at first are both true causes of it and the only causes of it,
that it is even more urgently needed to scrutinize our
reasoning about facts which we already know, than to seek
for more facts.

Analytical For this and other reasons, there always has been and
and
historical there probably always will be a need for the existence side
~ob~~h by side of workers with different aptitudes and different
needl"ld and

t
aims, some of whom give their chief attention to the ascer-

supp emen
each other. tainment of facts, while others give their chief attention to

scientific analysis; that is taking to pieces complex facts,
and studying the relations of the several parts to one another
and to cognate facts. It is to be hoped that these two
schools will always exist; each doing its own work thoroughly,
and each making use of the work of the other. Thus best
may we obtain sound generalizations as to the past and
trustworthy guidance from it for the future.

~agin~- § 2. Those physical sciences, which have progressed
bon actma d he noi . h?n organ-0 most beyon t e points to whie they were brought by the~~~~:dybrilliant genius of the Greeks, are not all of them strictlym:~ speaking" exact sciences." But they all aim at exactness.
~te- That is they all aim at precipitating the result of a multi-
::d~ohte tude of observations into provisional statements, which are
~!e~':,tpdsufficiently definite to be brought under test by other
~(rr,~~~~,~eobservations of nature. These statements, when first put

forth, seldom claim a high authority. But after they have
been tested by many independent observations, and especially
after they have been applied successfully in the prediction
of coming events, or of the results of new experiments,
they graduate as laws. A science progresses by increasing
the number and exactness of its laws; by submitting them
to tests of ever increasing severity; and by enlarging their
scope till a single broad law contains and supersedes a
number of narrower laws, which have been shown to be
special instances of it.

In so far as this is done by any science, a student of it
can in certain cases say with authority greater than his own
(greater perhaps than that of any thinker, however able, who
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relies on his own resources anef neglects the results obtained 1, III, 3.
by previous workers), what results are to be expected from
certain conditions, or what are the true causes of a certain
known event.

Although the subject-matter of some progressive physical
sciences ~snot, at present at least, capable of perfectly exact
measurement; yet their progress depends on the multi-
tudinous co-operation of armies of workers. They measure
their facts and define their statements as closely as they
can: so that each investigator may start as nearly as possible
where those before him left off. Economics aspires to a place
in this group of sciences: because though its measurements
are seldom exact, and are never final; yet it is ever working
to make them more exact, and thus to enlarge the range of
matters on which the individual student may speak with the
authority of his science.

§ 3. Let us then consider more closely the nature of Nearly all
. 1 d hei limitati E h laws ofeCOnOmICaws, an t eir itations. very cause as a science are

tendency to produce some definite result if nothing occurs to ~~a:::-ents

hinder it. Thus gravitation tends to make things fall to the dencies.

ground: but when a balloon is full of gas lighter than air,
the pressure of the .air will make it rise in spite of the
tendency of gravitation to make it fall. The law of gravita-
tion states how any two things attract one another; how
they tend to move towards one another, and will move
towards one another if nothing interferes to prevent them.
The law of gravitation is therefore a statement of tendencies.

It is a very exact statement--so exact that mathe- The exact
ti . 1ul N· tAl hi h ill h laws ofma rcrans can ca c ate a autica manac, w IC WI S ow simple

the moments at which each satellite of Jupiter will hide sciences,

itself behind Jupiter. They make this calculation for
many years beforehand; and navigators take it to sea, and
use it in finding out where they are. Now there are no
economic tendencies which act as steadily and can be
measured as exactly as gravitation can: and consequently
there are no laws of economics which can be compared for
precision with the law of gravitation.

But let us look at a science less exact than astronomy. :rhe

The science of the tides explains how the tide rises and falls inexact
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twice a day under the actionof the sun and the moon: how
there are strong tides at new and full moon, and weak tides
at the moon's first and third quarter; and how the tide
running up into a closed channel, like that of the Severn,
will be very high; and so on. Thus, having studied the lie
of the land and the water all round the British isles, people
can calculate beforehand when the tide will probably be at
its highest on any day at London Bridge or at Gloucester;
and how high it will be there. They have to use the word
probably, which the astronomers do not need to use when
talking about the eclipses of Jupiter's satellites. For, though
many forces act upon Jupiter and his satellites, each one of
them acts in a definite manner which can be predicted
beforehand: but no one knows enough about the weather to
be able to say beforehand how it will act. A heavy down-
pour of rain in the upper Thames valley, or a strong
north-east wind in the German Ocean, may make the tides
at London Bridge differ a good deal from what had been
expected.

The laws of economics are to be compared with the laws
of the tides, rather than with the simple and exact law of
gravitation. For the actions of men are so various and
uncertain, that the best statement of tendencies, which we can
make in a science of human conduct, must needs be inexact
and faulty. This might be urged as a reason against making
any statements at all on the subject; but that would be
almost to abandon life. Life is human conduct, and the
thoughts and emotions that grow up around it. By the
fundamental impulses of our nature we all-high and low,
learned and unlearned-are in our several degrees constantly
striving to understand the courses of human action, and to
shape them for our purposes, whether selfish or unselfish,
whether noble or ignoble. And since we mmt form to
ourselves some notions of the tendencies of human action,
our choice is between forming those notions carelessly and
forming them carefully. The harder the task, the greater
the need for steady patient inquiry; for turning to account
the experience, that has been reaped by the more advanced
physical sciences; and for frammg as best we can well
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thought-out estimates, or provisional laws, of the tendencies I, m,4.

of human action. ~
§ 4. The term "law" means then nothing more tha

a general proposition or statement of tendencies, more 0

less certain, more or less definite. Many such statemen
are made in every science: but we do not, indeed we can
not, give to all of them a formal character and name them
as laws. We must select; and the selection is directed
less by purely scientific considerations than by practical
convenience. If there is any general statement which we
want to bring to bear so often, that the trouble of quoting
it at length, when needed, is greater than that of burdening
the discussion with an additional formal statement and an
additional technical name, then it receives a special name,
otherwise not",

Thus a law of social science, or a Social Law, is a state- Definition

f . 1 d . hat i h rtai of lawment 0 SOCIaten encies; t at IS, a statement t at a ce In IOcial

course of action may be expected under certain conditions '
from the members of a social group.

Economic laws, or statements of economic tendencies, are and

those social laws which relate to branches of conduct in economic.
which the strength of the motives chiefly concerned can be
measured by a money price.

There is thus no hard and sharp line of division between
those social laws which are, and those which are not, to be
regarded also as economic laws. For there is a continuous
gradation from social laws concerned almost exclusively with
motives that can be measured by price, to social laws in
whichsuch motives have little place; and which are therefore
generally as much less precise and exact than economic
laws, as those are than the laws of the more exact physical
sciences.

Corresponding to the substantive "law" is the adjective
"legal." But this term iR used only in connection with
"law" in the sense of an ordinance of government; not in

1 The relation of "natural and economic laws," is exhaustively diacU886d.
by Neumann (Zeiucbrift /fi.r die guafll1. StaaUtDiuemchaft, 1892) who concludes
(p. 464) that thel'l is no other word than Law (Gum) to express those statements
of tend~ncy, which play so important a part in natural as well aa econonuc science.
See also Wagner (~g, H86-91).

3



I, !D, 4. connection with "law" the sense of a statement of relation
between cause and effect. The adjective used for this
purpose is derived from "norma," a term which is nearly
equivalent to "law," and might perhaps with advantage be
substituted for it in scientific discussions. And following
our definition of an economic law, we may say that the
course of action which may be expected under certain
conditions from the members of an industrial group is the
normal action of the members of that group relatively to those
conditions.

This use of the term Normal has been misunderstood; and
it may be well to say something as to the unity in difference
which underlies various uses of the term. When we talk of a
Good man or a Strong man, we refer to excellence or strength
of those particular physical mental or moral qualities which
are indicated in the context. A strong judge has seldom the
same qualities as a strong rower; a good jockey is not always
of exceptional virtue. In the same way every use of the
term normal implies the predominance of certain tendencies
which appear likely to be more or less steadfast and persistent
in their action over those which are relatively exceptional
and intermittent. Illness is an abnormal condition of man:
but a long life passed without any illness is abnormal.
During the melting of the "J.lOWS, the Rhine rises above its
normal level: but in a cold dry spring when it is less than
usual above that normal level, it may be said to be abnormally
low (for that time of year). In all these cases normal results
are those which may be expected as the outcome of those
tendencies which the context suggests; or, in other words,
which are in accordance with those" statements of tendency,"
those Laws or Norms, which are appropriate to the context.

Thus This is the point of view from which it is said that normal
normal ••• h h' h b d i h 1conditions economic action IS t at w lC may e expecte ill t e ong
b~L~~~ run under certain conditions (provided those conditions are
~ low, persistent) from the members of an industrial group. It

ages, is normal that bricklayers in most parts of England are
willing to work for lOd. an hour, but refuse to work
for 7d. In Johannesburg it may be normal that a brick-
layer should refuse work at milch less than £1 a clay. The
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normal price of bona fide fresh laid eggs may be taken to be I, m, 4-

a penny when nothing is said as to the time of the year:
and yet threepence may be the normal price in town during
January; and twopence may be an abnormally low price
then, caused by "unseasonable" warmth.

Another misundcrstanding to be guarded against arises they may

from the notion that only those economic results are normal, =;:e
which are due to the undisturbed action of free competition. ~b!:ce
But the term has often to be applied to conditions in which of eager

perfectly free competition does not exist, and can hardly even ~~~~
be supposed to exist; and even where free competition is
most dominant, the normal conditions of every fact and
tendency will include vital elements that are not a part of
competition nor even akin to it. Thus, for instance, the
normal arrangement of many transactions in retail and
wholesale trade, and on Stock and Cotton Exchanges, rests
on the assumption that verbal contracts, made without
witnesses, will be honourably discharged; and in countries in
which this assumption cannot legitimately be made, some
parts of the Western'doctrine of normal value are inapplicable.
Again, the prices of various Stock Exchange securities are
affected "normally" by the patriotic feelings not only of the
ordinary purchasers, but of the brokers themselves: and so on.

Lastly it is sometimes erroneously supposed that normal
action in economics is that which is right morally. But
that is to be understood only when the context implies that
the action is being judged from the ethical point of view,
When we are considering the facts of the world, as they are,
and not as they ought to be, we shall have to regard as
"normal" to the circumstances in view, much action which Nonnal

h uld ff F· h action iswe Souse our utmost e orts to stop. or instance, t e not always

normal condition of many of the very poorest inhabitants of ~~~n.

a large town is to be devoid of enterprise, and unwilling to
avail themselves of the opportunities that may offer for a
healthier and less squalid life elsewhere; they have not the
strength, physical, mental and moral, required for working
their way out of their miserable surroundings. The existence
of a considerable supply of labour ready to make match-boxes
at a very low rate is normal in the same way that a contortion

3-2
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of the limbs is a normal result of taking strychnine. It is
one result, a deplorable result, of those tendencies the laws
of which we have to study. This illustrates one peculiarity
which economics shares with a few other sciences, the nature
of the material of which can be modified by human effort.
Science may suggest a moral or practical precept to modify
that nature and thus modify the action of laws of nature.
For instance, economics may suggest practical means of
substituting capable workers for those who can only do
such work as match-box making; as physiology may suggest
measures for so modifying the breeds of cattle that they
mature early, and carry much flesh on light frames. The
laws of the fluctuation of credit and prices have been much
altered by increased powers of prediction.

Again when "normal" prices are contrasted with tempo-
rary or market prices, the term refers to the dominance in
the long run of certain tendencies under given conditions.
But this raises some difficult questions which may be
postponed 1.

§ 5. It is sometimes said that the laws of economics are
"hypothetical." Of course, like every other science, it under-
takes to study the effects which will be produced by certain
causes, not absolutely, but subject to the condition that
other things are equal, and that the causes are able to work out
their effects undisturbed. Almost every scientific doctrine,
when carefully and formally stated, will be found to contain
some proviso to the eHect that other things are equal: the
action of the causes in question is supposed to be isolated;
certain effects are attributed to them, but only on the hypo-
thesis that no cause is permitted to enter except those
distinctly allowed for. It is true however that the condition
that time must be allowed for causes to produce their effects
is a source of great difficulty in economics. For meanwhile
the material on which they work, and perhaps even the
causes themselves, may have changed; and the tendencies
which are being described will not have a sufficiently "long
run" in which to work themselves out fully. This difficulty
will occupy our attention later on.

I They are diseU88ed in Book V, especially ehaptelll III and V.
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The conditioning clauses implied in a law are not con- I, m, 5.

tinually repeated, but the common sense of the reader Bu~

supplies them for himself. In economics it is necessary to :h~':!';t':t
repeat them oftener than elsewhere, because its doctrines are condt~ns

more apt than those of any other science to be quoted by ;U;~a-
persons who have had no scientific training, and who perhaps SIzed.

have heard them only at second hand, and without their
context. One reason why ordinary conversation is simpler
in form than a scientific treatise, is that in conversation we
can safely omit conditioning clauses; because, if the hearer
does not supply them for himself, we quickly detect the
misunderstanding, and set it right. Adam Smith and many
of the earlier writers on economics attained seeming sim-
plicity by following the usages of conversation, and omitting
conditioning clauses. But this has caused them to be
constantly misunderstood, and has led to much waste of
time and trouble in profitless controversy; they purchased
apparent ease at too great a cost even for that gain-.

Though economic analysis and general reasoning are of
wide application, yet every age and every country has its own
problems; and every change in social conditions is likely to
require a new development of economic doctrines'',

I Compare Book II, chapter I.
I Some parts of economics are relatively abstract or pure, because they are

concerned mainly with broad general proposuions: for, in order that a proposition
may be of broad application it must necessarily contain few details: it cannot
adapt itself to particular cases; and if it points to any prediction, that must be
governed by a strong conditioning clause in which a very large meaning is given
to the phrase .. other things being equal."

Other parts are relatively applied, because they deal with narrower questions
more in detail; they take more account of local and temporary elements; and they
consider economic conditions in fullpr and closer relation to other conditions of
hfe, Thus there is but a abort step from the applied science of banking in its more
general sense, to I '!lad rules or precepts of the general Art of bankmg: while the
step from a particular local problem of the applied science of banking to the
corresponding rule of practice or precept of Art may be aborter still.



CHAPTER IV.

THE ORDER AND AIMS OF ECONOMIC STUDIES.

I,lv, 1. § 1. WE have seen that the economist must be greedy
Summary of facts; but that facts by themeelves teach nothing.
~~:1i~LHistory tells of sequences and coincidences; but reason alone

can interpret and draw lessons from them. The work to be
done is so various that much of it must be left to be dealt
with by trained common sense, which is the ultimate arbiter
in every practical problem. Economic science is but the
working of common sense aided by appliances of organized
analysis and general reasoning, which facilitate the task of
collecting, arranging, and drawing inferences from particular
facts. Though its scope is always limited, though its work
without the aid of common sense is vain, yet it enables
common sense to go further in difficult problems than would
otherwise be possible.

Economic laws are statements with regard to the ten-
dencies of man's action under certain conditions. They are
hypothetical only in the same sense as are the laws of
the physical sciences: for those laws also contain or imply
conditions. But there is more difficulty in making the
conditions clear, and more danger in any failure to do so,
in economics than in physics. The laws of human action
are not indeed as simple, as definite or as clearly ascertain-
able as the law of gravitation; but many of them may rank
with the laws of those natural sciences which deal with
complex subject-matter.

The raison d'etre of economics as a separate science is
that it deals chiefly with that part of man's action which is
most under the control of measurable motives i and which
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therefore lends itself better than any other to systematic I, IV, 2.
reasoning and analysis. We cannot indeed measure motives
of any kind, whether high or low, as they are in themselves:
we can measure only their moving force. Money is never 8.

perfect measure of that force; and it is not even a tolerably
good measure unless careful account is taken of the general
conditions under which it works, and especially of the riches
or poverty of those whose action is under discussion. But
with careful precautions money affords a fairly good measure
cf the moving force of a great part of the motives by which
men's lives are fashioned.

The study of theory must go hand in hand with that
of facts: and for dealing with most modern problems it is
modern facts that are of the greatest use. For the economic
records of the distant past are in some respects slight and
untrustworthy; and the economic conditions of early times
are wholly unlike those of the modem age of free enterprise,
of general education, of true democracy, of steam, of the
cheap press and the telegraph.

§ 2. Economics has then as its purpose firstly to acquire Scientifle

knowledge for its own sake, and secondly to throw light on ~~~nb!
practical issues. But though we are bound, before entering ~~n;:
on any study, to consider carefully what are its uses, we ference h

. . not to t e
should not plan out our work WIth direct reference to them. practical

• • aims whichFor by so doing we are tempted to break off each line of they sub-

thought as soon as it ceases to have an immediate bearing :r;:h~but

on that particular aim which we have in view at the time: ~f~~
the direct pursuit of practical aims leads us to group s1l;hiects•

together bits of all sorts of knowledge, which have no :h!y:;::Ch

connection with one another except for the immediate concerned.

purposes of the moment; and which throw but little light
on one another. Our mental energy is spent in going from
one to another; nothing is thoroughly thought out; no real
progress is made.

The best grouping, therefore, for the purposes of science
is that which collects together all those facts and reasonings
which are similar to one anothee in nature: so that the
study of each may throw light on its neighbour. By
working thus for a long time at one set of considerations,
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I,IV,3. we get gradually nearer to those fundamental unities which
are called nature's laws: we trace their action first singly,
and then in combination; and thus make progress slowly but
surely. The practical uses of economic studies should never
be out of the mind of the economist, but his special business
is to study and interpret facts and to find out what are the
effects of different causes acting singly and in combination.

QUl'stiOIl8 § 3. This may be illustrated by enumerating some of the
invesngs- • hi h h . dted by the chief questions to w c t e economist a dresses himself.
economist. He inquires:-

What are the causes which, especially in the modern
world, affect the consumption and production, the distribu-
tion and exchange of wealth; the organization of industry
and trade; the money market; wholesale and retail dealing;
foreign trade, and the relations between employers and
employed? How do all these movements act and react
upon one another! How do their ultimate differ from their
immediate tendencies?

Subject to what limitations is the price of anything a
measure of its desirability? What increase of wellbeing is
prima facie likely to result from a given increase in the
wealth of any class of society? How far is the industrial
efficiency of any class impaired by the insufficiency of its
income? How far would an increase of the income of any
class, if once effected, be likely to sustain itself through its
effects in' increasing their efficiency and earning pawed

How far does, as a matter of fact, the influence of
economic freedom reach (or how far has it reached at any
particular time) in any place, in any rank of society, or in
any particular branch of industry? What other influences
are most powerful there; and how is the action of all these
influences combined? In particular, how far does economic
freedom tend of its own action to build up combinations
and monopolies, and what are their effects? How are the
various classes of society likely to be affected by its action in
the long run; what will be the intermediate effects while its
ultimate results are being worked out; and, account being
taken of the time over which they will spread, what is the
relative importance of these two classes of ultimate and
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mtermediate effects! What will be the incidence of any I,IV,4.

system of taxes! What burdens will it impose on the
community, and what revenue will it afford to the State1

§ 4. The above are the main questions with which Practical

economic science has to deal directly, and with reference to ~:
which its main work of collecting facts, of analysing them ~uIate

and reasoning about them should be arranged. The practical inquiries

issues which, though lying for the greater part outside the ~:~h.
f ., I hi f . . h economistrange 0 economic SCience,yet supp y a c ie motive m teat the

background to the work of the economist, vary from time r=.nt
to time, and from place to place, even more than do the :~~ugfo
economic facts and conditions which form the material of nO?lie
his studies. The following problems seem to be of special :fth~the

. t . range ofurgency now In our own coun ry.- hisseience.
How should we act so as to increase the good and

diminish the evil influences of economic freedom, both in
its ultimate results and in the ,course of its progress! If
the first are good and the .latter evil, but those who suffer
the evil, do not reap the good; how far is it right that they
should suffer for the benefit of others!

Taking it for granted that a more equal distribution of
wealth is to be desired, how far would this justify changes in
the institutions of property, or limitations of free enterprise
even when they would be likely to diminish the eggregateof
wealth? In other words, how far should an increase in the
income of the poorer classes and a diminution of their work
be aimed at, even if it involved some lessening of national
material wealth ~ How far could this be done without in-
justice, and without slackening the energies of the leaders
of progress! How ought the burdens of taxation to be
distributed among the different classes of society i

Ought we to rest content with the existing forms of
division of labour! Is it necessary that large numbers of
the people should be exclusively occupied with work that has
no elevating character! Is it possible to educate gradually
among the great mass of workers a new capacity for the
higher kinds of work; and in particular for undertaking
co-operatively the management of the business in which
they are themselves employed!
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What are the proper relations of individual and collective
action in a stage of civilization such as ours? How far ought
voluntary association in its various forms, old and new, to
be left to supply collective action for those purposes for
which such action has special advantages1 What business
affairs should be undertaken by society itself acting through
its government, imperial or local l Have we, for instance,
carried as far as we should the plan of collective ownership
and use of open spaces, of works of art, of the means of
instruction and amusement, as well as of those material
requisites of a civilized life, the supply of which requires
united action, such as gas and water, and railways!

When government does not itself directly intervene, how
far should it allow individuals and corporations to conduct
their own affairs as they please 1 How far should it regulate
the management of railways and other concerns which are
to some extent in a position of monopoly, and again of land
and other things the quantity of-which cannot be increased
by man 1 Is it necessary to retain in their full force all the
existing rights of property; or have the original necessities
for which they were meant to provide, in some measure
passed away1

Are the prevailing methods of using wealth entirely
[ustifiable l What scope is there for the moral pressure of
social opinion in constraining and directing individual action
in those economic relations in which the rigidity and violence
of government interference would be likely to do more harm
than good 1 In what respect do the duties of one nation to
another in economic matters differ from those of members of
the same nation to one another!

Economics is thus taken to mean a study of the economic
aspects and conditions of man's political, social and private
life; but more especially of his social life. The aims of the
study are to gain knowledge for its own sake, and to obtain
guidance in the practical conduct of life, and especially of
social life. Thc need for such guidance was never so urgent
as now; a later generation may have more abundant leisure
than we for researches that throw light on obscure points in
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abstract speculation, or in the history of past times, but do I, IV. 5.
not afford immediate aid in present difficulties.

But though thus largely directed by practical needs,
economics avoids as far as possible the discussion of those
exigencies of party organization, and those diplomacies of
home and foreign politics of which the statesman is bound
to take account in deciding what measures that he can
propose will bring him nearest to the end that he desires to
secure for his country. It aims indeed at helping him to
determine not only what that end should be, but also what
are the best methods of a broad policy devoted to that end.
But it shuns many political issues, which the practical man
cannot ignore: and it is therefore a science, pure and applied,
rather than a science and an art. And it is better described
by the broad term "Economics" than by the narrower
term" Political Economy."

§ 5. The economist needs the three great intellectual The
f ulti .... d d f functionsac ties, perception, imagination an reason: an most 0 of percep-

all he needs imagination, to put him on the track of those ~~~~:~"
causes of visible events which are remote or lie below the reason ~

eCODODUCS.

surface, and of those effects of visible causes which are remote
or lie below the surface.

The natural sciences and especially the physical group
of them have this great advantage as a discipline over all
studies of man's action, that in them the investigator is
called on for exact conclusions which can be verified by
subsequent observation or experiment. His fault i3 soon
detected if he contents himself with such causes and such
effects as lie on the surface; or again if he ignores the
mutual interaction of the forces of nature, wherein every
movement modifies and is modified by all that surround it.
Nor does the thorough student of physics rest satisfied with
a mere general analysis; he is ever striving to make it
quantitative; and to assign its proper proportion to each
element in his problem.

In sciences that relate to man exactness is less attainable. An
Th th f I " " . h 1 ext<>male pa 0 east resistance IS sometimes t e on y one open: standard of

it is always alluring; and though it is also always treacherous, :!!:~
the tem~tation is gr~ to "tollow it even when a more steady the
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judgment,
18m some
measure
attainable
by the
economist.

I, IV, 5. thorough way can be fought out by resolute work. The
scientific student of history is hampered by his inability to
experiment and even more by the absence of any objective
standard to which his estimates of relative proportion can be
referred. Such estimates are latent in almost every stage of
his argument: he cannot conclude that one cause or group
of causes has been overridden by another without making
some implicit estimate of their relative weights. And yet it
is only by a great effort that he perceives how dependent he
is on his own subjective impressions. The economist also is
hampered by this difficulty, but in a less degree than other
students of man's action; for indeed he has some share in
those advantages which give precision and objectivity to the
work of the physicist. So long, at all events, as he is
concerned with current and recent events, many of his facts
group themselves under classes as to which statements can
be made that are definite, and often were approximately
accurate numerically: and thus he is at some advantage in
seeking for causes and for results which lie below the surface,
and are not easily seen; and in analyzing complex conditions
into their elements and in reconstructing a whole out of
many elements.

But his In smaller matters, indeed, simple experience will suggest
main
reliance the unseen. It will, for instance, put people in the way of
:n:i~t~~dlooking for the harm to strength of character and to family
iti'!'agina- life that comes from ill-considered aid to the thriftless·, even

on·
, though what is seen on the surface is almost sheer gain.

But greater effort, a larger range of view, a more powerful
exercise of the imagination are needed in tracking the true
results of, for instance, many plausible schemes for increasing
steadiness of employment. For that purpose it is necessary
to have learnt how closely connected are changes in credit,
in domestic trade, in foreign trade competition, in harvests,
in prices; and how all of these affect steadiness of employ-
ment for good and for evil. It is necessary to watch how
almost every considerable economic event in any part of the
Westero world affects employment in some trades at least in
almost every other part. If we deal only with those causes
of unemployment which are near at hand, we are likely to
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make no good cure of the evils we see; and we are likely I, IV, 5.

to cause evils, that we do not see. And if we are to
look for those which are far off and weigh them in the
balance, then the work before us is a high discipline for
the mind.

Again, when by a "standard rule" or any other device
wages are kept specially high in any trade, imagination set
ageing will try to track the lives of those who are prevented
by the standard rule from doing work, of which they are
capable, at a price that people are willing to pay for it. Are
they pushed up, or are they pushed down 1 If some are
pushed up and some pushed down, as commonly happens, is
it t:"e many that are pushed up and the few that are pushed
down, or the other way about l If we look at surface results,
we may suppose that it is the many who are pushed up.
But if, by the scientific use of the imagination, we think out
all the ways in which prohibitions, whether on Trade Union
authority or any other, prevent people from doing their best
and earning their best, we shall often conclude that it is the
many who have been pushed down, and the few who have
been pushed up. Partly under English influence, some
Australasian colonies are making bold ventures, which hold
out specious promise of greater immediate comfort and ease
to the workers. Australasia has indeed a great reserve of
borrowing power in her vast landed property: and should the
proposed short cuts issue in some industria:l decadence, the
fall may be slight and temporary. But it is already being
urged that England should move on similar lines: and a fall
for her would be more serious. What is needed, and what
we may hope is coming in the near future, is a larger study
of such schemes of the same kind and by the same order of
minds as are applied to judging a new design for a battleship
with reference to her stability in bad weather.

In such problems as this it is the purely intellectual, and and he

sometimes even the critical faculties, which are most in ~~:Se
demand. But economic studies call for and develop the sympathy.

faculty of sympathy, and especially that rare sympathy which
enables people to put themselves in the place, not only of
their comrades, but also of other classes. This class sympathy
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I, IV, 6. is, for instance, strongly developed by inquiries, which are
becoming every day more urgent, of the reciprocal influences
which character and earnings, methods of employment and
habits of expenditure exert on one another; of the ways
in "Whichthe efficiency of a nation is strengthened by and
strengthens the confidences and affections which hold together
the members of each economic group-the family, employers
and employees in the same business, citizens of the same
country; of the good and evil that are mingled in the
individual unselfishness and the class selfishness of pro-
fessional etiquette and of trade union customs; and of move-
ments by which our growing wealth and opportunities may
best be turned to account for the wellbeing of the present
and coming generations".

Caution is § 6. The economist needs imagination especially in
demanded
~y an . order that he may develop his ideals. But most of all he
~;;e:'~nneeds caution and reserve in order that his advocacy of
~~:tion ideals may not outrun his grasp of the future.
kn

otourI dg After many more generations have passed, our present
owe e • •

and the. ideals and methods may seem to belong to the mfancy,~~r:~rather than to the maturity of man. One definite advance has
;~~~ our already been made. We have learnt that everyone until
i~~ proved to be hopelessly weak or base is worthy of full

economic freedom: but we are not in a position to guess
confidently to what goal the advance thus begun will
ultimately lead. In the later Middle Ages a rough begin-
ning was made of the study of the industrial organism,
regarded as embracing all humanity. Each successive
generation has seen further growths of that organism; but
none has seen so large a growth as our own. The eagerness
with which it has been studied has grown with its growth; and
no parallel can be found in earlier times to the breadth and
variety of the efforts that have been made to comprehend
it. But the chief outcome of recent studies is to make us
recognize more fully, than could be done by any pre.vious
generation, how little we know of the causes by which

1 This Section is reproduced from a Plea fop th, erttJ4iott 0/111 eurrinllllm ira
_nomtc' and alSoctated branchu of polttical ,cillfll" addressed ~ tqe University
'"~Cambridge in 19('2, and conceded in the following year.
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progress is being fashioned, and how little we can forecast I, IV, 6.

the ultimate destiny of the industrial organism.
Some harsh employers and politicians, defending exclusive Popular

class privileges early in last century, found it convenient to =o~~~h~

claim the authority of political economy on their side; and ~f;ter
they often spoke of themselves as "economists." And even in foun~ersof

our own time, that title has been assumed by opponents of ~~DO~C8.

generous expenditure on the education of the masses of the
people, in spite of the fact that living economists with one
consent maintain that such expenditure is a true economy,
and that to refuse it is both wrong and bad business
from a national point of view. But Carlyle and Ruskin,
followed by many other writers who had no part in their
brilliant and ennobling poetical visions, have without
examination held the great economists responsible for say-
ings and deeds to which they were really averse; and in
consequence there has grown up a popular misconception of
their thoughts and character.

The fact is that nearly all the founders of modern
economics were men of gentle and sympathetio temper,
touched with the enthusiasm of humanity. They cared little
lor wealth for themselves; they cared much for its wide
diffusion among the masses of the people. They opposed
antisocial monopolies however powerful. In their several
generations they supported the movement against the class
legislation which denied to trade unions privileges that were
open to associations of employers; or they worked for a
remedy against the poison which the old Poor Law was
instilling into the hearts and homes of the agricultural
and other labourers; or they supported the factory acts,
in spite of the strenuous opposition of some politicians
and employers who claimed to speak in their name. They
were without exception devoted to the doctrine that the
wellbeing of the whole people should be the ultimate goal
of all private effort and all public policy. But they were
strong in courage and caution; they appeared cold, because
they would not assume the responsibility of advocating rapid
advances on untried paths, for the safety of which the only
guarantees offered were the confident hopes of men whose
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I, n', 6. imaginations were eager, but not steadied by knowledge nor
disciplined by hard thought.

Their caution was perhaps a little greater than necessary:
for the range of vision even of the great seers of that age
was in some respects narrower than is that of most educated
men in the present time; when, partly through the sugges-
tions of biological study, the influence of circumstances in
fashioning character is generally recognized as the dominant
fact in social science. Economists have accordingly now
learnt to take a larger and more hopeful view of the
possibilities of human progress. They have learnt to trust
that the human will, guided by careful thought, can so
modify circumstances as largely to modify character; and
thus to bring about new conditions of life still more favourable
to character; and therefore to the economic, as well as the
moral, wellbeing of the masses of the people. Now as ever it
is their duty to oppose all plausible short cuts to that great
end, which would sap the springs of energy and initiative.

nut it is The rights of property, as such, have not been venerated
still tme
that short by those master minds who have built up economic science;=:us: but the authority of the science has been wrongly assumed~=by some who have pushed the claims of vested rights to
cautious extreme and antisocial uses. It may be well therefore to
:e~ative. note that the tendency of careful economic study is to

base the rights of private property not on any abstract
principle, but on the observation that in the past they have
been inseparable from solid progress; and that therefore it
is the part of responsible men to proceed cautiously and
tentatively in abrogating or modifying even such rights as
may seem to be inappropriate to the ideal conditions of
social life.

Biology
has given
new hopes
as to the
future of
the human
race.



BOOK II.
SOME FUNDAMENTAL NOTIONS.

CHAPTER I.

INTRODUarORY.

§ 1. WE have seen that economics is, on the one side, II, I, 1.
a Science of Wealth; and, on the other, that part of the Economics

Social Science of man's action in society, which deals with ~e::ft1:as

his Efforts to satisfy his Wants, in so far as the efforts and BawtiSfyingd
ants an

wants are capable of being measured in terms of wealth, or as the
. 1 .. W h 11b . d result ofItS genera representative, s.e, money. e s a e oCCUplCEffo1't8.

during the greater part of this volume with these wants and
efforts; and with the causes by which the prices that measure
the wants are brought into equilibrium with those that
measure the efforts. For this purpose we shall have to study
in Book III. wealth in relation to the diversity of man's wants,
which it has to satisfy; and in Book IV. wealth in relation
to the diversity of man's efforts by which it is produced.

But in the present Book, we have to inquire which of But it

II h hi l' 18 best toate t ngs that are the resu t of man s efforts, and are make a

capable of satisfying man's wants, are to he counted as ~~~:~dy
Wealth; and into what groups or classes these are to he i~:J.altb
divided. For there is a compact group of terms connected
with Wealth itself, and with Capital, the study of each of
which throws light on the others; while the study of the
whole together is a direct continuation, and in some respects
a completion, of that inquiry as to the scope and methods
of economics on which we have just been engaged. And,
therefore, instead of taking what may seem the more natural

II. 4
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II, I, 2.

Principles
of classifl-
cation,

The diJli-
cuIties of
classifying
things
which are
changing
their
characters
and their
uses.

INTRODUCTORY

course of starting with an analysis of wants, and of wealth in
direct relation to them, it seems on the whole best to deal
with this group of terms at once.

In doing this we shall of course have to take Borne
account of the variety of wants and efforts; but we shall not
want to assume anything that is not obvious and a matter of
common knowledge. The real difficulty of our task lies in
another direction; being the result of the need under which
economics, alone among sciences, lies of making shift with a
few terms in common use to express a great number of
subtle distinctions.

§ 2. As Mill says! :-" The ends of scientific classification
are best answered when the objects are formed into groups
respecting which a greater number of general propositions
can be made, and those propositions more important, than
those which could be made respecting any other groups into
which the same things could be distributed." But we meet
at starting with the difficulty that those propositions which
are the most important in one stage of economic develop-
ment, are not unlikely to be among the least important in
another, if indeed they apply at all.

In this matter economists have much to learn from the
recent experiences of biology: and Darwin's profound discus-
sion of the question" throws a strong light on the difficulties
before us. He points out that those parts of the structure
which determine the habits of life and the general place of
each being in the economy of nature, are as a rule not those
which throw most light on its origin, but those which throw
least. The qualities which a breeder or a gardener notices
as eminently adapted to enable an animal or a plant to
thrive in its environment, are for that very reason likely to
have been developed in comparatively recent times. And in
like manner those properties of an economic institution
which play the most important part in fitting it for the
work which it has to do now, are for that very reason likely
to be in a great measure of recent growth.

Instances are found in many of the relations between

• Logic, Bk. IV. ch. VII. Par. 2.
I o..lgtn oj Speciu, ch. XIV.
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employer and employed, between middleman and producer, II, I, 3.

between bankers and their two classes of clients, those from
whom they borrow and those to whom they lend. The
substitution of the term "interest" for" usury" corresponds
to a general change in the character of loans, which has
given an entirely new key-note to our analysis and classifica-
tion of the different elements into which the cost of production
of a commodity may be resolved. Again, the general scheme
of division of labour into skilled and unskilled is undergoing
a gradual change; the scope of the term "rent" is being
broadened in some directions and narrowed in others; and
so on.

But on the other hand we must keep constantly in mind
the history of the terms which we use. For, to begin with,
this history is important for its own sake; and because it
throws side lights on the history of the economic develop-
ment of society. And further, even if the sole purpose of our
study of economics were to obtain knowledge that would
guide us in the attainment of immediate practical ends, we
should yet be bound to keep our use of terms as much 'as
possible in harmony with the traditions of the past; in order
that we might be quick to perceive the indirect hints and
the subtle and subdued warnings, which the experiences of
our ancestors offer for our instruction.

§ 3. Our task is difficult. In physical sciences indeed, In its use
h . . h f h' h . t of tenusW enever It ISseen t at a group 0 t mgs ave a certain se economics

of qualities in common, and will often be spoken of together, fc:~~as

they are formed into a class with a special name; and as soon c10sel
b
Y

I
as

POSSI e
as a new notion emerges, a new technical term is invented the practice
t . B' f 11 hi of every-o represent It. ut econonncs cannot venture to 0 ow t ISday life.

example. Its reasonings must be expressed in language
that is intelligible to the general public; it must therefore
endeavour to conform itself to the familiar terms of every-
day life, and so far as possible must use them as they are
commonly used.

In common use almost every word has many shades of But that 18

meaning, and therefore needs to be interpreted by the con-~~~=
text. And, as Bagehot has pointed out, even the most
formal writers on economic science are compelled to follow

4-2
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II, I,3. this course; for otherwise they would not have enough words
at their disposal. But unfortunately they do not always
avow that they are taking this freedom; sometimes perhaps
they are scarcely even aware of the fact themselves. The
bold and rigid definitions, with which their expositions of
the science begin, lull the reader into a false security. Not
being warned that he must often look to the context for a
special interpretation clause, he ascribes to what he reads
a meaning different from that which the writers had in
their own minds; and perhaps misrepresents them and
accuses them of folly of which they had not been guilty",

definite. Again, most of the chief distinctions marked by economic
terms are differences not of kind but of degree. At first
sight they appear to be differences of kind, and to have
sharp outlines which can be clearly marked out; but a more
careful study has shown that there is no real breach of
continuity. It is a remarkable fact that the progress of
economics has discovered hardly any new real differences in
kind, while it is continually resolving apparent differences in
kind into differences in degree. We shall meet with many
instances of the evil that may be done by attempting to
draw broad, hard and fast lines of division, and to formulate
definite propositions with regard to differences between things
which nature has not separated by any such lines.

1 We ought "to write more as we do in common life, where the context is a
sort of unexpressed 'interpretation clause'; only as in Political Economy we bave
more difficuU things to speak of than in ordinary conversation, we must take
more care, give more warning of any change; and at times write out 'the inter-
pretation clause' for that page or discussion lest there should be any mistake.
I know that this is difficult and delicate work; and all that I have to say in
defence of it is that in practice it is safer than the competing pIan of inflexible
definitions. Anyone who tries to express various meanings on complex things
with a scanty vocabulary of fastened senses, will find that his style grows cum-
brous without being accurate, that he has to use long periphrases for common
thoughts, and that after all he does not come out right, for he is half the time
faIling back into the senses which fit the case in hand best, and these are some-
times one, sometimes another, and almost always different from his 'bard and
fast' sense. In such discussions we should learn to vary our definitions as we
want, just as we say 'let z, y, e, mean' now this, and now that, in dIfferent prob-
lems; and this, though they do not always avow it, is really the practice of the
clearest and most effective writers." (Bagehot's Postulatu of &gliah Political
EC01IMnY,pp. 78, 9.) Cairnes also (Logical MetJwd of Polttical Ecotwmy, Lect. VL)
combats" the assumption that the attnbute on whicll a definition turns ought to
be one which does not admit of degrees"; and argues that" to admit of degrees is
the character of all natural facts."
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§ 4. We must then analyze carefully the real character- II, J, 4.

istics of the various things with which we have to deal; and Itis-;;;;;;es-

we shall thus generally find that there is some use of each :'lio~at

term which has distinctly greater claims than any other to ShlOulldbe
• • c ear y

be called Its leading use, on the ground that it represents a defined,
disti . h t i . f h f d but notstinction t a ISmore Important or t e purposes 0 mo ern that the

science than any other that is in harmony with ordinary ~~;
usage. This may be laid down as the meaning to be given s!,~uld.dbe

rig'
to the term whenever nothing to the contrary is stated or
implied by the context. When the term is wanted to be
used in any other sense, whether broader or narrower, the
change must be indicated.

Even among the most careful thinkers there will always
remain differences of opinion as to the exact places in which
some at least of the lines of definition should be drawn. The
questions at issue must in general be solved by judgments as
to the practical convenience of different courses; and such
judgments cannot always be established or overthrown by
scientific reasoning: there must remain a margin of debatable
ground. But there is no such margin in the analysis itself:
if two people differ with regard to that, they cannot both be
right. And the progress of the science may be expected
gradually to establish this analysis on an impregnable basis'.

• When it is wanted to narrow the meaning of a term (that is, in logical lan-
guage, to diminish its extension by increasing its intension), a quahfying adjective
will generally suffice, but a change in the opposite direction cannot as a rule he
so sunply made. Contests as to definitions are often of this kind :-..4. and Bare
qualiues common to a great number of things, many of these things have in
addition the quality 0, and again many the quahty D, whilst some have both °
and D. It may then be argued that on the whole .t will be best to define a term
so 1\8 to include all things which have the qualities ..4. and B, or only those
which have the quabties 4, B, 0, or only those which have the quahties a, B. D;
or only those which have ..4., B, C, D. The decision between these various
courses must rest on considerations of practical convenience, and is a matter
of far less importance than a careful study of the qualities ..4., D, 0, D, and of
their mutual relations. But unlortunately this study has occupied a much smaller
space in English economics than controversies as to definitions; which have
indeed occasionally led indirectly to the discovery of scientific truth, but always
by roundabout routes, and with much waste of time and labour.
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CHAPTER II.

WEALTH.

§ 1. ALL wealth consists of desirable things; that is,
things which satisfy human wants directly or indirectly: but
not all desirable things are reckoned as wealth. The affec-
tion of friends, for instance, is an important element of
wellbeing, but it is not reckoned as wealth, except by a
poetic licence. Let us then begin by classifying desirable
things, and then consider which of them should be accounted
as elements of wealth.

In the absence of any short term in common use to
represent all desirable things, or things that satisfy human
wants, we may use the term Goods for that purpose.

Desirable things or goods are Material, or Personal and
Immaterial. Material goods consist of useful material
things, and of all rights to hold, or use, or derive benefits
from material things, or to receive them at a future time.
Thus they include the physical gifts of nature, land and
water, air and climate; the products of agriculture, mining,
fishing, and manufacture; buildings, machinery, and imple-
ments; mortgages and other bonds; shares in public and
private companies, all kinds of monopolies, patent-rights,
copyrights; also rights of way and other rights of usage.
Lastly, opportunities of travel, access to good scenery.
museums, etc. are the embodiment of material facilities,
external toa man; though the faculty of appreciating them
is internal and personal.

A man's non-material goods fall into two classes. One
consists of his own qualities and faculties for action and for
enjoyment; such for instance as business ability, professional
skill, or the faculty of deriving recreation from reading or
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music. All these lie within himself and are called internal. II, IT, 1.

The second class are called euernol because they consist of
relations beneficial to him with other people. Such, for
instance, were the labour dues and personal services of
various kinds which the ruling classes used to require from
their serfs and other dependents. But these have passed
away; and the chief instances of such relations beneficial to
their owner now-a-days are to be found in the good will and
business connection of traders and professional menlo

Again, goods may be transferable or non-transferable. Transfer-

A h 1 b 1 d '1· . d able andmong t e atter are to e c asse a person s qua ities an non-trans-

faculties for action and enjoyment (i.e. his internal goods); ~e;o7:_e
also such part of his business connection as depends on
personal trust in him and cannot be transferred, as part
of his vendible good will; also the advantages of climate,
light, air, and his privileges of citizenship and rights and
opportunities of making use of public property I.

Those goods are free, which are not appropriated and Fm goiHU.

are afforded by Nature without requiring the effort of man.
The land in its original state was a free gift of nature. But
in settled countries it is not a free good from the point of
view of the individual. Wood is still free in some Brazilian
forests. The fish of the sea are free generally: but some
sea fisheries are jealously guarded for the exclusive use of
members of a certain nation, and may be classed as national

1 For, in the words in which Hermann begins his masterly analysis of wealth,
..Some Goods are int-m, others eztemal, to the individual. An internal good is
that which he finds in himself given to him by nature, or which he educates in
himself by his own free action, such 6S muscular strength, health, mental attain-
ments. Everything that the outer world offers for the satisfaction of his want.~ is an
external good to him."

• The above classification of goods may be expressed thus:-

{ f material i transferable
te I non-transferableex rna

Goods are l rsonal transferable
pe non-transferable

internal-personal-non-transferable_

Another arrangement is more convenient for some purposes:-

{

. { transferable
matenal-external non-transferable

Goods are external transferable
personal { { non-transferable

intemal-non-~nsferable.
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II, II, 2. property. Oyster beds that have been planted by man are
not free in any sense; those that have grown naturally are
free in every sense if they are not appropriated; if they are
private property they are still free gifts from the point of
view of the nation. But, since the nation has allowed ita
rights in them to become vested in private persons, they are
not free from the point of view of the individual; and the
same is true of private rights of fishing in rivers. Bnt wheat
grown on free land and the fish that have been landed from
free fisheries are not free: for they have been acquired by
labour.

§ 2. We may now pass to the question which classes of a
man's goods are to be reckoned as part of his wealth. The
question is one as to which there is some difference of opinion,
but the balance of argument as well as of authority seems
clearly to incline in favour of the following answer:-

When a man's wealth is spoken of simply, and without
any interpretation clause in the context, it is to be taken to
be his stock of two classes of goods.

In the first class are those material goods to which he
has (by law or custom) private rights of property, and
which are therefore transferable and exchangeable. These
it will be remembered include not only such things as land
and houses, furniture and machinery, and other material
things which may be in his single private ownership, bnt also
any shares in public companies, debenture bonds, mortgages
and other obligations which he may hold requiring others to
pay money or goods to him. On the other hand, the debts
which he owes to others may be regarded as negative wealth;
and they must be subtracted from his gross possessions before
his trne net wealth can be found.

Services and other goods, which pass out of existence in
the same instant that they come into it, are, of course, not
part of the stock of wealth.'.

and such In the second class are those immaterial goods which
immaterial b I hi I hi d "external e ong to im, are extema to nn, an serve directly as

1 That part of the value of the share in a trading company which is due to the
personal reputation and connection of those who conduct its affairs ought properly
to come under the next head as external personal goods. But this point is not of
much practical importance.

A person's
wealth

is his stock
of two
classes of
goods,

material
goods,
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the means of enabling him to acquire material goods. Thus II, n, 3.

it excludes all his own personal qualities and faculties, even goods as

those which enable him to earn his living; because they are ~eol:tn

Internal. And it excludes his personal friendships, in so far ma~al

as they have no direct business value. But it includes his goo .

business and professional connections, the organization of
his business, and-where such things exist-his property in
slaves, in labour dues, etc.

This use of the term Wealth is in harmony with the The two

f din Iif d t th .. . 1 d classesusage 0 or ary e: an ,a e same time, It me u es to!;ether

those goods, and only those, which come clearly within the ~~!'!:!~te
scope of economic science, as defined in Book I.; and which goolU.

may therefore be called economic qood«. For it includes all
those things, external to a man, which (i) belong to him,
and do not belong equally to his neighbours, and therefore
are distinctly his; and which (ii) are directly capable of a
money measure,-a measure that represents on the one side
the efforts and sacrifices by which they have been called into
existence, and, on the other, the wants which they satisfy",

§ 3. A broader view of wealth may indeed be taken for A broader

somepurposes; but then recourse must be had to a special in- u:: ~rm

terpretation clause, to prevent confusion. Thus, for instance, :o~~~~es
the carpenter's skill is as direct a means of enabling him to required.

satisfy other people's material wants, and therefore indirectly
his own, as are the tools in his work-basket; and perhaps
it may be convenient to have a term which will include
it as part of wealth in a broader use. Pursuing the lines
indicated by Adam Smith", and followed by most continental

1 It is not implied that the owner of transferable goods, if he transferred
them, could always realize the whole money value, which they have for him.
A well·fitting coat, for instance, may be worth the price charged for it by an
expensive tailor to its owner, because he wants it and cannot get It made for less:
but he could not sell it for half that sum. The successful financier who has spent
£50,000 On having a house and grounds made to suit his own special fancy, IS
from one point of view nght in reckoning them in the inventory of his property at
their cost price: but, should he fail, they will not form an asset to his creditors of
anything hke that value.

And in the same way from one point of view we may count the business con-
nection of the sohcitor or physician, the merchant or the manufacturer, at the full
eqwvalent of the income he would lose if he were deprived of it; whde yet we
must recognize that its exchange value, i.e. the value which he could get for it by
selhng It, is much less than that.

I Camp. Wtalth of Natiotu, Bk. II. ch. IL
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WEALTH

economists, we may define personal wealth so as to include
all those energies, faculties, and habits which directly con-
tribute to making people industrially efficient; together with
those business connections and associations of any kind, which
we have already reckoned as part of wealth in the narrower
use of the term. Industrial faculties have a further claim
to be regarded as economic in the fact that their value is as
a rule capable of some sort of indirect measurement-.

The question whether it is ever worth while to speak of
them as wealth is merely one of convenience, though it has
been much discussed as if it were one of principle.

Confusion would certainly be caused by using the term
" wealth" by itself when we desire to include a person's
industrial qualities. "Wealth" simply should always mean
external wealth only. But little harm, and some good seems
likely to arise from the occasional use of the phrase" material
and personal wealth."

§ 4. But we still have to take account of those material
goods which are common to him with his neighbours; and
which therefore it would be a needless trouble to mention
when comparing his wealth with theirs; though they may be
important for some purposes, and especially for comparisons
between the economic conditions of distant places or distant
times.

These goods consist of the benefits which he derives
from living in a certain place at a certain time, and being a
member of a certain state or community; they include civil
and military security, and the right and opportunity to make
use of public property and institutions of all kinds, such
as roads, gaslight, etc., and rights to justice or to a free
education. The townsman and the countryman have each of
them for nothing many advantages which the other either
cannot get at all, or can get only at great expense. Other
things being equal, one person has more real wealth in its
broadest sense than another, if the place in which the former
lives has a better climate, better roads, better water, more

1 "The bodies of men are without doubt the most valuable treasure of a
country," Aid Davenant in the seventeenth century; and similar phrases have been
common whenever the trend of political development baa made men anxious that
the population should increa.se fast
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wholesome drainage; and again better newspapers, books, II, n, 5.

and places of amusement and instruction. House-room,
food and clothing, which would be insufficient in a cold
climate, may be abundant in a warm climate: on the other
hand, that warmth which lessens men's physical needs, and
makes them rich with but a slight provision of material
wealth, makes them poor in the energy that procures
wealth.

Many of these things are collective goods; i,e. goods Collective

which are not in private ownership. And this brings us to goods.

consider wealth from the social, as opposed to the individual
point of view.

§ 5. Let us then look at those elements of the wealth of In a broad

a nation which are commonly ignored when estimating the ~~~~~~l

wealth of the individuals composing it. The most obvious wealth

forms of such wealth are public material property of all kinds,
such as roads and canals, buildings and parks, gasworks and
waterworks; though unfortunately many of them have been
secured not by public savings, but by public borrowings, and
there is the heavy "negative" wealth of a large debt to be
set against them.

But the Thames has added more to the wealth of England account

than all its canals, and perhaps even than all its railroads. :~~ ~
And though the Thames is a free gift of nature (except in so :Hrods

far as its navigation has been improved), while the canal is
the work of man, yet we ought for many purposes to reckon
the Thames a part of England's wealth.

German economists often lay stress on the non-material theorgani-
I ts f . I I h d·· . h d hi . zation ofe emen 0 nations wea t ; an It IS ng t to 0 t s III society or

some problems relating to national wealth, hut not in all. the State.

Scientific knowledge indeed, wherever discovered, soon be-
comes the property of the whole civilized world, and may be
considered as cosmopolitan rather than as specially national
wealth. The same is true of mechanical inventions and of
many other improvements in the arts of production; and it
is true of music. But those kinds of literature which lose
their force by translation, may be regarded as in a special
sense the wealth of those nations in whose language they are
written. And the organization of a free and well-ordered
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II, n,5. State is to be regarded for some purposes as an important
element of national wealth.

But national wealth includes the individual as well as
the collective property of its members. And in estimating
the aggregate sum of their individual wealth, we may save
some trouble by omitting all debts and other obligations due

Debts to one member of a nation from another. For instance, so
from one
member of far as the English national debt and the bonds of an English:n~~~~:to railway are owned within the nation, we can adopt the
may bed simple plan of counting the railway itself as part of the
onutte .

national wealth, and neglecting railway and government
bonds altogether. But we still have to deduct for those
bonds etc. issued by the English Government or by private
Englishmen, and held by foreigners; and to add for those
foreign bonds etc. held by Englishmen',

1 The value of a business may be to some extent due to its having a monopoly,
either a complete monopoly, secured perhaps by a patent; or a partial monopoly,
owing to its wares being better known than others which are really equally good;
and in so far as this is the case the business does not add to the real wealth of
the nation. If the monopoly were broken down, the diminution of national wealth
due to the disappearance of its value would generally be more than made up,
partly by the increased value of rival businesses, and partly by the increased
purchasing power of the money representing the wealth of other members of the
commumty. (It should, however, be added that in some exceptional cases, the
price of a commodity may be lowered in consequence of its production being
monopolized: but such cases are very rare, and may be neglected for the
present.)

Agam, business connections and trade reputations add to the national wealth,
only in so far as they bring purchasers into relation with those' producers who
will meet their real wants most fully for a given price; or in other words. only
in so far as they increase the extent to which the efforts of the community as a
whole meet the wants of the community as a whole. Nevertheless when we are
estimating national wealth, not directly but indirectly as the aggregate of indio
vidual wealth, we must allow for these businesses at their full value, even though
this partly consists of a monopoly which is not used for the public benefit. For
the injury they do to rival producers was allowed for in counting up the values
of the businesses of those rivals; and the injury done to consumers by raising the
price of the produce, which they buy, was allowed for in reckoning the purchasing
power of their means, so far as this particular commodity is concerned.

A special case of this is the organization of credit. It incre.ases the efficiency
of production in the country, and thus adds to national wealth. And the power
of obtaining credit is II valuable asset to any individual trader. If, however, any
accident should drive him out of business, the injury to national wealth is some-
thing less than the whole value of that asset; because some part at least of the
business, which he would have done, will now be done by others WIth the aid of
some part at least of the capital which he would have borrowed.

There are similar difficulties as to how far money is to be reckoned as part of
national wealth; but to treAt them thoroughly would require us to anticipate a
good deal of the theory of money.
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Cosmopolitan wealth differs from national wealth much as II, rr, 6.
that differs from individual wealth. In reckoning it, debts co~
due from members of one nation to those of another may ~~~~
conveniently be omitted from both sides of the account.
Again, just as rivers are important elements of national
wealth, the ocean is one of the most valuable properties of
the world. The notion of cosmopolitan wealth is indeed
nothing more than that of national wealth extended over the
whole area of the globe.

Individual and national rights to wealth rest on the Tbe

basis of civil and international law, or at least of custom that ~~i~l

has the force of law. An exhaustive investigation of the ~~~h~

economic conditions of any time and place requires therefore
an inquiry into law and custom; and economics owes much to
those who have worked in this direction. But its boundaries
are already wide; and the historical and juridical bases of
the conceptions of property are vast subjects which may best
be discussed in separate treatises.

§ 6. The notion of Value is intimately connected with Value.

that of Wealth; and a little may be said about it here. r:k~~~ro.
.. II"The word value" says Adam Smith "has two different VISIona yto repre-

meanings, and sometimes expresses the utility of some sent 1
genera

particular object and sometimes the power of purchasing purchasing

other goods which the possession of that object conveys." power.

But experience has shown that it is not well to use the word
in the former sense.

The value, that is the exchange value, of one thing in
terms of another at any place and time, is the amount of that
second thing which can be got there and then in exchange
for the first. Thus the term value is relative, and expresses j,

the relation between two things at a particular place and J

time.
Civilized countries generally adopt gold or silver or both

as money. Instead of expressing the values of lead and tin,
and wood, and corn and other things in terms of one another,
Weexpress them in terms of money in the first instance; and 'y
call the value of each thing thus expressed its price. If we
know that a ton of lead will exchange for fifteen sovereigns
at any place and time, while a ton of tin will exchange for
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II, n, 6. ninety sovereigns, we say that their prices then and there are
£15 and £90 respectively, and we know that the value of a
ton of tin in terms of lead is six tons then and there.

The price of every thing rises and falls from time to
time and place to place; and with every such change the
purchasing power of money changes so far as that thing goes.
If the purchasing power of money rises with regard to some
things, and at the same time falls equally with regard to
equally important things, its general purchasing power (or
its power of purchasing things in general) has remained
stationary. This phrase conceals some difficulties, which we
must study later on. But meanwhile we may take it in its
popular sense, which is sufficiently clear; and we may

Y throughout this volume neglect possible changes in the general
purchasing power of money. Thus the price of anything will
be taken as representative of its exchange value relatively to
things in general, or in other words as representative of its
general purchasing power-.

But if inventions have increased man's power over nature
very much, then the real value of money is better measured
for some purposes in labour than in commodities. This
difficulty however will not much affect our work in the
present volume, which is only a study of the "Foundations"
of economics.

1 As Coumot points out (PNnciptl Mathbnatiquu de la Theone dtl Rleh_tl,
ch. II.), we g~t the same sort of convenience from assuming the existence of II

standard of uniform purchasing power by which to measure value, that astronomers
do by assuming that there is II "mean .sun " which crosses the meridian lit
uniform intervals, so that the clock can keep pace with it; whereas the actual
sun crosses the meridian sometimes before and sometimes after noon as shown
by the clock.



CHAPTER III.

PRODUCTION. CONSUMPTION. LABOUR. NECESSARIES.

§ 1. MANcannot create material things. In the mental II, III, 1.

and moral world indeed he may produce new ideas; but Man-

when he is said to produce material things, he really only c~~~~~e

producesutilities; or in other words, his efforts and sacrifices ~atter.
ult J h . h f f but onlyres t ill c angmg t e orm or arrangement 0 matter to utalities

adapt it better for the satisfaction of wants. All that he ~~~t~r.

can do in the physical world is either to readjust matter so
as to make it more useful, as when he makes a log of wood
into a table; or to put it in the way of being made more
useful by nature, as when he puts seed where the forces of
nature will make it burst out into Iife'.

It is sometimes said that traders do not produce: that The trader

while the cabinet-maker produces furniture, the furniture- ~tilidU:S
dealer merely sells what is already produced. But there is
no scientific foundation for this distinction. They both
produce utilities, and neither of them can do more: the
furniture-dealer moves and rearranges matter so as to
make it more serviceable than it was before, and the car-
penter does nothing more. The sailor or the railway-man
who carries coal above ground produces it, just as much
as the miner who carries it underground; the dealer in fish
helpsto move on fish from where it is of comparatively little
use to where it is of greater use, and the fisherman does no
more. It is true that there are often more traders than are
necessary; and that, whenever that is the case, there is a

1 Bacon. N_ ~ IT., say& "Ad opera nil aJiud potest homo quam ut
COrpora natlll'1Uia admoveat et amoveat, reliqua natura intU8 agit" (quoted by
Bonar, PlIiloaoph1l CJn4 Political Ecooomll, p. 249).
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waste. But there is also waste if there are two men to a
plough which can be well worked by one man; in both cases
all those who are at work produce, though they may produce
but little. Some writers have revived the medieeval attacks
on trade on the ground that it does not produce. But they
have not aimed at the right mark. They should have
attacked the imperfect organization of trade, particularly
of retail trade",

Consumption may be regarded as negative production.
Just "asman can produce only utilities, 80 he can consume
nothing more. He can produce services and other imma-
terial products, and he can consume them. But as his
production of material products is really nothing more than
a rearrangement of matter which gives it new utilities; so
his consumption of them is nothing more than a disarrange-
ment of matter, which diminishes or destroys its utilities.
Often indeed when he is said to consume things, he does
nothing more than to hold them for his use, while, as
Senior says, they" are destroyed by those numerous gradual
agents which we call collectively time2." Aa the" producer"
of wheat is he who puts seed where nature will make it
grow, so the" consumer" of pictures, of curtains, and even
of a house or a yacht does little to wear them out himself;
but he uses them while time wastes them.

Another distinction to which some prominence has been
given, but which is vague and perhaps not of much practical
use, is that between consumers' goods (called also consumption
goods, or again goods oj the first order), such as food, clothes,
etc., which satisfy wants directly on the one hand; and, on
the other hand, producers' goods (called also production
goods, or again instrumental, or again intermediate goods),
such as ploughs and looms and raw cotton, which satisfy
wants indirectly by contributing towards the production of
the first class of goods".

1 Production, in the narrow sense, changes the form and nature of products.
Trade and transport change their external relations.

• Poiitieal Economy, p. 54. Senior would like to substitute the verb" to use"
for the verb "t~ consume."

• Thus flour to be made into a cake when already in the house of the consumer,
is treated by some as a consumers' good; while not only the flour, but the cake
Itself is treated as a producers' good when in the hand of the confecnoner-
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§2. All labour is directed towards producing some effect. n, UI, 2.

For though some exertions are taken merely for their own Nearly all

sake, as when a game is played for amusement, they are not !~:~e~

counted as labour. We may define labour as any exertion~uctive.

of mind or body undergone partly or wholly with a view to

some good other than the pleasure derived directly from the

work". And if we had to make a fresh start it would be

best to regard all labour as productive except that which

failed to promote the aim towards which it was directed,

and so produced no utility. But in all the many changes

which the meaning of the word" productive" has undergone,

it has had special reference to stored-up wealth, to the

comparative neglect and sometimes even to the exclusion

of immediate and transitory enjoyments: and an almost

unbroken tradition compels us to regard the central notion

Carl Menger (Volkswirthschaftslehrt, ch. I. § 2) says bread belongs to the first
order, flour to the second, a flour mill to the third order and so on. It appears
that if a railway train carries people on a pleasure excursion, also some tma of
biscuits, and milling machinery and some machinery that is used for making
milling machinery; then the train is at one and the same time a good of the first,
second, third and fourth orders.

1 This is Jevons' definition (Thtory of Political Economy, ch, v.), except
that he includes only painful exertions. But he himself points out how painful
idleness often is. Most people work more than tht'y would if they considered
only the direct pleasure resulting from the work; but in a healthy state, pleasure
predommates over pain in a great part even of the work that is done for hire.
Of course the definition is elastic; an agricultural labourer working in his
garden in the evening thinks chiefly of the fruit of his labours; a mechanic
returning home after a day of sedentary toll finds positive pleasure in his garden
work, but he too cares a good deal about the fl'l1!t of his labour; while a nch
man working in like manner, though he may take a pride in doing it well, will
probably care little for any pecuniary saving that he effects by it.

S Thus the Mercantihsts who regarded the precious metals, partly because
they were imperishable, as wealth in a fuller sense than anything else, regarded
as unproductave or .. sterile" all labour that was not directed to producing goods
for exportation in exchange for gold and silver. The Physiocrats thought
all labour sterile which consumed an equal value to that which it produced;
and regarded the a"ariculturist as the only productive worker, because his labour
alone (as they thought) left behind it a net surplus of stored-up wealth. Adam
Smith softened down the Physiocratic defimtion; but still he considered that
agncultural labour was more productive than any other. HIS followers discarded
tlus distinction; but they have generally adhered, though with many differences
m points of detail, to the notion that productave labour IS that whIch tends to
mcrease accumulated wealth; a notion which is unplied rather than stated in the
celebrated chapter of The WtaUh of Nations which bears the trtle, "On the
AccumulatIon of Capital, or on Productive and Unproductive Labour." (Comp.
Travers Twiss, Progrus of Poluical Economy, Sect. VI., and the discussions on
the word Productive in J. S. Mill's Essays, and in his Prinaplu of Polittcal
Economy.)

6
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II.m, 2. of the word as relating to the provision for the wants of the
But that future rather than those of the present. It is true that all
~:!~ wholesome enjoyments, whether luxurious or not, are legiti-
said.~be mate ends of action both public and private; and it is true
speciauy h h' I Tuxuri ffd ..productive t at t e enjoyment 0 uxunes a or s an incentive to
which . d . B if thprovides exertion, an promotes progress in many ways. ut 1 e
~!:~eOf efficiency and energy of industry are the same, the true
thtehfuture interest of a country is generally advanced by the subordina-ra er
than the tion of the desire for transient luxuries to the attainment of
present. those more solid and lasting resources which will assist

industry in its future work, and will in various ways tend
to make life larger. This general idea has been in solution,
as it were, in all stages of economic theory; and has been
precipitated by different writers into various hard and fast
distinctions by which certain trades have been marked off as
productive and certain others as unproductive.

The work For instance, many writers even of recent times have
~~,:~s~c adhered to Adam Smith's plan of classing domestic servants~~:un~.as unproductive. There is doubtless in many large houses
productive. a superabundance of servants, some of whose energies might

with advantage to the community be transferred to other
uses: but the same is true of the greater part of those who
earn their livelihood by distilling whisky; and yet no econo-
mist has proposed to call them unproductive. There is
no distinction in character between the work of the baker
who provides bread for a family, and that of the cook who
boils potatoes. If the baker should be a confectioner, or
fancy baker, it is probable that he spends at least as much
of his time as the domestic cook does, on labour that is
unproductive in the popular sense of providing unnecessary
enjoyments.

Provisional Whenever we use the word Productive by itself, it is to
definition b d d d . if k if od .o!produc- e un erstoo to mean pro uctwe 0 t e means 0 pr uctwn,
tne. and of durable sources of enjoyment. But it is a slippery

term. and should not be used where precision is needed",
1 Among the means of production are included the necessaries of labour but

not ephemeral luxuries; and the maker of ices is thus classed as unproductive
whether he is working for a pastry-cook, or as a private servant in a country house.
But a bricklayer engaged in building a theatre is classed as productive. No doubt
the division between permanent and ephemeral sources of enjoyment is vague
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If ever we want to use it in a different sense, we must II, rrr,3.
say so: for instance we may speak of labour as productive of
necessaries, etc.

Productive consumption, when employed as a technical Productwe

term, is commonly defined as the use of wealth in the ~::.ump-
production of further wealth; and it should properly include
not all the consumption of productive workers, but only that
which is necessary for their efficiency. The term may per-
haps be useful in studies of the accumulation of material
wealth. But it is apt to mislead. For consumption is the
end of production; and all wholesome consumption is pro-
ductive of benefits, many of the most worthy of which do
not directly contribute to the production of material wealth".

§ 3. This brings us to consider the term Necessaries. N~es.
I . disti . h . f t d sarles aret IS common to stinguis necessaries, com or s, an things

luxuries; the first class including all things required to :~~c~u,~t
meet wants which must be satisfied, while the latter consist m~lfibed.

satis e
of things that meet wants of a less urgent character. But But this.
h . here i bl b' . Wh account 18ere again t ere IS a trou esome am iguity, en we say ambiguous.

that a want must be satisfied, what are the consequences
which we have in view if it is not satisfied 1 Do they
and unsubstantial But this difficulty exists in the nature of things and cannot be
completely evaded by any device 01 words. We can speak of an mcrease of tall
men relatively to short, without deciding whether all those above five feet mne
inches are to be classed as tall, or only those above live feet ten. And we can
speak of the increase of productive labour at the expense of unproductive without
fixing 011 any rigid, and therefore arbitrary line of division between them. ICsuch
an artLficiaIline is required for any particular purpose, it must be drawn explicitly
for the occasion. But in fact such occasions seldom or never occur.

1 All the distinctions in which the word Productive is used are very thin and
have a certain air of unreality. It would hardly be worth while to introduce them
now. but they have a long history; and it is probably better that they should
dwmdJe gradually out 01 use, rather than be suddenly discarded.

The attempt to draw a hard and fast line of distinction wbere there is no
....al dlSContinnity in nature has often done more mischief, but hS\S perhaps
never led to more quaint results, than in the rigid definitions which have been
sometimes given of this term Productive. Some of them for instance lead to
the conclusion that a singer in an opera is unproductive, that the printer of the
tickets of admission to the opera is productive; while the usher who shows
people to their places is unproductive, unless he happens to sell programmes, and
then be is productive. Senior points out that .. a cook is not said to make roast
meat but to drt., it; but he is said to make a pudding .••• A tailor is said to make
cloth into a coat, a dyer is not said to mak« undyed cloth into dyed cloth. The
change produced by the dyer is perhaps greater than that produced by the tailor,
but the eloth in passing through the tailor's hands changes its name; in passing
through the dyer's it does not: the dyer has not produced a flew namt, nor
consequently a new tAing." Pol. Econ. pp. 51, 2.

6-2



68
lI,m, 3.

The tenn
Neces-
sarles is
elhptical,

Neeu-
.ane. for
existence
and for
efficiency.

rnODUCl'ION. CONSUMPl'ION. LABOUR. NECESSARIES

include death 1 Or do they extend only to the loss of
strength and vigour! In other words, are necessaries the
things which are necessary for life, or those which are
necessary for efficiency1 .

The term Necessaries, like the term Productive, has been
used elliptically, the subject to which it refers being left to
be supplied by the reader; and since the implied subject has
varied, the reader has often supplied one which the writer
did not intend, and thus misunderstood his drift. In this,
as in the preceding case, the chief source of confusion can be
removed by supplying explicitly in every critical place that
which the reader is intended to understand.

The older use of the term Necessaries was limited to
those things which were sufficient to enable the labourers,
taken one with another, to support themselves and their
families. Adam Smith and the more careful of his followers
observed indeed variations in the standard of comfort and
" decency": and they recognized that differences of climate
and differences of custom make things necessary in some
cases, which are superfluous in others'. But Adam Smith was
influenced by reasonings of the Physiocrats: they were based
on the condition of the French people in the eighteenth century,
most of whom had no notion of any necessaries beyond those
which were required for mere existence. In happier times,
however, a more careful analysis has made it evident that there
is for each rank of industry, at any time and place, a more or
less clearly defined income which is necessary for merely
sustaining its members; while there is another and larger
income which is necessary for keeping it in full efficiency",

1 Compare Carver, Principles of Political ECOflOfnY, p. 474; which called my
attention to Adam Smith's observation that customary decencies are in effect
necessaries.

I Thus in the South of England population bas increased during the last hundred
years at a fair rate, allowance being made for migration. But the efficiency of
labour, which in earlier times was as high as that in the North of England, has
sunk relatively to the North; so that the low-waged labour of the South is often
dearer than the more highly-paid labour of the North. We cannot thus say
whether the labourers in the South have been supplied With necessaries, unless
we know in which of these two senses the word is used. They have had the bare
necessaries for existence and the increase of numbers but apparently they have
not had the necessaries for efficiency. It must however be remembered that the
strongest labourers in the South have constantly migrated to the North; and that
the energies of those in the North have been raised by their larger share of
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It may be true that the wages of any industrial class II, OI, 4.

might have sufficed to maintain a higher efficiency, if they Account
had been spent with perfect wisdom. But every estimate of ~ke~be

necessaries must be relative to a given place and time; and of thdi~ti.con ons
unless there be a special interpretation clause to the contrary, ofEJa.ce
it may be assumed that the wages will be spent with just:d ~~e
that amount of wisdom, forethought, and unselfishness, which ~~~ of
prevails in fact among the industrial class under discussion.
With this understanding we may say that the income of any
class in the ranks of industry is below its necessary level, Necu-

when any increase in their income would in the course of sanes.

time produce a more than proportionate increase in their
efficiency. Consumption may be economized by a change of
habits, but any stinting of necessaries is wastefuP.

§ 4. Some detailed study of the necessaries for efficiency Illustra-

of different classes of workers will have to be made, when we ~!:;.n~~f
come to inquire into the causes that determine the supply of ~~:m
efficient labour. But it will serve to give some definiteness
to our ideas, if we consider here what are the necessaries for
the efficiency of an ordinary agricultural or of an unskilled
town labourer and his family, in England, in this generation.
They may be said to consist of a well-drained dwelling with
several rooms, warm clothing, with some changes of under-
clothing, pure water, a plentiful supply of cereal food, with a
moderate allowance of meat and milk, and a little tea, etc.,
some education and some recreation, and lastly, sufficient
freedom for his wife from other work to enable her to
perform properly her maternal and her household duties.
If in any district unskilled labour is deprived of any of these

economicfreedomand of the hope of rising to a higherposition. See Mackay
m Charity Organizatum J01t1'1lal, Feb.189!.

1 If weconsideredan individualof exceptional abilitiesweshouldhave to take
accountof the fact that there is not likelyto be the sameclosecorrespondence
betweenthe real valueof his workfor the communityand the incomewhichhe
earnsby it, that there is in the caseof an ordinarymemberof anyindustrialclass.
Andweshouldhave to say that all his consumptionis strictlyproductiveand
necessary,so longas by cuttingoil any part of it he woulddiminishhis efficiency
by an amountthat is of morereal valueto himor the rest of the worldthan he
savedfromhisconsumption.If a Nowtonora Watt couldhaveaddeda hundredth
part to his efficiencyby doublinghis personalexpenditure,the increasein hIS
consumption wouldhavebeentruly productive.As weshallsee later on, such a
case is analogousto additionalcultivationof rich land that bears a highrent: it
maybe profitable thoughthe return to it is lessthan in proportionto theprevious
outlay.
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II, In, 4. things, its efficiency will suffer in the same way as that of a
There is horse that is not properly tended, or a steam-engine that has=~ an inadequate supply of coals. All consumption up to this
:=es limit is strictly productive consumption: any stinting of this
less than is consumption is not economical, but wasteful.
C~· In addition, perhaps, some consumption of alcohol and
:!arit,. tobacco, and some indulgence in fashionable dress are in

many places so habitual, that they may be said to be
conventionally necessary, since in order to obtain them the
average man and woman will sacrifice some things which
are necessary for efficiency. Their wages are therefore less
than are practically necessary for efficiency, unless they pro-
vide not only for what is strictly necessary consumption, but
include also a certain amount of conventional necesearies",

The consumption of conventional necessaries by produc-
tive workers is commonly classed as productive consumption;
but strictly speaking it ought not to be; and in critical
passages a special interpretation clause should be added to
say whether or not they are included.

It should however be noticed that many things which
are rightly described as superfluous luxuries, do yet, to some
extent, take the place of necessaries; and to that extent
their consumption is productive when they are consumed
by producerss,

1 Compare the distinction between "Physical and Political Necessaries" in
James Steuart'slnqutry, A.D. 1767, II. XXI.

". Thus a dish of green peas in March, costing perhaps ten shillings, is a
superfluous luxury: but yet it is wholesome food, and does the work perhaps of
three pennyworth of cabbage; or even, since variety undoubtedly conduces to
health, a little more than that. So it may be entered perhaps at the value of
fourpence under the head of necessaries, and at that of nine shillings and
eightpence under that of superfluities; and its consumption may be regarded as
strictly productive to tbe extent of one-fortieth. In exceptional CIl8l'S, as for
instance wben the peas are given to an invalid, tbe whole ten sbillings may be
well spent, and reproduco tbeir own value.

For the sake of giving definiteness to tbe ideas it may be well to venture on
estimates of necessaries, rougb and random as tbey must be. Perhaps at present
priees the strict necessaries for an average agricultural family are covered by
fifteen or eighteen shillings a week, tbe conventional necessaries by about five
sbilllngs more. For tbe unskilled labourer in the town a few shillings must be
added to tbe strict necessaries. For tbe family of the skilled workman liVing
in a town we may take twenty-five or thirty shillings for strict necessaries, and
ten shillings for conventional necessaries. For a man whose brain bas to undergo
great continuous strain the strict necessaries are perhaps two hundred or two
hundred and fifty pounds a year if he is a bachelor: but more than twice as
much if he has an expensive family to educate. His conventional neceB\ries
depend on the nature of his calling.



CHAPTER IV.

INCOME. CAPITAL.

§ 1. IN a primitive community each family is nearly self- II, IV, I.

sufficing, and provides most of its own food and clothing and Inc~in

even household furniture. Only a very small part of the :!:e~road

income, or comings in, of the family is in the form of
money; when one thinks of their income at all, one reckons
in the benefits which they get from their cooking utensils,
just as much as those which they get from their plough:
one draws no distinction between their capital and the rest
of their accumulated stock, to which the cooking utensils
and the plough alike belong.'.

But with the growth of a money economy there has been Corre-.
a strong tendency to confine the notion of income to those ~~o'::~J_
incomings which are in the form of money; including income,
"payments in kind" (such as the free use of a house, free
coals, gas, water), which are given as part of an employee's
remuneration, and in lieu of money payments.

In harmony with this meaning of Income, the language we have

of the market-place commonly regards a man's capital ~~~al.

as that part of his wealth which he devotes to acquiring
an income in the form of money; or, more generally, to
acquisition (Erwerbung) by means of trade. It may be
convenient sometimes to speak of this as his trade capital;

I This and similar facts have led some people to suppose not only that some
parts of the modem analysis of distribution and exchange are inapplicable to a
primitive community; which is true: but also that there are no important parts
of it that are applicable: whIch is not true. This is a striking instance of the
dangers that arise from allowing ourselves to become the servants of words,
aVOIding the hard work that is required for discovering unity of substance under-
Iymg variety of fonn.
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which may be defined to consist of those external goods
which a person uses in his trade, either holding them to be
sold for money or applying them to produce things that are
to be sold for money. Among its conspicuous elements are
such things as the factory and the business plant of a manu-
facturer; that is, his machinery, his raw material, any food,
clothing, and house-room that he may hold for the use of his
employees, and the goodwill of his business.

To the things in his possession must be added those to
which he has a right and from which he is drawing income:
including loans which he has made on mortgage or in other
ways, and all the command over capital which he may hold
under the complex forms of the modem" money market."
On the other hand debts owed by him must be deducted
from his capital.

This definition of capital from the individual or business
point of view is firmly established in ordinary usage; and it
will be assumed throughout the present treatise whenever
we are discussing problems relating to business in general,
and in particular to the supply of any particular group of
commodities for sale in open market. Income and capital
will be discussed from the point of view of private business
in the first half of the chapter; and afterwards the social
point of view will be considered.

§ 2. If a person is engaged in business, he is sure to
have to incur certain outgoings for raw material, the hire of
labour, etc. And, in that case, his true or net income is found
by deducting from his gross income "the outgoings that
belong to its production"."

Anything which a person does for which he is paid
directly or indirectly in money, swells his nominal income;
while no services that he performs for himself are commonly
reckoned as adding to his nominal income. But, though it is
best generally to neglect them when they are trivial, account
should for consistency be taken of them, when they are of a
kind which people commonly pay for having done for them.
Thus a woman who makes her own clothes or a man who
digs in his own garden or repairs his own house, is earning

I See a report of a Committee of the British Association, 1878,on the Income Tax.



THE POINT OF VIEW OF ORDINARY BUSINESS 73
income; just as would the dressmaker, gardener or carpenter II, IV, 2.
who might be hired to do the work.

In this connection we may introduce a term of which we Pro-

shall have to make frequent use hereafter. The need for it d=U~n
arises from the fact that every occupation involves other c:,!~::.-
disadvantages besides the fatigue of the work required in it,
and every occupation offers other advantages besides the
receipt of money wages. The true reward which an occupa-
tion offers to labour has to be calculated by deducting the
money value of all its disadvantages from that of all its
advantages; and we may describe this true reward as the
net advantages of the occupation.

The payment made by a borrower for the use of a loan lntet'ut of
f . d h . hi h h capital,or, say, a year IS expresse as t e ratio w IC t at payment
bears to the loan, and is called interest. And this term is
also used more broadly to represent the money equivalent of
the whole income which is derived from capital. It is com-
monly expressed as a certain percentage on the "capital"
sum of the loan. Whenever this is done the capital must not
be regarded as a stock of things in general. It must be
regarded as a stock of one particular thing, money, which
is taken to represent them. Thus £100 may be lent at
four per cent., that is for an interest of £4 yearly. And,
if a man employs in business a capital stock of goods of
various kinds which are estimated as worth £10,000 in all;
then £400 a year may be said to represent interest at the rate
of four per cent. on that capital, on the supposition that
the aggregate money value of the things which constitute
it has remained unchanged. He would not, however, be
willingto continue the business unless he expected his total
net gains from it to exceed interest on his capital at the Profits.

current rate. These gains are called profits.
The command over goods to a given money value, which Fret.or

can be applied to any purpose, is often described as "free" or ~¢~=r.
"floating" capital-.

1 Professor Clark has made the suggestion to distinguish hetwepn Pure Capital
and Capital G~: the CornIer is to correspond to a waterfall which remams
stationary; while Capital Goods are the particular things which enter and leave
the business, as particuJar drops pass through the waterfall. He would of course
connect interest with pure capital, not with capital goods.
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When 3 man is engaged in business, his profits for the
year are the excess of his receipts from his business during
the year over his outlay for his business. The difference
between the value of his stock of plant, material, etc. at the
end and at the beginning of the year is taken as part of his
receipts or as part of his outlay, according as there has been
an increase or decrease of value. What remains of his
profits after deducting interest on his capital at the current
rate (allowing, where necessary, for insurance) is generally
called his earnings of undertaking or management. The
ratio in which his profits for the year stand to his capital is
spoken of as his rate of profits. But this phrase, like the
corresponding phrase with regard to interest, assumes that
the money value of the things which constitute his capital
has been estimated: and such an estimate is often found to
involve great difficulties.

When any particular thing, as a house, a piano, or a
sewing machine is lent out, the payment for it is often called
Rent. And economists may followthis practice without incon-
venience when they are regarding the income from the point
of view of the individual trader. But, as will be argued
presently, the balance of advantage seems to lie in favour of
reserving the term Rent for the income derived from the
free gifts of nature, whenever the discussion of business
affairs passes from the point of view of the individual to that
of society at large. And for that reason, the term Quasi-
rent will be used in the present volume for the income
derived from machines and other appliances for production
made by man. That is to say, any particular machine may
yield an income which is of the nature of a rent, and which is
sometimes called a Rent; though on the whole, there seems
to be some advantage in calling it a Quasi-rent. But we
cannot properly speak of the interest yielded by a machine.
If we use the term "interest" at all, it must be in relation
not to the machine itself, but to its money value. For
instance if the work done by a machine which cost £100 is
worth £4 a year net, that machine is yielding 3 quasi-rent
of £4 which is equivalent to interest at four per cent. on its
original cost: but if the machine is worth only £80 now, it
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is yielding five per cent. on its present value. This however II, IV, 3,

raises some difficult questions of principle, which will be -
discussed in Book V.

§ 3. Next to consider some details relating to capital.
It has been classed as Consumption capital, and Auxiliary or
Instrumental capital: and though no clear distinction can
be drawn between the two classes, it may sometimes be
convenient to use the terms, with the understanding that
they are vague. Where definiteness is necessary, the terms
should be avoided; and explicit enumerations should be
given. The general notion of the distinction which the
terms are designed to suggest, can be gathered from the
following approximate definitions.

Consumption capital consists of goods in a form to satisfy Con- .

wants directly; that is, goods which afford a direct sus- ~:;f~i~
tenance to the workers, such as food, clothes, house-room, etc.

Aumliary, or instrumental, capital is so called because it A~iary
. f 11 h d h id lb' ducti or lnstru-consists 0 ate goo stat ar a our In pro uction. mental

Under this head come tools, machines, factories, railways, capital.

docks, ships, etc.; and raw materials of all kinds.
But of course a man's clothes assist him in his work and

are instrumental in keeping him warm; and he derives a
direct benefit from the shelter of his factory as he does from
the shelter of his house-,

We may follow Mill in distinguishing circulating capital Circtl.-

"which fulfils the whole of its office in the production in Z;;dg and

which it is engaged, by a single use," from fixed capital capUal.

"which exists in a durable shape and the return to which is
spread over a period of corresponding duration","

§ 4. The customary point of view of the business man Transition
. th t hi h . . f h . d to theIS a w lC IS most convement or t e economist to a opt social

when discussing the production of goods for a market, and ~?~!to~f

the causes which govern their exchange value. But there is income.

a broader point of view which the business man, no less than
I See above II. m. 1.
I Adam Smith's distinction betwl'en fixed and circulating capital turned on

the question whether the goods .. yield a profit WIthout changing masters" or not.
Ilicardo made it tum on whether ~hey are .. of slow ronsumption or require to be
frequently reproduced"; but he truly remarks that this is ..a division not essential,
an~ 10 .which the line of demarcation cannot be accurately drawn." Mill's modifi-
cation IB generally accepted by modem economists.
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II, IV, 4. the economist, must adopt when he studies the causes which
govern the material wellbeing of the community as a whole.
Ordinary conversation may pass from one point of view to
another without any formal note of the change: for if
a misunderstanding arises it soon becomes manifest; and
confusion is cut short by a question or by a volunteered
explanation. But the economist may take no risks of that
sort: he must make prominent any change in his point of
view or in his uses of terms. His path might have seemed
smoother for the time, if he had passed silently from one use
to another: but in the long run better progress is made by
a clear indication of the meaning attached to each term in
every doubtful case",

Let us then during the remainder of this chapter de-
liberately adopt the social, in contrast with the individual
point of view: let us look at the production of the community
as a whole, and at its total net income available for all
purposes. That is, let us revert nearly to the point of view
of a primitive people, who are chiefly concerned with the
production of desirable things, and with their direct uses;
and who are little concerned with exchange and marketing.

In practi- From this point of view income is regarded as including
calmatters 11 h b fi hi h . d d . . h .theoretical ate ene ts w lC mankin enve at any time from t ell
complete- ff . h d i h t 'ness may e orts, in t e present an in t e pas , to turn nature 8 re-
~-at sources to their best account. The pleasure derived from the
too great beauties of the rainbow, or the sweet taste of the fresh mom-
a cost. •

ing air, are left out of the reckoning, not because they are
unimportant, nor because the estimate would in any way
be vitiated by including them; but solely because reckoning
them in would serve no good purpose, while it would add
greatly to the length of our sentences and the prolixity of
our discussions. For a similar reason it is not worth while to
take separate account of the simple services which nearly
every one renders to himself, such as putting on his clothes;
though there are a few persons who choose to pay others to do
such things for them. Their exclusion involves no principle;
and time spent by some controversial writers on discussing it
has been wasted. It simply follows the maxim De minimis

I Compare above II. I.3.
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non aurat lex. A driver who, not noticing a pool in his way, II, IV, 4.
splashes a passer by is not held to have done him legal injury;
though there is no distinction in principle between his act
and that of another, who by a similar lack of attention, did
serious harm to someone else.

A man's present labour yields him income directly, when
devoted to his own use; and he looks to be paid for it in
some form or another if he devotes it as a matter of business
to the service of others. Similarly any useful thing which
he has made or acquired in the past, or which has been handed
down to him, under the existing institutions of property, by
others who have so made or acquired it, is generally a source
of material benefit to him directly or indirectly. If he
applies it in business, this income generally appears in the
form of money. But a broader use of this term is occasion-
ally needed, which embraces the whole income of benefits
of every sort which a person derives from the ownership
of property however applied: it includes for instance the
benefits which he gets from the use of his own piano,
equally with those which a piano dealer would win by letting
out a piano on hire. The language of common life while
averse to so broad a use of the term Income as this even
when discussing social problems, yet habitually includes a
certain number of forms of income, other than money income.

The Income Tax Commissioners count a dwelling-house
inhabited by its owner as a source of taxable income, though
it yields its income of comfort directly. They do this, not
on any abstract principle; but partly because of the practical
importance of house-room, partly because the ownership of a
house is commonly treated in a business fashion, and partly
because the real income accruing from it can easily be
separated off and estimated. They do not claim to establish
any absolute distinction in kind between the things which
their rule includes, and those which it excludes.

Jevons, regarding the problem from a purely mathematical
point of view, was justified in classing all commodities in
the hands of consumers as capital. But some writers, while
developing this suggestion with great ingenuity, have treated
it as a great principle; and that appears to be an error in
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II,IV,5. judgment. A true sense of proportion requires us not to
burden our work with the incessant enumeration of details
of secondary importance, of which no account is taken in
customary discourse, and which cannot even be described
without offending against popular conventions.

The COrTe- § 5. This brings us to consider the use of the term
lationof ·If th . I vi £ ..•• h ·1Income and capita rom e point 0 VIew 0 lllqumes into t e materia
capital. r wellbeing of society as a whole. Adam Smith said that

a person's capital is that part of his stock from which he
expects to derive an income. And almost every use of the
term capital, which is known to history, has corresponded
more or less closely to a parallel use of the term Income:
in almost every use, capital has been that part of a man's
stock from which he expects to derive an income.

By far the most important use of the term Capital in
general, i.e. from the social point of view, is in the inquiry
how the three agents of production, land (that is, natural
agents), labour and capital, contribute to producing the
national income (or the national dividend, as it will be called
later on); and how that income is distributed among the
three agents. And this is an additional reason for making
the terms Capital and Income correlative from the social,
as we did from the individual point of view.

Meaning Accordingly it is proposed in this treatise to count as
~~~i:eof part of capital from the social point of view all things other
~: ~:Z8 than land, which yield income that is generally reckoned asana~nd such in common discourse; together with similar things in
from t e bli hi h factori h8OCi~1point pU C owners p, sue as government actories: t e term
of View. VLand being taken to include all free gifts of nature, such as

mines, fisheries, etc., which yield income.
r. Thus it will include all things held for trade purposes,
whether machinery, raw material or finished goods; theatres
-and hotels; home farms and houses: but not furniture or
-clothes owned by those who use them. For the former are
, and the latter are not commonly regarded as yielding income
•by the world at large, as is shown by the practice of the
,income tax commissioners.

This usage of the term is in harmony with the common
practice of economists of treating social problems in broad
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outline to start with, and reserving minor details for later II, IV, 6.
consideration: it is in harmony also with their common
practice of taking Labour to include those activities, and
those only, which are regarded as the source of income in this
broader use of the term. Labour together with capital and
land thus defined are the sources of all that income of which
account is commonly taken in reckoning up the National
Income-,

§ 6. Social income may be estimated by adding together Elem,:nts

the incomes of the individuals in the society in question, ~c:~
whether it be a nation or any other group of persons. f!~a:er

We must however not count the same thing twice. If of being
counted

we have counted a carpet at its full value, we have already twice or
of be'counted the values of the yarn and the labour that were used omit'::!

in making it; and these must not be counted again. And
further, if the carpet was made of wool that was in stock
at the beginning of the year, the value of that wool must
be deducted from the value of the carpet before the net
income of the year is reached; while similar deduction must
be made for the wear and tear of machinery and other plant
used in making it. This is required by the general rule,
with which we started, that true or net income is found by
deducting from gross income the outgoings that belong to
its production.

But if the carpet is cleaned by domestic servants or at
steam scouring works, the value of the labour spent in clean-
ing it must be counted in separately; for otherwise the
results of this labour would be altogether omitted from
the inventory of those newly-produced commodities and
conveniences which constitute the real income of the
country. The work of domestic servants is always classed as
"labour" in the technical sense; and since it can be assessed
en bloc at the value of their remuneration in money and in kind
without beingenumerated in detail, its inclusion raises no great

1 Just as for practical purposes it is better not to encumber ourselves with
specifying the "Income" of benefit which a man derives from the labour of
brushing his hat in the morning; so it is hetter to ignore the element of capital
vested in his brush. But no such consideration arises m a merely abstract
discussion: and therefore the logical simphcity of J evons' dictum that com-
modities in the hands of consumers are capital has Borne advantages and no
dJaadvantages for mathematical versions of economic doctrines,
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statistical difficulty. There is however some inconsistency in
omitting the heavy domestic work which is done by women and
other members of the household, where no servants are kept.

Again, suppose a landowner with an annual income of
£10,000 hires a private secretary at a salary of £500, who
hires a servant at wages of £50. It may seem that if the
incomes of all these three persons are counted in as part of
the net income of the country, some of it will be counted
twice over, and some three times. But this is not the case.
The landlord transfers to his secretary, in return for his
assistance, part of the purchasing power derived from the
produce of land; and the secretary again transfers part of
this to his servant in return for his assistance. The farm
produce the value of which goes as rent to the landlord, the
assistance which the landlord derives from the work of the
secretary, and that which the secretary derives from the work
of the servant are independent parts of the real net income
of the country; and therefore the £10,000 and the £500 and
the £50 which are their money measures, must all be counted
in when we are estimating the income of the country. But
if the landlord makes an allowance of £500 a year to his son,
that must not be counted as an independent income; because
no services are rendered for it. And it would not be assessed
to the Income tax.

As the net payments on account of interest etc. due to
an individual-net, i.e. after deducting those due from him
to others-are part of his income, so the money and other
things received net by a nation from other countries are part
of its income.

§ 7. The money income, or inflow, of wealth gives a
measure of a nation's prosperity, which, untrustworthy as it
is, is yet in some respects better than that afforded by the
money value of its stock of wealth.

For income consists chiefly of commodities in a form to
give pleasure directly; while the greater part of national
wealth consists of the means of production, which are of
service to the nation only in so far as they contribute to pro-
ducing commodities ready for consumption. And further,
though this is a minor point, consumable commodities, being
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more portable, have more nearly uniform prices all the world II, IV, 8.
over than the things used in producing them: the prices of
an acre of good land in Manitoba and Kent differ more than
those of a bushel of wheat in the two places.

But if we look chiefly at the income of a country we must
allow for the depreciation of the sources from which it is
derived. More must be deducted from the income derived
from a house if it is made of wood, than if it is made of
stone; a stone house counts for more towards the real rich-
ness of a country than a wooden house which gives equally
good accommodation. Again, a mine may yield for a time a
large income, but be exhausted in a few years: in that case,
it must be counted as equivalent to a field, or a fishery,
which yields a much smaller annual income, but will yield
that income permanently.

§ 8. In purely abstract, and especially in mathematical, !"rospect.-

reasoning the terms Capital and Wealth are used as :::dess

synonymous almost perforce, except that "land" proper ~=uctive-

may for some purposes be omitted from Capital. But there cdontroldthe
eman

is a clear tradition that we should speak of Capital when-roe capital
ideri hi f ducti d h and theconsi enng t ngs as agents 0 pro uction; an t at we supply

should speak of Wealth when considering them as results of it.

of production, as subjects of consumption and as yielding
pleasures of possession. Thus the chief demand for capital
arises from its productiveness, from the services which it
renders, for instance, in enabling wool to be spun and woven
more easily than by the unaided hand, or in causing water
to flow freely wherever it is wanted instead of being carried
laboriously in pails; (though there are other uses of capital,
as for instance when it is lent to a spendthrift, which cannot
easily be brought under this head). On the other hand the
supply of capital is controlled by the fact that, in order to II-

accumulate it, men must act prospectively: they must" wait"
and" save," they must sacrifice the present to the future.

At the beginning of this Book it was argued that the
economist must forego the aid of a complete set of technical
terms. He must make the terms in common use serve his
purpose in the expression of precise thought, by the aid of
qualifying adjectives or other indications in the context. If

~ 6
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II, IV, 8. he arbitrarily assigns a rigid exact use to a word which has
several more or less vague uses in the market place, he
confuses business men, and he is in some danger of com-
mitting himself to untenable positions. The selection of
a normal use for such terms as Income and Capital must
therefore be tested by actually working with iV.

1 A short forecast of some of this work may be given here. It will be seen
bow Capital needs to be considered in regard both to the embodied aggregate of the
benefits derivable from its use, aM to the embodied aggregate of the costs of the
efforts and of the saving needed for its production: and it will be shown how these
two aggregates tend to balance. Thus in V IV., which may be taken as in some
sense a continuation of the present chapter, they will be seen balancing directly
in the forecasts of an individual Robinson Crusoe; and-for the greater part at
least-in terms of money in the forecasts of a modem business man. In either
case both sides of the account must be referred to the same date of time; those
that come after that date beina "discounted" back to it; and those that come
before being" accumulated" up to it.

A similar balancing in regard to the benefits and the costs of capital at large
will be found to be a chief comer stone of social economy: although it is true
that in consequence of the unequal distribution of wealth, accounts cannot be
made up from the social point of view with that clearness of outline that is attain-
able in the case of an individual, whether a Robinson Crusoe, or a modem busmess
man.

In every part of our discussion of the causes that govern the accumulation and
the application of productive resources, it will appear that there is no universal rule
that the use of roundabout methods of production IS more efficient than direct
methods; that there are some conditions under which the investment of effort
in obtaining machinery and in making costly provision against future wants is
economical in the long run, and others in wluch it is not: and that capite! is
accumulated in proportion to the prospectiveness of man on the one hand, and
on the other to the absorption of capital by those roundabout methods, which
are sufficiently productive to remunerate their adoption. See especially IV. VII. 8;
V. IV.; VI. I. 8; and VI. VI. 1.

The broader forces, that govern the production of capital in general and its con-
tribution to the national income, are discussed ill IV. VII. 1X.-n.: the imperfect
adjustments of the money measures of benefits and costs to their real volume are
discussed chiefly in III. m.-v.; IV. YD.; and VI. m.-vm.; the resulting share in
the total product of labour and capital, aided by natural resources, which goes
to capital, is discussed chiefly in VI. I. n, VI.-vm. xr, XII.

Some of the chief incidents in the history of the definitions of Capite! are
given in Appendix E.



BOOK III.
ON WANTS AND THEIR SATISFACTION.

CHAPTER I.

INTRODUCTORY.

§ 1. THE older definitions of economics described it as III, I, 1.

the science which is concerned with the production, the The-

distribution, the exchange, and the consumption of wealth. ~~~~~'b::
Later experience has shown that the problems of distribution ~~nt

and exchange are so closely connected, that it is doubtful stands

whether anything is to be gained by the attempt to keep ~~~~nder

them separate. There is however a good deal of general ~o~~e.

reasoning WIth regard to the relation of demand and supply
which is required as a basis for the practical problems of
value, and which acts as an underlying backbone, giving unity
and consistency to the main body of economic reasoning.
Its very breadth and generality mark it off from the more
concrete problems of distribution and exchange to which it
is subservient; and therefore it is put together in Book V.
on "The General Theory of Demand and Supply" which
prepares the way for "Distribution and Exchange, or Value."

But first comes the present Book III., a study of Wants
and their satisfaction, i.e. of demand and consumption: and
then Book IV., a study of the agents of production, that is,
the agents by whose means wants are satisfied, including
man himself, the chief agent and the sole aim of production.

6--2
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Several
causes are
bringing
into
promin-
ence the
study of
consump-
tion.

The first
cause.

The second
cause.

III, I, 2.

INTRODUCTOlty

Book IV. corresponds in general character to that discussion
of production to which a large place has been given in nearly
all English treatises on general economics during the last
two generations; although its relation to the problems of
demand and supply has not been made sufficiently clear.

§ 2. Until recently the subject of demand or consump-
tion has been somewhat neglected. For important as is the
inquiry how to turn our resources to the best account, it
is not one which lends itself, so far as the expenditure of
private individuals is concerned, to the methods of economics.
The common sense of a person who has had a large experience
of life will give him more guidance in such a matter than he
can gain from subtle economic analyses; and until recently
economists said little on the subject, because they really had
not much to say that was not the common property of all
sensible people. But recently several causes have combined
to give the subject a greater prominence in economic dis-
CUSSIOns.

The first of these is the growing belief that harm was
done by Ricardo's habit of laying disproportionate stress on
the side of cost of production, when analysing the causes that
determine exchange value. For although he and his chief
followers were aware that the conditions of demand played as
important a part as those of supply in determining value, yet
they did not express their meaning with sufficient clearness,
and they have been misunderstood by all but the most
careful readers.

Secondly, the growth of exact habits of thought in
economics is making people more careful to state distinctly
the premises on which they reason. This increased care is
partly due to the application by some writers of mathe-
matical language and mathematical habits of thought. It
is indeed doubtful whether much has been gained by the
use of complex mathematical formulee. But the application
of mathematical habits of thought has been of great service;
for it has led people to refuse to consider a problem until they
are quite sure what the problem is; and to insist on knowing
what is, and what is not intended to be assumed before
proceeding further.
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This has in its turn compelled a more careful analysis of III, I,2.
all the leading conceptions of economics, and especially of
demand; for the mere attempt to state clearly how the
demand for a thing is to be measured opens up new aspects
of the main problems of economics. And though the theory
of demand is yet in its infancy, we can already see that it
may be possible to collect and arrange statistics of con-
sumption in such a way as to throw light on difficult questions
of great importance to public wellbeing.

Lastly, the spirit of the age induces a closer attention The third

to the question whether our increasing wealth may not be cause.

made to go further than it does in promoting the general
wellbeing; and this again compels us to examine how far
the exchange value of any element of wealth, whether in
collective or individual use, represents accurately the addition
which it makes to happiness and wellbeing.

We will begin this Book with a short study of the variety We will

f h id d . hei I· t h ff rt begin WItho uman wants, consi ere 10 t ell re ation 0 uman e 0 S a study of

and activities. For the progressive nature of man is one :i::t~:to

whole. It is only temporarily and provisionally that we can efforts.

with profit isolate for study the economic side of his life;
and we ought to be careful to take together in one view the
whole of that side. There is a special need to insist on this
just now, because the reaction against the comparative
neglect of the study of wants by Ricardo and his followers
shows signs of being carried to the opposite extreme. It is
important still to assert the great truth on which they dwelt
somewhat too exclusively; viz. that while wants are the
rulers of life among the lower animals, it is to changes in
the forms of efforts and activities that we must turn when in
search for the keynotes of the history of mankind.



CHAPTER II.

WANTS IN RELATION TO ACTIVITIES.

§ 1. HUMANwants and desires are countless in number
and very various in kind: but they are generally limited and
capable of being satisfied. The uncivilized man indeed has
not many more than the brute animal; but every step in his
progress upwards increases the variety of his needs together
with the variety in his methods of satisfying them. He
desires not merely larger quantities of the things he has been
accustomed to consume, but better qualities of those things;
he desires a greater choice of things, and things that will
satisfy new wants growing up in him.

but civili- Thus though the brute and the savage alike have their
zation
brings preferences for choice morsels, neither of them cares much
re!!tf~r for variety for its own sake. As, however, man rises in
i::'~for civilization, as his mind becomes developed, and even his
sake. animal passions begin to associate themselves with mental

activities, his wants become rapidly more subtle and more
various; and in the minor details of life he begins to desire
change for the sake of change, long before he has consciously
escaped from the yoke of custom. The first great step in
this direction comes with the art of making a fire: gradually
he gets to accustom himself to many different kinds of food
and drink cooked in many different ways; and before long
monotony begins to become irksome to him, and he finds it
a great hardship when accident compels him to live for a
long time exclusively on one or two kinds of food.

In, rr, 1_

The
wanta of
the savage
are few;
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As a man's riches increase, his food and drink become III, n, 2.
more various and costly; but his appetite is limited by Ma~

nature, and when his expenditure on food is extravagant it ~:r:~~1
is more often to gratify the desires of hospitality and display is limited,

than to indulge his own senses.
This brings us to remark with Senior that "Strong as is but ~ot his

d . f . t it i k d wi h h d . craving forthe esire or vane y, 1 IS wea compare Wit t e esire distmc-

for distinction: a feeling which if we consider its universality, tion;

and its constancy, that it affects all men and at all times,
that it comes with us from the cradle and never leaves us
till we go into the grave, may be pronounced to be the most
powerful of human passions." This great half-truth is well
illustrated by a comparison of the desire for choice and
various food with that for choice and various dress.

§ 2. That need for dress which is the result of natural which is
. . h h li d h f d a chiefcauses vanes Wit t e c mate an t e season 0 year, an a source of

li I . h h f ' . B· d the desirett e WIt t e nature 0 a person s occupations. ut III ress for costly

conventional wants overshadow those which are natural. dress.

Thus in many of the earlier stages of civilization the
sumptuary mandates of Law and Custom have rigidly
prescribed to the members of each caste or industrial grade,
the style and the standard of expense up to which their dress
must reach and beyond which they may not go; and part of
the substance of these mandates remains now, though subject
to rapid change. In Scotland, for instance, in Adam Smith's
time many persons were allowed by custom to go abroad
without shoes and stockings who may not do so now; and
many may still do it in Scotland who might not in England.
Again, in England now a well-to-do labourer is expected to
appear on Sunday in a black coat and, in some places, in a
silk hat; though these would have subjected him to ridicule
but a short time ago. There is a constant increase both in
that variety and expensiveness which custom requires as
a minimum, and in that which it tolerates as a maximum;
and the efforts to obtain distinction by dress are ex-
tending themselves throughout the lower grades of English
society.

But in the upper grades, though the dress of women is
still various and costly, that of men is simple and inexpensive
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III, n, 3, 4. as compared with what it was in Europe not long ago, and
is to-day in the East. For those men who are most truly
distinguished on their own account, have a natural dislike
to seem to claim attention by their dress; and they have
set the fashion 1.

§ 3. House room satisfies the imperative need for shelter
from the weather: but that need plays very little part in the
effective demand for house room. For though a small but
well-built cabin gives excellent shelter, its stifling atmosphere,
its necessary uncleanliness, and its want of the decencies and
the quiet of life are great evils. It is not so much that they
cause physical discomfort as that they tend to stunt the
faculties, and limit people's higher activities. With every
increase in these activities the demand for larger house room
becomes more urgent'',

And therefore relatively large and well-appointed house
room is, even in the lowest social ranks, at once a "necessary
for efficiency"," and the most convenient and obvious way of
advancing a material claim to social distinction. And even
in those grades in which everyone has house room sy.fficient
for the higher activities of himself and his family, a yet
further and almost unlimited increase is desired as a
requisite for the exercise of many of the higher social
activities.

§ 4. It is, again, the desire for the exercise and develop-
ment of activities, spreading through every rank of society,
which leads not only to the pursuit of science, literature and

Wants
resulting
from
activities.

House
room.

1 A woman may display wealth, but she may not display only her wealth, by
her dress; or else she defeats her ends. She must also suggest some distinction
of character as well as of wealth; for though her dress may owe more to her dress-
maker than to herself; yet there is a tradttional assumption that, being less busy
than man with external affmrs, she can give more time to taking thought as to her
dress. Even under the sway of modem fashions, to be "well dressed"-not
"expensively dressed"-is a reasonable mmor aim for those who desire to be
distmguished for their faculties and abilities; and this will be still more the case
if the evil dominion of the wanton vagaries of fashion should pass away. For
to arrange costumes beautiful in themselves, various and well-adapted to their
purposes, is an object worthy of high endeavour; it belongs to the same class,
though not to the same rank in that class, as the painting of a good picture.

• It is true that many active-minded working men prefer cramped lodgings in
a town to a roomy cottage in the country; but that is because they have a strong
taste for those activities for which a country life oilers little scope.

• See Book II. ch, Ill. §3.
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art for their own sake, but to the rapidly increasing III, II, 4-

demand for the work of those who pursue them as pro-
fessions. Leisure is used less and less as an opportunity
for mere stagnation; and there is a growing desire for
those amusements, such as athletic games and travelling,
which develop activities rather than indulge any sensuous
eraving '.

For indeed the desire for excellence for its own sake, is Gradations
id . . th 1 desi f di . ti of thealmost as WI e in its range as e ower esire or istinc IOn.desire for

Just as the desire for distinction graduates down from the excellence.

ambition of those who may hope that their names will be in
men's mouths in distant lands and in distant times, to the
hope of the country lass that the new ribbon she puts on for
Easter may not pass unnoticed by her neighbours; so the
desire for excellence for its own sake graduates down from
that of a Newton, or a Stradivarius, to that of the fisherman
who, even when no one is looking and he is not in a hurry,
delights in handling his craft well, and in the fact that she is
well built and responds promptly to his guidance. Desires
of this kind exert a great influence on the supply of the
highest faculties and the greatest inventions; and they are
not unimportant on the side of demand. For a large part of
the demand for the most highly skilled professional services
and the best work of the mechanical artisan, arises from the
delight that people have in the training of their own faculties,
and in exercising them by aid of the most delicately adjusted
and responsive implements.

Speaking broadly therefore, although it is man's wants Tn a
. th li f hi d I hat sri healthyIII e ear est stages 0 seve opment t at give nse to state new

his activities, yet afterwards each new step upwards is to be ¢~~::!es

regarded as the development of new activities giving rise to fthe way
or new

new wants, rather than of new wants giving rise to new wants.

activities.
We see this clearly if we look away from healthy con-

ditions of life, where new activities are constantly being

1 As a minor point it may be noticed that those drinks which stimula te the
mental actiVIties are largely displacing those which merely gratify the senses,
The consumption of tea is increasing very fast, while that of alcohol is stationary;
and there is ill ail ranks of society a diminishing demand for the grosser and more
inunediately stupefying forms of alcohol.
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III, u,.. developed; and watch the West Indian negro, using his new
freedom and wealth not to get the means of satisfying new
wants, but in idle stagnation that is not rest; or again look
at that rapidly lessening part of the English working classes,
who have no ambition and no pride or delight in the growth
of their faculties and activities, and spend on drink whatever
surplus their wages afford over the bare necessaries of a
squalid life.

The It is not true therefore that" the Theory of Consumption
theory of
wants can is the scientific basis of economical." For much that is of
~~;:~~cy chief interest in the science of wants, is borrowed from the
~h:~th~f science of efforts and activities. These two supplement
etlor~. one another; either is incomplete without the other. But

if either, more than the other, may claim to be the inter-
preter of the history of man, whether on the economic side
or any other, it is the science of activities and not that of
wants; and MCCulloch indicated their true relations when,
discussing "the progressive nature of man"," he said:-"The
gratification of a want or a desire is merely a step to some
new pursuit. In every stage of his progress he is destined
to contrive and invent, to engage in new undertakings;
and when these are accomplished to enter with fresh energy
upon others."

From this it follows that such a discussion of demand
as is possible at this stage of our work, must be confined
to an elementary analysis of an almost purely formal kind.
The higher study of consumption must come after, and not
before, the main body of economic analysis; and, though
it may have its beginning within the proper domain of

1 This doctrine is laid down by Banfield, and adopted by Jevons 118 the key of
his position. It is unfortunate that here as elsewhere Jevons' delight in stating
his case strongly has led him to a conclusion, which not only is inaccurate,
but does mischief by implymg that the older economists were more at fault
than they really were. Banfield says .. the first proposition of the theory of con-
sumption is that the satisfaction of every lower want in the scale creates a desire
of a higher character." And if this were true, the above doctrine, which he bases
on it, would be true also. But, as Jevons points out (Theory, 2nd Ed. p. 59), it is
not true: and he substitutes for it the statement that the satisfaction of a lower
want permits a higher want to manifest itseH. That is a true and indeed an
identical proposition: but it affords no support to the claims of the Theory of
Consumption to supremacy.

• Politu:al ECDfWfJlY,ch, rr,
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economics, it cannot find its conclusion there, but must III, n, 4.

extend far beyond-,

1 The formal classification of Wants is a task not without interest; but it is
not needed for our purposes. The basis of most modem work in this dtrection
is to be found in Hermann's Slaatswirthschafaiche Untersuchungen, Ch. n., where
wants are classified as "absolute and relative, higher and lower, urgent and capable
of postponement, positive and negative, direct and indirect, general and particular,
constant and interrupted, permanent and temporary, ordinary and extraordinary,
present and future, individual and collective, private and public."

Some analysis of wants and desires is to be found in the great majority of
French and other Continental treatises on economics even of the last generation;
but the rigid boundary which English wnters have ascribed to their science
has excluded such discussions. And It is a characteristic fact that there is no
allusion to them in Bentham's Manual of Polttical EcOfWmY, although his profound
analysis of them in the Principlu of M01"als and Legislatwn and in the Table of
the Springs of Humaft .dawn has exercised a wide-spread influence. Hermann
had studied Bentham; and on the other hand Banfield, whose lectures were
perhaps the first ever given in an English University that owed much directly to
German economic thought, acknowledges special obhgations to Hermann. In
England the way was prepared for Jevons' excellent work on the theory
of wants, by Bentham himself; by Senior, whose short remarks on the subject
are pregnant with far-reaching hints; by Banfield, and by the Australian Hearn.
Hearn's Plutology 01" Theory of the Efforts to satisfy Human Wants is at once
simple and profound: it affords an admirable example of the way in which
detailed analysis may be applied to afford a training of a very high order for the
young, and to give them an intelligent acquain tance With the economic conditions
of life, without forcing upon them any particular solution of those more difficult
problems on which they are not yet able to form an independent judgment. At
about the same time as Jevons' Theory appeared, Carl Menger gave a great impetus
to the subtle and interesting studies of wants and utilities by the Austnan school of
economists: they had already been initiated by von Thunen, lIS is mdicated in the
Preface to this Volume.



CHAPTER III.

GRADATIONS OF CONSUMERS' DEMAND.

III, 1lI, 1. § 1. WHENa trader or a manufacturer buys anything to
The be used in production, or be sold again, his demand is based
'd::ders' on his anticipations of the profits which he can derive from it.
governs
traders'
demand.

Utility and
Want are
used 88
correlative
terms,
having no
ethical or
prudential
connota-
tions.

These profits depend at any time on speculative risks and on
other causes, which will need to be considered later on. But
in the long run the price which a trader or manufacturer
can afford to pay for a thing depends on the prices which
consumers will pay for it, or for the things made by aid of it.
The ultimate regulator of all demand is therefore consumers'
demand. And it is with that almost exclusively that we
shall be concerned in the present Book.

Utility is taken to be correlative to Desire or Want.
It has been already argued that desires cannot be measured
directly, but only indirectly by the outward phenomena to
which they give rise: and that in those cases with which
economics is chiefly concerned the measure is found in the
price which a person is willing to pay for the fulfilment or
satisfaction of his desire. He may have desires and aspira-
tions which are not consciously set for any satisfaction: but
for the present we are concerned chiefly with those which
do so aim; and we assume that the resulting satisfaction
corresponds in general fairly well to that which was antici-
pated when the purchase was made-,

1 It cannot be too much insisted that to measure directly, or per Ie, either
desires or the satisfactIOn which results from their fulfilment is impossible, if
not inconceivable. H we could, we should have two accounts to make up, one of
desires, and the other of realized satisfactions. And the two might difIer con-
siderably. For, to say nothing of higher aspirations, some of those desires with
which economics is chiefly concerned, and especially those connected with emula-
tion, are impulsive; many result from the force of habit: some are morbid and
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There is an endless variety of wants, but there is a III, m,1.

limit to each separate want. This familiar and.iundamental The law

tendency of human nature may be stated in the law of a.!a~~!i~~lt
satiable wants or of diminishing utility thus:-The total ~Jmifl~h-. ~~~
utility of a thing to anyone (that is, the total pleasure Total

or other benefit it yields him) increases with every increase ~tltty.

in his stock of it, but not as fast as his stock increases. If
his stock of it increases at a uniform rate the benefit derived
from it increases at a diminishing rate. In other words, the
additional benefit which a person derives from a given
increase of his stock of a thing, diminishes with every
increase in the stock that he already has.

That part of the thing which he is only just induced to
purchase may be called his marginal purchase, because he is Ma ..ginal

on the margin of doubt whether it is worth his while to purchase.

incur the outlay required to obtain it. And the utility of
his marginal purchase may be called the marginal utility of Ma..ginai

the thing to him. Or, if instead of buying it, he makes the ~tld1l.

thing himself, then its marginal utility is the utility of that
part which he thinks it only just worth his while to make.
And thus the law just given may be worded:-

The marginal utility of a thing to anyone diminishes
with every increase in the amount of it he already has",

lead only to hurt; and many are based on expectations that are never fulfilled.
(See above I. II. 3, 4.) Of course many satisfactrons are not common pleasures,
but belong to the development of a man's higher nature, or to use a good old
word, to his beatijicatwn; and some may even partly result from self-abn ..gation.
(See I. rr, 1.) The two direct measurements then might differ. But 88 neither
of them is possible, we fall back on the measurement which economics supplies,
of the motive or moving force to action: and we make it serve, with aU its
faults, both for the desires which prompt act.ivitIes and for the satisfactions
that result from them. (Compare "Some remarks on Utility" by Prof. Pigou
in the Economic Journal for March, 1903.)

1 See Note I. in the Mathematical Appendix at the end of the Volume. This
law holds a priority ot position to the laID of dimiflish,ng ,.eturn from land;
which however has the priority in time; since it was the first to be subjected to a
rigid analysis of a semi-mathematical character. And if by anticipation we borrow
some of Its terms, we may say that the ..dum of pleasure which a person gets
from each additional dose of a commodity diminishes till at last a margin is
reaclJed at which it is no longer worth his while to acquire any more of it.

The t.Prm ma ..ginal utility (o"tm'-flutz) was lUst used in this connection by the
Austnan Wieser. It has been adopted by Prof. Wickst.Ped. It corresponds to tbe
term Final used by Jevons, to whom Wieser makes his acknowledgments in the
Preface (p. xxiii. of the English edition). His list of antiCIpators of his doctrine is
headed by Gossen, 1854.
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III, m, 2. There is however an implicit condition in this law which
It is should be made clear. It is that we do not suppose time to~'::~::ebe allowed for any alteration in the character or tastes of the
cohnaumer's man himself. It is therefore no exception to the law that
c a.racter h d musi h . his •is un- t e more goo mUSICa man ears, the stronger IS taste
changed. for it likely to become; that avarice and ambition are often

insatiable; or that the virtue of cleanliness and the vice of
drunkenness alike grow on what they feed upon. For in
such cases our observations range over some period of time;
and the man is not the same at the beginning as at the end
of it. If we take a man as he is, without allowing time for
any change in his character, the marginal utility of a thing to
him diminishes steadily with every increase in his supply of itt.

§ 2. Now let us translate this law of diminishing
utility into terms of price. Let us take an illustration from
the case of a commodity such as tea, which is in constant
demand and which can be purchased in small quantities.
Suppose, for instance, that tea of a certain quality is to be
had at 28. per lb. A person might be willing to give lOs. for
a single pound once a year rather than go without it alto-
gether; while if he could have any amount of it for nothing
he would perhaps not care to use more than 30 lbs, in the
year. But as it is, he buys perhaps 10 lbs. in the year; that
is to say, the difference between the satisfaction which he gets
from buying 9 lbs. and 10 lbs. is enough for him to be willing
to pay 2s. for it: while the fact that he does not buy an
eleventh pound, shows that he does not think that it would

Transla-
tion of the
law into
terms of
price.

1 It may be noticed here, though the fact is of but little practical importance,
that a small quantity of a commodity may be msufficient to meet a certain special
want; and then there will be a more than proportionate increase of pleasure when
the consumer gets enough of it to enable him to attain the desired end. Thus,
for instance, anyone would derive less pleasure in proportion from ten pieces of
wall paper than from twelve, if the latter would, and the former would not, cover
the whole of the waIls of his room. Or again a very short concert or a holiday
may fail of its purpose of soothing and recreating: and one of double length
might be of more than double total utility. This case corresponds to the fact,
which we shall have to study in connection with the tendency to diminishing
return, that the capital and labour already applied to any piece of land may be 80
inadequate for the development of its full POW81'8, that some further expenditure on
it even with the existing arts of agriculture would give a more than proportionate
return; and in the fact that an improvement in the arts of agriculture may resist
that tendency, we shall find an analogy to the condition just mentioned in the text
as Implied in the law of diminishing utility.
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/ be worth an extra 28. to him. That is, 2s. a pound measures III, m, 3.
the utility to him of the tea which lies at the margin or
terminus or end of his purchases; it measures the marginal
utility to him. If the price which he is just willing to pay Ma1'ginal

for any pound be called his demand price, then 28. is his :,::~
marginal demand price. And our law may be worded:-

The larger the amount of a thing that a person has the
less, other things being equal (i.e. the purchasing power of
money, and the amount of money at his command being
equal), will be the price which he will pay for a little more
of it: or in other words his marginal demand price for it
diminishes.

His demand becomes qJicient, only when the price which
he is willing to offer reaches that at which others are willing
to sell.

This last sentence reminds us that we have as yet taken
no account of changes in the marginal utility of money, or
general purchasing power. At one and the same time, a
person's material resources being unchanged, the marginal
utility of money to him is a fixed quantity, so that the
prices he is just willing to pay for two commodities are to
one another in the same ratio as the utility of those two
commodities.

§ 3. A greater utility will be required to induce him to The .

buy a thing if he is poor than if he is rich. We have seen ~t~I'J~~}
how the clerk with £100 a year will walk to business in a ~~~r~r

heavier rain than the clerk with £300 a year-, But although the poor
h ili· " than thet e ut ty, or the benefit, that IS measured ill the poorer rich.

man's mind by twopence is greater than that measured by it
in the richer man's mind; yet if the richer man rides a
hundred times in the year and the poorer man twenty times,
then the utility of the hundredth ride which the richer man
is only just induced to take is measured to him by twopence;
and the utility of the twentieth ride which the poorer man is
only just induced to take is measured to him by twopence.
For each of them the marginal utility is measured by two-
pence; but this marginal utility is greater in the case of the
poorer man than in that of the richer.

1 See L ILl.
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In other words, the richer a man becomes the less is the
marginal utility of money to him; every increase in his
resources increases the price which he is willing to pay for
any given benefit. And in the same way every diminution
of his resources increases the marginal utility of money to
him, and diminishes the price that he is willing to pay for
any benefit",

§ 4. To obtain complete knowledge of demand for
anything, we should have to ascertain how much of it he
would be willing to purchase at each of the prices at which
it is likely to be offered; and the circumstance of his demand
for, say, tea can be best expressed by a list of the prices
which he is willing to pay; that is, by his several demand
prices for different amounts of it. (This list may be called
his demand schedule.)

Thus for instance we may find that he would buy
6 lbs. at 50d. per lb. 10 lbs. at 24d. per lb.
7 " 40" ,\it" 21 "
8 " 33" 12" 19 "
9 " 28" 13" 17 "

If corresponding prices were filled in for all interme-
diate amounts we should have an exact statement of his
demands. We cannot express a person's demand for a thing

1 See Note II. in the Mathematical Appendix.
• Such a. demand schedule may be translated, on a plan now coming into

familiar use, into a curve that may be called his dematld CUrti,. Let Oz and Oy
be drawn the one horizontally, the other vertically. Let an inch measured along
Oz represent 10 lbs, of tea, and an inch measured along Oy represent 4Od.

tenths of fortieths of
an inch. an inch,

take Om,=6, and draw mIP,=50
Om.=7.. .. m.p.=40
Om.=8.. .. m.p.=33
Om,=9.. .. m,p,=28
Om.=10.. .. m.p.=24
Om.=ll.. .. m.p.=21
Om,=12.. .. m,p,=19
Om.=13.. .. m.p.=17

o

m, being on Oz and filIP, being drawn vertically from m,; and 80 for the others.
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by the" amount he is willing to buy," or by the" intensity III, 1lI, 4.

of his eagerness to buy a certain amount," without reference The--;;;an-

to the prices at which he would buy that amount· and other ~f the

amounts. We can represent it exactly only by lists of the ~~. of

prices at which he is willing to buy different amounta-.
When we say that a person's demand for anything

increases, we mean that he will buy more of it than he would
before at the same price, and that he will buy as much of
it as before at a higher price. A general increase in his
demand is an increase throughout the whole list of prices
at which he is willing to purchase different amounts of it,
and not merely that he is willing to buy more of it at the
current prices 2.

Then PIP •.•. ,PI are points on his demand curve for tea; or as we may say
dnnand points. If we could find demand points in the same manner (or every
possible quantity of tea, we should get the whole continuous curve DD' as shown
ill the figure. This account of the demand schedule and curve is provisional;
several difficulties connected with it are deferred to chapter v.

1 Thus Mill says that we must "mean by the word demand, the quantity
demanded, and remember that this is not a fixed quantity, but in general varies
according to the value." (Principles, III. II. 4.) This account is scientific in
substance; but it is not clearly expressed and It has been much misunderstood.
Cairnes prefers to represent "demand as the desire for commodities and services,
seeking Its end by an offer of general purchasing power, and supply as the
desire for general purchasing power, seeking its end by an offer of specific com-
modrties or services." He does this in order that he may be able to speak of a
ratio, or equality, of demand and supply. But the quantities of two desires on
the part of two different persons cannot be compared directly; their measures may
be compared, but not they themselves. And in fact Cairnes is himseH driven to
speak of supply as "limited by the quantity of specific commodities offered for
sale, and demand by the quantity of purchasing power offered for their purchase."
But sellers have not a fixed quantity of commodities which they offer for sale
unconditionally at whatever price they can get: buyers have not a fixed quantity
of purchasing power whlell they are ready to spend on the specific commodities,
however much they pay for them. Account must then be taken in either case
of the relation between quantity and price, in order to complete Cairnes' account,
and when this is done it is brought back to the hnes followed by Mill. He
says, indeed, that "Demand, as defined by Mill, is to be understood as measured,
not, as my definition would require, by the quantity of purchasing power offered
ill support of the desire for commodities, but by the quantity of commodities for
whlell such purchasing power 18 offered." It 18 true that there is a great difference
between the statements, "I will buy twelve eggs," and "I will buy a shilling's
worth of eggs." But there is no substantrve difference between the statement,
"I will buy twelve eggs at a penny each, but only six at three halfpence each,"
and the statement, "I will spend a shilIing on eggs at a penny each, but if they
cost three halfpence each I will spend ninepence on them." But while Cairnes'
account when completed becomes substantially tile same as Mill's, its present form
18 even more misleading. (See an article by the present writer on MiU's Theory
of Valtu in the FoMig1J/ly RIIffiew for April, 1876.)

• We may IOmetimee find iG convenienG to speak of this as II rlJJmJg of hu

IL 7
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Ill, m,ll. § 5. So far we have looked at the demand of a single
Transition individual. And in the particular case of such a thing as tea,
~:a~d of the demand of a single person is fairly representative of the
a group of general demand of a whole market: for the demand for tea
persons, or
market. is a constant one; and, since it can be purchased in small
The de- quantities, every variation in its price is likely to affect the
mandon hi h h ·11b B h hithe part amount w c e Wl uy. ut even among t ose t mgs
~di~idual which are in constant use, there are many for which the
~~1:'0~edemand on the part of any single individual cannot vary
~ dJcon- continuously with every small change in price, but can move
tmuous. only by great leaps. For instance, a small fall in the price of

hats or watches will not affect the action of every one; but
it will induce a few persons, who were in doubt whether or
not to get a new hat or a new watch, to decide in favour of
doing so.

There are many classes of things the need for which
on the part of any individual is inconstant, fitful, and
irregular. There can be no list of individual demand prices
for wedding-cakes, or the services of an expert surgeon.
But the economist has little concern with particular inci-
dents in the lives of individuals. He studies rather "the
course of action that may be expected under certain condi-
tions from the members of an industrial group," in so far as
the motives of that action are measurable by a money price;
and in these broad results the variety and the fickleness of
individual action are merged in the comparatively regular
aggregate of the action of many.

But the In large markets, then-where rich and poor, old and
~~t~f young, men and women, persons of all varieties of tastes,
~:;ns temperaments and occupations are mingled together,-the
~hOW8 a fall peculiarities in the wants of individuals will compensate
of demand her i . I ul dati f Iprice for one snot er ill a comparative y reg ar gra ation 0 tota
~;::.;;,1;; demand. Every fall, however slight in the price of a com-
quantity. modity in general use, will, other things being equal, increase

the total sales of it; just as an unhealthy autumn increases
the mortality of a large town, though many persons are

UmaM sduduk. Geometrically i~ is represented by raising his demand curve,
or, what comes to the same thing, movmg it to the right, with perhaps some
modification of ita shape.
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uninjured by it. And therefore if we had the requisite know- III, m,5.
ledge, we could make a list of prices at which each amount of
it could find purchasers in a given place during, say, 8. year.

The total demand in the place for, say, tea, is the sum of
the demands of all the individuals there. Some will be
richer and some poorer than the individual consumer whose
demand we have just written down; some will have a
greater and others a smaller liking for tea than he has.
Let us suppose that there are in the place a million pur-
chasers of tea, and that their average consumption is equal
to his at each several price. Then the demand of that place
is represented by the same list of prices as before, if we write
a million pounds of tea instead of one pound-.

There is then one general law of demand:- The greater the The

amount to be sold, the smaller must be the price at which ~:~
it is offered in order that it may find purchasers; or, in other
words, the amount demanded increases with a fall in price, and
diminishes with a rise in price. There will not be any uniform
relation between the fall in price and the increase of demand.
A fall of one-tenth in the price may increase the sales by a
twentieth or by a quarter, or it may double them. But as the
numbers in the left-hand column of the demand schedule in-
crease, those in the right-hand column will always diminish' ...

1 The demand is represented by the same curve as before, only an inch
measured along O» now represents ten million pounds instead of ten pounds. And
a formal definition of the demand curve for a
market may be given thus:-The demand curve for
any commodity in a market during any given unit of
time is the locus of demand points for it. That is to
say, it is a curve such that if from any point P on it,
a straight line PM be drawn perpendicular to Ox,
PM represents the price at which purchasers will be
forthcoming for an amount of the commodity repre-
sented by OM.

2 That is, if a point moves along the curve away
from Oy it will constantly approach Ox. Therefore
if a straight line PT be drawn touching the curve at P and meeting Oz in T, the
angle PTx is an obtuse angle. It will be found convenient to have a short way of
expressing this fact; which may be done by saying that PT is inclined negaJn)ely.
Thus the one universal rule to which the demand curve conforms is that it is
Inclined negaJifMly throughout the whole of its length.

It will of course be understood that" the law of demand" does not apply to the
demand in a campaign between groups of speculators. A group, which desires to un-
load a great quantity of a thing on to the market, often begins by buying some of it
openly. When it has thus raised the price of the thing, it arranges to sell a great deal
quietly, and through unaccustomed channels. See an article by Professor Taussig in
the Quamny Journal of Economiu (May, 1921, p. (02).

7-2

o
Fig. (2).
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The price will measure the marginal utility of the com-
modity to each purchaser individually: we cannot speak of
price as measuring marginal utility in general, because the
wants and circumstances of different people are different.

The in- § 6. The demand prices in our list are those at which
8uence on
demand of various quantities of a thing can be sold in a market during
~ea~:ath a given time and under given conditions. If the conditions
:~ty. vary in any respect the prices will probably require to be

changed; and this has constantly to be done when the desire
for anything is materially altered by a variation of custom,
or by a cheapening of the supply of a rival commodity, or by
the invention of a new one. For instance, the list of demand
prices for tea is drawn out on the assumption that the price
of coffee is known; but a failure of the coffee harvest would
raise the prices for tea. The demand for gas is liable to be
reduced by an improvement in electric lighting; and in the
same way a fall in the price of a particular kind of tea
may cause it to be substituted for an inferior but cheaper
variety",

Our next step will be to consider the general character of
demand in the cases of some important commodities ready
for immediate consumption. We shall thus be continuing
the inquiry made in the preceding chapter as to the

1 It is even conceivable, though not probable, that a simultaneous and pro-
portionate fall in the price of all teas may diminish the demand for some particular
kind of it; if it happens that those whom the increased cheapness of tea leads to
substitute a superior kind for it are more numerous than those who are led to take
it in the place of an inferior kind. The question where the lines of division
between different commodities should be drawn must be settled by convenience
of the particular discussion. For some purposes it may be best to regard Chinese
and Indian teas, or even Souchong and Pekoe teas, as different commodities; and
to have a separate demand schedule for each of them. While for other purposes
it may be best to group together commodities as distinct as beef and mutton, or
even as tea and coffee, and to have a single list to represent the demand for
the two combined; but in such a case of course some convention must be made
as to the number of ounces of tea which are taken as equivalent to a pound of
collee.

Again, a commodity may be simultaneously demanded for several uses (for
instance there may be a "composite demand" for leather for making shoes and
portmanteaus); the demand for a thing may be conditional on there being a supply
of some other thing without which it would not be of much service (thus there
may be a "joint demand" for raw cotton and cotton-spinners' labour). Again,
the demand for a commodity on the part of dealers who buy it only with the
purpose of selling it again, though govemed by the demand of the ultimate eon-
sumers in the background, has some peculiarities of its own. But all such points
may best be discussed at a later stage.

III,IU, G.
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variety and satiability of wants; but we shall be treating III, Ill, 6.
it from a rather different point of view, viz. that of price-
statiatics'.

1 A great change in the manner of economic thought has been brought about
during the present generation by the general adoption of semi-mathematical
languageJor expressing the relation between small increments of a commodity on
the one hand, and on the other hand small increments in the aggregate price that
will be paid for it: and by formally describing tbese small increments of price
as measuring corresponding small increments of pleasure. The fonner, and by
far tbe more important, step was taken by Cournot (Recherches IUr les Principes
MatMmatiquu de La Theorie des Ru:hesses, 1838); tbe latter by Dupuit (D~ La
Mesure d'utiliU ,us lrallauz publics in the .dnnales des Ponts el ehaussies, 1844),
and by Gossen (Entwickdung der Gesetz~ des menschlichen Verkthrs, 1854). But
their work was forgotten; part of it was done over again, developed and published
almost simultaneously by Jevons and by Carl Menger in 1871, and by Walras
a bttle later. Jevons almost at once arrested public attention by his bnlbant
lucidity and interesting style. He applied tbe new name jiMI utility so m-
geniously as to enable people who knew nothing of mathematical science to get
clear ideas of the general relations between the small increments of two things
that are gradually changing in causal connection with one another. His success
was aided even by Lis faults. For under the honest belief that Ricardo and Ius
followers had rendered their account of the causes that determine value hopelessly
wrong by omitting to lay stress on the law of satiable wants, he led many to think
he was correcting great errors; whereas he was really only adding very important
explanations. He did excellent work in insisting on a fact which is none the less
important, because his predecessors, and even Cournot, thought It too obvIOUSto
he explicitly mentioned, viz. that the dimInution in the amount of a tbing de-
manded in a market indicates a diminution in the intensity of the desire for It on
the part of individual consumers, whose wants are becoming satiated. But he has
led many of his readers into a confusion between the provmces of Hedomcs and
Economics, by exaggerating the applications of his favourite phrases, and speaking
(Theory, 2nd Edn. p. 105) without qualification of the price of a thing as measuring
Its final utility not only to an individual, which it can do, but also to .. a trading
body," which it cannot do. These points are developed later on in Appendix I.
on Ricardo's Theory of value. It should be added that Prof. Seligman has shown
(&OftOmic Journal, 1903, pp. 356-363) that a long-Iorgotten Lecture, dehvered
by Prof. W. F. lloyd at Oxford in 1833, anticipated many of the central ideas of
the present doctrine of utility.

An excellent bibliography of Mathematical Economics ill given by Prof. Fisher
as an appendix to Bacon's translation of Cournot's ResMrchu, to which the reader
may be refaned for a more detailed account of the earlier mathematical writings
on economics, 88 well as of those by Edgeworth, Pareto, Wicksteed, Auspit.z,
Liehen and others. Pantaleoni's Pure Economics, amid much excellent matter,
makes generally accessible for the first time the profoWldly original and vigorous,
If somewhat abatract, reasonings of Gossen.
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CHAPTER IV.

THE ELASTICITY OF WANTS.

§ 1. WE have seen that the only universal law as to
a person's desire for a commodity is that it diminishes, other
things being equal, with every increase in his supply of that
commodity. But this diminution may be slow or rapid. If
it is slow the price that he will give for the commodity will
not fall much in consequence of a considerable increase in
his supply of it; and a small fall in price will cause a com-
paratively large increase in his purchases. But if it is rapid,
a small fall in price will cause only a very small increase in
his purchases. In the former case his willingness to purchase
the thing stretches itself out a great deal under the action
of a small inducement: the elasticity of his wants, we may
say, is great. In the latter case the extra inducement given
by the fall in price causes hardly any extension of his desire
to purchase: the elasticity of his demand is small. If a fall
in price from say 16d. to 15d. per lb. of tea would much
increase his purchases, then a rise in price from 15d. to 16d.
would much diminish them. That is, when the demand is
elastic for a fall in price, it is elastic also for a rise.

And as with the demand of one person so with that of
a whole market. And we may say generally:-The elasticity
(or responsiveness) of demand in a market is great or small
according as the amount demanded increases much or little
for a given fall in price, and diminishes much or little for
a given rise in price-,

I We may say that the elasticity of demand is one, if a small fall in price will
cause an equal proportionate increase in the amount
demanded: or 88 we may say roughly, if a fall of
one per cent. in price will increase the sales by one
per cent.; that It is two or a half, if a fall of one per
cent. in price makes an increase of two or one half
per cent. respectIvely in the amount demanded;
and 80 on. (This statement is rough; because 98
does not bear exactly the same proportion to 100
that 100 does to 102.) The elasticity of demand can
be best traced in the demand curve with the aid of
the following rule. Let a straight line touching the

o
t \

\'>: Fig.(S).
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§ 2. The price which is so high relatively to the poor III, IV, 2.
man as to be almost prohibitive, may be scarcely felt by the The gene-

rich; the poor man, for instance, never tastes wine, but the ~IJ:;:o~f

very rich man may drink as much of it as he has a fancy °lf tht~iteiasucuy
for, without giving himself a thought of its cost. We shall of demand,

therefore get the clearest notion of the law of the elasticity ~':';:uent
of demand by considering one class of society at a time. ~dsO;::flt.
Of course there are many degrees of richness among the c1hangu

o price;
rich, and of poverty among the poor; but for the present
we may neglect these minor subdivisions.

When the price of a thing is very high relatively to any
class, they will buy but little of it; and in some cases
custom and habit may prevent them from using it freely
even after its price has fallen a good deal. It may still
remain set apart for a limited number of special occasions, or

.{or use in extreme illness, etc. But such cases, though not
infrequent, do not form the general rule; and anyhow as soon
us it has been taken into common use, any considerable fall
in its price causes a great increase in the demand for it.
The elasticity of demand is great for high prices, and great,
or at least considerable, for medium prices; but it declines
as the price falls; and gradually fades away if the fall goes
so far that satiety level is reached.

This rule appears to hold with regard to nearly all com-
modities and with regard to the demand of every class; 'save
only that the level at which high prices end and low
prices begin, is different for different classes; and so again
is the level at which low prices end and very low prices
begin. There are however many varieties in detail; arising
chiefly from the fact that there are some commodities with

curve at any point P meet 0:&in T and Oy in t, then the mtasure of the elanicity
at the point P u the ratw of PT to Pt.

II PT were twice Pt, a fall of 1 per cent. in price would cause an increase of
2 per cent., in the amount demanded; the elasticity of demand would be two.
If PT were one-third of Pt, a fall of 1 per cent. in price would cause an mcrease
of! per cent. in the amount demanded; the elasticity of demand would be one-
tlurd; and 110 on. Another way of looking at the same result is this:-the elasticity
at the point P is measured by the ratio of PT to Pt, that is of MT to MO (PM being
drawn perpendicular to Om); and therefore the elanicity u tqttal to OfIewhen the
angle TPM U equal to the angle OPM; aM it alttllJY6 iftCf'ta6tJ when the angle TPM
"""'ta6U rtlatil!tly to the ngk OPM, aM !lice tier.... See Note III. in the Mathe-
matical Appendix.
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nr, IV, 2. which people are easily satiated, and others-chiefly things
used for display-for which their desire is almost unlimited.
For the latter the elasticity of demand remains considerable,
however low the price may fall, while for the former the
demand loses nearly all its elasticity as soon as a low price
has once been reached",

1 Let us illustrate by the case of the demand for, say, green peas in a town in
which all vegetables are 11 0

bought and sold in one
market. Early in the sea-
son perhaps 100 lb. a day
will be brought to market
and sold at Is. per lb., later
on 500 lb. will be brought
and sold at 6d., later on
1,000 lb. at 4d., later still
5,000 at 2d., and later still
10,000 at lid. Thus de-
mand is represented in fig. p, P. I

(4), an mch along Ox repre- I r ~
sentmg 5,000 lbs. and an 0 ~lL.L$--'~_------ -------- w

inch along Oy represen t- e" ~ m. m.
ing IOd. Then a curve through 1'11' •••• 1'.. found as shown above, will be the total
demand curve. But this total demand will be made up of the demands of the rich,
the middle class and the poor. The amounts that they will severally demand may
perhaps be represented by the following schedules:-

At price in Number of Ibs, bought by
pence per lb. rich middle class

12 100 0
6 300 200
4 500 400
2 800 2,500
II 1,000 4,000

11 Fig. (5).

!I

L
o H II! 0

Fig. (4).
0",,= 0()2 in. M,p,=1·2 in.
Om.= ·1 M.p.= ·6
Om.= ·2 M.ps= ·4
0",,=1· M,p,= ·2
Om.=2· M.p.= ·15

poor
o
o

100
1,700
5,000

Total
100
500

1,000
5,000

10,000

Fig. (6). Fig. (7).

B

11

~c_r--
o LI( II!

These schedules are translated into curves figs. (5), (6), (7), showing the demands
of the rich, the middle class and the poor represented on the same scale as fig. (4).
Thus for instance AB, BK and CL each represents a price of 2d. and is ·2 inches
in length; OH=·16 in. representing 800 lb., OK=·5 in. representing 2,IlOOlb.
and OL=·34 in. representing 1,700 lb., while OH+OK+OL=l inch, i.e.=Om.
in fig. (4) as they should do. This may serve as an example of the way in which
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§ 3. There are some things the current prices of which III, IV, S.

in this country are very low relatively even to the poorer IlJustra-

classes; such are for instance salt, and many kinds of savours~::n
and flavours, and also cheap medicines. It is doubtful ~=~e
whether any fall in price would induce a considerable in- f?r par-

. h . f h ticularcrease ill t e consumption 0 t ese. commo-
The current prices of meat, milk and butter, wool, drties,

tobacco, imported fruits, and of ordinary medical attend-
ance, are such that every variation in price makes a great
change in the consumption of them by the working classes,
and the lower half of the middle classes; but the rich would
not much increase their own personal consumption of them
however cheaply they were to be had. In other words, the
direct demand for these commodities is very elastic on the
part of the working and lower middle classes, though not on
the part of the rich. But the working class is so numerous
that their consumption of such things as are well within their
reach is much greater than that of the rich; and therefore
the aggregate demand for all things of the kind is very
elastic. A little while ago sugar belonged to this group
of commodities: but its price in England has now fallen so
far as to be low relatively even to the working classes, and
the demand for it is therefore not elastic-.

The current prices of wall-fruit, of the better kinds of fish,
and other moderately expensive luxuries are such as to make
the consumption of them by the middle class increase much
with every fall in price; in other words, the middle class
demand for them is very elastic: while the demand on the
several partial demand curves, drawn to the same scale, can be superimposed
horizontally on one another to make the total demand curve representing the
aggregate of the partial demand.

1 We must however remember that the character of the demand schedule for
any commodity depends in a great measure on whether the prices of its rivals are
taken to be fixed or to alter with it. If we separated the demand for beef from
that for mutton, and supposed the price of mutton to be held fixed while that for
beef was raised, then the demand for beef would become extremely elastic. For
any slight fall in the price of beef would cause it to be used largely in the place of
mutton and thus lead to a very great increase of its consumption: while on the
other hand even a small rise in price would cause many people to eat mutton
to the almost entire exclusion of beef. But the demand schedule for all kinds of
fresh meat taken together, their prices being supposed to retain always about the
same relation to one another, and to be not very different from those now prevail-
mg in England, shows only a moderate elasticity. And similar remarks apply to
beet-root and cane-sugar. Compare the note on p. 100.
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part of the rich and on the part of the working class is much
less elastic, the former because it is already nearly satiated,
the latter because the price is still too high.

The current prices of such things as rare wines, fruit out
of season, highly skilled medical and legal assistance, are so
high that there is but little demand for them except from
the rich: but what demand there is, often has considerable
elasticity. Part of the demand for the more expensive kinds
of food is really a demand for the means of obtaining social
distinction, and is almost insatiable'.

§ 4. The case of necessaries is exceptional. When the
price of wheat is very high, and again when it is very low,
the demand has very little elasticity: at all events if we
assume that wheat, even when scarce, is the cheapest food
for man; and that, even when most plentiful, it is not con-
sumed in any other way. We know that a fall in the price
of the quartern loaf from 6d. to 4d. has scarcely any e:ffectin
increasing the consumption of bread. With regard to the
other end of the scale it is more difficult to speak with cer-
tainty, because there has been no approach to a scarcity in
England since the repeal of the corn laws. But, availing
ourselves of the experience of a less happy time, we may
suppose that deficits in the supply of 1, 2, 3, 4, or 5 tenths
would cause a rise in price of 3, 8, 16, 28, or 45 tenths
respectivelys. Much greater variations in prices indeed than
this have not been uncommon. Thus wheat sold in London

1 See above ch. n, § 1. In April 1894, for instance, six plovers' eggs, the first
of the season, were sold in London at lOs. 6d. each. The following day there were
more, and the price fell to 5s.; the next day to 3s. each; and a week later to 4d.

• This estimate is commonly attributed to Gregory King. Its bearing on the
law of demand is admirably discussed by Lord Lauderdale (I'Il'J'Uiry, pp. 51-3).
It is represented in fig. (8) by the curve DD',
the point .A corresponding to the ordinary
price. If we take account of the fact that
where the price of wheat is very low, it may
be used, as it was for instance in 1834, for
feeding cattle and sheep and pigs and for
brewing and distilling, the lower part of the
curve would take a shape somewhat like that
of the dotted line ·in the figure. And if we
assume that when the price is very high,
cheaper substitutes can be got for it, the
upper part of the curve would take a shape
similar to that of the upper dotted line.

o

Fig (8).
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for ten shillings a bushel in 1335, but in the following year it III, IV, 4.

sold for ten pence",
There may be even more violent changes than this in C?mmo-

h . f hi hi h . if it i h bl ditres somet e pnce 0 a t ng w C IS not necessary, 1 It ISpens a e part of the

and the demand for it is inelastic: thus fish may be very ~~~p-

dear one day, and sold for manure two or three days later. ::!at..
Water is one of the few things the consumption of which

we are able to observe at all prices, from the very highest
down to nothing at all. At moderate prices the demand for
it is very elastic. But the uses to which it can be put are
capable of being completely filled: and as its price sinks
towards zero the demand for it loses its elasticity. Nearly
the same may be said of salt. Its price in England is so low
that the demand for it as an article of food is very inelastic:
but in India the price is comparatively high and the demand
is comparatively elastic.

The price of house-room, on the other hand, has never
fallen very low except when a locality is being deserted by
its inhabitants. Where the condition of society is healthy,
and there is no check to general prosperity, there seems
always to be an elastic demand for house-room, on account
both of the real conveniences and the social distinction
which it affords. The desire for those kinds of clothing
which are not used for the purpose of display, is satiable:
when their price is low the demand for them has scarcely
any elasticity.

The demand for things of a higher quality depends much Influen.C6
ibili 1 l' 1 f fi d fl of sensi-on sensr ty: some peop e care Itt e or a re ne avour bility and

in their wine provided they can get plenty of it: others :S~~~d
crave a high quality, but are easily satiated. In the ordinary distastes.

working class districts the inferior and the better joints are
sold at nearly the same price: but some well-paid artisans
in the north of England have developed a liking for tho
best meat, and will pay for it nearly as high a price as can
be got in the west end of London, where the price is kept
artificially high by the necessity of sending the inferior
joints away for sale elsewhere. Use also gives rise to

I Chronictm Prtciosum (A.D. 1745) says that the price of wheat in London was
as low as 2s, a quarter in 1336: and that at Leicester it sold at 401. on a Saturday,
and at 141. on tha following Friday.
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acquired distastes as well as to acquired tastes. Illustrations
which make a book attractive to many readers, will repel
those whose familiarity with better work has rendered them
fastidious. A person of high musical sensibility in a large
town will avoid bad concerts: though he might go to them
gladly if he lived in a small town, where no good concerts
are to be heard, because there are not enough persons willing
to pay the high price required to cover their expenses. The
effective demand for first-rate music is elastic only in large
towns; for second-rate music it is elastic both in large and
small towns.

Generally speaking those things have the most elastic
demand, which are capable of being applied to many different
uses. Water for instance is needed first as food, then for
cooking, then for washing of various kinds and so on. When
there is no special drought, but water is sold by the pailful,
the price may be low enough to enable even the poorer
classes to drink as much of it as they are inclined, while for
cooking they sometimes use the same water twice over, and
they apply it very scantily in washing. The middle classes
will perhaps not use any of it twice for cooking; but they
will make a pail of water go a good deal further for washing
purposes than if they had an unlimited supply at command.
When water is supplied by pipes, and charged at a very low
rate by meter, many people use as much of it even for
washing as they feel at all inclined to do; and when the
water is supplied not by meter but at a fixed annual charge,
and is laid on in every place where it is wanted, the use of it
for every purpose is carried to the full satiety limit-,

I Thus the general demand of anyone person for such a thing as water
is the aggregate (or compound, see v. VI. 3) of his demand for it for each use;
in the same way as the demand of a group of people of ditIerent orders of
wealth for a commodity, which is serviceable in only one use, is the aggregate of
the demands of each member of the group. Again, just 118 the demand of the rich
for peas is considerable even at a very high price, but loses all elasticity at a price
that is still high relatively to the consumption of the poor; 80 the demand of the
mdividuaI for water to drink is considerable even at a very high price, but loses
all elasticity at a price that is still high relatively to his demand for it for the
purpose of cleaning up the house. .And 88 the aggregate of a number of demands
on the part of different classes of people for peas retains elasticity over a la!ger
range of price than will that of anyone individual, 80 the demand of an individual
for water for many uses retains elasticity over a larger range of prices than his
demand for it for anyone use, Compare an article by J. B. Clark on A U"i_1iIl
Law 0/ Economic Varim.OfI in the lialNf'tl Jouf'fUll 0/ EtIItIOIIItU, Vol UIL
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On the other hand, demand is, generally speaking, very III, IV, 5.

inelastic, firstly, for absolute necessaries (as distinguished Inelastic

from conventional necessaries and necessaries for efficiency); demand.

and secondly, for some of those luxuries of the rich which do
not absorb much of their income.

§ 5. So far we have taken no account of the difficulties Difficulties

f· li f d d rori d . . of theo getting exact ists 0 eman pnces, an interpreting statistical

them correctly. The first which we have to consider arises :t~~~l~;
from the element of time, the source of many of the greatest Time.

difficulties in economics.
Thus while a list of demand prices represents the changes

in the price at which a commodity can be sold consequent on
changes in the amount offered for sale, other things being
equal; yet other things seldom are equal in fact over
periods of time sufficiently long for the collection of full and
trustworthy statistics. There are always occurring disturbing
causes whose effects are commingled with, and cannot easily
be separated from, the effects of that particular cause which
we desire to isolate. This difficulty is aggravated by the fact
that in economics the full effects of a cause seldom come at
once, but often spread themselves out after it has ceased to
exist.

To begin with, the purchasing power of money is con- Changes in
ti II hanzi d deri . f the pur-inua y c angmg, an ren enng necessary a correction 0 chasing
th I btai d . h . power ofe resu ts 0 tame on our assumption t at money retains money,

a uniform value. This difficulty can however be overcome
fairly well; since we can ascertain with tolerable accuracy
the broader changes in the purchasing power of money.

Next come the changes in the general prosperity and in whether
th t I hasi h di I h . pennanent,e ota purc asmg power at t e sposa of t e community or tern-

at large. The influence of these changes is important, but porary.

perhaps less so than is generally supposed. For when the
wave of prosperity is descending, prices fall, and this increases
the resources of those with fixed incomes at the expense of
those whose incomes depend on the profits of business. The
downward fluctuation of prosperity is popularly measured
almost entirely by the conspicuous losses of this last class;
but the statistics of the total consumption of such com-
modities as tea, sugar, butter, wool, etc. prove that the total
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purchasing power of the people does not meanwhile fall
very fast. Still there is a fall, and the allowance to be made
for it must be ascertained by comparing the prices and the
consumption of as many things as possible.

Next come the changes due to the gradual growth of
population and wealth. For these an easy numerical cor-
rection can be made when the facts are known-,

§ 6. Next, allowance must be made for changes in fashion,
and taste and habit", for the opening out of new uses of a
commodity, for the discovery or improvement or cheapening
of other things that can be applied to the same uses with
it. In all these cases there is great difficulty in allowing for
the time that elapses between the economic cause and its
effect. For time is required to enable a rise in the price
of a commodity to exert its full influence on consumption.
Time is required for consumers to become familiar with
substitutes that can be used instead of it, and perhaps for
producers to get into the habit of producing them in sufficient
quantities. Time may be also wanted for the growth of habits
of familiarity with the new commodities and the discovery of
methods of economizing them.

I When a statistical table shows the gradual growth of the consumption of
a commodity over a long series of years, we may want to compare the percentage
by which it increases in different years. This can be
done pretty easily with a little practice. But when the
figures are expressed in the form of a statistical diagram,
it cannot easily be done, without translating the diagram
back into figures; and this is a cause of the disfavour in
which many statisticians hold the graphic method. But
by the knowledge of one simple rule the balance can be
turned, so far as this point goes, in favour of the graphic
method. The rule is as follows :-Let the quantity of a
conunodity consumed (Of of trade carried, or of tax levied
etc.) be measured by horizontal lines parallel to Os, fig.
(9), while the corresponding years are in the usual manner ticked off in descending
order at equal distances along Oy. To measure the rate of growth at any point P,
put a ruler to touch the curve at P. Let it meet Oy in t, and let N be the point
on Oy at the same vertil'al height as P: then the number of years marked 01I
along Oy by the distance Nt is the inverse of the fraction by which the amount is
increasing annually. That is, if Nt is 20 years, the amount is increasing at the rate
of "ll~, i.e. of 5 per cent. annually; if Nt is 25 years, the increase is -h or 4 per
cent. annually; and 110 on. Seo a paper by the present writer in the Juhiloo
number of the Journal of 1M LoniUm Statistical Society, June 1885; also Note
IV. in the Mathematical Appendix .

• For ill\l8trations of the influence of fashion see articles by Miss Foley in the
ECOMmic Journal, Vol. rn., and Miss Heather Bigg in the Nineteenth CmhlTY,
Vol.nm.

Fig. (9).

:~
o
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For instance when wood and charcoal became dear in III, IV, 6.
England, familiarity with coal as a fuel grew slowly, fireplaces IlI~

were but slowly adapted to its use, and an organized traffic trations,

in it did not spring up quickly even to places to which it
could be easily carried by water: the invention of processes
by which it could be used 8S a substitute for charcoal in
manufacture went even more slowly, and is indeed hardly
yet complete. Again, when in recent years the price of coal
became very high, a great stimulus was given to the invention
of economies in its use, especially in the production of iron
and steam; but few of these inventions bore much practical
fruit till after the high price had passed away. Again, when
a new tramway or suburban railway is opened, even those
who live near the line do not get into the habit of making
the most of its assistance at once; and a good deal more
time elapses before many of those whose places of business
are near one end of the line change their homes so as to live
near the other end. Again, when petroleum first became
plentiful few people were ready to use it freely; gradually
petroleum and petroleum lamps have become familiar to
all classes of society: too much influence would therefore be
attributed to the fall in price which has occurred since then,
if it were credited with all the increase of consumption.

Another difficulty of the same kind arises from the fact Some

that there are many purchases which can easily be put off ~:~~ds
f h . b for a lonc ti This i f h more easilyor a s ort time, ut not or a ong time. IS IS 0 ten t e postponed

case with regard to clothes and other things which are worn thhanot ers.
out gradually, and which can be made to serve a little
longer than usual under the pressure of high prices. For
instance, at the beginning of the cotton famine the recorded
consumption of cotton in England was very small. This was
partly because retail dealers reduced their stock, but chiefly
because people generally made shift to do as long as they
could without buying new cotton goods. In 1864 however
many found themselves unable to wait longer; and 8 good
deal more cotton was entered for home consumption in that
year, though the price was then much higher, than in either
of the preceding years. For commodities of this kind then a
Budden scarcity does not immediately raise the price fully
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III, IV, 7. Up to the level, which properly corresponds to the reduced
supply. Similarly after the great commercial depression in
the United States in 1873 it was noticed that the boot trade
revived before the general clothing trade; because there is a
great deal of reserve wear in the coats and hats that are
thrown aside in prosperous times as worn out, but not so
much in the boots.

Impertec- § 7. The above difficulties are fundamental: but there
tions of
staUstics. are others which do not lie deeper than the more or less

inevitable faults of our statistical returns.
We desire to obtain, if possible, a series of prices

at which different amounts of a commodity can find
purchasers during a given time in a market. A perfect

Fmarket is a district, small or large, in which there are many
buyers and many sellers all so keenly on the alert and so weH
acquainted with one another's affairs that the price of a com-
modity is always practically the same for the whole of the
district. But independently of the fact that those who buy
for their own consumption, and not for the purposes of trade,
are not always on the look out for every change in the market,
there is no means of ascertaining exactly what prices are paid
in many transactions. Again, the geographical limits of a
market are seldom clearly drawn, except when they are
marked out by the sea or by custom-house barriers; and no
country has accurate statistics of commodities produced in
it for home consumption.

Increase of Again, there is generally some ambiguity even in such
dealers' .
stocks statistics as are to be had. They commonly show goods~~:=aseas entered for consumption as soon as they pass into the
ofco~: hands of dealers; and consequently an increase of dealers'sump .. on.

stocks cannot easily be distinguished from an increase of
consumption. But the two are governed by different causes.
A rise of prices tends to check consumption; but if the rise
is expected to continue, it will probably, as has already been
noticed, lead dealers to increase their stocks",

1 In examining the effects of taxation, it is customary to compare the amounts
entered for consumption just before and just after the imposition of the tax. But
this'is untrustworthy, For dealers anticipating the tax lay in large stocks just
before it is imposed, and need to buy very little for some time afterwards. And_8 _, .. when a tax is lowezed. Agam, high taxea lead to falae returns. For
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Next it is difficult to insure that the commodities referred III, IV, 8.

to are always of the same quality. After a dry summer what Changes of

wheat there is, is exceptionally good; and the prices for the quality.

next harvest year appear to be higher than they really are.
It is possible to make allowance for this, particularly now
that dry Californian wheat affords a standard. But it is
almost impossible to allow properly for the changes in quality
of many kinds of manufactured goods. This difficulty occurs
even in the case of such a thing as tea: the substitution in
recent years of the stronger Indian tea for the weaker Chinese
tea has made the real increase of consumption greater than
that which is shown by the statistics.

NOTE ON STATISTICS OF CONSUMPTION.

§ 8. General Statistics of consumption are published by many Inductive
Governments with regard to certain classes of commodities. But ~!:Yor
partly for the reasons just indicated they are of very little service in d!'ffiand is
helping us to trace either a causal connection between variations in ~~~ers
prices and variations in the amounts which people will buy, or in the could .
distribution of difierent kinds of consumption among the difierent =e1,;
classes of the community. analysing

As regards the first of these objects, viz. the discovery of the laws ~~~t!7:
connecting variations in consumption consequent on variations in price,
there seems much to be gained by working out a hint given by Jevons
(Theory, pp. 11, 12) with regard to shopkeepers' books. A shopkeeper,
or the manager of a co-operative store, in the working man's quarter
of a manufacturing town has often the means of ascertaining with
tolerable accuracy the financial position of the great body of his
customers. He can find out how many factories are at work, and for
how many hours in the week. and he can hear about all the important
changes in the rate of wages: in fact he makes it his business to do
so. And as a rule his customers are quick in finding out changes in
the price of things which they commonly use. He will therefore often
find C8A!e8 in which an increased consumption of a commodity is
brought about by a fall in its price, the cause acting quickly, and
acting alone without any admixture of disturbing causes. Even where

instance, the nominal importation of molasses into Boston increased fiftyfold in
consequence of the tax being lowered by the Rockingham Ministry in 1766, from
&t. to Id. per gallon. But this was chiefly due to the fact t.hat with the ~x
at Id., it was cheaper to pay the du'y than to smuggle.

M. 8
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III,", 8. disturbing ca.uses are present, he will often be able to allow for their
influence. For instance, he will know that as the winter comes on,
the prices of butter and vegetables rise; but the cold weather makes
people desire butter more and vegetables less than before: and therefore
when the prices of both vegetables and butter rise towards the winter, he
will expect & greater falling off of consumption in the case of vegetables
than should properly be attributed to the rise in price taken alone, but
a less falling off in the case of butter. If however in two neighbouring
winters his customers have been about equally numerous, and in receipt
of about the same rate of wages; and if in the one the price of butter
was a good deal higher than in the other, then a comparison of his books
for the two winters will afford a very accurate indication of the influence
of changes in price on consumption. Shopkeepers who supply other
classes of society must occasionally be in a position to furnish similar
facts relating to the consumption of their customers.

Consump- If a sufficient number of tables of demand by different sections of
~: ~r society could be obtained, they would afford the means of estimating
of ~eap indirectly the variations in total demand that would result from extreme
!~':!~h~variations in price, and thus attaining an end which is inaccessible by
pro~a~Ie any other route. For, as a general rule, the price of & commodity
~i:~~fluctuates within but narrow limits; and therefore statistics afford us
sumttiO!l no direct means of guessing what the consumption of it would be, if
Mt\:cna:e its price were either fivefold or a fifth part of what it actually is. But
very dear. we know that its consumption would be confined almost entirely to the

rich if its price were very high; and that, if its price were very low, the
great body of its consumption would in most cases be among the work-
ing classes. If then the present price is very high relatively to the
middle or to the working classes, we may be able to infer from the
laws of their demand a.t the present prices what would be the demand
of the rich if the price were so raised so as to be very high relatively
even to their means. On the other hand, if the present price is mode-
rate relatively to the means of the rich, we may be able to infer from
their demand what would be the demand of the working classes if the
price were to fall to a level which is moderate relatively to their means.
It is only by thus piecing together fragmentary laws of demand that
we can hope to get any approach to an accurate law relating to widely
different prices. (That is to say, the general demand curve for a com-
modity cannot be drawn with confidence except in the immediate
neighbourhood of the current price, until we are able to piece it to-
gether out of the fragmentary demand curves of different classes of
society. Compare the Second Section of this Chapter.)

When some progress has been made in reducing to definite law the
demand for commodities that are destined for immediate consumption,
then, but not till then, will there be use in attempting a similar task
with regard to those secondary demands which are dependent on these
-the demands namely for the labour of artisans and others who take
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part in the production of things for sale; and again the demand for III, IV, 8.
machines, factories, railway material and other instruments of produc-
tion. The demand for the work of medical men, of domestic servants
and of all those whose services are rendered direct to the consumer is
similar in character to the demand for commodities for immediate
consumption, and its laws may be investigated in the same manner.

It is a very important, but also difficult task to ascertain the Another
proportions in which the different classes of society distribute their ~e~~~~~
expenditure between necessaries, comforts and luxuries; between things budgets of
that provide only present pleasure, and those that build up stores of [~~~~~~~
physical and moral strength; and lastly between those which gratify classes.
the lower wants and those which stimulate and educate the higher
wants. Several endeavours have been made in this direction on the
Continent during the last fifty years; and latterly the subject has been
investigated with increasing vigour not only there but also in America
and in England".

1 A single table made out by the great statistician Engel for the consumption
of the lower, middle and working classes in Saxony in 1857, may be quoted here;
because it has acted as a guide and a standard of comparison to later inquines.
It is as follows:-

Propori~ons of tho Expenditure of the Family of-

Item. of Expenditlll'e. L 2. 3.
Workman wrth an Workman with an Mlddle-Clesa person
Income of 451.to Income of 901.to WIth an J ncotue of

601.8 Year. 1201. 1501.to 2001.

1. Food only ............... 62 0 per cent. 55 0 per cent. 50·0 per cent.
2. Clothing .................. 160 "

18·0
" 18·0 "3. Lodging .................. 12·0 "

120
" 120

"4. Light and fuel ......... 5·0 " 5·0
" 5·0 "5. Education ............... 20 " 35
" 55 "6. Legal protection ...... 10 "

2·0
" 30

"7. Care of health ......... 1·0 "
2·0

" 3·0
"8. Comfort and recreation 1·0 "

2·5
" 3·5 "

Totals ............... 100 0 per cent . I 100 0 per cent. 100 0 per cent.

Working-men'e budgets have often been collected and compared, But hke all
other figures of the kind they sufIer from the facts that those who will take the
trouble to make such returns voluntarily are not average men, that those who keep
careful accounts are not average men; and that when accounts have to be supple-
mented by the memory, the memory is apt to be biassed by notions as to how the
money ought to have been spent, especially when the accounts are put together
specially for another's eye. This border-ground between the provinces of domestic
and public economy is one in which excellent work may be done hy many who are
disinclined for more general and abstract speculations.

Information bearing on the subject was collected long ago by Harrison, Petty,
Canullon (whose lost Supplement seems to have contained some workmen's
budgets), Arthur Young, Malthus and others. Workmg·men's budgets were
collected by Eden at the end of the last century; and there is much miscellaneous
information on the expenditure of the working classes in subsequent Reports of

8-2
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III, IV, 8. Comnrlssions on Poor-relief, Factories, etc. Indeed almost every year sees 90IIle
important addition from public or private sources to our information on these
subjects.

It may be noted that the method of Ie Play's monumental Les Ou,,"er!
Europktu is the jfttmMtJe study of all tbe details of the domestic life of a few
auefully cbosen families. To work it well requires a rare combination of judgment
in selecting cases, and of insight and sympathy in interpreting them. At its best,
it is the best of all: but in ordinary hands it is likely to suggest more
untrustworthy general conclusions, than those obtained by the ~itJe method
of collecting more rapidly very numerous observations, reducing them as far as
possible to statistical form, and obtaining broad averages in which inaccuracies
and idiosyncrasies may be trusted to counteract one another to some extent.



CHAPTER V.

CHOICE BETWEEN DIFFERENT USES OF THE SAME
THING. IMMEDIATE AND DEFERRED USES.

§ 1. THE primitive housewife finding that she has a III, v, 1

limited number of hanks of yarn from the year's shearing, The distri-

considers all the domestic wants for clothing and tries to ~~!~~,~
distribute the yarn between them in such a way as to con- ffibeeans

tween
tribute as much as possible to the family wellbeing. She the ~ti-

'11 hink h h f il d if h .. d h h fication ofWI t seas a e ,wen It IS one, seas reason different

to regret that she did not apply more to making, say, socks, wants.

and less to vests. That would mean that she had mis-
calculated the points at which to suspend the making of
socks aad vests respectively; that she had gone too far in
the case of vests, and not far enough in that of socks; and
that therefore at the points at which she actually did stop,
the utility of yarn turned into socks was greater than that
of yarn turned into vests. But if, on the other hand, she hit
on the right points to stop at, then she made just so many
socksand vests that she got an equal amount of good out of
the last bundle of yarn that she applied to socks, and the last
she applied to vests. This illustrates a general principle,
which may be expressed thus:-

If a person has a thing which he can put to several uses,
he will distribute it among these uses in such a way that
it has the same marginal utility in all. For if it had a
greater marginal utility in one use than another, he would
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III, T, 2. gain by taking away some of it from the second use and
applying it to the firsti.

But a One great disadvantage of a primitive economy, in which
~:~~~o~ay there is but little free exchange, is that a person may easily
~n~C~h?!g have so much of one thing, say wool, that when he has
~da~:es, applied it to every possible use, its marginal utility in each
little of use is low: and at the same time he may have so little of
another. h hi d hat i . I ili f hisome ot er t ng, say woo, t at Its margllla uti ty or m

is very high. Meanwhile some of his neighbours may be in
great need of wool, and have more wood than they can turn
to good account. If each gives up that which has for him
the lower utility and receives that which has the higher, each
will gain by the exchange. But to make such an adjustment
by barter, would be tedious and difficult.

Barter is The difficulty of barter is indeed not so very great
a partial
remedy. where there are but a few simple commodities each capable

of being adapted by domestic work to several uses; the
weaving wife and the spinster daughters adjusting rightly
the marginal utilities of the different uses of the wool. while
the husband and the sons do the same for the wood.

Money § 2. But when commodities have become very numerous
d:~uted and highly specialized, there is an urgent need for the free
~~:: ~ual use of money. or general purchasing power; for that alone
:ilitalin can be applied easily in an unlimited variety of purchases.
each use. And in a money-economy. good management is shown by so

adjusting the margins of suspense on each line of expenditure
that the marginal utility of a shilling's worth of goods on
each line shall be the same. And this result each one will
attain by constantly watching to see whether there is any-
thing on which he is spending so much that he would gain
by taking a little away from that line of expenditure and
putting it on some other line.

Thus, for instance, the clerk who is in doubt whether to
ride to town, or to walk and have some little extra indulgence

Illustra·
tions.

I Our illustration belongs indeed properly to domestic production rather than
to domestic consumption. But that was almost inevitable; for there are very
few things ready for immediate consumption whicb are available for many
different uses. And the doctrine of the distribution of means between different
uses has less important and less interesting applications in the science of
demand than in that of supply. See e.g. V. m. 3.
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at his lunch, is weighing against one another the (marginal) III, v, 3.
utilities of two different modes of spending his money. And A chief
when an experienced housekeeper urges on a young couple &m'!tic

the importance of keeping accounts carefully; a chief motive accounts.

of the advice is that they may avoid spending impulsively a
great deal of money on furniture and other things; for, though
some quantity of these is really needful, yet when bought
lavishly they do not give high (marginal) utilities in propor-
tion to their cost. And when the young pair look over their
year's budget at the end of the year, and find perhaps that
it is necessary to curtail their expenditure somewhere, they
compare the (marginal) utilities of different items, weighing
the loss of utility that would result from taking away a
pound's expenditure here, with that which they would lose
by taking it away there: they strive to adjust their parings
down so that the aggregate loss of utility may be a minimum,
and the aggregate of utility that remains to them may be a
maximum-.

§ 3. The different uses between which a commodity is The. . ~~distributed need not all be present uses; some may be of future

present and some future. A prudent person will endeavour :::~
to distribute his means between all their several uses, present present.

and future, in such a way that they will have in each the
same marginal utility. But in estimating the present mar-
ginal utility of a distant source of pleasure a twofold allowance
must be made; firstly, for its uncertainty (this is an objective
property which all well-informed persons would estimate in
the same way); and secondly, for the difference in the value
to them of a distant as compared with a present pleasure
(this is a 8Ubjective property which different people would

1 The working-class budgets which were mentioned in Ch. IV. § 8 may render
most important services in helping people to distribute their resources wisely
between different U8e8, 80 that the marginal utility for each purpose shall be the
same. But the vital problems of domestic economy relate as much to wise action
as to wise spending. The English and the American housewife make limited
means go a less way towards satISfying wants than the French housewife does,
not because they do not know how to buy, but because they cannot produce as
good finished commodities out of the raw material of inexpensive joints, vegetables
etc., as she can. Domestic economy is often spoken of as belongmg to the science
of consumption: but that is only half true. The greatest faults in domestic
economy, among the sober portion of the Anglo-Saxon working-c1asses at all events,
are faults of production mther than of consumption.
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III, v,3. estimate in different ways according to their individual
characters, and their circumstances at the time).

Future If people regarded future benefits as equally desirable
benefits
are "dis- with similar benefits at the present time, they would pro-:=~~tbably endeavour to distribute their pleasures and other
rates. satisfactions evenly throughout their lives. They would

therefore generally be willing to give up a present pleasure
for the sake of an equal pleasure in the future, provided they
could be certain of having it. But in fact human nature is
so constituted that in estimating the "present value" of a
future benefit most people generally make a second deduction
from its future value, in the form of what we may call a
"discount," that increases with the period for which the
benefit is deferred. One will reckon a distant benefit at
nearly the same value which it would have for him if it were
present; while another who has less power of realizing the
future, Jess patience and self-control, will care comparatively
little for any benefit that is not near at hand. And the
same person will vary in his mood, being at one time
impatient, and greedy for present enjoyment; while at
another his mind dwells on the future, and he is willing to
postpone all enjoyments that can conveniently be made to
wait. Sometimes he is in a mood to care little for anything
else: sometimes he is like the children who pick the plums
out of their pudding to eat them at once, sometimes like
those who put them aside to be eaten last. And, in any
case, when calculating the rate at which a future benefit
is discounted, we must be careful to make allowance for the
pleasures of expectation.

Desire for The rates at which different people discount the future~=:aof affect not only their tendency to save, as the term is ordi-
:~ro;entnarily understood, but also their tendency to buy things
ownership. which will be a lasting source of pleasure rather than those

which give a stronger but more transient enjoyment; to buy
a new coat rather than to indulge in a drinking bout, or to
choose simple furniture that will wear well, rather than
showy furniture that will soon fall to pieces.

It is in regard to these things especially that the pleasure
of possession makes itself felt. Many people derive from
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the mere feeling of ownership a stronger satisfaction than III. v, 4.

they derive from ordinary pleasures in the narrower sense
of the term: for example, the delight in the possession of
land will often induce people to pay for it so high a price that
it yields them but a very poor return on their investment.
There is a delight in ownership for its own sake; and there
is a delight in ownership on account of the distinction it
yields. Sometimes the latter is stronger than the former,
sometimes weaker; and perhaps no one knows himself or
other people well enough to be able to draw the line quite
certainly between the two.

§ 4. As has already been urged, we cannot compare the But we
. . f b fi hi h . d diff cannotquant~tU!8 0 two ene ts, w care enJoye at 1 erent really

times even by the same person. When a person postpones a ~~lIDate

pleasure-giving event he does not postpone the pleasure; but ~n:~fure

he gives up a present pleasure and takes in its place another, benefit.

or an expectation of getting another at a future date: and
we cannot tell whether he expects the future pleasure to be
greater than the one which he is giving up, unless we know
all the circumstances of the case. And therefore, even
though we know the rate at which he discounts future
pleasurable events, such as spending £1 on immediate grati-
fications, we yet do not know the rate at which he discounts
future pleasures-.

1 In classifying some pleasures as more urgent than others, it is often for-
gotten that the postponement of a pleasurable event may alter the circumstances
under which it occurs, and therefore alter the character of the pleasure itself. For
instance it may be said that a young man discounts at a very high rate the
pleasure of the Alpine tours which he hopes to be able to afford himself when he
has made his fortune. He would much rather have them now, partly because
they wouid give him much greater pleasure now.

Again, it may happen that the postponement of a pleasurable event involves
an unequal distribution in Time of a certain good, and that the Law of Dirnmu-
tion of Marginal Utility acts strongly in the case of this particular good. For
mstance, it is sometimes said that the pleasures of eating are specially urgent;
and it is undoubtedly true that if a man goes dinnerless for six days in the week
and eats seven dinners on the seventh, he loses very much; because when post-
poning six dinners, he does not. postpone the pleasures of eating six separate
dinners, but substitutes for them the pleasure of one day's excessive eating.
Again, when a person puts away eggs for the winter he does not expect that they
will be better flavoured then than now; he expects that they will be scarce, and
that therefore their utility will be higher than now. This shows the importance
of drawing a clear distinction between discounting a future pleasure, and dis-
couoting the pleasure derived from the future enjoyment of a certain amount of
a commodity. For in the laUer case we muat make separate allowance for



122
III, v, 4.

An
artificial
measure
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rate of
discount
of future
benefits.
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We can however get an artificial measure of the rate at
which he discounts future benefits by making two assump-
tions. These are, firstly, that he expects to be about as rich
at the future date as he is now; and secondly, that his capa-
city for deriving benefit from the things which money will
buy will on the whole remain unchanged, though it may have
increased in some directions and diminished in others. On
these assumptions, if he is willing, but only just willing, to
spare a pound from his expenditure now with the certainty
of having (for the disposal of himself or his heirs) a guinea
one year hence, we may fairly say that he discounts future
benefits that are perfectly secure (subject only to the con-
ditions of human mortality) at the rate of five per cent. per
annum. And on these assumptions the rate at which he
discounts future (certain) benefits, will be the rate at which
he can discount money in the money market-,

differences between the marginal utilities of the commodity at the two times:
but in the former this has been allowed for once in estimating the amount of the
pleasure; and it must not be allowed for again.

1 It is important to remember that, except on these assumptions there is no
direct connection between the rate of discount on the loan of money, and the rate
at which future pleasures are discounted. A man may be so impatient of delay
that a certain promise of a pleasure ten years hence will not induce him to give
up one close at hand which he regards as a quarter as great. And yet if he
should fear that ten years hence money may be so scarce with him (and its
marginal utility therefore so high) that halt-a-crown then may give him more
pleasure or save him more pain than a pound now, he will save something for the
future even though he have to hoard it, on the same principle that he might store
eggs for the winter. But we are here straying into questions that are more
closely connected with Supply than with Demand. We shall have to consider
them again from different points of view in connection with the .Accumulation of
Wealth, and later again in connection with the causes that determine the Rate of
Interest.

"IVe may however consider here how to measure numerically the present value
of a future pleasure, on the SUPPOSItionthat we know, (i) its amount, (ii) the date
at which it will come, if it comes at all, (iii) the chance that it will come, and
(iv) the rate at which the person in question discounts future pleasures.

If the probabihty that a pleasure will be enjoyed is three to one, so that
three chances out of four are in its favour, the value of its expectation is three-
fourths of what it would be if it were certain: if the probability that it will be
enjoyed were only seven to five, 80 that only seven chances out of twelve are in its
favour, the value of its expectation is only seven-twelfths of what it would be if
the event were certain, and so on. [This is its actuarial value: but further
allowance may have to be made for the fact that the true value to anyone of an
uncertain gam is generally less than its actuarial value (see the note on p. 2(9).]
If the anticipated pleasure 18 both uncertain and distaut, we have a twofold
deduction to make from its full value. We will suppose, for instance, that a
person would give Un. for a gratification if it were present and certain, but that
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So far we have considered each pleasure singly; but a Ill, v, 4.

great many of the things which people buy are durable, i.e. Future

are not consumed in a single use; a durable good, such as ~!~~~d
a piano, is the probable source of many pleasures, more or from thle

owners up
less remote; and its value to a purchaser is the aggregate of durable

• commodi-
ofthe usance, or worth to him of all these pleasures, allowance ues,

being made for their uncertainty and for their distance 1.

it is due a year hence, and the probability of its happening then is three to one.
Suppose also that he discounts the future at the rate of twenty per cent. per
annum, Then the value to him of the anticipation of it is ! X /rrolfX lOs. i.e; 6s.
Compare the Introductory chapter of Jevons' Theory of Poluical Economy.

1 Of course tins estimate is formed by a rough instmct; and in any attempt to
reduce it to numerical accuracy (see Note V. in the Appendix), we must recollect
what has been said, in tins and the preceding Section, as to the Impossibility of
comparing accurately pleasures or other satistacuons that do not occur at the
same time; and also as to the assumption of uruforrruty involved in supposing the
discount of future pleasures to obey the exponential law.



CHAPTER VI.

VALUE AND UTILITY.

§ 1. WE may now turn to consider how far the price
Price and which is actually paid for a thing represents the benefit that
Utility. arises from its possession. This is a wide subject on which

economic science has very little to say, but that little is of
some importance.

We have already seen that the price which a person pays
for a thing can never exceed, and seldom comes up to that
which he would be willing to pay rather than go without it:
so that the satisfaction which he gets from its purchase
generally exceeds that which he gives up in paying away its
price; and he thus derives from the purchase a surplus of

,Jsatisfaction. The excess of the price which he would be
willing to pay rather than go without the thing, over that
which he actually does pay, is the economic measure of this
surplus satisfaction. It may be called ooneumer:« surplus.

Consumer', It is obvious that the consumer's surpluses derived from
surpllU some commodities are much greater than from others. There

are many comforts and luxuries of which the prices are very
much below those which many people would pay rather than
go entirely without them; and which therefore afford a very
great consumer's surplus. Good instances are matches, salt,
a penny newspaper, or a postage-stamp.

is part of This benefit, which he gets from purchasing at a low price
the benefit
a man things for which he would rather pay a high price than go
derives without them, may be called the benefit which he derives

III, VI, I.
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from his opportunities, or from his environment; or, to recur III, VI,2.

to a word that was in common use a few generations ago, from from his

his conjuncture. Our aim in the present chapter is to apply::;:-
the notion of consumer's surplus as an aid in estimating =unc-
roughly some of the benefits which a person derives from his
environment or his conjuncture".

§ 2. In order to give definiteness to our notions, let us Con- r'

consider the case of tea purchased for domestic consumption. =~U:jn
L k h f h if h . ft relationtoet us ta e t e case 0 a man, w 0, t e pnce 0 ea the demand

were 208. a pound, would just be induced to buy one pound ~vMu~i.
annually; who would just be induced to buy two pounds if
the price were 148., three pounds if the price were 108., four
pounds if the price were 68., five pounds if the price were
48., six pounds if the price were 38., and who, the price
being actually 28., does purchase seven pounds. We have to
investigate the consumer's surplus which he derives from his
power of purchasing tea at 28. a pound.

The fact that he would just be induced to purchase one
pound if the price were 208., proves that the total enjoyment
or satisfaction which he derives from that pound is as great as
that which he could obtain by spending 208. on other things.
When the price falls to 148., he could, if he chose, continue
to buy only one pound. He would then get for 148. what
was worth to him at least 208.; and he will obtain a surplus
satisfaction worth to him at least 68., or in other words a
consumer's surplus of at least 68. But in fact he buys a
second pound of his own free choice, thus showing that he
regards it as worth to him at least 148., and that this
represents the additional utility of the second pound to him.
He obtains for 288. what is worth to him at least 208. + 148.;
i.e.348. His aurplus satisfaction is at all events not diminished
by buying it, but remains worth at least 68. to him. The

1 This tenn is a familiar one in Gennan economics, and meets a need which is
much felt in English economics. For "opportunity" and "environment," the only
available substitutes for it, are sometimes rather misleading. By Conjunctur, says
Wagner (Grufldeguflg, Ed. m. p. 387), "we understand the sum total of the
technical, economic, social and legal conditions; which, in a mode of national
hie (Volk$wirtMchaft) resting upon division of labour and private property,-
especially private property in land and other material means of production-
determine the demand for and supply of goods, and therefore their exchange
value: this determination being as a rule, or at least in the main, .ndepentUnt of
the will of the owner, of his activity and Ius remissness."
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III, VI, 2. total utility of the two pounds is worth at least 348., his
consumer's surplus is at least 6s.1 The fact that each
additional purchase reacts upon the utility of the purchases
which he had previously decided to make has already been
allowedfor in making out the schedule and must not be counted
a second time.

When the price falls to lOs., he might, if he chose,
continue to buy only two pounds; and obtain for 208. what

1 Some further explanations may be given of this statement; though in fact
they do little more than repeat in other words what has already been said.
The significance of the condition in the text that he buys the second pound of
his own free choice is shown by the consideration that if the price of 148. ,had been
offered to him on the condition that he took two pounds, he would then have to
elect between taking one pound for 2Os. or two pounds for 288.: and then his
taking two pounds would not have proved that he thought the second pound worth
more than 8s. to him. But as it IS, he takes a second pound paying 148. uncon-
ditionally for it; and that proves that it is worth at least 148. to him. (If he can
get buns at a penny each, but seven for sixpence; and he elects to buy seven, we
know that he is willing to give up his Sixth penny for the sake of the sixth and the
seventh buns: but we cannot tell how much he would pay rather than go without
the seventh bun only.)

It is sometimes objected that as he increases his purchases, the urgency of his
need for his earlier purchases is diminished, and their utility falls; therefore we
ought to continually redraw the earlier parts of our list of demand prices at a lower
level, as we pass along it towards lower prices (i.e. to redraw at a lower level our
demand curve as we pass along it to the right). But this misconceives the plan on
which the list of pnces is made out. The Objection would have been valid, if
the demand price set against each number of pounds of tea represented the aVt1'age
utility of that number. For it is true that, if he would pay [ust 208. for one
pound, and [ust 148. for a second, then he would pay jllSt 348. for the two; i.e. 17s.
each on the average. And if our list had had reference to the aVt1'age prices he
would pay, and had set 17s. against the second pound; then no doubt we should
have had to redraw the list as we passed on. For when he has bought a third
pound the average utility to him of each of the three will be less than that of 17,.;
being in fact Us. 8d. if, as we go on to assume, he would pay [ust lOs. for a third
pound. But this difficulty is entirely avoided on the plan of making out demand
prices which is here adopted; according to which his second pound is credited, not
with the 17s. which represents the average value per pound of the two pounds;
but with the 14s, which represents the addttwlIal utility which a second pound
has for him. For that remains unchanged when he has bonght a third pound, of
which the additional utility is measured by lOs.

The first pound was probably worth to him more than 208. All that we know
is that it was not worth less to him. He probably got some small surples even on
that. Again, the second pound was probably worth more than 148. to him. All
that we know is that it was worth at least 148. and not worth 208. to him. He
would get therefore at this stage a surplus satisfaction of at least &., probably a
httle more. A ragged edge of this kmd, as mathematicians are aware, always
exists when we watch the effects of considerable changes, as that from 20.0. to 141.
a pound. If we had begun with a very high price, had descended by practically
infinitesimal changes of a farthing per pound, and watched infinitesimal variations
in his consumption of a small fraction of a pound at a time, this ragged edge would
have disappeared.
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was worth to him at least 34s., and derive a surplus satis- III, VI, :t

faction worth at least 148. But in fact he prefers to buy a
third pound: and as he does this freely, we know that he
does not diminish his surplus satisfaction by doing it. He
now gets for 30s. three pounds; of which the first is worth
to him at least 20s., the second at least 148., and the third at
least lOs. The total utility of the three is worth at least
448., his consumer's surplus is at least 148., and so on.

When at last the price has fallen to 28. he buys seven
pounds, which are severally worth to him not less than 20,
14, 10, 6, 4, 3, and 28. or 59s. in all. This sum measures
their total utility to him, and his consumer's surplus is (at
least) the excess of this sum over the 148. he actually does
pay for them, i.e. 45s. This is the excess value of the
satisfaction he gets from buying the tea over that which he
could have got by spending the 14s. in extending a little his
purchase of other commodities, of which he had just not
thought it worth while to buy more at their current prices;
and any further purchases of which at those prices would
not yield him any consumer's surplus. In other words,
he derives this 45s. worth of surplus enjoyment from his
conjuncture, from the adaptation of the environment to
his wants in the particular matter of tea. If that adaptation
ceased,and tea could not be had at any price, he would have
incurred a loss of satisfaction at least equal to that which he
could have got by spending 45s. more on extra supplies of
things that were worth to him only just what he paid for
them-,

1 Prof. Nicholson (Principia of PoltticaJ Economy, VoL I and Economic
Journal, VoL IV.) has raised objections to the notion of consumers' surplus,
which have been answered by Prof. Edgeworth in the same Journal. Prof.
Nicholson says :-" Of what avail is it to say that the utility of an income
of (say) £100 a year is worth (say) £1000 a year?" There would be no avail
in saying that. But there might be use, when comparing life in Central Afnca
wuh hfe in England, in saying that, though the things which money will buy
in Central Africa may on the average be as cheap there as here, yet there are so
many things which cannot be bought there at all, that a person with a thousand
a year there is no~ so well off as a person with three or four hundred a year here.
II a man pays Id. toll on a bridge, which saves him an additional drive that would
cost a slulling, we do not say that the penny is worth a shilIiug, but that the penny
together with the advantage offered hun by the bridge (the part it plays in

his conjuncture) is worth a shilling for that day. Were the bridge swept away on
a day on which he needed it, he would be m at least as bad a position as if he had
been deprived of eleven pence.
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§ 3. In the same way if we were to neglect for the
moment the fact that. the same sum of money represents
different amounts of pleasure to different people, we might
measure the surplus satisfaction which the sale of tea affords,
say, in the London market, by the aggregate of the sums by
which the prices shown in a complete list of demand prices
for tea exceeds its selling price-,

1 Let U8 then consider the demand curve DD' for tea in any large market.
Let OH be the amount whlch is sold there at the

price H.J. annually, a year being taken as our unit 0
of time. Taking any point M in OH let U8 draw
MP vertically upwards to meet the curve in P and
cut a horizontal line through .J. in R. We will Fig. (10).
suppose the several lbs. numbered in the order
of the eagerness of the several purchasers: the
eagerness of the purchaser of any lb. being mea- P

sured by the price he is Just WIlling to pay for J~~A _.
that lb. The figure informs us that OM can be C I ~
sold at the price PM; but that at any higher price 0 M H "

not quite so many Ibs. can be sold. There must be then some individual who will
buy more at the price PM, than he will at any higher price; and we are to regard
the OMth lb. as sold to this individual. Suppose for instance that PM represents
48., and that OM represents a million Ibs. The purchaser described in the text IS

just wilhng to buy his fifth Ib of tea at the price 48., and the OMth or millionth
lb. may be said to be sold to him. If AH and therefore RM represent 28., the
consumers' surplus derived from the OMth lb. is the excess of PM or 4s. which the
purchaser of that lb. would have been wilImg to pay for it over RM the 28. which
he actually does pay for it. Let us suppose that a very thin vertical parallelogram
is drawn of which the height is PM and of which the base is the distance along Ox
that measures the single unit or lb. of tea. It will be convenient henceforward to
regard price as measured not by a mathematical straight line without thickness,
as PM; but by a very thin parallelogram, or as it may be called a thick straight
line, of which the breadth is in every case equal to the distance along 0:; whlch
measures a unit or Ib of tea. Thus we should say that the total satisfaction
derived from the OMth lb. of tea is represented (or, on the assumption made in
the last paragraph of the text is measured) by the thick straight line MP,
that the price paid for this lb. is represented by the thick straight line ],1R
and the consumers' surplus derived from this lb. by the thick straight line RP.
Now let us suppose that such thin parallelograms, or thick straight lines, are
drawn from all positions of 1ft{ between 0 and H, one for each lb. of tea. The
thick straight lines thus drawn, as MP is, from 0:; up to the demand curve
will each represent the aggregate of the satisfaction derived from a lb. of tea;
and taken together thus occupy and exactly fill up the whole area DOHA.
Therefore we may say that the area DOHA represents the aggregate of the sans-
faction derived from the consumption of tea. Again, each of the straight lines
drawn, as MR is, from 0:; upwards as far as.J.C represents the price that actually
is paid for a lb. of tea. These straight lines together make up the area COBA;
and therefore this area represents the total price paid for tea. Fmally each
of the straight lines drawn as RP is from AC upwards as far as the demand curve,
represents the consumers' surplus derived from the corresponding lb. of tea.
These straight lines together make up the area DCA; and therefore this area
represents the total consumers' surplus that is derived from tea when the price J5
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This analysis, with its new names and elaborate machinery, III, VI, 3.

appears at first sight laboured and unreal. On closer This-

study it will be found to introduce no new difficulties and ~~~Iy

to make no new assumptions; but only to bring to light d~di!i~
difficulties and assumptions that are latent in the common expression

I f h k I F· hi . h to familiaranguage 0 t e mar et-p ace. or In t s, as In ot er cases, nouons,

the apparent simplicity of popular phrases veils a real com-
plexity, and it is the duty of science to bring out that latent
complexity; to face it; and to reduce it as far as possible:
so that in later stages we may handle firmly difficulties that
could not be grasped with a good grip by the vague thought
and language of ordinary life.

It is a common saying in ordinary life that the real worth
of things to a man is not gauged by the price he pays for them:
that, though he spends for instance much more on tea than
on salt, yet salt is of greater real worth to him; and that this
would be clearly seen if he were entirely deprived of it.
This line of argument is but thrown into precise technical
form when it is said that we cannot trust the marginal utility
of a commodity to indicate its total utility. If some ship-
wrecked men, expecting to wait a year before they were
rescued, had a few pounds of tea and the same number of
pounds of salt to divide between them, the salt would be the
more highly prized; because the marginal utility of an ounce
of salt, when a person expects to get only a few of them in the
year is greater than that of tea under like circumstances.
But, under ordinary circumstances, the price of salt being
low, everyone buys so much of it that an additional pound
would bring him little additional satisfaction: the total utility
of salt to him is very great indeed, and yet its marginal
utility is low. On the other hand, since tea is costly, most
people use less of it and let the water stay on it rather longer
than they would, if it could be got at nearly as Iowa price

.lB. But it must be repeated that this geometrical measurement is only an
aggregate of the measures of benefits which are not all measured on the same
scale except on the assumption Just made in the text. Unless that assumption
18 made the area only represents an aggregate of satisfactions, the several amounts
of which are not exactly measured. On that assumption only, its area measures
the volume of the total net satisfaction derived from the tea by its various pur-
chasers.

M. 9
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III, VI, 3. as salt can. Their desire for it is far from being satiated:
its marginal utility remains high, arid they may be willing
to pay as much for an additional ounce of it as they would
for an additional pound of salt. The common saying of
ordinary life with which we began suggests all this: but
not in an exact and definite form, such as is needed for
a statement which will often be ·applied in later work.
The use of technical terms at starting adds nothing to
knowledge: but it puts familiar knowledge in a firm compact
shape, ready to serve as the basis for further study".

In regard Or the real worth of a thing might be discussed with
to different . •
people reference not to a single person but to people in general;
~:wh!;: and thus it would naturally be assumed that a shilling's
~h~ made worth of gratification to one Englishman might be taken as
n~ary equivalent with a shilling's worth to another, "to start with,"
for differ- •
ences of and" until cause to the contrary were shown." But every-
sensibility uld k h hi bl nlone wo now t at t s was a reasona e course 0 y on

the supposition that the consumers of tea and those of salt
belonged to the same classes of people; and included people
of every variety of temperament",

This involves the consideration that a pound's worth of
satisfaction to an ordinary poor man is a much greater thing
than a pound's worth of satisfaction to an ordinary rich
man: and if instead of comparing tea and salt, which are

and for
differences
of wealth:

1 Harris Oft Coi7l$ 1757, says "Things in general are valued, not according to
their real uses in supplying the necessities of men; but rather in proportion to the
land, labour and skill that are requisite to produce them. It is according to this
proportion nearly, that things or commodities are exchanged one for another; and
it 15 by the said scale, that the intrinsic values of most things are chiefly estimated.
Water is of great use, and yet ordinarily of little or no value; because in most
places, water flows spontaneously ill such great plenty, 88 not to be withheld
within the limits of private property; but all may have enough, without other
expense than that of bringing or conducting It, when the case so requires. On the
other hand, diamonds being very scarce, have upon that account a great value,
though they are but little use."

I There nught conceivably be persons of high sensibility who would llUfJer
specially from the want of either salt or tea: or who were generally sensitive, and
would suffer more from the loss of a certain part of their income than others in
the same station of life. But it would be assumed that such differences between
individuals might be neglected, since we were considering in either case the
average of Jarge numbers of people; though of course it might be necessary to
consider whether there were some special reason {or believing, say, that those who
laid most store by tea were a specially sensitive class of people. U it could, then
a separate allowance for this would have to be made before applying the results of
economical analysis to practical problems of etlrics or politics.



·THIS ANALYSIS GIVES FORM TO FAMILIAR NOTIONS 131

both used largely by all classes, we compared either of them III, VI, 3.
with champagne or pineapples, the correction to be made on
this account would be more than important: it would change
the whole character of the estimate. In earlier generations
many statesmen, and even some economists, neglected to
make adequate allowance for considerations of this class,
especially when constructing schemes of taxation; and their
words or deeds seemed to imply a want of sympathy with
the sufferings of the poor; though more often they were due
simply to want of thought.

On the whole however it happens that by far the greater
number of the events with which economics deals, affect in but it is

about equal proportions all the different classes of society; so ::~3.:din
that if the money measures of the happiness caused by two ~~:~~;
events are equal, there is not in general any very great groups of. h .. people.difference between t e amounts of the happiness ill the two
cases. And it is on account of this fact that the exact
measurement of the consumers' surplus in a market has
already much theoretical interest, and may become of high
practical importance.

It will be noted however that the demand prices of each
commodity, on which our estimates of its total utility and
consumers' surplus are based, assume that other tltings remain
equal, while its price rises to scarcity value: and when the
total utilities of two commodities which contribute to the
same purpose are calculated on this plan, we cannot say that
the total utility of the two together is equal to the sum of
the total utilities of each separately",

I Some ambiguous phrases in earlier editions appear to have suggested to
some readers the opposite opinion. But the task of addmg together the total
utilities of all commodities, 80 as to obtain the aggregate of the total utilIty of all
wealth, is beyond the range of any but the most elaborate mathematical fonnuIre.
An attempt to treat it by them some years ago convmced the present Writer that
even if the task be theoretically feasible, the result would be encumbered by so
many hypotheses as to be practically useless.

Attention has already (pp. 100, 1(6) been called to the fact that for some
purposes such things as tea and coffee must be grouped together as one com-
modlty: and it is obvious that, if tea were inaccessible, people would increase
their consumption of coffee, and we ,,"sd. The loss that people would sufier
from being deprived both of tea and coffee would be greater than the BUm of
tbt'ir !oases from being depnved of either alone: and therefore the total utility of
tea and coffee is greater than the sum of the total utility of tea calculated on the

9-2
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His
seldom
necessary
to take
account of
changes in
the pur-
chaser's
command
of money.

VALUE AND UTILITY

§ 4. The substance of our argument would not be
affected if we took account of the fact that, the more a person
spends on anything the less power he retains of purchasing
more of it or of other things, and the greater is the value of
money to him (in technical language every fresh expendi-
ture increases the marginal value of money to him). But
though its substance would not be altered, its form would
be made more intricate without any corresponding gain;
for there are very few practical problems, in which the
corrections to be made under this head would be of any
importance-.

There are however some exceptions. For instance, as
Sir R. Giffen has pointed out, a rise in the price of bread
makes so large a drain on the resources of the poorer labouring
families and raises so much the marginal utility of money to
them, that they are forced to curtail their consumption of
meat and the more expensive farinaceous foods: and, bread
being still the cheapest food which they can get and will
take, they consume more, and not less of it. But such cases
are rare; when they are met with, each must be treated on
its own merits.

supposition that people can have recourse to coffee, and that of coffee calculated
on a like supposition as to tea. This difficulty can be theoretically evaded by
grouping the two "rival" commodmes together under a common demand schedule.
On the other hand, if we have calculated the total utility of fuel with reference
to the fact that without it we could not obtain hot water to obtain the beverage tea
from tea leaves, we should count somethmg twice over if we added to that utility
the total utility of tea leaves, reckoned on a similar plan. Again the total utility
of agricultural produce includes that of ploughs; and the two may not be added
together; though the total utility of ploughs may be discussed in connection with
one problem, and that of wheat in connection with another. Other aspects of
these two difficulties are examined in V. VI.

Prof. Patten has insisted on the latter of them in some able and suggestive
writings. But his attempt to express the aggregate utility of all forms of wealth
seems to overlook many difficulties.

1 In mathematical !anguage the neglected elements would generally belong to
the second order of small quantities; and the legiumacy of the familiar scientific
method by which they are neglected would have seemed beyond question, had not
Prof. Nicholson challenged it. A short reply to him has been given by Prof. Edge-
worth in the Ec01I011&ic Journal for March 1894; and a fuller reply by Prof. Barone
in the Giornale degli EC01I011&isti for Sept. 1894; of which some account is given
by Mr Sanger in the EC01I011&ic JouNUll for March 1895.

As is indicated in Note VI. in the Mathematical Appendix, formal account could
be taken of changes in the marginal utility of money, if it were desired to do so.
Il we attempted to add together the total utilities of all commodities, we should be
bound to do so: that task is however impraetacable,
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It has already been remarked that we cannot guess at III, VI, 5.

all accurately how much of anything people would buy at We ~

prices very different from those which they are accustomed ::~~: a

to pay for it: or in other words, what the demand prices for ,~~Elete

it would be for amounts very different from those which are demand

commonly sold. Our list of demand prices is therefore ~~:d~we

highly conjectural except in the neighbourhood of the ~=.need

customary price; and the best estimates we can form of the
whole amount of the utility of anything are liable to large
error. But this difficulty is not important practically. For
the chief applications of the doctrine of consumers' surplus
are concerned with such changes in it as would accompany
changes in the price of the commodity in question in the
neighbourhood of the customary price: that is, they require
us to use only that information with which we are fairly
well supplied. These remarks apply with special force to
necessaries-.

§ 5. There remains another class of considerations which Elemlents
of co lect-

are apt to be overlooked in estimating the dependence of ive wealth

wellbeing upon material wealth. Not only does a person's ~o~~to
looked.

1 The notion of consumers' surplus may help us a little now; and, when our
statistical knowledge is further advanced, it may help us a great deal to decide
how much injury would be done to the public by an additional tax of 6d. a pound
on tea, or by an addition of ten per cent. to the freight charges of a railway: and
the value of the notion is but little diminished by the fact that it would not help
us much to estimate the loss that would be caused by a tax of <:Os. a pound on tea,
or a tenfold rise In freight charges.

Reverting to our last diagram, we may express this by saying that, if A is the
point on the curve corresponding to the amount that is wont to be sold in the
market, data can be obtained sufficient for drawing the curve with tolerable
correctness for some distance on either side of A; though the curve can seldom
be drawn with any approach to accuracy right up to D. But this is practically
unimportant, because in the chief practical applications of the theory of value we
should seldom make any use of a knowledge of the whole shape of the demand
curve if we had it. We need just what we can get, that is, a fairly correct know-
ledge of its shape in the neighbourhood of L We seldom require to ascertain the
total area DCA; it is sufficient, for most of our purposes to know the chauges in
thia area that would be occasioned by moving A through small distances along the
curve in either direction, Nevertheless it will save trouble to assume provision-
ally, as in pure theory we are at hberty to do, that the curve is completely drawn.

There is however a special dIfficulty in estimatmg the whole of the utlhty of
commodities some supply of which 18 necessary for life. U any attempt is made
to do it, the best plan is perhaps to take that necessary supply for granted, and
estimate the total utility only of that part of the commodity which is 10 excess of
this amount. But we must recollect that th" desire for anything is much
dependent on the difficulty of gettmg substitutes for it. (See Note VI. in
the Mathematical Appendix.)
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Weare
here con-
cerned
with large
incomes
rather
than large
posses-
sions.

III, TI, 6_ happiness often depend more on his own physical, mental
and moral health than on his external conditions: but even
among these conditions many that are of chief importance
for his real happiness are apt to be omitted from an inventory
of his wealth. Some are free gifts of nature; and these
might indeed be neglected without great harm if they were
always the same for everybody; but in fact they vary much
from place to place. More of them however are elements of
collective wealth which are often omitted from the reckoning
of individual wealth; but which become important when
we compare different parts of the modern civilized world,
and even more important when we compare our own age
with earlier times.

So-called Collective action for the purposes of securing common=ers' wellbeing, as for instance in lighting and watering the streets,
~:g to will occupy us much towards the end of our inquiries.
thepsubject Co-operative associations for the purchase of things for
of ro-
duction. personal consumption have made more progress in England

than elsewhere: but those for purchasing the things wanted
for trade purposes by farmers and others, have until lately
been backward in England. Both kinds are sometimes
described as Consumers' associations; but they are really
associations for economizing effort in certain branches of
business, and belong to the subject of Production rather
than Consumption.

§ 6. When we speak of the dependence of wellbeing on
material wealth, we refer to the flow or stream of wellbeing
as measured by the flow or stream of incoming wealth and
the consequent power of using and consuming it. A person's
stock of wealth yields by its usance and in other ways an
income of happiness, among which of course are to be counted
the pleasures of possession: but there is little direct con-
nection between the aggregate amount of that stock and his
aggregate happiness. And it is for that reason that we have
throughout this and preceding chapters spoken of the rich,
the middle classes and the poor as having respectively large,
medium and small incomes-not posaessions-,

I See Note VII. 10 the Appendix.
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In accordance with a suggestion made by Daniel Ber- lIT, VI, 6.

noulli, we may regard the satisfaction which a person derives Ber-. -

from his income as commencing when he has enough to ~~:~~
support life, and afterwards as increasing by equal amounts uon,

with every equal successive percentage that is added to his
income; and vice versa for loss of income".

But after a time new riches often lose a great part of The edge

their charms. Partly this is the result of familiarity; which ~e~n~~.

makes people cease to derive much pleasure from accustomed ?~~~~I~;.
comforts and luxuries, though they suffer greater pain from
their loss. Partly it is due to the fact that with increased
riches there often comes either the weariness of age, or at
least an increase of nervous strain; and perhaps even habits of
living that lower physical vitality, and diminish the capacity
for pleasure.

I That is to say, if £30 represent necessaries, a person's satisfaction from his
income will begin at that point; and when It has reached £40, an additional £1
will add a tenth to the £10 which represents its happiness- yielding power. But if
ills income were £100, that is £ro above the level of necessanes, an additional I:1
would be required to add as much to ills happiness as £1 if his income were £40:
while if his incomo were £10,000, an additional £1000 would be needed to produce
an equal effect (compare Note VIII. in the Appendix). Of course such estimates
are very much at random, and unable to adapt themselves to the varying circum-
stances of individual We. As we shall see later, the systems of taxation which are
now most widely prevalent follow generally on the lines of Bernoulli's suggestion.
Earlier systems took from the poor very much more than would be in accordance
with that plan; while the systems of graduated taxation, which are being fore-
shadowed in several countries, are in some measure based on the assumption that
the addition of one per cent. to a very large Income adds less to the wellbeing of
its owner than an addition of one per cent. to smaller incomes would, even after
Bernoulli's correction for necessaries has been made.

It may be mentioned in passing that from the general law that the utility to
anyone of an additional £1 diminishes with the number of pounds he already has,
there follow two important practical prmciples. The first is that gambling
mvolves an economic loss, even when conducted on perfectly fair and even terms.
For instance, a man who having £600 makes a fair even bet of £100, has now an
expectation of happiness equal to half that derived from £roo, and half that
derived from £500; and this is less than the certain expectation of the happiness
derived from £600, because by hypothesis the difference between the happmess
got from £600 and £500 is greater than the difference between the happiness got
from £100 and £600. (Compare Note IX. in the AppendIX and Jevons, l. c.
Ch, IV.) The second principle, the direct converse of the first, is that a
theoretically fair insurance against risks is always an economic gain. But of
COurse every insurance office, after calculating what is a theoretically fair
premium, has to share in addition to it enough to pay profits on Its own capital,
and to cover its own expenses of working, among which are often to be reckoned
very heavy items for advertising and for losses by fraud. 'I'he question whether
It is advisable to pay the premium which insurance offices practically do charge,
IS one that must be decided for each case on its Own merits.
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In every civilized country there have been some followers
The value of the Buddhist doctrine that a placid serenity is the highest
of leisure ideal of life; that it is the part of the wise man to root out
and rest.

of his nature as many wants and desires as he can; that real
riches consist not in the abundance of goods but in the
paucity of wants. At the other extreme are those who
maintain that the growth of new wants and desires is always
beneficial because it stimulates people to increased exertions.
They seem to have made the mistake, as Herbert Spencer
says, of supposing that life is for working, instead of working
for life-.

Tbeexcel- The truth seems to be that as human nature is consti-
lence of a
moderate tuted, man rapidly degenerates unless he has some hard work~=~by to do, some difficulties to overcome; and that some strenuous
mod:rate exertion is necessary for physical and moral health. The
wor • fulness of life lies in the development and activity of as many

and as high faculties as possible. There is intense pleasure
in the ardent pursuit of any aim, whether it be success in
business, the advancement of art and science, or the improve-
ment of the condition of one's fellow-beings. The highest
constructive work of all kinds must often alternate between
periods of over-strain and periods of lassitude and stagnation;
but for ordinary people, for those who have no strong am-
bitions, whether of a lower or a higher kind, a moderate income
earned by moderate and fairly steady work offers the best
opportunity for the growth of those habits of body, mind,
and spirit in which alone there is true happiness.

There is some misuse of wealth in all ranks of society.
And though, speaking generally, we may say that every
increase in the wealth of the working classes adds to the
fulness and nobility of human life, because it is used chiefly
in the satisfaction of real wants; yet even among the artisans
in England, and perhaps still more in new countries, there
are signs of the growth of that unwholesome desire for wealth
as a means of display which has been the chief bane of the
well-to-do classes in every civilized country. Laws against
luxury have been futile; but it would be a gain if the moral
sentiment of the community could induce people to avoid

1 See his lecture on Tlu GOlpel of RelazalioB.

III, VI, 6.

Expendi-
ture for
the sake
ofdispIay.
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all sorts of display of individual wealth. There are indeed Ill, VI, 6.

true and worthy pleasures to be got from wisely ordered The-

magnificence: but they are at their best when free from any :bj~;;
taint of personal vanity on the one side and envy on the Of

I1ec
the.

co tive
other; as they are when they centre round public buildings, ov~r the

public parks, public collections of the fine arts, and public ~r;:~t~
games and amusements. So long as wealth is applied to
provide for every family the necessaries of life and culture,
and an abundance of the higher forms of enjoyment for
collective use, so long the pursuit of wealth is a noble aim;
and the pleasures which it brings are likely to increase
with the growth of those higher activities which it is used
to promote.

When the necessaries of life are once provided, everyone The

huld k to i h b f hi . hi . tastefulS 0 see to mcrease t e eauty 0 t ngs m s posseSSIOnpurchaser
h h thei b h . ill A' educatesrat er t an err num er or t err magn cence. n im- the pro-

provement in the artistic character of furniture and clothing ~~~hU8
trains the higher faculties of those who make them, and is approach

f . hanoi h h h B the fringea source 0 growmg appmess to t ose w 0 use t em. ut er broad

if instead of seeking for a higher standard of beauty, we ~~kres,
spend our growing resources on increasing the complexity de,;!~d.
and intricacy of our domestic goods, we gain thereby no true
benefit, no lasting happiness. The world would go much
better if everyone would buy fewer and simpler things, and
would take trouble in selecting them for their real beauty;
being careful of course to get good value in return for his
outlay, but preferring to buy a few things made well by
highly paid labour rather than many made badly by low
paid labour.

But we are exceeding the proper scope of the present
Book; the discussion of the influence on general wellbeing
which is exerted by the mode in which each individual
spends his income is one of the more important of those
applications of economic science to the art of living.



BOOI{ IV.
THE AGENTS OF PRODUCTION.

LA-lIID, LABOUR, CAPITAL AND ORGANIZATION.

CHAPTER I.

INTRODUCTORY.

IV, I, I. § 1. THE agents of production are commonly classed as
The Land, Labour and Capital. By Land is meant the material
~~~~n and the forces which Nature gives freely for man's aid, in land
:!d and water, in air and light and heat. By Labour is meant
under three the economic work of man, whether with the hand or the
heads, head-. By Capital is meant all stored-up provision for the

production of material goods, and for the attainment of those
benefits which are commonly reckoned as part of income. It
is the main stock of wealth regarded as an agent of pro-
duction rather than as a direct source of gratification.

Capital consists in a great part of knowledge and organi-
zation: and of this some part is private property and other
part is not. Knowledge is our most powerful engine of pro-
duction; it enables us to subdue Nature and force her to
satisfy our wants. Organization aids knowledge; it has

1 Labour is classed as economic when it is "undergone partly or whony with
a view to some good other than the pleasure directly derived from it." See p. 65
and footnote. Such labour WIth the head as does not tend directly or indirectly
to promote material production, as for instance the work of the schoolboy at Ins
tasks, is left out of account, so long as we are confining our attention to production
in the ordinary sense of the term. From some points of view, but not from all,
the phrase Land, Labour, Capital would be more symmetrical if labour were
interpreted to mean the labourers, i.e. mankind. See WaIras, ECOfWmie PolitllJUl
Pure, ~n 17, and Prof. Fisher, EcOfIOmic Joumal, VI. p. 529.
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many forms, e.g. that of a single business, that. of various IV, I, 1.

businesses in the same trade, that of various trades relatively
to one another, and that of the State providing security for
all and help for many. The distinction between public
and private property in knowledge and organization is of
great and growing importance: in some respects of more
importance than that between public and private property
in material things; and partly for that reason it seems best
sometimes to reckon Organization apart as a distinct agent
of production. It cannot be fully examined till a much later
stage in our inquiry; but something has to be said of it in
the present Book.

In a sense there are only two agents of production, nature but forsome
and man. Capital and organization are the result of the pu:reoses
work of man aided by nature, and directed by his power of un er two.

forecasting the future and his willingness to make provision
for it. If the character and powers of nature and of man be
given, the growth of wealth and knowledge and organization
follow from them as effect from cause. But on the other
hand man is himself largely formed by his surroundings, in
which nature plays a great part: and thus from every point
of view man is the centre of the problem of production as
wellas that of consumption; and also of that further problem
of the relations between the two, which goes by the twofold
name of Distribution and Exchange.

The ~owth of man~~d in n~mb~rs, in health and N.~ne:tb
strength, lD knowledge, ability, and lD nchness of character and an

is the end of all our studies: but it is an aim to which ~~:~on.
economics can do no more than contribute some important
elements. In its broader aspects therefore the study of this
growth belongs to the end, if to any part of a treatise on
economics: but does not properly belong even there. Mean-
while we cannot avoid taking account of the direct agency of
man in production, and of the conditions which govern his
efficiency as a producer. And on the whole it is perhaps
the most convenient course, as it certainly is that most in
accordance with English tradition, to include some account
of the growth of population in numbers and character as a
part of the general discussion of production.



140 INTRODUCTORY

IV, I, 2. § 2. It is not possible at this stage to do more than
Provisional indicate very slightly the general relations between demand
~~!~~~~and supply, between consumption and production. But it
and supply, may be well, while the discussion of utility and value is

fresh in our minds, to take a short glance at the relations
between value and the disutility or discommodity that has
to be overcome in order to obtain those goods which have
value because they are at once desirable and difficult of
attainment. All that can be said now must be provisional;
and may even seem rather to raise difficulties than to solve
them: and there will be an advantage in having before us a
map, in however slight and broken outline, of the ground to
be covered.

While demand is based on the desire to obtain com-
modities, supply depends mainly on the overcoming of
the unwillingness to undergo "discommodities." These
fall generally under two heads:-Iabour, and the sacrifice
involved in putting off consumption. It must suffice here
to give a sketch of the part played by ordinary labour in
supply. It will be seen hereafter that remarks similar,
though not quite the same, might have been made about
the work of management and the sacrifice which is in-
volved (sometimes, but not always) in that waiting which
is involved in accumulating the means of production.

T!te The discommodity of labour may arise from bodily or=i~~of mental fatigue, or from its being carried on in unhealthy
~!i~~aresurroundings, or with unwelcome associates, or from its

, occupying time that is wanted for recreation, or for social
or intellectual pursuits. But whatever be the form of the
discommodity, its intensity nearly always increases with the
severity and the duration of labour.

as are its Of course much exertion is undergone for its own sake,
motives. as for instance in mountaineering, in playing games and in

the pursuit of literature, of art, and of science; and much
hard work is done under the influence of a desire to benefit
othersl. But the chief motive to most labour, in our use of

ordinary
labour
being
selected
for illus-
tration.

1 We have seen (p. 124) that, if a person makes the whole of his purchases at
the price which he would be just willing to pay for his last purchases, he gains
a surplus of satisfaction on his earlier purchases; since he gets them for less than
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the term, is the desire to obtain some material advantage; IV, 1,2.

which in the present state of the world appears generally in
the form of the gain of a certain amount of money. It is
true that even when a man is working for hire he often finds
pleasure in his work: but he generally gets so far tired
before it is done that he is glad when the hour for stopping
arrives. Perhaps after he has been out of work for some time,
he might, as far as his immediate comfort is concerned, rather
work for nothing than not work at all; but he will probably
prefer not to spoil his market, any more than a manu-
facturer would, by offering what he has for sale much below
its normal price. On this matter much will need to be said
in another volume.

In technical phrase this may be called the marginal
disutility of labour. For, as with every increase in the
amount of a commodity its marginal utility falls; and as
with every fall in that desirableness, there is a fall in the
price that can be got for the whole of the commodity,
and not for the last part only; so the marginal disutility
of labour generally increases with every increase in its
amount.

The unwillingness of anyone already in an occupation to Though
. hi . d d d dinarv oi much workmcrease s exertions epen s, un er or nary circumatances, is pleasur-

on fundamental principles of human nature which economists able,

have to accept as ultimate facts. As Jevons remarks", there
is often some resistance to be overcome before setting to
work. Some little painful effort is often involved at starting;
but this gradually diminishes to zero, and is succeeded by
pleasure; which increases for a while until it attains a certain
low maximum; after which it diminishes to zero, and is

he would have paid rather than go without them. So, if the price paid to him for
doing any work is an adequate reward for that part which he does most unwillmgly;
and If, as generally happens, the same payment is given for that part of the work
which he does less unwillingly and at less real cost to himseU; then from that
part he obtains a producer's surplus. Some difficulties connected with this notion
are considered in Appendix K.

The labourer's unwillingness to sell his labour for less than its normal price
resembles the unwillingness of manufacturers to spoil their market by pushing
goods for sale at a low price; even though, so far as the particular transaction is
cO:lcemed, they would rather take the low price than let their works stand idle.

1 Theory of Political ECOMmY, Ch, v. This doctrine has been emphasized and
developed ill much detail by Austrian and Amencan economists.
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IV, I, 2. succeeded by increasing weariness and craving for relaxation
and change. In intellectual work, however, the pleasure and
excitement, after they have once set in, often go on increas-
ing till progress is stopped of necessity or by prudence.
Everyone in health has a certain store of energy on which
he can draw, but which can only be replaced by rest; so that
if his expenditure exceed his income for long, his health
becomes bankrupt; and employers often find that in cases
of great need a temporary increase of pay will induce their
workmen to do an amount of work which they cannot long
keep up, whatever they are paid for it. One reason of this
is that the need for relaxation becomes more urgent with
every increase in the hours of labour beyond a certain limit.
The disagreeableness of additional work increases; partly
because, as the time left for rest and other activities
diminishes, the agreeableness of additional free time in-
creases.~:~! Subject to these and some other qualifications, it is

8UPPOSI- broadly true that the exertions which any set of workers
tions the ill ke. ri f 11 . h a ri f 11' h .WIllingness W ma e, nse or a wit a rise or a In t e remuneration~~::r!~which is offered to them. As the price required to attract
by: t.hetob purchasers for any given amount of a commodity, was calledpnce e
got for it. the demand price for that amount during a year or aay

'Y'- other given time; so the price required to call forth the
exertion necessary for producing any given amount of a
commodity, may be called the supply price for that amount
duriIlg the same time. And if for the moment we assumed
that production depended solely upon the exertions of a
certain number of workers, already in existence and trained
for their work, we should get a list of supply prices corre-
sponding to the list of demand prices which we have already
considered. This list would set forth theoretically in one
column of figures various amounts of exertion and therefore
of production; and in a parallel column the prices which
must be paid to induce the available workers to put forth
these amounts of exertion 1.

But this simple method of treating the supply of work
of any kind, and consequently the supply of goods made ~~y

1 See above III. III. 4.

Supply
pnce.
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that work, assumes that the number of those who are IV, I, 2.

qualified for it is fixed; and that assumption can be made Forecast

only for short periods of time. The total numbers of the d:~~~ltY
people change under the action of many causes. Of these of this .

• problem In
causes only some are economic; but among them the average realIrfe.

earnings of labour take a prominent place; though their
influence on the growth of numbers is fitful and irregular.

But the distribution of the population between different
trades is more subject to the influence of economic causes.
In the long run the supply of labour in any trade is adapted
more or less closely to the demand for it: thoughtful parents
bring up their children to the most advantageous occupations
to which they have access; that is to those that offer the
best reward, in wages and other advantages, in return for
labour that is not too severe in quantity or character, and
for skill that is not too hard to be acquired. This adjustment
between demand and supply can however never be perfect;
fluctuations of demand may make it much greater or much
less for a while, even for many years, than would have been
just sufficient to induce parents to select for their children
that trade rather than some other of the same class.
Although therefore the reward to be had for any kind of work
at any time does stand in some relation to the difficulty
of acquiring the necessary skill combined with the exertion,
the disagreeableness, the waste of leisure, etc. involved in
the work itself; yet this correspondence is liable to great
disturbances. The study of these disturbances is a difficult
task; and it will occupy us much in later stages of our
work. But the present Book is mainly descriptive and raises
few difficult problems.



CHAPTER II.

THE FERTILITY OF LAND.

IV, II, 1. § 1. THE requisites of production are commonly spoken
I'he notion of as land, labour and capital: those material things which
that land
18 a free owe their usefulness to human labour being classed under
gift of
nature capital, and those which owe nothing to it being classed as
w~~~~~f land. The distinction is obviously a loose one: for bricks
rand is due are but pieces of earth slightly worked up; and the soil of
toman's .
work 18 a old settled countnes has for the greater part been worked
loose one: . b d hi' fbut there over many times y man, an owes to m Its present orm.
~nd!~t~ There is however a scientific principle underlying the dis-
it. tinction. While man has no power of creating matter, he

creates utilities by putting things into a useful form"; and
the utilities made by him can be increased in supply if there
is an increased demand for them: they have a supply price.
But there are other utilities over the supply of which he has
no control; they are given as a fixed quantity by nature and
have therefore no supply price. The term "land" has been
extended by economists so as to include the permanent
sources of these utilities": whether they are found in land,
as the term is commonly used, or in seas and rivers, in sun-
shine and rain, in winds and waterfalls.

When we have inquired what it is that marks ofi land
from those material things which we regard as products

I See Book U. Chapter m.
• In Ricardo's famous phrase .. the original and indestructible powers of the

soil," Von Thiinen, in a noteworthy discussion of the basis of the theory of root,
and of the positions which Adam Smith and Ricardo took with regard to it,
speaks of .. Der Boden an aich 0'; a phrase which unfortunately cannot be trans-
lated, but which means the lIOil as it would be by itself, if not altered by the
action of man (D". laolirU Staat, L i, 5).
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of the land, we shall find that the fundamental attribute of IV, II, 2.

land is its extension. The right to use a piece of land gives
command over a certain space-a certain part of the earth's
surface. The area of the earth is fixed: the geometric
relations in which any particular part of it stands to
other parts are fixed. Man has no control over them; they
are wholly unaffected by demand; they have no cost of
production, there is no supply price at which they can be
produced.

The use of a certain area of the earth's surface is a
primary condition of anything that man can do; it gives
him room for his own actions, with the enjoyment of the
heat and the light, the air and the rain which nature assigns
to that area; and it determines his distance from, and in a
great measure his relations to, other things and other persons.
Weshall find that it is this property of "land" which, though
as yet insufficient prominence has been given to it, is the
ultimate cause of the distinction which all writers on econo-
mics are compelled to make between land and other things.
It is the foundation of much that is most interesting and
most difficult in economic science.

Someparts of the earth's surface contribute to production
chieflyby the services which they render to the navigator:
others are of chief value to the miner; others-though this
selection is made by man rather than by nature-to the
builder. But when the productiveness of land is spoken of
our first thoughts turn to its agricultural use.

§ 2. To the agriculturist an area of land is the means of Conditions
rti . t f t bl d hans ulti offerWity.suppo mg a certain amoun 0 vege a e, an per aps u 1-

mately of animal, life. For this purpose the soil must have
certain mechanical and chemical qualities.

Mechanically, it must be so far yielding that the fine
roots of plants can push their way freely in it; and yet it
must be firm enough to give them a good hold. It must not
err as some sandy soils do by affording water too free a pas-
sage: for then it will often be dry, and the plant food will be
washedaway almost as soon as it is formed in the soil or put
into it. Nor must it err, as still clays do. by not allowing
the water a fairly free passage. For constant supplies of

~ W
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IV, n, 3. fresh water, and of the air that it brings with it in its journey
through the soil, are essential: they convert into plant food
the minerals and gases that otherwise would be useless or
even poisonous. The action of fresh air and water and of
frosts are nature's tillage of the soil; and even unaided they
will in time make almost any part of the earth's surface
fairly fertile if the soil that they form can rest where it is,
and is not torn away down-hill by rain and torrents as soon
as it is formed. But man gives great aid in this mechanical
preparation of the soil. The chief purpose of his tillage is to
help nature to enable the soil to hold plant roots gently but
firmly, and to enable the air and water to move about freely
in it. And farmyard manure subdivides clay soils and
makes them lighter and more open; while to sandy soils it
gives a much needed firmness of texture, and helps them,
mechanically as well as chemically, to hold the materials of
plant food which would otherwise be quickly washed out of
them.

Chemi~al Chemically the soil must have the inorganic elements
c:,(rf~~;.that the plant wants in a form palatable to it; and in some

cases man can make a great change with but little labour.
For he can then turn a barren into a very fertile soil by
adding a small quantity of just those things that are needed;
using in most cases either lime in some of its many forms, or
those artificial manures which modern chemical science has
provided in great variety: and he is now calling in the aid of
bacteria to help him in this work.

§ 3. By all these means the fertility of the soil can be
brought under man's control. He can by sufficient labour
make almost any land bear large crops. He can prepare
the soil mechanically and chemically for whatever crops he
intends to grow next. He can adapt his crops to the nature
of the soil and to one another; selecting such a rotation that
each will leave the land in such a state, and at such a time of
year, that it can be worked up easily and without loss of time
into a suitable seed bed for the coming crop. He can even
permanently alter the nature of the soil by draining it, or
by mixing with it other soil that will supplement its deficien-
cies. Hitherto this has been done only on a small scale;

lIIan's
power of
altering
the cha-
meter of
the soil.
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chalk and lime, clay and marl have been but thinly spread IV, II, 3.
over the fields; a completely new soil has seldom been made
except in gardens and other favoured spots. But it is pos-
sible, and even as some think probable, that at some future
time the mechanical agencies used in making railways and
other great earthworks may be applied on a large scale to
creating a rich soil by mixing two poor soils with opposite
faults.

All these changes are likely to be carried out more ex-
tensively and thoroughly in the future than in the past. But
even now the greater part of the soil in old countries owes
much of its character to human action; all that lies just
below the surface has in it a large element of capital, the
produce of man's past labour. Those free gifts of nature
whichRicardo classed as the" inherent" and" indestructible"
properties of the soil, have been largely modified; partly
impoverished and partly enriched by the work of many
generations of men.

But it is different with that which is above the surface.
Every acre has given to it by nature an annual income of
heat and light, of air and moisture; and over these man has
but little control. He may indeed alter the climate a little
by extensive drainage works or by planting forests, or cutting
them down. But, on the whole, the action of the sun and
the wind and the rain are an annuity fixed by nature for each
plot of land. Ownership of the land gives possession of this
annuity: and it also gives the space required for the life and
action of vegetables and animals; the value of this space
being much affected by its geographical position.

We may then continue to use the ordinary distinction Orit:;al

between the original or inherent properties, which the land ~~larrtl-
derives from nature, and the artificial properties which it ~m~~.ies
owesto human action; provided we remember that the first
include the space-relations of the plot in question, and the
annuity that nature has given it of sunlight and air and
rain; and that in many cases these are the chief of the in-
herent properties of the soil. It is chiefly from them that the
ownership of agricultural land derives its peculiar signifi-
cance, and the Theory of Rent its special character.

10-2
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IV, It, 4. § 4. But the question how far the fertility of any soil is
The due to the original properties given to it by nature, and how
~~~!far to the changes in it made by man, cannot be fully dis-
count for cussed without taking account of the kind of produce raised
more and
the ani- from it. Human agency can do much more to promote the
ficial for h
Jess in growth of some crops t an of others. At one end of the
ili~:i~ascs scale are forest trees; an oak well planted and with plenty
others. of room has very, little to gain from roan's aid: there is no

way of applying labour to it so as to obtain any considerable
return. Nearly the same may be said of the grass on some
rich river bottoms which are endowed with a rich soil and
good natural drainage; wild animals feeding off this grass
without man's care will farm it nearly as well as he does;
and much of the richest farm land in England (paying
a rent of £6 an acre and upwards) would give to unaided
nature almost as great a return as is got from it now.
Next comes land which, though not quite so rich, is still
kept in permanent pasture; and after this comes arable
land on which roan does not trust to nature's sowing, but
prepares for each crop a seed bed to suit its special wants,
sows the seed himself and weeds away the rivals to it. The
seeds which he sows are selected for their habit of quickly
maturing and fully developing just those parts which are
most useful to him; and though the habit of making this
selection carefully is only quite modern, and is even now far
from general, yet the continued work of thousands of years
has given him plants that have but little resemblance to
their wild ancestors. Lastly, the kinds of produce which
owe most to man's labour and care are the choicer kinds of
fruits, flowers and vegetables, and of animals, particularly
those which are used for improving their own breeds. For
while nature left to herself would select those that are best
able to take care of themselves and their offspring, man
selects those which will provide him most quickly with the
largest supplies of the things he most wants; and many
of the choicest products could not hold their own at all
without his care.

In any Thus various then are the parts which man plays in
case the h diff Iutra aiding nature to raise t e erent kinds of agricultura
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produce. In each case he works on till the extra return got IV, n, 4.

by extra capital and labour has so far diminished that it will return to

no longer remunerate him for applying them. Where this ~~:t:!lnal

limit is soon reached he leaves nature to do nearly all the ~::!=
work; where his share in the production has been great, it sooner or

is because he has been able to work far without reaching later.

this limit. We are thus brought to consider the law of
diminishing return.

It is important to note that the return to capital and :rhe return

labour now under discussion is measured by the amount of ::red
the produce raised independently of any changes that may ~~a~~~ty

meanwhile take place in the exchanze value or price of of tdhO
~ pro uee,

produce; such, for instance, as might occur if a new railway not by Its

had been made in the neighbourhood, or the population value.

of the county had increased much, while agricultural produce
could not be imported easily. Such changes will be of vital
importance when we come to draw inferences from the law of
diminishing return, and particularly when we discuss the
pressure of increasing population on the means of subsistence.
But they have no bearing on the law itself, because that has
to do not with the value of the produce raised, but only
with its amount'.

1 But see the !stter part of IV. m. 8; also IV. xm. 2.



CHAPTER III.

THE FERTILITY OF LAND, CONTINUED. THE
TENDENCY TO DIMINISHING RETURN.

IV, IlI,I. § 1. THE law of or statement of tendency to Diminishing
Provisional Return may be provisionally worded thus:
statement A' . h . I d I b li d l h ulof the n Increase In t e capita an a our app e In tee
~2:i:" tivation of land causes in general a less than proportionat
:~~. increase in the amount of produce raised, unless it happens

to coincide with an improvement in the arts of agriculture.
We learn from history and by observation that every

agriculturist in every age and clime desires to have the use
of a good deal of land; and that when he cannot get it
freely, he will pay for it, if he has the means. If he thought
that he would get as good results by applying all his capital
and labour to a very small piece, he would not pay for any
but a very small piece.

Land may When land that requires no clearing is to be had forbe under-
cultivated, nothing, everyone uses just that quantity which he thinks
and then '11' h' . 1 d I b h 1 Hiextra WI give IS capita an a our t e argest return. s
capitaIand ulti . ." '''''' '" H d t ailabour will C tivation IS extensive, not intensive. e oes no aim
g~~ing at getting many bushels of corn from anyone acre, for then
return he would cultivate only a few acres. His purpose is to get as
untrl all ibl . h a zi di f dmaximum arge a tota crop as POSSI e WIt a given expen ture 0 see
i!e~has and labour; and therefore he sows as many acres as he can
~::~bich manage to bring under a light cultivation. Of course he may
dit,~I, h go too far: he may spread his work over so large an area that

mums
again. he would gain by concentrating his capital and labour on a

smaller space; and under these circumstances if he could get
command over more capital and labour so as to apply more
to each acre, the land would give him an Increasing Return;
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that is, an extra return larger in proportion than it gives to IV, nr, 1.

his present expenditure. But if he has made his calculations
rightly, he is using just so much ground as will give him the
highest return; and he would lose by concentrating his capital
and labour on a smaller area. If he had command over more
capital and labour and were to apply more to his present
land, he would gain less than he would by taking up more
land; he would get a Diminishing Return, that is, an extra
return smaller in proportion than he gets for the last applica-
tions of capital and labour that he now makes, provided of
course that there is meanwhile no perceptible improvement
in his agricultural skill. As his sons grow up they will have
more capital and labour to apply to land; and in order to
avoid obtaining a diminishing return, they will want to culti-
vate more land. But perhaps by this time all the neigh-
bouring land is already taken up, and in order to get more
they must buy it or pay a rent for the use of it, or migrate
where they can get it for nothing",

This tendency to a diminishing return was the cause of Were it

Abraham's parting from Lot", and of most of the migrations ~!~~Wlse
of which history tells. And wherever the right to cultivate ~~~{save

land is much in request, we may be sure that the tendency :~~t:f hIS

to a diminishing return is in full operation. Were it not arplrl~
• all hISfor this tendency every farmer could save nearly the whole of capital and

hi t b .. 11b 11' f hi I d d labour to aIS ren y giving Up a ut a sma piece 0 IS an ,an small art
bestowing all his capital and labour on that. If all the of bis l:d.
capital and labour which he would in that case apply to it,
gave as good a return in proportion as that which he now
applies to it, he would get from that plot as large a produce
as he now gets from his whole farm; and he would make a.
net gain of all his rent save that of the little plot that he
retained.

It may be conceded that the ambition of farmers often
1 Increasing return in the earlier stages arises partly from economy of organ-

ization, similar to that which gives an advantage to manufacture on a large scale.
But It is also partly due to the fact that where land is very slightly cultivated
tbe farmer's crops are apt to be smothered by nature's crops of weeds. The relation
between Diminishing and Increasing Return is discussed further in the last chapter
of this Book.

• "The land was not able to bear them, that they might dwell together: for
their substance was great, eo that they could not dwell together." Genesis xiii, 6.
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IV, m, 1. leads them to take more land than they can properly manage:
and indeed almost every great authority on agriculture from
Arthur Young downwards, has inveighed against this mis-
take. But when they tell a farmer that he would gain by
applying his capital and labour to a smaller area, they do not
necessarily mean that he would get a larger gross produce.
It is sufficient for their argument that the saving in rent
would more than counterbalance any probable diminution of
the total returns that he got from the land. If a farmer
pays a fourth of his produce as rent, he would gain by COIl-

centrating his capital and labour on less land, provided the
extra capital and labour applied to each acre gave anything
more than three-fourths as good a return in proportion, as he
got from his earlier expenditure.

Improved Again, it may be granted that much land, even in a::~::blecountry as advanced as England, is so unskilfully cultivated
:'~italandthat it could be made to give more than double its present
la!fi~~~be gross produce if twice the present capital and labour were
~pplicd. Y applied to it skilfully. Very likely those are right who

maintain that if all English farmers were as able, wise and
energetic as the best are, they might profitably apply twice
the capital and labour that is now applied. Assuming rent
to be one-fourth of the present produce, they might get seven
hundredweight of produce for every four that they now get:
it is conceivable that with still more improved methods they
might get eight hundredweight, or even more. But this
does not prove that, as things are, further capital and labour
could obtain from land an increasing return. The fact
remains that, taking farmers as they are with the skill and
energy which they actually have, we find as the result of
universal observation that there is not open to them a short
road to riches by giving up a great part of their land, by
concentrating all their capital and labour on the remainder,
and saving for their own pockets the rent of all but that
remainder. The reason why they cannot do this is told in
the law of diminishing return; that return being measured,
as has already been said by its quantity, not its exchange
value.

We may now state distinctly the limitations which were



LAW OJ!' DIMINISHING RETURN 153
implied under the words "in general" in our provisional IV, III, 2.

wording of the law. The law is a statement of a tendency
which may indeed be held in check for a time by improve-
ments in the arts of production and by the fitful course
of the development of the full powers of the soil; but which
must ultimately become irresistible if the demand for pro-
duce should increase without limit. Our final statement of
the tendency may then be divided into two parts, thus:-

Although an improvement in the arts of agriculture may Final
. h f hi h land 11 ff statementraise t e rate 0 . return w IC an genera y a ords to any of the

given amount of capital and labour; and although the ~::~I~~l.to
capital and labour already applied to any piece of land ing. return.
may have been so madequate for the development of its full
powers, that some further expenditure on it even with the
existing arts of agriculture would give a more than propor-
tionate return; yet these conditions are rare in an old
country: and, except when they are present, the application
of increased capital and labour to land will add a less than
proportionate amount to the produce raised, unless there be
meanwhile an increase in the skill of the individual cultivator.
Secondly, whatever may be the future developments of the
arts of agriculture, a continued increase in the application
of capital and labour to land must ultimately result in a
diminution of the extra produce which can be obtained by a
given extra amount of capital and labour.

§ 2. Making use of a term suggested by James Mill, we A dose of

may regard the capital and labour applied to land as con_I:E~~~~and
sisting of equal successive doses 1. As we have seen, the
return to. the first few doses may perhaps be small and a
greater number of doses may get a larger proportionate
return; the return to successive doses may even in ex-
ceptional cases alternately rise and fall. But our law states
that sooner or later (it being always supposed that there is
meanwhile no change in the arts of cultivation) a point will
be reached after which all further doses will obtain a less
proportionate return than the preceding doses. The dose is
always a combined dose of labour and capital, whether it is
applied by a peasant owner working unaided on his own

1 As tothis term see the Note at the end of the chapter.
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•

IV, III, 2. land, or at the charges of a capitalist farmer who does no
manual labour himself. But in the latter case the main
body of the outlay presents itself in the form of money; and
when discussing the business economy of farming in relation
to English conditions, it is often convenient to consider the
labour converted at its market value into a money equivalent .
and to speak of doses of capital simply, rather than of doses
of labour and capital.

The dose which only just remunerates the cultivator may
be said to be the marginal dose, and thereturn to it the
marginal return. If there happens to be in the neighbour-
hood land that is cultivated but only just pays its expenses,
and so gives no surplus for rent. we may suppose this dose
applied to it. We can then say that the dose applied to it
is applied to land on the margin of cultivation, and this
way of speaking has the advantage of simplicity. But it is
not necessary for the argument to suppose that there is any
such land: what we want to fix our minds on is the return
to the marginal dose; whether it happens to be applied to
poor land or to rich does not matter; all that is necessary
is that it should be the last dose which can profitably be
applied to that land-.

The When we speak of the marginal, or the "last" dose ap-
do~~~~tplied to the land, we do not mean the last in time, we mean
~~i':s~nJy that dose which is on the margin of profitable expenditure;
in time, that is, which is applied so as just to give the ordinary returns

to the capital and labour of the cultivator, without affording
any surplus. To take a concrete instance, we may suppose a
farmer to be thinking of sending the hoers over a 'field once
more; and after a little hesitation he decides that it is
worth his while, but only just worth his while to do it. The
dose of capital and labour spent on doing it, is then the last
dose in our present sense, though there are many doses still
to be applied in reaping the crop. Of course the return to
this last dose cannot be separated from the others; but we
ascribe to it all that part of the produce which we believe

Marginal
dose,
mar9lftal
,.du""
margin of
cult.vataon.

1 Ricardo was well aware of this: though he did not emphasize it enough.
Those opponents of his doctrine who have supposed that it has no application to
places where all the land pays a rent, have mistaken the nature of his argumen$.



THE CULTIVATOR'S SURPLUS PRODUCE 155

would not have been produced if the farmer had decided IV, III, 2.

against the extra hoeing".
Since the return to the dose on the margin of cultivation

just remunerates the cultivator, it follows that he will be
just remunerated for the whole of his capital and labour by
as many times the marginal return as he has applied doses
in all. Whatever he gets in excess of this is the surplus SU:£lus
produce of the land. This surplus is retained by the culti- pr UCt.

vator if he owns the land himself2 •

I An illnstration from recorded experiments may help to make clearer the
nonon of the return to a marginal dose of capital and labour. The Arkansas
experimental station (see Th« Times, 18 Nov. 18!'!!» reported that four plots
of an acre each were treated exactly alike except in the matter of ploughing and
harrowing, with the following result;-

!'lot.

\

Cultivation. ~~r.ej~e~~:
acre.

1 Ploughed once ................................. 16
2 Ploughed once and harrowed once 18!
3 Ploughed twice and harrowed once ........... 211
4 Ploughed twice and harrowed twice ......... 231

,

This woulJ show that the dose of capital and labour applied in harrowing
a second time an acre which had already been ploughed twice gave a return
of ltv bushels. And if the value of these bushels, after allowing for expenses
of harvesting, etc. just replaced that dose with profits, then that dose was a
marginal one; even though it was not the last in point of tune, since those spent
on harvesting must needs come later.

• Let us seek a graplucal Illustration. It is to be remembered that graphical
Illustrations are not proofs. They are merely pictures corresponding very roughly
to the main conditions of certain real problems. They obtam clearness of outline,
by leaving out of account many consideranons which vary from one practical
problem to another, and of which the farmer must take full account in his
own special case. U on any given field there were expended a capital of £'iO, a
certain amount of produce would be raised from it: a certain amount larger than
the former would be raised if there were expended on it a capital of £51. The
dIfference between these two amounts may be regarded as the produce due to the
fifty·first pound; and if we suppose the capital to be applied in successive doses
of £1 each we may speak of this difference as the produce due to the fifty-first
dose. Let the doses be represented in order by successive equal divisions of the
lme OD. Let there now be drawn from the division of \
this line representing the fifty-first dose M, a line MP A, Fig. (ll).
at right angles to OD, in thickness equal to the length I'" B

of one of the divisions, and such that its length repre- At±=L
sents the amount of the produce due to the fifty-first o
dose. Suppose this done for each separate division up H G

to that corresponding to the last dose which it is found
profitable to put on the land. Let this last dose be the 0 M 0

llOth at D, and DC the corresponding return that only just remunerates the farmer.
The extremities of such lines will be on a curve APC. The gross produce wIn
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IV, ill, 2. It is important to note that this description of the nature
This of surplus produce is not a theory of rent: we shall not
~~f~~nbe ready for that till a much later stage. All that can be
produce 18 said here, is that this surplus produce may, under certain
nda .. .
theory of conditions, become the rent which the owner of the land can
rent. exact from the tenant for its use. But, as we shall see here-

after, the full rent of a farm in an old country is made up of
three elements: the first being due to the value of the soil
as it was made by nature; the second to improvements made
in it by man; and the third, which is often the most impor-
tant of all, to the growth of a dense and rich population, and
to facilities of communication by public roads, railroads, etc.

It is to be noted also that in an old country it is impossible
to discover what was the original state of the land before it
was first cultivated. The results of some of man's work are
for good and evil fixed in the land, and cannot be distin-
guished from those of nature's work: the line of division is
blurred, and must be drawn more or less arbitrarily. But
for most purposes it is best to regard the first difficulties of
coping with nature as pretty well conquered before we begin
to reckon the farmer's cultivation. Thus the returns that
we count as due to the first doses of capital and labour are
generally the largest of all, and the tendency of the return to
diminish shows itself at once. Having English agriculture
chiefly in view, we may fairly take, as Ricardo did, this 8S the
typical ease-,

Ricardo
confined
his atten-
tion to the
circum-
stances of
an old
country.

be represented by the sum of these lines: i.e., since the thickness of each line
is equnl to the length of the division on which it stands, by the area ODCA.
Let CGH be drawn parallel to DO, cutting PM in G; then MG is equal to CD;
and since DC just remunerates the fanner for one dose, MG will just remunerate
him for another: and so for all the portions of the thick vertical lines cut off
between OD and HC. Therefore the sum of these, that 18, the area ODCH,
represents the share of the produce that is required to remunerate him; while
the remainder, AHGCPA, is the surplus produce, which under certain conditions
becomes the rent.

1 That is, we may substitute (fig. 11) the dotted line BA' for BA and regard
A'BPC as tho typical curve for the return to capital and labour applied in
English agriculture. No doubt crops of wbeat and some other annuals cannot be
raised at all without some considerable labour. But natural grasses which sow
themselves will yield a good return of rough cattJe to scarcely any labour.

It has already been noticed (Book nr, ch, m, § 1), the law of diminishing
return bears a close analogy to the law of demand. The return which land gives
to a dose of capital and labour may be regarded as the price which land offers for
that dose. Land's return to capital and labour is, 10 to speak, her eJIective demand
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§ 3. Let us next inquire on what depends the rate of IV,lIl,3.

diminution or of increase of the returns to successive doses of The-

capital and labour. We have seen that there are great varia- ~~~~it~~'s

tions in the share of the produce which man may claim as return to
.. I I f hi k capital andthe additions resu t 0 IS own wor over what unaided labour

ld h d d d h 's shsre i varies withnature wou ave pro uce ; an t at man s s are IS much SOil and

larger with some crops and soils and methods of cultivation crops.

than with others. Thus broadly speaking it increases as we •
pass from forest to pasture land, from pasture to arable, and
from plough land to spade land; and this is because the rate
of diminution of the return is as a rule greatest in forests,
rather less in pasture, still less in arable land, and least of all
in spade land.

There is no absolute measure of the richness or fertility The

of land. Even if there be no change in the arts of production, ~:~~~ii~;of

a mere increase in the demand for produce may invert the ~~/elds

order in which two adjacent pieces of land rank as regards ch8h
nge

Wit
fertility. The one which gives the smaller produce, when circum-

b h ul . d h he culti . f b h· stances.at are unc tivate , or w en t e cu tivation a at IS

equally slight, may rise above the other and justly rank as
the more fertile when both are cultivated with equal tho-
roughness. In other words, many of those lands which are
the least fertile when cultivation is merely extensive, become
among the most fertile when cultivation is intensive. For
instance, self-drained pasture land may give a return large in
proportion to a very slight expenditure of capital and labour,

for them: her return to any dose is her demand price for that dose, and the list
of returns that she will give to successive doses may thus be regarded as her
demand schedule: but to avoid confusion we shall call it her" Return Schedule."
Corresponding to the case of the land in the text is that of a man who may be
wilhng to pay a larger proportionate price for a paper that would cover the whole
of the walls of his room than for one that would go only hall way; and then his
demand schedule would at one stage show an increase and not a drminution of
demand price for an increased quantity. But in the aggregate demand of many
individuals these unevennesses destroy one another; so that the aggregate
demand schedule of a group of people always shows tho demand price as falling
steadily with every increase in the amount offered. In the same way, by grouping
together many pieces of land we might obtain a return schedule that would show
a constant diminution for every increase of capital and labour applied. But It is
more easy to ascertain, and in some ways more important to take note of, the
variations of individual demand in the case of plots of land than III the case of
people. And therefore our typical return schedule is not drawn out so as to show
as even and uniform a diminution of return as our typical demand schedule does
of demand price.
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IV, m, 8. but a rapidly diminishing return to further expenditure: as
population increases it may gradually become profitable to
break up some of the pasture and introduce a mixed culti-
vation of roots and grains and grasses; and then the return
to further doses of capital and labour may diminish less
quickly.

Other land makes poor pasture, but will give more or
• less liberal returns to a great deal of capital and labour

applied in tilling and in manuring it; its returns to the
early doses are not very high, but they diminish slowly.

Again, other land is marshy. It may, as did the fens of
east England, produce little but osiers and wild fowl. Or,
as is the case in many tropical districts, it may be prolific of
vegetation, but so shrouded with malaria that it is difficult
for man to live there, and still more to work there. In such
cases the returns to capital and labour are at first small, but
as drainage progresses, they increase; afterwards perhaps
they again fall off'.

J This case may be represented by diagrams. If the produce rises in real value
in the ratio of Oll' to 0[[ (so that the amount required to remunerate the fanner
for a dose of capital and labour has fallen from OH to Oll'), the surplus produce
rises only to AH'C', which is not very much greater than its old amount AHC,
fig. 12, representing the first case. The second case is represented in fig. 13,
where a sunilar change in the price of produce makes the new surplus produce
AH'C' about three times as large as the old surplus, AHC; and the third in
fig. 14. The earliest doses of capital and labour apphed to the land give so poor a
return, that it would not be worth while to apply them unless it were intended to

Fig. (12). Fig. (13). Fig. (14).
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carry the cultivation further. But later doses give an increasing return which
culminates at P, and afterwards diminishes. If the price to be got for produce is
80 low that an amount OH" is required to remunerate the cultivator for a dose of
capital and labour, it will then be only just profitable to cultivate the land. For
then cultivation will be carried as far as D"; there will be a deficit on the earlier
doses represented by the area H"AE", and a surplus on the later doses repre-
sented by the area E"PC": and as these two are about equal, the cultivation of
the land so far will only just pay its way. But if the price of produce rises till
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But when improvements of this kind have once been IV, Ill, 3.

made, the capital invested in the soil cannot be removed;
the early history of the cultivation is not repeated; and the
produce due to further applications of capital and labour
shows a tendency to diminishing return-.

Similar though less conspicuous changes may occur on
land already well cultivated. For instance, without being
marshy, it may be in need of a little drainage to take off
the stagnant water from it, and to enable fresh water and
air to stream through it. Or the subsoil may happen to be
naturally richer than the soil at the surface: or again, though
not itself rich, it may have just those properties in which
the surface soil is deficient, and then a thorough system of
deep steam-ploughing may permanently change the character
of the land.

Thus we need not suppose that when the return to extra
capital and labour has begun to diminish, it will always
continue to do so. Improvements in the arts of production
may, it has always been understood, raise generally the
return which can be got by any amount of capital and
labour; but this is not what is meant here. The point is
that, independently of any increase in his knowledge, and
using only those methods with which he has long been
familiar, a farmer finding extra capital and labour at his
command, may sometimes obtain an increasing return even
at a late stage in his cultivations,

Oll is sufficient to remunerate the cultivator for a dose of capital and labour, the
deficit on the earlier doses will sink to H.4.E, and the surplus on the later doses
"Ill rise to EPC: the net surplus (the true rent in case the land is hired out) will
be the excess of EPC over H.4.E. Should the price rise further tIll Oll' IS

sufficient to remunerate the cultivator for a dose of capital and labour, this net
surplus will rise to the very large amount represented by the excess of E'PC'
over H'.4.E'.

1 In such a case as this the earlier doses are pretty sure to be sunk in the
land; and the actual rent paid, if the land is hired out, will then include profits
on them in addition to the surplus produce or true rent thus shown. Pro-
vision can easily be made in the diagrams for the returns due to the landlord's
capital.

• Of CO\ll8e his return may diminish and then increase
and then diminish again; and yet again increase when he
IS in a position to carry out some further extensive change,
38 was represented by fig. 11. But more extreme instances,
of the kind represented by fig. 15, are not very rare.

Ak~5).
HC=L
o 0
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IV, III, 3. It has been well said that as the strength of a chain is
that of its weakest link, so fertility is limited by that element
in which it is most deficient. Those who are in a hurry, will
reject a chain which has one or two very weak links, however
strong the rest may be: and prefer to it a much slighter
chain that has no flaw. But if there is heavy work to be
done, and they have time to make repairs, they will set the
larger chain in order, and then its strength will exceed that
of the other. In this we find the explanation of much that
is apparently strange in agricultural history.

Early The first settlers in a new country generally avoid land
settlers
often which does not lend itself to immediate cultivation. They
~'!~i~~he are often repelled by the very luxuriance of natural vegeta-
~~:~;~~ tion, if it happens to be of a kind that they do not want.
fa~er b They do not care to plough land that is at all heavy, how-:;t t~ e ever rich it might become if thoroughly worked. They will
select. have nothing to do with water-logged land. They generally

select light land which can easily be worked with a double
plough, and then they sow their seed broadly, so that the
plants when they grow up may have plenty of light and air,
and may collect their food from a wide area.

When America was first settled, many farming operations
that are now done by horse machinery were still done by
hand; and though now the farmers have a strong preference
for Hat prairie land, free from stumps and stones, where their
machines can work easily and without risk, they had then
no great objection to a hill-side. Their crops were light in
proportion to their acreage, but heavy in proportion to the
capital and labour expended in raising them.

~ertility We cannot then call one piece of land more fertile than~~ .
absolute another until we know something about the skill and enter-
but relative • f . ulti t d th t f it 1 d 1 bto a~e pnse 0 Its c tiva ors, an e amoun 0 capi a an a our
an tune. at their disposal; and till we know whether the demand for

produce is such as to make intensive cultivation profitable
with the resources at their disposal. If it is, those lands will
be the most fertile which give the highest average returns to
a large expenditure of capital and labour; but if not, those
will be the most fertile which give the best returns to the
first few doses. The term fertility has no meaning except

I..,
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with reference to the special circumstances of a particular IV, rn, 4

time and place.
But even when so limited there is some uncertainty as

to the usage of the term. Sometimes attention is directed
chiefly to the power which land has of giving adequate
returns to intensive cultivation and so bearing a large total
produce per acre; and sometimes to its power of yielding a
large surplus produce or rent, even though its gross produce
1S not very large: thus in England now rich arable land is
very fertile in the former sense, rich meadow in the latter.
For many purposes it does not matter which of these senses
of the term is understood: in the few cases in which it does
matter, an interpretation clause must be supplied in the
context.", .

§ 4. But further, the order of fertility of difierent soils Other

is liable to be changed by changes in the methods of culti- ~~=e~~
vation and in the relative values of different crops. Thus ~~i:;a;r
when at the end of last century Mr Coke showed how to differentfpieces 0
grow wheat well on light soils by preparing the way with land.

clover, they rose relatively to clay soils; and now though
they are still sometimes called from old custom "poor," some
of them have a higher value, and are really more fertile,
than much of the land that used to be carefully cultivated
while they were left in a state of nature.

Again, the increasing demand in central Europe for wood
to be used as fuel and for building pm:poses, has raised
the value of the pine-covered mountain slopes relatively to
almost every other kind of land. But in England this rise
has been prevented by the substitution of coal for wood as

1 If the price of produce is such that an amount of it OB (fu:s. 12, 13, 14)
is required to pay the cultivator for one dose of capital and labour, the cultivation
WIU be carried as far as D; and the produce raised, A.ODC, will be greatest in
fig. 12, next greatest ill fig. 13, and least ill fig. 14. But if the demand for
agticultural produce so rises that OB' is enough to repay the cultivator for a
dose, the cultivation will be carried as far as D', and the produce raised WIll
be A.OD'C', which is greatest in fig. 14, next in fig. 13, and least in fig. 12.
The contrast would have been even stronger lf we had considered the surplus
produce which remains after deducting what IS sufficient to repay the cultivator,
and which becomes under some conditions the rent of the land. For this IS ABC
In figs. 12 and 13 in the first case and AB'C' in the second; willie in fig. 14 it
18 in the first case the excess of AODCP A over ODCB, i.e. the excess of PEO
OverABE; and in the second case the excess of PE'C' over AB'E'.

III. 11
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IV, nr, 4. fuel, and of iron for wood as a material for ship-building,
and lastly by England's special facilities for importing wood.
Again, the cultivation of rice and jute often gives a very
high value to lands that are too much covered with water
to bear most other crops. And again, since the repeal of the
Com Laws the prices of meat and dairy produce have risen
in England relatively to that of com. Those arable soils
that would grow rich forage crops in rotation with com, rose
relatively to the cold clay soils; and permanent pasture re-
covered part of that great fall in value relatively to arable
land, which had resulted from the growth of population'.

Poorer Independently of any change in the suitability of the
soils rISP
in relative prevailing crops and methods of cultivation for special soils,
value •
as the there is a constant tendency towards equality in the value
;~~:tioo~ of different soils. In the absence of any special cause to
increases. the contrary, the growth of population and wealth will make

the poorer soils gain on the richer. Land that was at one
time entirely neglected is made by much labour to raise
rich crops; its annual income of light and heat and air,
is probably as good as those of richer soils: while its faults
can be much lessened by labours,

1 Rogers (Siz Centuries of Work and Wages, p. 73) calculates that rich
meadow had about the same value, esnmated in grain, five or six centuries ago as It
has now; but that the value of arable land, similarly estimated, has increased about
fivefold in the same time. This is partly due to the great importance of hay at a
time when roots and other modem kmds of winter food for cattle were unknown.

• Thus we may compare two pieces of land represented in figs. 16 and 17, with
regard to which the law of
diminishing return acts in a
similar way, so that their pro-
duce curves have similar shapes,
but the fonner has a higher fer-
tility than the other for all de-
grees of intensity of cultivation.
The value of the land may gene-
rally be represented by its surplus produce or rent, which is in each case
represented by ABC when OB is required to repay a dose of capital and labour;
and by AB'C' when the growth of numbers and wealth have made OB' sufficient.
It is clear that AB'C' in fig. 17 bears a more favourable comparison with AB'O'
in fig. 16 than does ABC in fig. 17 with ABC in fig. 16. In the same way, though
not to the same extent, the total produce AOD'C' in fig. 17 hears a more favour-
able comparison with AOD'C' in fig. 16, than does AODO in fig. 17 with AODO
in fig. 16. (It is ingeniously argued in Wicksteed's Coordinaie« of LaW8 of
DUtrihution, pp. 51, 2 that rent may be negative. Of course taxes may absorb
rent: but land which will not reward the plough will grow trees or rough grass.
See above, pp. 157, 8.)

Leroy Beaulieu (Reparttlion dt-6Richt$lt8, chap. n.) has collected several facts

"~ig.(16).
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As there is no absolute standard for fertility, so there is IV, III, 5.

none of good cultivation. The best cultivation in the richest There is no

parts of the Channel Islands, for instance, involves a lavish :::i~t;d
expenditure of capital and labour on each acre: for they are °ulfgt?Odt.elva 10D"
near good markets and have a monopoly of an equable and
early climate. If left to nature the land would not be very
fertile, for though it has many virtues, it has two weak links
(being deficient in phosphoric acid and potash). But, partly
by the aid of the abundant seaweed on its shores, these links
can be strengthened, and the chain thus becomes exception-
ally strong. Intense, or as it is ordinarily called in England
"good" cultivation, will thus raise £100 worth of early
potatoes from a single acre. But an equal expenditure per
acre by the farmer in Western America would ruin him;
relatively to his circumstances it would not be good, but
bad cultivation.

§ 5. Ricardo's wording of the law of diminishing return Ricardo's
. I . h b bl h he i wordmgwas inexact. t IS owever pro a e t at t e inaccuracy was of the law

due not to careless thinking but only to careless writing. :c~U:i.e.
In any case he would have been justified in thinking that
these conditions were not of great importance in the pe-
culiar circumstances of England at the time at which he
wrote, and for the special purposes of the particular practical
problems he had in view. Of course he could not anticipate
the great series of inventions which were about to open up
new sources of supply, and, with the aid of free trade, to
revolutionize English agriculture; but the agricultural
history of England and other countries might have led
him to lay greater stress on the probability of a change-,

illustrating this tendency of poor lands to rise in value relatively to rich. He
quotes the following figures, showing the rental in francs per hectare (21 acres) of
five classes of land in several communes of the Departements de l'Eure et de
1Oise in 1829 and 1852 respectively:-

Class I. Class II. Class III. Class IV. Class V.
A.D. 1829 58 48 34 20 8
A.D. 1852 80 78 60 50 40
1 As Roscher says (Political Economy, Sect. CLV.), "In judging Ricardo, it

must not be forgotten that it was not his intention to write a text-book on the
science of Political Economy, but only to communicate to those versed in it the
result of his researches in as brief a manner as possible. Hence he writes so
frequently making certain assumptions, and his words are to be extended to other
cases only after due consideration, or rather re-written to suit the changed case."

11-2
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IV, m, 5. He stated that the first settlers in a new country invari-
Ricardo ably chose the richest lands, and that as population increased,
~dJ~~t poorer and poorer soils were gradually brought under culti-
lands were vation, speaking carelessly as though there were an absolute
eultivated
~rst; tins standard of fertility. But as we have already seen, where
~!~~ land is free, everyone chooses that which is best adapted for
~e~c!~~e his own purpose, and that which will give him, all things

considered, the best return for his capital and labour. He
looks out, therefore, for land that can be cultivated at once,
and passes by land that has any weak links in the chain of
its elements of fertility, however strong it may be in some
other links. But besides having to avoid malaria, he must
think of his communication with his markets and the base
of his resources; and in some cases the need for security
against the attacks of enemies and wild beasts outweighs all
other considerations. It is therefore not to be expected that
the lands which were first chosen, should turn out always to
be those which ultimately come to be regarded as the most
fertile. Ricardo did not consider this point, and thus laid
himself open to attacks by Carey and others, which, though
for the greater part based on a misinterpretation of his posi-
tion, have yet some solid substance in them.

but it is The fact that, in new countries, soils which an English
apt to be uld d . ul .misunder: farmer wo regar as poor, are sometimes c tivated before
~~~yas It neighbouring soils which he would regard as rich, is not
Carey. inconsistent, as some foreign writers have supposed, with

the general tenor of Ricardo's doctrines. Its practical im-
portance is in relation to the conditions under which the
growth of population tends to cause increased pressure on
the means of subsistence: it shifts the centre of interest from
the mere amount of the farmer's produce to its exchange
value in terms of the things which the industrial population
in his neighbourhood will offer for it!.

1 Carey claims to have proved that "in every quarter of the world cultivation
has commenced on the sides of the hills where the soil was poorest, and where the
natural advantages of situation were the least. With the growth of wealth and
population, men have been seen descending from the high lands bounding the
valley on either side, and coming together at its feet." (Pritaeipks of Social
Science, chap. IV. § 4.) He has even argued that whenever a thickly peopled
country is laid waste, "whenever population, wealth, and the power of association
dechne, it is the rich soil that is abandoned by men who fly again to the poor
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§6. Ricardo, and the economists of his time generally IV, III, 6.

were too hasty in deducing this inference from the law of ButCarey

diminishing return; and they did not allow enough for the ~h!:hown

increase of strength that comes from organization. But in Ricdardo d. . ~e=~
fact every farmer 18 aided by the presence of neighbours the indirect

whether agriculturists or townspeople-. Even if most of ~t~h~gfS
them are engaged like himself in agriculture, they gradually :~~ation

supply him with good roads, and other means of communi- offe.r8 to
cation: they give him a market in which he can buy at ~~.
reasonable terms what he wants, necessaries, comforts and
luxuries for himself and his family, and all the various
requisites for his farm work: they surround him with know-
ledge: medical aid, instruction and amusement are brought
to his door; his mind becomes wider, and his efficiency is in
many ways increased. And if the neighbouring market town
expands into a large industrial centre, his gain is much
greater. All his produce is worth more; some things which
he used to throwaway fetch a good price. He finds new
openings in dairy farming and market gardening, and with a
larger range of produce he makes use of rotations that keep
his land always active without denuding it of anyone of the
elements that are necessary for its fertility.

Further, as we shall see later on, an increase of popu-
lation tends to develop the organization of trade and
industry; and therefore the law of diminishing return does
not apply to the total capital and labour spent in a district
ones" (lb. ch. v. § 3); the rich soils being rendered difficult and dangerous by the
rapid growth of jungles which harbour WIld beasts and banditti, and perhaps by
malaria. The experience of more recent settlers in South .Africa and elsewhere
does not however generally support his conclusions, which are indeed based largely
on facts relating to warm countries. But much of the apparent attractivcness of
tropical countries is delusive: they would give a very rich return to hard work:
but hard work in them is impossible at present, though some change in this
respect may be made by the progress of medical and especially bacteriological
science. A cool refreshing breeze IS as much a necessary of vigorous hfe as
food itself. Land that oilers plenty of food but whose climate destroys energy, is
not more productive of the raw material of human wellbeing, than land that
supplies less food but has an inVIgorating chmate,

The late Duke of Argyll described the influence of insecurity and poverty in
compelling the cultivatron of the hills before that of the valleys of the Highlands
was feasible, Scotland as it U and was, II. 74, 5.

1 In a new country an important fonn of this assistance is to enable him
to venture on rich land that he would have otherwise shunned, through fear of
enemies or of maLma.
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THE FERTILITY OF LAND

as sharply as to that on a single farm. Even when culti-
vation has reached a stage after which each successive dose
applied to a field would get a less return than the preceding
dose. it may be possible for an increase in the population to
cause a more than proportional increase in the means of
subsistence. It is true that the evil day is only deferred:
but it is deferred. The growth of population, if not checked
by other causes, must ultimately be checked by the diffi-
culty of obtaining raw produce; but in spite of the law
of diminishing return, the pressure of population on the
means of subsistence may be restrained for a long time to
come by the opening up of new fields of supply, by the
cheapening of railway and steamship communication, and
by the growth of organization and knowledge.

Against this must be set the growing difficulty of getting
fresh air and light, and in some cases fresh water, in densely
peopled places. The natural beauties of a place of fashionable
resort have a direct money value which cannot be overlooked;
but it requires some effort to realize the true value to men,
women and children of being able to stroll amid beautiful
and varied scenery.

§ 7. As has already been said the land in economic
phrase includes rivers and the sea. In river-fisheries, the
extra return to additional applications of capital and labour
shows a rapid diminution. As to the sea, opinions differ.
Its volume is vast, and fish are very prolific; and some think
that a practically unlimited supply can be drawn from the
sea by man without appreciably affecting the numbers that
remain there; or in other words, that the law of diminishing
return scarcely applies at all to sea-fisheries: while others
think that experience shows a falling-off in the productiveness
of those fisheries that have been vigorously worked, especially
by steam trawlers. The question is important, for the future
population of the world will be appreciably affected as
regards both quantity and quality, by the available supply
of fish.

The produce of mines again, among which may be
reckoned quarries and brickfields, is said to conform to the
law of diminishing return; but this statement is misleading.



FISHERIES AND MINES 167
It is true that we find continually increasing difficulty in IV, In, 7.

obtaining a further supply of minerals, except in so far as we the ~e

obtain increased power over nature's stores through improve- ~:~ ~~
ments in the arts of mining, and through better knowledge of
the contents of the earth's crust; and there is no doubt that,
other things being equal, the continued application of capital
and labour to mines will result in a diminishing rate of yield.
But this yield is not a net yield, like the return of which we
speak in the law of diminishing return. That return is part
of a constantly recurring income, while the produce of mines
is merely a giving up of their stored-up treasures. The
produce of the field is something other than the soil; for
the field, properly cultivated, retains its fertility. But the
produce of the mine is part of the mine itself.

To put the same thing in another way, the supply of
agricultural produce and of fish is a perennial stream;
mines are as it were nature's reservoir. The more nearly a
reservoir is exhausted, the greater is the labour of pumping
from it; but if one man could pump it out in ten days, ten
men could pump it out in one day: and when once empty, it
would yield no more. So the mines that are being opened
this year might just as easily have been opened many years
ago: if the plans had been properly laid in advance, and the
requisite specialized capital and skill got ready for the work,
ten years' supply of coal might have been raised in one year
without any increased difficulty; and when a vein had once
given up its treasure, it could produce no more. This
difference is illustrated by the fact that the rent of a mine is
calculated on a different principle from that of a farm. The
farmer contracts to give back the land as rich as he found it:
a mining company cannot do this; and while the farmer's
rent is reckoned by the year, mining rent consists chiefly of
"royalties" which are levied in proportion to the stores that
are taken out of nature's storehouse",

I As Ricardo says (Principles, chap. II.) "The compensation given (by the
lessee) for the mine or quarry is paid for the value of the coal or stone which can
be l\lIlloved from them, and has no eonnection with the original or indestructible
powers of the land." But both he and others seem sometimes to lose sight of
these distinctions in discussing the law of diminishing return in its application to
mines Especially is this the case in Ricardo's criticism of Adam Smith's theory
of rent (Principles, chap. D:IV.).
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IV, nr,7. On the other hand, services which land renders to man,
But in giving him space and light and air in which to live
~a~~~s and work, do conform strictly to the law of diminishing
~ve. a. h return. It is advantageous to apply a constantly increasing
dimIDIS - . .
mg return capital to land that has any special advantages of situation,
of con- I . d Build' d h kvenience as natura or acquire . mgs tower up towar s t e s y;
~~~ii~i~~natural light and ventilation are supplemented by artificial
spent on It. means, and the steam lift reduces the disadvantages of the

highest floors; and for this expenditure there is a return of
extra convenience, but it is a diminishing return. However
great the ground rent may be, a limit is at last reached after
which it is better to pay more ground rent for a larger area
than to go on piling up storey on storey any further; just as
the farmer finds that at last a stage is reached at which more
intensive cultivation will not pay its expenses, and it is
better to pay more rent for extra land, than to face the
diminution in the return which he would get by applying
more capital and labour to his old land-. From this it results
that the theory of ground rents is substantially the same as
that of farm rents. This and similar facts will presently
enable us to simplify and extend the theory of value as given
by Ricardo and Mill.

And what is true of building land is true of many other
things. If a manufacturer has, say, three planing machines
there is a certain amount of work which he can get out of
them easily. If he wants to get more work from them he
must laboriously economize every minute of their time during
the ordinary hours, and perhaps work overtime. Thus after
they are once well employed, every successive application of
effort to them brings him a diminishing return. At last the
net return is so small that he finds it cheaper to buy a
fourth machine than to force so much work out of his old

The
e)asti~ity
of the
notrons of
diminish-
ing return
and rent
fore-
shadowed.

1 Of course the return to capital spent in building increases for the earlier
doses. Even where land can be had for almost nothing, it is cheaper to build
houses two stories high than one; and hitherto it has been thought cheapest to
build factories about four stories high. But a belief is growing up in America,
that where land is not very dear factories should be only two stories high, partly
in order to avoid the evil effects of vibration, and of the expensive foundations
and walls required to prevent it in a high building: that is, it is found that the
return of accommodation diminishes perceptibly after the capital and labour
required to raise two stories have been spent on the land.
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machines: just as a farmer who has already cultivated his IV, III, 8.

land highly finds it cheaper to take in more land than to
force more produce from his present land. Indeed there are
points of view from which the income derived from machinery
partakes of the nature of rent: as will be shown in Book V.

NOTE ON THE LAW OF DIMINISHING RETURN.

§ 8. The elasticity of the notion of diminishing return cannot be The ..
fully considered here; for it is but an important detail of that large ~~a:~:ty
general problem of the economic distribution of resources in the notion of
. f ital hi h· h . t f the mai t f diminish-investment 0 capi ,w c 18 t e plVO 0 e mam srgumen 0 in" return
Book V. and indeed of a great part of the whole Volume. But a fu;t~er
few words about it seem now to be called for in this place, because considered.
much stress has recently been laid on it under the able and suggestive
leadership of Professor Carver-.

H a manufacturer expends an inappropriately large amount of
his resources on machinery, so that a considerable part of it is
habitually idle; or on buildings, so that a considerable part of his
space is not well filled; or on his office staff, so that he has to employ
some of them on work that it is not worth what it costs; then his
excessive expenditure in that particular direction will not be as
remunerative as his previous expenditure had been: and it may be
said to yield him a "diminishing return." But this use of the phrase,
though strictly correct is apt to mislead unless used with caution.
For when the tendency to a diminishing return from increased labour
and capital applied to land is regarded as a special instance of the
general tendency to diminishing return from any agent of production,
applied in excessive proportion to the other agents, one is apt to take
it for granted that the supply of the other factors can be increased.
That is to say, one is apt to deny the existence of that condition-the
fixedness of the whole stock of cultivable Iand in an old country-
which was the main foundation of those great classical discussions of
the law of diminishing return, which we have just been considering.
Even the individual farmer may not always be able to get an additional
ten or fifty acres adjoining his own farm, just when he wants them,
save at a prohibitive price. And in that respect land differs from
most other agents of production even from the individual point of
view. This difference may indeed be regarded as of little account in
regard to the individual farmer. But from the social point of view,
from the point of view of the following chapters on population it is
vitaL Let us look into this.

I See also the writings of Professors Bullock and Landry.
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In every phase of any branch of production there is some distribu-
tion of resources between various expenditures which yields a better
rcsult than any other. The abler the man in control of any business,
the nearer he will approach to the ideally perfect distribution; just
as the abler the primitive housewife in control of a family'S stock of
wool, the nearer she will approach to an ideal distribution of wool
between the different needs of the familyl.

If his business extends he will extend his usee of each requisite of
production in due proportion; but not, as has sometimes been said,
proportionately; for instance the proportion of manual work to machine
work, which would be appropriate in a small furniture factory would
not be appropriate in a large onc. If he makes the best possible
apportionment of his resources, he gets the greatest (marginal) return
from each appliance of production of v; hich his business is capable, If he
uses too much of anyone he gets a diminishing return from it; because
the others are not able to back it up properly. And this diminishing
return is analogous to that which a farmer obtains, when he cultivates
land so intensively that he obtains a diminishing return from it. If
the farmer can get more land at the same rent as he has paid for the
old, he will take morc land, or else lie open to the imputation of being
a bad business man: and this illustrates the {act that land from the
point of view of the individual cultivator is simply one form of capital.

But the But when the older economists spoke of the Law of Diminishing
~~nal Return they were looking at the problems of agriculture not only from
culture of the point of view of the individual cultivator but also from that of the
a densely nation as a whole. Now if the nation as a whole finds its stock ofpeopled
country planing machines or ploughs inappropriately large or inappropriately
is domi- edi bute i lb' f hnated b small, it can r istri ute Its resources. t can 0 tam more 0 t at in
the fixi(y which it is deficient, while gradually lessening its stock of such things
°tofthketortal as are superabundant: but it cannot do that in regard to land: it can
8 coone
of the chief cultivate its land more intensively, but it cannot get any more. And
appliances. for that reason the older economists rightly insisted that, from the

social point of view, land is not on exactly the same footing as those
implements of production which man can increase without limit.

No doubt in a new country where there is an abundance of rich
land not yet brought under cultivation, this fixedness of the total stock
of land is not operative. American economists often speak of the value,

IV,m,S.
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minishing
return
results
generally
from an
inappro-
priate
apportion-
ment of
appliances
for pro-
duction.

1 In this he will make large use of what is called below the "Substitution" of
more for less appropriate means. Discussionsbearing directly on this paragraph
\\111 be found in III. v. 1-3: IV. vrr, 8; and DII. 2: V. m. 3; IV. 1-4; v. 6-8;
vm. 1-5; x, 3: VI. I. 7; and rr, 5.

The tendencies of diminishing utility and of diminishing return have thei!
roots, the one in qualities of human nature, the other in the fechnical conditions
of industry. But the distributions of resources, to which they point, are governed
by exactly similar laws. In Mathematical phrase, the problems in mazima and
minima to which they give rise are expressed by the same general equations;
as may be seen by reference to Mathematical Note XIV.
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or rent, of land &II varying with the land's distance from good markets, IV, UI, 8.
rather than with its fertility; because even now there is a great deal
of rich land in their country which is not fully cultivated. And in
like manner they lay but little stress on the fa.ct that the diminishing
return to labour and capital in general applied to the land by discreet
farmers, in such a country as England, is not exa.ctly on the same
footing as the diminishing return to an inappropriate investment of
their resources by indiscreet farmers or manufacturers in a. dispropor-
tiona.tely large number of ploughs or planing machines.

It is true that when the tendency to diminishing return is general- Difficulty
ized, the return is apt to be expressed in terms of value, and not ?~::;s:r-
of quantity, It must however be conceded that the older method dose of
of measuring return in terms of quantity often jostled against the ~!bj~1 and
difficulty of rightly interpreting a dose of labour and capital without P ,
the aid of a. money measure: and that, though helpful for a. broad
preliminary survey, it cannot be carried very far.

But even the recourse to money fails us, if we want to bring to
a common standard the productiveness of lands in distant times or
places; and we must then fall back on rough, and more or less
arbitrary modes of measurement, which make no aim a.t numerical
precision, but will yet suffice for the broader purposes of history. We
have to take account of the facts that there are great variations in the
relative amounts of labour and capital in a dose: and that interest on
capital is generally a much less important item in backward than in
advanced stages of agriculture, in spite of the fact that the rate of
interest is generally much lower in the latter. For most purposes it is
probably best to take as a common standard a day's unskilled labour
of given efficiency: we thus regard the dose as made up of so much
labour of different kinds, and such charges for the use and rcpla.cement
of capital, as will togethcr make up the value of, say, ten days' such
labour; the relative proportions of these elements and their several
values in terms of such labour being fixed according to the special
circumstances of each problem-,

A similar difficulty is found in comparing the returns obtained by and of
labour and capital applied under different circumstances. So long as reducingvarious
the crops are of the same kind, the quantity of one return can be produce to
measured off a.gainst that of another: but, when they are of different a c~mrnon
kinds, they cannot be compared till they are reduced to a common UnJ -

measure of value. When, for instance, it is said that land would give
better returns to the capital and labour expended on it with one crop
or rotation of crops than with another, the statement must be under-
stood to hold only on the basis of the prices at the time. In such a

1 The labour-part of the dose is of course current agricultural labour; the
capital-part is itself also the product of labour in past times renderedby workers
of many kinds and degrees, accompanied by "waiting."
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case we must take the whole period of rotation together, 888llDling the
land to be in the same condition at the beginning and the end of the
rotation; and counting on the one hand all the labour and capital
applied during the whole period, and on the other the aggregate returns
of all the crops.

It must be remembered that the return due to a dose of labour
and capital is not here taken to include the value of the capital itself
For instance, if part of the capital on a farm consists of two-year-old
oxen, then the returns to a year's labour and capital will inolude not
the full weight of these oxen at the end of the year, but only the
addition that has been made to it during the year. Again, when a
farmer is said to work with a capital of £10 to the acre, this includes
the value of everything that he has on the farm; but the total volume
of the doses of labour and capital applied to a farm during, say, a year,
does not include the whole value of the fixed capital, such as machinery
and horses, but only the value of their use after allowing for interest,
depreciation and repairs; though it does include the whole value of the
circulating capital, such as seed.

The above is the method of measuring capital generally adopted,
and it is to be taken for granted if nothing is said to the contrary;
but another method is more suitable occasionally. Sometimes it is
convenient to speak as though all the capital applied were circu-
lating capital applied at the beginning of the year or during it: and
in that case everything that is on the farm at the end of the year
is part of the produce. Thus, young cattle are regarded as a sort
of raw material which is worked up in the course of time into fat
cattle ready for the butcher. The farm implements may even be
treated in the same way, their value at the beginning of the year
being taken as so muoh circulating capital applied to the farm, and at
the end of the year as 80 much produce. This plan enables us to
avoid a good deal of repetition of conditioning clauses as to depreciation,
eto., and to save the use of words in many ways. It is often the best
plan for general reasonings of an abstract character, particularly if
they are expressed in a mathematical form.

The law of diminishing return must have occupied thoughtful
men in every densely peopled country. It was first stated clearly by
Turgot (lEuvres, ed. Da.ire I. pp. 420, 1), as Prof. Cannan has shown;
and its chief applications were developed by Ricardo.



CHAPTER IV.

THE GROWTH OF POPULATION.

§ 1. THE production of wealth is but a means to the IV, IV, I.

sustenance of man; to the satisfaction of his wants; and to Population

the development of his activities, physical, mental, and dandtpro-uc Ion.
moral. But man himself is the chief means of the pro-
duction of that wealth of which he is the ultimate aimv:
and this and the two following chapters will be given to
some study of the supply of labour; i.e. of the growth of
population~ers, in strength, in knowledge, and in
character.

In the animal and vegetable world the growth of numbers The

is governed by the tendency of individuals to propagate their =::~f
species on the one hand, and on the other hand by the =!is is

struggle for life which thins out the young before they govemed
.• . by present

arnve at matunty. In the human race alone the conflict of conditions;

these two opposing forces is complicated by other influences. ::~~ is

On the one hand regard for the future induces many indi- :!':li~~!y
viduals to control their natural impulses; sometimes with o~:nd

the purpose of worthily discharging their duties as parents; forecasts
. for i R d he Emni f of thesometimes, as or Instance at ome un er t e mplle, or future.

mean motives. And on the other hand society exercises
pressure on the individual by religious, moral and legal
sanctions, sometimes with the object of quickening, and
sometimes with that of retarding, the growth of population.

The study of the growth of population is often spoken of The pro-

th h ] d But J I blemsofas oug It were a mo em one. u In a more or ess population

vague form it has occupied the attention of thoughtful men ::a:1jrill-
in all ages of the world. To its influence, often unavowed, zation.

I See IV. I. 1.
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sometimes not even clearly recognized, we can trace a great
part of the rules, customs and ceremonies that have been
enjoined in the Eastern and Western world by law-givers,
by moralists, and those nameless thinkers, whose far-seeing
wisdom has left its impress on national habits. Among
vigorous races, and in times of great military conflict, they
aimed at increasing the supply of males capable of bearing
arms; and in the higher stages of progress they have
inculcated a great respect for the sanctity of human life;
but in the lower stages, they have encouraged and even
compelled the ruthless slaughter of the infirm and the aged,
and sometimes of a certain proportion of the female children.

In ancient Greece and Rome, with the safety-valve of the
power of planting colonies, and in the presence of constant
war, an increase in the number of citizens was regarded as
a source of public strength; and marriage was encouraged by
public opinion, and in many cases even by legislation: though
thoughtful men were even then aware that action in the
contrary sense might be necessary if the responsibilities of
parentage should ever cease to be burdensome-. In later
times there may be observed, as Roscher says2, a regular ebb
and flow of the opinion that the State should encourage the
growth of numbers. It was in full flow in England under the
first two Tudors, but in the course of the sixteenth century
it slackened and turned; and it began to ebb, when the
abolition of the celibacy of the religious orders, and the more
settled state of the country had had time to give a percept-
ible impetus to population; the effective demand for labour
having meanwhile been diminished by the increase of sheep
runs, and by the collapse of that part of the industrial system
which had been organized by the monastic establishments.
Later on the growth of population was checked by that rise

1 Thus Aristotle (Politic8, II. 6) objects to Plato's scheme for equalizing pro-
perty and abolishing poverty on the ground that It would be unworkable unless
the State exercised a firm control over the growth of numbers. And as Jowett
points out, Plato himself was aware of this (see Laws, v. 740: also Aristotle,
Politics, VII. 16). The opinion, formerly held that the population of Greece declined
from the seventh century B.C., and that of Rome from the third, has recently been
called in question, see .. Die BevOlkerung des Altertums" by Edouard Meyer in the
Handworlm,uch der 8taaUtcusenschafttn.

• l'olitical EC()fW'f1IY,§ 254.
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in the standard of comfort which took effect in the general IV, IT, 1.

adoption of wheat as the staple food of Englishmen during
the first half of the eighteenth century. At that time there
were even fears, which later inquiries showed to be un-
founded, that the population was actually diminishing. Petty!
had forestalled some of Carey's and Wakefield's arguments as
to the advantages of a dense population. Child had argued
that" whatever tends to the depopulating of a country tends
to the impoverishment of it"; and that "most nations in
the civilized parts of the world are more or less rich or poor
proportionably to the paucity or plenty of their people, and
not to the sterility or fruitfulness of their land2." And by
the time that the world-struggle with France had attained
its height, when the demands for more and more troops were
ever growing, and when manufacturers were wanting more
men for their new machinery; the bias of the ruling classes
was strongly flowing in favour of an increase of population.
So far did this movement of opinion reach that in 1796 Pitt
declared that a man who had enriched his country with a
number of children had a claim on its assistance. An Act,
passed amid the military anxieties of 1806, which granted
exemptions from taxes to the fathers of more than two
children born in wedlock, was repealed as soon as Napoleon
had been safely lodged in St Helena",

I He argues that Holland is richer than it appears to be relatively to France,
because its people have access to many advantages that cannot be had by those
who live on poorer land, and are therefore more scattered ... Rich land is better
than coarse land of the same Rent." Poluical Arithmetick, ch. L

• Discourses on TraM, ch. x, Harris, Essay on Coift8, pp. 32, 3, argues to a
similar effect, and proposes to "encourage matrimony among the lower classes by
gIving some privileges to those who have children," etc.

• "Les us," said Pitt. "make relief, in cases where there are a large number of
children, a matter of right and an honour, instead of a ground for opprobrium and
contempt. This will make a large family a blessing and not a curse, and this will
draw a proper line of distmction between those who are able to provide for
themselves by labour, and those who aft~r having enriched their country with a
nwnber of children have a claim on its assistance for their support." Of course he
desired "to discourage reltef where it was not wanted." Napoleon the First had
offered to take under his own charge one member of any family which contained
seven male children; and Louis XIV., his predecessor in the elaughter of men, had
exempted from public taxes all those who married belore the age of 20 or had
more than ten Iegitunate children. A comparison of the rapid increase m the
population of Germany with that of France was a chief motIve of the order of !.he
French Chamber in 1885 that education and board should be provided at the public
expense for every seventh child in nece8litoUil farniIies: and in 1913 a law was
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§.2 But during all this time there had been a growing
feeling among those who thought most seriously on social
problems, that an inordinate increase of numbers, whether
it strengthened the State or not, must necessarily cause
great misery: and that the rulers of the State had no right
to subordinate individual happiness to the aggrandizement
of the State. In France in particular a reaction was caused,
as we have seen, by the cynical selfishness with which the
Court and its adherents sacrificed the wellbeing of the
people for the sake of their own luxury and military glory.
If the humane sympathies of the Physiocrats had been able to
overcome the frivolity and harshness of the privileged classes
of France, the eighteenth century would probably not have
ended in tumult and bloodshed, the march of freedom in
England would not have been arrested, and the dial of
progress would have been more forward than it is by the
space of at least a generation. As it was, but little attention
was paid to Quesnay's guarded but forcible protest:-"one
should aim less at augmenting the population than at
increasing the national income, for the condition of greater
comfort which is derived from a good income, is preferable to
that in which a population exceeds its income and is ever in
urgent need of the means of subsistence"."

passed giving bounties under certain conditions to parents of large families. The
British Budget Bill of 1909 allowed a small abatement of income tax for fathers
of families.

1 The Physiocratic doctrine with regard to the tendency of popuIation to
increase up to the margm of subsistence may be given in Turgot's words:-the
employer "since he always has IDs choice of a great number of working men, WIU

choose that one who will work most cheaply. Thus then the workers are com-
pelled by mutual competition to lower their price; and with regard to every kind
of labour the result is bound to be reached-and it is reached as a matter of fact-
that the wages of the worker are limited to that which is necessary to procure his
subsistence." (Sur la /Of'fI'taJionet la distribution des richesses, § VI.)

Similarly Sir James Steuart says (Inquiry, Bk. I. ch. m.), "The generative
faculty resembles a spring loaded with a weight, which always exerts itself in
proportion to the diminution of resistance: when food has remained some time
without augmentation or diminution, generation will carry numbers as high as
possihle; if then food comes to be diminished the spring is overpowered; the force
of it becomes less than nothing, inhabitants will diminiah at least in proportion to
the overcharge. If, on the other hand, food be increased, the spring which stood
at 0, will begin to exert itself in proportion as the resistance diminishes; people
will begin to be better fed; they will multiply, and in proportion as they increase
in numbers the food will become acaree again." Sir James Steuart was much
under the influence of the Physiocrats, and was indeed in some respects imbued
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Adam Smith said but little on the question of population, IV, IV, 2.

for indeed he wrote at one of the culminating points of the Ad';;-

prosperity of the English working classes; but what he does Smith.

say is wise and well balanced and modern in tone. Accepting
the Physiocratic doctrine as his basis, he corrected it by
insisting that the necessaries of life are not a fixed and
determined quantity, but have varied much from place to
place and time to time; and may vary morel. But he did
not work out this hint fully. And there was nothing to
lead him to anticipate the second great limitation of the
Physiocratic doctrine, which has been made prominent in our
time by the carriage of wheat from the centre of America
to Liverpool for less than what had been the cost of its
carriage across England.

The eighteenth century wore on to its close and the next The

b b h di . f h ki eighteenthcentury egan; year y year t e con tion 0 t e wor mg century

classes in England became more gloomy. An astonishing :~~~he

series of bad harvestss, a most exhausting war3, and a change b~~~!th

in the methods of industry that dislocated old ties, com- gloom.

bined with an injudicious poor law to bring the working
classes into the greatest misery they have ever suffered, at
all events since the beginning of trustworthy records of
English social history-. And to crown all, well-meaning
enthusiasts, chiefly under French influence, were proposing
communistic schemes which would enable people to throw on
society the whole responsibility for rearing their children 5•

with Continental l'8ther than English notions of government: and his artificial
schemes for regulating population seem very far off from us now. See his InqUIry,
Bk. L ch. xn., "Of the great advantage of combining a well-dig.stt<!. TMQf')I and
a perfect KMVlledge of Facts tD1J.h the Practwal Part of Government in order to
malu a People muUiply."

1 See Wealth of NatIOns, Bk. L ch. vm. and Bk. v. cb. n, See also supra,
Ilk. u ch, IV. "

• The average price of wheat in the decade 1771-1780 in which Adam Smith
wrote was 348. 7d.; in 1781-1790 it was 378. Id.; ill 1791-1800 it was 63$. 6d.; ill

1801-1810 it was 838. lld.; and in 1811-1820 it was 878. 6d.
I Early in the last century the Imperial taxes-for the greater part wnr

taxes-amounted to one-fifth of the whole income of the country; whereas now
they are not much more than a twentieth, and even of this a great part 18 spent
on education and other benefits which Govenunent did not then aflord,

• See below § 7 and above Bk. L ch. UL §§ 5, 6.
• Especially Godwin in his IftqUWy __ ing PolilictJl Juice (1792). It is

mtel'ellting to compare Malthus' criticism of this Essay (Bk. UI, ell. 11,) WIth
Aristotle's comments 011Plato'. Repvhltc (see espec1Blly Pollt'". u. 6).

Ii 12



178

IV, IV, S.

Malthll8.

Ilia
argument
has three
stages.
The first.

The
second.

The third.

GROWTH OF POPULATION

Thus while the recruiting sergeant and the employer of
labour were calling for measures tending to increase the
growth of population, more far-seeing men began to inquire
whether the race could escape degradation if the numbers
continued long to increase as they were then doing. Of
these inquirers the chief was Malthus, and his Essay on the
Principle of Population is the starting-point of all modern
speculations on the subject.

§ 3. Malthus' reasoning consists of three parts, which
must be kept distinct. The first relates to the supply of
labour. By a careful study of facts he proves that every
people, of whose history we have a trustworthy record, has
been so prolific that the growth of its numbers would have
been rapid and continuous if it had not been checked either
by a scarcity of the necessaries of life, or some other cause,
that is, by disease, by war, by infanticide, or lastly by volun-
tary restraint.

His second position relates to the demand for labour.
Like the first it is supported by facts, but by a different set
of facts. He shows that up to the time at which he wrote
no country (as distinguished from a city, such as Rome or
Venice) had been able to obtain an abundant supply of the
necessaries of life after its territory had become very thickly
peopled. The produce which Nature returns to the work of
man is her effective demand for population: and he shows that
up to this time a rapid increase in population whea already
thick had not led to a proportionate increase in this demand'.

Thirdly, he draws the conclusion that what had been in
the past, was likely to be in the future; and that the growth

1 But many of his cEitics suppose him to have stated his position much less
unreservedly than he did; they have forgotten such passages as this:-" From a
review ot the state of society in fOllllllr perioda compared With the present I should
certainly say that the evils resulting from the principle of population have rather
diminished than increased, even under the disadvantage of an almost total igno-
rance of hhell' real cause. .And if we can indul"ae the hope that this ignorance
will be graduaHy dissipated, it does not seem unreasonable to hope that they WIll
be &till further diminished, The increase of absolute population, which will of
course take place, will endantly tend but little to weaken this expectation, as
everything depends on the reIat.ive pl'Oportiona be~ population and food, and
BOt. on the absoluw nnmber of the people. III tba- former part. of this work It

appeared t.hat the countries which possessed the fewest people often sutJered the
mos~ from t.ba eff.ect& of the pDueiple of popuIa.WoD." Euar. Bk. IV. ch. xu.
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of population would be checked by poverty or some other IV, IV, 3.

cause of suffering unless it were checked by voluntary
restraint. He therefore urges people to use this restraint,
and, while leading lives of moral purity, to abstain from
very early msrriages-,

His position with regard to the supply of population, Later

with which alone we are directly concerned in this chapter, :ff~~~the

remains substantially valid. The changes which the course h~li!!~nC::

of events has introduced into the doctrine of population atnd tblrbdt8 ages, u
relate chiefly to the second and third steps of his reasoning. notofhis

We have already noticed that the English economists of the first.

earlier half of last century overrated the tendency of an

I In the first edition or his essay, 1798, !IIalthus gave his argument without any
detailed statement of facts, though from the first he regarded it as needing to be
treated in direct connection with a study of facts; as is shown by his having told
I'ryme (who afterwards became the first Professor of Political Economy at
Cambridge) .. that his theory was first suggested to his mind in an argumentative
conversation which he had with his father on the state of some other countries"
(Pryme's Recollections, p. 66). American experience showed that population it
unchecked would double at least once in twenty-five years. He argued that a
doubled population might, even in a country as thickly peopled as England was
With its seven million inhabitants, conceivably though not probably double the
subsistence raised from the English soil: but that labour doubled again would not
suffice to double the produce again. "Let us then take this for our rule, though
certainly far beyond the truth; and allow that the whole produce of the island
might be increased every twenty-five years [that is with every doubliug of the
popul.iuon] by a quantity of subsistence equal to that which It at present
produces"; or in other words, in an arithmetical progression. His desire to make
Inmself clearly understood made him, as Wagner says in his excellent introduc-
non to the study of Population (Grundltgung, Ed. 3, p. 453), "put too sharp a
point on his doctrine, and formulate it too absolutely." Thus he got into the
habit, of speaking of production 88 capable of increasing in an arithmetical rabo:
and many writers think that he attached importance to the phrase itself: whereas
it was really only a short way of stating the utmost that be thought any reason-
able person could ask him to concede. What he meant, stated in modem
language, was that the tendency to diminishing return, which is assumed through-
out his argument, would begin to operate sharply after the produce of the island
had been doubled. Doubled labour might give doubled produce: but quadrupled
labour would hardly treble it: octupled labour would not quadruple it.

In the second edition, 1803, he based himself on so wide and careful a statement
of facts as to claim a place among the founders of historical economics; he softened
and explained away many of the "sharp points" of his old doctrine, though he did
not abandon (as was implied in earlier editions of this work) the use of the phrase
"anthmetical ratio." In particular he took a less despondent view of the future
of the human race; and dwelt on the hope that moral restraint might hold
population in cheek, and that "vice and misery," the old checks, might thus be
kept in abeyance. Francis Place, who was not hlind to his many faults, wrote in
1822 an apology for him, excellent in tone and judgment. Good accounts of
Ius work are given in Bonar's Malthm and hi, Work, Cannan's ProductiOfl and
DlStributiofl, 1776-1848, and Nicholson's Political Economy, Bk. I. eh, XII.

12-2
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increasing population to press upon the means of subsistence;
and it was not Malthus' fault that he could not foresee the
great developments of steam transport by land and by sea,
which have enabled Englishmen of the present generation
to obtain the products of the richest lands of the earth at
comparatively small cost.

But the fact that he did not foresee these changes makes
the second and third steps of his argument antiquated in
form; though they are still in a great measure valid in
substance. It remains true that unless the checks on the
growth of population in force at the end of the nineteenth
century are on the whole increased (they are certain to
change their form in places that are as yet imperfectly
civilized) it will be impossible for the habits of comfort
prevailing in Western Europe to spread themselves over the
whole world and maintain themselves for many hundred
years. But of this more hereafterl.

§ 4. The growth in numbers of a people depends firstly
on the Natural Increase, that is, the excess of their births
over their deaths; and secondly on migration.

The number of births depends chiefly on habits relating
to marriage, the early history of which is full of instruction;
but we must confine ourselves here to the conditions of
marriage in modern civilized countries.

The age of marriage varies with the climate. In warm
climates where childbearing begins early,- it ends early, in
colder climates it begins later and ends later"; but in every

I Taking the present population of the world at one and a hal! thousand
millions; and assuming that Its present rate of increase (about 8 per 1000
annually. see Ra..enstein's paper before the British Association in 1890) WIll

continue, we find that in less than two hundred years it will amount to SIX

thousand millions; or at the rate of about 200 to the square mile of fairly fertue
land (Ra venstein reckons 28 million square miles of fairly fertile land, and 14
millions of poor grass lands. The first estimate is thought by many to be too
bigh: but, allowing for this, if the less fertile land be reckoned in for what it IS

worth, the result will be about thirty million square miles as assumed above).
Meanwhile there will probably be great improvements in the arts of agriculture;
and, if so, thE' pressure of population on the means of subsistence may be held ill

check for about two hundred years, but not longer.
• Of course the length of a generation has itself some inlluence on the growtb

of population. If it is 25 years in one place and 20 in another; and if in each
place population doubles once in two generations during a thousand years, the in-
crease will be a million-fold in the first place, but thirty million-fold in the second.
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case the longer marriag~s are postponed beyond the age that IV, IV, 4.

is natural to the country, the smaller is the birth-rate; the
age of the wife being of course much more important in
this respect than that of the husband-. Given the climate, and the

the average age of marriage depends chiefly on the ease with ~:;~~in~f
which young people can establish themselves, and support a famIly.

a family according to the standard of comfort that prevails
among their friends and acquaintances; and therefore it is
different in different stations of life.

In the middle classes a man's income seldom reaches its Middle

maximum till he is forty or fifty years old; and the expense ~a::;
of bringing up his children is heavy and lasts for many years. ~k~ii!
The artisan earns nearly as much at twenty-one as he ever labolurers

.. ~r~does, unless he rises to a responsible post, but he does not
earn much before he is twenty-one: his children are likely
to be a considerable expense to him till about the age of
fifteen; unless they are sent into a factory, where they may
pay their way at a very early age; and lastly the labourer
earns nearly full wages at eighteen, while his children begin
to pay their own expenses very early. In consequence, the
average age at marriage is highest among the middle classes:
it is low among the artisans and lower still among the un-
skilled labourers''.

1 Dr Ogle (Statistical Journal, VoL 53) calculates that i! the average age of
ma,rriage of women in England were postponed five years, the number of children
to eo marriage, wWch is now 4·2 would fall to 3·1_ Korosi, basing lumself on
the facts of the relatively warm climate of Buda Pest, finds 18-20 the most
prohfic age for women, 24-26 that for men. But he concludes that a slight
postponement of weddings beyond these ages is advisable mainly on the ground
that the vitalIty of the children of women under 20 is generally small. See
Proceedings of COfI4J'eu of HlIgtmt and DtmOgraphll, London 1892, and StatUtical
Journal, VoL 57.

• The term marriage in the text must be taken In a wide sense so as to include
not only legal marriages, but all those Informal unions which are sufficiently
permanent in character to involve for several years at least the practical responsi-
bilities of married life. They are often contracted at an early age, and not untre-
quently lead up to legal marriages after the lapse of some years. For this reason
the average age at marriage in the broad sense of the term, with wWch alone we
are here concerned, is below the average age at legal marriage. The allowance
to be made on this head for the whole of the working classes is probably con-
siderable; but it is very much greater in the case of unskilled labourers than of
any other class. The following statistiCS must be interpreted in the light of
tills remark, and of the fact that all English industrial statist.ics are vitiated
by the want of sufficient care in the classificat.ion of the working classes in our
offiC1alreturns. The llegialorar-General". (ony-ninth .Annual Report swl.cs that



182 GROWTH OF POPULATION

IV,lv, 4. Unskilled labourers, when not so»oor as to suffer actual
want and not restrained by any external cause, have seldom,
if ever, shown a lower power of increase than that of doubling
in thirty years; that is, of multiplying a million-fold in six
hundred years, a billion-fold in twelve hundred: and hence it
might be inferred a priori that their increase has never gone
on without restraint for any considerable time. This in-
ference is confirmed by the teaching of all history. Through-
out Europe during the Middle Ages, and in some parts of
it even up to the present time, unmarried labourers have
usually slept in the farmhouse or with their parents; while
a married pair have generally required a house for them-
selves: when a village has as many hands as it can well
employ, the number of houses is not increased, and young
people have to wait as best they can.

Hindrlances There are many parts of Europe even now in which custom
to ear y •• .
marriage in exercismg the force of law prevents more than one son III

~~~fnaryeach family from marrying; he is generally the eldest, but
distncts, in some places the youngest: if any other son marries he

must leave the village. When great material prosperity and
the absence of all extreme poverty are found in old-fashioned
corners of the Old World, the explanation generally lies in
some such custom as this with all its evils and hardships'.
It is true that the severity of this custom may be tempered

in certain selected districts the returns of marriages for 1884--5 were examined
with the following results; the nwnber after each occupation being the average
age of bachelors in it at marriage, and the following number, in brackets, being
the average age of spinsters who married men of that occupation :-lIfiners 24.Q6
(22,46); TextIle hands 24·38 (23,43); Shoemakers, Tailors 24·92 (24,31); Artisans
25·35 (23,70); Labourers 25·56 (23·66); Commercial Clerks 2G25 (24·43); Shop-
keepers, Shopmen 26·67 (24·22); Farmers and sons 29·23 (26,91); Professional and
Independent Class 31·22 (26·40).

Dr Ogle, in the paper already referred to, shows that the marriage-rate is
greatest generally in those parts of England in which the percentage of those women
between 15 and 25 years of age who are industnally occupied is the greatest. This
is no doubt due, as he suggests, partly t9 the willingness of men to have their money
incomes supplemented by those of their wives; but it may be partly due also to an
excess of women of a marriageable age in those districts.

I Thus a visit to tho valley Jachenau in the Bavarian Alps about 1880 found
this custom still in full force. AIded by a great recent rise in the value of their woods,
with regard to which they had pursued a farseeing policy, the inhabitants lived
prosperously in 1arge houses, the younger brothers and sisters acting as servants
in their old homes or elsewhere. Tbey were of a different race from the work-
people in the neighbouring valleys, who lived poor and hard lives, but seemed to
think that the Jachenau purchased illl material Pr08perity at too great 8 cost.
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by the power of migration; but in the Middle Ages the free IV, IV, 5.

movement of the people was hindered by stern regulations.
The free towns indeed often encouraged immigration from
the country: but the rules of the gilds were in some respects
almost as cruel to people who tried to escape from their
old homes as were those enforced by the feudal lords them-
selves",

§ 5. In this respect the position of the hired agricultural The
birth-ratelabourer has changed very much. The towns are now always is often

open to him and his children; and if he betakes himself to ~e:s,:~ng

the New World he is likely to succeed better than any other ptroprie.ors,
class of emigrants. But on the other hand the gradual rise
in the value of land and its growing scarcity is tending to
check the increase of population in some districts in which
the system of peasant properties prevails, in which there
is not much enterprise for opening out new trades or for
emigration, and parents feel that the social position of their
children will depend on the amount of their land. They
incline to limit artificially the size of their families and
to treat marriage very much as a business contract, seeking
always to marry their sons to heiresses. Francis Galton
pointed out that, though the families of English peers are
generally large, the habits of marrying the eldest son to an
heiress who is presumably not of a fertile stock, and some-
times dissuading younger sons from marriage, have led to
the extinction of many peerages. Similar habits among
French peasants, combined with their preference for small
families, keep their numbers almost stationary.

On the other hand there seem to be no conditions more but not
f. among
avourable to the rapid growth of numbers than those of American

the agricultural districts of new countries. Land is to be fanners.

had in abundance, railways and steamships carry away the
produce of the land and bring back in exchange implements
of advanced types, and many of the comforts and luxuries of
life. The" farmer," as the peasant proprietor is called in
America, finds therefore that a large family is not a burden,
but an assistance to him. He and they live healthy out-of-
door lives; there is nothing to check but everything to

I See e.g. Rogers, Biz Centunt6, pp. 100, 7.
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IV, IV, 5. stimulate the growth of numbers. The natural increase is
aided by immigration; and thus, in spite of the fact that
some classes of the inhabitants of large cities in America are,
it is said, reluctant to have many children, the population
has increased sixteen-fold in the last hundred years".

1 The extreme prudence of peasant proprietors under stationary conditions
was noticed by Malthus; see his account of Switzerland (Ellay, Bk, U. ch, v.),
Adam Smith remarked that poor Highland women frequently had twenty children
of whom not more than two reached maturity (Wealth of Nations, Bk. I. ch. vrn.);
and the notion that want stimulated fertility was insisted on by Doubleday,
True Law of Population. See also Sadler, Law of Population. Herbert Spencer
seemed to think it probable that the progress of crvilisation will of ltself hold the
growth of population completely in check. But Malthus' remark, that the repro-
ductive power is less in barbarous than in civilized races, has been extended hy
Darwin to the animal and vegetable kingdom generally.

Mr Charles Booth (Statistical Journal, 1893) has divided London into 27 districts
(chiefly Registration districts); and arranged them in order of poverty, of over-
crowding, of high birth-rate and of high death-rate. He finds that the four orders
are generally the same. The excess of birth-rate over death-rate is lowest in the
very rich and the very poor districts.

The birth-rate in England and Wales is nominally diminishing at about an
equal rate in both town and country. But the continuous migration of young
persons from ruraI to industrial areas has considerably depleted the ranks of
young married women in the ruraI districta; and, when allowance is made for this
fact, we find that the percentage of births to women of childbearing ages is much
higher in them than m the towns: as is shown in the following table published by

. the Registrar-General in 19(YT.

Mean Annual Birth-rate« in Urban and Rural Areas.

Urban.

20 large towns, ~1~e"':!:~'1:~ ~~~!,!t!:fnl~19,m,404 persons

I Calculated on the total CalcuJeted on the female
population. popuJetion, &ged 1~ years.

I
Period I

~~
Compared with Rate per ~r:~~~~rate 1D 1870-7~

taken as 100 1000 taken as 100

1870-72 36-7 100-0 143·1 100·0
1880-82 35-7 97·3 140-6 98·3
1890-92 320 8- '> 1246 87-1'w
1900-02 298 81·2 111-4 77·8

Rural.
112 entirely rural registration districts, with an aggregate population

of 1_330,319persons ..t the date of the Census of 1901.

1870-72 31-6 100·0 158·9 100-0
1880-82 30-3 95·9 153-5 96-6
1890-92 27-8 88{) 135-6 85-3
1900-02 260 82-3 1207 76-0



BIRTH-RATE 185

On the whole it seems proved that the birth-rate is IV, IV, 6.

generally lower among the well-to-do than among those who General
make little expensive provision for the future of themselves conclusion.

and their families, and who live an active life: and that
fecundity is diminished by luxurious habits of living.
Probably it is also diminished by severe mental strain;
that is to say, given the natural strength of the parents,
their expectation of a large family is diminished by a great
increase of mental strain. Of course those who do high
mental work, have as a class more than the average of
constitutional and nervous strength; and Galton has shown
that they are not as a class unprolific. But they commonly
marry late.

§ 6. The growth of population in England has a more Pop~la-

clearly defined history than that in the United Kingdom, ~~~I~d.

and we shall find some interest in noticing its chief move-
ments.

The restraints on the increase of numbers during the The

Middle Ages were the same in England as elsewhere. In ~~.Ie

England as elsewhere the religious orders were a refuge
to those for whom no establishment in marriage could be

The movements of the population of France have been studied with exceptiona
care: and the great work on the subject by Levasseur, La Populatilm Francoise,
is a mine of valuable information 118 regards other nations besides France.
Montesquieu, reasoning perhaps rather a pnori, accused the law of primogeniture
which ruled in his time in France of reducing the number of children in a family:
and Ie Play brought the same charge agaInst the Jaw of compulsory division.
Levasseur (I c. Vol. m. pp. 171-7) calls attention to the contrast; and remarks
that Malthus' expectations of the effect of the CI\ II Code on population were in
harmony with Montesquieu's rather than Ie Play's diagnosis. But in fact the birth-
rate varies much from one part of France to another. It is generally lower where
a large part of the population owns land than where it does not. If however the
Departments of France be arranged in groups in ascending order of the property
left at death (valeur, l1l~cessomUs par ttte d'ilabitan/), the corresponding birth-rate
descends almost uniformly, being 23 per hundred married women between 15 and
50 years for the ten Departments in which the property left is 48-57 fr.; and 13·2
lor the Seine, where it is 412 fro And in Paris itself the arrondissements inhabited
by the well-to-do show a smaller percentage of fanulies with more than two children
than the poorer arrondissements show. There IS much interest in the careful
analysis which Levasseur gives of the connection between economic conditions and
bIrth-rate; his general conclusion being that it is not direct but indirect, through
the mutual influence of the two on manners and the habit of life (m"",,..). He
appears to hold that, however much the decline in the numbers of the French
relatively to surrounding nations may be regretted from the political and military
points of view, there is much good mixed with the evil in its influences on material
comfort and even social progress.
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IV, IV, 6. provided; and religious celibacy while undoubtedly acting
in some measure as an independent check on the growth
of population, is in the main to be regarded rather as a
method in which the broad natural forces tending to restrain
population expressed themselves, than as an addition to
them. Infectious and contagious diseases, both endemic and
epidemic, were caused by dirty habits of life which were
even worse in England than in the South of Europe; and
famines by the failures of good harvests and the difficulties
of communication; though this evil was less in England
than elsewhere.

Country life was, as elsewhere, rigid in its habits; young
people found it difficult to establish themselves until some
other married pair had passed from the scene and made
a vacancy in their own parish; for migration to another
parish was seldom thought of by an agricultural labourer
under ordinary circumstances. Consequently whenever
plague or war or famine thinned the population, there were
always many waiting to be married, who filled the vacant
places; and, being perhaps younger and stronger than the
average of newly married couples, had larger families-.

There was however some movement even of agricultural
labourers towards districts which had been struck more
heavily than their neighbours by pestilence, by famine or
the sword. Moreover artisans were often more or less on the
move, and this was especially the case with those who were
engaged in the building trades, and those who worked in
metal and wood; though no doubt the "wander years" were
chiefly those of youth, and after these were over the wanderer
was likely to settle down in the place in which he was born.
Again, there seems to have been a good deal of migration on
the part of the retainers of the landed gentry, especially of
the greater barons who had seats in several parts of the
country. And lastly, in spite of the selfish exclusiveness
which the gilds developed as years went on, the towns
offered in England as elsewhere a refuge to many who could
get no good openings for work and for marriage in their own

J Thus we aM told that after the Black Death of 1349 most marriages were
very fertile (Rogers, Hilftory of .J.gricu.lture and Prices Vol. I. p. 3(1).
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homes. In these various ways some elasticity was intro- IV, IV, 6.

duced into the rigid system of medireval economy; and
population was able to avail itself in some measure of the
increased demand for labour which came gradually with the
growth of knowledge, the establishment of law and order,
and the development of oceanic trade".

In the latter half of the seventeenth and the first half of Settlement

the eighteenth century the central government exerted itself laws,

to hinder the adjustment of the supply of population in
different parts of the country to the demand for it by Settle-
ment laws, which made anyone chargeable to a parish who
had resided there forty days, but ordered that he might be
sent home by force at any time within that periods, Land- Slow
1 d d f growth ofor s an armers were so eager to prevent people from population

getting a "settlement" in their parish that they put great i:~h~se
difficulties in the way of building cottages, and sometimes stfa,~d.ard

o uvmg III
even razed them to the ground. In consequence the agri- the first

ul I ulati f E 1 d . duri h half of theC tura pOp ation 0 ng an was stationary unng t e eighteenth
• century;

1 There is no certain knowledge to be had as to tbe density of population in
England before the eighteenth century; but the following estimates, reproduced
from Steffen (Geschichte der engluchen Lohn-arbeiier, I. pp. 463 ff.), are probably
the best as yet available. Domesday Book suggests that in 1086 the population of
England was between two, and rwo-and-a-halr rmllions, Just before the Black
Death (134Al) it may have been between three-and-a-half, and four-and-a-hall
millions; and just afterwards two-and-a-half millions. It began to recover quickly;
but made slow progress between 1400 and 1550: it increased rather fast in the
next hundred years, and reached five-and-a-half millions in 1700_

H we are to trust Harrison (Description of England, Bk. n. ch. XVI.), the
muster of men able for service in 1574 amounted to 1,172,674.

The Black Death was England's only very great calamity. She was not, like
the rest of Europe, liable to devastating wars, such as the Thirty Years' War,
which destroyed more than half the population of Germany, a loss which it
required a full century to recover. (See Rumehn's instructive article on Becol-
kerungslehre in Schonberg's H andbuch.)

• Adam Smith is justly indignant at this. (See Wealth of Nations, Bk. I.
ch, x. Part IL and Book IV. ch. n.) The Act recites (14 Charles II. c. 12,
A.D. 1662) that .. by reason of some defects in the law, poor people are not
restrained from going from one parish to another, and thereby do endeavour to
settle themselves in those parishes where there is the best stock, the largest
wastes or commons to build cottages, and the most woods for them to burn and
destroy: etc." and it is therefore ordered .. that upon complaint made ... within
forty days after any such person or persons coming, 80 as to settle as aforesaid,
in any tenement under the yearly value of ten pounds .. .it shall be lawful for
any two justices of the Peace ... to remove and convey such person or persons to
such parish where he or they were last legally settled." Several Acts purporting
to soften its harshness had been passed before Adam Smith's time; but they had
been ineffective. In 1795 however it was ordered that no one should be removed
untu he became actually chargeable.



188 GROWTH OF POPULATION

IV, IV, 6. hundred years ending with 1760; while the manufactures
were not yet sufficiently developed to absorb large numbers.
This retardation in the growth of numbers was partly caused
by, and partly a cause of, a rise in the standard of living; a
chief element of which was an increased use of wheat in
the place of inferior grains as the food of the common
people-.

changes in From 1760 onwards those who could not establish them-
the second
haH. selves at home found little difficulty in getting employment

in the new manufacturing or mining districts, where the
demand for workers often kept the local authorities from
enforcing the removal clauses of the Settlement Act. To
these districts young people resorted freely, and the birth-
rate in them became exceptionally high; but so did the
death-rate also; the net result being a fairly rapid growth
of population. At the end of the century, when Malthus
wrote, the Poor Law again began to influence the age of
marriage; but this time in the direction of making it unduly
early. The sufferings of the working classes caused by a
series of famines and by the French War made some measure
of relief necessary; and the need of large bodies of recruits
for the army and navy was an additional inducement to
tender-hearted people to be somewhat liberal in their allow-
ances to a large family, with the practical effect of making
the father of many children often able to procure more
indulgences for himself without working than he could have
got by hard work if he had been unmarried or had only a
small family. Those who availed themselves most of this
bounty were naturally the laziest and meanest of the people,
those with least self-respect and enterprise. So although
there was in the manufacturing towns a fearful mortality,
particularly of infants, the quantity of the people increased

~~~~ fast; but its quality improved little, if at all, till the passing
~:!l:r of the New Poor Law in 1834. Since that time the rapid
growth of growth of the town population has, as we shall see in the
population h d d' li b hi hhas been next c apter, ten e to Increase morta ty, ut t 8 as!~;ay. been counteracted by the growth of temperance, of medical

I Some intc"'~ting remarks on this subject are made by Edea, Hiltory 0/ the
Poor, I. pp. 660-4.
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knowledge, of sanitation and of general cleanliness. Emigra- IV, IV, 7
tion has increased, the age of marriage has been slightly raised
and a somewhat less proportion of the whole population are
married; but, on the other hand, the ratio of births to a
marriage has risen"; with the result that population has
been growing very nearly steadily". Let us examine the
course of recent changes a little more closely.

§ 7. Early in this century, when wages were low and In t.fte
h d h kin 1 11 earlierpart

w eat was ear, t e wor g c asses genera y spent more of the
than half their income on bread: and consequently a rise in ~~:;:~!he
the price of wheat diminished marriages very much amo~g:~ ~b~ed
them: that is, it diminished very much the number ofgoodness

. b b B·· d h . f of themarriages y anns. ut It raise t e Income 0 many harvest.
members of the well-to-do classes, and therefore often in-
creased the number of marriages by licence". Since however

1 But this increasein the figuresshownis partly due to improvedregistration
ofbirths. (Farr, Vital8tatistics, p. 97.)

• The followingtables show the growth of the population of England and
Walesfrom the beginningof the eighteenthcentury. The figuresbefore1801are
computedfrom the registers of births and deaths, and the poll and hearth tax
returns: thosesince1801fromCensusreturns. It WIllbe noticed that the numbers
mcreasednearly as much in the twenty years Iollowmg 1780as in the preceding
sIXtyyears. The pressure of the great war and the high price of com is shown
m the slowgrowth between1790and 1801;and the effectsof indiscriminate poor
lawallowances,in spite of greater pressure,is shownby the rapid increasein the
next ten years, and the still greater increasewhen that pressurewas removedin
the decadeending1821. The third columnshowsthe percentagewhichthe increase
during the preceding decade was of the population at the beginning of that
decade.

Population Increase II Population IncreaseY.... 000. omitted per cent. Ye ar 000. omitted per cent.
1700 5,475 II 1801 8,892 2·5

10 5,240 - 4·9* 11 10,164 14·3
20 5,565 6·2 21 12,000 18·1
30 5,796 4-l 31 13,8!)7 158
40 6,064 46 41 15,!)()9 14·5
50 6,467 6·6 51 17,928 12'7
60 6,736 4-l 61 20,066 11'9
70 7,428 103 71 22,712 132
80 7,953 7-l 81 25,974 14·4
90 8,675 9·1 91 29,002 11'7

1901 32,527 11-7
* Decrease;but theseearly figures are untrustworthy.

Tbe great growth of emigration during recent years makes it important to
correctthe figuresfor the last three decadesso as to show the" natural mcrease,"
viz. that due to the excessof births over deaths. The net emigrationfrom the
United Kingdom during the decades 1871-81and 1881-91 was 1,480,000,and
1,747,000respectively.

• See Fan's 17th AnnualReport for 1854as Registrar-General,or the abstraet
of it in Vital8tatistic$ (pp. 72-5).
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IV, IV, 7. these were but a small part of the whole, the net effect
Later was to lower the marriage-rate", But as time went on, the
i:/I~~~ceof price of wheat fell and wages rose, till now the working
c/lomtmerclalclasses spend on the average less than a quarter of their

uc ua-
uons pre- incomes on bread; and in consequence the variations of
dominated. • 1 . h . deraticommercia prosperity ave got to exercise a prepon eratmg

influence on the marriage-rate",
Since 1873 though the average real income of the

population of England has indeed been increasing, its rate
of increase has been less than in the preceding years, and
meanwhile there has been a continuous fall of prices, and
consequently a continuous fall in the money incomes of
many classes of society. Now people are governed in their
calculations as to whether they can afford to marry or not,
more by the money income which they expect to be able
to get, than by elaborate calculations of changes in its pur-
chasing power. And therefore the standard of living among
the working classes has been rising rapidly, perhaps more
rapidly than at any other time in English history: their
household expenditure measured in money has remained
about stationary, and measured in goods has increased very

1 For instance, representing the price of wheat in shillings and the number of
marriages in England and Wales in thousands, we have for 1801 wheat at 119 and
marriages at 67, for 1803 wheat at 59 and marriages at 94; for 1805 the numbers
are 90 and 80, for 1807 they are 75 and 84, for 1812 they are 126 and 82, for
1815 they are 66 and 100, for 1817 they are 97 and 88, for 1822 they are 45
and 99.

• Since 1820 the average price of wheat has seldom exceeded 60s. and never
75s.: and the successive inflations of commerce which culminated and broke in 1826,
1836-9, 1848, 1856, 1866 and 1873 exercised an influence on the marriage-rate
about equal with changes in the price of com. When the two causes act together
the effects are very striking: thus between 1829 and 1834, there was a recovery of
prosperity accompanied by a steady fall in the price of wheat and marriages rose
from a hundred and four to a hundred and twenty·one thousand. The marriage-
rate rose again rapidly between 1842 and 1845 when the price of wheat was a
little lower than in the preceding years, and the business of the country was
reviving; and again under similar circumstances between 1847 and 1853 and
between 1862 and 1865.

A comparison of the marriage-rate with the harvests in Sweden for the years
1749 to 1883 is given by Sir Rawson Rawson in the Statistical Journal for
December 1885. The harvest does not declare itself till part of the year's tale
of marriages is made up; and further the inequalities of harvests are to some
extent compensated for by the storage of grain; and therefore the individual
harvCit figures do not correspond closely WIth the marnage-rate. But when
several good or bad harvests come together, the efIect in increasing or diminish-
ing the marriage-rate is very clearly marked.



ENGLAND IN THE NINETEENTH CENTURY 191

fast. Meanwhile the price of wheat has also fallen very IV, IV, 7.

much, and a marked fall in the marriage-rate for the whole
country has often accompanied a marked fall in the price of
wheat. The marriage-rate is now reckoned on the basis that
each marriage involves two persons and should therefore
count for two. The English rate fell from 17·6 per thousand
in 1873 to 14·2 in 1886. It rose to 16·5 in 1899; in 1907 it
was 15'8, but in 1908 only 14.91•

There is much to be learnt from the history of population Scotland.

in Scotland and in Ireland. In the lowlands of Scotland
a high standard of education, the development of mineral
resources, and close contact with their richer English neigh-
bours have combined to afford a great increase of average
income to a rapidly increasing population. On the other Ireland.

hand, the inordinate growth of population in Ireland before
the potato-famine in 1847, and its steady diminution since
that time, will remain for ever landmarks in economic history.

Comparing the habits of different nationa'' we find that Inter-
. h T' . f C I d N h E nationalIII t e eutonic countries 0 entra an ort ern urope, vital

the age of marriage is kept late, partly in consequence of the statistics.

early years of manhood being spent in the army; but that it
has been very early in Russia; where, at all events under the
old regime, the family group insisted on the son's bringing
a wife to help in the work of the household as early as
possible, even if he had to leave her for a time and go to

1 Statistics of exports are among the most convenient indications of the
fluctuations of commercial credit and industrial activity: and in the article
already quoted, Ogle has shown a correspondence between the marriage-rate
and the exports per head. Compare diagrams in Vol. n. p. 12 of Levasseur's
La Population Franraut; and with regard to Massachusetts by WIllcox in the
Political Science Quarterly, Vol. vnr. pp. 76-82. Ogle's mquiries have been
extended and corrected in a paper read by R. H. Hooker before the Manchester
StatistIcal Society, in January 1898; who points out that If the marriage-rate
fluctuates, the birth-rate during an ascending phase of the marriage-rate IS apt
to correspond to the marriage-rate not for that phase, but for the preceding phase
when the marriage-rate was declining: and tnCe fJersa. .. Hence the ratro of
births to marriages declines when the marriage-rate is rising and rises when the
marriage-rate falls. A curve representing the ratio of births to marriages will
move inversely to the marriage-rate." He points out that the decline in the
ratio of births to marriages is not great, and is accounted for by the rapid decline
of illegitimate births. The ratio of legitimate births t.o marriages is not dechrnng
perceptibly.

• The following statements are based chiefly on statIStics arranged by the late
Signor Bodio, by M. Levasseur, La Populauon Fran,aue. and by the Enghsh
Registrar-General in his ltepor~ fOl 1007.
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IV, IV, 7. earn his living elsewhere. In the United Kingdom and
America there is no compulsory service, and men marry
early. In France, contrary to general opinion, early
marriages on the part of men are not rare; while on the
part of women they are more common than in any country
for which we have statistics, except the Slavonic countries,
where they are much the highest.

The marriage-rate, the birth-rate and the death-rate are
diminishing in almost every country. But the general
mortality is high where the birth-rate is high. For instance,
both are high in Slavonic countries, and both are low in the
North of Europe. The death-rates are low in Australasia,
and the "natural" increase there is fairly high, though the
birth-rate is low and falling very fast. In fact its fall in the
various States ranged from 23 to 30 per cent. in the period
1881-19011•

I Much instructive and suggestive matter connected with t.he subject of this
chapter is contained in the Suuisttcal Mem.o1'anda and Charts ~tlating to PUbl",
H talth and Soctal Conduwns published by the Local Government Board in 1909
[Cd. 4671}.



CHAPTER V.

THE HEALTH AND STRENGTH OF THE POPULATION.

§ 1. WE have next to consider the conditions on which IV,T, l.

depend health and strength, physical, mental and moral. Th;--

They are the basis of industrial efficiency, on which the basdlSof Im ustna
production of material wealth depends; while conversely the efficrency.

chief importance of material wealth lies in the fact that,
when wisely used, it increases the health and strength,
physical, mental and moral of the human race.

In many occupations industrial efficiency requires little Phys~cal

I h hvsi I' hat i ul h d exertione se t an p ysica VIgour; t at IS,muse ar strengt , a goo
constitution and energetic habits. In estimating muscular,
or indeed any other kind of strength for industrial purposes,
we must take account of the number of hours in the day,
of the number of days in the year, and the number of years
in the lifetime, during which it can be exerted. But with
this precaution we can measure a man's muscular exertion
by the number of feet through which his work would raise a
pound weight, if it were applied directly to this use; or in
other words by the number of "foot pounds" of work that
he doea-.

1 This measure can be applied directly to most kinds of navvies' and porters'
work, and indirectly to many kinds of agricultural work. In a controversy
that was waged after the great agricultural lock-out as to the relative efficiency
of unskilled labour ill the South and North of England, the most trustworthy
measure was found in the number of tons of material that a man would load into
a cart in a day. Other measures have been found in the number of acres reaped
or mown, or the number of bushels of com reaped, ete.: but these are unsa tisfac-
tory, particularly for comparing different conditions of agnculture : since the
implements used, the nature of the crop and the mode of domz the work all vary

K. 13
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IV, v, 1.

requires
nervous
as well as
muscular
strength.

HEALTH AND STRENGTH

Although the power of sustaining great muscular exertion
seems to rest on constitutional strength and other physical
conditions, yet even it depends also on force of will, and
strength of character. Energy of this kind, which may
perhaps be taken to be the strength of the man, as distin-
guished from that of his body, is moral rather than physical;
but yet it depends on the physical condition of nervous
strength. This strength of the man himself, this resolution,
energy and self-mastery, or in short this" vigour" is the
source of all progress: it shows itself in great deeds, in great
thoughts and in the capacity for true religious feeling",

Vigour works itself out in so many forms, that no simple
measure of it is possible. But we are all of us constantly
estimating vigour, and thinking of one person as having more
"backbone," more "stuff in him," or as being "a stronger
man" than another. Business men even in different trades,
and University men even when engaged in different studies,
get to estimate one another's strength very closely. It soon

widely. Thus nearly all comparisons between medireval and modem work and
wages based on the wages of reaping, mowing, etc. are valueless until we have
found means to allow for the effects of changes in the methods of agriculture. It
costs for instance less labour than it did to reap by hand a crop that yields a
hundred bushels of com; because the implements used are better than they were:
but it may not cost less labour to reap an acre of com; because the crops are
heavier than they were.

In backward countries, particularly where there is not much use of horses or
other draught animals, a great part of men's and women's work may be measured
fairly well by the muscular exertion involved in it. But in England less than
one-sixth of the industrial classes are now engaged on work of this kind; while
the force exerted by stearn-engmes alone is more than twenty times as much as
could be exerted by the muscles of all Englishmen.

1 This must be distinguished from nervousness, which, as a rule, indicates a
general deficiency of nervous strength; though sometimes it proceeds from
nervous irritability or want of balance. A man who has great nervous strength
in some directions may have but httle in others; the artistic temperament in par-
ticular often develops one set of nerves at the expense of others: but it is the
weakness of some of the nerves, not the strength of the others, that leads to
nervousness. The most perfect artistic natures seem not to have been nervous:
Leonardo da Vinci and Shakespeare for example. The term "nervous strength"
corresponds in some measure to Heart in Engel's great division of the elements
of efficiency into (a) Body, (b) Reason, and (c) Heart (Leib, Vt1'$tand und Hm).
He classifies activities according to the permutations a, ab, ac, abc, acb; b, ba,
bc, bea, bac; c, ca, cb, cab, cba: tbe order in each case being that of relative im-
portance, and a letter being omitted where the corresponding element plays only
a very small part.

In the war of 1870 Berlin University students, who seemed to be weaker than
the average soldier, wore found to bo able to boar fatigue better.
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becomes known if less strength is required to get a "first IV, v, 2, 3.

class" in one study than another.
§ 2. In discussing the growth of numbers a little has The

b id incid t 11 f h hi h d . 1 h influenceeen sal mCI en a y 0 t e causes w lC etermme engt of chmate

of life: but they are in the main the same as those which and race.

determine constitutional strength and vigour, and they will
occupy our attention again in the present chapter.

The first of these causes is the climate. In warm countries
we find early marriages and high birth-rates, and in conse-
quence a low respect for human life: this has probably been
the cause of a great part of the high mortality that is gener-
ally attributed to the insalubrity of the climate'.

Vigour depends partly on race qualities: but these, so
far as they can be explained at all, seem to be chiefly due to
climate".

§ 3. Climate has also a large share in determining the The

necessaries of life; the first of which is food. Much depends ~rI::,anes

on the proper preparation of food; and a skilled housewife Fooll.

with ten shillings a week to spend on food will often do more
for the health and strength of her family than an unskilled
one with twenty. The great mortality of infants among the
poor is largely due to the want of care and judgment in
preparing their food; and those who do not entirely succumb

1 A warm climate impairs vigour. It is not altogether hostile to high
intellectual and artistic work: but it prevents people from bemg able to endure
very hard exertion of any kind for a long time. More sustained hard work can be
done in the cooler half of the temperate zone than anywhere else; and most of all
in places such as England and her counterpart New Zealand, where sea-breezes
keep the temperature nearly unuorm, The summer heats and wmter colds of
many parts of Europe and America, where the mean temperature IS moderate,
have the effect of shortening the year for working purposes by about two months.
Extreme and sustained cold is found to dull the energies, partly perhaps because
it causes people to spend much of their tune ill close and confined quarters: in-
habitants of the Arctic regions are generally mcapable of Iong-connnued severe
exertion. In England popular opinion has insisted that a "wann Yule-tide makes
a fat churchyard"; but statistics prove beyond question that It has the opposite
effect: the average mortality IS highest in the coldest quarter of the year, and
higher in cold winters than in warm.

• Race history is a fascinating but disappointing study for the economist: for
conquering races generally incorporated the women of the conquered; they often
carried with them many slaves of both sexes during their migrations, and slaves
were less likely than freemen to be killed in battle or to adopt a monastic life. In
consequence nearly every race had much servile, that is mixed blood in it: and as
the share of servile blood was largest in the industrial classes, a race history of
industrial habits seems impossible.

13-2
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IV, v,3. to this want of motherly care often grow up with enfeebled
constitutions.

In all ages of the world except the present, want of food
has caused wholesale destruction of the people. Even in
London in the seventeenth and eighteenth centuries the
mortality was eight per cent. greater in years of dear corn
than in years of cheap corn-. But gradually the effects of
increased wealth and improved means of communication
are making themselves felt nearly all over the world; the
severity of famines is mitigated even in such a country
as India; and they are unknown in Europe and in the
New World. In England now want of food is scarcely
ever the direct cause of death: but it is a frequent cause
of that general weakening of the system which renders it
unable to resist disease; and it is a chief cause of industrial
inefficiency.

We have already seen that the necessaries for efficiency
vary with the nature of the work to be done, but we must
now examine this subject a little mort' closely.

As regards muscular work in particular there is a close
and . connection between the supply of food that a man has,
scarcity d hi il bl h If h k is i .that lowers an s ava a e strengt. t e wor IS intermittent, as
vigour, that of some dock labourers, a cheap but nutritious grain

diet is sufficient. But for very heavy continuous strain such
as is involved in puddlers' and the hardest navvies' work,
food is required which can be digested and assimilated even
when the body is tired. This quality is still more essential
in the food of the higher grades of labour, whose work
involves great nervous strain; though the quantity required
by them is generally small.

Clothing, After food, the next necessaries of life and labour are
house-room 1 hi h d fi . Wh h d fi .and firing. C ot mg, ouse-room an rmg. en t ey are e cient,

the mind becomes torpid, and ultimately the physical con-
stitution is undermined. When clothing is very scanty, it is
generally worn night and day; and the skin is allowed to
be enclosed in a crust of dirt. A deficiency of house-room,
or of fuel, causes people to live in a vitiated atmosphere

Scarcity
that
increases
mortality;

1 Thia was proved by Farr, who eliminated disturbing caU8e8by an inatructive
statistical device (Vital StlItislic,. p. 139).
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which is injurious to health and vigour; and not the least IV, v, 4-

of the benefits which English people derive from the cheap-
ness of coal, is the habit, peculiar to them, of having well-
ventilated rooms even in cold weather. Badly-built houses
with imperfect drainage cause diseases which even in their
slighter forms weaken vitality in a wonderful way; and over-
crowding leads to moral evils which diminish the numbers
and lower the character of the people.

Rest is as essential for the growth of a vigorous popula- Rest.

tion as the more material necessaries of food, clothing, etc.
Overwork of every form lowers vitality; while anxiety,
worry, and excessive mental strain have a fatal influence
in undermining the constitution, in impairing fecundity and
diminishing the vigour of the race.

§ 4. Next come three closely allied conditions of vigour, Hope-

namely, hopefulness, freedom, and change. All history is ~~~~d:~
full of the record of inefficiency caused in varying degrees ~h~ge.
by slavery, serfdom, and other forms of civil and political
oppression and repression-.

In all ages colonies have been apt to outstrip their
mother countries in vigour and energy. This has been due
partly to the abundance of land and the cheapness of neces-
saries at their command; partly to that natural selection of
the strongest characters for a life of adventure, and partly
to physiological causes connected with the mixture of races:
but perhaps the most important cause of all is to be found
in the hope, the freedom and the changefulness of their
lives2•

1 Freedom and hope increase not only man's Willingness but also his power
for work; physiologists tell US that a given exertion consumes less of the store of
nervous energy if done under the stimulus of pleasure than of pain: and without
hope there is no enterprise. Security of person and property are two conditions
of this hopefulness and freedom; but security always involves restraints on
freedom, and it is one of the most difficult problems of civilization to discover
how to obtain the security which is a condition of freedom Without too great a
sacrifice of freedom itself. Changes of work, of scene, and of personal associations
bring new thoughts, call attention to the imperfections of old methods, stimulate
a "divine discontent," and in every way develop creative energy.

• By converse with otheIll who come from different places, and have different
customs, travellers leam to put en its trial many a habit of thought or action
which otherwise they would have always acquiesced in as though it were a law of
nature. Moreover, a shilting of places enables the more powerful and original
minds to find full ICOpe for Uleir energies and to rise to important posiuonst
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InOuence
of occupa-
tron,

HEALTH AND STRENGTH

Freedom so far has been regarded as freedom from
external bonds. But that higher freedom, which comes of
self-mastery, is an even more important condition for the
highest work. The elevation of the ideals of life on which
this depends, is due on the one side to political and economic
causes, and on the other to personal and religious influences;
among which the influence of the mother in early childhood
is supreme.

§ 5. Bodily and mental health and strength are much
influenced by occupation", At the beginning of this century
the conditions of factory work were needlessly unhealthy and
oppressive for all, and especially for young children. But
Factory and Education Acts have removed the worst of these
evils from factories; though many of them still linger about
domestic industries and the smaller workshops.

The higher wages, the greater intelligence, and the better
medical facilities of townspeople should cause infant mortality
to be much lower among them than in the country. But it
is generally higher, especially where there are many mothers
who neglect their family duties in order to earn money
wages.

whereas those who stay at home are often over much kept in their places. Few
men are prophets in their own land; neighbours and relations are generally the
last to pardon the faults and to recognize the merits of those who are less docile
and more enterprising than those around them. It is doubtless chiefly for this
reason that in almost every part of England a disproportionately large share of the
best energy and enterprise is to be found among those who were born elsewhere.

But change may be carried to excess; and when population shifts so rapidly,
that a man is always shaking himself loose from his reputation, he loses some of
the Lest external aids to the formation of a high moral character. The extreme
hopefulness and restlessness of those who wander to new countries lead to much
waste of elIort in half acquiring technical skill, and half finishing tasks which are
speedily abandoned in favour of Borne new occupation.

I The rate of mortality is low among ministers of religion and schoolmasters;
among the agricultural classes, and in some other industries such as those of
wheelwrights, shipwrights and coal-miners, It is high in lead and tin mining, in
me-making and earthenware manufacture, But neither these nor any other
regular trade show as high a rate of mortality as is found among London general
labourers and costermongers; while the highest of all is that of servants in inns.
Such occupations are not directly injurious to health, but they attract those who
are weak in physique and in character and they encourage irregular habits.
A good account of the influence of occupation on death-rates is given in the
supplement to the forty-fifth (1885) Annual Report of the Registrar-General,
pp. xxv-lxiii. See also Fan's Vital Statistics, pp, 392-411, Humphreys' paper
on Olas« Mortality Statistic, in the Statistical Journal for JUDe 1887, and the
literature of the Factory Acts generally.
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§ 6. In almost all countries there is a constant migration IV, Y, 6.

towards the towns-. The large towns and especially London I~~e

absorb the very best blood from all the rest of England; the li~e~wn

most enterprising, the most highly gifted, those with the
highest physique and the strongest characters go there to
find scope for their abilities. An increasing number of those
who are most capable and have most strength of character,
live in suburbs, where excellent systems of drainage, water
supply and lighting, together with good schools and oppor-
tunities for open air play, give conditions at least as conducive
to vigour as are to be found in the country; and though there
are still many town districts only a little less injurious to
vitality than were large towns generally some time ago, yet
on the whole the increasing density of population seems to be
for the present a diminishing source of danger. The recent

1 Davenant (Balance of Trade, A.D. 1699, p. 20), following Gregory Kmg, proves
that according to official figures London has an excess of deaths over births of
2000 a year, but an immigration of 5000; which is more than half of what he
calculates, by a rather risky method, to be the true net increase of the population
of the country. He reckons that 530,000 people live in London, 870,000 in the
other cities and market towns, and 4,100,000 in villages and hamlets. Compare
these figures with the census of 1901 for England and Wales; where we find
London with a population of over 4,500,000; five more towns WIth an average of
over 500,000; and sixty-nine more exceeding 50,000 with an average of over
100,000. Nor is this all: for many suburbs whose population is not counted in,
are often really parts of the big towns; and in some cases the suburbs of several
adjacent towns run into one another, making them all into one gigantic, though
rather scattered town. A suburb of Manchester is counted as a large town WIth
220,000 inhabitanta; and the same is true of West Ham, a suburb of London with
275,000. The boundaries of some large towns are extended at irregular intervals
to include such suburbs: and consequently the true population of a large town
may he growing fast, while its nominal population grows slowly or even recedes,
and then suddenly leaps forwards. Thus the nominal population of Liverpool
was 552,000 in 1881; 518,000 in 1891; and 685,000 in 1901.

Similar changes are taking place elsewhere. Thus the population of Pari& has
grown twelve times as fast during the nineteenth century as that of France. The
towns of Germany are increasing at the expense of the country by one huJ.! per
cent. of the population yearly. In the United States there was in 1800 no town
with more than 75,000 inhabitants; in 1905 there were three which together
contained more than 7,000,000 and eleven more with above 300,000 each. More
than a third of the population of Victoria are collected in Melbourne.

It must be recollected that the characteristics of town life increase in inteI\5ity
for good and for evil with every increase in the size of a town, and its suburbs.
Fresh country air has to pass over many more sources of noisome vapour before
It reaches the average Londoner than before it reaches the average inhabitant of a
small town. The Londoner has generally to go far before he can reach the freedom
and the restful sounds and sights of the country. London therefore with 4,500,000
inhabitants adds to the urban character of England's life far more than a hundred
times as much as a wwn of 4.5,000 inhabitants.
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IV, v, 6. rapid growth of facilities for living far from the chief centres
of industry and trade must indeed slacken in time. But
there seems no sign of any slackening in the movement of in-
dustries outwards to suburbs and even to new Garden Cities
to seek and to bring with them vigorous workers.

Statistical averages are indeed unduly favourable to
urban conditions, partly because many of the town influences
which lower vigour do not much affect mortality; and
partly because the majority of immigrants into the towns
are in the full strength of youth, and of more than average
energy and courage; while young people whose parents live
in the country generally go home when they become seri-
ously illl.

There is no better use for public and private money than
in providing public parks and playgrounds in large cities,
in contracting with railways to increase the number of the
workmen's trains run by them, and in helping those of the
working classes who are willing to leave the large towns to
do so, and to take their industries with them2•

1 For reasons of this kind Welton (Statistical Journal, 1897) makes the ex-
treme proposal to omit all persons between 15 and 35 years of age in comparing
the rates of mortality in different towns. The mortahty of females in London
between the ages of fifteen and thirty-five is, chiefly for this reason, abnormally
low. If however a town has a stationary population its VItal statistacs are more
easily interpreted; and selecting Coventry as a typical town, Galton has calculated
that the adult children of artisan townsfolk are lIttle more than half as numerous
as those of labouring people who hve in healthy country districts. When a place
is decaying, the young and strong and hearty drift away from it; leaving the old
and the infirm behind them, and consequently the birth-rate is generally low.
On the other hand, a centre of mdustry that is attracting population is lIkely to
have a very high birth-rate, because It has more than Its share of people in the
full vigour of We. ThIS is especially the case m the coal and iron towns, partly
because they do not suffer, as the textile towns do, from a deficiency of males;
and partly because miners as a class marry early. In some of them, though the
death-rate is high, the excess of the birth-rate over it exceeds 20 per thousand of
the population. The death-rate is generally highest in towns of the second order,
chiefly because their sanitary arrangements are not yet as good as those of the
very largest towns.

Pro!' Haycraft (Darwinism and Race Profl1'e9s) argues in the opposite direction.
He lays just stress on the dangers to the human race which would result from a
diminution of those diseases, such as phthisis and scrofula, which attack chiefly
people of weak constitution, and thus exercise a selective mfluence on the race,
unless it were accompanied by corresponding improvements in other directions.
But phthisis does not kill all its victims; there is some net gain in a diminution
of its power of weakening them.

I See an article entitled .. Where to House the London Poor" by the present
writer in the Conttmporary Rt17'iew, Feb. 1884.
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§ 7. And there are yet other causes for anxiety. For IV, v, 7.

there is some partial arrest of that selective influence of Nature left

struggle and competition which in the earlier stages of :':;n~~~JC
civilization caused those who were strongest and most weed out

the weak,
vigorous to leave the largest progeny behind them; and but!I'an

hi h h her si 1 h has inter-to w lC , more t an any ot er sing e cause, t e progress of fered.

the human race is due. In the later stages of civilization
the rule has indeed long been that the upper classes marry
late, and in consequence have fewer children than the
working classes: but this has been compensated for by the
fact that among the working classes themselves the old rule
was held; and the vigour of the nation that is tending to be
damped out among the upper classes is thus replenished by
the fresh stream of strength that is constantly welling up
frombelow. But in France for a long time, and recently in
America,and England, some of the abler and more intelligent
of the working class population have shown signs of a dis-
inclination to have large families; and this is a source of
danger-,

Thus there are increasing reasons for fearing, that while
the progress of medical science and sanitation is saving
from death a continually increasing number of the children
of those who are feeble physically and mentally; many of
those who are most thoughtful and best endowed with
energy, enterprise and self-control are tending to defer their
marriages and in other ways to limit the number of children
whom they leave behind them. The motive is sometimes
selfish,and perhaps it is best that hard and frivolous people
should leave but few descendants of their own type. But
more often it is a desire to secure a good social position
for their children. This desire contains many elements
that fall short of the highest ideals of human aims, and
in some cases, a few that are distinctly base; but after

1 In the Southem States of America, manual work became disgraceful
to the white man; 80 that, If unable to have slaves himself, he led a paltry
degenerate life, and seldom married, Again, on the Pacific Slope, there were
at one time lust grounds for fearing that all but highly skilled work would be left
to the Chinese; and that the white men would live in an artiflcial way in which
a family became a great expense. In this case Chinese hves would have been
suhstltuted for American, and the average quality of the human race would have
been lowered.
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IV, v, 8. all it has been one of the chief factors of progress, and those
who are affected by it include many of those whose children
would probably be among the best and strongest of the
-race.

T~e State It must be remembered that the members of a large
:::amsmucb f ·1 d h h II .from large ami y e ucate one anot er, t ey are usua y more genial
Iamihes db· h ft .. h hof healthy an rig t, 0 en more VIgorous in every way t an t e
children. members of a small family. Partly, no doubt, this is because

their parents were of unusual vigour; and for a like reason
they in their tum are likely to have large and vigorous
families. The progress of the race is due to a much greater
extent than appears at first sight to the descendants of a few
exceptionally large and vigorous families.

But on the other hand there is no doubt that the parents
can often do better in many ways for a small family than
a large one. Other things being equal, an increase in the
number of children who are born causes an increase of infan-
tile mortality; and that is an unmixed evil. The birth of
children who die early from want of care and adequate means
is a useless strain to the mother and an injury to the rest of
the family',

Prartical § 8. There are other considerations of which account
conclusion. ought to be taken; but so far as the points discussed in this

chapter are concerned, it seems prima facie advisable that
people should not bring children into the world till they can
see their way to giving them at least as good an education
both physical and mental as they themselves had; and that
it is best to marry moderately early provided there is sufficient
self-control to keep the family within the requisite bounds
without transgressing moral laws. The general adoption of

TbeeviL~
of infant
mortalJty.

1 The extent of the infant mortality that arises from preventable causes may
be inferred from tbe facts tbat the percentage of deaths under one year of age to
births is generally about a third as mucb again in urban as in ruraJ districts; and
yet in many urban districts whicb bave a well-to-do population it is lower than the
average for the wbole country (Regutrar-General'1 Report /Of" 1905, pp. xlii-xlv),
A few years ago it was found that, while the annual death-rate of children under
five years of age was only about two per cent. in the families of peers and was less
than three per cent. for the whole of the upper classes, it was between six and seven
per cent. for the whole of England. On the other hand Prof. Leroy Beaulieu says
that in France the parents of but one or two children are apt to indulge them, and
be over-careful about them to the detriment of their boldness, enterprise and
endurance. (See Statistical Journal, VoL 54, pp. 378, 9.)
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these principles of action, combined with an adequate provi- IV, v, 8.

sion of fresh air and of healthy play for our town populations,
could hardly fail to cause the strength and vigour of the race
to improve. And we shall presently find reasons for believing
that if the strength and vigour of the race improves, the
increase of numbers will not for a long time to come cause a
diminution of the average real income of the people.

Thus then the progress of knowledge, and in particular The.

of medical science, the ever-growing activity and wisdom of ~:"~~3.1ro
Government in all matters relating to health, and the increase f~r~~:of

ofmaterial wealth, all tend to lessen mortality and to increase g00l.d anden
health and strength, and to lengthen life. On the other hand,
vitality is lowered and the death-rate raised by the rapid
increase of town life, and by the tendency of the higher
strains of the population to marry later and to have fewer
children than the lower. If the former set of causes were
alone in action, but so regulated as to avoid the danger of
over-population, it is probable that man would quickly rise
to a physical and mental excellence superior to any that
the world has yet known; while if the latter set acted un-
checked, he would speedily degenerate .

.As it is, the two sets hold one another very nearly in The Iorruer

balance, the former slightly preponderating. While the ~~~tly

population of England is growing nearly as fast as ever, pondera,.te.

those who are out of health in body or mind are certainly
not an increasing part of the whole: the rest are much better
fed and clothed, and, except in over-crowded industrial
districts, are generally growing in strength. The average
duration of life both for men and women has been increasing
steadily for many years.



CHAPTER VI.

INDUSTRIAL TRAINIKG.

§ 1. HAVIKG discussed the causes which govern the
growth of a numerous and vigorous population, we have
next to consider the training that is required to develop
its industrial efficiency.

The natural vigour that enables a man to attain great
success in anyone pursuit would generally have served him
in good stead in almost any other. But there are exceptions.
Some people, for instance, seem to be fitted from birth for an
artistic career, and for no other; and occasionally a man of
great practical genius is found to be almost devoid of artistic
sensibility. But a race that has great nervous strength
seems generally able, under favourable conditions, to develop
in the course of a few generations ability of almost any kind
that it holds in specially high esteem. A race that has
acquired vigour in war or in the ruder forms of industry
sometimes gains intellectual and artistic power of a high
order very quickly; and nearly every literary and artistic
epoch of classical and medieval times has been due to a
people of great nervous strength, who have been brought
into contact with noble thoughts before they have acquired
much taste for artificial comforts and luxuries.

The defects The growth of this taste in our own age has prevented*~~:;tus from taking full advantage of the opportunities our largely
to be over- • d . f t' h rtestimated. mcrease resources give us 0 consecra mg t e greater pa

of the highest abilities of the race to the highest aims. But
perhaps the intellectual vigour of the age appears less than

IV, V"T, 1.

The form
which
natural
vigour
takes
depends
largely on
training.
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it really is, in consequence of the growth of scientific pursuits. IV, VI,2.

For in art and literature success is often achieved while genius
still wears the fascinating aspect of youth; but in modern
science so much knowledge is required for originality, that
before a student can make his mark in the world, his mind
has often lost the first bloom of its freshness; and further the
real value of his work is not often patent to the multitude as
that of a picture or poem generally is". In the same way
the solid qualities of the modern machine-tending artisan
are rated more cheaply than the lighter virtues of the
medieval handicraftsman. This is partly because we are
apt to regard as commonplace those excellences which are
common in our own time; and to overlook the fact that
the term "unskilled labourer" is constantly changing its
meaning.

§ 2. Very backward races are unable to keep on at any Skilled and

ki d f k f I . d he si 1 f f uns kIlledn 0 wor or a ong time; an even t e simp est orm 0 labour.

what we regard as unskilled work is skilled work relatively
to them; for they have not the requisite assiduity, and
they can acquire it only by a long course of training.
But where education is universal, an occupation may fairly
be classed as unskilled, though it requires a knowledge of
reading and writing. Again, in districts in which manufac- Ski!l with

h I b d ··1 d h b· f ·bili· f whichtures ave ong een omICIe ,a a It 0 responsl ty, 0 we are

carefulness and promptitude in handling expensive machinery ~:~f~~
and materials becomes the common property of all; and then do not

• ••• • recognl1e
much of the work of tending machinery IS said to be entirely as skill.

mechanical and unskilled, and to call forth no human faculty
that is worthy of esteem. But in fact it is probable that not
one-tenth of the present populations of the world have the

• In this connection it is worth while to notice that the fuJI importance of
an epoch-making idea is often not perceived in the generation in which it IS

made: it starts the thoughts of the world on a new track, but the change of
direction is not obvious until the turning-pomt has been left some way behmd.
In the same way the mechanical inventions of every age are apt to be underrated
relatively to those of earlier times. For a new discovery is seldom fully effective
for practical purposes till many minor improvements and subsidiary discoveries
have gathered themselves around It: an invention that makes an epoch is very
often a generation older than the epoch which it makes. Thus It is that each
generation seems to be chiefly occupied in working out the thoughts of the
preceding one; while the full importance of its own thoughts is as yet not clearly
seen,
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IV, VI, 2. mental and moral faculties, the intelligence, and the self-
control that are required for it: perhaps not one-half could
be made to do the work well by steady training for two
generations. Even of a manufacturing population only a small
part are capable of doing many of the tasks that appear at
first sight to be entirely monotonous. Machine-weaving, for
instance, simple as it seems, is divided into higher and lower
grades; and most of those who work in the lower grades have
not "the stuff in them" that is required for weaving with
several colours. And the differences are even great in
industries that deal with hard materials, wood, metals, or
ceramics.

Mere Some kinds of manual work require long-continued
manual
skill is practice in one set of operations, but these cases are not
losing im- d h becomi fportance very common, an t ey are ecommg rarer: or machinery is:l~~~::rlconstantly taking over work that requires manual skill of this
~Ulgellce kind. It is indeed true that a general command over the
vigour of use of one's fingers is a very important element of industrial
character. ffici b h" th ul hi fl f he ciency ; ut t IS IS e res t c ie Y 0 nervous strengt ,

and self-mastery. It is of course developed by training, but
the greater part of this may be of a general character and
not special to the particular occupation; just as a good
cricketer soon learns to play tennis well, so a skilled artisan
can often move into other trades without any great and
lasting loss of efficiency.

Manual skill that is so specialized that it is quite in-
capable of being transferred from one occupation to another
is becoming steadily a less and less important factor in
production. Putting aside for the present the faculties of
artistic perception and artistic creation, we may say that
what makes one occupation higher than another, what
makes the workers of one town or country more efficient
than those of another, is chiefly a superiority in general
sagacity and energy which are not specialized to anyone
occupation.

To be able to bear in mind many things at a time, to
have everything ready when wanted, to act promptly and
show resource when anything goes wrong, to accommodate
oneself quickly to changes in detail of the work done, to be
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steady and trustworthy, to have always a reserve of force IV, VI, 3.

which will come out in emergency, these are the qualities
which make a great industrial people. They are not peculiar
to any occupation, but are wanted in all; and if they cannot
always be easily transferred from one trade to other kindred
trades, the chief reason is that they require to be supple-
mented by some knowledge of materials and familiarity with
special processes.

We may then use the term general ability to denote General

those faculties and that general knowledge and intelligence ~~~cialized
which are in varying degrees the common property of all ab.z.ty.

the higher grades of industry: while that manual dexterity
and that acquaintance with particular materials and pro-
cesses which are required for the special purposes of
individual trades may be classed as specialized ability.

§ 3. General ability depends largely on the surroundings Tbe causes

of childhood and youth. In this the first and far the most ~~~nnine

powerful influence is that of the mother-, Next comes the ~~~!~~~i
influence of the father, of other children, and in some cases ablhty.

of servants'', As years pass on the child of the working man Tbehome.

learns a great deal £rom what he sees and hears going on
around him; and when we inquire into the advantages for
starting in life which children of the well-to-do classes have
over those of artisans, and which these in their turn have
over the children of unskilled labourers, we shall have to
consider these influences of home more in detail. But at
present we may pass to consider the more general influences
of school education.

1 According to Galton the statement tbat all great men have bad great
mothers goes too far: but that shows only that the mother's mfluence does not
outweigh all others; not that it is not greater than anyone of them. He says
that the mother's influence is most easily traceable among theologians and men
of SCIence,because an earnest mother leads her child to feel deeply about great
thinga; and a thoughtful mother does not repress, but encourages that childish
cunosity which is the raw material of scientific habits of thought,

S There are many fine natures among domestic servants. But those who
Iive ill very rich houses are apt to get seU-indulgent habits, to overestimate the
Importance of wealth, and generally to put the lower aims of hie above the higher,
1Il a way that is not common With independent working people. The company rn
which the children of some of our best houses spend much of their time, is less
ennobhng than that of the average cottage. Yet in these very houses, no servant
II ho IS not specially qualified, is allowed to take charge of a young retriever or
a young horse.
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IV, VI, 4.

School.

Technical
education,
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Little need be said of general education; though the
influence even of that on industrial efficiency is greater than
it appears. It is true that the children of the working
classes must very often leave school, when they have but
learnt the elements of reading, writing, arithmetic and draw-
ing; and it is sometimes argued that part of the little time
spent on these subjects would be better given to practical
work. But the advance made at school is important not
so much on its own account, as for the power of future
advance which a school education gives. For a truly liberal
general education adapts the mind to use its best faculties
in business and to use business itself as a means of increas-
ing culture; though it does not concern itself with the
details of particular trades: that is left for technical educa-
tion-.

§ 4. Technical education has in like manner raised its
aims in recent years. It used to mean little more than im-
parting that manual dexterity and that elementary knowledge
of machinery and processes which an intelligent lad quickly
picks up for himself when his work has begun; though if he
has learnt it beforehand, he can perhaps earn a few shillings
more at starting than if he had been quite ignorant. But
such so-called education does not develop faculties; it
rather hinders them from being developed. A lad, who has
picked up the knowledge for himself, has educated himself by
so doing; and he is likely to make better progress in the

I The absence of a careful general education for the children of the working
cI:1SSCS, has been hardly less detrimental to industrial progress than the narrow
range of the old grammar-school education of the middle classes. TIll recently
indeed it was the only one by which the average schoolmaster could induce hIS
pupils to use their minds in anything higher than the absorption of knowledge
It was therefore rightly called liberal, because it was the best that was to be had.
But it failed in its aim of familiarizing the citizen WIth the great thoughts of
antiquity; it was generally forgotten as soon as school-time was over; and It
raised an injurious antagonism between business and culture. Now however tho
advance of knowledge is enabling us to use science and art to supplement the
curriculum of the grammar-school, and to give to those who can aftord it an
education that develops their best faculties, and starts them on the track of
thoughts which will most stimulate the higher activities of their minds in
alter-life. The time spent on learning to spell is almost wasted: if spelling ami
pronunciation are brought into hannony in the English language as in most others,
about a year lull be added to the elIective school education without any additIOnal
cost..
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future than one who has been taught in a school of this old- IV, VI, 4.
fashioned kind. Technical education is however outgrowing
its mistakes; and is aiming, firstly, at giving a general
command over the use of eyes and fingers (though there
are signs that this work is being taken over by general
education, to which it properly belongs); and secondly at
imparting artistic skill and knowledge, and methods of in-
vestigation, which are useful in particular occupations, but
are seldom properly acquired in the course of practical work.
It is however to be remembered that every advance in the
accuracy and versatility of automatic machinery narrows the
range of manual work in which command over hand and eye
is at a high premium; and that those faculties which are
trained by general education in its best forms are ever rising
in importance-.

According to the best English opinions, technical educa- The aims

tion for the higher ranks of industry should keep the aim of~~!~~:~:
developing the faculties almost as constantly before it as refonn.

general education does. It should rest on the same basis
as a thorough general education, but should go on to work
out in detail special branches of knowledge for the benefit of
particular trades'', Our aim should be to add the scientific
training in which the countries of Western Europe are ahead
of us to that daring and restless energy and those practical
instincts, which seldom flourish unless the best years of
youth are spent in the workshop; recollecting always that
whatever a youth learns for himself by direct experience in
well-conducted works, teaches him more and stimulates his
mental activity more than if it were taught him by a master
in a technical school with model instruments 3.

1 As Nasmyth says; if a lad, having dropped two peas at random on a table,
can readily put a third pea midway in a line between them, he is on the way to
become a good mechanic. Command over eye and hand IS gained in the ordinary
English games, no less than in the playful work of the Kmder-garten. Drawing
has always been on the border line between work and play.

S One of the weakest points of technical education is that it does not educate
the sense of proportion and the desire for simplicity of detail. The English, and
to an even greater extent, the Americans, have acquired in actual business the
faculty of rejecting intricacies in machinery and processes, which are not worth
what they cost, and practical instinct of this kind often enables them to succeed
in competition with ContmentaJ rivaJs.who are much better educated.

• A good pIan is that of spending the six winter months of several years after

•• 14
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Appren-
ticeship.

Inventions
in England
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The old apprenticeship system is not exactly suited to
modern conditions and it has fallen into disuse; but a sub-
stitute for it is wanted. Within the last few years many of
the ablest manufacturers have begun to set the fashion of
making their sons work through every stage in succession of
the business they will ultimately have to control; but this
splendid education can be had only by a few. So many and
various are the branches of any great modern industry that
it would be impossible for the employers to undertake, as
they used to do, that every youth committed to their care
should learn all; and indeed a lad of ordinary ability would
be bewildered by the attempt. But it does not seem
impracticable to revive the apprenticeship system in a
modified form1_

The great epoch-making inventions in industry came
till recently almost exclusively from England. But now

leaving school in learning science in College, and the six summer months as
articled pupils in large workshops. The present writer introduced this plan about
forty years ago at University College, Bristol (now the University of Bristol). But
it has practical difficulties which can be overcome only by the cordial and generous
co-operation of the heads of large firms with the College authorities. Another
excellent plan is that adopted in the school attached to the works of Messrs Mather
and Platt at Manchester. "The drawings made in the school are of work actually
in progress in the shops. One day the teacher gives the necessary explanations
and calculations, and the next day the scholars see, as it were on the anvil, the
very thing which has been the subject of his lecture."

1 The employer binds himself to see that the apprentice is thorougbly taught
In the workshop all the subdivisions of one great division of his trade, instead of
letting. him learn only one of these subdivisions, as too often happens now. The
apprentice's training would then often be as broad as if he had been taught the
whole of the trade as it existed a few generations ago; and it might be supple-
mented by a theoretical knowledge of all branches of the trad&, acqui!ed in a
technical school Something resembling the old apprenticeship system has recently
come into vogue for young Enghshmen who desire to learn the business of farming
under the peculiar conditions of a new country: and there are some signs that the
plan may be extended to the business of farming in this country, for which it is in
many respects admirably adapted. But there remains a great deal of education
suitable to the farmer and to the farm-labourer which can best be given in agricul-
tural colleges and dairy schools.

Meanwhile many great agencies for the technical education of adult.a are being
rapidly developed, such as public exhibitions, trade associations and congresses,
and trade journals. Each of them has its own work to do. In agricultme and
some other trades the greatest aid to progress is perhaps found in public shows.
But those industries, which are more advanced and in the hands of persons of
studious habits, owe more to the difiusion of practical and scientific knowledge by
trade journals; which, aided by changes in the methods of industry and also in its
social conditions, are breaking up trade semrta and helping men of amaD means
in compe1itiOD with their richer rivala.
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other nations are joining in the race. The excellence of IV, VI, 6.

the common schools of the Americans, the variety of their and other

lives, the interchange of ideas between different races among countries.

them, and the peculiar conditions of their agriculture have
developed a restless spirit of inquiry; while technical educa-
tion is now being pushed on with great vigour. On the
other hand, the diffusion of scientific knowledge among the
middle and even the working classes of Germany, combined
with their familiarity with modem languages and their
habits of travelling in pursuit of instruction, has enabled
them to keep up with English and American mechanics and
to take the lead in many of the applications of chemistry to
businesa-.

§ 5. It is true that there are many kinds of work A high
° ° educationwhich can be done as efficiently by an uneducated as will in-

by an educated workman: and that the higher branches ~ffi=n~~e

of education are of little direct use except to employers 10f theower
and foremen and a comparatively small number of artisans. grades of

B d d ti nf . dir b fi industryut a: goo e uca on co ers great m ect ene ts even indirectly

on the ordinary workman. It stimulates his mental activity; =tl;~an
it fosters in him a habit of wise inquisitiveness; it makes
him more intelligent, more ready, more trustworthy in his
ordinary work; it raises the tone of his life in working hours
and out of working hours; it is thus an important means
towards the production of material wealth; at the same time
that, regarded as an end in itself, it is inferior to none of
those which the production of material wealth can be made
to subserve.

We must however look in another direction for a part,
perhaps the greater part, of the immediate economic gain
which the nation may derive from an improvement in
the general and technical education of the mass of the
people. We must look not so much at those who stay
in the rank and file of the working classes, as at those
who rise from a humble birth to join the higher ranks

1 The heads ol almost every progressive firm on the Continent have carefuDy
studied processes II.Ild machinery in foreign lands. The English an> greU
travellers; but partly perhaps on account of their ignorance of other languages
they seem hardly to 88' enough store on the technical education tlla, can be
gained by the wise use of traveL

14-2
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IV, VI, 15. of skilled artisans, to become foremen or employers, to
advance the boundaries of science, or possibly to add to
the national wealth in art and literature.

Much of The laws which govern the birth of genius are in-
the best
natural scrutable. It is probable that the percentage of children:~:~!~~nof the working classes who are endowed with natural
~:~tbe abilities of the highest order is not so great as that of the
workmg children of people who have attained or have inherited
classes, and hi h ... . B . h I I btoo often a g er pOSItIOnIn SOCIety. ut since t e manus a our
=te~ow. classes are four or five times as numerous as all other

classes put together, it is not unlikely that more than half
the best natural genius that is born into the country belongs
to them; and of this a great part is fruitless for want of
opportunity. There is no extravagance more prejudicial
to the growth of national wealth than that wasteful negli-
gence which allows genius that happens to be born of
lowly parentage to expend itself in lowly work. No change
would conduce so much to a rapid increase of material
wealth as an improvement in our schools, and especially those
of the middle grades, provided it be combined with an
extensive system of scholarships, which will enable the clever
son of a working man to rise gradually from school to school
till he has the best theoretical and practical education which
the age can give.

To the abilities of children of the working classes may
be ascribed the greater part of the success of the free
towns in the Middle Ages and of Scotland in recent times.
Even within England itself there is a lesson of the same
kind to be learnt: progress is most rapid in those parts of
the country in which the greatest proportion of the leaders
of industry are the sons of working men. For instance, the
beginning of the manufacturing era found social distinctions
more closely marked and more firmly established in the South
than in the North of England. In the South something of
a spirit of caste has held back the working men and the sons
of working men from rising to posts of command; and the
old established families have been wanting in that elasticity
and freshness of mind which no social advantages can supply,
and which comes only from natural gifts. This spirit of
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caste, and this deficiency of new blood among the leaders of IV, VI, 6.

industry, have mutually sustained one another; and there
are not a few towns in the South of England whose decadence
within living memory can be traced in a great measure to
this cause.

§ 6. Education in art stands on a somewhat different Education

footing from education in hard thinking: for while the latter in art.

nearly always strengthens the character, the former not
unfrequently fails to do this. Nevertheless the development
of the artistic faculties of the people is in itself an aim
of the very highest importance, and is becoming a chief
factor of industrial efficiency.

We are here concerned almost exclusively with those
branches of art which appeal to the eye. For though
literature and music contribute as much and more to the
fulness of life, yet their development does not directly affect,
and does not depend upon, the methods of businesa, the
processes of manufacture and the skill of artisans.

The artisan of Europe in the Middle Ages, and of eastern W~ere
- h h btai d di f .. SOCIalandcountries now, as per aps 0 tame cre t or more ongm- industrial

ality than he has really possessed. Eastern carpets, for ~~~rtisis

instance, are full of grand conceptions: but if we examine a ~~~~y

great many examples of the art of anyone place, selected Instincts,

perhaps from the work of several centuries, we often find
very little variety in their fundamental ideas. But in the
modern era of rapid changes-some caused by fashion and
some by the beneficial movements of industrial and social
progress-everyone feels free to make a new departure,
everyone has to rely in the main on his own resources:
there is no slowly matured public criticism to guide him",

I In fact every designer in a primitive age is govemed by precedent: only
very daring people depart from it; even they do not depart far, and their innova-
tions are SUbjected to the test of experience, which, in the long ron, is infallible.
For though the crudest and most ridiculous fashions in art and ill literature will
be accepted by the people for a time at the bidding of their social superiors,
nothtng but troe artistic excellence has enabled a ballad or a melody, a style of
dress or a pattem of furniture to retain it.s popularity among a whole nation for
many generations together. These innovations, then, which were inconsistent
with the troe spirit of art were suppressed, and those that were on the righ t
track were retained, and became the startmg-point, for further progress; and
thus traditional instinct.s played a great part ill preserving the purity nf the
industrial art.s in Oriental countries. and to a koss PItent in medueval Europe.
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IV, TI, 6. This is however not the only, perhaps not the chief
disadvantage under which artistic design labours in our own
age. There is no good reason for believing that the children
of ordinary workmen in the Middle Ages had more power of
artistic origination than those of ordinary village carpenters
or blacksmiths of to-day; but if one among ten thousand
happened to have genius, it found vent in his work and
was stimulated by the competition of the gilds and in
other ways. But the modem artisan is apt to be occupied
in the management of machinery; and though the faculties
which he develops may be more solid and may help more
in the long run towards the highest progress of the human
moo, than did the taste and fancy of his medieeval pre-
decessor, yet they do not contribute directly towards the
progress of art. And if he should find in himself a higher
order of ability than among his fellows, he will probably
endeavour to take a leading part in the management of a
trades-union or some other society, or to collect together a
little store of capital and to rise out of that trade in which
he was educated. These are not ignoble aims; but his

_ ambition would perhaps have been nobler and more fruitful
of good to the world, if he had stayed in his old trade and
striven to create works of beauty which should live after he
had gone.

It must however be admitted that he would have great
difficulties in doing this. The shortness of the time which
we allow ourselves for changes in the arts of decoration is
scarcely a greater evil than the width of the area of the
world over which they are spread; for that causes a further
distraction of the hasty and hurried efforts of the designer,
by compelling him to be always watching the world move-
ments of the supply of and demand for art products. This
is a task for which the artisan, who works with his own
hands, is not well fitted; and in consequence now-a-days
the ordinary artisan finds it best to follow and not to lead.
Even the supreme skill of the Lyons weaver shows itself
now almost exclusively in an inherited power of delicate
manipulation, and fine perception of colour, that enable him
to carry out perfectly the ideas of professional designers.

and
attracts
a large
share of
ability.

But in
modem
times
design is
almost
limited to
a narrow
profession
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Increasing wealth is enabling people to buy things of all IV, "I, 6.

kinds to suit the fancy, with but a secondary regard to their whi~

powers of wearing; so that in all kinds of clothing and furni- ~~~e!~
ture it is every day more true that it is the pattern which to fashion.

sells the things. The influence of the late William Morris
and others, combined with the lead which many English
designers have derived from Oriental and especially Persian
and Indian masters of colour is acknowledged by Frenchmen
themselves to have attained the first rank for certain classea
of English fabrics and decorative products. But in other
directions France is supreme. Some English manufacturers
who hold their own against the world would, it is said, be
driven out of the market if they had to depend on English
patterns. This is partly due to the fact that Paris having
the lead in fashions, as the result of an inherited quick
and subtle taste in women's dress, a Parisian design is
likely to be in harmony with the coming fashions and to
sell better than a design of equal intrinsic worth from
elsewhere-,

Technical education, then, though it cannot add much
directly to the supply of genius in art, any more than it can
in science or in business, can yet save much natural artistic
genius from running to waste; and it is called on to do this
all the more because the training that was given by the
older forms of handicraft can never be revived on a large
scale2•

1 French designers find it best to live in Paris: if they stay for long out of
contact with the central movements of fashion they seem to fall behindhand.
Most of them have been educated as artists, but have failed of their highest
ambition. It is only in exceptional cases, as for instance for the sevres chma,
that those who have succeeded as artists find it worth tbeir while to design.
Engliahmen can, however, hold their own in designing for Oriental markets, and
there is evidence that the English are at least equal to the French in origmahty,
though they are inferior in quickness in seeing how to group fOIm8 and colours 80

as to obtain an effective result. (See the Report Oft T echntcal Education, VoL I.

pp. 256, 261, 324, 325 and Vol. m. pp. 151, 152, 202, 203, 211 and pa.""m.l It is
probable that the profession of the modem designer has not yet risen to the best
position which it is capable of holding. For it has been to a disproportionate
extent under the influence of one nation; and that nation is one whose works in
the highest branches of art have seldom borne to be transplanted. They have
indeed often been applauded and imitated at the time by other nations, but they
have as yet seldom struok a key-note for the best work of later generations.

• The painters themselves have put on record in the portrait-galleries the
(a.ct that in medialval times, and 41v.enlater, their art attracted a larger ahare of
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§ 7. We may then conclude that the wisdom of ex-
pending public and private funds on education is not to be
measured by its direct fruits alone. It will be profitable as
a mere investment, to give the masses of the people much
greater opportunities than they can generally avail them-
selves of. For by this means many, who would have died
unknown, are enabled to get the start needed for bringing
out their latent abilities. And the economic value of one
great industrial genius is sufficient to cover the expenses of
the education of a whole town; for one new idea, such as
Bessemer's chief invention, adds as much to England's pro-
ductive power as the labour of a hundred thousand men.
Less direct, but not less in importance, is the aid given to
production by medical discoveries such as those of Jenner
or Pasteur, which increase our health and working power;
and again by scientific work such as that of mathematics
or biology, even though many generations may pass away
before it bears visible fruit in greater material wellbeing.
All that is spent during many years in opening the means
of higher education to the masses would be well paid for
if it called out one more Newton or Darwin, Shakespeare
or Beethoven.

There are few practical problems in which the economist
has a more direct interest than those relating to the princi-
ples on which the expense of the education of children should
be divided between the State and the parents. But we
must now consider the conditions that determine the power
and the will of the parents to bear their share of the expense,
whatever it may be.

and a duty Most parents are willing enough to do for their children
of parents. h h . did f h d hw at t err own parents I or t em; an per aps even

to go a little beyond it if they find themselves among
neighbours who happen to have a rather higher standard.
But to do more than this requires, in addition to the moral
qualities of unselfi'shness and a warmth of affection that

IV, VI, 7.

Education
a national
invest-
ment,

the best intellect than it does now; when the ambition of youth is tempted by the
excitement of modern business, when its zeal for imperishable achievements finds
a field in the discoveries of modern science, and, lastly, when a great deal of
excellent talent is insensibly diverted from high aims by the ready pay to be go~
by hastily writing half-thoughts for periodical literature.
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are perhaps not rare, a certain habit of mind which is as IV, VI, 8.

yet not very common. It requires the habit of distinctly
realizing the future, of regarding a distant event as of nearly
the same importance as if it were close at hand (discounting
the future at a low rate of interest); this habit is at once a
chief product and a chief cause of civilization, and is seldom
fully developed except among the middle and upper classes
of the more cultivated nations.

§ 8. Parents generally bring up their children to occu- Mobility

pations in their own grade, and therefore the total supply of ~:!r:~d
labour in any grade in one generation is in a great measure ~:.
determined by the numbers in that grade in the preceding
generation, yet within the grade itself there is greater
mobility. If the advantages of anyone occupation in it rise
above the average, there is a quick influx of youth from other
occupations within the grade. The vertical movement from
one grade to another is seldom very rapid or on a very
large scale; but, when the advantages of a grade have risen
relatively to the difficulty of the work required of it,
many small streams of labour, both youthful and adult,
will begin to flow towards it; and though none of them
may be very large, they will together have a sufficient
volume to satisfy before long the increased demand for
labour in that grade.

We must defer to a later stage a fuller discussion of the Provisional

b 1 hi h h di . f I d ti conclusiono stac es w c t e con tions 0 any p ace an nne oppose
to the free mobility of labour, and also of the inducements
which they offer to anyone to change his occupation or to
bring up his son to an occupation different from his own.
But we have seen enough to conclude that, other things being
equal, an increase in the earnings that are to be got by labour
increases its rate of growth; or, in other words, a rise in its
demand price increases the supply of it. If the state of
knowledge, and of ethical, social and domestic habits be
given; then the vigour of the people as a whole if not their
numbers, and both the numbers and vigour of any trade in
particular, may be said to have a supply price in this sense,
that there is a certain level of the demand price which will I
keep them stationary; that a higher price would cause them
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IV, VI, 8. to increase, and that a lower price would cause them to
decrease. Thus economic causes playa part in governing
the growth of population as a whole as well as the supply of
labour in any particular grade. But their influence on the
numbers of the population as a whole is largely indirect;
and is exerted by way of the ethical, social and domestic
habits of life. For these habits are themselves influenced
by economic causes deeply, though slowly, and in ways
some of which are difficult to trace, and impossible to
predict 1.

1 1>1111was so much impressed by the difficulties that beset a parent in the
attempt to bring up his son to an occupation widely different in character from his
own, that he said (Pnnciplu, II. XIV. 2):-"80 complete, indeed, has hitherto been
the separation, so strongly marked the line of demarcation, between the different
grades of labourers, as to be almost equivalent to an hereditary distinction of caste;
each employment being chiefly recruited from the children of those already employed
in it, or in employments of the same rank with it in social estimation, or from the
children of persons who, if originally of a lower rank, have succeeded in raising
themselves by their exertions. The liberal professions are mostly supplied by the
sons of either the professional or the idle classes: the more highly skilled manual
employments are filled up from the sons of skilled artisans or the class of
tradesmen who rank with them: the lower classes of skilled employmenta are
in a similar case; and unskilled labourers, with occasional exceptions, remain
from father to son in their pristine condition. Consequently the wages of each
class have hitherto been regulated by the increase of ita own population, rather
than that of the general population of the country." But he goes on, "The
changes, however, now so rapidly taking place in usages and ideas are under-
mining all these distinctions."

His prescience has been vindicated by the progress of change since he wrote.
The broad lines of division which he pointed out have been almost obliterated by
the rapid action of those causes which, as we saw earlier in the chapter, are
reducing the amount of skill and ability required in some occupations and
increasing it in others. We cannot any longer regard different occupations as
distributed among four great planes; but we may perhaps think of them as
resembling a long flight of steps of unequal breadth, some of them being so broad
as to act as landing stages. Or even better still we might picture to ourselves two
ffigbta of stairs, one representing the "hard-handed industries" and the other
.. the soft-handed industries"; because the vertical division between these two is
in fact as broad and as clearly marked as the horizontal division between any two
grades.

Mill's classification had lost a great part of ita value when Cairnes adopted it
(LeadmgPnnciplu, p. 72). A classification more suited to our existing conditions
is offered by Giddings (Polu.cal Scit1lCt Quarterly, VoL no pp. 69-71). It IS

open to the objection that it draws broad lines of division where nature has made
no broad lines; hut it is perhaps as good lUI any division of industry into four
grades can be. His divisions are (i) automatic manual labour, including common
labourers and machine tenders; (ii) r~u "",nuallabour, including thOll8 who
can be entrusted with lOme responsibility and labour of sell-direction; (iii) auto-
matic brain VJOTker8, such as book-keepers, and (iv) ruporuibu braitl workers,
including the superintendents and directors.

The conditions and methods of the large and incessan' movemen' of thtl
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population upwards and downwards from grade to grade a.re studied more fully IV, VI, 8.
be'ow, VL IV. v. and VII.

The growing demand for boys to run errands, and to do other work that has
no educational value, has increased the danger that parents may send their sons
wto avenues that have no outlook for good employment in later years: and
something is being done by public agency, and more by the devotion and energy
of men and women in unofficial association, in givrng out notes of wammg
against such .. blind alley" occupations, and assisting lads to prepare themselves
for skilled work. These efforts may be of great national value. But care must
be taken that this guidance and help is as accessible to the higher strains of the
working class population when in need of it as to the lower; lest the race should
degenerate.



IV, vn, 1.

Forms of
wealth
among
barbarous
peoples.

CHAPTER VII.

THE GROWTH OF WEALTH.

§ 1. IN this chapter it is not necessary to distinguish
the points of view in which wealth is regarded as the object
of consumption and as an agent of production; we are
concerned with the growth of wealth simply, and we have
no need to emphasize its uses as capital.

The earliest forms of wealth were probably implements
for hunting and fishing, and personal ornaments;' and, in
cold countries, clothing and huts-, During this stage the
domestication of animals began; but at first they were
probably cared for chiefly for their own sake, because they
were beautiful, and it was pleasant to have them; they
were, like articles of personal ornament, desired because of
the immediate gratification to be derived from their pos-
session rather than as a provision against future needs2.

Gradually the herds of domesticated animals increased; and
during the pastoral stage they were at once the pleasure
and the pride of their possessors, the outward emblens of
social rank, and by far the most important store of wealth
accumulated as a provision against future needs.

1 A short but suggestive study of the growth of wealth in its early fonna, and
of the arts of life, is given in Tylor's A fl/hropology.

• Bagehot (EcO'/I.01nic Studies, pp. 163-5), after quoting the evidence which
Galton has collected on the keeping of pet animals by savage tribes, points out
that we find here a good illustration of the fact that however carelesa a savage
race may be for the future, it cannot avoid making some provision for it. A bow,
a fishing-net, which will do its work well in getting food for to-day, must be of
service for many days to come: a horse or a canoe that will carry one well to-day,
must be a stored-up source of many future enjoyments. The least provident of
barbaric despots may raise a massive pile of buildingB, because it is the moo
palpable proof of his present wealth and power.
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As numbers thickened and the people settled down to IV, vn, 1.

agriculture, cultivated land took the first place in the inven- Fo~f

tory of wealth; and that part of the value of the land which i':te:!~7y
was due to improvements (among which wells held a con- stagli~ of

CIVI za-
spicuous place) became the chief element of capital, in the tion.

narrower sense of the term. Next in importance came
houses, domesticated animals, and in some places boats and
ships; but the implements of production, whether for use
in agriculture or in domestic manufactures, remained for a
long time of little value. In some places, however, precious
stones and the precious metals in various forms became early
a leading object of desire and a recognized means of hoarding
wealth; while, to say nothing of the palaces of monarchs,
a large part of social wealth in many comparatively rude
civilizations took the form of edifices for public purposes,
chiefly religious, and of roads and bridges, of canals and
irrigation works.

For some thousands of years these remained the chief Until

forms of accumulated wealth. In towns indeed houses and ~b~:t!las
household furniture took the first place, and stocks of the ~:~~~_
more expensive of raw materials counted for a good deal; but sifve fO,rmliso aUII ary
though the inhabitants of the towns had often more wealth capital.

per head than those of the country, their total numbers were
small; and their aggregate wealth was very much less than
that of the country. During all this time the only trade that
used very expensive implements was the trade of carrying
goodsby water: the weaver's looms, the husbandman's ploughs
and the blacksmith's anvils were of simple construction and
were of little account beside the merchant's ships. But in
the eighteenth century England inaugurated the era of
expensive implements.

The implements of the English farmer had been rising But in
I I· I fl' b h . k recentS ow y In va ue or a ong time; ut t e progress was qUlC - years they

ened in the eighteenth century. After a while the use first :C~:ased
of water power and then of steam power caused the rapid very fast,
substitution of expensive machinery for inexpensive hand
tools in one department of production after another. As in
earlier times the most expensive implements were ships and
in some cases canals for navigation and irrigation, so now
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IV,vu,l. they are the means of locomotion in general;-railways and
tramways, canals, docks and ships, telegraph and telephone
systems and water-works: even gas-works might almost come
under this head, on the ground that a great part of their
plant is devoted to distributing the gas. After these come
mines and iron and chemical works, ship-building yards,
printing-presses, and other large factories full of expensive
machinery.

On whichever side we look we find that the progress and
diffusion of knowledge are constantly leading to the adoption
of new processes and new machinery which economize human
effort on condition that some of the effort is spent a good
while before the attainment of the ultimate ends to which it
is directed. It is not easy to measure this progress exactly,
because many modern industries had no counterpart in ancient
times. But let us compare the past and present conditions
of the four great industries the products of which have not
changed their general character: viz. agriculture, the building,
the cloth-making, and the carrying trades. In the first two of
these hand work still retains an important place: but even
in them there is a great development of expensive machinery.
Compare for instance the rude implements of an Indian
Ryot even of to-day with the equipment of a progressive
Lowland farmer-; and consider the brick-making, mortar-
making, sawing, planing, moulding and slotting machines
of a modern builder, his steam cranes and his electric light.
And if we turn to the textile trades, or at least to those
of them which make the simpler products, we find each

1 The farm implements for a first class Ryot family, including six or seven
adult males, are a few light ploughs and hoes chiefly of wood, of the total value of
about 13 rupees (Sir G. Phear, drya .. V.llage, p. 233) or the equivalen~ of their
work for about a month; while the value of the machinery alone on a well
equipped large modem arable farm amounts to £3 an acre (Equipmmt of tJu
Farm, edited by J. C. Morton) or say a year's work for each person employed.
They include steam-engines, trench, subsoil and ordinary ploughs, some to be
worked by steam and some by horse power; various grubbers, harrows, roDers,
clod-crushers, seed and manure drills, horse hoes, rakes, hay-making, mowing and
reapmg machines, steam or horse threshing, chaff cutting, Wroip cutting, hay-
pressing machines and a multitude of others. Meanwhile there is an increasing
use of silos and covered yards, and constant improvements in the fittings of the
dairy and other tarm buildings, all of which give great economy of efton in the
long run, but require a larger share of it to be spent in preparing the way for the
direct work of the farmer in raising agricultural produce.
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operative in early times content with implements the cost of IV, vn, 2.

which was equivalent to but a few months of his labour; -
while in modern times it is estimated that for each man,
woman and child employed there is a capital in plant alone
of more than £200, or Baythe equivalent of five years'labour.
Again the cost of a steam-ship is perhaps equivalent to the
labour for fifteen years or more of those who work her; while
a. capital of about £1000,000,000 invested in railways in
England and Wales is equivalent to the work for more than
twenty years of the 300,000 wage-earners employed on
them.

§ 2. As civilization has progressed, man has always been And they
• . ar~ likelydeveloping new wants, and new and more expenslve ways to contmue

of gratifying them. The rate of progress has sometimes been to mcrease,

slow, and occasionally there has even been a great retrograde
movement; but now we are moving on at a rapid pace that
grows quicker every year; and we cannot guess where it will
stop. On every side further openings are sure to offer them-
selves, all of which will tend to change the character of our
social and industrial life, and to enable us to turn to account
vast stores of capital in providing new gratifications and new
ways of economizing effort by expending it in anticipation
of distant wants. There seems to be no good reason for
believing that we are anywhere near a stationary state in
which there will be no new important wants to be satisfied;
in which there will be no more room for profitably investing
present effort in providing for the future, and in which the
accumulation of wealth will cease to have any reward. The
whole history of man shows that his wants expand with the
growth of his wealth and knowledge".

1 For instance, improvements which have recently been made in some American
cities indicate that by a sufficient outlay of capital each house could be supplied
with what it does require, and relieved of what it does not, much more eIJectively
than now, 90 as to enable a large part of the population to live in towns and yet
be free from many of the present evils of town life. The first step is to make
under aD the at.ree1is large tUDnels, in which many pipes and wires can be laid
side by side, and n-pafred when they get out of order, without any interruption
of the genetal traffic and without great expense. Motive power, and possibly
even heat, might then be generated at great distances from the towns (m some
cases in coal-mines), and laid on wherever wanted. Soft water and spring water,
and perhaps even sea water and ozonized air, might be laid on in separate pipes
to nearly every house; while ateam-pipllS might be U8ed for giving wannth in
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IV, VII, a And with the growth of openings for the investment of
And capital there is a constant increase in that surplus of pro-:~:~~eduction over the necessaries of life, which gives the power
been and to save. When the arts of production were rude, there was
probably
will be very little surplus, except where a strong ruling race kept
rn~:er:!e~n the subject masses hard at work on the bare necessaries of
~~~c~~- life, and where the climate was so mild that those necessaries
late. were small and easily obtained. But every increase in the

arts of production, and in the capital accumulated to assist
and support labour in future production, increased the surplus
out of which more wealth could be accumulated. After a
time civilization became possible in temperate and even in
cold climates; the increase of material wealth was possible
under conditions which did not enervate the worker, and did
not therefore destroy the foundations on which it rested'.
Thus from step to step wealth and knowledge have grown,
and with every step the power of saving wealth and extend-
ing knowledge has increased.

The slow § 3. The habit of distinctly realizing the future and:~er~~lproviding for it has developed itself slowly and fitfully in
ha~~~~the the course of man's history. Travellers tell us of tribes
f:~~ing who might double their resources and enjoyments without
future. increasing their total labour, if they would only apply a

little in advance the means that lie within their power
and their knowledge; as, for instance, by fencing in their
little plots of vegetables against the intrusion of wild
animals.

But even this apathy is perhaps less strange than the

winter, and compressed air for lowering the heat of summer; or the heat might
be supplied by gas of great heating power laid on in special pipes, while light
was derived from gas specially suited for the purpose or from electricity; and
every house might be in electric communication with the rest of the town. All
unwholesome vapours, including those given off by any domestic fires which were
still used, might be carried away by strong draughts through long conduits, to
be purified by passing through large furnaces and thence away through huge
chimneys into the higher air. To carry out such a scheme in the towns of
England would require the outlay of a much larger capital than has been
absorbed by our railways. This conjecture as to the ultimate course of town
improvement may be wide of the truth; but it serves to indicate one of very
many ways in which the experience of the past foreshadows broad openings
for investing present effort in providing the means of satisfying our wants in

the future.
1 Comp. Appendix A.
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wastefulness that is found now among some classes in our IV, VlI, 3.

own country. Cases are not rare of men who alternate be-
tween earning two or three pounds a week and being reduced
to the verge of starvation: the utility of a shilling to them
when they are in employment is less than that of a penny
when they are out of it, and yet they never attempt to make
provision for the time of need-. At the opposite extreme
there are misers, in some of whom the passion for saving
borders on insanity; while, even among peasant proprietors
and some other classes, we meet not unfrequently with people
who carry thrift so far as to stint themselves of necessaries,
and to impair their power of future work. Thus they lose
every way: they never really enjoy life; while the income
which their stored-up wealth brings them is less than they
would have got from the increase of their earning power, if
they had invested in themselves the wealth that they have
accumulated in a material form.

In India, and to a less extent in Ireland, we find people
who do indeed abstain from immediate enjoyment and save
up considerable sums with great self-sacrifice, but spend all
their savings in lavish festivities at funerals and marriages.
They make intermittent provision for the near future, but
scarcely any permanent provision for the distant future: the
great engineering works by which their productive resources
have been so much increased, have been made chiefly with
the capital of the much less self-denying race of Englishmen.

Thus the causes which control the accumulation of wealth
differ widely in different countries and different ages. They
are not quite the same among any two races, and perhaps
not even among any two social classes in the same race.
They depend much on social and religious sanctions; and it
is remarkable how, when the binding force of custom has
been in any degree loosened, differences of personal character
will cause neighbours brought up under like conditions to
differ from one another more widely and more frequently in
their habits of extravagance or thrift than in almost any
other respect.

1 They "discount" future benefits (comp, Book III. ch. v. § 3) at the rate 01
many thousands per cent. per annum.

M. 15
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IV, nI, to § 4. The thriftlessness of early times was in a great
Securi-;;as measure due to the want of security that those who made~c~::::nprovision for the future would enjoy it: only those who were

already wealthy were strong enough to hold what they had
saved; the laborious and self-denying peasant who had heaped
up a little store of wealth only to see it taken from him by a
stronger hand, was a constant warning to his neighbours to
enjoy their pleasure and their rest when they could. The
border country between England and Scotland made little
progress so long as it was liable to incessant forays; there was
very little saving by the French peasants in the eighteenth
century when they could escape the plunder of the tax-
gatherer only by appearing to be poor, or by Irish cottiers,
who, on many estates, even forty years ago, were compelled
to follow the same course in order to avoid the landlords'
claims of exorbitant rents.

Insecurity of this kind has nearly passed away from the
civilized world. But we are still suffering in England from
the effects of the Poor-law which ruled at the beginning of
last century, and which introduced a new form of insecurity
for the working classes. For it arranged that part of their
wages should, in effect, be given in the form of poor relief;
and that this should be distributed among them in inverse
proportion to their industry and thrift and forethought, so
that many thought it foolish to make provision for the future.
The traditions and instincts which were fostered by that evil
experience are eveu now a great hindrance to the progress of
the working classes; and the principle which nominally at
least underlies the present Poor-law, that the State should
take account only of destitution and not at all of merit, acts
in the same direction, though with less force.

Insecurity of this kind also is being diminished: the
growth of enlightened views as to the duties of the State
and of private persons towards the poor, is tending to make
it every day more true that those who have helped them-
selves and endeavoured to provide for their own future will
be cared for by society better than the idle and the thought-
less. But the progress in this direction is still slow, and
there remains' much to be done yet.
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§ 5. The growth of a money-economy and of modern IV, VD,Ii

habits of business does indeed hinder the accumulation of The-

wealth by putting new temptations in the way of those who ::~!~;"f
are inclined to live extravagantly. In old times if a man e~onomy

gives new
wanted a good house to live in he must build it himself; tempta-

I f d h h· tions tonow he finds p enty 0 goo ouses to be Ired at a rent. extrava-

Formerly, if he wanted good beer he must have a good brew- gance,

house, now he can buy it more cheaply and better than he
could brew it. Now he can borrow books from a library
instead of buying them; and he can even furnish his house
before he is ready to pay for his furniture. Thus in many
ways the modern systems of buying and selling, and lending
and borrowing, together with the growth of new wants, lead
to new extravagances, and to a subordination of the interests
of the future to those of the present.

But on the other hand, a money-economy increases the but also

variety of the uses between which a person can distribute ~e~::nty

his future expenditure. A person who in a primitive state ::;~
of society stores up some things against a future need, may will ~dallY

• proVl e
find that after all he does not need those things as much what is

h hi h h h wanted inas ot ers w ic e as not stored up: and there are many the future.

future wants against which it is impossible to provide
directly by storing up goods. But he who has stored up
capital from which he derives a money income can buy what
he will to meet his needs as they arise-.

Again, modern methods of business have brought with And it has

th rtuni f h fe i f cani I' h enabledem oppo unities or t e sa e investment 0 capita m sue people who

ways as to yield a revenue to persons who have no good fa~::;t~Ofor

opportunity of engaging in any business,-not even in that business
h

to
. reap t e

of agriculture, where the land will under some conditions act full fruits

h . b nk Th .. ofsavmg.as a trustwort y savmgs- a. ese new opportunities
have induced some people who would not otherwise have
attempted it to put by something for their own old age. And.
what has had a far greater effect on the growth of wealth,
it has rendered it far easier for a man to provide a secure
income for his wife and children after his death: for, after
all, family affection is the main motive of saving.

1 Comp. III. v. 2.

15-2
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IV, YD, 6.

A few
people
save for
theirown
sakes:

but the
chief
motiveo!
saving is
family
affection.

GROWTH OF WEALTH

§ 6. There are indeed some who find an intense pleasure
in seeing their hoards of wealth grow up under their hands,
with scarcely any thought for the happiness that may be
got from its use by themselves or by others. They are
prompted partly by the instincts of the chase, by the desire to
outstrip their rivals; by the ambition to have shown ability
in getting the wealth, and to acquire power and social position
by its possession. And sometimes the force of habit, started
when they were really in need of money, has given them, by
a sort of reflex action, an artificial and unreasoning pleasure
in amassing wealth for its own sake. But were it not for the
family affections, many who now work hard and save carefully
would not exert themselves to do more than secure a comfort-
able annuity for their own lives; either by purchase from an
insurance company, or by arranging to spend every year, after
they had retired from work, part of their capital as well as
all their income. In the one case they would leave nothing
behind them: in the other only provision for that part of
their hoped-for old age, from which they had been cut off by
death. That men labour and save chiefly for the sake of
their families and not for themselves, is shown by the fact
that they seldom spend, after they have retired from work,
more than the income that comes in from their savings,
preferring to leave their stored-up wealth intact for their
families; while in this country alone twenty millions a year
are saved in the form of insurance policies and are available
only after the death of those who save them.

A man can have no stronger stimulus to energy and
enterprise than the hope of rising in life, and leaving his
family to start from a higher round of the social ladder than
that on which he began. It may even give him an over-
mastering passion which reduces to insignificance the desire
for ease, and for all ordinary pleasures, and sometimes even
destroys in him the finer sensibilities and nobler aspira-
tions. But, as is shown by the marvellous growth of wealth
in America during the present generation, it makes him a
mighty producer and accumulator of riches; unless indeed
he is in too great a hurry to grasp the social position which
his wealth will give him: for his ambition may then lead him
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into as great extravagance as could have been induced by an IV, VII, 7.

improvident and self-indulgent temperament.
The greatest savings are made by those who have been

brought up on narrow means to stern hard work, who have
retained their simple habits, in spite of success in business,
and who nourish a contempt for showy expenditure and a
desire to be found at their death richer than they had been
thought to be. This type of character is frequent in the
quieter parts of old but vigorous countries, and it was very
common among the middle classes in the rural districts of
England for more than a generation after the pressure of the
great French war and the heavy taxes that lingered in its
wake.

§ 7. Next, as to the sources of accumulation. The power The source
• ofaccumu-

to save depends on an excess of income over necessary latron is

expenditure; and this is greatest among the wealthy. In f~~~U:.
this country most of the larger incomes, but only a few of ~~~the~

the smaller, are chiefly derived from capital. And, early in derived

the present century, the commercial classes in England had ~~ital,
much more saving habits than either the country gentlemen
or the working classes. These causes combined to make
English economists of the last generation regard savings as
made almost exclusively from the profits of capital.

But even in modern England rent and the earnings of or rent, the

professional men and hired workers are an important source ~~~~
of accumulation: and they have been the chief source of it =~o~~~
in all the earlier stages of civilization". Moreover, the middle of hirek

J
dwor ers,

and especially the professional classes have always denied
themselves much in order to invest capital in the education
of their children; while a great part of the wages of the
working classes is invested in the physical health and strength
of their children. The older economists took too little account
of the fact that human faculties are as important a means of
production as any other kind of capital; and we may conclude,
in opposition to them, that any change in the distribution of
wealth which gives more to the wage receivers and less to
the capitalists is likely, other things being equal, to hasten
the increase of material production, and that it will not

1 Comp. Principlu of Political ECOfI011IV,by Richard Jones,
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IV, VD, 8. perceptibly retard the storing-up of material wealth. Of
course other things would not be equal if the change were
brought about by violent methods which gave a shock to
public security. But a slight and temporary check to the
accumulation of material wealth need not necessarily be an
evil, even from a purely economic point of view, if, being
made quietly and without disturbance, it provided better
opportunities for the great mass of the people, increased their
efficiency, and developed in them such habits of self-respect
as to result in the growth of a much more efficient race
of producers in the next generation. For then it might do
more in the long-run to promote the growth of even material
wealth than great additions to our stock of factories and
steam-engines.

A people among whom wealth is well distributed, and
who have high ambitions, are likely to accumulate a great
deal of public property; and the savings made in this form
alone by some well-to-do democracies form no inconsiderable
part of the best possessions which our own age has inherited
from its predecessors. The growth of the co-operative move-
ment in all its many forms, of building societies, friendly
societies, trades-unions, of working men's savings-banks etc.,
shows that, even so far as the immediate accumulation of
material wealth goes, the resources of the country are not, as
the older economists assumed, entirely lost when they are
spent in paying wages'.

The public
accumula-
tions of
democra-
cies.

Co-
operation.

::e~u~ § 8. Having looked at the development of the methods
the distri- of saving and the accumulation of wealth, we may now return
bution ofa . .
commodity to that analysis of the relations between present and deferred
between ill' hi h b f her noi f vi .present and grat cations, w c we egan rom anot er point 0 VIewm
:!:!:,rred our study of Demand 2•

We there saw that anyone, who has a stock of a com-
modity which is applicable to several uses, endeavours to

1 It must however be admitted that what passes by the name of public
property is often only private wealth borrowed on a mortgage of future public
revenue. Municipal gas-works for instance are not generally the results of
public accumulations. They were built with wealth saved by private persons,
and borrowed on public account.

I Above, III. v.
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distribute it between them all in such a way as to give IV, YD, 8.

him the greatest satisfaction. If he thinks he could obtain
more satisfaction by transferring some of it from one use
to another he will do so. If, therefore, he makes his distri-
bution rightly, he stops in applying it to each several use at
such a point that he gets an equal amount of good out of the
application that he is only just induced to make of it to each
separate use; (in other words, he distributes it between the
different uses in such a way that it has the same marginal
utility in each).

We saw, further, that the principle remains the same
whether all the uses are present, or some are present and
others deferred: but that in this latter case some new con-
siderations enter, of which the chief are, firstly, that the
deferring of a gratification necessarily introduces some un-
certainty as to its ever being enjoyed; and secondly, that,
as human nature is constituted, a present gratification is
generally, though not always, preferred to a gratification that
is expected to be equal to it, and is as certain as anything
can be in human life.

A prudent person who thought that he would derive Aperson

1 ificati fill f hi lif may save,equa grat cations rom equa means at a stages 0 IS e, though he

wouldperhaps endeavour to distribute his means equally over ~~~:-!'t
his whole life: and if he thought that there was a danger gratO tIfl

t
ca-Ions 0

that his power of earning income at a future date would future,

run short, he would certainly save some of his means for d~~h:ot

a future date. He would do this not only if he thought ~~~a::ns
that his savings would increase in his hands, but even by Waiting.

if he thought they would diminish. He would put by
a few fruit and eggs for the winter, because they would
then be scarce, though they would not improve by keeping.
If he did not see his way to investing his earnings in trade
or on loan, so as to derive interest or profits from them, he
would follow the example of some of our own forefathers
who accumulated small stores of guineas which they carried
into the country, when they retired from active life. They
reckoned that the extra gratification which they could get
by spending a few more guineas while money was coming
in fast, would be of less service to them than the comfort



IV, vu, fl. which those guineas would buy for them in their old age.
The care of the guineas cost them a great deal of trouble;
and no doubt they would have been willing to pay some
small charge to anyone who would have relieved them from
the trouble without occasioning them any sort of risk.

We can therefore imagine a state of things in which
stored-up wealth could be put to but little good use; in
which many persons wanted to make provision for their
own future; while but few of those who wanted to borrow
goods, were able to offer good security for returning them,
or equivalent goods, at a future date. In such a state of
things the postponement of, and waiting for enjoyments
would be an action that incurred a penalty rather than
reaped a reward: by handing over his means to another to
be taken care of, a person could only expect to get a sure
promise of something less, and not of something more than
that which he lent: the rate of interest would be negative",

Such a state of things is conceivable. But it is also
conceivable, and almost equally probable, that people may be
so anxious to work that they will undergo some penalty as
a condition of obtaining leave to work. For, as deferring the
consumption of some of his means is a thing which a prudent
person would desire on its own account, so doing some work
is a desirable object on its own account to a healthy person.
Political prisoners, for instance, generally regard it as a favour
to be allowed to do a little work. And human nature being
what it is, weare justified in speaking of the interest on capital
as the reward of the sacrifice involved in the waiting for the
enjoyment of material resources, because few people would
save much without reward; just as we speak of wages as
the reward of labour, because few people would work hard
without reward.

not of The sacrifice of present pleasure for the sake of future,
abstinence. h b 11d _I.' b . t B hi te has een ca e twst~nence y econonus s. ut t IS rm as

been misunderstood: for the greatest accumulators of wealth
are very rich persons, some of whom live in luxury, and
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Some
saving
rmght
therefore
conceiv-
ably be
made even
rf mterest
were
negative;

butitis
equally
true that
some work
would be
done even
if there
were a
penalty
for It.

We may
therefore
call mte-
rest the
reward of
waiting.
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1 The suggestion that the rate of interest may conceivably become a negative
quantity was discussed by Foxwell in a paper on Some Social Aspects of Banking,
read before the Bankers' Institute in January, 1886.
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certainly do not practise abstinence in that sense of the IV, VII, 8.

term in which it is convertible with abstemiousness. What
economists meant was that, when a person abstained from
consuming anything which he had the power of consuming,
with the purpose of increasing his resources in the future, his
abstinence from that particular act of consumption increased
the accumulation of wealth. Since, however, the term is
liable to be misunderstood, we may with advantage avoid its
use, and say that the accumulation of wealth is generally the
result of a postponement of enjoyment, or of a waiting for it '.
Or, in other words again, it is dependent on man's prospec-
tiveness; that is, his faculty of realizing the future.

The" demand price" of accumulation, that is, the future
pleasure which his surroundings enable a person to obtain
by working and waiting for the future, takes many forms:
but the substance is always the same. The extra pleasure
which a peasant who has built a weatherproof hut derives
from its usance, while the snow is drifting into those of his
neighbours who have spent less labour on building theirs, is
the price earned by his working and waiting. It represents
the extra productiveness of efforts wisely spent in providing
against: distant evils, or for the satisfaction of future wants,
as compared with that which would have been derived from
an impulsive grasping at immediate satisfactions. Thus it
is similar in all fundamental respects to the interest which
the retired physician derives from the capital he has lent to
a factory or a mine to enable it to improve its machinery;
and on account of the numerical definiteness of the form in
which it is expressed, we may take that interest to be the type
of and to represent the usance of wealth in other forms.

It matters not for our immediate purpose whether the
power over the enjoyment for which the person waits, was
earned by him directly by labour, which is the original source
of nearly all enjoyment; or was acquired by him from others,

1 Karl Marx and his followers have found much amusement in contemplating
the accumulations of wealth which result from the abstinence of Baron Rothschild,
which they contrast with the extravagance of a labourer who feeds a family of
seven on seven shillings a week; and who, living up to his full mcome, practises
no econemic abstinence at all. The argument that it is Waiting rather than
Abstinence, which is rewarded by Interest and is a factor of production, was given
by Macvane in the Harvard JO'Uf'flal of ECOfI(Jtnics for July, 1887.
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IV, VII, 9. by exchange or by inheritance, by legitimate trade or by un-
scrupulous forms of speculation, by spoliation or by fraud:
the only points with which we are just now concerned are
that the growth of wealth involves in general a deliberate
waiting for a pleasure which a person has (rightly or wrongly)
the power of commanding in the immediate present, and that
his willingness so to wait depends on his habit of vividly
realizing the future and providing for it.

Thet th § 9. But let us look more closely at the statement that,grea er e
rate of as human nature is constituted, an increase in the future
gain from I hi h b db' rifip~nt p easure w ic can e secure y a present grven sac ce
sacrifice ill . 1 . h f ifi hthe greater WI 1D genera Increase t e amount 0 present sacn ce t at
b:?~~!ten people will make. Suppose, for instance, that villagers have
saving, to get timber for building their cottages from the forests;

the more distant these are, the smaller will be the return of
future comfort got by each day's work in fetching the wood,
the less will be their future gain from the wealth accumulated
probably by each day's work: and this smallness of the return
of future pleasure, to be got at a given present sacrifice, will
tend to prevent them from increasing the size of their cottages;
and will perhaps diminish on the whole the amount of labour

but not they spend in getting timber. But this rule is not without
always.

exception. For, if custom has made them familiar with cot-
tages of only one fashion, the further they are from the woods,
and the smaller the usance to be got from the produce of one
day's work, the more days' work will they give.

So the And similarly if a person expects, not to use his wealth
higher the
rate of himself, but to let it out on interest, the higher the rate of
~h~:;ter interest the higher his reward for saving. If the rate of
thesaVlI'ng interest on sound investments is 4 per cent., and he gives upas a ru e,

£100 worth of enjoyment now, he may expect an annuity of
£4 worth of enjoyment: but he can expect only £3 worth,
if the rate is 3 per cent. And a fall in the rate of interest will
generally lower the margin at which a person finds it just
not worth while to give up present pleasures for the sake of
those future pleasures that are to be secured by saving some
of his means. It will therefore generally cause people to
consume a little more now, and to make less provision for
future enjoyment. But this rule is not without exception.
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Sir Josiah Child remarked more than two centuries IV, VII, 9.

ago, that in countries in which the rate of interest is high, but there

merchants "when they have gotten great wealth, leave :t::sx;:p,
trading" and lend out their money at interest, "the gain the rule.

thereof being so easy, certain and great; whereas in other
countries where interest is at a lower rate, they continue
merchants from generation to generation, and enrich them-
selves and the state." A.nd it is as true now, as it was then,
that many men retire from business when they are yet
almost in the prime of life, and when their knowledge of
men and things might enable them to conduct their business
more efficiently than ever. Again, as Sargant has pointed
out, if a man has decided to go on working and saving till
he has provided a certain income for his old age, or for his
family after his death, he will find that he has to save more
if the rate of interest is low than if it is high. Suppose, for
instance, that he wishes to provide an income of £400 a year
on which he may retire from business, or to insure £400 a
year for his wife and children after his death: if then the
current rate of interest is 5 per cent., he need only put by
£8,000, or insure his life for £8,000; but if it is 4 per cent.,
he must save £10,000, or insure his life for £10,000.

It is then possible that a continued fall in the rate of But in
. t t b . db' d . . h spite ofmeres may e accompame ya continue increase in t e excef~ioDs

yearly additions to the world's capital. But none the less is :h~~a~of

it true that a fall in the distant benefits to be got by a mteJ:t

given amount of working and waiting for the future does ~~~eto

tend on the whole to diminish the provision which people :h~~tle511
make for the future; or in more modern phrase, that a fall ~~~d;:'
in the rate of interest tends to check the accumulation of Y
wealth. For though with man's growing command over the
resources of nature, he may continue to save much even with
a low rate of interest; yet while human nature remains as it
is every fall in that rate is likely to cause many more people
to save less than to save more than they would otherwise
have done-.

1 See also VI. VI. It may however be observed here that the dependence of
the growth of capital on the high estimation of "future goods" appears to have
been over-estimated by earlier writers; not under-estimated, as is argued by Prof.
Bohtn- Bawerk.
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IV, vu,lO § 10. The causes which govern the accumulation of
Provisional wealth and its relation to the rate of interest have 80 many
eonclusiou. points of contact with various parts of economic science, that

the study of them cannot easily be brought together in one
part of our inquiry. And although in the present Book we
are concerned mainly with the side of supply; it has seemed
necessary to indicate provisionally here something of the
general relations bet" een the demand for and the supply of
capital. And we have seen that:-
J The accumulation of wealth is governed by a great
variety of causes: by custom, by habits of self-control and
realizing the future, and above all by the power of family
affection. Security is a necessary condition for it, and the
progress of knowledge and intelligence furthers it in many
ways.

A rise in the rate of interest offered for capital, i.e. in
the demand price for saving, tends to increase the volume of
saving. For in spite of the fact that a few people who have
determined to secure an income of a certain fixed amount for
themselves or their family will save less with a high rate of
interest than with a low rate, it is a nearly universal rule that
a rise in the rate increases the desire to save; and it often
increases the power to save, or rather it is often an indication
of an increased efficiency of our productive resources: but
the older economists went too far in suggesting that a rise
of interest (or of profits) at the expense of wages always
increased the power of saving: they forgot that from the
national point of view the investment of wealth in the child
of the working man is as productive as its investment in
horses or machinery.

It must however be recollected that the annual invest-
ment of wealth is a small part of the already existing stock,
and that therefore the stock would not be increased per-
ceptibly in anyone year by even a considerable increase in
the annual rate of saving.
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NOTE ON THE STATISTICS OF THE GROWTH OF WEALTH.

§ 11. The statistical history of the growth of wealth is singularly IV, VD, 11.
poor and misleading. This is partly due to difficulties inherent in any E -.-
attempt to give a numerical measure of wealth which shall be appli- Of8~to:l
cable to different places and times, partly to the absence of systematic wel~lt.harese ....om
attempts to collect the necessary facts. The Government of the United direct:
States does indeed ask for returns of every person's property; and
though the results thus obtained are not satisfactory, yet they are
perhaps the best we have.

Estimates of the wealth of other countries have to be based almost they are
exclusively on estimates of income, which are capitalized at various tenedlly
numbers of years' purchase; this number being chosen with reference e:t~a:S
(i) to the general rate of interest current at the time, (ii) to the extent of income.
to which the income derived from the use of wealth in any particular
form is to be credited (a) to the permanent income-yielding power of
the wealth itself; and (b) to either the labour spent in applying it, or
the using up of the capital itself. This last head is specially important
in the case of ironworks which depreciate rapidly, and still more in the
case of such mines as are likely to be speedily exhausted; both must
be capitalized at. only a few years' purchase. On the other hand, the
income-yielding power of land is likely to increase; and where that is
the case, the income from land has to be capitalized at a great number
of years' purchase (which may be regarded as making a negative pro-
visionunder the head of ii. b).

Land, houses, and live stock are the three forms of wealth which The money
have been in the first rank of importance always and everywhere. But f~de.of
land differs from other things in this, that an increase in its value is lDcre,!,d
often chiefly due to an increase in its scarcity; and is therefore a by it~

h f zrowi h f' f' scarcity.measure rat er 0 growmg wants, t an 0 growmg means 0 meeting
wants, Thus the land of the United States in 1880 counted as of about
equal value with the land of the United Kingdom, and about half that
ofFrance. Its money value was insignificant a hundred years ago; and
if the density of population two or three hundred years hence is nearly .
the same in the United States as in the United Kingdom, the land of
the former will then be worth at least twenty times as much as that
of the latter.

In the early middle ages the whole value of the land of England
was much less than that of the few large-boned but small-sized animals
that starved through the winter on it: now, though much of the best
land is entered under the heads of houses, railways, etc.; though the
live stock is now probably more than ten times as heavy in aggregate
weight, and of better quality; and though there is now abundant
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IV, vn, 11. farming capital of kinds which were then unknown; yet agricultural
land is now worth more than three times as much as the farm stock.
The few years of the pressure of the great French war nearly doubled
the nominal value of the land of England. Since then free trade,
improvements in transport, the opening of new countries, and other
causes have lowered the nominal value of that part of thc land which
is devoted to agriculture. And they have made the general purchasing
power of money in terms of commodities rise in England relatively
to the Continent. Early in the last century 25 fro would buy morc, and
especially more of the things needed by the working classes, in France
and Germany than £1 would in England. But now the advantage is
the other way: and this causes the recent growth of the wealth of
France and Germany to appear to be greater relatively to that of
England than it really is.

When account is taken of facts of this class, and also of the fact
that a fall in the rate of interest increases the number of years' purchase
at which any income has to be capitalized, and therefore increases the
value of a property which yields a given income; we see that the
estimates of national wealth would be very misleading, even if the
statistics of income on which they were based were accurate. But
still such estimates are not wholly without value.

Sir R. Giffen's Growth of Capital and Mr Chiozza Money's Riches
and Poverty contain suggestive discussions on many of the figures in
the following table. But their divergences show the great uncertainty

Country and Land. Houses, Farm- Olher Total Wealth.
Author of £mllhon. Itc. C&11It.l1. w~alth wealth. per cap.
Estimate. £nulhon. £uulhon. £wlll1on. £wllhon. £.

--- --- --- --- ---
ENOLAND.
1679 (Petty) ........ _ 144 30 36 40 250 42
1600 (Gregory King) 180 45 25 70 320 58
1812 (Colquhoun) ... 750 300 143 653 1,846 180
1885 (Giften) ......... 1,333 1,700 382 3,012 6,427 315

UNITBD KmODOK.
1812 (Colquhoun) ... 1,200 400 228 908 2,736 160
1855 (Edleston) .... 1,700 550 472 1,048 3,760 130
1865 (Giffen) .... .. .. 1,864 1,031 620 2,598 6,113 200
1875 - .a ...... 2,007 1,420 668 4,453 8,548 260
1885 - ........ 1,691 1,927 522 5,897 10,037 270
1905(Money) ....... 966 2,827 285 7,326 11,413 265

UNITED STATES.
1880(Census) ..... 2,040 2,000 480 4,208 8,728 175
1890 - ....... 13,200 208

~1900 - ...... 18,860 247

FRANCK.
1892 (de Foville) 3,000 2,000 400 4,000 9,400 247

ITALY.
1884(Pantaleom) 1,160 360 1,920 65
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of all such estimates. Mr Money's estimate of the value of land, i.e. IV, VU, 11.
agricultura.l land with farm buildings, is probably too low. Sir R.
Gillen estimates the value of public property at £m. 500: and he
omits public loans held at home, on the ground that the entries for
them would cancel one another, as much being debited under the head
of public property as is credited under that of private property. But
!Ilr Money reckons the gross value of public roads, parks, build-
ings, bridges, scwers, lighting and water works, tramways etc. at
£m. 1,650: and, after deducting from this £m. 1,200 for public loans,
he gets £m. 450 for the net value of public property; and he thus
becomes free to count public loans held at home under private property.
He estimates the value of foreign stock exchange securities and other
foreign property held in the United Kingdom at £m. 1,821. These
estimates of wealth are mainly based on estimates of income: and, as
regards the statisties of income, attention may be directed to Mr
Bowley's instructive analysis in National progre8S since 1882; and in
The Economic Journal for September 1904.

Sir R. Giffen estimates the wealth of the British Empire in 1903
(Statistical Journal, VoL 66, p. 584) thus:

United Kingdom £m. 15,000
Canada " 1,350
Australasia 1,100
India ... 3,000
South Africa... 600
Remainder of Empi,c 1,200

A tentative history of changes in the relative wealth of different
parts of England has been deduced by Rogers from the assessment of
the several counties for the purpose of taxation. Le Vieomte d' Avenel's
great work L'Histoire Economique de la Propriae J:c. 1200-1800 con-
tains a rich store of materials as to France; and comparative studies
of the growth of wealth in France and other nations have been made
by Levasseur, Leroy Beaulieu, Neymarck and de Foville.

Mr Crammond, addressing the Institute of Bankers in March 1910,
estimated the national wealth of the United Kingdom to be £m. 24,000,
and the national income to be £m. 3,600. He reckoned the net value
of the countly's foreign investments to have fallen to £m. 1,600, she
having recently sold securities amounting to £m. 1,600; and borrowed
another £m. 1,400. On the balance she appeared to be a creditor to
the amount of £m. 2,600; but a great part of this amount cannot be
reckoned as adequately secured.



CHAPTER VIII.

INDUSTRIAL ORGANIZATION.

IV, VTIl,1.

The
doctrine
that or-
gamzation
increases
efficiency
is old.

§ 1. WRITERS on social science from the time of Plato
downwards have delighted to dwell on the increased efficiency
which labour derives from organization. But in this, as in
other cases, Adam Smith gave a new and larger significance
to an old doctrine by the philosophic thoroughness with
which he explained it, and the practical knowledge with
which he illustrated it. After insisting on the advantages of
the division of labour, and pointing out how they render it
possible for increased numbers to live in comfort on a limited
territory, he argued that the pressure of population on the
means of subsistence tends to weed out those races who
through want of organization or for any other cause are
unable to turn to the best account the advantages of the
place in which they live.

Biologists Before Adam Smith's hook had yet found many readers,
and econo- bi I . I dv bezinni k dmists bave 10 ogists were a rea y egmnmg to ma e great avances
studied the d d di h I f h diffinfluence towar s un erstan ng t e rea nature 0 t e erences:~~:~ein organization which separate the higher from the lower
for survival animals; and before two more generations had elapsed,
exerts on M I h 'h· . If' I .o~anlZa- a t us istorica account 0 man s strugg e for existence
tion. started Darwin on that inquiry as to the effects of the

struggle for existence in the animal and vegetable world,
which issued in his discovery of the selective influence
constantly played by it. Since that time biology has more
than repaid her debt; and economists have in their turn
owed much to the many profound analogies which have
been discovered between social and especially industrial
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organization on the one side and the physical organization of IV, vIII,I.

the higher animals on the other. In a few cases indeed the
apparent analogies disappeared on closer inquiry: but many
of those which seemed at first sight most fanciful, have
gradually been supplemented by others, and have at last
established their claim to illustrate a fundamental unity of
action between the laws of nature in the physical and in the
moral world. This central unity is set forth in the general
rule, to which there are not very many exceptions, that the
development of the organism, whether social or physical,
involves an increasing subdivision of functions between its
separate parts on the one hand, and on the other a more
intimate connection between them 1. Each part gets to be
less and less self-sufficient, to depend for its wellbeing more
and more on other parts, so that any disorder in any
part of a highly-developed organism will affect other parts
also.

This increa.sed subdivision of functions, or "differentia- DifIerenti-
. " .. 11d nil . lf . h d to i d ation andtion, as It IS ca e ,rna ests itse wit regar to m ustry Integra-

in such forms as the division of labour, and the development tion.

of specialized skill, knowledge and machinery: while "inte-
gration," that is, a growing intimacy and firmness of the
connections between the separate parts of the industrial
organism, shows itself in such forms as the increase of
security of commercial credit, and of the means and habits
of communication by sea and road, by railway and telegraph,
by post and printing-press.

The doctrine that those organisms which are the most
highly developed, in the sense in which we have just used
the phrase, are those which are most likely to survive in
the struggle for existence, is itself in process of develop-
ment. It is not yet completely thought out either in its
biological or its economic relations. But we may pass to
consider the main bearings in economics of the law that the
struggle for existence causes those organisms to multiply
which are best fitted to derive benefit from their environ-
ment.

1 See a brilliant paper by Hackel on .J.rbeitstheilung til Mmschm- uu
Thterkbm and SchafIle's Ball. uu LdJm du IOCialm Kiirpw,.

~ W
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IV, vm,2. The law requires to be interpreted carefully: for the
The law of fact that a thing is beneficial to its environment will not
f~~~val by itself secure its survival either in the physical or in the
retoqbwres moral world. The law of "survival of the fittest" states

ecare-
fully mter- that those organisms tend to survive which are best fitted
preted. ·1· ha envi f h . Thto utilize t e environment or t eir own purposes. ose

tha.t utilize the environment most, often turn out to be
those that benefit those around them most; but sometimes
they are injurious.

Conversely, the struggle for survival may fail to bring
into existence organisms that would be highly beneficial:
and in the economic world the demand for any industrial
arrangement is not certain to call forth a supply, unless it
is something more than a mere desire for the arrangement,
or a need for it. It must be an efficient demand; that is,
it must take effect by offering adequate payment or some
other benefit to those who supply itt. A mere desire on
the part of employees for a share in the management and the
profits of the factory in which they work, or the need on
the part of clever youths for a good technical education, is
not a demand in the sense in which the term is used when
it is said that supply naturally and surely follows demand.

Its This seems a hard truth: but some of its harshest features
harshest
features are softened down by the fact that those races, whose
softened
by the members render services to one another without exacting
h~~~.of direct recompense are not only the most likely to flourish

for the time, but most likely to rear a large number of
descendants who inherit their beneficial habits.

Influence § 2. Even in the vegetable world a species of plants,
~!!~~nt.alhowever vigorous in its growth, which should be neglectful of
~:al the interests of its seeds, would soon perish from the earth.
species. The standard of family and race duty is often high in the

animal kingdom; and even those predatory animals which
we are accustomed to regard as the types of cruelty, which
fiercely utilize the environment and do nothing for it in

I Like all other doctrines of the same class, this requires to be interpreted in
the light of the fact that the effective demand Qf a purchaser depends on biB
means, as well as on his wants: a small want on the part of a rich man often has
more effeciive force in controlling the business arrangemen&a of t.he world than
a great want on the pan of a poor maD.
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return, must yet be willing as individuals to exert themselves IV, vrn, 2

for the benefit of their offspring. And going beyond the
narrower interests of the family to those of the race, we find
that among so-called social animals, such as bees and ants,
those races survive in which the individual is most energetic
in performing varied services for the society without the
prompting of direct gain to himsel£.

But when we come to human beings, endowed with In man

reason and speech, the influence of a tribal sense of duty in :~rifice

strengthening the tribe takes a more varied form. It is true ~:fl~~:te
that in the ruder stages of human life many of the services abn~istfhtehasis o e
rendered by the individual to others are nearly as much due strength of

h di h bi d .. ul h f the race.to ere tary a It an unreasomng Imp se, as are t ose 0

the bees and ants. But deliberate, and therefore moral, self-
sacrifice soon makes its appearance; it is fostered by the
far-seeing guidance of prophets and priests and legislators,
and is inculcated by parable and legend. Gradually the un-
reasoning sympathy, of which there are germs in the lower
animals, extends its area and gets to be deliberately adopted
as a basis of action: tribal affection, starting from a level
hardly higher than that which prevails in a pack of wolves or
a horde of banditti, gradually grows into a noble patriotism;
and religious ideals are raised and purified. The races in
which these qualities are the most highly developed are sure,
other things being equal, to be stronger than others in
war and in contests with famine and disease; and ultimately
to prevail. Thus the struggle for existence causes in
the long run those races of men to survive in which the
individual is most willing to sacrifice himsel£ for the
benefit of those around him; and which are consequently
the best adapted collectively to make use of their environ-
ment.

Unfortunately however not all the qualities which enable ~ut.evil

il h b fi ki d
18 mixed

one race to preva over anot er ene t man n as a with the

whole. It would no doubt be wrong to lay very much stress good,

on the fact that warlike habits have often enabled hal£-
savage races to reduce to submission others who were their
superiors in every peaceful virtue; for such conquests have
gradually increased the physical vigour of the world, and its

16-2
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IV, vm,3. capacity for great things, and nltimately perhaps have done
more good than harm. But there is no such qualification
to the statement that a race does not establish its claim to
deserve well of the world by the mere fact that it flourishes
in the midst or on the surface of another race. For, though
biology and social science alike show that parasites sometimes
benefit in unexpected ways the race on which they thrive;
yet in many cases they turn the peculiarities of that race to
good account for their own purposes without giving any good
return. The fact that there is an economic demand for the
services of Jewish and Armenian money-dealers in Eastern
Europe and Asia, or for Chinese labour in California, is not
by itself a proof, nor even a very strong ground for believing,
that such arrangements tend to raise the quality of human
life 3S a whole. For, though a race entirely dependent on its
own resources can scarcely prosper unless it is fairly endowed
with the most important social virtues; yet a race, which has
not these virtues and which is not capable of independent
greatness, may be able to thrive on its relations with another
race. But on the whole, and subject to grave exceptions,
those races survive and predominate in which the best
qualities are most strongly developed.

The caste § 3. This influence of heredity shows itself nowhere more
system was kdl han i ·1 .. F huseful at mar e y t an m SOCIaorganization. or t at must neces-
t~~t!~:,sarily be a slow growth, the product of many generations: it
~~fbromk must be based on those customs and aptitudes of the great......w ac 8.

mass of the people which are incapable of quick change.
In early times when religious, ceremonial, political, military
and industrial organization were intimately connected, and
were indeed but different sides of the same thing, nearly
all those nations which were leading the van of the world's
progress were found to agree in having adopted a more or
less strict system of caste: and this fact by itself proved
that the distinction of castes was well suited to its environ-
ment, and that on the whole it strengthened the races
or nations which adopted it. For since it was a controlling
factor of life, the nations which adopted it could not have
generally prevailed over others, if the influence exerted by
it had not been in the main beneficial. Their pre-eminence

especially
in the
case 01 a
parasitic
race.
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proved not that it was free from defects, but that its ex- IV, vm,3.

cellences, relatively to that particular stage of progress, -
outweighed its defects.

Again we know that an animal or a vegetable species
may differ from its competitors by having two qualities,
one of which is of great advantage to it; while the other
is unimportant, perhaps even slightly injurious, and that
the former of these qualities will make the species succeed
in spite of its having the latter: the survival of which will
then be no proof that it is beneficial. Similarly the struggle
for existence has kept alive many qualities and habits in the
human race which were in themselves of no advantage, but
which are associated by a more or less permanent bond with
others that are great sources of strength. Such instances
are found in the tendency to an overbearing demeanour
and a scorn for patient industry among nations that owe
their advance chiefly to military victories; and again in the
tendency among commercial nations to think too much of
wealth and to use it for the purposes of display. But the
most striking instances are found in matters of organization;
the excellent adaptation of the system of caste for the special
work which it had to do, enabled it to flourish in spite of its
great faults, the chief of which were its rigidity, and its
sacrifice of the individual to the interests of society, or rather
to certain special exigencies of society.

Passing over intermediate stages and coming at once to The same

the modern organization of the Western world, we find it ~f ~e

offering a striking contrast, and a no less striking resemblance, be~':!~
to the system of caste. On the one hand, rigidity has been ~~~~~~l

succeeded by plasticity: the methods of industry which were classes III

th d h . h b ilderi . kn the modernen stereotype , now c ange WIt ew enng qwc ess; Western

the social relations of classes, and the position of the indi- world.

vidual in his class, which were then definitely fixed by
traditional rules, are now perfectly variable and change their
forms with the changing circumstances of the day. But on
the other hand, the sacrifice of the individual to the exigencies
of society as regards the production of material wealth seems
in some respects to be a case of atavism, a reversion to condi-
tions which prevailed in the far-away times of the rule of
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IV, vrn, 4. caste. For the division of labour between the different ranks
of industry and between different individuals in the same
rank is so thorough and uncompromising, that the real
interests of the producer are sometimes in danger of being
sacrificed for the sake of increasing the addition which his
work makes to the aggregate production of material wealth.

Adam § 4. Adam Smith, while insisting on the general advan-
Smith's
modera- tages of that minute division of labour and of that subtle
!~en~x_ industrial organization which were being developed with
~~a:o~:nceunexampled rapidity in his time, was yet careful to indicate

fofllhis many points in which the system failed, and many incidental
° owers. • B hievils which It involved-, ut many of s followers with

less philosophic insight, and in some cases with less real
knowledge of the world, argued boldly that whatever is, is
right. They argued for instance that, if a man had a talent
for managing business, he would be surely led to use that
talent for the benefit of mankind: that meanwhile a like
pursuit of their own interests would lead others to provide
for his use such capital as he could turn to best account; and
that his own interest would lead him so to arrange those in
his employment that everyone should do the highest work of
which he was capable, and no other; and that it would lead
him to purchase and use all machinery and other aids to
production. which could in his hands contribute more than
the equivalent of their own cost towards supplying the wants
of the world.

This doctrine of natural organization contains more truth
of the highest importance to humanity than almost any other
which is equally likely to evade the comprehension of those
who discuss grave social problems without adequate study:
and it had a singular fascination for earnest and thoughtful
minds. But its exaggeration worked much harm, especially
to those who delighted most in it. For it prevented them
from seeing and removing the evil that was intertwined with
the good in the changes that were going on around them.
It hindered them from inquiring whether many even of the
broader features of modern industry might not be transi-
tional, having indeed good work to do in their time, as the

1 See above I. IV. 8; and below Appendix B. 3 and 6.



THE INDIVIDUAL IN RELATION TO SOCIETY 247

caste system had in its time; but being, like it, serviceable IV, TIn,5.

chiefly in leading the way towards better arrangements for
a happier age. And it did harm by preparing the way for
exaggerated reaction against it.

§ 5. Moreover the doctrine took no account of the Thet paid

manner in which organs are strengthened by being used. !~~~tt!~
Herbert Spencer has insisted with much force on the rule to tdih~•eon tions
that, if any physical or mental exercise gives pleasure and is un~er

therefore frequent, those physical or mental organs which ~~cl~i!e
d in i lik I t idl Am h I can best beare use m It are e y 0 grow rapi y. ong t e ower developed.

animals indeed the action of this rule is so intimately inter-
woven with that of the survival of the fittest, that the
distinction between the two need not often be emphasized.
For as it might be guessed a priori, and as seems to be
proved by observation, the struggle for survival tends to
prevent animals from taking much pleasure in the exercise
of functions which do not contribute to their wellbeing.

But man, with his strong individuality, has greater free-
dom. He delights in the use of his faculties for their
own sake; sometimes using them nobly, whether with the
abandon of the great Greek burst of life, or under the control
ofa deliberate and steadfast striving towards important ends;
sometimes ignobly, as in the case of a morbid development of
the taste for drink. The religious, the moral, the intellectual
and the artistic faculties on which the progress of industry
depends, are not acquired solely for the sake of the things
that may be got by them; but are developed by exercise for
the sake of the pleasure and the happiness which they them-
selves bring: and, in the same way, that greater factor of
economicprosperity, the organization of a well-ordered state,
is the product of an infinite variety of motives; many of
whichhave no direct connection with the pursuit of national
wealth-.

No doubt it is true that physical peculiarities acquired
by the parents during their life-time are seldom if ever trans-
mitted to their offspring. But no conclusive case seems to

I Man with his many motives, as he may eet himeelf deliberately to encourage
the growth of one peculiarity, may equally eet himeelf to check the growth of
another: the slowness of progress during the MIddle Ages was partly due to
a dehberate detestation of learning.
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IV, VIII,5. have been made out for the assertion that the children of
those who have led healthy lives, physically and morally,
will not be born with a firmer fibre than they would have
been had the same parents grown up under unwholesome
influences which had enfeebled the fibre of their minds and
their bodies. And it is certain that in the former case the
children are likely after birth to be better nourished, and
better trained; to acquire more wholesome instincts; and
to have more of that regard for others and that self-respect,
which are the mainsprings of human progress, than in the
latter case".

It is needful then diligently to inquire whether the
present industrial organization might not with advantage be
so modified as to increase the opportunities, which the lower
grades of industry have for using latent mental faculties, for
deriving pleasure from their use, and for strengthening them
by use; since the argument that if such a change had been
beneficial, it would have been already brought about by the
struggle for survival, must be rejected as invalid. Man's
prerogative extends to a limited but effective control over
natural development by forecasting the future and preparing
the way for the next step.

Thus progress may be hastened by thought and work;
by the application of the principles of Eugenics to the re-
plenishment of the race from its higher rather than its lower
strains, and by the appropriate education of the faculties
of either sex: but however hastened it must be gradual and
relatively slow. It must be slow relatively to man's growing
command over technique and the forces of nature; a command
which is making ever growing calls for courage and caution,
for resource and steadfastness, for penetrating insight and for
breadth of view. And it must be very much too slow to
keep pace with the rapid inflow of proposals for the prompt

Changes in
industrial
structure
must wait
on the
develop-
ment of
man; and
therefore
must be
either
gradual or
unstable.

1 See Note XI. in the Mathematical Appendix. Considerations of this class
have little application to the development of mere animals, such as mice; and none
at all to that of peas and other vegetables. And therefore the marvellous arithmetical
results which have been established, provisionally at all events, in regard to heredity
in such cases, have very little bearing on the full problems of inheritance with which
students of social science are concerned: and some negative utterances on this
subject by enunent Mendelians seem to lack due reserve. Excellent remarks on
the subject will be found in Prof. Pigou's Weall1i and WdjtWt, Part I, ch. IV.
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reorganization of society on a new basis. In fact our new IV, vUI,5

command over nature, while opening the door to much
larger schemes for industrial organization than were physi-
cally possible even a short time ago, places greater responsi-
bilities on those who would advocate new developments of
social and industrial structure. For though, institutions may
be changed rapidly; yet if they are to endure they must be
appropriate to man: they cannot retain their stability if
they change very much faster than he does. Thus progress
itself increases the urgency of the warning that in the
economic world, Natura nonfacit saltum),

Progress must be slow; but even from the merely material
point of view it is to be remembered that changes, which add
only a little to the immediate efficiency of production, may
be worth having if they make mankind ready and fit for
an organization, which will be more effective in the pro-
duction of wealth and more equal in its distribution; and
that every system, which allows the higher faculties of the
lower grades of industry to go to waste, is open to grave
suspicion.

1 Compare Appendix A, 16.



CHAPTER IX.

INDUSTRIAL ORGANIZATION, CONTINUED. DIVISION OF
LABOUR. THE INFLUENCE OF MACHINERY.

IV, IX, 1.j § 1. THE first condition of an efficient organization of
Th.~~rse industry is that it should keep everyone employed at such
f~~~;su.:.~work as his abilities and training fit him to do well, and:~I~o~r::should equip him with the best machinery and other appli-
chapters. ances for his work. We shall leave on one side for the

present the distribution of work between those who carry
out the details of production on the one hand, and those
who manage its general arrangement and undertake its risk
on the other; and confine ourselves to the division of labour
between different classes of operatives, with special reference
to the influence of machinery. In the following chapter
we shall consider the reciprocal effects of division of labour
and localization of industry; in a third chapter we shall
inquire how far the advantages of division of labour depend
upon the aggregation of large capitals into the hands of
single individuals or firms, or, as is commonly said, on pro-
duction on a large scale; and lastly, we shall examine the
growing specialization of the work of business management.

Practice Everyone is familiar with the fact that "practice makesmakes
perfect, perfect," that it enables an operation, which at first seemed

difficult, to be done after a time with comparatively little
exertion, and yet much better than before; and physiology

Ph~io- in some measure explains this fact. For it gives reasons for
logical ex-
planation. believing that the change is due to the gradual growth of

new habits of more or less "reflex" or automatic action.
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Perfectly reflex actions, such as that of breathing during IV, IX, 1.

sleep, are performed by the responsibility of the local nerve
centres without any reference to the supreme central autho-
rity of the thinking power, which is supposed to reside in
the cerebrum. But all deliberate movements require the
attention of the chief central authority: it receives infor-
mation from the nerve centres or local authorities and
perhaps in some cases direct from the sentient nerves, and
sends back detailed and complex instructions to the local
authorities, or in some cases direct to the muscular nerves,
and so co-ordinates their action as to bring about the required
resulta-,

The physiological basis of purely mental work is not yet Kno~ledge

well understood; but what little we do know of the growth ie~t~ltel-

of brain structure seems to indicate that practice in any kind ability.

1 For instance, the first time a man attempts to skate he must give his whole
attention to keeping his balance, his cerebrum has to exereise a direct control over
every movement, and he has not much mental energy left for other things. But
after a good deal of practice the action becomes semi-automatic, the local nerve
centres undertake nearly all the work of regulating the muscles, the cerebrum is
set free, and the man can carry on an independent train of thought; he can even
alter his course to avoid an obstacle in his path, or to recover his balance after it has
been disturbed by a slight unevenness, without in any way interrupting the course
of his thoughts. It seems that the exercise of nerve force under the unmediate
direction of the thinking power residing in the cerebrum has gradually built up a
set of connections, involving probably distinct physical change, between the nerves
and nerve centres concerned; and these new connections may be regarded as a
sort of capital of nerve force. There is probably somethmg like an organized
bureaucracy of the local nerve centres: the medulla, the spinal axis, and the
larger ganglia generally acting the part of provincial authorities, and being able
after a time to regulate the district and village authorities without troubling the
supreme government. Very likely they send up messages as to what is going on:
but if nothing much out of the way has happened, these are very little attended to.
When however a new feat has to be accomplished, as for instance learning to
skate backwards, the whole thinking force will be called into requisrtion for the
tune; and will now be able by aid of the special skating-organization of the nerves
and nerve centres, which has been bwIt up in ordinary skating, to do what would
have been altogether impossible without such aid.

To take a higher instance: when an arti!t is painting at his best, his cerebrum
is fully occupied with his work: his whole mental force is thrown into it, and the
strain is too great to be kept up for a long time together. In a few hours of happy
inspiration he may give utterance to thoughts that exert a perceptible influence on
the character of coming generations. But his power of 8J:pl'68llionhad been earned
by numberless houza of plodding work in which he had gradually built up an
mtimate connection between eye and hand, sufficient to enable him to make good
rough sketches of things with which he is tolerably familiar, even while he is
engaged in an engrossing conversation and is acarcely CODICiolllthat he hal •
pencil in hlI hand.
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DIVISION OF LABOUR

of thinking develops new connections between different parts
of the brain. Anyhow we know for a fact that practice will
enable a person to solve quickly, and without any consider-
able exertion, questions which he could have dealt with but
very imperfectly a little while before, even by the greatest
effort. The mind of the merchant, the lawyer, the physician,
and the man of science, becomes gradually equipped with
a store of knowledge and a faculty of intuition, which can
be obtained in no other way than by the continual applica-
tion of the best efforts of a powerful thinker for many years
together to one more or less narrow class of questions. Of
course the mind cannot work hard for many hours a day in
one direction: and a hard-worked man will sometimes find
recreation in work that does not belong to his business, but
would be fatiguing enough to a person who had to do it all
day long.

Some social reformers have indeed maintained that those
who do the most important brain work might do a fair
share of manual work also, without diminishing their power
of acquiring knowledge or thinking out hard questions. But
experience seems to show that the best relief from overstrain
is in occupations taken up to suit the mood of the moment
and stopped when the mood is passed, that is, inwhat popular
instinct classes as "relaxation." Any occupation which is so
far business-like that a person must sometimes force himself
by an effort of the will to go on with it, draws on his nervous
force and is not perfect relaxation: and therefore it is not
economical from the point of view of the community unless
its value is sufficient to outweigh a considerable injury to his
main work-.

1 J. S. Mill went so far as to maintain that his occupations at the India
Office did not interfere with his pursuit of philosophical inquiries. But it seems
probable that this diversion of his freshest powers lowered the quality of his best
thought more 'han he was aware; and though it may have diminished but little
hiB remarkable usefulness in his own generation, it probably affected very much
hiB power of doing that kind of work which influences the course of thought ill
future generations. It was by husbanding every atom of his smaIl physical
strength that Darwin was enabled to do so much work of just that kind: and a
socia1 refonner who had succeeded in exploiting Darwin's leiaure hours in useful
work on behaU of the community, would have done a very bad piece of business
for IL
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§ 2. It is a difficult and unsettled question how far IV, IX, 2.

specialization should be carried in the highest branches of In ;;-

work. In science it seems to be a sound rule that the :;~:~ of

area of study should be broad during youth, and should wotrkex reme
gradually be narrowed as years go on. A medical man specraliza-

h I . hi . lusi 1 I tron doeswho as a ways gIven s attention exc usrve y to one c ass not always

of diseases, may perhaps give less wise advice even in his ~ffi~=y.
special subject than another who, having learnt by wider
experience to think of those diseases in relation to general
health, gradually concentrates his study more and more on
them, and accumulates a vast store of special experiences
and subtle instincts. But there is no doubt that greatly
increased efficiency can be attained through division of
labour in those occupations in which there is much demand
for mere manual skill.

Adam Smith pointed out that a lad who had made nothing But it is

but nails all his life could make them twice as quickly as :~~i~
a first-rate smith who only took to nail-making occasionally. ~~~gu~l

Anyone who has to perform exactly the same set of opera- skillin a
narrow

tions day after day on things of exactly the same shape, ran\eOf

gradually learns to move his fingers exactly as they are wor •

wanted, by almost automatic action and with greater rapidity
than would be possible if every movement had to wait for
a deliberate instruction of the will. One familiar instance
is seen in the tying of threads by children in a cotton-mill.
Again, in a clothing or a boot factory, a person who sews,
whether by hand or machinery, just the same seam on a
piece of leather or cloth of just the same size, hour after
hour, day after day, is able to do it with far less effort and
far more quickly than a worker with much greater quickness
of eye and hand, and of a much higher order of general
skill, who was accustomed to ma.ke the whole of a coat or
the whole of a boot-.

1 The best and most expensive clothes are made by highly skilled and highly
paid tailors, each of whom works right through first one garment and then
another: while the cheapest and worst clothes are made for starvation wages by
unskilled women who take the cloth to their own homes and do every part of the
sewing themselves. But clothes of intermediate qualities are made in workshops
or factories, in which the division and subdivision of labour are carried as far as
the size of the staff will permit; and this method is rapidly gaining ground at both
ends at the expense of the rival method. Lord Lauderdale (Inquiry, p. 282) quotes
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IV, IX, 2. Again, in the wood and the metal industries, if a man
The has to perform exactly the same operations over and over
~r~~tyagain on the same piece of material, he gets into the habit
pror of holding it exactly in the way in which it is wanted, and
:O~deand of arranging the tools and other things which he has to~r:~~.handle in such positions that he is able to bring them to

work on one another with the least possible loss of time and
of force in the movements of his own body. Accustomed to
find them always in the same position and to take them in
the same order, his hands work in harmony with one another
almost automatically: and with increased practice his ex-
penditure of nervous force diminishes even more rapidly than
his expenditure of muscular force.

The. But when the action has thus been reduced to routine it
provinces
of manual has nearly arrived at the stage at which it can be taken over
labour and b hi Th hi f diffi ul b . h fmachinery. y mac nery. e c ie 1 c ty to e overcome IS t at 0

getting the machinery to hold the material firmly in exactly
the position in which the machine tool can be brought to
bear on it in the right way, and without wasting too much
time in taking grip of it. But this can generally be con-
trived when it is worth while to spend some labour and
expense on it; and then the whole operation can often be
controlled by a worker who, sitting before a machine, takes
with the left hand a piece of wood or metal from a heap and
puts it in a socket, while with the right he draws down
a lever, or in some other way sets the machine tool at work,
and finally with his left hand throws on to another heap the
material which has been cut or punched or drilled or planed
exactly after a given pattern. It is in these industries
especially that we find the reports of modern trades-unions
to be full of complaints that unskilled labourers, and even
their wives and children, are put to do work which used to
require the skill and judgment of a trained mechanic, but

Xenophon's argument that the best work is done when each confines himself to
one simple department, as when one man makes shoes for men, and another for
women; or better when one man only sews shoes or garments, another cuts them
out: the king's cooking is much better than anybody else's, because he has ODe
cook who only boils, another who only roasts meat; one who only boils fish,
another who only fries it: there is not one man to make all aorta of bread but 8

special man for special qualities.
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which has been reduced to mere routine by the improvement IV, IX, 3.

of machinery and the ever-increasing minuteness of the sub-
division of labour.

§ 3. We are thus led to a general rule, the action of The
hi h . .. b h f f division

W C IS more prominent in some ranc es 0 manu acture of labour
than others, but which applies to all. It is, that any manu.0~rtt~tlOn
facturing operation that can be reduced to uniformity, so growthof

. machmery
that exactly the same thing has to be done over and overv
again in the same way, is sure to be taken over sooner or
later by machinery. There may be delays and difficulties;
but if the work to be done by it is on a sufficient scale,
money and inventive power will be spent without stint on
the task till it is achieved 1.

Thus the two movements of the improvement of ma-
chinery and the growing subdivision of labour have gone
together and are in some measure connected. But the
connection is not so close as is generally supposed. It is
the largeness of markets, the increased demand for great
numbers of things of the same kind, and in some cases of
things made with great accuracy, that leads to subdivision
of labour; the chief effect of the improvement of machinery
is to cheapen and make more accurate the work which would
anyhow have been subdivided. For instance, "in organizing l\~acbinery

• displacesthe works at Soho, Boulton and Watt found It necessary to purely
carry division of labour to the furthest practicable point. 'J..~ll~al

'One greatinventoris rumouredto havespent£300,000 onexperimentsrelating
to textilemachinery,and his outlay is said to have been abundantlyreturned to
him. Someof his inventionswereof such a kind 88 can be madeonly by 8 man
of genius;and howevergreat the need, they must have waited till the right
man wasfoundfor them. He chargednot unreasonably£1000 as royaltyfor each
ofhis combingmachines;and a worsted manufacturer,beingfull of work, found
it worthhis whileto buy an additionalmachine,and pay tlus extra charge for it,
onlysix monthsbeforethe expiry of the patent. But such casesare exceptional:
as a rule, patented machinesare not very dear. In somecasesthe economyof
havingthemall producedat oneplaceby specialmachineryhas beensogreat that
thepatenteehas found it to hISadvantageto sell them at a pricelowerthan the
oldpriceof the inferiormachineswhich they displaced:for that old price gave
himso hlgh a profit, that it was worth hISwhile to lowerthe price still further
III orderto inducethe use of the machinesfor newpurposesand in newmarkets.
In almosteverytrade many thingsare doneby hand, thoughit is wellknownthat
theycouldeasily be doneby someadaptationsofmachinesthat are alreadyin use
III that or someother trade, and whichare not made only becausethere would
notasyet be enoughemploymentfor themto remuneratethe trouble and expense
ofmaking them.
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IV, IX, 4. There were no slide-lathes, planing machines or boring tools,
such as now render mechanical accuracy of construction
almost a matter of certainty. Everything depended on the
individual mechanic's accuracy of hand and eye; yet me-
chanics generally were much less skilled then than they
are now. The way in which Boulton and Watt contrived
partially to get over the difficulty was to confine their
workmen to special classes of work, and make them as
expert in them as possible. By continued practice in
handling the same tools and fabricating the same articles,

d
a!,dot~us they thus acquired great individual proficiency"." Thus
iminishes °

some of machinery constantly supplants and renders unnecessary
tbeadvan- h I I kill h . f hi htages of t at pure y manua s ,t e attainment 0 w IC was, even
~~~~~~~!tup to Adam Smith's time, the chief advantage of division
inbcreases of labour. But this influence is more than countervailed
t escape. •
for it. by Its tendency to Increase the scale of manufactures and

to make them more complex; and therefore to increase
the opportunities for division of labour of all kinds, and
especially in the matter of business management.

[ ~:d~ine- § 4. The powers of machinery to do work that requires
machinery too much accuracy to be done by hand are perhaps best

~ is intro-
ducmg the seen in some branches of the metal industries in which the

r ~;jn~~- system of Interchangeable Parts is being rapidly developed.
'i.hangeable It is only after long training and with much care and labour
, arts.

that the hand can make one piece of metal accurately to
resemble or to fit into another: and after all the accuracy is
not perfect. But this is just the work which a well made
machine can do most easily and most perfectly. For instance,
if sowing and reaping machines had to be made by hand,
their first cost would be very high; and when any part of
them was broken, it could be replaced only at great cost
by sending the machine back to the manufacturer or by
bringing a highly skilled mechanic to the machine. But as
it is, the manufacturer keeps in store many facsimiles of the
broken part, which were made by the same machinery, and
are therefore interchangeable with it. A farmer in the North-
West of America, perhaps a hundred miles away from any
good mechanic's shop, can yet use complicated machinery

1 Smiles' Boulion ani. Watt, pp. 170, 1.
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with confidence; since he knows that by telegraphing the IV, IX, 4.

number of the machine and the number of any part of it
which he has broken, he will get by the next train a new
piece which he can himself fit into its place. The import-
ance of this principle of interchangeable parts has been
but recently grasped; there are however many signs that
it will do more than any other to extend the use of machine-
made machinery to every branch of production, including
even domestic and agricultural work-.

The influences which machinery exerts over the character Illustra-

f d . d II ·11 d i h f uou fromo mo ern III ustry are we 1 ustrate III t e manu acture the history

of watches. Some years ago the chief seat of this business ~a~~-

was in French Switzerland; where the subdivision of labour m
t
adkmg

ra c.
was carried far, though a great part of the work was done
by a more or less scattered population. There were about
fifty distinct branches of trade each of which did one small
part of the work. In almost all of them a highly specialized
manual skill was required, but very little judgment; the
earnings were generally low, because the trade had been
established too long for those in it to have anything like
a monopoly, and there was no difficulty in bringing up to
it any child with ordinary intelligence. But this industry
is now yielding ground to the American system of making
watches by machinery, which requires very little specialized
manual skill. In fact the machinery is becoming every
year more and more automatic, and is getting to require
less and less assistance from the human hand. But the Complex

d li h hi' h . th machinerymore e cate t e mac ne s power, t e greater IS e increases

judgment and carefulness which is called for from those i~:t~~~d
who see after it. Take for instance a beautiful machine ment al~dI(pnera rn-
which f-eeds itself with steel wire at one end, and delivers telligence ;

at the other tiny screws of exquisite form; it displaces a
great many operatives who had indeed acquired a very high
and specialized manual skill, but who lived sedentary lives,
straining their eyesight through microscopes, and finding in

1 The system owes its origin in great measure to Sir Joseph Whitworth's
standard gauges; but it has been worked o.it WIth most enterprise and thorough-
ness in America. Standardiaarion is most helpful m regard to tlnngs WhICh are
to be built up with others into complex machines, buikhngs, bridges, etc.

M. 17
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IV, rx,4. their work very little scope for any faculty except a mere
command over the use of their fingers. But the machine is
intricate and costly, and the person who minds it must have
an intelligence, and an energetic sense of responsibility, which
go a long way towards making a fine character; and which,
though more common than they were, are yet sufficiently
rare to be able to earn a very high rate of pay. No doubt
this is an extreme case; and the greater part of the work
done in a watch factory is much simpler. But much of it
requires higher faculties than the old system did, and
those engaged in it earn on the average higher wages; at
the same time it has already brought the price of a trust-
worthy watch within the range of the poorest classes of
the community, and it is showing signs of being able soon
to accomplish the very highest class of work-.

and in " Those who finish and put together the different parts
some cases
weakens of a watch must always have highly specialized skill: but
t~~ers most of the machines which are in use in a watch factory
that divide diff t . I h t f h hi hdillerent are not eren In genera c arac er rom t ose w care
trades. used in any other of the lighter metal trades: in fact many

of them are mere modifications of the turning lathes and
of the slotting, punching, drilling, planing, shaping, milling
machines and a few others, which are familiar to all engineer-
ing trades. This is a good illustration of the fact that while
there is a constantly increasing subdivision of labour, many
of the lines of division between trades which are nominally
distinct are becoming narrower and less difficult to be
passed. In old times it would have been very small comfort
to watch-makers, who happened to be suffering from a
diminished demand for their wares, to be told that the
gun-making trade was in want of extra hands; but most
of the operatives in a watch factory would find machines
very similar to those with which they were familiar, if they

I The perfection which the machinery has already attained is shown by the
fact that at the Inventions Exhibition held in London in 1885, the representative
01 an American watch factory took to pieces fifty watches before some English
representatives of the older system of manufacture, and after t.hrowrng the
different parts into different hCdPS, asked them to select for him one piece from
each heap in succession; he then set these pieces up III one of the 11atch-cascs
and handed them back a watch in perfect order.
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strayed into a gun-making factory or sewing-machine factory, IV, II, 6.

or a factory for making textile machinery. A watch factory
with those who worked in it could be converted without any
overwhelming loss into a sewing-machine factory: almost
the only condition would be that in the new factory no one
should be put to work which required a higher order of
general intelligence, than that to which he was already
accustomed.

§ 5. The printing trade affords another instance of the Illustra-
. hi h - f hi d an i uon Iromway in w 1C an Improvement 0 mac mery an an increase the print-

in the volume of production causes an elaborate subdivision ing trade.

of labour. Everyone is familiar with the pioneer newspaper
editor of newly settled districts of America, who sets up
the type of his articles as he composes them; and with the
aid of a boy prints off his sheets and distributes them to his
scattered neighbours. When however the mystery of print-
ing was new, the printer had to do all this for himself, and
in addition to make all his own appliances'. These are
now provided for him by separate" subsidiary" trades, from
whom even the printer in the backwoods can obtain every-
thing that he wants to use. But in spite of the assistance
which it thus gets from outside, a large printing establish-
ment has to find room for many different classes of workers
within its walls. To say nothing of those who organize and
superintend the business, of those who do its office work and
keep its stores, of the skilled "readers" who correct any
errors that may have crept into the" proofs," of its engineers
and repairers of machinery, of those who cast, and who correct
and prepare its stereotype plates; of the warehousemen and
the boys and girls who assist them, and several other minor
classes; there are the two great groups of the compositors
who set up the type, and the machinists and pressmen who
print impressions from them. Each of these two groups is Instance of
di id d . II 'II - h I the multr-IVI e into many sma er groups, espeCla y in t e arge plication 10

1 "The type-founder was probably the first to secede from the concern; then
printers delegated to others the making of presses; afterwards the ink and the
rollers found separate and distinct manufacturers; and there arose a class of
persons who, though belonging to other trades, made printing appliances a
speciality, such as printers' smiths, printers' joiners and printers' engineers" (Mr
Southward in the Article on Typography in the E""!/cwpf£dia Brilanruca).

17-2
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centres of the printing trade. In London, for instance, a
minder who was accustomed to one class of machine, or
a compositor who was accustomed to one class of work, if
thrown out of employment would not willingly abandon the
advantage of his specialized skill, and falling back on his
general knowledge of the trade seek work at another kind of
machine or in another class of work", These barriers be-
tween minute subdivisions of a trade count for a great deal
in many descriptions of the modern tendency towards
specialization of industry; and to some extent rightly,
because though many of them are so slight that a man
thrown out of work in one subdivision could pass into one of
its neighbours without any great loss of efficiency, yet he does
not do so until he has tried for a while to get employment in
his old lines; and therefore the barriers are as effective as
stronger ones would be so far as the minor fluctuations of
trade from week to week are concerned. But they are of an
altogether different kind from the deep and broad partitions
which divided one group of medieeval handicraftsmen from
another, and which caused the lifelong suffering of the
handloom-weavers when their trade had left them'',

1 For instance, Mr Southward tells us "a minder may understand only book
machines or only news machines; he may know all about" machines that print
from flat surfaces or those that print from cylmders; "or of cylinders he may
know only one kind. Entirely novel machines create a new class of artasans.
There are men perfectly competent to manage a Walter press who are ignorant
how to work two-colour or fine book-work machines. In the compositor's depart-
ment division of labour is carried out to a still minuter degree. An old-fashioned
pnnter would set up indJ1'lerently a placard, a title-page, or a book. At the
present day we have jobbing hands, book hands, and news hands, the word
•hand' suggesting the factory-like nature of the business. There are jobbing
hands who confine themselves to posters. Book hands comprise those who set
up the titles and those who set up the body of the work. Of these latter &galli,

while one man composes, another, the' maker-up,' arranges the pages."
• Let us follow still further the progress of machinery in supplanting manual

labour in some directions and opening out new fields for its employment in others.
Let us watch the process by which large editions of a great newspaper are set
up and pnnted off in a few hours. To begin wrth, a good part of the type-settIng
is itself often done by a machine; but in any case the types are in the first instance
on a plane surface, from which it is impossible to pnnt very rapidly. The next
step therefore is to make a papier-macM cast of them, which is bent on to a
cylinder, and is then used as the mould from which a new metal plate IS cast that
fits the cylinders of the printmg machine. Fixed on these It rotates altemately
against the inking cylinders and the paper. The paper is arranged in a huge roll
at the bottom of the machine and unrolls itself automatically, first against the
damping cylinders and then against the printing cylinders, the first of which
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In the printing trades, as in the watch trade, we see IV, IX, 6

mechanical and scientific appliances attaining results that Instance

would be impossible without them; at the same time that ~~c~:SeU
they persistently take over work that used to require manual dema~d for

.. faculties
skill and dexterity, but not much Judgment; while they leave of a high

for man's hand all those parts which do require the use of ~::dby

judgment, and open up all sorts of new occupations in which machinery

there is a great demand for it. Every improvement and
cheapening of the printer's appliances increases the demand
for the judgment and discretion and literary knowledge of
the reader, for the skill and taste of those who know how to
set up a good title-page, or how to make ready a sheet on
which an engraving is to be printed, so that light and shade
will be distributed properly. It increases the demand for
the gifted and highly-trained artists who draw or engrave on
wood and stone and metal, and for those who know how to
givean accurate report in ten lines of the substance of a speech
that occupied ten minutes-an intellectual feat the difficulty
of which we underrate, because it is so frequently performed.
And again, it tends to increase the work of photographers
and electrotypers, and stereotypers, of the makers of printer's
machinery, and many others who get a higher training and
a higher income from their work than did those layers on
and takers off, and those folders of newspapers who have
found their work taken over by iron fingers and iron arms.

§ 6. We may now pass to consider the effects which M~chinery

hi has ] Iievi h . ul . relievesmac nery as in re evmg t at excessive muse ar strain the strain

which a few generations ago was the common lot of more ~n.!~~n
than half the working men even in such a country as England.
The most marvellous instances of the power of machinery are

prints it on one side, and the second on the other: thence to the cutting cylmdcrs,
wluch cut it into equal lengths, and thence to the folding apparatus, which folds
It ready for sale.

More recently the casting of the type has been brought under the new methods.
The compositor plays on a keyboard like that of the type-writer, and the matrix
of a corresponding letter goes into Ime: then after spacing out, molten lead is
poured on the line of matrices, and a solid line of type is ready. And in a further
development each letter is cast separately from its matrix; the machine reckons
up the space taken by the letters, stops when there are enough for a lme, divides
out the free space equally into the requisite number of small spaces between the
words; and finally casts the line. It is claimed that one compositor can work
several such machines simultaneously in distant towns by electric currents.
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seen in large iron-works, and especially in those for making
armour plates, where the force to be exerted is so great that
man's muscles count for nothing, and where every move-
ment, whether horizontal or vertical, has to be e:ffected by
hydraulic or steam force, and man stands by ready to govern
the machinery and clear away ashes or perform some such
secondary task.

Machinery of this class has increased our command over
nature, but it has not directly altered the character of man's
work very much; for that which it does he could not have
done without it. But in other trades machinery has
lightened man's labours. The house carpenters, for instance,
make things of the same kind as those used by our fore-
fathers, with much less toil for themselves. They now give
themselves chiefly to those parts of the task which are
most pleasant and most interesting; while in every country
town and almost every village there are found steam mills
for sawing, planing and moulding, which relieve them of
that grievous fatigue which not very long ago used to make
them prematurely old-.

New machinery, when just invented, generally requires
a great deal of care and attention. But the work of its
attendant is always being sifted; that which is uniform and
monotonous is gradually taken over by the machine, which
thus becomes steadily more and more automatic and self-
acting; till at last there is nothing for the hand to do, but
to supply the material at certain intervals and to take away
the work when finished. There still remains the responsi-
bility for seeing that the machinery is in good order and
working smoothly; but even this task is often made light
by the introduction of an automatic movement, which brings
the machine to a stop the instant anything goes wrong.

1 The jack-plane, used for making smooth large hoards for floors and other
purposes, used to cause heart disease, making carpenters as a rule old men by the
time they were forty. Adam Smith tells us that "workmen, when they are
liberally paid, are very apt to overwork themselves and to ruin their health and
constitution in a few years. A carpenter in London, and in some other places, is
not supposed to last in his utmost vigour above eight years ••••.Almost every class
of artificers is subject to some particular infirmity occasioned by excessive
application to their peculiar Species of work." IV eallh of Nqtians, nook I.
chapter VlL
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Nothing could be more narrow or monotonous than the IV, IX, 6.

occupation of a weaver of plain stuffs in the old time. But m~~
'11 f 1 h £ non fromnow one woman WI manage our or more ooms, eac 0 the textile

which does many times as much work in the course of the industnes.

day as the old hand-loom did; and her work is much less
monotonous and calls for much more judgment than his did.
So that for every hundred yards of cloth that are woven, the
purely monotonous work done by human beings is probably
not a twentieth part of what it was-.

Facts of this kind are to be found in the recent history It thus

d d h f zreat i h preventsof many tra es: an t ey are 0 great Importance w en we monotony

are considering the way in which the modern organization r:o~ork

of industry is tending to narrow the scope of each person's involving
monotony

work, and thereby to render it monotonous. For those trades of life.

in which the work is most subdivided are those in which
the chief muscular strain is most certain to be taken off by
machinery; and thus the chief evil of monotonous work is
much diminished. As Roscher says, it is monotony of life
much more than monotony of work that is to be dreaded:
monotony of work is an evil of the first order only when it
involves monotony of life. Now when a person's employ-
ment requires much physical exertion, he is fit for nothing
after his work; and unless his mental faculties are called
forth in his work, they have little chance of being developed
at all. But the nervous force is not very much exhausted in
the ordinary work of a factory, at all events where there is
not excessive noise, and where the hours of labour are not
too long. The social surroundings of factory life stimulate
mental activity in and out of working hours; and many of
those factory workers, whose occupations are seemingly the
most moaotonous, have considerable intelligence and mental
resources,

1 The efficiency of labour in weaving has been increased twelve· fold and that
In spinning six-fold during the last seventy years. In the preceding seventy
years the improvements in spinning had already increased the efficiency of labour
two-hundred-fold (see Elhson's Cotllm Trade of Great Bntain, ch, IV. and v.),

t Perhaps the textile industries alIord the best instance of work that used to
be done by hand and is now done by machinery. They are especially prominent
In England, where they give employment to nearly half a million males and more
than half a million females, or more than one in ten of those persons who are
earning independent incomes. The strain that is taken all buman muscles in
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IV, IX, 7. It is true that the American agriculturist is an able man,
and that his children rise rapidly in the world. But partly
because land is plentiful, and he generally owns the farm
that he cultivates, he has better social conditions than the
English; he has always had to think for himself, and has
long had to use and to repair complex machines. The
English agricultural labourer has had many great disadvan-
tages to contend with. Till recently he had little education;
and he was in a great measure under a semi-feudal rule,
which was not without its advantages, but which repressed
enterprise and even in some degree self-respect. These
narrowing causes are removed. He is now fairly well edu-
cated in youth. He learns to handle various machinery; he
is less dependent on the good-will of any particular squire or
group of farmers; and, since his work is more various, and
educates intelligence more than the lowestgrades of town work
do, he is tending to rise both absolutely and relatively.

The § 7. We must now proceed to consider what are the
economic
use of conditions under which the economies in production arising
:k~lli:!:ded from division of labour can best be secured. It is obvious
mac~nery that the efficiency of specialized machinery or specialized
:1~lfu~skill is but one condition of its economic use; the other
~~~~d is that sufficient work should be found to keep it well

. occupied. employed. As Babbage pointed out, in a large factory

dealing even with those soft materials is shown by the fact that for every one 01
these million operatives there is used about one horse-power of steam, that is,
about ten times as much as they would themselves exert if they were all strong
men; and the history of these industries will serve to remind us that many 01
those who perform the more monotonous parts of manufacturing work are as a
rule not skilled workers who have come down to it from a higher class of work,
but unskilled workers who have risen to it. A great number of those who work
in the Lancashire cotton-mills have come there from poverty-stricken districts 01
Ireland, while others are the descendants of paupers and people of weak physique,
who were sent there in large numbers early in the last century from the most miser-
able conditions of life in the poorest agricultural districts, where the labourers
were fed and housed almost worse than the animals whom they tended. Again,
when regret is expressed that the cotton factory hands of New England have not
the high standard of culture which prevailed among them a century ago, we must
remember that the descendants of those factory workers have moved up to higher
and more responsible posts, and mclude many of the ablest and wealthiest of the
citizens of America. Those who have taken their places are in the process of
being raised; they are chiefly French Canadians and Irish, who though they may
learn in their new homes some of the vices of civilization, are yet much better off
nnd have on the whole better opportunities of developing the higher faculties of
themselves and their children than they had in their old homes
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"the master manufacturer by dividing the work to be IV, IX, 7.

executed into different processes, each requiring different
degrees of skill or force, can purchase exactly that precise
quantity of both which is necessary for each process; whereas
if the whole work were executed by one workman that person
must possess sufficient skill to perform the most difficult and
sufficient strength to execute the most laborious of the
operations into which the work is divided." The economy
of production requires not only that each person should be
employed constantly in a narrow range of work, but also that,
when it is necessary for him to undertake different tasks,
each of these tasks should be such as to call forth as much as
possible of his skill and ability. Just in the same way the
economy of machinery requires that a powerful turning-
lathe when specially arranged for one class of work should be
kept employed as long as possible on that work; and if
there is occasion to employ it on other work, that should be
such as to be worthy of the lathe, and not such as could have
been done equally well by a much smaller machine.

Here then, so far as the economy of production goes, men nut tne

and machines stand on much the same footing: but while:~~~mic
machinery is a mere implement of production, man's welfare is ::no~~an

also its ultimate aim. We have already been occupied with agendt°tf.pro ue IOn

the question whether the human race as a whole gains by IS wasteful
. hat sneci li . f f . h· h If he IS notcarrymg to an extreme t at speCla zation 0 unction w lC himself

causes all the most difficult work to be done by a few people: ~;vieloped

but we have now to consider it more nearly with special
reference to the work of business management. The main
drift of the next three chapters is to inquire what are the
causes which make different forms of business management
the fittest to profit by their environment, and the most likely
to prevail over others; but it is well that meanwhile we
should have in our minds the question, how far they are
severally fitted to benefit their environment.

Many of those economies in the use of specialized skill
and machinery which are commonly regarded as within the
reach of very large establishments, do not depend on the size
of individual factories. Some depend on the aggregate
volume of production of the kind in the neighbourhood:
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while others again, especially those connected with the
growth of knowledge and the progress of the arts, depend
chiefly on the aggregate volume of production in the whole
civilized world. And here we may introduce two technical
terms.

We may divide the economies arising from an increase in
the scale of production of any kind of goods, into two classes
-firstly, those dependent on the general development of the
industry; and, secondly, those dependent on the resources of
the individual houses of business engaged in it, on their
organization and the efficiency of their management. We
may call the former external economies, and the latter
internal economies. In the present chapter we have been
chiefly discussing internal economies; but we now proceed
to examine those very important external economies which
can often be secured by the concentration of many small
businesses of a similar character in particular localities: or,
as is commonly said, by the localization of industry.



CHAPTER X.

lNDUSTRIAL ORGANIZATION, CONTnrUED. THE CON·
CENTRATION OF SPECIALIZED INDUSTRIES IN PAR·
TICULAR LOCALITIES.

§ 1. IN an early stage of civilization every place had to IV, x, 1.

depend on its own resources for most of the heavy wares ~v;;;-
which it consumed; unless indeed it happened to have special ~~~a;~f
facilities for water carriage. But wants and customs changed ~:~~I:I:~
slowly: and this made it easy for producers to meet the Prroduction

o some
wants even of consumers with whom they had little com- hght and

.. d . bl d . lIt valuablemunication; an It ena e comparative y poor peop e 0 wares

b f . d f di . h it has beenuy a ew expenSIve goo s rom a istance, ill t e secun y localized.

that they would add to the pleasure of festivals and holidays
during a life-time, or perhaps even during two or three life-
times. Consequently the lighter and more expensive articles
of dress and personal adornment, together with spices and
some kinds of metal implements used by all classes, and many
other things for the special use of the rich, often came from
astonishing distances. Some of these were produced only
in a few places, or even only in one place; and they were
difiused all over Europe partly by the agency of fairs! and
professional pedlers, and partly by the producers themselves,
who would vary their work by travelling on foot for many
thousand miles to sell their goods and see the world. These
sturdy travellers took on themselves the risks of their little

I Thus in the records of the Stourbridge Fair held near Cambridge we find an
endie8s variety of light and precious goods from the older seats of CIVilization in
the East and on the Mediterranean; some having been brought in Italian ships,
and olhers having travelled by land as far as the shores of the North Sea.
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IV, x, 2. businesses; they enabled the production of certain classes of
goods to be kept on the right track for satisfying the needs
of purchasers far away; and they created new wants among
consumers, by showing them at fairs or at their own houses
new goods from distant lands. An industry concentrated
in certain localities is commonly, though perhaps not quite
accurately, described as a localized industry".

This elementary localization of industry gradually pre-
pared the way for many of the modern developments of
division of labour in the mechanical arts and in the task of
business management. Even now we find industries of a
primitive fashion localized in retired villages of central
Europe, and sending their simple wares even to the busiest
haunts of modern industry. In Russia the expansion of a
family group into a village has often been the cause of a
localized industry; and there are an immense number of
villages each of which carries on only one branch of produc-
tion, or even only a part of one2.

Tbe § 2. Many various causes have led to the localization of
vanous
onginsof industries; but the chief causes have been physical condi-
locahzed
industries. tions; such as the character of the climate and the soil, the
~~~~~~; existence of mines and quarries in the neighbourhood, or

within easy access by land or water. Thus metallic indus-
tries have generally been either near mines or in places
where fuel was cheap. The iron industries in England first
sought those districts in which charcoal was plentiful, and

1 Not very long ago travellers in western Tyrol could find a strange and
characteristic relic of this habit in a village called Imst. The villagers bad
somehow acquired a special art in breeding canaries: and their young men
started for a tour to distant parts of Europe each with about fifty small cages
hung from a pole over his shoulder, and walked on till they had sold all

• There are for instance over 500 villages devoted to various branches of
woodwork; one village makes nothing but spokes for the wheels of vehicles,
another nothing but the bodies and so on; and indications of a like state of thing'3
are found in the histories of oriental civilizations and in tbe chronicles of medieval
Europe. Thus for instance we read (Rogers' Biz Centuries of Work and Wages,
ch. IV.) of a lawyer's handy book written about 1250, which makes note of scarlet
at Lincoln; blanket at Bligh; burnet at Beverley; russet at Colchester; linen
fabrics at Shaftesbury, Lewes, and Aylsham; cord at Warwick and Bridport;
knives at Marstead; needles at Wilton; razors at Leicester; soap at Coventry;
horse girths at Doncaster; skins and furs at Chester and Shrewsbury and so on.

The localization of trades in England at the beginning of the eighteenth
century is well described by Defoe, Plan of English Comme..ce, 85-1; English
Tradesman, IT. 282-3.
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afterwards they went to the neighbourhood of collieries-. IV, x,2.

Staffordshire makes many kinds of pottery, all the materials
of which are imported from a long distance; but she has
cheap coal and excellent clay for making the heavy" seggars"
or boxes in which the pottery is placed while being fired.
Straw plaiting has its chief home in Bedfordshire, where
straw has just the right proportion of silex to give strength
without brittleness; and Buckinghamshire beeches have
afforded the material for the Wycombe chairmaking. The
Sheffieldcutlery trade is due chiefly to the excellent grit of
which its grindstones are made.

Another chief cause has been the patronage of a court. the
. patronageThe rich fold there assembled make a demand for goods of of courts;

specially high quality, and this attracts skilled workmen
from a distance, and educates those on the spot. When an
Eastern potentate changed his residence-and, partly for
sanitary reasons, this was constantly done-the deserted
town was apt to take refuge in the development of a
specialized industry, which had owed its origin to the pre-
sence of the court. But very often the rulers deliberately the
. . d . f dis d settled hem i deliherateinvite artisans rom a tance an sett e t em 10 a group invrtation

together. Thus the mechanical faculty of Lancashire is said of rulers.

to be due to the influence of Norman smiths who were
settled at Warrington by Hugo de Lupus in William the
Conqueror's time. And the greater part of England's manu-
facturing industry before the era of cotton and steam had
its course directed by settlements of Flemish and other
artisans; many of which were made under the immediate
direction of Plantagenet and Tudor kings. These immigrants
taught us how to weave woollen and worsted stuffs, though
for a long time we sent our cloths to the Netherlands to be
fulled and dyed. They taught us how to cure herrings, how
to manufacture silk, how to make lace, glass, and paper, and
to provide for many other of our wants".

1 The later wanderings of the iron industry from Wales, Staffordshire and
Shropshire to Scotland and the North of England are well shown in the tables
subnutted by Sir Lowthian Bell to the recent Commission on the Depression of
Trade and Industry. See their Second Report, Part I. p. 320.

l Fuller says that Flemings started manufactures of cloths and fustians in
Norwich, of baizes in Sudbury, of serges ill Colchester and Taunton, of cloths ill
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IV, x, 2. But how did these immigrants learn their skill l Their
The ancestors had no doubt profited by the traditional arts of
industrial earlier civilizations on the shores of the Mediterranean anddevelop-
me~t of in the far East: for nearly all important knowledge has long
nations
waits upon deep roots stretching downwards to distant times; and so
opportum- . d h h
ties and WIdely sprea ave been t ese roots, so ready to send up
~l:~~cter. shoots of vigorous life, that there is perhaps no part of the old

world in which there might not long ago have flourished many
beautiful and highly skilled industries, if their growth had
been favoured by the character of the people, and by their
social and political institutions. T.lis accident or that may
have determined whether any particular industry flourished
in anyone town; the industrial character of a whole country
even may have been largely influenced by the richness of
her soil and her mines, and her facilities for commerce. Such
natural advantages may themselves have stimulated free in-
dustry and enterprise: but it is the existence of these last,
by whatever means they may have been promoted, which
has been the supreme condition for the growth of noble
forms of the arts of life. In sketching the history of free
industry and enterprise we have already incidentally traced
the outlines of the causes which have localized the industrial
leadership of the world now in this country and now in that.
We have seen how physical nature acts on man's energies,
how he is stimulated by an invigorating climate, and how
he is encouraged to bold ventures by the opening out of
rich fields for his work: but we have also seen how the use
he makes of these advantages depends on his ideals of life,
and how inextricably therefore the religious, political and
economic threads of the world's history are interwoven; while
together they have been bent this way or that by great
political events and the influence of the strong personalities
of individuals.

The causes which determine the economic progress of
nations belong to the study of international trade and there-
fore lie outside of our present view. But for the present we
Kent, Gloucestershire, Worcestershire, Westmorland, Yorkshire, Rants, Berks
and Sussex, of kerseys in Devonshire and of Levans cottons in Lane aahire.
Smiles' Huguenots in England and It'eland, p. 109. See also Lecky's llutory
of England in tJu eightuntll MIt1Iry, eh, II.
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must turn aside from these broader movements of the locali- IV, x, 3.

zation of industry, and follow the fortunes of groups of skilled
workers who are gathered within the narrow boundaries of
a manufacturing town or a thickly peopled industrial district.

§ 3. When an industry has thus chosen a locality for The

itself, it is likely to stay there long: so great are the ad- ~t~:t~':t
vantages which people following the same skilled trade get h~~~~::i
from near neighbourhood to one another. The mysteries of skill;
the trade become no mysteries; but are as it were in the
air, and children learn many of them unconsciously. Good
work is rightly appreciated, inventions and improvements in
machinery, in processes and the general organization of the
business have their merits promptly discussed: if one man
starts a new idea, it is taken up by others and combined
with suggestions of their own; and thus it becomes the
source of further new ideas. And presently subsidiary trades the

. h . hb h d lvinz it wi h . 1 growth ofgrow up m t e neig our 00 ,supp ymg It WIt Imp ements subsidiary
d . I ... ffi d· trades·an materia s, orgamzmg ita tra c, an m many ways '

conducing to the economy of its material.
Again, the economic use of expensive machinery can the use

. b . d i hi h d . di . . of highlysometimes e attaine in a very g egree in a istrict m specialized

hi h h . I d . f h machmery·W C t ere IS a arge aggregate pro uction 0 t e same '
kind, even though no individual capital employed in the
trade be very large. For subsidiary industries devoting them-
selves each to one small branch of the process of production,
and working it for a great many of their neighbours, are
able to keep in constant use machinery of the most highly
specialized character, and to make it pay its expenses, though
its original cost may have been high, and its rate of depre-
ciation very rapid.

Again, in all but the earliest stages of economic develop- a local
I li d i d . d f th marketforment a oca ze in ustry gams a great a vantage rom especial

fact that it offers a constant market for skill. Employers skill.

are apt to resort to any place where they are likely to find
a good choice of workers with the special skill which they
require; while men seeking employment naturally go to
places where there are many employers who need such skill
as theirs and where therefore it is likely to find a good market.
The owner of an isolated factory, even if he has access to
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Sometimes
however-a
locahzed
industry
makes too
extensive
demands
for one
kmdof
labour.

LOCALIZED INDUSTRIES

a plentiful supply of general labour, is often put to great
shifts for want of some special skilled labour; and a skilled
workman, when thrown out of employment in it, has no easy
refuge. Social forces here co-operate with economic: there
are often strong friendships between employers and employed:
but neither side likes to feel that in case of any disagreeable
incident happening between them, they must go on rubbing
against one another: both sides like to be able easily to break
off old associations should they become irksome. These diffi-
culties are still a great obstacle to the success of any business
in which special skill is needed, but which is not in the neigh-
bourhood of others like it: they are however being diminished
by the railway, the printing-press and the telegraph.

On the other hand a localized industry has some disad-
vantages as a market for labour if the work done in it is
chiefly of one kind, such for instance as can be done only by
strong men. In those iron districts in which there are no
textile or other factories to give employment to women and
children, wages are high and the cost of labour dear to the
employer, while the average money earnings of each family
are low. But the remedy for this evil is obvious, and is
found in the growth in the same neighbourhood of industries
of a supplementary character. Thus textile industries are
constantly found congregated in the neighbourhood of mining
and engineering industries, in some cases having been attracted
by almost imperceptible steps; in others, as for instance at
Barrow, having been started deliberately on a large scale
in order to give variety of employment in a place where pre-
viously there had been but little demand for the work of
women and children.

The advantages of variety of employment are combined
with those of localized industries in some of our manufactur-
ing towns, and this is a chief cause of their continued growth.
But on the other hand the value which the central sites of a
large town have for trading purposes, enables them to com-
mand much higher ground-rents than the situations are
worth for factories, even when account is taken of this com-
bination of advantages: and there is a similar competition
for dwelling space between the employees of the trading
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houses and the factory workers. The result is that factories IV, x, 4.

now congregate in the outskirts of large towns and in manu-
facturing districts in their neighbourhood rather than in the
towns themselves-.

A district which is dependent chiefly on one industry is Different

liable to extreme depression, in case of a falling-off in the :~~:t~:'e

demand for its produce, or of a failure in the supply of the nheigdhb~ur-
00 mitr-

raw material which it uses. This evil again is in a great gate each
id d b h I 1· d . 1other's de-measure avoi e y t ose arge towns or arge m ustria pressions.

districts in which several distinct industries are strongly
developed. If one of them fails for a time, the others are
likely to support it indirectly; and they enable local shop-
keepers to continue their assistance to workpeople in it.

So far we have discussed localization from the point Localiza-

of view of the economy of production. But there is also the !hOo~~.f
convenience of the customer to be considered. He will go
to the nearest shop for a trifling purchase; but for an
important purchase he will take the trouble of visiting any
part of the town where he knows that there are specially
good shops for his purpose. Consequently shops which deal
in expensive and choice objects tend to congregate together;
and those which supply ordinary domestic needs do not2•

§4. Every cheapening of the means of communication, The in-

f ili f h f . h f id b fluence ofevery new ac ty or t e ree interc ange 0 leas etween Improved

distant places alters the action of the forces which tend to ~~=u~i-

localize industries. Speaking generally we must say that a ~h!i~:o~n
lowering of tariffs, or of freights for the transport of goods, gd~ap~bical

• . Istn u-
tends to make each locality buy more largely from a dis- ~ion of.
t h t . . d h d rti industries.ance walt reqmres; an t us ten s to concentrate pa 1-

cular industries in special localities: but on the other hand
everything that increases people's r~ess to migrate from
one place to another tends to bring skilled ~~tisans to ply

1 Tbe movement has been specially conspicuous in the case of the textile
manufacturers. Manchester, Leeds and Lyons are still chief centres of the trade
in cotton, woollen and silk stuffs, but they do not now themselves produce any
great part of the goods to which they owe their chief fame. On the other hand
London and Paris retain their positions as the two largest manufacturiog towns
of the world, Philadelphia coming third. Tbe mutual influences of the localization
of mdustry, the growth of towns and habits of town hfe, and the development of
macbmery are well discussed in Hobson's EtIOlution 0/ Capttalinn..

I Comp. Hobson, l. c. p. 114-

II. 18
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IV, x, 4. their crafts near to the consumers who will purohase their
wares. These two opposing tendencies are well illustrated
by the recent history of the English people.

Illustration On the one hand the steady cheapening of freights, the
from the
recent opening of railways from the agricultural districts of America
~~~!i:d.fand India to the sea-board, and the adoption by England of

a !ree-trade policy, have led to a great increase in her impor-
tation of raw produce. But on the other hand the growing
cheapness, rapidity and comfort of foreign travel, are inducing
her trained business men and her skilled artisans to pioneer
the way for new industries in other lands, and to help them
to manufacture for themselves goods which they have been
wont to buy from England. English mechanics have taught
people in almost every part of the world how to use English
machinery, and even how to make similar machinery; and
English miners have opened out mines of ore which have di-
minished the foreign demand for many of England's products.

One of the most striking movements towards the speciali-
zation of a country's industries, which history records, is the
rapid increase of the non-agricultural population of England
in recent times. The exact nature of this change is however
liable to be misunderstood; and its interest is so great, both
for its own sake, and on account of the illustrations it affords
of the general principles which we have been discussing in
the preceding chapter and in this, that we may with advan-
tage pause here to consider it a little.

The In the first place, the real diminution of England's agri-
diminution ult I' d . . t fi t . htofher:yn- C ura m ustnes IS not so grea as at rs Sig appears.
~~lt::f:tion It is true that in the Middle Ages three-fourths of the people
18 feu were reckoned as agriculturists; that only one in nine was
:f'rs"fs~ht returned to the last census as engaged in agriculture, and
appears. that perhaps not more than one in twelve will be so returned

at the next census. But it must be remembered that the
so-called agricultural population of th~ Middle Ages were not
exclusively occupied with agriculture; they did for them-
selves a great part of the work that is now done by brewers
and bakers, by spinners and weavers, by bricklayers and car-
penters, by dressmakers and tailors and by many other trades.
These self-sufficing habits died slowly; but moat of tllem had
nearly disappeared by the beginning of the last century; and
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it is probable that the labour spent on the land at this time IV, x, 4-

was not a much less part of the whole industry of the country
than in the Middle Ages: for, in spite of her ceasing to export
wool and wheat, there was so great an increase in the produce
forced from her soil, that the rapid improvement in the arts
of her agriculturists scarcely availed to hold in check the
action of the law of diminishing return. But gradually a
great deal of labour has been diverted from the fields to
making expensive machinery for agricultural purposes. This
change did not exert its full influence upon the numbers of
those who were reckoned as agriculturists so long as the
machinery was drawn by horses: for the work of tending
them and supplying them with food was regarded as agri-
cultural. But in recent years a rapid growth of the use of
steam power in the fields has coincided with the increased
importation of farm produce. The coal-miners who supply
these steam-engines with fuel, and the mechanics who make
them and manage them in the fields are not reckoned as
occupied on the land, though the ultimate aim of their labour
is to promote its cultivation. The real diminution then of
England's agriculture is not so great as at first sight appears;
but there has been a change in its distribution. Many tasks
which used once to be performed by agricultural labourers
are now done by specialized workers who are classed as in the
building, or road-making industries, as carriers and so on.
And, partly for this reason the number of people who reside
in purely agricultural districts has seldom diminished fast;
and has often increased, even though the number of those
engaged in agriculture has been diminishing rapidly.

Attention has already been called to the influence which Changes ln

h . . f . I I d . I . th the distri-t e importation 0 agncu tura pro uce exerts III a tenng e bution?f

relative values of different soils: those falling most in value ~~t~i
which depended chiefly on their wheat crops, and which were ~~f~~~~:
not naturally fertile, though they were capable of being made country.

to yield fairly good crops by expensive methods of cultivation.
Districts in which such soils predominate, have contributed
more than their share to the crowds of agricultural labourers
who have migrated to the large towns; and thus the
geographical distribution of industries within the country has

18-2
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IV, :1:, 4. been still further altered. A striking instance of the in-
fluence of the new means of transport is seen in those
pastoral districts in the remoter parts of the United King-
dom, which send dairy products by special express trains to
London and other large towns, meanwhile drawing their own
supplies of wheat from the further shores of the Atlantic or
even the Pacific Ocean.

Tboseset But next, the changes of recent years have not, as would=:~:::reat first sight appear probable, increased the proportion of the
~~;~one English people who are occupied in manufactures. The out-
~~~ put of England's manufactures is certainly many times as

great now as it was at the middle of the last century; but
those occupied in manufacture of every kind were as large a
percentage of the population in 1851 as in 1901; although
those who make the machinery and implements which do a
great part of the work of English agriculture, swell the
numbers of the manufacturers.

The chief explanation of this result lies in the wonderful
increase in recent years of the power of machinery. This
has enabled us to produce ever increasing supplies of manu-
factures of almost every kind both for our own use and for
exportation without requiring any considerable increase in
the number of people who tend the machines. And there-
fore we have been able to devote the labour set free from
agriculture chiefly to supplying those wants in regard to
which the improvements of machinery help us but little: the
efficiency of machinery has prevented the industries localized
in England from becoming as exclusively mechanical as they
otherwise would. Prominent among the occupations which
have increased rapidly since 1851 in England at the expense
of agriculture are the service of Government, central and
local; education of all grades; medical service; musical,
theatrical and other entertainments, besides mining, building,
dealing and transport by road and railway. In none of these
is very much direct help got from new inventions: man's
labour is not much more efficient in them now than it was a
century ago: and therefore if the wants for which they make
provision increase in proportion to our general wealth, it is
only to be expected that they should absorb a constantly
growing proportion of the industrial population. Domestic

butchiefIy
to indus-
triesm
which
there has
been no
great
Increase
in the
efficiency
oflabour.
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servants increased rapidly for some years; and the total IV, Jr, 4.

amount of work which used to fall to them is now increasing
faster than ever. But much of it is now done, often with the
aid of machinery, by persons in the employment of clothiers
of all kinds, of hotel proprietors, confectioners, and even by
various messengers from grocers, fishmongers and others who
call for orders, unless they are sent by telephone. These
changes have tended to increase the specialization and the
localization of industries.

Passing away from this illustration of the action of modern Transition

forces on the geographical distribution of industries, we will~;J~~tof

resume our inquiry as to how far the full economies of divi- ~~:;:r~
sion of labour can be obtained by the concentration of large
numbers of small businesses of a similar kind in the same
locality; and how far they are attainable only by the aggre-
gation of a large part of the business of the country into the
hands of a comparatively small number of rich and powerful
firms, or, as is commonly said, by production on a large scale;
or, in other words, how far the economies of production on a
large scale must needs be internal, and how far they can be
edemol»,

1 The percentage of the population occupied in the textile industries in the
United KIngdom fell from 3·13 m 1881 to 2·43 m 1901; partly because much of
the work done by them has been rendered so simple by semi-automatic machinery
that It can be done fairly well by peoples that are m a relatively backward
mdustrial condition; and partly because the chief textile gooda retain nearly the
same simple character as they had thirty or even three thousand years ago. On
the other hand manufactures of iron and steel (including shipbuilding) have
increased so greatly in eomplexity as well as in volume of output, that the per-
centage of the population occupied in them rose from 2·39 m 1881 to 3·01 in 1901;
although much greater advance has been meanwhile made in the machinery and
methods employed in them than in the textile group. The remaining manu-
facturing industries employed about the same percentage of the people m 1901 as
in 1881. In the same time the tonnage of British shippmg cleared from Bntish ports
increased by one half; and the number of dock labourers doubled, but that
of seamen has slightly dimmished. These facts are to be explained partly by vast
unprovements in the construction of ships and all appliances connected with them,
and partly by the transference to dock labourers of nearly all tasks connected with
handlmg the cargo some of which were even recently performed by the crew.
Another marked change is the increased aggregate occupation of women in
manufactures, though that of married women appears to have diminished, and
that of children has certainly diminished greatly.

The Summary Tabla of the Census of 1911, pubhshed in 1915, show 80 many
changes in classification since 1901 that no general view of recent developments can
be safely made. But Table 64 of that Rep<>rt and Prof. D. Caradog Jones' paper read
before the Royal Statistical Society in December 1914 show that the developments
of 1001-1011 diller (rom their predecessors in detail rather than illgeneral character.



CHAPTER XI.

INDUSTRIAL ORGANIZATION, CONTINUED. PRODUCTION
ON A LARGE SCALE.

IV, XI, 1. § 1. THE advantages of production on a large scale are
:rhe t~ical best shown in manufacture; under which head we may
industries . 1 d 11b . d . ki . 1 .for our me u e a usmesses engage ill wor ng up materia into~=~~forms in which it will be adapted for sale in distant markets.
are thodse The characteristic of manufacturing industries which makesengage
in manu- them offer generally the best illustrations of the advantages
facture. f ducti I I· hei f h .o pro uction on a arge sea e, IS t err power 0 c oosmg

freely the locality in which they will do their work. They
are thus contrasted on the one hand with agriculture and
other extractive industries (mining, quarrying, fishing, etc.),
the geographical distribution of which is determined by
nature; and on the other hand with industries that make or
repair things to suit the special needs of individual con-
sumers, from whom they cannot be far removed, at all events
without great 10SSl.

The The chief advantages of production on a large scale are
economy f kill f hi d fof material, economy 0 s I , economy 0 mac mery an economy 0

materials: but the last of these is rapidly losing importance
relatively to the other two. It is true that an isolated work-
man often throws away a number of small things which would
have been collected and turned to good account in a factory";

1 ..Manufacture" is a term which has long lost any connection with its
original use: and is now applted to those branches of production where machine
and not hand work is most prominent. Roscher made the attempt to bring tt
back nearer to its old use by applying it to domestic as opposed to factory
industries: but it is too late to do this now.

• See Babbage's instance of the manufacture of horn. ECOfIOmIl of Manu-
factu,.u, ch. XXll.
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but waste of this kind can scarcely occur in a localized manu- IV, Xl, 2.

facture even if it is in the hands of small men; and there is not
very much of it in any branch of industry in modern England,
except agriculture and domestic cooking. No doubt many
of the most important advances of recent years have been
due to the utilizing of what had been a waste product; but
this has been generally due to a distinct invention, either
chemical or mechanical, the use of which has been indeed
promoted by minute subdivision of labour, but has not been
dire~tly dependent on it!.

Again, it is true that when a hundred sets of furniture,
or of-clothing, have to be cut out on exactly the same
pattern, it is worth while to spend great care on 80 planning
the cutting out of the boards or the cloth, that only a few
small pieces are wasted. But this is properly an economy of
skill; one planning is made to suffice for many tasks, and
therefore can be done well and carefully. We may pass then
to the economy of machinery.

§ 2. In spite of the aid which subsidiary industries can The
. II f h . h advantagesgive to sma manu actures, were many III t e same branch of a large

of trade are collected in one neighbourhoods, they are still ;~c;~;rds

placed under a great disadvantage by the growing variety theus;.ofd. • • • speClauze
and expensiveness of machinery. For III a large establish- machinery.

ment there are often many expensive machines each made
specially for one small use. Each of them requires space
in a good light, and thus stands for something considerable
in the rent and general expenses of the factory; and inde-
pendently of interest and the expense of keeping it in repair,
a heavy allowance must be made for depreciation in conse-
quence of its being probably improved upon before long3•

1 Instances are the utilization of the waste from cotton, wool, silk and other
textile materials; and of the hy-products in the metallurgical industries, in the
manufacture of soda and gas, and in the Amencan mmeraJ oil and meat packing
industries.

• See the preceding chapter, § 3.
• The average time which a machine will last before being superseded Is in

many trades not more than fifteen years, while in some it is ten years or even
less. There is often a loss on the use of a machine unless it earns every year
twenty per cent. on its cost; and when the operation performed by such a machine
costing £500 adds only a hundredth part to the value of the material that passes
through it-and this is not an extreme ca.se-there will be a loss on its use unless
It can be applied in producing at least £10,000 worth of goods annually.
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IV, XI, 2. A small manufacturer must therefore have many things done
by hand or by imperfect machinery, though he knows how to
have them done better and cheaper by special machinery, if
only he could find constant employment for it.

Advan- But next, a small manufacturer may not always be
tages with
regard to acquainted with the best machinery for his purpose. It is
theinven-
tion of true that if the industry in which he is engaged has been
~Ichi:~~.long established on a large scale, his machinery will be well

up to the mark, provided he can afford to buy the best
in the market. In agriculture and the cotton industries, for
instance, improvements in machinery are devised almost
exclusively by machine makers; and they are accessible to
all, at any rate on the payment of a royalty for patent right.
But this is not the case in industries that are as yet in an
early stage of development or are rapidly changing their
form; such as the chemical industries, the watchmaking
industry and some branches of the jute and silk manufac-
tures; and in a host of trades that are constantly springing
up to supply some new want or to work up some new
material.

In all such trades new machinery and new processes are
for the greater part devised by manufacturers for their own
use. Each new departure is an experiment which may fail;
those which succeed must pay for themselves and for the
failure of others; and though a small manufacturer may think
he sees his way to an improvement, he must reckon on having
to work it out tentatively, at considerable risk and expense
and with much interruption to his other work: and even if he
should be able to perfect it, he is not likely to be able to make
the most of it. For instance, he may have devised a new
speciality, which would get a large sale if it could be brought
under general notice: but to do this would perhaps cost
many thousand pounds; and, if so, he will probably have to
turn his back on it. For it is almost impossible for him to
discharge, what Roscher calls a characteristic task of the
modern manufacturer, that of creating new wants by showing
people something which they had never thought of having
before; but which they want to have as soon as the notion
is suggested to them: in the pottery trade for example the

The small
manufac-
turer
cannot
often
afford to
expen·
ment.
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small manufacturer cannot afford even to make experiments IV, n, 2.

with new patterns and designs except in a very tentative
way. His chance is better with regard to an improvement
in making things for which there is already a good market.
But even here he cannot get the full benefit of his invention
unless he patents it; and sells the right to U8eit; or borrows
some capital and extends his business; or lastly changes the
character of his business and devotes his capital to that
particular stage of the manufacture to which his improve-
ment applies. But after all such cases are exceptional:
the growth of machinery in variety and expensiveness presses
hard on the small manufacturer everywhere. It has already
driven him completely out of some trades and is fast driving
him out of others",

There are however some trades in which the advantages But in

which a large factory derives from the economy of machinery :~~:s3

almost vanish as soon as a moderate size has been reached. ~~~~7a~
For instance in cotton spinning, and calico weaving, a com- sh,zecahnavet e
paratively small factory will hold its own and give constant best .

. machinery,
employment to the best known machines for every process:
so that a large factory is only several parallel smaller factories
under one roof; and indeed some cotton-spinners, when en-
larging their works, think it best to add a weaving depart-
ment. In such cases the large' business gains 'little or no
economy in machinery; and even then it generally saves
something in building, particularly as regards chimneys, and

1 In many businesses only a small percentage of improvements are patented.
They consist of many small steps, whrch it would not be worth while to patent;
one at a time. Or their chief point lies in noticing that a certain thing ought to
be done; and to patent one way of doing it, is only to set other people to work to
find out other ways of doing it against which the patent cannot guard. If one
patent is taken out, it is often necessary to "block" It, by patentmg other methods
of arrivmg at the same result; the patentee does not expect to use them hunself,
but he wants to prevent others from using them. All thrs involves worry and
loss of tune and money: and the large manufacturer prefers to keep his improve-
ment to himself and get what benefit he can by usmg it. While If the small
manufacturer takes out a patent, he is likely to be harassed by infnngements:
and even though he may win "WIth costs" the actions In which he tries to defend
himself, he is sure to be ruined by them if they are numerous, It is generally in
the public interest that an improvement should be published, even though It is at
the same time patented. But if it is patented in England and not in other
countnes, as is often the case, English manufacturers may not use it, even tbough
they were jWlt on the point of finding it out for themselves before it was patented;
whIle foreign manufacturers learn all about it and can use it freely.



282 PRODuanON ON A LARGE SCALE

IV, XI, 2. in the economy of steam power, and in the management and
repairs of engines and machinery. Large soft-goods factories
have carpenters' and mechanics' shops, which diminish the
cost of repairs, and prevent delays from accidents to the
plant-,

Advan- Akin to these last, there are a great many advantages
tal(es of
a large which a large factory, or indeed a large business of almost
~~~t'~<j,any kind, nearly always has over a small one. A large
~~~~~~tbusiness buys in great quantities and therefore cheaply;
businesses, it pays low freights and saves on carriage in many ways,
~~g~~lh~g.particularly if it has a railway siding. It often sells in large

quantities, and thus saves itself trouble; and yet at the same
time it gets a good price, because it offers conveniences to
the customer by having a large stock from which he can
select and at once fill up a varied order; while its reputation
gives him confidence. It can spend large sums on advertis-
ing by commercial travellers and in other ways; its agents
give it trustworthy information on trade and personal
matters in distant places, and its own goods advertise one
another.

The economies of highly organized buying and selling
are among the chief causes of the present tendency towards
the fusion of many businesses in the same industry or trade
into single huge aggregates;' and also of trading federations
of various kinds, including German cartels and centralized
co-operative associations. They have also always promoted
the concentration of business risks in the hands of large
capitalists who put out the work to be done by smaller
men'',

1 n is a remarkable fact that cotton and some other textile factories fonn an
exception to the general rule that the capital required per head of the workers 18

generally greater in a large factory than in a small one. The reason is that In

most other businesses the large factory has many things done by expensive
machines which are done by hand in a small factory; so that while the wages
bill is less in proportion to the output in a large factory than in a small one, tIle
value of the machinery and the factory space occupied by the machinery is much
greater, But in the simpler branches of the textile trades, small works have the
same machmery as large works have; and since small steam-engines, etc. are
proportionately more expensive than large ones, they require a greater fixed
capital In proportion to their output than larger factories do; and they are hkely
to require a floating capital also rather greater in proportion.

• See below IV. XII. 3.
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§ 3. Next, with regard to the economy of skill. Every- IV, XI, 3.

thing that has been said with regard to the advantages Ad;:~

which a large establishment has in being able to afford ~a~~~~f

hig~y special~e? mac~inery applies e~ually with regard ~:~~:!sas

to highly specialized skill. It can contrive to keep each of sk~cialtzed

its employees constantly engaged in the most difficult work sill,

of which he is capable, and yet so to narrow the range of his
work that he can attain that facility and excellence which
come from long-continued practice. But enough has already
been said on the advantage of division of labour: and we
may pass to an important though indirect advantage which
a manufacturer derives from having a great many men in
his employment.

The large manufacturer has a much better chance than the

11 h f bti h ld f . h . 1selectiona sma one as, 0 ge tmg 0 0 men Wit exceptions of leading

natural abilities, to do the most difficult part of his work- men, etc.

that on which the reputation of his establishment chiefly
depends. This is occasionally important as regards mere
handiwork in trades which require much taste and originality,
as for instance that of a house decorator, and in those which
require exceptionally fine workmanship, as for instance that
of a manufacturer of delicate mechanism". But in most
businesses its chief importance lies in the facilities which
it gives to the employer for the selection of able and tried
men, men whom he trusts and who trust him, to be his
foremen and heads of departments. We are thus brought
to the central problem of the modern organization of in-
dustry, viz. that which relates to the advantages and
disadvantages of the subdivision of the work of business
management.

1 Thus Boulton writing in 1770 when he had 700 or 800 persons employed
a8 metallic artists and workers in tortoiseshell, stones, glass, and enamel, says:-
"I have trained up many, and am training up more, plain country lads into good
workmen; and wherever I find indications of skill and ability, I encourage them.
I have likewise established correspondence with almost every mercantile town in
Europe, and am thus regularly supplied with orders for the grosser articles in

common demand, by which I am enabled to employ such a number of hands as to
provide me with an ample choice of artists for the finer branches of work: and I
am thus encouraged to erect and employ a more extensive apparatus than it would
be prudent to employ for the production of the finer articles only." Snules' Lif'
of BovlIott, p. 128.
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IV, XI, 4. § 4. The head of a large business can reserve all his
Theaub- strength for the broadest and most fundamental problems of
~:"ft:;>n his trade: he must indeed assure himself that his managers,::::j~! clerks and foremen are the right men for their work, and are
manage- doing their work well; but beyond this he need not trouble
~:~tages himself much about details. He can keep his mind fresh
~a~~_large and clear for thinking out the most difficult and vital pro-
facturer ; blems of his business; for studying the broader movements

of the markets, the yet undeveloped results of current events
at home and abroad; and for contriving how to improve the
organization of the internal and external relations of his
business.

For much of this work the small employer has not the
time if he has the ability; he cannot take so broad a survey
of his trade, or look so far ahead; he must often be content
to follow the lead of others. And he must spend much of
his time on work that is below him; for if he is to succeed
at all, his mind must be in some respects of a high quality,
and must have a good deal of originating and organizing
force; and yet he must do much routine work.

On the other hand the small employer has advantages
of his own. The master's eye is everywhere; there is no
shirking by his foremen or workmen, no divided responsibility,
no sending half-understood messages backwards and forwards
from one department to another. He saves much of the
book-keeping, and nearly all of the cumbrous system of
checks that are necessary in the business of a large firm;
and the gain from this source is of very great importance
in trades which use the more valuable metals and other
expensive materials.

And though he must always remain at a great disadvan-
tage in getting information and in making experiments, yet
in this matter the general course of progress is on his side.
For External economies are constantly growing in importance
relatively to Internal in all matters of Trade-knowledge:
newspapers, and trade and technical publications of all kinds
are perpetually scouting for him and bringing him much
of the knowledge he wants-knowledge which a little while
ago would have been beyond the reach of anyone who

those of
the small
manu-
facturer.
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could not afford to have well-pmd agents in many distant IV, XI, 5.
places. Again, it is to his interest also that the secrecy of
business is on the whole diminishing, and that the most
important improvements in method seldom remain secret for
long after they have passed from the experimental stage. It
is to his advantage that changes in manufacture depend less
on mere rules of thumb and more on broad developments of
scientific principle; and that many of these are made by
students in the pursuit of knowledge for its own sake, and
are promptly published in the general interest. Although
therefore the small manufacturer can seldom be in the front
of the race of progress, he need not be far from it, if he has
the time and the ability for availing himself of the modern
facilities for obtaining knowledge. But it is true that he
must be exceptionally strong if he can do this without neg-
lecting the minor but necessary details of the business.

§ 5. In agriculture and other trades in which a man Rapid
. . bv i . h I f growthgams no very great new econormes y mcreasmg t e sea e 0 of firms

his production, it often happens that a business remains of ~~a~~e

about the same sizefor many years, if not for many generations. which offer

But it is otherwise in trades in which a large business can :;:~~mics

command very important advantages, which are beyond the !fo~~~~·
reach of a small business. A new man, working his way large scale.

Upin such a trade, has to set his energy and flexibility, his
industry and care for small details, against the broader
economies of his rivals with their larger capital, their higher
specialization of machinery and labour, and their larger trade
connection. 1£ then he can double his production, and sell
at anything like his old rate, he will have more than doubled
his profits. This will raise his credit with bankers and other
shrewd lenders; and will enable him to increase his business
further, and to attain yet further economies, and yet higher
profits: and this again will increase his business and so on.
It seems at first that no point is marked out at which he
need stop. And it is true that, if, as his business increased,
his faculties adapted themselves to his larger sphere, as they
had done to his smaller; if he retained his originality, and
versatility and power of initiation, his perseverance, his tact
and his good luck for very many years together; he might
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IV, %I, 5. then gather into his hands the whole volume of production in
his branch of trade for his district. And if his goods were
not very difficult of transport, nor of marketing, he might
extend this district very wide, and attain something like a
limited monopoly; that is, of a monopoly limited by the con-
sideration that a very high price would bring rival producers
into the field.

But long before this end is reached, his progress is likely
to be arrested by the decay, if not of his faculties, yet of his
liking for energetic work. The rise of his firm may be pro-
longed if he can hand down his business to a successor almost
as energetic as himsel£1. But the continued very rapid
growth of his firm requires the presence of two conditions
which are seldom combined in the same industry. There
are many trades in which an individual producer could secure
much increased" internal" economies by a great increase of
his output; and there are many in which he could market that
output easily; yet there are few in which he could do both.
And this is not an accidental, but almost a necessary result.

Wb~re . For in most of those trades in which the economies of
mar ..etmg
IS easy, the production on a large scale are of first-rate importance,
economies keti . diffi I Th db'of produc- mar etmg IS 1 cu t. ere are, no ou t, Important ex-
f!~eO~~e ceptions. A producer may, for instance, obtain access to the
aremotstly whole of a large market in the case of goods which are so
open 0
firms of simple and uniform that they can be sold wholesale in vast
moderate • • B d f hi ki d d
SIze. quantities. ut, most goo sot IS n are raw pro uce;

and nearly all the rest are plain and common, such as steel
rails or calico; and their production can be reduced to
routine, for the very reason that they are plain and common.
Therefore in the industries which produce them, no firm
can hold its own at all unless equipped with expensive
appliances of nearly the latest type for its main work;
while subordinate operations can be performed by sub-
sidiary industries; and in short there remains no very great
difference between the economies available by a large and by
a very large firm; and the tendency of large firms to drive
out small ones has already gone so far as to exhaust most

1 Means to this end and their practical limitations are discussed in the latter
half of the following chapter.
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of the strength of those forces by which it was originally IV, xr, 6.

promoted.
But many commodities with regard to which the tendency But in

to increasing return acts strongly are, more or less, specialities' speckIaltlties• mar e mg
some of them aim at creating a new want, or at meeting ia difllcult;

an old want in a new way. Some of them are adapted to
special tastes, and can never have a very large market; and
some have merits that are not easily tested, and must win
their way to general favour slowly. In all such cases the
sales of each business are limited, more or less according to
circumstances, to the particular market which it has slowly
and expensively acquired; and though the production itself
might be economically increased very fast, the sale could
not.

Lastly, the very conditions of an industry which enable a Causes

fi .. kl d . f whichnew rm to attain qUlC y comman over new economies 0 enable

production, render that firm liable to be supplanted quickly ~~l~e

by still younger firms with yet newer methods. Especially ~~t~l~ly,

where the powerful economies of production on a large scale hasten
. d . h h f liances" d their fall.are aSSOCIate Wit t e use 0 new app ances an new

methods, a firm which has lost the exceptional energy which
enabled it to rise, is likely ere long quickly to decay; and the
full life of a large firm seldom lasts very long.

§ 6. The advantages which a large business has over Advan-
11 .. uf b tages ofa sma one are conspICUOUSIn man acture, eeause, as we large

have noticed, it has special facilities for concentrating a great ~~~l~;::es

deal of work in a small area. But there is a strong tendency kinds,

for large establishments to drive out small ones in many
other industries. In particular the retail trade is being
transformed, the small shopkeeper is losing ground daily.

Let us look at the advantages which a large retail shop In retail

t has i . ith . 11 . hb T trade theyor s ore as In competing WI Its sma er neig ours. 0 are on the

begin with, it can obviously buy on better terms, it can get increase

its goods carried more cheaply, and can offer a larger variety
to meet the taste of customers. Next, it has a great economy
of skill: the small shopkeeper, like the small manufacturer,
must spend much of his time in routine work that requires
no judgment: whereas the head of a large establishment,
and even in some easee his chief assistants, spend their whole
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IV, XI, 6. time in using their judgment. Until lately these advantages
have been generally outweighed by the greater facilities
which the small shopkeeper has for bringing his goods to
the door of his customers; for humouring their several
tastes; and for knowing enough of them individually to be
able safely to lend them capital, in the form of selling them
goods on credit.

But within recent years there have been many changes
all telling on the side of large establishments. The habit of
buying on credit is passing away; and the personal relations
between shopkeeper and customer are becoming more distant.
The first change is a great step forwards: the second is on
some accounts to be regretted, but not on all; for it is partly
due to the fact that the increase of true self-respect among
the wealthier classes is making them no longer care for the
subservient personal attentions they used to require. Again,
the growing value of time makes people less willing than
they were to spend several hours in shopping; they now
often prefer to spend a few minutes in writing out a long
list of orders from a varied and detailed price-list; and this
they are enabled to do easily by the growing facilities for
ordering and receiving parcels by post and in other ways.
And when they do go shopping, tramcars and local trains are
often at hand to take them easily and cheaply to the large
central shops of a neighbouring town. All these changes
render it more difficult than it was for the small shopkeeper
to hold his own even in the provision trade, and others ill

which no great variety of stock is required.
!'lid th~ But in many trades the ever-growing variety of commo-
rnereasmg diti d h id h f f hi hi h dvanetyof ties, an t ose rapl c anges 0 as on w lC now exten
~~!~':n~ntheir baneful influence through almost every rank of society,
demand. weight the balance even more heavily against the small

dealer, for he cannot keep a sufficient stock to offer much
variety of choice, and if he tries to follow any movement of
fashion closely, a larger proportion of his stock will be left
stranded by the receding tide than in the case of a large
shopkeeper. Again, in some branches of the clothing and
furniture and other trades the increasing cheapness of
machine-made goods is leading people to buy ready-made

owinll to
the growth
of cash
payments
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things from a large store instead of having them made to IV, XI, 7.

order by some small maker and dealer in their neighbour-
hood. Again, the large shopkeeper, not content with re-
ceiving travellers from the manufacturers, makes tours either
himself or by his agent in the most important manufacturing
districts at home and abroad; and he thus often dispenses
with middlemen between him and the manufacturer. A tailor
with moderate capital shows his customers specimens of
many hundreds of the newest cloths, and perhaps orders
by telegraph the selected cloth to be sent by parcels' post.
Again, ladies often buy their materials direct from the
manufacturer, and get them made up by dressmakers who
have scarcely any capital. Small shopkeepers seem likely
always to retain some hold of the minor repairing trades:
and they keep their own fairly well in the sale of perishable
food, especially to the working classes, partly in consequence
of their being able to sell goods on credit and to collect
small debts. In many trades however a firm with a large
capital prefers having many small shops to one large one.
Buying, and whatever production is desirable, is concentrated
under a central management; and exceptional demands are
met from a central reserve, so that each branch has large
resources, without the expense of keeping a large stock.
The branch manager has nothing to divert his attention
from his customers; and, if an active man, with direct
interest in the success of his branch, may prove himself
a formidable rival to the small shopkeeper; as has been
shown in many trades connected with clothing and food.

§ 7. We may next consider those industries whose geo- The.

graphical position is determined by the nature of their work. ~:a7e:g
Country carriers and a few cabmen are almost the only

survivals of small industry in the carrying trade. Railways
and tramways are constantly increasing in size, and the
capital required to work them is increasing at an even
greater rate. The growing intricacy and variety of com-
merce is adding to the advantages whiCh a large fleet of
ships under one management derives from its power of
delivering goods promptly, and without breach of responsi-
bility, in many different ports; and as regards the vessels

M. 19
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IV, D, 7. themselves time is on the side of large ships, especially in the
passenger trade-. As a consequence the arguments in favour
of the State's undertaking business are stronger in some
branches of the carrying trade than in any other, except the
allied undertakings of carrying away refuse. and bringing in
water, gas, etc.2

Mines and The contest between large and small mines and quarries
quarries. has not so clearly marked a tendency. The history of the

State management of mines is full of very dark shadows;
for the business of mining depends too much on the probity
of its managers and their energy and judgment in matters of
detail as well as of general principle, to be well managed by
State officials: and for the same reason the small mine or
quarry may fairly be expected, other things being equal, to
hold its own against the large one. But in some cases the
cost of deep shafts, of machinery and of establishing means
of communication, are too great to be borne by any but a
very large business.

The In agriculture there is not much division of labour, and
=c~ture there is no production on a very large scale; for a so-called
isdeferred, "large farm" does not employ a tenth part of the labour

which is collected in a factory of moderate dimensions. This
is partly due to natural causes, to the changes of the seasons
and to the difficulty of concentrating a great deal of labour in
anyone place; but it is partly also due to causes connected
with varieties of land tenure. And it will be best to post-
pone discussion of all of them till we come to study demand
and supply in relation to land in the sixth Book.

I A ship's carrying power varies as the cube of her dimensions, while the
resistance offered by the water increases only a little faster than the square of
her dimensions; so that a latge ship requires less coal in proportion to its
tonnage than a small one. It also requires less labour, especially that of navi-
gation: while to passengers it offers greater safety and comfort, more choice
01 company and better professional attendance. In short, the small ship bas no
chance of competing with the large ship between ports which large ships can
easily enter, and between which the traffic is sufficient to enable them to fill
up quickly.

• It is characteristic /If the great economic change of the last hundred years that
when the first railway bills were passed, provision was made for allowing private
individuals to run their own conveyances on them, just as they do on a highway
or a. <:anal; and now we lind it.llillicult. to imagine how llOOplecould have expected,
as they cert.ainly did, that this plan would prove a. practicable one..



CHAPTER XII.

INDUSTRIAL ORGANIZATION, CONTINUED. BUSINESS
MANAGEMENT.

§ 1. HITHERTOwe have been considering the work of IV,XII, 1.

management chiefly in regard to the operations of a manu- Problems

facturing or other business employing a good deal of manual ~l~.

labour. But we now have to consider more carefully the
variety of the functions which business men discharge; the
manner in which they are distributed among the heads
of a large business, and again between different classes of
business which co-operate in allied branches of production
and marketing. And incidentally we have to inquire. how
it occurs that, though in manufacturing at least nearly every
individual business, so long as it is well managed, tends to
become stronger the larger it has grown; and though prima
facie we might therefore expect to see large firms driving
their- smaller rivals completely out of many branches of
industry, yet they do not in fact do so.

"Business" is taken here broadly to include all provision
for the wants of others which is made in the expectation of
payment direct or indirect from those who are to be benefited.
It is thus contrasted with the provision for his wants which
each one makes for himself, and with those kindly services
which are prompted by friendship and family affection.

The primitive handicraftsman managed his whole business T~e ..
f hi lf b . hi . h f . pnuutlveor mse ; ut since IScustomers were WIt ew exceptions handi-

his immediate neighbours, since he required very little capital, ~~~an

since the plan of production was arranged for him by custom, ~~~i'e
and since he had no labour to superintend outside of his own consumer

household, these tasks did not involve any very great mental
strain. He was far from enjoying unbroken prosperity; war

19-2
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IV, xu, 1. and scarcity were constantly pressing on him and his neigh-
bours, hindering his work and stopping their demand for his
wares. But he was inclined to take good and evil fortune,
like sunshine and rain, as things beyond his control: his
fingers worked on, but his brain was seldom weary.

and 80 do Even in modern England we find now and then a village
ilie~~~ed artisan who adheres to primitive methods, and makes things
professions hi t fit hi . hb . hinow. on IS own accoun or sa e a IS neig ours; managmg IS

own business and undertaking all its risks. But such cases
are rare: the most striking instances of an adherence to old-
fashioned methods of business are supplied by the learned
professions; for a physician or a solicitor manages as a rule
his own business and does all its work. This plan is not
without its disadvantages: much valuable activity is wasted
or turned to but slight account by some professional men of
first-rate ability, who have not the special aptitude required
for obtaining a business connection; they would be better
paid, would lead happier lives, and would do more good ser-
vice for the world if their work could be arranged for them
by some sort of a middleman. But yet on the whole things
are probably best as they are: there are sound reasons behind
the popular instinct which distrusts the intrusion of the
middleman in the supply of those services which require
the highest and most delicate mental qualities, and which
can have their full value only where there is complete
personal confidence.

English solicitors however act, if not as employers or
undertakers, yet as agents for hiring that branch of the legal
profession which ranks highest, and whose work involves the
hardest mental strain. Again, many of the best instructors
of youth sell their services, not directly to the consumer,
but to the governing body of a college or school, or to a head
master, who arranges for their purchase: the employer sup-
plies to the teacher a market for his labour; and is supposed
to give to the purchaser, who may not be a good judge him-
self, some sort of guarantee as to the quality of the teaching
supplied.

Again, artists of every kind, however eminent, often find
it to their advantage to employ someone else to arrange for

Hut
there are
exceptions
even here.
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them with customers; while those of less established repute IV, XII,

are sometimes dependent for their living on capitalist traders, 2,3.

who are not themselves artists, but who understand how to
sell artistic work to the best advantage.

§ 2. But in the greater part of the business of the modern In most

world the task of so directing production that a given effort ~b;;messes
may be most effective in supplying human wants has to be Bervic~lofa specia
broken up and given into the hands of a specialized body of class of

• under-employers, or to use a more general term, of business men. takers

They "ad venture" or "undertake" its risks; they bring intervene.

together the capital and the labour required for the work;
they arrange or "engineer" its general plan, and superintend
its minor details. Looking at business men from one point
of view we may regard them as a highly skilled industrial
grade, from another as middlemen intervening between the
manual worker and the consumer.

There are some kinds of business men who undertake
great risks, and exercise a large influence over the welfare
both of the producers and of the consumers of the wares in
which they deal, but who are not to any considerable extent
direct employers of labour. The extreme type of these is
the dealer on the stock exchange or the produce markets,
whose daily purchases and sales are of vast dimensions, and
who yet has neither factory nor warehouse, but at most an
office with a few clerks in it. The good and the evil effects
of the action of speculators such as these are however very
complex; and we may give our attention at present to those
forms of business in which administration counts for most
and the subtler forms of speculation for least. Let us then
take some illustrations of the more common types of business,
and watch the relations in which the undertaking of risks
stands to the rest of the work of the business man.

§ 3. The building trade will serve our purpose well, I!lustra-

rtl b it dh . . .. tion frompa y ecause 1 a eres III some respects to primitive house-

methods of business. Late in the Middle Ages it was quite building.

common for a private person to build a house for himself
without the aid of a master builder; and the habit is not
even now altogether extinct. A person who undertakes his
own building must hire separately all his workmen, he must
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watch them and check their demands for payment; he must
buy his materials from many quarters, and he must hire, or
dispense with the use of, expensive machinery. He probably
pays more than the current wages; but here others gain what
he loses. There is however great waste in the time he spends
in bargaining with the men and testing and directing their
work by his imperfect knowledge; and again in the time that
he spends in finding out what kinds and quantities he wants
of different materials, and where to get them best, and so on.
This waste is avoided by that division of labour which assigns
to the professional builder the task of superintending details,
and to the professional architect the task of drawing plans.

The division of labour is often carried still further when
houses are built not at the expense of those who are to live
in them, but as a building speculation. When this is done
on a large scale, as for instance in opening out a new suburb,
the stakes at issue are so large 8S to offer an attractive field
to powerful capitalists with a very high order of general
business ability, but perhaps with not much technical know-
ledge of the building trade. They rely on their own judgment
for the decision as to what are likely to be the coming rela-
tions of demand and supply for different kinds of houses; but
they entrust to others the management of details. They
employ architects and surveyors to make plans in accordance
with their general directions; and then enter into contracts
with professional builders for carrying them out. But they
themselves undertake the chief risks of the business, and
control its general direction.

§ 4. It is well known that this division of responsibility
prevailed in the woollen trade just before the beginning
of the era of large factories: the more speculative work and
the broader risks of buying and selling being taken over
by the undertakers, who were not themselves employers of
labour; while the detailed work of superintendence and the
narrower risks of carrying out definite contracts were handed
over to small masteret. This plan is still extensively followed
in some branches of the textile trades, especially those in
which the difficulty of forecasting the future is very great.

1 Compare Appendix A, 13.
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Manchester warehousemen give themselves to studying the IV, XII, 4.

movements of fashion, the markets for raw materials, the
general state of trade, of the money market and of politics,
and all other causes that are likely to influence the prices of
different kinds of goods during the coming season; and after
employing, if necessary, skilled designers to carry out their
ideas (just as the building speculator in the previous case
employed architects), they give out to manufacturers in
different parts of the world contracts for making the goods
on which they have determined to risk their capital.

In the clothing trades especially we see a revival of what !n ho~
has been called the "house industry," which prevailed long industries;

ago in the textile industries; that is, the system in which
large undertakers give out work to be done in cottages and
very small workshops to persons who work alone or with the
aid of some members of their family, or who perhaps employ
two or three hired assistants-. In remote villages in almost
every county of England agents of large undertakers come
round to give out to the cottagers partially prepared mate-
rials for goods of all sorts, but especially clothes such as
shirts and collars and gloves; and take back with them the
finished goods. It is however in the great capital cities of
the world, and in other large towns, especially old towns,
where there is a great deal of unskilled and unorganized
labour, with a somewhat low physique and morale, that
the system is most fully developed, especially in the cloth-
ing trades, which employ two hundred thousand people in
London alone, and in the cheap furniture trades. There is
a continual contest between the factory and the domestic
system, now one gaining ground and now the other: for

1 German economists call this "factory like" (fabrikmiissig) house industry,
as distinguished from the "national" house industry, which uses the intervals
of other work (especially the winter interruptions of agriculture) for subsidiary
work in making textile and other goods. (See SchOnberg on Gewerbe in his
Handbuch.) Domestic workers of this last class were common all over Europe
in the Middle Ages but are now becoming rare except in the mountains and
m eastern Europe. They are not always well advised in their choice of work;
and much of what they make could be made better with far less labour in
factories, 80 that it cannot be sold profitably in the open market: but for the most
part they make for their own or their neighbours' use, and thus save the profits
of a series of middlemen. Compare Survival of domestic industries by Gonner in
the Ec_ic Joumal, VoL n.
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IV, xrr, 4. instance just at present the growing use of sewing machines
worked by steam power is strengthening the position of the
factories in the boot trade; while factories and workshops
are getting an increased hold of the tailoring trade. On the
other hand the hosiery trade is being tempted back to the
dwelling-house by recent improvements in hand knitting
machines; and it is possible that new methods of distri-
buting power by gas and petroleum and electric engines
may exercise a like influence on many other industries.

Or there may be a movement towards intermediate plans,
similar to those which are largely followed in the Sheffield
trades. Many cutlery firms for instance put out grinding
and other parts of their work, at piece-work prices, to
working men who rent the steam power which they require,
either from the firm from whom they take their contract
or from someone else: these workmen sometimes employing
others to help them, sometimes working alone.

in the Again, the foreign merchant very often has no ships of his
shipping
trade; own, but gives his mind to studying the course of trade, and

undertakes himself its chief risks; while he gets his carrying
done for him by men who require more administrative ability,
but need not have the same power of forecasting the subtler
movements of trade; though it is true that as purchasers of
ships they have great and difficult trade risks of their own.

anddin the Again, the broader risks of publishing a book are borne by
pro ucnon
of books the publisher, perhaps in company with the author; while
etc. the printer is the employer of labour and supplies the

expensive types and machinery required for the business.
And a somewhat similar plan is adopted in many branches
of the metal trades, and of those which supply furniture,
clothing, etc.

TWsplan Thus there are many ways in which those who undertake
hasadvan-
tsges; the chief risks of buying and selling may avoid the trouble

of housing and superintending those who work for them.
They all have their advantages; and when the workers are
men of strong character, as at Sheffield, the results are on

but is the whole not unsatisfactory. But unfortunately it is often
liable to
abuse, the weakest class of workers, those with the least resource

and the least self-control who drift into work of this kind.

in Sheffield
trades;
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The elasticity of the system which recommends it to the IV, xu,5.

undertaker, is really the means of enabling him to exercise, if
he chooses, an undesirable pressure on those who do his work.

For while the success of a factory depends in a great
measure on its having a set of operatives who adhere steadily
to it, the capitalist who gives out work to be done at home
has an interest in retaining a great many persons on his
books; he is tempted to give each of them a little employ-
ment occasionally and play them off one against another;
and this he can easily do because they do not know one
another, and cannot arrange concerted action.

§ 5. When the profits of business are under discussion Sev~ral
h II t d . I" d . h h distinct,t ey are genera y connec e m peop e s min s WIt t e functions

employer of labour: "the employer" is often taken as a b~~~d~-
term practically coextensive with the receiver of business °bnehhandd 1y t e i ea
profits. But the instances which we have just considered manu-

uffi . ill t h h h h . d facturer:are SCIent to 1 ustra e t e trut t at t e superinten ence
of labour is but one side, and often not the most important
side of business work; and that the employer who undertakes
the whole risks of his business really performs two entirely
distinct services on behalf of the community, and requires
a twofold ability.

To return to a class of considerations already noticed the

(IV. XI. 4 and 5), the manufacturer who makes goods not ~~~l~~

to meet special orders but for the general market, must, in m hun.

his first role as merchant and organizer of production, have
a thorough knowledge of things in his own trade. He must
have the power of forecasting the broad movements of pro-
duction and consumption, of seeing where there is an oppor-
tunity for supplying a new commodity that will meet a real
want or improving the plan of producing an old commodity.
He must be able to judge cautiously and undertake risks
boldly; and he must of course understand the materials and
machinery used in his trade.

But secondly in this role of employer he must be a natural
leader of men. He must have a power of first choosing his
assistants rightly and then trusting them fully; of interesting
them in the business and of getting them to trust him, so as
to bring out whatever enterprise and power of origination
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IV, XIl, 6. there is in them; while he himself exercises a. general control
over everything, and preserves order and unity in the main
plan of the business.

The abilities required to make an ideal employer are
so great and so numerous that very few persons can exhibit
them all in a very high degree. Their relative importance
however varies with the nature of the industry and the size
of the business; and while one employer excels in one set of
qualities, another excels in another; scarcely any two owe
their success to exactly the same combination of advantages.
Some men make their way by the use of none but noble
qualities, while others owe their prosperity to qualities in
which there is very little that is really admirable except
sagacity and strength of purpose.

Tbesupply Such then being the general nature of the work of
of business • h· . h
abili~ymay business management, we ave next to inquire w at op-
~~~din portunities different classes of people have of developing
~~~eU;~on business ability; and, when they have obtained that, what

b
f01'I!lSof opportunities they have of getting command over the capital
usmess

manage- required to give it scope. We may thus come a little closer
ment, to the problem stated at the beginning of the chapter, and

examine the course of development of a business firm during
several consecutive generations. And this inquiry may con-
veniently be combined with some examination of the different
forms of business management. Hitherto we have considered
almost exclusively that form in which the whole responsi-
bility and control rests in the hands of a single individual.
But this form is yielding ground to others in which the
supreme authority is distributed among several partners
or even a great number of shareholders. Private firms and
joint-stock companies, co-operative societies and public cor-
porations are taking a constantly increasing share in the
management of business; and one chief reason of this is
that they offer an attractive field to people who have good
business abilities, but have not inherited any great business
opportunities.

Thes?n of § 6. It is obvious that the son of a man already esta-
R business bli h d i b . . h dman has a IS e in usmess starts WIt very great a vantages over
good start. others. He has from his youth up special facilities for
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obtaining the knowledge and developing the faculties that are IV,:m, 6.
required in the management of his father's business: he learns
quietly and almost unconsciously about men and manners in
his father's trade and in those from which that trade buys
and to which it sells; he gets to know the relative import-
ance and the real significance of the various problems and
anxieties which occupy his father's mind: and he acquires a
technical knowledge of the processes and the machinery of
the trade-, Some of what he learns will be applicable only
to his father's trade; but the greater part will be serviceable
in any trade that is in any way allied with that; while
those general faculties of judgment and resource, of enter-
prise and caution, of firmness and courtesy, which are trained
by association with those who control the larger issues of
anyone trade, will go a long way towards fitting him for
managing almost any other trade. Further, the sons of
successful business men start with more material capital
than almost anyone else except those who by nurture and
education are likely to be disinclined for business and
unfitted for it: and if they continue their fathers' work,
they have also the vantage ground of established trade
connections.

It would therefore at first sight seem likelv that business But

men should constitute a sort of caste; dividing out among ::::s
their sons the chief posts of command, and founding ~oct.!:;n

hereditary dynasties, which should rule certain branches of ~h:use
trade for many generations together. But the actual state abihties

f hinzs i diff F h h h and tasteso t gs 18 very erent. or w en a man as got toget er are not

a great business, his descendants often fail, in spite of their ~:fted;
great advantages, to develop the high abilities and the
special turn of mind and temperament required for carrying
it on with equal success. He himself was probably brought
up by parents of strong earnest character; and was educated
by their personal influence and by struggle with difficulties
in early life. But his children, at all events if they were

1 We have already noticed how almost the only perfect apprenticeships of
modem times are those of the sons of manufacturers, who practise almost every
important operation that is carried on in the works sufficiently to be able in after
years to enter into the difficulties of all their employees and fonn a fair judgmen t
on their work.
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The
method of
private
partner-
ship,

IV, XII, 7. born after he became rich, and in any case his grandchildren,
are perhaps left a good deal to the care of domestic servants
who are not of the same strong fibre as the parents by whose
influence he was educated. And while his highest ambition
was probably success in business, they are likely to be at
least equally anxious for social or academic distinction",

For a time indeed all may go well. His sons find a
firmly established trade connection, and what is perhaps
even more important, a well-chosen staff of subordinates
with a generous interest in the business. By mere assiduity
and caution, availing themselves of the traditions of the firm,
they may hold together for a long time. But when a full
generation has passed, when the old traditions are no longer
a safe guide, and when the bonds that held together the
old staff have been dissolved, then the business almost
invariably falls to pieces unless it is practically handed over
to the management of new men who have meanwhile risen
to partnership in the firm.

and after a But in most cases his descendants arrive at this result by
time new h Th f b dant i .bloodmust as orter route. ey pre er an a un ant income coming to
:: ~;:,~: them without effort on their part, to one which though twice
method. as large could be earned only by incessant toil and anxiety;

and they sell the business to private persons or a joint-stock
company; or they become sleeping partners in it; that is
sharing in its risks and in its profits, but not taking part in
its management: in either case the active control over their
capital falls chiefly into the hands of new men.

§ 7. The oldest and simplest plan for renovating the
energies of a business is that of taking into partnership some
of its ablest employees. The autocratic owner and manager
of a large manufacturing or trading concern finds that, as
years go on, he has to delegate more and more responsibility

1 Until lately there has ever been in England a kind of antagonism between
academic studies and business. This is now being diminished by the broadening
of the spirit of our great universities, and by the growth of colleges in our chief
business centres. The sons of business men when sent to the universities do
not learn to despise their fathers' trades as often as they used to do even a
generation ago. Many of them indeed are drawn away from business by the
desire to extend the boundaries of knowledge. But the higher forms of mental
activity, those which are constructive and not merely critical, tend to promote "
just appreciation of the nobility of business work rightly done.
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to his chief subordinates; partly because the work to be IV, XlL 8.

done is growing heavier, and partly because his own strength
is becoming less than it was. He still exercises a supreme
control, but much must depend on their energy and probity:
so, if his sons are not old enough, or for any other reason are
not ready to take part of the burden off his shoulders, he
decides to take one of his trusted assistants into partnership:
he thus lightens his own labours, at the same time that he
secures that the task of his life will be carried on by those
whose habits he has moulded, and for whom he has perhaps
acquired something like a fatherly aflection-.

But there are now, and there always have been, private
partnerships on more equal terms, two or more people of
about equal wealth and ability combining their resources
for a large and difficult undertaking. In such cases there is
often a distinct partition of the work of management: in
manufactures for instance one partner will sometimes give
himselfalmost exclusively to the work of buying raw material
and selling the finished product, while the other is respon-
sible for the management of the factory: and in a trading
establishment one partner will control the wholesale and the
other the retail department. In these and other ways private
partnership is capable of adapting itself to a great variety
of problems: it is very strong and very elastic; it has
played a great part in the past, and it is full of vitality
now.

§ 8. But from the end of the Middle Ages to the present The
. h' method oftime t ere has been In some classes of trades a movement joint-stock

towards the substitution of public joint-stock companies, companies.

the shares of which can be sold to anybody in the open
market, for private companies, the shares in which are not
transferable without the leave of all concerned. The effect
of this change has been to induce people, many of whom

I Much of the happiest romance of life, much that is most pleasant to dwell
upon in the social history of England from the Middle Ages up to our own day is
connected with the story of private partnerships of this class. Many a youth has
been stimulated to a brave career by the influence of ballads and tales which
narrate the difficulties and the ultimate triumph of the faithful apprentice, who
has at length been taken into partnership, perhaps on marrying Ius employer's
daughter. There are no inlluences on national character more far-reaching than
those which thus give shape to the aims of aspiring youth.
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IV, XII, 9. have no special knowledge of trade, to give their capital into
the hands of others employed by them: and there has thus
arisen a new distribution of the various parts of the work of
business management.

The ultimate undertakers of the risks incurred by a joint-
stock company are the shareholders; but as a rule they do
not take much active part in engineering the business and
controlling its general policy; and they take no part in
superintending its details. After the business has once got
out of the hands of its original promoters, the control of it is
left chiefly in the hands of Directors; who, if the company is
a very large one, probably own but a very small proportion of
its shares, while the greater part of them have not much
technical knowledge of the work to be done. They are not
generally expected to give their whole time to it; but they
are supposed to bring wide general knowledge and sound
judgment to bear on the broader problems of its policy; and
at the same time to make sure that the" Managers" of the

~ho 8U
d
P

h
er-company are doing their work thoroughly', To the Managers

mten t e •
details. and their assistants IS left a great part of the work of engi-

neering the business, and the whole of the work of superin-
tending it: but they are not required to bring any capital
into it; and they are supposed to be promoted from the lower
ranks to the higher according to their zeal and ability. Since
the joint-stock companies in the United Kingdom do a very
great part of the business of all kinds that is done in the
country, they offer very large opportunities to men with
natural talents for business management, who have not
inherited any material capital, or any business connection.

'!!:;;t:r~ § 9. Joint-stock companies have great elasticity and can
the risks expand themselves without limit when the work to which

The share-
holders
undertake
theNks;

the
DIrectors
control the
Managers;

I Bagehot delighted to argue (see for instance English Constitution, ch. vn.)
that a Cabinet Minister often derives some advantage from his want of technical
knowledge of the business of his Department. For he can get infonnation on
matters of detail from the Pennanent Secretary and other officials who are under
his authority; and, while he is not likely to set his judgment agaiIlllt theirs on
matters where their knowledge gives them the advantage, his unprejudiced
common sense may well overrule the traditions of officialism in broad questions
of public policy: and in like manner the mterests of a company may possibly
sometimes be most advanced by those Directors who have the least technical
knowledge of the details of Its business.



JOINT-STOCK COMPANIES 303

they have set themselves offers a wide scope; and they are IV,:m, 9.

gaining ground in nearly all directions. But they have one cann-;-
great source of weakness in the absence of any adequate ~~d;!8
knowledge of the business on the part of the shareholders ~hether

who undertake its chief risks. It is true that the head of a ~':iness
large private firm undertakes the chief risks of the business, :~~ed.

while he entrusts many of its details to others; but his posi-
tion is secured by his power of forming a direct judgment as
to whether his subordinates serve his interests faithfully and
discreetly. If those to whom he has entrusted the buying or
selling of goods for him take commissions from those with
whom they deal, he is in a position to discover and punish
the fraud. If they show favouritism and promote incompe-
tent relations or friends of their own, or if they themselves
become idle and shirk their work, or even if they do not
fulfil the promise of exceptional ability which induced him
to give them their first lift, he can discover what is going
wrong and set it right.

But in all these matters the great body of the share- The .
h ld f .. k . f system ISo ers 0 a joint-stoc - company are, save III a ew excep- rendered

tional instances, almost powerless; though a few of the larger :~~kb~l:he
shareholders often exert themselves to find out what is going :~~ethof
on; and are thus able to exercise an effective and wise con- business

. morality.
trol over the general management of the business. I t IS

a strong proof of the marvellous growth in recent times of a
spirit of honesty and uprightness in commercial matters, that
the leading officers of great public companies yield as little as
they do to the vast temptations to fraud which lie in their
way. If they showed an eagerness to avail themselves of
opportunities for wrong-doing at all approaching that of
which we read in the commercial history of earlier civili-
zation, their wrong uses of the trusts imposed in them would
have been on so great a scale as to prevent the development
of this democratic form of business. There is every reason
to hope that the progress of trade morality will continue,
aided in the future as it has been in the past, by a diminu-
tion of trade secrecy and by increased publicity in every
form; and thus collective and democratic forms of business
management may be able to extend themselves safely in
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IV, xn, 9. many directions in which they have hitherto failed, and
may far exceed the great services they already render in
opening a large career to those who have no advantages of
birth.

Govern- The same may be said of the undertakings of Govern-
ment un- •• 1 d 1 1 h 1 h fdertakmgs. ments Impena an oca: t ey a so may ave a great uture

before them, but up to the present time the tax-payer who
undertakes the ultimate risks has not generally succeeded in
exercising an efficient control over the businesses, and in
securing officers who will do their work with as much energy
and enterprise as is shown in private establishments.

The problems of large joint-stock company administration,
as well as of Governmental business, involve however many
complex issues into which we cannot enter here. They are
urgent, because very large businesses have recently increased
fast, though perhaps not quite so fast as is commonly supposed.
The change has been brought about chiefly by the develop-
ment of processes and methods in manufacture and mining,
in transport and banking, which are beyond the reach of any
but very large capitals; and by the increase in the scope
and functions of markets, and in the technical facilities for
handling large masses of goods. The democratic element in
Governmental enterprise was at first almost wholly vivifying:
but experience shows creative ideas and experiments in
business technique, and in business organization, to be
very rare in Governmental undertakings, and not very
common in private enterprises which have drifted towards
bureaucratic methods as the result of their great age and
large size. A new danger is thus threatened by the narrow-
ing of the field of industry which is open to the vigorous
initiative of smaller businesses.

Production on the largest scale of all is to be seen chiefly
in the United States, where giant businesses, with some
touch of monopoly, are commonly called "trusts." Some of
these trusts have grown from a single root. But most of them
have been developed by the amalgamation of many indepen-
dent businesses; and a first step towards this combination
was generally an association; or "cartel" to use a German
term, of a rather loose kind.

The social
penis of
bureau-
cratic
methods.

Trusts and
cartels.
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§ 10. The system of co-operation aims at avoiding the IV,DI,lO.

evils of these two methods of business management. In co---
that ideal form of co-operative society, for which many still ~ci~ti~n
fondly hope, but which as yet has been scantily realized in In Its Ideal

Iorm
practice, a part or the whole of those shareholders who under-
take the risks of the business are themselves employed by it.
The employees, whether they contribute towards the material
capital of the business or not, have a share in its profits, and
some power of voting at the general meetings at which the
broad lines of its policy are laid down, and the officers
appointed who are to carry that policy into effect. They might

are thus the employers and masters of their own managers ~h:~tief
and foremen; they have fairly good means of judging whether ~i~~:::1
the higher work of engineering the business is conducted companies.

honestly and efficiently, and they have the best possible
opportunities for detecting any laxity or incompetence in its
detailed administration. And lastly they render unnecessary
some of the minor work of superintendence that is required
inother establishments; for their own pecuniary interests and
the pride they take in the success of their own business
make each of them averse to any shirking of work either by
himself or by his fellow-workmen.

But unfortunately the system has very great difficulties It has

f it F h b . hat it i h I difficultieso 1 s own. or uman nature emg w at It IS,t e emp oyees in the task

themselves are not always the best possible masters of their ~a~'::i~_ess
own foremen and managers; jealousies and frettings at ment,

reproof are apt to act like sand, that has got mixed with the
oil in the bearings of a great and complex machinery. The
hardest work of business management is generally that which
makes the least outward show; those who work with their
hands are apt to underrate the intensity of the strain
involved in the highest work of engineering the business, and
to grudge its being paid for at anything like as high a rate
as it could earn elsewhere. And in fact the managers of a
co-operative society seldom have the alertness, the inventive-
ness and the ready versatility of the ablest of those men who
have been selected by the struggle for survival, and who
have been trained by the free and unfettered responsi-
bility of private business. Partly for these reasons the

~ ~
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IV, XII, 10. co-operative system has seldom been carried out in its entirety;
- and its partial application has not yet attained a conspicuous

success except in retailing commodities consumed by working
men. But within the last few years more hopeful signs have
appeared of the success of bona fide productive associations,
or "co-partnerships."

Those working men indeed whose tempers are strongly
individualistic, and whose minds are concentrated almost
wholly on their own affairs, will perhaps always find their
quickest and most congenial path to material success by
commencing business as small independent" undertakers," or
by working their way upwards in a private firm or a public
company. But co-operation has a special charm for those in
whose tempers the social element is stronger, and who desire
not to separate themselves from their old comrades, but to
work among them as their leaders. Its aspirations may in
some respects be higher than its practice; but it undoubtedly
does rest in a great measure on ethical motives. The true
co-operator combines a keen business intellect with a spirit
full of an earnest faith; and some co-operative societies have
been served excellently by men of great genius both mentally
and morally-men who for the sake of the co-operative faith
that is in them, have worked with great ability and energy,
and with perfect uprightness, being all the time content with
lower pay than they could have got as business managers on
their own account or for a private firm. Men of this stamp
are more common among the officers of co-operative societies
than in other occupations; and though they are not very
common even there, yet it may be hoped that the diffusion
of a better knowledge of the true principles of co-operation,
and the increase of general education, are every day fitting a
larger number of co-operators for the complex problems of
business management.

Profit- Meanwhile many partial applications of the co-operative
Sharing.

principle are being tried' under various conditions, each of
which presents some new aspect of business management.
Thus under the scheme of Profit-Sharing, a private fum while
retaining the unfettered management of its business, pays its
employees the full market rate of wages, whether by Time

but it may
outgrow
some of
these.
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or Piece-work, and agrees in addition to divide among them IV, xn, 11

a certain share of any profits that may be made above a
fixed minimum; it being hoped that the firm will find a
material as well as a moral reward in the diminution of
friction, in the increased willingness of its employees to
go out of their way to do little things that may be of great
benefit comparatively to the firm, and lastly in attracting
to itself workers of more than average ability and in-
dustry-,

Another partially co-operative scheme is that of some Partia!Co-

Oldh -II h II .. k . operation.am cotton-mi s: t ey are rea Y joint-stoc companies:
but among their shareholders are many working men who
have a special knowledge of the trade, though they often
prefer not to be employed in the mills of which they are part
owners. And another is that of the Productive establish-
ments, owned by the main body of co-operative stores, through
their agents, the co-operative Wholesale Societies. In the
Scotch Wholesale, but not in the English, the workers, as
such, have some share in the management and in the profits
of the works.

At a later stage we shall have to study all those various
co-operative and semi-co-operative forms of business more in
detail, and to inquire into the causes of their success or
failure in different classes of business, wholesale and retail,
agricultural, manufacturing and trading. But we must not
pursue this inquiry further now. Enough has been said to Hopes for
h th h ld . I - beci b d f the futureS OW at t e wor IS on y Just egmmng to e rea y or

the higher work of the co-operative movement; and that its
many different forms may therefore be reasonably expected
to attain a larger success in the future than in the past;
and to offer excellent opportunities for working men to
practise themselves in the work of business management, to
grow into the trust and confidence of others, and gradually
rise to posts in which their business abilities will find
scope.

§ 11. In speaking of the difficulty that a working man The rise

has in rising to a post in which he can turn his business ~o;~ing
1 Compare Schloss, Methods of Industrial Remuntrali01lj and Gilman, A

dnndend to labour.

20-2
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IV, xu,11. ability to full account, the chief stress is commonly laid upon
man is not his want of capital: but this is not always his chief difficulty.:n!: For instance the co-operative distributive societies have
ns at Ilrst accumulated a vast capital, on which they find it difficult to
sight
appears, get a good rate of interest; and which they would be rejoiced
by his
want of to lend to any set of working men who could show that they
capital; had the capacity for dealing with difficult business problems.

Co-operators who have firstly a high order of business ability
and probity, and secondly the "personal capital" of a great
reputation among their fellows for these qualities, will have
no difficulty in getting command of enough material capital
for a considerable undertaking: the real difficulty is to con-
vince a sufficient number of those around them that they
have these rare qualities. And the case is not very different
when an individual endeavours to obtain from the ordinary
sources the loan of the capital required to start him in
business.

for the It is true that in almost every business there is a constant
loan-fund
is increase in the amount of capital required to make a fair~~;~=:start; but there is a much more rapid increase in the amount=~ess of capital which is owned by people who do not want to use
for employ- it themselves, and are so eager to lend it out that thev will
ment. I I d If' f-'accept a constant y ower an ower rate a interest or It.

Much of this capital passes into the hands of bankers who
promptly lend it to anyone of whose business ability and
honesty they are convinced. To say nothing of the credit
that can be got in many businesses from those who supply
the requisite raw material or stock in trade, the opportunities
for direct borrowing are now so great that a moderate increase
in the amount of capital required for a start in business is no
very serious obstacle in the way of a person who has once
got over the initial difficulty of earning a reputation for being
likely to use it well.

He is But perhaps a greater though less conspicuous hindrance
hmdered
much to the rise of the working man is the growing complexity
~~~~ of business. The head of a business has now to think of
~~,::.r;~xitymany things about which he never used to trouble himself
ness. in earlier days; and these are just the kind of difficulties

for which the training of the workshop affords the least
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preparation. Against this must be set the rapid improvement IV, xlI,ll.

of the education of the working man not only at school, but -
what is more important, in after life by newspapers, and from
the work of co-operative societies and trades-unions, and in
other ways.

About three-fourths of the whole population of England But he

belong to the wage-earning classes; and at all events when ~ircome

they are well fed, properly housed and educated, they have their ~:ultit'8.

fair share of tha.t nervous strength which is the raw material
of business ability. Without going out of their way they are
all consciously or unconsciously competitors for posts of busi-
ness command. The ordinary workman if he shows ability
generally becomes a foreman, from that he may rise to be a
manager, and to be taken into partnership with his employer.
Or having saved a little of his own he may start one of those
small shops which still can hold their own in a working man's
quarter, stock it chiefly on credit, and let his wife attend to
it by day, while he gives his evenings to it. In these or in
other ways he may increase his capital till he can start a
small workshop, or factory. Once having made a good begin-
ning he will find the banks eager to give him generous credit.
He must have time; and since he is not likely to start in
business till after middle age he must have a long as well as
a strong life; but if he has this and has also "patience,
genius and good fortune" he is pretty sure to command a
goodly capital before he dies", In a factory those who work
with their hands have better opportunities of rising to posts
of command than the book-keepers and many others to whom

1 The Germans say that success in business requires .. Geld, Geduld, Genie
und Gluck." The chances that a working man has of rising vary somewhat with
the nature of the work, being greatest in those trades in which a careful attention
to details counts for most, and a wide knowledge, whether of science or of the
world movements of speculation, counts for least. Thus for instance .. thrift and
the knowledge of practical details" are the most important elements of success in
the ordinary work of the pottery trade; and in consequence most of those who
have done well in it "have risen from the bench like Josiah Wedgwood" (see
G. Wedgwood's evidence before the Commission on Technical Education); and a
SImilar statement might be made about many of the Sheffield trades. But some
of the working classes develop a great faculty for taking speculati ve risks; and If
the knowledge of facts by which successful speculation must be guided, comes
WIthin their reach, they will often push their way through competitors who have
started above them. Some of the most successful wholesale dealers in perishable
commodities such as fish and fruit have begun life as market porters



IV, xrr, 11. social tradition has assigned a higher place. But in trading
- concerns it is otherwise; what manual work is done in them

has as a rule no educating character, while the experience of
the office is better adapted for preparing a man to manage a
commercial than a manufacturing business.

There is then on the whole a broad movement from below
upwards. Perhaps not so many as formerly rise at once
from the position of working men to that of employers: but
there are more who get. on sufficiently far to give their sons a
good chance of attaining to the highest posts. The complete
rise is not so very often accomplished in one generation; it
is more often spread over two; but the total volume of the
movement upwards is probably greater than it has ever been.
And perhaps it is better for society as a whole that the rise
should be distributed over two generations. The workmen
who at the beginning of the last century rose in such large
numbers to become employers were seldom fit for posts of
command: they were too often harsh and tyrannical; they
lost their self-control, and were neither truly noble nor truly
happy; while their children were often haughty, extravagant,
and self-indulgent, squandering their wealth on low and
vulgar amusements, having the worst faults of the older
aristocracy without their virtues. The foreman or superin-
tendent who has still to obey as well as to command, but
who is rising and sees his children likely to rise further, is
in some ways more to be envied than the small master. His
success is less conspicuous, but his work is often higher and
more important for the world, while his character is more
gentle and refined and not less strong. His children are
well-trained; and if they get wealth, they are likely to make
a fairly good use of it.

It must how-eyer be admitted that the rapid extension of
vast businesses, and especially of joint-stock companies in
many branches of industry, is tending to make the able and
thrifty workman, with high ambitions for his sons, seek to
put them to office work. There they are in danger of losing
the physical vigour and the force of character which attaches
to constructive work with the hands, and to become common-
place members of the lower middle classes. But, if they can
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keep their force unimpaired, they are likely to become leaders IV, XI!,12.

in the world, though not generally in their father's industry; -
and therefore without the benefit of specially appropriate
traditions and aptitude.

§ 12. When a man of great ability is once at the head of An able

an independent business, whatever be the route by which he ~u:~ness
has got there, he will with moderate good fortune soon be f~~:ect,:!~s
able to show such evidence of his power of turning capital to theh"apitalat IS
good account as to enable him to borrow in one way or another command.

almost any amount that he may need. Making good profits
he adds to his own capital, and this extra capital of his own
is a material security for further borrowings; while the fact
that he has made it himself tends to make lenders less careful
to insist on a full security for their loans. Of course fortune
tells for much in business: a very able man may find things
going against him; the fact that he is losing money may
diminish his power of borrowing. If he is working partly
on borrowed capital, it may even make those who have lent
it refuse to renew their loans, and may thus cause him to
succumb to what would have been but a passing misfortune,
if he had been using no capital but his own": and in fighting
his way upwards he may have a chequered life full of great
anxieties, and even misfortunes. But he can show his ability
in misfortune as well as in success: human nature is sanguine;
and it is notorious that men are abundantly willing to lend
to those who have passed through commercial disaster
without loss to their business reputation. Thus, in spite of
vicissitudes, the able busiuess man generally finds that in
the long run the capital at his command grows in proportion
to his ability.

Meanwhile, as we have seen, he, who with small ability A man
. . d·l I . h who hasIS III command of a large capital, spee 1 y oses It: e may not ereat

perhaps be one who could and would have managed a small ~~~II~;SS

1 The danger of not being able to renew his borrowings just at the tune when
he wants them most, puts him at a disadvantage relatively to those who use only
their own capital, much greater than is represented by the mere interest on his
borrowings: and, when we come to that part of the doctrine of distribution which
deals WIth earnings of management, we shall find that, for this among other
reasons, profits are somethmg more than interest III addition to net earn-ngs of
management, it. those earnmgs which are properly to be ascribed to the abrhties
of business men.
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IV, xu, 12. business with credit, and left it stronger than he had found
loses his it: but if he has not the genius for dealing with great pro-
~~~i~;re blems, the larger it is the more speedily will he break it up.
rapidly ~he For as a rule a large business can be kept going only by
larger his . hi h f 11 . f di . k I bbusiness is. transactions w c ,a ter a owmg or or mary ns s, eave ut

a very small percentage of gain. A small profit on a large
turn-over quickly made, will yield a rich income to able men:
and in those businesses which are of such a nature as to give
scope to very large capitals, competition generally cuts the
rate of profits on the turn-over very fine. A village trader
may make five per cent. less profits on his turn-over than his
abler rival, and yet be able to hold his head above water.
But in those large manufacturing and trading businesses in
which there is a quick return and a straightforward routine,
the whole profits on the turn-over are often so very small that
a person who falls behind his rivals by even a small percentage
loses a large sum at every turn-over; while in those large
businesses which are difficult and do not rely on routine, and
which afford high profits on the turn-over to really able
management, there are no profits at all to be got by anyone
who attempts the task with only ordinary ability.

These two These two sets of forces, the one increasing the capital
Corcestend
to adjust at the command of able men, and the other destroying the
~et~~pital capital that is in the hands of weaker men, bring about the
ability result that there is a far more closecorrespondence betweenrequired to
useitweU. the ability of business men and the size of the businesses

which they own than at first sight would appear probable.
And when to this fact we add all the many routes, which we
have already discussed, by which a man of great natural
business ability can work his way up high in some private
firm or public company, we may conclude that wherever there
is work on a large scale to be done in such a country as
England, the ability and the capital required for it are pretty
sure to be speedily forthcoming.

Further, just as industrial skill and ability are getting
every day to depend more and more on the broad faculties
of judgment, promptness, resource, carefulness and steadfast-
ness of purpose-faculties which are not specialized to any
one trade, but which are more or less useful in all-so it is
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with regard to business ability. In fact business ability IV, XII, 12.

consists more of these non-specialized faculties than do
industrial skill and ability in the lower grades: and the
higher the grade of business ability the more various are its
applications.

Since then business ability in command of capital moves Business
. h t hori t 11 f t d hi h . abrhty inWIt grea ease onzon a y rom a ra e W IC IS over- command

crowded to one which offers good openings for it: and since °hfcapfi~IIasa au y
it moves with great ease vertically, the abler men rising defined

hi h . hei d hi supplyto the Ig er posts m t eir own tra e, we see, even at t ISpnce in

1 f our incui d Ior beli . such aear y stage 0 our mquiry, some goo reasons or e ieving country as
that in modern England the supply of business ability in England.

command of capital accommodates itself, as a general rule, '
to the demand for it; and thus has a fairly defined supply
price.

Finally, we may regard this supply price of business
ability in command of capital as composed of three elements.
The first is the supply price of capital; the second is the
supply price of business ability and energy; and the third
is the supply price of that organization by which the
appropriate business ability and the requisite capital are
brought together. We have called the price of the first of Nt/and

these three elements interest; we may call the price of the ~~ill!7'
second taken by itself net earnings of management, and that ~!:::~"ag,.
of the second and third, taken together, gross earnings of
management.



CHAPTER XIII.

CONCLUSION. CORRELATION OF THE TENDENCIES TO
INCREASING AND TO DIMINISHIKG RETURN.

IV, XIU, 1. § 1. AT the beginning of this Book we saw how the
The extra return of raw produce which nature affords to an in-
~~~1~h creased application of capital and labour, other things being~~:;~r!Ofequal, tends in the long run to diminish. In the remainder
thisBook of the Book and especially in the last four chapters we have
:en!:ller. looked at the other side of the shield, and seen how man's

power of productive work increases with the volume of the
work that he does. Considering first the causes that govern
the supply of labour, we saw how every increase in the
physical, mental and moral vigour of a people makes them
more likely, other things being equal, to rear to adult age
a large number of vigorous children. Turning next to the
growth of wealth, we observed how every increase of wealth
tends in many ways to make a greater increase more easy
than before. And lastly we saw how every increase of wealth
and every increase in the numbers and intelligence of the
people increased the facilities for a highly developed industrial
organization, which in its turn adds much to the collective
efficiency of capital and labour.

A sum- Looking more closely at the economies arising from an
~~7a~~increase in the scale of production of any kind of goods, we
~~~P:or:k~ffound that they fell into two classes-those dependent on the

general development of the industry, and those dependent on
the resources of the individual houses of business engaged
in it and the efficiency of their management; that is, into
external and internal economies.
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We saw how these latter economies are liable to constant IV,nn,l.

fluctuations so far as any particular house is concerned. An Summary.

able man, assisted perhaps by some strokes of good fortune,
gets a firm footing in the trade, he works hard and lives
sparely, his own capital grows fast, and the credit that
enables him to borrow more capital grows still faster; he
collects around him subordinates of more than ordinary zeal
and ability; as his business increases they rise with him,
they trust him and he trusts them, each of them devotes
himself with energy to just that work for which he is specially
fitted, so that no high ability is wasted on easy work, and no
difficult work is entrusted to unskilful hands. Corresponding
to this steadily increasing economy of skill, the growth of
his business brings with it similar economies of specialized
machines and plant of all kinds; every improved process is
quickly adopted and made the basis of further improvements;
success brings credit and credit brings success; credit and
success help to retain old customers and to bring new ones;
the increase of his trade gives him great advantages in
buying; his goods advertise one another, and thus diminish
his difficulty in finding a vent for them. The increase in the
scale of his business increases rapidly the advantages which
he has over his competitors, and lowers the price at which he
can afford to sell. This process may go on as long as his
energy and enterprise, his inventive and organizing power
retain their full strength and freshness, and so long as the
risks which are inseparable from business do not cause him
exceptional losses; and if it could endure for a hundred years,
he and one or two others like him would divide between them
the whole of that branch of industry in which he is engaged.
The large scale of their production would put great economies
within their reach; and provided they competed to their
utmost with one another, the public would derive the chief
benefit of these economies, and the price of the commodity
would fall very low.

But here we may read a lesson from the young trees of
the forest as they struggle upwards through the benumbing
shade of their older rivals. Many succumb on the way, and
a few only survive; those few become stronger with every year,
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IV, xm, 1. they get a larger share of light and air with every increase of
Summary. their height, and at last in their turn they tower above their

neighbours, and seem as though they would grow on for ever,
and for ever become stronger as they grow. But they do not.
One tree will last longer in full vigour and attain a greater
size than another; but sooner or later age tells on them
all. Though the taller ones have a better access to light
and air than their rivals, they gradually lose vitality; and
one after another they give place to others, which, though of
less material strength, have on their side the vigour of youth.

And as with the growth of trees, so was it with the growth
of businesses as a general rule before the great recent
development of vast joint-stock companies, which often
stagnate, but do not readily die. Now that rule is far from
universal, but it still holds in many industries and trades.
Nature still presses on the private business by limiting the
length of the life of its original founders, and by limiting
even more narrowly that part of their lives in which their
faculties retain full vigour. And so, after a while, the
guidance of the business falls into the hands of people with
less energy and less creative genius, if not with less active
interest in its prosperity. If it is turned into a joint-stock
company, it may retain the advantages of division of labour,
of specialized skill and machinery: it may even increase them
by a further increase of its capital; and under favourable
conditions it may secure a permanent and prominent place
in the work of production. But it is likely to have lost so
much of its elasticity and progressive force, that the advan-
tages are no longer exclusively on its side in its competition
with younger and smaller rivals.

When therefore we are considering the broad results
which the growth of wealth and population exert on the
economies of production, the general character of our con-
clusions is not very much affected by the facts that many
of these economies depend directly on the size of the indi-
vidual establishments engaged in the production, and that
in almost every trade there is a constant rise and fall of large
businesses, at anyone moment some firms being in the
ascending phase and others in the descending. For in times
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of average prosperity decay in one direction is sure to be IV, DII, 2.

more than balanced by growth in another. Summary.

Meanwhile an increase in the aggregate scale of produc-
tion of course increases those economies, which do not directly
depend on the size of individual houses of business. The
most important of these result from the growth of correlated
branches of industry which mutually assist one another,
perhaps being concentrated in the same localities, but any-
how availing themselves of the modern Iacihties for com-
munication offered by steam transport, by the telegraph and
by the printing-press. The economies arising from such
sources as this, which are accessible to any branch of pro-
duction, do not depend exclusively upon its own growth:
but yet they are sure to grow rapidly and steadily with that
growth; and they are sure to dwindle in some, though not in
all respects, if it decays.

§ 2. These results will be of great importance when we Forecast

come to discuss the causes which govern the supply PIlC(, of ~:ud~of
a commodity. We shall have to analyse carefully the norma) ;,I~~J~~t~~
cost of producing a commodity, relatively to a given agrtre- III a re- te-

o 0 sentat rJt

gate volume of production; and for this purpose we shall firm.

have to study the expenses of a representative producer for
that aggregate volume. On the one hand we shall not want
to select some new producer just struggling into business,
who works under many disadvantages, and has to be content
for a time with little or no profits, but who is satn fled \\ th
the fact that he is establishing a connection and t ,:..ng the
first steps towards building up a successful busincss , nor on
the other hand shall we want to take a firm \V hich by
exceptionally long-sustained ability and good Iortune has got
together a vast business, and huge well-ordered workshops
that bive it a superiority over almost all its rivals. But our
representative firm must be one which has had a fairly long
life, and fair success, which is managed with normal ability,
and which has normal access to the ec momies, external
and internal, which belong to that agg. '!gate volume of
production; account being taken of the class of ~oods pro-
duced, the conditions of marketing them and t !:.' economic
environment generally.
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IV, XIII, 2. Thus a representative firm is in a sense an average firm.
But there are many ways in which the term" average" might
be interpreted in connection with a business. And a Repre-
sentative firm is that particular sort of average firm, at
which we need to look in order to see how far the economies,
internal and external, of production on a large scale have
extended generally in the industry and country in question.
We cannot see this by looking at one or two firms taken
at random: but we can see it fairly well by selecting,
after a broad survey, a firm, whether in private or joint-
stock management (or better still, more than one), that
represents, to the best of our judgment, this particular
average.

The general argument of the present Book shows that an
increase in the aggregate volume of production of anything
will generally increase the size, and therefore the internal
economies possessed by such a representative firm; that it
will always increase the external economies to which the
firm has access; and thus will enable it to manufacture
at a less proportionate cost of labour and sacrifice than
before.

Law8 of In other words, we say broadly that while the part which~::;::in~'nature plays in production shows a tendency to diminishing
return, the part which man plays shows a tendency to in-
creasing return. The law of increasing return may be worded
thus:-An increase of labour and capital leads generally to
improved organization, which increases the efficiency of the
work of labour and capital.

Therefore in those industries which are not engaged in
raising raw produce an increase o£labour and capital generally
gives a return increased more than in proportion; and further
this improved organization tends to diminish or even 01" -n i.ls
any increased resistance which nature may offer to raising

and of increased amounts of raw produce. If the actions of the
constant
return. laws of increasing and diminishing return are balanced we

have the law oj constant return, and an increased produce
is obtained by labour and sacrifice increased just in pro-
portion.

For the two tendencies towards increasing and diminishing
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return press constantly against one another. In the pro- IV, XlU, 2.

duction of wheat and wool, for instance, the latter tendency The-

has almost exclusive sway in an old country, which can- ~~~
not import freely. In turning the wheat into flour, or the tendencies

I . bl k . . h towardswoo into an ets, an increase in t e aggregate volume of increasing

d . bri . b f andpro uction rmgs some new economies, ut not many; or diminish-

the trades of grinding wheat and making blankets are already ~~:~:e
on so great a scale that any new economies that they may another.

attain are more likely to be the result of new inventions than
of improved organization. In a country however in which
the blanket trade is but slightly developed, these latter may
be important; and then it may happen that an increase in
the aggregate production of blankets diminishes the propor-
tionate difficulty of manufacturing by just as much as it
increases that of raising the raw material. In that case the
actions of the laws of diminishing and of increasing return
would just neutralize one another; and blankets would con-
form to the law of constant return. But in most of the
more delicate branches of manufacturing, where the cost of
raw material counts for little, and in most of the modern
transport industries the law of increasing return acts almost
unopposed 1.

Increasing Return is a relation between a quantity of Increasing
• . Return IS a

effort and sacrifice on the one hand, and a quantity of rel..tionof
product on the other. The quantities cannot be taken out quantities.

exactly, because changing methods of production call for
machinery, and for unskilled and skilled labour of new kinds
and in new proportions. But, taking a broad view, we may
perhaps say vaguely that the output of a certain amount of
labour and capital in an industry has increased by perhaps
a quarter or a third in the last twenty years. To measure
outlay and output in terms of money is a tempting, but a
dangerous resource: for a comparison of money outlay with

I In an article on "Tbe variation of productive forces" in tbe Qu4rterlll
JourMl of Economw. 1902, Professor Bullock suggests tbat the term "Economy
of Organizataon ' should be substituted for Increasing Return. He shows clearly
that the forces which make for Increasing Return are not of the same order as those
that make lor Diminishing Return: and there are undoubtedly cases in which it
is better to emphasize this difference by describing causes rather than results, and
contrasting Economy of Organization With the Inelasticity of Nature's response to
intensive cultivatioD.
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IV, xm,3. money returns is apt to slide into an estimate of the rate of
profit on capitaP.

A rapid § 3. We may now sum up provisionally the relations of
~:t~tf:nindustrial expansion to social wellbeing. A rapid growth::n:::;:'~eof population has often been accompanied by unhealthy and
coaditions, enervating habits of life in overcrowded towns. And some-

times it has started badly, outrunning the material resources
of the people, causing them with imperfect appliances to
make excessive demands on the soil; and so to call forth the
stem action of the law of diminishing return as regards raw
produce, without having the power of minimizing its effects.
Having thus begun with poverty, an increase in numbers
may go on to its too frequent consequences in that weakness
of character which unfits a people for developing a highly
organized industry.

These are serious perils: but yet it remains true that the
collective efficiency of a people with a given average of
individual strength and energy may increase more than in
proportion to their numbers. If they can for a time escape
from the pressure of the law of diminishing return by im-
porting food and other raw produce on easy terms; if their
wealth is not consumed in great wars, and increases at least
as fast as their numbers; and if they avoid habits of life that
would enfeeble them; then every increase in their numbers
is likely for the time to be accompanied by a more than pro-
portionate increase in their power of obtaining material
goods. For it enables them to secure the many various
economies of specialized skill and specialized machinery, of
localized industries and production on a large scale: it enables
them to have increased facilities of communication of all
kinds; while the very closeness of their neighbourhood
diminishes the expense of time and effort involved in every

but not
under
others.

1 There is no general rule that industries which yield increasing returns show
also rismg profits No doubt a vigorous finn, which increases its scale of operations
and obtains important (mternal) economies which are peculiar to it, will show an
increasing return and a rising rate of profit; because its increasing output WIll

not materially affect the price of its produce. But profits tend to be low, as we
shall Bee below (VI. VlIL I, 2), in such industries as plain weaving, because their
vast scale has enabled organization in production and marketing to be carried so
far as to be almost dominated by routine,



PRESSURE OF POPULATION ON MEANS OF SUBSISTENCE 321

sort of traffic between them, and gives them new oppor- IV, xm, 3.

tunities of getting social enjoyments and the comforts and -
luxuries of culture in every form. No doubt deduction must
be made for the growing difficulty of finding solitude and
quiet and even fresh air: but there is in most cases some
balance of good1.

Taking account of the fact that an increasing density of
population generally brings with it access to new social
enjoyments we may give a rather broader scope to this
statement and say:-An increase of population accompanied
by an equal increase in the material sources of enjoyment
and aids to production is likely to lead to a more than pro-
portionate increase in the aggregate income of enjoyment of
all kinds; provided firstly, an adequate supply of raw produce
can be obtained without great difficulty, and secondly there
is no such overcrowding as causes physical and moral vigour
to be impaired by the want of fresh air and light and of
healthy and joyous recreation for the young.

The accumulated wealth of civilized countries is at present The
. f h h ulati d h h i b effects of agrowmg aster t an t e pop ation : an t oug It may e growth of

true that the wealth per head would increase somewhat faster !'":~~:
if the population did not increase quite so fast; yet as a cd~refullYistm-
matter of fact an increase of population is Iikelv to continue guished

t b . d b h .' . f from thoseo e accompame y a more t an proportionate increase 0 of the

the material aids to production: and in England at the ~;:r:~~;
present time, with easy access to abundant foreign supplies which nit IS

genera y
of raw material, an increase of population is accompanied by accom-

th .. f h f sati Ivi pamed,a more an proportionate increase 0 t e means 0 satis ymg
human wants other than the need for light, fresh air, etc.
Much of this increase is however attributable not to the
increase of industrial efficiency but to the increase of wealth
by which it is accompanied: and therefore it does not neces-
sarily benefit those who have no share in that wealth. And

1 The Englishman Mill bursts into unwonted enthusiasm when speaking
(Poluical ECfJtWmy, Book IV. ch. VI. § 2) of the pleasures of wandering alone in
beauttful scenery: and many American writers give fervid descriptions of the
growmg richness of human Itfe as the backwoodsman finds neighbours setthng
around him, as the backwoods settlement developes into a village, the village into
a town, and the town into a vast city. (See for instance Carey's Pruunples of
SOCIal Scierw and Henry George's ProfI7'U8 and POfJerty.)

~ ~
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IV, zm, 3. further, England's foreign supplies of raw produce may at
- any time be checked by changes in the trade regulations of

other countries, and may be almost cut off by a great war,
while the naval and military expenditure which would be
necessary to make the country fairly secure against this last
risk, would appreciably diminish the benefits that she derives
from the action of the law of increasing return.



BOOK V.
GENERAL RELATIONS OF DEMAND,

SUPPLY AND VALUE.

CHAPTER T.

INTRODUcrORY. ON MARKETS.

§ 1. A BUSINESS firm grows and attains great strength, v, I, 1.
and afterwards perhaps stagnates and decays; and at the Brological

turning point there is a balancing or equilibrium of the ~~hanical

forces of life and decay: the latter part of Book IV. has ~f~~:S
been chiefly occupied with such balancing of forces in the balancing

. of opposed
life and decay of a people, or of a method of mdustry or forces.

trading. And as we reach to the higher stages of our work,
we shall need ever more and more to think of economic
forces as resembling those which make a young man grow in
strength, till he reaches his prime; after which he gradually
becomes stiff and inactive, till at last he sinks to make room
for other and more vigorous life. But to prepare the way
for this advanced study we want first to look at a simpler
balancing of forces which corresponds rather to the me-
chanical equilibrium of a stone hanging by an elastic string,
or of a number of balls resting against one another in a basin.

We have now to examine the general relations of demand Scope of

and supply; especially those which are connected with that tins Book.

adjustment of price, by which they are maintained in "equi-
hbrium." This term is in common use and may be used
for the present without special explanation. But there are
many difficulties connected with it, which can only be handled
gradually: and indeed they will occupy our attention during
a great part of this Book.

21-2
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INTRODUCTORY. ON MARKETS

Illustrations will be taken now from one class of economic
problems and now from another, but the main course of the
reasoning will be kept free from assumptions which specially
belong to any particular class.

Thus it is not descriptive, nor does it deal constructively
with real problems. But it sets out the theoretical backbone
of our knowledge of the causes which govern value, and
thus prepares the way for the construction which is to begin
in the following Book. It aims not so much at the attain-
ment of knowledge, as at the power to obtain and arrange
knowledge with regard to two opposing sets of forces, those
which impel man to economic efforts and sacrifices, and those
which hold him back.

We must begin with a short and provisional account of
markets: for that is needed to give precision to the ideas
in this and the following Books. But the organization of
markets is intimately connected both as cause and effect
with money, credit, and foreign trade; a full study of it
must therefore be deferred to a later volume, where it will
be taken in connection with commercial and industrial
fluctuations, and with combinations of producers and of
merchants, of employers and employed.

§ 2. When demand and supply are spoken of in relation
to one another, it is of course necessary that the markets to
which they refer should be the same. As Cournot says,
"Economists understand by the term Market, not any par-
ticular market place in which things are bought and sold,
but the whole of any region in which buyers and sellers are
in such free intercourse with one another that the prices of
the same goods tend to equality easily and quickly-." Or
again as Jevons says:-" Originally a market was a public
place in a town where provisions and other objects were
exposed for sale; but the word has been generalized, so as to
mean any body of persons who are in intimate business
relations and carryon extensive transactions in any com-
modity. A great city may contain as many markets as there
are important branches of trade, and these markets mayor

1 Rechn'chu SIt,. les Principes MatMmatiq'Uu de la Thlorie des Richesses,
ch. IV. See also above III. IV. 7.
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n.ay not be localized. The central point of a market is the v, I, 3.

public exchange, mart or auction rooms, where the traders
aglee to meet and transact business. In London the Stock
Market, the Corn Market, the Coal Market, the Sugar Market,
and many others are distinctly localized; in Manchester the
Cotton Market, the Cotton Waste Market, and others. But
this distinction of locality is not necessary. The traders
may be spread over a whole town, or region of country, and
yet make a market, if they are, by means of fairs, meetings,
published price lists, the post-office or otherwise, in close
communication with each other-."

Thus the more nearly perfect a market is, the stronger
is the tendency for the same price to be paid for the same
thing at the same time in all parts of the market: but of
course if the market is large, allowance must be made for
the expense of delivering the goods to different purchasers;
each of whom must be supposed to pay in addition to the
market price a special charge on account of delivery '.

§ 3. In applying economic reasonings in practice it is Boundaries

often difficult to ascertain how far the movements of supply ~a~ket.

and demand in anyone place are influenced by those in
another. It is clear that the general tendency of the
telegraph, the printing-press and steam traffic is to extend
the area over which such influences act and to increase their
force. The whole Western World may, in a sense, be re- Instances

garded as one market for many kinds of stock exchange ~ld:ry
securities, for the more valuable metals, and to a less extent markets.

for wool and cotton and even wheat; proper allowance being
made for expenses of transport, in which may be included taxes
levied by any customs houses through which the goods have
to pass. For in all these cases the expenses of transport,
including customs duties, are not sufficient to prevent buyers
from all parts of the Western World from competing with
one another for the same supplies.

There are many special causes which may widen or General

h k f . ul . condiuonanarrow t e mar et 0 any partie ar commodity: but nearly which

I Thmry of Political Economy, ch. IV.

a Thus it is common to see the prices of bulky goods quoted as delivered .. free
on board" (f. o. b.) any vessel in a certain port, each purchaser having to make
his own JeCkoDing for bringwg the goods home.



V, I, 4. all those things for which there is a very wide market are in
affect the universal demand, and capable of being easily and exactly
~f'th~t described. Thus for instance cotton, wheat, and iron satisfy
~:~~;;.for wants. that ar~ urgent and nearly universal. They can
Suitability be easily described, so that they can be bought and sold
forgradmg. •
and by persons at a distance from one another and at a distance
sampling. also from the commodities. If necessary, samples can be

taken of them which are truly representative: and they can
even be "graded," as is the actual practice with regard to
grain in America, by an independent authority; so that
the purchaser may be secure that what he buys will come
up to a given standard, though he has never seen a sample
of the goods which he is buying and perhaps would not
be able himself to form an opinion on it if he did-.

Commodities ior which there is a very wide market must
also be such as will bear a long carriage: they must be some-
what durable, and their value must be considerable in pro-
portion to their bulk. A thing which is so bulky that its
price is necessarily raised very much when it is sold far away
from the place in which it is produced, must as a rule have a
narrow market. The market for common bricks for instance
is practically confined to the near neighbourhood of the
kilns in which they are made: they can scarcely ever bear
a long carriage by land to a district which has any kilns of
its own. But bricks of certain exceptional kinds have mar-
kets extending over a great part of England.

§ 4. Let us then consider more closely the markets for
things which satisfy in an exceptional way these conditions
of being in general demand, cognizable and portable. They
are, as we have said, stock exchange securities and the more
valuable metals.

Anyone share or bond of a public company, or any bond
of a government is of exactly the same value as any other
of the same issue: it can make no difference to any purchaser

• Thus the managers of a public or private "elevator," receive grain from
a larmer, divide it into different grades, and return to him certificates for as
many hushels of each grade as he has deli vered. His gram is then mixed with
those 01 other farmers; his certificates are IJkely to change hands several tunes
before they reach a purchaser who demands that the ~ shall be actually
delivered to him; and little or none of what that purchaser receives may have
corne from the fann 01 the original recipient of the certificate.
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which of the two he buys. Some securities, principally those v, I, 4.

ofcomparatively small mining, shipping, and other companies,
require local knowledge, and are not very easily dealt in
except on the stock exchanges of provincial towns in their
immediate neighbourhood. But the whole of England is one
market for the shares and bonds of a large English railway.
In ordinary times a dealer will sell, say, Midland Railway
shares, even if he has not them himself; because he knows
they are always coming into the market, and he is sure to be
able to buy them.

But the strongest case of all is that of securities which
are called "international," because they are in request in
every part of the globe. They are the bonds of the chief
governments, and of very large public companies such as
those of the Suez Canal and the New York Central Railway.
For bonds of this class the telegraph keeps prices at almost
exactly the same level in all the stock exchanges of the
world. If the price of one of them rises in New York or
in Paris, in London or in Berlin, the mere news of the
rise tends to cause a rise in other markets; and if for any
reason the rise is delayed, that particular class of bonds
is likely soon to be offered for sale in the high priced market
under telegraphic orders from the other markets, while dealers
in the first market will be making telegraphic purchases in
other markets. These sales on the one hand, and purchases
on the other, strengthen the tendency which the price has to
seek the same level everywhere; and unless some of the
markets are in an abnormal condition, the tendency soon
becomes irresistible.

On the stock exchange also a dealer can generally make
sure of selling at nearly the same price as that at which he
buys; and he is often willing to buy first class stocks at a
half, or a quarter, or an eighth, or in some cases even a six-
teenth per cent. less than he offers in the same breath to sell
them at. If there are two securities equally good, but one
of them belongs to a large issue 'of bonds, and the other to a
small issue by the same government, so that the first is con-
stantly coming on the market, and the latter but seldom,
then the dealers will on this account alone require a larger
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V, I,5. margin between their selling price and their buying price in
the latter case than in the former-, This illustrates well the
great law, that the larger the market for a commodity the
smaller generally are the fluctuations in its price, and the
lower is the percentage on the turnover which dealers charge
for doing business in it.

Stock exchanges then are the pattern on which markets
have been, and are being formed for dealing in many kinds
of produce which can be easily and exactly described, are
portable and in general demand. The material commodities
however which possess these qualities in the highest degree
are gold and silver. For that very reason they have been
chosen by common consent for use as money, to represent the
value of other things: the world market for them is most
highly organized, and will be found to offer many subtle
illustrations of the actions of the laws which we are now
discussing.

§ 5. At the opposite extremity to international stock
exchange securities and the more valuable metals are, firstly,
things which must be made to order to suit particular
individuals, such as well-fitting clothes; and, secondly, perish-
able and bulky goods, such as fresh vegetables, which can
seldom be profitably carried long distances. The first can
scarcely be said to have a wholesale market at all; the
conditions by which their price is determined are those of
retail buying and selling, and the study of them may be
postponed''.

1 In the case of shares of very small and little known companies, the difference
between the price at which a dealer IS willing to buy and that at which he will sell
may amount to from five per cent. or more of the selling value. If he buys, he
may have to carry this security a long time before he meeta with &ny one who
comes to take it from him, and meanwhile it may fall in value: while if he
undertakes to deliver a security which he has not himself got and which does not
come on the market every day, he may be unable to complete his COntract without
much trouble and expense.

2 A man may not trouble himself much about small retail purchases: he may
give half-a-crown for a packet of paper in one shop which he could have got
for two shillings in another. But it is otherwise with wholesale prices. A
manufacturer cannot sell a ream of paper for six shillings while his neighbour IS

selling it at five. For those whose business it is to deal in paper know almost
exactly the lowest price at which it can be bought, and will not pay more than
this. The manufacturer has to sell at about the market price, that is at about the
price at wluch other manufacturers are selling at the same time.
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There are indeed wholesale markets for the second class, v, I, 5.

but they are confined within narrow boundaries; we may find we pa.8S to

our typical instance in the sale of the commoner kinds of ~hi~hk8t
vegetables in a country town. The market-gardeners in the seems

neighbourhood have probably to arrange for the sale of their ~~~"'!Y.
vegetables to the townspeople with but little external inter- confin ,

ference on either side. There may be some check to extreme
prices by the power on the one side of selling, and on the
other of buying elsewhere; but under ordinary circumstances
the check is inoperative, and it may happen that the dealers
in such a case are able to combine, and thus fix an artificial
monopoly price; that is, a price determined with little direct
reference to cost of production, but chiefly by a consideration
of what the market will bear.

On the other hand, it may happen that some of the though.
even thismarket-gardeners are almost equally near a second country is subject

town, and send their vegetables now to one and now to the ;~fl~~!:'st
other; and some people who occasionally buy in the first fd~mtangreat

IS C88.
town may have equally good access to the second. The least
variation in price will lead them to prefer the better market;
and thus make the bargainings in the two towns to some
extent mutually dependent. It may happen that this second
town is in close communication with London or some other
central market, so that its prices are controlled by the prices
in the central market; and in that case prices in our first
town also must move to a considerable extent in harmony
with them. As news passes from mouth to mouth till a
rumour spreads far away from its forgotten sources, so even
the most secluded market is liable to be influenced by changes
of which those in the market have no direct cognizance,
changes that have had their origin far away and have spread
gradually from market to market.

Thus at the one extreme are world markets in which com-
petition acts directly from all parts of the globe; and at the
other those secluded markets in which all direct competition
from afar is shut out, though indirect and transmitted com-
petition may make itself felt even in these; and about midway
between these extremes lie the great majority of the markets
which the economist and the business man have to study.
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§ 6. Again, markets vary with regard to the period of
time which is allowed to the forces of demand and supply to
bring themselves into equilibrium with one another, as well
as with regard to the area over which they extend. And this
element of Time requires more careful attention just now
than does that of Space. For the natnre of the eqnilibrium
itself, and that of the causes by which it is determined,
depend on the length of the period over which the market is
taken to extend. We shall find that if the period is short,
the supply is limited to the stores which happen to be at
hand: if the period is longer, the supply will be influenced,
more or less, by the cost of producing the commodity in

,question; and if the period is very long, this cost will in its
turn be influenced, more or less, by the cost of producing the
labour and the material things required for producing the
commodity. These three classes of course merge into one
another by imperceptible degrees. We will begin with the
first class; and consider in the next chapter those temporary
equilibria of demand and supply, in which" supply" means
in effect merely the stock available at the time for sale in
the market; so that it cannot be directly influenced by the
cost of production.



CHAPTER II.

TEMPORARY EQUILIBRIUM OF DEMAND AND SUPPLY.

§ 1. THE simplest case of balance or equilibrium between v, n,l.
desire and effort is found when a person satisfies one of his A simple

b h' di k Wh b . k bI k instance ofwants y IS own irect wor . en a oy pIC s ac - equilibrium

besries for his own eating, the action of picking is probably ~:!:e~d

itself pleasurable for a while; and for some time longer the effort.

pleasure of eating is more than enough to repay the trouble
of picking. But after he has eaten a. good deal, the desire
for more diminishes; while the task of picking begins to
cause weariness, which 'may indeed be a feeling of monotony
rather than of fatigue. Equilibrium is reached when at last
his eagerness to play and his disinclination for the work of
picking counterbalance the desire for eating. The satisfaction
which he can get from picking fruit has arrived at its maxi-
mum: for up to that time every fresh picking has added more
to his pleasure than it has taken away; and after that time
any further picking would take away from his pleasure more
than it would add-,

In a casual bargain that one person makes with another, In a casual

as for instance when two backwoodsmen barter a rifle for a ~~!~iR
canoe, there is seldom anything that can properly be called ~~n:::~y
an equilibrium of supply and demand: there is probably a equih-

margin of satisfaction on either side; for probably the one brium,

would be willing to give something besides the rifle for the
canoe, if he could not get the canoe otherwise; while the

J See IV. L 2, and Note xn, in the Mathematical Appendix.
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TEMPORARY EQUILIBRIUM OF DEMAND AND SUPPLY

other would in case of necessity give something besides the
canoe for the rifle.

It is indeed possible that a true equilibrium may be
arrived at under a system of barter; but barter, though earlier
in history than buying and selling, is in some ways more
intricate; and the simplest cases of a true equilibrium value
are found in the markets of a more advanced state of
civilization.

We may put aside as of little practical importance a class
of dealings which has been much discussed. They relate to
pictures by old masters, rare coins and other things, which
cannot be "graded" at all. The price at which each is sold,
will depend much on whether any rich persons with a fancy
for it happen to be present at its sale. If not, it will
probably be bought by dealers who reckon on being able to
sell it at a profit; and the variations in the price for which
the same picture sells at successive auctions, great as they
are, would be greater still if it were not for the 'steadying
influence of professional purchasers.

§ 2. Let us then turn to the ordinary dealings of modern
life; and take an illustration from a corn-market in a country
town, and let us assume for the sake of simplicity that all
the corn in the market is of the same quality. The amount
which each farmer or other seller offers for sale at any price
is governed by his own need for money in hand, and by his
calculation of the present and future conditions of the
market with which he is connected. There are some prices
which no seller would accept, some which no one would
refuse. There are other intermediate prices which would be
accepted for larger or smaller amounts by many or all of the
sellers. Everyone will try to guess the state of the market
and to govern his actions accordingly. Let us suppose that
in fact there are not more than 600 quarters, the holders of
which are willing to accept as Iowa price as 35s.; but that
holders of another hundred would be tempted by 368.; and
holders of yet another three hundred by 378. Let us suppose
also that a price of 37s. would tempt buyers for only 600
quarters; while another hundred could be sold at 368., and
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yet another two hundred at 358. These facts may be put out v,n, 2.

in a table thus:-

At the price
378.
3GB.
358.

Holders will be
willmg' to sell

1000 quarters,
700
600

Buyers will be
willing to buy
600 quarters.
700
900

Of course some of those who are really willing to take 36s.
rather than leave the market without selling, will not show
at once that they are ready to accept that price. And in like
manner buyers will fence, and pretend to be less eager than
they really are. So the price may be tossed hither and
thither like a shuttlecock, as one side or the other gets the
better in the" higgling and bargaining" of the market. But
unless they are unequally matched; unless, for instance, one
side is very simple or unfortunate in failing to gauge the
strength of the other side, the price is likely to be never very
far from 36s.; and it is nearly sure to be pretty close to 368.
at the end of the market. For if a holder thinks that the
buyers will really be able to get at 368. all that they care to
take at that price, he will be unwilling to let slip past him
any offer that is well above that price.

Buyers on their part will make similar calculations; and
if at any time the price should rise considerably above 368.
they will argue that the supply will be much greater than
the demand at that price: therefore even those of them who
would rather pay that price than go unserved, wait; and by
waiting they help to bring the price down. On the other
hand, when the price is much below 368., even those sellers
who would rather take the price than leave the market with
their corn unsold, will argue that at that price the demand
will be in excess of the supply: 80 they will wait, and by
waiting help to bring the price up.

The price of 36s. has thus some claim to be called the true
equilibrium price: because if it were fixed on at the begin-
ning, and adhered to throughout, it would exactly equate
demand and supply (i.e. the amount which buyers were
willing to purchase at that price would be just equal to that
for which sellers were willing to take that price); and because
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V, rr,8. every dealer who has a perfect knowledge of the circum-
stances of the market expects that price to be established.
If he sees the price differing much from 368. he expects that
a change will come before long, and by anticipating it he
helps it to come quickly.

It is not indeed necessary for our argument that any
dealers should have a thorough knowledge of the circum-
stances of the market. Many of the buyers may perhaps
underrate the willingness of the sellers to sell, with the effect
that for some time the price rules at the highest level at
which any buyers can be found; and thus 500 quarters may
be sold before the price sinks below 378. But afterwards the
price must begin to fall and the result will still probably be
that 200 more quarters will be sold, and the market will close
on a price of about 368. For when 700 quarters have been
sold, no seller will be anxious to dispose of any more except
at a higher price than 368., and no buyer will be anxious to
purchase any more except at a lower price than 368. In the
same way if the sellers had underrated the willingness of the
buyers to pay a high price, some of them might begin to sell
at the lowest price they would take, rather than have their
corn left on their hands, and in this case much corn might be
sold at a price of 358.; but the market would probably close
on a price of 368. and a total sale of 700 quarters-,

The § 3. In this illustration there is a latent assumption
latent as-
sumption, which is in accordance with the actual conditions of most
~~:te~~markets; but which ought to be distinctly recognized in order
willinW'dess to prevent its creeping into those cases in which it is not
to spen
money IS justifiable. We tacitly assumed that the sum which pur-
nearly h ill' d hi h II .IIiconstant c asers were w mg to pay, an w c se ers were WI ng to
~~~ugh- take, for the seven hundredth quarter would not be affected

by the question whether the earlier bargains had been made
at a high or a low rate. We allowed for the diminution in
the buyers' need of corn [its marginal utility to them] as the
amount bought increased. But we did not allow for any
appreciable change in their unwillingness to part with money

I A simple fonn of the influence which opinion exerts on the action of dealers.
and therefore on market price, is indicated in this illustration: we shall be much
occupied with more complex developments of it later on.
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[its marginal utility]; we assumed that that would be prac- v, rr, 3.
tically the same whether the early payments had been at a
high or a low rate.

This assumption is justifiable with regard to most of the isa1dneraIly

market dealings with which we are practically concerned.:O a c~:n-
Wh b ythi f hi . h market;en a person uys an mg or s own consumption, e
generally spends on it a small part of his total resources;
while when he buys it for the purposes of trade, he looks to
re-selling it, and therefore his potential resources are not
diminished. In either case there is no appreciable change in
his willingness to part with money. There may indeed be
individuals of whom this is not true; but there are sure to
be present some dealers with large stocks of money at their
command; and their influence steadies the market-,

The exceptions are rare and unimportant in markets for but in a

commodities; but in markets for labour they are frequent and ~~~~t the

important. When a workman is in fear of hunger, his need ::eJrt~ns

of money [its marginal utility to him] is very great; and, if important.

at starting, he gets the worst of the bargaining, and is
employed at low wages, it remains great, and he may go
on selling his labour at a low rate. That is all the more
probable because, while the advantage in bargaining is likely

1 For instance a buyer is sometimes straitened for want of ready money, and
has to let offers pass by him in no way inferior to others which he has gladly
accepted: his own funds being exhausted, he could not perhaps borrow except on
terms that would take away all the profit that the bargains had at first sight
offered. But if the hargam is really a good one, some one else, who is not 80

straitened, is nearly sure to get hold of it.
Again, it is possible that several of those who had been counted as ready to

sell com at a price of 36,. were willing to sell only because they were m urgent
need of a certain amount of ready money; if they succeeded in sellmg some com
at a high price, there might be a perceptible diminution 10 the marginal utility of
ready money to them; and therefore they nught refuse to sell for 36s. a quarter
all the com which they would have sold if the price had been 36s. throughout.
In this ease the sellers in consequence of getting an advantage 10 bargaining at
the beginning of the market might retain to the end a price higher than the
equilibrium price. The price at winch the market closed would be an equIhbnum
price; and though not properly described as the equilibrium pnce, it would be
very unhkely to diverge widely from that price.

Conversely, if the market had opened much to the disadvantage of the sellers
and they had sold some com very cheap, so that they remained in great want of
ready money, the final utility of money to them might have remained so high that
they would have gone on selling considerably below 368. until the buyers had been
supplied with all that they cared to take. The market would then close WIthout
the true equilibrium price having ever been reached, but a very near approach
would have been made to it.
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to be pretty well distributed between the two sides of a
market for commodities, it is more often on the side of
the buyers than on that of the sellers in a market for labour.
Another difference between a labour market and a market for
commodities arises from the fact that each seller of labour
has only one unit of labour to dispose of. These are two
among many facts, in which we shall find, as we go on,
the explanation of much of that instinctive objection which
the working classes have felt to the habit of some economists,
particularly those of the employer class, of treating labour
simply as a commodity and regarding the labour market
as like every other market; whereas in fact the differences
between the two cases, though not fundamental from the
point of view of theory, are yet clearly marked, and in
practice often very important.

The theory of buying and selling becomes therefore much
more complex when we take account of the dependence
of marginal utility on amount in the case of money as well
as of the commodity itself. The practical importance of
this consideration is not very great. But a contrast is drawn
in Appendix F between barter and dealings in which one
side of each exchange is in the form of general purchasing
power. In barter a person's stock of either commodity
exchanged needs to be adjusted closely to his individual
wants. If his stock is too large he may have no good use
for it. If his stock is too small he may have some difficulty
in finding anyone who can conveniently give him what
he wants and is also in need of the particular things of
which he himself has a superfluity. But anyone who has a
stock of general purchasing power, can obtain any thing he
wants as soon as he meets with anyone who has a superfluity
of that thing: he needs not to hunt about till he comes
across" the double coincidence" of a person who can spare
what he wants, and also wants what he can spare. Conse-
quently everyone, and especially a professional dealer, can
afford to keep command over a large stock of money; and can
therefore make considerable purchases without depleting his
stock of money or greatly altering its marginal value.



CHAPTER III.

EQUILIBRIUM OF NORMAL DEMAND AND SUPPLY.

§ 1. WE have next to inquire what causes govern v, III,I.

supply prices, that is prices which dealers are willing to 'I'ransrrion
. to normal

accept for different amounts. In the last chapter we looked values.

at the affairs of only a single day; and supposed the stocks
offered for sale to be already in existence, But of course
these stocks are dependent on the amount of wheat sown
in the preceding year; and that, in its turn, was largely
influenced by the farmers' guesses as to the price which
they would get for it in this year. This is the point at
which we have to work in the present chapter.

Even in the corn-exchange of a country town on a Nearlyall

k t d h ilib . .. ff d b I I· dealings inmar e - ay t e eqUlI num prIce ISa ecte y ca cu ations commodi-

of the future relations of production and consumption; while ~~~~~t
in the leading corn-markets of America and Europe dealings verr

f f
· . perishable,

or uture delivery already predominate and are rapidly are affected
.. b 11 hid'· h d f de j by calcu-weavmg into one we ate ea rng t rea s 0 tra e in lations of

corn throughout the whole world. Some of these dealings the future;

in "futures" are but incidents in speculative manoeuvres;
but in the main they are governed by calculations of the
world's consumption on the one hand, and of the existing
stocks and coming harvests in the Northern and Southern
hemispheres on the other. Dealers take account of the areas
sownwith each kind of grain, of the forwardness and weight
of the crops, of the supply of things which can be used
as substitutes for grain, and of the things for which grain

~ ~
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V, III, 2. can be used as a substitute. Thus, when buying or selling
barley, they take account of the supplies of such things as
sugar, which can be used as substitutes for it in brewing,
and again of all the various feeding stuffs, a scarcity of
which might raise the value of barley for consumption on
the farm. If it is thought that the growers of any kind of
grain in any part of the world have been losing money, and
are likely to sow a less area for a future harvest; it is argued
that prices are likely to rise as soon as that harvest comes
into sight, and its shortness is manifest to all. Anticipa-
tions of that rise exercise an influence on present sales for
future delivery, and that in its turn influences cash prices;
so that these prices are indirectly affected by estimates of
the expenses of producing further supplies.

~~~ ~~ are But in this and the following chapters we are specially
consider concerned with movements of price ranging over still longer
slow and
gradual periods than those for which the most far-sighted dealers in
~d~~~:-Of futures generally make their reckoning: we have to consider
dci:i~~d.ndthe. volume of production adjusting itself to the conditions

of the market, and the normal price being thus determined
at the position of stable equilibrium of normal demand and
normal supply.

§ 2. In this discussion we shall have to make frequent
use of the terms cost and expenses of production; and some
provisional account of them must be given before proceeding
further.

We may revert to the analogy between the supply price
and the demand price of a commodity. Assuming for the
moment that the efficiency of production depends solely
upon the exertions of the workers, we saw that" the price
required to call forth the exertion necessary for producing
any given amount of a commodity may be called the
supply price for that amount, with reference of course to
a given unit of time-.' But now we have to take account
of the fact that the production of a commodity generally
requires many different kinds of labour and the use of
capital in many forms. The exertions of all the different

I IV. 1. 2.
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kinds of labour that are directly or indirectly involved in v, m, 2.

making it; together with the abstinences or rather the
waitings required for saving the capital used in making it:
all these efforts and sacfifices together will be called the
real cost of production of the commodity. The sums of Rtaland

money that have to be paid for these efforts and sacrifices ':o':d}
will be called either its money cost of production, or, for production.

shortness, its expenses of production; they are the prices Expense,

which have to be paid in order to call forth an adequate ':I~:..
supply of the efforts and waitings that are required for
making it; or, in other words, they are its supply price".

The analysis of the expenses of production of a com-
modity might be carried backward to any length; but it is
seldom worth while to go back very far. It is for instance
often sufficient to take the supply prices of the different
kinds of raw materials used in any manufacture as ultimate
facts, without analysing these supply prices into the several
elements of which they are composed; otherwise indeed the
analysis would never end. We may then arrange the things
that are required for making a commodity into whatever
groups are convenient, and call them its factors of production. Facto,sof
It f d ti h' f it . productwn.S expenses 0 pro uc IOn w en any given amount OIlS

produced are thus the supply prices of the corresponding
quantities of its factors of production. And the sum of
these is the supply price of that amount of the com-
modity.

1 Mill and some other economists have followed the practice of ordinary life in
using the term Cost of production in two senses, sometimes to signify the difficulty
of producing a thing, and sometimes to express the outlay of money that has to
be Incurred in order to induce people to overcome this dIfficulty and produce it.
But by passing from one use of the term to the other without gi ving explicit
warning, they have led to many misunderstandings and much barren controversy.
The attack on Mill's doctrine of Cost of Production in relation to Value, which is
made in Cairnes' Leoding Principles, was published just after MIll's death; and
unfortunately his interpretation of MIll's words was generally accepted as au-
thoritative, because he was regarded as a follower of Mill. But in an article by
the present writer on "Mill's Theory of Value" (Forl7llghtly Review, April 1876)
it IS argued that Cairnes had mistaken MIll's meaning, and had really seen not
more but less of the truth than Mill had done.

The expenses of production of any amount of a raw commodity may best be
estimated with reference to the "margin of production" at which no rent IS paid.
But this method of speaking has great dIfficulties with regard to commodrties
that obey the law of increasing return. It seemed best to note this point in
passing: it will be fully discussed later on, chiefly in ch. XII.

22-2
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V, m, 3. § 3. The typical modern market is often regarded as
There that in which manufacturers sell goods to wholesale dealers~Ji::; at prices into which but few trading expenses enter. But
in the taking a broader view, we may corrsider that the supply price
relative f di he nri hi h i will b d li d fimportance 0 a commo Ity IS t e pnce at w c It e e vere or
~~~d .
elements sale to that group of persons whose demand for It we are
~~t!:~fon.considering; or, in other words, in the market which we have

in view. On the character of that market will depend how
many trading expenses have to be reckoned to make up the
supply price-, For instance, the supply price of wood in
the neighbourhood of Canadian forests often consists almost
exclusively of the price of the labour of lumber men: but
the supply price of the same wood in the wholesale London
market consists in a large measure of freights; while its
supply price to a small retail buyer in an English country
town is more than half made up of the charges of the
railways and middlemen who have brought what he wants
to his doors, and keep a stock of it ready for him. Again,
the supply price of a certain kind of labour may for some
purposes be divided up into the expenses of rearing, of
general education and of special trade education. The
possible combinations are numberless; and though each
may have incidents of its own which will require separate
treatment in the complete solution of any problem connected
with it, yet all such incidents may be ignored, so far as the
general reasonings of this Book are concerned.

In calculating the expenses of production of a commodity
we must take account of the fact that changes in the amounts
produced are likely, even when there is no new invention, to
be accompanied by changes in the relative quantities of its
several factors of production. For instance, when the scale
of production increases, horse Or steam power is likely to
be substituted for manual labour; materials are likely to
be brought from a greater distance and in greater quanti-
ties, thus increasing those expenses of production which

I We have already (II. m.) noticed that the economic use of the tenn "pro-
duction" includes the production of new utilities by moving a thing from a place
in which it is less wanted to a place in which it is more wanted, or hy helping
consumers to satisfy their needs.
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correspond to the work of carriers, middlemen and traders v, 1Il, 4.

of all kinds.
As far as the knowledge and business enterprise of the Th~

producers reach, they in each case choose those factors of ~:i!k
production which are best for their purpose; the sum of the stitution.

supply prices of those factors which are used is, as a rule, less
than the sum of the supply prices of any other set of factors
which could be substituted for them; and whenever it
appears to the producers that this is not the case, they will,
as a rule, set to work to substitute the less expensive method.
And further on we shall see how in a somewhat similar way
society substitutes one undertaker for another who is less
efficient in proportion to his charges. We may call this, for
convenience of reference, The principle of substitution.

The applications of this principle extend over almost
every field of economic inquiry".

§ 4. The position then is this: we arc investigating the The.

equilibrium of normal demand and normal supply in their rr~~I~hich
most general form; we are neglecting those features which we start.

are special to particular parts of economic science, and are
confining our attention to those broad relations which are
common to nearly the whole of it. Thus we assume that We assume
h . free playt e forces of demand and supp~y; that there IS for demand

no close combination among dealers on either side, but each ~t::pply

acts for himself, and there is much free competition; that market.

is, buyers generally compete freely with buyers, and sellers
compete freely with sellers. But though everyone acts for
himself, his knowledge of what others are doing is supposed
to be generally sufficient to prevent him from taking a lower
or paying a higher price than others are doing. This is
assumed provisionally to be true both of finished goods and
of their factors of production, of the hire of labour and of
the borrowing of capital. We have already inquired to some
extent, and we shall have to inquire further, how far these
assumptions are in accordance with the actual facts of life.
But meanwhile this is the supposition on which we proceed;
Weassume that there is only one price in the market at one---------

I See ILL T. and IV. vu. 8.
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V, ill, 4. and the same time; it being understood that separate allow-
ance is made, when necessary, for differences in the expense
of delivering goods to dealers in different parts of the market;
including allowance for the special expenses of retailing, if it
is a retail market.

General In such a market there is a demand price for each amount
conditions f th di hat i . t hi h h ' ulof demand, 0 e commo ity, t at IS, a price a w IC eac partie ar

amount of the commodity can find purchasers in a day or
week or year. The circumstances which govern this price
for any given amount of the commodity vary in character
from one problem to another; but in every case the more of
a thing is offered for sale in a market the lower is the price
at which it will find purchasers; or in other words, the
demand price for each bushel or yard diminishes with every
increase in the amount offered.

The unit of time may be chosen according to the cir-
cumstances of each particular problem: it may be a day, a
month, a year, or even a generation: but in every case it
must be short relatively to the period of the market under
discussion. It is to be assumed that the general circum-
stances of the market remain unchanged throughout this
period; that there is, for instance, no change in fashion or
taste, no new substitute which might affect the demand, no
new invention to disturb the supply.

The conditions of normal supply are less definite; and a
full study of them must be reserved for later chapters. They
will be found to vary in detail with the length of the period
of time to which the investigation refers; chiefly because
both the material capital of machinery and other business
plant, and the immaterial capital of business skill and ability
and organization, are of slow growth an~ sr decay.

But we Let us call to mind the "represen~iv; firm," whose
~!Of:~~economies of production, internal and external, are dependent
~~~l on the aggregate volume of production of the commodity that
supply h it makes"; and, postponing all further study of the nature
pnce as t e
expenses of of this dependence, let us assume that the normal supply
production , f ' b' pnce 0 any amount of that commodity may be taken to e

The
conditions
ofsupply
will vary
with the
length of
time to
whICh
reference
is made.

I See IV. XlIL 2.
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its normal expenses of production (including gross earnings v, HI, 5.

of management-) by that firm. That is, let us assume that incI:d~g

this-is the price the expectation of which will just suffice to ~!:~ng~
maintain the existing aggregate amount of production; some ofmanagf e

ment 0
firms meanwhile rising and increasing their output, and a repre-

h f 11· d di . . hi thei b th t sentanveot ers a mg an mums mg errs; ut e aggrega e finn.

production remaining unchanged. A price higher than this
would increase the growth of the rising firms, and slacken,
though it might not arrest, the decay of the falling firms;
with the net result of an increase in the aggregate produc-
tion. On the other hand, a price lower than this would
hasten the decay of the falling firms, and slacken the growth
of the rising firms; and on the whole diminish production:
and a rise or fall of price would affect in like manner though
perhaps not in an equal degree those great joint-stock com-
panies which often stagnate, but seldom die.

§ 5. To give definiteness to our ideas let us take an illus- Thp con-
. struction

tration from the woollen trade. Let us suppose that a person of the hst

well acquainted with the woollen trade sets himself to inquire~! ~~~~h
what would be the normal supply price of a certain number ~a~l~

of millions of yards annually of a particular kind of cloth. supplied;
or Its

He would have to reckon (i) the price of the wool, coal, and supply
h . I hi h ld b d . ki . (..) schedule.ot er materia s w IC wou e use up m ma mg It, 11

wear-and-tear and depreciation of the buildings, machinery
and other fixed capital, (iii) interest and insurance on all the
capital, (iv) the wages of those who work in the factories,
and (v) the gross earnings of management (including in-
surance against loss), of those who undertake the risks, who
engineer and superintend the working. He would of course
estimate the supply prices of all these different factors of
production of the cloth with reference to the amounts of
each of them that would be wanted, and on the supposition
that the conditions of supply would be normal; and he would
add them all together to find the supply price of the cloth.

Let us suppose a list of supply prices (or a supply
schedule) made on a similar plan to that of our list of
demand prices": the supply price of each amount of the
commodity in a year, or any other unit of time, being

1 See last paragraph of IV. XII. I See III. III. 4.
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V, III, 5. written against that amount-. As the flow, or (annual)
amount of the commodity increases, the supply price may
either increase or diminish; or it may even alternately
increase and diminish'', For if nature is offering a sturdy
resistance to man's efforts to wring from her a larger supply
of raw material, while at that particular stage there is no
great room for introducing important new economies into
the manufacture, the supply price will rise; but if the
volume of production were greater, it would perhaps be
profitable to substitute largely machine work for hand work
and steam power for muscular force; and the increase in
the volume of production would have diminished the ex-
penses of production of the commodity of our representative

I Measuring, as in the case of the demand
curve, amounts of the commodity along 0%
and prices parallel to Oy, we get for each
point M along 0% a line MP drawn at right
angles to it measuring the supply price for
the amount OM, the extremity of which, P,
may be called a supply point; this price MP
being made up of the supply prices of the
several factors of production for the amount
OM. The locus of P may be called the supply
curDe.

Suppose, for instance, that we classify the
expenses of production of our representative
firm, when an amount OM of cloth is being
produced under the heads of (i) Mp" the
supply price of the wool and other circulatmg
capital which would be consumed in making it, (ii) P,P. the corresponding wear-
and-tear and depreciation on buildings, machinery and other fixed capital; (IIi) P,T'.
the interest and insurance on all the capital, (iv) PIP, the wages of those who work
in the factory, and (v) P.p the gross earnings of management, etc. of those who
undertake the risks and direct the work. Thus as M moves from 0 towards the
right PI, PI> P.. P. will each trace out a curve, and the ultimate supply curve
traced out by P will be thus shown as ohtained hy superimposing the supply
curves for the several factors of production of the cloth.

It must be remembered that these supply prices are the prices not of units of
the several factors but of those amounts of the several factors which are required
for producing a yard of the cloth. Thus, for instance, Pa p, is the supply pnce not
of any fixed amount of labour but of that amount of labour which is employed in
making a yard where there is an aggregate production of OM yards (See above,
§3) We need not trouble ourselves to consider just here whether the ground-
tent of the factory must be put into a class by itself: this belongs to a group of
questions which will be discussed later. We are taking no notice of rates and
taxes, for wInch he would of course have to make his account.

• That is, a point moving along the supply curve towards the right may either
rise or fall, or even it may alternately nse and fall; in other words, the supply
curve may be inclined positively or negatively, or even at some parts of its course
it may be inclined positrvely and at others negatively. (See footnote on p. 99.)

Fig. 18.
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firm. But those cases in which the supply price falls as the v, III, 6.

amount increases involve special difficulties of their own;
and they are postponed to chapter XII. of this Book.

§ 6. When therefore the amount produced (in a unit of What is

time) is such that the demand price is greater than the ~~ili~by

supply price, then sellers receive more than is sufficient to bnum,

make it worth their while to bring goods to market to that
amount; and there is at work an active force tending to
increase the amount brought forward for sale. On the other
hand, when the amount produced is such that the demand
price is less than the supply price, sellers receive less than is
sufficient to make it worth their while to bring goods to
market on that scale; so that those who were just on the
margin of doubt as to whether to go on producing are decided
not to do so, and there is an active force at work tending to
diminish the amount brought forward for sale. When the
demand price is equal to the supply price, the amount
produced has no tendency either to be increased or to be
diminished; it is in equilibrium.

When demand and supply are in equilibrium, the amount Equi-

of the commodity which is being produced in a unit of time ~'!.~~:-
may be called the equilibrium-amount, and the price at which ;~~::z.::!-
it is being sold may be called the equilibrium-price. pnce.

Such an equilibrium is stable; that is, the price, if dis- Sl.ahle
placed a little from it, will tend to return, as a pendulum equuwna,
oscillates about its lowest point; and it will be found to be a the

h .. f bl 'lib' h . h h d d conditionsC araoteristie 0 sta e eqm ria t at m t em t e eman under

price is greater than the supply price for amounts just less :~l~~they

than the equilibrium amount, and vice versa. For when the
demand price is greater than the supply price, the amount
produced tends to increase. Therefore, if the demand price
is greater than the supply price for amounts just less than
an equilibrium amount; then, if the scale of production
is temporarily diminished somewhat below that equilibrium
amount, it will tend to return; thus the equilibrium is stable
for displacements in that direction. If the demand price is
greater than the supply price for amounts just less than the
equilibrium amount, it is sure to be less than the supply
price for amounts just greater: and therefore, if the scale of
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V, m, 6. production is somewhat increased beyond the equilibrium
position, it will tend to return; and the equilibrium will be
stable for displacements in that direction also.

qscilla- When demand and supply are in stable equilibrium, if
tions about id h ld h I f d . f .a position any acci ent s ou move t e sea e 0 pro uction rom Its
cf stable 'lib . . . th ill b . t tl b ht .equih- eqm num position, ere w e ms an y roug into
bnum play forces tending to push it back to that position; just as,

if a stone hanging by a string is displaced from its equilibrium
position, the force of gravity will at once tend to bring it back
to its equilibrium position. The movements of the scale of
production about its position of equilibrium will be of a
somewhat similar kind-,

But in real life such oscillations are seldom as rhythmi-
cal as those of a stone hanging freely from a string; the
comparison would be more exact if the string were supposed
to hang in the troubled waters of a mill-race, whose stream
was at one time allowed to flow freely, and at another
partially cut off. Nor are these complexities sufficient to
illustrate all the disturbances with which the economist and
the merchant alike are forced to concern themselves. If the
person holding the string swings his hand with movements
partly rhythmical and partly arbitrary, the illustration will not
outrun the difficulties of some very real and practical problems
of value. For indeed the demand and supply schedules do not

are seldom
rhyth-
mical.

1 Compare V. I. 1. To represQnt the equilibrium of demand and supply
geometrically we may draw the demand and supply curves together as in Fig. 19.
If then OR represents the rate at which production is being actually carried on,
and Rd the demand price is greater than Rs the supply
price, the production is exceptionally profitable, and will II
be increased. R, the amount-indt.x, as we may call it,
will move to the right. On the other hand, if Rd is less
than Rs, R will move to the left. If Rd is equal to Rs,
that is, If R is vertically under a point of Intersection of
the curves, demand and supply are in equilibrium,

This may be taken as the typical diagram for stable
equilibnum for a commodity that obeys the law of
diminishing return. But if we had made SS' a hori-
zontal straight line, we should have represented the
case of .. constant return," in which the supply price IS the same for all amounts
of the commodity. And if we had made SS' inclined negatively, but less steeply
than DD' (the necessity for this conditron will appear more fully later on), we
should have got a case of stable equilibrium for a commodity which obeys the law
of increasing return. In either case the above reasoning remains unchanged
without the alteration of a word or a letter; but the last case introduces difficulties
which we have arranged to postpone.

,I

~D'
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in practice remain unchanged for a long time together, but v, lIT, 6.

are constantly being changed; and every change in them
alters the equilibrium amount and the equilibrium price,
and thus gives new positions to the centres about which
the amount and the price 'bendto oscillate.

These considerations point to the great importance of Loose .

h I t I ti - I t' d d d I connectiontee emen 0 time ill re a IOn to eman an supp y, to between

the study of which we now proceed. We shall gradually ~~rlel~nd
discover a great many different limitations of the doctrine real ccst

he nri hi h hi b d of pro-that t e prIce at w cat mg can e produce represents d?c~lon;

its real cost of production, that is, the efforts and sacrifices~~~~f

which have been directly and indirectly devoted to its ~!!~l
production. For, in an age of rapid change such as this, btqut/t- d. numan
the equilibrium of normal demand and supply does not thus In the

correspond to any distinct relation of a certain aggregate of long run.

pleasures got from the consumption of the commodity and
an aggregate of efforts and sacrifices involved in producing
it: the correspondence would not be exact, even if normal
earnings and interest were exact measures of the efforts and
sacrifices for which they are the money payments. This is
the real drift of that much quoted, and much-misunderstood
doctrine of Adam Smith and other economists that the
normal, or "natural," value of a commodity is that which
economic forces tend to bring about in the long run. It is
the average value which economic forces would bring about
if the general conditions of life were stationary for a run of
time long enough to enable them all to work out their full
eflect-.

But we cannot foresee the future perfectly. The un-
expected may happen; and the existing tendencies may be
modified before they have had time to accomplish what
appears now to be their full and complete work. The fact
that the general conditions of life are not stationary is the
sourceof many of the difficultiesthat are met with in applying
economic doctrines to practical problems.

Of course Normal does not mean Competitive. Market
prices and Normal prices are alike brought about by a
multitude of influences, of which some rest on a moral basis

I See below V. v.lIlWd Appendu ll. 4.
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The
former
prepon-
deratesm
market
values;

V, m, 7. and some on a physical; of which some are competitive and
some are not. It is to the persistence of the influences
considered, and the time allowed for them to work out their
effects that we refer when contrasting Market and Normal
price, and again when contrasting the narrower and the
broader use of the term Normal price-.

~~~ili~oe8 § 7. The remainder of the present volume will be chiefly
and cos~ of occupied with interpreting and limiting this doctrine that
production .•
on value. the value of a thmg tends in the long run to correspond to

its cost of production. In particular the notion of equilibrium,
which has been treated rather slightly in this chapter, will
be studied more carefully in chapters v. and XII. of this
Book: and some account of the controversy whether "cost
of production" or "utility" governs value will be given in
Appendix I. But it may be well to say a word or two here
on this last point.

We might as reasonably dispute whether it is the upper
or the under blade of a pair of scissors that cuts a piece of
paper, as whether value is governed by utility or cost of
production. It is true that when one blade is held still,
and the cutting is effected by moving the other, we may say
with careless brevity that the cutting is done by the second;
but the statement is not strictly accurate, and is to be
excused only so long as it claims to be merely a popular and
not a strictly scientific account of what happens.

In the same way, when a thing already made has to be
sold, the price which people will be willing to pay for it will
be governed by their desire to have it, together with the
amount they can afford to spend on it. Their desire to have
it depends partly on the chance that, if they do not buy it,
they will be able to get another thing like it at as Iowa price:
this depends on the causes that govern the supply of it, and
this again upon cost of production. But it may so happen
that the stock to be sold is practically fixed. This, for
instance, is the case with a fish market, in which the value of
fish for the day is governed almost exclusively by the stock
on the slabs in relation to the demand: and if a person
chooses to take the stock for granted, and say that the price

I See above pp. 34-36.
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is governed by demand, his brevity may perhaps be excused v, rrr, 7.

so long as he does not claim strict accuracy. So again it may
be pardonable, but it is not strictly accurate to say that the
varying prices which the same rare book fetches, when sold
and resold at Christie's auction room, are governed exclusively
by demand.

Taking a case at the opposite extreme, we find some the latter

di . hi h f I I h I f in normalcommo ties w lC can orm pretty case y to t e aw 0 values.

constant return; that is to say, their average cost of produc-
tion will be very nearly the same whether they are produced
in small quantities or in large. In such a case the normal
level about which the market price fluctuates will be this
definite and fixed (money) cost of production. If the demand
happens to be great, the market price will rise for a time
above the level; but as a result production will increase and
the market price will fall: and conversely, if the demand falls
for a time below its ordinary level.

In such a case, if a person chooses to neglect market
fluctuations, and to take it for granted that there will any-
how be enough demand for the commodity to insure that
some of it, more or less, will find purchasers at a price equal
to this cost of production, then he may be excused for
ignoring the influence of demand, and speaking of (normal)
price as governed by cost of production-provided only he
does not claim scientific accuracy for the wording of his
doctrine, and explains the influence of demand in its right
place.

Thus we may conclude that, as a general rule, the shorter
the period which we are considering, the greater must be the
share of our attention which is given to the influence of
demand on value; and the longer the period, the more
important will be the influence of cost of production on
value. For the influence of changes in cost of production
takes as a rule a longer time to work itself out than does the
influence of changes in demand. The actual value at any
time, the market value as it is often called, is often more
influenced by passing events and by causes whose action is
fitful and short lived, than by those which work per-
sistently. But in long periods these fitful and irregular
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causes in large measure efface one another's influence; so
that in the long run persistent causes dominate value com-
pletely. Even the most persistent causes are however liable
to change. For the whole structure of production is modified,
and the relative costs of production of different things are
permanently altered, from one generation to another.

When considering costs from the point of view of the
capitalist employer, we of course measure them in money;
because his direct concern with the efforts needed for the
work of his employees lies in the money payments he must
make. His concern with the real costs of their effort and
of the training required for it is only indirect, though a
monetary assessment of his own labour is necessary for some
problems, as will be seen later on. But when considering
costs from the social point of view, when inquiring whether
the cost of attaining a given result is increasing or diminishing
with changing economic conditions, then we are concerned
with the real costs of efforts of various qualities, and with
the real cost of waiting. If the purchasing power of money,
in terms of effort has remained about constant, and if the
rate of remuneration for waiting has remained about constant,
then the money measure of costs corresponds to the real coste:
but such a correspondence is never to be assumed lightly.
These considerations will generally suffice for the interpre-
tation of the term Cost in what follows, even where no
distinct indication is given in the context.



CHAPTER IV.

THE INVESTMENT AND DISTRIBUTION OF RESOURCES.

§ 1., THE first difficulty to be cleared up in our study of v, IV, 1.

normal values, is the nature of the motives which govern the Tb;--

investment of resources for a distant return. It will be i:;~c!t~fent

well to begin by watching the action of a person who for a
. distant

neither buys what he wants nor sells what he makes, but return

works on his own behalf; and who therefore balances the 'J:IrI~e
efforts and sacrifices which he makes on the one hand against ~=~~~be

the pleasures which he expects to derive from their fruit on mankwbo
rna es a

the other, without the intervention of any money payments tbmg Ior
hIS own

at all. use.

Let us then take the case of a man who builds a house
for himself on land, and of materials, which nature supplies
gratis; and who makes his implements as he goes, the labour
of making them being counted as part of the labour of
building the house. He would have to estimate the efforts
required for building on any proposed plan; and to allow
almost instinctively an amount increasing in geometrical
proportion (a sort of compound interest) for the period that
would elapse between each effort and the time when the
house would be ready for his use. The utility of the house
to him when finished would have to compensate him not
only for the efforts, but for the waitings-.

1 For he might have applied these efforts, or efforts equivalent to them, to
producing Immediate gratifications; and if he deliberately cbose the deferred
gratifications, it would be because, even after allowing for tbe disadvantages of
waiting, he regarded them as outweighing tbe earlier gratifications which be could
have substituted for them. The motive force then tending to deter him from
building the house would be his estimate of the aggregate of these efforts, the
evil or disconunodity of each being increased in geometrical proportion (a sort of
compound interest) according to the corresponding interval of waiting. Tbe
motive on the other hand impelling him to build it, would be expectation of the
satisfaction which he would bave from the house when completed; and tbat again
nught be resolved into..the aggregate of many satiSfactions wore or less remote,
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V, IV, 2. If the two motives, one deterring, the other impelling,
seemed equally balanced, he would be on the margin of doubt.
Probably the gain would much more than outweigh the
" real" cost with regard to some part of the house. But as
he turned over more and more ambitious plans, he would at
last find the advantages of any further extension balanced
by the efforts and waitings required for making it; and that
extension of the building would be on the outer limit, or
margin of profitableness of the investment of his capital.

There would probably be several ways of building parts
of the house; some parts for instance might almost equally
well be built of wood or of rough stones: the investment of
capital on each plan for each part of the accommodation
would be compared with the advantages offered thereby, and
each would be pushed forward till the outer limit or margin
of profitableness had been reached. Thus there would be
a great many margins of profitableness: one corresponding
to each kind of plan on which each kind of accommodation
might be provided.

Transition § 2. This illustration may serve to keep before us the
to the in-
vestment way in which the efforts and sacrifices which are the real
~~c:6~talcost of production of a thing, underlie the expenses which are
=te":aker its money cost. But, as has just been remarked, the modern
of business business man commonly takes the payments which he has to
enter-
priaea. make, whether for wages or raw material, as he finds them;

without staying to inquire how far they are an accurate
measure of the efforts and sacrifices to which they correspond.
His expenditure is generally made piece-meal; and the longer
he expects to wait for the fruit of any outlay, the richer must
that fruit be in order to compensate him. The anticipated
fruit may not be certain; and in that case he will have to
allow for the risk of failure. After making that allowance,
the fruit of the outlay must be expected to exceed the
outlay itself by an amount which, independently of his own
remuneration, increases at compound interest in proportion

and more or less certain, lI'hicb. he expected to derive from its use. If he thought
that this aggregate of discounted values of satISfactions that it would afford hirn,
would be more than a recompense to him for all the efforts and waItin!,'!! which he
had undergone, he would decide to bwld. (Sec III. v. 3, IV. vn. 8 and Note XIII

in the Mathematical Appendix.)
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to the time of waiting", Under this head are to be entered v.o.a
the heavy expenses, direct and indirect, which every business
must incur in building up its connection.

For brevity we may speak of any element of outlay (allow- Accumula.

ance being made for the remuneration of the undertaker ~~ d~~ast
himself) when increased by compound interest in this way, ~f~~~
as accumulated; just as we used the term discounted to outlays

represent the present value of a future gratification. Each :iPts.
element of outlay has then to be accumulated for the time
which will elapse between its being incurred and its bearing
fruit; and the aggregate of these accumulated elements is
the total outlay involved in the enterprise. The balance
between efforts and the satisfactions resulting from them may
be made up to any day that is found convenient. But what-
ever day is chosen, one simple rule must be followed:-Every
element whether an effort or a satisfaction, which dates from
a time anterior to that day, must have compound interest for
the interval accumulated upon it: and every element, which
dates from a time posterior to that day, must have compound
interest for the interval discounted from it. If the day be
anterior to the beginning of the enterprise, then every
element must be discounted. But if, as is usual in such
cases, the day be that when the efforts are finished, and the
house is ready for use; then the efforts must carry compound
interest up to that day, and the satisfactions must all be
discounted back to that day.

Waiting is an element of cost as truly as effort is, and it
is entered in the cost when accumulated: it is therefore of
course not counted separately. Similarly, on the converse
side, whatever money or command over satisfaction" comes
in" at any time is part of the income of that time: if the
time is before the day for which accounts are balanced up,
then it must be accumulated up to that day; if after, it must
be discounted back. If, instead of being converted to im-
mediate enjoyment, it is used as a stored up source of future

1 We may, if we choose, regard the price of the business undertaker's own
work as part of the original outlay, and reckon compound inlerest on it together
with the rest. Or we may substitute for compound interest a sort oj "compound
profit." The two courses are not strictly convertible: and at a later stage we shall
find that in certain cases the first is to be preferred, and in others the second.

a ~
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V, IV, 2. income, that later income must not be counted as an
additional return to the investment-.

If the enterprise were, say, to dig out a dock-basin on a
contract, the payment for which would be made without fail
when the work was finished; and if the plant used in the
work might be taken to be worn out in the process, and
valueless at the end of it; then the enterprise would be just
remunerative if this aggregate of outlays, accumulated up to
the period of payment, were just equal to that payment.

But, as a rule, the proceeds of the sales come in gradually;
and we must suppose a balance-sheet struck, looking both
backwards and forwards. Looking backwards we should sum
up the net outlays, and add in accumulated compound
interest on each element of outlay. Looking forwards we
should sum up all net incomings, and from the value of
each subtract compound interest for the period during which
it would be deferred. The aggregate of the net incomings
80 discounted would be balanced against the aggregate of
the accumulated outlays: and if the two were just equal,
the business would be just remunerative. In calculating
the outgoings the head of the business must reckon in the
value of his own work".

• In the aggregate the income from the saving will in the ordinary course be
larger in amount than the saving by the amount of the interest that is the reward
of saving. But. as it will be turned to account in enjoyment later than the original
saving could have been, It will be discounted for a longer period (or accumulated
for a shorter); and if entered in the balance sheet of the investment in place of
the original saving, it would stand for exactly the same sum. (Both the original
income which was saved and the subsequent income earned by it are assessed to
income tax; on grounds similar to those which make it expedient to levy a larger
income tax from the industrious than from the lazy man.) The main argument
of this section is expressed mathematically in Note XIIL

• Almost every trade has its own difficulties and its own customs connected
with the task of valuing the capital that has been invested in a business, and of
allowing for the depreciation which that capital has undergone from wear-and-
tear, from the influence of the elements, from new inventions, and from changes
in the course of trade. These two last causes may temporarily raise the value of
some kinds of fixed capital, at the same time that they are lowering that of others.
And people whose minds are cast in different moulds, or whose interests in the
matter point in different directions, Will often differ Widely on the question what
part of the expenditure required for adapting buildings and plant to changing
conditions of trade, may be regarded as an investment of new capital; and what
ought to be set down as charges incurred to balance depreciation, and treated as
expenditure deducted from the current receipts, before determining the net profits
or true income earned by the business. These difficulties, and the consequent
differences of opinion, are greatest of all with regard to the investment of capital
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§ 3. At the beginning of his undertaking, and at every v, IV, 3.

successive stage, the alert business man strives so to modify Th';--
his arrangements as to obtain better results with a given Pfrincbiptl~o su S 1-
expenditure, or equal results with a less expenditure. In tution.

other words, he ceaselessly applies the principle of substi-
tution, with the purpose of increasing his profits; and, in so
doing, he seldom fails to increase the total efficiency of
work, the total power over nature which man derives from
organization and knowledge.

Every locality has incidents of its own which affect in
various ways the methods of arrangement of every class of
business that is carried on in it: and even in the same place
and the same trade no two persons pursuing the same aims
will adopt exactly the same routes. The tendency to varia-
tion is a chief cause of progress; and the abler are the
undertakers in any trade the greater will this tendency be.
In some trades, as for instance cotton-spinning, the possible
variations are confined within narrow limits; no one can hold
his own at all who does not use machinery, and very nearly
the latest machinery, for every part of the work. But in
others, as for instance in some branches of the wood and
metal trades, in farming, and in shopkeeping, there can be
great variations. For instance, of two manufacturers in the
same trade, one will perhaps have a larger wages bill and the
other heavier charges on account of machinery; of two retail
dealers one will have a larger capital locked 'up in stock and
the other will spend more on advertisements and other means
of building up the immaterial capital of a profitable trade
connection. And in minor details the variations are number-
less.

Each man's actions are influenced by his special oppor-
tunities and resources, as well as by his temperament and
in building up a business connection, and the proper method of appraising the
goodwill of a business, or its value" as a going concern." On the whole of this
subject see Matheson's Depreciation of Factories and their Valuation.

Another group of difficulties arises from changes in the general purchasing
power of money. U that has fallen, or, in other words, If there has been a rise of
general prices. the value of a factory may appear to have risen when it has really
remained stationary. Confusions arising from this source introduce greater errors
into estimates of the real profitableness of different classes of business than would
at first sight appear probable. But all questions of this kind must be deferred till
we have discussed the theory of money.

23-2
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V, IV, 4. his associations: but each, taking account of his own means,
The will push the investment of capital in his business in each
:!Tt!UI~several direction until what appears in his judgment to be
nessisnot the outer limit, or margin, of profitableness is reached; that
a mere
point on is, until there seems to him no good reason for thinking that
:!~~but the gains resulting from any further investment in that
::~;Ur-particular direction would compensate him for his outlay.
routes. The margin of profitableness, even in regard to one and

the same branch or sub-branch of industry, is not to
be regarded 8S a mere point on anyone fixed line of
possible investment; but as a boundary line of irregular
shape cutting one after another every possible line of
investment.

Affinities § 4. This principle of substitution is closely connected
between
theprin- with, and is indeed partly based on, that tendency to a
eipies of • h.
substitu- diminis mg rate of return from any excessive application
~h- of resources or of energies in any given direction, which
~~::::_ is in accordance with general experience. It is thus linked
isbing up with the broad tendency of a diminishing return to in-~:::rre- creased applications of capital and labour to land in old
lationof countries which plays a prominent part in classical eco-uo=r nomics. Anq it is so closely akin to the principle of the
productIOn. diminution of marginal utility that results in general from

increased expenditure, that some applications of the two
principles are almost identical. It has already been observed
that new methods of production bring into existence new
commodities, or lower the price of old commodities so as to
bring them within the reach of increased numbers of con-
aumers: that on the other hand changes in the methods and
volume of consumption cause new developments of produc-
tion, and new distribution of the resources of production: and
that though some methods of consumption which contribute
most to man's higher life, do little if anything towards further-
ing the production of material wealth, yet production and
consumption are intimately correlated', But now we are to
consider more in detail how the distribution of the resources
of production between different industrial undertakings is
the counterpart and reflex of the distribution of the

1 See pp. 84-411,and ~7.
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consumers' purchases between different classes of commo- v, IV, 4.

dities'.
Let us revert to the primitive housewife, who having The dis-

"a limited number of hanks of yarn from the year's shearing trlbutionof, resources
considers all the domestic wants for clothing and tries to in domestic

h . economy.
distribute the yarn between t em m such a way as to con-
tribute as much as possible to the family wellbeing. She
will think she has failed if, when it is done, she has reason
to regret that she did not apply more to making, say, socks,
and less to vests. But if, on the other hand, she hit on
the right points to stop at, then she made just so many
socks and vests that she got an equal amount of good out of
the last bundle of yarn that she applied to socks, and the last
she applied to vests2." If It happened that two ways of
making a vest were open to her, which were equally satis-
factory as regards results, but of which one, while using up a
little more yarn, involved a little less trouble than the other;
then her problems would be typical of those of the larger
business world. They would include first decisions as to
the relative urgency of various ends; secondly, decisions as
to the relative advantages of various means of attaining each
end; thirdly, decisions, based on these two sets of decisions,
as to the margin up to which she could most profitably carry
the application of each means towards each end.

These three classes of decisions have to be taken on a The dis-
I he busi h tribution otarger scale by t e businesa man, who as more complex resources

balancings and adjustments to make before reaching each :::o':;S
decision3• Let us take an illustration from the building Illustra-

trade. Let us watch the operations of a "speculative t~en;~d_
builder" in the honourable sense of the term: that is, ingtrade.

a man who sets out to erect honest buildings in anti-
cipation of general demand; who bears the penalty of
any error in his judgment; and who, if his judgment is

1 The substance of part. of this section was placed in VI. 1. 7 in earlier editions.
But i~ seems to he needed here in preparation lor the central chapters of Book V.

• See III. v. 1.
• The remainder of this section goes very much on the lines of the earlier hali

of Note XIV. in the Mathematical Appendix; which may be read in connection
with it. The subject is one in which the Ianguage of the differential calculus-
not its reasonings-are specially helpful to clear thought: but the main outlinet
can be presented in ordinary laoguage.
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V, IV, (. approved by events, benefits the community as well as
himself. Let him be considering whether to erect dwelling
houses, or warehouses, or factories or shops. He is trained
to form at once a fairly good opinion as to the method of
working most suitable for each class of building, and to
make a rough estimate of its cost. He estimates the cost
of various sites adapted for each class of building: and he
reckons in the price that he would have to pay for any
site as a part of his capital expenditure, just as he does
the expense to which he would be put for laying foundations
in it, and so on. He brings this estimate of cost into re-
lation with his estimate of the price he is likely to get
for any given building, together with its site. If he can
find no case in which the demand price exceeds his outlays
by enough to yield him a good profit, with some margin
against risks, he may remain idle. Or he may possibly
build at some risk in order to keep his most trusty work-
men together, and to find some occupation for his plant
and his salaried assistance: but more on this later on.

Suppose him now to have decided that (say) villa
residences of a certain type, erected on a plot of ground
which he can buy, are likely to yield him a good profit.
The main end to be sought being thus settled, he sets
himself to study more carefully the means by which it is
to be obtained, and, in connection with that study, to con-
sider possible modifications in the details of his plans.

Given the general character of the houses to be built,
he will have to consider in what proportions to use various
materials-brick, stone, steel, cement, plaster, wood, etc., with
a view to obtaining the result which will contribute most,
in proportion to its cost, to the efficiency of the house in
gratifying the artistic taste of purchasers and in ministering
to their comfort. In thus deciding what is the best distri-
bution of his resources between various commodities, he is
dealing with substantially the same problem as the primitive
housewife, who has to consider the most economic distribu-
tion of her yarn between the various needs of her household.

Like her, he has to reflect that the yield of benefit
which any particular use gave would be relatively large up



MARGINAL UTILITIES AND COSTS 359

to a certain point, and would then gradually diminish. Like v, IV, 5.

her, he has so to distribute his resources that they have
the same marginal utility in each use: he has to weigh the
loss that would result from taking away a little expenditure
here, with the gain that would result from adding a little
there. In effect both of them work on lines similar to
those which guide the farmer in so adjusting the application
of his capital and labour to land, that no field is stinted
of extra cultivation to which it would have given a generous
return, and none receives so great an expenditure as to call
into strong activity the tendency to diminishing return in
agriculture-.

Thus it is that the alert business man, as has just been
said, "pushes the investment of capital in his business in
each several direction until what appears in his judgment
to be the outer limit, or margin, of profitableness is reached;
that is, until there seems to him no good reason for thinking
that the gains resulting from any further investment in that
particular direction would compensate him for his outlay."
He never assumes that roundabout methods will be re-
munerative in the long run. But he is always on the look
out for roundabout methods that promise to be more effective
in proportion to their cost than direct methods: and he
adopts the best of them, if it lies within his means.

* * * *
§ 5. Some technical terms relating to costs may be Prime east,

considered here. When investing his capital in providing
the means of carrying on an undertaking, the business man
looks to being recouped by the price obtained for Its various
products; and he expects to be able under normal conditions
to charge for each of them a sufficient price; that is, one
which will not only cover the special, direct, or prime cost, Prime or
but also bear its proper share of the general expenses of the ~~::al
business; and these we may call its general, or supplemen-
tary C08t. These two elements together make its total cost.

There are great variations in the usage of the term Supple-

Prime cost in business. But it is taken here in a narrow ~d~~
eost,

1 See above III. IlL 1; and the footnote on pp. 156-7.
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V, IV, 6. sense. Supplementary costs are taken to include standing
charges on account of the durable plant in which much of
the capital of the business has been invested, and also the
salaries of the upper employees: for the charges to which
the business is put on account of their salaries cannot
generally be adapted quickly to changes in the amount of
work there is for them to do. There remains nothing but
the (money) cost of the raw material used in making the
commodity and the wages of that part of the labour spent on
it which is paid by the hour or the piece and the extra wear-
and-tear of plant. This is the special cost which a manu-
facturer has in view, when his works are not fully employed,
and he is calculating the lowest price at which it will be
worth his while to accept an order, irrespectively of any
effect that his action may have in spoiling the market for
future orders, and trade being slack at the time. But in
fact he must as a rule take account of this effect: the price
at which it is just worth, his while to produce, even when
trade is slack, is in practice generally a good deal above this
prime cost, as we shall see later on-.

The § 6. Supplementary cost must generally be covered by
division
between the selling price to some considerable extent in the short=i:nd run. And they must be completely covered by it in the
:,no:~tary long run; for, if they are not, production will be checked.
v~~esth Supplementary costs are of many different kinds; and some of
duratio! of them differ only in degree from prime costs. For instance, if
tbeunder- .• firm" d b h h dtaking. an engmeermg IS m ou t w et er to accept an or er at
~~':::~ a rather low price for a certain locomotive, the absolute prime
~~and costs include the value of the raw material and the wages ofs",anes.

the artisans and labourers employed on the locomotive. But
there is no clear rule as to the salaried staff: for, if work is
slack, they will probably have some time on their hands;
and their salaries will therefore commonly be classed among
general or supplementary costs. The line of division is

I EspeciaIly in v. IX. "There are many systems of Prime Cost in vogue ... we
take Prime Cost to mean, as in fact the words imply, only the original or direct
cost of production; and while in some trades it may be a matter of convenience
to include in the cost of production a proportion of indirect expenses, and a charge
for depreciation on plant and buildings, in no case should it comprise interest
on capital or profit." (Garcke and Fells, FactDrv .4CC01l.m., ch. I.)
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however often blurred over. For instance, foremen and other v, IV, G.

trusted artisans are seldom dismissed merely because of a
temporary scarcity of work; and therefore an occasional
order may be taken to fill up idle time, even though its price
does not cover their salaries and wages. That is they may
not be regarded as prime costs in such a case. But, of course
the staff in the office can be in some measure adjusted to
variations in the work of the firm by leaving vacancies un-
filled and even by weeding out inefficient men during slack
times; and by getting extra help or putting out some of the
work in busy times.

If we pass from such tasks to larger and longer tasks, I!,ru,tra.
for i h ki d li tion Iromas or instance t e wor mg out a contract to ever a great outlay on

number of locomotives gradually over a period of several plant.

years, then most of the office work done in connection with
that order must be regarded as special to it: for if it had
been declined and nothing else taken in its place, the expenses
under the head of salaries could have been reduced almost
to a proportionate extent.

The case is much stronger when we consider a fairly
steady market for any class of staple manufactures extending
over a long time. For then the outlay incurred for installing
specialized skill and organization, the permanent office staff,
and the durable plant of the workshops can all be regarded
as part of the costs necessary for the process of production.
That outlay will be increased up to a margin at which the
branch of manufacture seems in danger of growing too fast
for its market.

In the next chapter the argument of Chapter m. and of ~is
thi h ter- i . d I . howu i d t '1 h miluenceIS C ap er 18 continued, t IS S own In more e at ow of the

those costs which most powerfully act on supply and therefore ~~~i~tof

on price, are limited to a narrow and arbitrary group in the fdurth,er deve ope
case of a single contract for, say, a locomotive; but are much in Chs. v.
fll ~d
U er, and correspond much more truly to the broad features vm.-x.

of industrial economy in the case of a continuous supply
to a fairly steady general market: the influence of cost of
production on value does not show itself clearly except in
relatively long periods; and it is to be estimated with regard
to a whole process of production rather than a particular
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V, IT, 6, locomotive, or a particular parcel of goods. And a similar
study is made in Chapters VIII.-X. of variations in the
character of those prime and supplementary costs which
consist of charges for interest (or profits) on investments in
agents of production, according as the periods of the market
under consideration are long or short.

The Meanwhile it may be noticed that the distinction between
distinction
between prime and supplementary costs operates in every phase of=re~d civilization, though it is not likely to attract much attention
:!~tary except in a capitalistic phase. Robinson Crusoe had to do
operates

h
only with real costs and real satisfactions: and an old-

even w ere f 'I h' h b h I' Ineither are fashioned peasant aIDJy, w IC oug t Itt e and sold little,
::!~~~.arranged its investments of present" effort and waiting" for

future benefits on nearly the same lines. But, if either were
doubting whether it was worth while to take a light ladder
on a trip to gather wild fruits, the prime costs alone would
be weighed against the expected benefits: and yet the ladder
would not have been made, unless it had been expected to
render sufficient service in the aggregate of many little tasks,
to remunerate the cost of making it. In the long run it
had to repay its total costs, supplementary as well as prime,

Even the modern employer has to look at his own labour
as a real cost in the first instance. He may think that a
certain enterprise is likely to yield a surplus of money
incomings over money outgoings (after proper allowances for
risks and for discountings of future happenings); but that
the surplus will amount to less than the money equivalent
of the trouble and worry that the enterprise will cause to
himself: and, in that case, he will avoid itl.

I The Supplementary costs, which the owner of a factory expects to be able to
add to the prime costs of its products, are the source of the quasi-rents which it WIll
yield to him. U they come up to his expectation, then his business so far YIelds
good profits: if they fall much short of it, his business tends to go to the bad.
But his statement bears only on long-period problems of value: and in that
connection the difference between Prime and Supplementary costs has no special
significance. The importance of the distinction between them is confined to short-
period problems.



CHAPTER V.

EQUILIBRIUM OF NORMAL DEMAND AND SUPPLY, CON-
TINUED, WITH REFERENCE TO LONG AND SHORT
PERIODS.

§ 1. THE variations in the scope of the term Normal, v, v, 1.

according as the periods of time underdiscussion are long or Tbe-

short, were indicated in Chapter III. We are now ready to ~=ea
study them more closely. ~!h:r

In this case, as in others, the economist merely brings to as J: the

I'h diffi ul . hi' h di f element ofig t c ties t at are atent In t e common scourse 0 timeare

life, so that by being frankly faced they may be thoroughly ~=~~
overcome. For in ordinary life it is customary to use the discourse,
word Normal in different senses, with reference to different
periods of time; and to leave the context to explain the
transition from one to another. The economist follows this
practice of every-day life: but, by taking pains to indicate
the transition, he sometimes seems to have created a compli-
cation which in fact he has only revealed.

Thus, when it is said that the price of wool on a certain where the

day was abnormally high though the average price for the ilia ~rm

year was abnormally low, that the wages of coal-miners were ~=c~lia
abnormally high in 1872 and abnormally low in 1879, that
the (real) wages of labour were abnormally high at the end
of the fourteenth century and abnormally low in the middle
of the sixteenth; everyone understands that the scope of the
term normal is not the same in these various cases.

The best illustrations of this come from manufactures
where the plant is long-lived, and the product is short-lived.
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v, T, 1.

Illustra-
uon from
the cloth
trade.

EQUILIBRIUM OF NORMAL DEMAND AND SUPP!-Y, CONTINUEl>

When a new textile fabric is first introduced into favour,
and there is very little plant suitable for making it, its
normal price for some months may be twice as high as those
of other fabrics which are not less difficult to make, but
for making which there is an abundant stock of suitable
plant and skill. Looking at long periods we may say that
its normal price is on a par with that of the others: but if
during the first few months a good deal of it were offered
for sale in a bankrupt's stock we might say that its price
was abnormally low even when it was selling for half as
much again as the others. Everyone takes the context as
indicating the special use of the term in each several case;
and a formal interpretation clause is seldom necessary,
because in ordinary conversation misunderstandings can be
nipped in the bud by question and answer. But let us look
at this matter more closely.

We have noticed! how a cloth manufacturer would need
to calculate the expenses of producing all the different things
required for making cloth with reference to the amounts of
each of them that would be wanted; and on the supposition
in the first instance that the conditions of supply would be
normal. But we have yet to take account of the fact that he
must give to this term a wider or narrower range, according
as he was looking more or less far ahead.

Thus in estimating the wages required to call forth an
adequate supply of labour to work a certain class of looms,
he might take the current wages of similar work in the
neighbourhood: or he might argue that there was a scarcity
of that particular class of labour in the neighbourhood, that
its current wages there were higher than in other parts of
England, and that looking forward over several years so as
to allow for immigration, he might take the normal rate of
wages at a rather lower rate than that prevailing there at
the time. Or lastly, he might think that the wages of
weavers all over the country were abnormally low relatively
to others of the same grade, in consequence of a too sanguine
view having been taken of the prospects of the trade half a
generation ago. He might argue that this branch of work

IV. m. 5.
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was overcrowded, that parents had already begun to choose v, v, 1.

other trades for their children which offered greater net
advantages and yet were not more difficult; that in con-
sequence a few years would see a falling-off in the supply
of labour suited for his purpose; so that looking forward a
long time he must take normal wages at a rate rather higher
than the present aversge-.

Again, in estimating the normal supply price of wool, he
would take the average of several past years. He would
make allowance for any change that would be likely to
affect the supply in the immediate future; and he would
reckon for the effect of such droughts as from time to time
occur in Australia and elsewhere; since their occurrence is
too common to be regarded as abnormal. But he would not
allow here for the chance of our being involved in a great
war, by which the Australian supplies might be cut 01I;
he would consider that any allowance for this should come
under the head of extraordinary trade risks, and not enter
into his estimate of the normal supply price of wool.

He would deal in the same way with the risk of civil
tumult or any violent and long-continued disturbance of the
labour market of an unusual character; but in his estimate
of the amount of work that could be got out of the machinery,
etc. under normal conditions, he would probably reckon for
minor interruptions from trade disputes such as are con-
tinually occurring, and are therefore to be regarded as
belonging to the regular course of events, that is as not
abnormal.

In all these calculations he would not concern himself
specially to inquire how far mankind are under the exclusive
influence of selfish or self-regarding motives. He might be
aware that anger and vanity, jealousy and offended dignity
are still almost as common causes of strikes and lockouts,
as the desire for pecuniary gain: but that would not enter

1 There are indeed not many occasions on which the calculations of a business
man for pract.ical purposes need to look forward so far, and to extend the range
of the term Normal over a whole generation: but in the broader applications of
economic science it is sometimes necessary to extend the range even further, and
to take account. of the slow changes that in the course of centuries affect the
supply price of the labour of each industrial grade.
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v, v, 2. into his calculations. All that he would want to know about
them would be whether they acted with sufficient regularity
for him to be able to make a reasonably good allowance for
their influence in interrupting work and raising the normal
supply price of the goods",

§ 2. The element of time is a chief cause of those diffi-
culties in economic investigations which make it necessary
for man with his limited powers to go step by step; breaking
up a complex question, studying one bit at a time, and at
last combining his partial solutions into a more or less com-
plete solution of the whole riddle. In breaking it up, he
segregates those disturbing causes, whose wanderings happen
to be inconvenient, for the time in a pound called Ooxeris
Paribus. The study of some group of tendencies is isolated
by the assumption other things being equal: the existence of
other tendencies is not denied, but their disturbing effect is
neglected for a time. The more the issue is thus narrowed,
the more exactly can it be handled: but also the less closely
does it correspond to real life. Each exact and firm handling
of a narrow issue, however, helps towards treating broader
issues, in which that narrow issue is contained, more
exactly than would otherwise have been possible. With
each step more things can be let out of the pound; exact
discussions can be made less abstract, realistic discussions
can be made less inexact than was possible at an earlier
stages.

Picf:ion of a Our st step towards studying the influences exerted
BtatlOnary f . h .
atate, by th element 0 time on t e relations between cost of

pro ction and value may well be to consider the famous
fie ion of the "Stationary state" in which those influences
would be but little felt; and to contrast the results which
would be found there with those in the modern world.

This state obtains its name from the fact that in it the

The
complex
problem
of value
must be
broken up.

I Compare I. II. 7.
o As has been explained in the Preface, pp. vi-ix, this volume is concerned

mainly wit.h normal conditions; and these are sometimes described as Statical.
But in the opinion of the present writer the problem of nonnal value belongs to
economic Dynamics: partly because Statics is really but a branch of Dynamics,
and partly because all suggestions as to economic rest, of which the hypothesis
of a Stationary state is the chief, are merely provisional, used only to illllS~W
particular steps in the argument, and to be thrown aside when that is done.
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general conditions of production and consumption, of distri- v, Y, 2.

bution and exchange remain motionless; but yet it is full of
movement; for it is a mode of life. The average age of the
population may be stationary; though each individual is
growing up from youth towards his prime, or downwards to
old age. And the same amount of things per head of the
population will have been produced in the same ways by
the same classes of people for many generations together;
and therefore this supply of the appliances for production
will have had full time to be adjusted to the steady demand.

Of course we might assume that in our stationary state
every business remained always of the same size, and with
the same trade connection. But we need not go so far as
that; it will suffice to suppose that firms rise and fall, but
that the "representative" firm remains always of about
the same size, as does the representative tree of a virgin
forest, and that therefore the economies resulting from its
own resources are constant: and since the aggregate volume
of production is constant, so also are those economies
resulting from subsidiary industries in the neighbourhood,
etc. [That is, its internal and external economies are both
constant. The price, the expectation of which just induced
persons to enter the trade, must be sufficient to cover in
the long run the cost of building up a trade connection; and
a proportionate share of it must be added in to make up the
total cost of production.]

In a stationary state then the plain rule would be that In &.

f· h ff uld b stationarycost 0 production governs value. Eac e ect wo e state the

attributable mainly to one cause; there would not be much ~~~:
complex action and reaction between cause and effect. ,!oul1d be

81IDp e.
Each element of cost would be governed by "natural" laws,
subject to some control from fixed custom. There would be
no reflex influence of demand; no fundamental difference
between the immediate and the later effects of economic
causes. There would be no distinction between long-period
and short-period normal value, at all events if we supposed
that in that monotonous world the harvests themselves were
uniform: for the representative firm being always of the
same size, and always doing the same class of business to the
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v, v, 3. same extent and in the same way, with no slack times, and
no specially busy times, its normal expenses by which the
normal supply price is governed would be always the same.
The demand lists of prices would always be the same, and so
would the supply lists; and normal price would never vary.

But in the But nothing of this is true in the world in which we live.
real world H . f . t I h " .a simple ere every economic orce IS cons ant y c angmg Its action,
~::f!~eof under the influence of other forces which are acting around
:~:::: than it. Here changes in the volume of production, in its

methods, and in its cost are ever mutually modifying one
another; they are always affecting and being affected by
the character and the extent of demand. Further all these
mutual influences take time to work themselves out, and,
as a rule, no two influences move at equal pace. In this
world therefore every plain and simple doctrine as to the
relations between cost of production, demand and value is
necessarily false: and the greater the appearance of lucidity
which is given to it by skilful exposition, the more mis-
chievous it is. A man is likely to be a better economist if
he trusts to his common sense, and practical instincts, than
if he professes to study the theory of value and is resolved
to find it easy.

~odifica. § 3. The Stationary state has just been taken to be
tions of the • hi h ulati . B-1 11'fictionofa one in w c pop ation IS.stationary, ut near y a Its
stationary di ti . f t b hibi d . I hstatebring S inctive ea ures may e ex ite map ace were
::jllie population and wealth are both growing, provided they are
bd ~elp to growing at about the same rate, and there is no scarcity of
a~:m;fex land: and provided also the methods of production and the
problem. conditions of trade change but little; and above all, where

the character of man himself is a constant quantity. For
in such a state by far the most important conditions of
production and consumption, of exchange and distribution
will remain of the same quality, and in the same general
relations to one another, though they are all increasing in
volume",

This relaxation of the rigid bonds of a purely stationary
state brings us one step nearer to the actual conditions of

1 See below, V. XI. 6; and compare Keynes, SCQpe and Method of polll«al
Economy, VI. 2.
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life: and by relaxing them still further we get nearer still. v, v, 4.

We thus approach by gradual steps towards the difficult
problem of the interaction of countless economic causes. In
the stationary state all the conditions of production and
consumption are reduced to rest: but less violent assump-
tions are made by what is, not quite accurately, called the
statical method. By that method we fix our minds on some
central point: we suppose it for the time to be reduced to
a stationary state; and we then study in relation to it the
forces that affect the things by which it is surrounded, and
any tendency there may be to equilibrium of these forces.
A number of these partial studies may lead the way towards
a solution of problems too difficult to be grasped at one
effort",

§ 4. We may roughly classify problems connected with Illustra-

fi hin . dustri h hi h ff db' k non fromS g in ustries as t ose w c are a ecte y very qUlC the fishing

changes, such as uncertainties of the weather; or by changes trade.
of moderate length, such as the increased demand for fish
caused by the scarcity of meat during the year or two
following a cattle plague; or lastly, we may consider the
great increase during a whole generation of the demand
for ftsb. which might result from the rapid growth of a
high-strung artisan population making little use of their
muscles.

The day to day oscillations of the price of fish resulting Day to day
f ., f h h dboscilla-rom uncertainties 0 t e weat er, etc., are governe y tiona,

practically the same causes in modern England as-in the
supposed stationary state. The changes in the general
economic conditions around us are quick; but they are not
quick enough to affect perceptibly the short-period normal
level about which the price fluctuates from day to day: and
they may be neglected [impounded in croteris paribus] during
a study of such fluctuations. ~

L t h d .. h Increasee us t en pass on; an suppose a great mcrease In t e in the

general demand for fish, such for instance as might arise ~';::~ed
from a disease affecting farm stock by which meat was generally, raises
made a dear and dangerous food for several years together. short

d
-

W . ,peno
e now Impound fluctuations due to the weather in crotens supply

pnce;
I Compare the Prc!a.ce and Appendix H, 4.

24
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V, Y,.. paribus, and neglect them provisionally: they are 80 quick
that they speedily obliterate one another, and are therefore
not important for problems of this class. And for the oppo-
site reason we neglect variations in the numbers of those
who are brought up as seafaring men: for these variations
are too slow to produce much effect in the year or two during
which the scarcity of meat lasts. Having impounded these
two seta for the time, we give our full attention to such
influences as the inducements which good fishing wages will
ofler to sailors to stay in their fishing homes for a year or
two, instead of applying for work on a ship. We consider
what old fishing boats, and even vessels that were not
specially made for fishing, can be adapted and sent to fish
for a year or two. The normal price for any given daily
supply of fish, which we are now seeking, is the price which
will quickly call into the fishing trade capital and labour
enough to obtain that supply in a day's fishing of average
good fortune; the influence which the price of fish will have
upon capital and labour available in the fishing trade being
governed by rather narrow causes such as these. This new
level about which the price oscillates during these years
of exceptionally great demand, will obviously be higher than
before. Here we see an illustration of the almost universal
law that the term Normal being taken to refer to a short
period of time an increase in the amount demanded raises
the normal supply price. This law is almost universal even
as regards industries which in long periods follow the
tendency to increasing return 1.

but not. But if we turn to consider the normal supply price with
necessarily fl· d f . h II hat it ilong-~eriod re erence to a ong peno 0 time, we s a find t at It IS

~d!'Y governed by a different set of causes, and with different
results. For suppose that the disuse of meat causes a
permanent distaste for it, and that an increased demand
for fish continues long enough to enable the forces by which
its supply is governed to work out their action fully (of course
oscillation from day to day and from year to year would con-
tinue: but we may leave them on one side). The source of
supply in the sea might perhaps show signs of exhaustion, and

1 See V. XI. 1.
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the fishermen might have to resort to more distant coasts v, v,4.
and to deeper waters, Nature giving a Diminishing Return
to the increased application of capital and labour of a given
order of efficiency. On the other hand, those might turn out
to be right who think that man is responsible for but a very
small part of the destruction of fish that is constantly going
on; and in that case a boat starting with equally good
appliances and an equally efficient crew would be likely to
get nearly as good a haul after the increase in the total
volume of the fishing trade as before. In any case the normal
cost of equipping a good boat with an efficient crew would
certainly not be higher, and probably be a little lower after
the trade had settled down to its now increased dimensions
than before. For since fishermen require only trained
aptitudes, and not any exceptional natural qualities, their
number could be increased in less than a generation to almost
any extent that was necessary to meet the demand; while
the industries connected with building boats, making nets,

. etc. being now on a larger scale would be organized more
thoroughly and economically. If therefore the waters of the
sea showed no signs of depletion of fish, an increased supply
could be produced at a lower price after a time sufficiently
long to enable the normal action of economic causes to work
itself out: and. the term Normal being taken to refer to a
long period of time, the normal price of fish would decrease
with an increase in demand-,

1 Tooke (History of Prices, VoL I. p. 104) tells us: "There are particular
articles of which the demand for naval and military purposes forms 80 large a
proportion to the total supply, that no diminution of consumption by individuals
can keep pace with the immediate increase of demand by government; and conse-
quently, the hreaking out of a war tends to raise the price of such articles to a
great relative height. But even of such articles, if the consumption were no~ on
a progressive scale of increase so rapid that the supply, with all the encourage-
ment of a relatively high price, could not keep pace with the demand, the
tendency is (supposing no impediment, natural or artificial, to production or
importation) to occasion such an increase of quantity, as to reduce the price to
nearly the same level as that from which it had advanced. And accordingly
It will be observed, hy reference to the table of prices, that salt-petre, hemp, iron,
etc., after advancing very considerably under the influence of a greatly extended
demand for military and naval purposes, tended downwards again whenever that
demand was not progressively and rapidly increasiDg." Thus a continuously
progressive increase in demand may raise the supply price of a thing even for
several years together; though a steady increase of demand for that thing, at a
rate not too great for supply to keep pace with it, would lower price.

• 24-2
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Thus we may emphasize the distinction already made
between average price and normal price. An average may
be taken of the prices of any set of sales extending over
a day or a week or a year or any other time: or it may be
the average of sales at any time in many markets; or it may
be the average of many such averages. But the conditions
which are normal to anyone set of sales are not likely to be
exactly those which are normal to the others: and therefore
it is only by accident that an average price will be a normal
price; that is, the price which anyone set of conditions tends
to produce. In a stationary state alone, as we have just
seen, the term normal always means the same thing: there,
but only there, "average price" and "normal price" are
convertible terms-.

§ 5. To go over the ground in another way. Market
values are governed by the relation of demand to stocks
actually in the market; with more or less reference to
"future" supplies, and not without some influence of trade
combinations.

Nature of But the current supply is in itself partly due to the action
marmnal • • .
producuon. of producers In the past; and this action has been deter-

mined on as the result of a comparison of the prices which
they expect to get for their goods with the expenses to which
they will be put in producing them. The range of expenses
of which they take account depends on whether they are
merely considering the extra expenses of certain extra pro-
duction with their existing plant, or are considering whether
to lay down new plant for the purpose. In the case, for
instance, of an order for a single locomotive, which was
discussed a little while ago", the question of readjusting the
plant to demand would hardly arise: the main question would
be whether more work could conveniently be got out of the
existing plant. But in view of an order for a large number
of locomotives to be delivered gradually over a series of
years, some extension of plant" specially" made for the

Average
and
normal
prices.

Restate-
mentof
the main
result.

1 v. m. 6. The distinction will be yet further discussed in V. xu. and
Appendix H. See also Keynes, Scope anl Methot!. of PoliJicaJ Ecmwmy,
ch, VIL

• Pp.360-7.
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"-purpose, and therefore truly to be regarded as prime marginal v, v, 5.

costs would almost certainly be carefully considered.
Whether the new production for which there appears

to be a market be large or small, the general rule will be
that unless the price is expected to be very low that portion
of the supply which can be most easily produced, with but
small prime costs, will be produced: that portion is not
likely to be on the margin of production. As the expecta-
tions of price improve, an increased part of the production
will yield a considerable surplus above prime costs, and the
margin of production will be pushed outwards. Every in-
crease in the price expected will, as a rule, induce some
people who would not otherwise have produced anything, to
produce a little; and those, who have produced something
for the lower price, will produce more for the higher price.
That part of their production with regard to which such
persons are on the margin of doubt as to whether it is worth
while for them to produce it at the price, is to be included
together with that of the persons who are in doubt whether
to produce at all; the two together constitute the marginal
production at that price. The producers, who are in doubt
whether to produce anything at all, may be said to lie
altogether on the margin of production (or, if they are
agriculturists, on the margin of cultivation). But as a rule
they are very fewin number, and their action is less important
than that of those who would in any case produce something.

The general drift of the term normal supply price is The

always the same whether the period to which it refers is ~~~~:
short or long; but there are great differences in detail. ~~;::~
In every case reference is made to a certain given rate of supplfY

•. . . pnce or
aggregate production; that IS, to the production of a certain short and

aggregate amount daily or annually. In every case the ;~ods.
price is that the expectation of which is sufficient and only
just sufficient to make it worth while for people to set them-
selves to produce that aggregate amount; in every case
the cost of production is marginal; that is, it is the cost of
production of those goods which are on the margin of not
being produced at all, and which would not be produced if
the price to be got for them were expected to be lower.
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v, v, 6. But the causes which determine this margin vary with the
length of the period under consideration. For short periods
people take the stock of appliances for production as prac-
tically fixed; and they are governed by their expectations
of demand in considering how actively they shall set them-
selves to work those appliances. In long periods they set
themselves to adjust the flow of these appliances to their
expectations of demand for the goods which the appliances
help to produce. Let us examine this difference closely.

Fo~short § 6. The immediate effect of the expectation of a high
penodsthe • • le to brinc i k 11 heistock of price IS to cause peop e to rmg into active wor a t err~f~:~~~appliances of production, and to work them full time and;~~~~alIyperhaps overtime. The supply price is then the money cost
fixe.<!. but of production of that part of the produce which forces the
!:~Oy- undertaker to hire such inefficient labour (perhaps tired by
~:~!swith working overtime) at so high a price, and to put himself and
demand. others to so much strain and inconvenience that he is on the

margin of doubt whether it is worth his while to do it or not.
The immediate effect of the expectation of a low price is to
throw many appliances for production out of work, and
slacken the work of others; and if the producers had no fear
of spoiling their markets, it would be worth their while to
produce for a time for any price that covered the prime costs
of production and rewarded them for their own trouble.

But, as it is, they generally hold out for a higher price;
each man fears to spoil his chance of getting a better price
later on from his own customers; or, if he produces for a
large and open market, he is more or less in fear of incurring
the resentment of other producers, should he sell needlessly
at a price that spoils the common market for all. The
marginal production in this case is the production of those
whom a little further fall of price would cause, either from a
regard to their own interest or by formal or informal agree-
ment with other producers, to suspend production for fear
of further spoiling the market. The price which, for these
reasons, producers are just on the point of refusing, is the
true marginal supply price for short periods. It is nearly
always above, and generally very much above the special or
prime cost for raw materials, labour and wear-and-tear of
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plant, which is immediately and directly involved by getting v, v, 6.

a little further use out of appliances which are not fully
employed. This point needs further study.

In a trade which uses very expensive plant, the prime Wher~

cost of goods is but a small part of their total cost; and an ~~~ fixed
order at much less than their normal price may leave a large ~~f~~an

surplus above their prime cost. But if producers accept ~~~o~~heir

such orders in their anxiety to prevent their plant from normal

being idle, they glut the market and tend to prevent prices ~~out

from reviving. In fact however they seldom pursue this :~~r
policy constantly and without moderation. If they did, they prune cost;

might ruin many of those in the trade, themselves perhaps
among the number; and in that case a revival of demand
would find little response in supply, and would raise violently
the prices of the goods produced by the trade. Extreme
variations of this kind are in the long run beneficial neither
to producers nor to consumers; and general opinion is not
altogether hostile to that code of trade morality which con-
demns the action of anyone who "spoils the market" by
being too ready to accept a price that does little more than
cover the prime cost of his goods, and allows but little on
account of his general expenses-.

For example, if at any time the prime cost, in the
narrowest sense of the word, of a bale of cloth is £100; and
if another £100 are needed to make the cloth pay its due
share of the general expenses of the establishment, including
normal profits to its owners, then the practically effective
supply price is perhaps not very likely to fall below £150
under ordinary conditions, even for short periods; though of
course a few special bargains may be made at lower prices
without much affecting the general market.

I Where there is a strong combination, tacit or overt, producers may some-
times regulate the price for a considerable time together with very little reference
to cost of production. And if the leaders in that combination were those who had
the best facilities for production, il might be said, in apparent though not in real
contradiction to Ricardo's doctrines, that the price was governed by that part of
the supply which was most easJly produced. But 88 a fact, those producers whose
finances are weakest, and who are bound to go on producing to escape failure,
often impoee their policy on the rest of the combination: insomuch that it is
a common saying, both in America and England, that the weakest membelll of a
combination are frequently its rulers.
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Thus, although nothing but prime cost enters necessarily
and directly into the supply price for short periods, it is yet
true that supplementary costs also exert some influence
indirectly. A producer does not often isolate the cost of
each separate small parcel of his output; he is apt to treat
a considerable part of it, even in some cases the whole of
it, more or less as a unit. He inquires whether it is worth
his while to add a certain new line to his present under-
takings, whether it is worth while to introduce a new
machine and so on. He treats the extra output that
would result from the change more or less as a unit
beforehand; and afterwards he quotes the lowest prices,
which he is willing to accept, with more or less reference
to the whole cost of that extra output regarded as a
unit.

The In other words he regards an increase in his processes
marginal
unit is a of production, rather than an individual parcel of his pro-
whole
process of ducts, as a unit in most of his transactions. And the
¥a~:'C!ho:nanalytical economist must follow suit, if he would keep in
apadsrcelof close touch with actual conditions. These considerations
goo •

tend to blur the sharpness of outline of the theory of value:
but they do not affect its substance",

To sum up then as regards short periods. The supply
of specialized skill and ability, of suitable machinery and
other material capital, and of the appropriate industrial
organization has not time to be fully adapted to demand;
but the producers have to adjust their supply to the demand
as best they can with the appliances already at their dis-
posal. On the one hand there is not time materially to
increase those appliances if the supply of them is deficient;
and on the other, if the supply is excessive, some of them
must remain imperfectly employed, since there is not time
for the supply to be much reduced by gradual decay, and by
conversion to other uses. Variations in the particular income

but such
a fall IS

opposed
by many
causes,
mostly
mdirect.

General
conclu-
sions as
to short
penods,

1 This general description may suffice for most purposes: but in chapter Xl.

thpre will be found a more detailed study of that extremely complex notion, a
marginal increment in the processes of production by a representative finn;
together with a fuller explanation of the necessity of referring our reasonings to
the circumstances of a representative firm, especially when we are considering
industries which show a tendency to increasing return.
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derived from them do not for the time affect perceptibly the v, v, 7.

supply; and do not directly affect the price of the com-
modities produced by them. The income is a surplus of
total receipts over prime cost; [that is, it has something of
the nature of a rent as will be seen more clearly in chapter
VIII.]. But unless it is sufficient to cover in the long run a
fair share of the general costs of the business, production will
gradually fall off. In this way a controlling influence over
the relatively quick movements of supply price during short
periods is exercised by causes in the background which range
over a long period; and the fear of "spoiling the market"
often makes those causes act more promptly than they other-
wisewould.

§ 7. In long periods on the other hand all investments In long

of capital and effort in providing the material plant and the i~~O::~of

organization of a business, and in acquiring trade knowledge rgr::.ces

and specialized ability, have time to be adjusted to the ~~~~dis

incomes which are expected to be earned by them: and the toJthe

estimates of those incomes therefore directly govern supply, t~:d
and are the true long-period normal supply price of the ~~~~
commodities produced. appliances.

A great part of the capital invested in a business is
generally spent on building up its internal organization and
its external trade connections. If the business does not
prosper all that capital is lost, even though its material plant
may realize a considerable part of its original cost. And any-
one proposing to start a new business in any trade must
reckon for the chance of this loss. If himself a man of
normal capacity for that class of work, he may look forward
ere long to his business being a representative one, in the
sense in which we have used this term, with its fair share of
the economies of production on a large scale. If the net
earnings of such a representative business seem likely to be
greater than he could get by similar investments in other
trades to which he has access, he will choose this trade.
Thus that investment of capital in a trade, on which the
price of the commodity produced by it depends in the long
run, is governed by estimates on the one hand of the out-
goings required to build up and to work a representative



378 EQUILIBRIUM OF NORMAL DEMAND AND SUPPLY, CONTINUED

v, v, 8. firm, And on the other of the incomings, spread over a long
period of time, to be got by such a price.

At any particular moment some businesses will be rising
and others falling: but when we are taking a broad view of
the causes which govern normal supply price, we need not
trouble ourselves with these eddies on the surface of the great
tide. Any particular increase of production may be due to
some new manufacturer who is struggling against difficulties,
working with insufficient capital, and enduring great priva-
tions in the hope that he may gradually build up a good
business. Or it may be due to some wealthy firm which by
enlarging its premises is enabled to attain new economies,
and thus obtain a larger output at a lower proportionate
cost: and, as this additional output will be small relatively
to the aggregate volume of production in the trade, it will
not much lower the price; so that the firm will reap great
gains from its successful adaptation to its surroundings.
But while these variations are occurring in the fortunes of
individual businesses, there may be a steady tendency of the
long-period normal supply price to diminish, as a direct
consequence of an increase in the aggregate volume of pro-
duction.

§ 8. Of course there is no hard and sharp line of division
between "long" and "short" periods. Nature has drawn no
such lines in the economic conditions of actual life; and in
dealing with practical problems they are not wanted. Just
as we contrast civilized with uncivilized races, and establish
many general propositions about either group, though no
hard and fast division can be drawn between the two; so we
contrast long and short periods without attempting any rigid
demarcation between them. If it is necessary for the pur-
poses of any particular argument to divide one Case sharply
from the other, it Can be done by a special interpretation
clause: but the occasions on which this is necessary are

Classifi- neither frequent nor important.~:~l~~~Four classes stand out. In each, price is governed by
~f~~:ethe relations between demand and supply. As regards
~r!od8 to market prices, Supply is taken to mean the stock of the
whichthey ditv i . hi h i h d 11 ".refer. commo ty in question w c IS on an, or at a events In

Tbere is
no sharp
division
between
long and
short
periods.
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sight." As regards normal prices, when the term Normal is v.....8.

taken to relate to short periods of a few months or a year,
Supply means broadly what can be produced for the price
in question with the existing stock of plant, personal and
impersonal, in the given time. As regards normal prices,
when the term Normal is to refer to long periods of several
years, Supply means what can be produced by plant, which
itself can be remuneratively produced and applied within the
given time; while lastly, there are very gradual or Secular
movements of normal price, caused by the gradual growth
of knowledge, of population and of capital, and the changing
conditions of demand and supply from one generation to
another',

1 Compare the first section of this chapter. Of course the periods required to
adapt the several factors of production to the demand may be very drfferent ; the
number of skilled compositors. for instance, cannot be increased nearly as fast as
the supply of type and printing-presses. And this cause alone would prevent any
rigid division being made between long and short periods. But in fact a theoreti-
cally perfect long period must give time enough to enable not only the factors of
production of the commodity to he adjusted to the demand, but also the factors
of production of those factors of production to be adjusted and so on; and this.
when carried to its logical consequences. will be found to involve the supposition
of a stationary state of industry. in which the reqiurements of a future age can
be anticipated an indefinite time beforehand. Some such assumption is indeed
unconsciously implied in many popular renderings of RIcardo's theory of value. if
not in his own versions of it; and it is to this cause more than any other that we
must attribute that simplicity and sharpness of outline, from which the economic
doctrines in fashion in the first half of this century derived some of their seduc-
tive charm. as well as most of whatever tendency they may have to lead to false
practical conclusions.

Relatively short and long period problems go generally on similar lines. In
both use is made of that paramount device. the partial or total isolation for
special study of some set of relations. In both opportunity is gained for analysing
and comparing similar episodes. and making them throw light upon one another;
and for ordering and co-ordinating facts which are suggestive in their similarities.
and are still more sugge.qtive in the differences that peer out through their simi-
larities. But there is a broad distinction between the two cases. In the relatively
short-period problem no great violence is needed for the assumption that the
forces not specially under consideration may he taken for the tune to he inactive.
But violence is required for keeping broad forces in the pound of Calms Paribus
during. say. a whole generation. on the ground that they have only an indirect
bearing on the question in hand. For even indirect influences may produce great
effects in the course of a generation, if they happen to act cumulatively; and It is
not safe to ignore them even provisionally in a practical problem without special
study. Thus the uses of the statical method in problems relating to very long
periods are dangerous; care and forethought and self-restraint are needed at every
step. The difficulties and risks of the task reach their highest point in connection
with industries which confonn to the law of Increasing Return; and it is Just
in connection with those industries that the most alluring applications of the
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v, v, 8. The remainder of the present volume is chiefly concerned
with the third of the above classes: that is, with the normal
relations of wages, profits, prices, etc., for rather long periods.
But occasionally account has to be taken of changes that
extend over very many years; and one chapter, Book VI.
ch. XII., is given up to "The Influence of Progress on Value,"
that is, to the study of secular changes of value.

method are to be found. We must postpone these questions to chapter xu. and
Appendix H.

But an answer may be given here to the objection that since .. the economic
world is subject to continual changes. and is becoming more complex .... the longer
the ron the more hopeless the rectification" : 50 that to speak of that position which
value tends to reach in the long ron is to treat "variables as constants." (Devas,
Political EcMaomy, Book IV. ch. v.) It is true that we do treat variables pro.
viftonally as constants. But it is also true that this is the only method by which
science has ever made any great progress in dealing with complex and changeful
matter. whether in the physical or moral world. See above V. v. 2.



CHAPTER VI.

JOIm AND COMPOSITE DEMAND. JOINT AND
COMPOSITE SUPPLY.

§ 1. BREAD satisfies man's wants directly: and the v, VI,I.

demand for it is said to be direct. But a flour mill and
an oven satisfy wants only indirectly, by helping to make
bread, etc., and the demand for them is said to be indirect.
Moregenerally:-

The demand for raw materials and other means of prO-Indif"ectM"
duction is indirect and is derived from the direct demand ~:::'.
for those directly serviceable products which they help to
produce.

The services of the flour mill and the oven are joined
together in the ultimate product, bread: the demand for
them is therefore called a joint demand. Again, hops and
malt are complementary to one another; and are joined
together in the common destination of ale: and so on. Thus
the demand for each of several complementary things is
derived from the services which they ;"ointly render in the
production of some ultimate product, as for instance a loaf
of bread, a cask of ale. In other words there is a ;"oint J01't1t

demand for the services which any of these things render demand.

in helping to produce a thing which satisfies wants directly
and for which there is therefore a direct demand: the direct
demand for the finished product is in e:ffect split up into
many derived demands for the things used in producing it!.

1 Compare III. ill. 6. It will be recollected that the things in a fonn ready
for inunediate use have been called go0d8 of tJu fir" order, or COfl8IJAnerT goods;
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To take another illustration, the direct demand for houses
gives rise to a joint demand for the labour of all the
various building trades, and for bricks, stone, wood, etc.
which are factors of production of building work of all kinds,
or as we may say for shortness, of new houses. The demand
for anyone of these, as for instance the labour of plasterers,
is only an indirect or derived demand.

Let us pursue this last illustration with reference to a
class of events that are of frequent occurrence in the labour
market; the period over which the disturbance extends being
short, and the causes of which we have to take account as
readjusting demand and supply being only such as are able
to operate within that short period.

This case has important practical bearings, which give
it a special claim on our attention; but we should notice
that, referring as it does to short periods, it is an exception
to our general rule of selecting illustrations in this and the
neighbouring chapters from cases in which there is time
enough for the full long-period action of the forces of supply
to be developed.

Let us then suppose that the supply and demand for
building being in equilibrium, there is a strike on the part
of one group of workers, say the plasterers, or that there is
some other disturbance to the supply of plasterers' labour.
In order to isolate and make a separate study of the demand
for that factor, we suppose firstly that the general conditions
of the demand for new houses remain unchanged (that is,
that the demand schedule for new houses remains valid);
and secondly we assume that there is no change in the general
conditions of supply of the other factors, two of which are of
course the business faculties and the business organizations
of the master builders; (that is, we assume that their lists of
supply prices also remain valid). Then a temporary check to

and that things used as factors of production of other goods have been caned
fJf'Oducers' goods. or goods of the se<:ond and higher orders or int"",e<iiate goods:
also that it is difficult to say when goods are really finished; that many things are
commonly treated as finished consumers' goods before they are really ready for con-
sumption, e g. flour. See II. m. 1. The vagueness of the notion of instrumental
goods, regarded as thi~ the value of which is derived from that of their products,
is indiCllt.e4 in II. IV. 13.
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the supply of plasterers' labour will cause a proportionate V, VI,I.

check to the amount of building: the demand price for the
diminished number of houses will be a little higher than
before; and the supply prices for the other factors of pro-
duction will not be greater than before". Thus new houses
can now be sold at prices which exceed by a good margin the
sum of the prices at which these other requisites for the
production of houses can be bought; and that margin gives
the limit to the possible rise of the price that will be offered
for plasterers' labour, on the supposition that plasterers'
labour is indispensable. The different amounts of this
margin, corresponding to different checks to the supply of
plasterers' labour, are governed by the general rule that:-
The price that will be offered for any thing used in producing La,,! of

a commodity is, for each separate amount for the commodity, ~::~.
limited by the excess of the price at which that amount of
the commodity can find purchasers, over the sum of the
prices at which the corresponding supplies of the other
things needed for making it will be forthcoming.

To use technical terms, the demand schedule for any
factor of production of a commodity can be derived from
that for the commodity by subtracting from the demand
price of each separate amount of the commodity the sum
of the supply prices for corresponding amounts of the other
factoras.

I This is at any rate true under all ordinary conditionl: Ulere will be leu
extra charges for overtime; and the price of the labour of carpenters, bricklayers
and others is likely rather to go down than to go up, and the same is true of bricks
and other builJing materials.

• The broad account given in the text may suffice for most purposes; and the
general reader should perhaps omit the remaining footnotes to this chapter.

It must he remembered that U1is Derived schedule has no validity except
on the suppositions that we are isolating this one factor for separate study;
that its own conditioD8 of supply are disturbed; Ulat there is at the time no
independent disturbance aliectmg any other elemen' in the problem; and that
therefore in the case of each of the other factor8 of production the selling price
may be taken to coincide always with the supply price.

In illustrating thIS by a diagram, it will be well, for the sake of shortness of
wording, to divide the expenses of production of a commodity Inso the supply
pnces of two thingJI of which it is made; let us then regard the supply price of
a knife as the sum of the supply prices of Jts blade and handle, and neglect the
expense of put&ing the two together. Let •• ' be the supply curve for handlea BOd
&8' that for !mives; 80 that M being any point on Oz, and MqQ being drawn ver-
tically to cut .' in fJ and 88' in Q, Mq is the supply price for OM handles, qQ is
the supply price for OM blades and MQ the supply price for OM knives. Let DD'
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§2. When however we come to apply this theory to the
actual conditions of life, it will be important to remember
that if the supply of one factor is disturbed, the supply of
others is likely to be disturbed also. In particular, when the
factor of which the supply is disturbed is one class of labour,
as that of the plasterers, the employers' earnings generally
act as a buffer. That is to say, the loss falls in the first
the demand curve for knives cut sS' in A, and AaB be drawn vertically 88 in the
figure. Then in equilibrium OB knives are sold
at a price BA of which B« goes for the handle
and aA for the blade.

(In this illustration we may suppose that
sufficient time is allowed to enable the forces
which govern supply price to work themselves
out fully; and we are at hherty thereCore to make
our supply curves inchned negatively. This
change will not affect the argument; but on the
wholA>it is best to take our typical instance Wlth
the supply curve inclined posrtively.]

Now let us suppose that we want to isolate
for separate study the demand for knife handles.
Accordmgly we suppose that the demand for knives and the supply of blades
conform to the laws indicated by their respective curves: also that the supply
curve for handles still remains in force and represents the circumstances oC
normal supply of handles, although the supply of handles is temporarily disturbed.
Let MQ cut DD' in P, then MP 18 the demand price for OM knives and Qq IS the
supply price for OM blades. Take 0 pomt p in UP such that Pp is equal to Qq,
and therefore Mp is the excess of MP over Qq; then Up IS the demand price Cor
OM handles. Let dd' be the locus of p obtamed by gh-ing M successive POSitIOns
along Oz and finding the corresponding positions of p; then dd' is the derived
demand curve for handles. or course it p88Se8 through a. We may now neglect
all the rest of the figure except the curves dd', ss'; and regard them as representing
the relations of demand for and supply of handles, other things being equal, that
is to say, in the absence of any disturbing cause whIch affects the law of supply of
blades and the law of demand for knives. Ba is then the equilibrium price of
handles, about which the market price oscillates, in the manner investigated in
the preceding chapter, under the influence of demand and supply, of which the
schedules are represented by dd' and ss'. It has already been remarked that
the ordinary demand and supply curves have no practical value except in the
immediate neighbourhood of the point of equilibrium. And the same remark
applies with even greater force to the equation of derived demand.

[Since Mp-Mq=MP-MQ; therefore A being a point of stable equilibnwn,
the equilihrium at II also is stable. But this statement needs to be somewhat
qualified if the supply curves are negatively inclined: see Appendix H.]

In the illustration that has just been worked out the unit of each of the
factots remains unchanged whatever be the amount of the commodity produced,
for one blade and one handle are always required for each knife; but when a
change in the amount of the commodity produced occasions a change in the
amount of each factor that is required for the production of a unit of the com·
modity, the demand and supply curves for the factor got by the above process are
not expressed in tenns of fixed units of the factor. They must be translated back
Into fixed units before they are avallable for general use. (See Mathematical Note
XIV bU.)

Fig. 20.

s

o
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instance on them; but by discharging some of their work- v, VI, 2.

men and lowering the wages of others, they ultimately
distribute a great part of it among the other factors of pro-
duction. The details of the process by which this is effected
are various, and depend on the action of trade combinations,
on the higgling and bargaining of the market, and on other
causes with which we are not just at present concerned.

Let us inquire what are the conditions, under which a Conditions

check to the supply of a thing that is wanted not for direct ~~~~~a
use, but as a factor of production of some commodity, may ~~~~;~ay

cause a very great rise in its price. The first condition is rahlSemuchft e pnce 0

that the factor itself should be essential, or nearly essential a requisite

h ducti f h di db' bei of produc-to t e pro uction 0 t e commo ity, no goo su stitute {'mgnon.

available at a moderate price.
The second condition is that the commodity in the pro-

duction of which it is a necessary factor, should be one for
which the demand is stiff and inelastic; so that a check to
its supply will cause consumers to offer a much increased
price for it rather than go without it; and this of course
includes the condition that no good substitutes for the com-
modity are available at a price but little higher than its
equilibrium price. If the check to house building raises the
prIce of houses very much, builders, anxious to secure the
exceptional profits, will bid against one another for such
plasterers' labour as there is in the market".

The third condition is that only a small part of the
expenses of production of the commodity should consist of
the price of this factor. Since the plasterer's wages are but
a small part of the total expenses of building a house, a rise
of even 50 per cent. in them would add but a very small
percentage to the expenses of production of a house and
would check demand but little>.

I We have to inquire under what condrtions the rano pM to aB will be the
greatest, pM bemg the demand pnce for the factor in question corresponding to
a supply reduced from OB to OM, that IS reduced by the given amount BM. The
second condition is that PM should be large; and since the elasticity of demand IS

measured by the ratio WhICh BM bears to the excess of PM over AB, the greater
P.1[ is, the smaller other things bemg equal, is the elasticity of demand.

• The third condition is that when PM exceeds AB in a given ratio, pM shall
be caused to exceed Ba ill a large ratio: and other things hemg equal, that requires
Ba to be but a smJ.1Ipart of BA.

~ U
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The fourth condition is that even a small check to the
amount demanded should cause a considerable fall in the
supply prices of other factors of production; as that will
increase the margin available for paying a high price for this
one-. If, for instance, bricklayers and other classes of work-
men, or the employers themselves cannot easily find other
things to do, and cannot afford to remain idle, they may be
willing to work for much lower earnings than before, and this
will increase the margin available for paying higher wages to
plasterers. These four conditions are independent, and the
effects of the last three are cumulative.

The rise in plasterers' wages would be checked if it were
possible either to avoid the use of plaster, or to get the work
done tolerably well and at a moderate price by people outside
the plasterers' trade: the tyranny, which one factor of pro-
duction of a commodity might in some cases exercise over
the other factors through the action of derived demand, is
tempered by the principle of substitutiont,

and of thfe Again, an increased difficulty in obtaining one of the
power 0

modifying factors of a finished commodity can often be met by modify-
the propor- . h h f he fini 8 'nons which mg t e c aracter 0 t e finished product. ome plasterers
~~~~e~e~;l labour may be indispensable; but people are often in doubt
p[roductlOn how much plaster work it is worth while to have in their
o a com-
modity houses, and if there is a rise in its price they will have less
bear to one f i Th' . f h . f . f hi 1. h uldanother, 0 It. e intensity 0 t e satis action 0 w ca t ey wo

be deprived if they had a little less o£ it, is its marginal
utility; the price which they are just willing to pay in order
to have it, is the true demand price for plasterers' work up to
the amount which is being used.

80 again there is a joint demand for malt and hops in ale.
But their proportions can be varied. A higher price can be

V, VI, 2.

Moderating
mfluence
of the
prmcrple
of substi-
tuuon,

1 That 15, If Qq had been smaller than It is, Pp would have been smaller and
Mp would have been larger. See 31.;0 Mathematical Note XV.

i It 18 shown in Bohrn-Bawerk's excellent G1'UndzUge der ThlOri4 tla unrt-
schaftlichen Guterwerts (Jahrbuch fur Natumalokonomie una StatUtik, vol. XIII.

p. 59) that If all but one of the factors of production of a commodity have available
substitUtes in unlimited supply, by which their own price is rigidly fixed, the
denved demand price for the remaining factor will be the excess of the demand
pnce for the finished product over the sum of the supply prices thus fixed for the
remaining fsetal&. TI.us ia an mtere.5W1g special CIIIie of the law gtVIIII m the
text.
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got for an ale which differs from others only in containing v, VI, 3.

more hops; and this excess price represents the demand for
hops'.

The relations between plasterers, bricklayers, etc., are
representative of much that is both instructive and romantic
in the history of alliances and conflicts between trades-unions
in allied trades. But the most numerous instances of joint
demand are those of the demand for a raw material and the
operatives who work it up; as for instance cotton or jute
or iron or copper, and those who work up these several
materials. Again, the relative prices of different articles of
food vary a good deal with the supply of skilled cooks'
labour: thus for instance many kinds of meat and many parts
of vegetables which are almost valueless in America, where
skilled cooks are rare and expensive, have a good value in
France, where the art of cooking is widely diffused.

§ 3. We,have already- discussed the way in which the Compos.lt

aggregate demand for any commodity is compounded of the ~~t'igrt-
demands of the different groups of people who may need it. demand.

But we now may extend this notion of composite demand to
requisites of production which are needed by several groups
of producers.

Nearly every raw material and nearly every kind of Rival

labour is applied in many different branches of industry, and demands.

contributes to the production of a great variety of commo-
dities. Each of these commodities has its own direct demand;
and from that the derived demand for any of the things used
in making it can be found, and the thing is "distributed be-
tween its various uses" in the manner which we have already
discusseds. ·The various' uses are rivals, or competitors
with one another; and the corresponding derived demands
are rival or competitive demands relatively to one another.
But in relation to the supply of the product, they co-operate
with one another; being" compounded" into the total de-
mand that carries off the supply: in just the same way as
the partial demands of several classes of society for a finished

1 See Mathematical Note xn.
• See above, II I. IV. 2, 4.
• See III. v.

25-2
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commodity are aggregated, or compounded together into the
total demand for it '.

§ 4. We may now pass to consider the case of joint pro-
ducts: i,e. of things which cannot easily be produced sepa-
rately; but are joined in a common origin, and may there-
fore be said to have ajoint supply, such as beef and hides, or
wheat and straw''. This case corresponds to that of things
which have a joint demand, and it may be discussed almost
in the same words, by merely substituting "demand" for
"supply," and vice versa. As there is a joint demand for
things joined in a common destination: so there is a joint
supply of things which have a common origin. The single
supply of the common origin is split up into so many derived
supplies of the things that proceed from it3.

, Thus, let a factor of production have three uses. Let d,.d,.' be the demand
curve for It in its first use. From N any
point on Oy draw.'\'1'1 horizontally to cutd,.d,'
in 1'1; then N1'1 is the amount that IS de-
manded for the first use at price ON. Produce
N1'1 to PI' and further on to P making P,P.
and PIP of such lengths as to represent the
amounts of the factor demanded at price ON
for the second and third uses respectively. As
N moves along Oy let PI trace out the curve
d,h' and let P trace out the curve DD'. Thus
d,h' would be the demand curve for the factor
if it had only its first and second uses. DD'
is its demand curve for all three uses. It IS
Immaterial in what order we take the several
uses. In the case represented, the demand
for the second use begins at a lower price and that for the third use begins at a
higher price than does the demand for the first use. (See Mathematical Note
XVII.)

• Professor Dewsnup (Amencan Ec<YTI01nicReview, Supplement 1914, p. 89)
suggests that things should be described as joint products, when their" total costs
of production by a single plant are less than the sum of the costa of their production
by separate plants." Too defimtion is less general than that reached at the end of
this section; but it is convenient for some special uses.

• If it is desired to isolate the relations of demand and supply for 8 joint
product, the denved supply price is found in just the same way as the denved
demand price for a factor of production was found in the parallel case of demand.
Other things must be assumed to be equal (that is, the supply schedule for the
whole process of production must be assumed to remain in force and 80 must the
demand schedule for each of the joint products except that to be isolated). The
derived supply price is then found by the rule that it must equal the excess of the
supply pnce for the whole process of production over the sum of the demand
pnces of all the other joint products; the prices being taken throughout with
reference to corresponding amounts.

We may again illustrate by a simple example in which it is assumed that tho

11

o
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a'•
d'

I
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For instance, since the repeal of the Com Laws much of v, vI,4-
the wheat consumed in England has been imported, of course
without any straw. This has caused a scarcity and a conse-
quent rise in the price of straw, and the farmer who grows
wheat looks to the straw for a great part of the value of the
crop. The value of straw then is high in countries which
import wheat, and low in those which export wheat. In the
same way the price of mutton in the wool-producing districts
of Australia was at one time very low. The wool was
exported, the meat had to be consumed at home; and as
there was no great demand for it, the price of the wool had
to defray almost the whole of the joint expenses of pro-
duction of the wool and the meat. Afterwards the low price
of meat gave a stimulus to the industries of preserving meat
for exportation, and now its price in Australia is higher.

There are very few cases of joint products the cost of U the pro-
•. portions

production of both of which together IS exactly the same as of joint

that of one of them alone. So long as any product of a ~!~db~ts

business has a market value, it is almost sure to have devoted modified,

to it some special care and expense, which would be dimin-
ished, or dispensed with if the demand for that product were
to fall very much. Thus, for instance, if straw were valueless,
farmers would exert themselves more than they do to make
the ear bear as large a proportion as possible to the stalk.
Again, the importation of foreign wool has caused English

relative amounts of the two joint products are unalterable. Let sS' be the
supply curve for bullocks which yield meat and leather in fixed quantities;
dd' the demand curve for their caresses, that is, for the meat derived from them.
M being any point on O» draw Mp vertically to cut dd' in p, and produce it to P
so that pP represents the demand price for OM hides. Then MP is the demand
price for OM bullocks, and DD' the locus of P is the
demand curve for bullocks: it may be called the total
demand curve. Let DD' cut SS' in A; and draw
AaB as in the figure. Then in equilibrium OB
bullocks are produced and sold at the price BA of
which Ba goes for the carcase and aA for the hide.

Let MP cut SS' in Q. From QM cut off Qq equal
to Pp; then q is a point on the derived supply curve
for caresses, For if we assume that the selling price
of OM hides is always equal to the corresponding
demand price Pp, it follows that since it costs QM to
produce each of OM bullocks there remains a price QM-Pp, that is qM, to be
borne by each of the OM caresses. Then 16' the locus of q, and dd' are the supply
and demand curves for carcases. (See Mathematical Note XVIII.)

o Fig. 22.

s'

q
o M
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sheep to be adapted by judicious crossing and selection so
as to develop heavy weights of good meat at an early age,
even at the expense of some deterioration of their wool. It
is only when one of two things produced by the same process
is valueless, unsaleable, and yet does not involve any expense
for its removal, that there is no inducement to attempt to
alter its amount; and, it is only in these exceptional cases
that we have no means of assigning its separate supply price
to each of the joint products. For when it is possible to
modify the proportions of these products, we can ascertain
what part of the whole expense of the process of production
would be saved, by so modifying these proportions as slightly
to diminish the amount of one of the joint products without
affecting the amounts of the others. That part of the
expense is the expense of production of the marginal element
of that product; it is the supply price of which we are in
search-.

But these are exceptional cases. It more frequently
happens that a business, or even an industry finds its
advantage in using a good deal of the same plant, technical
skill, and business organization for several classes of products.
In such cases the cost of anything used for several purposes
has to be defrayed by its fruits in all of them: but there is
seldom any rule of nature to determine either the relative
importance of these uses, or the proportions in which the
total cost should be distributed among them: much depends
on the changing features of merketss.

§ 5. We may pass to the problem of composite supply
which is analogous to that of composite demand. A demand
can often be satisfied by anyone of several routes, according
to the principle of substitution. These various routes are
rivals or competitors with one another; and the corresponding
supplies of commodities are rival, or competitive supplies
relatively to one another. But in relation to the demand
they co-operate with one another; being "compounded"
into the total supply that meets the demands,

1 See Mathematical Note XIX.
I A little more is said on this subject in the ned chapter: it is discussed fully

in the forthcoming work on Industry and Tratk.
I The latter phrase .. competina commodities" is UIIId b1 Prol. Fisher in his
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If the causes which govern their production are nearly v, TI, 5.

the same, they may for many purposes be treated as one
commodity1. For instance, beef and mutton may be treated
8S varieties of one commodity for many purposes; but they
must be treated as separate for others, as for instance for
those in which the question of the supply of wool enters.
Rival things are however often not finished commodities,
but factors of production: for instance, there are many
rival fibres which are used in making ordinary printing
paper. We have just noticed how the fierce action of
derived demand for one of several complementary supplies,
as e.g. for the supply of plasterers' labour, was liable to be
moderated, when the demand was met by the competitive
supply of a rival thing, which could be substituted for it2.
bnlliant Mathmnatical Infltsl!gati0n8 in the them-y of vallU and prices, which
throw much light on the subjects discussed 10 the present chapter.

1 Comp. Jevons, l. c. pp. 145. 6. See also above, footnotes on pp. 100, 105.
• The want which all the rivals tend to satisfy is met by a composite supply,

the total supply at any pnce bemg the swn of the partral supplies at that pnce,
Thus, for instance, N being any point on Oy draw Nq,q,Q parallel to Ox such

that Nq" q,q. and q.Q are respec-
tively the amounts of the first,
second and third of those rivals
which can be supplied at the price
ON. Then NQ is the total com-
posite supply at that price, and the
locus of Q is the total supply curve
of the means of satisfying the want
in question. Of course the units of
the several things which are rivals
must be so taken that each of them
satisfies the same amount of the
want. In the case represented in
the figure small quantities of the
first rival can be put on the market at a price too low to call forth any supply
of the other two, and small quantities of the second at a prrce too low to call
forth any of the third. (See Mathematical Note XX.)

Continued rivalry is as a rulo possible only when none of the rivals has its
supply governed by the law of increasing return. The equilibrium is stable only
when none of them is able to drive the others out; and this is the case whcn
all of them conform to the law 01 diminishing return; because then if one
did obtain a temporary advantage and its use increased, its supply price wouk!
rise, and then the others would begin to undersell it. nut if one of them con-
formed to the law of increasing return, the rivalry would soon cease; for whenever
It happened to gain a temporary advantage over Its rivals its increased use would
lower its supply price and therefore increase its sale--its supply price would then
be further lowered, and so on; thus its advantage over Its rrvals would be con-
tinually increased until it had driven them out of the field. It IS true that there
are apparent exceptions to this rule; and thinga which conform to the law of
increasing return do sometimes seem to remain for a long time "in the field as

Fig. 23.

'1

o
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V, VI, 6.

Instances
of intricate
relations
between
the values
of different
things,

JOINT AND COMPOSITE DEMAND AND SUPPLY

§ 6. All the four chief problems which have been dis-
cussed in this chapter have some bearing on the causes
that govern the value of almost every commodity: and
many of the most important cross connections between the
values of different commodities are not obvious at first sight.

Thus when charcoal was generally used in making iron,
the price of leather depended in some measure on that of
iron; and the tanners petitioned for the exclusion of foreign
iron in order that the demand on the part of English iron
smelters for oak charcoal might cause the production of
English oak to be kept up, and thus prevent oak bark from
becoming dear". This instance may serve to remind us of
the way in which an excessive demand for a thing may
cause its sources of supply to be destroyed, and thus render
scarce any joint preducts that it may have: for the demand
for wood on the part of the ironmakers led to a relentless
destruction of many forests in England. Again, an excessive
demand for lamb was assigned as a cause of the prevailing
scarcity of sheep some years ago; while some argued on the
contrary that the better the price to be got for spring lamb
sold to the rich, the more profitable would be the production
of sheep, and the cheaper would mutton be for the people.
The fact is that an increase of demand may have opposite
effects according as it does or does not act so suddenly as to
prevent producers from adapting their action to it.

Again, the development of railways and other means of
communication for the benefit of one trade, as for instance
wheat growing in some parts of America and silver mining
in others, greatly lowers some of the chief expenses of
production of nearly every other product of those districts.
Again, the prices of soda, and bleaching materials and other

rivals: such is the case perhaps with different kinds of sewing machines and of
electric lights. But m these cases the thmgs do not really satisfy the same wants.
they appeal to shghtly different needs or tastes; there IS still some difference of
opinion as to their relatrve merits; or else perhaps some of them are patented or
in some other way have become the monopoly of particular firms. In such cases
custom and the force of advertising may keep many rrvals m the field for a lone
time; particularly if the producers of those things which arc really the best ltl

proportion to their expenses of production are not able effccuvcly to advcruse
and push their wares by travellers and other agencies.

1 Toynbee (Industnul Rtvolutwn, p. 80).
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products of industries, the chief raw material of which is V, VI, 6.

salt, move up and down relatively to one another with
almost every improvement in the various processes which
are used in those industries; and every change in those
prices affects the prices of many other goods, for the
various products of the salt industries are more or less
important factors in many branches of manufacture.

Again, cotton and cotton-seed oil are joint products, and
the recent fall in the price of cotton is largely due to the im-
proved manufacture and uses of cotton-seed oil: and further,
as the history of the cotton famine shows, the price of cotton
largely affects that of wool, linen and other things of its own
class; while cotton-seed oil is ever opening up new rivalries
with things of its own class. Again, many new uses have
been found for straw in manufacture; and these inventions
are giving value to straw that used to be burnt in the West
of America, and tend to hinder the rise in the marginal cost
of producing wheat",

1 Agam, since sheep and oxen compete for the use of land, leather and cloth
compete m indirect demand for the use of a factor of production. But also
in the upholsterer's shop they compete as supplymg means for meetmg the same
want. There IS thus a composite demand on the part of upholsterer and shoemaker
for leather; and also for cloth when the upper part of a shoe IS made of cloth:
the shoe offers a joint demand for cloth and leather, they offering complementary
supplies: and so on, in endless comphcatrons. See Mathematical Note XXI.
The Ausenan doctrine of "imputed value" has something in common WIth
that of derrved value grven in this chapter. Whichever phrase be used, it IS
Important that we should recognize the continuity between the old doctrine of
value and the new; and that we should treat imputed or derived values merely .1S
elements which take their place WIth many others in the broad problem of
distribution and exchange. The new phrases merely give the means of applying
to the ordinary affairs of hfe, some of that precision of expression which IS the
special property of mathematical language. Producers have always to consider
how the demand for any raw material ill which they are interested IS dependent
on the demand for the things in making whrch It is used, and how It 15 influenced
by every change that affects them; and this is really a special case of the
problem of ascertaining the efficient strength of anyone of the forces, which con-
tribute to a common result. In mathematical language this common result is
called a functton of the various forces: and the (marginal) contribution, which any
of them is making to it, is represented by the (small) change m the result which
would result from a (small) change in that force, that is by the d.ffe-renttal
coeffICient of the result WIth regard to that forcc. In otber words, the Imputed
value, or the dertved value of a factor of production, if used for only one product,
is the differential coefficient of that product with regard to that factor; and so on
m successive comphcations, as indicated in Notes XIV -XXI. of the lIIathcmatical
Appendix. (Some objections to parts of Prof. Wieser's doctrrne of Imputed values
are well urged by Prof. Edgeworth, Economic Journal, Vol. v. pp. 27!}-85 )



CHAPTER VII.

PRIME AND TOTAL COST IN RELATION TO JOINT PRO-
DUCTS_ COST OF MARKETING_ INSURANCE AGAn,ST
RISK. COST OF REPRODUCTION.

V, VII, 1. § 1. WE may now return to the consideration of prime
Supple- and supplementary costs, with special reference to the proper
:~':.!~'ldistribution of the latter between the joint products of a
jomt busibroducts- usmess,

ifflculty It often happens that a thing made in one branch of aarising
when one business is used as a raw material in another, and then the
branch of
a business question of the relative profitableness of the two branches
~u~;:les can be accurately ascertained only by an elaborate system of
:aa~~i~er, book-keeping by double entry; though in practice it is more

common to rely on rough estimates made by an almost
instinctive guess. Some of the best illustrations of this
difficulty are found in agriculture, especially when the same
farm combines permanent pasture and arable land worked
on long rotation".

Difficulties Another difficult case is that of the shipowner who has to
as to the ion th f hi hi b h d djomt apportion t e expenses 0 IS S Ip etween eavy goo s an
f~~~:of goods that are bulky but not heavy. He tries, as far as may
business, be, to get a mixed cargo of both kinds; and an important

element in the struggle for existence of rival ports is the
disadvantage under which those ports lie which are able to
offer a cargo only of bulky or only of heavy goods: while

1 There is scope for applications of mathematical or semi-mathematical
analyses, such as are indicated in the last chapter, to some of the chief practical
difficulnes of book-keeping by double entry in different trades.
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a port whose chief exports are weighty but not bulky, v, vn, 1.

attracts to its neighbourhood industries which make for
export goods that can be shipped from it at low freights.
The Staffordshire Potteries, for example, owe part of their
success to the low freights at which their goods are carried
by ships sailing from the Mersey with iron and other heavy
cargoes.

But there is free competition in the shipowning trade, are often

and it has great powers of variation as regards the size and ~h:~he
shape of ships, the routes which they take, and the whole !~~~;~~
method of trading; and thus in many ways the general thfehdetjllS

. . I b 1· d h he relati 0 t e panpnnClp e can e app re ,t at t e re ative proportions of the o! produc-

joint products of a business should be so modified that the non,
marginal expenses of production of either product should be
equal to its marginal demand price", Or, in other words,
the amount of carrying power for each kind of cargo has
a constant tendency to move towards equilibrium at a point
at which the demand price for that amount in a normal
state of trade is just sufficient to cover the expenses of pro-
viding it; these expenses being reckoned so as to include
not only its (money) prime cost, but also all those general
expenses of the business which are in the long run incurred
on its account, whether directly or indirectly-,

In some branches of manufacture it is customary to A first.

k fi .. h I f d· approxi-rna e a rst approximation to t e tota cost 0 pro ucmg matron is

any class of goods, by assuming that their share of the ~~r::b~es
general expenses of the business is proportionate either to !~eati~

their prime cost, or to the special labour bill that is incurred m~ltary
. ki he· h b d as proper-in ma ng t em. orrections can t en e ma e to meet tional to

such cases as those of goods which require either more or prime cost.

less than an average share of space or light, or of the use of
expensive machinery; and so on.

I Compare ch. VI. § 4-
• Of course this does not apply to railway rates. For a railway company

having little elasticity as to its methods of working, and often not much competi-
tion from outside, has no inducement to endeavour to adjust the charges which
It makes for ditlerent kinds of traffic to their cost to itself. In fact though 1$
may ascertain the prime cost in each case easily enough, it cannot determine
accurately what are the relative total costs of fast and slow traffic, of short
and long dUtance traffic, of light and heavy traffic; nor again of extra traffic
when ita linee and ita trains are crowded and when they are nearly empty.
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§ 2. There are two elements of the general expenses of
a business, the sharing of which between the different branches
requires some special attention. They are the expense of
marketing and that of insurance against risk.

Thediffi- Some kinds of goods are easily marketed; there is a
cultyof
assigning steady demand for them, and it is always safe to make~~e:~~of them for stock. But for that very reason competition cuts
~tsb::reess their price "very fine," and does not allow a large margin
of the above the direct cost of making them. Sometimes the tasks
expenses of • d 11' h b d d 1 .marketing of making an se mg t em can e ren ere a most automatic,

so as to require very little to be charged on their account
under the heads of the expenses of management and market-
ing. But in practice it is not uncommon to charge such
goods with even less than the small share that would properly
fall to them, and to use them as a means of obtaining and
maintaining a business connection, that will facilitate the
marketing of other classes of goods, the production of which
cannot so well be reduced to routine; for as to these there
is not so close a competition. Manufacturers, especially in
trades connected with furniture and dress, and retailers in
almost all trades, frequently find it best to use certain of
their goods as a means of advertising others, and to charge
the first with less and the second with more than their
proportionate share of Supplementary expenses. In the
former class they put those goods which are so uniform in
character and so largely consumed that nearly all purchasers
know their value well, in the second those with regard to
which purchasers think more of consulting their fancy than
of buying at the lowest possible price.

All difficulties of this kind are much increased by that
instability of supply price, which results whenever the ten-
dency to increasing return is acting strongly. We have seen
that in seeking the normal supply price in such cases we
must select as representative a business which is managed
with normal ability and so as to get its fair share of the
economies, both internal and external, resulting from indus-
trial organization: also that these economies, though they
fluctuate with the fortunes of particular businesses, yet
increase generally when the aggregate production increases.

becomes
very great
when the
law of
Increasing
return
acts
strongly;



COST OF MARKETING 397
Now it is obvious that if a manufacturer makes a commodity v, vn, 2.

the increased production of which would put largely increased
internal economies within his reach, it is worth his while to
sacrifice a great deal in order to push its sales in a new
market. If he has a large capital, and the commodity is one
in much demand, his expenditure for this purpose may be
very great, even exceeding that which he devotes directly to
the manufacture: and if, as is likely, he is pushing at the
same time several other commodities, nothing more than a
very rough guess can be made as to what share of this
expenditure should be charged to the sales of each of them
in the current year, and what share should be charged to the
connection which he is endeavouring to build up for them in
the future.

In fact when the production of a commodity conforms to especially
h I f .. . h . when thet e aw 0 mcreasmg return In sue a way as to give a very production

great advantage to large producers, it is apt to fall almost i~~lshl~~s

entirelv into the hands of a few large firms; and then the of a ffiw
- . I I' b . I d large nus.normal margma supp y pnce cannot e ISO ate on the plan

just referred to, because that plan assumes the existence of
a great many competitors with businesses of all sizes, some
of them being young and some old, some in the ascending
and some in the descending phase. The production of such
a commodity really partakes in a great measure of the nature
of a monopoly; and its price is likely to be so much influenced
by the incidents of the campaign between rival producers,
each struggling for an extension of territory, as scarcely to
have a true normal level.

Economic progress is constantly offering new facilities for Economies

marketing goods at a distance: it not' only lowers cost of ~~o~~uc-

carriage, but what is often more important, it enables pro- ~~t~Ced
ducers and consumers in distant places to get in touch with by local

. • facilitiesone another. In spite of this, the advantages of the producer for .
h 1· h . d h marketinz.WOlves on t e spot are very great In many tra es; t ey "

often enable him to hold his own against competitors at a
distance whose methods of production are more economical.
He can sell in his own neighbourhood as cheaply as they
can, because though the cost of making is greater for his
goods than for theirs, he escapes much of the cost which
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PRIME AND TOTAL COST IN RELATION TO JOINT PRODUCTS

they incur for marketing. But time is on the side of the
more economic methods of production; his distant competi-
tors will gradually get a stronger footing in the place, unless
he or some new man adopts their improved methods.

It remains to make a closer study of the relation in
which insurance against the risks of a business stands to
the supply price of any particular commodity produced
in it.

§ 3. The manufacturer and the trader commonly insure
against injury by fire and loss at sea; and the premiums
which they pay are among the general expenses, a share
of which has to be added to the prime cost in order
to determine the total cost of their goods. But no in-
surance can be effected against the great majority of
business risks. ,

Even as regards losses by fire and sea, insurance com-
panies have to allow for possible carelessness and fraud; and
must therefore, independently of all allowances for their own
expenses and profits, charge premiums considerably higher
than the true equivalent of the risks run by ths buildings or
the ships of those who manage their affairs well. The injury
done by fire or sea however is likely, if it occurs at all, to be
so very great that it is generally worth while to pay this
extra charge; partly for special trade reasons, but chiefly
because the total utility of increasing wealth increases less
than in proportion to its amount. But the greater part of
business risks are so inseparably connected with the general
management of the business that an insurance company
which undertook them would really make itself responsible
for the business: ana"in consequence every firm has to act as
its own insurance officewith regard to them. The charges to
which it is put under this head are part of its general
expenses, and a share of them has to be added to the prime
cost of each of its products.

But here there are two difficulties. In some cases
insurance against risk is apt to be left out of account
altogether, in others it is apt to be counted twice over.
Thus a large shipowner sometimes declines to insure his
ships with the underwriters: and sets aside part at least of
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the premiums that he might have paid to them, to build up v, vn, 3.

an insurance fund of his own. But he must still, when Caution

calculating the total cost of working a ship, add to its prime ~:~~~k-
cost a charge on account of insurance. And he must do the ingcertam

hine.J f her. wi h d h insurancesame t mg, in some orm or ot er, WIt regar to t ose risks expenses,

against which he could not buy an insurance policy on
reasonable terms even if he wanted to. At times, for in-
stance, some of his ships will be idle in port, or will earn
only nominal freights: and to make his business remuner-
ative in the long run he must, in some form or other, charge
his successful voyages with an insurance premium to make
up for his losses on those which are unsuccessful.

In general, however, he does this, not by making a formal and against
• . countmgentry ill his accounts under a separate head, but by the others

simple plan of taking the average of successful and unsuccess- twice over.

ful voyages together; and when that has once been done,
insurance against these risks cannot be entered as a separate
item in cost of production, without counting the same thing
twice over. Having decided to run these risks himself, he is
likely to spend a little more than the average of his com-
petitors, in providing against their occurrence; and this extra
expense enters in the ordinary way into his balance-sheet.
It is really an insurance premium in another form; and
therefore he must not count insurance against this part of
the risk separately, for then he would be counting it twice
over-.

When a manufacturer has taken the average of his sales
of dress materials over a long time, and bases his future
action on the results of his past experience, he has already
allowed for the risk that the machinery will be depreciated
by new inventions rendering it nearly obsolete, and for
the risk that his goods will be depreciated by changes
in fashion. If he were to allow separately for insurance

1 Again, certain insurance companies in America take risks against fire in
factones at very much less than the ordinary rates, on condition that some
prescribed precautions are taken, such as providing automatic sprinklers and
malung the walls and floor sohd. The expense incurred m these arrangements
IS really an insurance prenuum; and care must he taken not to count It tWIce
over. A factory which undertakes its own risks against fire WIll have to add to
the pnme cost of Its goods an allowance for insurance at a lower rate, If It IS

arranged on thia plan, than If bwlt in the ordw.uy way.
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V, VII, 4. against these risks, he would be counting the same thing
twice over-.

§ 4. Thus, though when we have counted up the average
receipts of a risky trade, we must not make a separate full
allowance for insurance against risk; though there may be
something to be allowed as a charge on account of un-
certainty. It is true that an adventurous occupation, such
as gold mining, has special attractions for some people: the
deterrent force of risks of loss in it is less than the attractive
force of chances of great gain, even when the value of the
latter estimated on the actuarial principle is much less than
that of the former; and as Adam Smith pointed out, a risky
trade, in which there is an element of romance, often becomes
so overcrowded that the average earnings in it are lower
than if there were no risks to be run", But in the large
majority of cases the influence of risk is in the opposite
direction; a railway stock that is certain to pay four per
cent. will sell for a higher price than one which is equally
likely to pay one or seven per cent. or any intermediate
amount.

and an Every trade then has its own peculiarities, but in most
average
gam cases the evils of uncertainty count for something, though
generally
counts for not very much: in some cases a slightly higher average price
~~;ete~_ is required to induce a given outlay, if that average is the
eelrtainttbef mean of widely divergent and uncertain results, than if thee emen so
which rt is adventurer may reckon confidently on a return that differs
made up. b li 1 f h T h . hut tt e rom t at average. 0 t e average pnce t ere-

fore we must add a recompense for uncertainty, if that is
unusually great; though if we added insurance against
risk we should be counting the greater part of that twice
over".

But un-
certamty
is an ev-l
in itself,

1 Again, when a fanner bas calculated the expenses of raising any particular
crop \I ith reference to an average year, he must not count 10 addition Insurance
against the fisk that the season may be bad, and the crop a failure' for 10 taking
an average year, he has already set off the chances of exceptionally good and bad
seasons against one another. When the earnmgs of a ferryman have been
calculated on the average of a year, allowance has already been made for the risk
that he may sometimes have to cross the stream with an empty boat.

• W,,alth of Nauons, Book I. ch, X.

• The evils resulting from the uncertainty involved in great business nsks are
well shown by von Thuuen (iSO/OTter Staat, II. I. p. 82).
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§ 5. This discussion of the risks of trade has again v, vn, 5.

brought before us the fact that the value of a thing, though To-

it tends to equal its normal (money) cost of production, does ~~~:~:ute
not coincide with it at any particular time, save by accident. ~Profduc-

tion or
Carey, observing this, suggested that we should speak of cost of .

value in relation to (money) cost of reproduction instead of f~~~ction

in relation to cost of production. !~~~IOf

The suggestion has, however, no significance so far as ~~~~
normal values are concerned. For normal cost of production no real

d I f do ibl d change;an norma cost 0 repro uction are converti e terms; an
no real change is made by saying that the normal value
of a thing tends to equal its normal (money) cost of re-
production instead of its normal (money) cost of production.
The former phrase is less simple than the latter, but means
the same thing.

And no valid argument for the change can be founded on and though

h f hi h b dil dmi d h h the markett e act, w c may e rea 1 y a mitte ,t at t ere are some value of

few cases in which the market value of a thing is nearer its :o~~~es
cost of reproduction than the cost that was actually incurred neatrer

fcos 0 re-
in producing that particular thing. The present price of an production
o hi f . d b f h 0 than cost ofIron s p or Instance, rna e e ore t e great recent improve- production,

ments in the manufacture of iron, might diverge less from ;o~e'::::d

the cost of reproducing it, that is of producing another just ~:d~~~
like it by modern methods, than from that which was actually non,

incurred in producing ito But the price of the old ship
would be less than the cost of reproduction of the ship,
because the art of designing ships has improved as fast as
that of manufacturing iron; and moreover steel has displaced
iron as the material of shipbuilding. It may still be urged
that the price of the ship is equal to that of producing a ship,
which would be equally serviceable, on a modern plan and
by modern methods. But that would not be the same thing
as saying that the value of the ship is equal to its cost of
reproduction; and, as a matter of fact, when, as often
happens, an unexpected scarcity of ships causes freights to
increase very rapidly, those who are anxious to reap the
harvest of profitable trade, will pay for a ship in sailing
order a price much above that for which a shipbuilding firm
would contract to produce another equally good and deliver

a W
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V, nr, IS. it some time hence. Cost of reproduction exerts little direct
influence on value, save when purchasers can conveniently
wait for the production of new supplies.

Again, there is no connection between cost of reproduction
and price in the cases of food in a beleaguered city, of quinine
the supply of which has run short in a fever-stricken island,
of a picture by Raphael, of a book that nobody cares to read,
of an armour-clad ship of obsolete pattern, of fish when the
market is glutted, of fish when the market is nearly empty,
of a cracked bell, of a dress material that has gone out of
fashion, or of a house in a deserted mining village .

• •• •
The reader, unless already experienced in economic

analysis, is recommended to omit the next seven chapters,
and pass at once to Chapter xv., which contains a brief
summary of this Book. It is true that the four chapters
on marginal costs in relation to values, and especially
Chapters VIII. and IX., bear upon some difficulties which
are latent in the phrase "the net product of labour"; and
that this phrase is used in Book VI. But the broad expla-
nation of it given there will suffice provisionally for most
purposes; and the intricacies connected with it may be
best appreciated at a somewhat advanced stage of economic
studies.



CHAPTER VIII.

MARGINAL COSTS IN RELATION TO VALUES.
GENERAL PRINCIPLES.

§ 1. THIs Chapter and the three following are given to v, vnr, 1.

a study of the marginal costs of products in relation to the This and

values of those products on the one hand, and on the other !~~ext

hand to the values of the land, machinery, and other chaptterscon mue
appliances used in making them. The study relates to normal themam

eonduion« and long period results. This fact must ever be ~f~;~~
borne in mind. The market value of any.thing may be much IV.-VI.

above or much below the normal cost of production: and
the marginal costs of a particular producer at any time may
stand in no close relation to marginal costs under normal
conditions-,

It was indicated at the end of Chapter VI. that no one
part of the problem can be isolated from the rest. There are
comparatively few things the demand for which is not
greatly affected by the demand for other things to the useful-
ness of which they contribute; and it may even be said that
the demand for the majority of articles of commerce is not
direct but is derived from the demand for those commodities
to the making of which they contribute, as materials or as
implements. And again this demand, because it is so derived,
is largely dependent on the supply of other things which
will work with them in making those commodities. And
again the supply of anything available for use in making
any commodity is apt to be greatly influenced by the demand
for that thing derived from its uses in making other com-
modities: and so on. These inter-relations can be and must
be ignored in rapid and popular discussions on the business

I Numerous objections have been urged against the important place assigned
to marginal costs in modem analysis. But it will be found that most of them rely
on arguments, in which statements referring to normal conditions and normal
l.1lue are controverted by statements relating to abnormal or particular conditions,

26-2
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v, vm, 2. affairs of the world. But no study that makes any claim
to thoroughness can escape from a close investigation of
them. This requires many things to be borne in mind at
the same time: and for that reason economics can never
become a simple sclence-,

The contribution which this group of chapters aims at
making covers little ground: but that ground is difficult:
and we shall need to work over it carefully, and from more
than one point of view; for it is thickly strewn with pitfalls
and stumbling blocks. It deals primarily with the earnings
of land, machinery, and other material agents of production.
Its main argument applies to the earnings of human beings;
but they are influenced by some causes which do not affect
the earnings of material agents of production: and the
matter in hand is sufficiently difficult without further com-
plicating it by side issues.

Restate- § 2. Let us begin by recalling the action of the principle
mentof the •• •
principle of substitution. In the modern world nearly all the means~~:~~~n.of production pass through the hands of employers and other

business men, who specialize themselves in organizing the
economic forces of the population. Each of them chooses
in every case those factors of production which seem best
for his purpose. And the sum of the prices which he pn.ys
for those factors which he uses is, as a rule, less than the sum
of the prices which he would have to pay for any other set
of factors which could be substituted for them: for, whenever
it appears that this is not the case, he will, as a rule, set to
work to substitute the less expensive arrangement or process''.

This statement is in close harmony with such common
sayings of every-day life, as that" everything tends to find
its own level," that "most men earn just about what they
are worth," that "if one man can earn twice as much as
another, that shows that his work is worth twice as much,"
that "machinery will displace manual labour whenever it
can do the work cheaper." The principle does not indeed

Reasons
for dealing
here only
with
material,
imple-
ments,
etc.

1 The reader is referred to the footnote on p. 393 with special reference to the
compressed mathematical version of the central problem of value which begins in
Note XIV. in the Mathematical Appendix and culminates in Note XXI.

• Compare V. m. 3; and V. IV. 3, 4; and Note XIV. in the Mathematical
Appendix.
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act without hindrance. It may be restricted by custom or v, vm, 2.

law, by professional etiquette or trade-union regulation: it
may be weakened by want of enterprise, or it may be softened
by a generous unwillingness to part with old associates. But
it never ceases to act, and it permeates all the economic
adjustments of the modem world.

Thus there are some kinds of field work for which horse- Illustra

power is clearly more suitable than steam-power, and vice twos.

versa. If we may now suppose that there have been no great
recent improvements in horse or steam machinery, and that
therefore the experience of the past has enabled farmers
gradually to apply the law of substitution; then, on this
supposition the application of steam-power will have been
pushed just so far that any further use of it in the place
of horse-power would bring no net advantage. There will
however remain a margin on which they could be indifferently
applied (as Jevons would have said); and on that margin the
net efficiency of either in adding to the money value of the
total product will be proportionate to the cost of applying itl.

Similarly, if there are two methods of obtaining the same
result, one by skilled and the other by unskilled labour, that
one will be adopted which is the more efficient in proportion
to its cost. There will be a margin on which either will be
indifferently applied 2. On that line the efficiency of each
will be in proportion to the price paid for it, account being
taken of the special circumstances of different districts and
of different workshops in the same district. In other words, ~
the wages of skilled and unskilled labour will bear to one .
another the same ratio that their efficiencies do at the
margin of indifference.

Again, there will be a rivalry between hand-power and
I This margin will vary with local circumstances, as well as with the habits,

inclinations, and resources of individual fanners. The difficulty of applying
steam machinery in small fields and on rugged ground is overcome more
generally in those districts in which labour is scarce than in those in which it is
plentiful; especially if, as is probable, coal is cheaper, and the feed of horses
dearer in the former than the latter.

I Skilled manual labour being generally used for special orders and (or things
of which not many are required of the same pattern; and unskilled labour aided
by specialized machinery being used for others. The two methods are to be seen
Side by side on similar work in every large workshop: but the position of the line
between them will vary a litUe from one workBhop to another.
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v, vm, s. machine-power similar to that between two different kinds
of hand-power or two different kinds of machine-power.
Thus hand-power has the advantage for some operations,
as, for instance, for weeding out valuable crops that have
an irregular growth; horse-power in its turn has a clear
advantage for weeding an ordinary turnip field; and the
application of each of them will be pushed in each district
till any further use of it would bring no net advantage there.
On the margin of indifference between hand-power and
horse-power their prices must be proportionate to their
efficiency; and thus the influence of substitution will tend
to establish a direct relation between the wages of labour and
the price that has to be paid for horse-power.

§ 3. As a rule many kinds of labour, of raw material, of
machinery and other plant, and of business organization, both
internal and external, go to the production of a commodity:
and the advantages of economic freedom are never more
strikingly manifest than when a business man endowed with
genius is trying experiments, at his own risk, to see whether
some new method, or combination of old methods, will be
more efficient than the old. Every business man indeed,
according to his energy and ability, is constantly endeavour-
ing to obtain a notion of the relative efficiency of every agent
of production that he employs; as well as of others that might
possibly be substituted for some of them. He estimates as
best he can how much net product (i.e. net addition to the
value of his total product) will be caused by a certain extra
use of anyone agent; net that is after deducting for any
extra expenses that may be indirectly caused by the change,
and adding for any incidental savings. He endeavours to
employ each agent up to that margin at which its net

, product would no longer exceed the price he would have to
pay for it. He works generally by trained instinct rather
than formal calculation; but his processes are substantially
similar to those indicated in our study of derived demand;
and, from another point of view, they may be described as
those which might be reaped by a complex and refined
system of book-keeping by double entryl.

I The changes, which be delirN, may be auch aa could only be made on a 1arge

The flet
product
at the
margin.
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We have already followed some simple estimates of v, VIII, 4.

this sort. We have noticed, for instance, how the propor- Illustra-

tion of hops and malt in ale can be varied, how the extra :~oen;!y

Price which can be got for ale by increasing the quantity of inhwhicthtent'
hops in it is a representative of the causes which govern the product

demand price for hops. Assuming that no further trouble or ~~t of

expense of any kind is involved by this additional use of ~~:~C:ion

hops, and that the expediency of using this extra amount is estimated.

doubtful, the extra value thus given to the ale is the marginal
net product of the hops of which we are in search. In this
case, as in most others, the net product is an improvement in
quality or a general contribution to the value of the product;
it is not a definite part of the produce which can be separated
£romthe rest. But in exceptional instances that can be done-,

§4. The notion of the marginal employment of any The

agent of production implies a possible tendency to diminish- !~:S~
ing return from its increased employment. f:m:_

Excessive applications of any means to the attainment of~tiuse of

d . d d . ld di . . hi . any agentany en are m ee sure to yie mlIDS ng returns m o! produc-

every branch of business; and, one may say, in all the affairs !k'i':: t~,but

of life. We may take some additional examples of a principle ~~in~i_

that has already been illustrated", In the manufacture of mm~hing
. bin 11b d f . Return ofsewmg mac es some parts may we e ma eo cast iron; land in

for others a common kind of steel will suffice; there are ~~:eralto

yet others for which a specially expensive steel-compound is ~~!~fon,

needed; and all parts should be finished off more or less however

smoothly, so that the machine may work easily. Now if any ~~::

scale; 88 for instance the substitution of steam-power for hand-power in a certain
factory; and in that case there would be a certain element of uncertainty and risk
in the change. Such breaches of continuity are however inevitable both in
production and consumption if we regard the action of single individuals. But as
there is a continuous demand in a large market for hats and watches and wedding
cakes, though no individual buys many of them (see III. m 5" so there will always be
trades in which small businesses are most economically conducted without steam-
power, and larger businesses with; while businesses of intermediate size are on
the margin. Again, even in large establishments in which steam is already in use,
there will always be some thiuga done by hand-power which are done by steam-
power elsewhere; and so on.

1 See p. 387, and Mathematical Note XVI. See also other illustrations in
V. VI., vu. A further illustration of the relation between the wages of the
marginal ahepberd, and the net product of his labour will be worked out in
detail in VI. I. 7.

I See V. IV. 4; see also the note on von Thlinen, below, p. 623.
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V,vm, •. one devoted a disproportionate care and expense to the
selection of materials for the less important uses, it might
truly be said that that expenditure was yielding a rapidly
diminishing return; and that he would have done better
to give some of it to making his machines work smoothly, or
even to producing more machines: and the case might be
even worse if he devoted an excessive expenditure to mere
brilliancy of finish, and put low grade metal to work for
which a higher grade was needed.

This consideration seems at first to simplify economic
problems; but on the contrary it is a chief source of difficulty
and confusion. For though there is some analogy between
all these various tendencies to diminishing return, they yet
are not identical. Thus the diminishing return which arises
from an ill-proportioned application of the various agents of
production into a particular task has little in common with
that broad tendency to the pressure of a crowded and growing
population on the means of subsistence. The great classical
Law of Diminishing Return has its chief application. not to
anyone particular crop, but to all the chief food crops. It
takes for granted that farmers raise, as a rule, those crops for
which their land and other resources are best adapted, account
being taken of the relative demands for the several crops; and
that they distribute their resources appropriately between
different routes. It does not attribute to them unlimited
intelligence and wisdom, but it assumes that, taking one with
another, they have shown a reasonable amount of care and
discretion in the distribution of these resources. It refers to
a country the whole land of which is already in the hands of
active business men, who can supplement their own capital
by loans from banks wherever they can show it is likely to
be well applied; and asserts that an increase in the total
amount of capital applied to agriculture in that country will
yield diminishing returns of produce in general. This state-
ment is akin to, but yet quite distinct from, the statement
that if any farmer makes a bad distribution of his resources
between different plans of cultivation, he will get a markedly
diminishing return from those elements of expenditure which
he has driven to excess.
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For instance, in any given case, there is a certain prop or- v, VIII, 4.

tion between the amounts which may with best advantage
be spent on ploughing and harrowing, or manuring. There
might be some differences of opinion on the matter, but only
within narrow limits. An inexperienced person who ploughed
many times over land, which was already in fairly good
mechanical condition, while he gave it little or none of the
manure which it was craving, would be generally condemned
as having so over applied ploughing as to make it yield
a rapidly diminishing return. But this result of the mis-
application of resources has no very close connection with
the tendency of agriculture in an old country to yield a
diminishing return to a general increase of resources well
applied in cultivation: and indeed exactly parallel cases can
be found of a diminishing return to particular resources when
applied in undue proportion, even in industries which yield
an increasing return to increased applications of capital and
labour when appropriately distributed-.

1 See above IV. m. 8; and Carver, Distrt7""tion of Wealth, ch. II., and abovo
footnotes on pp. 319, 320. Mr J. A. Hobson is a rigorous and suggestive writer on
the realistic and social sides of economics: but, as a critic of Ricardian doctrines,
he is perhaps apt to underrate the difficulty of the problems which he discusses.
He argues that if the marginal application of any agent of production be curtailed,
that will so disorganize production that every other agent will be working to less
effect than before; and that therefore the total resulting loss will include not only
the true marginal product of that agent, but also a part of the products due
to the other agents: but he appears to have overlooked the following points:-
(1) There are forces constantly at work tending so to readjust the distribution of
resources between their different uses, that any maladjustment will be arrested
before it has gone far: and the argument does not profess to apply to exceptional
cases of violent maladjustment (2) When the adjustment is such as to give the best
results, a slight change in the proportions in which they are applied diminishes
the efficiency of that adjustment by a quantity which is very small relatively to
that change-in technical language it is of "the second order of smalls"-; and
It may therefore be neglected relatively to that change. (In pure mathematical
phrase, efficiency being regarded as a function of the proportions of the agents;
when the efficiency is at its maximum, its differential coefficient with regard to
anyone of these proportions IS zero.) A grave error would therefore have been
mvolved, if any allowance had been made for those elements which Mr Hobson
asserts to have been overlooked. (3) In economics, as in physics, changes are
generally continuous. Convulsive changes may indeed occur, but they must be
dealt with separately: and an illustration drawn from a convulsive change can
throw no true light on the processes of normal steady evolution. In the particular
problem before us, this precaution is of special importance: for a violent check
to the supply of any ODeagent of production, may easily render the work of all other
agents practie.aJIy useless; and therefore it may inflict a loss out of all proportion
to the harm done by a small check to the supply of that agent when applied up
to that margin, at which there was doubt whether the extra net product due to a
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V, vm, 5. § 5. The part played by the net product at the margin
Marginal of production in the modem doctrine of Distribution is apt:ee:sa3~ to be misunderstood. In particular many able writers have
not govern supposed that it represents the marginal use of a thing as
b~u::.e governing the value of the whole. It is not so; the doctrine
governed he marai d h . ,.f htogether says we must go to t e margtn to stu y t e act~on oJ t ose
~t~healue forces which govern the value of the whole: and that is a
gelne;al very different affair. Of course the withdrawal of (say) iron
re attons
of demand from any of its necessary uses would have just the same
and supply •. H it I . .hd 1 from j . Iin uence on I s va ue as Its WIt rawa rom Its margma

uses; in the same way as the pressure in a boiler for
cooking under high pressure would be affected by the
escape of any other steam just as it would by the escape
of the steam in one of the safety valves: but in fact the
steam does not escape except through the safety valves. In
like manner iron, or any other agent of production, is not
(under ordinary circumstances) thrown out of use except at
points at which its use yields no clear surplus of profit; that
is, it is thrown out from its marginal uses only.

Again, the finger of an automatic weighing machine
determines, in the sense of indicating, the weight sought for.
So the escape of steam from a safety valve, governed by a
spring representing a pressure of a hundred pounds to the
square inch, determines the pressure of steam in the boiler,
in the sense of indicating that it has reached a hundred
pounds to the inch. The pressure is caused by the heat;
the spring in the valve governs the pressure by yielding
and letting out some of the steam when its amount is so
great, at the existing heat, as to overbear the resistance
of the spring.

Similarly, with regard to machinery and other appliances
of production made by man, there is a margin through which
additional supplies come in after overcoming the resistance
of a spring, called" cost of production." For when the supply

small additional application of it would be remunerative. The study of ehanges in
complex quantitative relations is often vitiated by 8 neglect of this eonaideratron,
to which Mr Hobson seems to be prone; as indeed is instanced by his remarks on
8 "marginal shepherd " in Th, Itwlu.strialSyatma, p. 110. See Professor Edgeworth's
masterly analyses of the two instancee mentioned in this note, QruJrlerly Joumal
of Ecotwmiu, 1004, p, 161; and St:Unti4, 1910. pp. 95-100.
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of those appliances is so small relatively to the demand that v, VIn, 6.

the earnings expected from new supplies are more than
sufficient to yield normal interest (or profits, if earnings of
management are reckoned in) on their cost of production,
besides allowing for depreciation, etc., then the valve opens,
and the new supplies come in. When the earnings are less
than this, the valve remains shut: and as anyhow the exist-
ing supply is always in process of slow destruction by use
and the lapse of time, the supply is always shrinking when
the valve is closed. The valve is that part of the machinery
by which the general relations of demand and supply govern
value. But marginal uses do not govern value; because
they, together with value, are themselves governed by those
general relations.,

§ 6. Thus, so long as the resources of an individual Tbetenns

producer are in the form of general purchasing power, he !~~;:;fits
will push every investment up to the margin at which he :;=~y
no longer expects from it a higher net return than he ~ ~r!t.
could get by investing in some other material, or machine, P ,

or advertisement, or in the hire of some additional labour:
every investment will, as it were, be driven up to a valve
which offers to it a resistance equal to its own expanding
force. If he invests in material or in labour, that is soon
embodied in some saleable product: the sale replenishes
his fluid capital, and that again is invested up to the margin
at which any further investment would yield a return so
diminished as not to be profitable.

But if he invests in land, or in a durable building or but only
hi h hi h h f his . indirectlymac me, t e return w lC e gets rom investment may and on

vary widely from his expectation. It will be governed by de:
the market for his products, which may change its character =~-
largely through new inventions, changes in fashion, etc., particu.iar

during the life of a machine, to say nothing of the perpetual ~~~~~f

life of land. The incomes which he thus may derive from capital,

investments in land and in machinery differ from his in-
dividual point of view mainly in the longer life of the land.
But in regard to production in general, a dominant difference
between the two lies in the fact that the supply of land
is fixed (though in a new country, the supply of land utilized
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in man's service may be increased); while the supply of
machines may be increased without limit. And this differ-
ence reacts on the individual producer. For if no great
new invention renders his machines obsolete, while there
is a steady demand for the things made by them, they
will be constantly on sale at about their cost of production;
and his machines will generally yield him normal profits
on that cost of production, with deductions corresponding
to their wear and tear.

Thus the rate of interest is a ratio: and the two things
which it connects are both sums of money. So long as
capital is "free," and the sum of money or general pur-
chasing power over which it gives command is known, the
net money income, expected to be derived from it, can
be represented at once as bearing a given ratio (four or
five or ten per cent.) to that sum. But when the free capital
has been invested in a particular thing, its money value
cannot as a rule be ascertained except by capitalizing the
net income which it will yield: and therefore the causes
which govern it are likely to be akin in a greater or less
degree to those which govern rents.

Weare thus brought to the central doctrine of this
part of economics, viz.:-" That which is rightly regarded
as interest on 'free' or 'floating' capital, or on new invest-
ments of capital, is more properly treated as a sort of rent-
a Quasi-rent-on old investments of capital. And there is
no sharp line of division between floating capital and that
which has been 'sunk' for a special branch of production,
nor between new and old investments of capital; each group
shades into the other gradually. And thus even the rent
of land is seen, not as a thing by itself, but as the leading
species of a large genus; though indeed it has peculiarities
of its own which are of vital importance from the point of
view of theory as well as of practice-."

1 This statement is reproduced from the Preface to the first edition of the
present volume.



CHAPTER IX.

MARGINAL COSTS IN RELATION TO VALUES.
GENERAL PRINCIPLES, COll."'TINUED.

§ 1. THE incidents of the tenure of land are so complex: v, IX, 1.

and so many practical issues connected with them have The .
. d ies on side i f h bl f I essentialraise controversies on SI e Issues 0 t e pro em 0 va ue, features of

that it will be well to supplement our previous illustration ;::t!:per

from land. We may take another from an imaginary com- ~:::IY
modity so chosen that sharp outlines can be assigned to each ~i an.

f h bl . h .. . h bi . h imagmarystage 0 t e pro em, WIt out inviting teo jection t at instance,

such sharp outlines are not found in the actual relations
between landlord and tenant.

But before entering on this, we may prepare the way for nid~d
. illustrati d f he Incid f by illus-usmg, as we go, ustrations rawn rom t e InC! ence 0 trabons

taxation to throw side-lights on the problem of value. For 1:~he

indeed a great part of economic science is occupied with infc!~~nceo .-u.e8.

the diffusion throughout the community of economic changes
which primarily affect some particular branch of production
or consumption; and there is scarcely any economic principle
which cannot be aptly illustrated by a discussion of the
shifting of the effects of some tax "forwards," i.e. towards
the ultimate consumer, and away from the producer of raw
material and implements of production; or else in the
opposite direction, "backwards." But especially is this true
of the class of problems now under discussion",

It is a general principle that if a tax impinges on Shiftin~

ythi d b f . th ducti f forwardsan ng use y one set 0 persons In e pro uction 0 and back-

goods or services to be disposed of to other persons, the wards.

tax tends to check production. This tends to shift a large
1 The substance of this section is reproduced from answers to questions

proposed by the Royal Commission on Local Taxation. See [C. 9528], 1899,
pp. 112-126.
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part of the burden of the tax forwards on to consumers,
and a small part backwards on to those who supply the
requirements of this set of producers. Similarly, a tax on
the consumption of anything is shifted in a greater or less
degree backwards on to its producer.

For instance, an unexpected and heavy tax upon printing
would strike hard upon those engaged in the trade, for if
they attempted to raise prices much, demand would fall
off quickly: but the blow would bear unevenly on various
classes engaged in the trade. Since printing machines and
compositors cannot easily find employment out of the trade,
the prices of printing machines and wages of compositors
would be kept low for some time. On the other hand, the
buildings and steam engines, the porters, engineers, and
clerks would not wait for their numbers to be adjusted by
the slow process of natural decay to the diminished demand;
some of them would be quickly at work in other trades, and
very little of the burden would stay long on those of them
who remained in the trade. A considerable part of the
burden, again, would fall on subsidiary industries, such as
those engaged in making paper and type; because the market
for their products would be curtailed. Authors and pub-
lishers would also suffer a little; because they would be forced
either to raise the price of books, with a consequent diminu-
tion of sales, or to see a greater proportion of their gross
receipts swallowed up by costs. Finally, the total turnover
of the booksellers would diminish, and they would suffer a
little.

So far it has been assumed that the tax spreads its net
very wide, and covers every place to which the printing
industry in question could be easily transferred. But, if
the tax were only local, the compositors would migrate
beyond its reach; and the owners of printing houses might
bear a larger and not a smaller proportionate share of the
burden than those whose resources were more specialized
but more mobile. 1£ the local tax were uncompensated
by any effect which tended to attract population, part of
the burden would be thrown on local bakers, grocers, etc.,
whose sales would be diminished.
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Next suppose the tax to be levied on printing presses v, IX, 2.

instead of on printed matter. In that case, if the printers A ~n

had no semi-obsolete presses which they were inclined to ~=~
destroy or to leave idle, the tax would not strike marginal
production: it would not immediately affect the output of
printing, nor therefore its price. It would merely intercept
some of the earnings of the presses on the way to the owners,
and lower the quasi-rents of the presses. But it would not
affect the rate of net profits which was needed to induce
people to invest fluid capital in presses: and therefore, as
the old presses wore out, the tax would add to marginal
expenses, that is to expenses which the producer was free
to incur or not as he liked, and which he was in doubt
whether to incur. Therefore the supply of printing would
be curtailed; its price would rise: and new presses would
be introduced only up to the margin at which they would
be able, in the judgment of printers generally, to pay the
tax and yet yield normal profits on the outlay. When this
stage had been reached the distribution of the burden of
a tax upon presses would henceforth be nearly the same as
that of a tax upon printing: excepting only that there would
be more inducement to get a great deal of work out of each
press. For instance more of the presses might be made to
work double shifts; in spije of the fact that night work
involves special expenses.

We now pass to apply these principles of shifting of taxes
to our main illustration.

§2. Let us suppose that a meteoric shower of a few A limited

thousand large stones harder than diamonds fell all in one i!~!of

place; so that they were all picked up at once, and no ~t~:.
amount of search could find any more. These stones, able to ~:::IODda.

cut every material, would revolutionize many branches of
industry; and the owners of them would have a differential
advantage in production, that would afford a large producer's
surplus. This surplus would be governed wholly by the
urgency and volume of the demand for their services on the
one hand and the number of the stones on the other hand:
it could not be affected by the cost of obtaining a further
supply, because none could be had at any price. A cost of
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V, rx, 2. production might indeed influence their value indirectly: but
it would be the cost of tools made of hard steel and other
materials of which the supply can be increased to keep pace
with demand. Sq long as any of the stones were habitually
used by intelligent producers for work which could be done
equally well by such tools, the value of a stone could not
much exceed the cost of producing tools (allowance being
made for wear and tear) equally efficient with it in these
inferior uses.

The stones, being so hard as not to be affected by wear,
would probably be kept in operation during all the working
hours of the day. And if their services were very valuable,
it might be worth while to keep people working overtime, or
even in double or triple shifts, in order to extract the utmost
service from them. But the more intensively they were
applied, the less net return would be reaped from each
additional service forced from them; thus illustrating the
law that the intensive working not only of land, but of every
other appliance of production is likely to yield a diminishing
return if pressed far enough.

The total supply of stones is fixed. But of course any
particular manufacturer might obtain almost as many as he
liked to pay for: and in the long run he would expect his
outlay on them to be returned with interest (or profits, if the
remuneration for his own work were not reckoned separately),
just in the same way as if he were buying machinery,
the total stock of which could be increased indefinitely,
so that its price conformed pretty closely to its cost of
production.

But.the But when he had once bought the stones, changes in the
netmcome • . d
which he processes of production or of demand for the things ma e by:=Y their aid, might cause the income yielded by them to become
~:iJ~ twice as great or only half as great as he had expected. In
governed the latter case it would resemble the income derived from a
e~~eof machine, which had not the latest improvements and could
!:!ices, earn only half as much as a new machine of equal cost. The

values of the stone and of the machine alike would be reached
by capitalizing the income which they were capable of
earning, and that income would be governed by the net
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value of the services rendered by them. The income v, IX, 2.

earning power and therefore the value of each would be unc~-=-

independent of its own costs of production, but would be t~~;:h
governed by the general demand for its products in relation sdUPplIdes

epen ent
to the general supply of those products. But in the case of on cost.

the machine that supply would be controlled by the cost of
supply of new machines equally efficient with it; and in the
case of the stone there would be no such hmit, so long as all
the stones in existence were employed on work that could
not be done by anything else.

This argument may be put in another way. Since any
one, who bought stones, would take them from other
producers, his purchase would not materially affect the
general relations of demand for the services of the stones to
the supply of those services. It would not therefore affect
the price of the stones; which would still be the capitalized
value of the services which they rendered in those uses, in
which the need for them was the least urgent: and to say
that the purchaser expected normal interest on the price
which represented the capitalized value of the services,
would be a circular statement that the value of the services
rendered by stones is governed by the value of those very
services".

1 Such circular reasorunzs are sometimes nearly harmless: but they always
tenJ to overlay and hide the real ISSUes. And they are sometImes applied to
IllegItImate uses by company promoters; and by advocates of special interests,
who desire to influence the course of legislation In their Own favour. For instance
a semi-monopolistic business aggregation or trust is often "ovcr-caprtahzed." To
effect this a time is chosen, at which the branch of production WIth which it is
concerned is ahnormally prosperous: when perhaps some solid firms are earning
fifty per cent. net on their capital in a single year, and thus making up for lean
years past and to come in \I hich their receipts will do lIttle more than cover
prime costs Financiers connected with the flotation sometimes even arrange
that the businesses to be offered to the public .1",11 have a good many orders to
fill at specially favourable prices: the loss falling on themselves, or on other
compames \Ihich they control, The gains to be secured by senu-monopohsuc
sellmg, and possibly by some further economies in production are emphasized:
and the stock of the trust is absorbed by the pubhc, If ultimately objection to
the conduct of the trust IS raised, and especially to the strengthening of Its serm-
rnonopohstie position by a high tariff or any other public favour, the answer IS
given that the shareholders are receiving but a moderate return on their invest-
ments. Such cases are not uncommon m America. In tlus country a more
moderate watering of the stock of some railways has been occasionally used
indirectly as a defence of the shareholders against, a lowering of rates, that
threatens to reduce dividends on inIl",te<l capital below what would La .. Iair
Mum on solid capital.

M. 27
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Next let us suppose that the stones were not all found
at once but were scattered over the surface of the earth
on public ground, and that a laborious search might expect
to be rewarded by finding one here and there. Then people
would hunt for the stones only up to that point, or margin,
at which the probable gain of so doing would in the long
run just reward the outlay of labour and capital involved;
and in the long run, the normal value of the stones would
be such as to maintain equilibrium between demand and
supply, the number of the stones gathered annually being
in the long run just that for which the normal demand price
was equal to the normal supply price.

and lastly Finally, let us bring the case of the stones into accord
tlrat rt can
be in- with that of the lighter machinery and other plant ordinarily
creased £quickly, used in manu acture, by supposing that the stones were
~st~~;sbrittle, and were soon destroyed; and that an inexhaustible
are quickly store existed from which additional supplies could be obtained
worn out. . kl d . I lv unif I hiquic yan certain y at a near y um orm cost. n t s case

the value of the stones would always correspond closely to
that cost: variations in demand would have but little in-
fluence on their price, because even a slight change in price
would quickly effect a great change in the stock of them iJl
the market. In this case the income derived from a stone
(allowance being made for wear-and-tear) would always
adhere closely to interest on its cost of production.

The abofve § 3. This series of hypotheses stretches continuously
strmgo
hypotheses from the one extreme in which the income derived from the
begins • . h' f h hWIth rents stones IS a rent m t e strictest sense 0 t e term, to t e
proper, other extreme in which it is to be classed rather with interest

on free or floating capital. In the first extreme case the
stones cannot be worn out- or destroyed, and no more can
be found. They of course tend to be distributed among
the various uses to which they are applicable in such a way
that there is no use to which an increased supply of them
could be applied, without taking them away from some other
use in which they were rendering net services at least as
valuable. These margins of application of the several uses
are thus governed by the relation in which the fixed stock
of stones stands to the aggregate of demands for them in

V, IX, 3.

Next sup-
pose that
the supply
of stones
can be
increased
slowly;
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different uses. And the margins being thus governed, the v, IX, 3.

prices that will be paid for their use are indicated by the
value of the services which they render at anyone of those
margins.

A uniform tax on them, collected from the user, will and in tlus
hei .. h b h . case a taxlower t err net service in eac use y t e same amount: lt remains on

will not affect their distribution between several uses; and the owners.

it will fall wholly on the owner, after perhaps some little
delay caused by a frictional resistance to readjustments.

At the opposite extreme of our chain of hypotheses, the At the
. h . kl d . kl d d other ex-stones pens so qUIC Y, an are so qUIC - Y repro uce at tremeare

about a uniform cost, that variations in the urgency and lkncotmPlsep C ose
volume of the uses to which the stones can be put will be to interest

• • (or profits)
followed so promptly by changes in the stock of them avail- onmoney

able, that those services can never yield much more or much ~~~~~~tion

less than normal interest on the money cost of obtaining :~~:f!iIs
additional stones. In this case a business man, when making upon users.

his estimates for the cost of any undertaking in which stones
will be used, may enter interest (or if he is counting his own
work in, profits), for the time during which those stones will
be used (together with wear-and-tear), as part of the prime,
special, or direct expenses of his undertaking. A tax on the
stones under these conditions would fall entirely on anyone
who even a little while after the tax had come into force,
gave out a contract for anything in making which the stones
would be used.

Taking an intermediate hypothesis as to the length of Inter-
• modiate

Ide of the stones and the rapidity with which new supplies stages.

could be obtained; we find that the charges which the
borrower of stones must expect to pay, and the revenue
which the owner of the stones could reckon on deriving from
them at any time, might temporarily diverge some way
from interest (or profits) on their cost. For changes in the
urgency and volume of the uses to which they could be
applied, might have caused the value of the services rendered
by them in their marginal uses to rise or fall a great deal,
even though there had been no considerable change in the
difficulty of obtaining them. And if this rise or fall, arising
from variations in demand, and not from variations in the

27-2
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V, IX, 3. cost of the stones, is likely to be great during the period of
any particular enterprise, or any particular problem of value
that is under discussion; then for that discussion the income
yielded by the stones is to be regarded as more nearly akin
to a rent than to interest on the cost of producing the
stones. A tax upon the stones in such a case would tend to
diminish the rental which people would pay for their use,
and therefore to diminish the inducements towards investing
capital and effort in obtaining additional supplies. It would
therefore check the supply, and compel those who needed
the stones to pay gradually increasing rentals for their use,
up to the point at which the rentals fully covered the costs
of producing the stones. But the time needed for this re-
adjustment might be long: and in the interval a great part
of the tax would fall upon the owners of the stones.

Pnml' .e costs If the life of the stones was long relatively to that processre atlvely
to long of production in which the stones were used which was underc:~~~!discussion, the stock of stones might be in excess of that
:~tf:~needed to do all the work for which they were specially
relahtively fitted. Some of them might be lying almost idle, and theto sort;

owner of these stones might make up his estimate of the
marginal price for which he was just willing to work without
entering in that estimate interest on the value of the stones.
That is to say, some costs which would have been classed
as prime costs in relation to contracts, or other affairs, which
lasted over a long period, would be classed as supplementary
costs in relation to a particular affair which would last but
a short time, and which came under consideration when
business was slack.

It is of course just as essential in the long run that the
price obtained should cover general or supplementary costs
as that it should cover prime costs. An industry will be
driven out of existence in the long run as certainly by failing
to return even a moderate interest on capital invested in
steam engines, as by failing to replace the price of the coal
or the raw material used up from day to day: just as a man's
work will be stopped as certainly by depriving him of food
as by putting him in chains. But the man can go on
working fairly well for a day without food; while if he is
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put in chains the check to his work comes at once. So v, IX, 4.

an industry may, and often does, keep tolerably active
during a whole year or even more, in which very little is
earned beyond prime costs, and the fixed plant has "to
work for nothing." But when the price falls so low that
it does not pay for the out of pocket expenses during the
year for wages and raw material, for coal and for lighting,
etc., then the production is likely to come to a sharp stop.

This is the fundamental difference between those incomes andthere
yielded by agents of production which are to be regarded ~~~d~-
as rents or quasi-rents and those which (after allowing fod~~~ltIon
the replacement of wear-and-tear and other destruction) may m

f
'terest.otnlree capi a

be regarded as interest (or profits) on current investments. to quasi-
diff . f d 1 b .. nI f d rents ofThe erence IS un amenta., ut It IS 0 Y one 0 egree. embodied

Biology tends to show that the animal and vegetable capital.
kingdoms have a common origin. But yet there are
fundamental differences between mammals and trees; while
in a narrower sense the drfferences 'between an oak tree
and an apple tree are fundamental; and so are in a still
narrower sense those between an apple tree and a rose bush,
though they are both classed as rosacea: Thus our central
doctrine is that interest on free capital and quasi-rent on an
old investment of capital shade into one another gradually;
even the rent of land being not a thing by itself, but the
leading species of a large genus-.

§ 4. Again, pure elements are seldom isolated from all Economics
others by nature either in the physical or moral world. Pure ~h;.'c!%m
rent in the strict sense of the term is scarcely ever met with: ~b":~~Pure
nearly all income from land contains more or less import- :~e:e~ts,
ant elements which are derived from efforts invested in theifm,

building houses and sheds, in draining the land and so on. i::~l,dby

But economists have learnt to recognize diversity of nature nature.
in those composite things to which the names of rent,
profits, wa~es etc. are given in popnIar language; they have
learnt that there is an element of true rent in the composite
product that is commonly called wages, an element of true
earnings in what is commonly called rent and so on. They
have learnt in short to follow the example of the chemist

l See above, p. 412.
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The
distinction
between
diflerentml
rents and
scarcity
rents is
notfunda-
mental.
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who seeks for the true properties of each element; and who
is thus prepared to deal with the common oxygen or soda of
commerce, though containing admixtures of other elements".

They recognize that nearly all land in actual use contains
an element of capital; that separate reasonings are required
for those parts of its value which are, and those which are
not, due to efforts of man invested in the land for the purposes
of production; and that the results of these reasonings must
be combined in dealing with any particular case of that
income which commonly goes by the name" rent," but not
all of which is rent in the narrower sense of the term. The
manner in which the reasonings are to be combined depends
on the nature of the problem. Sometimes the mere
mechanical "composition of forces" suffices; more often
allowance must be made for a quasi-chemical interaction of
the various forces; while in nearly all problems of large
scope and importance, regard must be had to biological
conceptions of growth.

§ 5. Finally a little may be said on a distinction that is
sometimes made between "scarcity rents" and "differential
rents." In a sense all rents are scarcity rents, and all rents
are differential rents. But in some cases it is convenient
to estimate the rent of a particular agent by comparing its

1 Professor Fetter seems to ignore this lesson in an article on "The passing
of the concept of rent" in the Quarterly Journal of EC01IOmic" May 1901, p. 410;
where he argues that "if only those thmgs wbich owe nothing to labour are
classed as land, and if it is then shown that there is no material thing in settled
countries of which this can be said, it follows that everything must be c1assed as
capital." Again he appears to have missed the true import of the doctrines
which he assails, when he argues (lb. pp. 423-9) against" Extension as the funda-
mental attribute of land, and the basis of rent!' The fact IS that Its extension
(or rather the aggregate of "Its space relations") is the chief, though not the
only property of land, which causes tbe income derived from it (in an old country)
to contain a large element of true rent: and that the element of true rent, which
exists !D the income derrved from land, or the "rent of land" in the popular use
of the term, is in practice so much more important than any others that it has
given a special character to the historical development of the The~ry of Rent (see
above, p. 147). II meteoric stones of absolute hardness, !D high demand and
incapable of increase, had played a more unportant part III the economic history
of tbe world than land, then the elements of true rent which attracted the chief
attention of students, would have been associated with the property of hardness;
and this would ha ...e given 8 special tone and character to the development of the
Theory of Rent. Dut neither extension nor hardness IS a fundamental attnbute
of all things which yield 8 true rent. Professor Fetter seems also to have missed
the point of the central doctrine as to rents, quasi-rents and interest, given above.
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yield to that of an inferior (perhaps a marginal) agent, when v, IX, 5.

similarly worked with appropriate appliances. And in other
cases it is best to go straight to the fundamental relations of
demand to the scarcity or abundance of the means for the
production of those commodities for making which the agent
is serviceable.

Suppose for instance that all the meteoric stones in exist-
ence were equally hard and imperishable; and that they were
in the hands of a single authority: further that this authority
decided, not to make use of its monopolistic power to restrict
production so as to raise the price of its services artificially,
but to work each of the stones to the full extent it could be
profitably worked (that is up to the margin of pressure so
intensive that the resulting product could barely be marketed
at a price which covered, with profits, its expenses without
allowing anything for the use of the stone). Then the price
of the services rendered by the stones would have been
governed by the natural scarcity of the aggregate output of
their services in relation to the demand for those services;
and the aggregate surplus or rent would most easily be
reckoned as the excess of this scarcity price over the aggre- v
gate expenses of working the stones. It would therefore
generally be regarded as a scarcity rent. But on the other
hand it could have been reckoned as the differential excess
of the aggregate value of the net services of the stones over
that which would have been reached if all their uses had been
as unproductive as their marginal uses. And exactly the
same would be true if the stones were in the hands of
different producers, impelled by competition with one another
to work each stone up to the margin at which its further use
ceased to be profitable.

This last instance has been so chosen as to bring out the
fact that the" differential" as well as the" scarcity" routes
for estimating rent are independent of the existence of in-
ferior agents of production: for the differential comparison in
favour of the more advantageous uses of the stones can be
made by reference to the marginal uses of good stones, as
clearly as by reference to the use of inferior stones which are
on the margin of not being worth using at all.
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V, IX, 5. In this connection it may be noted that the opinion that
The exist- the existence of inferior land, or other agents of production,
f:r~~i~~tends to raise the rents of the better agents is not merely
agents does untrue. It is the reverse of the truth. For, if the bad land
not raise,
hut lowers were to be flooded and rendered incapable of producing
!~;:ri~~of anything at all, the cultivation of other land would need

to be more intensive; and therefore the price of the product
would be higher, and rents generally would be higher, than
if that land had been a poor contributor to the total stock of
produce',

1 Compare Cassel, Das Recht auf dm lIo11en Arbtitsertrag, p. 81.
The many misconceptions, that have appeared in the wntings even of able

economists, as to the nature of a quasi-rent, seem to arise from an mad equate
attention to the differences between short periods and long in regard to value and
costs. Thus It has been said that a quasi-rent is an "unnecessary profit," and
that It IS "no part of cost." Quasi-rent is correctly described as an unnecessary
profit in regard to short periods, because no "special" or "prime" costs have to be
Jncurred for the production of a machine that, by hypothesis, is already made and
waiting for its work. But It IS a necessary profit in regard to those other
(supplementary) costs which must be mcurred m the long run in addition to prime
costs, and which in some industnes, as for instance sub-marine telegraphy, are
very much more important than prime costs, It is no part of cost under any
conditions: but the confident expectation of coming quasi-rents is a necessary
condition for the investment of capital in machinery, and for the incurrmg of
supplementary costs generally.

Again a quasi-rent has been described as a sort of "conjuncture" or "oppor-
tunity" profit; and, almost m the same breath, as no profit or interest at all, but
only a rent. For the time being, It is a conjuncture or opportunity income: while
in the long run it is expected to, and It generally does, yield a normal rate of interest
(or if earnings of management are counted in, of profit) on the free capital, repre-
sented by a definite sum of money that was invested in producing it. By definition
the rate of interest is a percentage; that is a relation between two numbers (see
above, p. 412) A machine is not a number: its value may be a certain number of
pounds or dollars: but that value IS estimated, unless the machine be a new one,
as the aggregate of its (discounted) earnings, or quasi-rents. If the machine is
new, its makers have calculated that this aggregate will appear to probable
purchasers as the equivalent of a pnce which will repay the makers for it: in that
case therefore It is as a rule, both a cost price, and a price which represents an
aggregate of (discounted) future incomes. But when the machine is old and partially
obsolete in pattern, there is no close relation between its value and its cost of
production: its value is then simply the aggregate of the discounted values of the
future quasi-rents, which It is expected to earn,



CHAPTER X.

MARGINAL COSTS IN RELATION TO AGRICULTURAL
VALUES.

§ 1. WE now pass from general considerations to those v, x, 1.

relating to land; and we begin with those specially applicable Agn-:~
. ult I I d i ld tural pro-to agnc ura an III an 0 country. duction In

Suppose, that a war, which was not expected to last ~~n~fr~lIn

long, were to cut off part of the food supplies of England. country.

Englishmen would set themselves to raise heavier crops by
such extra application of capital or labour as was likely to
yield a speedy return; they would consider the results of
artificial manures, of the use of clod-crushing machines, and
so on; and the more favourable these results were, the less
would be the rise in the price of produce in the coming year
which they regarded as necessary to make it worth their
whileto incur additional outlay in these directions. But the
war would have very little effect on their action as to those
improvements which would not bear fruit till it was over.
In any inquiry then as to the causes that will determine the
prices of corn during a short period, that fertility which the
soil derives from slowly made improvements has to be taken
for granted as it then is, almost in the same way as if it
had been made by nature. Thus, the income derived from
these permanent improvements gives a surplus above the
prime or special costs needed for raising extra produce. But
it is not a true surplus, in the same sense that rent proper
is; i.e. it is not a surplus above the total costs of the produce:
it is needed to cover the general expenses of the business.

To speak more exactly:-If the extra income derived
from improvements that have been made in the land by its
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v, x, 1. individual owner is so reckoned as not to include any benefit
which would have been conferred on the land by the general
progress of society independently of his efforts and sacrifices;
then, as a rule, the whole of it is required to remune-
rate him for those efforts and sacrifices. He may have
underestimated the gains which will result from them; but
he is about equally likely to have made an overestimate.
If he has estimated them rightly, his interest has urged
him to make the investment as soon as it showed signs of
being profitable: and in the absence of any special reason
to the contrary we may suppose him to have done this. In
the long run, then, the net returns to the investment of
capital in the land, taking successful and unsuccessful re-
turns together, do not afford more than an adequate motive
to such investment. If poorer returns had been expected
than those on which people actually based their calculations,
fewer improvements would have been made.

That is to say:-for periods which are long in compari-
son with the time needed to make improvements of any
kind, and bring them into full operation, the net incomes
derived from them are but the price required to be paid
for the efforts and sacrifices of those who make them: the
expenses of making them thus directly enter into marginal
expenses of production, and take a direct part in governing
long-period supply price. But in short periods, that is, in
periods short relatively to the time required to make and
bring into full bearing improvements of the class in question,
no such direct influence on supply price is exercised by the
necessity that such improvements should in the long run
yield net incomes sufficient to give normal profits on their
cost. And therefore when we are dealing with such periods,
these incomes may be regarded as quasi-rents which depend
on the price of the produce",

t Of course the character and extent of the improvements depends partly on
the condi ions of land tenure, and the enterprise and ability and command over
capital on the part of landlords and tenants which existed at the time and place
in question. Jn this connection we shall find, when we come to study land
tenure, that there are large allowances to be made for the special conditions of
different- places.

It may be noted, however, that rent proper is estimated on the understanding
that the original properties of the sod are un unpaired. And when the income



AGRICULTURAL PRODUCE AS A WHOLE 427

We may conclude then:--(l) The amount of produce v, x, 1.

raised, and therefore the position of the margin of cultivation Swn~y

(i.e. the margin of the profitable application of capital and ~~~;:!~OIlS
labour to good and bad land alike) are both governed by the margmadl

coste an
general conditions of demand and supply. They are governed value of

agn-on the one hand by demand; that is, by the numbers of the cultural

population who consume the produce, the intensity of their ~~~~~~al

need for it, and their means of paying for it; and on the ill aotold
COUll ry.

other hand by supply; that is, by the extent and fertility of
the available land, and the numbers and resources of those
ready to cultivate it. Thus cost of production, eagerness of
demand, margin of production, and price of the produce
mutually govern one another: and no circular reasoning is
involved in speaking of anyone as in part governed by the
others. (2) That part of the produce which goes as rent is
of course thrown on the market, and acts on prices, in just
the same way as any other part. But the general conditions
of demand and supply, or their relations to one another, are
not affected by the division of the produce into the share of
rent and the share needed to render the farmer's expenditure
profitable. The amount of that rent is not a governing cause;
but is itself governed by the fertility of land, the price of the
produce, and the position of the margin: it is the excess of
the value of the total returns which capital and labour applied
to land do obtain, over those which they would have obtained
under circumstances as unfavourable as those on the margin
of cultivation. (3) If the cost of production were estimated
for parts of the produce which do not come from the margin,
a charge on account of rent would of course need to be
entered in this estimate; and if this estimate were used in
an account of the causes which govern the price of the
produce; then the reasoning weuld be circular. For that,
which is wholly an effect, would be reckoned up as part of

derived from improvements is regarded. 38 a quasi-rent, It IS to be understood
that they are kept up in full efficiency: if they are bemg deteriorated, tho
equivalent of the injury done to them must be deducted from the income they
are made to yield before we can arrive at that Net income which is to be regarded
as their quasi-rent.

That part of the income which is required to cover wear-and-tear bears some
resemblance to a royalty, which does no more than cover the injury done to a
mine by taking ore out of It.



428 MARGINAL COSTS IN RELATION TO AGRICULTURAL VALUES

v, x, 2. the cause of those things of which it is an effect. (4) The
cost of production of the marginal produce can be ascertained
without reasoning in a circle. The cost of production of
other parts of the produce cannot. The cost of production

-on the margin of the profitable application of capital and
labour is that to which the price of the whole produce tends,
under the control of the general conditions of demand and
supply: it does not govern price, but it focusses the causes
which do govern price.

Scarcity - § 2. It has sometimes been suggested that if all land
without in- . .
equahties were equally advantageous and all were occupied, the income~::;~yderived from it would partake of the nature of a monopoly
to rent. rent: but this seems to be an error. Of course the land-

owners might conceivably combine to stint production,
whether their properties were of equal fertility or not; the
raised prices which would thus be obtained for the produce
would be monopoly prices; and the incomes of the owners
would be monopoly revenues rather than rents. But, with
a free market, the revenues from land would be rents,
governed by the same causes and in the same way in a
country where the land was all of equal advantage, as in
those where good and bad land were intermingled",

It is, indeed, true that if there were more than enough
land, all of about the same fertility, to enable everyone to
have as much of it as was needed to give full scope to the
capital he was prepared to apply to it, then it could yield
no rent. But that merely illustrates the old paradox that
water, when abundant, has no market value: for though the
services of some part of it are essential to support life, yet
everyone can get without effort to that margin of satiety at
which. any further supplies would be of no service to him.
When every cottager has a well from which he can draw as
much water as he needs, with no more labour than is required
at his neighbour's well, the water in the well has no market
value. But let a drought set in, so that the shallow wells
are exhausted, and even the deeper wells are threatened,
then the owners of those wells can exact a charge for every
bucket which they allow anyone to draw for his own use.

1 Compare v. u. 5.
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The denser population becomes, the more numerous will v, x, 2.

be the occasions on which such charges can be made (it
being supposed that no new wells are developed): and at
last every owner of a well may find in it a permanent source
of revenue.

In the same way the scarcity value of land in a new When

country gradually emerges. The early settler exercises no ~o~e;;ry is

exclusive privilege, for he only does what anyone else is at ~::t\ed,

liberty to do. He undergoes many hardships, if not personal and land
. IS free, im-

dangers; and perhaps he runs some risks that the land may rmgration

turn out badly, and that he may have to abandon his improve- R~o~~~t
ments. On the other hand, his venture may turn out well; ~::-fh~h!
the flow of population may trend his way, and the value of piOdneer's

.. en urance
hIS land may soon gIve as large a surplus over the normal is Just

remuneration of his outlay on it as the fishermen's haul does rewarded.

when they come home with their boat full. But in this there
is no surplus above the rewards needed for his venture. He
has engaged in a risky business which was open to all, and
his energy and good fortune have given him an exceptionally
high reward: anyone else might have taken the same chance
as he did. Thus the income which he expects the land to
afford in the future enters into the calculations of the settler,
and adds to the motives which determine his action when in
doubt as to how far to carry his enterprise. He regards its
"discounted valuet " as profits on his capital, and as earnings
of his own labour, in so far as his improvements are made
with his own hands.

A settler often takes up land with the expectation that Rent

the produce which it affords while in his possession, will £all :~!~i:!sas
short of an adequate reward for his hardships, his labour and ;:rd;:~~~e

his expenditure. He looks for part of his reward to the and tlhe f
supp yo

value of the land itself, which he may perhaps after a while labour

sell to some new-comer who has no turn for the life of a Increase.

pioneer. Sometimes even, as the British farmer learns to
his cost, the new settler regards his wheat almost as a
by-product; the main product for which he works is a farm,
the title-deeds to which he will earn by improving the land:
he reckons that its value will steadily rise, not through his

1 Compare III. v. 3 and v. IV. 2.
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v, x, 3. own efforts so much as through the growth of those comforts
and resources, and of those markets in which to buy and in
which to sell, that are the product of the growing public
prosperity.

This may be put in another way. People are generally
unwilling to face the hardships and isolation of pioneer
agriculture, unless they can look forward with some confi-
dence to much higher earnings, measured in terms of the
necessaries of life, than they could get at home. Miners
cannot be attracted to a rich mine, isolated from other
conveniences and varied social opportunities of civilization,
except by the promise of high wages: and those who
superintend the investment of their own capital in such
mines expect very high profits. For similar reasons pioneer
farmers require high aggregate gains made up of receipts for
the sale of their produce, together with the acquisition of
valuable title-deeds, to remunerate them for their labour and
endurance of hardships. And the land is peopled up to that
margin at which it just yields gains adequate for this purpose,
without leaving any surplus for rent, when no charge is made
for the land. When a charge is made, immigration spreads
only up to that margin, at which the gains will leave a
surplus, of the nature of rent, to cover such charges, in
addition to rewarding the pioneer's endurance.

~'~~1o~ut § 3. With all this it is to be remembered that land is
of capital but a particular form of capital from the point of view of the
~~d~~~dual individual producer. The question whether a farmer has
producer. . d hi ulti ti f . 1 . f I d fcarne IS c Iva IOn 0 a particu ar piece 0 an as ar as

he profitably can; and whether he should try to force more
from it, or to take in another piece of land; is of the same
kind as the question whether he should buy a new plough,
or try to get a little more work out of his present stock of
ploughs, using them sometimes when the soil is not in a very
favourable condition, and feeding his horses a little more
lavishly. He weighs the net product of a little more land
against the other uses to which he could put the capital
sum that he would have to expend in order to obtain it:
and in like manner he weighs the net product, to be got by
working his ploughs under unfavourable circumstances, against
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that got by increasing his stock of ploughs, and thus working v, x, 3.

under more favourable conditions. That part of his produce
which he is in doubt whether to raise by extra use of his
existing ploughs, or by introducing a new plough, may be
said to be derived from a marginal use of the plough. It
pays nothing net (i.e. nothing beyond a charge for actual
wear-and-tear) towards the net income earned by the
plough.

So again a manufacturer or trader, owning both land and
buildings, regards the two as bearing similar relations to his
business. Either will afford him aid and accommodation at
first liberally; and afterwards with diminishing return, as he
endeavours to force more and more from them: till at last
he will doubt whether the overcrowding of his workshops or
his storerooms is not so great a source of trouble, that it
would answer his purpose to obtain more space. And when
he comes to decide whether to obtain that space by taking in
an extra piece of land or by building his factory a floor
higher, he weighs the net income to be derived from further
investments in the one against that to be derived from the
other. That part of his production which he just forces out
of his existing appliances (being in doubt whether it would
not be better worth his while to increase those appliances
than to work so intensively those which he has), does not
contribute to the net income which those appliances yield
him. This argument says nothing as to whether the
appliances were made by man, or part of a stock given by
nature; it applies to rents and quasi-rents alike.

But there is this difference from the point of view of Like~_anuu
society. If one person has possession of a farm, -there unhkeacss
. I I d f h h Hi f" . betweenIS ess an or ot ers to ave. ~IS use 0 It IS not In true rent

addition to, but in lieu of the use of a farm by other ~~~tlUasl-

people: whereas if he invests in improvements of land or
in buildings on it, he will not appreciably curtail the oppor-
tunities of others to invest capital in like improvements.
Thus there is likeness amid unlikeness between land and
appliances made by man. There is unlikeness because land
in an old country is approximately (and in some senses
absolutely) a permanent and fixed stock: while appliances
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v, x, j. made by man, whether improvements in land, or in
buildings, or machinery, etc., are a flow capable of being
increased or diminished according to variations in the
effective demand for the products which they help in raising.
So far there is unlikeness. But on the other hand there is
likeness, in that, since some of them cannot be produced
quickly, they are a practically fixed stock for short periods:
and for those periods the incomes derived from them stand
in the same relation to the value of the products raised by
them, as do true renta-.

Illustration § 4. Let us apply these considerations to the supposition
from the
ultimate that a permanent tax is to be levied on "corn," in the sense
Incidence. hi h . d b hi' I . h fof a tax In W IC It was use y t e c assrca economists as 8 ort or
~~t~:~iall agricultural produce. It is obvious that the farmer would
prodraluceIn try to make the consumer pay some part at least of the tax.gene •

But any rise in the price charged to the consumer would
check demand, and thus react on the farmer. In order to
decide how much of this tax would be shifted on to the
consumer, we must study the margin of profitable expen-
diture, whether that be the margin of a little expenditure
applied to poor land and land far removed from good markets,
or the margin of a large expenditure applied to rich land,
and land near to dense industrial districts.

1 The relations between rent and profits engaged the attention of the economists
of the last generation; among whom may be specially mentioned Senior and Mill,
Hermann and Mangoldt, Semor seemed almost on the point of perceiving that
the key of the difficulty was held by the element of time: but here as elsewhere
he contented hunself with suggesnons; he did not work them out. He says
(Po[uu:al Economy, p. 129), .. for all useful purposes the distinction of profits
from rent ceases as soon as the capital from which a given revenue arises has
become, whether by gut or by inheritance, the property of a person to whose
abstinence and exertions It did not owe its creation." Again, MIiI says, Poluscul
Economy, Book III. ch. v. § 4, .. Any difference m favour of certam producers or
in favour of production In certain circumstances is the source of a gain, which
though not called rent unless paid periodically by one person to another, IS
governed by laws entirely the same with it."

It has been well observed that a speculator, who, without manipulating prices
by false intelhgence or otherwise, anticipates the future correctly; and who
makes his gains by shrewd purchases and sales on the Stock Exchange or III

Produce )I.lrkets, generally renders a public service by pushing forward producnon
where It is wanted, and repressing it where it is not: but that a speculator in
land in an old country can render no such public service, because the stock of
land III fixed. At the best he can prevent a site with great possibilities from
being devoted to inferior uses III consequence of the baste, ignorance, or im-
pecuniosuy of those in control oCIt.
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If only a little com had been raised near the margin. a v, x, 4.

moderate fall in the net price received by the farmer would
not cause a great check to the supply of com. There would
therefore be no great rise in the price paid for it by the
consumer; and the consumer would bear very little of the
tax. But the surplus value of the com over its expenses
of production would fall considerably. The farmer, if culti-
vating his own land, would bear the greater part of the tax.
And, if he were renting the land, he could demand a great
reduction of his rent.

If, on the other hand, a great deal of com had been
raised near the margin of cultivation, the tax would tend to
cause a great shrinkage of production. The consequent rise
of price would arrest that shrinkage, leaving the farmer in
a position to cultivate nearly as intensively as before: and
the landlord's rent would suffer but little".

Thus, on the one hand, a tax which is so levied as to
discourage the cultivation of land or the erection of farm
buildings on it, tends to be shifted forward on to the con-
sumers of the produce of land. But, on the other hand, a tax
on that part of the (annual) value of land, which arises from
its position, its extension, its yearly income of sunlight and
heat and rain and air, cannot settle anywhere except on the
landlord; a lessee being, of course, landlord for the time.
This (annual) value of the land is commonly called its
"original value" or its "inherent value"; but much of that
value is the result of the action of men, though not of its
individual holders. For instance, barren heath land may
suddenly acquire a high value from the growth of an in-
dustrial population near it; though its owners have left it
untouched as it was made by nature. It is, therefore, The public

h . I I value ofper aps more correct to call this part of the annua va ue of land.

land its "public value"; while that part which can be traced
to the work and outlay of its individual holders may be called
its "private value." The old terms "inherent value" and
"original value" may however be retained for general use,

I Of course the adjustments of rent to the tme economic surplus from the land
are in practice slow and irregular. These matters are discussed ill VI. IX. and x ,
and the incidence of a tax on grain under certam rather arbitrary 88SWDptlOnsis
8tudied in some detail in Appendix K.

¥. ~8
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v, x, 5. with a note of caution as to their partial inaccuracy. And,
using another term that has precedent in its favour, we
may speak of this annual public value of the land as "true
rent."

A tax on the public value of land does not greatly diminish
the inducements to cultivate the land highly, nor to erect
farm buildings on it. Such a tax therefore does not greatly
diminish the supply of agricultural produce offered on the
market, nor raise the price of produce; and it is not therefore
shifted away from the owners of land.

Implicit as- This assumes that the true rent of land on which the tax
sumpuon . I .d . d wi h f . I bili' .that the IS evie IS assesse Wit re erence to ItS genera capa ties,
~~~e~ to and not to the special use which the owner makes of it: its
reas3nably net product is supposed to be that which could be got by
~:ount. a cultivator of normal ability and enterprise, 'turning it to

good account to the best of his judgment. If an improved
method of cultivation develops latent resources of the soil, so
as to yield an increased return much in excess of what is
required to remunerate the outlay with a good rate of profits;
this excess of net return above normal profits belongs properly
to true rent: and yet, if it is known, or even expected, that
a very heavy special tax on true rent will be made to apply
to this excess income, that expectation may deter the owner
from making the improvement-,

§ 5. A little has been said incidentally of the com-
petition between different branches of industry for the same
raw material or appliances for production. But now we
have to consider the competition between various branches
of agriculture for the same land. This case is simpler than
that of urban land, because farming is a single business so far
as the main crops are concerned; though the rearing of choice
trees (including vines), flowers, vegetables etc. affords scope
for various kinds of specialized business ability, The classical
economists were therefore justified in provisionally supposing
that all kinds of agricultural produce can be regarded as
equivalent to certain quantities of corn; and that all
the land will be used for agricultural purposes, with the

1 The exemption of vacant building land from taxes on its full value retards
buildiog. See Appendix G.
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exception of building sites which are a small and nearly v, I,5.
fixed part of the whole. But when we concentrate our
attention on anyone product, as for instance, hops, it may
seem that a new principle is introduced. That is however
not the case. Let us look into this.

Hops are grown in varying rotations with other crops; The.

and the farmer is often in doubt whether he sha11grow hops ~~~:~
or something else on one of his fields. Thus each crop strives h~~ea~~
against others for the possession of the land; and if anyone gboverned.

., . ySubstl'
crop shows SIgns of being more remunerative than before tution in

relatively to others, the cultivators will devote more of their ~~~~ti;
land and resources to it. The change may be retarded by ~~~~:;n
habit, or diffidence, or obstinacy, or limitations of the tt? eultrva-

IOn U1

cultivator's knowledge; or by the terms of his lease. But it general

will still be true in the main that each cultivator-to recall
once more the dominant principle of substitution-" taking
account of his own means, will push the investment of capital
in his business in each several direction until what appears in
his judgment to be the margin of profitableness is reached;
that is, until there seems to him no good reason for thinking
that the gains resulting from any further investment in that
particular direction would compensate him for his outlay."

Thus in equilibrium, oats and hops and every other crop
will yield the same net return to that outlay of capital and
labour, which the cultivator is only just induced to apply.
For otherwise he would have miscalculated; he would have
failed to get the maximum reward which his outlay can
be made to yield: and it would still be open to him to
increase his gains by redistributing his crops, by increasing
or diminishing his cultivation of oats or some other crop-,

1 In so far u the fanner is producing raw material, or even human food, for
market, his distribution of resources between different uses is a problem of
business economy: in so far as he is producing for his own domestic consumption.
it is, in part at least, a problem of domestic economy. Compare above V. IV. 4
It may be added that Note XIV. in the Mathematical Appendix emphasizes the
fact that that distribution of outlay between different enterprises, which will give
a maximum aggregate return, is fixed by the same set of equations as that for the
similar problem in domestic economy.

Mill (Principlu, III. XVI. 2), when discussing .. joint products," observed that
all questions relating to the competition of crops for the possession of particular
soils are complicated by the rotation of crops and similar causes; an intricate
debit and credit account by double entry needs to be kept between the various

28-2
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v,x, 6. This brings us to consider taxation in reference to the
Competi- competition of different crops for the use of the same land.
~~nt Let us suppose that a tax is imposed on hops, wherever
chropsfor grown; it is not to be a mere local rate or tax. The farmer
t esame
Ian?: the can evade a part of the pressure of the tax by lessening the
~c~~;':al intensity of his cultivation of the land which he plants with~~:.n hops; and a yet further part by substituting another crop

on land which he had proposed to devote to hops. He will
have recourse to this second plan in so far as he considers
that he would get a better result by growing another crop,
and selling it free from the tax, than by growing hops and
selling them in spite of the tax. In this case the surplus
which he could obtain from the land by growing, say, oats
upon it would come into his mind when deciding where to
set the limit to his production of hops. But even here
there would be no simple numerical relation between the
surplus, or rent, which the land would yield under oats, and
the marginal costs which the price of hops must cover. And
a farmer whose land produced hops of exceptionally high
quality, and which happened to be in good condition at the
time for hops, would have no doubt at all that it was best
to grow hops on the land; though in consequence of the tax
he might decide to curtail a little his expenditure on it 1.

members of the rotation. Practice and shrewd instinct enable the fanner to do
this fairly well. The whole problem might be expressed in simple mathematical
pbrases. But tbey would be tedious, and perhaps unfruitful. They would
therefore not be serviceable, so long as they remained abstract; though they
belong to a class wbich may ultimately be of good use in the higher science of
agriculture, when that has advanced far enough to fill in realistic details.

1 U for instance he reckoned that he could get a surplus of £30 above his
expenses (other than rent) in spite of the tax by growing hops, and a surplus of
only £20 above similar expenses by growing any other crop, it could not be truly
said that the rent which the field could be made to yielct by growing other crops,
"entered into" the marginal price of oats. But it is easier to interpret the
classical doctrine that .. Rent does not enter into coat of production" in a sense
in which it is not true, and to scoff at it, than in the sense in which it was intended
and is true. It seems best therefore to avoid the phrase.

The ordinary man is offended by tbe old phrase that rent does not enter into
the price of oats; when he sees that an increase in the demand for land for other
uses, manifests itself in a rise of the rental value of all land in the neighbourhood;
leaves less land free for growing oats; consequently makes it worth while to
force larger crops of oats out of the remaining oat-land. and thus raises tbe
marginal expenses of oats and their price. A rise in rent does serve as a medium
through which the growing scarcity of land available for hops and other produce
obtrudes itself on his notice; and it is not worth while to try to force him to go
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Meanwhile the tendency towards a general restriction in v, x, 6.

the supply of hops would tend to raise their price. If the Contrast

demand for them were very rigid, and hops of adequate ~~~:~
quality could not easily be imported from beyond the range andalocal

tax on
of this special tax, the price might rise by nearly the full hops.

amount of the tax. In that case the tendency would be
checked, and very nearly as much hops would be grown as
before the tax had been levied. And here, as in the case
of a tax on printing, recently discussed, the effect of a local
tax is in strong contrast to that of a general tax. For
unless the local tax covered most of the ground in the
country on which good hops could be grown, its effect would
be to drive them beyond its boundary: very little revenue
would be got from it, local farmers would suffer a good deal,
and the public would pay a rather higher price for their hops.

§ 6. The argument of the last section applies, so far as Argu.ments

h . d d he earni f f relating toS art peno s are concerne , to t e earmng power 0 arm- rent in

buildings and to other quasi-rents. When existing farm- ili:~~~:O
buildings, or other appliances which could be used in pro- of a single

ducing one commodity are diverted to producing another ~~~ndf!d

because the demand for that is such as to enable them to earn ~Dlu:t~n-
a higher income by producing it, thenfor the time the supply ~~:-~~.Id-
of the first will be less, and its price higher than if the
appliances had not been able to earn a higher income by
another use. Thus, when appliances are capable of being
behind these symptoms of the change in conditions to the truly operative causes.
It is therefore inexpedient to Bay that the rent of land does not enter mto their
price. But it 18 worse than inexpedient to say that the rent of the land docs
enter into their price: that is false.

Jevons asks (Preface to The<wy of Political Economy, p. liv): "U land
which has been yielding £2 per acre rent, as pasture, be ploughed up and USN

for raising wheat, must not the £2 per acre be debited against the expenses
of production of wheat?" The answer is in the negative. For there is no
connection between this particular sum of £2 and the expenses of production
of that wheat which only just pays its way. What should be said is:-"When
land capable of being used for producing one commodity is used for producing
another, the price of the first is raised by the consequent hrnitation of its field of
production. The price of the second will be the expenses of production (wages and
profits) of that part of it which only just pays its way, that which is produced on
the margin of profitable expenditure. And If for the purposes of any particular
argument we take together the whole expenses of the production on that land,
and divide these among the whole of the commodity produced; then the rent
which we ought to count in is noi that which the land would pay if lIS('() for
producmg the first commodity, but that which it does pay when used for producing
ilie second,"
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V,X, 6. used in more than one branch of agriculture, the marginal
cost in each branch will be affected by the extent to which
these appliances are called off for work in other branches.
Other agents of production will be pushed to more intensive
uses in the first branch, in spite of a diminishing return; and
the value of its product will rise, because only at a higher
value will the price be in equilibrium. The increased earning
power of the appliances due to the external demand will
appear to be the cause of this increase in value: for it will
cause a relative scarcity of the appliances in that branch of
production, and therefore raise marginal costs. And from
this statement it appears superficially to be a simple transition
to the statement that the increased earning power of the
appliances enter into those costs which govern value. But
the transition is illegitimate. There will be no direct or
numerical relation between the increase in the price of the
first commodity and the income that the appliances can earn
when they have been transferred to the second industry and
adapted for service in it.

Similarly, if a tax be put on factories used in one industry,
some of them will be diverted to other industries; and con-
sequently the marginal costs and therefore the values of the
products in those industries will fall; simultaneously with
a temporary fall in net rental values of factories in all uses.
But these falls will vary in amount, and there will be no
numerical relation between the fall in the prices of the
product and in these rents, or rather quasi-rents.

These principles are not applicable to mines, whether for
short periods or for long. A royalty is not a rent, though
often so called. For, except when mines, quarries, etc., are
practically inexhaustible, the excess of their income over
their direct outgoings has to be regarded, in part at least,
as the price got by the sale of stored-up goods-stored up
by nature indeed, but now treated as private property; and
therefore the marginal supply price of minerals includes a
royalty in addition to the marginal expenses of working
the mine. Of course the owner desires to receive the
royalty without undue delay; and the contract between
him and the lessee often provides, partly for this reason, for
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the payment of a rent as well as a royalty. But the royalty v, x, 6.

itself on a ton of coal, when accurately adjusted, represents
that diminution in the value of the mine, regarded as a
source of wealth in the future, which is caused by taking
the ton out of nature's storehouse",

1 See above, p. 169. Adam Smith IS attacked by Ricardo for putting rent
on the same footing with wages and profits as parts of (money) cost of production;
and no doubt he does this sometimes. But yet he says elsewhere, .. Rent it is to
be observed enters into the composition of the price of commodities in a difIerent
way from wa"oesand profit. High or low wages and profit are the causes of high
or low price: high or low rent is the effect of it. It is because high or low wages
and profit must be paid in order to bring a particular commodity to market that
its price is high or low. But it is because its price is high or low a great deal
more, or very little more, or no more than what is sufficient to pay those wages
and profits, that it affords a high rent, or a low rent, or no rent at all" (W talth
of Nations, I. XI.) In this, as in many other instances, he anticipated in one
part of his writings truths which in other parts he has seemed to deny.

Adam Smith discusses the "price at which coals can be sold for any consider-
able time"; and contends that .. the most fertile mine regulates the price of
coals at all other mines in the neighbourhood." His meaning \8 not clear; but
he does not appear to be referring to any temporary undersellmg; and he seems
to imply that the mines are leased at 80 much a year. Ricardo, following on
apparently the same lines, comes to tbe opposite conclusion that it .. is the least
fenIle mine which regulates price"; which is perhaps nearer the truth than
Adam Smith's doctrine. But in fact when the charge for the use of a mine is
mainly in the form of a royalty, neither proposinon seems to be applicable.
Ricardo was technically right (or at all events not definitely wrong) when he said
that rent does not enter into the margmal cost of production of mineraI produce.
But he ought to have added that If a mine is not practically inexhaustible, the
income derived from it is partly rent and partly royalty; and that though the
rent does not, the minimum royalty does enter directly mto the expenses incurred
on behalf of every part of the produce, whether marginal or not.

The royalty is of course calculated in regard to those seams in the mine, 11 hich
are neither exceptionally rich and easy of workmg, nor exceptionally poor and
difficult. Some seams barely pay the expenses of working them; and some which
run short, or have a bad fault, do not even nearly pay the wages of the labour
spent on them. The whole argument however imphcitIy assumes the conditions
of an old country. Professor Tauasig is probably rtght when, having in view the
circumstanees of a new country (Principles, II. p. 96), he .. doubts whether any
payment at all can be secured by the owner of the very poorest mine, assuming
he has done nothing to develop it."
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CHAPTER XI.

MARGINAL COSTS IN RELATION TO URBAN VALUES.

§ 1. THE last three chapters examined the relation in
which cost of production stands to the income derived from
the ownership of the "original powers" of land and other
free gifts of nature, and also to that which is directly due
to the investment of private capital. There is a third class,
holding an intermediate position between these two, which
consists of those incomes, or rather those parts of incomes
which are the indirect result of the general progress of
society, rather than the direct result of the investment of
capital and labour by individuals for the sake of gain. This
class has to be studied now, with special reference to the
value of urban sites.

We have already noted that, though nature nearly always
gives a less than proportionate return, when measured by the
amount of the produce raised, to increasing applications of
capital and labour in the cultivation of land; yet, on the
other hand, if the more intensive cultivation is the result
of the growth of a non-agricultural population in the neigh-
bourhood, this very concourse of people is likely to raise the
value of produce. We have seen how this influence opposes,
and usually outweighs the action of the law of diminishing
return when the produce is measured according to its value
to the producer and not according to its amount; the culti-
vator gets good markets in which to supply his wants, as
well as good markets in which to sell, he buys more cheaply
while he sells more dearly, and the conveniences and enjoy-
ments of social life are ever being brought more within his
reach-,

1 See IV. m. 6.
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Again, we have seen how the economies which result from v,n, 1.

a high industrial organization! often depend only to a small In;;U-
extent on the resources of individual firms. Those internal::=: to

economies which each establishment has to arrange for itself external
economies

are frequently very small as compared with those external depends

economies which result from the general progress of the ri~~~~:'
industrial environment; the situation of a business nearly
always plays a great part in determining the extent to which
it can avail itself of external economies; and the situation
value which a site derives from the growth of a rich and
active population close to it, or from the opening up of rail-
ways and other good means of communication with existing
markets, is the most striking of all the influences which
changes in the industrial environment exert on cost of pro-
duction.

If in any industry, whether agricultural or not, two SituatiOfl

producers have equal facilities in all respects, except that one 1>alue.

has a more convenient situation than the other, and can buy
or sell in the same markets with less cost of carriage, the
differential advantage which his situation gives him is the
aggregate of the excess charges for cost of carriage to which
his rival is put. And we may suppose that other advantages
of situation, such for instance as the near access to a labour
market specially adapted to his trade, can be translated in
like manner into money values. When this is done, and all
are added together we have the money value of the
advantages of situation which the first business has over
the second: and this becomes its special situation value, if
the second has no situation value and its site is reckoned
merely at agricultural value. The extra income which can be
earned on the more favoured site gives rise to what may be
called a special situation rent: and the aggregate site value Sut1>lJlut

of any piece of building land is that which it would have if
cleared of buildings and sold in a free market. The" annual
site value"-to use a convenient, though not strictly correct
form of speaking-is the income which that price would
yield at the current rate of interest. It obviously exceeds the

1See IV. X.-DII.



442 MARGINAL COSTS IN RELATION TO URBAN VALUES

V, XI, 2. special situation value, merely by agricultural value; which
is often an almost negligible quantity in comparison-,

Exception- § 2. It is obvious that the greater part of situation
r~~e:h value is "public value." (See above, p. 434.) There are
~~ri~edme however exceptional cases, which call for notice. Sometimes
~~:ta~~us the settlement of a whole town, or even district is planned
situation is on business principles, and carried out as an investment at
earned by h d . k f . Iindividual t e expense an TIS 0 a BlDge person or company. The
effort and t bid hil hroni li .outlay. movemen may e part y ue to plant roplC or re glOUS

motives, but its financial basis will in any case be found in
the fact that the concourse of numbers is itself a cause of
increased economic efficiency. Under ordinary circumstances
the chief gains arising from this efficiency would accrue to
those who are already in possession of the place: but the
chief hopes of commercial success, by those who undertake
to colonize a new district or build a new town, are usually
founded on securing these gains for themselves.

When, for instance, Mr Salt and Mr Pullman determined
to take their factories into the country and to found Saltaire
and Pullman City, they foresaw that the land, which they
could purchase at its value for agricultural purposes, would
obtain the special situation value which town property
derives from the immediate neighbourhood of a dense popu-
lation. And similar considerations have influenced those,
who, having fixed upon a Bite adapted by nature to become
a favourite watering-place, have bought the land and spent

Illustra-
tionsfrom
Saltaire
and Pull-
man City.

I If we suppose that two farms, which sell in the same market, return severally
to equal applications of capital and labour amounts of produce, the first of which
exceeds the second by the l"xtra cost of carrying its produce to market, then the
rent of the two farms will be the same. (The capital and labour applied to the
two farms are here supposed to be reduced to the same money measure, or which
comes to the same thing, the two farms are supposed to have equally good access
to markets in which to buy.) Again, if we suppose that two mineral springs A
and B supplying exactly the same water are capable of being worked each to
an unlimited extent at a constant money cost of production; this cost being, say
twopence a bottle at .d whatever the amount produced by it, and twopence half-
penny at B; then those places to which the cost of carriage per bottle from B IS

a half-penny less than from .d, will be the neutral zone for their competition. (II
the cost of carriage be proportional to the distance, this neutral zone is a hyper·
bola of which A and B are foci.) A can undersell B for all places on A's side
of it, and tnce ller4d; and each of them will be able to derive a monopoly rent
from the sale of its produce withm its own area. This is a type of a great many
fanciful, but not uninstructive, problems which readily suggest themselves. Com-
pare von ThUnen'lI brtlliant researches in Der Uolirte Staat.
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large sums in developing its resources: they have been v, zt, 2.

willing to wait long for any net income from their invest-
ment in the hope that ultimately their land would derive a
high situation value from the concourse of people attracted
to itl.

In all such cases the yearly income derived from the land
(or at all events that part of it which is in excess of the
agricultural rent) is for many purposes to be regarded as
profits rather than rent. And this is equally true, whether
the land is that on which the factory itself at Saltaire or
Pullman City is built, or that which affords a high" ground-
rent" as the site of a shop or store, whose situation will
enable it to do a hrisk trade with those who work in the
factory. For in such cases great risks have to be run; and
in all undertakings in which there are risks of great losses,
there must also be hopes of great gains. The normal ex-
penses of production of a commodity must include payment
for the ventures required for producing it, sufficient to cause
those who are on the margin of doubt whether to venture or
not, to regard the probable net amount of their gains-net,
that is, after deducting the probable amount of their losses-
as compensating them for their trouble and their outlay.
And that the gains resulting from such ventures are not
much more than sufficient for this purpose is shown by the
fact that they are not as yet very common. They are how-
ever likely to be more frequent in those industries which are
in the hands of very powerful corporations. A large railway
company, for instance, can found a Crewe or a New Swindon
for manufacturing railway plant without running any great
risk2.

1 Cases of this kind are of course most frequent in new countries. But they
are not very rare in old countries: Saltburn is a conspicuous instance; while
a more recent instance of exceptional interest is furnished by Letchworth
Garden City.

• Governments have great facilities for carrying out schemes of this kind,
especially in the matter of choosmg new sites for garrison towns, arsenals, and
establishments for the manufacture of the materials of war. In comparisons of
the expenses of production by Government and by private firms, the sites of the
Government works are often reckoned only at their agricultural value. But such
a plan is misleading. A private firm has either to pay heavy annual charges on
account of its site, or to run very heavy risks if it tries to make a town for itself.
And therefore in order to prove that Government management is for general
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Somewhat similar instances are those of a group of land-
owners who combine to make a railway, the net traffic receipts
of which are not expected to pay any considerable interest on
the capital invested in making it; but which will greatly raise
the value of their land. In such cases part of the increase
of their incomes as landowners ought to be regarded as
profits on capital which they have invested in the improve-
ment of their land: though the capital has gone towards
making a railway instead of being applied directly to their
own property.

Other cases of like nature are main drainage schemes,
and other plans for improving the general condition of agricul-
tural or town property, in so far as they are carried out by
the landowners at their own expense, whether by private
agreement or by the levying of special rates on them-
selves. Similar cases again are found in the investment of
capital by a nation in building up its own social and
political organization as well as in promoting the educa-
tion of the people and in developing its sources of material
wealth.

Thus that improvement of the environment, which adds
to the value of land and of other free gifts of nature, is in
a good many cases partly due to the deliberate investment
of capital by the owners of the land for the purpose of raising
its value; and therefore a portion of the consequent increase
of income may be regarded as profits when we are considering
long periods. But in many cases it is not so; and any
increase in the net income derived from the free gifts of
nature which was not brought about by, and did not supply
the direct motive to, any special outlay on the part of the
landowners, is to be regarded as rent for all purposes.

Cases somewhat analogous to these arise when the owner
of a score or more of acres in the neighbourhood of a growing
town "develops" them for building. He probably lays out

purposes as efficient and economical as private management, a full charge ought
to be made in the balance-sheets of Government factories for the town-value of
their sites. In those exceptional branches of production for which a Government
can found a manufacturing town without incurring the risks that a private finn
would incur in a similar case, that point of advantage may fairly be reckoned as
an argument for Governments undertaking those particular businesses.
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the roads, decides where houses are to be continuous, and v, XI, 3.

where detached; and prescribes the general style of archi-
tecture, and perhaps the minimum expenditure on each
house; for the beauty of each adds to the general value of
all. This collective value, thus created by him, is of the
nature of public value; and it is dependent, for the greater
part, on that dormant public value, which the site as a whole
derived from the growth of a prosperous town in its neigh-
bourhood. But yet that share of it which results from his
forethought, constructive faculty and outlay, is to be regarded
as the reward of business enterprise, rather than as the
appropriation of public value by a private person.

These exceptional cases must be reckoned with. But the But as a

general rule holds that the amount and character of the ~J~!'~es
building put upon each plot of land is, in the main (subject to ~:~~:he

the local building bylaws), that from which the most profitable the site.

results are anticipated, with little or no reference to its
reaction on the situation value of the neighbourhood. In
other words the site value of the plot is governed by causes
which are mostly beyond the control of him who determines
what buildings shall be put on it: and he adjusts his
expenditure on it to his estimates of the income to be
derived from various descriptions of buildings on it.

§ 3. The owner of building land sometimes builds on it Causes

himself: sometimes he sells it outright: very often he lets ~~!m
it at a fixed ground-rent for ninety-nine years, after which ;~~:~~ta1
the land and the buildings on it (which by covenant must be building

kept in good repair) revert to his successor in title. Let us land.

consider what governs the value at which he can sell the
land and the ground-rent at which he can let it.

The capitalized value of any plot of land is the actuarial
"discounted" value of all the net incomes which it is likely
to afford, allowance being made on the one hand for all
incidental expenses, including those of collecting the rents,
and on the other for its mineral wealth, its capabilities of
development for any kind of business, and its advantages,
material, social and eesthetic, for the purposes of residence.
The money equivalent of that social status and those other
personal gratifications which the ownership of land affords,
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V, XI, 3. does not appear in the returns of the money income derived
from it, but does enter into its capital money value-,

Ground- Next let us consider what governs the "ground-rent"
rents for
long leases which the owner can obtain for a plot which he lets on, say,
~:!ti~da ninety-nine years' building lease. The present discounted
mfates of value of all the fixed money payments under that lease tendsuture true
SIte values. to be equal to the present capital value of the land; after

deducting, firstly, for the obligation to return the land with
the buildings on it to the successor in title of the present
owner at the end of the lease, and secondly for the possible
inconvenience of any restrictions on the use of the land
contained in the lease. In consequence of these deductions
the ground-rent would be rather less than the "annual site
value" of the land, if that site value were expected to remain
fixed throughout. But in fact the site value is expected to
rise in consequence of the growth of population, and other
causes: and therefore the ground-rent is generally a little
above the annual site value at the beginning of the lease,
and much below it towards the end2•

I The value of agricultural land is commonly expressed as a certain number
of times the current money rental, or in other words a certain .. number of years'
purchase" of that rental: and other things being equal it will be the higher, the
more Important these direct gratIfications are, as well as the greater the chance
that they and the money income afforded by the land will rise. The number of
years' purchase would be increased also by an expected fall either in the future
normal rate of interest or in the purchasing power of money.

The discounted value of a very distant rise in the value of land is much less
than is commonly supposed. For instance, if we take interest at five per cent.
(and higher rates prevailed during the MIddle Ages), £1 invested at compound
interest would amount to about £17,000 in 200 years, and £40,000,000,000 in
500 years. Therefore an expenditure by the State of £1 in securing to itself the
reversion of a rise in the value of land which came into operation now for the
first time would have been a bad investment, unless the value of that rise now
exceeded £17,000, if the payment was made 200 years ago; if 500 years ago to
£40,000,000,000. This assumes that it would have been possible to invest a swn
of this dimension at five per cent.: which of course it would not.

• A few site-values have fallen in districts winch have been deserted by fashion
or trade. But on the other hand annual site values have risen to be many times
as great as the ground-rents in the case of land which was leased when it had no
speclal SItuation value, but has since become a chief centre of fashion, or of
trade: and all the more if the lease was granted in the first half of the eighteenth
century, when gold was scarce and the incomes of all classes of the people,
measured in money, were very low. The present discounted value of the return
of property to the ground landlord a hundred years hence, which will then be
worth £1000, is less perhaps than is commonly supposed; though the error is not
10 great as in the ease of anticIpations ranging over many hundred years, which
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Among the estimated outgoings on account of any v, XI, 4.

building, which have to be deducted from its estimated
gross yield before deciding what is the value of the privilege
of erecting it on any given plot of land, are the taxes
(central and local) which may be expected to be levied on
the property, and to be paid by the owner of the property.
But this raises difficult side-issues, which are postponed to
Appendix G.

§ 4. Let us revert to the fact that the law of diminishing The

return applies to the use of land for the purposes of living ~:~:IOf
and working on it in all trades-, Of course in the trade of c

h
08tsaltot ev ue

building, as in agriculture, it is possible to apply capital too of the

thinly. Just as a homesteader may find that he can raise ~~~d~c~e

more produce by cultivating only a half of the 160 acres ~~\:!d
allotted to him than by spreading his labour over the whole, usedlar:sum arm
so even when ground has scarcely any value, a very low manufac-

b dear i .. d ture andhouse may e ear ill proportion to Its accommo ation. But, agricul-

as in agriculture, there is a certain application of capital and ture.

labour to the acre which gives the highest return, and further
applications after this give a less return, so it is in building.
The amount of capital per acre which gives the maximum
return varies in agriculture with the nature of the crops,
with the state of the arts of production, and with the charac-
ter of the markets to be supplied; and similarly in building,
the capital per square foot which would give the maximum
return, if the site had no scarcity value, varies with the
purpose for which the building is wanted. But when the
site has a scarcity value, it is worth while to go on applying
capital beyond this maximum rather than pay the extra
cost of land required for extending the site. In places where
the value of land is high, each square foot is made to yield
perhaps twice the accommodation, at more than twice the
cost, that it would be made to give, if used for similar
purposes where the value of land is low.

We may apply the phrase the margin of building to that The .
dati hi h j . nlv j h hil margm ofaccommo ation w c It IS 0 Y Jl~st wort w e to get bwlding.

were discussed in a recent note: if internet be taken at three per cent. it is about
£50; if at five per eent., as was the rule three or four generations ago, it is
but :£8 .

• 1 00e IV. m. '1.
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v, XI, 4. from a given site, and which would not be got from it if
land were less scarce. To fix the ideas, we may suppose
this accommodation to be given by the top :floor of the
building",

By erecting this :floor, instead of spreading the buiJding
over more ground, a saving in the cost of land is effected,
which just compensates for the extra expense and incon-
venience of the plan. The accommodation given by this floor,
when allowance has been made for its incidental disadvan-
tages, is only just enough to be worth what it costs without
allowing anything for the rent of land; and the expenses of
production of the things raised on this :floor, if it is part of a
factory, are just covered by their price; there is no surplus
for the rent of land. The expenses of production of manu-
factures may then be reckoned as those of the goods which
are made on the margin of building, so as to pay no rent for

t land. That is to say the rent of the land does not enter into
that set of expenses at the margin at which the action of the
forces of demand and supply in governing value may be most
clearly seen.

Suppose, for instance, that a person is planning a hotel or
a factory; and considering how much land to take for the
purpose. If land is cheap he will take much of it; if it is
dear he will take less and build high. Suppose him to
calculate the expenses of building and working his establish-
ment with frontages of 100 and no feet respectively, in ways
equally convenient on the whole to himself, his customers
and employees, and therefore equally profitable to himself.

I Houses built in flats are often provided with a 11ftwhich is ron at the expense
of the owner of the house, and in such cases, at all events in America, the top floor
sometimes lets for a higher rent than any other. If the site is very valuable and
the law does not limit the height of his house in the interest of his neighbours, he
may build very high: but at last he will reach the margin of building. At last he
will find that the extra expenses for foundations and thick walls, and for his hft,
together with some resulting depreciation of the lower floors, make him stand to
lose more than he gains by adding one more floor; the extra accommodation
which it only lust answers his purpose to supply 18 then to be regarded as at the
margin of bwlding, even though the gross rent be greater for the higher floors
th.m for the lower. Compare the footnote on p. 168.

But in England bylaws restrain an individual from building so high as to
deprive his near neighbours of all and hght. In the course of time those
who build high will be forced to have a good deal of free space about their
buildmge; and this Will render very high bwlduJgs unprofitable.
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Let him find that the difference between the two plans, after v, XI, 5.

capitalizing future expenditure, shows an advantage of £500
in favour of the larger area; he will then be inclined to take
the larger if the land is to be got at less than £50 per foot of
frontage, but not otherwise; and £50 will be the marginal
value of land to him. He might have reached this result by
calculating the increased value of the business that could be
done with the same outlay in other respects on the larger
site as compared with the smaller, or again by building on
less expensive ground instead of in a less favourable situation.
But, by whatever route he makes his calculation, its charac-
ter is similar to that by which he decides whether it is worth
his while to buy business plant of any other kind: and he
regards the net income (allowance being made for deprecia-
tion) which he expects to get from either investment as
standing in the same general relation to his business; and if
the advantages of the situation are such, that all the land
available on it can find employments of different kinds in
each of which its marginal use is represented by a capital
value of £50 per foot of frontage, then that will be the current
value of the land.

§ 5. This assumes that the competition for land for Tho com-
. ill b 'ld" h I l' d f h pennon ofvarIOUSuses w cause Ul mg In eac oca ity an or eac faetimes,

use to be carried up to that margin, at which it is no longer,;:':~,
profitable to apply any more capital to the same site. As etc. fOlr tbdesame an _
the demand for residential and business accommodation in
a district increases, it becomes worth while to pay a higher
and higher price for land, in order to avoid the expense and
inconvenience of forcing more accommodation from the same
ground area.

For instance, if the value of land in, say, Leeds rises
because of the increased competition for it by shops, ware-
houses, iron works, etc.; then a woollen manufacturer finding
his expenses of production increased, may move to another
town or into the country; and thus leave the land on which
he used to work to be build over with shops and warehouses,
for which a town situation is more valuable than it is for
factories. For he may think that the saving in the cost of
land that he will make by moving into the country, together

" 29
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v, XI, 5. with other advantages of the change, will more than counter-
balance its disadvantages. In a discussion as to whether it
was worth while to do so, the rental value of the site of his
factory would be reckoned among the expenses of production
of his cloth; and rightly ..

But we have to go behind that fact. The general rela-
tions of demand and supply cause production to be carried
up to a margin at which the expenses of production (nothing
being entered for rent) are so high that people are willing to
pay a high value for additional land in order to avoid the
inconvenience and expense of crowding their work on to a
narrow site. These causes govern site value; and site value
is therefore not properly regarded as governing marginal
costs.

Thus the industrial demand for land is in all respects
parallel to the agricultural. The expenses of production of
oats are increased by the fact that land, which could yield
good crops of oats, is in great demand for growing other
crops that enable it to yield a higher rent: and in the
same way the printing-presses, which may be seen at work
in London some sixty feet above the ground, could afford
to do their work a little cheaper if the demand for ground
for other uses did not push the margin of building up so
high. Again a hop-grower may find that on account of the
high rent which he pays for his land, the price of his hops
will not cover their expenses of production where he is, and
he may abandon hop-growing, or seek other land for it;
while the land that he leaves may perhaps be let to a
market-gardener. After a while the demand for land in the
neighbourhood may again become so great that the aggregate
price which the market-gardener obtains for his produce will
not pay its expenses of production, including rent; and so
he in his turn makes room for, say, a building company.

In each case the rising demand for land alters the margin
to which it is profitable to carry the intensive use of land: the
costs at this margin indicate the action of those fundamental
causes which govern the value of the land. And at the same
time they are themselves those costs to which the general
conditions of demand and supply compel value to conform:
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and therefore it is right for our purpose to go straight to v, XI, 6.

them; though any such inquiry would be irrelcvant to the
purposes of a private balance sheet.

§ 6. The demand for exceptionally valuable urban land Th..

comes from traders of various kinds, wholesale and retail, ~~~d!~fm
more than from manufacturers; and it may be worth while ~l~~~i~
to say something here as to the very interesting features of prices.

demand that are peculiar to their case.
If two factories in the same branch of trade have equal

outputs they are sure to have nearly equal floor space. But
there is no close relation between the size of trading
establishments and their turn-overs. Plenty of space is for
them a matter of convenience and a source of extra profit.
It is not physically indispensable; but the larger their space,
the greater the stock which they can keep on hand, and the
greater the advantage to which they can display specimens
of it; and especially is this the case in trades that are
subject to changes of taste and fashion. In such trades the
dealers exert themselves to collect within a comparatively
small space representatives of all the best ideas that are in
vogue, and still more of those that are likely soon to be so;
and the higher the rental values of their sites the more
prompt they must be in getting rid, even at a loss, of such
things as are a little behind the time and do not improve
the general character of their stocks. If the locality is one
in which customers are more likely to be tempted by a well-
chosen stock than by low prices, the traders will charge
prices that give a high rate of profit on a comparatively
small turn-over: but, if not, they will charge low prices and
try to force a large business in proportion to their capital
and the size of their premises; just as in some neighbourhoods
the market-gardener finds it best to gather his peas young
when they are full of flavour, and in others to let them grow
till they weigh heavily in the scales. Whichever plan the
traders follow, there will be some conveniences which they
are in doubt whether it is worth while to offer to the public;
since they calculate that the extra sales gained by such
conveniences are only just remunerative, and do not contri-
bute any surplus towards rent. The goods which they sell

29-2
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in consequence of these conveniences, are goods into whose
expenses of marketing rent does not enter any more than it
does into those of the peas which the market-gardener only
just finds it worth his while to produce.

Prices are low in some very highly-rented shops, because
their doors are passed by great numbers of people who cannot
afford to pay high prices for the gratification of their fancy;
and the shopkeeper knows that he must sell cheaply, or not
sell at all. He has to be content with a low rate of profit
each time he turns over his capital. But, as the wants of
his customers are simple, he need not keep a large stock of
goods; and he can turn over his capital many times a year.
So his annual net profits are very great, and he is willing to
pay a very high rent for the situation in which they can be
earned. On the other hand, prices are very high in some
of the quiet streets in the fashionable parts of London and
in many villages; because in the one case customers must
be attracted by a very choice stock, which can only be sold
slowly; and in the other the aggregate turn-over is very
small indeed. In neither place can the trader make profits
that will enable him to pay as high a rent as those of some
cheap but bustling shops in the East end of London.

It is however true that, if without any increase in traffic
such as brings extra custom, a. situation becomes more
valuable for purposes other than shopkeeping; then only
those shopkeepers will be able to pay their way who can
manage to secure a large custom relatively to the prices which
they charge and the class of business which they do. There
will therefore be a smaller supply of shopkeepers in all trades
for which the demand has not increased: and those who
remain, WIll be able to charge a. higher price than before,
without offering any greater conveniences and attractions
to their customers. The rise of ground values in the district
will thus be an indication of a scarcity of space which, other
things being equal, will raise the prices of retail goods; just
in the same way as the rise of agricultural rents in any
district will indicate a scarcity of land which will raise the
marginal expenses of production, and therefore the price of
any particular crop.
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§ 7. The rent of a house (or other building) is a com- V, XI, 7.

posite rent, of which one part belongs to the site and thc Th;--

other to the buildings themselves. The relations between ~le~~r;;n;f
these two are rather intricate, and may be deferred to composite

. rent can
Appendix G. A few words may however be said here as b,e dis-

. ts i I A . h tinguishedto composite ren s III genera. t starting t ere may appear in some

to be some contradiction in the statement that a thing is ~lltc~~:;.n

yielding at the same time two rents: for its rent is in some
sense a residual income after deducting the expenses of
working it; and there cannot be two residues in regard to
the same process of working and the same resulting revenue.
But when the thing is composite each of its parts may be
capable of being so worked as to yield a surplus of revenue
over the expenses of working it. The corresponding rents
can always be distinguished analytically, and sometimes they
can be separated commercially",

For instance, the rent of a flour-mill worked by water
includes the rent of the site on which it is built, and the rent
of the water power which it uses. Suppose that it is con-
templated to build a mill in a place where there is a limited
water power which could be applied equally well on anyone
of many sites; then the rent of the water power together with
the site selected for it is the sum of two rents; which are
respectively the equivalent of the differential advantages
which possession of the site gives for production of any kind,
and which the ownership of the water power gives for working
a mill on any of the sites. And these two rents, whether
they happen to be owned by the same person or not, can be
clearly distinguished and separately estimated both in theory
and in practice.

But this cannot be done if there are no other sites on
which a mill can be built: and in that case, should the water
power and the site belong to different persons, there is nothing
but "higgling and bargaining" to settle how much of the
excess of the value of the two together over that which the
site has for other purposes shall go to the owner of the latter.

I It will be borne in mind that if a house is not appropriate to its site, its
aggregate rent will not exceed its site rent by the full building rent which the
house would command OD an appropriate site. Similar limitations apply to most
composite reDts.
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V, XI, 7. And even if there were other sites at which the water power
could be applied, but not with equal efficiency, there would
still be no means of deciding how the owners of the site
and the water power should share the excess of the producer's
surplus which they got by acting together, over the sum of
that which the site would yield for some other purpose, and
of that which the water power would yield if applied else-
where. The mill would probably not be put up till an agree-
ment had been made for the supply of water power for a term
of years: but at the end of that term similar difficulties would
arise as to the division of the aggregate producer's surplus
afforded by the water power and the site with the mill on it.

Difficulties of this kind are continually arising with re-
gard to attempts by partial monopolists, such as railway, gas,
water and electrical companies, to raise their charges on the
consumer who has adapted his business arrangements to make
use of their services, and perhaps laid down at his own expense
a costly plant for the purpose. For instance, at Pittsburgh
when manufacturers had just put up furnaces to be worked by
natural gas instead of coal, the price of the gas was suddenly
doubled. And the history of mines affords many instances of
difficulties of this kind with neighbouring landowners as to
rights of way, etc., and with the owners of neighbouring
cottages, railways and docks".

1 The relations between the interests of different classes of workers in the
lame business and in the same trade, have some affinity to the 'subject of
eompoeite rents. See below VI. vm. 9, 10.



CHAPTER XII.

EQUILIBRIllr OF NORMAL DEMA~T]) AND SUPPLY, CON-
TINUED, WITH REFERENCE TO THE LAW OF
INCREASING RETURN.

§ 1. WE may now continue the study begun in chapters v, XII, 1.

III. and v.; and examine some difficulties connected with
the relations of demand and supply as regards commodities
the production of which tends to increasing return.

We have noted that this tendency seldom shows itself The

immediately on an increase of demand. Th take an example, ~~~!~~!:o
the first effect of a sudden fashion for watch-shaped aneroids rettllmtdoes

no ac
would be a temporary rise of price, in spite of the fact that quickly,

they contain no material of which there is but a scanty stock.
For highly paid labour, that had no special training for the
work, would have to be drawn in from other trades; a good
deal of effort would be wasted, and for a time the real and
the money cost of production would be increased.

But yet, if the fashion lasted a considerable time, then
even independently of any new invention, the cost of making
aneroids would fall gradually. For specialized skill in abun-
dance would be trained, and properly graduated to the
various work to be done. With a large use of the method
of interchangeable pads, specialized machinery would do
better and more cheaply much of the work that is now done
by hand; and thus a continued increase in the annual out-
put of watch-shaped aneroids would lower their price very
much.

Here there is to be noted an important difference between Differences

demand and supply. A fall in the price, at which a commo- ~:::ae~~

dity is offered, acts on demand always in one direction. The and supply
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EQUILIBRIUM WITH REFERENCE TO INCREASING RETURN

amount of the commodity demanded may increase much or
little according as the demand is elastic or inelastic: and
a long or short time may be required for developing the new
and extended uses of the commodity, which are rendered
possible by the fall in price", But-at all events if exceptional
cases in which a thing is driven out of fashion by a fall in its
price be neglected-the influence of price on demand is
similar in character for all commodities: and, further, those
demands which show high elasticity in the long run, show
a high elasticity almost at once; so that, subject to a few
exceptions, we may speak of the demand for a commodity
as being of high or low elasticity without specifying how
far we are looking ahead.

But there are no such simple rules with regard to supply.
An increase in the price offered by purchasers does indeed
always increase supply: and thus it is true that; if we have
regard to short periods only, and especially to the transactions
of a dealer's market, there is an "elasticity of supply" which
corresponds closely-to elasticity of demand. That is to say, a
given rise in price will cause a great or a small increase in the
offers which sellers accept, according as they have large or
small reserves in the background, and as they have formed
low or high estimates of the level of prices at the next market:
and this rule applies nearly in the same way to things which in
the long run have a tendency to diminishing return as to those
which have a tendency to increasing return. In fact if the
large plant needed in a branch of manufacture is fully
occupied, and cannot be rapidly increased, an increase in the
price offered for its products may have no perceptible effect
in increasing the output for some considerable time: while
a similar increase in the demand for a hand-made commodity
might call forth quickly a great increase in supply, though in
the long run its supply conformed to that of constant return
or even of diminishing return.

In the more fundamental questions which relate to long
periods, the matter is even more complex. For the ultimate
output corresponding to an unconditional demand at even

I See above III. IV. Ii.
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current prices would be theoretically infinite; and therefore v, XII, 2.

the elasticity of supply of a commodity which conforms to
the law of Increasing Return, or even to that of Constant
Return, is theoretically infinite for long periods'.

§ 2. The next point to be observed is that this tendency We must

to a fall in the price of a commodity as a result uf a gradual tl~S::C1f::~
development of the industry by which it is made, is quite ~~~ol~
a different thing from the tendency to the rapid introduction industry

. b . divid I fi h .. . and of anof new econormes y an in IVI ua rm t at IS mcreasmg individual

its business. finn.

We have seen how every step in the advance of an able
and enterprising manufacturer makes the succeeding step
easier and more rapid; so that his progress upwards is likely
to continue so long as he has fairly good fortune, and retains
his full energy and elasticity and his liking for hard work.
But these cannot last for ever: and as soon as they decay,
his business is likely to be destroyed through the action of
some of those very causes which enabled it to rise; unless
indeed he can pass it over into hands as strong as his used
to be. Thus the rise and fall of individual firms may be
frequent, while a great industry is going through one long
oscillation, or even moving steadily forwards; as the leaves
of a tree (to repeat an earlier illustration) grow to maturity,
reach equilibrium, and decay many times, while the tree
is steadily growing upwards year by year".

The causes which govern the facilities for production at Facilities

the command of a single firm, thus conform to quite different ~~reased

laws from those which control the whole output of an ~f~~uction

industry. And the contrast is perhaps heightened, when we df&~clt!y
take the difficulties of marketing into account. For instance, ?fmarket-

manufactures, which are adapted to special tastes, are likely mg.

1 Strictly speaking, the amount produced and the price at which it can be sold,
are functions one of another, account being taken of the length of tune allowed
for the evolution of appropriate plant and organizataon for production on a large
scale. But in real life, the cost of production per unit is deduced from the
amount expected to be produced, and not 1>ice 1>~sa. Economists commonly
follow this practice; and they follow also the practice of business hIe ill invertmg
tlns order with regard to demand. That is, they consider the Increase of sales
that will follow from a given reduction of price, more frequently than the
diminution of price which will be required to effect a given increase of sales.

• See IV. IX -xm.; and especially XI. 5.
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V, xrr, 2. to be on a small scale; and they are generally of such a
character that the machinery and modes of organization
already developed in other trades, could be easily adapted to
them; so that a great increase in their scale of production
would be sure to introduce vast economies at once. But
these are the very industries in which each firm is likely to
be confirmed more or less to its own particular market; and,
if it is so confined, any hasty increase in its production is
likely to lower the demand price in that market out of all
proportion to the increased economies that it will gain; even
though its production is but small relatively to the broad
market for which in a more general sense it may be said to
produce.

In fact, when trade is slack, a producer will often try to
sell some of his surplus goods outside of his own particular
market at prices that do little more than cover their prime
costs: while within that market he still tries to sell at prices
that nearly cover supplementary costs; and a great part of
these are the returns expected on capital invested in
building up the external organization of his business",

Again supplementary costs are, as a rule, larger relatively
to prime costs for things that obey the law of increasing
return than for other things'"; because their production needs
the investment of a large capital in material appliances and
in building up trade connections. This increases the inten-
sity of those fears of spoiling his own peculiar market, or

1 This may be expressed by saymg that when we are considering an individual
producer, we must couple his supply curve-s-not with the general demand curve
for his commodity in a wide market, but-with the particular demand curve of his
own special market. And this particular demand curve will generally be very
steep; perhaps as steep as his own supply curve is likely to be, even when an
increased output will give him an important increase of internal economies.

I Of course this rule is not universal. It may be noted, for instance, that the
net loss of an omnibus, that is short of passengers throughout its trip, and loses a
fourpenny fare, is nearer fourpence than threepence, though the omnibus trade
conforms perhaps to the law of constant return. Again, if it were not for the fear
of spoiling his market, the Regent Street shoemaker, whose goods are made by hand,
but whose expenses of marketmg ere very heavy, would be tempted to go further
below his normal price in order to avoid losing a special order, than a shoe manu-
facturer who uses much expensive machinery and avails himself generally of the
economies of production on a large scale. There are other difficulties connected
with the supplementary costs of joint products, e.q. the practice of sellmg some goods
at near prime cost, for the purpose of advertisement (see above V. VII. 2). But
these need not be specially considered here.
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incurring odium from other producers for spoiling the common v, XII, 3.

market; which we have already learnt to regard as controlling
the short-period supply price of goods, when the appliances
of production are not fully employed.

We cannot then regard the conditions of supply by an
individual producer as typical of those which govern the
general supply in a market. We must take account of the
fact that very few firms have a long-continued life of active
progress, and of the fact that the relations between the
individual producer and his special market differ in important
respects from those between the whole body of producers and
the general market-,

§ 3. Thus the history of the individual firm cannot be The.
de I h hi £. d h h solutionIDa e into t e istory 0 an m ustry any more t an t e of the

history of an individual man can be made into the history of ~~C~!y
mankind. And yet the history of mankind is the outcome :c;:~~~f
of the history of individuals; and the aggregate production sentative

for a general market is the outcome of the motives which firm.

induce individual producers to expand or contract their pro
duction. It is just here that our device of a representative
firm comes to our aid. We imagine to ourselves at any

I Abstract reasonings as to the effects of the economies in production, which
an Individual firm gets from an increase of its output are apt to be misleading, not
only in detail, but even in their general effect. This is nearly the same as saying
that in such case the condiuons governmg supply should be represented In

their totality. They are often vitiated by difficulties which lie rather below the
surface, and are especially troublesome in attempts to express the equilibrium
conditions of trade by mathematical formulre. Some, among whom Cournot himself
IS to be counted, have before them what is in effect the supply schedule of an
individual firm; representing that an increase in its output gives it command over
so great internal economies as much to diminish its expenses of production; and
they follow their mathematics boldly, but apparently Without noticmg that their
premises lead inevitably to the conclusion that, whatever firm first geta a good
start WIllobtain a monopoly of the whole business of its trade in its district. Whlle
others avoiding this hom of the dilemma, main tam that there is no equilibrium at
all for commodities which obey the law of increasing return; and some again have
called in question the validity of any supply schedule which represents prices
dlUlinishing as the amount produced increases. See Mathematical Note XIV.
where reference is made to this discussion.

The remedy for such difficulties as these is to be songht in treating each
Important concrete case very much as an independent problem, under the guidance
of staple general reasonings. Attempts so to enlarge the dirtd applications of general
proposlnons as to enable them to supply adequate solutions of all difficulties, would
make them so cumbrous as to be of little service for their main work. The" prin-
crplss " of economics must aim at affording guidance to an entry on problems of life,
Without making claim to be a substitute for independent study and thought.
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v, XII, 3. time a firm that has its fair share of those internal and
external economies, which appertain to the aggregate scale
of production in the industry to which it belongs. We
recognize that the size of such a firm, while partly de-
pendent on changes in technique and in the costs of
transport, is governed, other things being equal, by the
general expansion of the industry. We regard the manager
of it as reckoning up whether it would be worth his while
to add a certain new line to his undertakings; whether he
should introduce a certain new machine and so on. We
regard him as treating the output which would result from
that change more or less as a unit, and weighing in his
mind the cost against the gain 1.::!~:e This then is the marginal cost on which we fix our eyes.

true long- We do not expect it to fall immediately in consequence of a
penod
marginal sudden increase of demand. On the contrary we expect the
~~~g short-period supply price to increase with increasing output.
::!~uaai But we also expect a gradual increase in demand to increase
~cred of gradually the size and the efficiency of this representative

cman. firm; and to increase the economies both internal and
external which are at its disposal.

That is to say, when making lists of supply prices (supply
schedules) for long periods in these industries, we set down
a diminished supply price against an increased amount of the
flow of the goods; meaning thereby that a flow of that
increased amount will in the course of time be supplied
profitably at that lower price, to meet a fairly steady corre-
sponding demand. We exclude from view any economies
that may result from substantive new inventions; but we
include those which may be expected to arise naturally out
of adaptations of existing ideas; and we look towards a
position of balance or equilibrium between the forces of
progress and decay, which would be attained if the conditions
under view were supposed to act uniformly for a long time.
But such notions must be taken broadly. The attempt to
make them precise over-reaches our strength. If we include
in our account nearly all the conditions of real life, the
problem is too heavy to be handled; if we select a few, then

1 See above V. v. 6.
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long-drawn-out and subtle reasonings with regard to them v, XII, 3.

become scientific toys rather than engines for practical work.
The theory of stable equilibrium of normal demand and The pure

supply helps indeed to give definiteness to our ideas; and in ~e~2'li~~
its elementary stages it does not diverge from the actual d~~es

facts of life, so far as to prevent its giving a fairly trust- but httle I
• . . from actua

worthy picture of the chief methods of action of the strongest facts; but
. f economi f B h If pushedand most persistent group 0 economic orces. ut w en far Its

pushed to its more remote and intricate logical consequences, ~~t~;!Cal
it slips away from the conditions of real life. In fact we rdim~pl~JYh

lDIS es.
are here verging on the high theme of economic progress;
and here therefore it is especially needful to remember that
economic problems are imperfectly presented when they are
treated as problems of statical equilibrium, and not of organic
growth. For though the statical treatment alone can give
us definiteness and precision of thought, and is therefore
a necessary introduction to a more philosophic treatment of
society as an organism; it is yet only an introduction.

The Statical theory of equilibrium is only an introduction
to economic studies; and it is barely even an introduction
to the study of the progress and development of industries
which show a tendency to increasing return. Its limitations
are so constantly overlooked, especially by those who
approach it from an abstract point of view, that there is a
danger in throwing it into definite form at all. But, with
this caution, the risk may be taken; and a short study of the
subject is given in Appendix H.



CHAPTER XIII.

THEORY OF CHANGES OF NORMAL DEMAND AND SUPPLY
IN RELATION TO THE DOCTRINE OF MAXIMUM: SATIS-
FACTION.

V, XIII,l. § 1. IN earlier chapters of this Book, and especially in
Transition chapter XII., we have considered gradual changes in the
~a:~;e adjustment of demand and supply. But any great and
~~es lasting change in fashion; any substantive new invention;
condition any diminution of population by war or pestilence; or the
of demand _ _
andsupply development or dwindling away of a source of supply of

the commodity in question, or of a raw material used in it, or
of another commodity which is a rival and possible substitute
for it:-such a change as any of these may cause the prices
set against any given annual (or daily) consumption and
production of the commodity to cease to be its normal demand
and supply prices for that volume of consumption and
production; or, in other words, they may render it neces-
sary to make out a new demand schedule or a new supply
schedule, or both of them. We proceed to study the problems
thus suggested.

What is An increase of normal demand for a commodity involves
meant by • - h - hi h h Ianincrease an increase m t e prIce at w c eac severa amount can
~~!~al find purchasers; or, which is the same thing, an increase of

, the quantity which can find purchasers at any price. This
increase of demand may be caused by the commodity's coming
more into fashion, by the opening out of a new use for it or
of new markets for it, by the permanent falling off in the
supply of some commodity for which it can be used as
a substitute, by a permanent increase in the wealth and
general purchasing power of the community, and so on.
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Changes in the opposite direction will cause a falling off in v, XIII, 2.

demand and a sinking of the demand prices. Similarly or;-

an increase of normal supply means an increase of the :~~~
amounts that can be supplied at each several price, and
a diminution of the price at which each separate amount can
be supplied", This change may be caused by the opening up
of a new source of supply, whether by improved means of
transport or in any other way, by an advance in the arts of
production, such as the invention of a new process or of new
machinery, or again, by the granting of a bounty on pro-
duction. Conversely, a diminution of normal supply (or a
raising of the supply schedule) may be caused by the closing
up of a new source of supply or by the imposition of a tax.

§ 2. We have, then, to regard the effects of an increase Efiectsof

f ld df h . f vi din anmcreaseo norma eman rom tree pomts 0 VIew, accor g as of normal

the commodity in question obeys the law of constant or of demand.

diminishing or of increasing return: that is, its supply
price is practically constant for all amounts, or increases or
diminishes with an increase in the amount produced.

In the first case an increase of demand simply increases
the amount produced without altering its price; for the
normal price of a commodity which obeys the law of constant
return is determined absolutely by its expenses of produc-
tion: demand has no influence in the matter beyond this,
that the thing will not be produced at all unless there is
some demand for it at this fixed price.

If the commodity obeys the law of diminishing return
an increase of demand for it raises its price and causes more

1 A rise or fall of the demand or supply prices involves of course a rise or fall
of the demand or supply curve.

H the change IS gradual, the supply curve will assume in succession a series
of positions, each of which is a httle below the preceding one; and in this way
we nught have represented the effects of that gradual improvement of industrial
organization which arises from an mcrease in the scale of production, and which
we have represented by assigning to it an influence upon the supply price for
long-period curves. In an mgemous paper privately printed by Sir H. Cunyng-
harne, a suggestion is made, which seems to come in effect to proposing that
a long-period supply curve should be regarded as in some manner representing a
series of short-period curves; each of these curves would assume throughout its
whole length that development of industrial organization which properly belongs
to the scaIe of production represented by the distance from Oy of the point in
which that curve cuts the long-period supply curve (compare Appendix H, 3) and
similarly with regard to demand.
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V, XIII, 2. of it to be produced; but not so much more as if it obeyed
the law of constant return.

On the other hand, if the commodity obeys the law of
increasing return, an increase of demand causes much more
of it to be produced,-more than if the commodity obeyed
the law of constant return,-and at the same time lowers
its price. If, for instance, a thousand things of a certain
kind have been produced and sold weekly at a price of lOs.,
while the supply price for two thousand weekly would be
only 98., a small rate of increase in normal demand may
gradually cause this to become the normal price; since we
are considering periods long enough for the full normal action
of the causes that determine supply to work itself out. The
converse holds in each case should normal demand fall off
instead of increasing-,

The argument of this section has been thought by some

1 Diagrams are of especial aid ill enabling us to comprehend clearly the pro-
blems of this chapter.

The three figures 24, 25, 26 represent the three cases of constant, diminishing
and increasing return respectively. The return in the last case is a dimimsbmg
one ill the earlier stages of the increase of production, but an increasing one 10

those subsequent to the attainment of the original position of equilibrium, i.e. for
amounts of the commodity greater than Oll. In each case SS' is the supply curve,
DD' the old position of the demand curve, and dd' its position after there has been
increase of normal demand. In each case A and a are the old and new positions
of equilibrium respectively, All and ak are the old and new normal or eqw.hbnum
prices, and Oll and Ok the old and new equilibrium amounts. Ok is in every case
greater than Oll, but in fig. 25 it is only a little greater, while in fig. 26 it IS
much greater. (This analysis may be carried furtber on the plan adopted later on
in discussing the similar but more important problem of the effects of changes 10

the conditions of normal supply.) In fig. 24 ak is equal to All, in fig. 25 It is
greater, in fig. 26 it is less.

The effect of a falling-off of normal demand can be traced with the same
diagrams, dd' being now regarded as the old and DD' 88 the new position of this
demand curve; ak being the old equilibrium price, and AH the new one.
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writers to lend support to the claim that a Protective duty on v, XIII, 3.

manufactured imports in general increases the home market Protection

for those imports; and, by calling into play the Law o£f~d=~~
Increasing Return, ultimately lowers their price to the home
consumer. Such a result may indeed ultimately be reached
by a wisely chosen system of "Protection to nascent in-
dustries" in a new country; where manufactures, like
young children, have a power of rapid growth. But even
there the policy is apt to be wrenched from its proper uses,
to the enrichment of particular interests: for those industries
which can send the greatest number of votes to the poll, are
those which are already on so large a scale, that a further
increase would bring very few new economies. And of course
the industries in a country so long familiar with machinery
as England is, have generally passed the stage at which they
can derive much real help from such Protection: while
Protection to anyone industry nearly always tends to narrow
the markets, especially the foreign markets, for other indus-
tries, These few remarks show that the question is complex:
they do not pretend to reach further than that.

§ 3. We have seen that an increase in normal demand, Effectsot
hil I di ' increased ducti 'II increasedW 1 e ea ng III every case to an increase pro uction, WI facilities of

in some cases raise and in others lower prices. But now we supply.

are to see that increased facilities for supply (causing the
supply schedule to be lowered) will always lower the normal
price at the same time that it leads to an increase in the
amount produced. For so long as the normal demand
remains unchanged an increased supply can be sold only at
a diminished price; but the fall of price consequent on a
given increase of supply will be much greater in some
cases than in others. It will be small if the commodity
obeys the law of diminishing return; because then the
difficulties attendant on an increased production will tend to
counteract the new facilities of supply. On the other hand,
if the commodity obeys the law of increasing return, the
increased production will bring with it increased facilities,
which will co-operate with those arising from the change in
the general conditions of supply; and the two together will
enable a great increase in production and consequent fall in

M 30
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V, XIII, 3. price to be attained before the fall of the supply price is over-
taken by the fall of the demand price. If it happens that the
demand is very elastic, then a small increase in the facilities
of normal supply, such as a new invention, a new application
of machinery, the opening up of new and cheaper sources of
supply, the taking off a tax or granting a bounty, may cause
an enormous increase of production and fall of price-,

I All this can be most clearly seen by the aid of diagrams, and indeed there are
some parts of the problem which cannot be satisfactorily treated lrithout their
aid. The three figures 27, 28, 29 represent the three cases of constant and
diminishing and increasing returns, respectrrely, In each case DD' is the demand
curve, 88' the old position, and $S' the new position of the supply curve. A is the
old, and a the new position of stable equilibrium. Oh is greater than OB, and ah
IS less than AH in every case: but the changes are small in fig. 28 and great In

fig 29. Of course the demand curve must he below the old supply curve to the
right of A, otherwise A. would be a point not of stable, hut of unstable equilibrium.

II II 1/
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But suhject to this condition the more elastic the demand is, that is, the more
nearly honzontal the demand curve IS at A. the further off WIll a be from A, and
the greater therefore will be the increase of production and the fall of price.

The whole result is rather complex. But it may be stated thus. Firstly, given
the elasticrty of demand at A, the increase in the quantity produced and the fall In

price will both be the greater, the greater be the return got from additional capital
and labour applied to the production. That is, they WIll be the greater, the more
nearly horizontal the supply curve is at A in fig. 28, and the more steeply
inclined it is in fig. 29 (subject to the condition mentioned above, that it does not
he below the demand curve to the right of A, and thus tum A into a POSItionof
unstable equilibrium). Secondly, given the position of the supply curve at A, the
greater the elasticity of demand the greater will be the increase of production
in every case; but the smaller WIll be the fall of price in fig. 28, and the greater
the fall of price in fig. 29. Fig. 27 may be regarded as a limitmg case of either
fig. 28 or 29.

All this reasoning assumes that the commodity either obeys the law of
dimmishing return or obeys the law of increasing return throughout. If It
obeys first one, and then the other, so that the supply curve is at one part inclined
positively and at another negatively, no general rule can be laid down as to the
effect on pnce of increased Iacilitiee of supply, though in every case this must lead
to an increased volume of production, A great variety of curious results may be
got by giving the supply curve different shapes, and in particular such as cut the
demand curve more than once.

This method of inquiry is not applicable to a tax on wheat in so far as It IS

consumed by a labouring class which spends a great part of its income on bread;
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If we take account of the circumstances of composite and v, XIII, 4.

joint supply and demand discussed in chapter VI., we have
suggested to us an almost endless variety of problems which
can be worked out by the methods adopted in these two
chapters.

§ 4. We may now consider the effects which a change Changes
. th diti f I rt 'I that raiseIII e con I ions 0 supp y may exe on consumers surp us or lower

or rent. For brevity of language a tax may be taken as !~~:~£~IY
representative of those changes which may cause a general maybere-

. presented
increase, and a bounty as representative of those which may by a tax

cause a general diminution in the normal supply price for or bounty.

each several amount of the commodity.
Firstly, if the commodity is one, the production of which The case

h f· . of constantobeys t e law 0 constant return, so that the supply prIce return.

is the same for all amounts of the commodity, consumers'
surplus will be diminished by more than the increased pay-
ments to the producer; and therefore, in the special case of
a tax, by more than the gross receipts of the State. For on
that part of the consumption of the commodity, which is
maintained, the consumer loses what the State receives:
and on that part of the consumption which is destroyed by
the rise in price, the consumers' surplus is destroyed; and
of course there is no payment for it to the producer or to the
State". Conversely, the gain of consumers' surplus caused

and it is not applicable to a general tax on all commodities: for in neither of
these cases can it be assumed that the rnargmal value of money to the Individual
remains approximately the same after the tax has been levied as it was before.

1 This is most clearly seen by aid of a diagram. 88', the old constant return
supply curve, cuts DD' the demand curve in 4:
DS4 is the consumers' surplus. Afterwards a
tax 8$ being imposed the new equilibrium IS found
at a, and consumers' surplus is D8a. The gross
tax is only the rectangle 88[(a, that IS, a tax at
the rate of 8s on an amount Sa of the commoditv.
And this falls short of the loss of consumers' s~-
plus by the area aKA. The net loss aK4 is small
or great, other things being equal, as a4 18 or is
not inclined steeply. Thus it is smallest for those
commodities the demand for which is most In-
elastic, that is, for necessaries. If therefore a
given aggregate taxation has to be levied ruthlessly
from any class it will cause less loss of consumers'
surplus if levied on necessaries than If levied on comforts; though of course the
consumption of luxuries and in a less degree of comforts indicates ability to
bear taxation.
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CHANGES IN NORMAL DEMAND AND SUPPLY

by a bounty on a commodity that obeys the law of constant
return, is less than the bounty itself. For on that part
of the consumption which existed before the bounty, con-
sumers' surplus is increased by just the amount of the
bounty; while on the new consumption that is caused by
the bounty, the gain of the consumers' surplus is less than
the bounty",

If however the commodity obeys the law of diminishing
return; a tax by raising its price, and diminishing its con-
sumption, will lower its expenses of production other than
the tax: and the result will be to raise the sup:ply price by
something less than the full amount of the tax. In this
case the gross receipts from the tax may be greater than the
resulting loss of consumers' surplus, and they will be greater
if the law of diminishing return acts so sharply that a
small diminution of consumption causes a great falling-off
in the expenses of production other than the tax2.

On the other hand, a bounty on a commodity which
obeys the law of diminishing return will lead to increased
production, and will extend the margin of cultivation to
places and conditions in which the expenses of production,
exclusive of the bounty, are greater than before. Thus it
will lower the price to the consumer and increase consumers'

1 If we now regard 3.' as the old supply curve which is lowered to the position
88' by the granting of a bounty, we find the gain of consumers' surplus to be
sSAa. But tho bounty paid is 8. on an amount SA, which is represented by the
rectangle sSAL: and this exceeds the gain of consumers' surplus by the area aLA.

I Let the old supply curve be 88' fig. 31, and let the imposition of a tax
raise it to ss'; let A and a be the old and new posi-
tions of equilibriwn, and let straight lines be drawn
through them parallel to Ox and Oy, as in the figure.
Then the tax being levied, as shown by the figure, at
the rate of aE on each unit; and Oh, that is, CK
units, being produced in the new position of equili-
brium, the gross receipts of the tax will be cFEa, and
the loss of conswners' surplus will be cCAa; that is,
the gross receipts from the tax will be greater or less
than the loss of conswners' surplus as CFEK is greater
or less than aKA; and in the figure as it stands it is
much greater. If 88' had been so drawn as to indi-
cate only very slight action of the law of diminishing
return, that is, if it had been nearly horizontal in
the neighbourhood of A, then EK would have been
very small; and CFEK would have become less than
aIU..

v Fig. 31.
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surplus less than if it were given for the production of a v, XIII, 4.

commodity which obeyed the law of constant return. In
that case the increase of consumers' surplus was seen to
be less than the direct cost of the bounty to the State; and
therefore in this case it is much less",

By similar reasoning it may be shown that a tax on a The case of

commodity which obeys the law of increasing return is more ~~~=mg

injurious to the consumer than if levied on one which obeys
the law of constant return. For it lessens the demand and
therefore the output. It thus probably increases the expenses
of manufacture somewhat: sends up the price by more than
the amount of the tax; and finally diminishes consumers'
surplus by much more than the total payments which it
brings in to the exchequer". On the other hand, a bounty
on such a commodity causes so great a fall in its price to
the consumer, that the consequent increase of consumers'
surplus may exceed the total payments made by the State
to the producers; and certainly will do so in case the law of
increasing return acts at all sharply-'.

1 To illustrate this case we may take ss' in fig. 31 to be the position of the
supply curve before the granting of the bounty, and SS' to be Its position
afterwards. Thus a was the old equilibrium point, and A is the point to which
the equilibrium moves when the bounty is awarded. The increase of consumers'
surplus is only cCAa, while the payments made by tbe State under the hounty
are, as shown by the figure, at the rate of AT on each unit of the commodity;
and as in the new position of equilibrium there are produced OR, that IS, CA units,
they amount altogether to ROAT which includes and is necessarily greater than
the increase of consumers' surplus.

t Thus taking SS' in fig. 32 to be the old position of the supply curve, and ,,'
Its position after the tax, A to be the old and a the
new positions of equilibrium, we have, as in the case
of fig. 31, the total tax represented by cFEa, and the
loss of consumers' surplus by cCAa; the former
being always less than the latter.

The statement in the text is put broadly and
In simple outline. If it were applied to practical
problems account would need to be taken of several
~onslderations which have been ignored. An 10-

dustry which yields an increasing return, is nearly
sure to be growing, and therefore to be acquirmg
new economies of production on a large scale. If
the tax is a small one, it may merely retard this
growth and not cause a positive shrmking. Even if
the tax is heavy and the industry shrinks, many of
the economies gamed will be in part at least preserved; as is explained above in
Appendix H. In consequence 8S' ought properly not to have the same shape as
88', and the distance aE ought to be less than .J.T.

I To illustrate tlus case we may take ss' in fig, 32 to be the posiuon of the
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There is
a limited
sense in
which the
doctrine is
generally
true.

v, nn, 6. These results are suggestive of some principles of taxa-
Th;;;- tion which require careful attention in any study of financial
:: light policy; when it will be necessary to take account of the
d:C~e of expenses of collecting a tax and of administering a bounty,
nuzrimum and of the many indirect effects, some economic and some
,atufae-
tion. moral, which a tax or a bounty is likely to produce. But

these partial results are well adapted for our immediate
purpose of examining a little more closely than we have done
hitherto the general doctrine that a position of (stable)
equilibrium of demand and supply is a position also of
maximum satisfaction: and there is one abstract and
trenchant form of that doctrine which has had much vogue,
especially since the time of Bastiat's Economic Harmonics,
and which falls within the narrow range of the present
discussion.

§ 5. There is indeed one interpretation of the doctrine
according to which every position of equilibrium of demand
and supply may fairly be regarded as a position of maximum
satisfaction". For it is true that so long as the demand price
is in excess of the supply price, exchanges can be effected at
prices which give a surplus of satisfaction to buyer or to
seller or to both. The marginal utility of what he receives
is greater than that of what he gives up, to at least one
of the two parties; while the other, if he does not gain by
the exchange, yet does not lose by it. So far then every
step in the exchange increases the aggregate satisfaction
of the two parties. But when equilibrium has been
reached, demand price being now equal to supply price, there
is no room for any such surplus: the marginal utility of
what each receives no longer exceeds that of what he gives
up in exchange: and when the production increases beyond
supply curve before the granting of the bounty, and 88' to be its position after-
wards. Then, as in the case of fig. 31, the increase of conswners' surplus is
represented by eGA-a, while the direct payments made by the State under the
bounty are represented by RGAT. As the figure is drawn, the former is much
larger than the latter. But it is true that if we had drawn ss' so as to indicate
a very slight action of the law of increasing return, that is, if it had been very
nearly horizontal in the neighbourhood of a, the bounty would have increased
relatively to the gain of consumers' surplus; and the case would have difIered but
little from that of a bounty on a commodity which obeys the law of constant
return, represented in fig. 30.

1 Compare V. I. 1. Unstable equilibriwn may now be left out of account.
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the equilibrium amount, the demand price being now less v, xm, 5.
than the supply price, no terms can be arranged which will
be acceptable to the buyer, and will not involve a loss to the
seller.

It is true then that a position of equilibrium of demand
and supply is a position of maximum satisfaction in this
limited sense, that the aggregate satisfaction of the two
parties concerned increases until that position is reached;
and that any production beyond the equilibrium amount
could not be permanently maintained so long as buyers and
sellers acted freely as individuals, each in his own interest.

But occasionally it is stated, and very often it is implied, Butwhen

h . . f 'lib . £ d d d I' not takent at a position 0 eqUl num 0 eman an supp y IS one in this

of maximum aggregate satisfaction in the full sense of the ~';:~~he
term: that is, that an increase of production beyond the doctrine

equilibrium level would directly (i.e. independently of the ~oo:.:~~

difficulties of arranging for it, and of any indirect evils it excepttons.

might cause) diminish the aggregate satisfaction of both
parties. The doctrine so interpreted is not universally true.

In the first place it assumes that all differences in wealth Itassumes
.. 1 that equalbetween the different parties concerned may be neg ected, sums of

and that the satisfaction which is rated at a shilling by any ~~:.ire
one of them, may be taken as equal to one that is rated at ~1~~es

a shilling by any other. Now it is obvious that, if the to aU
concerned;producers were as a class very much poorer than the con-

sumers, the aggregate satisfaction might be increased by
a stinting of supply when it would cause a great rise in
demand price (i.e. when the demand is inelastic); and that
if the consumers were as a class much poorer than the
producers, the aggregate satisfaction might be increased by
extending the production beyond the equilibrium amount
and selling the commodity at a loss",

This point however may well be left for future considera-
tion. It is in fact only a special case of the broad proposition
that the aggregate satisfaction can prima facie be increased
by the distribution, whether voluntarily or compulsorily, of

I In this illustration one of the two things exchanged is general purchasing
power; but of course the argument would bold if a poor population of pearl divers
were dependent for food on a rich population who took pearls in exchange.
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v, xm,6. some of the property of the rich among the poor; and it is
reasonable that the bearings of this proposition should be set
aside during the first stages of an inquiry into existing eco-
nomic conditions. This assumption therefore may be properly
made, provided only it is not allowed to slip out of sight.

But in the second place the doctrine of maximum satis-
faction assumes that every fall in the price which producers
receive for the commodity, involves a corresponding loss to
them; and this is not true of a fall in price which results
from improvements in industrial organization. When a
commodity obeys the law of increasing return, an increase in
its production beyond equilibrium point may cause the supply
price to fall much; and though the demand price for the
increased amount may be reduced even more, so that the
production would result in some loss to the producers, yet
this loss may be very much less than that money value of
the gain to purchasers which is represented by the increase
of consumers' surplus.

Aggregate In the case then of commodities with regard to which
satrsfac-
tioncan the law of increasing return acts at all sharply, or in other
therefore
pri1fU2 words, for which the normal supply price diminishes rapidly
{~~!>s~ as the amount produced increases, the direct expense of a
:!Y~el bounty sufficient to call forth a greatly increased supply at
attained a much lower price, would be much less than the consequent
by the. f 'I And if 1free play increase 0 consumers surp us. 1 a genera agreement
~:=pa;l~. could be obtained among consumers, terms might be arranged

which would make such action amply remunerative to the
producers, at the same time that they left a large balance of
advantage to the consumers",

§ 6. One simple plan would be the levying of a tax by
the community on their own incomes, or on the production
of goods which obey the law of diminishing return, and

1 Though not of great practical importance, the case of multiple pOSitions
of (stable) equilibrium offers a good illustration of the error involved in the
doctrine of maximum satisfaction when stated as a universal truth. For the
position in which a small amount is produced and is sold at a high price would
be the first to be reached, and when reached would be regarded according to that
doctrine as that which gave the absolute maximum of aggregate satisfactron.
But another position of equilibrium corresponding to a larger production and
a lower price would be equally satisfactory to the producers, and would be much
more satisfactory to the consumers; the excess of consumers' surplus in the
second case over the first would represent the increase in aggregate satisfaction.

and it
ignores
the fact
that a fall
in price
due to
improve-
ments
benefits
consumers
without
injuring
producers.

Weare
not here
concerned
with the
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devoting the tax to a bounty on the production of those V,Xlrr,6

goods with regard to which the law of increasing return acts indirect

sharply. But before deciding on such a course they would :;Rfici~
have to take account of considerations, which are not within arrange-

ments
the scope of the general theory now before us, but are yet of for this

great practical importance. They would have to reckon up purpose.

the direct and indirect costs of collecting a tax and adminis-
tering a bounty; the difficulty of securing that the burdens
of the tax and the benefits of the bounty were equitably
distributed; the openings for fraud and corruption; and the
danger that in the trade which had got a bounty and in other
trades which hoped to get one, people would divert their
energies from managing their own businesses to managing
those persons who control the bounties.

Besides these semi-ethical questions there will arise others
of a strictly economic nature, relating to the effects which
any particular tax or bounty may exert on the interests of
landlords, urban or agricultural, who own land adapted for
the production of the commodity in question. These are
questions which must not be overlooked; but they differ so
much in their detail that they cannot fitly be discussed here-,

1 The incidence of a tax on agricultural produce will be discussed later on
by the aid of diagrams similar to those used to represent the fertility of land
(see IV. m.). Landlords' rent absorbs a share of the aggregate selling price of
almost all commodities: but it is most prominent in the case of those which obey
the law of diminishing return; and an assumption of no extreme violence WIll

enable fig. 33 (a reproduction of 31) to represent rougWy the leading features of
the problem.

It will be argued in Appendix H, 1, that we are not properly at lIberty
to assume that the expenses of raising the produce
from the richer lands and under the more favourable
circumstances are independent of the extent to which
the production is carried; since an increased produc-
tion is likely to lead to an improved organization, if
not of farming industries themselves, yet of those
subsidiary to them, and especially of the carrying
trade. We may however permit ourselves to make
this assumption provisionally, so as to get a clear view R I---~--.t'
of the broad outlines of the problem; though wemust e~---->'<'--I
not forget that in any applicatiOllBof the general reason- c i--_.L-i=J!'
mgs based on it account must be taken of the facts F· ;'."'" ""'---=¥-I
which we here ignore. On this assumption then SS' •
being the supply curve before thAimposition of a tax, 8
landlords' rent is represented by GSA. After the O'-----"II'-H"----=-"
tax has been imposed and the supply curve raised
to IB' the landlords' rent becomes the amount by which eOlia, the total price

1/ Fig. 33.

D
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V, znr,7. § 7, Enough has been said to indicate the character of
Restate- the second great limitation which has to be introduced into
;~r:,.ta.%cte the doctrine that the maximum satisfaction is generally to
excetlODS be attained by encouraging each individual to spend his own
~O:tJne resources in that way which suits him best, It is clear that
that it is if h d hi . h increasa thhestforall 1 e spen s IS income in sue a way as to increase t e
!~~!idChdemand for the services of the poor and to increase their
spend his incomes, he adds something more to the total happiness thanmcome as
he pleases. if he adds an equal amount to the incomes of the rich,

because the happiness which an additional shilling brings to
a poor man is much greater than that which it brings to a
rich one; and that he does good by buying things the
production of which raises, in preference to things the
production of which lowers the character of those who make
them-. But further, even if we assume that a shilling's worth
of happiness is of equal importance to whomsoever it comes,
and that every shilling's worth of consumers' surplus is of
equal importance from whatever commodity it is derived, we
have to admit that the manner in which a person spends his
income is a matter of direct economic concern to the com-
munity. For in so far as he spends it on things which obey
the law of diminishing return, he makes those things more
difficult to be obtained by his neighbours, and thus lowers
the real purchasiug power of their incomes; while in so far
got for Oh produce sold at the rate ha, exceeds the total tax cFEa, together
with OhE8 the total expenses of producuon, exclusive of rent, for Oh produce:
that is, it becomes PoSE. (In the figure the curve ss' has the same shape as
&8', thereby Implying that the tax is specific; that is, is a umform charge
on each unit of the commodity whatever be Its value. The argument so far does
not depend on this assumption, but If it is made we can by a shorter route get
the new landlords' rent at csa, which then is equal to FoSE.) Thus the loss of
landlords' rent is CFEA; and this added to cCAa the loss of consumers' surplus,
makes up cFEAa, which exceeds the gross tax by aAE.

On the other hand, the direct payments under a bounty would exceed the
increase of consumers' surplus, and of landlords' surplus calculated on the above
assumptions. For taking ss' to be the origmal positron of the supply curve, and
88' to be its position after the bounty, the new landlords' surplus on these assump-
tions is C8A, or which is the same thing RsT; and tlus exceeds the old landlords'
rent csa by RcaT. The increase of consumers' surplus is eGAa; and therefore
the total bounty, which is RCAT, exceeds the gain of consumers' surplus and
landlords' rent together by TaL

For reasons stated III AppenIi« H, 3, the assumption on which this
reasoning proceeds is inapplicable to cases in which the supply curve IS inclined
negatively.

1 Compare III. VL
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as he spends it on things which obey the law of increasing v, XIII, 7.

return, he makes those things more easy of attainment to
others, and thus increases the real purchasing power of their
incomes.

Again, it is commonly argued that an equal ad valorem
tax levied on all economic commodities (material and im-
material), or which is the same thing a tax on expenditure,
is prima facie the best tax; because it does not divert the
expenditure of individuals out of its natural channels: we
have now seen that this argument is invalid. But ignoring
for the time the fact that the direct economic effect of a tax
or a bounty never constitutes the whole, and very often not
even the chief part of the considerations which have to be
weighed before deciding to adopt it, we have found:-firstly,
that a tax on expenditure generally causes a greater destruc-
tion of consumers' surplus than one levied exclusively on com-
modities as to which there is but little room for the economies
of production on a large scale, and which obey the law of
diminishing return; and secondly, that it might even be
for the advantage of the community that the government
should levy taxes on commodities which obey the law of
diminishing return, and devote part of the proceeds to
bounties on commodities which obey the law of increasing
return.

These conclusions, it will be observed, do not by them-
selves afford a valid ground for government interference.
But they show that much remains to be done, by a careful
collection of the statistics of demand and supply, and a
scientific interpretation of their results, in order to discover
what are the limits of the work that society can with advan-
tage do towards turning the economic actions of individuals
into those channels in which they will add the most to the
sum total of happiness 1.

1 It is remarkable that Malthus, Political Economy, ch. m. § 9, argued that,
though the difficulties thrown in the way of importing foreign com during tho
great war turned capital from the more profitable employment of manufacture to
the less profitable employment of agriculture, yet 1f we tale account of the conse-
quent increase of agricultural rent, we may conclude that the new channel may
have been one of ..higher national, though not higher indrvidual profits." In
this no doubt he was right; but he overlooked the far more important injury
inflicted on the public by the consequent rise in the price of com, and the
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V, znr, 1. consequent destruction 01 consumers' surplus. Senior takes account of the in-
terests of the consumer in his study of the different effects 01 increased demand
on the ono hand and of taxation on the other in the case of agricultural and
manufactured produce (Politu:al Economy, pp. 118-123). Advocates of Protection
in countries which export raw produce have made use of arguments tending in
the same direction as those given in this Chapter; and similar arguments are
now used, especially in America (as for instance by Mr H. C. Adams), in support
of the active participation of the State in industries which conform to the law of
increasing return. The graphic method has been applied, in a manner somewhat
similar to that adopted in the present Chapter, by Dupuit in 1844; and, indepen-
dently, by Fleeming Jenkin (Edinburgh Ph1lc$ophical Tran.actiom) in 1871.



CHAPTER XIV.

THE THEORY OF MONOPOLIES.

§ 1. IT has never been supposed that the monopolist in V,XIv,1,2.

seeking his own advantage is naturally guided in that course We~

which is most conducive to the wellbeing of society regarded ~~!pt:re
as a whole, he himself being reckoned as of no more im- the).mt~no-po IS 8

portance than any other member of it. The doctrine of gains from

Maximum Satisfaction has never been applied to the demand ;J~h
f d 1 f 1· d di . B h . with theor an supp y 0 monopo ize commo ities, ut t ere IS benefits to

much to be learnt from a study of the relations in which ~~:)~~hc
the interests of the monopolist stand to those of the rest of price.

society, and of the general conditions under which it might
be possible to make arrangements more beneficial to society as
a whole than those which he would adopt if he consulted only
his own interests: and with this end in view we are now to
seek for a scheme for comparing the relative quantities of
the benefits which may accrue to the public and to the
monopolist from the adoption of different courses of action
by him.

In a later volume a study will be made of the Protean
shapes of modern trade combinations and monopolies, some
of the most important of which, as for example "Trusts,"
are of very recent growth. At present we consider onJy
those general causes determining monopoly values, that can
be traced with more or less distinctness in every case in
which a single person or association of persons has the power
of fixing either the amount of a commodity that is offered for
sale or the price at which it is offered.

§ 2. The prima facie interest of the owner of a Net
.• Monopoly

monopoly IS clearly to adjust the supply to the demand, Revenue.
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V, nv, 3. not in such a way that the price at which he can sell his
commodity shall just cover its expenses of production, but
in such a way as to afford him the greatest possible total
net revenue.

But here we meet with a difficulty as to the meaning
of the term Net revenue. For the supply price of a freely-
produced commodity includes normal profits; the whole of
which, or at all events what remains of them after deducting
interest on the capital employed and insurance against loss,
is often classed indiscriminately as net revenue. And when a
man manages his own business, he often does not distinguish
carefully that portion of his profits, which really is his own
earnings of management, from any exceptional gains arising
from the fact that the business is to some extent of the
nature of a monopoly.

This difficulty however is in a great measure avoided in
the case of a public company; where all, or nearly all, the
expenses of management are entered in the ledger as definite
sums, and are subtracted from the total receipts of the com-
pany before its net income is declared.

The net income divided among the shareholders includes
interest on the capital invested and insurance against risk of
failure, but little or no earnings of management; so that
the amount by which the dividends are in excess of what
may fairly be allowed as interest and insurance, is the Mono-
poly Revenue which we are seeking.

Since then it is much easier to specify exactly the amount
of this net revenue when a monopoly is owned by a public
company than when it is owned by an individual or private
firm, let us take as a typical instance the case of a gas
company that has the monopoly of the supply of gas to
a town. For the sake of simplicity the company may be
supposed to have already invested the whole of its own
capital in fixed plant, and to borrow any more capital, that it
may want to extend its business, on debentures at a fixed
rate of interest.

J;:and § 3. The demand schedule for gas remains the same
schedule as it would be if gas were a freely-produced commodity;
IS88USUaI; it specifies the price per thousand feet at which consumers
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in the town will among them use any given number of v, XlV, 3.

feet. But the supply schedule must represent the normal but the

expenses of production of each several amount supplied; and ~E~J~le

these include interest on all its capital, whether belonging must be
drawn on

to its shareholders or borrowed on debentures, at a fixed a special

normal rate; they include also the salaries of its directors, plan.

and permanent officials, adjusted (more or less accurately) to
the work required of them, and therefore increasing with an
increase in the output of gas. A monopoly revenue schedule The

may then be constructed thus:-Having set against each :;::t;ly

several amount of the commodity its demand price, and its ,chedule.

supply price estimated on the plan just described, subtract
each supply price from the corresponding demand price and
set the residue in the monopoly revenue column against
the corresponding amount of the commodity.

Thus for instance if a thousand million feet could be sold
annually at a price of 3s. per thousand feet, and the supply
price for this amount were 2s. 9d. per thousand feet, the
monopoly revenue schedule would show 3d. against this
amount; indicating an aggregate net revenue when this
amount was sold, of three million pence, or £12,500. The
aim of the company, having regard only to their own im-
mediate dividends, will be to fix the price of their gas at such
a level as to make this aggregate net revenue the largest
possible".

I Thus DD' being the demand curve, and SS' the curve corresponding to the
supply schedule described in the text, let MP.PI be drawn vertically from any
point M in Ox, cutting SS' in p. and DD' in PI; and from it cut off MP.=P.P"
then the locus of PI will be our third curve, QQ', which we may call the
monopoly r~U4! """". The supply price for a small quantrty of gas will of
course be very high; and in the neighbourhood of Oy the supply curve will be
above the demand curve, and therefore the net revenue curve will be below Ox.
It will cut Ox in K and again in H, points which are vertically under B and
A, the two points of intersection of the demand and supply curves. The maxi-
mum monopoly revenue will then be obtained by flnding a point q. on QQ'
such that Lq. being drawn perpendicular to Os, OLxLqI is a maximum,
Lql being produced to cut SS' in q. and DD' in ql, the company, if desiring to
obtain the greatest immediate monopoly revenue, will fix the pnce per thousand
feet at Lq" and consequently will sell OL thousand feet; the expenses of pro-
duction 11ill be Lq. per thousand feet, and the aggregate net revenue will be
OLxq.q .. or which is the same thing OLxLqI'

The dotted lines in the diagram are known to mathematicians as rectangular
hyperbolas; but we may call them cOtUtant ret/mitt CUr!1t$: for they are such
that if from a point on anyone of ihem lines be drawn perpendicular to Ox



480

V,nv, 4.

A tax,
fixed in
total
amount,
OD a
monopoly

THEORY OF MONOPOLIES

§ 4. Now suppose that a change takes place in the
conditions of supply; some new expense has to be incurred,
or some old expense can be avoided; or perhaps a new tax
is imposed on the undertaking or a bounty is awarded
to it.

First let this increase or diminution of the expenses be
a fixed sum, bearing on the undertaking as one undivided
whole and not varying with the amount of the commodity
produced. Then, whatever be the price charged and the

and 011 respectively (the one representing revenue per thousand feet and the
other representing the number of thousand feet sold), then the product of these

11

ol--~"':' .,
Q'

Q

will be a constant quantity for every point on one and the same curve. This
product is of course a smaller quantity for the inner curves, those nearer 0", and
01/, than it is for the outer curves. And consequently since p. is on a smaller
constant revenue curve than q. is, OMxMP. is less than OLxLq •. It will be
noticed that g. is the point in which QQ' touches one of these curves. That
is, q. is on a larger constant revenue curve than is any other point on QQ';
and therefore OLx Lq. is greater than OMx MP., not only in the position
given to M in the figure, but also in any position that M can take along Ox
That is to say, q. has been correctly determined as the point on QQ' correspond·
ing to the maximum total monopoly revenue. And thus we get the rule:-If
through that point in which QQ' touches one of a series of constant revenue
curves, a line be drawn vertically to cut the demand curve, then the distance of
~t point of intersection from Oz will be the price at which the commodity
should be offered for sale in order that it may afford the maximum monopoly
revenue. See Note XXII. in the Mathematical Appendu:.
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amount of the commodity sold, the monopoly revenue will v, XIV, 4.

be increased or diminished, as the case may be, by this sum; willnot

and therefore that selling price which afforded the maximum ~~~~_h

monopoly revenue before the change will afford it after- tion;

wards; the change therefore will not offer to the monopolist
any inducement to alter his course of action. Suppose for
instance that the maximum monopoly revenue is got when
twelve hundred million cubic feet are sold annually; and
that this is done when the price is fixed at 30d. per thousand
feet: suppose that the expenses of production for this amount
are at the rate of 26d., leaving a monopoly revenue at the
rate of four pence per thousand feet, that is £20,000 in all.
This is its maximum value: if the company fixed the price
higher at, say, 3Id. and sold only eleven hundred million feet,
they would perhaps get a monopoly revenue at the rate of
4·2 pence per thousand feet, that is £19,250 in all; while in
order to sell thirteen hundred millions they would have to
lower their price to, say, 28d. and would get a monopoly
revenue at the rate of perhaps 3·6d. per thousand feet, that
is £19,500 in all. Thus by fixing the price at 30d. they
get £750 more than by fixing it at 31d., and £500 more
than by fixing it at 28d. Now let a tax of £10,000 a year
be levied on the gas company as a fixed sum independent
of the amount they sell. Their monopoly revenue will
become £10,000 if they charge 30d., £9,250 if they charge
3Id., and £9,500 if they charge 28d. They will therefore
continue to charge 30d.

The same is true of a tax or a bounty proportioned not nor willone propor-
to the gross receipts of the undertaking, but to its monopoly tioned to

.. monopolyrevenue. For suppose next that a tax IS levied, not of one revenue,

fixed sum, but a certain percentage, say 50 per cent. of the
monopoly revenue. The company will then retain a mono-
poly revenue of £10,000 if they charge 30d., of £9,625 if
they charge 31d., and of £9,750 if they charge 28d. They
will therefore still charge 30d.1

1 If to the expenses of working a monopoly there be added (by a tax or
otherwise) a lump sum mdependent of the amount produced, the result Will
be to cause every point on the monopoly revenue curve to move downwards
to a poin' on a constant revenue curve representmg a constant revenue smaller
by a fiul amount than that on which It lies. Therefore the maximum revenue

31
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v, XIV, 4.

but it will
have that
effect if it
i~proper-
tional
to the
quantity
produced.

THEORY OF MONOPOLIES

On the other hand a tax proportional to the amount
produced gives an inducement to the monopolist to lessen his
output and raise his price. For by so doing he diminishes his
expenses. And the excess of total receipts over total outlay
may therefore be now increased by a diminution of output;
though before the imposition of the tax it would have been
lessened. Further, if before the imposition of the tax the net
revenue was only a little greater than that which would
have been afforded by much smaller sales, then the mono-
polist would gain by reducing his production very greatly;
and hence in such cases as this, the change is likely
to cause a very great diminution of production and rise of
price. The opposite effects will be caused by a change
which diminishes the expense of working the monopoly by a
sum that varies directly with the amount produced under it.

In the last example, for instance, a tax of 2d. on each
thousand feet sold would have reduced the monopoly revenue
to £10,083 if the company charged 3ld. per thousand feet
and therefore sold eleven hundred millions; to £10,000 if
they charged 30d. and therefore sold twelve hundred millions,
and to £8,666 if they charged 28d. and therefore sold ~hirteen
hundred million feet. Therefore the tax would induce the
company to raise the price to something higher than 30d.;
they would perhaps go to 3ld., perhaps somewhat higher; for
the figures before us do not show exactly how far it would be
their interest to go.

On the other hand, if there were a bounty of 2d. on
the sale of each thousand feet, the monopoly revenue would
rise to £28,416 if they charged 3ld., to £30,000 if they
charged 30d., and to £30,333 if they charged 28d.: it would
therefore cause them to lower the price. And of course the

point on the new monopoly revenue curve lies vertically below tha~ on the
old: that i.~, the selling price and the amount produced remain unchanged,
and conversely with regard to a fixed bounty or other fixed duninution of aggregate
working expenses. .As to the effects of a tax proportional to monopoly revenue,
see Note XXIII. in the Mathematical Appendix.

It should however be noticed that if a tax or other new additional expense
exceeds the maximum monopoly revenue, it will prevent the monopoly from being
worked at all; it will convert the price which had afforded the maximum monopoly
revenue into the price which would reduce to a minimum the loa $hat would
result from continuing to work the monopoly.
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same result would follow from an improvement in the method v, nv, 4.

of making gas, which lowered its cost of production to the
monopolist company by 2d. per 1000 feet!.

J In the text it is supposed that the Lax or bounty is directly proportional to
the sales: but the argument, when closely examined, will be found to involve no
further IIS!IUIllptiODthan that the aggregate tax or bounty increases with every
increase in that amount: the argument does not really require that it should
Increase in exact proportion to that amount.

Much instruction is to be got by drawing diagrams to represent various conditions
of demand and of (monopoly) supply, WIth the resultant shapes of the monopoly
revenue curve. A careful study of the shapes thus obtained will give more
assistance than any elaborate course of reasonmg in the endeavour to realize the
multiform action of economic forces in relation to monopolies, A tracing may be
made on thin paper of the constant revenue curves m one of the diagrams;
and this, when laid over a monopoly revenue curve, Will indicate at once the
point, or points, of maximum revenue. For it Will be found, not only when
the demand and supply curves cut_one another more than once, but also when

Fig. 35.
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they do not, there will often be, as in fig. 35, several points on a monopoly
revenue ourve at which it touches a constant revenue curve. Each of these
points will show a true maximum monopoly revenue; but one of them will
generally stand out pre-erninentIy as being on a larger constant revenue curve
than any of the others and therefore indicating a larger monopoly revenue than
they.

If it happens, as in fig. 35, that this chief maximum q'. lies a long way
to the right of a smaller maximum q., then the imposition of a tax on the
commodity, or any other change that raised its supply curve throughout, woull
lower by an equal amount the monopoly revenue curve. Let the supply curve
be raised from SS' to the position :Ell'; and in consequence let the monopoly

31-2



484
v, XIV, 5.

In com-
panng
monopoly
price with
competi-
tionprice,

it must be
remember-
ed that a
monopoly
can
generally
be worked
economi-
cally.

THEORY OF MONOPOLIES

§ 5. The monopolist would lose all his monopoly revenue
if he produced for sale an amount so great that its supply
price, as bere defined, was equal to its demand price: the
amount which gives the maximum monopoly revenue is
always considerably less than that. It may therefore appear
as though the amount produced under a monopoly is always
less and its price to the consumer always higher than if
there were no monopoly. But this is not the case.

For when the production is all in the hands of one
person or company, the total expenses involved are generally
less than would have to be incurred if the same aggregate
production were distributed among a multitude of com-
paratively small rival producers. They would have to
struggle with one another for the attention of consumers,
and would necessarily spend in the aggregate a great deal
more on advertising in all its various forms than a single
firm would; and they would be less able to avail themselves
of the many various economies which result from production
on a large scale. In particular they could not afford to
spend as much on improving methods of production and the
machinery used in it, as a single large firm which knew that
it was certain itself to reap the whole benefit of any advance
it made.

This argument does indeed assume the single firm to be
managed with ability and enterprise, and to have an un-
limited command of capital-an assumption which cannot
always be fairly made. But where it can be made, we may
generally conclude that the supply schedule for the com-
modity, if not monopolized, would show higher supply prices
revenue curve fall from its old position QQ' to ZZ'; then the chief point of
maximum revenue will move from g'. to z., representing a great diminution of
production, a great rise of price and a great injury to tLe consumers. The con-
verse effects of any change, such as a bounty on the commodity, which lowers Its
supply price throughout and raises the monopoly revenue curve, may be seen by
regarding ZZ' as the old and QQ' as the new position of that curve. It Will

be obvious on a little consideration (but the fact may with advantage be
illustrated by drawing suitable diagrams), that the more nearly the monopoly
revenue curve approximates to the shape of a constant revenue curve, the
greater will be the change in the position of the maximum revenue point which
results from any given alteration in the expenses of production of the commodity
generally. This change is great in fig. 35 not because DD' and SS' intersect
more than once, but because two parts of QQ', one a long way to the right of the
other, lie in the neighbourhood of the same constant revenue curve.
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than those of our monopoly supply schedule; and therefore v, :nv, 5.

the equilibrium amount of the commodity produced under
free competition would be less than that for which the
demand price is equal to the monopoly supply price".

One of the most interesting and difficult applications of But this

the theory of monopolies is to the question whether the ~~::ions

public interest is best served by the allotment of a distinct ~~~C:abl:
basin to each great railway, and excluding competition there. of general

h I·· d het a zail d solution.For t e proposa It IS urge t at a rai way can aflor to
carry two million passengers, or tons of goods, cheaper than
one million: and that a division of the public demand be-
tween two lines will prevent either of them from offering a
cheap service. It must be admitted that, other things being
equal, the" monopoly revenue price" fixed by a railway will
be lowered by every increase in the demand for its services,
and vice versa. But, human nature being what it is, ex-
perience has shown that the breaking of a monopoly by the
opening out of a competing line accelerates, rather than
retards the discovery by the older line that it can afford to
carry traffic at lower rates. There still remains the suggestion
that after a while the railways will combine and charge the
public with the expense wasted on duplicating the services.
But this again only opens out new matters of controversy.
The theory of monopolies starts rather than solves practical
issues such as these: and we must defer their study>,

t In other words, though L lies necessarily a good deal 00 the left of H,
according 00 the notation in fig. 34; yet the supply curve for the commodity, if
there ",ere no monopoly, might he so much above the present position of SS'
that its point of intersection WIth DD' would lie much 00 the left of A in the
figure, and might not improbably lie 00 the left of L. Something has already
been said (IV. XI., XII.; and V. XI.), as 00 the advantages which a single powerful
firm has over its smaller rivals in those industries in wluch the law of increasing
return acts strongly; and as 00 the chance which it might have of obtaimng a
practical monopoly of its own branch of production, if it were managed for many
generations oogether by people whose genius, enterprise and energy equalled those
of the original founders of the business.

• The full theoretical treatment of questions relating 00 the influence exerted
on monopoly price by an increase of demand requires the use of mathematics
for which the reader is referred 00 an article on monopohes by Professor Edge-
worth in the Giornal~ degll EcOn0l1nst1 for Oct. ISD7. But an inspection of
fig. 34 will show that a uniform raistng of DD' will push L much 00 the nght;
and that the resulting position of '11 will probably be lower than before. If,
however, a new class of residents come Into the district, who are 80 well 00 do,
that their willingness 00 tra.-ol is very liLtJe afTected by the railway chargee, thpn
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v, XlV, 6. § 6. So far we have supposed the owner of a monopoly
Tbe to fix the price of his commodity with exclusive reference to
:~;~~~~tthe immediate net revenue which he can derive from it.
JU:!bPnce But, in fact, even if he does not concern himself with the
Wit a
view to interests of the consumers, he is likely to reflect that the
the future d d f hi d ds i I 'develop- eman or a t ng epen s ill a great measure on peop e sb:a~:ahisfamiliarity with it; and that if he can increase his sales

• by taking a price a little below that which would afford
him the maximum net revenue, the increased use of his
commodity will before long recoup him for his present loss.
The lower the price of gas, the more likely people are to
have it laid on to their houses; and when once it is there,
they are likely to go on making some use of it, even though
a rival, such as electricity or mineral oil, may be competing
closely with it. The case is stronger when a railway company
has a practical monopoly of the transport of persons and goods
to a sea-port, or to a suburban district which is as yet but
partly built over; the railway company may then find it
worth while, as a matter of business, to levy charges much
below those which would afford the maximum net revenue,
in order to get merchants into the habit of using the port,
to encourage the inhabitants of the port to develop their
docks and warehouses; or to assist speculative builders in
the new suburb to build houses cheaply and to fill them
quickly with tenants, thus giving to the suburb an air of
early prosperity which goes far towards insuring its perma-
nent success. This sacrifice by a monopolist of part of his
present gains in order to develop future business differs in
extent rather than kind from the sacrifices which a young
firm commonly makes in order to establish a connection.

In such cases as these a railway company though not
pretending to any philanthropic motives, yet finds its own
interests so closely connected with those of the purchasers of
its services, that it gains by making some temporary sacrifice
of net revenue with the purpose of increasing consumers'
surplus. And an even closer connection between the interests
of the producers and the consumers is found when the land-

the shape of Ill)' will be altered; its left side will be raised more in proportion
than its right; and the new position of ql may be higher than the old.
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owners of any district combine to make a branch railway v, XIV, 7.
through it, without much hope that the traffic will afford
the current rate of interest on the capital which they
lllvest-that is, without much hope that the monopoly
revenue of the railway, as we have defined it, will be other
than a negative quantity-but expecting that the railway
will add so much to the value of their property as to make
their venture on the whole a profitable one. And when or from

.. li d rt k th I f a directa mumcipa ity un e a es e supp y 0 gas or water, or mterest

facilities for transport by improved roads, by new bridges, ~pt~ere of

or by tramways, the question always arises whether the scale consumers.

of charges should be high, so as to afford a good net revenue
and relieve the pressure on the rates; or should be low, so as
to increase consumers' surplus.

§7. It is clear then that some study is wanted of
calculations by which a monopolist should govern his actions,
on the supposition that he regards an increase of consumers'
surplus as equally desirable to him, if not with an equal
increase of his own monopoly revenue, yet with an increase,
say, one-half or one-quarter as great.

If the consumers' surplus which arises from the sale of the Thetowl

di .. dd d h I benefit of acommo ty at any pnce, IS a e to t e monopo y revenue monopoly

derived from it, the sum of the two is the money measure of ~f\t~sum

the net benefits accruing from the sale of the commodity to monopolyrevenue
producers and consumers together, or as we may say the and co~-

total benefit of its sale. And if the monopolist regards a gain to :~~i:.
the consumers as of equal importance with an equal gain to
himself, his aim will be to produce just that amount of the
commodity which will make this total benefit a maximum-.

, In fig. 36 DD', 88', and QQ' represent the demand, supply, and monopoly
revenue curves drawn on tbe same plan as in fig. 34. From P, draw P,P
perpendicular to Oy; then DPP, is the consumers' surplus derived from the sale
of OM thousand feet of gas at the pnce MP,. In MP, take a point p. such that
OMxMP.=the area DFP,: then as M moves from 0 along Os, p. will trace
out our fourth curve, OR, which we may call the consumtrs' surplus cu",e. (Ol
course it passes through 0, because when the sale of the commodity is reduced to
nothing, tbe consumers' surplus also vanishes.)

Kext from PIP, cut off PaP. equal to MP., so that MP.=MP.+MP
Then OMxMP.=OMxMP.+OMxMP.: but OMx MP. is the total monopoly
revenue when an amount OM is being sold at a price MP" and OMx MP. is the
corresponding consumers' surplus. Therefore OMxMP. is the sum of the mono-
poly revenue and the consumers' surplus, that is the (money measure of the) total
benefit which the community will denve from the commodity when an amount
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V, nv, 7. But it will seldom happen that the monopolist can and
But if the will treat £1 of consumers' surplus as equally desirable with
~:;i:b:'£1 of monopoly revenue. Even a government which con-
counteld siders its own interests coincident with those of the people
at on ya ..
fraction of has to take account of the fact that, If It abandons one source
~~~~~~fl~of revenue, it must in general fall back on others which have
::::~fa~he their own disadvantages. For they will necessarily involve
be called . friction and expense in collection, together with some injurycompromtse
benefit. to the public, of the kind which we have described as a loss

of consumers' surplus: and they can never be adjusted with
perfect fairness, especially when account is taken of the
unequal shares that different members of the community
will get of the benefits for the sake of which it is proposed
that the government should forego some of its revenue.

OM is produced. The locus of p. is our fifth curve, QT, which we may call the
total benefit curoe. It touches one of the constant revenue curve.'! at /0, and this

Fig 36.

shows that the (money measure of the) total benefit is a maximum when the
amount offered for sale is OW; or, which is the same thing, when the price of
sale is fixed at the demand price for OW.
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Suppose then that the monopolist makes a compromise, v, XIV, 8

and reckons £1 of consumers' surplus as equivalent to say
lOs. of monopoly revenue. Let him calculate the monopoly
revenue to be got from selling his commodity at any given
price, and to it let him add one half the corresponding
consumers' surplus: the sum of the two may be called the
compromise benefit; and his aim will be to fix on that
price which will make the compromise benefit as large as
poseible",

The following general results are capable of exact proof; Genera

but on a little consideration they will appear 80 manifestly results.

true as hardly to require proof. Firstly, the amount which
the monopolist will offer for sale will be greater (and the
price at which he will sell it will be less) if he is to any
extent desirous to promote the interests of consumers than
if his sole aim is to obtain the greatest possible monopoly
revenue; and secondly, the amount produced will be greater
(and the selling price will be less) the greater be the desire
of the monopolist to promote the interests of consumers; i.e.
the larger be the percentage of its actual value at which he
counts in consumers' surplus with his own revenues.

§ 8. Not many years ago it was commonly argued that: ';l'he
"An E I' h 1 ho looks unon hi ha mi unportanceng IS ru er, w 0 ooks upon himself as t e minister of the

of the race he rules, is bound to take care that he impresses :~::!~f
their energies in no work that is not worth the labour that !:d!';:"n
is spent upon it, or-to translate the sentiment into plainer estimated,

language-that he engages in nothing that will not produce
an income sufficient to defray the interest on its cost"."

1 If he compromises on the basis that £1 of consumers' surplus is equally
desirable with £" of monopoly revenue, .. being .. prop!.'r fraction, let us take a
point p. in PIP, such that P'p.=n.PaP., or, wbich is the same thing, ..MP•.
Then OMxMP.=OMx MP.. +..OMx MP.; that is, it is equal to the monopoly
revenue derived from selling an amount OM of the commodity at the price
MP.. +n times $he consumers' surplus derived from this sale: and is therefore
the compromise benefit derived from that sale. The locus of p. is our Sixth
curve, QU, which we may call the compromise benejil CVrlle. n touches one
of the constant revenue curves in Uo; which shows that the compromise benetlt
attains its maximum when amount OF is sold; or which is the same thing, when
the selling price is fixed at the demand price for the amount OF.

• That is to say, firstly, OF fig. 36 is always greater than OL; and secondly, the
greater n is, the greater OF is. (See Note XXIII. bi. in the Mathematical Appendix.)

I The words are quoted from a leading article in Th, Time. for July 30, 1874:
they fairly represent a great body of public opinion.
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V, nv, 8. Such phrases as this may sometimes have meant little more
than that a benefit which consumers were not willing to
purchase at a high price and on a large scale, was likely to
exist for the greater part only in the specious counsels of
those who had some personal interest in the proposed under-
takings; but probably they more often indicated a tendency
to under-estimate the magnitude of that interest which con-
sumers have in a low price, and which we call consumers'
surplus'.

1 Fig. 37 may be taken to represent the case of a proposed Government
undertaking in India. The supply curve is above the demand curve durmg

8
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ita whole length, showing that the enterprise to which it refers is unremunera-
tive, in the sense that whatever price the producers fix, they will lose money;
their monopoly revenue will be a negative quantity. But QT the total benefit
curve rises above Or; and touches a constant revenue curve in t.. If then
they offer for sale an amount OW (or, which is the same thing, fix the price
at the demand price for OW), the resultant consumers' surplus, if taken at its
rull value, will outweigh the loss on working by an amount represented J:oy
OW X Wt.. But suppose that, in order to make up the deficiency, Government
must levy taxes, and that taking account of all indirect expenses and other
evils, these ('ost the public twice what they bring in to the Government, It
will then be necessary to count two rupees of the consumers' surplus as
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One of the chief elements of success in private business v, nv, 8.

is the faculty of weighing the advantages and disadvantages bec~

of any proposed course, and of assigning to them their true ~:;~~al
relative importance. He who by practice and genius has eXIPdcrience

se om
acquired the power of attributing to each factor its right helps much

quantity, is already well on the way to fortune; and the i~;;::[~
increase in the efficiency of our productive forces is in a great ~~gr':t~\es
measure due to the large number of able minds who are of them,

devoting themselves ceaselessly to acquiring these business
instincts. But unfortunately the advantages thus weighed
against one another are nearly all regarded from one point of
view, that of the producer; and there are not many who
concern themselves to weigh against one another the relative
quantities of the interests which the consumers and the
producers have in different courses of action. For indeed the
requisite facts come within the direct experience of only a
very few persons, and even in the case of those few, only to
a very limited extent and in a very imperfect way. More-
over when a great administrator has acquired those instincts
with regard to public interests which able business men have
with regard to their own affairs, he is not very likely to be
able to carry his plans with a free hand. At all events in a
democratic country no great public undertaking is secure of
being sustained on consistent lines of policy, unless its
advantages can be made clear, not only to the few who have
direct experience of high public affairs, but also to the many
whohave no such experience and have to form their judgment
on the materials set before them by others.

Judgments of this kind must always be inferior to those "~~l~~r

which an able business man forms, by the aid of instincts rtatlstlcs
b d I . . h d t hi busi are not yetase on ong expenence WIt regar 0 IS own usmess. properly

But they may be made much more trustworthy than they organized.

compensating for a Government outlay of only one rupee; and in order to represent
the net gain of the undertaking on this supposition, we must draw the compro-
mise benefit curve QU as in fig. 36, but puttmg n=i. Thus MP.=MP.+!MP ••
(Another way of putting the same thmg IS to say that QU IS drawn midway
between the monopoly revenue (negative) curve QQ' and the total Lenefit curve
QT) QU 80 drawn in fig. 31 touches a constant revenue curve 10 u" showing
that if the amount 0 Y is otlered for sale, or, which is the same thing, If the price
IS fixed at the demand price for 0 Y, there will result a net gain to India repre-
sented by OYx Yu•.
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THEORY OF MONOPOLIES

are at present, if they can be based on statistical measures of
the relative quantities of the benefits and the injuries which
different courses of public action are likely to cause to the
several classes of the community. Much of the failure and
much of the injustice, in which the economic policies of
governments have resulted, have been due to the want of
statistical measurement. A few people who have been
strongly interested on one side have raised their voices
loudly, persistently and all together; while little has been
heard from the great mass of people whose interests have
lain in the opposite direction; for, even if their attention has
been fairly called to the matter, few have cared to exert
themselves much for a cause in which no one of them has
more than a small stake. The few therefore get their way,
although if statistical measures of the interests involved were
available, it might prove that the aggregate of the interests
of the few was only a tenth or a hundredth part of the
aggregate of the interests of the silent many.

No doubt statistics can be easily misinterpreted; and are
often very misleading when first applied to new problems.
But many of the worst fallacies involved in the mis-
applications of statistics are definite and can be definitely
exposed, till at last no one ventures to repeat them even when
addressing an uninstructed audience: and on the whole
arguments which can be reduced to statistical forms, though
still in a backward condition, are making more sure and more
rapid advances than any others towards obtaining the general
acceptance of all who have studied the subjects to which they
refer. The rapid growth of collective interests, and the
increasing tendency towards collective action in economic
affairs, make it every day more important that we should
know what quantitative measures of public interests are most
needed and what statistics are required for them, and that
we should set ourselves to obtain these statistics.

It is perhaps not unreasonable to hope that as time goes
on, the statistics of consumption will be so organized as to
afford demand schedules sufficiently trustworthy, to show in
diagrams that will appeal to the eye, the quantities of con-
sumers' surplus that will result from different courses of
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public and private action. By the study of these pictures v, nv, 9.

the mind may be gradually trained to get juster notions of
the relative magnitudes of the interests which the community
has in various schemes of public and private enterprise; and
sounder doctrines may replace those traditions of an earlier
generation, which had perhaps a wholesome influence in
their time, but which damped social enthusiasm by throwing
suspicion on all projects for undertakings by the public on
its own behalf which would not show a balance of direct
pecuniary profit.

The practical bearings of many of the abstract reasonings
in which we have recently been engaged will not be fully
apparent till we approach the end of this treatise. But
there seemed to be advantages in introducing them thus
early, partly because of their close connection with the main
theory of equilibrium of demand and supply, and partly
because they throw side lights on the character and the
purposes of that investigation of the causes which determine
distribution on which we are about to enter.

§ 9. So far it has been assumed that the monopolist can The

buy and sell freely. But in fact monopolistic combinations ~ft~~
in one branch of industry foster the growth of monopolistic de;~~~~~~s
combinations in those which have occasion to buy from or onhea~hot era
sell to it: and the conflicts and alliances between such asso- aid IS in

ti 1 Al f . .. It . d capable of
CU. IOnSp ay a ro e 0 ever mcreasmg lmpo ance In mo ern a universal

economics. Abstract reasoning of a general character has solution.

little to say on the subject. If two absolute monopolies
are complementary, so that neither can turn its products
to any good account, without the other's aid, there is no
means of determining where the price of the ultimate pro-
duct will be fixed. Thus if ~e supposed, following Cournot's
lead, that copper and zinc were each of them useless except
when combined to make brass: and if we supposed that one
man, A, owned all the available sources of supply of copper;
whileanother, B, owned all those of zinc; there would then
be no means of determining beforehand what amount of
brass would be produced, nor therefore the price at which it
could be soJd. Each would try to get the better of the
other in bargaining; and though the issue of the contest
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v, XIV, 9. would greatly affect the purchasers, they would not be able
to influence itt.

There. Under the conditions supposed, A could not count on
arepnm4 •
facie reapmg the whole, nor even any share at all of the benefit,
~h.a;:~i::tfrom increased sales, that would be got by lowering the
~~~t~eprice of copper in a market in which the price of zinc
mterest was fixed by natural causes rather than strategical higgling
~~for and bargaining. For, if he reduced his price, B might take
fUSIOn he acti . f . 1 k d rai, t e action as a sign 0 commercia wea ness, an raise the

price of zinc; thus causing A to lose both on price and
on amount sold. Each would therefore be tempted to bluff
the other; and consumers might find that less brass was put
on the market, and that therefore a higher price could be
exacted for it, than if a single monopolist owned the whole
supplies both of copper and of zinc: for he might see his way
to gaining in the long run by a low price which stimulated
consumption. But neither A nor B could reckon on the
effects of his own action, unless the two came together and
agreed on a common policy: that is unless they made a
partial, and perhaps temporary fusion of their monopolies.
On this ground, and because monopolies are likely to dis-
turb allied industries it may reasonably be urged that the
public interest generally requires that complementary mono-
polies should be held in a single hand.

but such But there are other considerations of perhaps greater
a fusion
would in importance on the other side. For in real life there are
fr:~!d~~esscarcely any monopolies as absolute and permanent as that
gredater just discussed. On the contrarv there is in the modernan more ~J

lasting world an ever increasing tendency towards the substitution=~~sof new things and new methods for old, which are not being
removed. developed progressively in the interests of consumers; and

1 Thus there is a slIght analogy between this case and that of composite rent
of water power, and the only site on which it could be turned to account (see
above V. XI. 7), so far as the indeterminateness of the division of the producer's
surplus is concerned. But in this case there is no means of knowing what the
producer's surplus will be. Cournot's fundamental equations appear to be based
on inconsistent, assumptions, see Recherches :sur 1t4 princ-ipu matMmatique3 dM
Ru:hesses, Ch. IX. p. 113. Here, as elsewhere, he opened up new ground, hut
overlooked some of its most obvious features. Prof. H. L. Moore (Quarterly
Journal of Economics, Feb. 1906), basing himself partly on the work of Bertrand
and Prof. Edgeworth, lays down clearly the assumptions which are appropriate to
monopoly problems.
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the direct or indirect competition thus brought to bear is v, XIV, 9.

hkely to weaken the position of one of the complementary
monopolies more than the other. For instance if there be
only one factory for spinning and only one for weaving in
a small isolated country, it may be for the time to the public
interest that the two should be in the same hands. But the
monopoly so established will be much harder to shake than
would either half of it separately. For a new venturer
might push his way into the spinning business and compete
with the old spinning mill for the custom of the old weaving
sheds.

Consider again a through route, partly by rail and partly
by sea, between two great centres of industry. If competi-
tion on either half of the route were permanently impossible,
it would probably be to the public interest that the ships and
the railway line shouldbe in the same hands. But as things
are, no such general statement can be made. Under some
conditions it is more to the public interest that they should
be in one hand; under others, and those perhaps the con-
ditions that occur the more frequently, it is in the long run
to the public interest that they should remain in different
hands.

Similarly the prima facie arguments in favour of the
fusion of monopolistic cartels, or other associations, in com-
plementary branches of industry, though often plausible and
even strong, will generally be found on closer examination
to be treacherous. They point to the removal of prominent
social and industrial discords; but at the probable expense
of larger and more enduring discords in the future-,

1 Book In. of lndu$try atad Trade is occupied with a study of problems akin to
those which have been sketched in this chapter.



CHAPTER XV.

SUIDIARY OF THE GENERAL THEORY OF EQUILIBRIUM
OF DEMAl\'D Al.,{D SUPPLY.

v, xv, 1. § 1. THE present chapter contains no new matter: it is
a mere summary of the results of Book V. The second half
of it may be of service to anyone who has omitted the later
chapters: for it may indicate, though it cannot explain, their
general drift.

In Book V. we have studied the theory of the mutual
relations of demand and supply in their most general form;
taking as little account as possible of the special incidents
of particular applications of the theory, and leaving over for
the following Book the study of the bearings of the general
theory on the special features of the several agents of pro-
duction, Labour, Capital, and Land.

on, I. The difficulties of the problem depend chiefly on varia-
On tions in the area of space, and the period of time over which
markets.

the market in question extends; the influence of time .bemg
more fundamental than that of space.

Ch. II. Even in a market of very short period, such as that of
;;:::c.0rarYaprovincial corn-exchange on market-day, the "higgling and

d
brium 0d! bargaining" might probably oscillate about a mean position,
eman

QDd which would have some sort of a right to be called the
supply, equilibrium price: but the action of dealers in offering one

price or refusing another would depend littie, if at all, on
calculations with regard to cost of production. They would
look chiefly at present demand on the one hand, and on the
other at the stocks of the commodity already available. It IS

true that they would pay some attention to such movements
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of production in the near future as might throw their v, xv,1.

shadow before; but in the case of perishable goods they would
look only a very little way beyond the immediate present.
Cost of production has for instance no perceptible influence
on the day's bargaining in a fish-market.

In a rigidly stationary state in which supply could be Cha. m.
perfectly adjusted to demand in every particular, the normal ~~_
expenses of production, the marginal expenses, and the :~=alof

average expenses (rent being counted in) would be one and demand

the same thing, for long periods and for short. But, as it is, ;:;~IY,

the language both of professed writers on economics and of ~~~ent

men of business shows much elasticity in the use of the of time.

term Normal when applied to the causes that determine
value. And one fairly well marked division needs study.

On the one side of this division are long periods, in which,Long
the normal action of economic forces has time to work itseU !:~:t'
out more fully; in which therefore a temporary scarcity 01;ri:.al

skilled labour, or of any other of the agents of production,
can be remedied; and in which those economies that normallj- -
result from an increase in the scale of production-cnormally,
that is without the aid of any substantive new invention-
have time to develop themselves. The expenses of a re-
presentative firm, managed with normal ability and having
normal access to the internal and external economies of
production on a large scale, may be taken as a standard for
estimating normal expenses of production: and when the
period under survey is long enough to enable the investment
of capital in building up a new business to complete itself
and to bear full fruits; then the marginal supply price is
that, the expectation of which in the long run just suffices
to induce capitalists to invest their material capital, and
workers of all grades to invest their personal capital in the
trade.

On the other side of the line of division are periods of Short-
ti I d h . d periodnne ong enough to enable producers to a apt t eir pro uc- normal

tion to changes in demand, in so far as that can be done with r:~n~~al
the existing provision of specialized skill, specialized capital, price.

and industrial organization; but not long enough to enable
them to make any important changes in the supplies of these

M. 3~
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factors of production. For such periods the stock of material
and personal appliances of production has to be taken in a
great measure for granted; and the marginal increment of
supply is determined by estimates of producers as to the
amount of production it is worth their while to get out of
those appliances. If trade is brisk all energies are strained
to their utmost, overtime is worked, and then the limit to
production is given by want of power rather than by want of
will to go further or faster. But if trade is slack every pro-
ducer has to make up his mind how near to prime cost it is
worth his while to take fresh orders. .And here there is no
definite law, the chief operative force is the fear of spoiling
the market; and that acts in different ways and with different
strengths on different individuals and different industrial
groups. For the chief motive of all open combinations and
of all informal silent and "customary" understandings
whether among employers or employed is the need for pre-
venting individuals from spoiling the common market by
action that may bring them immediate gains, but at the cost
of a greater aggregate loss to the trade.

§ 2. We next turned aside to consider the relations of
demand and supply with reference to things that need to be
combined together for the purposes of satisfying a joint de-
mand; of which the most important instance is that of the
specialized material capital, and the specialized personal skill
that must work together in any trade. For there is no direct
demand on the 'part of consumers for either alone, but only
for the two conjointly; the demand for either separately is
a derived demand, which rises, other things being equal, with
every increase in the demand for the common products, and
with every diminution in the supply price of the joint factors
of production. In like manner commodities of which there
is a joint supply, such as gas and coke, or beef and hides, can
each of them have only a derived- supply price, governed by
the expenses of the whole process of production on the one
hand, and on the other by the demand for the remaining
joint products.

The composite demand for a thing, resulting from its being
used for several different purposes, and the composite supply
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of a thing, that has several sources of production, present no v, xv, 3.

great difficulty; for the several amounts demanded for the
different purposes, or supplied from different sources, can
be added together, on the same plan as was adopted in
Book IlL, for combining the demands of the rich, the middle
classes and the poor for the same commodity.

Next we made some study of the division of the supple- Ch. VII.

mentary costs of a business,-and especially those connected R::O~u.
with building up a trade connection, with marketing, and supple-

. h i h . d f h busi mentaryWIt msurance-among t e VarIOUSpro ucts 0 t at usmess, costs.

§ 3. Returning to those central difficulties of the equi- Cha. VIIL

librium of normal demand and supply which are connected Th-XI._.8v ...ue
with the element of time, we investigated more fully the of a~

relation between the value of an appliance for production iEi;:'C8
and that of the things produced by it. !l~~i~~~

When different producers have different advantages for :~!'tofthe

producing 8 thing, its price must be sufficient to cover b~Ced
the expenses of production of those producers who have Y It.

no special and exceptional facilities; for if not they will
withhold or diminish their production, and the scarcity of
the amount supplied, relatively to the demand, will raise the
price. When the market is in equilibrium, and the thing
is being sold at a price which covers these expenses, there
remains a surplus beyond their expenses for those who
have the assistance of any exceptional advantages. If these
advantages arise from the command over free gifts of nature,
the surplus is called a producer's surplus or producer's rent:
there is a surplus in any case, and if the owner of a free gift
of nature lends it out to another, he can generally get for its
use a money income equivalent to this surplus.

The price of the produce is equal to the cost of production
of that part of it, which is raised on the margin, that is
under such unfavourable conditions as to yield no rent. The
cost of this part can be reckoned up without reasoning in
a circle; and the cost of other parts cannot.

If land which had been used for growing hops, is found
capable of yielding a higher rent as market-garden land, the
area under hops will undoubtedly be diminished; and this
will raise their marginal cost of production and therefore

32-2
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their price. The rent which land will yield for one kind of
produce, calls attention to the fact that a demand for the
land for that kind of produce increases the difficulties of
supply of other kinds; though it does not directly enter into
those expenses. And similar arguments apply to the relation
between the site values of urban land and the costs of things
made on it.

Thus when we are taking a broad view of normal value,
when we are investigating the causes which determine normal
value "in the long run," when we are tracing the "ultimate"
efiects of economic causes; then the income that is derived
from capital in these forms enters into the payments by
which the expenses of production of the commodity in
question have to be covered; and, estimates as to the
probable amount of that income directly control the action
of the producers, who are on the margin of doubt as to
whether to increase the means of production or not. But,
on the other hand, when we are considering the causes which
determine normal prices for a period which is short relatively
to that required for largely increasing the supply of those
appliances for production; then their influence on value is
chiefly indirect and more or less similar to that exerted by
the free gifts of nature. The shorter the period which we
are considering, and the slower the process of production of
those appliances, the less part will variations in the income
derived from them play in checking or increasing the supply
of the commodity produced by them, and in raising or
lowering its supply price.

§4. This leads to the consideration of some difficulties
of a technical character connected with the marginal expenses
of production of a commodity that obeys the law of in-
creasing return. The difficulties arise from the temptation to
represent supply price as dependent on the amount produced,
without allowing for the length of time that is necessarily
occupied by each individual business in extending its internal,
and still more its external organization; and in consequence
they have been most conspicuous in mathematical and semi-
mathematical discussions of the theory of value. For when
changes of supply price and amount produced are regarded
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as dependent exclusively on one another without any refer- v, xv, 4.

ence to gradual growth, it appears reasonable to argue that
the marginal supply price for each individual producer is the
addition to his aggregate expenses of production made by
producing his last element; that this marginal price is likely
in many cases to be diminished by an increase in his output
much more than the demand price in the general market
would be by the same cause.

The statical theory of equilibrium is therefore not Sho~

wholly applicable to commodities which obey the law of ~r~h~
increasing return. It should however be noted that in many ~ft.c:l.
industries each producer has a special market in which he is
well known, and which he cannot extend quickly; and that
therefore, though it might be physically possible for him to
increase his output rapidly, he would run the risk of forcing
down very much the demand price in his special market, or
else of being driven to sell his surplus production outside on
less favourable terms. And though there are industries in
which each producer has access to the whole of a large market,
yet in these there remain but few internal economies to be got
by an increase of output, when the existing plant is already
well occupied. No doubt there are industries as to which
neither of these statements is true: they are in a transitional
state, and it must be conceded that the statical theory of
equilibrium of normal demand and supply cannot be profit-
ably applied to them. But such cases are not numerous;
and with regard to the great bulk of manufacturing in-
dustries, the connection between supply price and amount
shows a fundamentally different character for short periods
and for long.

For short periods, the difficulties of adjusting the internal
and external organization of a business to rapid changes in
output are so great that the supply price must generally be
taken to rise with an increase, and to fall with a diminution
in the amount produced. .

But in long periods both the internal and the external I~ •
. . I I h . d I operationeconomias of production on a arge sea e ave time to eve op in I~

themselves. The marginal supply price is not the expenses pen
of production of any particular bale of goods: but it is the
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Ch. XIV.
Theory
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polies.

v, xv,5. whole expenses (including insurance, and gross earnings of
management) of a marginal increment in the aggregate pro-
cess of production and marketing.

Ch. xm, § 5. Some study of the effects of a tax, regarded as~=ala special case of a change in the general conditions of
~dand demand and supply suggests that, when proper allowance is
BUJ>Ply, made for the interests of consumers, /there is on abstract
Wlthsome d hi· .f.. .L h h lireference groun s rat er ess pnma J act.e cause t an t e ear err~:rineof economists supposed, for the general doctrine of so-called~a~:"Maximum Satisfaction"; i.e. for the doctrine that the free
tion. pursuit by each individual of his own immediate interest,

will lead producers to turn their capital and labour, and
consumers to turn their expenditure into such courses as
are most conducive to the general interests. We have
nothing to do at this stage of our inquiry, limited as it
is to analysis of the most general character, with the im-
portant question how far, human nature being constituted as
it is at present, collective action is likely to be inferior to
individualistic action in energy and elasticity, in inventiveness
and directness of purpose; and whether it is not therefore
likely to waste through practical inefficiency more than it
could save by taking account of all the interests affected by
any course of action. But even without taking account of
the evils arising from the unequal distribution of wealth,
there is prima facie reason for believing that the aggregate
satisfaction, so far from being already a maximum, could be
much increased by collective action in promoting the pro-
duction and consumption of things in regard to which the
law of increasing return acts with especial force.

This position is confirmed by the study of the theory of
monopolies. It is the immediate interest of the monopolist
so to adjust the production and sale of his wares as to
obtain for himself the maximum net revenue, and the course
which he thus adopts is unlikely to be that which affords the
aggregate maximum satisfaction. The divergence between
individual and collective interests is prima facie less im-
portant with regard to those things which obey the law of
diminishing return, than with regard to those which obey the
law of increasing return: but. in the case of the latter, there
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is strong prima facie reason for believing that it might often v, xv, 5.

be to the interest of the community directly or indirectly to
intervene, because a largely increased production would add
much more to consumers' surplus than to the aggregate ex-
penses of production of the goods. More exact notions on the
relations of demand and supply, particularly when expressed
in the form of diagrams, may help us to see what statistics
should be collected, and how they should be applied in the
attempt to estimate the relative magnitudes of various
conflicting economic interests, public and private.

Ricardo's theory of cost of production in relation to value Ricardo's
., I' h hi' f . h theory ofoccupies so Important a p ace In t e story 0 economics t at value.

any misunderstanding as to its real character must necessarily
be very mischievous; and unfortunately it is so expressed as
almost to invite misunderstanding. In consequence there is
a widely spread belief that it has needed to be reconstructed
by the present generation of economists. Cause is shown in
Appendix I for not accepting this opinion; and for holding
on the contrary that the foundations of the theory as they
were left by Ricardo remain intact; that much has been
added to them, and that very much has been built upon
them, but that little has been taken from them. It is
there argued that he knew that demand played an essential
part in governing value, but that he regarded its action as
less obscure than that of cost of production, and therefore
passed it lightly over in the notes which he made for the
use of his friends, and himself; for he never essayed to
write a formal treatise: also that he regarded cost of
production as dependent-not as Marx asserted him to
have done on the mere quantity of labour used up in
production, but-on the quality as well as quantity of that
labour; together with the amount of stored up capital needed
to aid labour, and the length of time during which such aid
was invoked.



BOOIr VI.
TilE DISTRIBUTION OF THE NATIONAL INCOME.

CHAPTER I.

PRELIMINARY SURVEY OF DISTRmUTION.

VI, J, 1. § 1. THE keynote of this Book is in the fact that free
The human beings are not brought up to their work on the same
drift of
Book VI. principles as a machine, a horse, or a slave. If they were,
88 awhole. there would be very little difference between the distribution

and the exchange side of value; for every agent of pro-
duction would reap a return adequate to cover its own
expenses of production with wear-and-tear, etc.; at all
events after allowance had been made for casual failures to
adjust supply to demand. But as it is, our growing power
over nature makes her yield an ever larger surplus above
necessaries; and this is not absorbed by an unlimited
increase of the population. There remain therefore the
questions:-What are the general causes which govern the
distribution of this surplus among the people? What part
is played by conventional necessaries, i.e. the Standard of
Comfort? What by the influence which methods of con-
sumption and of living generally exert on efficiency; by
wants and activities, i.e. by the Standard of Life? What
by the many-sided action of the principle of substitution,
and by the struggle for survival between hand-workers and
brain-workers of different classes and grades? What by
the power which the use of capital gives to those in whose
hands it is? What share of the general flow is turned to
remunerate those who work (including here the undertaking
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of ventures) and" wait," as contrasted with those who work VI, I, 2.

and consume at once the fruits of their endeavours? An
attempt is made to give a broad answer to those and some
similar questions.

We shall begin a preliminary survey of the subject by Driltof
. h F h dEli h . Chapter I.notmg ow rene an ng s wnters a century ago

represented value as governed almost wholly by cost of
production, demand taking a subordinate place. Next we
shall observe how near to the truth these results would be
in a stationary state; and what corrections need to be
introduced in order to bring these results into harmony
with the actual conditions of life and work: and thus the
remainder of Chapter I. will be given mainly to the demand
for labour.

In Chapter II. we shall first consider its supply under Dcriltof II

di . d h h hapter .modern con tions; an t ence we s all turn to a general
view of the causes which fix the broad lines of distribution
of the national income between labour, and the owners of
capital and land. In this rapid survey we shall pass by
unnoticed many details: to fill in some of these is the task
of the remainder of the Book; but others must stand over
for a later Volume.

§ 2. The simplest account of the causes which determine ~he Ptshy•SlOcra as-
the distribution of the national income is that given by the surned, in
F h . ho i ddAd Smith d it i accordancerene econonusts W 0 lust prece e am Smit ; an It IS withfacts

based upon the peculiar circumstances of France in the latter ~:~~~at

half of last century. The taxes, and other exactions levied :tte::ere

from the French peasant, were then limited only by his low~t
bili d f h . I f possiblea I ty to pay; an few 0 t e labouring c asses were far rom level,

starvation. So the Economists or Physiocrats, as they were
called, assumed for the sake of simplicity, that there was a
n!lt!!..r~lJ~woJJ>_?J~ul~jonaccording to which the wages of
labour wer~ept atstarvation limit", They did not suppose

1 Thus Turgot, who for this purpose may be reckoned with the Physiocrats,
says (Sur la Formalion tt DistTtbution des Richustl, § VI.), .. In every sort of
occupation it must come to pass, and in fact it does como to pass, that the wages
of the artisan are limited to that which is necessary to procure him a 8Ubsistence
... He earns no more than his living (Il ne gagne que sa vic)." When however
Hwne wrote, pointing out that this statement led to the conclusion that a tax on
wages must raise wages; and that it was therefore inconsistent with the observed
fact that wages are often low whore taxes are high, and tJict tltI"sti; Turgot
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PRELIMINARY SURVEY OF DISTRIBl!'l'ION

that this was true of the whole working population, but the
exceptions were so few, that they thought that the general
impression given by their assumption was true: somewhat in
the same way as it is well to begin an account of the shape
of the earth, by saying that it is an oblate spheroid, although
a few mountains do project as much as a thousandth part of
its radius beyond the general level.

Again, they knew that the rate of interest in Europe had
fallen during the five preceding centuries, in consequence of
the fact that "economy had in general prevailed over luxury."
But they were impressed very much by the sensitiveness of
capital, and the quickness with which it evaded the oppres-
sions of the tax-gatherer by retiring from his grasp; and they
therefore concluded that there was no great violence in the
supposition that if its profits were reduced below what they
then were, capital would speedily be consumed or migrate.
Accordingly they assumed, again for the sake of simplicity,
that there was something like a natural, or necessary rate of
profit, corresponding in some measure to the natural rate of
wages; that if the current rate exceeded this necessary level,
capital would grow rapidly, till it forced down the rate of
profit to that level; and that, if the current rate went
below tha.t level, capital would shrink quickly, and the
rate would be forced upwards again. They thought that,
wages and profits being thus fixed by natural laws, the
natural value of everything was governed simply as the
sum of wages and profits required to remunerate the pro-
ducers-,

replied (March, 1767) to the effect that his iron law was not supposed to be fully
operative in short periods, but only in long See Say's Turgot, English FA!.
pp. 53, etc.

1 From these premises the Pbysiocrats logically deduced the conclusion that
tho only net produce of the country disposable for the purposes of taxation is the
rent of land; that when taxes are placed on capital or labour, they make it shnnk
till its net price rises to tbe natural level. The landowners have, they argued, to
pay a gross price which exceeds this net price by the taxes together with all the
expenses of collecting them in detail, and an equivalent for all the impediments
which the tax-gatherer puts in the way of the free course of industry; and there-
fore the landowners would lose less in the long run if, being the owners of the
only true surplus that exists, they would undertake to pay direct whatever taxes
the King required; especially if the King would consent "laisser faire, laisser
passer," that is, to let every one make whatever he chose, and take his labour
and send his goods to whatever market he liked.



THE PHYSIOCR.ATIC DOcTRINE OF WAGES. ADAM SMITH 507

Adam Smith worked out this conclusion more fully than VI, I, 2.

the Physiocrats did; though it was left for Ricardo to make These rigid

clear that the labour and capital needed for production must =$~re
be estimated at the margin of cultivation, so as to avoid the partialldYb

• reIaxe Y
element of rent. But Adam Smith saw also that labour and Adam

capital were not at the verge of starvation in England, as Smith,

they were in France. In England the wages of a great part
of the working classes were sufficient to allow much more
than the mere necessaries of existence; and capital had too
rich and safe a field of employment there to be likely to go
out of existence, or to emigrate. So when he is carefully
weighing his words, his use of the terms "the natural rate of
wages," and "the natural rate of profit," has not that sharp
definition and fixedness which it had in the mouths of the
Physiocrats; and he goes a good way towards explaining how
they are determined by the ever-fluctuating conditions of
demand and supply. He even insists that the liberal reward
of labour "increases the industry of the common people";
that" a plentiful subsistence increases the bodily strength of
the labourer; and the comfortable hope of bettering his con-
dition, and of ending his days perhaps in ease and plenty,
animates him to exert that strength to the utmost. Where
wages are high, accordingly, we shall always find the work-
man more active, diligent and expeditious, than where they
are low; in England, for example, than in Scotland; in the
neighbourhood of great towns than in remote country
plaeest.' And yet he sometimes falls back into the old way
of speaking, and thus makes careless readers suppose that he
believes the mean level of the wages of labour to be fixed by
an iron law at the bare necessaries of life.

Malthus again, in his admirable survey of the course of and by

wages in England from the thirteenth to the eighteenth Malthus.

centuries, shows how their mean level oscillated from cen-
tury to century, falling sometimes down to about half a peck
of corn a day, and rising sometimes up to a peck and a half or
even, in the fifteenth century, to about two pecks. But
although he observes that "an inferior mode of living may
be a cause as well as a consequence of poverty," he traces

I Wealth of N ationl, Ilk, I. ch, VIa.
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VI, I, 2. this effect almost exclusively to the consequent increase of
numbers; he does not anticipate the stress which economists
of our own generation lay on the influence which habits of
living exercise on the efficiency, and therefore on the earning
power of the labourer".

Ricard°d Ricardo's language is even more unguarded than that ofappeare
to hold the Adam Smith and Malthus. It is true, indeed, that he says
~~~i:wdistinctly2:-"It is not to be understood that the natural
b~rhF";price of labour estimated in food and necessaries is absolutely
~~d fixed and constant ... It essentially depends on the habits and
iagesas customs of the people." But, having said this once, he does
g~r;:~ed not take the trouble to repeat it constantly; and most of his
::ru:able readers forget that he says it. In the course of his argument
~~ill~~he frequently adopts a mode of speaking similar to that of

Turgot and the Physiocrats+; and seems to imply that the
tendency of population to increase rapidly as soon as wages
rise above the bare necessaries of life, causes wages to be
fixed by "a natural law" to the level of these bare necessaries.
This law has been called, especially in Germany, Ricardo's
" iron" or "brazen" law: many German socialists believe
that this law is in operation now even in the western world;
and that it will continue to be so, as long as the plan on
which production is organized remains "capitalistic" or
" individualistic"; and they claim Ricardo as an authority
on their side".

In fact, however, Ricardo was not only aware that the
necessary or natural limit of wages was fixed by no iron law,
but is determined by the local conditions and habits of each
place and time: he was further keenly sensitive to the im-
portance of a higher" standard of living," and called on the
friends of humanity to exert themselves to encourage the
growth of a resolve among the working classes not to allow

1 Political Economy, IV. 2. There is some doubt as to the extent of the rise of
real wages in the fifteenth century. It is only in the last two generations that the
real wages of common labour in England have exceeded two pecks.

I Principles, v. • Compare above, IV. m. 8.
• Some German economists, who are not socialists, and who believe that no

such law exists, yet maintain that the doctrines of Ricardo and his followers
stand or fall with the truth of this law; while others (t.g. Roscher, Oesch. der
Nat. Oek. in Deulschland, p. 1022) protest aaainst the socialist misunderstandings
of Ricardo.



MALTHUS AND RICARDO 509

their wages to fall anywhere near the bare necessaries of VI, I, 2.

life-.
The persistency with which many writers continue to

attribute to him a belief in the "iron law" can be accounted

for only by his delight" in imagining strong cases," and his

habit of not repeating a hint, which he had once given, that

he was omitting for the sake of simplicity the conditions and

limitations that were needed to make his results applicable

to real Iife-.
Mill did not make any great advance in the theory of Mill also

b d his d .. f h . h insisted on
wages eyon pre ecessors, ill spite 0 t e care WIt the pro-

which he set himself to emphasize the distinctly human a=~~-
element in economics. He, however, followed Malthus in ~O~~~d

dwelling on those lessons of history which show that, if a fallllwwagJ.

of wages caused the labouring classes to lower their standard

of comfort" the injury done to them will be permanent, and

their deteriorated condition will become a new minimum

I It may be well to quote his words. "The friends of hwnanity cannot but
WIShthat in all countries the labouring classes should have a taste for comforts
and enjoyments, and that they should be stimulated by all legal means in their
exertions to procure them. There cannot be a better security against a super-
abundant population. In those countries, where the labouring classes have the
fewest wants, and are contented with the cheapest food, the people are exposed
to the greatest vicissitudes and miseries. They have no place of refuge from
calamity; they cannot seek safety in a lower station; they are already so low,
that they can fall no lower. On any deficiency of the chief article of their
subsistence, there are few substitutes of which they can avail themselves, and
dearth to them is attended with almost all the evils of famine." (Princtplts,
ch, v.) It is noteworthy that McCulloch, who has been charged, not altogether
unjustly, with having adopted the extremest tenets of RIcardo, and applied them
harshly and rigidly, yet chooses for the heading of the fourth Chapter of his
Treatise On Wages:-"Disadvantage of Low Wages, and of having the Labourers
habitually fed on the cheapest species of food. Advantage of High Wages."

• This habit of Ricardo's is discussed In Appendix I. (See also V XIV. 5.)
The English classical economists frequently spoke of the minimum of wages
aa depending on the price of corn. But the term "com" was used by them
as short fOl"agricultural produce in general, somewhat as Petty (Taxes and
Contributions, c1I. XIV.) speaks of "the Husbandry of Com, which we will
suppose to contain all necessaries of life, as in the Lord's Prayer we suppose
the word Bread doth." Of course Ricardo took a less hopeful view of the
prospects of the working classes than we do now. Even the a.,"ficultural
labourer can now feed his family well and have something to spare: while even
the artisan would then have required the whole of his wages, at all events after a
poor harvest, to buy abundant and good food for his famlly. Sir W. AShley insists
on the narrowness of Ricardo's hopes as compared with those of our own age; he
describes instructively the history of the passage quoted in the last note; and
shows that even Lassalle did not attribute absolute rigiclity to his brazen law.
See Appen-iix 1,2.
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First, all
~pposed
industn-
ally equal

VI, 1, 3. tending to perpetuate itself as the more ample minimum
did before-."

But But it was only in the last generation that a careful study
the last
generation was begun to be made of the effects that high wages have~a:tirstin increasing the efficiency not only of those who receive
~~~k-y them, but also of their children and grandchildren. In this
lIuence of matter the lead has been taken by Walker and other
wages on A' . d h licati f hefficiency. mencan economists; an t e app cation 0 t e compara-

tive method of study to the industrial problems of different
countries of the old and new worlds is forcing constantly
more and more attention to the fact that highly paid labour
is generally efficient and therefore not dear labour; a fact
which, though it is more full of hope for the future of the
human race than any other that is known to us, will be found
to exercise a very complicating influence on the theory of
distribution.

rhe It has now become certain that the problem of distribu-
~~~t: tion is much more difficult than it was thought to be by
fn~~- earlier economists, and that no solution of it which claims
tioDSdadre to be simple can be true. Most of the old attempts tonee e .

give an easy answer to it, were really answers to imaginary
questions that might have arisen in other worlds than ours,
in which the conditions of life were very simple. The work
done in answering these questions was not wasted. For a
very difficult problem can best be solved by being broken up
into pieces: and each of these simple questions contained
a part of the great and difficult problem which we have to
solve. Let us profit by this experience and work our way
by successive steps in the remainder of this chapter towards
understanding the general causes which govern the demand
for labour and capital in real life-,

§ 3. Let us begin by studying the influence of demand
on the earnings of labour, drawn from an imaginary world in
which everyone owns the capital that aids him in his labour;

1 Book rr, ch. XI. § 2. He had just complained that Ricardo supposed the
standard of comfort to be invariable, having apparently oYerlooked passages such
as that quoted in the last note but one. He was however well aware that
Ricardo's "minimum rate of wages" depended on the prevalent standard 01
comfort, and had no connection with the bare necessaries of life.

• Compare V. V , especially §§ 2, 3.
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so that the problem of the relations of capital and labour do VI, I, 3.

not arise in it. That is, let us suppose but little capital to and inter-

be used; while everyone owns whatever capital he does use, ~~r~e-
and the gifts of nature are so abundant that they are free pop{.Iation

stationary ;
and unappropriated. Let us suppose, further, that everyone
is not only of equal capacity, but of equal willingness to
work, and does in fact work equally hard: also that all work
is unskilled,-or rather unspecialized in this sense, that if
any two people were to change occupations, each would do
as much and as good work as the other had done. Lastly,
let us suppose that everyone produces things ready for sale
without the aid of others, and that he himself disposes of
them to their ultimate consumers: so that the demand for
everything is direct.

In this case the problem of value is very simple. Things ~emand

exchange for one another in proportion to the labour spent ili~t!:ili.
in producing them. If the supply of anyone thing runs ~~~_r

short, it may for a little time sell for more than its normal bution;

price: it may exchange for things the production of which
had required more labour than it had: but, if so, people will
at once leave other work to produce it, and in a very short
time its value will fall to the normal level. There may be
slight temporary disturbances, but as a rule anyone's earnings
will be equal to those of anyone else. In other words, each
will have an equal share in the net sum total of things and
services produced; or, as we may say, the national income or
dividend; 'which will constitute the demand for labour",

If now a new invention doubles the efficiency of work in
any trade, so that a man can make twice as many things of
a certain kind in a year without requiring additional sppli-
snces, then those things will fall to half their old exchange
value. The effective demand for everyone's labour will be a
little increased, and the share which each can draw from the
common earnings-stream will be a little larger than before.
He may if he chooses take twice as many things of this
particular kind, together with his old allowance of other
things: or he may take somewhat more than before of every-
thing. If there be an increase in the efficiency of production

1 See below, § 10.
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VI, I, 4, 5. in many trades the common earnings-stream or dividend
will be considerably larger; the commodities produced by
those trades will constitute a considerably larger demand for
those produced by others, and increase the purchasing power
of everyone's earnings.

as also in § 4. Nor will the position be greatly changed if we~~:tsuppose that some specialized skill is required in each trade,
w1hit,?hP?P- provided other things remain as before: that is, provided the
u a 10n18
stationary, workers are still supposed to be all of equal capacity and=: industry; and all trades to be equally agreeable and equally
dustrially bIt Th 1 te f . ill IIequal but easy to e earn. e norma ra 0 earnmgs w sti
::~~ be the same in all trades; for if a day's labour in one trade
trade; produces things that sell for more than a day's labour

in others, and this inequality shows any signs of lasting,
people will bring up their children by preference to the
favoured trade. It is true that there may be some slight
irregularities. The drifting from one trade to another must
occupy time; and some trades may for a while get more
than their normal share of the earnings-stream, while
others get less, or even lack work. But in spite of these
disturbances, the current value of everything will fluctuate
about its normal value; which will in this case, as in the
preceding, depend simply on the amount of labour spent on
the thing: for the normal value of all kinds of labour will
still be equal. The productive power of the community WIll

have been increased by the division of labour; the common
national dividend or earnings-stream will be larger; and as
all will, putting aside passing disturbances, share alike in it,
each will be able to buy with the fruits of his own labour
things more serviceable to him than he could have produced
for himself.

In this stage, as in those considered before, it is still
true that the value of each thing corresponds closely to the
amount of labour spent upon it; and that the earnings of
everyone are governed simply by the bounty of nature and
by the progress of the arts of production.

and. . § 5. Next, let us still neglect the influence which the
~~tion liberality of the expenditure on rearing and training workers
increases, exerts on their efficiency,leaving that matter to be discussed
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with other aspects of the supply side of distribution in the VI, I, 6.

next chapter: and let us look at the influence that changes but-;;;-
in the numbers of the population exert on the incomes which ~~:n~eOf

nature will yield. We suppose then that the growth of economic

d hi h . . h fi causes, allpopulation procee s at a rate, w c IS eit er xed; or, at all w?rkers

events, not affected by the rate of wages: it may be influenced :~nging
by changes in custom,. in moral opinion and in medical :;.d~~
knowledge. And we still suppose all labour to be of the
same grade, and the national dividend to be divided out
equally to each family, save for some slight passing in-
equalities. In this case every improvement in the arts of
production or transport, every new discovery, every new
victory over nature will increase equally the comforts and
luxuries at the command of each family.

But this case differs from the last; because in this case, pven
h . f ulati if . . d I h though thet e increase 0 pOp ation, 1 msintaine ong enoug , must tendency

ul . I h . ts i h f d to dinun-timate y outgrow t e improvemen S in t e arts 0 pro uc- ishing

tion, and cause the law of diminishing return to assert itself =:::,
in agriculture. That is to say, those who work on the land itself.

will get less wheat and other produce in return for their
labour and capital. An hour's labour will represent a less
quantity of wheat than before throughout the agricultural
trades, and therefore throughout all other trades; since all
labour is supposed to be of the same grade, and earnings are
therefore as a rule equal in all trades.

Further we must note that the surplus or rental value of
land will tend to rise. For the value of any kind of produce
must equal that of the labour, aided on our supposition by a
uniform quantity of capital throughout, which is required to
produce it, whether on good land or bad, under barely remu-
nerative, or marginal conditions. More labour and capital
than before will be needed to raise a quarter of wheat, etc.,
on the margin; and therefore the wheat, etc., which is re-
turned by nature to the labour applied under advantageous
circumstances, will have a higher value relatively to that
labour and capital than before: or, in other words, it will
yielda larger surplus value over that of the labour and capital
used in raising it.

§ 6. Let us now drop the supposition that labour is 80

~ ~
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VI,l,7, mobile as to ensure equal remuneration for equal e1Iorts,
If there throughout the whole of society, and let us approach much
are many nearer to the actual condition of life by supposing thatgrades,
but the labour is not all of one industrial grade, but of several.
numbers
in each Let us suppose that parents always bring up their children
~~~ot to an occupation in their own grade; that they have a freet~v=:~_choice within that grade, but not outside it. Lastly, let
mdiccausdcs, us suppose that the increase of numbers in each grade is

eman
is still governed bv other than economic causes: as before it may
the main b fi d " b 'nil d b hanees i .regulator e xe, or It may e I uence y c anges In custom, m
ofvalue. moral opinion, etc. In this case also the aggregate national

dividend will be governed by the abundance of nature's
return to man's work in the existing state of the arts of
production; but the distribution of that dividend between
the different grades will be unequal. It will be governed by
the demand of the people themselves. The share of those in
any industrial compartment will be the higher, the more
extensive and urgent the needs which they are able to satisfy
on the part of those who are themselves drawing large
shares of the national income.

SUPI)OSe,for instance, artists to form a grade or caste
or industrial compartment by themselves; then, their number
being fixed, or at least controlled by causes independent of
their earnings, their earnings will be governed by the re-
sources and the eagerness of those classes of the population
who care for such gratifications as artists can furnish.

§ 7. We may now leave the imaginary world, in which
everyone owns the capital that aids him in his work; and
return to our own, where the relations of labour and capital
playa great part in the problem of distribution. But let us
still confine our attention to the distribution of the national
dividend among the various agents of production, in accord-
ance with the quantity of each agent, and the services which
it renders; and leave the reflex influence which the remunera-
tion of each agent exerts on the supply of that agent, to be
considered in the next chapter.

Mhia!'!1hinhat We have seen how the alert business man is ever seeking
w c t e
further. for the most profitable application of his resources, and en-
apphcation dea . d t'vounng to make use of each several agent 01 nro UC ion

Retumto
the real
conditions
of life,
which are
however
considered
only on
the side of
demand.
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up to that margin, or limit, at which he would gain by trans- VI, I, 7.

ferring a small part of his expenditure to some other agent; of ~

and how he is thus, so far as his influence goes, the medium ~~!cO~on

through which the principle of substitution 80 adjusts the ceases

employment of each agent that, in its marginal application, ~~o~table,

its cost is proportionate to the additional net product
resulting from its use. We have to apply this general
reasoning to the case of the hire of labour".

A question constantly in the mind of the careful business i1Iu.strated

man is whether he has the right number of men for his work. ~n~~~
In some cases that is settled for him by his plant: there
must be one and only one engine driver on each express
locomotive. But some express trains have only one guard;
and when the traffic is heavy they may lose a few minutes
which could be saved by a second guard: therefore an alert
manager is constantly weighing the net product in saving of
time and of annoyance to passengers, that will accrue from
the aid of a second guard on an important train, and con-
sidering whether it will be worth its cost. This question is
similar in kind to, but simpler in form than, the question
whether" it would pay" to put an additional train on the
time-table, which would call for more expenditure on plant
as well as on labour.

Again one sometimes hears it said that a certain farmer Amarginal
starves his land for labour. Perhaps he has enough horses employee.

and plant; but " if he took on another man, he would get
his money back, and a good deal more": that is, the net
product of an additional man would more than cover
his wages. Let us suppose that a farmer is raising such
a question as to the number of his shepherds. For sim-
plicity, we may suppose that an additional man would not
require any further expenditure on plant or stock: that
he would save the farmer himself just as much trouble

1 See above v. IV. 1--4. A little later we shall have to consider in what
respects the hire of human labour di1iers from the hire of a house or a machine:
hut, for the present, we may neglect this di1ierence, and look at the problem only
in its blOad outlines. Even so, some technical difficulties will be passed on the
way: and those readers, who, in accordance with the suggestion made at the end
01 V. vrt., have omitted the later chapters of that Book, mu.st be asked, if dis-
satisfled with $he general treatment offered here, to turn back and read V. VIII.
and IX,

33-2
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in some ways as he gives in others; so that nothing has to
be allowed for earnings of management (even when these
are interpreted broadly so as to include insurance against
risk, etc.): and lastly that the farmer reckons that he would
do just so much in preventing the wastage of lambs, and
in other ways as will increase by twenty his annual output
of sheep in good condition. That is to say, he reckons that
the net product of an additional man will be twenty sheep.
If he can be got for much less than the equivalent of their
price, the alert farmer will certainly hire him; but, if only
for about that price, the farmer will be on the margin of
doubt; and the man may then be called a marginal shepherd,
because his employment is marginal.

It is best to assume throughout that the man is of normal
efficiency. He would indeed be the marginal shepherd even
if he WE'reof exceptional efficiency, provided only that his
net produce were equal to his wages: the farmer might have
reckoned that a shepherd of normal efficiency would have
added only sixteen sheep to output; and therefore have been
willing to hire this man at a quarter more than the ordinary
wages. But to assume him to be thus exceptional would be
most inexpedient. He should be representative: that is, of
normal efficiency",

If he is representative, and his employer is representative,
the twenty sheep will represent the net product and therefore
the earning power of a shepherd. But if the employer is
a bad manager, if for instance he lets his men run short of
necessaries for the sheep, the man may save only fifteen

1 See the remarks on labour standardization below, VI. xm. 8, 9.
An arithmetical illustration is given in the following table. Column (2) repro-

sents the number of sheep that might probably be marketed annually, together
with a due complement of wool, from a large British sheep run if worked by
8, 9, 10, 11 and 12 shepherds respectively. (In Australasia, where men are scarce,
land is abundant, and a sheep of relatively small value, there are often less than
ten men, except at shearing time, to each 2,000 sheep; Sir Albert Spicer in Ashley'~
Briti8h Domi"w,." p. 61.) We are assuming that an increase in the number of
shepherds from 8 to 12 does not increase the general expenses of working the Iarm,
and that it takes 011 the shoulders of the farmer as much trouble in some directions,
as it imposes in others: so that there is nothing to be reckoned either way on these
accounts. Accordingly the product due to each successive additional man, set out
in column (3), is the excess of the corresponding number in column (2) over the
preceding number in that same column (2). Colwnn (4) is got by dividing the
numbers in column (2) by thOll8 in column (1). Column (5) shows the cost for
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sheep instead of twenty. Net product tends to represent VI, I, 7.

normal wages only if the worker and his conditions of
employment are both normal.

The additional product to be got by this shepherd's
labour is largely influenced by the number of shepherds
shepherds' labour at the rate of 20 sheep per man. Column (6) shows the surplus
remaining for general expenses, including fanner's profit and rent.

(1) (2) (3) (4) (5)
number number product average "'ages

of 01 due to product bill
abepherda sheep last wan per man

8 580 72!
9 615 3.5 6fq

10 640 25 64
11 660 20 60
12 676 16 561

160
180
200
220
240

(6)
excess
01(2)

over (5)
420
435
440
440
436

As we move downwards the figures in (3) constantly diminish; but those in (6)
increase, then remain without change, and at last diminish. This indicates that
the farmer's interests are equally served by hinng 10 or 11 men; but that they are
less well served by hiring 8, or 9, or 12. The eleventh man (supposed to be of
IW1"71lal efficiency) 18 the marginal man, when the markets for labour and sheep
are Much that one man can be hired for a year for the price of 20 sheep. If the
markets had put that hire at 25 sheep, the numbers in (6) would have been 380,
390, 390, 385 and 376 respectively. Therefore that particular farmer would
pTObably have employed one less shepherd, and sent less sheep to market; and
among many sheep farmers there would ctrtainly have been a large proportion
who would have done so.

lt has been argued at length in regard to similar cases (see V. vnr. 4, 5) that
the price which it is just worth while for the fanner to pay for this labour, merely
gauges the outcome of multitudinous causes which between them govern the
wages of shepherds; 88 the movements of a safety-valve may gauge the outcome
of the multitudinous causes that govern the pressure in a boiler. Theoretically
a deduction from this h88 to be made for the fact that, by throwmg twenty extra
sheep on the market, the farmer will lower the price of sheep generally, and
therefore lose a little on his other sheep. This correction may be of appreciable
Importance in special cases. But in general discussions such as this, in which we
are dealing with a very small addition to the supply thrown by one of many
producers on a large market, it becomes very small (mathematically a small quantity
of the second order), and may be neglected. (See above, footnote on p. 409.)

Of course the net product of the shepherd in this exceptional case plays no
greater part in governing the wages of shepherds, than does that of any of the
marginal shepherds on farms where they cannot be profitably employed without
considerable extra outlay in other directions; aa for land, buildings, implements,
labour of management, etc.

Column (4) in the above table is deduced from (1) and (2), just as (3) is. But
the table shows how many men the fanner can aftord to lure, \lhen they are to be
had at wages equivalent to the value of the number of sheep in (3), and therefore
goes to the heart of the problem of wages: while (4) haa no direct beanng on the
problem. When therefore Mr J. A. Hobson, remarking on a similar table of his
own (in which however the numbers chosen are inappropriate to the hypothesis
which he criticises) says :-" In other words the so-called final or marginal pro-
ductiVIty turns out to be nothing other than an average productivity •..•The whole
notion that there is a marginal productivity ••.ia entirely fallacious" (The IndU$trial
System, p. 110), he appears to be mistaken.
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VI, I, 8. whom the farmer already employs. And' this ag~in is
governed by general conditions of demand and supply, and
especially by the number of those from whom the ranks of
shepherds could have been recruited during the current
generation; by the demand for mutton and wool and by the
area from which supplies of them can be obtained; by the
effectiveness of the shepherds on all other farms; and so on.
And the amount of the marginal product is further largely
influenced by the competition of other uses for land: the
space available for sheep-farming is curtailed by the demand
for land for growing timber or oats, preserving deer, eto.!

This illustration has been chosen from a simple industry;
but, though the form may be different, the substance of the
problem is the same in every industry. Subject to conditions
which are indicated in the footnote, but are not important
for our main purpose, the wages of every class of labour tend
to be equal to the net product due to the additional labour
of the marginal labourer of that elass''.

This doctrine has sometimes been put forward as a theory
of wages. But there is no valid ground for any such pre-
tension. The doctrine that the earnings of a worker tend
to be equal to the net product of his work, has by itself no
real meaning; since in order to estimate net product, we
have to take for granted all the expenses of production of
the commodity on which he works, other than his own
wages.

But though this objection is valid against a claim that
it contains a theory of wages; it is not valid against a claim
that the doctrine throws into clear light the action of one of

\ the causes that govern wages.
Remarks § 8. In later chapters we shall need to take other
generally

illustrations for special purposes of the principle illustrated
I Compare p. 436.
• Such a method of illustrating the net product of a man's labour is not easily

applicable to industries in which a great deal of capital and ellort bas to be
invested in gradually building up a trade connection, and especially If they are

such as obey the law of increasing return. This is a practical difticulty of the
same order as those discussed in V. XlI. and Appendix n See also IV. xn.:
V. VII. 1, 2; and Xl. The influence of an additional man employed in any
considerable business Onits general economies might also be considered from a purely
abstract point of view; but it is too small to be taken seriously. (See the footnote
on p. 409.)

This
doctrine
is not a
theory of
wages;

but is a
useful
part of a
theory.
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in the last section from the case of manual labour; and in VI, I, 8.

particular to show how the value of some parts of the work app~

of business management can be measured, when it is found ~!~~d
that the effective output of a business is increased as much for caprtal,

by some additional superintendence, as it would be by the
hire of an additional ordinary worker. Again, the earnings
of a machine can sometimes be estimated by the addition to
the output of a factory which it might effect in certain cases
without involving any incidental extra expense.

Generalizing from the work of a particular machine to
that of machinery of a given aggregate value, we may sup-
pose that in a certain factory an extra £100 worth of
machinery can be applied so as not to involve any other
extra expense, and so as to add annually £4 worth to the
net output of the factory, after allowing for its own wear-and-
tear. If the investors of capital push it into every occupation
in which it seems likely to gain a high reward; and if, after
this has been done and equilibrium has been found, it still
pays and only just pays to employ this machinery, we can
infer from this fact that the yearly rate of interest is 4 per
cent. But illustrations of this kind merely indicate part
of the action of the great causes which govern value. They
cannot be made into a theory of interest, any more than into
a theory of wages, without reasoning in a circle.

It may however be well to carry a little further our illus-
tration of the nature of the demand for capital for any use;
and to observe the way in which the aggregate demand for
it is made up of the demands for many different uues.

To fix the ideas, let us take some particular trade, say IlIustra
f
-h

uon o t e
that of hat-making, and inquire what determines the amount demand for

of capital which it absorbs. Suppose that the rate of interest ~~~~~!I~ra
is 4 per cent. per annum on perfectly good security; and trade.

that the hat-making trade absorbs a capital of one million
pounds. This implies that the hat-making trade can turn
the whole million pounds' worth of capital to so good account
that they would pay 4 per cent. per annum net for the use of
it rather than go without any of itt.

I The charge made to traders for loans is generally much more than 4 per cent
per annum; but as we shall see in chapter VI. It includes other thmgs besides true
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VI, I, 8. Some things are necesssry to them; they must have
not only some food, clothing, and house room, but also some
circulating capital, such as raw material, and some fixed
capital, such as tools and perhaps a little machinery. And
though competition prevents anything more than the ordinary
trade profit being got by the use of this necessary capital; yet
the loss of it would be so injurious that those in the trade
would have been willing to pay 50 per cent. on it, if they
could not have got the use of it on easier terms. There
may be other machinery which the trade would have refused
to dispense with if the rate of interest had been 20 per cent.
per annum, but not if it had been higher. If the rate had
been 10 per cent., still more would have been used; if it had
been 6 per cent., still more; if 5 per cent., still more; and
finally the rate being 4: per cent. they use more still. When
they have this amount, the marginal utility of the machinery,
i.e. the utility of that machinery which it is only just worth
their while to employ, is measured by 4: per cent.

A rise in the rate of interest would diminish their use
of machinery; for they would avoid the use of all that did
not give a net annual surplus of more than 4: per cent. on its
value. And a fall in the rate of interest would lead them to
demand the aid of more capital, and to introduce machinery
which gave a net annual surplus of something less than 4 per
cent. on its value. Again, the lower the rate of interest, the
more substantial will be the style of building used for the
hat-making factories and the homes of the hat-makers; and
a fall in the rate of interest will lead to the employment of
more capital in the hat-making trade in the form of larger
stocks of raw material, and of the finished commodity in the
hands of retail deelers-,

The . The methods in which capital will be applied may vary
~~or much even within the same trade. Each undertaker having
capital. regard to.his own means, will push the investment of capital

in his business in each several direction until what appears in

net intenm. Defore the recent great destruction of capital by war; it seemed
reasonable to speak of 3 per cent.: but even 4 per cent. may _reely avail for some
years after its close.

I Compare V. IY.: aIIo Appendix I, 8; where lIOIDeremarks are made on levons'
doctrine of interea.
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his judgment to be the margin of profitableness is reached; VI, I, 9.

and that margin is, as we have said, a boundary line cutting
one after another every possible line of investment, and
moving irregularly outwards in all directions whenever there
is a fail in the rate of interest at which extra capital can
be obtained. Thus the demand for the loan of capital is the
aggregate of the demands of all individuals in all trades;
and it obeys a law similar to that which holds for the sale
of commodities: just as there is a certain amount of a
commodity which can find purchasers at any given price.
When the price rises the amount that can be sold diminishes,
and so it is with regard to the use of capital.

And as with borrowings for productive purposes, so with
those of spendthrifts or governments who mortgage their
future resources in order to obtain the means of immediate
expenditure. It is true that their actions are often but
little governed by cool calculation, and that they frequently
decide how much they want to borrow with but little
reference to the price they will have to pay for the loan;
but still the rate of interest exercises a perceptible influence
on borrowings even of this kind.

§ 9. To sum up the whole in a comprehensive, if difficult, Provisional
. 1 d bin conclusionstatement:- Every agent of production, an, mac ery, ~ to the

skilled labour, unskilled labour, etc., tends to be applied ord~:~~d
in production as far as it profitably can be. If employers, rv'th~ ,
and other business men, think that they can get a better prinCIple

1 b . li 1 f hev will d of sub-resu t y usmg a tt e more 0 anyone agent t ey WI 0 so. stitutlon,

They estimate the net product (that is the net increase of~:~o'
the money value of their total output after allowing for each agent.

incidental expenses) that will be got by a little more outlay
in this direction, or a little more outlay in that; and if they
can gain by shifting a little of their outlay from one direction
to another, they will do SOl.

Thus then the uses of each agent of production are
governed by the general conditions of demand in relation to
supply: that is, on the one hand, by the urgency of all the
uses to which the agent can be put, taken together with the
means at the command of those who need it; and, on the

1 This statement follows dosely the lines of V. IV. and VIII.
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VI, I, 9. other hand, by the available stocks of it. And equality is
maintained between its values for each use by the constant
tendency to shift it £romuses, in which its services are of less
value to others in which they are of greater value, in accord-
ance with the principle of substitution.

If less use is made of unskilled labour or any agent, the
reason will be that at some point at which people were on
the margin of doubt whether it was worth while to use that
agent, they have decided that it is not worth their while.
That is what is meant by saying that we must watch the
marginal uses, and the marginaZ efficiency of each agent.
We must do so, simply because it is only at the margin that
any of those shiftings can occur by which changed relations
of supply and demand manifest themselves.

Explicit If we neglected differences between the grades of labour,
apphca- .
nons of and regarded all labour as of one kind, or at least as all
~'df:t;'bu- expressed in terms of a certain kind of labour of standard
~i~~~:deefficiency, we might look for the margin of indifference
TbYhvon between the direct application of labour and that of material

unen.
capital; and we might say shortly, to quote von Thiinen's
words, that" the efficiency of capital must be the measure
of its earnings, since if the labour of capital were cheaper
than that of men, the undertaker would dismiss some of his
workmen, and in the opposite case he would increase their
number',"

I Der lsolirte Staat, II. I. p. 12.1. He argues (ib. p. 124) that therefore "the
rate of interest is the element by which the relation of the efficiency of capital to
that of human labour ia expressed"; and finally, in words",very similar to those, which
Jevons, working independently a generation later, adopted for the same purpose,
he says (p.162): "The utility of the last applied little bit of capital defines (best.immt)
the height of the rate of i!!terest." With ~haracteristic breadth of view, von Thfmen
enunciated a general law of diminishing return for successive doses of eapital in any
branch of production; and what he said on this subject has even now much interest,
though it does not show how to reeoncile the fact than an increa~ in the capital
employed in an industry may increase the output more than in proportion, with the
fact that a continued influx of capital into an industry must ultimately lower the rate
of profits earned in it. His tfOOtment of these and other gfOOt economic principles,
though primitive in many respects, yet etands on a diffel.'ent footiQg from lns
fanciful and unreal assumptions as to the eauses that determine the accwnq)atlOn
of capital, and as to the relations in which wages stand to the stock of capital.
from these he deduces the quaint resul$ that the natural rate of wages of labour
is t.he geometric mean bIltween the Iabourer'8 necessa,ries, and that .tIare of the
product which is due to his labour when aided by capital. By the natural rate he
means the higheat that ~ he ~I if the labolJl'8f were ill get more than
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But, of course, the increased competition of capital in VI, r,10.

general for employment is of a different character from the
competition of machinery for employment in any singJe
trade. The latter may push a particular kind of labour
out of employment altogether; the former cannot displace
labour in general, for it must cause an increased employment
of the makers of those things which are used as capital.
And in fact, the substitution of capital for labour is really
the substitution of labour, combined with much waiting, in
the place of other forms of labour combined with little
waiting'.

§ 10. When we speak of the national dividend, or Common
distributable net income of the whole nation, as divided into ;::~~~ in

the shares of land, labour and capital, we must be clear as ::!ing
to what things we are including, and what things we are u;~~t~~Ch

excluding. It will seldom make very much difference to our goes into
or thatargument whether we use all the terms broadly, or all the which

terms narrowly. But it is essential that our usage should be ~~~~~t
consistent throughout anyone argument; and that, what- d~::d:~
ever is included on one side of the account of the demand
for, and supply of, land, labour, and capital, should be
included also on the other.

The labour and capital of the country, acting on its
natural resources, produce annually a certain net aggregate
of commodities, material and immaterial, including services
of all kinds. The limiting word " net " is needed to provide
for the using up of raw and half-finished commodities, and
for the wearing out and depreciation of plant which is
involved in production: all such waste must of course be
deducted from the gross produce before the true or net
income can be found. And net income due on account of
foreign investments must be added in. (See above II. IV. 6.)
This is the true net annual income, or revenue, of the country;
or, the national dividend: we may, of course, estimate it for
a year or for any other period. The terms National Income
and National Dividend are convertible; only the latter is

this for a time, t.he supply of capital-would, von Thiinen argues, be 80 checked 88
to C&1I8e him in t.he long nm to 1088more t.han he gained.

1 As von Thiinen waa well aware. lb. p. 127. See also below, VL n, 9, 10.
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VI, I, 10. the more significant when we are looking at the national
income in the character of the sum of the new sources of
enjoyments that are available for distribution. But it is
best here to follow the common practice, and not count as
part of the national income or dividend anything that is not
commonly counted as part of the income of the individual.
Thus, unless anything is said to the contrary, the services
which a person renders to himself, and those which he
renders gratuitously to members of his family or friends;
the benefits which he derives from using his own personal
goods, or public property such as toll-free bridges, are not
reckoned as parts of the national dividend, but are left to
be accounted for separately.

~'tfo~o~r- Some part of production goes to increase the stock of
production raw material, machinery, etc., and does not merely replace
=;ti~~material that has been used up, or machinery that has been

worn out: and this part of the national income or dividend
does not pass direct into personal consumption. But it does
pass into consumption in the broad sense of the term which
is commonly used by, say, a manufacturer of printing
machines, when some of his stock is sold to printers. And in
this broad sense it is true that all production is for consump-
tion; that the national dividend is convertible with the
aggregate of net production, and also with the aggregate of
consumption. Under ordinary conditions of industry, pro-
duction and consumption move together: there is no con-
sumption except that for which the way has been prepared
by appropriate production: and all production is followed
by the consumption for which it was designed. There may
indeed be some miscalculation in particular branches of
production; and a collapse of commercial credit may fill
nearly all warehouses for a time with unsold goods. But such
conditions are exceptional and are not within our present
view. (See below V. xnr. 10; and Appendix J, 3.)



CHAPTER II.

PRELIMINARY SURVEY OF DISTRIBUTION.
CONTINUED.

§ 1. .AB was indicated at the beginning of last chapter, VI, II, 1.

we are now to supplement the study of the influence of Pu~ose

demand" on distribution, by a study of the reflex influence ~~!p:r.
of remuneration on the supply of different agents of pro-
duction. We have to combine the two in a preliminary
general view of the parts played by cost of production and
by utility or desirability in governing the distribution of the
national dividend between different kinds of labour and the
owners of capital and land.

Ricardo and the able business men who followed in his Ricardo

wake took the operation of demand too much for granted ;cl~;~rs
as a thing which did not need to be explained: they did not ~aldffi· tmsu CIE"n
emphasize it, nor study it with sufficient care; and this stress on

neglect has caused much confusion, and has obscured im- g::~
portant truths. In the reaction, too much insistence has ~~~~~he

been laid on the fact that the earnings of every agent of ~=~~n
production come from, and are for the time mainly governed :rst ?f pro-

by the value of the product which it takes part in producing; ucuon,

its earnings being so far governed on the same principle as
the rent of land; and some have even thought it possible to
constitute a complete theory of Distribution out of multifold
applications of the law of rent. But they will not reach to
that end. Ricardo and his followers seem to have been
rightly guided by their intuitions, when they silently de-
termined that the forces of supply were those, the study of
which is the more urgent and involves the greater difficulty.

When we inquire what it is that governs the [marginal]
efficiencyof a factor of production, whether it be any kind of
labour or material capital, we find that the immediate solu-
tion requires a knowledge of the available supply of that
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VI, rr, 2. factor; for if the supply is increased, the thing will be
applied to uses for which it is less needed, and in which it is
less efficient. And the ultimate solution requires a knowledge
also of the causes that determine that supply. The nominal
value of everything, whether it be a particular kind of labour
or capital or anything else, rests, like the keystone of an arch,
balanced in equilibrium between the contending pressures of
its two opposing sides; the forces of demand press on the
one side, and those of supply on the other.

The The production of everything, whether an agent of pro-
amounts
and prices duction or a commodity ready for immediate consumytion, is
~;:;;'l carried forward up to that limit or margin at which there is
~~~~c~fon equilibrium between the forces of demand and supply. The
mutually amount of the thing and its price, the amounts of the several
govern one f f ducti d . ki . d hanother. actors or agents 0 pro uction use in rna mg It, an t eir

prices-all these elements mutually govern one another,
and if an external cause should alter anyone of them the
effect of the disturbance extends to all the others.

In the same way, when several balls are lying in a bowl,
they mutually govern one another's positions; and again
when a heavy weight is suspended by several elastic strings
of different strengths and lengths (all of them being stretched)
attached to different points in the ceiling, the equilibrium
positions of all the strings and of the weight mutually govern
one another. If anyone of the strings is shortened, every-
thing else will change its position, and the length and the
tension of every other string will be altered also.

Influence § 2. We have seen that the effective supply of any
of hIS
remunera- agent of production at any time depends firstly on the stock
tionon f . . d hthe indi- 0 it m existence, and secon lyon t e willingness of those,
~1=essin whose charge it is, to apply it in production. This
to work. willingness is not decided simply by the immediate return

which is expected; though there may be a lower limit, which
in some cases may be described as a prime cost, below which
no work will be done at all. A manufacturer for instance
has no hesitation in declining to put his machinery in
motion for an order that will not cover the extra direct
money outlay caused by the work, together with the actual
wear-and-tear of the machinery; while there are somewhat

Parallel
instances
from
physics.
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similar considerations with regard to the wear-and-tear of the VI, II, 2.

worker's own strength and to the fatigue and other dis-
commodities of his work. And, though for the present we
are concerned with cost and remuneration under normal con-
ditions rather than with the direct cost to the individual of
any particular piece of work that he does; yet it may be
well to make a short statement on the subject here in order
to avoid misconceptions.

It has already been noticed! that when a man is fresh and Somework
d d . k f hi hoice.d II hi is pleasur-eager, an omg wor 0 sown c oice, It rea y costs mabie;

nothing. For as some socialists have urged with pardonable
exaggeration, few people know how much they enjoy mode-
rate work, till something occurs to prevent them from
working altogether. But rightly or wrongly, most persons
believe that the greater part of the work which they do,
when earning their living, yields them no surplus of pleasure;
but on the contrary costs them something. They are glad
when the hour for stopping arrives: perhaps they forget that
the earlier hours of their work have not cost them as much
as the last: they are rather apt to think of nine hours' work
as costing them nine times as much as the last hour; and
it seldom occurs to them to think of themselves as reaping
a producer's surplus or rent, through being paid for every
hour at a rate sufficient to compensate them for the last, and
most distressing hours,

1 See II. m. 2; IV. I. 2; IV. IX. 1.
I Recentdiscussions on the eight hoursday have often turned very little on

the fatigueof labour; for indeed there is much work in whichthere IS 80 little
exertion,eitherphysicalor mental, that what exertionthere is countsrather as a
relief fromennui than 88 fatigue. A man is on duty, bound to be ready when
wanted, but perhapsnot doingan hour's actual workin the day; and yet he will
objectto very long hours of duty because they deprive his life of variety, of
opportunitiesfor domesticand socialpleasures,and perhaps of comfortablemeals
andrest.

U a man is free to cease his workwhenhe likes, he does80 whenthe advan-
tages to be reapedby continuingseemno longerto over-balancethe disadvantages.
If he has to workwithothers, the lengthof his day's workis oftenfixedfor hun;
andin some trades the numberofdays' workwhichhedoesin the year IS practically
fixedfor him. But there are scarcely any trades, in whIchthe amount of exertion
wlnch he puts into his workis rigidlyfixed. If he be not ableor willing to workup
to theminimumstandald. that pretail&wherehe is, he can generallyfindemploy-
ment in anotherlocalitywherethe standard is lower;whilethe standard in each
placeis •• by the general balancingof the advantages and disadvantages of
vancus intenaitiesof workby the industrialpopulationssettled there. The C88e8
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VI, II, 2. The longer a man works, or even is on duty, the greater
but is his desire for a respite, unless indeed he has become
f:~~n:~tnumbed by his work; while every hour's additional work
~ways, d gives him more pay, and brings him nearer to the stage at
~~~ra- which his most urgent wants are satisfied; and the higher
tion stwlU- h hi . h dId d hJates to the pay, t e sooner t s stage IS reac e. t epen s t en:~~a:.on the individual, whether with growing pay new wants arise,

and new desires to provide comforts for others or for himself
in after years; or he is soon satiated with those enjoyments
that can be gained only by work, and then craves more rest,
and more opportunities for activities that are themselves
pleasurable. No universal rule can be laid down; but ex-
perience seems to show that the more ignorant and phleg-
matic of races and of individuals, especially if they live in
a southern clime, will stay at their work a shorter time, and
will exert themselves less while at it, if the rate of pay rises
so as to give them their accustomed enjoyments in return
for less work than before. But those whose mental horizon
is wider, and who have more firmness and elasticity of
character, will work the harder and the longer the higher the
rate of pay which is open to them; unless indeed they prefer
to divert their activities to higher aims than work for
material gain. But this point will need to be discussed more
fully under the head of the influence of progress on value.
Meanwhile we may conclude that increased remuneration
causes an immediate increase in the supply of efficient work,

therefore in which a man's individual volition has no part in determining the
amount of work he does in a year, are as exceptional as the cases in which a man
has to hve in a house of a size widely different from that which he prefers,
because there is none other available. It is true that a man who would rather
work eight hours a day than nine at the same rate of tenpence an hour, but III
compelled to work nine hours or none, suffers a loss from the ninth hour: but
such cases are rare; and, when they occur, one must take the day as the unit.
But the general law of costs is not disturbed by this fact, any more than the
general law of utIlity is disturbed by the fact that a concert or a cup of tea has to
be taken as a unit: and that a person who would rather pay five shillmgs for half
a concert than ten for a whole, or twopence for half a cup of tea than fourpence
for a whole cup, may incur a loss on the second half. There seems therefore to
be no good foundation for the suggestion made by v. Bohm-Bawerk (The Ultimate
8tand4Nl of Val1U, § IV. published in the ZeiUchrift fUr VoUc,wlrUchaft, vol. 11)

that value must be determined generally by demand, without direct reference to
cost, because the effective supply of labour is a fixed quantity: for even if the
number of hours of work in the year were rigidly fixed, which it is not, t.he intensity
of work would remain elastic.
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as a rule; and that the exceptions to this rule, just noticed, VI, n, 3.

are seldom on a large scale, though they are not devoid of
significsnce-.

§ 3. When however we turn from the immediate influence Tbe de-

d b .. h k d b - di -d I pendenceexerte y a nse III wages on t e wor one y an lD VI ua m tbe long

to its ultimate effect after a generation or two, the result is 7.p~;~~e

less uncertain. It is indeed true that, though a temporary Iebcient
• Ja~~

improvement will give a good many young people the oppor- tbe r.ate of

tunity to marry and set up house, for which they have been :~:be

waiting; yet a permanent increase of prosperity is quite as ~a;b~b

likely to lower as to raise the birth-rate. But on the other tbeytre

hand, an increase of wages is almost certain to diminish the spen .

death-rate, unless it has been obtained at the price of the
neglect by mothers of their duties to their children. And
the case is much stronger when we look at the influence of
high wages on the physical and mental vigour of the coming
generation.

For there is a certain consumption which is strictly
necessary for each grade of work in this sense, that if any of
it is curtailed the work cannot be done efficiently: the adults
might indeed take good care of themselves at the expense of
their children, but that would only defer the decay of effici-
ency for one generation. Further there are conventional
necessaries, which are so strictly demanded by custom and
habit, that in fact people generally would give up much
of their necessaries, strictly so called, rather than go with-
out the greater part of these. Thirdly there are habitual
comforts, which some, though not all, would not entirely re-
linquish even when hardly pressed. Many of these conventional

1 See ch. xu. Bad barvests, war prices, and convulsions of credit bave at
various times compelled some workers, men, women and children, to over-work
themselves_ And cases of ever-increasing exertion in return for a constantly
sinking wage, thougb not as numerous now as is often alleged, have not been very
rare in past times. They may be compared with the exertions of a failing firm
to secure Borne return for their outlay by taking contracts at lIttle more tban
enough to recompense them for tbeir prime, or special and direct cost. And on
the other hand almost every age, our own perhaps less than most others, has
stories of people who in a sudden burst of prosperity, bave contented themselves
WIth tile wages to be earned by very httle work, and have thus contributed to
bnng tile prosperity to a close. But such matters must be deferred till after a
study of commercial fluctuations. In ordinary times the artisan, the professional
man or the capitalist, undertakec decides, as an individual or as a member oi a
trade association, wbat is the lowest price against wluch he WIll not strike,

~ ~
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Most ex-
penditure
of the
working
classes
conduces
to effi-
ciencyin
backward
countries.

VI, II, S. necessaries and customary comforts are the embodiment
of material and moral progress, and their extent varies
£rom age to age and from place to place. The greater
they are, the less economical is man as an agent of pro-
duction. But if they are wisely chosen they attain in the
highest degree the end of all production: for they then
raise the tone of human life.

~~~IY Any increase in consumption that is strictly necessary to
oflabour efficiency pays its own way and adds to, as much as it draws
corre-
sponds from, the national dividend. But an increase of consumption,
Coui:~y that is not thus necessary, can be afforded only through
demand an increase in man's command over nature: and that canfor it,
when the come about through advance in knowledge and the arts of
workers'
income production, through improved organization and access to
!!!kl;ton larger and richer sources of raw material, and lastly through
~:;:m~riesthe growth of capital and the material means of attaining
ciency. desired ends in any form.

Thus the question how closely the supply of labour
responds to the demand for it, is in a great measure resolved
into the question how great a part of the present consumption
of the people at large consists of necessaries, strictly so called,
for the life and efficiency of young and old; how much con-
sists of conventional necessaries which theoretically could be
dispensed with, but practically would be preferred by the
majority of the people to some of those things that were
really necessary for efficiency; and how much is really
superfluous regarded as a means towards production, though
of course part of it may be of supreme importance regarded
as an end in itself.

The earlier French and English economists, as we noted
at the beginning of the preceding chapter, classed nearly all
the consumption of the working classes under the first head.
They did so, partly for simplicity, and partly because those
classes were then poor in England and very poor in France;
and they inferred that the supply of labour would correspond
to changes in the effective demand for it in the same way,
though of course not quite as fast as that of machinery would.
And an answer not very different from theirs must be given
to the question with regard to the less advanced countries
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even now. For throughout the greater part of the world VI, rr, 3.

the working classes can afford but few luxuries and not even
many conventional necessaries; and any increase in their
earnings would result in so great an increase of their numbers
as to bring down their earnings quickly to nearly the old
level at their mere expenses of rearing. Over a great part of
the world wages are governed, nearly after the so-called iron
or brazen law, which ties them close to the cost of rearing
and sustaining a rather inefficient class of labourers.

As regards the modern western world the answer is The same

materially different; so great has been the recent advance in ~ t;:!e
knowledge and freedom, in vigour and wealth, and in the :~~n~
easy access to rich distant fields for the supply of food and theterichwes m
raw material. But it is still true even in England to-day world.

that much the greater part of the consumption of the main
body of the population conduces to sustain life and vigour;
not perhaps in the most economical manner, but yet without
any great waste. Doubtless some indulgences are positively
harmful; but these are diminishing relatively to the rest, the
chief exception perhaps being that of gambling. Most of
that expenditure which is not strictly economical as a means
towards efficiency, yet helps to form habits of ready
resourceful enterprise, and gives that variety to life without
which men become dull and stagnant, and achieve little
though they may plod much; and it is well recognized that
even in western countries skilled labour is generally the
cheapest where wages are the highest. It may be admitted
that the industrial development of Japan is tending to show
that some of the more expensive conventional necessaries
might conceivably be given up without a corresponding
diminution of efficiency: but, though this experience may be
fruitful of far-reaching results in the future, yet it has little
bearing on the past and the present. It remains true that,
taking man as he is, and has been hitherto, in the western
world the earnings that are got by efficient labour are not
much above the lowest that are needed to cover the expenses
of rearing and training efficient workers, and of sustaining
and bringing into activity their full energies'.

I On all locomotives there is some bl'88S or copper work designed partly for

34-2



532 PRELIMINARY SURVEY OF DISTRIBUTION

The
mBuences
of demand
and supply
on wages
are co-
ordinate.

VI, II, S. We conclude then that an increase of wages, unless earned
General under unwholesome conditions, almost always increases the
conclusion. strength, physical, mental and even moral of the coming

generation; and that, other things being equal, an increase
in the earnings that are to be got by labour increases its rate
of growth; or, in other words, a rise in its demand-price
increases the supply of it. If the state of knowledge, and
of social and domestic habits be given; then the vigour of
the people as a whole if not their numbers, and both the
numbers and vigour of any trade in particular, may be said
to have a supply-price in this sense, that there is ,a certain
level of the demand-price which will keep them stationary;
that a higher price would cause them to increase, and that
a lower price would cause them to decrease.

Thus again we see that demand and supply exert co-
ordinate influences on wages; neither has a claim to pre-
dominance; any more than has either blade of a pair of
scissors, or either pier of an arch. Wages tend to equal the
net product of labour; its marginal productivity rules the

f demand-price for it; and, on the other side, wages tend
to retain a close though indirect and intricate relation with
the cost of rearing, training and sustaining the energy of
efficientlabour. The various elements of the problem mutually
determine (in the sense of governing) one another; and
incidentally this secures that supply-price and demand-
price tend to equality: wages are not governed by demand-

~ price nor by supply-price, but by the whole set of causes
which govern demand and supply-.

ornament, and which could he omitted or displaced without any loss to the
eff'lciency of the steam-engine. Its amount does in fact vary with the taste of the
officials who select the patterns for the engines of different railways. But It
might happen that custom required such expenditure; that the custom would
not yield to argument, and that the railway companies could not venture to
offend against it. In that case, when deaImg with periods during which the
custom ruled, we should have to include the cost of that ornamental metal work
in the cost of producing a certain amount of locomotive horse-power, on the
same level with the cost of the piston itself. And there are many practical
problems, especially such as relate to periods of but moderate length, in which
conventional and real necessaries may be placed on nearly the same footing.

1 'l'he reiteration in this section has seemed to be unavoidable in consequence
of the misunderstandings of the main argument of the present Book by vanous
critics; among whom must be mcluded even the acute Prof. v. BOhm-Bawerk.
For in the article recently quoted <aee especially Section 5), he seems to hold that
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A word should be said as to the common phrase "the VI, II, 4.

general rate of wages," or "the wages of labour in general." Thephrase

Such phrases are convenient in a broad view of distribution, ~;~n~ru
and especially when we are considering the general relations wages"

I b B· fact there i presentsof capital and a our. ut III act there IS no such thing in difficulties.

modern civilization as a general rate of wages. Each of
a hundred or more groups of workers has its own wage
problem, its own set of special causes, natural and artificial,
controlling the supply-price, and limiting the number of its
members; each has its own demand-price governed by the
need that other agents of production have of its services.

§ 4. Somewhat similar difficulties arise with regard to There are

the phrase "the general rate of interest." But here the chief ~~~:s
trouble comes from the fact that the income derived from ~h~lties

capital already invested in particular things, such as factories p.~~
or ships, is properly a quasi-rent and can be regarded as general

interest only on the assumption that the capital value of the i:::~t."
investment has remained unaltered. Leaving this difficulty
on one side for the present"; and recollecting that the phrase
"the general rate of interest" applies in strictness only to the
anticipated net earnings from new investments of free capital,
we may resume briefly the results of our earlier studies of the
growth of capital.

We have seen2 that the accumulation of wealth is governed Swnmary
b . f b b h bi f If of earliery a great variety 0 causes: y custom, y a Its 0 se - con-

control and of realizing the future, and above all by the elusions.

power of family affection: security is a necessary condition
for it, and the progress of knowledge and intelligence furthers
it in many ways. But though saving in general is affected
by many causes other than the rate of interest: and though
the saving of many people is but little affected by the rate of
interest; while a few, who have determined to secure an
income of a certain fixed amount for themselves or their

a selI·contradiction is necessarily involved in the belief that wages correspond
both to the net product of labour and also to the cost of rearing and training
labour and sustaining its efficiency (or, more shortly, though less appropriately,
the cost of production of labour). On the other hand the mutual interactions of
the chief economic forces are set forth in an able article by Prof. Carver in the
Qu.arlnly Journal of EC01Wmiu for July 1894; see also his Distribution of
WeQlth, ch, IV.

1 See below, VI. VI. 6. • See IV. VII., summarized in § 10.
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VI, n, 5. family, will save less with a high rate than with a low rate
of interest: yet a strong balance of evidence seems to rest
with the opinion that a rise in the rate of interest, or demand-
price for saving, tends to increase the volume of saving.

f'be rate.of Thus then interest, being the price paid for the use
Interest IS f . l i k d d 'lib . I Idetennined 0 capita in any mar et, ten s towar s an eqw num eve
~bi~ such that the aggregate demand for capital in that market,::~s::tfat that rate of interest, is equal to the aggregate stock forth-
dUpplyrd coming there at that rate. If the market, which we are con-8;::el~-sidering, is a small one-say a single town, or a single trade

in a progressive country-s-an increased demand for capital
in it will be promptly met by an increased supply drawn
from surrounding districts or trades. But if we are con-
sidering the whole world, or even the whole of a large
country as one market for capital, we cannot regard the
aggregate supply of it as altered quickly and to a consider-
able extent by a change in the rate of interest. For the
general fund of capital is the product of labour and waiting;"
and the extra work, and the extra waiting, to which a rise in
the rate of interest would act as an incentive, would not
quickly amount to much as compared with the work and
waiting, of which the total existing stock of capital is the
result. An extensive increase in the demand for capital
in general will therefore be met for a time not so much by
an increase of supply, as by a rise in the rate of interest;
which will cause capital to withdraw itself partially from
those uses in which its marginal utility is lowest. It is only
slowly and gradually that the rise in the rate of interest will
increase the total stock of capital.

Landis on § 5. Land is on a different footing from man himself and
a diffemnt
footing those agents of production which are made by man; among
~r;:~~~er which are included improvements made by him on the land
production. itself-. For while the supplies of all other agents of produc-

{ tion respond in various degrees and various ways to the
demand for their services, land makes no such response.
Thus an exceptional rise in the earnings of any class of
labour, tends to increase its numbers, or efficiency, or both;

1 The argument of this section is put broadly. For a technical and more
thorough treatment the reader is referred to v. x.
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and the increase in the supply of efficient work of that class VI, II, 5.

tends to cheapen the services which it renders to the com-
munity. If the increase is in their numbers then the rate of
earnings of each will tend downwards towards the old level.
But if the increase is in their efficiency; then, though they
will probably earn more per head than before, the gain to
them will come from an increased national dividend, and will
not be at the expense of other agents of production. And
the same is true as regards capital: but it is not true as
regards land. While therefore the value of land, in common
with the values of other agents of production, is subject to
those influences which were discussed towards the end of the
preceding chapter; it is not subject to those which have been
brought into the reckoning in the present discussion.

It is true that land is but a particular form of capital
from the point of view of the individual manufacturer or
cultivator. And land shares the influences of the laws of
demand and of substitution which were discussed in the last
chapter, because the existing stock of it, like the existing
stock of capital or of labour of any kind, tends to be shifted
from one use to another till nothing could be gained for
production by any further shifting. And, so far as the
discussions of the last chapter are concerned, the income that
is derived from a factory, a warehouse, or a plough (allowance
being made for wear-and-tear, etc.) is governed in the same
way as is the income from land. In each case the income
tends to equal the value of the marginal net product of the
agent: in each case this is governed for the time by the total
stock of the agent and the need that other agents have of
its aid.

That is one side of the question. The other is that land
(in an old country) does not share the reflex influences,
discussed in this chapter, which a high rate of earnings
exerts on the supply of other agents of production, and
consequently on their contributions to the national dividend,
and consequently on the real cost at which their services are
purchased by other agents of production. The building an
additional floor on one factory or putting an extra plough on
one farm, does not generally take a floor from another factory
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VI, II, 6. or a plough from another farm; the nation adds a factory
floor or a plough to its business as the individual does to his.
There is thus a larger national dividend which is to be
shared out; and in the long run the increased earnings of
the manufacturer or farmer are not as a rule at the cost of
other producers. In contrast to this the stock of land (in an
old country) at any time is the stock for all time; and when
a manufacturer or cultivator decides to take in a little more
land to his business, he decides in effect to take it away from
someone else's business. He adds a little more land to his
business; but the nation adds no land to its business, the
change does not in itself increase the national income.

The. f § 6. To conclude this stage of our argument:-The net
earnmgso • • • •
the several aggregate of all the commodities produced IS Itself the true
~~~ti~nsource from which flow the demand prices for all these
::u,~ commodities, and therefore for the agents of production
mar¢nal used in making them. Or, to put the same thing in another
services
exhaust' way, this national dividend is at once the aggregate net
;:'::ional product of, and the sole source of payment for, all the
dividend. agents of production within the country: it is divided up

into earnings of labour; interest of capital; and lastly the
producer's surplus, or rent, of land and of other differential
advantages for production. It constitutes the whole of them,
and the whole of it is distributed among them; and the
larger it is, the larger, other things being equal, will be the
share of each of them.

It is distributed among them, speaking generally, in
proportion to the need which people have for their several
services-i.e. not the total need, but the marginal need. By
this is meant the need at that point, at which people are
indifferent whether they purchase a little more of the services
(or the fruits of the services) of one agent, or devote their
further resources to purchasing the services (or the fruits
of the services) of other agents. Other things being equal,
each agent is likely to increase the faster, the larger the
share which it gets, unless indeed it is not capable of being
increased at all. But every such increase will do something
towards filling up the more urgent needs for that agent; and
will thus lessen the marginal need for it, and lower the price
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at which it can find a market. That is to say, an increase VI, II, 7.

in the proportionate share, or rate of remuneration, of any
agent is likely to bring into play forces, that will reduce that
share, and leave a larger proportionate share of the dividend
to be shared among others. This reflex action may be slow.
But, if there is no violent change in the arts of production
or in the general economic condition of society, the supply
of each agent will be closely governed by its cost of
production: account being taken of those conventional
necessaries, which constantly expand as the growing richness
of the national income yields to one class after another an
increasing surplus above the mere necessaries for efficiency.

§ 7. In studying the influence which increased efficiency !<n
d . d . . t d h di increasean increase earmngs lD one ra e exert on t e con rtion III the

of others we ma.y start from the general fact that, other :jP~e~t
things being equal, the larger the supply of any agent of ;;;~~~~~h~;
production, the further will it have to push its wav into agents,

f hi h' . . II fi d h"l but notuses or w lC It IS not speeia y tte; t e ower necessarily

will be the demand price with which it will have to be all.

contented in those uses in which its employment is on the
verge or margin of not being found profitable; and, in so
far as competition equalizes the price which it gets in all
uses, this price will be its price for all uses. The extra
production resulting from the increase in that agent of
production will go to swell the national dividend, and other
agents of production will benefit thereby: but that agent
itself will have to submit to a lower rate of pay.

For instance, if without any other change, capital in-
creases fast, the rate of interest must fall; if without any
other change, the number of those ready to do any particular
kind of labour increases, their wages must fall. In either
case there will result an increased production, and an in-
creased national dividend: in either case the loss of one agent
of production must result in a gain to others; but not neces-
sarily to all others. Thus the opening up of rich quarries of
slate or the increase in numbers or efficiency of quarrymen,
would tend to improve the houses of all classes; and it would
tend to increase the demand for bricklayers' and carpenters'
labour, and raise their wages. But it would injure the
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makers of roofing tiles as producers of building materials,
more than it benefited them as consumers. The increase in
the supply of this one agent increases the demand for many
others by a little, and for some others by much; but for
some it lessens the demand.

We know that the wages of any worker, sayan operative
in a boot and shoe factory, tend to equal the net product
of his labour. They are not governed by that net product;
for net products, like all other incidents of marginal uses,
are governed together with value by the general relations
of demand and supply", But when, (1) the aggregate
application of capital and labour to the boot and shoe
industry up to that limit, at which the additional products
resulting from any further application could barely be made
at profitable rates; (2) the distribution of resources between
plant, labour, and other agents of production has been
appropriately made; (3) we have in view a factory, working
with normally good fortune, conducted with normal ability,
and where the conditions are such that there is a doubt
whether to take on an additional operative of normal ability
and energy, who offers himself at the normal wage:-when
all these things are done, then we may fairly conclude that
the loss of that man's work would be likely to cause a diminu-
tion in the net output of that factory, the value of which
was about equal to his wages. The inversion of this state-
ment runs that his wages are about equal to that net product:
(of course the net product of an individual cannot be
separated mechanically from that of others who are working
together with him)".

The work done by the various classes of operatives in
a boot and shoe factory is not all of the same difficulty:
but we may ignore differences in industrial rank between
the classes, and suppose them to be all of the same rank.
(This supposition greatly simplifies the wording of the
argument, without affecting its general character.)

1 See V. vm. 5; and VI. I. 7.
I See above pp. 517, 8. The net product of a factory is now commonly taken,

as it is in the official Census of Production, to be the work which it puts into Its
material: thus the value of its net product is the excess of the gross value of Its
output over the value of the material used by it.
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Now under the rapidly changing conditions of modern VI, II, 7.

work, one industry or another is apt to be from time to time
rather over supplied or rather under supplied with labour:
and these inevitable inequalities are apt to be increased by
restrictive combinations and other influences. But yet the
fluidity of labour is sufficient to make it true that the wages
of labour of the same industrial grade or rank tend to equality
in different occupations throughout the same western
country. Accordingly no considerable inaccuracy is involved
in the statement that in general, every worker of the same
industrial rank with a normal boot-operative will be able to
buy a pair of boots of any kind (after providing the cost of
their material), with the wages earned by him, in about the
same time as is required by such an operative to contribute
a pair of boots of that kind to the net product of his factory.
Putting this statement into a more general form we may say
that every worker will in general be able with the earnings
of a hundred days' labour to buy the net products of a
hundred days' labour of other workers in the same grade
with himself: he may select them in whatever way he
chooses, so as to make up that aggregate sum.

If the normal earnings of workers in another grade are
half as high again as his own, the boot-operative must spend
three days' wages in order to get the net product of two
days' labour of a worker in that grade; and so in proportion.

Thus, other things being equal, every increase in the net Increased
ffi . fib' d . I di hi '11' efficiencye Clency0 a our many tra e, me u ng IS own, WI raise many

. th . h I I f h f hi trade tendsIn e same proportion t e rea va ue 0 t at part 0 IS to raise

wages which the boot-operative spends on the products of :adt~:;'~s
that trade; and other things being equal, the equilibrium
level of the real wages of the boot-operative depends directly
on, and varies directly with, the average efficiency of the
trades, including his own, which produce those things on
which he spends his wages. Conversely, the rejection by
the workers in any industry of an improvement, by which its
efficiency could be increased ten per cent., inflicts on the
boot-operative an injury measured by ten per cent. of that
part of his wages which he spends on the products of that
industry. But an increased efficiency on the part of workers,
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VI, II, 8. whose products compete with his own, may injure him
temporarily at least, especially if he is not himself a consumer
of those products.

Thle. Again, the boot-operative will gain by anything, that
re ations ••.
between changes the relative positions of different grades in such a
!:!~tnway as to raise his grade relatively to others. He will gain
b.!r~~fby an increase of medical men whose aid he occasionally
::Y

the
needs. And he will gain more if those grades which are

wages of occupied chiefly with the tasks of managing business, whether
manual Iacturi din herr recei infllabour. manu ac urmg, tra g, or any ot er, receive a great I ux

from other grades: for then the earnings of management will
be lowered permanently relatively to the earnings of manual
work, there will be a rise in the net product of every kind of
manual labour; and, other things being equal, the boot-
operative will get more of every commodity on which he
spends those wages that represent his own net product.

§ 8. The process of substitution, of which we have been
discussing the tendencies, is one form of competition; and
it may be well to insist again that we do not assume that
competition is perfect. Perfect competition requires a perfect
knowledge of the state of the market; and though no great
departure from the actual facts of life is involved in assuming
this knowledge on the part of dealers when we are considering
the course of business in Lombard Street, the Stock Exchange,
or in a wholesale Produce Market; it would be an altogether
unreasonable assumption to make when we are examining
the causes that govern the supply of labour in any of the
lower grades of industry. For if a man had sufficient
ability to know everything about the market for his labour,
he would have too much to remain long in a low grade.
The older economists, in constant contact as they were
with the actual facts of business life, must have known
this well enough; but partly for brevity and simplicity,
partly because the term "free competition" had become
almost a catchword, partly because they had not sufficiently
classified and conditioned their doctrines, they often seemed
to imply that they did assume this perfect knowledge.

but only It is therefore specially important to insist that we do
~oo~ bprise and not assume the members of any industrial group to e

We do not
assume
perfect
knowledge
and free-
dom of
competi·
tion,



RELATIONS OF CAPITAL AND LABOUR IN GENERAL 541
endowed with more ability and forethought, or to be governed VI, II, 9.

by motives other than those which are in fact normal to, and businesa

would be attributed by every well-informed person to, the hahbitshw lC are
members of that group; account being taken of the general in fact

. normal
conditions of time and place. There may be a good deal to each

d d i I . . did d h . severalof waywar an nnpu sive action, sor an no le motives rank of

may mingle their threads together; but there is a constant industry,

tendency for each man to select such occupations for himself
and his children as seem to him on the whole the most
advantageous of those which are within the range of his
resources, and of the efforts which he is able and willing
to make in order to reach them 1.

§ 9. The last group of questions, which still remain to We~ass

be discussed, is concerned with the relation of capital in ~l!ti~ns

general to wages in general. It is obvious that though ~~dafal~~~r
capital in general is constantly competing with labour for ingen~ral.
h ld f I . .ul d . There ISt e fie 0 emp oyment m partie ar tra es ; yet smce a reahf

capital itself is the embodiment of labour as well as of ~~~;~tt~
waiting, the competition is really between some kinds of :~:l~l~
labour aided by a good deal of waiting, and other kinds of of employ-

labour aided by less waiting. When for instance it is said :~~een

that "capitalistic machinery has displaced much labour that l:&~~and
was employed in making boots," what is meant is, that
formerly there were many who made boots by hand, and
a very few who made awls and other simple implements,
aided by a little waiting; while now there are rather fewer
persons occupied in boot making; and they make a much
larger number of boots than before by aid of powerful
machines, made by engineers aided by a good deal of
waiting. There is a rea] and effective competition between
labour in general and waiting in general. But it covers a
small part of the whole field, and is of small importance
relatively to the benefits which labour derives from obtaining
cheaply the aid of capital, and therefore of efficient methods
in the production of things that it needs".

1 DIfferences between the adjustments of demand and supply in the case
of commodities and itt the case of labour are discussed ill the followitIg
chapters.

• We are leaving' on one side here the competition for employment between
labour itt the narrower sense of the term, and the work of the undertaker himself
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VI, II, 10. For speaking generally, an increase in the power and
the willingness to save will cause the services of waiting to be
pushed constantly further; and will prevent it from obtaining
employment at as high a rate of interest as before. That is,
the rate of interest will constantly fall, unless indeed inven-
tion opens new advantageous uses of roundabout methods of
production. But this growth of capital will increase the
national dividend; open out new and rich fields for the
employment of labour in other directions; and will thus
more than compensate for the partial displacement of the
services of labour by those of waiting".

An The increase of the national dividend owing to the
increase
of capital growth of capital and invention is certain to affect all classes
lowers the
marginal of commodities; and to enable the shoemaker, for instance,
~~~ for to purchase with his earnings more food and clothes, more
andlraises and better supplies of water, artificial light and heat, travel,
rea wages. ..

and so on. It may be admitted that a few Improvements
affect only commodities consumed by the rich, in the first
instance at least; that no part of the corresponding increase
of the national dividend goes directly to the labouring classes;
and that they do not at once gain anything to compensate
for the probable disturbance of some of their members in
particular trades. But such cases are rare, and generally
on a small scale: and even in them there is nearly always
some indirect compensation. For improvements, designed
for the luxuries of the rich, soon spread themselves to the
comforts of other classes. And, though it is not a neces-
sary consequence, yet in fact a cheapening of luxuries does
generally lead in various ways to increased desires on the
part of the rich for things made by hand and for personal
services, and increases also the means at their disposal
for gratifying those desires. This points to another aspect
of the relation between capital in general and wages in
general.

Further § 10. It is to be understood that the share of the national
explana-
tions. dividend, which any particular industrial class receives

and his assistant managers and foremen. A great part of cbs. VD. and VIII. IS

given to this difficult and important problem.
1 Capital is here reckoned broadly: it is not confined to trade capitaL Tlns

point is of secondary interest and is relegated to Appendix J, 4.
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during the year, consists either of things that were made VI, II, 10.

during the year, or of the equivalents of those things. For
many of the things made, or partly made, during the year
are likely to remain in the possession of capitalists and
undertakers of industry and to be added to the stock of
capital; while in return they, directly or indirectly, hand
over to the working classes some things that had been made
in previous years.

The ordinary bargain between labour and capital is that :rhesense

h . ts d diti . f m whicht e wage-recerver ge cornman over commo ties in a orm It is true

ready for immediate consumption, and in exchange carries !~~~!~~
his employer's goods a stage further towards being ready for ~~l~~dU:;n
immediate consumption. But while this is true of most ad~ances

employees, it is not true of those who finish the processes of :;t:aEY

production, For instance, those who put together and finish
watches, give to their employers far more commodities in
a form ready for immediate consumption, than they obtain as
wages, And if we take one season of the year with another,
so as to allow for seed and harvest time, we find that work-
men as a whole hand over to their employers more finished
commodities than they receive as wages. There is, however,
a rather forced sense in which we may perhaps be justified
in saying that the earnings of labour depend upon advances
made to labour by capital. For-not to take account of
machinery and factories, of ships and railroads-the houses
loaned to workmen, and even the raw materials in various
stages which will be worked up into commodities consumed
by them, represent a far greater provision of capital for their
use than the equivalent of the advances which they make
to the capitalist, even when they work for a month for him
before getting any wages,

In all this then there is nothing to make the relations Theolder
b t ' I' I d I bour i I d'ff id ) theoriese ween capita in genera an a our m genera I er WI e y of wages

from those between any other two agents of production, in :~~ting
the general scheme of distribution already explained, The their 'd~ay

towar s
modern doctrine of the relations between labour and capital modern
is th t hi h II he. earli doctri th doctrme.IS e ou come to w cat e ear rer octrines on e
subject were working their way; and differs only in its
greater exactness, completeness and homogeneity, from that
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VI, II, 10. given by Mill in the third chapter of his fourth book; the
only place in which he collects together all the various
elements of the problem.

The broad To conclude another stage of the argument :-Capital in
theory of
distri- general and labour in general co-operate in the production
bution
already of the national dividend, and draw from it their earningsro~~~the in the measure of their respective (marginal) efficiencies.
~~ti~~Their mutual dependence is of the closest; capital without
ofcapit.a1 labour is dead; the labourer without the aid of his own
and labour I" I ld I b li Whor someone e se s capita wou not ong eave. ere

labour is energetic, capital reaps a high reward and grows
apace; and, thanks to capital and knowledge, the ordinary
labourer in the western world is in many respects better
fed, clothed and even housed than were princes in earlier
times. The co-operation of capital and labour is as essential
as that of the spinner of yarn and the weaver of cloth: there
is a little priority on the part of the spinner; but that gives
him no pre-eminence. The prosperity of each is bound up
with the strength and activity of the other; though each
may gain temporarily, if not permanently, a somewhat
larger share of the national dividend at the expense of
the other.

In the modern world, private employers and officials of
joint-stock companies, many of whom have but little capital
of their own, act as the centre of the great industrial wheel.
The interests of owners of capital and of workers radiate
towards them and from them: and they hold the whole

though the together in a firm grip. They will therefore take a pre-
rOle of the domi laee i h di . f fl . f Iundertaker ommant pace in t ose SCUSSions0 uctuations 0 emp oy-
~~ ment and of wages, which are deferred to the second volume:~rt- of this treatise; and a prominent, though not predominant,

place in those discussions of the secondary features in the
mode of action of demand and supply peculiar to labour,
capital and land respectively, which will occupy the next
eight chapters.

Appendices In Appendix J some account will be given of the "Wages-
J and K. fund" doctrine. Reason will be shown for thinking that it

bid excessive stress on the side of demand for labour, to the
neglect of the causes which govern its supply; and that it
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suggested a correlation between the stock of capital and the VI, II 10.

flow of wages, instead of the true correlation between the
flow of the products of labour aided by capital and the flow
of wages. But reason will also be given for the opinion
that the classical economists themselves-though perhaps
not nearly all their followers-if cross examined, would have
explained away the misleading suggestions of the doctrine;
and thus have brought it into close accord, so far as it went,
with modern doctrines. In Appendix K some study will
be made of the various kinds of producers' and consumers'
surpluses; raising questions of some abstract interest, but
of little practical importance.

A~ has already been intimated, the effici.encies(~otal an~ ~;:'blem

marginal) of the several factors of production, their contri- is too
buti di d i di th t d complexutions rect an ill irect to e aggregate ne pro uct, or to be

national dividend; and the shares of that dividend which ~o~=din

accrue to them severally are correlated by a number of ~~rout

mutual interactions so complicated, that it is impossible to technical

comprehend the whole in a single statement. But yet by language.

aid of the terse, compact, precise language of Mathematics
it is possible to lead up to a fairly unified general view;
though of course it can take no account of differences of
quality, except in so far as they can be interpreted more or
less crudely into differences of quantity",

1 Such a survey is focussed in Notes XIV.-XXI. of the Mathematical
Appendix: the last of them is easy of comprehension, and shows the complexuy
of the problems. Most of the rest are developments of details arising out of
Note XIV., the substance of part of which is translated into English in V. IV.



CHAPTER III.

EARNINGS OF LABOUR.

§ 1. WHEN discussing the general theory of equilibrium
of demand and supply in the last Book, and the main outlines
of the central problem of distribution and exchange in the
first two chapters of this Book, we left on one side, as far as
might be, all considerations turning on the special qualities
and incidents of the agents of production. We did not
inquire in detail how far the general theories of the relations
between the value of an appliance for production and that of
the product, which it helps to make, are applicable to the
incomes earned by natural abilities, or by skill and knowledge
acquired long ago, whether in the ranks of the employers, the
employed, or the professional classes. We avoided difficulties
connected with the analysis of Profits, paying no attention
to the many different scopes which the usage of the market-
place assigns to this term, and even the more elementary
term Interest; and we took no account of the influence of
varieties of tenure on the form of demand for land. These
and some other deficiencies will be made good by more
detailed analysis in the following three groups of chapters
on demand and supply in relation to labour, to capital and
business power. and to land, respectively.

Problems relating to methods of estimating and reckoning
earnings, to which the present chapter is devoted, belong
mainly to the province of arithmetic or book-keeping: but
much error has arisen from treating them carelessly.

Competi- § 2. When watching the action of demand and supply
tion tends
to make with regard to a material commodity, we are constantly met:~in by the difficulty that two things which are being sold under
SimI ilarem- the same name in the same market, are really not of the
p oyments
notequaI, same quality and not of the same value to the purchasers.t~~~:~~r-Or, if the things are really alike, they may be sold even
the in the face of the keenest competition at prices which are

VI, III, I, 2.

The scope
of the
present
and the
following
seven
Chapters.
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nominally different, because the conditions of sale are not VI, ill, 2.

the same: for instance, a part of the expense or risk of efficiency

delivery which is borne in the one case by the seller may of thkewor ers,
in the other be transferred to the buyer. But difficulties
of this kind are much greater in the case of labour than of
material commodities: the true price that is paid for labour
often differs widely, and in ways that are not easily traced,
from that which is nominally paid.

There is a preliminary difficulty as to the term "effi-
ciency." When it is said that about equal earnings (or
rather equal "net advantages," see above II. IV. 2) are
obtained in the long run in different occupations by persons
of about equal efficiency, the term "efficiency" must be
interpreted broadly. It must refer to general industrial
efficiency, as defined above (IV. v. 1). But when reference
is made to differences of earning power of different people
in the same occupation, then efficiency is to be estimated
with special reference to those particular elements of
efficiency which are needed for that occupation.

It is commonly said that the tendency of competition is
to equalize the earnings of people engaged in the same trade
or in trades of equal difficulty; but this statement requires
to be interpreted carefully. For competition tends to make
the earnings got by two individuals of unequal efficiency in
any given time, say, a day or a year, not equal, but unequal;
and, in like manner, it tends not to equalize, but to render
unequal the average weekly wages in two districts in which
the average standards of efficiency are unequal. Given that
the average strength and energy of the working-classes are
higher in the North of England than in the South, it then
follows that the more completely" competition makes things
find their own level," the more certain is it that average
weekly wages will be higher in the North than in the South",

1 About fifty years ago correspondence between farmers in the North and the
South of England led to an agreement that putting roots into a cart was an
exce1Ient measure of physical efficiency: and careful comparison showed that
wages bore about the same proportion to the weights which the labourers commonly
loaded in a day's work in the two districts. The standards of wages and of
e!ficiency in the South are perhaps now more nearly on a level with those in the
North than they were then But the standard trade union wages are generally
Iugher in the North than in the South: and many men, who go North to reach the
hIgher rate, find that they cannot do what is required, and return.

35-2
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Time-
tarnlngs.

Payment
by piece-
work.

EARNINGS OF LABOUR

Cliffe Leslie and some other writers have naively laid
stress on local variations of wages as tending to prove that
there is very little mobility among the working-classes, and
that the competition among them for employment is in-
effective. But most of the facts which they quote relate
only to wages reckoned by the day or week: they are only
half-facts, and when the missing halves are supplied, they
generally support the opposite inference to that on behalf of
which they are quoted. For it is found that local variations
of weekly wages and of efficiency generally correspond: and
thus the facts tend to prove the effectiveness of competition,
so far as they bear on the question at all. We shall however
presently find that the full interpretation of such facts as
these is a task of great difficulty and complexity.

The earnings, or wages, which a person gets in any given
time, such as a day, a week, or a year, may be called his
time-earnings, or time-wages: and we may then say that
Cliffe Leslie's instances of unequal time-wages tend on the
whole to support, and not to weaken, the presumption that
competition adjusts earnings in occupations of equal difficulty
and in neighbouring places to the efficiency of the workers.

But the ambiguity of the phrase, "the efficiency of the
workers," has not yet been completely cleared away. When
the payment for work of any kind is apportioned to the
quantity and quality of the work turned out, it is said that
uniform rates of piece-work wages are being paid; and if
two persons work under the same conditions and with
equally good appliances, they are paid in proportion to their
efficiencies when they receive piece-work wages calculated
by the same lists of prices for each several kind of work.
If however the appliances are not equally good, a uniform
rate of piece-work wages gives results disproportionate to
the efficiency of the workers. If, for instance, the same lists
of piece-work wages were used in cotton mills supplied with
old-fashioned machinery, as in those which have the latest
improvements, the apparent equality would represent a real
inequality. The more effective competition is, and the more
perfectly economic freedom and enterprise are developed, the
more surely will the lists be higher in the mills that have
old-fashioned machinery than in the others.
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In order therefore to give its right meaning to the state- VI, m, 2.

ment that economic freedom and enterprise tend to equalize
wages in occupations of the same difficulty and in the same
neighbourhood, we require the use of a new term. We
may find it in efficiency-wages, or more broadly efficiency- EjJiciency-
earnings; that is, earnings measured, not as time-earnings earnings.

are with reference to the time spent in earning them; and
not as piece-work earnings are with reference to the amount
of output resulting from the work by which they are earned;
but with reference to the exertion of ability and efficiency
required of the worker.

The tendency then of economic freedom and enterprise The

( . h f tition) tendencyor, in more common prase, 0 compe 1 ion), to cause every towards

one's earnings to find their own level, is a tendency to ::h~~!~y~f
equality of efficiency-earnings in the same district. This earmngs.

tendency will be the stronger, the greater is the mobility of
labour, the less strictly specialized it is, the more keenly
parents are on the look-out for the most advantageous
occupations for their children, the more rapidly they are
able to adapt themselves to changes in economic conditions,
and lastly the slower and the less violent these changes are.

This statement of the tendency is, however, still subject to Low-

a slight correction. For we have hitherto supposed that it is ~~: is

a matter of indifference to the employer whether he employs ~::~ny
few or many people to do a piece of work, provided his total :f[:::
wages-bill for the work is the same. But that is not the pensive

Th k h . k h id machinery.case. ose wor ers w 0 earn most m a wee w en pal at
a given rate for their work, are those who are cheapest to
their employers; and they are the cheapest also to the
community, unless indeed they overstrain themselves, and
work themselves out prematurely. For they use only the
same amount of fixed capital as their slower fellow-workers;
and, since they turn out more work, each part of it has to
bear a less charge on this account. The prime costs are
equal in the two cases; but the total cost of that done by
those who are more efficient, and get the higher time-wages,
is lower than the total cost of that done by those who get the
lower time-wages at the same rate of piece-work payment.'.

1 This argument would be subject to corrections in cases in which the trade
admitted of the employment of more than one shift of workpeople. It would
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VI, III, 2. This point is seldom of much importance in out-of-door
work, where there is abundance of room, and comparatively
little use of expensive machinery; for then, except in the
matter of superintendence, it makes very little difference to
the employer, whose wages-bill for a certain piece of work is
£100, whether that sum is divided between twenty efficient
or thirty inefficient workers. But when expensive machinery
is used which has to be proportioned to the number of
workers, the employer would often find the total cost of his
goods lowered if he could get twenty men to turn out for
a wages-bill of £50 as much work as he had previously got
done by thirty men for a wages-bill of £40. In all matters
of this kind the leadership of the world lies with America,
and it is not an uncommon saying there, that he is the best
business man who contrives to pay the highest wages.

The corrected law then stands that the tendency of
economic freedom and enterprise is generally to equalize
efficiency-earnings in the same district: but where much
expensive fixed capital is used, it would be to the advantage
of the employer to raise the time-earnings of the more
efficient workers more than in proportion to their efficiency.
Of course this tendency is liable to be opposed by special
customs and institutions; and, in some cases, by trades-
union regulstione'.

often be worth an employer's while to pay to each of two shifts 1\8 much for an
eight hours' day as he now pays to one shift for a ten hours' day. For though
each worker would produce less, each machine would produce more on the fonner
than on the latter plan. But to tlWJpoint we shall return.

1 Ricardo did not overlook the importance of the distinction between variations
in the amount of commodities paid to the labourer as wages, and variations in the
profitableness of the labourer to ills employer. He saw that the real interest of
the employer lay not in the amount of wages that he paid to the labourer, but in
the ratIo which those wages bore to the value of the produce resulting from the
labourer's work: and he decided to regard the rate of wages as measured by this
ratio: and to say that wages rose when this ratio increased, and that they fell
when it diminished. It is to be regretted that he did not invent some new term
for this purpose; for his artificial use of a familiar term has seldom been under-
stood by others, and was in some CI\8eS even forgotten by himself. (Compare
Senicr's Political Economy, pp. 142-8.) The variations in the productiveness of
labour which he had chiefly in view were those which result from improvements in
the arts of production on the one hand, and on the other from the action of the
law of diminishing return, when an increase of population required larger crops to
be forced from a limited soil. Had he paid careful attention to the increase in the
productiveness of labour that results directly from an improvement in the labourer's
condition, the position of economic science, and the real wellbeing of the country,
would in all probability be now much further advanced than they are. As it IS,
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§ 3. Thus much with regard to estimates of the work for VI, In, 3.

which the earnings are given: but next we have to consider
most carefully the facts, that in estimating the real earnings
of an occupation account must be taken of many things
besides its money receipts, and that on the other side of the
account we must reckon for many incidental disadvantages
besides those directly involved in the strain and stress of
the work.

As Adam Smith says, "the real wages of labour may RealVJllfe6
id . t i th tit f h . d and nomt-be sal to consis in e quan 1 y 0 t e necessanes an con- fIIllViIlgU.

veniences of life that are given for it; its nominal wages
in the quantity of money ....... The labourer is rich or poor,
is well or ill rewarded, in proportion to the real, not to the
nominal, price of his labour-." But the words "that are
given for it " must not be taken to apply only to the neces-
saries and conveniences that are directly provided by the
purchaser of the labour or its products; for account must
be taken also of the advantages which are attached to the
occupation, and require no special outlay on his part.

In endeavouring to ascertain the real wages of an OCCU- Allowance
. 1 . h fir . II f must bepation at any p ace or time, test step IS to a ow or made for
.. . h hasi f th . vanationsvariations ill t e purc asmg power 0 e money ill in the

which nominal wages are returned. This point cannot be ~:::r7g
thoroughly dealt with till we come to treat of the theory of m?ney,

money as a whole. But it may be remarked in passing that ;~ial

this allowance would not be a simple arithmetical reckoning, ~f:hencC:n_

even if we had perfectly accurate statistics of the history of ~'Ft~:jon

the price ~f all c?mmodities. For if w~ co~pare distant ~~~pof

places or distant times, we find people WIth different wa.nts, concerned.

and different means of supplying those wants: and even
when we confine our attention to the same time and place
we find people of different classes spending their incomes in
very different ways. For instance, the prices of velvet, of
operatic entertainments and scientific books are not very
important to the lower ranks of industry; but a fall in the
price of bread or of shoe leather affects them much more
than it does the higher ranks. Differences of this kind

his treatment of WIIjIIlS seems leu instructive than that in IIlalthus' Polwlll
E~y.

1 Wealth of Nation" I. v.
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VI,m,4,5. must always be borne in mind, and it is generally possible
to make some sort of rough allowance for them-,

§ 4. We have already noticed that a person's total real
income is found by deducting from his gross income the out-
goings that belong to its production; and that this gross
income includes many things which do not appear in the form
of money payments and are in danger of being overlooked".

Firstly, then, with regard to the outgoings. We do not
here reckon the expenses of education, general and special,
involved in the preparation for any trade: nor do we take
account of the exhaustion of a person's health and strength
in his work. Allowance for them may be best made in other
ways. But we must deduct all trade expenses, whether they
are incurred by professional men or artisans. Thus from
the barrister's gross income we must deduct the rent of his
office and the salary of his clerk; from the carpenter's gross
income we must deduct the expenses which he incurs for
tools; and when estimating the earnings of quarrymen in
any district we must find out whether local custom assigns
the expenses of tools and blasting powder to them or
their employers. Such cases are comparatively simple; but
it is more difficult to decide how large a part of the ex-
penses, which a medical man incurs for house and carriage and
social entertainments, should be regarded as trade expenses",

Where § 5. Again, when servants or shop assistants have to
;~~ ;id supply themselves at their own cost with expensive clothes,
::n~!:~!ewhich they would not buy if free to do as they liked, the
::~ ~t value of their wages to them is somewhat lowered by this
their value compulsion. And when the employer provides expensive
~h~~~ liveries, houseroom and food for his servants, these are
ceivethem 11 h I h h h himr it .'genera y wort ess to t em t an t ey cost to m: 1 IS

1 Tbe Report of the Poor Lato CommissWnt1's on the Empwymtm of Wtnnl'n
and Children in Agricullure, 1843, p. 297, contains some intereating specimens of
yearly wages paid in Northumberland, in which very little money appeared. Here
is one:-1O bushels of wheat, 30 of oats, 10 of harley, 10 of rye, 10 of peas; a cow's
keep for a year; 800 yards of potatoes; cottago and garden; coal-shed; £3. lOs.
in cash; and 2 busbels of barley in lieu of hens,

• See II. IV. 7.
• This class of questions is closely allied to those raised when discussing the

definitions of Income and Capital in Book II.; where a caution has already been
entered against overlooking elements of income that do not take the fonn of
money. Earnings of many even of the professional and wage-receiving classes
are in a considerable measure dependent on their being in command of some
material capital

Allowance
must be
made for
trade
expenses.
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therefore an error to reckon the real wages of domestic VI, m, 5.

servants, as some statisticians have done, by adding to their not at their

money wages the equivalent of the cost to their employer of ~~~~ho

everything that he provides for them. give them

On the other hand, when a farmer hauls coals free for
his men, he chooses, of course, times when his horses have
little to do, and the real addition to their earnings is much
greater than the cost to him. The same applies to many
perquisites and allowances, as, for instance, when the em-
ployer allows his men to have without payment commodities
which though useful to them, are almost valueless to him on
account of the great expenses involved in marketing them;
or, again, when he allows them to buy for their own use at
the wholesale price commodities which they have helped to
produce. When, however, this permission to purchase is
changed into an obligation to purchase, the door is open to
grave abuses. The farmer who in old times used to compel
his men to take from him spoilt grain at the wholesale price
of good grain, was really paying them lower wages than he
appeared to be. And on the whole when this so-called truck-
system prevails in any trade in an old country, we may fairly
assume that the real rate of wages is lower that the nominal",

1 Employers, whose main business is in a healthy condition, are generally too
busy to be willing to manage such shops unless there is some strong reason for
doing so; and consequently in old countries those who have adopted the Truck
system, have more often than not done so with the object of getting back by
underhand ways part of the wages which they have nommally paid. They have
compelled those who work at home to hire machinery and implements at exorbitant
rents; they have compelled all their workpeople to buy adulterated goods at short
weights and high prices; and in some cases even to spend a very large part of
their wages on goods on which it was easiest to make the highest rate of profits,
and especially on spirituous liquors. Mr Lecky, for instance, records an amusing
case of employers who could not resist the temptation to buy theatre tickets
cheap, and compel their workpeople to buy them at full price (Hutory of the
lI'ghlunth Century, VI. p. 158). The evil is however at its worst when the shop
IS kept not by the employer, but by the foreman or by persons acting in concert
with him; and when he, without openly saying so, gives it to be understood
that those, who do not deal largely at the shop, will find it difficult to get his good
word. For an employer suffers more or less from anything that injures his work-
people, wbile the exactions of an unjust foreman are but little held in check by
regard for his own ultimate interest.

On the whole evils of this kind are now relatively smalL And it must be
remembered that in a new country large businesses often spring up in remote places,
In which there is no access to even moderately good retail stores or shops; and
then it may be necessary that the employers should supply their workpeople with
nearly everything they want, either by paying part of their wages in the form of
allowances of food, clothing, etc., or by opening 8tores for them.
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VI, m, 6. § 6. Next we have to take account of the influences
Uncer- exerted on the real rate of earnings in an occupation by
taintyof the uncertainty of success and the inconstancy of employ-
success
may be ment in it.
allowed for
bystrikmg We should obviously start by taking the earnings of an
::fi~~e,occupation as the average between those of the successful
apPt~xi- and unsuccessful members of it; but care is required to get
rna IOD;

the true average. For if the average earnings of those who
are successful are £2000 a year, and of those who are un-
successful are £400 a year, the average of the whole will be
£1200 a year if the former group is as large as the latter;
but if, as is perhaps the case with barristers, the unsuccessful
are ten times as numerous as the successful, the true average
is but £550. And further, many of those who have failed
most completely, are likely to have left the occupation
altogether, and thus to escape being counted.

but And again, though, by taking this average, we obviate
separate
allowance the necessity of making any separate allowance for insurance
must bemade for against risk, account generally remains to be taken of the
~';!;ilsOf evil of uncertainty. For there are many people of a sober
tain~y and steady-going temper, who like to know what is before
anxiety,

them, and who would far rather have an appointment which
offered a certain income of say £400 a year than one which
was not unlikely to yield £600, but had an equal chance of
affording only £200. Uncertainty, therefore, which does not
appeal to great ambitions and lofty aspirations, has special
attractions for very few; while it acts as a deterrent to many
of those who are making their choice of a career. And as
a rule the certainty of moderate success attracts more than
an expectation of an uncertain success that has an equal
actuarial value.

Though But on the other hand, if an occupation offers a few
:xr:::mely extremely high prizes, its attractiveness is increased out of~!:e~~~:~all proportion to their aggregate value. For this there
~~~t are two reasons. The first is that young men of an ad-
attr~c'IT:e venturous disposition are more attracted by the prospects
force. of a great success than they are deterred by the fear of

failure; and the seoond is that the social rank of an occupa-
tion depends more on the highest dignity and the best
position which can be attained through it than on the
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average good fortune of those engaged in it. It is an old VI, HI, 6.

maxim of statecraft that a Government should offer a few
good prizes in every department of its service: and in
aristocratic countries the chief officials receive very high
salaries, while those of the lower grades are comforted in the
receipt of salaries below the market level for similar services
by their hopes of ultimately rising to a coveted post, and
by the social consideration which in such countries always
attends on public officers. This arrangement has the inci-
dental effect of favouring those who are already rich and
powerful; and partly for that reason it is not adopted in
democratic countries. They often go to the opposite ex-
treme, and pay more than the market rates for their services
to the lower ranks, and less to the upper ranks. But that
plan, whatever be its merits on other grounds, is certainly
an expensive one.

We may next consider the influence which inconstancy of Similarly

employment exerts on wages. It is obvious that in those ~~~~d

occupations in which employment is irregular, the pay must ~~;io°~
be high in proportion to the work done: the medical man and ment, Y

the shoeblack must each receive when at work a pay which
covers a sort of retaining fee for the time when he has nothing
to do. If the advantages of their occupations are in other
respects equal, and their work equally difficult, the bricklayer
when at work must be paid a higher rate than the joiner, and
the joiner than the railway guard. For work on the railways
is nearly constant all the year round; while the joiner and
the bricklayer are always in danger of being made idle by
slackness of trade, and the bricklayer's work is further
interrupted by frost and rain. The ordinary method of
allowing for such interruptions is to add up the earnings for
a long period of time and to take the average of them; but
this is not quite satisfactory unless we assume that the rest
and leisure, which a man gets when out of employment, are
of no service to him directly or indirectly",

This assumption may be fairly made in some cases; for
waiting for work often involves so much anxiety and worry

I These considerations are specially important with regard to piece-work; the
rates of earnings being in some cases much reduced by short supplies of material
to work on, or by other interruptions, avoidable or unavoidable.
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The
attractive-
ness of a
trade
depends
not on its
money-
earnings,
but its net
advan-
tages,

VI,m, 7, 8. that it causes more strain than the work itself would dol.
But that is not always so. Interruptions of work that occur
in the regular course of business, and therefore raise no fears
about the future, give opportunity for the system to recruit
itself and lay in stores of energy for future exertions. The
successful barrister, for instance, is subject to a severe strain
during some parts of the year; and that is itself an evil.
But when allowance has been made for it, he may be regarded
as losing very little by being prevented from earning any
fees during the legal vacations".

Supple- § 7. Next we must take account of the opportunities
mentary
earnings. which a man's surroundings may afford of supplementing

the earnings which he gets in his chief occupation, by doing
work of other kinds. And account may need to be taken
also of the opportunities which these surroundings offer for
the work of other members of his family.

Family Many economists have even proposed to take as their
earnings. . h idunit the earnings of a family: and there IS muc to be sal

for this plan with reference to agriculture and those old-
fashioned domestic trades in which the whole family works
together, provided that allowance is made for the loss result-
ing from any consequent neglect by the wife of her household
duties. But in modern England trades of this kind are
exceptional; the occupation of the head of a family seldom
exerts much direct influence on those of its other members,
except those of his sons whom he introduces into his own
trade; though of course when the place in which he works
is fixed, the employments, to which his family can get easy
access, are limited by the resources of the neighbourhood.

§ 8. Thus then the attractiveness of a trade depends on
many other causes besides the difficulty and strain of the
work to be done in it on the one hand, and the money-
earnings to be got in it on the other. And when the earnings
in any occupation are regarded as acting on the supply of
labour in it, or when they are spoken of as being its supply

1 Tho evils of irregulanty of employment are trenchantly stated in a lecture
on that subject given by Prof. Foxwell in 1886.

• Workers in the higher grades are generally allowed holidays with pay; but
those in the lower grades generally forfeit their pay when they take hohdays
Tbe causes of this distinction are obvious; but it naturally raises a Ieehng of
grievance of a kind, to which the inquiries by the Labour Commission gave vent
See t.g. Group B. 24, 431-6.
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price, we must always understand that the term earnings is VI, III, 8.

only used as a short expression for its" net advantagea-.'
We must take account of the facts that one trade is healthier
or cleanlier than another, that it is carried on in a more whole-
some or pleasant locality, or that it involves a better social
position; as is instanced by Adam Smith's well-known remark
that the aversion which many people have for the work of
a butcher, and to some extent for the butcher himself, raises
earnings in the butchers' trade above those in other trades of
equal difficulty.

Of course individual character will always assert itself in subject to
., . ul d hi h I differencesestimating partie ar a vantages at a 19 or a ow rate. between in-

Some persons, for instance, are so fond of having a cottage dividuals,

to themselves that they prefer Jiving on low wages in the
country to getting much higher wages in the town; while
others are indifferent as to the amount of houseroom they
get, and are willing to go without the comforts of life
provided they can procure what they regard as its luxuries.
This was the case, for example, with a family of whom the
Royal Commission on the Housing of the Working Classes in
1884 were told: their joint earnings were £7 a week, but
they chose to live in one room, so as to be able to spend
money freely on excursions and amusements.

Personal peculiarities, such as these, prevent us from
predicting with certainty the conduct of particular indi-
viduals. But if each advantage and disadvantage is reckoned
at the average of the money values it has for the class of
people who would be likely to enter an occupation, or to
bring up their children to it, we shall have the means of
estimating roughly the relative strengths of the forces that
tend to increase or diminish the supply of labour in that
occupation at the time and place which we are considering.
For it cannot be too often repeated that grave errors are
lIkely to result from taking over an estimate of this kind
based on the circumstances of one time and place, and
applying it without proper precaution to those of another
time or another place.

In this connection it is interesting to observe the influence between

of differences of national temperament in our own time. races,

l See II IV. 2.



558

VI,m,8.

and
between
industrial
grades.

An evil
paradox.

EARNINGS OF LABOUR

Thus in America we see Swedes and Norwegians drift to
agriculture in the North-west, while the Irish, if they go on
the land at all, choose farms in the older Eastern States.
The preponderance of Germans in the furniture and the
brewing industries; of Italians in railway building; of Slavs
in meat packing and in some groups of mines, and of Irish
and French Canadians in some of the textile industries of the
United States; and the preference of the Jewish immigrants
in London for the clothing industries and for retail trade-
all these are due partly to differences in national aptitudes,
but partly also to differences in the estimates that people of
different races form of the incidental advantages and dis-
advantages of different trades.

Lastly, the disagreeableness of work seems to have very
little effect in raising wages, if it is of such a kind that it
can be done by those whose industrial abilities are of a very
low order. For the progress of science has kept alive many
people who are unfit for any but the lowest grade of work.
They compete eagerly for the comparatively small quantity
of work for which they are fitted, and in their urgent need
they think almost exclusively of the wages they can earn:
they cannot afford to pay much attention to incidental
discomforts, and indeed the influence of their surroundings
has prepared many of them to regard the dirtiness of an
occupation as an evil of but minor importance.

Hence arises the paradoxical result that the dirtiness of
some occupations is a cause of the lowness of the wages
earned in them. For employers find that this dirtiness adds
much to the wages they would have to pay to get the work
done by skilled men of high character working with improved
appliances; and so they often adhere to old methods which
require only unskilled workers of but indifferent character,
and who can be hired for low (Time-) wages, because they
are not worth much to any employer. There is no more
urgent social need than that labour of this kind should be
made scarce and therefore dear.



CHAPTER IV.

EARNINGS OF LABOUR, CO~"'TlNUED.

§ 1. THE action of demand and supply with regard to VI, IV, 1.

labour was discussed in the last chapter with reference to Ma;;;;e-
the difficulties of ascertaining the real as opposed to the f:~~~ities

nominal price of labour. But some peculiarities in this action d~~~o::,~f
remain to be studied, which are of a more vital character. and supply

with regard
For they affect not merely the form, but also the substance to labour

of the action of the forces of demand and supply; and to i:ti~~u-
some extent they limit and hamper the free action of those
forces. We shall find that the influence of many of them is
not at all to be measured by their first and most obvious
effects: and that those effects which are cumulative are
generally far more important in the long run than those
which are not, however prominent the latter may appear.

The problem has thus much in common with that of thus

tracing the economic influence of custom. For it has already ~l~embling

been noticed, and it will become more clear as we go on, that ~:~.
the direct effects of custom in causing a thing to be sold for
a price sometimes a little higher and sometimes a little lower
than it would otherwise fetch, are not really of very great
importance, because any such divergence does not, as a rule,
tend to perpetuate and increase itself; but on the contrary,
if it becomes considerable, it tends itself to call into action
forces that counteract it. Sometimes these forces break
down the custom altogether; but more often they evade it
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VI, IV, 2. by gradual and imperceptible changes in the character of
the thing sold, so that the purchaser really gets a new thing
at the old price under the old name. These direct effects
then are obvious, but they are not cumulative. On the
other hand, the indirect effects of custom in hindering the
methods of production and the character of producers from
developing themselves freely are not obvious; but they
generally are cumulative, and therefore exert a deep and
controlling influence over the history of the world. If
custom checks the progress of one generation, then the next
generation starts from a lower level than it otherwise would
have done; and any retardation which it suffers itself is
accumulated and added to that of its predecessor, and so on
from generation to generation'.

And so it is with regard to the action of demand and
supply on the earnings of labour. If at any time it presses
hardly on any individuals or class, the direct effects of the
evils are obvious. But the sufferings that result are of
different kinds: those, the effects of which end with the evil
by which they were caused, are not generally to be com-
pared in importance with those that have the indirect effect
of lowering the character of the workers or of hindering
it from becoming stronger. For these last cause further
weakness and further suffering, which again in their turn
cause yet further weakness and further suffering, and so on
cumulatively. On the other hand, high earnings, and a
strong character, lead to greater strength and higher earnings,
which again lead to still greater strength and still higher
earnings, and so on cumulatively.

t:'i~tpecu- § 2. The first point to which we have to direct our
liarity:the " h f h h f d .worker attention IS t e act t at uman agents 0 pro uction are
:~k~ut not bought and sold as machinery and other material agents
~~y of production are. The worker sells his work, but he him-
In himself. self remains his own property: those who bear the expenses

• U ought, however, to be remarked that some of the beneficial effects of
custom are cumulative. For among the many ditlerent things that are mcluded
under the wide tenn "custom" are crystallized forms of high ethical principles.
rules of honourable and courteous behaviour, and of the avoidance of troublesome
strue about paltry gains; and much of the good in1luence which these exert on
race rharacLPr is cumulative. Compare I n, I, 2.
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of rearing and educating him receive but very little of the VI, IV, 2.

price that is paid for his services in later years-,
Whatever deficiencies the modern methods of business Conse-

may have, they have at least this virtue, that he who bearsln~~~~!!:~
the expenses of production of material goods, receives the ?fch~Pltal

ill un is
price that is paid for them. He who builds factories or hmited by

. h I h b" fi f the means,steam-engmes or ouses, or rears s aves, reaps t e ene t 0 the fore-

all net services which they render so long as he keeps them !~~1::'
for himself; and when he sells them he gets a price which=:st
is the estimated net value of their future services; and parents.

therefore he extends his outlay until there seems to him no
good reason for thinking that the gains resulting from any
further investment would compensate him. He must do
this prudently and boldly, under the penalty of finding
himself worsted in competition with others who follow a
broader and more far-sighted policy, and of ultimately
disappearing from the ranks of those who direct the course
of the world's business. The action of competition, and the
survival in the struggle for existence of those who know best
how to extract the greatest benefits for themselves from the
environment, tend in the long run to put the building of
factories and steam-engines into the hands of those who will
be ready and able to incur every expense which will add more
than it costs to their value as productive agents. But the
investment of capital in the rearing and early training of the
workers of England is limited by the resources of parents
in the various grades of society, by their power of forecasting
the future, and by their willingness to sacrifice themselves
for the sake of their children.

This evil is indeed of comparatively small importance with :rhlS evil

regard to the higher industrial grades. For in those grades ;a~f.";elY

most people distinctly realize the future, and "discount it :hea~:er

at a low rate of interest." They exert themselves much to ranks of
society;

select the best careers for their sons, and the best trainings

1 'I'his is consistent with the well-known fact that slave labour is not economi-
cal, as Adam Smith remarked long ago that "The fund destined for replacing or
repainng, if I may say 80, the wear-and-tear of the slave is commonly managed
by a negligent master or careless overseer. That destined for pertorming the
same office for the free man is managed by the free man himself ..WIth strict
frugality and parsunomous atl.tmtlon."
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for those careers; and they are generally willing and able to
incur a considerable expense for the purpose. The profes-
sional classes especially, while generally eager to save some
capital for their children, are even more on the alert for
opportunities of investing it in them. And whenever there
occurs in the upper grades of industry a new opening for
which an extra and special education is required, the future
gains need not be very high relatively to the present outlay,
in order to secure a keen competition for the post.
//. But in the lower ranks of society the evil is great. For
the slender means and education of the parents, and the
comparative weakness of their power of distinctly realizing
the future, prevent them from investing capital in the edu-
cation and training of their children With the same free and
bold enterprise with which capital is applied to improving
the machinery of any well-managed factory. Many of the
children of the working-classes are imperfectly fed and
clothed; they are housed in a way that promotes neither
physical nor moral health; they receive a school education
which, though in modem England it may not be very bad
80 far as it goes, yet goes only a little way; they have few
opportunities of getting a broader view of life or an insight
into the nature of the higher work of business, of science or
of art; they meet hard and exhausting toil early on the way,
and for the greater part keep to it all their lives. At least
they go to the grave carrying with them undeveloped abilities
and faculties; which, if they could have borne full fruit,
would have added to the material wealth of the country-to
say nothing of higher considerations-many times as much
aa would have covered the expense of providing adequate
opportunities for their development.

But the point on which we have specially to insist now
is that this evil is cumulative. The worse fed are the
children of one generation, the less will they earn when they
grow up, and the less will be their power of providing ade-
quately for the material wants of their children; and so on
to following generations. And again, the less fully their own
faculties are developed, the less will they realize the import-
ance of developing the best faculties of their children, and

'\
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the less will be their power of doing so. And conversely VI, IV, S.

any change that awards to the workers of one generation
better earnings, together with better opportunities of
developing their best qualities, will increase the material
and moral advantages which they have the power to offer
to their children: while by increasing their own intelligence,
wisdom and forethought, such a change will also to some
extent increase their willingness to sacrifice their own
pleasures for the wellbeing of their children; though there
is much of that willingness now even among the poorest
classes, so far as their means and the limits of their knowledge
will allow.

§ 3. The advantages which those born in one of the Tbesonof

hi h d f . h h b . I the artisang er gra es 0 SOCIety ave over t ose om in a ower, has a
. . fth b . ducti dbetterconsist in a great measure 0 e etter mtro uctions an startinhCe

the better start in life which they receive from their parents; :~~:~be
and the importance of this good start in life is nowhere seen un

l
bskilled

a ourer;
more clearly than in a comparison of the fortunes of the sons
of artisans and of unskilled labourers. There are not many
skilled trades to which the son of an unskilled labourer can
get easy access; and in the large majority of cases the son
follows the father's calling. In the old-fashioned domestic
industries this was almost a universal rule; and, even under
modern conditions, the father has often great facilities for
introducing his son to his own trade. Employers and their
foremen generally give to a lad whose father they already
know and trust, a preference over one for whom they would
have to incur the entire responsibility. And in many trades
a lad, even after he has got entrance to the works, is not
very likely to make good progress and obtain a secure
footing, unless he is able to work by the side of his father, or
some friend of his father's, who will take the trouble to teach
him and to let him do work that requires careful supervision,
but has an educational value.

And the son of the artisan has further advantages. He hbeis bt
• • roug up

generally lives m a better and cleaner house, and under in a more

material surroundings that are more consistent with refine- h~~:'!md
ment than those with which the ordinary labourer is familiar. ~~h more

His parents are likely to be better educated, and to have a mother'scare.
36-2
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VI, I~, 3. higher notion of their duties to their children; and, last but
not least, his mother is likely to be able to give more of her
time to the care of her family.

:rhe great If we compare one country of the civilized world with
importance .
of this last another, or one part of England With another, or one trade
element. in England with another, we find that the degradation of the

working-classes varies almost uniformly with the amount of
rough work done by women. The most valuable of all capital
is that invested in human beings; and of that capital the
most precious part is the result of the care and influence of
the mother, so long as she retains her tender and unselfish
instincts, and has not been hardened by the strain and stress
of unfeminine work.

This draws our attention to another aspect of the
principle already noticed, that in estimating the cost of
production of efficient labour, we must often take as our unit
the family. At all events we cannot treat the cost of pro-
duction of efficient men as an isolated problem; it must be
taken as part of the broader problem of the cost of production
of efficient men together with the women who are fitted to
make their homes happy, and to bring up their children
vigorous in body and mind, truthful and cleanly, gentle and
brave".

1 Sir Wilham Petty discussed "The Value of the People" with much in-
genuity; and the relation in which the cost of rearing an adult male stands to the
cost of rearing a family unit was examined in a thoroughly scientific manner by
Cantillon, Essoi, Part L chap. XI., and again by Adam Smith. Wealth of Nations,
Book I. ch. vm.: and in more recent times by Dr Engel, in his brilliant Essay
Der Prns der Arbeit, and by Dr Farr and others. l\Iany estimates have been
made of the addition to the wealth of a country caused by the arrival of an
immigrant whose cost of rearing in his early years was defrayed elsewhere, and
who is hkely to produce more than he consumes in the country of his adoption.
The estimates have been made on many plans, all of them rough, and some
apparently faulty in principle: but most of them find the average value of an
immigrant to be about £200. It would seem that, if we might neglect provision-
allv the difference between the sexes, we should calculate the value of the
immigrant, on the hnes of the argument of V. IV. 2. That is, we should
"discount.' the probable value of all the future services that he would render;
add them together, and deduct from them the sum of the "discounted" values
of all the wealth and direct services of other persons that he would consume:
and it may be noted that in thus calculating each element of production
and consumption at its probable value, we have incidentally allowed for the
chances of his premature death and sickness, as well as of his failure or success
in life. Or again we might estimate his value at the money cost of production
which his native country had incurred for him; which would in like manner be
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§ 4. As the youth grows up, the influence of his parents VI, IV, 4-

and his schoolmaster declines; and thenceforward to the end
of his life his character is moulded chiefly by the nature of
his work and the influence of those with whom he associates
for business, for pleasure and for religious worship.

A good deal has already been said of the technical The

training of adults, of the decadence of the old apprenticeship ~=al

system, and of the difficulty of finding anything to take ~o~bhOP

its place. Here again we meet the difficulty that whoever dependa m

may incur the expense of investing capital in developing ~~!e
the abilities of the workman, those abilities will be the ~~~~:;
property of the workman himself: and thus the virtue of ~~~~.Yel.

those who have aided him must remain for the greater part
its own reward.

It is true that high-paid labour is really cheap to those
employers who are aiming at leading the race, and whose
ambition it is to turn out the best work by the most advanced
methods. They are likely to give their men high wages and
to train them carefully; partly because it pays them to do
so, and partly because the character that fits them to take
the lead in the arts of production is likely also to make
them take a generous interest in the wellbeing of those who
work for them. But though the number of such employers

found by adding together the .. accumulated" values of all the several elements of
his past consumptacn and deducting from them the sum of the .. accumulated"
values of all the several elements of his past production.

So far we have taken no account of the difference between the sexes. But it
18 clear that the above plans put the value of the male Immigrants too high and
that of the female too low: unless allowance is made for the service which women
render as mothers, as wives and as sisters, and the male imnugrants are charged
with having consumed these services, while the female imnugrants are credited
with having supplied them. (See Mathematical Note XXIV.)

Many writers assume, implicitly at least, that the net production of an
average individual and the consumption during the whole of his life are equal; or,
in other words, that he would neither add to nor take from the material well-
being of a country, in which he stayed all hIS lIfe. On this assumption the above
two plans of estimating his value would be convertible; and then of course
we should make our calculations by the latter and easier method. We may,
for instance, guess that the total amount spent on bringing up an average child
of the lower half of the lahouring cla.sses, say two-fifths of the population, is
£100; for the next fifth wp may put the sum at £175; for the next fifth at £300;
for the next tenth at £500, and the remaining tenth at £1200: or an average of
£300. But of course some of the population are very young and have had bu$
little spent on them; othel!! have got nearly to their life's end; and t.berefore, on
these ueumptions, Ule average value of an mdlvillual is perhaps £200.
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VI, IV, 5. is increasing, they are still comparatively few. And even
they cannot always afford to carry the investment of capital
in the training of their men as far as they would have done,
if the results of the investment accrued to them in the same
way as the results of any improvements they might make in
their machinery. Even they are sometimes checked by the
reflection that they are in a similar position to that of a
farmer who, with an uncertain tenure and no security of
compensation for his improvements, is sinking capital in
raising the value of his landlord's property.

Its benefits Again, in paying his workpeople high wages and in caring
ia7;~0':;t for their happiness and culture, the liberal employer confers
~~l;'~benefits which do not end with his own generation. For
h~::: the children of his workpeople share in them, and grow up
his heirs. stronger in body and in character than otherwise they would

have done. The price which he has paid for labour will
have borne the expenses of production of an increased supply
of high industrial faculties in the next generation: but
these faculties will be the property of others, who will have
the right to hire them out for the best price they will fetch:
neither he nor even his heirs can reckon on reaping much
material reward for this part of the good that he has done.

Second § 5. The next of those characteristics of the action of
peculianty, demand and supply peculiar to labour, which we have to

study, lies in the fact that when a person sells his services, he
has to present himself where they are delivered. It matters
nothing to the seller of bricks whether they are to be used in
building a palace or a sewer: but it matters a great deal to
the seller of labour, who undertakes to perform a task of
given difficulty, whether or not the place in which it is to
be done is a wholesome and a pleasant one, and whether or
not his associates will be such as he cares to have. In those
yearly hirings which still remain in some parts of England,
the labourer inquires what sort of a temper his new employer
has, quite as carefully as what rate of wages he pays.

The <;fiects This peculiarity of labour is of great importance in many
~~~t individual cases, but it does not often exert a broad andru::.ny deep influence of the same nature as that last discussed.
latin, and The more disagreeable the incidents of an occupation, the

The seller
of labour
must
deliver it
himseU.
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higher of course are the wages required to attract people VI, IV, 6.

into it: but whether these incidents do lasting and wide- theirreal
spreading harm depends on whether they are such as to i:!ld~~ce
undermine men's physical health and strength or to lower verygreat.
their character. When they are not of this sort, they are
indeed evils in themselves, but they do not generally cause
other evils beyond themselves; their effects are seldom
cumulative.

Since however no one can deliver his labour in a market
in which he is not himself present, it follows that the mobility
of labour and the mobility of the labourer are convertible
terms: and the unwillingness to quit home, and to leave old
associations, including perhaps some loved cottage and burial-
ground, will often turn the scale against a proposal to seek
better wages in a new place. And when the different members
of a family are engaged in different trades, and a migration,
which would be advantageous to one member would be
injurious to others, the inseparability of the worker from his
work considerably hinders the adjustment of the supply of
labour to the demand for it. But of this more hereafter.

§ 6. Again, labour is often sold under special disadvan- Thirdand. . fourthpe-
tages, ansing from the closely connected group of facts that culianti~.
labour power is "perishable," that the sellers of it are com- ;:~~~bie,
monly poor and have no reserve fund, and that they cannot
easily withhold it from the market.

Perishsbleness is an attribute common to the labour of andthe
. • sellers ofitall grades: the time lost when a worker IS thrown out of are often

I b d h h i hi ata dis-emp oyment cannot e recovere , t oug III some cases IS advantage
energies may be refreshed by rest.'. It must however be!n bargain-
remembered that much of the working power of material ~i ~any

f d . . . h ble i h f matenalagents 0 pro uction IS pens a e III t e same sense; or a c?mmodi-
great part of the income, which they also are prevented from ;:ri:h:ble.
earning by being thrown out of work, is completely lost.
There is indeed some saving of wear-and-tear on a factory,
or a steam-ship, when it is lying idle: but this is often small
compared with the income which its owners have to forego:
they get no compensation for their loss of interest on the
capital invested, or for the depreciation which it undergoes

I See above,VI. m,
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VI, IV, 6. from the action of the elements or from its tendency to be
rendered obsolete by new inventions.

Again, many vendible commodities are perishable. In
the strike of dock labourers in London in 1889, the perish-
ableness of the fruit, meat, etc. on many of the ships told
strongly on the side of the strikers.

Disadvan- The want of reserve funds and of the power of long with-
tagesm
bargaining holding their labour from the market is common to nearly
::atest all grades of those whose work is chiefly with their hands.~::lIilieBut it is especially true of unskilled labourers, partly because
:;:d!!of their wages leave very little margin for saving, partly because
labour. when any group of them suspends work, there are large

numbers who are capable of filling their places. And, as we
shall see presently when we come to discuss trade combina-
tions, it is more difficult for them than for skilled artisans to
form themselves into strong and lasting combinations; and
so to put themselves on something like terms of equality in
bargaining with their employers. For it must be remem-
bered that a man who employs a thousand others, is in
himself an absolutely rigid combination to the extent of one
thousand units among buyers in the labour market.

1'beydo But these statements do not apply to all kinds of labour.
not attach .
to domestic Domestic servants though they have not large reserve funds,
servants, and seldom any formal trades-union, are sometimes better

able than their employers to act in concert. The total
real wages of domestic servants of fashionable London are
very high in comparison with other skilled trades in
which equal skill and ability are required. But on the
other hand those domestic servants who have no specialized
skill, and who hire themselves to persons with very narrow
means, have not been able to make even tolerably good t-erms
for themselves: they work very hard for very low wages.

r~I:!ar- Turning next to the highest grades of industry, we find
men. that as a rule they have the advantage in bargaining over

the purchaser of their labour. Many of the professional
classes are richer, have larger reserve funds, more knowledge
and resolution, and much greater power of concerted action
with regard to the terms on which they sell their services,
than the greater number of their clients and customers.
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If further evidence were wanted that the disadvantages VI, IV, 6.

of bargaining under which the vendor of labour commonly Th~

suffers, depend on his own circumstances and qualities, and :~o~i

not on the fact that the particular thing which he has to sell ties whoare poor
is labour; such evidence could be found by comparing the and

successful barrister or solicitor or physician, or opera singer ~i~i;
or jockey with the poorer independent producers of vendible ~::asers
goods. Those, for instance, who in remote places collect adreatat dis-a van age
shell-fish to be sold in the large central markets, have little in bargain.

reserve funds and little knowledge of the world, and of what ~~nw~~

other producers are doing in other parts of the country: :1I~~r
while those to whom they sell, are a small and compact body labour.

of wholesale dealers with wide knowledge and large reserve
funds; and in consequence the sellers are at a great dis-
advantage in bargaining. And much the same is true of the
women and children who sell hand-made lace, and of the
garret masters of East London who sell furniture to large
and powerful dealers.

It is however certain that manual labourers as a class The dis-
di d . b .. d h h di d advantageare at a sa vantage In argammg ; an t at t elsa - is cumu-

vantage wherever it exists is likely to be cumulative in its i~~v:~s.
effects. For though, so long as there is any competition
among employers at all, they are likely to bid for labour
something not very much less than its real value to them,
that is, something not very much less than the highest price
they would pay rather than go on without it; yet anything I

that lowers wages tends to lower the efficiency of the
labourer's work, and therefore to lower the price which the
employer would rather pay than go without that work. The
effects of the labourer's disadvantage in bargaining are there-
fore cumulative in two ways. It lowers his wages; and as
we have seen, this lowers his efficiency as a worker, and
thereby lowers the normal value of his labour. And in
addition it diminishes his efficiency as a bargainer, and thus
increases the chance that he will sell his labour for less than
its normal value-,

1 On the subject of this Section' compare Book v. rr. 3, and Appendix F
on Barter. Prof. Brentano was the first to call attention to several of the
points discussed in this chapter. See also Howell's COfIjlirls of Capital and
Labour.



CHAPTER V.

EARNINGS OF LABOUR, CONTINUED.

VI, V, I. § 1. THE next peculiarity in the action of demand and
The ~ft~ supply with regard to labour, which we have to consider,
peculiarity . •
of la~our IS closely connected WIth some of those we have already
~~~s:!~ndiscussed. It consists in the length of time that is required
It~ngtb of to prepare and train labour for its work, and in the slownessime reo
quired for of the returns which result from this training.
providing hi di . f h f hi d lib diadditional T IS iscounting 0 t e uture, t s e 1 erate a justment:;~~~~aof supply of expensively trained labour to the demand for
abIlity. it, is most clearly seen in the choice made by parents of

occupations for their children, and in their efforts to raise
their children into a higher grade than their own.

Adam It was these chiefly that Adam Smith had in view when
Smith's h ld "Wh . h"comparison e saI:- en any expensive mac me IS erected, the
i~c~~es extraordinary work to be performed by it before it is worn
~~~~~~ out, it must be expected, will replace the capital laid out
:ki~l~aa upon it, with at least the ordinary profits. A man educated
worker. at the expense of much labour and time to any of those

employments which require extraordinary dexterity and
skill, may be compared to one of those expensive machines.
The work which he learns to perform, it must be expected,
over and above the usual wages of common labour, will
replace to him the whole expense of his education, with at
least the ordinary profits of an equally valuable capital. It
must do this too in a reasonable time, regard being had to
the very uncertain duration of human life, in the same
manner as to the more certain duration of the machine."
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But this statement is to be received only as a broad VI, v, 2.

indication of general tendencies. For independently of the must be

fact that in rearing and educating their children, parents ~~~~~t

are governed by motives different from those which induce 0bftbe
8 ortness

a capitalist undertaker to erect a new machine, the period of tbe hves
hi h he eami d . II of mostover w lC t e earmng power exten s IS genera y greater machines;

in the case of a man than of a machine; and therefore the
circumstances by which the earnings are determined are
less capable of being foreseen, and the adjustment of supply
to demand is both slower and more imperfect. For though tbough

factories and houses, the main shafts of a mine and the ~ep~r~:t

embankments of a railway, may have much longer lives than exceptions.

those of the men who made them; yet these are exceptions
to the general rule.

§ 2. Not much less than a generation elapses between Parents in

the choice by parents of a skilled trade for one of their i:3~~r
children, and his reaping the full results of their choice. !~d~n
And meanwhile the character of the trade may have been mustlrd°ok

forwa
almost revolutionized by changes, of which some probably a wbole.

generation,threw long shadows 'before them, but others were such as and their

could not have been foreseen even by the shrewdest persons~o:~:~
and those best acquainted with the circumstances of the liable to

error.
trade.

The working classes in nearly all parts of England are
constantly on the look-out for advantageous openings for the
labour of themselves and their children; and they question
friends and relations, who have settled in other districts, as
to the wages that are to be got in various trades, and as to
their incidental advantages and disadvantages. But it is
very difficult to ascertain the causes that are likely to
determine the distant future of the trades which they are
selecting for their children; and there are not many who
enter on this abstruse inquiry. The majority assume without
a further thought that the condition of each trade in their
own time sufficiently indicates what it will be in the future;
and, so far as the influence of this habit extends, the
supply of labour in a trade in anyone generation tends to
conform to its earnings not in that but in the preceding
generation.
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VI, v, 3. Again, some parents, observing that the earnings in one
trade have been for some years rising relatively to others
in the same grade, assume that the course of change is likely
to continue in the same direction. But it often happens
that the previous rise was due to temporary causes, and
that, even if there had been no exceptional influx of labour
into the trade, the rise would have been followed by a
fall instead of a further rise: and, if there is such an excep-
tional influx, the consequence may be a supply of labour so
excessive, that its earnings remain below their normal level
for many years.

In this. Next we have to recall the fact that, although there are
connection •.
we must some trades which are difficult of access except to the sons
often take f hid . th he maiori d .as our 0 t ose a rea y 10 em, yet t e majority raw recruits
;::~i~~from the sons of those in other trades in the same grade:
tradhe'lbut and therefore when we consider the dependence of the supply
a woe
grade of of labour on the resources of those who bear the expenses
labour, of its education and training, we must often regard the

whole grade, rather than anyone trade, as our unit; and
say that, in so far as the supply of labour is limited by the
funds available for defraying its cost of production, the supply
of labour in any grade is determined by the earnings of that
grade in the last rather than in the present generation.

It must, however, be remembered that the birth-rate in
every grade of society is determined by many causes, among
which deliberate calculations of the future hold but a
secondary place: though, even in a country in which tradition
counts for as little as it does in modern England, a great
influence is exerted by custom and public opinion which
are themselves the outcome of the experience of past
generations.

Allowance § 3. But we must not omit to notice those adjustments of
must
however the supply of labour to the demand for it, which are effected
~r~h:e by movements of adults from one trade to another, one
~o:J~nts grade to another, and one place to another. The movements
labour, from one grade to another can seldom be on a very large

scale; although it is true that exceptional opportunities
may sometimes develop rapidly a great deal of latent ability
among the lower grades. Thus, for instance, the sudden
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opening out of a new country, or such an event as the VI, v, 4.

American war, will raise from the lower ranks of labour
many men who bear themselves well in difficult and re-
sponsible posts.

But the movements of adult labour from trade to trade whichare
and from place to place can in some cases be so large and ?~~~:a~~e
so rapid as to reduce within a very short compass the period ~':t~~:e-
which is required to enable the supply of labour to adjust?f the.
. 1£ h d d Th I bili' h' h . il mcreasmgitee to t e eman. at genera a ty w lC IS eas y demand

f bl f t d herv i .. forgeneraltrans era e rom one ra e to anot er, IS every year nsmg abihtv.
in importance relatively to that manual skill and technical
knowledge which are specialized to one branch of industry.
And thus economic progress brings with it on the one hand
a constantly increasing changefulness in the methods of
industry, and therefore a constantly increasing difficulty in
predicting the demand for labour of any kind a generation
ahead; but on the other hand it brings also an increasing
power of remedying such errors of adjustment as have been
made-,

§ 4. Let us now revert to the principle that the income Wepassto
d . d f h li f h d . f di differencesenve rom t e app ances or t epro uction 0 a commo ty between
exerts a controlling influence in the long run over their ~~::,!~at
own supply and price, and therefore over the supply and the Eowerfulin
price of the commodity itself; but that within short periods i~o~h~~d

there is not time for the exercise of any considerable influence penods.
of ' this kind. And let us inquire how this principle needs
to be modified when it is applied not to the material agents
of production, which are only a means towards an end, and
which may be the private property of the capitalist, but to
human beings who are ends as well as means of production
and who remain their own property.

To begin with we must notice that, since labour is slowly A "long
produced and slowly worn out, we must take the term" long ~i~~~ard
period" more strictly, and regard it as generally implying ~ thj of

d . h ideri hi' f ppYa greater uration, w en we are consi enng t e re ations 0 labourmustgene-norma] demand and supply for labour, than when we are rallybe
verylong.

1 On the subjectof thissectioncompareBk, IV. VI. 8; MrCharlesBooth's
Lift and Labour tn London; and Sir H. LI. Smith'sModm. Changes in t.M
Mobility of Labour.
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VI, v, 5.

'l'be inde-
pendent
handi-
craftsman.
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considering them for ordinary commodities. There are many
problems, the period of which is long enough to enable the
supply of ordinary commodities, and even of most of the
material appliances required for making them, to be adjusted
to the demand; and long enough therefore to justify us in
regarding the average prices of those commodities during the
period as "normal," and as equal to their normal expenses
of production in a fairly broad use of the term; while yet the
period would not be long enough to allow the supply of labour
to be adjusted at all well to the demand for it. The average
earnings of labour during this period therefore would not be
at all certain to give about a normal return to those who
provided the labour; but they would rather have to be
regarded as determined by the available stock of labour on
the one hand, and the demand for it on the other. Let us
consider this point more closely.

§ 5. Market variations in the price of a commodity are
governed by the temporary relations between demand and
the stock that is in the market or within easy access of it.
When the market price so determined is above its normal
level, those who are able to bring new supplies into the
market in time to take advantage of the high price receive
an abnormally high reward; and if they are small handi-
craftsmen working on their own account, the whole of this
rise in price goes to increase their earnings.

In the modern industrial world, however, those who
undertake the risks of production and to whom the benefits
of any rise in price, and the evils of any fall, come in the
first instance, are capitalist undertakers of industry. Their
net receipts in excess of the immediate outlay involved for
making the commodity, that is, its prime (money) cost, are
a return derived for the time being from the capital in-
vested in their business in various forms, including their
own faculties and abilities. But, when trade is good, the
force of competition among the employers themselves, each
desiring to extend his business, and to get for himself as
much as possible of this high return, makes them consent
to pay higher wages to their employees in order to obtain
their services; and even if they act in concert, and refuse for
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a time any concession, a combination among their employees VI, v,5.
ma.y force it from them under penalty of foregoing the
harvest, which the favourable turn of the market is offering.
The result generally is that before long a great part of the
gains are being distributed among the employees; and that
their earnings remain above the normal level so long as the
prosperity lasts.

Thus the high wages of miners during the inflation Illustra-

which culminated in 1873, were governed for the time by !~en::i
the relation in which the demand for their services stood trade.

to the amount of skilled mining labour available, the un-
skilled labour imported into the trade being counted as
equivalent to an amount of skilled labour of equal efficiency.
Had it been impossible to import any such labour at all, the
earnings of miners would have been limited only by the elas-
ticity of the demand for coal on the one hand, and the gradual
coming to age of the rising generation of miners on the
other. As it was, men were drawn from other occupations
which they were not eager to leave; for they could have got
high wages by staying where they were, since the prosperity
of the coal and iron trades was but the highest crest of a
swelling tide of credit. These new men were unaccustomed
to underground work; its discomforts told heavily on them,
while its dangers were increased by their want of technical
knowledge, and their want of skill caused them to waste
much of their strength. The limits therefore which their
competition imposed on the rise of the special earnings of
miners' skill were not narrow.

When the tide turned those of the new-comers who were
least adapted for the work left the mines; but even then the
miners who remained were too many for the work to be done,
and their wage fell; till it reached that limit, at which those
who were least adapted for the work and life of a miner,
could get more by seHing their labour in other trades, And
that limit was a low one; for the swollen tide of credit,
which culminated in 1873, had undermined solid business,
impaired the true foundations of prosperity, and left nearly
every industry in a. more or less unhealthy and depressed
condition.



§ 6. We have already remarked that only part of the
return derived from an improvement which is being ex-
hausted can be regarded as being its net earnings; for a
sum equivalent to the exhaustion of the capital value of
the improvement must be deducted from these returns,
before they can be counted as net income of any kind.
Similarly allowance must be made for the wear-and-tear of
a machine, as well as for the cost of working it, before we
can arrive at its net earnings. Now the miner is as liable
to wear-and-tear as machinery is; and a deduction must be
made from his earnings also on account of wear-and-tear,
when the special return of his skill is being estimated-.

But in his case there is a further difficulty. For while
the owner of machinery does not suffer from its being kept
long at work when the expenses of working it, including
wear-and-tear, have once been allowed for; the owner of
skilled faculties does suffer when they are kept long at
work, and he suffers incidental inconveniences, such as loss
of recreation and of freedom of movement, etc. If the miner
has only four days' work in one week and earns £1, and in
the next week he has six days' work and earns £1. lOs.; only
part of this extra lOs. can be regarded as return for his skill,
for the remainder must be reckoned as the recompense of his
additional fatigue as well as wear-and-tear".

Conelu- d To conclude this part of our argument. The market price
:~ta~- of everything, i.e. its price for short periods, is determined
ment of the • 1 b he relati . hi h h d d Ior i dargument main y y t e re ations m w ic t e eman or It stan s
;;:~ ~-the to the available stocks of it; and in the case of any agent
dependf- of production, whether it be a human or a material agent,ence 0
fluctua- this demand is "derived" from the demand for those things
none of hi h i d . ki I h J' 1 h . dearnings W ic It ISuse m ma ng. n t ese re atrve y s ort peno s~~::~Ithe fluctuations in wages follow, and do not precede, fluctuations
market. in the selling prices of the goods produced.

But the incomes which are being earned by all agents
of production, human as well as material, and those which
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1 There is some ground for regarding this special return as a quasi-rent. See
VI. v. 7 and vm. 8.

I Compare above, VI. II. 2. II they have any considerable stock of trade
implements, they are to that extent caprtalista; and part of their income is quasi-
rent on tru& capital,
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appear likely to be earned by them in the future, exercise VI, v, 7.

a ceaseless influence on those persons by whose action the
future supplies of these agents are determined. There is a
constant tendency towards a position of normal equilibrium,
in which the supply of each of these agents shall stand in
such a relation to the demand for its services, as to give to
those who have provided the supply a sufficient reward for
their efforts and sacrifices. If the economic conditions of
the country remained stationary sufficiently long, this ten-
dency would realize itself in such an adjustment of supply to
demand, that both machines and human beings would earn
generally an amount that corresponded fairly with their cost
of rearing and training, conventional necessaries as well as
those things which are strictly necessary being reckoned
for. But conventional necessaries might change under the
influence of non-economic causes, even while economic
conditions themselves were stationary: and this change
would affect the supply of labour, and would lessen the
national dividend and slightly alter its distribution. As it
is, the economic conditions of the country are constantly
changing, and the point of adjustment of normal demand
and supply in relation to labour is constantly being shifted.

§ 7. We may now discuss the question under what head :rheextra

to class those extra incomes which are earned by extra- :::i
ordinary natural abilities. Since they are not the result of~~t=l
the investment of human effort in an agent of production ::~
for the purpose of increasing its efficiency, there is a strong reg~ed

primafacie cause for regarding them as a producer's surplus, ~1U8

resulting from the possession of a differential advantage for ~~~
production, freely given by nature. This analogy is valid f~:omes
and useful so long as we are merely analysing the component o~indi-

f h . db' divid I A d h . viduals ;parts 0 t e Income earne y an In VI ua. n t ere IS

some interest in the inquiry how much of the income of
successful men is due to chance, to opportunity, to the con-
juncture, how much to the good start that they have had
in life; how much is profits on the capital invested in their
special training, how much is the reward of exceptionally
hard work; and how much remains as a producer's surplus
or rent resulting from the possession of rare natural gifts.

M. 37
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VI, v, 7. But when we are considering the whole body of those
but not engaged in any occupation, we are not at liberty to treat
:!e:o:~ the exceptionally high earnings of successful men as rent,
sthidering I without making allowance for the low earnings of those whoenonna
earnings 0: fail. For the supply of labour in any occupation is governed,
a trade; other things being equal, by the earnings of which it holds

out the prospect. The future of those who enter the
occupation cannot be predicted with certainty: some, who
start with the least promise, turn out to have great latent
ability, and, aided perhaps by good luck, they earn large
fortunes; while others, who made a brilliant promise at
starting, come to nothing. For the chances of success and
failure are to be taken together, much as are the chances
of good and bad hauls by a fisherman or of good and bad
harvests by a farmer; and a youth when selecting an
occupation, or his parents when selecting one for him, are
very far from leaving out of account the fortunes of successful
men. These fortunes are therefore part of the price that is
paid in the long run for the supply of labour and ability that
seeks the occupation: they enter into the true or "long
period" normal supply price of labour in it.

save in the It may be conceded, however, that, if a certain class of
extreme
case of a people were marked out from their birth as having special
class of
persons gifts for some particular occupation, and for no other, so that
~: with they would be sure to seek that occupation in any case, then
abili~alizeiC!ld the earnings which such men would get might be left out of
SpOOl • 1 h ideri h h~arti. account as exceptiona ,wen we were consi ermg tee ances
branches of of success or failure for ordinary persons. But as a matter of
production. fact that is not the case; for a great part of a person's success

in any occupation depends on the development of talents and
tastes, the strength of which cannot be clearly predicted
until he has already committed himself to a choice of
occupation. Such predictions are at least as fallible as those
which a new settler can make as to the future fertility and
advantages of situation of the various plots of land that are
offered for his selection-. And partly for this reason the
extra income derived from rare natural qualities bears a
closer analogy to the surplus produce from the holding of

1 Comp. V. x. 2.
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a settler who has made an exceptionally lucky selection, than VI, v, 7

to the rent of land in an old country. But land and human
beings differ in so many respects, that even that analogy, if
pursued very far, is apt to mislead: and the greatest caution
is required in the application of the term producer's surplus
to the earnings of extraordinary ability.

Finally, it may be observed that the argument of V. VIII.-

xr., with regard to the special earnings (whether of the nature
of rents or quasi-rents) of appliances capable of being used
in several branches of production, is applicable to the special
earnings of natural abilities, and of skill. When land or
machinery capable of being used for producing one commodity
is used for another, the supply price of the first is raised,
though not by an amount dependent on the incomes which
those appliances for production would yield in the second
use. So when trained skill or natural abilities which could
have been applied to produce one commodity, are applied for
another, the supply price of the first is raised through the
narrowing of its sources of supply.

37-2



CHAPTER VI.

INTEREST OF CAPITAL.

VI, VI, 1. § 1. THE relations between demand and supply cannot
Cbapters I. be studied by themselves in the case of capital any mored:~ than they could in the case of labour. All the elements
~~ci;tof the great central problem of distribution and exchange
of the f mutually govern one another: and the first two chapters
action 0 •
demand of this Book, and more especially the parts that relate
~~~~~!rdirectly to capital, may be taken as an introduction to this
~ec:E;~Jand the next two chapters. But before entering on the
to details, detailed analysis with which they will be mainly occupied,

something may be said as to the position which the modern
study of capital and interest holds in relation to earlier
work.

The aid which economic science has given towards
understanding the part played by capital in our industrial
system is solid and substantial; but it has made no startling
discoveries. Everything of importance which is now known
to economists has long been acted upon by able business
men, though they may not have been able to express their
knowledge clearly, or even accurately.

Everyone is aware that no payment would be offered for
the use of capital unless some gain were expected from that
use; and further that these gains are of many kinds. Some
borrow to meet a pressing need, real or imaginary, and pay
others to sacrifice the present to the future in order that
they themselves may sacrifice the future to the present.
Some borrow to obtain machinery, and other" intermediate"
goods, with which they may make things to be Bold at a

Thefunda-
mental
doctrines
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nomics as
to capital
are not
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basis of
action in
ordmary
life.
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profit; some to obtain hotels, theatres and other things VI, VI, I.

which yield their services directly, but are yet a source of
profit to those who control them. Some borrow houses for
themselves to live in, or else the means wherewith to buy or
build their own houses; and the absorption of the resources
of the country in such things as houses increases, other things
being equal, with every increase in those resources and every
consequent fall in the rate of interest, just as does the
absorption of those resources in machinery, docks, etc. The
demand for durable stone houses in place of wood houses
which give nearly equal accommodation for the time indi-
cates that a country is growing in wealth, and that capital
is to be had at a lower rate of interest; and it acts on the
market for capital and on the rate of interest in the same
way as would a demand for new factories or railways.

Everyone knows that people will not lend gratis as a
rule; because, even if they have not themselves some good
use to which to turn the capital or its equivalent, they are
sure to be able to find others to whom its use would be of
benefit, and who would pay for the loan of it: and they stand
out for the best market",

Everyone knows that' few, even among the Anglo-Saxon
and other steadfast and self-disciplined races, care to save
a large part of their incomes; and that many openings have
been made for the use of capital in recent times by the
progress of discovery and the opening up of new countries:
and thus everyone understands generally the causes which
have kept the supply ofaccumulated wealth sosmall relatively
to the demand for its use, that that use is on the balance
a source of gain, and can therefore require a payment when
loaned. Everyone is aware that the accumulation of wealth
is held in check, and the rate of interest 80 far sustained, by
the preference which the great mass of humanity have for
present over deferred gratifications, or, in other words, by
their unwillingness to "wait." And indeed the true work
of economic analysis in this respect is, not to emphasize

I That the supply of capital is held back by the Pf'OIpectiMUSI of Its uses,
men's unreadiness to look forward, while the demand (or it comes from its
p7'OIluctilltlle$l, in the broadest sense of the term, is indicated in II, tv.
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VI, VI, 1. this familiar truth, but to point out how much more
numerous are the exceptions to this. general preference than
would appear at first sight ',

nut~coh- These truths are familiar; and thev are the basis of thenonllcs as .,
important theory of capital and interest. But in the affairs of ordinary
and diffi- l'f h hemselves i f Pcult work I e trut s are apt to present t emse ves In ragments. ar-
~~n~ec~mg ticular relations are seen clearly one at a time; but the
~:~~~d~al interactions of mutually self-determining causes are seldom
makean grouped as a whole. The chief task of economics then as
orgamc da eani Li . d d i hei 1whole; regar s capita IS to set out In or er an In t eir mutua

relations, all the forces which operate in the production and
accumulation of wealth and the distribution of income; so
that as regards both capital and other agents of production
they may be seen mutually governing one another.

:~~I~~i8, Next it has to analyse the influences which sway men
in their choice between present and deferred gratifications,
including leisure and opportunities for forms of activity
that are their own reward. But here the post of honour
lies with mental science; the received doctrines of which
economics applies, in combination with other material, to its
special problemst. .

Its work is therefore heavier in that analysis, on which
we are to be engaged in this and the next two chapters, of
the gains that are derived from the aid of accumulated wealth
in the attainment of desirable ends, especially when that
wealth takes the form of trade capital. For these gains or
profits contain many elements, some of which belong to
interest for the use of capital in a broad sense of the term;
while others constitute net interest, or interest properly 80

called. Some constitute the reward of managing ability and

1 See Book III. v. 3, 4; and IY. m. 8. It is a good corrective of this error
to note how smaIl a modification of the conditions of our own world would be
required to bring US to another in which the mass of the people would be 80 anxious
to provide for old age and for their families after them, and in which the new
openings for the advantageous use of accumulated wealth in any fonn were 80

small, that the amount of wealth for the safe custody of which people were WIllieg
to pay would exceed that which others desired to borrow; and where in consoquence
even those who saw their way to make a gain out of the use of capital, would be
able to exact a payment for taking charge of it; and intere.,t would be negative
all along the line.

a Compare III. v. and IV. VIL
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of enterprise, including the bearing of risks; and others again VI, VI,!.

belong not so much to anyone of these agents of production
as to their combination.

The scientific doctrine of capital has had a long history 'I'he eco-

f· h d· . h th normco continuous growt an improvement in t ese ree doctrine of

directions during the last three centuries. Adam Smith c~i~d
appears to have seen indistinctly, and Ricardo to have seen ~on!rnu-

hi f . . h ously anddistinctly, almost everyt mg 0 pnmary importance In t e without

theory, very much as it is known now: and though one ~~:;~.
writer has preferred to emphasize one of its many sides, and
another another, there seems no good reason for believing
that any great economist since the time of Adam Smith has
ever completely overlooked any side; and especially is it
certain that nothing which would be familiar to men of
business was overlooked by the practical financial genius
of Ricardo. But there has been progress; almost everyone
has improved some part, and given it a sharper and clearer
outline; or else has helped to explain the complex relations
of its different parts. Scarcely anything done by any great
thinker has had to be undone, but something new has con-
stantly been added-,

1 Prof. v. Bohm-Bawerk appears to have underrated the acumen of his
predecessors in their writings on capital and interest, What he regards as mere
naive fragments of theories appear rather to be the utterances of men well
acquainted with the practical workings of business; and who, partly for some
special purpose, and partly through want of system in exposrtion. gave such
disproportionate stress to some ..lements of the problem as to throw others into
the background. Perhaps part of the air of paradox With which he mvests his
own theory of capital may be the result of a similar disproportionate emphasis,
and an unwillingness to recognize that the various elements of the problem
mutually govern one anotller. Attention has already been called to tile fact that,
though he excludes houses and hotels, and indeed everything that is not strictly
speaking an intermediate good, from his defimtion of capital, yet the demand for
the use of goods, that are not intermediate, acts as directly on the rate of interest,
as does tIlat for capital as defined by him. Connected with this use of the term
capital is a doctrine on which he lays great stress, viz. that" methods of produc-
tion which take time are more productive" (Pontille Capital, Book V. ch. IV.

p. 261), or again tIlat "every lengthening of a roundabout process 15 accompanied
by a further increase in the technical result" (lb. Book II. ch, n, p. 84)." There
are however innumerable processes which take a long time and are roundabout; but
are not productive and tIlerefore are not used; and in fact he seems to have inverted
cause and effect. 'l'he true doctrine appears to be that, hccause interest has to be
paid for, and can be gained by the use of capital; therefore those long and round-
about methods, which involve much locking up of capital, are avoided unless they
are more productive than others, The fact that many roundabout methods are
in various degrees productive is one of the calL'ICSthat affect the rate of mterest;
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VI, VI, 2. § 2. But if we go back to medieevsl and ancient history
In early we certainly do seem to find an absence of clear ideas as to
~!~a~{on the nature of the services which capital renders in production,
the abuses and for which interest is the payment; and since this early
of loans hi . . . . d' =_.£1 h
at interest istory is exercising an III irect mnuence on t e problems of
~~~ our own age, something should be said of it here.
their uses; In primitive communities there were but few openings

for the employment of fresh capital in enterprise, and anyone
who had property that he did not need for his own im-
mediate use, would seldom forego much by lending it on
good security to others without charging any interest for the
loan. Those who borrowed were generally the poor and the
weak, people whose needs were urgent and whose powers of
bargaining were very small. Those who lent were as a rule
either people who spared freely of their superfluity to help
their distressed neighbours, or else professional money-
lenders. To these last the poor man had resort in his need;
and they frequently made a cruel use of their power, en-
tangling him in meshes from which he could not escape
without great suffering, and perhaps the loss of the personal
freedom of himself or his children. Not only uneducated
people, but the sages of early times, the fathers of the
medieevalchurch, and the English rulers of India in our own
time, have been inclined to say, that money-lenders "traffic
in other people's misfortunes, seeking gain through their
adversity: under the pretence of compassion they dig a pit
for the oppressed"." In such a state of society it may be
a question for discussion, whether it is to the public advantage
that people should be encouraged to borrow wealth under
a contract to return it with increase after a time: whether

and the rate of interest and the extent to which roundabout methods are employed
are two of the elementa of the central problem of distribution and exchange that
mutually determine one another. See Appendix I, 3.

1 FlOm St Chrysostom's Fifth Homily, see above I. II. 8. Compare also
Ashley's Economic History, VI. VI.; and Bentham On UlUry. The sentiment
against usury had ita origin in tribal relationships, in many other cases besides
that of the Israelites, perhaps in all cases; and, as Cliffe Leslie remarks (Essays,
2nd Edition, p. 244):-1t was "inherited from prehistoric times, when the members
of each community still regarded themselves as kinsmen; when communism in
property existed at least in practice, and no one who had more than he needed
could refuse to share his superfluous wealth with a fellow-tribesman in want."
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such contracts, taken one with another, do not on the whole VI, vr, 2.

diminish rather than increase the sum total of human happi-
ness.

But unfortunately attempts were made to solve this and this
diffi ul d . rt t ti I ti b hil hi 1fact retard-c t an impo an prac ica ques IOn yap 1 osop ca ed the

distinction between the interest for the loan of money and ~r:a~th of

the rental of material wealth. Aristotle had said that money notions
h. . as tc t e

was barren, and that to derive interest from lending it out nature

was to put it to an unnatural use. And following his lead ~~~
Scholastic writers argued with much labour and ingenuity b;~:;;~l.
that he who lent out a house or a horse might charge for its
use, because he gave up the enjoyment of a thing that was
directly productive of benefit. But they found no similar
excuse for the interest on money: that, they said, was wrong,
because it was a charge for a service which did not cost the
lender anything-.

If the loan really cost him nothing, if he could have made Medireyal

no use of the money himself, if he was rich and the borrower ~1rt~~~t
poor and needy, then it might no doubt be argued that he ~~bj~~.
was morally bound to lend his money gratis: but on the
same grounds he would have been bound to lend without
charge to a poor neighbour a house which he would not
himself inhabit, or a horse for a day's work of which he had
himself no need. The doctrine of these writers therefore
really implied, and in fact it did convey to people's minds
the mischievous fallacy that-independently of the special
circumstances of the borrower and the lender-the loan of
money, i.e. of command over things in general, is not a sacri-
fice on the part of the lender and a benefit to the borrower,
of the same kind as the loan of a particular commodity:
they obscured the fact that he who borrows money can buy,
for instance, a young horse, whose services he can use, and
which he can sell, when the loan has to be returned, at as
good a price as he paid for him. The lender gives up the
power of doing this, the borrower acquires it: there is no

1 They'also make a distinction between hiring things which were themselves
to be returned, and bor1'Owing things the equivalent of which only had to be re-
turned. This distinction, however, though interesting from an analytical point of
view, has very Iittle practical importance.
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substantial difference between the loan of the purchase price
of a horse and the loan of a horse-.

§ 3. History has in part repeated itself: and in the
modern Western World a new reforming impulse has derived
strength from, and given strength to, another erroneous ana-
lysis of the nature of interest. As civilization has progressed,
the loans of wealth to needy people have become steadily
more rare, and a less important part of the whole; while the
loans of capital for productive use in business have grown at
an ever-increasing rate. And in consequence, though the
borrowers are not now regarded as the subjects of oppression,
a grievance has been found in the fact that all producers,
whether working with borrowed capital or not, reckon interest
on the capital used by them as among the expenses which
they require to have returned to them in the long run in the
price of their wares as a condition of their continuing busi-
ness. On this account, and on account of the openings which
the present industrial system offers of amassing great wealth
by sustained good fortune in speculation, it has been argued
that the payment of interest in modern times oppresses the
working classes indirectly, though not directly; and that it
deprives them of their fair share of the benefits resulting
from the growth of knowledge. And hence is derived the
practical conclusion that it would be for the general happi-
ness and therefore right, that no private person should be
allowed to own any of the means of production, nor any
direct means of enjoyment, save such as he needs for his
own use.

This practical conclusion has been supported by other
arguments which will claim our attention; but at present
we are only concerned with the doctrine that has been used
by William Thompson, Rodbertus, Karl Marx, and others in
support of it. They argued that labour always produces a

1 Archdeacon Cunningham has described well the subtleties by which the
mcdialval church explained away her prohibition of loans at interest, in most
of those cases in which the prohibition would have been seriously injurious to the
body politic. These subtleties resemble the legal fictions by which the judges
have gradually explained away the wording of laws, the natural interpretation of
whicb seemed hkely to be mischievous. In both cases 80IIle practical evil has
been avoided at the expense of fostermg habits of confused and insincere
t.houghL
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"Surplus"! above its wages and the wear-and-tear of capital VI, VI, 3.

used in aiding it: and that the wrong done to labour lies in the;-

the exploitation of this surplus by others. But this assump- ~~~~e of

tion that the whole of this Surplus is the produce of labour, Their
l
~aincone us-on

already takes for granted what they ultimately profess to was
b it th k . d it i assumedprove y 1; ey ma e no attempt to prove It; an It ISnot in an

true. It is not true that the spinning of yarn in a factory, ~~::a.
after allowance has been made for the wear-and-tear of the
machinery, is the product of the labour of the operatives. It
is the product of their labour, together with that of the
employer and subordinate managers, and of the capital
employed; and that capital itself is the product of labour
and waiting: and therefore the spinning is the product of
labour of many kinds, and of waiting. If we admit that it
is the product of labour alone, and not of labour and waiting,
we can no doubt be compelled by inexorable logic to admit
that there is no justification for Interest, the reward of
waiting; for the conclusion is implied in the premiss.
Rodbertus and Marx do indeed boldly claim the authority
of Ricardo for their premiss; but it is really as opposed to
his explicit statement and the general tenor of his theory
of value, as it is to common sense",

To put the same thing in other words; if it be true that
the postponement of gratifications involves in general a sacri-
fice on the part of him who postpones, just as additional
effort does on the part of him who labours; and if it be true
that this postponement enables man to use methods of
production of which the first cost is great; but by which the
aggregate of enjoyment is increased, as certainly as it would
be by an increase of labour; then it cannot be true that the
value of a thing depends simply on the amount of labour
spent on it. Every attempt to establish this premiss has
necessarily assumed implicitly that the service performed by
capital is a "free" good, rendered without sacrifice, and there-
fore needing no interest as a reward to induce its continu-
ance; and this is the very conclusion which the premiss is
wanted to prove. The strength of Rodbertus' and Marx's

I This is Marx's phrase. Rodbertus had called it a .. Plus."
I See AppendIx 1,2.
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VI, VI, 4. sympathies with suffering must always claim our respect:
but what they regarded as the scientific foundation of their
practical proposals appears to be little more than a series of
arguments in a circle to the effect that there is no economic
justification for interest, while that result has been all along
latent in their premisses; though, in the case of Marx, it was
shrouded by mysterious Hegelian phrases, with which he
"coquetted," as he tells us in his Preface.

~s~d § 4. We may now proceed with our analysis. The
interest. interest of which we speak when we say that interest is

the earnings of capital simply, or the reward of waiting
simply, is Net interest; but what commonly passes by the
name of Interest, includes other elements besides this, and
may be called Gross interest.

These additional elements are the more important, the
lower and more rudimentary the state of commercial security
and of the organization of credit. Thus, for instance, in
medieeval times, when a prince wanted to forestall some of
his future revenues, he borrowed perhaps a thousand ounces
of silver, and undertook to pay back fifteen hundred at the
end of a year. There was however no perfect security that
he would fulfil the promise; and perhaps the lender would
have been willing to exchange that promise for an absolute
certainty of receiving thirteen hundred at the end of the
year. In that case, while the nominal rate at which the
loan was made was fifty per cent., the real rate was thirty.

Efd also The necessity for making this allowance for insurance
otM'a=e. against risk is so obvious, that it is not often overlooked.
ment, But it is less obvious that every loan causes some trouble

to the lender; that when, from the nature of the case, the
loan involves considerable risk, a great deal of trouble has
often to be taken to keep these risks as small as possible;
and that then a great part of what appears to the borrower
as interest, is, from the point of view of the lender, earnings
of management of a troublesome business.

and At the present time the net interest on capital in England
therefore • I· 1 d hr f hvarieswith ISa Itt e un er t ee per cent. per annum; or no more t an
the circum- h b b . d bv ] .. h fi t t t kstances of t at can e 0 tame y investing m sue rs -ra e S oc -
each loan. exchange securities as yield to the owner a secure income

Gross
interest
includes
some
Insurance
against
risk,
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without appreciable trouble or expense on his part. And VI, VI, 5.

when we find capable business men borrowing on perfectly
secure mortgages, at (say) four per cent., we may regard that
gross interest of four per cent. as consisting of net interest, or
interest proper, to the extent of a little under three per cent.,
and of earnings of management by the lenders to the extent
of rather more than one per cent.!

Again, a pawnbroker's business involves next to no risk; C8IIeII
. 11 d h f inwhichbut his loans are genera y ma e at t e rate 0 25 per cent. gross

per annum, or more; the greater part of which is really ~~~~
earnings of management of a troublesome business. Or to
take a more extreme case, there are men in London, and
Paris, and probably elsewhere, who make a living by lending
money to costermongers. The money is often lent at the
beginning of the day for the purchase of fruit, etc., and
returned at the end of the day, when the sales are over, at
a profit of ten per cent.: there is a little risk in the trade, and
the money is seldom lost". Now a farthing invested at ten
per cent. a day would amount to a billion pounds at the
end of a year. But no one can become rich by lending to
costermongers; because no one can lend much in this way.
The so-called interest on the loans really consists almost en-
tirely of earnings of a kind of work for which few capitalists
have a taste.

§ 5. It is then necessary to analyse a little more care- Furth~r

fully the extra risks which are introduced into business when ~f::;:
much of the capital used in it has been borrowed. Let us interest.

1 J\fort!,:ages for long periods are sometimes more sought after hy lenders than
those for short periods, and sometimes less. The former save the trouble of fre-
quent renewal, but they d..prive the lender of command over his money for a long
time, and thus limit his freedom. First-class stock-exchange secunnes combine
the advantages of very long and very short mortgages. l'or their holder can hold
them as long as he hkes, and can convert them into money when he WIll; though,
If at the time credit is shaken and other people want ready money, he will have
to sell at a loss. If they could always be realized without a !oss, and if there
were no broker's cornmisslons to be paid on buying and selling, they would not
yield a higher income than money lent "on call" at the lender's choice of time;
and that WIll always be less than the interest on loans for any fixed period, short
or long.

I Again, Dr Jessop (.beady, p. 214) tells us "th ere are hosts of small money-
lenders in the purlieus of the cattle marketa who make advances to speculators
V>ith /Jt& tye," lending sums, amounting in exceptional cases up to £200, at a gross
interest of ten per rent. for the twenty-four,hours.
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suppose that two men are carrying on similar businesses, the
one working with his own, the other chiefly with borrowed
capital.

There is one set of risks which is common to both; which
may be described as the trade risks of the particular business
in which they are engaged. They arise from fluctuations
in the markets for their raw materials and finished goods,
from unforeseen changes of fashion, from new inventions,
from the incursion of new and powerful rivals into their
respective neighbourhoods, and so on. But there is another
set of risks, the burden of which has to be borne by the man
working with borrowed capital, and not by the other; and
we may call them personal risks. For he who lends capital
to be used by another for trade purposes, has to charge
a high interest as insurance against the chances of some
flaw or deficiency in the borrower's personal character or
ability-.

The borrower may be less able than he appears, less
energetic, or less honest. He has not the same inducements,
as a man working with his own capital has, to look failure
straight in111eface, and withdraw from a speculative enter-
prise as soon as it shows signs of going against him. On
the contrary, should his standard of honour not be high, he
may be not very keen of sight as to his losses. For if he
withdraws at once, he will have lost all he has of his own;
and if he allows the speculation to run on, any additional
loss will fall on his creditors; and any gain will come to him-
self. Many creditors lose through semi-fraudulent inertness
of this kind on the part of their debtors, and a few lose
through deliberate fraud: the debtor for instance may con-
ceal in subtle ways the property that is really his creditors',
until his bankruptcy is over, and he has entered on a new
business career; he can bring gradually into play his secret
reserve funds without exciting over-much suspicion.

The price then that the borrower has to pay for the loan
of capital, and which he regards as interest, is from the point
of view of the lender more properly to be regarded as profits:
for it includes insurance against risks which are often very

1 See also below, cb. VIII. § 2.
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heavy, and earnings of management for the task, which is VI, VI, 5.

often very arduous, of keeping those risks as small as pos-
sible. Variations in the nature of these risks and of the
task of management will of course occasion corresponding
variations in the gross interest, so called, that is paid for the
use of money. The tendency of competition is therefore not
towards equalizing this gross interest: on the contrary, the
more thoroughly lenders and borrowers understand their
business, the more certainly will some classes of borrowers
obtain loans at a lower rate than others.

We must defer to a later stage our study of the marvel- but net

1 I ffici .. f h d k b interestous y e eient organization 0 t e mo ern money mar et y does.

which capital is transferred from one place where it is super-
abundant to another where it is wanted; or from one trade
that is in the process of contraction to another which is being
expanded: and at present we must be contented to take it
for granted that a very small difference between the rates of
net interest to be got on the loan of capital in two different
modes of investment in the same Western country will cause
capital to flow, though perhaps by indirect channels, from
the one to the other.

It is true that if either of the investments is on a small
scale, and few people know much about it, the flow of capital
may be slow. One person, for instance, may be paying five
per cent. on a small mortgage, while his neighbour is paying
four per cent. on a mortgage which offers no better security.
But in all large affairs the rate of net interest (so far as it
can be disentangled from the other elements of profits) is
nearly the same all over England. And further the diver-
gencies between the average rates of net interest in different
countries of the Western World are rapidly diminishing, as a
result of the general growth of intercourse, and especially of
the fact that the leading capitalists of all these countries hold
large quantities of stock-exchange securities, which yield the
same revenue and are sold practically at the same price on
the same day all over the world.

When we come to discuss the Money Market we shall
have to study the causes which render the supply of capital
for immediate use much larger at some times than at others;
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and which at certain times make bankers and others contented
with an extremely low rate of interest, provided the security
be good and they can get their money back into their own
hands quickly in case of need. At such times they are
willing to lend for short periods even to borrowers, whose
security is not of the first order, at a rate of interest that is
not very high. For their risks of loss are much reduced by
their power of refusing to renew the loan, if they notice
any indication of weakness on the part of the borrower;
and since short loans on good security are fetching only
a nominal price, nearly the whole of what interest they get
from him is insurance against risk, and remuneration of
their own trouble. But on the other hand such loans are
not really very cheap to the borrower: they surround him by
risks, to avoid which he would often be willing to pay a much
higher rate of interest. For if any misfortune should injure
his credit, or if a disturbance of the money market should
cause a temporary scarcity of loanable capital, he may be
quickly brought into great straits. Loans to traders at
nominally low rates of interest, if for short periods only, do
not therefore really form exceptions to the general rule just
discussed.
'V § 6. The flow of investment of resources from their
common source in production consists 'Of two streams. The
smaller consists of new additions to the accumulated stock.
The larger merely replaces that which is destroyed; whether
by immediate consumption, as in the case of food, fuel, etc.;
by wear-and-tear, as in that of railway irons; by the lapse
of time, as in that of a thatched roof or a trade directory;
or by all these combined. The annual flow of this second
stream is probably not less than a quarter of the total stock
of capital, even in a country in which the prevailing forms of
capital are as durable as in England. It is therefore not
unreasonable to assume for the present that the owners of
capital in general have been able in the main to adapt its
forms to the normal conditions of the time, so as to derive
as good a net income from their investments in one way as
another.

It is only on this supposition that we are at liberty to
1
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speak of capital in general as being accumulated under the VI, VI, 7.

expectation of a certain net interest which is the same for
all its forms. For it cannot be repeated too often that the
phrase "the rate of interest" is applicable to old invest-
ments of capital only in a very limited sense. For instance,
we may perhaps estimate that a trade capital of some seven
thousand millions is invested in the different trades of this
country at about three per cent. net interest. But such a
method of speaking, though convenient and justifiable for
many purposes, is not accurate. What ought to be said is
that, taking the rate of net interest on the investments of new
capital in each of those trades [i.e. on marginal investments]
to be about three per cent.; then the aggregate net income
rendered by the whole of the trade-capital invested in the
various trades is such that, if capitalized at 33 years' purchase
(that is on the basis of interest at three per cent.), it would
amount to some seven thousand million pounds. For the
value of the capital already invested in improving land or
erecting a building; in making a railway or a machine is
the aggregate discounted value of its estimated future net
incomes [or quasi-rents]; and if its prospective income-yield-
ing power should diminish, its value would fall accordingly
and would be the capitalized value of that smaller income
after allowing for depreciation.

§ 7. Throughout the present volume we are supposing, Estimates
. h b f . I h h of true asm tea sence 0 any speCla statement to t e contrary, t at contr~ted

all values are expressed in terms of money of fixed purchas- :~inal

ing power, just as astronomers have taught us to determine mterest'
rest on

the beginning or the ending of the day with reference not to assump-

the actual sun but to a mean sun which is supposed to move ~en:u~~

uniformly through the heavens. Further, the influences~~~~a:g
which changes in the purchasing power of money do exert on money.

the terms on which loans are arranged, are most conspicuous
in the market for short loans-a market which differs in
many of its incidents from any other, and a full discussion
of their influences must be deferred. But they should be
noticed here in passing, at all events as a point of abstract
theory. For the rate of interest which the borrower is
willing to pay measures the benefits that he expects to derive

M. ~
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from the use of the capital only on the assumption that the
money has the same purchasing power when it is borrowed
and when it is returned.

Let us suppose, for instance, that a man borrows £100
under contract to pay back £105 at the end of the year. If
meanwhile the purchasing power of money has risen 10 per
cent. (or which is the same thing, general prices have fallen
in the ratio of 10 to 11), he cannot get the £105 which he has
to pay back without selling one-tenth more commodities than
would have been sufficient for the purpose at the beginning
of the year. Assuming, that is, that the things which he
handles have not changed in value rela.tively to things in
general, he must sell at the end of the year commodities which
would have cost him £115.108. at the beginning, in order to
pay back with interest his loan of £100; and therefore he has
lost ground unless the commodities have increased under his
hands 15i per cent. While nominally paying 5 per cent. for
the use of his money, he has really been paying 151per cent.

On the other hand, if prices had risen so much that the
purchasing power of money had fallen 10 per cent. during the
year, and he could get £100 for things which cost him £90
at the beginning of the year; then, instead of paying 5 per
cent. for the loan, he would really be paid 5i per cent. for
taking charge of the money".

When we come to discuss the causes of alternating
periods of inflation and depression of commercial activity, we
shall find that they are intimately connected with those
variations in the real rate of interest which are caused by
changes in the purchasing power of money. For when prices
are likely to rise, people rush to borrow money and buy
goods, and thus help prices to rise; business is inflated, and
is managed recklessly and wastefully; those working on
borrowed capital pay back less real value than they borrowed,
and enrich themselves at the expense of the community.
When afterwards credit is shaken and prices begin to fall,
everyone wants to get rid of commodities and get hold of
money which is rapidly rising in value; this makes prices fall

I Compare Fisher's Appreciati01l and Intt:rtSl 1896: and Th~ rate of inttre~
1907, especially Chapters V, XIV and their respective Appendices.
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all the faster, and the further fall makes credit shrink even VI, VI, 7.

more, and thus for a long time prices fall because prices have
fallen.

We shall find that fluctuations in prices are caused only
to a very slight extent by fluctuations in the supply of the
precious metals; and that they would not be much diminished
by the adoption of gold and silver instead of gold as the basis
of our currency. But the evils which they cause are so great,
that it is worth while to do much in order to diminish them
a little. These evils however are not necessarily inherent in
those slow changes in the purchasing power of money, which
follow the course of man's changing command over nature:
and in such changes there is generally both loss and gain.
In the fifty years preceding the great war, improvements in
the arts of production and in the access to rich sources of
supply of raw material doubled the efficiency of man's labour
in procuring many of the things which he wants. An in-
jury would have been done to those members of the working
classes (now indeed rapidly diminishing in number) whose
money wages are much influenced by custom; if the pur-
chasing power of a sovereign in terms of commodities had
remained stationary, instead of following, as it has, the
increasing command by man over nature. But this matter
will require full discussion in another place.

38-2
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CHAPTER VII.

PROFITS OF CAPITAL AND BUSINESS POWER.

§ 1. IN the concluding chapters of Book IV. we made
some study of the various forms of business management,
and the faculties required for them; and we saw how the
supply of business power in command of capital may be
regarded as consisting of three elements, the supply of
capital, the supply of the business power to manage it, and
the supply of the organization by which the two are brought
together and made effective for production. In the last
chapter we were concerned mainly with interest, the earn-
ings of the first of these elements. In the earlier part of
this chapter we shall be occupied with the earnings of the
second and third taken together, which we have called gross
earnings of management; and afterwards we shall pass to
the relation in which this stands to the earnings of the
second taken by itself which we have called net earnings
of management>. We have to inquire more closely into the
nature of the services which are rendered to society by those
who undertake and manage business enterprises, and the
rewards of their work; and we shall find that the causes by
which these are governed are less arbitrary, and present
closer analogies to those which govern other kinds of earnings,
than is commonly supposed.

The We must however make a distinction at starting. We
success of. •
anbfo!", must call to rnind'' the fact that the struggle for survival
~an=~ss tends to make those methods of organization prevail, which
ment are best fitted to thrive in their environment; but not

This
chapter
and the
following
continue
the ana-
lyses of
IV. DI.,
zrn.

1 See p. 313. I See IV. vm.
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necessarily those best fitted to benefit their environment, VI, VII, 1.

unless it happens that they are duly rewarded for all the depends

benefits which they confer, whether direct or indirect. And ::'ediate
in fact this is not so. For as a general rule the law of sub- rat.ht.he~tsan I
stitution-which is nothing more than a special and limited ult.iJ~'late

licati f h law of survi I f h fi d effiCiency.app cation 0 t e aw 0 survrva 0 t e ttest-ten s to
make one method of industrial organization supplant another
when it offers a direct and immediate service at a lower price.
The indirect and ultimate services which either will render
have, as a general rule, little or no weight in the balance;
and as a result many businesses languish and die, which
might in the long run have done good work for society if
only they could have obtained a fair start. This is especially
true of some forms of co-operative associations.

In this connection we may divide employers and other
undertakers into two classes, those who open out new and
improved methods of business, and those who follow beaten
tracks. The services which the latter perform for society are
chiefly direct and seldom miss their full reward: but it is
otherwise with the former class.

For instance, economies have lately been introduced into
some branches of iron manufacture by diminishing the
number of times which the metal is heated in passing from
iron ore to its final form; and some of these new inventions
have been of such a nature that they couldneither be patented
nor kept secret. Let us suppose then that a manufacturer
with a capital of £50,000 is getting in normal times a net
profit of £4,000 a year, £1,500 of which we may regard as
his earnings of management, leaving £2,500 for the other
two elements of profits. We assume that he has been
working so far in the same way as his neighbours, and
showing an amount of ability which, though great, is no
more than the normal or average ability of the people who
fill such exceptionally difficult posts; that is, we assume that
£1,500 a year is the normal earnings for the kind of work
he has been doing. But as time goes on, he thinks out a
way of dispensing with one of the heatings that have
hitherto been customary; and in consequence, without
increasing his expenses, he is able to increase his annual
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VI, vn, 2. output by things which can be sold for £2,000 net. So long,
therefore, as he can sell his wares at the old price, his earnings
of management will be £2,000 a year above the average;
and he will earn the full reward of his services to society.
His neighbours however will copy his plan, and probably
make more than average profits for a time. But soon
competition will increase the supply, and lower the price of
their wares, until their profits fall to about their old level;
for no one could get extra high wages for making eggs stand
on their ends after Columbus's plan had become public
property.

Many business men whose inventions have in the long run
been of almost priceless value to the world, have earned even
less by their discoveries than Milton by his Paradise Lost or
Millet by his Angelus; and while many men have amassed
great wealth by good fortune, rather than by exceptional
ability in the performance of public services of high import-
ance, it is probable that those business men who have
pioneered new paths have often conferred on society benefits
out of all proportion to their own gains, even though they
have died millionaires. Although then we shall find that the
rewards of every business undertaker tend to be proportionate
to the direct services he renders to the community, this will
by itself go but a small way towards proving that the existing
industrial organization of society is the best conceivable, or
even the best attainable; and it must not be forgotten that
the scope of our present inquiry is limited to a study of the
action of causes that determine the earnings of business
undertaking and management under existing social insti-
tutions.

We will begin by tracing the adjustment of the rewards
of the services rendered to society by ordinary workmen, by
foremen, and by employers of different grades: we shall find
the principle of substitution everywhere at work.

§ 2. We have already noticed that a great part of the
work done by the head of a small business himself, is rele-
gated in a large business to salaried heads of departments,
managers, foremen and others. And this thread will guide
us to much that is useful for our present inquiry, The

Adjust-
mentof
demand
for the
services of
foremen
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simplest case is that of the earnings of the ordinary foreman; VI, YD, 2.

with which we may begin. as com-
Let us suppose, for instance, that a railway contractor or th::;th

a dockyard manager finds that it answers best to have one ordinary
workmen.

foreman to every twenty labourers, the wages of a foreman
being twice those of a labourer. This means that, if he found
himself with 500 labourers and 24 foremen, he would expect
to get just a little more work done at the same expense by
adding one more foreman, than by adding two more ordinary
labourers: while if he had had 490 labourers and 25 foremen,
he would have found it better to add two more labourers.
If he could have got his foreman for one and a half times
the wages of a labourer, perhaps he would have employed one
foreman to every fifteen labourers. But, as it is, the number
of foremen employed is determined at one-twentieth of that
of'the labourers, and their demand price at twice the
labourers' wages-.

In exceptional cases the foremen may earn their wages
by overdriving those whose work they superintend. But we
may now suppose them to contribute to the success of the
undertaking in a legitimate way, by securing a better
organization of its details; so that fewer things are done
amiss and need to be undone; so that everyone finds the
help that he wants in moving heavy weights, etc., ready for
him just when he wants it; so that all machinery and
implements are kept in good working order, and no one has
to waste his time and strength by working with inadequate
appliances, and so on. The wages of foremen who do work
of this kind may be taken as typical of a great part of
the earnings of management: society, acting through the
individual employer, offers an effective demand for their
services until that margin is reached at which the aggregate
efficiency of industry would be increased by adding workers
of some other trade more than by adding the foremen whose
wages would add an equal amount to the expenses of
production.

So far the employer has been regarded as the agent
through whom competition acts in contriving and arranging

1 With this argwnent may be compared that of VI. L 7.
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VI, vn, 3. the factors of production so that the maximum of direct
services (estimated by their money measure) should be
performed at a minimum money cost. But now we have
to look at the work of the employers themselves being
contrived and arranged for them, though of course in a
more haphazard fashion, by the immediate action of their
own competition.

Adjust-
f

§ 3. Let us then look next at the way in which the work
mento "
demand for of foremen and salaned managers IS constantly being weighed
~b'lli;.mg against that of the heads of businesses. It will be interest-
!l!':~:~ing to watch the course of a small business as it gradually
t~e grad

f
ual expands. A house carpenter, for instance, steadily increases

I'ISe 0 a
working his stock of tools, till he can hire a small workshop, and
carpenter. undertake odd jobs for private persons, who have to agree

with him as to what is to be done. The work of management
and of undertaking what little risks there are, is shared
between them and him; and, as this gives them a great
deal of trouble, they are not willing to pay him at a high
rate for what work of management he does",

So his next step is to undertake all the different sides of
small repairs. He has now entered on the career of a master-
builder; and if his business grows, he gradually withdraws
himself from manual labour, and to some extent even from
the superintendence of its details. Substituting for his own
work that of hired men, he has now to deduct their wages
from his receipts, before he can begin to reckon his profits:
and unless he proves himself to have a business ability up to
the normal level of that grade of industry which he has now
entered, he will probably soon lose all the little capital which
he has gained, and after a short struggle return to that
humbler rank of life in which he has prospered, Should his
ability be just about that level, he will, with average good
fortune, retain his position and perhaps gain a little ground:
and the excess of his receipts over his outgoings will be
representative of the normal earnings of management in his
grade.

Changes If his ability be greater than that which is normal in
in the
character his grade, he will be able to obtain as good a result with

1 Comp. IV. XII. 3.

His work
as a small
master-
builder.
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a given outlay for wages and other expenses, as most of VI, VI!, 4.

his rivals can with a larger outlay: he will have substituted of ~

his extra ability in organization for some of their outlay; ;~r~:1e

and his earnings of management will include the value bf ~is

of that outlay with which he has dispensed. He will thus in==s.

increase his capital and his credit: and be able to borrow
more, and at a lower rate of interest. He will obtain a wider
business acquaintanceship and connection; and he will get an
increased knowledge of materials and processes, and opportu-
nities for bold but wise and profitable adventure; until at
last he has delegated to others nearly all those duties which
occupied his whole time even after he had ceased to do
manual work himself'.

§4. Having watched the adjustment of the earnings of The ad-

foremen and of ordinary workmen, and again of employers b~::~t
and foremen, we may now look at the earnings of employers ~e~-

on a small and a large scale. business
menona

Our carpenter having become a master-builder on a very large and

1 I hi d rt ki will b d on a smallarge sea e, s un e a mgs e so many an so great seale,

as to have occupied the time and energies of some scores of
employers who superintended all the details of their several
businesses. Throughout this struggle between large busi-
nesses and small, we see the principle of substitution con-
stantly in operation; the large employer substituting a little
of his own work and a good deal of that of salaried managers
and foremen for that of a small employer. When, for

1 The employer of a large number of work.:ncn has to economize his energies
on the same plan that is followed by the leading officers of a modem army. For
as !lIr Wilkinson says (Tlu Brain of an Army, pp. 42-6):-"Organization im-
plies that every man's work is defined, that he knows exactly what he must
answer for, and that his authority is coextensive with his responsibihty ... [In the
German army] every commander above the rank of captain deals wrth a body
composed of units, with the interior aJiairs of none of which he meddles, except
in the case of failure on the part of the officer directly responsible .... The general
commanding an army corps has to deal directly With only a few subordinates ...
He inspects and tests the condition of all the various units, but ... he is I\S far
as possible unhampered by the worry of detail. He can make up his mind coolly."
Ba.,aehot in characteristic fashion had remarked (Lom~ard Strut, ch. vm.) that
if the head of a large business "is very busy, it is a sign of something wrong";
and bad compared (Essay on the Tra".ftralJiluy of Capital) the primitive em-
ployer with a Hector or Achill~s mingling in the fray, and the typical modem
employer with "a man at the far end of a telegraph wire-a Count Moltke with
his head over some papers..--who sees that the proper persons are slain, and who
8eClUM ~he victory."
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VI, m, 6. instance, tenders are invited for erecting a building, a builder
- with a large capital often .finds it worth his wbile to enter

the Iists, even though he lives at 8 distance. The local
builders secure great economies in having workshops and
men whom they can trust already near the spot; while he
gains something through buying his materials on a large
scale, through his command of machinery, especially for
woodwork, and perhaps through being able to borrow what
capital he wants on easier terms. These two sets of advan-
tages frequently about balance one another; and the contest
for the field of employment often turns on the relative
efficiencies of the undivided energies of the small builder,
and of that slight supervision which is all that the abler but
busier large builder can afford to give himself, though he
supplements it by the work of his local manager and of the
clerks in his central offiee-,

!!~~ § 5. So far we have been considering the gross earnings of
ingwith management of a man who applies his own capital in business,
borrowed
capital is and therefore can himself reap the equivalent of the costs
at a dis- i1 hadvantage direct and indirect, which are entai ed w en command over
in some capital has to be collected from owners, who do not care to
trades.

apply it to business uses themselves, and to be transferred
to those whose own capital is insufficient for their enterprises.

Weare next to consider the struggle for survival in
pushing forward in some trades business men working chiefly
with their own capital and in others those who work chiefly
with borrowed capital. The personal risks, against which
the lender of capital to be used in business requires to be
indemnified, vary to some extent with the nature of that
business, as well as with the circumstances of the individual
borrower. They are very high in some cases, as for instance
when a man is starting in a new branch of the electrical
trades, in which there is very little past experience to go
by, and the lender cannot easily form any independent
judgment as to the progress which is being made by the
borrower; and in all such cases the man working with
borrowed capital is at a great disadvantage; the rate of
profit is determined chiefly by the competition of those who

1 Comp. IV. XL 4.
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apply their own capital. It may happen that not many VI, 'fB, 6.
such men have access to the trade; and in that case the
competition may not be keen, and the rate of profit may
be high; that is, it may exceed considerably net interest on
the capital together with earnings of management on a scale
commensurate with the difficulty of the business done, though
that difficulty will probably be above the average.

And again, the new man with but little capital of his
own is at a disadvantage in trades which move slowly and
in which it is necessary to sow a long time before one
reaps.

But in all those industries in which bold and tireless But in

t . . k h d . . ul others heen erprlse can reap a qUlC' arvest; an In partie ar £lays a

wherever high profits are to be made for a time by cheaper ;:::~g
reproductions of costly wares, there the new man is in his
element: it is he who by his quick resolutions and dexterous
contrivances, and perhaps also a little by his natural reck-
lessness, "forces the pace."

And he often holds his own with great tenacity even under for be will

considerable disadvantages; for the freedom and dignity of fu~r:S~j
his position are very attractive to him. Thus the peasant reward.

proprietor whose little plot is heavily mortgaged, the small
so-called" sweater" or "garret master" who takes out a
sub-contract at a low price, will often work harder than the
ordinary workman, and for a. lower net income. And the
manufacturer who is doing a large business with compara-
tively little capital of his own will reckon his labour and
anxiety almost as nothing, for he knows that he must anyhow
work for his living, and he is unwilling to go into service
to another: he will therefore work feverishly for a gain that
would not count much in the balance with a wealthier rival,
who, being able to retire and live in comfort on the interest
of his capital, may be doubting whether it is worth while to
endure any longer the wear-and-tear of business life.

The inflation of prices which culminated in 1873, enriched
borrowers in genera.l, and in particular business undertakers,
at the expense of other members of society. New men there-
fore found their way into business made very smooth; and
those who had already made or inherited business fortunes,
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VI, VD, 6. found their way made smooth for retiring from active work.
Thus Bagehot, writing about that timet, argued that the
growth of new men was making English business increasingly
democratic: and, though admitting that" the propensity to
variation in the social as in the animal kingdom is the prin-
ciple of progress," he pointed out regretfully how much the
country might have gained by the long duration of families
of merchant princes. But in recent years there has been some
reaction, due partly to social causes, and partly to the influ-
ence of a continued fall in prices. The sons of business men
are rather more inclined than they were a generation ago to
take pride in their fathers' callings; and they find it harder
to satisfy the demands of an ever-increasing luxury on the
income which would be theirs if they withdrew from business.

Joint-stock § 6. But the weighing in the balance of the services and
compawes. therefore the earnings of employees against the earnings of

management of business men is in some ways best illustrated
by reference to Joint-stock companies. For in them most of
the work of management is divided between salaried directors
(who indeed hold a few shares themselves) and salaried mana-
gers and other subordinate officials, most of whom have little
or no capital of any kind; and their earnings, being almost
the pure earnings of labour, are governed in the long run by
those general causes which rule the earnings of labour of
equal difficulty and disagreeableness in ordinary occupations.

As has already been observed'', joint-stock companies are
hampered by internal frictions, and conflicts of interest
between shareholders and debenture holders, between
ordinary and preferred shareholders, and between all these
and the directors; and by the need for an elaborate system
of checks and counterchecks. They seldom have the enter-
prise, the energy, the unity of purpose and the quickness of
action of a private business. But these disadvantages are of
relatively small importance in some trades. That publicity,
which is one of the chief drawbacks of public companies in
many branches of manufacture and of speculative commerce,
is a positive advantage in ordinary banking and insurance
and kindred businesses; while in these, as well as in most

1 Lombard Strut, Introductory chapter. • See IV. XII. 9, 10.
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of the transport industries (railways, tramways, canals, and VI, VII, 7.

the supply of gas, water, and electricity), their unbounded
command over capital gives them almost undisputed sway.

When powerful joint-stock companies are working in
harmony, and are not directly or indirectly involved in
speculative ventures on the stock exchange, or in campaigns
for the crushing or for the compulsory fusion of rivals, they
generally look forward to a distant future, and pursue a
far-seeing if a sluggish policy. They are seldom willing to
sacrifice their reputation for the sake of a temporary gain;
they are not inclined to drive such extremely hard bargains
with their employees as will make their service unpopular.

§ 7. Thus then each of the many modem methods of Modem
busi has i d d di d d i methodsusmess as ItS own a vantages an sa vantages: an Its of business

application is extended in every direction until that limit or ~:~~:e
margin is reached, at which its special advantages for that aggregarfteJapowe u
use no longer exceed its disadvantages. Or, to put the same tende.ncy

thing in another way, the margin of profitableness of different !~~!;t
methods of business organization for any particular purpose, ~e~~~~~~

is to be regarded not as a point on anyone line, but a t~~~~~~of

boundary line of irregular shape cutting one after another done.

every possible line of business organization; and these
modern methods, partly on account of their great variety,
but partly also on account of the scope which many of them
offer to men of business ability who have no capital, render
possible a much closer correspondence between the earnings
of undertaking and management and the services by which
those earnings are got than could be generally attained under
the primitive system in which capital was scarcely ever
applied to production by any save its owners. For then it
could only be by a fortunate accident that those who had the
capital and the opportunity for carrying on any trade or
performing any service, of which the public was in need, had
the aptitudes and the abilities required for the task. But,
as it is, that share of the normal expenses of production of
any commodity which is commonly classed as profits, is so
controlled on every side by the action' of the principle of
substitution, that it cannot long diverge from the normal
supply price of the capital needed, added to the normal
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VI, VD 7. supply price of the ability and energy required for managing
the business, and lastly the normal supply price of that
organization by which the appropriate business ability and
the requisite capital are brought together.

~fh~~~~~ The supply of. bu~in~ss power. is l.arge and elastic, since
ability IS the area from which It IS drawn IS wide, Everyone has the
t::~ business of his own life to conduct; and in this he can gain:ie.:~o~_some training for business management, if he has the natural
specialized. aptitudes for it. There is therefore no other kind of useful

rare and therefore highly-paid ability which depends 80 little
on labour and expense applied specially to obtaining it, and
80 much on "natural qualities." And, further, business
power is highly non-specialized; because in the large majority
of trades, technical knowledge and skill become every day
less important relatively to the broad and non-specialized
faculties of judgment, promptness, resource, 'carefulness and
steadfastness of purpose',

It is true that in small businesses, in which the master
is little more than the head workman, specialized skill is
very important. And it is true that" each sort of trade has
a tradition of its own, which is never written, probably could
not be written, which can only be learnt in fragments, and
which is best taken in early life, before the mind is shaped
and the ideas fixed. But each trade in modern commerce
is surrounded by subsidiary and kindred trades, which fami-
liarize the imagination with it, and make its state known",'
Moreover those general faculties, which are characteristic of
the modern business man, increase in importance as the scale
of business increases. It is they which mark him out as a
leader of men; and which enable him "to go straight to the
kernel of the practical problems with which he has to deal,
to see almost instinctively the relative proportions of things,
to conceive wise and far-reaching policies, and to carry them
out calmly and resolutelys,

1 IV. XII. 12. When the forms of productions cease to be few and simple,
it becomes "no longer true that a man becomes an employer because he is a
capitalist. Men command capital because they have the qualifications to profit-
ably employ labour. To these captains of industry ... capital and !abour resort for
opportunity to perform their several functions." (Walker, Wagu Quution, ch. :nv.)

• Bagehot, Poltu.UJ!es, p. 75.
I Bagehot (l. e. pp. 94-5) says that the great modern commerce has "certain
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It must; be admitted indeed that the adjustment of VI, vu,7.

supply to demand in the case of business ability is somewhat DuHc~
hindered by the difficulty of ascertaining exactly what is the ~~e:aY!ing

price that is being paid for it in any trade. It is compara- akccuraltednowe ge
tively easy to find out the wages of bricklayers or puddlers as to
bv striki b h h d the truey stri ng an average etween t e wages t at are earne eammgs

by men of various degrees of efficiency, and allowing for the ~:~~i.;:e
inconstancy of their employment. But the gross earnings of dtiffderentra es.
management which a man is getting can only be found after
making up a careful account of the true profits of his busi-
ness, and deducting interest on his capital. The exact state
of his affairs is often not known by himself; and it can seldom
be guessed at all accurately even by those who are in the
same trade with himself. It is not true even in a little
village at the present day that everyone knows all his
neighbour's affairs. As Cliffe Leslie said, "The village inn-
keeper, publican or shopkeeper, who is making a small
fortune does not invite competition by telling his neigh-
bours of his profits, and the man who is not doing well
does not alarm his creditors by exposing the state of his
affairs1."

But though it may be difficult to read the lessons of an They do
. divid I d' . h f hId notreacbIII IVI ua tra er s experience, t ose 0 a woe tra e can far;

never be completely hidden, and cannot be hidden at all for
long. Although one cannot tell whether the tide is rising or
falling by merely watching half-a-dozen waves breaking on
the seashore, yet a very little patience settles the question;
and there is a general agreement among business men that
the average rate of profits in a trade cannot rise or fall much
without general attention being attracted to the change

general principles which are common to all kinds of it, and a person can he of
considerable use in more than one kind if he understands these principles and has
the proper 80rt of mmd, But the appearance of this common element is in corn-
meree, as in politics, a sign of magnitude, and pnmitive commerce 18 all petty.
In early tribes there is nothmg but the special man-the clothier, the mason, the
weapon-maker. Each craft tried to be, and very much was, a mystery except to
those who carried it on. The knowledge required for each was possessed by few,
kept secret by these few, and nothing else was of use but tlus monopohsed and
often inherited acquirement; there was no •general' business knowledge. The
idea of a general art of money making is very modem; almost everythmg ancien;
about it is individual and particular."

1Fort1tightlyllevltw, June 1879, reprinted in his Essays.
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VI. vn, 7. before long. And though it may sometimes be a more diffi-
cult task for a business man than for a skilled labourer, to
find out whether he could improve his prospects by changing
his trade, yet the business man has great opportunities for
discovering whatever can be found out about the present and
future of other trades; and if he should wish to change his
trade, he will generally be able to do so more easily than the
skilled workman could.

and on the On the whole then we may conclude that the rarity of
whole the h I bili d h . f h .adjustment t e natura a 1 ities an t e expensrveness 0 t e special
ofthose .. . df th k:ff I' fearnings training require or e wor a ect norma earnings 0

~rti~~ty management in much the same way as they do the normal
and im- wages of skilled labour. In either case, a rise in the income
portance " •.
of the to be earned sets m operation forces tending to mcrease the
work done I f h bl f .. d . . h his fairly supp Y 0 t ose capa e 0 earning It; an melt er case, t e
accurate. extent to which the supply will be increased by a given rise

of income, depends upon the social and economic condition
of those from whom the supply is drawn. For though it is
true that an able business man who starts in life with a great
deal of capital and a good business connection is likely to
obtain higher earnings of management than an equaJly able
man who starts without these advantages; yet there are
similar, though smaller, inequalities between the earnings of
professional men of equal abilities who start with unequal
social advantages; and the wages even of a working man
depend on the start he has had in life almost as much as on
the expense which his father has been able to afford for his
education",

1 See VI. IV. 3. On the general functions of those who undertake the chief
responsIbilities of business, see Brentano, Der Unt......nmn', 1907.



CHAPTER VIII.

PROFITS OF CAPITAL AND BUSINESS POWER,
CONTI~ruED.

§ 1. THE causes that govern Earnings of Management VI,vm,l.
have not been studied with any great care till within the last On0;-
fifty years. The earlier economists did not do much good ~~~~:r
work in this direction because they did not adequately ~~~:nrite
distinguish the component elements of profits, but searched of Profialjf.:'l

to equ ty.
for a simple general law governing the average rate of profits
-a law which, from the nature of the case, cannot exist.

In analysing the causes that govern profits the first diffi- In a large

ul hi h . . b I I . businessC ty w c we meet IS m some measure ver a. t anses some earn-

from the fact that the head of a small business does him- ings ofmanage-
self much of the work which in a large business is done ment are

. . classed asby salaried managers and foremen, whose earnmgs are de- salaries;

ducted from the net receipts of the large business before its :n!:ill
profits are reckoned, while the earnings of the whole of his ~~~hess
labour are reckoned among his profits. This difficulty has lwagbes ~f

. a our 18
long been recognized. Adam Smith himself pointed out classed as

that:-"The whole drugs which the best employed apo- profits.

thecary in a large market-town will sell in a year may not
perhaps cost him above thirty or forty pounds. Though he
should sell them, therefore, for three or four hundred, or at
a thousand per cent. profit this may frequently be no more
than the reasonable wages of his labour charged in the only
way in which he can charge them, upon the price of the drugs.
The greater part of the apparent profit is real wages disguised
in the garb of profit. In a small seaport town a little grocer
will make forty or fifty per cent. upon a stock of a single

L ~
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Profits
per annum
and on the
turnover.

VI, VIII, 1. hundred pounds, while a considerable wholesale merchant in
the same place will scarce make eight or ten per cent. upon
a stock of ten thousand-,"

It is here important to distinguish between the annual
rate of profits on the capital invested in a business, and the
rate of profits that are made every time the capital of the
business is turned over; that is, every time sales are made
equal to that capital, or the rate of profits on the turnover.
At present we are concerned with profits :perannum.

tO~~~his The greater part of the nominal inequality between the
anomaly of normal rates of profit per annum in small businesses and in
~~=!8elarge would disappear, if the scope of the term profits were
tbe chref d i h f 'd d i h 1 hsource of narrowe in t e ormer case or Wl ene in t e atter, so t at:~:t:~~~it included in both cases the remuneration of the same classes
are hlgl1hill of services. There are indeed some trades in which the rate
a sma .
business. of profit, rightly estimated, on large capitals tends to be

higher than on small, though if reckoned in the ordinary
way it would appear lower. For of two businesses com-
peting in the same trade, that with the larger capital can
nearly always buy at the cheaper rate, and can avail itself of
many economies in the specialization of skill and machinery
and in other ways, which are out of the reach of the smaller
business: while the only important special advantage, which
the latter is likely to have, consists of its greater facilities for
getting near its customers and consulting their individual
wants. In trades in which this last advantage is not im-
portant, and especially in some manufacturing trades in
which the large firm can sell at a better price than the
small one, the outgoings of the former are proportionately
less and the incomings larger; and therefore, if profits are so
reckoned as to include the same elements in both cases, the
rate of profit in the former case must be higher than in the
latter.

1 Wealth of Naiums, Book I. ch, x. Senior, Outlines, p. 203, puts the normal
rate of profits on a capital of £100,000 at less than 10 per cent., on one of £10,000
or £20,000 at about 15 per cent., on one of £5,000 or £6,000 at 20 per cent., and
.. a much larger per-centage." on smaller capitals. Compare also § 4 of the
preceding Chapter of the present Book. It should be noted that the nominal rate
of profits of a private firm is mcroased when a manager, who brings no capital
with him, is taken into partnerslup and rewarded by a share of the profits instead
of a salary.
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But these are the very businesses in which it most VI, vm, 1.

frequently happens that large firms after first crushing out Sm~

small ones, either combine with one another and thus secure ~~~d:s
for themselves the gains of a limited monopolv, or by keen which offer

. . hid h' grelltcompetition among t enise ves re uce t e rate of profit very technical

low. There are many branches of the textile, the metal, and ~~l:~~ages
the transport trades in which no business can be started at ~!.'~~!~ry
all except with a large capital; while those that are begun low profits.

on a moderate scale struggle through great difficulties, in the
hope that, after a time, it may be possible to find employment
for a large capital, which will yield earnings of management
high in the aggregate though low in proportion to the
capital.

There are some trades which require a very high order
of ability, but in which it is nearly as easy to manage a very
large business as one of moderate size. In rolling mills, for
instance, there is little detail which cannot be reduced to
routine, and a capital of £1,000,000 invested in them can be
easily controlled by one able man. A rate of profits of 20 per
cent. is not a very high average rate for some branches of
the iron trade, which demand incessant thought and con-
trivance in matters of detail: but it would yield £150,000 a
year as earnings of management to the owner of such works.
And even stronger cases are offered by recent fusions of
giant firms in successive branches of the heavy iron industry.
Their profits fluctuate much with the state of trade: but,
though enormous in the aggregate, they are said to be
on the average at a low rate.

The rate of profits is low in nearly all those trades which
require very little ability of the highest order, and in which
a public or private firm with a good connection and a large
capital can hold its own against new-comers, so long as it is
managed by men of industrious habits with sound common
sense and a moderate share of enterprise. And men of this
kind are seldom wanting either to a well-established public
company or to a private firm which is ready to take the
ablest of its servants into partnership.

On the whole, then, we may conclude firstly that the true
rate of profits in large businesses is higher than at first sight

39--2
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VI,VIU,2. appears, because much that is commonly counted as profits
- in the small business ought to be classed under another head,

before the rate of profits in it is compared with that in a
large business: and secondly that, even when this correction
has been made, the rate of profit reckoned in the ordinary
way declines generally as the size of the business increases.

Profits per § 2. The normal earnings of management are of courseannum are
generally high in proportion to the capital, and therefore the rate of
high in
trades in profits per annum on the capital is high, when the work of
wluch the
work of management is heavy in proportion to the capital. The
~:~- work of management may be heavy because it involves great
difficult mental strain in organizing and devising new methods; or
and risky;

because it involves great anxiety and risk: and these two
things frequently go together. Individual trades have indeed
peculiarities of their own, and all rules on the subject are
liable to great exceptions. But the following general pro-
positions will be found to be valid, other things being equal,
and to explain many inequalities in the normal rates of
profit in different trades.

where First, the extent of the work of management needed
capital is
relatively in a business depends more on the amount of the circulating
small and
the wages- capital used than on that of the fixed. The rate of profit
~:~:vely tends therefore to be low in trades in which there is
large. a disproportionately large amount of durable plant, that

requires but little trouble and attention when once it has
been laid down. As we have seen, these trades are likely
to get into the hands of joint-stock companies: and the
aggregate salaries of the directors and higher officials bear a
very small proportion to the capital employed in the case of
railway and water companies, and, even in a more marked
degree, of companies that own canals and docks and bridges.

Further, given the proportion between the fixed and circu-
lating capital of a business; the work of management will
generally be the heavier, and the rate of profits the higher,
the more important the wages-bill is relatively to the cost of
material and the value of the stock-in-trade.

Rlisk as anf In trades that handle costly materials, success depends
e emento
profits and very much upon good fortune and ability in buying and
ofcoet. selling; and the order of mind required for interpreting
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rightly and reducing to their proper proportions the causes VI, vm,2.
that are likely to affect price is rare, and can command high
earnings. The allowance to be made for this is so important
in certain trades as to have induced some American writers
to regard profits as remuneration of risk simply; and as
consisting of what remains after deducting interest and
earnings of management from gross profits. But this use of
the term seems on the whole not advantageous, because it
tends to class the work of management with mere routine
superintendence. It is of course true that as a rule a person
will not enter on a risky business, unless, other things being
equal, he expects to gain from it more than he would in other
trades open to him, after his probable losses had been de-
ducted from his probable gains on a fair actuarial estimate.
If there were not a positive evil in such risk, people would
not pay premia to insurance companies; which they know
are calculated on a scale sufficiently above the true actuarial
value of the risk to pay the companies' great expenses of
advertising and working, and yet to yield a surplus of net
profits. And where the risks are not insured for, they must
be compensated in the long run on a scale about as high as
would be required for the premia of an insurance company,
if the practical difficulties of insurance against business risks
could be overcome. But further many of those who would
be most competent to manage difficult businesses with
wisdom and enterprise, are repelled from great risks, because
their own capital is not large enough to bear great losses.
Thus a risky trade is apt to get into the hands of rather
reckless people; or perhaps nto the hands of a few powerful
capitalists, who work it ably, but arrange among themselves
that the market shall not be forced so as to prevent them
from having a high rate of profit on the average.'.

In trades in which the speculative element is not very In ordinary

important, so that the work of management consists chiefly ~~~~
of superintendence, the earnings of management will follow often vary

J On risk as an element of cost see V. YD. 4. There would be an advantage
in a careful analytical and inductive study of the attractive or repellent Ioree
which various kinds of risks exert on persons of various temperaments, and as
a consequence on earnings and profl.t.~in risky occupations; it might start from
Adam Smith's remarks on the 8Uhi~rt..
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VI,mI,2. pretty closely on the amount of work done in the business;
nearly with and a very rough but convenient measure of this is found in
t~wages- the wages-bill. And perhaps the least inaccurate of all the

broad statements that can be made with regard to a general
tendency of profits to equality in different trades, is that
where equal capitals are employed, profits tend to be a certain
percentage per annum on the total capital, together with
a certain percentage on the wages-bill-,

rhe I A manufacturer of exceptional ability and energy will
norma
rate of. apply better methods, and perhaps better machinery than
i:!~~ry his rivals: he will organize better the manufacturing and
~:!d the marketing sides of his business; and he will bring them
byadgrealat into better relation to one another. By these means he will
gra u
increase in extend his business; and therefore he will be able to take
production. d f h . I' . b h fIb dgreater a vantage rom t e specie ization ot 0 a our an

of plant", Thus he will obtain increasing return and also
increasing profit: for if he is only one among many producers

\ There is a great difficulty in ascertaining even approximately the amounts of
capital of different kinds invested in diITerent classes of business. But guided
mainly by the valuable stanstics of American Bureaux, inexact as they avowedly
are ill this particular matter, we may conclude that the annual output IS less than
the capital in industries where the plant is very expensive, and the processes
through which the raw material has to go are very long, as watch and cotton
factories: but that it is more than four times the capital in businesses in which
the raw material is expensive and the process of production rapid, e.g. boot
factories; as well as in some industries, which make only a slight change in the
form of their material, such as sugar-refimng, and slaughtering and meat-packing.

Next, analysing the turnover of circulating capital and comparing the cost of
raw matenal to the wages-bill, we find that the former is much less than the
latter in watch-factories, where the bulk of the material is small, and in stone,
brick and tile works, where it is of a common sort: but in the large majority
of industries the cost of material is much greater than the wages-bill; and on the
average of all the industries it is three and a half times as great. And in the
Slight-change industries it is generally from twenty-five to fifty times as great.

Many of these inequalities disappear if the value of the raw material, coal, etc.
used ill a business IS deducted before reckoning its output. This plan is commonly
followed by careful statisticians 10 estimating the manufacturing output of a
country, so as to avoid counting say yarn and cloth twice over; and similar
reasons should make us avoid counting both cattle and fodder crops in the agri-
cultural product of a country. This plan is however not quite satisfactory. For
logically one ought to deduct the looms which a weaving factory buys as well as
its yarn. Again, If the factory itself was reckoned as a product of the building
trades, its value should be deducted from the output (over a tenn of years) of the
weaving trade. Similarly with regard to fann buildings. Farm horses ought
certainly not to be counted, nor for some purposes any horses used in trade. How-
ever the plan of deducting nothing but raw material has its uses, if its inaccuracy
Is clearly recognized.

• See above IV. xr, 2-4.
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his increased output will not materially lower the prices of VI, TIII, 3.

his goods, and nearly all the benefit of his economies will
accrue to himself. If he happens to have a partial monopoly
of his branch of industry, he will so regulate his increased
output, that his monopoly profits increasst.

But when such improvements are not confined to one or
two producers: when they arise from a general increase in
demand and the output which corresponds to it; or from
improved methods or machinery, that are accessible to the
whole industry; or from advances made by subsidiary indus-
tries, and increased "external" economies generally; then
the prices of the products will keep close to a level which
yields only a normal rate of profits to that class of industry.
And in the process, the industry is likely to have passed over
to a class in which the normal rate of profits is lower than
in its old class; because there is in it more uniformity and
monotony, and less mental strain than before; and, though
this is nearly the same thing in other words, because it is more
suited to joint-stock management. Thus a general increase
in the proportion which the quantity of product bears to the
quantity of labour and capital in an industry is likely to be
accompanied by a fall in the rate of profits; which may, from
some points of view, be regarded as a diminishing return
measured in vaZues2•

§ 3. We may now pass from profit per annum and The rate of
. profits onexamine the causes that govern profit on the turnover. It the turn-

is obvious that while the normal rate of profit per annum :~~;~~~:
varies within narrow limits, the profit on the turnover may r~~~lrhe

vary very widely from one branch of trade to another, because annual rate

it depends on the length of time and the amount of work ~~~~~~::J.
required for the turnover. Thus wholesale dealers, who buy
and sell large quantities of produce in single transactions,
and who are able to turn over their capital very rapidly, may
make large fortunes though their average profit on the
turnover is less than one per cent.; and, in the extreme
case of large stock-exchange dealings, even when it is only
a small fraction of one per cent. But a shipbuilder who
has to put labour and material into the ship, and to provide

I See above p, 483. I Compare pp. 319. 320.
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VI, vm,S. a berth for it, a long while before it is ready for sale, and
who has to take care for every detail connected with it, must
add a very high percentage to his direct and indirect outlay
in order to remunerate him for his labour, and the locking
up of his cspital-.

Again, in the textile industries some firms buy raw
material and turn out finished goods, while others confine
themselves to spinning, to weaving, or to finishing; and it is
obvious that the rate of profit on the turnover of one of the
first class must be equal to the sum of the rates of profit of
one of each of the three other classes2• Again, the retail
dealer's profit on the turnover is often only five or ten per
cent. for commodities which are in general demand, and
which are not subject to changes of fashion; so that while the
sales are large, the necessary stocks are small, and the capital
invested in them can be turned over very rapidly, with very
little trouble and no risk. But a profit on the turnover of
nearly a hundred per cent. is required to remunerate the
retailer of some kinds of fancy goods which can be sold but
slowly, of which varied stocks must be kept, which require a
large place for their display, and which a change of fashion
may render unsaleable except at a loss; and even this high
rate is often exceeded in the case of fish, fruit, flowers and
vegetables 3•

1 He would however not need to charge a high rate of profits per annum on
that part of hIS capital which he had sunk in the earlier stages of building the
ship ; for that capital, when once invested, would no longer require any special
exercise of his ability and industry, and it would be sufficient for him to reckon
his outlay "accumulated" at a high rate of compound interest; but in that
case he must count the value of his own labour as part of his early outlay.
On the other hand, if there be any trade in which a continuous and nearly uni-
form expenditure of trouble is called for on all the capital invested, then It
would be reasonable III that trade to find the "accumulated" value of the
earlier investments by the addition of a "compound" rate of profit (i.e. a rate
of profit increasing geometrically as compound interest does). And this plan is
frequently adopted in practice for the sake of simplicity even where it is not
theoretically quite correct.

• Strictly speaking it will be a Irttle greater than the sum of these three,
because it will include compound interest over a longer period.

I The fishmongers and greengrocers in working-class quarters especially lay
themselves out to do a small business at a high rate of profits; because each
individual purchase is so small that the customer would rather buy from a dear
shop near at hand than go some way to a cheaper one. The retailer therefore
may not be gettmg a very good living thongh he charges a penny for what he
bonght for less than a halfpenny. The same thing was however perhaps sold by
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§ 4. We see then that there is no general tendency of VI, vnr, 4.

profits on the turnover to equality; but there may be, and as But;;;h

a matter of fact there is in each trade and in every branch ~o.~e
of each trade, a more or less definite rate of profits on the has Its

hi h . d d "f . " customaryturnover w c 1S regar e as a air or normal rate. Of or fair rate

course these rates are always changing in consequence of ~~~~t

changes in the methods of trade; which are generally begun turnover.

by individuals who desire to do a larger trade at a lower rate
of profit on the turnover than has been customary, but at a
larger rate of profit per annum on their capital. If however
there happens to be no great change of this kind going on,
the traditions of the trade that a certain rate of profit on the
turnover should be charged for a particular class of work
are of great practical service to those in the trade. Such
traditions are the outcome of much experience tending to
showthat, if that rate is charged, a proper allowance will be
made for all the costs (supplementary as well as prime)
incurred for that particular purpose, and in addition the
normal rate of profits per annum in that class of business
will be afforded. If they charge a price which gives much
less than this rate of profit on the turnover they can hardly
prosper; and if they charge much more they are in danger
of losing their custom, since others can afford to undersell
them. This is the "fair" rate of profit on the turnover
which an honest man is expected to charge for making goods
to order, when no price has been agreed on beforehand;
and it is the rate which a court of law will allow, in case a
dispute should arise between buyer and seller>,

the fisherman or the farmer for a farthmg or even less: and the direct lost of
carriage and insurance against loss will not account for any great part of this last
difference. Thus there seems to be some justitlcanon for the popular opinion that
the middlemen in these trades have special facilities for obtaming abnormally
high profits by combination among themselves.

1 The expert evidence that 18 given in such cases is full of instruction to
the economist in many ways, and in particular because of the use of medieeval
phrases as to the customs of the trade, with a more or less conscious recogninon
of the causes which have produced those customs, and to which appeal must be
made in support of their continued maintenance. .And it almost always comes
out finally that if the "customary" rate of profit on the turnover is higher for
one class of job than another, the reason is that the former does (or did a little
while ago) require a longer locking-up of capital; or a greater use of expensive
appliances (especially such as are liable to rapid depreciation, or cannot be kept
always employed, and therefore must pay their way on a comparatively small
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VI, m:I 15. § 5. During all this inquiry we have had in view chiefly
Profits the ultimate, or long-period or true normal results of economic
~::tituent forces; we have considered the way in which the supply of
element business ability in command of capital tends in the long run~M=~ . .
supply- to adjust itself to the demand; we have seen how It seeks
pnee, constantly every business and every method of conducting

every business in which it can render services that are so
highly valued by persons who are able to pay good prices
for the satisfaction of their wants, that those services will
in the long run earn a high reward. The motive force is the
competition of undertakers: each one tries every opening,
forecasting probable future events, reducing them to their
true relative proportions, and considering what surplus is
likely to be afforded by the receipts of any undertaking
over the outlay required for it. All his prospective gains
enter into the profits which draw him towards the under-
taking; all the investments of his capital and energies in
making the appliances for future production, and in building
up the "immaterial" capital of a business connection, have
to show themselves to him as likely to be profitable, before
he will enter on them: the whole of the profits which he
expects from them enter into the reward, which he expects
in the long run for his venture. And if he is a man of
normal ability (normal that is for that class of work), and
is on the margin of doubt whether to make the venture
number of jobs); or that it requires more difficult or disagreeable work, or a
greater amount of attention on the part of the undertaker; or that It has some
special element of risk for which insurance has to be made. And the unreadi-
ness of experts to bring to light these justifications of custom, which are lymg
almost hidden from themselves in the recesses of their own minds, gives ground
for the bebef that if we could call to life and cross-examine medireval business
men, we should lind much more halt-conscious adjustment of the rate of profit
to the exigencies of particular cases than has been suggested by lnstonans,
Many of them fall sometimes to make it clear whether the customary rate of
profits of which they are speaking is a certain rate on the turnover, or such
a rate on the turnover as will afford in the long ron a certain rate of profits
per annum on the capital. Of course the greater unifonuity of the methods of
business in mediarval times, would enable a tolerably uniform rate of profits on
the capital per annum to eXISt without causing so great variations in the rate on
the turnover as are inevitable in modem business. But still it is clear that If
one kind of rate of profits were nearly uniform, the other would not be; and the
value of much that has been written on medieeval economic history seems to be
somewhat impaired by the absence of a distmct recognition of the differences
between the two kinds, and between the ultinIate sanctions on which custonJS
relating severally to them must depend.
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or not, they may be taken as true representatives of the VI,vm,5.
(marginal) normal expenses of production of the services in
question. Thus the whole of the normal profits enter into v
true or long-period supply price.

The motives which induce a man and his father to The causes

invest capital and labour in preparing him for his work as ;ah;~~ the

an artisan, as a professional man, or as a business man, are le~~f
similar to those which lead to the investment of capital and whages~d

t evanaus
labour in building up the material plant and the organiza- elements
. f busi In h he i (f of profits,tion 0 a usiness. eac case t e investment so ar as resemble

man's action is governed by deliberate motive at all) is ~~:e~n-

carried up to that margin at which any further investment
appears to offer no balance of gain, no excess or surplus of
utility over" dis-utility"; and the price, that is expected as
a reward for all this investment, is therefore a part of the
normal expenses of production of the services rendered by it.

A long period of time is however needed in order to get
the full operation of all these causes, so that exceptional
success may be balanced against exceptional failure. On the
one hand are those who succeed abundantly because they
turn out to have rare ability or rare good fortune either in
the particular incidents of their speculative enterprises, or in
meeting with a favourable opportunity for the general de-
velopment of their business. And on the other are those
who are mentally or morally incapable of making good use of
their training and their favourable start in life, who have no
special aptitude for their calling, whose speculations are un-
fortunate, or whose businesses are cramped by the encroach-
ment of rivals, or left stranded by the tide of demand receding
from them and flowing in some other direction.

But though these disturbing causes may thus be neg- more)near y
lected in problems relating to normal earnings and normal than those

I k d d . . whichva ue; they assume the first ran ,an exert a pre ommatmg govern
infl . h d he i d b rti ul fluctua-I uence, Wit regar to t e incomes earne y pa IC ar nons in

individuals at particular times. And, since these disturbing thaleIr
v ues.

causes affect profits and the earnings of management in very
different ways from those in which they affect ordinary
earnings, there is a scientific necessity for treating differ-
ently profits and ordinary earnings when we are discussing



620 PROFITS OF CAPITAL AND BUSINESS POWER

VI, vm, temporary fluctuations and individual incidents. Questions
6,7. relating to market fluctuations cannot indeed be properly

handled till the theories of money, credit and foreign trade
have been discussed: but even at this stage we may note the
following contrast between the ways in which disturbing
causes such as we have just described affect profits and
ordinary earnings.

~:fte~nce. § 6. In the first place the undertaker's profits bear the
Profits first brunt of any change in the price of those things which
fluctuate h d f hi . 1 (i I di hi b . .with prices are t e pro uct 0 s capita me u mg IS usmess orgam-
:~~reveD zation), of his labour and of the labour of his employees; and
ratio: as a result fluctuations of his profits generally precede fluctu-

ations of their wages, and are much more extensive. For,
other things being equal, a comparatively small rise in the
price for which he can sell his product is not unlikely to
increase his profit manyfold, or perhaps to substitute a profit
for a loss. That rise will make him eager to reap the harvest
of good prices while he can; and he will be in fear that his
employees will leave him or refuse to work. He will there-
fore be more able and more willing to pay the high wages;

but the and wages will tend upwards. But experience shows that
wages of .•
employees (whether they are governed by sliding scales or not) they
lag behind ldom ri h . . . d h faodtheir' se om nse as muc in proportion as pnces; an t ere ore
~i~':!.u:~hhey do not rise nearly as much in proportion as profits.
less. Another aspect of the same fact is that when trade is

bad, the employee at worst is earning nothing towards the
support of himself and his family; but the employer's out-
goings are likely to exceed his incomings, particularly if he
is using much borrowed capital. In that case even his gross
earnings of management are a negative quantity: that is, he
is losing his capital. In very bad times this happens to
a ~at number, perhaps the majority of undertakers; and it
happens almost constantly to those who are less fortunate,
or less able, or less well fitted for their special trade than
others.

t~~~~ce.§ 7. !o pa~s to ~nother point, the number of those who
The succeed in business IS but a small percentage of the whole;
rnrt:td~and in their hands are concentrated the fortunes of others
~~':J.:oreseveral times as numerous as themselves, who have made
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savings of their own, or who have inherited the savings VI, vm, 7.

of others and lost them all, together with the fruits of their th';--

own efforts, in unsuccessful business. In order therefore to ordJl~aryeammgs
find the average profits of a trade we must not divide the do,.and

fi de in it b h b theiraggregate pro ts rna e in it y t e num er of those who are average

reaping them, nor even by that number added to the number Ts~~~r-
who have failed: but from the aggregate profits of the sue- ~~~:d,
cessful we must subtract the aggregate losses of those who thosawho

have failed, and perhaps disappeared from the trade; and we ~h~:ll
h divid h . d b h h capitalmust t en IVI e t e remain er y t e sum of t e numbers disappear

of those who have succeeded and those who have failed. It from sight.

is probable that the true gross earnings of management,
that is, the excess of profits over interest, is not on the
average more than a half, and in some risky trades not more
than a tenth part, of what it appears to be to persons who
form their estimate of the profitableness of a trade by obser-
vation only of those who have secured its prizes. There are,
however, as we shall presently s~e, reasons for thinking that
the risks of trade are on the whole diminishing rather than
increasing",

1 A century ago many Englishmen returned from the Indies with large for-
tunes, and the belief spread that the average rate of profits to be made there was
enormous. But, as Sir W. Hunter pomts out (Annals of Rurol Bmqal, ch. VI.),
the failures were numerous, but only" those who drew Prizes in the great lottery
returned to tell the tale." And at the very time when this was happening, it used
commonly to be said in England that the families of a rich man and his coach.
man would probably change places withm three generations. It is true that this
was partly due to the wild extravagance common among. young heirs at that
time, and partly to the difficulty of finding secure mvestments for their capital.
The stability of the wealthy classes of England has been promoted almost as much
by the spread of sobriety and education as by the growth of methods of invest-
ment, which enable the heirs of a rich man to draw a secure and iastmg income
from his wealth though they do not inherit the business ability by which he
acquired it. There are however even now districts in England, in which the
majority of manufacturers are workmen or the sons of workmen. And in
America, though foolish prodigality is perhaps less common than in England,
yet the greater changefulness of conditions, and the greater difficulty of keeping
a business abreast of the age. have caused it commonly to be said that a famtly
passes "from shirt sleeves to shirt sleeves" in three generations. Wells
says (Recent ECMIO'InicChanges, p, 3(1), "There has long been a substantial
agreement among those competent to form an opinion, that ninety per cent,
of all the men who try to do business on their own account fail of success."
And Mr J. H. Walker gives (Quart~ly J01t11lal of Economics, Vol. n, p. 448)
some detailed statistics with regard to the origin and careers of the manufacturers
in the leading industries of Worcester in Massachusetts between 1840 and 1888.
More than nine-tenths of them began hfe as journeymen; and less than ten per
cent. of the eons of those who were on the list of manufacturers in 1840, 1850
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VI, VIII, 8. § 8. We may pass to another difference between the
Third fluctuations of profits and ordinary earnings. We have seen*~:~r:!~e.that before free capital and labour have been invested in
earnings securing the skill required for the work of the artisan or
of effort
are nearly professional man, the income expected to be derived from
~~~:;;;e:'them is of the nature of profits: though the rate of such
~~~h~art profits which is required, is often high for two reasons:-the
inhcome.of people who make the outlay do not themselves reap the
t e artisan
and. pro- greater part of the reward arising from it; and they are
Iessional I" d ci d bl .man; but frequent y III straitene circumstances, an not a e to invest
~~~~e for a distant return without great self-denial. And we have
man. seen that, when the artisan or professional man has once

obtained the skill required for his work, a part of his earnings
are for the future really a quasi-rent of the capital and
labour invested in fitting him for his work, in obtaining his
start in life, his business connections, and generally his
opportunity for turning his faculties to good account; and
only the remainder of his income is true earnings of effort.
But this remainder is generally a large part of the whole.
And here lies the contrast. For when a similar analysis is
made of the profits of the business man, the proportions
are found to be different: in his case the greater part is
quasi-rent.

The income which the undertaker of business on a large
scale gets from the capital, material and immaterial, invested
in his business is so great, and liable to such violent fluctua-
tions from a considerable negative to a large positive quantity,
that he often thinks very little of his own labour in the
matter. If profitable business opens out to him, he regards
the harvest accruing from it as almost pure gain; there is so
little difference between the trouble of having his business on
his hands only partially active, and that of working it to its
full capacity, that as a rule it scarcely occurs to him to set
off his own extra labour as a deduction from those gains:
they do not present themselves to his mind as to any con-
siderable extent earnings purchased by extra fatigue, in the
and 1860, had any property in 1888, or had died leaving any. And 88 to France,
M. Leroy Beaulieu says (R~rl.ition des Richesses, ch. XI.) that out of every
hundred new businesses that are started twenty disappear almost at once, fifty or
sixty vegetate, neither rising nor falling, and only ten or fifteen are successful.
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same way as the extra earnings got by working overtime do VI, VID, 8.

to the artisan. This fact is the chief cause, and to some
extent the justification, of the imperfect recognition by the
general public, and even by some economists, of the funda-
mental unity underlying the causes that determine normal
profits and normal wages.

Closely allied to the preceding difference is another. Fourth

Wh rti f . I h . I difference.en an a isan or a pro essiona man as exceptions A large

natural abilities, which are not made by human effort, and :::n~f:r
are not the result of sacrifices undergone for a future gain, successful

• business
they enable him to obtain a surplus income over what men 18 a

ordinary persons could expect from similar exertions following ~~!:rare
on similar investments of capital and labour in their educa- f~~t~~~~.
tion and start in life; a surplus which is of the nature of
rent.

But, to revert to a point mentioned at the end of last
chapter, the class of business undertakers contains a dis-
proportionately large number of persons with high natural
ability; since, in addition to the able men born within its
ranks it includes also a large share of the best natural
abilities born in the lower ranks of industry. And thus
while profits on capital invested in education is a specially
important element in the incomes of professional men taken
as a class, the rent of rare natural abilities may be regarded
as a specially important element in the incomes of business
men, so long as we consider them as individuals. (In relation
to normal value the earnings even of rare abilities are, as we
have seen, to be regarded rather as a quasi-rent than as
a rent proper.)

But there are exceptions to this' rule. The humdrum
business man, who has inherited a good business and has just
sufficient force to keep it together, may reap an income of
many thousands a year, which contains very little rent of rare
natural qualities. And, on the other hand, the greater part
of incomes earned by exceptionally successful barristers, and
writers, and painters, and singers, and jockeys may be classed
as the rent of rare natural abilities-so long at least as we
regard them as individuals, and are not considering the
dependence of the normal supply of labour in their several
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VI, VIII, 8. occupations on the prospects of brilliant success which they
-- hold out to aspiring youth.

Changes The income of a particular business is often very much
in the
industrial affected by changes in its industrial environment and
:=~ffect opportunity or conjuncture. But similar influences affect
thf~Pdr?fits the special income derived from the skill of many classes ofo In 1-
vid';lal workers. The discovery of rich copper-mines in America~:~=and Australia lowered the earning power of the skill of
~Z~;Cornish miners, so long as they stayed at home: and every
eanungs. new discovery of rich mines in the new districts raised the

earning power of the skill of those miners who had already
gone there. And again, the growth of a taste for theatrical
amusements while raising the normal earnings of actors,
and inducing an increased supply of their skill, raises
the earning power of the skill of those already in the
profession, a great part of which is, from the point of view
of the individual, a producer's surplus due to rare natural
qualities 1.

1 The late General Walker rendered excellent service in explaining the causes
that govern wages on the one hand and earnings of management on the other.
But he maintained (Political Economy, § 311) that profits do not form a part of
the price of manufactured products; and he does not limit that doctrine to short
periods, for which, as we have seen, the income derrved from all skill, whether
exceptional or not, whether that of an employer or a workman, may be regarded
as a quasi-rent, He uses indeed the word "profits" in an artificial sense; for,
having excluded interest altogether from profits, he assumes that the "No-profits
employer" earns "on the whole or ill the long run the amount which he could
have expected to receive as wages If employed by others" (First Lessons, 1889,
§ 190): that IS to say, the "No-profits employer" obtains, in addition to interest
on his capital, normal net earnings of management of men of hIS ability whatever
that may be. Thus profits in Walker's sense exclude four-fifths of what are
ordinarily classed as profits in England (the proportion would be rather less ill

America, and rather more on the Contment than in England). So that IDs
doctrine would appear to mean only that that part of the employer's income,
which IS due to exceptional abihties or good fortune, does not enter into price
But the prizes as well as the blanks of every occupation, whether it be that of an
employer or not, take their part ill determining the number of persons who seek
that occupation and the energy with which they give themselves to their work
and therefore do enter into normal supply pnce. Walker appears to rest IDs
argument mainly on the important fact, which he has done much to make
prominent, that the ablest employers, who in the long run get the highest profits,
are as a role those who pay the highest wages to the workman and sell at the
lowest price to the consumer. But it is an equally true and an even more
important fact that those workmen who get the highest wages are as a role those
who tum their employers' plant and material to best account (see VI. III. 2), and
thus enable him both to get high profits for himself and to eharge low prices to
the consumer.
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§ 9. Next let us consider in relation to one another the VI, vm,

interests of different industrial classes engaged in the same 9,10.
trade. Relations

between
This solidarity is a special case of the general fact that the m-

. terests of
the demand for the several factors of production of any different

di . .. d d d f b k classes ofcomma ty IS a joint eman ,an we may re er ac to workers

the illustration of this general fact which is given in Book V. ~~~etrade.

chapter VI. We there saw how a change in the supply of
(say) plasterers' labour would affect the interests of all other
branches of the building trades in the same way, but much
more intensely than it would the general public. The fact
is that the incomes derived from the specialized capital and
the specialized skill belonging to all the various industrial
classes engaged in producing houses, or calico, or anything
else,depend very much on the general prosperity of the trade.
And in so far as this is the case they may be regarded for
short periods as shares of a composite or joint income of the
whole trade. The share of each class tends to rise when this
aggregate income is increased by an increase in their own
efficiencyor by any external cause. But when the aggregate
income is stationary, and anyone class gets a better share
than before, it must be at the expense of the others. This
is true of the whole body of those engaged in any trade; and
it is true in a special sense of those who have spent a great
part of their lives in working together in the same business
establishment.

§ 10. The earnings of a successful business, looked at A pa~ of

from the point of view of the business man himself, are the ~~eagains

aggregate of the earnings, firstly, of his own ability, secondly, ~d~rie::d
of his plant and other material capital, and thirdly, of his from itsconnec-
good-will, or business organization and connection. But tions ~nd

really it is more than the sum of these: for his efficiency~~;~d
depends partly on his being in that particular business; and ~~~dbe

if he were to sell it at a fair price, and then engage himself~~~:~~~:s
in another business, his income would probably be much deserted It.

diminished. The whole value of his business connection to
him when working it is a notable instance of Conjuncture or
Opportunity value. It is mainly a product of ability and
labour, though good fortune may have contributed to it.

M ~
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When
there
would be
no such
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That part which is transferable, and may be bought by a
private individual, or by a large amalgamation of firms, must
be entered among their costs; and is in a sense a Conjuncture
or Opportunity cost.

The point of view of the employer however does not
include the whole gains of the busiuess: for there is another
part which attaches to his employees. Indeed, in some cases
and for some purposes, nearly the whole income of a business
may be regarded as a quasi-rent, that is an income determined
for the time by the state of the market for its wares, with but
little reference to the cost of preparing for their work the
various things and persons engaged in it. In other words it
is a composite quasi-rent» divisible among the different persons
in the business by bargaining, supplemented by custom and
by notions of fairness-results which are brought about by
causes, that bear some analogy to those that, in early forms
of civilization, have put the producer's surplus from the land
almost permanent] y into the hands not of single individuals,
but of cultivating firms. Thus the head clerk in a business
has an acquaintance with men and things, the use of which
he could in some cases sell at a high price to rival firms.
But in other cases it is of a kind to be of no value save to
the business in which he already is; and then his departure
would perhaps injure it by several times the value of his
salary, while probably he could not get half that salary
elsewhere'',

It is important to see how the position of such employees
differs from that of others, whose services would be of
almost equal value to any business in a large trade. The

1 Compare V. x. 8.
I When a firm has a speciahty of its own, many even of its ordinary workmen

would lose a great part of their wages by gomg away, and at the same time mjure
the firm seriously. The chief clerk may be taken into partnership, and the whole
of the employees may be paid partly by a share in the profits of the concern; but
whether this is done or not, their earnings are determined, not so much by com-
petition and the meet action of the law of substitution, as by a bargain between
them and their employers, the terms of which are theoretically arbitrary. In
practice however they will probably be governed by a desire to .. do what is right,"
that is, to agree on payments that represent the normal earnings of such abIlity,
industry and special traming as the employees severally possess, with somethmg
added if the fortunes of the firm are good, and something subtracted if they
are bad.
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income of one of these in any week consists, as we have seen, VI, vnr,
partly of a. recompense for the fatigue incurred by the work 10.

of that week, and partly of a quasi-rent of his specialized skill loss, the tquasi-ren
and ability: and, assuming competition to be perfectly of the ,

hi . . d . d b employeesefficient, t IS quasi-rent IS etermme y the price which skill

either his present employers, or any other, would be willing ~~p::eds
to pay for his services in the state in which the market for ~f~~eer!ty

their wares is during that week. The prices, that have to be trade ir
paid for given work of a given kind, being thus determined genera.

by the general conditions of the trade, these prices enter into
the direct outgoings which have to be deducted from its gross
earnings in order to ascertain the quasi-rent of this particular
firm at the time: but in the rise or fall of that quasi-rent the
employees would have no share. In fact however competi-
tion is not thus perfectly efficient. Even where the same
price is paid all over the market for the same work with the
same machinery, the prosperity of a firm increases the chance
of advancement for each of its employees, and also his chance
of continuous employment when trade is slack, and much-
coveted overtime when trade is good.

Thus there is de facto some sort of profit-and-loss sharing Profit-

between almost every business and its employees; and sharmg.

perhaps this is in its very highest form when, without being
embodied in a definite contract, the solidarity of interests
between those who work together in the same business is
recognized with cordial generosity as the result of true
brotherly feeling. But such cases are not very common; and
as a rule the relations between employers and employed are
raised to a higher plane both economically and morally by
the adoption of the system of profit-sharing; especially when
it is regarded as but a step towards the still higher but much
more difficult level of true co-operation.

If the employers in any trade act together and so do the Combina-
• tlOOS

employed, the solution of the problem of wages becomes among

indeterminate; and there is nothing but bargaining to decide ::a~~~
the exact ehares in which the excess of its incomings over its employees.

outgoings for the time should be divided between employers
and employed. Leaving out of account industries which are
being superseded, no lowering of wages will be permanently

40-2
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in the interest of employers, which drives many skilled
workers to other markets, or even to other industries in
which they abandon the special earnings of skill; and wages
must be high enough in an average year to attract young
people to the trade. This sets lower limits to wages, and
upper limits are set by corresponding necessities as to the
supply of capital and business power. But what point
between these limits should be taken at any time can be
decided only by higgling and bargaining; which are however
likely to be tempered somewhat by ethico-prudential con-
siderations, especially if there be a good court of conciliation
in the trade.

The problem is in practice even more complex. For each
group of employees is likely to have its own union, and to
fight for its own hand. The employers act as buffers: but
a strike for higher wages on the part of one group may, in
effect, deplete the wages of some other group almost as much
as the employers' profits.

This is not a fitting place for a study of the causes and
effects of trade combinations and of alliances and counter-
alliances among employers and employed, as well as among
traders and manufacturers. They present a succession of
picturesque incidents and romantic transformations, which
arrest public attention and seem to indicate a coming change
of our social arrangements now in one direction and now in
another; and their importance is certainly great and grows
rapidly. But it is apt to be exaggerated; for indeed many of
them are little more than eddies, such as have always fluttered
over the surface of progress. And though they are on a larger
and more imposing scale in this modem age than before; yet
now, as ever, the main body of movement depends on the
deep silent strong stream of the tendencies of normal distri-
bution and exchange; which "are not seen," but which
control the course of those episodes which "are seen." For
even in conciliation and arbitration, the central difficulty is
to discover what is that normal level from which the decisions
of the court must not depart far under penalty of destroying
their own authority.

....



CHAPTER IX.

RENT OF LAND.

§ 1. IT has been argued in Book V. that the rent of land VI, IX, I

is no unique fact, but simply the chief species of a large Webegin

f . h d h h h by sup-genus 0 econonuc p enomena; an t at t e t eory of the posing

rent of land is no isolated economic doctrine, but merely one ~cl~~t~
of the chief applications of a particular corollary from the by Itsowners,
general theory of demand and supply; that there is a con- to avoid
. dati f h f h f if hi h questionstinuous gra ation rom t e true rent 0 t ose ree gl ts W IC affecting

have been appropriated by man, through the income derived Its tenure.

from permanent improvements of the soil, to those yielded by
farm and factory buildings, steam-engines and less durable
goods. In this and the following chapter we are to make a
special study of the net income of land. That study has two
parts. One part relates to the total quantity of the net
income, or producer's surplus from land: the other to the way
in which this income is distributed between those who have
an interest in the land. The first is general, whatever be the
form of land tenure. We will begin with it, and suppose
that the cultivation of the land is undertaken by its owner.

We may call to mind that the land has an "inherent" The in-

income of heat and light and air and rain, which man cannot ~~':,'~~~-
greatly affect; and advantages of situation, many of which f~h~~nt

are wholly beyond his control, while but few of the remainder properties
he di ul f h . I caoi I . of land.are t e direct res tot e investment 0 capita and effort III

the land by its individual owners. These are the chief of its
properties, the supply of which is not dependent on human
effort, and which would therefore not be increased by extra
rewards to that effort: and a tax on which would always fall
exclusively on the owners".

I But compare v. D. 2 for exceptions to the rule as to situation rent.
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RENT OF LAND

On the other hand those chemical or mechanical properties
of the soil, on which its fertility largely depends, can be
modified, and in extreme cases entirely changed by' man's
action. But a tax on the income derived from improvements
which, though capable of general application are yet slowly
made and slowly exhausted, would not appreciably affect the
supply of them during a short period, nor therefore the
supply of produce due to them. It would consequently fall
in the main on the owner; a leaseholder being regarded for
the time as owner, subject to a mortgage. In a long period,
however, it would diminish the supply of them, would raise
the normal supply price of produce and fall on the consumer.

§ 2. Now let us revert to our study of the tendency to
diminishing return in agriculture in the fourth Book; still
supposing that the owner of the land undertakes its culti-
vation, so that our reasoning may be general, and independent
of the incidents of particular forms of land tenure.

We saw how the return to successive doses of capital and
labour, though it may increase for the first few doses, will
begin to diminish, when the land is already well cultivated.
The cultivator continues to apply additional capital and
labour, till he reaches a point at which the return is only
just sufficient to repay his outlay and reward him for his
own work. That will be the dose on the margin of cultiva-
tion, whether it happens to be applied to rich or to poor
land; an amount equal to the return to it will be required,
and will be sufficient to repay him for each of his previous
doses. The excess of the gross produce over this amount is
his producer's surplus.

He looks forward as far as he can: but it is seldom
possible to look forward very far. And at any given time
he takes for granted all that richness of the soil which results
from permanent improvements; and the income (or quasi-
rent) derived from those improvements, together with that
due to the original qualities of the soil, constitutes his pro-
ducer's surplus or rent. Henceforth it is only the income
derived from new investments that appears as earnings and
profits: he carries these new investments up to the margin
of profitableness; and his producer's surplus or rent is the
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excessof the gross income from the improved land over what VI, IX, 3.

is required to remunerate him for the fresh doses of capital
and labour he annually applies.

This surplus depends on, firstly, the richness of the land,
and secondly, the relative values of those things which he
has to sell and of those things which he needs to buy. The
richness or fertility of the land, we have seen, cannot be
measured absolutely, for it varies with the nature of the
crops raised, and with the methods and intensity of cul-
tivation. Two pieces of land cultivated even by the same
man with equal expenditures of capital and labour, are
likely, if they yield equal crops of barley, to give unequal
crops of wheat; if they return equal crops of wheat when
cultivated slightly or in a primitive fashion, they are likely
to yield unequal crops when cultivated intensively, or on
modem methods. Further, the prices at which the various
requisites of the farm can be bought, and its various products
sold, depend on the industrial environment; and changes in
that are continually changing the relative values of different
crops and therefore the relative values of land in different
situations.

Lastly, we suppose the cultivator to be of normal ability The.
I . 1 h k h h d he ci cultivatorsre ative y to t etas e as un ertaken, and t e Circum-must be

stances of time and place. If he is of less ability his actual :We°~d
gross produce will be less than that which normally should nbormlal da Ilty an
come from the land: it will be yielding to him less than its enterprise.

true producer's surplus. If, on the contrary, he is of more
than normal ability, he will be getting in addition to the
producer's surplus due to the land, some producer's surplus
due to rare ability.

§ 3. We have already traced in some detail the way in A rise in
hi h . . h If' 1 I duce i the realW ic a nse In t e va ue 0 agncu tura pro uce mcreases value of

the producer's surplus, measured in terms of produce, from ~r:~y
all lands, but especially from those where the tendency to raisesdthepro uce
diminishing return acts but Ieebly-, We have seen that value of

1 IV. Ill. 3. Thus we see that if the value of produce rises from OR' to OR
(fi~. 12, 13, 14), 80 that while an amount of produce OR was required to remune-
rate a dose of capital and labour before the rise, an amount OR' would suffice
after the rise, then the producer's surplus will be increased a little in the C8$8

of landa of the class represented in fig. 12, with regard to which the tendency to
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VI, IX, 4. generally speaking it raises the value of poor lands relatively
the sur- to rich: or in other words, that if a person anticipates a rise
plus, in the value of produce, he may expect a larger future income

from investing a given sum of money in poor land at present
prices than from investing it in rich Iand-,

and its real Next, the real value of the producer's surplus, i.e. its
value even
more. value measured in terms of general purchasing power, will

rise relatively to its produce value, in the same ratio as the
value of produce measured in the same way has risen: that
is to say, a rise in the value of produce causes a double rise
in the value of producer's surplus.

Necessity The term the "real value" of produce is indeed am-
for distm-
guishmg biguous. Historically it has most often been used to mean
~!~:e~in the real value from the point of view of the consumer. This
;~~:~~ur use is rather dangerous: for there are some purposes for
produce, which it is better to consider real value from the point of
and in Its • f h dB· h hi .general VIew 0 t e pro ucer. ut WIt t IS caution we may use
~::!~ingthe term "labour-value" to express the amount of labour of

a given kind that the produce will purchase; and "real
value" to mean the amount of necessaries, comforts, and
luxuries of life that a given amount of produce will purchase.
A rise in the labour-value of raw produce may imply an
increasing pressure of population on the means of subsistence;
and a rise of the producer's surplus from land due to that
cause goes together with, and is a sort of measure of, the
degradation of the people. But if, on the other hand, the
rise in the real value of raw produce has been caused by an
improvement of the arts of production, other than agricul-
tural, it will probably be accompanied by a rise in the
purchasing power of wages.

§ 4. In all this it has been clear that the producer's
surplus from land is not evidence of the greatness of the
bounty of nature, as was held by the Physiocrats and in
a more modified form by Adam Smith: it is evidence of the
diminishing return acts quickly; much more with regard to the second class of
lands (fig. 13), and most of all with regard to the third class (fig. 14).

1 lb. §4. Comparing two pieces of land (figs. 16 and 17) with regard to which
the tendency to diminishing return acts in a similar way, but of which the first is
rich and the second poor, we found that the rise of producer's surplus from ABC
to AB'C', caused by a rise in the price of produce in the ratio OB to OB', was
much larger in proportion in the second case.
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limitations of that bounty. But it must be remembered that VI, IX, 4

inequalities of situation relatively to the best markets are producer's

just as powerful causes of inequalities of producer's surplus, ~~hh'
as are inequalities of absolute productivenesst. ofte~

Th· h a : h' f statedIS trut an Its c re consequences, many of which carelessly,

seem now so obvious, were first made manifest by Ricardo. ~~ught

He delighted to argue that no surplus can be reaped from f~c~re-

the ownership of those of nature's gifts the supply of which y

is everywhere practically unlimited: and in particular that
there would be no surplus from land if there were an
unlimited supply of it all equally fertile and all equally
accessible. He carried this argument further, and showed
that an improvement in the arts of cultivation, equally
applicable to all soils (which is equivalent to a general
increase in the natural fertility of land), will be nearly sure
to lower the aggregate corn-surplus and quite sure to lower
the aggregate real surplus derived from the land that supplies
a given population with raw produce. He also pointed out
that, if the improvements affected chiefly those lands that
were already the richest, it might raise the aggregate surplus;
but that, if it affected chiefly the poorer class of lands, it
would lower that aggregate very much.

1 England is so small and so thickly peopled, that even milk and l"egetables
which require to be marketed quickly, and even hay in spite of its bulk, can be
sent across the country at no inordinate expense: while for the staple products,
com and live stock, the cultivator can get nearly the same net price in whatever
part of England he is. For tills reason English economists have ascribed to
fertility the first rank among the causes which determme the value of agri-
cultura1land; and have treated situation as of secondary Importance. They have
therefore often regarded the producer's surplus, or rental value, of land as the
excess of the produce which it yields, over what is returned to equal capital and
labour (applied With equal skill) to land that is so barren as to be on the margin of
cultivation; Without taking the trouble to state explicitly either that the two
pieces of land must be in the same neighbourhood, or that separate allowance
must be made for differences in the expense of marketing. But this method
of speaking did not come naturally to economists in new countries, where the
richest land might lie uncultivated, because it had not good access to markets.
To them situation appeared at least equally important with fertility in determining
the value of land. In their view land on the margin of cultivation, was land far
from markets; and, especially, land far from railways that lead to good markets:
and the producer's surplus presented itself to them as the excess value of
the produce from well-situated land over that which equal labour, capital (and
skill), would get on the worst-situated land; allowance being of course made for
differences of fertility, if necessary. In this sense the United States cannot any
longer be regarded as a new country: for all the best land is taken up, and nearly
all of it has obtained access by cheap railways to good markets.
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It is quite consistent with this proposition to admit that
an improvement in the arts of cultivation of the land of
England now would raise the aggregate surplus from her
land, because it would increase the produce without mate-
rially lowering its price, unless it were accompanied by a
similar improvement in those countries from which she
imports raw produce; or, which comes to the same thing
for this purpose, by an improvement in the means of com-
munication with them. And as Ricardo himself says,
improvements that apply equally to all the land supplying
the same market, "as they give a great stimulus to
population, and at the same time enable us to cultivate
poorer lands with less labour, are ultimately of immense
advantage to the landlords",'

There is some interest in the attempt to distinguish that
part of the value of land which is the result of man's labour,
from that which is due to the original bounty of nature.
Part of its value is caused by highways and other improve-
ments that were made for the general purposes of the country,
and are not a special charge on its agriculture. Counting
these in, List, Carey, Bastiat and others contend that the
expense of bringing land from its original to its present
condition would exceed the whole value it has now; and
hence they argue that all of its value is due to man's labour.
Their facts may be disputed; but they are really not relevant
to their conclusions. What is wanted for their argument is
that the present value of land should not exceed the expense,
in so far as it can properly be charged to agricultural account,
of bringing the land from its original condition to one in which
it would be as fertile and generally useful for agricultural
purposes as it now is. Many of the changes wrought in it
were made to suit agricultural methods that are long since
obsolete; and some of them even deduct from, rather than
add to, the value of the land. And further, the expenses of
making the change must be the net expenses after adding
indeed interest on the gradual outlay, but also after deducting
the aggregate value of the extra produce which has, from
first to last, been attributable to the improvement. The

Footnote to his third Chapter.
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value of land in a well-peopled district is generally much VI, IX, 5.

greater than these expenses, and often many times as great.
§ 5. The argument of this chapter so far is applicable The

to all systems of land tenure, which recognize private owner- :::;::ent

ship of land in any form; for it is concerned with that ~Er:J~cable

producer's surplus, which accrues to the owner if he culti- systems

vates his land himself; or, if he does not, then accrues to him ~[~:,~
and his tenants, regarded as a firm engaged in the business
of cultivation. Thus it holds true, whatever be the division
which custom or law or contract may have arranged between
them with regard to their several shares of the cost of culti-
vation on the one hand, and the fruits of the cultivation on
the other. The greater part of it is also independent of the
stage of economic development which has been reached; and
it is valid even if little or no produce is sent to market, and
dues are levied in kind and so on-,

At the present day, in those parts of England where T~~ .
d senti f I d f .. diVISIOncustom an sentiment count or east, an ree competition between

and enterprise for most in the bargaining for the use of land, f~:dlord's

it is commonly understood that the landlord supplies, and in fand th~
armers

some measure maintains, those improvements which are share
• In theslowly made and slowly worn out. That being done, he Enghsh

requires of his tenant the whole producer's surplus which ~h:~~s~
the land thus equipped is estimated to afford in a year of fimpo~tant

or SCIence.
normal harvests and normal prices, after deducting enough
to replace the farmer's capital with normal profits, the farmer
standing to lose in bad years and gain in good years. In this
estimate it is implicitly assumed that the farmer is a man of
normal ability and enterprise for that class of holding; and
therefore, if he rises above that standard, he will himself reap

1 Petty's memorable statement of the law of rent (T~u and Contribution~,
IV. 13) is so worded as to apply to all forms of tenure and to all stages of
civilization :-" Suppose a man could with his own hands plant a certain scope of
Land with Com, that is, could Dig~, or Plough; Harrow, Weed, Reap, Carry
home Thresh, and Winnow, so much as the Husbandry of this Land requires;
and had withal Seed wherewith to sow the same. I say, that when this man
hath subducted his seed out of the proceed of his Harvest, and also what himself
hath both eaten and given to others in exchange for Clothes, and other Natural
necessaries; that the Remainder of Com, is the natural and true Rent of the
Land for that year; and the mtdirlm of seven years, or rather of so many years
as make up the Cycle, within which Dearths and Plenties make their revolutIOn
doth give the ordinary Rent of the Land in Com."
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VI, IX, 5. the benefit; and if he falls below it will himself bear the loss,
and perhaps ultimately leave the farm. In other words,
that part of the income derived from the land which the
landlord obtains, is governed, for all periods of moderate
length, mainly by the market for the produce, with but
little reference to the cost of providing the various agents
employed in raising it; and it therefore is of the nature of
a rent. And that part which the tenant retains, is to be re-
garded, even for short periods, as profits entering directly into
the normal price of the produce; because the produce would
not be raised unless it were expected to yield those profits.

The more fully therefore the distinctively English features
of land tenure are developed, the more 'nearly is it true that
the line of division between the tenant's and the landlord's
share coincides with the deepest and most important line of
cleavage in economic theory", This fact perhaps more than
any other was the cause of the ascendancy of English
economic theory early in this century; it helped English
economists to pioneer the way so far ahead, that even in
our own generation, when as much intellectual activity has
been devoted to economic studies in other countries as in
England, nearly all the new constructive ideas are found to
be but developments of others which were latent in the
older English work.

'The fact itself appears accidental: but perhaps it was
not. For this particular line of cleavage involves less friction,
less waste of time and trouble in checks and counter checks
than any other. It may be doubted whether the so-called
English system will endure. It has great disadvantages, and
it may not be found the best in a future stage of civilization.
But when we come to compare it with other systems, we
shall see that it afforded great advantages to a country, which
pioneered the way for the world in the development of free
enterprise; and which therefore was impelled early to adopt
all such changes as give freedom and vigour, elasticity and
strength.

I In technical language it is the distinction between the quasl-rents which do
not, and the profits which do, direcUy enter into the nonna! supply prices of
produce for periods of moderate length.



CHAPTER X.

LAND TENURE.

§ 1. IN early times, and in some backward countries VI, x, 1.

even in our own age, all rights to property depend on general Ear~

understandings rather than on precise laws and documents. t>::ds of

In so far as these understandings can be reduced to definite thenureave
terms and expressed in the language of modern business, generally

they are generally to the followinge£fect:-The ownership of~:;!ta:~-
land is vested, not in an individual, but in a firm of which~~hidc~;-
one member or group of members is the sleeping partner, ;~:~on

while another member or group of members (it may be than!>y

h 1 f ·1)· h ki 1 consciousa woe arm y IS t e wor ng partner . contract.

The sleeping partner is sometimes the ruler of the State, ~~~alled

sometimes he is an individual who inherits what was once~~~~~:
the duty of collecting the payments due to this ruler from the .

h ulti f . f h ·1 b h . sleepingt e c tivators 0 a certain part 0 t e SOl; ut w at, m partner,

the course of silent time, has become a right of ownership,
more or less definite, more or less absolute. If, as is gene-
rally the case, he retains the duty to make certain payments
to the ruler of the State, the partnership may be regarded
as containing three members, of whom two are sleeping
partners-.

1 The sleeping partner may be a village community; but recent investigations,
especially those of Mr Seebohm, have gwen cause for believing that the com-
munities were not often "free" and ultimate owners of the land. For a summnry
of the controversy as to the part which the village community has played m the
history of England the reader is referred to the first chapter of Ashley's Ecl>flOfllic
HIStory. Mention has already been made of the ways in which primitive forms
of divided ownership of the land hindered progress, I. rr. 2.

• The firm may be further enlarged by the introduction of an intermediary
who collects payments from a number of cultivators, and after deducting a certain
share, hands them over to the head of the firm. He is not a middleman in the
sense in which the word is used ordinarily in England; that is, he is not a sub-
contractor, liable to be dismissed at the end of a definite penod for which be has
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The sleeping partner, or one of them, is generally called
the proprietor, or landholder or landlord, or even the land-
owner. But this is an incorrect way of speaking, when he is
restrained by law, or by custom which has nearly the force
of law, from turning the cultivator out of the holding by an
arbitrary increase of the payments exacted from him or by
any other means. In that case the property in the land vests
not in him alone, but in the whole of the firm of which he is
only the sleeping partner, the payment made by the working
partner is not a rent at all, but is that fixed sum, or that
part of the gross proceeds, as the case may be, which the
constitution of the firm binds him to pay; and, in so far as
the custom or law which regulates these payments is fixed
and unalterable, the theory of rent has but little direct
application.

§ 2. But in fact the payments and dues, which custom
is supposed to stereotype, nearly always contain elements
which are incapable of precise definition; while the accounts
of them handed down by tradition are embodied in loose
and vague impressions, or at best are expressed in words
that make no attempt at scientific exactness-.

We can watch the influence of this vagueness in the
agreements between landlord and tenant even in modern
England; for they have always been interpreted by the aid
of customs, which have ever been imperceptibly growing
and dwindling again, to meet the changing exigencies of
successive generations. We change our customs more quickly
than our forefathers did, and we are more conscious of our
changes and more willing to convert our customs into legal
enactments, and to make them uniforms,

contracted to collect the payments. He is a partner in the firm, having rights ill

the land as real as those of the head partner, though, it may be, of inferior value
The case may be even more complex than this. There may be many intermediate
holders between the actual cultivators and the person who holds direct from the
State. The actual cultivators also vary greatly in the character of their interests;
some haviug a right to sit at fixed rents and to be altogether exempt from
enhancement, some to sit at rents which are enhanceable only under certain
prescribed conditions, some being mere tenants from year to year.

1 Prof. Maitland in the article on Court RoUs in the Dictionary of Poluical
Ecotwmy observes that" we shall never know how far the tenure of the medireval
tenant was precarious until these documents have been examined."

• Thus Mr Pusey's Comnuttee of the House of Commons in 1848 reported,
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At the present day, in spite of minute legislation and VI, x, 2.

carefully drawn agreements, there remains a wide margin of Ev~w

uncertainty as to the amount of capital which the landlord ~:n~d~ft-
will from time to time invest in maintaining and extending rents to ~he

f buildi d h . . changes In
the arm ngs an ot er Improvements. It IS in these the letting

. h as i hi di lati h value ofmatters, quite as muc as ill IS rect money re ations Wit the land

the tenant, that the generous and liberal landlord shows ~Ji~r!!rd

himself; and, what is specially important for the general ahno~tun-
• • • COD8CIOU8.

argument of this chapter, alterations ill the real net rent
required of the tenant are as often made by a quiet readjust-
ment of the shares of the expenses of working the farm
that are borne by the landlord and the tenant as by a change
in the money rent. Thus corporate bodies and many large
private landowners often let their tenants go on from year
to year, without any attempt to make the money rents
follow the changes in the real letting value of the land; and
there are many farms which are not let on lease and yet the
rent of which has nominally remained unchanged during the
agricultural inflation which culminated in 1874, and during
the depression which followed. But in the earlier period
the farmer, who knew he was under-rented, could not put
pressure on his landlord to layout capital in drainage or
new buildings or even in repairs, and had to humour him as
regards the game and in other matters; while just now the
landlord, who has a steady tenant, will do many things, that
are not stipulated for in the agreement, in order to retain
him. Thus, while the money rent has remained stationary,
the real rent has changed.

This fact is an important illustration of the general Th~ .

proposition, that the economic theory of rent, the Ricardian ~:~~d18

theory as it is sometimes called, does not apply to modern when

"That different usages have long prevailed in different counties and districts of
the country, conferring a claim on an outgomg tenant for various operatlons of
husbandry •... That these local usages are imported into leases or agreements, ... un-
less the terms of the agreement expressly, or by implication, negative such a pre-
sumption. That in certain parts of the country a modem usage ha.s sprung up,
which confers a right on the outgoing tenant to be reimbursed certain expenses ...
other than those above referred to .... That this usage appears to have grown out of
improved and spirited systeml of farming, involVIng 1l large outlay of capital ...•
That these [new] usages have gradually grown into general acceptance in certain
districts, until they have ultimately become recognized there as the custom of
the country." Many of them are now enforced by law. See below, § 10.
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VI, x, 3. English land tenure without many corrections and limitations
both as regards substance and form; and that a further
extension of these corrections and limitations will make the
theory applicable to all forms of Medireval and Oriental land
tenure, in which any sort of private ownership is recognized.
The difference is only one of degree.

§ 3. But the difference of degree is very great. This
is partly because in primitive times and backward countries
the sway of custom is more undisputed; partly because, in
the absence of scientific history, shortlived man has little
better means of ascertaining whether custom is quietly
changing, than the fiy, born to-day and dead to-morrow, has
of watching the growth of the plant on which it rests. But
the chief reason is that the conditions of partnership were
expressed in terms which were seldom capable of exact
definition and measurement.

~~:f For the share of the senior partner in the firm, or the
partner- landlord as we may for shortness call him, generally included
ship in
them were (either with or without a right to a certain share of the
:~:;;, and produce) the right to claim certain labour services and
eapable of dues, tolls and presents; and the amount which he obtaineduncon-
scious under each of those heads varied from time to time, from
modifica-
tion in place to place, and from one landlord to another. When-
::;l. ever payments of all kinds made by the cultivator left

him a margin beyond the necessaries of life for him and
his family, together with those comforts and luxuries which
were established by custom, the landlord was likely to use
his superior strength to raise the payments in some form or
other. If the chief payments were a certain share of the
produce, he might increase that share: but, as that could
seldom be done without an appearance of violence, he would
be more likely to increase the number and weight of his
minor imposts, or to insist that the land be more inten-
sively cultivated, and a larger part of it be given to crops
that cost much labour and are of great value. Thus changes
went on, smoothly for the most part, silently and almost
imperceptibly, like the hour-hand of a clock; but in the long
run they were very thorough 1.

applying
the
Ricardian
analysis to
modern
English
land
problems;
88 well as
to earher
systems.

• Thus the value of a service of a certain number of days' work would depend
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The protection which custom afforded to the tenant was VI, x,3.

not indeed unimportant even as regards these dues. For he Th;--

always knew pretty well what demands he would have to r::rve

meet at any particular time. The moral sense of all around custom.

him, high and low, protested against any attempt on the
part of his landlord to make a sudden and violent increase
in the payments and dues, the tolls and fines which were
recognized as usual; and thus custom rounded off the edges
of change.

It is moreover true that these vague and variable elements
of rent were generally but a small part of the whole; and
that in those not very rare cases in which the money rent
remained fixed for very long periods together, the tenant
had a kind of partnership in the soil, which he owed partly
to the forbearance of his landlord if it happened that the
true net value of the land had risen, but partly also to the
constraining force of custom and public opinion. This force
in some measure resembled the force which holds rain-
drops on the lower edge of a window frame: the repose is
complete till the window is violently shaken, and then they
fall together; and in like way the legal rights of the landlord
which had long lain latent were sometimes brought suddenly
into action in a period of great economic change-.

partly on the promptness with which the lahourer left his own hayfield when
called to that of his landlord, and on the energy he put mto Ius work. His own
rights, such as that of cutting wood or turf, were elastic; and so were those of bis
landlord which bound him to allow flocks of pigeons to devour his crops unmolested,
to grind his com in the lord's mill, and to pay tolls levied on the lord's bridges and
in his markets. Next, the fines or presents, or .. abwabs" as they are called in
India, which the tenant might be called on to pay, were more or less elastic, not
only in their amounts but in the occasions on which they were levied. Under
the Moguls the tenants in chief had often to pay a vast number of such imposts
10 addition to their nominally fixed share of the produce: and they passed these
on, increased in wpight and with additions of their own, to the inferior tenants.
The British Government has not levied them itself; but It has not been able, 10

spite of many efforts, to protect the inferior tenants from them. For instance, 10

some parts of Orissa, Sir W. W. Hunter found that the tenants had to pay, besides
their customary rent, 33 different cesses. They paid whenever one of their children
married, they paid for leave to erect embankments, to grow sugar-cane, to attend
the festival of Juggernaut, etc. (Oris&a, I. 55-9.)

t In India at the present time we see very various fonna of tenure existing
side by side, sometimes under the same name and sometimes under dlfferent
names. Them are places in wbich the raiyats and the superior holders own
ljetween them the property in the land subject to definite dues to Government,
and where the raiyat is sale not only from being ejected, but also from being

II. 41
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VI, I, 4. §4. The question whether the payments made by the
cultivator for the use of his land should be reckoned in

compelled by fear of violence to pay over to his superior holder more than that
ahare of the producer's surplus, which custom strictly prescribes. In that case
the paymen' which he makes is, as has already been said, simply the handing over
to the other partner in the firm of that share of the receipts of the firm wluch
under the unwritten deed of partnership belongs to him. It is not a rent at all.
This form of tenure, however, exists only in those parts of Bengal in which there
have been no great recent dislocations of the people, and in which the police v.re
sufficiently active and upright to prevent the superior holders from tyrannizing
over the inferior.

In the greater part of India the cultivator holds directly from the Government
under a lease the terms of which can be revised at intervals. And the principle
on which those leases are arranged, especially in the North-West and North-East,
where new land is being settled, is to adjust the annual payments due for it to the
probable Surplus Produce of the land, after deducting the cultivator's necessaries
and his little Iuzunes, according to the customary standard of the place, and on
the supposition that he cultivates with the energy and skill that are normal in that
place. Thus as between man and man in the same place the charge is of the nature
of economic rent. But, since unequal charges will be levied in two districts of
equal fertility, of which one is cultivated by a vigorous and the other by a feeble
population, Its method of adjustInent as between dtfferent districts IS rather that
of a tax, than a rent. For taxes are supposed to be apportioned to the net
income which actually is earned, and rents to that which would be earned by an
Individual of normal ability: a successful trader will pay on ten times as large
an actual income ten times as large a tax as his neighbour who lives in equally
advantageous premises and pays equal rents.

The whole hIStory of India records htUe of that quiet stability which has come
over the rural parts of England since war, famine, and plague have ceased to visit
us. Extensive movements seem to have been nearly always in progress, partly
in consequence of the recurrence of famines (for, as the Statistical Atlas of India
shows, there are very few districts which have not been visited at least once by a
severe famine during this century); partly of the devastating wars which one set
of conquerors after another has inflicted on the patient people; and partly of the
rapidity with which the richest land reverts to a thick jungle. The land which
has supported the largest population is that which, when deprived of its human
inhabitants, most quickly provides shady harbours for wild beasts, for venomous
snakes, and for malaria; these prevent the return of the refngees to their old
homes, and cause them often to wander far before thoy settle. When land has
been depopulated, those who have the control over it, whether the Government
or private persons, offer very favourable terms in order to attract cultivators
from elsewhere; this competition for tenants very much inHuences the relations of
cultivators and superior holders for a long distance around them; and therefore,
in addition to the changes of customary tonure, which, though impalpable at any
time, have been always going on, there bave been in almost every place many
epochs in which the continuity even of the former custom has been broken and
keen competition has reigned supreme.

These disturbing forces of war, famine, and plague were frequent in medieval
England, but their violence was less. And further, the rate of movement of
nearly all changes in India has been greater than it would have been if the
average period of a generation were as long a.~ in the colder climate of England.
Peace and prosperity therefore enable Indian populations to reconr from theu
caIamities more quickly; and the traditions which each generation holds of
the doings of its fathers and grandfathers run back for a shorter time, 80 that
uaagee of comparatively recent growth are more easily believed to have the
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money or in produce is of growing interest with reference VI, x,4.

to both India and England. But we may pass it by for Me~

the present and consider the more fundamental distinction ~r':;a~
between the" English" system of rental and that of hold- y

ing land on "shares," as it is called in the New World, or
the" Metayerl" system as it is called in the Old.

In a great part of Latin Europe the land is divided into hasmany

holdings, which the tenant cultivates by the labour of him- ~=~n
self and his family, and sometimes, though rarely, that of BAmnd •enos.
a few hired labourers, and for which the landlord supplies
buildings, cattle and, sometimes even, farm implements. In
America there are few agricultural tenancies of any kind, but
two-thirds of those few are small holdings let out to white
men of the poorer class, or to freed negroes, on some plan by
which labour and capital share in the produces,

sanction of antiquity. Change can move faster without being recognized ..
change.

Modem analysis may be applied to the contemporary conditions of land tenure
in India and other Oriental countries, the evidence as to which we can examine and
cross-examine, in such a way as to throw light on the obscure and fragmentary
records of medireval land tenures, which may indeed be examined, but cannot be
cross-examined. There is of course great danger in applying modem methods to
primitive conditions: it is easier to misapply them than to apply them rightJy.
But the assertion, which has been some tunes made, that they cannot be usefully
applied at all appears to be based on a conception of the BUDS, methods and results
of analysis, which has little in common with that presented in this, and other
modem treatises. See.J. Rtply in the Economic Joumal, Sept. 1892.

l The tenn Metayer apphes properly only to cases in which the landlord's
share of the produce is one-half; but it is usually applied to all arrangements
of this kind whatever the landlord's share be. It must be distinguished from
the Stock lease system in which the landlord provided part at least of the
stock, but the tenant managed the farm entirely, at his own risk subject to a
fixed annual payment to the landlord for land and stock. In medireval England
this system was much used, and the Metayer system appears not to have been
unknown. (See Rogers, Siz CentuM of W01'k and WagtS, ch. x.)

I In 1880 74 per cent. of the farms of the United States were cultivated
by their owners, 18 per cent., or more than two-thirds of the remainder, were
rented for a share of the produce, and only 8 per cent. were held on the
English system. The largest proportion of farms that were cultivated by per-
sons other than their owners were in the Southem States. In some cases the
landowner--the farmer as he is called there-supplies Dot only horses and
mules, but their feed; and in that case the cultivator--who in France would
be called not a Metayer but a Maitre Valetr--is almost in the position of a hired
labourer paid by a share of what he gets; as is for instance a hired tishennan
whose pay is tbe value of a part of the catch. The tenant's share varies from
ODe-third, where the land is rich and the crops such as to require little labour, to
four-fifths, where there is much labour and the landlord supplies little capital
Tbere is much to be gained from a study of the many variOIl8 plans ODwhich the
&hare contract is based.

41-2
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VI, :1:, 4. This plan enables a man who has next to no capital of
It offers to his own to obtain the use of it at a lower charge than he
~~: could in any other way, and to have more freedom and:~~f responsibility than he would as a hired labourer; and thus
the ad- the plan has many of the advantages of the three modern
vantages
of co- systems of co-operation, profit sharing, and payment by
i~!iu~;;~n.piece-work", But though the metayer has more freedom
in~~:!es than the hired labourer he has less than the English farmer.
m~~ His landlord has to spend much time and trouble, either
friction, of his own or of a paid agent, in keeping the tenant to his

work; and he must charge for these a large sum, which,
though going by another name, is really earnings of manage-

If tbe ment. For, when the cultivator has to give to his landlord
control
of the half of the returns to each dose of capital and labour that he
~~<f:~~~~sapplies to the land, it will not be to his interest to apply
~~~~~ion any doses the total return to which is less than twice enough

to reward him. If, then, he is free to cultivate as he chooses,
he will cultivate far less intensively than on the English
plan; he will apply only so much capital and labour as will
give him returns more than twice enough to repay himself:
80 that his landlord will get a smaller share even of those
returns than he would have on the plan of a fixed payment".

This is the case in many parts of Europe, in which the
tenant has practical fixity of tenure; and then it is only by
constant interference that the landlord can keep up the
amount of labour he puts on his farm, and keep down the

1 The relations between publisher and author on the "half-profits" system
resemble in many ways those between landlord and metayer.

• This can be most clearly seen by aid of dtagrams of the same kind as
those used in IV. m. A tenant's-,hare cur~e would be drawn standing one-bali
(or one-third or two-thirds) as high above OD as AC does; the area below
that curve would represent the tenant's share, that above the landlord's
OH being, as before, the return required to remunerate the tenant for one dose;
he will, if left to his own devices, not carry cultivation beyond the point at
which the tenant's-share curve cuts HC: and the landlord's will therefore be a
less proportion of the returns to a shghter cultivation than under the Enghsh
plan. Diagrams of this kind may be used to illustrate the way in which
Ricardo's analysis of the causes that govern the Producer's Surplus from land,
apply to systems of tenure other than the English. A little further change will
adapt them to such customs as those found in Persia, where land itself is of
small value; and .. the harvest is divided into five parts, which are apportioned
as follows, one part to each: 1, land; 2, water for irrigation, etc.; 3, seed;
4, labour; 5, bullocks. The landlord generally owns two, 80 he gets two-fifths of
the harvest."
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use he makes of the farm cattle for outside work, the fruits VI, x, 5.

of which he does not share with his landlord.
But even in the most stationary districts the amount but if it is

and quality of the stock which custom requires the landlord ~~:!'clts
to provide are being constantly, though imperceptibly, modi- b:,a~enot

fied to suit the changing relations of demand and supply. difJere~t

And if the tenant has no fixity of tenure, the landlord can ~~~h~hose

deliberately and freely arrange the amount of capital and ;{;ilish

labour supplied by the tenant and the amount of capital
supplied by himself to suit the exigencies of each special
easel.

It is obvious then that the advantages of the metayer
system are considerable when the holdings are very small,
the tenants poor, and the landlords not averse to taking
much trouble about small things: but that it is not suitable
for holdings large enough to give scope to the enterprise of
an able and responsible tenant. It is commonly associated
with the system of peasant proprietorship; and we may con-
sider that next.

§ 5. The position of a peasant proprietor has great The
. H· f d h h lik h· peasantattractions. e IS ree to 0 w at e es, e IS not hroprietor

worried by the interference of a landlord, and the anxiety v:':es
any

lest another should reap the fruits of his work and self-denial. andmany

1 This is already done in America, and in many parts of France; and some
good judges think that the practice may be extended largely, and infuse new life
moo what a little while ago was regarded 88 the decaying system of Metayage.
U worked out thoroughly, it will result in the cultivation being carried just about
as far and aIIording the landlord the same income as he would have on the
English plan for equally fertile and well-situated land equipped lIith the same
capital, and in a place in which the normal ability and enterprise of candidates
for farms is the same.

On the elasticity of Metayage in France see an article by Higgs and Lambelin
in the Ecotwmic Journal, March 1804; and Leroy-Beaulieu, Rtparti1wn dts
RichtBlts, ch, IV.

Starting as in the last note, let the Circulating capital supplied by the
landlord be represented by the distance OK marked oil along OD. Then, If
the landlord controls the amount OK freely and in his own interest, and can
bargain with Lis tenant as to the amount of labour he applies, it can be
proved geometrically that he will so adjust it as to force the tenant to cul-
tivate the land just as intensively as he would under the English tenure;
and Lis share will then be the same as under it. If he cannot modify the
amount OK, but can still control the amount of the tenant's labour, then with
certain shapes of the produce curve, the cultivation will be more intensive than
It would be on the English plan; but the landlord's share will be somewhat less.
This paradoxical result has some scientific interest, but little practical importance.
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VI, x,ts. His feeling of ownership gives him self-respect, and stability
sources of of character, and makes him provident and temperate in his
happiness; habits. He is scarcely ever idle, and seldom regards his

work as mere drudgery; it is all for the land that he loves
so well.

~~~~~y .. The magic of property turns sand into gold," said
pen~oUII, Arthur Young. It undoubtedly has done so in many cases
and 18 an • hi h h . h b f . Iindustrious In w c t e propnetors ave een men 0 exceptions
!~~f:~tenergy. But such men might perhaps have done as well or
worker. better if their horizon had not been limited to the narrow

hopes of a peasant proprietor. For indeed there is another
side to the picture. "Land," we are told, "is the best
savings-bank for the working man." Sometimes it is the
second best. But the very best is the energy of himself and
his children; and the peasant proprietors are so intent on
their land that they often care for little else. Many even of
the richest of them stint the food of themselves and their
families: they pride themselves on the respectability of their
houses and furniture; but they live in their kitchens for
economy, and are practically worse housed and far worse fed
than the better class of English cottagers. And the poorest
of them work hard during very long hours; but they do not
get through much work, because they feed themselves worse
than the poorest English labourers. They do not under-
stand that wealth is useful only as the means towards a
real income of happiness; they sacrifice the end to the
means-,

There And it must be recollected that the English labourers
=Il~~dorepresent the failure rather than the success of the English
~=~nand system. They are the descendants of those who for many
I:~~st successive generations have not availed themselves of the
them mhust opportunities by which their abler and more adventurous
besett e • hb I di h d hmany rich nelg ours were rising to ea ng posts at ome, an , w at

1 The term "peasant proprietor" is a very vague one: it includes many wbo
by thrifty marriages have collected into one hand the results of several genera-
tions of hard work and patient saving; and in France some of these were able to
lend freely to the Government after the great war with Germany. But the savings
of the ordinary peasant are on a very smaJI scale; and in three cases out of four
his land is starved for want of capital: he may have a little money boarded or
invested, but no good grounds have been shown for beheving that he often bas
much.
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is far more important, were acquiring the fee simple of a VI, x, 5.

great part of the surface of the globe. Of the causes which me;;tbe

have contributed to make the English race the chief owners ~~~:~rld

of the New World, the most important is that bold enter- New who
are

prise which has made a man, who is rich enough to be a descended

peasant proprietor, generally refuse to be content with the ~;lish
humdrum life and the narrow income of a peasant. And labourera.

among the causes which have fostered this enterprise, none
is more important than the absence of the temptations to
wait about for a petty inheritance, and to marry for the sake
of property rather than in the free exercise of individual
choice-temptations which have often dulled the energy of
youth in places in which peasant properties have predomi-
nated.

It is partly in consequence of the absence of these temp- Tbe •

tations that the" farmers" of America, though they are men t:::~:.an
of the working class cultivating their own land with their
own hands, do not resemble "peasant proprietors." They
invest their income freely and wisely in developing the ener-
gies of themselves and their children; and these energies
constitute the chief part of their capital, for their land gener-
ally is as yet of but little value. Their minds are always
active, and though many of them have little technical know-
ledge of agriculture, their acuteness and versatility enable
them to find out almost unerringly the best solution of the
problem immediately before them.

That problem is generally to obtain a produce large in American
. h lb' h h II . methods ofproportion to tea our spent on It, t oug sma III pro- culdvauon,

portion to the abundant land at their disposal. In some
parts of America, however, in which land is beginning to get
a scarcity value, and in which the immediate neighbourhood
of good markets is making an intensive cultivation profitable,
the methods of farming and of tenure are rearranging them-
selves on the English model. And within the last few years
there have been signs of a tendency on the part of native
Americans to hand over to persons of recent European
origin the farms of the West, as they have already done
the farms of the East, and as they did long ago the textile
industries.
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The
English
system
thongh
somewhat
harsh
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great
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LAND TENURE

§ 6. Let us then tum to that English system of tenure.
It is faulty and harsh in many respects; but it stimulated
and economized the enterprise and energy, which, aided by
England's geographical advantages and 'freedom from de-
vastating wars, gave her the leadership of the world in the
arts of manufacture and colonization and, though in a less
marked degree, in agriculture. England has learnt lessons
in agriculture from many countries and especially the
Netherlands; but on the whole she has taught far more
than she has learnt. And there is now no country except
the Netherlands which can compare with her in the amount
of produce per acre of fertile land; and no country in Europe
which obtains nearly so high returns in proportion to the
labour expended in getting them-,

The chief merit of the system is that it enables the land-
lord to keep in his own hands the responsibility for that part
and only that part of the property which he can look after
with but little trouble to himself, and little vexation to his
tenant; and the investment of which, though requiring both
enterprise and judgment, does not demand constant super-
vision of minor details. His part consists of land, buildings
and permanent improvements, and averages in England five
times that which the farmer has to supply himself; and he
is willing to supply his part in the enterprise with this
great capital at a net rent which seldom gives interest at
as much as three per cent. on its cost. There is no other
business in which a man can borrow what capital he wants
at so Iowa rate, or can often borrow so large a part of his
capital at any rate at all. The metayer indeed may be said

1 It would seem that England gets more produce per acre of fertile land than
even the Netherlands, though there is some doubt about it. Tho Netherlands
have led the way for England in more paths of industrial enterprise than any
other country has; and this enterprise has diffused itself from their thickly
scattered towns over the whole land. But there is error in the common opmJOn
that they support as dense a population as England does, and yet export on the
balance a great deal of agricultural produce. For Belgium imports a great part
of her food; and even Holland imports as much food as she exports, though her
non-agricultural population is small. In France, fann crops and even potatoes
are on the average only about half as heavy as in England proper; and France
has only about half the weight of cattle and sheep in proportion to her area.
On the other hand, the small cultivators of France excel in poultry and fruit
and other light branches of production for which her superb climate is well suited.



ENGLISH SYSTEM OF LAND TENURE 649
to borrow an even larger share, but at a much higher VI, x, 7.

rate-.
The second merit of the English system, which partly a!1d it

follows from the first, is that it gives the landlord consider- ~d::aW~-
able freedom in the selection of an able and responsible ~~~m

tenant. So far as the management of land, as opposed to ~r;:i~!.
its ownership, goes, the accident of birth counts for less in
England than in any other country of Europe. But we have
already seen that even in modern England the accident of
birth counts for a good deal in the access to posts of com-
mand in all kinds of business, to the learned professions and
even to skilled manual trades. And it counts for somewhat
more in English agriculture: for the good and bad qualities
of landlords combine to prevent their selecting tenants on
strictly commercial principles, and they do not very often go
far afield for a new tenants.

§ 7. The number of people who have the opportunity Improv:e-

f ki t f d i h f azri I . ments mo ma ng a s ep orwar In t e arts 0 agncu ture 1S very agriculture

great. And since the different branches of agriculture differ ~l':~y.
from one another in general character less than do those of
manufacture, it might have been expected that new ideas in
it would have followed one another quickly and have been
speedily diffused. But on the contrary progress has been
slow. For the most enterprising agriculturists drift towards
the town; those who stay behind live more or less isolated
lives; and, as a result of natural selection and education, their
minds have always been more staid than those of townsmen,
and less ready to suggcst or even to follow new paths. And
further, though a manufacturer is nearly always safe in copy-
ing a plan that has worked well with his neighbour in the same
trade, a farmer is not: for every farm has slight peculiarities

1 For long periods the landlord may be regarded as an active partner and the
predominant partner in the business: for short periods his place is rather that of
the sleeping partner. On the part played by his enterprise compare the Duke of
Argyll's UruUfl Fouttdati07&$ of Socady, especially p. 374.

• There is still (1907) considerable difference of opinion as to the extent to
which the habits of the landlords eombined with the existing system of tenure
hinder the formation of new small holdings, which might provide an int<'iligcnt
labourer with an opportunity for starting an independent business of his own, as
easily as the artisan can start a retail shop and repairing business in metal or
other goods.
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VI, x, 7. of its own, so that the blind adoption of a plan, that has
worked well close by, is likely to fail; and its failure en-
courages others in the belief that old and tried ways are the
best.

Again, the variety in agricultural detail makes the proper
keeping of farming accounts very difficult. There are so
many joint products and so many by-products, so many
complex and shifting relations of debtor and creditor between
the several crops and methods of feeding, that an ordinary
farmer, even if he were as fond of accounts as he is in fact
averse to them, would have great difficulty in ascertaining,
otherwise than by a semi-instinctive guess, what is the price
that will just pay him to raise a certain amount of extra
produce. He may know its prime cost with fair certainty,
but he seldom knows its true total cost; and this increases
the difficulty of reading quickly the teachings of experience
and making progress by their aid-.

Want of And there is another difference between the mode of
ability on
the part action of competition in agriculture and in manufacture. If
of one facturer i .. th b biundertaker one manu acturer IS unenterprising, 0 ers may e a e to
~e:!~o;- step into the opening which he leaves vacant: but when one
bbY'llP"I'at landowner does not develop the resources of his land in the
a Ilty on
the part best way, others cannot make up for the deficiency without
of others, U'· I h d di . . hin has it IS ca IDg into p ay t e ten ency to nnms g return; so t at
~~c~='-his want of wisdom and enterprise makes the (marginal)

supply price a little higher than it otherwise would be2• It

The
difficulty
of keepmg
exact
fanning
accounts.

• The difficulty is even greater in small holdings, For the capitalist farmer
does at all events measure the prime cost in tenns of money. But the culti-
vator working with his own hands often puts into his land as much work as
he feels able to do, without estimating carefully its money value in relation to
its product.

Although peasant proprietors resemble the heads of other small businesses in
their wilhngness to work harder than those whom they hire and for less reward;
yet they differ from the small masters in manufacture in this, that thl'Y often do
not hire extra labour even when it would pay them well to do so. U all that they
and their family can do for their land is less than enough for it, it is generally
under-cultivated: if more, it is often cultivated beyond the remunerative limit.
It is a common rule that those who give the time which is free from their
mam occupation to some other industry, often regard their earnings in this last,
however low, as an extra gain; and they sometimes even work below what would
be a starvation wage to those who depend on that industry for support.. This is
especially true when the side-industry is that of cultivating, partly for the pleasure
of doing It, a small plot of land with imperfect appliances.

• See VI, II. 6, and the references given there.
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is however true that the difference between the two cases is VI, x, 8.

only one of degree; since the growth of any branch of manu-
facture may be retarded perceptibly by any falling-off in the
ability and enterprise of the leading firms engaged in it.
The chief agricultural improvements have been made by
landlords who have themselves been townsmen or at least
have associated a good deal with townsmen, and by manu-
facturers in trades subsidiary to agriculture-,

§ 8. Though nature yields generally a less than propor- Man's

tionate return to an increased amount of labour of a given ~~:;;ture

efficiency; man's part conforms generally to the law of in- ~~~:ms
creasing return (i.e. it increases in aggregate efficiency more !aw of.mcreasmg
than in proportion to the number of workers), in agriculture return.

as well as in manufactures. But yet the economies of
production on a large scale are not quite similar in the
two cases.

Firstly, agriculture must be spread over the broad land: Agriculture
. I b b h h f f hi cannot beraw materia can e roug t to t e manu acturer or m a localized

to work on; but the agriculturist must seek his work. ~:::Wy
Again, the workers on the land must adapt their work to i~d:'~~
the seasons, and can seldom confine themselves entirely to •
one class of work; and in consequence agriculture, even
under the English system, cannot move fast in the direction
of the methods of manufacture.

But yet there are considerable forces tending to push it but there
. h di . '1'h f . .. t tl areforeesm t at irection, e progress 0 invention IS cons an y tending to
. . h b f . bl b . hin move It to-increasing t e num er 0 servieea e, ut eXpenSIVemac es, wards the

for most of which a small farmer can find employment during mfethods
I 0 manu-

only a very short time. He may hire some of them; but facture.

there are many the use of which he can get only by co-
operation with his neighbours; and the uncertainties of the
weather prevent this plan frorri working very smoothly in
practice 3.

1 Prothero's Eflglish Fanning, ch. VI. gi\"es some instances of prolonged
resistance to changes, and adds that an Act had to be passed in Fngland as late
as 1634 "agaynst plowynge hy the taile."

I See IV. ill. 5, 6.
I Horse-power is dearer relatively to both steam-power and hand-power

in England than in most other countries. England has taken the lead in the im-
provement of field steam machinery. The cheapness of horse-power tells generally on
the side of moderate sized farms t1erllU very small ones; but the cheapness of
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VI, x, 8. Again, the farmer must go beyond the results of his own
It requires and his father's experience in order to keep abreast of the
:~Uy changes of the day. He should be able to follow the move-
m

k
'creas

l
idog ments of agricultural science and practice closely enough to

nowe ge.
see their chief practical applications to his own farm. To do
all this properly requires a trained and versatile mind; and a
farmer who has these qualities could find time to direct the
general course of the management of several hundred, or even
of several thousand acres; and the mere superintendence of
his men's work in matters of detail is not a task fitting for
him. The work which he ought to do is as difficult as that of
a large manufacturer, who would not spend his own strength
on minute supervision which he can easily hire subordinates
to do. A farmer, who can do this higher work, must be
wasting his strength on work that is beneath him, unless he
employs many gangs of workmen each of them under a
responsible foreman. But there are not many farms which
give scope for this, and there is therefore very little induce-
ment for really able men to enter the business of farming;
the best enterprise and ability of the country generally
avoid agriculture and go to trades in which there is room for
a man of first-rate ability to do nothing but high class work,
to do a great deal of it, and therefore to get high earnings of
management- .•

If it be assumed, as is the modern fashion, that the

steam-power and .. motor" power obtained from petrol, ete., tells on the side of very
large fanns, except in 80 far as the use of field steam machinery can be hired
economically and at convenient times.

1 The experiment of working fanns on a very Iarge scale is difficult and
expensive, because it requires farm buildings and means of communication
specially adapted to it; and it may have to overcome a good deal of resistance
from custom and sentiment not altogether of an unhealthy kind. Tbe risk
also would be ~at; for in such ca.~ those who pioneer often fail, though thell'
route when well trodden may be found to be the easiest and best.

Our knowledge on many disputed points would be much increased and valuable
guidance gained for the future if some private persons, or joint-stock compames,
or co-operative associationa, would make a few careful experiments of what have
been caJIed .. Factory fanns." On this plan there would be a central set of
buildings (there might be more than one) from which roads and even light
tramways extended in all directions. In these buildings the recognized principles
of factory management would he applied, machinery would be specialized and
economized, waste of material would be avoided, by-products would be utilized,
and above all the best aklll and managing power would be employed, but only for
its proper work.
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farmer is not to work habitually with his men and to VI, x, 9.

encourage them by his presence, it seems best for the The-

economy of production that farms should be as large as ~~~::-
is practicable under the existing conditions of land tenure; small ,

so as to give room for the use of highly specialized ma- !~O~kof

hi d f th . f bili h whichtheC mes an or e exercise 0 great a 1 ity on t e part farmer and

of the farmer. But if a farm is not very large, and if, as ~1::O':ne
is often the case, the farmer has no greater ability and share.

activity of mind than is commonly to be found among the
better class of working foremen in manufactures; th-en it
would be best for others, and in the long run for himself, that
he should return to the old plan of working among his men.
Perhaps also his wife might return to some of those lighter
tasks in and near the farmhouse which tradition ascribes to
her. They require discretion and judgment, they are not
inconsistent with education and culture: and combined with
it they would raise and not lower the tone of her life, and
her real claims to a good social position. There is some
reason for thinking that the stern action of the principle
of natural selection is now displacing those farmers, who have
not the faculty to do difficult head-work, and yet decline to
do hand-work. Their places are being taken by men of more
than average natural ability who, with the help of modern
education, are rising from the ranks of labourers; who
are quite able to manage the ordinary routine work of a
model farm; and who are giving to it a new life and spirit
by calling their men to come and work, instead of telling
them to go and work. Vcry large farms being left out of
view, it is with rather small farms worked on these principles
that the immediate future of English agriculture seems to
lie. Small holdings have great advantages wherever so much
care has to be given to individual plants, that machinery is
out of place. But modern applications of scientific methods
are giving an increasing importance to that economy of
technical skill which can be attained in a large nursery for
choice flowers and fruits, with several highly paid assistants.

§9. We may next consider how far landlords will in The glO88

their own interest adjust the size of holdings to the real ::uof

needs of the people. Small holdings often require more holdings
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VI, x, 9. expensive buildings, roads and fences, and involve greater
trouble and incidental expenses of management ,to the land-
lord in proportion to their acreage than do large holdings;
and while a large farmer who has some rich land can
turn poor soils to good account, small holdings will not
flourish generally except on good soiP. Their gross rental
per acre must therefore always be at a higher rate than
that of large farms. But it is contended that, especially
when land is heavily burdened by settlements, landlords are
unwilling to incur the expense of subdividing farms, unless
they see their way to rents for small holdings that will give
them, in addition to high profits on their outlay, a heavy
insurance fund against the chance of having to throw the
holdings together again; and that the rental for small hold-
ings, and especially for those of only a few acres, is extrava-
gantly high in many parts of the country. Sometimes the
prejudices of the landlord and his desire for undisputed
authority make him positively refuse to sell or let land to
persons who are not in harmony with him on social, political
or religious questions. It seems certain that evils of this
kind have always been confined to a few districts, and that

and that is they are rapidly diminishing, but they rightly attract much
contrary to . f here j bli d . distri f!be public attention; or t ere IS a pu c nee ill every strict or
interest, small holdings, as well as large; for allotments and large

gardens; and generally for holdings so small that they can
be worked by people who have some other occupations,

must be
high
relatively
to their
acreage.

But it is
sometimes
at a
scarcity
value;

1 The interpretation of this tenn varies with local conditions and individual
wants. On pennanent pasture near a town or an industrial district the ad-

,vantagf'S of small holdings are perhaps at their maximum, and the disadvantages
at their minimum. For small arable holdings the land should not be light, but
strong, and the richer the better; and this is especially the case with holdings
so small as to make much use of the spade. The small cultivator can often pay
his rent most easily where the land is hilly and broken, because there he loses but
little from his want of command of machinery.

• They increase the number of people who are working in the open air with
their heads and their hands: they give to the agriculturailabourer a stepping-stone
upwards, prevent him from being compelled to leave agriculture to find some
scope for his ambition, and thus check the great evil of the continued flow of the
ablest and bravest farm lads to the towns. They break the monotony of existence,
they give a healthy change from indoor life, they olIer scope for variety of
character and for the play of fancy and imagination in the arrangement of
individual life; they afford a counter attraction to the grosser and baser pleasures;
they often enable a family to hold together that would otherwise have to separate;
under favourable conditions they improve considerably the material condition of
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And lastly though peasant proprietorship, as a system, is VI, x, 9.

unsuited to the economic conditions of England, to her soil, Th~

her climate, and the temper of her people, yet there are a ~~o:::~ifi~al

few peasant proprietors in England who are perfectly happy hindrances

in this condition; and there are a few others who would buy ~~~
small plots of land and would live happily on them, if they pernes.

could get just what they wanted where they wanted it.
Their temper is such that they do not mind working hard
and living sparely, provided they need call no one master;
they love quiet and dislike excitement; and they have a
great capacity for growing fond of land. Reasonable oppor-
tunity should be given to such people to invest their savings
in small plots of land, on which they may raise suitable
crops with their own hands; and at the very least the
present grievous legal charges on the transfer of small plots
should be diminished.

Co-operation might seem likely to flourish in agriculture C:0.opera-

d bi h . f ducti I tion hasan to com me t e economies 0 pro uction on a arge great 0P:
scale with many of the joys and the social gains of small ~~~::tle8
properties. It requires habits of mutual trust and con- creasing

prospects
fi.dence; and unfortunately the bravest and the boldest, and ill agn-

therefore the most trustful, of the countrymen have always culture.

moved to the towns, and agriculturista are a suspicious race.
But Denmark, Italy, Germany, and lastly Ireland have led
the way in a movement which seems full of promise for
organized co-operation in the handling of dairy produce, in
the making of butter and cheese; in buying farmers'
requisites and in selling farmers' produce: and Britain is
following in their wake. The movement is however of
limited scope: it scarcely touches work in the field itself.

As co-operation might combine more of the advantages
of all systems of tenure, so the cottier system of Ireland often
combined the disadvantages of all; but its worst evils and

the worker; and they diminish the fretting 88 well as the positive loss caused by
the inevitable interruptions of their ordinary work.

The ~e befor, 1M CommitUe Oft small holdi ..gs, 1906 [Cd 327SJ discusses
very fully tho advantages and disadvantages of ownership for small holders; with
apparently a balance of opinion against ownership.

In 1004 there wore in Great Britain 111,000 holdings between 1 and 5 acres;
232,000 between 5 and 50 acres; 150,000 between 50 and 300; and 18,000 above
300 acres. See lb. Appendix II. .
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The
English
system of
tenure is
compeji-
tive, but
competi-
non does
not act
easily in
agncul-
ture.

VI, x, 10. their causes have almost disappeared and the economic
elements of the problem are just now overshadowed by the
political. We must therefore pass it byl.

§ 10. The failures of the English system of land tenure
in Ireland have brought into clear relief difficulties which
are inherent in it, but which have been kept in the back-
ground in England by the conformity of the system to the
business habits and the character of the people. The chief
of these difficulties arise from the fact that while the system
is competitive in its essence, the conditions of agriculture
even in England offer a strong resistance to the full action
of free competition. To begin with, there are special diffi-
culties in ascertaining the facts on which that action must

Dfiffi
d

c~dt,y be based. We have just noticed the difficulty of keeping
or oecunng Ianni hiwhat are exact armmg accounts: to t s must be added that a
normal f ' I ul . h hi h I h hi~rices and armer s ca c ations as to t e rent w c It IS wort IS

arvests. while to undertake to pay, are further hampered by the diffi-
culty of deciding what is a normal harvest and a normal level
of prices. For good and bad seasons come so much in cycles
that many years are required to afford a trustworthy average
of thems: and in those many years the industrial environ-
ment is likely to have changed much; the local demand, the
facilities for selling his own produce in distant markets and
those which assist competitors from a distance to sell their
produce in his local markets may all have changed.

Difficulty The landlord in determining what rent to accept is metarlsmg
from local by this difficulty and also by another, arising out of variations

I The Ricardian theory of rent ought not to bear the greater part of the
blame that has been commonly thrown on it, for those mistakes which English
legislators made during the first half of this century in trying to force the
English system of land tenure on India and Ireland. The theory concerns
itself with the causes that determine the amount of the Producer's surplus
from land at any time; and no great harm was done when this surplus 'Was
regarded as the landlord's share, in a treatise written for the use of English-
men in England. It was an error in jurisprudence and not in economics that
caused our legislators to oller to the Bengal tax-collector and Irish landlord
facilities for taking to themselves the whole property of a cultivating finn,
which consisted of tenant and landlord in the case of Ireland, and in the case
of Bengal, of the Government and tenants of various grades; for the tax-collector
was in most cases not a true member of the firm, but only one of its servants,
But wiser and juster nouons are prevailing now in the Government of India as
well as of Ireland.

I Compare Tooke and Newmarch, llillory of Pnctl, Vol. VI. App. In.



DIFFICULTY OF DECIDING WHAT IS A NORMAL RENT 657

in the standards of ability among farmers in different parts VI, x, 10.

of the country. The producer's surplus, or English rent, of vari~ns

a farm is that excess which its produce yields over its ex- ~t!dard of

penses of cultivation, including normal profits to the farmer: no~al

it being assumed that that farmer's ability and enterprise !kill~d
are such as are normal for farms of that class in that place. enterpnse.

The difficulty in view is to decide whether these last words
are to be interpreted broadly or narrowly.

It is clear that if a farmer falls below the standard Ethicaland

of ability of his own district, if his only forte is in driving cl:~~~~
hard bargains, if his gross produce is small and his net cio!ire
produce even smaller in proportion; in such a case the m~/
landlord acts in the interest of all when he hands over mingled,

the farm to a more competent tenant, who will pay better
wages, obtain a much higher net produce and pay a some-
what higher rent. On the other hand, when the local
standard of normal ability and enterprise is low, it is not
clearly right from an ethical point of view, nor is it clearly
in the business interests of the landlord in the long run, that
he should endeavour to take to himself a greater rent than
can be paid by a farmer who reaches that standard; even
though it could be obtained by importing a farmer from
another district in which the standard is higher'.

Closely related to this question is one as to the freedom The

the tenant should have to develop the natural capabilities of }:,do~to

his land at his own risk, with the understanding that if he is ::~eth!d

successful he is to retain something more than mere normal ~~~~
profits on his enterprise. So far as minor improvements go, menta;

this difficulty is in a great measure met by long leases.
These have done much for Scotland: but they have

I Difficulties of this kind are practically solved by compromises which experi-
ence has jU8tified, and which are in accordance with the scientific interpretation
of the term "normal." If a local tenant showed extraordinary ability, the
landlord would be thought grasping who, by threatening to import a stranger,
tned to extort a bigher rent than the normal Iocal fanner could make the
land pay. On the other band, a farm being once vacant, the landlord would
be thought to act reasonably if he imported a stranger who would set a good
model to the district, and wbo shared about equally with the landlord the ex tea
net surplus due to his ability and skill, whicb, though not strictly speaking
exceptional, were yet above the Iocal standard. Compare the acnon of Settlement
Officers in India with regard to equally good land cultivated by energetic and
unenergetic races, noticed in the footnote on p. 642.

~ ~
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VI, x, 10. disadvantages of their own. And as has been often observed,
latent "the English tenant has always something of a lease even
~hi~ner- when he has no lease": and again, "there are traces of
between d metayage even in tenures which are thoroughly English."
tenant an
landlord. When seasons and markets are favourable to the farmer, he

pays his full rent and avoids making demands on the landlord
that might set him thinking whether the rent ought not to
be raised. When things go badly, the landlord, partly from
sympathy and partly as a matter of business, makes tempor-
ary remissions of rent, and bears the expense of repairs, etc.,
which he would otherwise have left for the farmer. There
may thus be much give and take between landlord and
tenant without any change of nominal rent>.

Custom has always given to the English tenant some
partial security for compensation for improvements made by
him; and legislation has recently caught up custom, and
even passed it. The tenant is now practically secure against
the raising of his rent on account of increased yield of the
Boil due to improvements of a reasonable nature made by
himself: and on leaving he can claim compensation for the
unexhausted value of them, to be :fixed by arbitrations.

Finally a word may be said as to private and public

I Compare Nicholson, Tttlall/8' Gai.. 1101Landlords' Lou, eh, x.
I The Agricultural Holdings Act of 1883 enforced customs which Mr Pusey's

committee eulogized, but did not propose to enforce. Many improvements are
made partly at the expense of the landlord and partly at that of the tenant, the
former supplying the materials, and the latter the labour. In other cases It 15

best that the landlord should be the real undertaker of the improvements, bearing
the whole expense and risk, and realizing the whole gain. The Act of 1900
recognized this; and, partly for the sake of simplicity in working, it provided
that compensation for some improvements can he claimed only if they have
been made with the consent of the landlord. In the case of drainage notice of
the tenant's WIShes must he served on the landlord; so that he may have the
opportunity of himseU undertaking the risks and reaping a share of the accruing
benefits. In reference to manuring, and some kinds of repairs, etc., the tenant
may ad without consulting the landlord, merely &aking the risk that his outlay
will not he regarded by the arbitrator as calling for compensation.

Under the Act of 1900 the arbitrator was to assign such compensation as would
"represent fairly the value of the improvement to an incoming tenant," after
deduction for any part of that value which might he due to evoking donnant
.. inherent capabilities of the soil" But this deduction was struck out by the
Act of 1906; the interests of the landlord being regarded 88 sufficiently secured by
the provisions requiring his consent in some of tboae cases, in which such dormant
capabilitiell might be eroked; and by giving him an opportunity of taking the
risks himself in the rest.



COMPENSATION FOR IMPROVEMENTS 659
interests with regard to open spaces in towns. Wakefield VI,:c, 10.

and the American economists have taught us how a sparsely Conflict

inhabited new district is enriched by the advent of every ~~t~l~e~d
new settler. The converse truth is that a closely peopled r:;::~el~n.
district is impoverished by everyone who adds a new building the matter

or raises an old one higher. The want of air and light, of ~~~~~~mg

peaceful repose out-of-doors for all ages and of healthy play spaces.

for children, exhausts the energies of the best blood of England
which is constantly flowing towards our large towns. By
allowing vacant spaces to be built on recklessly we are
committing a great blunder from a business point of view.
For the sake of a little material wealth we are wasting those
energies which are the factors of production of all wealth:
we are sacrificing those ends towards which material wealth
is only a means-.

1 This matter is further discussed in Appendix O.

42-2



CHAPTER XI.

GENERAL VIEW OF DISTRIBUTION.

VI, XI, 1. § 1. THE argument of the preceding ten chapters may
A pro- now be summarized. It falls far short of a complete solution
visional h .summary,of the problem before us: for t at involves questions relating
supple- to foreign trade, to fluctuations of credit and employment,menting
thatin and to the influences of associated and collective action in
v. rv. and f B . d h b d .t=a its many orms. ut yet It exten s to t e roa action
~~:"inu?:yof the most fundamental and permanent influences which~:erse govern distribution and exchange. In the summary at the
earlier one. end of Book V. we traced a continuous thread running

through and connecting the applications of the general
, theory of equilibrium of demand and supply to different

periods of time; from those so short that cost of production
could exercise no direct influence on value, to those so long
that the supply of the appliances of production could be
fairly well adjusted to the indirect demand for them, which
is derived from the direct demand for the commodities which
they produce. In the present Book we have been concerned
with another thread of continuity, which lies transversely to
the thread connecting different periods of time. It connects
the various agents and appliances for production, material
and human; and establishes a fundamental unity between
them, in spite of their important differences of outward
feature.

Firstly, wages and other earnings of effort have much in
common with interest on capital. For there is a general
correspondence between the causes that govern the supply
prices of material and of personal capital: the motives which
induce a man to accumulate personal capital in his son's
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education, are similar to those which control his accumulation VI, XI, 1.

of material capital for his son. There is a continuous tran- Th~

sition from the father who works and waits in order that ~j~~ dt~~r-

he may bequeath to his son a rich and firmly-established no~al

ufacturi di busi h k dsuPPYman acturing or tra ng usmess, to one w 0 wor s an pnces .of

waits in order to support his son while he is slowly acquiring =~r~
a thorough medical education, and ultimately to buy for him :;ital
a lucrative practice. Again, there is the same continuous a.!"ila~e~sun rm
transition from him to one who works and waits in order general

that his son may stay long at school; and may afterwards character,

work for some time almost without pay while learning a
skilled trade, instead of being forced to support himself early
in an occupation, such as that of an errand-boy, which offers
comparatively high wages to young lads, because it does not
lead the way to a future advance.

It is indeed true that the only persons, who, as society is !It spite of
. d lik I' h i d 1 . Importantnow constitute ,are very e y to invest muc lD eve OplDgdttIerances.

the personal capital of a youth's abilities are his parents: and
that many first-rate abilities go for ever uncultivated because
no one, who can develop them, has had any special interest
in doing so. This fact is very important practically, for its
effects are cumulative. But it does not give rise to a funda-
mental difference between material and human agents of
production: for it is analogous to the fact that much good
land is poorly cultivated because those who would cultivate
it well have not access to it.

Again, since human beings grow up slowly and are slowly
worn out, and parents in choosing an occupation for their
children must as a rule look forward a whole generation,
changes in demand take a longer time to work out their full
effects on supply in the case of human agents than of most
kinds of material appliances for production; and a specially
long period is required in the case of labour to give full
play to the economic forces which tend to bring about a
normal adjustment between demand and supply. Thus on,'
the whole the money cost of any kind of labour to the em-:
ployer corresponds in the long run fairly well to the reaL
cost of producing that labour-,

• Comp.IV. T. 'fL m. and zn.; and VI. IT. v. and m.
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which is
thorough
in the
longrun.

VI, n, 2. § 2. The efficiency of human agents of production on
Business the one hand, and that of material agents on the other, are
u.~n:r~igh weighed against one another and compared with their money
djv!ce8f1 of the costs; and each tends to be applied as far as it is more

erent h h h' . .
industrial efficient t an t e ot er In proportion to Its money cost.=~A chief function of business enterprise is to facilitate the free
tV:h~tlect action of this great principle of substitution. Generally to
PfrincbiP!~ the public benefit, but sometimes in opposition to it, businesso su S.I-

tution; men are constantly comparing the services of machinery, and
of labour, and again of unskilled and skilled labour, and of
extra foremen and managers; they are constantly devising
and experimenting with new arrangements which involve
the use of different factors of production, and selecting those
most profitable for themselves", ..

The efficiency as compared with the cost of almost every
class of labour, is thus continually being weighed in the
balance in one or more branches of production against
some other classes of labour: and each of these in its turn
against others. This competition is primarily "vertical":
it is a struggle for the field of employment between groups
of labour belonging to different grades, but engaged in the
same branch of production, and inclosed, as it were, between
the same vertical walls. But meanwhile "horizontal" com-
petition is always at work, and by simpler methods: for,
firstly, there is great freedom of movement of adults from
one business to another within each trade; and secondly,
parents can generally introduce their children into almost
any other trade of the same grade with their own in their
neighbourhood. By means of this combined vertical and
horizontal competition there is an effective and closely ad-
justed balance of payments to services as between labour in
different grades; in spite of the fact that the labour in any
one grade is mostly recruited even now from the children of
those in the same grade".

The working of the principle of substitution is thus chiefly
indirect. When two tanks containing fluid are joined by a
pipe, the fluid, which is near the pipe in the tank with the

I Compare V. m. 3j and VI. YD. 2.
• Compare IV. \'L 7 j and VI. Y. II.
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higher level, will flow into the other, even though it be rather VI, XI, 3.

viscous; and thus the general levels of the tanks will tend
to be brought together, though no fluid may flow from the
further end of the one to the further end of the other;
and if several tanks are connected by pipes, the fluid in all
will tend to the same level, though some tanks have no
direct connection with others. And similarly the principle
of substitution is constantly tending by indirect routes to
apportion earnings to efficiency between trades, and even
between grades, which are not directly in contact with one
another, and which appear at first sight to have no way of
competing with one another.

§ 3. There is no breach of continuity as we ascend from But as

the unskilled labourer to the skilled, thence to the foreman, ilir;:k
to the head of a department, to the general manager of a large ~e~U:::=
business paid partly by a share of the profits, to the junior selbV~tsu stl u-
partner, and lastly to the head partner of a large private ti?n is leas

b . d . .. k here i highlyusmess: an m a joint-stoc company t ere IS even some- organized.

what of an anti-climax when we pass from the directors to
the ordinary shareholders, who undertake the chief ultimate
risks of the business. Nevertheless business undertakers are
to a certain extent a class apart.

For while it is through their conscious agency that the
principle of substitution chiefly works in balancing one factor
of production against another; with regard to them it has no
other agency than the indirect influence of their own com-
petition. So it works blindly, or rather wastefully; it forces
many to succumb who might have done excellent work if
they had been favoured at first: and, in conjunction with the
tendency to increasing return, it strengthens those who are
strong, and hands over the businesses of the weak to those
who have already obtained a partial monopoly.

But on the other hand there is also a constant increase
in the forces which tend to break up old monopolies, and
to offer to men, who have but little capital of their own,
openings both for starting new businesses and for rising into
posts of command in large public and private concerns; and
these forces tend to put business ability in command of the
capital required to give it scope.



664 GENERAL VIEW OF DISTRIBUTION

VI, XI, S. On the whole the work of business management is done
Tl;leirwork cheaply-not indeed as cheaply as it may be in the future
:r:le~ore when men's collective instincts, their sense of duty and their
chheaatply public spirit are more fully developed; when society exerts

ere ter,
but it is itself more to develop the latent faculties of those who are:=~:born in a humble station of life, and to diminish the secrecy:~;:'~~:nof business; and when the more wasteful forms of speculation
It costs. and of competition are held in check. But yet it is done

so cheaply as to contribute to production more than the
equivalent of its pay. For the business undertaker, like the
skilled artisan, renders services which society needs, and
which it would probably have to get done at a higher cost
if he were not there to do them.

The similarity between the causes that determine the
normal rewards of ordinary ability on the one hand, and
of business power in command of capital on the other, does
not extend to the fluctuations of their current earnings.
For the employer stands as a buffer between the buyer of
goods and all the various classes of labour by which they
are made. He receives the whole price of the one and pays
the whole price of the others. The fluctuations of his profits
go with fluctuations of the prices of the things he sells,
and are more extensive: while those of the wages of his
employees come later and are less extensive. The earnings
at any particular time of his capital and ability are some-
times large, but sometimes also a negative quantity: whereas
those of the ability of his employees are never very large,
and are never a negative quantity. The wage-receiver is
likely to suffer much when out of work; but that is because
he has no reserve, not because he is a wage-receiverl,

That part of a man's income which he owes to the
possession of extraordinary natural abilities is a free boon
to him; and from an abstract point of view bears some
resemblance to the rent of other free gifts of nature, such
as the inherent properties of land. But in reference to
normal prices, it is to be classed rather with the profits
derived by free settlers from the cultivation of new land,
or again with the find of the pearl-fisher. The plot of one

Contrasts
between
lIuctua-
tions of
current
profits and
wages.

The
income
derived
from rare
natural
a.bilities.

I Compa.re V. n, 3, and VI. IV. 6, and vm. '1-9.
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settler turns out better and that of another worse than was VI, XI, 4.

expected; the good find of one dive of the pearl-fisher com-
pensates for many others that are fruitless: and the high
income which one barrister, or engineer, or trader earns by
his natural genius has to be counted with the comparative
failures of many others; who perhaps appeared of no less
promise when young and received as costly an education
and start in life, but whose services to production were less
than his in proportion to their cost. The ablest business
men are generally those who get the highest profits, and at
the same time do their work most cheaply; and it would
be as wasteful if society were to give their work to inferior
people who would undertake to do it more cheaply, as it
would be to give a valuable diamond to be cut by a low
waged but unskilled cutter.

§4. Returning to the point of view of the second Chapter Th~

of this Book, we may call to mind the double relation in :;~::Of
which the various agents of production stand to one another. ~~h~t~n

On the one hand they are often rivals for employment; any ~~l::~~
one that is more efficient than another in proportion to its mens¥o/
cost tending to be substituted for it, and thus limiting the ::ther.
demand price for the other. And on the other hand they all
constitute the field of employment for each other: there is
no field of employment for anyone, except in so far as it
is provided by the others: the national dividend which is
the joint product of all, and which increases with the supply
of each of them, is also the sole source of demand for each
of them.

Thus an increase of material capital causes it to push its ~ow an
. d h h . doi . . Increase ofway into new uses; an t oug in so omg It may occasion- capital

ally diminish the field of employment for manual labour in a :h~fi~i1
few trades, yet on the whole it will very much increase the !::ra;-
demand for manual labour and all other agents of production. mentof

For it will much increase the national dividend, which is the labour.

common source of the demand for all; and since by its in-
creased competition for employment it will have forced down
the rate of interest, therefore the joint product of a dose of
capital and labour will now be divided more in favour of
labour than before.
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VI, D, s, This new demand for labour will partly take the form of
the opening-out of new undertakings which hitherto could
not have paid their way; while a new demand will come
from the makers of new and more expensive machinery.
For when it is said that machinery is substituted for labour,
this means that one class of labour combined with much
waiting is substituted for another combined with less wait-
ing: and for this reason alone, it would be impossible to
substitute capital for labour in general, except indeed
locally by the importation of capital from other places.

It remains true, however, that the chief benefit which
an increase of capital confers upon labour is not by opening
out to it new employments, but by increasing the joint
product of land, labour and capital (or of land, labour and
waiting), and by reducing the share of that product which
any given amount of capital (or of waiting) can claim as
its reward.

n any § 5. In discussing the influence which a change in the
group of
workers supply of work of anyone industrial group exerts on the:nes field of employment for other kinds of labour, there was no
~ffic:~t:need to raise the question whether the increase of work came
a:3oth.er from an increase in the numbers or in the efficiency of those
wagesnse. h f h .. f di halso: if it ill t e group: or t at question IS 0 no rect concern to t e
:::es others. In either case there is the same addition to theu.a~::national dividend: in either case competition will compel
f~ wlule them to force themselves to the same extent into uses in~a::arise.which their marginal utility is lower; and will thus lessen to

the same extent the share of the joint product which they
are able to claim in return for a given amount of work of a
given kind.

But the question is of vital importance to the members
of that group. For, if the change is an increase of one-tenth
in their average efficiency, then each ten of them will have
as high an aggregate income as each eleven of them would
have if their numbers had increased by one-tenth, their
efficiency remaining unchanged 1.

I Suppose, for instance, that an increase in the supply of work of the group by
__ tenth forced them into work in which their marginal U8eS were lower, and
thus lowered by a thirtieth their wages for any given amount of work; then, if the
change came from an increase in their numbers, their average wages would faIl by
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This dependence of the wages of each group of workers VI, D, 5.
on the numbers and efficiency of others is a special case of This-;;;d

the general rule that the environment (or Conjuncture) plays i~~~nces
a part at least coordinate with a man's energy and ability in of the en-

vironment
governing that net product to which his wages ever approxi- on wages

d he i fl f . . take partmate un er t e In uence 0 competition. in govern-

The net product to which the normal wages of any group ~~J~~tn:ft

of workers approximate, must be estimated on the assumption ~~~:;;~r
that production has been pushed to that limit at which the efficiency

be j k d . h I fi b to whichoutput can e Just mar ete WIt norma pro ts, ut not normal

more: and it must be estimated with reference to a worker ;ru:~~.
of normal efficiency; whose additional output repays an
employer of normal ability and normal good fortune and
normal resources with normal profits, but not more. (Some-
thing must be added to or subtracted from this net product
to find the normal wages of a worker whose efficiency is more
or less than normal.) The time chosen must be one of
normal prosperity; and when the supplies of different kinds
of labour are relatively appropriate. For instance if the
building trade is exceptionally depressed, or exceptionally
prosperous: or if its development is checked by an inadequate
supply of bricklayers or carpenters, while the supply of other
classes of building operatives is superabundant, then the
occasion is one which does not afford a convenient opportunity
for estimating the relations of net product to normal wages of
either bricklayers or carpentera-,

a thirtieth. But if it came from an increase in their efficiency, their wages would
rise by about a sixteenth, (More exactly they would be Hx H=I·N~of what
they were before.)

1 As regards the relation between wages and the marginal net product of
labour see VI. I. and n, and especially pp. 516-7 and 537-540: the matter is
further discussed in VL XIII. especially p. 706 n. AB regards the need to seek
a truly representative margin see V. VDI. 4, 5: where it is argued (p. 409n.)
that when that haa been reached, the influence of the supply of any group of
workers on the wages of others haa already been reckoned: and that the influence
which anyone indtvidual worker exerts on the genersl economic environment
of the industries of a country is infinitesimal, and is not relevant to an estimate
of his net product in relation to his wa"oea. In V. xn. and Appendix H something
is said of the hindrances to a rapid increase of output even where such an increase
would theoretically yield great economies; and of the special care needed in the use
of the term .. margin" in regard to them.



CHAPTER XII.

GENERAL INFLUENCES OF ECONOMIC PROGRESS.

VI, X1I,I. § 1. THE field of employment which any place offers
The field for labour and capital depends, firstly, on its natural re-
of employ- •
mentfor sources; secondly, on the power of turning them to good
I:l:!t;:) and account, derived from its progre88 of knowledge and of

social and industrial organization; and thirdly, on the access
that it has to markets in which it can sell those things of
which it has a superfluity. The importance of this last con-
dition is often underrated; but it stands out prominently
when we look at the history of new countries.

is not It is commonly said that wherever there is abundance of
always rich • •
in new good land to be had free of rent, and the climate IS not
:'~~:veunhealthy, the real earnings of labour and the interest on
~ood capital must both be high. But this is only partially true.
to thke f The early colonists of America lived very hardly. Nature
mar etso
the old gave them wood and meat almost free: but they had very
world. few of the comforts and luxuries of life. And even now there

are, especially in South America and Africa, many places to
which nature has been abundantly generous, which are never-
theless shunned by labour and capital, because they have no
ready communications with the rest of the world. On the
other hand high rewards may be offered to capital and labour
by a mining district in the midst of an alkaline desert, when
once communications have been opened up with the outer
world, or again by a trading centre on a barren sea-coast;
though, if limited to their own resources, they could support
but a scanty population, and that in abject poverty. And
the splendid markets which the old world has offered to the
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products of the new, since the growth of steam communi- VI, DI, 1.

cation, have rendered North America, Australia and parts
of Africa and South America, the richest large fields for
the employment of capital and labour that there have
ever been.

But after all the chief cause of the modern prosperity of Old eoun-

new countries lies in the markets that the old world offers, !r::::::
not for goods delivered on the spot, but for promises to formo;-
deliver goods at a distant date. A handful of colonists f~ture
having assumed rights of perpetual property in vast tracts of ~~'::,
rich land, are anxious to reap in their own generation its country,
future fruits; and as they cannot do this directly, they do it
indirectly, by selling in return for the ready goods of the old
world promises to pay much larger quantities of the goods
that their own soil will produce in a future generation. In and the

one form or another they mortgage their new property to the j:;ti!q;:rt
old world at a very high rate of interest. Englishmen and i:&!ty!e
others, who have accumulated the means of present enjoy-latter
ment, hasten to barter them for larger promises in the future
than they can get at home: a vast stream of capital flows
to the new country, and its arrival there raises the rate of
wages very high. The new capital filters but slowly towards
the outlying districts: it is so scarce there, and there are so
many persons eager to have it, that it often commands for
a long time two per cent. a month, from which it falls by
gradual stages down to six, or perhaps even five per cent., a
year. For the settlers being full of enterprise, and seeing raises daily

their way to acquiring private title-deeds to property that :~igh;

willshortly be of great value, are eager to become independent
undertakers, and if possible employers of others; so wage-
earners have to be attracted by high wages, which are paid
in a great measure out of the commodities borrowed from
the old world on mortgages, or in other ways.

It is, however, difficult to estimate exactly the real rate of ~utla?our
. 1 . f . Th k IS efflcient,wages m out ymg parts 0 new countnes. e wor ers are and there-

picked men with a natural bias towards adventure; hardy, ~~~r~ot
resolute, and enterprising; men in the prime of life, who do
not know what illness is; and the strain of one kind and
another which they go through, is more than the average



670 GENERAL INFLUENCES Oll' ECONOMIC PROGRESS

VI, XII, 1. English, and much more than the average European labourer
could sustain. There are no poor among them, because there
are none who are weak: if anyone becomes ailing, he is forced
to retire to some more thickly-peopled place where there is
less to be earned, but where also a quieter and less straining
life is possible. Their earnings are very high if reckoned
in money; but they have to buy at very high prices, or
altogether dispense with, many of the comforts and luxuries
which they would have obtained freely, or at low prices, if
they had lived in more settled places. Many of these things
however meet only artificial wants; and they can be easily
foregone, where no one has them and no one expects them.

As time As population increases, the best situations being already
goes on, • d . 11 I fthough the OCCUpie, nature grves genera y ess return 0 raw produce~n=-to the marginal effort of the cultivators; and this tends a= little to lower wages. But even in agriculture the law of
mar Dot be increasing return is constantly contending with that of:=I;~rydiminishing return, and many of the lands which were

neglected at first give a generous response to careful cultiva-
tion; and meanwhile the development of roads and railroads,
and the growth of varied markets and varied industries,
render possible innumerable economies in production. Thus
the tendencies to increasing and diminishing return appear
pretty well balanced, sometimes the one, sometimes the
other being the stronger.

If labour and capital increase at equal rates; and if,
taking one thing with another, the law of production is that
of constant return, there will be no change in the reward to
be divided between a dose of capital and labour; that is,
between capital and labour working together in the same
proportions as before; there need not therefore be any change
in wages or interest.

If however capital increases much faster than labour, the
rate of interest is likely to fall; and then the rate of wages
will probably rise at the expense of the share of a given
quantum of capital. But yet the aggregate share of capital
may increase faster than the aggregate share of lebour-.

I Suppose for instance that an amount of capital, e, co-operating with an amount
of labour, " had raised a product 41; of which p goea as interest to capital, and the
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But whether the law of production of commodities be one VI,:nI, 2.
of constant return or not, that of the production of new title- the inftux

deeds to land is one of rapidly diminishing return. The ~
influx of foreign capital, though perhaps as great as ever, rellativelY

dsoweran
becomes less in proportion to the population; wages are no wages tend

longer paid largely with commodities borrowed from the old to fall.

world: and this is the chief reason of the subsequent fall in
the necessaries, comforts and luxuries of life which can be
earned by work of a given efficiency. But two other causes
tend to lower average daily wages measured in money. For,
as the comforts and luxuries of civilization increase, the
average efficiency of labour is generally lowered by the
influx of immigrants of a less sturdy character than the
earlier settlers: and many of these new comforts and
luxuries do not enter directly into money wages, but are
an addition to it!.

§ 2. England's present economic condition is the direct England's

result of tendencies to production on a large scale, and to rnd:~al

wholesale dealings in labour as well as in goods which had ~~~l:,-s

long been slowly growing; but which in the eighteenth veiopment

remaining 3p to labour. (The labour is of many grades, including managemens,
but it is all referred to a common standard in a day's unskilled labour of given
efficiency: see above IV. ill. 8.) Suppose that the quantity of labour has doubled,
and that of capital has quadrupled: while the absolute efficiency in production of
any given amount of each of the agents has not changed. Then we may expect
4c in co-operation with 2l to produce 2 x 3p +4p =lOp. Now suppose the rate of
interest, i;e. the reward for any quantum of capital (exclusive that is of the work
of management ete.) to have fallen to two-thirds of its original amount; 80 that
4c receives only ~p instead of 4p as interest; then there will he left for labour of
all kinds 7iP instead of 6p. The amount, that goes to each quantum of capital,
will have decreased; and that which goes to each quantum of labour. will have
increased. But the aggregate amount that goes to capital will have increased in
the ratio of 8: 3; while that which goes to labour will have increased in the lower
ratro of 22: 9.

It is best in such matters to isolate interest, but, of course, we might have
spoken of profits instead of interest, and contrasted the share of capitalists (rather
than of capital) with that of hired labour.

1 We took account of them when arriving at the conclusion that the tendency
to increasing retum would on the whole countervail that to diminishing return:
and we ought to count them in at their full value when tracing the changes in
real wages. Many historians have compared wages at different epochs with
exclusive reference to those things which have always been in common con-
sumption. But from the nature of the case, these I\l"8 just the things to which
the law of diminishing return applies, and which tend to becouIe scarce II

population increases, and the view thus got is therefore one-aided and mieleadine
in its general effect.
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VI, XII, 3. century received a twofold impetus from mechanical in-
of thOll8 ventions, and the growth of consumers beyond the seas,
~t~nth who imported large quantities of goods of the same pattern.
century. Then were the first beginnings of machine made inter-

changeable parts, and the application of special machinery
to make special machinery for use in every branch of
industry. Then first was seen the full force which the
law of increasing return gives in a manufacturing country
with localized industries and large capitals; particularly
when many of the large stocks of capital are combined
together either into Joint-stock or Regulated companies, or
into modern Trusts. And then began that careful "grading"
of goods for sale in distant markets, which has already led to
national and even international speculative combinations in
produce markets and stock-exchanges; and the future of
which, no less than that of more lasting combinations among
producers, whether undertakers of industry or working men,
is the source of some of the gravest practical problems with
which the coming generation will have to deal.

The key- The key-notes of the modern movement are the reduction
notes of· f b f k h dimi . fthe modem 0 a great num er 0 tas s to one pattern; t e minution 0

movement. friction of every kind which might hinder powerful agencies
from combining their action and spreading their influence
over vast areas; and the development of transport by new
methods and new forces. The macadamized roads and the
improved shipping of the eighteenth century broke up local
combinations and monopolies, and offered facilities for the
growth of others extending over a wider area: and in our
own age the same double tendency is resulting from every
new extension and cheapening of communication by land
and sea, by printing-press and telegraph and telephone.

In the § 3. But though in the eighteenth century, as now, the
eighteenth
century real national dividend of England depended much on the
~:d~ action of the law of increasing return with regard to her
~::~~hat exports, the mode of dependence has very much changed.
p~ It the Then England had something approaching to a monopoly of
national
dividend the new methods of manufacture; and each bale of her goods:18~~r-would be Bold-at all events when their supply was arti-
comforta ficially limited-in return for a vast amount of the produce
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of foreign countries. But, partly because the time was not VI, XII, 3.

yet ripe for carrying bulky goods great distances, her imports and--
from the far-east and the far-west consisted chiefly of com_luxuries.
forts and luxuries for the well-to-do; they had but little
direct e:ffect in lowering the labour-cost of necessaries to
the English workman. Indirectly indeed her new trade
lowered the cost of hardware, clothing and such other
English manufactures as he consumed; because the pro-
duction on a large scale of these things for consumers beyond
the sea cheapened them for him. But it had very little effect
on the cost of his food; and that was left to rise under the
tendency to diminishing return, which was called into action
by the rapid increase of population in new manufacturing
districts where the old customary restraints of a narrow village
life did not exist. A little later the great French war, and
a series of bad harvests, raised that cost to much the highest
point it has ever reached in Europe.

But gradually the influence of foreign trade began to tell ~u~ now
• It~Vffi

on the cost of production of our staple food. As the popula- England
tion of America spread westward from the Atlantic, richer :e::-
and still richer wheat soils have come under cultivation; and ~~~:nc!-
the economies of transport have increased so much, especially sarles.

in recent years, that the total cost of importing a quarter of
wheat from the farms on the outskirts of cultivation has
diminished rapidly, though the distance of that margin has
been increasing. And thus England has been saved from
the need of more and more intensive cultivation. The bleak
hill-sides, up which the wheat-fields were laboriously climb-
ing in Ricardo's time, have returned to pasture; and the
ploughman works now only where land will yield plentiful
returns to his labour: whereas if England had been limited
to her own resources, he must have plodded over ever poorer
and poorer soils, and must have gone on continually re-
ploughing land that had already been well ploughed, in the
hope of adding by this heavy toil an extra bushel or two to
~he produce of each acre. Perhaps in an average year now,
the ploughing which only just pays its expenses, the plough-
ing "on the margin of cultivation," gives twice as much
produce as it gave in Ricardo's time, and fully five times

~ ~
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as much 38 it would have given now if with her present
population England had been compelled to raise all her own
food.

§ 4. Every improvement in the manufacturing arts in-
creased England's power of meeting the various wants of
backward countries; so that it answered their purpose to
divert their energies from making things by hand for their
own use, to growing raw material with which to buy manu-
factures from her. In this way the progress of invention
opened a wider field for the sale of her special products, and
enabled her more and more to confine her own production of
food to conditions under which the law of diminishing return
did not make itself much felt. But this good fortune has been
short-lived. Her improvements have been followed, and
latterly often anticipated, by America and Germany and
other countries: and her special products have lost nearly
all their monopoly value. Thus the amount of food and
other raw material which can be bought in America with a
ton of steel cannot be more than the produce of as much
capital and labour as would make a ton of steel there by the
new processes; and therefore it has fallen as the efficiencyof
English and American labour in making steel has increased.
It is for this reason, as well as because of the heavy tariffs
levied on her goods by many countries, that in spite of
England's large trade, the progress of invention in the
manufacturing arts has added less than might have been
otherwise expected to her real national dividend.

It is no slight gain that she can make cheaply clothes
and furniture and other commodities for her own use: but
those improvements in the arts of manufacture which she
has shared with other nations, have not directly increased
the amount of raw produce which she can obtain from other
countries with the product of a given quantity of her own
capital and labour. Probably more than three-fourths of
the whole benefit she has derived from the progress of
manufactures during the nineteenth century has been
through its indirect influences in lowering the cost of
transport of men and goods, of water and light, of electricity
and news: for the dominant economic fact of our own age is
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the development not of the manufacturing, but of the trans- VI, XII, 5.

port industries. It is these that are growing most rapidly thecl;;.p-

in aggregate volume and in individual power, and which are :~ ~~
giving rise to the most anxious questions as to the tendencies o~~ous

'1 hi f economi kinds.of large capita s to turn t e orces 0 economic freedom to the
destruction of that freedom: but, on the other hand, it is
they also which have done by far the most towards in-
creasing England's wealth.

§ S. Thus the new economic age has brought with it Some

great changes in the relative values of labour and the chief ~~:nces

requisites of life; and many of these changes are of a charae- ~~~~;ress
ter which could not have been anticipated at the beginning normal

. . labour-
of last century. The AmerICa then known was ill-suited for values:

. h t d h t f " d' firstly ofgrowmg w ea ; an t e cos 0 carrymg It great istances the chief

by land was prohibitive. The labour value of wheat-that is ~f1uisites
the amount of labour which will purchase a peck of wheat- ~.i.vilized

1.Ue, VIZ.
was then at its highest point, and now is at its lowest. It com,

would appear that agricultural wages have been generally
below a peck of wheat a day; but that in the first half of the
eighteenth century they were about a peck, in the fifteenth
a peck and a half or perhaps a little more, while now they are
two or three pecks. Prof. Rogers's estimates for the middle
ages are higher: but he seems to have taken the wages of the
more favoured part of the population as representative of the
whole. In the middle ages, even after a fairly good harvest,
the wheat was of a lower quality than the ordinary wheat of
to-day; while after a bad harvest much of it was so musty
that now-a-days it would not be eaten at all; and the wheat
seldom became bread without paying a high monopoly
charge to the mill belonging to the lord of the manor.

It is true that, where population is very sparse, nature meat,

supplies grass and therefore animal food almost gratis; and
in South America beggars pursue their calling on horseback.
During the middle ages however the population of England
was always dense enough to give a considerable labour value
to meat, though it was of poor quality. For cattle, though
only about a fifth as heavy as now, had very large frames:
their flesh was chiefly in those parts from which the coarsest
joints come; and since they were nearly starved in the winter

43-2
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VI, XII, 5. and fed up quickly on the summer grass, the meat contained
a large percentage of water, and lost a great part of its weight
in cooking. At the end of the summer they were slaugh-
tered and salted: and salt was dear. Even the well-to-do
scarcely tasted fresh meat during the winter. A century
ago very little meat was eaten by the working classes; while
now, though its price is a little higher than it was then, they
probably consume more of it, on the average, than at any
other time in English history.

Turning next to the rent of house-room, we find that
ground-rents in town have risen, both extensively and in-
tensively. For an increasing part of the population is living
in houses on which ground-rents at an urban scale have to
be paid, and that scale is rising. But house rent proper,
that is what remains of the total rent after deducting the
full rental value of the ground, is probably little, if at all,
higher than at any previous time for similar accommodation;
for the rate of profits on the turnover which is earned by
capital engaged in building is now low, and the labour cost
of building materials has not much altered. And it must be
remembered that those who pay the high town rents get in
return the amusements and other advantages of modern town
life, which many of them would not be willing to forego for
the sake of a much greater gain than their total rent.

The labour value of wood, though lower than at the
beginning of the century, is higher than in the middle ages:
but that of mud, brick or stone walls has not much changed;
while that of iron-to say nothing of glass-has fallen
much.

And indeed the popular belief that house rent proper has
risen, appears to be due to an imperfect acquaintance with
the way in which our forefathers were really housed. The
modern suburban artisan's cottage contains sleeping accom-
modation far superior to that of the gentry in the middle
ages; and the working classes had then no other beds than
loose straw, reeking with vermin, and resting on damp mud
floors. Even these were probably less unwholesome, when
bare and shared between human beings and live stock, than
when an attempt at respectability covered them with
rushes, which were nearly always vile with long accumulated

hoU8e-
room,
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refuse: but it is undeniable that the housing of the very VI, XII, 5.

poorest classes in our towns now is destructive both of
body and soul; and that with our present knowledge and
resources we have neither cause nor excuse for allowing it
to continue I.

Fuel, like grass, is often a free gift of nature to a sparse fuel,

population; and during the middle ages the cottagers could
generally, though not always, get the little brushwood fire
needed to keep them warm as they huddled together round
it in huts which had no chimney through which the heat
could go to waste. But as population increased the scarcity
of fuel pressed heavily on the working classes, and would
have arrested England's progress altogether, had not coal
been ready to take the place of wood as fuel for domestic
purposes, as well as for smelting iron. It is now so cheap
that even the comparatively poor can keep themselves warm
indoors without living in an unwholesome and stupefying
atmosphere.

This is one of the great services that coal has wrought clothing,

for modern civilization. Another is to provide cheap under-
clothing, without which cleanliness is impossible for the
masses of the people in a cold climate: and that is perhaps
the chief of the benefits that England has gained from the
direct application of machinery to making commodities for
her own use. Another, and not less important service, is to
provide abundant water, even in large towns+; and another water

to supply, with the aid of mineral oil, that cheap and artificial
light which is needed not only for some of man's work, but, light,

what is of higher moment, for the good use of his evening
leisure. To this group of requisites for a civilized life,
derived from coal on the one hand, and modern means of
transport on the other, we must add, as has just been

1 The evils of the P8llt were however greater than is commonly supposed. See
t.g. the striking evidence of the late Lord Shaftesbury and of Miss Octavia Hill
upon the Commission on Housing of 1885. London air is full of smoke; but it is
probably less unwholesome than it W811 before the days of scientific sanitation,
even though the population was then relatively small.

• Primitive appliances will bnng water from high ground to a few public
fountains: but the omnipresent water supply which both in its coining and ita
going performs essential Mlvices for cleanlineas and sanitation, would be im-
pOISlble without coal-driven lteam-pumpa and ccal-made iron pipes.
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VI, :m, 6. noticed, the cheap and thorough means of communication of
news and news and thought by steam-presses, by steam-carried letters
travel and steam-made facilities for travel. These agencies, aided

by electricity, are rendering possible the civilization of the
masses in countries the climate of which is not so warm as
to be enervating; and are preparing the way for true self-
government and united action by the whole people, not
merely of a town such as Athens, Florence or Bruges, but
a broad country, and even in some respects of the whole
civilized world-,

The § 6. We have seen that the national dividend is at
influence
of progress once the aggregate net product of, and the sole source of
~:!t~e:of payment for, all the agents of production within the country;
~:~::;~fthat the larger it is, the larger, other things being equal,
produc- will be the share of each agent of production, and that an
tion: increase in the supply of any agent will generally lower its

price, to the benefit of other agents.
This general principle is specially applicable to the case

of land. An increase in the amount of productiveness of
the land that supplies any market redounds in the first
instance to the benefit of those capitalists and workers who
are in possession of other agents of production for the same
market. And the influence on values which has been ex-
erted in the modern age by the new means of transport is
nowhere so conspicuous as in the history of land; its value
rises with every improvement in its communications with
markets in which its produce can be sold, and its value falls
with every new access to its own markets of produce from
more distant places. It is not very long ago that the home
counties were full of fears that the making of good roads
would enable the more distant parts of England to compete
with them in supplying London with food; and now the
differential advantages of English farms are in some respects
being lowered by the importation of food that has travelled
on Indian and American railroads, and been carried in ships
made of steel and driven by steam turbines.

but not of But as Malthus contended, and Ricardo admitted, any-
agricul-
turaland thing that promotes the prosperity of the people promotes

I See Appendix A, especially I6.

it has
sometimes
lowered
the value
of EnglIsh
agrieul-
turalland,
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also in the long run that of the landlords of the soil. It is VI, XlI, 7.

true that English rents rose very fast when, at the beginning urb~nd •

of last century, a series of bad harvests struck down a people ttakethnoge er.
that could not import their food; but a rise so caused could
not from the nature of the case have gone very much further.
And the adoption of free trade in corn in the middle of the
century, followed by the expansion of American wheat-fields,
is rapidly raising the real value of the land urban and rural
taken together; that is, it is raising the amount of the
necessaries, comforts and luxuries of life which can be
purchased by the aggregate rental of all the landowners
urban and rural taken together".

§ 7. But though the development of the industrial en- Progress
. d h hi' h I f d' may lowervironment ten s on t e woe to raise t e va ue 0 Ian , It the value

more often than not lessens the value of machinery and ~~~t':mces

other kinds of fixed capital, in so far as their value can ?f prodhUc-uon w ere
be separated from that of the sites on which they rest. this can be

A sudden burst of prosperity may indeed enable the existing ~~~~~
k f 1·· d Ior a ti of theirstoc 0 app lances ill any tra e to earn or a time a very sites;

high income. But things which can be multiplied without
limit cannot retain for long a scarcity value; and if they are
fairly durable, 8S for instance ships and blast furnaces and
textile machinery, they are likely to suffer great depreciation
from the rapid progress of improvement.

The value of such things as railways and docks however but not if

d ds i h I hi fl hei . If h the valueepen S m t e ong run c e y on t elf situation, t at of their

is good, the progress of their industrial environment will ~;O~ed
raise their net value even after allowance has been made for in.

1 Mr W. Sturge (in an instructive paper read before the Institute of Sur-
veyors, Dec. 1872) estimates that the agricultural (money) rent of England
doubled between 1795 and 1815, and then fell by a third ti1l1822; after that time
it has been alternately rising and faIhng; and it is now about 45 or 50 millions as
against 50 or 55 millions about the year 1873, when it was at its highest. It was
about 30 millions in 1810, 16 millions in 1770, and 6 millions in 1600. (Compare
Giffen's fh-otc!h of Capital, ch. v., and Porter's ProrrreS$ of the Nation, Sect. rr,
ch, I.) But the rental of urban land in England is DOW much greater than the
rent of agricultural land: and in order to estimate the full gain of the landlords
from the expansion of population and general progress, we must reckon in the
values of the land on which there are now railroads, mines, docks, etc. Taken
all together, the money rental of England's 8011 is more than twice as high, and
its real rental is perhaps four times sa high, sa it was when the com laws were
repealed.
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It has
greatly
mcreased
the supply
of capital,

VI, XII, 8. the charges to which they may be put in keeping their
appliances abreast of the agel.

§ 8. Political Arithmetic may be said to have begun
in England in the seventeenth century; and from that
time onwards we find a constant and nearly steady increase
in the amount of accumulated wealth per head of the
populationt.

i!~thOf Man, though still somewhat impatient of delay, has
wealth is gradually become more willing to sacrifice ease or other
promoted. • db· h . h fby man's enjoyment m or er to 0 tam t em m t e uture. He
~~~ss has acquired a greater "telescopic" faculty; that is, he has~:a=~~acquired an increased power of realizing the future and
for fhe bringing it clearly before his mind's eye: he is more prudent,
future, h If I d· h .and as more se -control, an IS t erefore more inclined

to estimate at a high rate future ills and benefits-these
terms being used broadly to include the highest and lowest
affections of the human mind. He is more unselfish, and
therefore more inclined to work and save in order to secure
a future provision for his family; and there are already faint
signs of a brighter time to come, in which there will be a
general willingness to work and save in order to increase the
stores of public wealth and of public opportunities for leading
a higher life.

in spite But though he is more willing than in earlier ages to
~kening incur present ills for the sake of future benefits, it is
~ess doubtful whether we can now trace a continued increase in
~;;~~~gthe amount of exertion which he is willing to undergo for
hours. the sake of obtaining positive pleasures, whether present

or future. During many generations the industry of the
western world has steadily become more sedulous: holidays
have diminished, the hours of work have increased, and
people have from choice or necessity contented themselves
with less and less search for pleasure outside their work.
But it would seem that this movement has reached its
maximum, and is now declining. In all grades of work

1 Of course there are exceptions, Economic progress may take the fonn of
building new railways that will draw off much of the traffic of some of those
already existing, or of increasing the size of ships till they can DO longer enter
docl:s the entrance to which is through shallow waters.

• See IV. '\'JL
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except the very highest, people are getting to prize relaxation VI, XII, O.

more highly than before, and are becoming more impatient
of the fatigue that results from excessive strain; and they are
perhaps on the whole less willing than they used to be to
undergo the constantly increasing "discommodity" of very
long hours of work, for the sake of obtaining present luxuries.
These causes would make them less willing than before to
work hard in order to provide against distant needs, were it
not that there is an even more rapid increase in their power
of realizing the future, and perhaps-though this is more
doubtful-in their desire for that social distinction which
comes from the possession of some small store of accumu-
lated wealth.

This increase of capital per head tended to diminish its Recent
. I tili d h f h f . fluctua-margma u ty; an t ere are t e rate 0 interest on new tions in

investments fell, though not uniformly. It was reported to ~~in~~t.

be 10 per cent. during a great part of the middle ages; but it
fell to 3 per cent. in the earlier half of the eighteenth century.
The subsequent vast industrial and political demand for
capital raised it again, and it was relatively high during the
great war. It fell when the political drain had ceased, the
gold supply at the time being very small; but it rose in
the third quarter of last century, when new gold abounded,
and capital was much needed for railways and the develop-
ment of new countries. After 1873 an era of peace, combined
with a slackening of the gold supply, lowered interest; but
now it is rising again, partly in consequence of an increased
gold supply-,

§ 9. The growth of general enlightenment and of a sense Thereisa

of responsibility towards the young has turned a great deal ~~i~~~v:he

of the increasing wealth of the nation from investment as ~~in~SO(

material capital to investment as personal capital. There ability.

has resulted a largely increased supply of trained abilities,
which has much increased the national dividend, and raised
the average income of the whole people: but it has taken
away from these trained abilities much of that scarcity value
which they used to possess, and has lowered their earnings
not indeed absolutely, but relatively to the general advance;

1 See above VI. VI. 7.
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Earnings
in old and
Iarmliar
skilled
occupa-
tions tend
to fall
relatively
to those m
new.
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and it has caused many occupations, which not long ago
were accounted skilled, and which are still spoken of as
skilled, to rank with unskilled labour as regards wages.

A striking instance is that of writing. It is true that
many kinds of office work require a rare combination of high
mental and moral qualities; but almost anyone can be easily
taught to do the work of a copying clerk, and probably there
will soon be few men or women in England who cannot write
fairly well. When all can write, the work of copying, which
used to earn higher wages than almost any kind of manual
labour, will rank among unskilled trades. In fact the better
kinds of artisan work educate a man more, and will be better
paid than those kinds of clerk's work which call for neither
judgment nor responsibility. And, as a rule, the best thing
that an artisan can do for his son is to bring him up to do
thoroughly the work that lies at his hand, so that he may
understand the mechanical, chemical or other scientific
principles that bear upon it; and may enter into the spirit of
any new improvement that may be made in it. If his son
should prove to have good natural abilities, he is far more
likely to rise to a high position in the world from the bench
of an artisan than £rom the desk of a clerk.

Again a new branch of industry is often difficult simply
because it is unfamiliar; and men of great force and skill are
required to do work, which can be done by men of ordinary
capacity or even by women and children, when the track has
once been well beaten: its wages are high at first, but they
fall Q.'8 it becomes familiar. And this has caused the rise of
average wages to be underrated, because it so happens that
many of the statistics, which seem typical of general move-
ments of wages, are taken from trades which were compara-
tively new a generation or two ago, and are now within
the grasp of men of much less real ability than those who
pioneered the way for them-,

1 Compo IV. VI. I, 2; and IX. 6. As the trade progresses, improvements m
machinery are sure to lighten the strain of accomplishing any given task; and
therefore to lower task wages rapidly. But meanwhile the pace of the machinery,
and the quantity of it put under the charge of each worker, may be increased so
much that the total strain involved in the day's work is greater than before. On
this subject employers and employed frequently dIffer. It is for instance certain
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The consequence of such changes as these is to increase VI, xn,9.

the number of those employed in occupations which are
called skilled, whether the term is now properly applied or
not: and this constant increase in the numbers of workers in
the higher classes of trades has caused the average of all
labour to rise much faster than the average of representative
wages in each trade-,

In the middle ages, though some men of great ability
remained artisans all their Jives, and became artists; yet as Artisans'

a class the artisans ranked more neatly with the unskilled wages

labourers than they do now. At the beginning of the new
industrial era in the middle of the eighteenth century the
artisans had lost much of their old artistic traditions and had
not yet acquired that technical command over their instru-
ments, that certainty and facility in the exact performance of
difficult tasks which belong to the modern skilled artisan.
A change set in early in last century, and observers were struck
by the social gulf that was opening out between skilled and rose. I

. . . relative y
unskilled labour; and the nse of the wages of the artisan, to to those of

about double those of ordinary labour. For indeed the great ~b:~~~
increase in the demand for highly skilled labour, especially ~~:~r-
in the metal trades, stimulated a rapid absorption of the century:

strongest characters among the labourers and their children
into the ranks of the artisans. The breaking down just at
that time of the old exclusiveness of the artisans, was making
them less than before an aristocracy by birth and more than
before an aristocracy by worth; and this rise in the quality

that time wages have risen in the textile trades; but the employees aver, in
contradiction to the employers, that the strain imposed on them has increased
more than in proportion. In this controversy wages have been estimated in
money; but when account is taken of the increase in the purchasing power of
money, there is no douht that resl efficiency wages have risen; that is, the
exertion of a given amount of strength, skill and energy is rewarded by a greater
command over oommodities than formerly.

1 This may be made clearer by an example. U there are roo men in grade A
earning 126. a week, 400 in grade B earnmg 256. and 100 in grade C eammg 405.,
the average wages of the 1000 men are 2Os. U after a time 300 from grade A have
passed on to grade B, and 300 from grade B to grade C, the wages in each grade
remaining stationary, then the average wages of the whole thousand men will be
about 2&. ad. And even if the rate of wages in each grade had meanwhile faIlen
10 per cent., the average wages of all would still be about 256. ad., that is, would
have men more than 25 per cen t. Neglect of such facta as these, as Sir R. Gillen
hsa pointed out, is apt to cause great errors.
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VI, XII, 10. of artisans enabled them to maintain a rate of wages much
but now above that of ordinary labour for a long while. But gradually
that ten- some of the simpler forms of skilled trades began to lose theirdencyis
reversed. scarcity value, as their novelty wore off; and at the same time

continually increasing demands began to be made on the
ability of those in some trades, that were traditionally ranked
as unskilled. The navvy for instance, and the agricultural
labourer, have been increasingly trusted with expensive and
complicated machinery, which had been thought to belong
only to the skilled trades, and the real wages of these two
representative occupations have risen fast. The rise of wages
of agricultural labourers would be more striking than it is,
did not the spread of modern notions to agricultural districts
cause many of the ablest children born there to leave the
fields for the railway or the workshop, to become policemen,
or to act as carters or porters in towns. Those who are left
behind in the fields have received a better education than
was to be had in earlier times; and, though having perhaps
less than an average share of natural ability, they earn much
higher real wages than their fathers.

There are some skilled and responsible occupations, such
as those of the head heaters and rollers in iron works, which
require great physical strength, and involve much discomfort:
and in them wages are very high. For the temper of the
age makes those who can do high-class work, and can earn
good wages easily, refuse to undergo hardship, except for a
very high reward-.

§ 10. We may next consider the changes in the relative
wages of old and young men, of women and children.

The conditions of industry change so fast that long ex-
perience is in some trades almost a disadvantage, and in many
it is of far less value than a quickness in taking hold of new
ideas and adapting one's habits to new conditions. A man is
likely to earn less after he is fifty years old than before he is
thirty; and the knowledge of this is tempting artisans to

There is a
relative
fall in the
wages of
elderly
men;

1 The above brief remarks on the evolution of wages may well be supplemented
by Prof. Schmoller's survey in his P'olkMrl8chaftsld~1'e, m. 7 (Vol. u. pp. 259-
316). It is specially notable for its breadth of view, and its careful coordination
of the mateJiai and psychical element.s of progrea. See alao the latter half of hlS
second Book.
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follow the example of unskilled labourers, whose natural VI, xu, 11.

inclination to marry early has always been encouraged by
the desire that their family expenses may begin to fall off
before their own wages begin to shrink.

A second and even more injurious tendency of the same anda

kind is that of the wages of children to rise relatively to =~~~e

those of their parents. Machinery has displaced many men, bor' andgms
but not many boys; the customary restrictions which ex-
cluded them from some trades are giving wa.y; and these
changes, together with the spread of education, while doing
good in almost every other direction, are doing harm in this
that they are enabling boys, and even girls, to set their
parents at defiance and start in life on their own account.

The wages of women are for similar reasons rising fast andof
relatively to those of men. And this is a great gain in so women.
far as it tends to develop their faculties; but an injury iu
so far as it tempts them to neglect their duty of building up
a true home, and of investing their efforts in the personal
capital of their children's character and abilities.

§ 11. The relative fall in the incomes to be earned by:rheeam-
d bili h f II . d . d ings of er-mo erate a 1 ty, owever care u y trame , IS accentuate ceptional

by the rise in those that are obtained by many men of 1f:sv;:are
extraordinary ability. There never was a time at which
moderately good oil paintings sold more cheaply than now,
and there never was a time at which first-rate paintings sold
so dearly. A business man of average ability and average
good fortune gets now a lower rate of profits on his capital
than at any previous time; while yet the operations, in
which a man exceptionally favoured by genius and good luck
can take part, are so extensive as to enable him to amass a
huge fortune with a rapidity hitherto unknown.

The causes of this change are chiefly two; firstly, the asaresultoftwo
general growth of wealth; and secondly, the development of causes
new facilities for communication, by which men, who have
once attained a commanding position, are enabled to apply
their constructive or speculative genius to undertakings
vaster, and extending over a wider area, than ever before.

It is the first cause, almost alone, that enables some
barristers to command very high fees; for a rich client whose
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VI, zrr,11. reputation, or fortune, or both, are at stake will scarcely count
of which any price too high to secure the services of the best man he=::s can get: and it is this again that enables jockeys and painters
alone on and musicians of exceptional ability to get very high prices.
profes-
sional In all these occupations the highest incomes earned in our
incomes, own generation are the highest that the world has yet seen.

But so long as the number of persons who can be reached by
a human voice is strictly limited, it is not very likely that
any singer will make an advance on the £10,000, said to
have been earned in a season by Mrs Billington at the
beginning of last century, nearly as great as that which the
business leaders of the present generation have made on
those of the last.

while both For the two causes have co-operated to put enormous
:;~~u~~ard power and wealth in the hands of those business men of our
to busmess . . A· d I h h h h dincomes. own generation In menca an e sew ere, w 0 ave a

first-rate genius and have been favoured by fortune. It is
true that a great part of these gains have come, in some
cases, from the wrecks of the rival speculators who had been
worsted in the race. But in others they were earned mainly
by the supreme economizing force of a great constructive
genius working at a new and large problem with a free
hand: for instance the founder of the Vanderbilt family,
who evolved the New York Central Railroad system out of
chaos, probably saved to the people of the United States
more than he accumulated himself',

1 It should be noticed however that some of these gains may be traced to those
opportunities for the formation of trade combinations engineered by a few able,
wealthy and daring men to exploit for their own benefit a great body of manu-
factures, or the trade and traffic of a large district. That part of this power,
which depends on political conditions, and especially on the Protective tanfI, may
pass away. But the area of America is 80 large, and its condition 80 changeful,
that the slow and steady-going management of a great joint-stock company on
the English plan is at a disadvantage in competition with the vigorous and original
scheming, the rapid and resolute force of a small group of wealthy capitahsts,
who are willing and able to apply their own resources in great undertakings to a
much greater extent than is the case in England. The ever-shifting conditions of
business life in America enable natural selection to bring to the front the best
minds for the purpose from their V88t population, almost every one of whom, as
he entera on hfe, resolves to be rich before he dies. The modem developments of
business and of business fortunes are of exceptional interest and instroction to
Enghshment bus their lessons will be misread unless the essentially different
conditions of business life in the old world and the new are constantly bome in
mind.
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§ 12. But these fortunes are exceptional. The diffusion VI, zn, 12.

of education, and prudent habits among the masses of the Pro~

People, and the opportunities which the new methods of 18fas.~un-provmg
business offer for the safe investment of small capitals, ~~econdi-

• . . tion of the
are telling on the side of moderate Incomes. The returns great body

of the income tax and the house tax, the statistics of con- ~o;~ing
sumption of commodities, the records of salaries paid to the classes.

higher and the lower ranks of employees of Government and
public companies, all indicate that middle class incomes are
increasing faster than those of the rich; that the earnings of
artisans are increasing faster than those of the professional
classes, and that the wages of healthy and vigorous unskilled
labourers are increasing faster even than those of the average
artisan. The aggregate income of the very rich is perhaps
not a larger part of the whole in England now than in earlier
times. But in America the aggregate value of land is rising
fast; the higher strains of the working population are
yielding ground to lower strains of immigrants; and great
financiers are acquiring vast power: and it may possibly be
true that the aggregate income from property is rising
relatively to that from labour, and that the aggregate in-
come of the very rich is rising fastest of all.

It must be admitted that a rise in wages would lose part Tbeincon-
f i b fi if i . .d bv an i . h stancy ofo Its ene t, 1 It were accompame y an Increase m t e employ-

time spent in enforced idleness. Inconstancy of employment ~~d;:
is a great evil, and rightly attracts public attention. But ~~~t:!
several causes combine to make it appear to be greater than beexagge-
. rated.
It really is.

When a large factory goes on half time, rumour bruits the
news over the whole neighbourhood, and perhaps the news-
papers spread it all over the country. But few people know
when an independent workman, or even a small employer,
gets only a few days' work in a month; and in consequence,
whatever suspensions of industry there are in modern times,
are apt to seem more important than they are relatively
to those of earlier times. In earlier times some labourers
were hired by the year: but they were not free, and were
kept to their work by personal chastisement. There is no
good cause for thinking that- the medieval artisan had
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VI, J[II, 12. constant employment. And the most persistently inconstant
employment now to be found in Europe is in those non-
agricultural industries of the West which are most nearly
medieeval in their methods, and in those industries of Eastern
and Southern Europe in which medieeval traditions are
strongeat-.

In many directions there is a steady increase in the pro-
portion of employees who are practically hired by the year.
This is for instance the general rule in many of those trades
connected with transport which are growing fastest; and
which are, in some respects, the representative industries of
the second half of the nineteenth century, as the manu-
facturing trades were of the first half. And though the
rapidity of invention, the fickleness of fashion, and above all
the instability of credit, do certainly introduce disturbing
elements into modern industry; yet, as we shall see presently,
other influences are working strongly in the opposite direc-
tion, and there seems to be no good reason for thinking that
inconstancy of employment is increasing on the whole.

1 An instance, which came under the present writer's observation, may
be mentioned here. In Palermo there is a semi-feudal connection between the
artisans and their patrons. Each carpenter or tailor has one or more large
houses to which he looks for employment; and so long as he behaves himself
fairly well, he is practically secure from competition. There are no great waves
of depression of trade; the newspapers are never filled with eeeounts of the
suffenngs of those out of work, because their condition changes very little from
tame to time. But a larger percentage of artisans are out of employment at the
best of times in Palermo, than in England in the centre of the worst depression of
recent years. Something further is said as to inconstancy of employment below,
VI. xm.l0_



CHAPTER XIII.

PROGRESS IN RELATION TO STANDARDS OJ<'LIl<'E.

§ 1. LET us begin by pursuing a little further the line VI, XIII, L

of thought on which we started in Book III., when considering Activities

wants in relation to activities. We there saw reasons for and wants.

thinking that the true key-note of economic progress is the
development of new activities rather than of new wants; and
we may now make some study of a question that is of special
urgency in our own generation; viz.-what is the connection
between changes in the manner of living and the rate of
earnings; how far is either to be regarded as the cause of the
other, and how far as the effect1

The term the standard of life is here taken to mean the By the

t d d f .. . di d Th· . standard
S an ar 0 activities a juste to wants. us a rise In ofl,fewe

the standard of life implies an increase of intelligence and ::n~d
energy and self-respect; leading to more care and judgment O!t~ti-

VIles
in expenditure, and to an avoidance of food and drink that adjusted

gratify the appetite but afford no strength, and of ways of to wants.

living that are unwholesome physically and morally. A rise
in the standard of life for the whole population will much
increase the national dividend, and the share of it which
accrues to each grade and to each trade. A rise in the
standard of life for anyone trade or grade will raise their
efficiency and therefore their own real wages: it will increase
the national dividend a little; and it will enable others to
obtain their assistance at a cost somewhat less in proportion
to its efficienoy.

II.
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VI, nII, 2. But many writers have spoken of the influence exerted
When a on wages by a rise, not in the standard of life, but in that of
~;~an- comfort;-a term that may suggest a mere increase of arti-
dard of ficial wants, among which perhaps the grosser wants may
comfort
raises predominate. It is true that every broad improvement in the:~h::iI~standard of comfort is likely to bring with it a better manner
~ler:~~of living, and to open the way to new and higher activities;
:ti!it~es. while people who have hitherto had neither the necessaries

nor the decencies of life, can hardly fail to get some increase
of vitality and energy from an increase of comfort, however
gross and material the view which they may take of it. Thus
a rise in the standard of comfort will probably involve some
rise in the standard of life; and, in so far as this is the case,
it tends to increase the national dividend and to improve the
condition of the people.

Some writers however of our own and of earlier times
have gone further than this, and have implied that a mere
increase of wants tends to raise wages. But the only direct
effect of an increase of wants is to make people more
miserable than before. And if we put aside ita possible
indirect e:ffect in increasing activities, and otherwise raising
the standard of life, it can raise wages only by diminishing
the supply of labour. It will be well to go into this matter
more closely.

§ 2. Ithas already been noted that if population increased
in high geometrical progression uninterruptedly for many
generations together in a country which could not import
food easily, then the total produce of labour and capital,
working on the resources provided by nature, would barely
cover the cost of rearing and training each generation as it
came: this would be true even if we supposed that nearly the
whole of the national dividend went to labour, scarcely any
share being allotted to capitalist or landowner-, If the
allowance fell below that level, the rate of increase of the
population must necessarily shrink; unless indeed the ex-
penses of their nurture and rearing were curtailed, with a
resulting lowering of efficiency, and therefore of the national
dividend, and therefore of earnings.

1 See VL XL 2, 3; aI80 IV. IV. aud T.; and VL IV.
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But in fact the check to the rapid growth of population VI,:mI, 2.

would probably come earlier, because the population at large Conditions

would not be likely to limit its consumption to bare neces- ~t1~~a

saries: some part of the family income would almost certainly rise Id"nt~e
ificati hi h stan arbe spent on grab cations w c contributed but little to the of comfort

. t f lif d ffici Th' he mai would raisemain enance 0 e an e ciency. at IS to say, t e main- wagesa

tenance of a standard of comfort, raised more or less above ~~~~.!:ve
that which was necessary for life and efficiency, would i:ra;!are
necessarily involve a check to the growth of population at a history of

rather earlier stage than would have been reached if family the world.

expenditure had been directed on the same principles as is
the expenditure on the nurture and training of horses or
slaves. This analogy reaches further.

Three necessaries for full efficiency-hope, freedom and
change I-cannot easily be brought within the slave's reach.
But as a rule the shrewd slave-owner goes to some trouble and
expense to promote rough musical and other entertainments,
on the same principle that he provides medicines: for
experience shows that melancholy in a slave is as wasteful as
disease, or as cinders that clog the furnace of a boiler. Now
if the standard of comfort of the slaves were to rise in such
a way that neither punishment nor the fear of death would
make them work unless provided with expensive comforts and
even luxuries, they would get those comforts and luxuries;
or else they would disappear, in the same way as would a
breed of horses that did not earn their keep. And if it were
true that the real wages of labour were forced down chiefly
by the difficulty of obtaining food, as was in fact the case
in England a hundred years ago; then indeed the working
classes might relieve themselves from the pressure of Dimin-
ishing Return by reducing their numbers.

But thev cannot do so now, because there is no such pres- Butin

sure. The opening of England's ports, in 1846, was one among ~~l~~es

many causes of the development of railways connecting the ~~~~wn

vast agricultural lands of North and South America and by extremfe
pressure 0

Australia with the sea. Wheat grown under the most numbers

d . . b h h E I' h on thea vantageous CIrcumstances IS roug t to t e ng IS resources

working man in sufficient quantities for his family at a ~~~~;,
1 See IV. Y. 4.
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VI, XIII, 2. total cost equal to but a small part of his wages. .An
andean increase in numbers gives many new opportunities for
~~d increased efficiency of labour and capital working together
increased to meet men's wants; and thus may raise wages in one
efficiency. direction as much as it lowers them in another; provided

only the stock of capital required for the new developments
increases fast enough. Of course the Englishman is not
unaffected by the law of diminishing return: he cannot earn
his food with as little labour as if he were near spacious
virgin prairies. But its cost to him, being now governed
mainly by the supplies which come from new countries,
would not be greatly affected either by an increase or by a
diminution in the population of this country. If he can
make his labour more efficient in producing things which
can be exchanged for imported food, then he will get his
food at less real cost to himself, whether the population
of England grows fast or not.

When the wheat-fields of the world are worked at their
full power (or even earlier, if the free entry of food into
England's ports should ever be obstructed), then indeed an
increase of her population may lower wages, or at all events
check the rise that would otherwise have come from the
continued improvement in the arts of production: and, in
such a case a rise in the standard of comfort may raise
wages merely by stinting the growth of numbers.

But, while the present good fortune of abundant im-
ported food attends on the English people, a rise in their
standard of comfort could not increase their wages, merely
by its action on their numbers. And further if it were
obtained by measures which forced down the rate of profits
on capital even further below the level, which can be got in
countries which have a greater power of absorbing capital
than England has, it might both check accumulation in
England, and hasten the exportation of capital: and in
that case wages in England would fall both absolutely, and
relatively to the rest of the world. If on the other hand
a rise in the standard of comfort went together with a great
increase in efficiency; then-whether it were accompanied by
an increase in numbers or not-it would enlarge the national

Contrast
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dividend relatively to population, and establish a rise of real VI, xnr,3.

wages on an enduring basis. Thus a diminution by one-tenth
of the number of workers, each doing as much work as before,
would not materially raise wages; and therefore a diminution
by one-tenth in the amount of work done by each, the number
remaining unchanged, would lower wages in general by one-
tenth.

This argument is of course consistent with the belief that Even

t f k f . . h a singlea compac group 0 wor ers can or a time raise t err wages at group of

the expense of the rest of the community by making their labour ~:!~f
scarce. But such strategy seldom succeeds for more than a mamtt~in

excep ion-
short time. However strong the anti-social obstacles which ally bigh

they erect against those who would like a share of their gains, ::'~~y
interlopers find their way in; some over the obstacles, some ~ffici::::'
under them, and some through them. Meanwhile invention
is set. on foot to obtain in some other way, or from some other
place, things of the production of which the compact group
thought to have a partial monopoly: and, what is even more
dangerous to them, new things are invented and brought
into general use, which satisfy nearly the same wants, and yet
make no use of their labour. Thus after a while those, who
have striven to make a shrewd use of monopoly, are apt to
find their numbers swollen rather than reduced, while the
total demand for their labour has shrunk: in that case their
wages {all heavily.

§ 3. The relations between industrial efficiency and the Standards

h f I b I I . . of activItyours 0 a our are comp ex. f the strain IS very great, a in relation

man is apt to be so tired by long work that he is seldom at ~~~~':f.
his best, and is often much below it or even idling. As a
general, though not universal rule, his work is more intense
when paid by piece, than when paid by time; and, in so far
as this is the case, short hours are specially suitable to
industries in which piece-work prevails-.

1 The facts are much in question, partly because they vary much from one
industry to another; and those who have the most intimate knowledge of them,
are ap~ to be biassed. When piece. work can he brought under collective
bargaining by trade unions, the fust effect of an improvement in plant is
to raise real wages: and the onus of claiming a readjustment of piece rates
in order to keep wages in just proportion to those which are being earned
by equally difficult and responsible work in other occupationa, is thus thrown
upoa the employe... In auch caaea, piece-work II pneraIly in favour with
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Exception-
al case of
the lowest
grade of
workers.

VI, nu, 3. When the hours, the nature of the work done, the
Leisure physical conditions under which it is done, and the method
and rest, by which it is remunerated, are such as to cause great wear-when
turned and-tear of body or mind or both, and to lead to a low
to good
account, standard of living; when there has been a want of that
make for
economy. leisure, rest and repose, which are among the necessaries for

efficiency; then the labour has been extravagant from the
point of view of society at large, just as it would be extrava-
gant on the part of the individual capitalist to keep his
horses or slaves overworked or underfed. In such a case a
moderate diminution of the hours of labour would diminish
the national dividend only temporarily: for as soon as the
improved standard of life had had time to exert its full effect
on the efficiency of the workers, their increased energy,
intelligence and force of character would enable them to do
as much as before in less time; and thus, even from the
point of view of material production, there would be no
ultimate loss, any more than there would be in sending a
sick worker into hospital to get his strength renovated.
The coming generation is interested in the rescue of men,
and still more in that of women, from excessive work; at
least as much as it is in the handing down to it of a good
stock of material wealth.

This argument assumes that the new rest and leisure raise
the standard of life. And such a result is almost certain to
follow in the extreme cases of overwork which we have been
now considering; for in them a mere lessening of tension is
a necessary oondition for taking the first step upwards. The
lowest grade of honest workers seldom work very hard. But
they have little stamina; and many of them are so over-
strained that they might probably, after a time, do as much
in a shorter day as they now do in a long one>,
employees. And where their organization is good, 118 in some classes of mining
work, they approve it even in regard to work that is not uniform. But in many
other ca.ses it arouses their 8118picion of unfair advantage. See below, § 8.
According to Prof. Schmoller, it is estimated that piece-work increases output
by 20 to 100 per cent. according to the race of the workeI'll and the character and
technique of the industry, Y olkswimchajtllM"e, § 208. An instructive detailed
statement of the causes which lead workers generally to oppose payment by results in
eertain industries, while welcoming it in others, is given by Cole, The payment of
wagu, eh, II.

1 The histol'1 of Bri&ish indtl8triea offers the moat varioua, the most clearly
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.Again there are some branches of industry which at VI, :nu, 3.
present turn to account expensive plant during nine or ten In some

hours a day; and in which the gradual introduction of !ho~r
two shifts of eight hours, or even less, would be a gain. The h?urs

d
C0!D-

. bme with
change would need to be introduced gradually; for there is dO!lble

not enough skilled labour in existence to allow such a plan ~~d be

to be adopted at once in all the workshops and factories for ~~:.\~~t
which it is suited. But some kinds of machinery, when ~nefit to
worn out or antiquated, might be replaced on a smaller cer:~~

scale; and, on the other hand, much new machinery that
cannot be profitably introduced for a ten hours' day, would be
introduced for a sixteen hours' day; and when once introduced
it would be improved on. Thus the arts of production
would progress more rapidly; the national dividend would
increase; working men would be able to earn higher wages
without checking the growth of capital, or tempting it to
migrate to countries where wages are lower: and all classes
of society would reap benefit from the change.

The importance of this consideration is more apparent
every year, since the growing expensiveness of machinery,
and the quickness with which it is rendered obsolete, are
constantly increasing the wastefulness of keeping the untiring
iron and steel resting in idleness during sixteen hours out
of the twenty-four. In any country, such a change would
increase the net produce, and therefore the wages of each
worker; because much less than before would have to be
deducted from his total output on account of charges for
machinery, plant, factory-rent, etc. But Anglo-Saxon arti-
sans, unsurpassed in accuracy of touch, and surpassing all in
sustained energy, would more than any others increase their
net produce, if they would keep their machinery going at
its full speed for sixteen hours a day, even though they
themselves worked only eight-.
defined, and the most generally instructive experiments as to the influence of
variations in th~ hours of labour on output: but international studies on the
subject seem to be specially German. See for instance Bernard, H ohm Arbeits-
iJ&teMitdt Dei K u...trn A rbtiU~eit, 1909.

1 On the whole of this subject see Prof. Chapman's addreas at the British
Association, 1909, published in the Economic Journal, voL XlX_

Double shift!! are used more on the Continent than in England. But they
have not a fair trial there, for the hours of labour are 80 long that double shift!!
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VI, xrn, 4. It must however be remembered that this particular plea
for a reduction of the hours of labour applies only to those
trades which use, or can use, expensive plant; and that in
many cases, as for instance in some mines and some branches
of railway work, the system of shifts is already applied so as
to keep the plant almost constantly at work.

But in There remain therefore many trades in which a reduction
many .
trades a of the hours of labour would certainly lessen the output in
diminution he i di t t d ld t rtainl bri bof the t e rmme a e presen ,an wou no ce ai y rmg a out~:~~Ofat all quickly any such increase of efficiency as would raise
j0uld the average work done per head up to the old level. In
d~~E.ro- such cases the change would diminish the national dividend;

and the greater part of the resulting material loss would fall
on the workers whose hours of labour were diminished. It is
true that in some trades a scarcity of labour would raise its
price for a good long while at the expense of the rest of the
community. But as a rule a rise in the real price of labour
would cause a diminished demand for the product, partly
through the increased use of substitutes; and would also
cause an inrush of new labour from less favoured trades.

!id~~~ § 4. It may be well to try to explain the great vitality
the in- of the common belief that wages could be raised generally by
fluence
on wages merely making labour scarce. To begin with, it is difficult
~~n!d~!;ng to realize how different, and often even opposed, are the
~~'i~~,:.immediate and permanent effects of a change. People see,

involve work nearly BIl the night through; and night work is never so good
as day work, partly because those who work at night do not rest perfectly during
the day. No doubt certain practical objections can be urged against the plan; for
instance, a machine is not so well cared for when two men share the responsibility
of keeping it in order, as when one man has the whole management of it; and
there is sometimes a difficulty about fixing responsibihty for imperfections in the
work done; but these difficulties can be in a great measure overcome by putting
the machine and the work in charge of two partners. Again, there would be a little
difficulty in readjusting the office arrangements to suit a day of sixteen hours.
But employers and their foremen do not regard these difficulties as insuperable;
and experience shows that workmen soon overcome the repugnance which they
feel at first to double shifts. One set might end its work at noon, and the other
begin then; or what would perhaps be better, one shift might work, say, from
5 a.m, to 10 a.rn, and from 1.30 p.m. to 4.30 p.m., the second set working from
10.15 a.m. to 1.15 p.m. and from 4.45 p.m. to 9.4.5 p.m.; the two sets might change
places at the end of each week or month. A general adoption of double shifts WIll

be necessary if the extension of the marvellous powers of expensive machinery into
every branch of manual work is to exercise the full influence of which it is capable
in reducing the bours of labour much below eigbt.
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that when there are competent men waiting for work outside VI, nn, 4.

the offices of a tramway company, those already at work It ~t
think more of keeping their posts than of striving for a rise ~:~hat
of wages; and that if these men were away, the employers :::rediate

could not resist a demand for higher wages. They dwell on n6e:d~re

the fact that, if tramway men work short hours, and there ~t~ate,

is no diminution in the number of miles run by the cars on
existing lines, then more men must be employed; probably
at higher wages per hour, and possibly at higher wages per
day. They see that when an enterprise is on foot, as for
instance the building of a house, or a ship, it must be finished
at any cost, since there is nothing to be gained by stopping
half way: and the larger the slices of work on it done by any
one man, the fewer slices of work on it will be left for other
people.

But there are other consequences more important, though
less obtrusive, which need to be considered. For instance, if
tram workers and building operatives stint their labour arti-
ficially, tramway extensions will be checked; fewer men will
be employed in making and working tramways; many work-
people and others will walk into town, who might have
ridden; many will live closely packed in the cities who
might have had gardens and fresher air in the suburbs; the
working classes, among others, will be unable to pay for as
good housing accommodation as they would otherwise have
had; and there will be less building to be done.

In short the argument that wages can be raised perma- and t~at

I b " I b h . h h there is nonent y y stinting a our rests on t e assumption t at t ere fixed tII01"k-

is a permanent fixed WO'1'klund, i.e. a certain amount offund;

work which has to be done, whatever the price of labour.
And for this assumption there is no foundation. On the
contrary, the demand for work comes from the national
dividend; that is, it comes from work. The less work there
is of one kind, the less demand there is for work of other
kinds; and if labour were scarce, fewer enterprises would be
undertaken.

Again, constancy of employment is dependent on the
organization of industry and trade, and on the success with
which those who arrange supply are able to forecast coming
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VI, xm, IS. movements of demand and of price, and to adjust their
actions accordingly. But this would not be better done
with a short day's work than with a long one; and indeed
the adoption of a short day, not accompanied by double
shifts, would discourage the use of that expensive plant,
the presence of which makes employers very unwilling to
close their works. Almost every artificial stinting of work
involves friction, and therefore tends, not to lessen, but to
increase the inconstancy of employment.

and that It is true that, if plasterers or shoemakers could ex-
every
check elude external competition, they would have a fair chance
to the
national of raising their wages by a mere diminution of the amount
~~r~di~nd of work done by each, whether by shortening the hours of
partkon the labour or in any other way; but these gains can be got onlywar mg
classes. at the cost of a greater aggregate loss to other sharers in the

national dividend; which is the source of wages and profits
in all industries in the country. This conclusion is emphasized
by the fact, to which experience testifies and which analysis
explains, that the strongest instances of a rise in wages
attained by trade union strategy are found in branches of
industry, the demand for whose labour is not direct, but
"derived" from the demand for a product in making which
many branches of industry co-operate: for anyone branch,
which is strong in strategy, can absorb to itself some share
of the price of the ultimate product, which might have gone
to other branches-.

§ 5. We now come to a second cause of the vitality of the
belief that wages can be raised generally and permanently
by checking the supply of labour. This cause is an under-
estimate of the effects of such a change on the supply of
capital.

It is a fact-and, so far as it goes, an important fact-
that some share of the loss resulting from the lessening of
output by (say) plasterers or shoemakers, will fall on those
who do not belong to the working classes. Part of it will
no doubt fall on employers and capitalists, whose personal and
material capital is sunk in building or shoemaking; and
part on well-to-do users, or consumers, of houses or shoes.

1 See above, v. n. 2.
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And further if there were a general attempt by all of the VI, xm, 5.

working classes to obtain high wages by restricting the
e:ffective supply of their labour, a considerable part of the
burden resulting from the shrinkage of the national dividend
would doubtless be thrown on other classes of the nation, and
especially on the capitalists, for a time: but only for a time.
For a considerable diminution in the net return to investments
of capital would speedily drive new supplies of it abroad. In
regard to this danger it is indeed sometimes urged that the
railways, and factories of the country cannot be exported. But
nearly all of the materials, and a large part of the appliances
of production are consumed, or worn out, or become obsolete
every year; and they need to be replaced. And a reduction
in the scale of this replacement, combined with the exporta-
tion of some of the capital thus set free, might probably so
lessen the e:ffective demand for labour in the country in a
few years, that in the reaction wages generally would be
reduced much below their present level-,

But though the emigration of capital would not in any Intema-

case be attended by much difficulty, owners of capital have ~~~
good busmess reasons as well as a sentimental preference in :~:~;
favour of investing it at home. And therefore a rise in the ~:fed
standard of life, which makes a country more attractive to poss!-

1· . . h d f bilitles.rve in, IS sure to counteract to some extent t e ten eney 0

a fall in the net return on investments to cause capital to be
exported. On the other hand an attempt to raise wages by
anti-social contrivances for stinting output, is certain to drive
abroad well-to-do people in general; and especially just that
class of capitalists whose enterprise and delight in conquering

I To take an illustratioD, let us suppose that shoemakers and hatters are in the
same grade, working equal hours, and receiving equal wages, before and after a
general reduction in the hours of labour. Then both before and after the
change, the hatter could buy, with a month's wages, as many shoes as were
the Det product of the shoemaker's work for a month (see VI. II. 7). If the
shoemaker worked less hours than before, and in consequence did less work, the
net product of his labour for a month would have diminished, unless either by a
system of working double shift.s the employer and his capital had earned profit.s
on two sets of workers, or his profits could be cut down by the full amount of
the diminution in output. The last supposition is inconsistent' with what we
know of the causes which govem the supply of capital and business power.
And therefore the hatter's wages would go less far t.han before ill buying shoes;
and 10 all roUlld for other Vadea.
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VI, XIII, 6. difficulties is of the most importance to the working classes.
For their ceaseless initiative makes for national leadership
and enables man's work to raise real wages; while promoting
an increased supply of those appliances which make for
efficiency, and thus sustain the growth of the national
dividend.

It is true also that a general rise in wages however
attained, if spread over the whole world, could not cause
capital to migrate from anyone part of it to another. And
it is to be hoped that in time the wages of manual labour will
rise all over the world, mainly through increased production;
but partly also in consequence of a general fall in the rate of
interest, and of a relative--if not absolute-diminution of
incomes larger than are necessary to supply the means of
efficient work and culture even in the highest and broadest
senses of these terms. But methods of raising wages,
which make for a higher standard of comfort by means
that lessen rather than promote efficiency, are so anti-social
and shortsighted as to invoke a speedy retribution; and there
is perhaps little chance of their being adopted over any great
part of the world. If several countries adopted such methods,
the others going straight for raising the standards of life and
of efficiency, would speedily attract to themselves much of
the capital and of the best vital force away from those who
followed an ignoble restrictive policy.

§ 6. In this discussion it has been necessary to adhere
to general reasoning: for a direct appeal to experience is
difficult; and, if made lightly, it can but mislead. Whether
we watch the statistics of wages and production immediately
after the change or for a long period following it, the prominent
facts are likely to be due chiefly to causes other than that
which we are wishing to study.

Thus if a reduction of hours resulted from a successful
strike, the chances are that the occasion chosen for the strike
was one when the strategical position of the workmen was
good, and when the general conditions of trade would have
enabled them to obtain a rise of wages, if there had been no
change in the hours of labour: and therefore the immediate
effects of the change on wages are likely to appear more

Difficulties
of the
appeal to
experience
in such
cases.
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favourable than they really were. And again many em- VI, xrn,6.

ployers, having entered into contracts which they are bound
to fulfil, may for the time offer higher wages for a short day
than before for a long day. But this is a result of the sudden-
ness of the change, and is a mere flash in the pan; and, as
has just been observed, the immediate results of such a
change are likely to be in the opposite direction to those
which follow later, and are more enduring.

On the other hand, if men have been overworked, the
shortening of the hours of labour will not at once make them
strong: the physical and moral improvement of the condition
of the workers, with its consequent increase of efficiency and
therefore of wages, cannot show itself at once.

Further, the statistics of production and wages several
years after the reduction of hours are likely to reflect changes
in the prosperity of the country, and especially of the trade
in question; of the methods of production; and of the
purchasing power of money: and it may be as difficult to
isolate the effects of reduction of the hours of labour as it
is to isolate the effects on the waves of a noisy sea caused
by throwing a stone among them-.

We must then be careful not to confuse the two questions
whether a cause tends to produce a certain effect and whether
that cause is sure to be followed by that effect. Opening
the sluice of a reservoir tends to lower the level of the water

1 For instance, when we look at the history of the introducnon of the eight
hours' day in Australia we find great fluctuauons in the prospenty of the mines
and the supply of gold, in the prosperity of the sheep farms and the price of wool,
in the borrowing from old countries capital with which to employ Australian
labour to build railways, etc., in immigration, and in commercial credit. And all
these have been such powerful causes of change in tbe condition of the Australian
working man as to completely overlsy and hide from view the effects of a reduc-
tion of the hours of labour from 10 gross (81 net after deducting meal times) to
8 net. Money wages in Australia are much lower than they were before the hours.
were shortened; and, though it may be true that the purchasing power of money
has increased, so that real wages have not fallen, yet there seems no doubt that
the real wages of labour in Austraha are not nearly as much above those in
England as they were before the reduction in the hours of labour: and it has not
been proved that they are not lower than they would have been if that change
had not taken place. The commercial troubles through which Australia passed
shortly after the change were no doubt mainly caused by a series of droughts
supervening on a reckless inflation of credit. But a contrihutory cause appears
to have been an over-sanguine estimate of the economic efficiency of short hours
of labour, which led to a premature reduction of hours in industries not well
adapted for it.
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VI, zm, 7. in it; but if meanwhile larger supplies of water are flowing
in at the other end, the opening of the sluice may be
followed by a rising of the level of the water in the cistern.
And so although a shortening of the hours of labour would
tend to diminish output in those trades which are not over-
worked, and in which there is no room for double shifts;
yet it might very likely be accompanied by an increase of
production arising from the general progress of wealth and
knowledge. But in that case the rise of wages would have
been obtained in spite of, and not in consequence of, a short-
ening of hours.

§ 7. In modern England nearly all movements of the
kind which we have just been discussing are directed by
trade unions. A full appreciation of their aims and results
lies beyond the scope of the present volume: for it must be
based on a study of combinations in general, of industrial
fluctuations, and of foreign trade. But a few words may be
said here on that part of their policy which is most closely
connected with standards of life, and work, and wages",

The increasing changefulness and mobility of industry
obscure the influences both for good and for evil which the
earnings and industrial policy of any group of workers in one
generation exert on the efficiency and earning power of the
same group in a later generations, The family income, from
which the expenses of rearing and training its younger
members must be defrayed, seldom comes now from a single
trade. The sons are less frequently found in their father's occu-
pation: the stronger and more strenuous of those to whose
nurture the earnings of any occupation have contributed are
likely to seek higher fortunes elsewhere; while the weak and
the dissolute are likely to descend below it. It is therefore

. becoming increasingly difficult to bring the test of experience
to bear on the question, whether the efforts, which any parti-
cular trade union has made to raise the wages of its members,

1 A short provisional description of trade unions is affixed to Vol. I. of my
Elements of Economics, which is, in other respects, an abridgment of the present
volume. And the account of their aims and methods given in the Final Report of
the Labour Commission, 1893, has the unique authority derived from the co-
operation of employers and trade union leaders of exceptional ability and
experience,

I Compare above, VI. m. 7 and v. 2.
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have borne rich fruit in raising the standard of life and work VI, znr, 7.
of the generation reared by aid of those high wages. But
some broad facts stand out clearly.

The original aims of British trade unions were almost as Their

closely connected with the standard of life as with the rate of :~~~~told

wages. They derived their first great impulse from the fact ~b;~1S11lg
that the law, partly directly and partly indirectly, sustained standard

d• • 01 We an
combinations among employers to regulate wages in their own character

supposed interest; and prohibited under severe penalties: ili~~h
similar combinations on the part of employees. This law wages.

depressed wages a little; but it depressed much more the
strength and richness of character of the workman. His
horizon was generally so limited that he could not be fully
drawn out of himself by a keen and intelligent interest in
national affairs: so he thought and cared little about any
mundane matters, except the immediate concerns of himself,
his family and his neighbours. Freedom to combine with
others in his own occupation would have widened his horizon,
and given him larger matters to think about: it would have
raised his standard of social duty, even though this duty
might have been tainted with a good deal of class selfishness.
Thus the early struggle for the principle that workmen should
be free to do in combination the counterpart of anything
which employers were free to do in combination, was in effect
an effort to obtain conditions of life consistent with true self-
respect and broad social interests, as much as a struggle for
higher wages.

On this side of the field victory has been complete. Trade
unionism has enabled skilled artisans, and even many classes
of unskilled workers, to enter into negotiations with their
employers with the same gravity, self-restraint, dignity and
forethought as are observed in the diplomacy of great nations.
It has led them generally to recognize that a simply aggres-
sive policy is a foolish policy, and that the chief use of
military resources is to preserve an advantageous peace.

In many British industries Boards for the adjustment Tflhisin-ueeee on
of wages work steadily, and smoothly, because there is a character

d . ~..J f ·fl If bears Iruitstrong esire to avmn waste 0 energy on tn es, an in Boards

employee disputes the justice of any judgment passed by ~ ~=
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VI, :nn, 8. his employer or foreman on his work or his remuneration
which for it, the employer in the first instance calls in the
~~:~~dtrade union secretary as arbiter: his verdict is generally
work. accepted by the employer; and of course it must be accepted

by the operative. If beneath this particular personal
dispute there is a question of principle on which no clear
agreement has been reached by the Board, the matter may
be referred for discussion to the secretaries of the employers'
association and the trade union in conference: if they cannot
agree, it may be passed on to the Board. At last, if the
stake at issue is large enough, and neither side will give way,
the issue is relegated by a strike or a lock-out to the decision
of force. But even then the good services of several genera-
tions of organized trade unions are seen in the conduct of
the contest; which generally differs in method from the
contest waged between employers and employed a century
ago, very much as honourable war between modern civilized
peoples does from fierce guerilla war among wild peoples.
Self-control and moderation of manner overlying resolute
purpose distinguish the British delegates above others at an
international labour conference.

But the very greatness of the services which trade unions
have rendered imposes on them corresponding obligations.
Noblesse oblige: and they are bound to look with suspicion
on those who exaggerate their power of raising wages by
particular devices, especially when such devices contain an
anti-social element. There are indeed but few movements
which are without reproach: some destructive influence lurks
in nearly every great and good effort. But the evil should
be stripped of all gloss, and carefully examined, 80 that it
may be kept down.

The § 8. The chief instrument by which trade unions have
Common btai d h . f' . ith h .Rule is 0 ame t err power 0 negotiating on even terms WI t err
~t=!ntemployers is a " Common Rule" as regards the standard wage
~~for to be paid for an hour's work of a given class, or again for
rood ~d piece-work of a given class. Custom and the rather ineffec-
or eviL • f b J' h P hi!tive assessments 0 wages y ustices of t e eace, w e

hindering the workman from rising, had also defended him
from extreme pressure. But, when competition became free,
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the isolated workman was at a disadvantage in bargaining VI, XIII, 8.

with employers. For, even in Adam Smith's time, they were -
generally in agreement, formal or informal, not to outbid one
another in the hire of labour. And when, as time went on,
a single firm was often able to employ several thousands of
workmen, that fum by itself became a larger as well as a
more compact bargaining force than a small trade union.

It is true that the agreements and understandings of The com-
• . petition ofemployers not to overbid one another were not universal, employers

and were often evaded or broken. It is true that when the ::dj~t~he

net product due to the labour of additional workers was b~':ro~
largely in excess of the wages that were being paid to them, its net

hi I ld b he i di . f hi producta pus mg emp oyer wou rave t e in gnation 0 IS peers, graduated

and attract workers to him by the offer of higher wages: ~c;ff~i~
and it is true that in progressive industrial districts this ency;

competition was sufficient to secure that no considerable
body of workers should remain for long with wages much
below the equivalent of their net product. It is necessary
to reassert here the fact that this net product, to which
the wages of a worker of normal efficiency approximate,
is the net product of a worker of normal efficiency: for
a suggestion has indeed been made by some advocates of
extreme enforcements of the Common Rule, that competition
tends to make the wages of the efficient worker equal to the
net product of that worker who is so inefficient that the
employer can barely be induced to employ him at all-.

1 The wholesome inlluenCi!8 on social wellbeing, which are exercised by trade
union leaders ill many directions, are apt to be marred by a misunderstanding on
this matter. They commonly give as their authonty the very weighty and able
treatise on ltul1Utrial Dt'mOC'I"acy by IIIr and Mrs Webb, where the misunder-
standing is suggested. Thus they say, p. 710, "It is now theoretically
demonstrated, as we saw in our chapter on 'The Verdict of the Economists,' that
under 'perfect competition,' and complete mobility between one occupation and
another, the common level of wages tends to be no more than' the net produce
due to the labour of the marginal labourer •who is on the verge of not being employed
at all!" And, p. 787 f. n., they refer to this marginal labourer as an industrial
invalid or pauper, saying:-"U the wages of every class of labour under perfect
competition tend to be no more than the net produce due to the additional labour
of the marginal labourer of that elasa, who is on the verge of not being employed
at all, the abstraction of the paupers, not necessarIly from productive labour for
themselves, but from the competitive labour market, by raising the capacIty
of the marginal wage labourer, would seem to increase the wages of the entire
labouring class."

K.
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VI, xm,9. But in fact competition does not act in this way. It does
it does not tend to make weekly wages in similar employments
not adjust equal: it tends to adjust them to the efficiencyof the workers.wages
f~~~~!tIf A will do twice as much work as B, an employer on the
product of margin of doubt as to whether it is worth his while to take
inefflcrent
labour. on additional workers, will make just as good a bargain by

taking on A at four shillings as by taking on B and another
at two shillings each. And the causes which govern wages
are indicated as clearly by watching the marginal case of A
at four shillings as that of B at two-.

§ 9. Speaking broadly then it may be said that trade
unions have benefited the nation as well as themselves by
such uses of the Common Rule 4S make for a true standar-
dization of work and wages; especially when combined with
a frank endeavour to make she resources of the country
go as far as they will, and thus to promote the growth of
the national dividend. Any rise of wages or improvement
in the conditions of life, and employment, which they may
obtain by these reasonable methods, is likely to make for
social wellbeing. It is not likely to worry and dishearten
business enterprise, nor to throw out of their stride those
whose efforts are making most for national leadership: nor
wiII it drive capital abroad to any great extent.

The case is different with applications of the Common
Rule which make for a false standardization; which tend to
force employers to put relatively inefficient workers in the
same class for payment as more efficient workers; or which

True
standar-
dization is
socially
beneficial.

Danger
that the
Common
Rule may
work for
false
standar-
dization.

I It is really an understatement to say that competition tends to make
the employer WIlling to pay twice as high wages to A as to B under these
conditions. For an efficient worker who will make the same factory space
and plant and supervision serve for twice as much production as an inefficient
worker, is worth more than twice as much wages to the employer: he may really be
worth three times as much. (See above, VI. III. 2.) Of course the employer may
be afraid to offer to the more efficient worker wag~s proportionate to his true net
product, lest inefficient workers, supported by their unions, should over-estimate
his rate of profits, and claim a rise in wages. But in this case the cause which
makes the employer pay attention to the net product of the less efficient worker,
when considering how much it is worth his while to olIer to the more efficient, is
nos free competition, but that resistance to free competition which is offered
by t.he misapplication of the common rule. Some modem schemes for "gain
sharing" aim at raising the wages of efficient workelB nearly in proportion to
their true net product; that. is, more than in proportion to tIM "piece-work" rate:
but trade uniOI18do not alway. favour such schemes.
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prevent anyone from doing work for which he is capable, VI, xnr,9.

on the ground that it does not technically belong to him.
These uses of the Rule are prima facie anti-social. There may
indeed be stronger reasons for such action than appear on the
surface: but their importance is apt to be exaggerated by
the professional zeal of trade union officials for the technical
perfection of the organization, for which they arc responsible.
The reasons are therefore of a kind for which external criticism
may be serviceable, in spite of its aloofness. We may begin
with a strong case, on which there is now relatively little
difference of opinion.

In the days when trade unions had not learnt full The case

self-respect, forms of false standardization were common. ~ft~Jt~
Obstacles were put in the way of the use of improved methods imprh~vedmac mery
and machinery; and attem pts were made to fix the standard and

wage for a task at the equivalent of the labour required to methods.

perform it by methods long antiquated. This again tended
to sustain wages in the particular branch of industry con-
cerned; but only by so great a check to production, that the
policy, if generally successful, would have greatly curtailed
the national dividend, and lessened employment at good
wages in the country generally. The service which the
leading trade unionists rendered to the country by condemn-
ing this anti-social conduct are never to be forgotten. And
though some partial relapse from its high principles on the
part of an enlightened union led up to the great dispute of
1897 in the engineering trade, the error was quickly purged
of at least its worst features',

Again, false standardization is involved in a practice, still Insistence

followed by many unions, of refusing to allow an elderly man, ~t:.!t.rd

who can no longer do a full standard day's work, to take cl~~i;or
something less than standard wages. This practice slightly workers.

1 A useful hisf,ory of the opposition to machinery is given in Industnal
DMnoC1'acy, Part II. chapter vm. It J6 combmed with the advice not generally
to resist the introduction of machinery, but not to accept lower wages for
working on the old methods in order to meet its competition. This is good
advice for young men. But it cannot always be followed by men who have
reached their prime: and if the administrative power of Governments should
increase faster than the new tasks 'It hich they appropriate from private enterprise.
they may do excellent service hy grappling with those social discords that arise,
when the skill of middle-aged and elderly men is rendered almost valueless by
improved methods.
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VI, nn, 9. restricts the supply of labour in the trade, and appears to
- benefit those who enforce it. But it cannot permanently

restrict numbers: it often involves a heavy burden on the
benefit funds of the union, and it is generally shortsighted
even from a purely selfish point of view. It lowers the
national dividend considerably: it condemns elderly men
to take their choice between oppressive idleness, and a weary
struggle to work harder than is good for them. It is harsh
and anti-social.

To pass to a more doubtful case :-some delimitation
of the functions of each industrial group is essential to the
working of the Common Rule: and it is certainly in the
interests of industrial progress that every urban artisan
should seek to attain high proficiency in some branch of
work. But a good principle is apt to be pushed to evil
excess, when a man is not allowed to do a certain part of the
work on which he is engaged, though it is quite easy to him.
on the pretext that it belongs technically to another depart-
ment. Such prohibitions are of relatively little injury in
establishments that make large numbers of similar goods.
For in these it is possible so to arrange the work that there
is fairly uniform employment for an integral number of
operatives of each of many different classes: an integral
number, i.e., one with no ragged fringe of workers who earn
a part of their living elsewhere. But such prohibitions
press hardly on small employers; and especially on those who
are on the lower rungs of a ladder that may lead in two
generations, if not in one, to great achievements that make
for national leadership. Even in large establishments, they
increase the chance that a man, for whom it is difficult
to find work at the time, will be sent to seek employment
elsewhere; and thus swell for the time the ranks of the
unemployed. Delimitation then, though a social good when
applied moderately and with judgment, becomes an evil
when pushed to extremes for the sake of the minor tactical
advantages which it offers>,

Tbemore
doubtful
case of de-
hmitation
ofworlc.

1 It may be noted that the great Amalgamated Society of Engineers, to which
reference bas just been made, led the way to concerted action between kindred
branches of industry that softens the hard outlines of delimitation.
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§ 10. Next we may pass to a still subtler and more diffi- VI, XIII,

cult matter. It is a case in which the Common Rule appears 10.

to work badly, not because it is applied harshly: but because ~;!~~~s
the work, to which it is set, requires it to be more perfect Wlt~ al

technically than it is, or perhaps can be made. The centre ~~~es

of this matter is that the standards of wages are expressed in :~hasing
terms of money: and since the real value of money changes ~o~~~~f

from one decade to another, and fluctuates rapidly from y@arantdtfluC-
ua IOns

to year, rigid money standards cannot work out truly. It of corn-

is difficult, if not impossible, to give them appropriate ~r:ili~~l
elasticity: and that is a reason against extreme applications
of the Common Rule, which must perforce use so rigid and
imperfect an implement.

The urgency of this consideration is increased by the
natural tendency of trade unions to press for a rise in standard
money wages during inflations of credit, which raise prices
and lower the purchasing power of money for the time. At
that time employers may be willing to pay high wages,
measured in real purchasing power and still higher wages in
terms of money, even for labour that falls somewhat short of
the standard of full normal efficiency. Thus men of but
second-rate efficiency earn the high standard money wages,
and make good their claim to be admitted as members of the
union. But very soon the inflation of credit subsides, and is
followed by a depression; prices falJ, and the purchasing
power of money rises: the real value of labour falls, and its
money value falls faster. The high standard of money wages,
attained during the inflation, is now too high to leave a good
margin of profits even on the work of fully efficient men; and
those, who are below the standard of efficiency, are not worth
the standard wages. This false standardization is not an
unmixed evil to the efficient members of the trade: for it
tends to make their labour more in demand, just as does
the compulsory idleness of elderly men. But it does so only
by checking production, and therefore checking the demand
for the labour of other branches of industry. The more such
a policy is persisted in by trade unions generally, the deeper
and the more sustained is the injury caused to the national
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dividend; and the less is the aggregate of employment at
good wages throughout the country.

In the long run every branch of industry would prosper
better, if each exerted itself more strenuously to set up
several standards of efficiencyfor labour, with corresponding
standards for wages; and were more quick to consent to some
relaxation of a high standard of money wages when the
crest of a wave of high prices, to which it was adapted,
had passed away. Such adjustments are full of difficulty:
but progress towards them might be hastened if there
were a more general and clear appreciation of the fact
that high wages, gained by means that hinder production in
any branch of industry, necessarily increase unemployment
in other branches. For, indeed, the only effective remedy
for unemployment is a continuous adjustment of means to
ends, in such way that credit can be based on the solid
foundation of fairly accurate forecasts; and that reckless
inflations of credit-the chief cause of all economic malaise-
may be kept within narrower limits.

This matter cannot be argued here: but a few words
may be said in further explanation. Mill well observed that
"What constitutes the means of payment for commodities is
simply commodities. Each person's means of paying for the
productions of other people consist of those which he himself
possesses. All sellers are inevitably, and by the meaning
of the word, buyers. Could we suddenly double the pro-
ductive powers of the country, we should double the supply
of commodities in every market; but we should, by the
same stroke, double the purchasing power. .Everybody
would bring a double demand as well as supply; everybody
would be able to buy twice as much, because everyone
would have twice as much to offer in exchange."

But though men have the power to purchase they may
not choose to use it. For when confidence has been shaken
by failures, capital cannot be got to start new companies or
extend old ones. Projects for new railways meet with no
favour, ships lie idle, and there are no orders for new ships.
There is scarcely any demand for the work of navvies, and
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not much for the work of the building and the engine-making VI, xm,
trades. In short there is but little occupation in any of the 10.

trades which make fixed capital. Those whose skill and
capital is specialized in these trades are earning little, and
therefore buying little of the produce of other trades. Other
trades, finding a poor market for their goods, produce less;
they earn less, and therefore they buy less: the diminution
of the demand for their wares makes them demand less of
other trades. Thus commercial disorganization spreads: the
disorganization of one trade throws others out of gear, and
they react on it and increase its disorganization.

The chief cause of the evil is a want of confidence. The The

rt f it ld b d I . . if mutualgreater pa 0 1 cou e remove a most In an Instant 1 relations

confidence could return, touch all industries with her magic ~~!~ani-
wand, and make them continue their production and their zatdi~ntofere 1 ,pro-
demand for the wares of others. If all trades which make duetion,

d f di . d k d b and eon-goo s or irect consumption agree to wor on, an to uy sumption.

each other's goods as in ordinary times, they would supply
one another with the means of earning a moderate rate of
profits and of wages. The trades which make fixed capital
might have to wait a little longer: but they too would get
employment when confidence had revived so far that those
who had capital to invest had made up their minds how to
invest it. Confidence by growing would cause itself to
grow; credit would give increased means of purchase, and
thus prices would recover. Those in trade already would
make good profits, new companies would be started, old
businesses would be extended; and soon there would be a
good demand even for the work of those who make fixed
capital. There is of course no formal agreement between
the different trades to begin again to work full time, and so
make a market for each other's wares. But the revival of
industry comes about through the gradual and often simul-
taneous growth of confidence among many various trades;
it begins as soon as traders think that prices will not
continue to fall: and with a revival of industry prices rise I.

1 The quotation from Mill and the two paragraphs which follow it are re-
produced from T"M EC01IMIIic. of lrulustry, III. I. 4, published by my wife and
myse\! in 1879. They indicate the attltude which most of those, who follow in
the traditions of the classical economists, hold as to the relations between
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§ 11. The main drift of this study of Distribution then
suggests that the social and economic forces already at work

;:~~~:~ of are changing the distribution of wealth for the better: that
change is they are persistent and increasing in strength; and that
80 far heir infl . f h ulati hbeneficial, t eir 1 uence IS or t e greater part cum ative; t at the
as to plead. . •• d li d I hfor caution SOClO-eCOnOmlCorganism IS more e cate an comp ex t an
in refonn. at first sight appears; and that large ill-considered changes

might result in grave disaster. In particular it suggests
that the assumption and ownership by Government of all
the means of production, even if brought about gradually
and slowly, as the more responsible" Collectivists" propose,
might cut deeper into the roots of social prosperity than
appears at first sight.

Starting from the fact that the growth of the national
dividend depends on the continued progress of invention and
the accumulation of expensive appliances for production; we
are bound to reflect that up to the present time nearly all of
the innumerable inventions that have given us our command
over nature have been made by independent workers; and
that the contributions from Government officials all the
world over have been relatively small. Further, nearly all
the costly appliances for production which are now in col-
lective ownership by national or local Governments, have
been bought with resources borrowed mainly from the
savings of business men and other private individuals.
Oligarchic Governments have sometimes made great efforts
to accumulate collective wealth; and it may be hoped that
in the coming time, foresight and patience will become the
common property of the main body of the working classes.
But, as things are, too great a risk would be involved by

VI, XID,
11.

The
economic
and social
perils of
collectiv-
ism.

consumption and production. It 18 true that in times of depression the dis-
organization of consumption is a contributory cause to the continuance of the
disorganization of credit and of production. But a remedy is not to be got by
a study of consumption, as has been alleged hy some hasty writers. No doubt
thcre is good work to be done by a study of the influence of arbitrary changes ill

fashion on employment. But the main study needed is that of the organization of
production and of credit. And, though economists have not yet succeeded in
bringing that study to a successful issue, the cause of their failure lies in the
profound obscurity and ever-changmg fonn of the prohlem; it does not lie in
any indifference on their part to its supreme importance. Economics from begin-
ning to end is a study of the mutual adjustments of conswnption and production:
when the one is under discussion, the other is never out of mind.
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entrusting to a pure democracy the accumulation of the VI, xm,
resources needed for acquiring yet further command over 11.

nature.
There is therefore strong prima facie cause for fearing

that the collective ownership of the means of production
would deaden the energies of mankind, and arrest economic
progress; unless before its introduction the whole people
had acquired a power of unselfish devotion to the public good
which is now relatively rare. And, though this matter cannot
be entered upon here, it might probably destroy much that
is most beautiful and joyful in the private and domestic
relations of life. These are the main reasons which cause
patient students of economics generally to anticipate little
good and much evil from schemes for sudden and violent
reorganization of the economic, social and political conditions
of life.

Further, we are bound to reflect that the distribution of Existing

h . Idivid d h h b d . I b d . mequahtiest e nationa VI en ,t oug a, IS not near y as a as IS of wealth

commonly supposed. In fact there are many artisan house- :~~~ten

holds in England, and even more in the United States in spite gerated,

of the colossal fortunes that are found there, which would lose
by an equal distribution of the national income. Therefore
the fortunes of the masses of the people, though they would
of course be greatly improved for the time by the removal
if all inequalities, would not be raised even temporarily at
all near to the level which is assigned to them in socialistic
anticipations of a Golden Agel.

But this cautious attitude does not imply acquiescence but they

in the present inequalities of wealth. The drift of economic ~:dlesslY

science during many generations has been with increasing great;

force towards the belief that there is no real necessity, and
1 Some years ago the annual income of some 49,000,000 people in tbe United

Kingdom appeared to amount to more than £2,000,000,000. Many leading artisans
were earning about £200 a year; and there were a vast number of artisan households
in which each of four or five members were earning an income ranging from 18s. to
408. a week. The expenditure of these households was on as large, if not a larger
scale, than would be possible if the total income were divided out equally, so as to
yield about £40 annually a head. PS, 1920. No recent statistics are accessible on the
matter. But it seems certain that the incomes of the working classes generally are
increasing at least as fast as those of other classes. Several of the suggestions made
in the present chapter are furtber developed in an article on "The social possibilities
of economic cluvalry" in the Ec_ic Joumal for March 1907.
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therefore no moral justification for extreme poverty side by
side with great wealth. The inequalities of wealth though
less than they are often represented to be, are a serious
flaw in our economic organization. Any diminution of them
which can be attained by means that would not sap the
springs of free initiative and strength of character, and
would not therefore materially check the growth of the
national dividend, would seem to be a clear social gain.
Though arithmetic warns us that it is impossible to raise
all earnings beyond the level already reached by specially
well-to-do artisan families, it is certainly desirable that those
who are below that level should be raised, even at the
expense of lowering in some degree those who are above it.

§ 12. Prompt action is needed in regard to the
large, though it may be hoped, now steadily diminishing,
"Residuum" of persons who are physically, mentally, or
morally incapable of doing a good day's work with which
to earn a good day's wage. This class perhaps includes
some others besides those who are absolutely" unemployable."
But it is a class that needs exceptional treatment. The
system of economic freedom is probably the best from both
a moral and material point of view for those who are in
fairly good health of mind and body. But the Residuum
cannot turn it to good account: and if they are allowed to
bring up children in their own pattern, then Anglo-Saxon
freedom must work badly through them on the coming
generation. It would be better for them and much better
for the nation that they should come under a paternal
discipline something like that which prevails in Germany'.

1 A beginning migM be made with a broader, more educative and more
generous admirustrauon of public aid to the helpless. The dlfnculty of dis-
crimination would need to be faced: and in facing it local and central
authorities would obtain much 01 the infonnation needed lor guiding, and in
extreme cases for controlling, those who are weak and especially those whose
weakness is a source of grave danger to the coming generation. Elderly people
might be helped with a chief regard to economy and to their pelIIOnal inclinations.
But the case 01 those, who are responsible for young children, would call
for a greater expenditure of public funds, and a more strict suboMination
of personal freedom to public necessity. The most urgent among the first steps
towards causing the Residuum to ceaae from the land, is to insist on regular school
attendance in decent clothing, and with bodies clean and fairly well fed. In case
of failure the parents should be warned and advised: as a last reeource the homes



'l'HE REsIDUUM. A MINIMUM WAGE 715

The evil to be dealt with is so urgent that strong VI, XnI,

measures against it are eagerly to be desired. And the 12.

proposal that a minimum wage should be fixed by authority ;::; ~~~s

of Government below which no man may work, and another ~~~~ties

below which no woman may work, has claimed the attention proposal

of students for a long while. If it could be made effective, ~in'imum
its benefits would be so great that it might be gladly wage.

accepted, in spite of the fear that it would lead to malinger-
ing and some other abuses; and that it would be used as a
leverage for pressing for a rigid artificial standard of wages,
in cases in which there was no exceptional justification for
it. But, though great improvements in the details of the
scheme have been made recently, and especially in the last
two or three years, its central difficulties do not appear to
have been fairly faced. There is scarcely any experience to
guide us except that of Australasia, where every inhabitant
is part owner of a vast landed property; and which has been
recently peopled by men and women in full strength and
health. And such experience is of but little use in regard to
a people whose vitality has been impaired by the old Poor
Law, and the old Corn Laws; and by the misuses of the
Factory system, when its dangers were not yet understood.
A scheme, that has any claim to be ready for practical adop-
tion, must be based on statistical estimates of the numbers
of those who under it would be forced to seek the aid of the
State, because their work was not worth the minimum wage;
with special reference to the question how many of these
might have supported life fairly well if it had been possible to
work with nature, and to adjust in many cases the minimum
wage to the family, instead of to the individual',

might be closed or regulated with some limitation of the freedom of the parents.
The expense would be great: but there is no other so urgent need for bold
expenditure. It would remove the great canker that infects the whole body of
the nation: and when the work was done the resources that had been absorbed by
it would be free for some more pleasant but less pressing SOCialduty.

I This last consideration seems to have been pushed on one side largely under
the influence of a faulty analysis of the nature of .. parasitic" work and of its
influence on wages. The family is, in the main, a single unit as regards geogra-
phical migration: and therefore the wages of men are relatively high, and those of
women and children low where heavy iron or other industries preponderate, while
in lIOIIleother districts 1e88than half the money income of the family is earned by
the father, and men'. wages are relatively low. This natural adjuatment is aociaUy
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§ 13. Turning then to those workers who have fairly
good moral and physical stamina, it may be estimated roughly~:m~:tthat those who are capable only of rather unskilled work

unskilled constitute about a fourth of the population. And those who,
:f~i!~though fit for the lower kinds of skilled work are neither=:~~fit for highly skilled work, nor able to act wisely and

promptly in responsible positions, constitute about another
fourth. If similar estimates had been made in England a
century ago, the proportions would have been very different:
more than a half would have been found unfit for any skilled
labour at all, beyond the ordinary routine of agriculture;
and perhaps less than a sixth part would have been fit for
highly skilled or responsible work: for the education of the
people was not then recognized as a national duty and a
national economy. If this had been the only change the
urgent demand for unskilled labour would have compelled
employers to pay for it nearly the same wage as for skilled:
the wages for skilled labour would have fallen a little and
those for unskilled would have risen, until the two had nearly
met.

Buthin, Even as it is, something like this has happened: the wages
::~dim~:;:of unskilled labour have risen faster than those of any other
=~~~or class, faster even than those of skilled labour. And this
~h:eurJd!dsmovement towards the equalization of earnings would have
whichused gone much faster, had not the work of purely unskilled labour
to be re- •
garded as been meanwhile annexed by automatic and other machinery
unskilled. faster even than that of skilled labour; so that there is

less wholly unskilled work to be done now than formerly.
It is true that some kinds of work, which traditionally belong
to skilled artisans, require now less skill than formerly. But,
on the other hand, the so-called "unskilled" labourer has
now often to handle appliances too subtle and expensive to
have been safely entrusted to the ordinary English labourer
a century ago, or to any people at all in some backward
countries now.

Thus mechanical progress is a chief cause of the great
differences that still exist between the earnings of different

VI,nn,
13.

beneficial; and rigid national rules as to nunimum wages for men and for women,
which ignore or oppose it, are to be deprecated.
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kinds of labour; and this may seem at first sight a severe VI, XIII,

indictment: but it is not. If mechanical progress had been 13.

much slower the real wages of unskilled labour would have
been lower than they are now, not higher: for the growth of
the national dividend would have been so much checked that
even the skilled workers would generally have had to content
themselves with less real purchasing power for an hour's
work than the 6d. of the London bricklayer's labourer: and
the unskilled labourers' wages would of course have been
lower still. It has been assumed that the happiness of life,
in so far as it depends on material conditions, may be said to
begin when the income is sufficient to yield the barest neces-
saries of life: and that after that has been attained, an
increase by a given percentage of the income will increase
that happiness by about the same amount, whatever the
income be. This rough hypothesis leads to the conclusion
that an increase by (say) a quarter of the wages of the poorer
class of bona fide workers adds more to the sum total of
happiness than an increase by a. quarter of the incomes of
an equal number of any other class. And that seems reason-
able: for it arrests positive suffering, and active causes of
degradation, and it opens the way to hope as no other
proportionate increase of incomes does. From this point of
view it may be urged that the poorer classes have derived a
greater real benefit from economic progress on its mechanical
and other sides, than is suggested by the statistics of their
wages. But all the more is it the duty of society to en-
deavour to carry yet further an increase of wellbeing which
is to be obtained at so Iowa cost-.

We have then to strive to keep mechanical progress in The chie!

full swing: and to diminish the supply of labour, incapable of :fi~~o~e

any but unskilled work; in order that the average income of ~~~tenof

the country may rise faster even than in the past, and the :~~ll~~'for

share of it got by each unskilled labourer may rise faster higher

still. To that end we need to move in the same direction work,

as in recent years, but more strenuously. Education must

1 &e above, III. VI. 6; and Note VIII. in the Mathematical Appendix.
Compare also Professor Carver on "Machinery and the Laborers " in the
Quamrly JouTft4l of ECOMmics, 1908.
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VI, XID,
13.

and to do
the same
with the
children
or the
skilled.

PROGRESS IN RELATION TO STANDARDS OF LIFE

be made more thorough. The schoolmaster must learn that
his main duty is not to impart knowledge, for a few shillings
will buy more printed knowledge than a man's brain can
hold. It is to educate character, faculties and activities; so
that the children even of those parents who are not thoughtful
themselves, may have a better chance of being trained up to
become thoughtful parents of the next generation. To this
end public money must flow freely. And it must flow freely
to provide fresh air and space for wholesome play for the
children in all working class quarters",

Thus the State seems to be required to contribute
generously and even lavishly to that side of the wellbeing of
the poorer working class which they cannot easily provide for
themselves: and at the same time to insist that the inside of
the houses be kept clean, and fit for those who will be needed
in after years to act as strong and responsible citizens. The
compulsory standard of cubic feet of air per head needs to
be raised steadily though not violently: and this combined
with a regulation that no row of high buildings be erected
without adequate free space in front and behind, will hasten
the movement, already in progress, of the working classes
from the central districts of large towns, to places in which
freer playroom is possible. Meanwhile public aid and
control in medical and sanitary matters will work in another
direction to lessen the weight that has hitherto pressed on
the children of the poorer classes.

The children of unskilled workers need to be made
capable of earning the wages of skilled work: and the
children of skilled workers need by similar means to be made
capable of doing still more responsible work. They will
not gain much, they are indeed more likely to lose, by
pushing themselves into the ranks of the lower middle
class: for, as has already been observed, the mere power of
writing and keeping accounts belongs really to a lower grade
than skilled manual work; and has ranked above it ill past
times, merely because popular education had been neglected.

I It is urged below, Appendix a, 8, 9, that the health of the working classes, and
especially of their children, has a first claim on rates levied on that special value
of urban land which is caused by the concentration of population.
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There is often a sociel loss as well as a social gain when the VI, zm,
children of any grade press into the grade above them. But 13.

the existence of our present lowest class is an almost unmixed
evil: nothing should be done to promote the increase of its
numbers, and children once born into it should be helped to
rise out of it.

There is plenty of room in the upper ranks of the The con-
rti d th . b d f . h structivea leans; an ere IS a un ant room or new comers In t e imagina-

upper ranks of the middle class. It is to the activity and ~~~c~n

resource of the leading minds in this class that most of material

h . . d . d hi progresst ose inventions an Improvements are ue, w ich enable mamly

the working man of to-day to have comforts and luxuries depends.

that were rare or unknown among the richest of a few
generations ago: and without which indeed England could
not supply her present population with a sufficiency even of
common food. And it is a vast and wholly unmixed gain
when the children of any class press within the relatively
small charmed circle of those who create new ideas, and who
embody those new ideas in solid constructions. Their profits
are sometimes large : but taking one with another they have
probably earned for the world a hundred times or more as
much as they have earned for themselves.

It is true that many of the largest fortunes are made Malignant

by speculation rather than by truly constructive work: and ~~:~I~!lOn
much of this speculation is associated with anti-social strategy, ;~e;ous
and even with evil manipulation of the sources from which ~~.nce

ordinary investors derive their guidance. A remedy is not g~.

easy, and may never be perfect. Hasty attempts to control
speculation by simple enactments have invariably proved
either futile or mischievous: but this is one of those matters
in which the rapidly increasing force of economic studies may
be expected to render great service to the world in the
course of this century.

In many other ways evil may be lessened by a wider Soci~ili

understandmg of the social possibilities of economic chivalry. fi~~~f-
A devotion to public wellbeing on the part of the rich may ~~~*;~
do much, a8 enlightenment spreads, to help the tax-gatherer
in turning the resources of the rich to high account in the
service of the poor, and may remove the worst evils of poverty
from the land.
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VI, zm, § 14. The inequalities of wealth, and especially the very
14- low earnings of the poorest classes, have just been discussed

~~~:kier with reference to their effects in dwarfing activities as well as
well than in curtailing the satisfaction of wants. But here, as every-
to use
wealth where, the economist is brought up against the fact that the
:~'much power of rightly using such income and opportunities, as a
~as:: than family has, is in itself wealth of the highest order, and of
le~ a kind that is rare in all classes. Perhaps £100,000,000
we annually are spent even by the working classes, and

£400,000,000 by the rest of the population of England, in
ways that do little or nothing towards making life nobler or
truly happier. And, though it is true that a shortening of
the hours of labour would in many cases lessen the national
dividend and lower wages: yet it would probably be well
that most people should work rather less; provided that the
consequent loss of material income could be met exclusively
by the abandonment by all classes of the least worthy
methods of consumption; and that they could learn to spend
leisure well.

But unfortunately human nature improves slowly, and in
nothing more slowly than in the hard task of learning to usc
leisure well. In every age, in every nation, and in every
rank of society, those who have known how to work well, have
been far more numerous than those who have known how to
use leisure well. But on the other hand it is only through
freedom to use leisure as they will, that people can learn to
use leisure well: and no class of manual workers, who are
devoid of leisure, can have much self-respect and become
full citizens. Some time free from the fatigue of work that
tires without educating, is a necessary condition of a high
standard of life.

Leisure for In this, as in all similar cases, it is the young whose faculties
~~ Iand activities are of the highest importance both to the mora -

ist and the economist. The most imperative duty of this
generation is to provide for the young such opportunities as
will both develop their higher nature, and make them efficient
producers. And an essential condition to this end is long-
continued freedom from mechanical toil; together with
abundant leisure for school and for such kinds of playas
strengthen and develop the character.
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Even if we took account only of the injury done to the VI, XIII,

young by living in a home in which the father and the mother 15.

lead joyless lives, it would be in the interest of society to ~~sr~f
afford some relief to them also. Able workers and good the rising

• •. . generation
citizens are not likely to come from homes, from which the in the

mother is absent during a great part of the day; nor from r:b':rof

homes, to which the father seldom returns till his children ~~:::~.
are asleep: and therefore society as a whole has a direct
interest in the curtailment of extravagantly long hours of
duty away from home, even for mineral-train-guards and
others, whose work is not in itself very hard.

§ 15. In discussing the difficulty of adjusting the supply Industrial

f . d . I kill f . ki d h d d £ . adjustmento In ustria s 0 vanous 10 s to t e eman or It, IS hmdered

attention was called to the fact that the adjustment could ~!n;~hof
not be nearly accurate, because the methods of industry ~::db;~~;
change rapidly, and the skill of a worker needs to be used still longer

• hfe offor some forty or even fifty years after he has set himself to inherited

acquire it '. The difficulties which we have just discussed ~~'::;:c~~r.
turn largely on the long life of inherited habits and tones of
thought and feeling. If the organization of our joint-stock
companies, of our railways or our canals is bad, we can set it
right in a decade or two. But those elements of human
nature which have been developed during centuries of war
and violence, and of sordid and gross pleasures, cannot be
greatly changed in the course of a single generation.

Now, as always, noble and eager schemers for the re- U hwnan

organization of society have painted beautiful pictures of ~~~Jebe

life, as it might be under institutions which their imagination ~~:~:
constructs easilv. But it is an irresponsible imagination, in forme ted• pnva
that it proceeds on the suppressed assumption that human property

will d h ... . kl d would benature ,un er t e new institutions, qUlC y un ergo unneces-

changes such as cannot reasonably be expected in the course h'::'~:!.
of a century, even under favourable conditions. If human
nature could be thus ideally transformed, economic chivalry
would dominate life even under the existing institutions of
private property. And private property, the necessity for
which doubtless reaches no deeper than the qualities of

I See VL v. 1, 2.
II. (6
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VI, XIII, human nature, would become harmless at the same time
15. that it became unnecessary.

There There is then need to guard against the temptation to
J8 evil in
extreme overstate the economic evils of our own age, and to ignore
:~~tt'!ce,the existence of similar and worse evils in earlier ages; even
mte.xtreme though some exaggeration may for the time stimulate others,
pa renee,
with80cial as well as ourselves, to a more intense resolve that the present
ills. evils shall no longer be allowed to exist. But it is not less

wrong, and generally it is much more foolish, to palter with
truth for a good than for a selfish cause. And the pessimist
descriptions of our own age, combined with romantic ex-
aggerations of the happiness of past ages, must tend to the
setting aside of methods of progress, the work of which if
slow is yet solid; and to the hasty adoption of others of
greater promise, but which resemble the potent medicines of
a charlatan, and while quickly effecting a little good, sow
the seeds of widespread and lasting decay. This impatient
insincerity is an evil only less great than that moral torpor
which can endure that we, with our modern resources and
knowledge, should look on contentedly at the continued
destruction of all that is worth having in multitudes of
human lives, and solace ourselves with the reflection that
anyhow the evils of our own age are less than those of the
past.

And now we must conclude this part of our study.
We have reached very few practical conclusions; because it
is generally necessary to look at the whole of the economic,
to say nothing of the moral and other aspects of a practical
problem before attempting to deal with it at all: and in real
life nearly every economic issue depends, more or less directly,
on some complex actions and reactions of credit, of foreign
trade, and of modem developments of combination and
monopoly. But the ground which we have traversed in
Books V. and VI. is, in some respects, the most difficult of
the whole province of economics; and it commands, and gives
access to, the remainder.
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APPENDIX A.

THE GROWTH OF FREE INDUSTRY AND ENTERPRISE.

§ 1. THE last section of the first chapter of Book I. describes the APP. A, 1.
purpose of Appendices A and B; and may be taken as an introduction
to them.

Although the proximate causes of the chief events in history are Individual
to be found in the actions of individuals, yet most of the conditions actdionan race
which have made these events possible are traceable to the influence character
of inherited institutions and race qualities and of physical nature. act atndmac
Race qualities themselves are, however, mainly caused by the action on one
of individuals and physical causes in more or leas remote time. ~no~her:
A strong race has often sprung, in fact as well as in name, from some mO~chare
progenitor of singular strength of body and character. The usages Ib·nftuehn~al

•• YP YSIC
which make a race strong in peace and war are often due to the causes.
wisdom of a few great thinkers who have interpreted and developed
its customs and rules, perhaps by formal precepts, perhaps by a quiet
and almost unperceived influence. But none of these things are of
any permanent avail if the climate is unfavourable to vigour: the
gifts of nature, her land, her waters, and her skies, determine the
character of the race's work, and thus give a tone to social and political
institutions.

These differences do not show themselves clearly so long as man Savagelife
is still savage. Scanty and untrustworthy as is our information about ~~: ~d
the habits of savage tribes, we know enough of them to be sure that Impulse.
they show a strange uniformity of general character, amid great variety
of detail Whatever be their climate and whatever their ancestry,
we find savages living under the dominion of custom and impulse;
scarcely ever striking out new lines for themselves; never forecasting
the distant future, and seldom making provision even for the near
future; fitful in spite of their servitude to custom, governed by the
fancy of the moment; ready at times for the most arduous exertions,
but incapable of keeping themselves long to steady work. Laborious

46-2



724: THE GROWTH OF FREE INDUSTRY AND ENTERPRISE

APP. A, I. and tedious tasks a.re avoided 88 far 88 possible; those which are
inevitable are done by the compulsory labour of women.

Physical It is when we pass from savage life to the early forms of civilization
:~st that the influence of physical surroundings forces itself most on our
powerfully notice. This is partly because early history is meagre, and tells us
~ th~ :rly but little of the particular events and of the influences of strong
ci~ation individual characters by which the course of national progress has

been guided and controlled, hastened onwards or turned backwards.
But it is chiefly because in this stage of his progress man's power of
contending with nature is small, and he can do nothing without her
generous help. Nature has marked out a few places on the earth's
surface as specially favourable to man's first attempts to raise himself
from the savage state; and the first growth of culture and the in-
dustrial arts was directed and controlled by the physical conditions
of these favoured spots",

which have Even the simplest civilization is impossible unless man's efforts
ntaekressanl'lyare more than sufficient to supply him with the necessaries of life;en pace
m wann some surplus over them is required to support that mental effort in
climates. which progress takes its rise. And therefore nearly all early eiviliza-

tious have been in warm climates where the necessaries of life are
small, and where nature makes bountiful returns even to the rudest
cultivation. They have often gathered around a great river which has
lent moisture to the Boil and afforded an easy means of eommunica-
tion. The rulers have generally belonged to a race that has recently
come from a cooler climate in a distant country or in neighbounng

Ruling mountain lands; for a warm climate is destructive of energy, and the~a::s: force which enabled them to rule has almost in every case been the
energies to product of the more temperate climate of their early homes, They
w:liti~d have indeed retained much of their energy in their new homes for
~ot to ' several generations, living meanwhile in luxury on the surplus products
induatry. of the labour of the subject races; and have found scope for their

abilities in the work of rulers, warriors, and priests. Originally
ignorant, they have quickly learnt all that their subjects had to teach,
and have gone beyond them. But in this stage of civilization an
enterprising intellectual character has almost always been confined
to the ruling few, it has scarcely ever been found in those who have
borne the main burden of industry.

The reason of this is that the climate which has rendered an early
civilization possible has also doomed it to weakness I. In colder

The
influence
of a warm
climate.

1 On the general question of the influence of physical surroundings on race
character, both directly and indirectly, by determining the nature of the dominant
occupations, see Knies, Politische <Ekorv»nie, Hegel's Philosophy of History, and
nuckle's History o] Ci11ilizatitm. Compare also Aristotle's Pohtics, and Monte&-
quieu's Elprit lUI LoU •

• Montesquicu says quaintly (Bk. XIV. ch. n.) that the superiority of strength
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climates nature provides an invigorating atmosphere; and though Al'P. A, 1.
man has a hard struggle at first, yet as his knowledge and riches
increase he is able to gain plentiful food and warm clothing; and at
a later stage he provides himself with those large and substantial
buildings which are the most expensive requisites of a cultured life
in places in which the severity of the weather makes it necessary that
nearly all domestic services and meetings for social intercourse should
have the protection of a roof. But the fresh invigorating air which
is necessary to the fulness of life cannot be obtained at all when
nature does not freely give it1. The labourer may indeed be found
doing hard physical work under a tropical sun; the handicraftsman
may have artistic instincts; the sage, the statesman or the banker
may be acute and subtle: but high temperature makes hard and
sustained physical work inconsistent with a high intellectual activity.
Under the combined influence of climate and luxury the ruling class
gradually lose their strength; fewer and fewer of them are capable
of great things: and at last they are overthrown by a stronger race
which has come most probably from a cooler climate. Sometimes they
form an intermediate caste between those whom they have hitherto
ruled and their new rulers; but more often they sink down among the
spiritless mass of the people.

Such a. civilization has often much that is interesting to the philo- In an early
hi 1 histori I h 1 ill· aded lm . 1 crvrhzanonsop ca. tonan. ts woe e 18 perv a. ost unconscious y mov ement

by a few simple ideas which are interwoven in that pleasant harmony IS slow, but
that gives their charm to Oriental carpets. There is much to be learnt ~~~:::ent.
from tracing these ideas to their origin in the combined influence of
race, of physical surroundings, of religion, philosophy and poetry;
of the incidents of warfare and the dominating influence of strong
individual characters. All this is instructive to the economist in many
ways; but it does not throw a very direct light on the motives, which
it is his special province to study. For in such a civilization the
ablest men look down on work; there are no bold free enterprising
workmen, and no adventurous capitalists; despised industry is regu·
lated by custom, and even looks to custom as its sole protector from
arbitrary tyranny.

The grea.ter part of custom is doubtless but a crystallized form of

caused by a cold climate produces among other effects .. a greater sense of
superiority-that is, less desire of revenge; and a greater opinion of secunty-
that is, more frankness, le88 suspicion, policy, and cunning." Thess virtues are
eminently helpful to economic progress.

1 This may have to be modified a little, but only a little, if F. Galton should
prove to be right in thinking that small numbers of a ruling race in a hot country,
as for instance the English in India, will be able to sustain their constitutIonal
vigour unimpaired for many generations by a liberal use of artificial ice, or of the
cooling effects of the forcible expansion of compressed air. See his PresiJentiaJ
Address to the Anthropological InstItuts in 1887.



726
UF.A,2.

Custom
is never
altogether
on the side
of the
strong,

and is
indeed a
neceasary
protection
when the
means of
communi-
cation are
small.

Divided
ownership
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ens the
force of
custom
and resists
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oppression and suppression. But a body of custom whioh did nothing
but grind down the weak oould not long survive. For the strong rest
on the support of the weak, their own strength cannot sustain them
without that support; and if they organize social arrangements which
burden the weak wantonly and beyond measure, they thereby destroy
themselves. Consequently every body of custom that endures, contains
provisions that protect the weak from the most reckless forms of
injuryl.

In fact when there is little enterprise and no BOOpefor effective
oompetition, custom is a necessary shield to defend people not only
from others who are stronger than themselves, but even from their
neighbours in the same rank of life. If the village smith can sell
his ploughshares to none but the village, and if the village can buy
their shares from no one but him, it is to the interest of all that
the prioe should be fixed at a moderate level by custom, By such
means custom earns sanctity: and there is nothing in the first steps
of progress that tends to break down the primitive habit of regarding
the innovator as impious, and an enemy. Thus the influence of
economic causes is pressed below the surface, where they work surely
and slowly. They take generations instead of years to produce their
effect: their action is so subtle as easily to escape observation alto-
gether, and they can indeed hardly be traced except by those who
have learnt where to look for them by watching the more conspicuous
and rapid workings of similar causes in modern times I.

§ 2. This force of custom in early civilizations is partly a cause
and partly a consequence of the limitations of individual rights in
property. As regards all property more or less, but especially as
regards land, the rights of the individual are generally derived from
and limited by, and in every way subordinate to those of the household
and the family in the narrower sense of the term. The rights of the
household are in like manner subordinate to those of the village;
which is often only an expanded and developed family, according to
traditionary fiction if not in fact.

It is true that in an early stage of civilization few would have had

I Comp. Bagehet'. Phg8iu 4114Politics, alao the writings of Herbert Spencer
and Maine.

• Thus the "moderate level" at which custom fixes the price of a ploughshare
will be found when analysed to mean that which gives the smith in the long run
about an equal remuneration (account being taken of all his privileges and per-
quisites) With that of his neighbours who do equally difficult work; or in other
words, that which under the regime of free enterprise, of easy communications
and effective competition, we should call a normal rate of pay. U a change of
circumstances makes the pay of smiths, including all indirect allowances, either
less or more than this, there almost always sets in a change in the substance of
the custom, often almost unrecognized and generally without any change in
form, which will brlDg it back to this level.
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much desire to depart far from the practices that were prevalent Al'P. A, 2.
around them. However complete and sharply defined had been the
rights of individuals over their own property, they would have been
unwilling to face the anger with which their neighbours would regard
any innovation, and the ridicule which would be poured on anyone
who should set himself up to be wiser than his ancestors. But many
little changes would occur to the bolder spirits; and if they had been
free to try experiments on their own account, changes might have
grown by small and almost imperceptible stages, until sufficient varia-
tion of practice had been established to blur the clear outline oi
customary regulations, and to give considerable freedom to individual
choice. When however each head of a household was regarded as
only senior partner and trustee for the family property, the smallest
divergence from ancestral routine met with the opposition of people
who had a right to be consulted on every detail.

And further in the background behind the authoritative resistance
of the family was that of the village. For though each family had sole
use for a time of its cultivated ground, yet many operations were
generally conducted in common, so that each had to do the same
things as the others at the same time. Each field when its turn came
to be fallow, became part of the common pasture land; and the whole
land of the village was subject to redistribution from time to time",
Therefore the village had a clear right to prohibit any innovation; for
it might interfere with their plans for the collective cultivation; and
it might ultimately impair the value of the land, and thus injure them
when the time came for the next redistribution. In consequence there
often grew up a complex network of rules, by which every cultivator
was so rigidly bound, that he could not use his own judgment and
discretion even in the most trivial details'. It is probable that this
has been the most important of all the causes which have delayed the
growth of the spirit of free enterprise among mankind. It may be

1 The Teutonic Mark system is indeed now known to have been much less
general than some historians had supposed. But where it was fully developed
one small part, the home mark, 'lias set aside pennanentJy for hving on, and each
family retained its share in that for ever. The second part or arable mark was divided
into three large fields, in eacb of whicb eacb family bad generally several scattered
acre strips. Two of these were cultivated every year, and one left fallow. Tbe third
and largest part was uSPd as grazing land by the wbole village in common; 88 11'88

also the fallow field in the arable mark. In some cases the arable mark 11'88 from
time to time abandoned to pasture, and land to make a new arable mark was cut
out of the common mark, and this involved a redistribution. Tbus the treatment
of its land by every family affected for good or ill all the members of the
village. _

• Compare the Duke of Argyll's account of Runrig cultivation in Unseen
Foundation. of Socitty, ch. IX.
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culture in-

APP. A, 3. noticed that the collective ownership of property was in harmony with
that spirit of quietism which pervades many Eastern religions; and
that its long survival among the Hindoos has been partly due to the
repose which is inculcated in their religions writings.

It is probable that while the influence of custom over prices, wages
and rent has been overrated, its influence over the forms of production
and the general economic arrangements of society has been underrated.
In the one case its effects are obvious, but they are not cumulative;
and in the other they are not obvious, but they are cumulative. And
it is an almost universal rule that when the effects of a cause,
though small at anyone time, are constantly working in the same
direction, their influence is much greater than at first sight appears
possible.

But however great was the influence of custom in early civilization
the spirit of Greeks and Romans was full of enterprise, and more
interest attaches to the inquiry why they knew and cared so little for
those social aspects of economic problems which are of so great interest
to us.

§ 3. The homes of most of the earlier civilizations had been in
great river-basins, whose well-watered plains were seldom visited by
famine; for in a climate in which heat is never lacking, the fertility
of the soil varies almost directly with its moisture: the rivers also
offered means of easy communication that were favourable to simple
forms of trade and division of labour, and did not hinder the movements
of the large armies by which the despotic force of the central government
was maintained. It is true that the Phrenicians lived on the sea. This
great Semitic race did good service by preparing the way for free inter-
course among many peoples, and by spreading the knowledge of writing,
of arithmetic, and of weights and measures: but they gave their chief
energies to commerce and manufacture.

The sea It was left for the genial sympathies and the fresh spirit of the
gave the G h full b f dGreeks reeks to breat e in the reath 0 freedom over the sea: an to
knowledge, absorb into their own free lives the best thoughts and the highest art
~r:~1~'of the Old World. Their numberless settlements in Asia Minor, Magna
po,!,!r.of Grrecia, and in Hellas proper, developed freely their own ideals under
vanatfon, the influence of the new thoughts that burst upon them; having con-

stant intercourse with one another, as well as with those who held the
keys of the older learning; sharing one another's experiences, but
fettered by no authority. Energy and enterprise, instead of being
repressed by the weight of traditional usage, were encouraged to found
a new colony and work out new ideas without restraint.

Their climate absolved them from the need of exhausting work;
they left to their slaves what drudgery had to be done, and gave them-
selves up to the free play of their fancy. House-room, clothing and

The
influence
of custom
on the
methods of
industry is
cumula-
tive.

The older
civiliza-
tions had
heen
chiefly
inland.
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firing cost but little; their genial sky invited them to out-of-door life, APP. A, 3.
making intercourse for social and political purposes easy and with- --.- expenSIve,
out expense. And yet the cool breezes of the Mediterranean so far and yet did
refreshed their vigour, that they did not for many generations lose the noIt qUthlckly

. ... . reax ell'
spnng and elastIcIty of temper WhICh they had brought from their strength.
homes in the North. Under these conditions werc matured a sense of
beauty in all its forms, a subtle fancy and an originality of speculation,
an energy of politica.llife, and a delight in subordinating the individual
to the State, such as the world has never again knownt,

The Greeks were more modem in many respects than the peoples Modem
of Medireval Europe, and in some respects were even in advance of our in rna,;!
own time. But they did not attain to the conception of the dignity of ~?;~Id
man as man' they regarded slavery as an ordinance of Nature they not antici-, , ~~
tolerated agriculture, but they looked on all other industries as in- economic
volving degradation; and they knew little or nothing of those economic prho.blhernhs

W ic ave
problems, which are of absorbing interest to our own age2• grown up

They had never felt the extreme pressure of poverty. Earth and with thfesense 0
sea, and sun and sky had combined to make it easy for them to obtain the digrnty
the material requisites for a perfect life. Even their slaves had con- of labour.
siderable opportunities of culture: and had it been otherwise, there
was nothing in the Greek temper, and nothing in the lessons that the
world had up to that time learnt, to make them seriously concerned.
The excellence of Greek thought has made it a touchstone by which
many of the leading thinkers of after ages have tried every new
inquiry: and the impatience with which the academic mind has often
regarded the study of economics is in a great measure due to the
impatience which the Greeks felt for the anxious cares and plodding
work of business.

And yet a lesson might have been learnt from the decadence of :rheir.
G hi h b h b f hat soli impanencereeee; w c was roug t about y the want 0 t at solid earnest- of the
ness of purpose which no race has ever maintained for many genera- discipline
tiona without the discipline of steady industry. Socially and intel- f~:~:~
lectually they were free: but they had not learnt to use their freedom led to
well; they had no sell-mastery, no steady persistent resolution. thetrfall.

1 Compare Newnann and Partsch, Phys;kalische Gwgraphit V01l Griechenland,
ch. I., and Grote's Hi8tory of Greece, Part n. ch. I.

I See above, p. 4. Thus even Plato says:-"Nature has made neither boot-
makers nor blacksmiths; such occupations degrade the people engaged in them,
miserable mercenaries excluded by their very position from political nghts."
(Laws, xn.) And Aristotle continues:-"In the state which is best governed the
citizens ... must not lead the We of mechanics or tradesmen, for such a hfe IS

ignoble and iIIimicaI to virtue." (Politics, VII. 9; see also m. 5.) 'These passages
give the key·note of Greek thought with regard to business. But as there were
few independent fortunes in ancient Greece, many of her best thinkers were
compelled to take some share in business.
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APP. A, 4. They had all the quickness of perception and readiness for new
suggestions which are elements of business enterprise; but they had
not its fixity of purpose and patient endurance. A genial climate
slowly relaxed their physical energies; they were without that
safeguard to strength of character which comes from resolute and
steadfast persistence in hard work; and at last they sank into
frivolity.

The § 4. Civilization still moving westwards had its next centre instrength of
character Rome. The Romans were a great army, rather than a great nation.
of the Ro- They resembled the Greeks in leaving business as much as possible to
mans fitted .
them for slaves: but In most other respects were a contrast to them. In
business, opposition to the fresh fulness of the life of the Athenians, to the
~~e~Tfr youthful joy with which they gave free play to all their faculties and
preferred developed their own idiosyncrasy, the Romans showed the firm will,
;~rt~~s~ the iron resolution, the absorption in definite serious aims of the

mature man-.
Singularly free from the restraints of custom, they shaped their

own lives for themselves with a deliberate choice that had never been
known before. They were strong and daring, steady of purpose and
abundant in resource, orderly in habit, and clearsighted in judgment;
and thus, though they preferred war and polities, they had in constant
use all the faculties required for business enterprise.

Nor was the principle of association inactive. Trade gilds had
some vigour in spite of the paucity of artisans who were free. Those
methods of combined action for business purposes, and of production
on a large scale by slave labour in factories, in which Greece had been
the pupil of the East, gained new strength when imported into Rome.
The faculties and the temper of the Romans fitted them especially well
for the management of joint-stock companies; and a comparatively
small number of very wealthy men, with no middle class, were able,
with the aid of trained slaves and freedmen, to undertake large con-
tracts by land and by sea at home and abroad. They made capital
hateful; but they made it powerful and efficient; they developed the

Roman
economic
conditions
were in
some
respects
modern
in form;

1 Tbis fundamental opposition between the Greek and Roman tempers was
made clear by Hegel in his Philosophy of Hi8lo",. .. Of the Greeks in the first
genuine form of their freedom we may assert that they had no conscience; the
habit of living for their country without further analysis or reflection was the
principle dominant among them...Subjectivity plunged the Greek world into
ruin"; and tbe harmonious poetry of the Greeks made way for" the prose life of
the Romans," which was full of subjectivity, nnd ..a hard dry contemplation of
certain voluntary aims." A generous, though discriminating, tribute to the services
which Hegel indirectly rendered to Historical Economics is given by Roscher,
Guch. der Nat. CEk. iA Deutschlatul, § 188. Compare also the chapters on
Rehgion in Mommsen's History, which seem to have been much influenced by
Hegel; also Kautz, Entwickelung dt!' N atiowtll-lEk.oMmie, Bk. I.
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appliances of money-lending with great energy; and partly in con- APP. A, 4.
sequence of the unity of the imperial power, and the wide extent of
the Roman language, there was in some important respects more
freedom of commerce and of movement throughout the civilized world
in the days of the Roman Empire than even now.

When, then, we recollect how great a centre of wealth Rome was;
how monstrous the fortunes of individual Romans (and they have only
recently been surpassed); and how vast the scale of her military ani
civil affairs, of the provision needed for them and of the machinery of
her traffic; we cannot wonder that many writers have thought they
found much resemblance between her economic problems and our own.
But the resemblance is superficial and illusory. It extends only to
forms, and not to the living spirit of national life. It does not
extend to the recognition of the worth of the life of the common
people, which in our own time is giving to economic science its highest
interest-,

In ancient Rome industry and commerce lacked the vital strength but n~t
which they have attained in more recent times. Her imports were :~~s~~ce.
won by the BWOrd;they were not bought with the products of skilled
work in which the citizens took a worthy pride, as were those of Venice
or Florence or Bruges. Traffic and industry alike were pursued almost
with a Boleeye to the money gains to be derived from them; and the
tone of business life was degraded by the public disdain which showed
itseH in the "legal and practically effective restriction?" of the
Senators from all forms of business except those connected with the
land. The Equites found their richest gains in farming the taxes,
in the plunder of provinces, and, in later times, in the personal favour
of the Emperors, and did not cherish that spirit of probity and
thorough work which are needed for the making of a great national

I See above, ch. I. § 2. The misunderstanding is in some measure attributable
to the influence of the generally acute and well-balanced Roscber. He took a
special delight in pointing out analogies between ancient and modem problems;
and though he also pomted out differences, yet the general influence of his
writings tended to mislead. (His position is well criticized by Knies, Poluische
Olkorwmu tlOfI& guchichtlicMft Standpunkte: especially p. 391 of the second
edition.)

• Friedlander, Siltenguchichte Rom8, p. ,225. Mommsen goes so far as to say
(Histtwy, Book IV. ch, n.):-"Of trades and manufactures there is nothing to be
said, except that the Italian nation m this respect persevered in an inactivity
bordering on barbarism .... The only brilliant side of Roman pnvate economics was
money dealing and commerce." Many passages in Cairnes' Slaf1e POW" read hke
modem versions of Mommsen's Hislonj. Even in the towns the lot of the poor free
Roman reswUbled that of the "mean white" of the Southern Slave States.
Llli/vndiJJ perdidwe ltaliam j but they were farms like those of the Southern
States, not of England. The weakness of free labour at Rome is shown in
Liebenam's Gr.schichtedes rihnischen V weinswunu.



732 THE GROWTH OF FREE INDUSTRY AND ENTERPRISE

APP. A, 4. trade; and at length private enterprise was stifled by the ever-growing
shadow of the State-,

But they But though the Romans contributed but little directly to the
~~~n~~~ernprogress of economic science, yet indirectly they exerted a profound
law of influence over it, for good and evil, by laying the foundations of modern
propert~. jurisprudence. What philosophic thought there was in Rome was
~:il!~~~y chiefly Stoic; and most of the great Roman Stoics were of Oriental
and the origin. Their philosophy when transplanted to Rome developed a~~li:ngreat practical power without losing its intensity of feeling; and in
experience spite of its severity, it had in it much that is kindred to the sugges-
~o~~~ater tions of modern social science, Most of the great lawyers of the
lawyers Empire were among its adherents, and thus it set the tone of the later

Roman Law, and through it of all modern European Law, Now the
strength of the Roman State had caused State rights to extinguish
those of the Clan and the Tribe in Rome at an earlier stage than in
Greece. But many of the primitive Aryan habits of thought as to
property lingered on for a long while even in Rome. Great as was the
power of the head of the family over its members, the property which
he controlled was for a long time regarded as vested in him as the
representative of the family rather than as an individual, But when
Rome had become imperial, her lawyers became the ultimate interpre-
ters of the legal rights of many nations: and under Stoic influence they
set themselves to discover the fundamental Laws of Nature, which
they believed to lie in concealment at the foundation of all particular
codes. This search for the universal, as opposed to the accidental
elements of justice, acted as a powerful solvent on rights of common
holding, for which no other reason than that of local usage could be

led them given. The later Roman Law therefore gradually but steadily enlarged
gradually the sphere of contract; gave it greater precision, greater elasticity, and
to enlarge
the sphere greater strength. At last almost all social arrangements had come
of contract. under its dominion; the property of the individual was clearly marked

lOne aspect of this is described by SchmoDerin his short but excellent account
of the Trading Companies of Antiquity. Alter showing how trading groups
of which all tee members belong to one family may thrive even among primitive
peoples, he argues (Jahrbuch fii.r Guetzgwung, XVI_ pp. 740-2) that no form of
business association of the modern type conld flourish long in such conditions
88 those of ancient Rome unless it had some exceptional privileges or advantages
as the Soeietaies Publu:anorum had. The reason why we moderns succeed in
bringing and keeping many people "under the same hat" to work together, which
Antiquity failed in doing, "18 to be sought exclusively in the higher level of
intellectual and moral strength, and the greater possibility now than then of
binding together men's egoistic commercial energies by the bonds of social
sympathy." See also Deloume, U6 ManUurl d'.A.rger&t a Rome; an article on
8u.u COfItrolof Industry in the fourth cnUury by W. A. Brown in the Poluical
8cUnce Quarterly, Vol. n.; Blanqui's llutory of Political ECOfIOm!l,cbs. v. and VI.;
and Ingram's History, ch. n,
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out, and he could deal with it as he pleased. From the breadth and APP A, 3.
nobility of the Stoic character modern lawyers have inherited a high
standard of duty: and from its austere self-determination they have
derived a tendency to define sharply individual rights in property.
And therefore to Roman and especially Stoic influence we may trace
indirectly much of the good and evil of our present economic system:
on the one hand much of the untrammelled vigour of the individual
in managing his own affairs; and on the other not a little harsh
wrong done under the cover of rights established by a system of law,
which has held its ground because its main principles are wise and
just.

The strong sense of duty which Stoicism brought with it from its But nnew
Oriental home had in it something also of Eastern quietism. The ~~d~ras
Stoic, though active in well-doing, was proud of being superior to the
troubles of the world: he took his share in the turmoil of life because
it was his duty to do so, but he never reconciled bimself to i.t: his life
remained sad and stern, oppressed by the consciousness of its own
failures. This inner contradiction, as Hegel says, could not pass away
till inward perfection was recognized as an object that could be attained
only through self-renunciation; and thus its pursuit was reconciled
with those failures which necessarily accompany all social work. For
this great change the intense religious feeling of the Jews prepared the
way. But the world was not ready to enter into the fulness of the
Christian spirit, till a new tone had been given to it by the deep
personal affections of the German race. Even among the German
peoples true Christianity made its way slowly: and for a long time
after the fall of Rome there was chaos in Western Europe.

§ 5. The Teuton, strong and resolute as he was, found it very The
difficult to free himself from the bonds of custom and of ignorance. The ~euton
heartiness and fidelity! which gave him his special strength, inclined fe~~ ~~om
him to cherish overmuch the institutions and customs of his family t~se
and his tribe. No other great conquering race has shown so little;e ~~
capacity as the Teutons have done for adopting new ideas from the conquered.
more cultured, though weaker, people whom they conquered. They
prided themselves on their rude strength and energy; and cared little
for knowledge and the arts. But these found a temporary refuge on
the Eastern coasts of the Mediterranean; until another conquering
race coming from the South was ready to give them new life and
vigour.

The Saracens learnt eagerly the best lessons that the conquered

1 Hegel (Philosophy of HisWf"y, Part IV.) goes to the root of the matter when
he speaks of their energy, their free spirit, their absolute self-deterrmnatron
(Eigemlinn), their heartiness (Gemiith), and adds, "Fidehty ill their second watch-
word, as Freedom is the first."



APP. A, 6. had to teach. They nurtured the arta and sciences, and kept alive the
torch of learning at a time when the Christian world cared little
whether it went out or not; and for this we must ever owe them
gratitude. But their moral nature was not 80 full as that of the
Teutons. The warm climate and the sensuality of their religion
caused their vigour rapidly to decay; and they have exercised very
little direct influence on the problems of modern civilization 1.

~aviliz~ron The education of the Teutons made slower but surer progress.
Cl anon Th ied ivilizati h rds lim' hi hmoved ey cam Cl tion nort wa to a c ate m w o sustained
n~ d hard work has gone hand in hand with the slow growth of sturdy
:estw!ds, forms of culture; and they carried it westwards to the Atlantic.

Civilization, which had long ago left the shores of the rivers for
those of the great inland sea, was ultimately to travel over the vast
ocean.

alnddthet t But these changes worked themselves out slowly. The first pointo con es
between of interest to us in the new age is the re-opening of the old conflict
towntnd between town and nation that had been suspended by the universal
~~~i~e1. dominion of Rome; which was indeed an army with head-quarters in a

town, but drawing its power from the broad land.
§ 6. Until a few years ago complete and direct self-government by

the people was impossible in a great nation: it could exist only in
towns or vcry small territories. Government was necessarily in the
hands of the few, who looked upon themselves as privileged upper
classes, and who treated the workers as lower classes. Consequently
the workers, even when permitted to manage their own local affairs,
were often wanting in the courage, the self-reliance, and the habits of
mental activity, which are required as the basis of business enterprise.
And as a matter of fact both the central Government and the local
magnates did interfere directly with the freedom of industry; prohibit-
ing migration, and levying taxes and tolls of the most burdensome
and vexatious character. Even those of the lower classes who were
nominally free, were plundered by arbitrary fines and dues levied
under all manner of excuses, by the partial administration of justice,
and often by direct violence and open pillage. These burdens fell
chiefly on jus, those people who were more industrious and more
thrifty than their neighbours-those among whom, if the country had
been free, the spirit of bold enterprise would gradually have arisen to
shake off the bonds of tradition and custom.

Far different was the state of people in the towns. There the
industrial classes found strength in their numbers; and even when
unable to gain the upper hand altogether, they were not, like their
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1 A brilliant eulogy of tbea work ill given by Draper, Intellectual Dt'IItZopmeni
0/ Europe, ch. xm.
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brethren in the country, treated as though they belonged to a different A['P. A, 7.
order of beings from their rulers. In Florence and in Bruges, as in
ancient Athens, the whole people couId hear, and sometimes did hear, ~~:~l:~
from the leaders of public policy a statement of their plans and the the towns.
reasons for them, and couId signify their approval or disapproval before
the next step was taken. The whole people could on occasion discuss
together the social and industrial problems of the time, knowing each
other's counsel, profiting by each other's experience, working out in
common a definite resolution and bringing it into effect by their
own action. But nothing of this kind couId be done over a wide
area till the invention of the telegraph, the railway and the cheap
press.

By their aid a nation can now read in the morning what its leaders Anditis
have said on the evening before; and, ere another day has passed, the finoW

tt
f?r ~he

dgm f h . ., II kn rs imeju ent 0 t e nation on It 18 pretty we own. By their aid the possible in
council of a large trades union can at a trifling cost submit a difficult a large

h . dg f h . be' h country.question to t e JU ment 0 t elf mem rs ill every part of t e country
and get their decision within a few days. Even a large country can
now be ruled by its people; but till now what was called "popular
Government" was of physical necessity the government by a more or
less wide oligarchy. Only those few who could themselves go fre-
quently to the centre of Government, or at least receive constant
communication from it, could take part directly in government. And
though a much larger number of people would know enough of what
was going on to make their will broadly effective through their choice
of representatives, yet even they were a small minority of the nation
till a few years ago; and the representative system itself is only of
recent date.

§ 7. In the Middle Ages the history of the rise and fall of towns The
is the history of the rise and fall of successive waves on the tide of ~~:::~~~e
progress. The medieeval towns as a rule owed their origin to trade the direct
and industry, and did not despise them. And though the wealthier ~r'~~d~;;;'
citizens were sometimes able to set up a close government in which the mdustnal
workers had no part, they seldom retained their power long: the ct!viliza-Ion.
great body of the inhabitants frequently had the full rights of citizens,
deciding for themselves the foreign and domestic policy of their city,
and at the same time working with their hands and taking pride in
their work. They organized themselves into Gilds, thus increasing
their cohesion and educating themselves in self-government; and
though the Gilds were often exclusive, and their trade-regulations
ultimately retarded progress, yet they did excellent work before this
deadening influence had shown Itself',

1 What 1.11 true of ~e great free t.owna, that Wille practicallf autonomous, is
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The citizens gained culture without losing energy; without
neglecting their business, they learnt to take an intelligent interest ill

many things besides their business. They led the way in the fine arts,
and they were not backward in those of war. They took pride III

magnificent expenditure for public purposes; and they took equal
pride in a careful husbanding of the public resources, in clear and
clean State budgets, and in systems of taxes levied equitably and based
on sound business principles. Thus they led the way towards modern
industrial civilization; and if they had gone on their course undisturbed,
and retained their first love of liberty and social equality, they would
probably long ago have worked out the solutions of many social and
economic problems which we are only now beginning to face. But
after being long troubled by tumults and war, they at last succumbed
to the growing power of the countries by which they were surrounded,
and indeed when they had obtained dominion over their neighbours,
their own rule had often been harsh and oppressive, so that their
ultimate overthrow by the country was in some degree the result of a
just retribution. They have suffered for their wrong-doings: but the
fruit of their good work remains, and is the source of much that is best
in the social and economic traditions that our age has inherited from its
predecessors.

§ 8. Feudalism was perhaps a necessary stage in the development
of the Teutonie race. It gave scope to the political ability of the
dominant class, and educated the common people in habits of discipline
and order. But it concealed under forms of some outward beauty
much cruelty and uncleanness, physical and moral. The practices of
chivalry combined extreme deference to women in public with domestic
tyranny: elaborate rules of courtesy towards combatants of the
knightly order were maintained by the side of cruelty and extortion in
dealing with the lower classes. The ruling classes were expected to
discharge their obligations towards one another with frankness and
generosity-, They had ideals of life which were not devoid of nobility;

true in a less degree of the so-called free boroughs of England. Their con-
sntunons were even more various than the origins of their liberties; but It
now seems probable that they were generally more democratic and less ohgarchic
than was at one time supposed. See especially Gross, The Gild Merchant,
ch. Vll.

1 But treachery was common in Italian cities, and was not very rare in
northern castles. People compassed the death of their acquaintances by assas-
sinauon and poison: the host was often expected to taste the food and dnnk
which he offered to his guest. Ail a painter rightly fills his canvas With the
noblest faces he can find, and keeps as much in the background 88 possible what
is ignoble, so the popular historian may be justified in exciting the emulation of
the young by historical pictures in which the lives of noble men and women stand
out in bold relief, while a veil is drawn over much of the surrounding depravity
But when we want to take stock of the world's progress, we must reckon the evil
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and therefore their characters will always have some attractiveness APP. A, 8.
to the thoughtful historian, as well as to the chronicler of wars of
splendid shows and of romantic incidents. But their consciences were
satisfied when they had acted up to the code of duty which their own
clsas required of them: and one article of that code was to keep the
lower classes in their place; though indeed they werc often kind and
even affectionate towards those retainers with whom they lived in
daily contact.

So far as cases of individual hardship went, the Church strove to The
defend the weak and to diminish the sufferings of the poor. Perhaps ~~I~~the
those finer natures who were attracted to its service might often have growth of
exercised a wider and a better influence, if they had been free from the iC0':i0mlc
vow of celibacy, and able to mingle with the world. But this is no i::o~'::
reason for rating lightly the benefit which the clergy, and still more ways,
the monks, rendered to the poorer classes. The monasteries were the
homes of industry, and in particular of the scientific treatment of
agriculture: they were secure colleges for the learned, and they were
hospitals and alms-houses for the suffering. The Church acted as
a peace-maker in great matters and in small: the festivals and the
markets held under its authority gave freedom and safety to trade".

Again, the Church was a standing protest against caste exclusive.
ness. It was democratic in its organization, as was the army of ancient
Rome. It was always willing to raise to the highest posts the ablest
men, in whatever rank they were born; its clergy and monastic orders
did much for the physical and moral wellbeing of the people; and it
sometimes even led them in open resistance to the tyranny of their
rulerst,

of past times as it really was. To he more than Just to our ancestors IS to be less
than just to the best hopes of our race.

I We are perhaps apt to lay too much stress on the condemnation by the
Church of "usury" and some kinds of trade. There was then very little scope
for lending capital to be used in business, and when there was, the prolnbition
could be evaded by many devices, some of which were indeed sanctioned by the
Church itself. Though St Chrysostom said that "he who procures an article
to make profit by disposing of It entire and unaltered, is ejected from the temple
of God"; yet the Church encouraged merchants to buy and sell goods unaltered at
fairs and elsewhere. The authority of Church and State and the prejudices of
the people combined to put difficulties in the way of those who bought up large
quantities of goods in order to sell them retail at a profit. But thougb much of
the business of these people was legttimate trade, some of it was certainly
analogous to the "rings" and "comers" in modern produce markets. Compare
the excellent chapter on the Canonist Doctrine in Ashley's Htstory and the notice
of it by Hewins in the ECOMmic Review, Vol. IV.

• Indirectly it aided progress by promoting the Crusades; of which Ingram well
says (History, ch. n.) that they" produced a powerful economic effect by transferring
m many cases the possessions of the feudal chiefs to the industrial classes, whilst
by bringmg different nations and races into contact, by enlarging the horizon
and widening the conceptions of the populations, as well as by affording a special
stimulus to na '"igation, thoy tended to give a new activity to internauonal trade."

U. 47
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But, on the other hand, it did not set itself to help them to develop
their faculties of self-reliance and self-determination, and to attain true
inner freedom. While willing that those individuals who had excep-
tional natural talents should rise through its own offices to the highest
posts, it helped rather than hindered the forces of feuda.lism in their
endeavour to keep the working classes as a body ignorant, devoid of
enterprise, and in every way dependent on those above them. Teutonic
feudalism was more kindly in its instincts than the military dominion
of ancient Rome; and the laity as well as clergy were influenced by
the teachings, imperfectly understood as they were, of the Christian
religion with regard to the dignity of man as man. Nevertheless the
rulers of the country districts during the early middle ages united all
that was most powerful in the Oriental subtlety of theocratic caste and
in the Roman force of discipline and resolution; and they used their
combined strcngth in such a manner as on the whole to retard the
growth of strength and independence of character among the lower
orders of the people.

The military force of feudalism was however for a long time weak.
ened by local jealousies. It was admirably adapted for welding into
one living whole the government of a vast area under the genius of a
Charles the Great: but it was equally prone to dissipate itself into its
constituent elements as soon as its guiding genius was gone. Italy was
for a long time ruled by its towns, one of which indeed, of Roman
descent, with Roman ambition and hard fixity of purpose held its
water-ways against all attack till quite modern times. And in the
Netherlands and other parts of the Continent the free towns were long
able to defy the hostility of kings and barons around them. But at
length stable monarchies were established in Austria, Spain and
France. A despotic monarchy, served by a few able men, drilled and
organized the military forces of vaat multitudes of ignorant but sturdy
country folk; and the enterprise of the free towns, their noble combina-
tion of industry and culture, was cut short before they had had time to
outgrow their early mistakes.

Then the world might have gone backwards if it had not happened
that just at that time new forces were rising to break up the bonds of
constraint, and spread freedom over the broad land. Within a very
short period came the invention of printing, the Revival of Learning, the
Reformation, and the discovery of the ocean routes to the New World
and to India. Anyone of these events alone would have been sufficient
to make an epoch in history; but coming together as they did, and
working all in the same direction, they effected a complete revolu-
tion.

Thought became comparatively free, and knowledge ceased to be
altogether inaccessible to the people. The free temper of the Greeks
revived; the strong self-determining spirits gained new strength, and
were able to extend their influence over others. And a new continent
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suggested new problems to the thoughtful, at the same time that it APP. A, 9.
offered a new scope to the enterprise of bold adventurers.

§ 9. The countries which took the lead in the new maritime The first
adventure were those of the Spanish Peninsula. It seemed for a time benefit
as though the leadership of the world, having settled first in the most ~a~~:ime
easterly peninsula. of the Mediterranean, and thence moved to the discoveries

iddl . ul ld t I •. h . went to the
llll e pemns a, wou se t e agam in t at westerly peninsula which Spanish
belonged both to the Mediterranean and the Atlantic. But the power Peninsula.
of industry had by this time become sufficient to sustain wealth and
civilization in a northern climate. Spain and Portugal could not
hold their own for long against the more sustained energy and the
more generous spirit of the northern people.

The early history of the people of the Netherlands is indeed a But soon
brilliant romance. Founding themselves on fishing and weaving, they moved
bull bl f bri f d li f sci d furthert up a no e a rrc 0 art an terature, 0 science an government. on, to
But Spain set herself to crush out the rising spirit of freedom, as Persia Holland;
had done before. And as Persia strangled Ionia, but only raised yet
higher the spirit of Greece proper; so the Austro-Spaniah Empire sub-
dued the Belgian Netherlands, but only intensified the patriotism and
energy of the Dutch Netherlands and England.

Holland suffered from England's jealousy of her commerce, but still
more from the restless military ambition of France. It soon became
clear that Holland was defending the freedom of Europe against French
aggression. But at a critical time in her history she was deprived of the
aid she might reasonably have expected from Protestant England; and
though from 1688 onwards that aid was liberally given, her bravest and
most generous sons had then already perished on the battle-field, and
she was overburdened with debt. She has fallen into the background:
but Englishmen above all others are bound to acknowledge what
she did, and what more she might have done for freedom and
enterprise.

France and England were thus left to contend for the empire of the to France;
ocean. France had greater natural resources than any other northern
country, and more of the spirit of the new age than any southern
country; and she was for some time the greatest power of the world.
But she squandered in perpetual wars her wealth, and the blood of
the best of those citizens whom she had not already driven away by
religious persecution. The progress of enlightenment brought with it
no generosity on the part of the ruling class towards the ruled, and no
wisdom in expenditure.

From revolutionary America came the chief impulse towards a
rising of the oppressed French people against their rulers. But the
French were strikingly wanting in that self-controlling freedom which
had distinguished the American colonists. Their energy and courage
was manifested again in the great Napoleonic wars. But their ambition

47-2
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APP. A, 10. overleaped itself, and ultimately left to England the leadership of enter.
and to prise on the ocean. Thus the industrial problems of the New World
England. are being worked out under the direct influence, as to some extent

those of the Old World are under the indirect influence, of the English
character. We may then return to trace with somewhat more detail

Jhe growth of free enterprise in England.
The § 10. England's geographical position caused her to be peopled
character
of Enghsh- by the strongest members of the strongest races of northern Europe; a
men. process of natural selection brought to her shores those members of

each successive migratory wave who were most daring and self- reliant.
Her climate is better adapted to sustain energy than any other in the
northern hemisphere. Shc is divided by no high hills, and no part of
her territory is more than twenty miles from navigable water, and thus
there was no material hindrance to freedom of intercourse between her
different parts; while the strength and wise policy of the Norman and
Plantagenet kings prevented artificial barriers from being raised by
local magnates.

As the part which Rome played in history is chiefly due to her
having combined the military strength of a great empire with the
enterprise and fixedness of purpose of an oligarchy residing in one city,
so England owes her greatness to her combining, as Holland had done
on a smaller scale before, much of the free temper of the mediseval city
with the strength and broad basis of a nation. The towns of England
had been less distinguished than those of other lands; but she asaimi-
lated them more easily than any other country did, and so gained in
the long run most from them.

The custom of primogeniture inclined the younger sons of noble
families to seek their own fortunes; and having no special caste
privileges they mixed readily with the common people. This fusion of
different ranks tended to make politics business-hke ; while it warmed
the veins of business adventure with the generous daring and romantic
aspirations of noble blood. Resolute on the one hand in resistance to
tyranny, and on the other in submission to authority when it is justified
by their reason, the English have made many revolutions; but none
without a definite purpose. While reforming the constitution they
have abided by the law: they alone, unless we except the Dutch, have
known how to combine order and freedom; they alone have united
a thorough reverence for the past with the power of living for the
future rather than in the past. But the strength of character
which in later times made England the leader of manufacturing
progress, showed itself at first chiefly in politics, in war, and in
agriculture.

The English archer was the forerunner of the English artisan. He
had the same pride in the superiority of his food and his physique
over those of his Continental rivals; he had the same indomitable

Whiletbey
were still
an agri-
cultural
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perseverance in acquiring perfect command over the use of his hands, APP. A, 10.
the same free independence and the same power of self-control and of t-:--th. na Ion ey
rising to emergencies; the same habit of indulging his humours when showed
the occasion was fit, but, when a crisis arose, of preserving discipline ~ir!8of
even in the face of hardship and mlsfortune-. m~dem

But the industrial faculties of Englishmen remained latent for a facultyfodr.' orgamze
long time. They had not inherited much acquaintance with nor much action.
care for the comforts and luxuries of civilization. In manufactures of
all kinds they lagged behind the Latin countries, Italy, France and
Spain, as well as the free cities of northern Europe. Gradually the
wealthier classes got some taste for imported luxuries, and England's
trade slowly increased.

But there was for a long time no sign on the surface of her future Their
commerce. That indeed is the product of her special circumstances as trade has. . beenacot-
much as, if not more than, of any natural bias of her people. They sequence
had not originally, and they have not now, that special liking for of th~ir
d ling d b .. f h b t id f fi . IactIvIty mea. an argallllIlg, nor or t e more a s ract 81 e 0 nancia production
business, which is found among the Jews, the Italians, the Greeks and andin .
the Armenians; trade with them has always taken the form of action navigation.
rather than of manceuvring and speculative combination. Even now
the subtlest financial speculation on the London Stock Exchange is
done chiefly by those races which have inherited the same aptitude
for trading which the English have for action.

The qualities which have caused England in later times under The
different circumstances to e~plore the world, an~ to ma~e goods and ~~~~~~:~
carry them for other countries, caused her even ill the Middle Ages to tion of

Pioneer the modern organization of agriculture, and thus to set the Bl;ricultudrepioneere
model after which most other modern business is being moulded. She the way
took the lead in converting labour dues into money payments, a change fOfrthato manu..
which much increased the power of everyone to steer his course in life facture.
according to his own free choice. For good and for evil the people were
set free to exchange away their rights in the land and their obligations
to it. The relaxation of the bonds of custom was hastened alike by the
great rise of real wages which followed the Black Death in the four-
teenth century; and by the great fall of real wages which, in the
sixteenth century, resulted from the depreciation of silver, the debase-
ment of coin, the appropriation of the revenues of the monasteries to
the purposes of court extravagance; and lastly by the extension of
sheep-farming, which set many workers adrift from their old homes,
and lowered the real incomes and altered the mode of life of those who

1 For the purposes of statistical comparison the well-to-do yeoman must be
ranked with the middle classes of to-day, not with the artisans. For those who
were better off than he were very few in number; whtle the great mass of the
people werefar belowhim; and wereworseolI in almost every respect than they are
now.
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remained. The movement was further extended by the growth of the
royal power in the hands of the Tudors, which put an end to private
war, and rendered useless the bands of retainers which the barons and
landed gentry had kept together. The habit of leaving real property
to the eldest son, and distributing personal property among all the
members of the family, on the one hand increased the size of landed
properties, and on the other narrowed the capital which the owners
of land had at their own command for working itl.

These causes tended to establish the relation of landlord and tenant
in England: while the foreign demand for English work and the
English demand for foreign luxuries led, especially in the sixteenth
century, to the concentration of many holdings into large sheep-runs
worked by capitalist farmers. That is, there was a great increase in
the number of farmers who undertook the management and the risks
of agriculture, supplying some capital of their own, but borrowing the
land for a definite yearly payment, and hiring labour for wages: in like
manner as, later on, the new order of English business men undertook
the management and the risks of manufacture, supplying some capital
of their own, but borrowing the rest on interest, and hiring labour for
wages. Frce enterprise grew fast and fiercely, it was one-sided in its
action and cruel to the poor. But it remains true that the English large
farm, arable and pastoral, worked with borrowed capital, was the fore-
runner of the English factory, in the same way as English archery was
the forerunner of the skill of the English artisans,

§ 11. Meanwhile the English character was deepening. The
natural gravity and intrepidity of the stern races that had settled on
the shores of England inclined them to embrace the doctrines of the
Reforma.tion; and these reacted on their habits of life, and gave a tone
to their industry. Man was, as it were, ushered straight into the
presence of his Creator, with no human intermediary; and now for
the first time large numbers of rude and uncultured people yearned
towards the mysteries of absolute spiritual freedom. The isolation of
each person's religious responsibility from that of his fellows, rightly
understood, was a necessary condition for the highest spiritual pro-
gress", But the notion was new to the world, it was bare and naked,

1 Rogers says that in the thirteenth century the value of arable land was
only a third of the capital required to work it; and he believes that so long as the
owner of the land was in the habit of cultivating it himself, the eldest son often
used various devices for alienatmg a part of his land to his younger brothers
in exchange for some of their capital. Biz Centuries of Work and Woqee,
pp. 51, 2.

• This parallelism IS further developed in Book VI. j see especially ch. IX.
§5

• The Refonnation "was the affirmation ... of Individuality .... Individuahty 18
not the sum of hie, but it is an essential part of hie in every region of our nature
anJ our work, in our work for the part and for the whole. It is true, though it IS
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not yet overgrown with pleasant instincts; and even in kmdly natures APP. A, 12.
individuality showed itself with a hard sharpness of outline, while
the coarser natures became self-conscious and egotistic. Among the
Puritans especially, the eagerness to give logical definiteness and pre-
cision to their religious creed was an absorbing passion, hostile to all
lighter thoughts and lighter amusements. When occasion arose they
could take combined action, which was made irresistible by their
resolute will. But they took little joy in society; they shunned
public amusements, and preferred the quieter relaxations of home
life; and, it must be confessed, some of them took an attitude hostile
to a.rtl•

The first growth of strength had then something in it that was which sup-
rude and ill-mannered; but that strength was required for the next plied the

. . strength
stage upwards. It needed to be purified and softened by much tribu- necessary
lation; it needed to become less self-assertive without becoming weaker, for the

b f .. uld d . .. hi h f next stagee ore new instincts co grow up aroun It to revive in a 19 er orm of SOCial
what was most beautiful and most solid in the old collective tendencies. life.
lt intensified the affections of the family, the richest and fullest of
earthly feelings: perhaps there never has been before any material of
texture at once so strong and so fine, with which to build up a noble
fabric of social life.

Holland and other countries shared with England the great ordeal
which was thus opened by the spiritual upheaval that closed the
middle ages. But from many points of view, and especially from that
of the economist, England's experiences were the most instructive
and the most thorough; and were typical of all the rest. England
led the way in the modern evolution of industry and enterprise by
free and self-determining energy and will.

§ 12. England's industrial and commercial characteristics were The
intensified by the fact that many of those who had adopted the new sefrlOhusness

• 0 t e
doctrines in other countries sought on her shores a safe asylum from character
religious persecution. By a sort of natural selection, those of the U t~e h
French and Flemings, and others whose character was most akin to ng IS

not the whole troth, that we must Ike and die alone, alone with God." Westcott's
Social .A.sprel.8of Christianity, p. 121. Comp. also Hegel's Philosophy of Htslo1'y,
Part IV. section iii. ch. 2.

1 The licentiousness of some forms of art created in serious but narrow minds
a prejudice against all art; and in revenge socialists now rail at the Reformation
as having injured both the social and tbe artistic instincts of man. But it may be
questioned whether the intensity of the feelings winch were engendered by the
Reformation has not enriched art more than their austerity has injured it. They
have developed a literature and a music of their own; and if they bave led man to
think slightingly of the beauty of the works of his own hands, they have certainly
increased his power of appreciating the beauties of nature. It is no accident that
landscape painting owes most to lands in which the Reformed religion has pre-
vailed.
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the English, and who had been led by that character to study thorough.
ness of work in the manufacturing arts, came to mingle with them, and
to teach them those arts for which their character had all along fitted
them I. During the seventeenth and eighteenth centuries, the court
and the upper classes remained more or less frivolous and licentious;
but the middle class and some parts of the working class adopted a
severe view of life; they took little delight in amusements that inter-
rupted work, and they had a high standard as to those material com-
forts which could be obtained only by unremitting, hard work. They
strove to produce things that had a solid and lasting utility, rather
than those suited only for the purpose of festivities and ostentation.
The tendency, when once it had set in, was promoted by the climate;
for, though not very severe, it is specially unsuited to the lighter
amusements; and the clothing, house-room and other requisites
for a comfortable existence in it, are of a specially expensive
character.

These were the conditions under which the modern industrial life
of England was developed: the desire for material comforts tends
towards a ceaseless straining to extract from every week the greatest
amount of work that can be got out of it. The firm resolution to
submit every action to the deliberate judgment of the reason tends
to make everyone constantl:y ask himself whether he could not improve
his position by changing his business, or by changing his method of
doing it. And, lastly, complete political freedom and security enables
everyone to adjust his conduct as he has decided that it is his interest
to do, and fearlessly to commit his person and his property to new and
distant undertakings.

In short, the same causes which have enabled England and her
colonies to set the tone of modern politics, have made them also set
the tone of modern business. The same qualities which gave them
political freedom gave them also free enterprise in industry and
commerce.

§ 13. Freedom of industry and enterprise, so far as its action
reaches, tends to cause everyone to seek that employment of his labour
and capital in which he can turn them to best advantage; and this
again leads him to try to obtain a special skill and facility in some
particular task, by which he may earn the means of purchasing what
he himself wants. And hence results a complex industrial organization,
with much subtle division of labour.

Some sort of division of labour is indeed sure to grow up in any
civilization that has held t?gether for a long while, however primitive

1 Smiles has shown that the debt which England owes to these imrmgrants
is greater than historians have supposed, though they hate always rated it
highly.
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its form. Even in very backward countries we find highly specialized APP A, 13.
trades; but we do not find the work within each trade so divided up
that the planning and arrangement of the business, its management
and its risks, are borne by one set of people, while the manual work
required for it is done by hired labour. This form of division of labour
is at once characteristic of the modern world generally, and of the
English race in particular. It may be merely a passing phase in
man's development; it may be swept away by the further growth of
that free enterprise which has called it into existence. But for the
present it stands out for good and for evil as the chief fact in the
form of modem civilization, the kernel of the modem economic
problem.

The most vital changes hitherto introduced into industrial life, especially
centre around this growth of business Undertakers), We have already in themanage-
seen how the undertaker made his appearance at an early stage in ment of
England's agriculture. The farmer borrowed land from his landlord, busmess,
and hired the necessary labour, being himself responsible for the
management and risks of the business. The selection of farmers has
not indeed been governed by perfectly free competition, but has been
restricted to a certain extent by inheritance and by other influences,
which have often caused the leadership of agricultural industry to fall
into the hands of people who have had no special talents for it. But
England is the only country in which any considerable play has been
given to natural selection: the agricultural systems of the Continent
have allowed the accident of birth to determine the part which every
man should take in cultivating land or controlling its cultivation. The
greater energy and elasticity obtained by even this narrow play of
selection in England, has been sufficient to put English agriculture in
advance of all others, and has enabled it to obtain a much larger
produce than is got by an equal amount of labour from similar BOilsin
any other country of Europe>.

But the natural selection of the fittest to undertake, to organize, and the
and to manage has much greater scope in manufacture. The tendency ~~~~h:r
to the growth of undertakers in manufactures had Bet in before the industry.

1 This term, which has the authority of Adam Smith and is habitually used
on the Continent, seems to 00 the best to indicate those who take the risks
and the management of business as their sbare in tbe work of organized
industry.

l In the latter half of the eighteenth century, especially, the improvements
in agriculture moved very fast. Implements of all kmds were Improved,
draining was carried out on scientific principles, the breeding of Iarm animals
was revolutionized by Bakewell's genius; turnips, clover, rye-grass, etc. came
into general use, and enabled the plan of refreshmg land by lettmg it lie fallow to
be superseded by that of "alternating husbandry." These and other changes
constantly increased the capital required for tbe cultivation of land; while the
growth of fortunes made in trade increased the number of those who were able
and willing to purchase their way mto country society by buying large properties.
And thus in every way the modem commercialSPIrit spread in agriculture.
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APP. A, 13. great development of England's foreign trade; in fact traces of it are
to be found in the woollen manufacture in the fifteenth century. But
the opening up of large markets in new countries gave a great stimulus
to the movement, both directly and through its influence on the
localization of industry, that is, the concentration of particular
branches of production in certain localities.

These The records of medireval fairs and wandering merchants show that
te~:~~~8 there were many things each of which was made in only one or two
Cy the places, and thence distributed north and south, east and west, over the
growth of whole of Europe. But the wares whose production was localized andconsumers
beyond the which travelled far, were almost always of high price and small bulk:
seas'tewdhO the cheaper and heavier goods were supplied by each district forwan
goods of itself. In the colonies of the new world, however, people had not
simple always the leisure to provide manufactures for themselves: and they
patterns. were often not allowed to make even those which they could have

made; for though England's treatment of her colonies was more
liberal than that of any other country, she thought that the expense
which she incurred on their behalf justified her in compelling them to
buy nearly all kinds of manufactures from herself. There was also a
large demand for simple goods to be sold in India and to savage
races.

These causes led to the localization of much of the heavier
manufacturing work. In work which requires the highly trained skill
and delicate fancy of the operative, organization is sometimes of
secondary importance. But the power of organizing great numbers of
people gives an irresistible advantage when there is a demand for
whole ship cargoes of goods of a few simple patterns. Thus localization
and the growth of the system of capitalist undertakers were two parallel
movements, due to the same general cause, and each of them promoting
the advance of the other.

The factory system, and the use of expensive appliances in manu-
facture, came at a later stage. They are commonly supposed to be the
origin of the power which undertakers wield in English industry; and
no doubt they increased it. But it had shown itself clearly before their
influence was felt. At the time of the French Revolution there was
not a very great deal of capital invested in machinery whether driven
by water or steam power; the factories were not large, and there were
not many of them. But nearly all the textile work of the country was
then done on a system of contracts. This industry was controlled by
a comparatively small number of undertakers who set themselves to
find out what, where and when it was most advantageous to buy and
to sell, and what things it was most profitable to have made. They
then let out contracts for making these things to a great number of
people scattered over the country. The undertakers generally supplied
the raw material, and sometimes even the simple implements that
were used; those who took the contract executed it by the labour of
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themselves and their families, and sometimes but not always by that APP. A, 14.
of a few assistants.

As time went on, the progress of mechanical invention caused the
workers to be gathered more and more into small factories in the
neighbourhood of water power; and when steam came to be sub.
stituted for water power, then into larger factories in great towns.
Thus the great undertakers who bore the chief risks of manufacturing,
without directly managing and superintending, began to give way to
wealthy employers, who conducted the whole business of manufac-
turing on a. large scale. The new factories attracted the attention of
the most careless observer; and this last movement was not liable to
be overlooked by those who were not actually engaged in the trade,
as the preceding movement had been-,

Thus at length general attention was called to the great change in But
the organization of industry which had long been going on; and it was th:~f!r-
Been that the system of small businesses controlled by the workers takers col-
themselves was being displaced by the system of large businesses ~:~~~'!t:to
controlled by the specialized ability of capitalist undertakers. The large
change would have worked itself out very much as it has done, even if ~~~ke:~~
there had been no factories: and it will go on working itself out even Hence-
if the retail distribution of force by electric or other agencies should ~~~~~~~-
cause part of the work tha.t is now done in factories to be taken to labour
the home of the workers", was hiredwholesale.

§ 14. The new movement, both in its earlier and later forms, has
tended constantly to relax the bonds that used to bind nearly everyone
to live in the parish in which he was born; and it developed free
markets for labour, which invited people to come and take their chance
of finding employment. And in consequence of this change the causes
that determine the value of labour began to take a new character. Up
to the eighteenth century manufacturing labour had been hired, as a.
rule, retail; though a large and fluid labour class, which could be hired

1 The quarter of a century beginning with 1760 saw improvements followone
another in manufacture even more rapidly than in agriculture, During that
period the transport of heavy goods was cbeapened by Brindley's canals, the pro-
duction of power by Watt's steam-engine, and that of iron by Cort's processesof
puddling and rollmg, and by Roebuck's method of smelting it by coal in lieu
of the charcoal that had now become scarce; Hargreaves, Crompton, Arkwright,
Cartwright and others invented, or at least made economically serviceable,
the spinning-lenny, the mule, the carding machine, and the power-loom;
Wedgwood gave a great impetus to the pottery trade that was already growing
rapidly; and there were important inventions in printmg from cylmders, in
bleaching by chemical agents, and in other processes. A cotton factory was
for the first time driven directly by steam power in 1785, the last year of the
period. The beginning of the nineteenth century saw steam-ships and steam
printing-presses, and the use of gas for lighting towns. Railway locomotion, tele-
graphy and photography came a little later. See for further details a brilliant
chapter by Professor Clapham in tho Cambridge Modtm Hiswry, Vol. x.

• See Held's Sociale Geschichte Enqlands, Bk, n. eh, w.
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APP. A, 15. wholesale, had played a considerable part in the industrial history of
particular places on the Continent and in England before then. In
that century the rule was reversed, at least for England; and the price
of labour ceased to be dominated by custom, or by bargaining in small
markets. During the last hundred years it has ever more and more
been determined by the circumstances of supply and demand over a
large area--a town, a country, or the whole world.

The new organization of industry added vastly to the efficiency of
production; for it went far towards securing that each man's labour
should be devoted to just the highest kind of work which he was
capable of performing well, and that his work should be ably directed
and supplied with the best mechanical and other assistance that wealth
and the knowledge of the age could afford. But it brought with it great
evils. Which of these evils was unavoidable we cannot tell. For just
when the change was moving most quickly, England was stricken by a
combination of calamities almost unparalleled in history. They were
the cause of a great part-it is impossible to say of how great a part-
of the sufferings that are commonly ascribed to the sudden outbreak
of unrestrained competition. The loss of her great colonies was quickly
followed by the great French war, which cost her more than the total
value of the accumulated wealth she had at its commencement. An
unprecedented series of bad harvests made bread fearfully dear. And
worse than all, a method of administration of the poor law was
adopted which undermined the independence and vigour of the
people.

The first part of last century therefore saw free enterprise establish-
ing itself in England under favourable circumstances, its evils being
intensified and its beneficial influences being hindered by external
misfortunes.

There were § 15. The trade customs and the gild regulations, by which the
:~~~~\~ weak had been defended in past times, were unsuitable to the new
revive old industry. In some places they were abandoned by common consent:
:~I:~ces in others they were successfully upheld for a time. But it was a fatal
larour,mg success; for the new industry, incapable of flourishing under the old

bonds, left those places for others where it could be more £reel. Then
the workers turned to Government for the enforcement of old laws of
Parliament prescribing the way in which the trade should be carried
on, and even for the revival of the regulation of prices and wages by
justices of the peace.

These efforts could not but fail. The old regulations had been the
expression of the social, moral and economic ideas of the time; they
had been felt out, rather than thought out; they were the almost

The new
organiza-
tion was
accom-
panied
by great
evils·
many of
which
were due
to other
causes.

wh;ch had
done both
good and
evil in

I The tendency of industries to flee away from places where they were over-
regulated by the gilds was of old standing, and had shown itself in the thirteenth
century, though it was then comparatively feeble. See Gross' Gild Mtrehaflt,
VoL I.pp. 43 and 52.
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instinctive results of the experience of generations of men who had APP. A, 15.
lived and died under almost unchanged economic conditions. In the tb :--t'err une,
new age changes came so rapidly that there was no time for this. but were
Each man had to do what was right in his own eyes, with but little uhnfitteddfor

• .. t e rno em
gwdance from the experience of past times: those who endeavoured to era of rapid
cling to old traditions were quickly supplanted. change.

The new race of undertakers consisted chiefly of those who had The manu-
made their own fortunes, strong, ready, enterprising men: who, looking facturers
at the success obtained by their own energies, were apt to assume that ~b~~y
the poor and the weak were to be blamed rather than to be pitied strong self-
for their misfortunes. Impressed with the folly of those who tried to ~~~~:;:n,
bolster up economic arrangements which the stream of progress had only the

d . ed th hink h hi ted good Sideun ermm, ey were apt to t 1 t at not mg more was wan of com-
than to make competition perfectly free and to let the strongest have petiuon.
their way_ They glorified individuality of character, and were in no
hurry to find a modern substitute for the SOCIaland industrial bonds
which had kept men together in earlier times.

Meanwhile misfortune had reduced the total net income of the The
people of England. In 1820 a tenth of it was absorbed in paying the pressture ofwar axes
mere interest on the National Debt. The goods that were cheapened and the
by the new inventions were chiefly manufactured commodities of which sfcardc[ltyofd00 orce
the working man was but a small consumer. As England had then down real
almost a monopoly of manufactures, he might indeed have got his food wages,
cheaply if manufacturers had been allowed to change their wares freely
for corn grown abroad; but this was prohibited by the landlords who
ruled in Parliament. The labourer's wages, so far as they were spent
on ordinary food, were the equivalent of what his labour would produce
on the very poor soil which was forced into cultivation to eke out the
insufficient supplies raised from the richer grounds. He had to sell his
labour in a market in which the forces of supply and demand would
have given him a poor pittance even if they had worked freely. But he
had not the full advantage of economic freedom; he had no efficient
union with his fellows; he had neither the knowledge of the market,
nor the power of holding out for a reserve price, which the seller of
commodities has, and he was urged on to work and to let his family and
work during long hours, and under unhealthy conditions. This reacted ~d~~~~bY
on the efficiency of the working population, and therefore on the net and exces-
value of their work, and therefore it kept down their wages. The ~~~c~ork,
employment of very young children for long hours was no new thing: lowered
it had been common in Norwich and elsewhere even in the seventeenth !~~':na:e-
century. But the moral and physical misery and disease caused by power,
excessive work under bad conditions reached their highest point among
the factory population in the first quarter of the century. They
diminished slowly during the second quarter, and more rapidly since
then.
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APP. A, 16. After the workmen had recognized the folly of attempts to revive
But the old rules regulating industry, there was no longer any wish to
the new curtail the freedom of enterprise. The sufferings of the English people
system at their worst were never comparable to those which had been caused
had saved
England by the want of freedom in France before the Revolution; and it was
from argued that, had it not been for the strength which England derived
French
armies, from her new industries, she would probably have succumbed to a
and the foreign military despotism, as the free cities had done before her.
~~~dit. Small as her population was she at some times bore almost alone the

burden of war against a conqueror in control of nearly all the resources
of the Continent; and at other times subsidized larger, but poorer
countries in the struggle against him. Rightly or wrongly, it was
thought at the time that Europe might have fallen permanently under
the dominion of France, as she had fallen in an earlier age under that
of Rome, had not the free energy of English industries supplied the
sinews of war against the common foe. Little was therefore heard in
complaint against the excess of free enterprise, but much against that
limitation of it which prevented Englishmen from obtaining food from
abroad in return for the manufactures which they could now so easily
produce.

And even trades-unions, which were then beginning that brilliant
though chequered career which has been more full of interest and
instruction than almost anything else in English history, passed into
the phase of seeking little from authority except to be left alone. They
had learnt by bitter experience the folly of attempting to enforce the old
rules by which Government had directed the course of industry; and
they had as yet got no far-reaching views as to the regulation of trade
by their own action: their chief anxiety was to increase their own
economic freedom by the removal of the laws against combinations
of workmen.

§ 16. It has been left for our own generation to perceive all the
evils which arose from the suddenness of this increase of economic
freedom. Now first are we getting to understand the extent to which
the capitalist employer, untrained to his new duties, was tempted to
subordinate the wellbeing of his workpeople to his own desire for
gain; now first are we learning the importance of insisting that the
rich have duties as well as rights in their individual and in their
collective capacity; now first is the economic problem of the new age
showing itself to us as it really is. This is partly due to a wider know-
ledge and a growing earnestness. But however wise and virtuous our
grandfathers had been, they could not have seen things as we do; for
they were hurried along by urgent necessities and terrible disasterst,

Change
in the
policy of
Trades-
Unions.

People
could not
see, as
we can,
how great
are the
evils of
economic
freedom
when it
degener-
ates into
license.

• In times of peace no one ventures openly to rank money as of high import-
ance in comparison with human lives; but in the crisis of an expensive war
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We must judge ourselves by a severer standard. For, though Al'P. A, 16.

England has recently been called on to struggle once more for national W --
existence, her powers of production have been immeusely increased; no~bave
free trade and the growth of steam communication have enabled a greater d
largely increased population to obtain sufficient supphes of food on ~:~:
easy terms. The average money income of the people has more than Iugher.
doubled; while the price of almost all important commodities except
animal food and house-room has fallen by one-half or even further.
It is true that even now, if wealth were distributed equally, the total
production of the country would only suffice to provide necessaries
and the more urgent comforts for the people, and that as things are,
many have barely the necessaries of life. But the nation has grown
in wealth, in health, in education and in morality; and we are no
longer compelled to subordinate almost every other consideration to
the need of increasing the total produce of industry.

In particular this increased prosperity has made us rich and strong Tbe new
enough to impose new restraints on free enterprise; some temporary resrtramdtson ree om
material loss being submitted to for the sake of a higher and ultimate are cruelly
greater gain. But these new restraints are different from the old. ~ntethets f. m ~ 0
They are imposed not as a means of class domination; but with the women and
purpose of defending the weak, and especially children and the mothers children,
of ehildren, in matters in which they are not able to use the forces of
competition in their own defence. The aim is to devise, deliberately
and promptly, remedies adapted to the quickly changing circumstances
of modern industry; and thus to obtain the good, without the evil, of
the old defence of the weak that in other ages was gradually evolved
by custom.

Even when industry remained almost unchanged in character for The
many generations together, custom was too slow in its growth and too teldegrapbt. . an pnn-
blind to be able to apply pressure only when pressure was beneficlal: ing-press
and in this later stage custom can do but little good, and much harm. enable tile
But by the aid of the telegraph and the printing-press, of representative ~~~ ~
government and trade associations, it is possible for the people to think tdhec!deoneir own
out for themselves the solution of their own problems. The growth of remedies
knowledge and self-reliance has given them that true self-controlling f0j{,heir
freedom, which enables them to impose of their own free will restraints ev .
on their own actions; and the problems of collective production, col-
lective ownership and collective consumption are entering on a new
phase.

Projects for great and sudden changes are now, as ever, foredoomed

money can always be used so as to save them. A general who at a critical time
se.crifices lives in order to protect material, the loss of which would cause the
loss of many men, is held to have acted rightly, though no one would openly
defend a sacrifice of soldiers' lives in order to save a few army stores in time of
peace.
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australia

APP. A, 17. to fail, and to cause reaction; we cannot move safely, if we move so
And we are fast that our new plans of life altogether outrun our instincts. It is
gradually true that human nature can be modified: new ideals, new opportunities
~~~ and new methods of action may, as history shows, alter it very much
fonnsof even in a few generations; and this change in human naturo has
co~ective perhaps never covered so wido an area and moved so fast as in theacuon,
higher present generation. But still it is a growth, and therefore gradual;
!~~Id, and changes of our social organization must wait on it, and therefore
because they must be gradual too.
btasedonIf But though they wait on it, they may always keep a little in
8 rong se - _.J f . . h h f hi h . I bdisciplined aavanoe 0 It, promotmg t e growt 0 our g er SOCIa nature y
individual- giving it always some new and higher work to do, some practical ideal
Ity. towards which to strive. Thus gradually we may attain to an order

of social life, in which the common good overrules individual caprice,
even more than it did in the early ages before the sway of individualism
had begun. But unselfishness then will be tho offspring of deliberate
will; and, though aided by instinct, individual freedom will then
develop itself in collective freedom:-a. happy contrast to the old
order of life, in which individual slavery to custom caused collective
slavery and stagnation, broken only by the caprice of despotism or
the caprice of revolution.

§ 17. We have been looking at this movement from the British
point of view. But other nations are hastening in the same direc-
tion. America faces new practical difficulties with such intrepidity
and directness that she has already attained leadership in some eco-
nomic affairs; she supplies many of the most instructive instances
of the latest economic tendencies of the age, such as the development
of speculation and trade combination in every form, and she will
probably before long take the chief part in pioneering tho way for the
rest of the world.

Australia also shows signs of vigour, and she has indeed some
advantage over the United States in the greater homogeneity of her
people. For, though the Australians-and nearly the same may be
said of the Canadians-come from many lands, and thus stimulate one
another to thought and enterprise by the variety of their experiences
and their habits of thought, yet nearly all of them belong to one race:
and the development of social institutions can proceed in some respects
more easily, and faster than if they had to be adjusted to the capacities,
the temperaments, the tastes, and the wants of peoples who have little
affinity with one another.

On the Continent the power of obtaining important results by free
association is less than in English-speaking countries; and in con-
sequence there is less resource and less thoroughness in dealing with
industrial problems, But their treatment is not quite the same in any
two nations: and thero is something characteristic and instructive in

America is
throwing
much light
oncertam
economic
problems.
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the methods adopted by each of them; particularly in relation to the UP • .&.,17.
sphere of governmental action. In this matter Germany is taking the
lead. It has been a great gain to her that her manufacturing industries
developed later than those of England; and she has been able to profit
by England's experience and to avoid many of her mistakes'.

In Germany an exceptionally large part of the best intellect in the Gennany
nation seeks for employment under Government, and there is probably fa~ili=Jal
no other Government which contains within itself so much trained for expen-
ability of the highest order. On the other hand the energy, the ~e:::g
originaJity and the daring which make the best men of business in manage-
England and America have but recently been fully developed in mbent of. usmess
Germany; while the German people have a great faculty of obedience. by the
They thus differ from the English; whose strength of will makes them Goverr
capable of thorough discipline when strong occasion arises but who are ili~n:~;le.
not naturally docile. The control of industry by Government is seen in
its beat and most attractive forms in Germany; and at the same time
the special virtues of private industry, its vigour, its elasticity and its
resource are beginning to be seen in full development there. In con-
sequenee the problems of the economic functions of Government have
been studied in Germany with great care, and with results that may
be very instructive to English-speaking people; provided they recollect
that the arrangements best suited for the German character arc
perhaps not quite the beat for them; since they could not, if they
would, rival the Germaus in their steadfast docility, and intheir easy
contentment with inexpensive kinds of food, clothing, house-room and
amusements.

And Germany contains a larger number than any other country of
the most cultivated members of that wonderful race who have been
leaders of the world in intensity of religious feeling and in keenness of
busiaesa speculation. In every country, but especially in Germany,
much of what is most brilliant and suggestive in economic practice
and in economic thought is of Jewish origin. And in particular to
German Jews we owe many daring speculations as to the conflict of
interests between the individual and society, and as to their ultimate
economic causes and their possible socialistic remedies.

But we are trenching on the subject of Appendix B. Here we
have seen how recent is the growth of economic freedom, and how new
is the substance of the problem with which economic science has now
to deal; we have next to inquire how the form of that problem has
been fashioned by the progress of events and the personal peculiarities
of great thinkers.

1 List worked out with much suggestivenessthe notion that a backward nation
must learn its lessonsnot from the contemporary conduct 01 more lorward nations,
but from their conduct when they were in the same state in winch It is now. But,
as Knies well shows (Politische CEkonomit, n, 5), the growth of trade and the
unprovement of the means of communication are making the developments of
different nations tend to synchronize.

~ ~
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THE GROWTH OF ECONOMIC SCIENCE.

Influence
oftrade
with the
New
World.

UP. B, 1. § 1. WE have seen how economic freedom has its roots in the
Modem past, but is in the main a product of quite recent times; we have next
economic to trace the parallel growth of economic science. The social conditions
scienceowesmuch of the present day ha.ve been developed from early Aryan and Semitic
to ancient institutions by the aid of Greek thought and Roman law; but modern~=:IY,economic speculations have been very little under the direct intluence
but little of the theories of the ancients.
directly. It is true that modem economics had its origin in common with

other sciences at the time when the study of classic writers was
reviving. But an industrial system which was based on slavery, and
a philoso~hy which regarded manufacture and commerce with con-
tempt, had little that was congenial to the hardy burghers who were
as proud of their handicrafts and their trade as they were of their
share in governing the State. These strong but uncultured men
might have gained much from the philosophic temper and the broad
interests of the great thinkers of past times. But, as it was, they set
themselves to work out their own problems for themselves; and modern
economics had at its origin a certain rudeness and limitation of scope,
and a bias towards regarding wealth as an end rather than a means
of man's life. Its immediate concern was generally with the public
revenue, and the effects and yield of taxes; and here the statesmen
of the free cities and the great empires alike found their economic
problems more urgent and more difficult, as trade became broader
and war more expensive.

In a.ll ages, but especially in the early middle ages, statesmen and
merchants had busied themselves with endeavours to enrich the State
by regulating trade. One chief object of their concern had been the
supply of the precious metals, which they thought the best indication
if not the chief cause of material prosperity, whether of the individual
or the nation. But the voyages of Vasco da Gliomaand Columbus
raised commercial questions from a secondary to a dominating position
among the nations of Western Europe. Theories with regard to the

I See I. L6.
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importance of the precious metals, and the best means of obtaining Al'P. B. 1.
supplies of them, became in some measure the arbiters of public policy,
dictating peace and war, and determining alliances that issued in the
rise and fall of nations: and at times they largely influenced the
migration of peoples over the face of the globe.

Regulations as to trade in the precious metals were but one group The early
of a vast body of ordinances, which undertook. with varying degrees regulation
f . te d it t f h . di id I h of trade.o mmu ness an seven y, 0 arrange or eac m IV! ua w at he

should produce and how he should produce it, what he should earn
and how he should spend his earnings. The natural adhesiveness of
the Teutons had given custom an exceptional strength in the early
middle ages. And this strength told on the side of trade gilds, of local
authorities and of national Governments when they set themselves to
cope with the restless tendency to change that sprang directly or
indirectly from the trade with the New World. In France this
Teutonio bias was directed by the Roman genius for system, and
paternal government reached its zenith; the trade regulations of
Colbert have become a proverb. It was just at this time that eoo-
nomio theory first took shape, the so-called Mercantile system became
prominent; and regulation was pursued with a masterful rigour that
had not been known before.

As years went on there set in a tendency towards economic free- The
dom, and those who were opposed to the new ideas olaimed on their ili~antile
side the authority of the Mercantilists of a past generation. But the tend~ to
spirit of regulation and restriction which is ~ound in their systems }~~~~~~e
belonged to the age; many of the changes which they set themselves trade.
to bring about were in the direction of the freedom of enterprise. In
particular they argued, in opposition to those who wished to prohibit
absolutely the exportation of the precious metals, that it should be
permitted in all cases in which the trade would in the long run bring
more gold and silver into the country than it took out. By thus
raising the question whether the State would not benefit by allowing
the trader to manage his business as he liked in one particular case,
iliey had started a new tendency of thought; and this moved on by
imperceptible steps in the direction of economic freedom, being
assisted on its wa.y by the circumstances of the time, no less than
by the tone and temper of men's minds in Western Europe. The
broadening movement did go on till, in the latter half of the eighteenth
century, the time was ripe for the doctrine that the wellbeing of the
community almost always suffers when the State attempts to oppose
its own artificial regulations to the "natural" liberty of every man
to manage his own affairs in his own wayl.

1 Meanwhile "Camera1istic" studies were developing the scientific analysis 0(

public business, at first on the financial side alone; but from 1750 onwards in·
creasingly in regard to the material, 118 distinguished from the human, conditioUl
of the wealth of nations.

48--2
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THE GROWTH OF ECONOMIC SCIENCE

§ 2. The first systematic attempt to form an economic science on
a broad basis W8o8 made in France about the middle of the eighteenth
century by a group of statesmen and philosophers under the leadership
of Quesnay, the noble-minded physician to Louis XV.l The corner-
stone of their policy W8o8 obedience to Nature2•

They were the first to proclaim the doctrine of free trade as a
broad principle of action, going in this respect beyond even such
advanced English writers 808 Sir Dudley North; and there wa.s much
in the tone and temper of their treatment of political and social
questions which was prophetic of a. later age. They fell however
into a confusion of thought which was common even among scientific
men of their time, but which has been banished after a long struggle
from the physical sciences. They confused the ethical principle of
conformity to Nature, which is expressed in the imperative mood, and
prescribes certain laws of action. with those causal laws which science
discovers by Interrogating Nature, and which are expressed in the
indicative mood. For this and other reasons their work has but little
direct value,

But its indirect influence on the present position of economics has
been very great. For, firstly, the clearness and logical consistency

1 Canullon's essay Sur la Nature de Commerce, written in 1755, and covering ..
wide range, has indeed some claims to be called systematic. It is acute and in some
respects ahead of his time; though it now appears that he had been anticipated
on several important points by Nicholas Barbon, who wrote sixty years earher.
Kautz was the first to recognize the importance of Cantillon's work; and Jevons
declared he was the true founder of Political Economy. For a well-balanced
estimate of his place in economics, see an article by Higgs in the Quarterly Journal
of Economics, Vol. VI.

I In the two preceding centuries writers on economic questions had continually
appealed to Nature; each disputant claiming that his scheme was more natural
than that of others, and the pbllosophers of the eighteenth century, some of
whom exercised a great Influence on economics, were wont to find the standard
of right in conformity to Nature. In particular Locke anticipated much of the
work of the French economists in the general tone of his appeals to Nature,
and in some important details of his theory. But Quesnay, and the other French
economists who worked with him, were drawn to the pursuit of natural laws of
social We by several forees in addition to those which were at work in England.

The luxury of the French court, and the privileges of the upper cL"\SSeS
which were ruining France, showed tho worst si.Ie of an artificial civilization,
and made thougbtful men yearn for a return to a more natural state of society.
The lawyers, among whom much of the best mental and moral strength of the
country was to be found, were full of the Law of Nature which had been developed
by the Stoic lawyers of the later Roman Empire, and as the century wore on.
the sentimental admiration for the .. natural" life of the American Indians, which
Rousseau had kindled into Ilame, began to inlluence the economists. Before
long they were called Physiocrats or adherents of the rule of Nature; this name
being derived from the title of Dupont de Nemours' Physiocratie ou ConstitllJion
N atu..elk du Gouf!e1"l&e11ltntle plus avantagew: au Gen re II wrnain published in

1768. It may be mentioned that their enthusiasm for agriculture and for the
naturalness and simphcity of rural life was in part derived from their Stoic
masters.
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of their arguments have caused them to exercise a. great influence on UP. B, 3.
later thought. And, secondly, the chief motive of their study was not, mods

. h d been wi h f hei ed Its mo ernas It a een WIt most·o t eir pr eccssors, to increase the riches philanthro-
of merchants and fill the exchequers of kings; it was to diminish. the pic tone.
suffering and degradation which was caused by extreme poverty.
They thus gave to economics its modern aim of seeking after such
knowledge cs may help to raise the quality of human Iife',

§ 3. The next great step in advance, the greatest step that Adam
economies has ever taken, was the work, not of a school but of an Srmth'a
individual, Adam Smith was not indeed the only great English genius.
economist of his time. Shortly before he wrote, important additions to
economic theory had been made by Hume and Steuart, and excellent
studies of economic facts had been published by Anderson and Young.
But Adam Smith's breadth WIlo8 sufficient to include all that was
best in all his contemporaries, French and Engllsh; and, though he
undoubtedly borrowed much from others, yet the more one compares
him with those who went before and those who came after him, the
finer docs his genius appear, the broader his knowledge and the more
well-balanced his judgment.

He resided a long time in France in personal converse with the
Physiocrats; he made a careful study of the English and French
philosophy of his time, and he got to know the world practically by
wide travel and by intimate association with Scotch men of business.
To these advantages he added unsurpassed powers of observation,
judgment and reasoning. The result is that wherever he differs from
his predecessors, he is more nearly right than they; while there is
scarcely any economic truth now known of which he did not get some
glimpse. And since he WIlo8 the first to write a treatise on wealth in
all its chief social respects, he might on this ground alone have a
claim to be regarded as the founder of modern economics".

I Even the generous Vauban (writing in 1717) had to apologizefor his interest
in the wellbeingof the people, arguing that to enrich them was the only way to
enrich tbe king-e-Pauvres paysans, pauvre Royaume, pauvre Royaume, pauvre ROi.
On the otber band Locke, who exercised a great influence over Adam Smith,
anticipated tbe ardent plulanthropy of the Pbysiocrats as he did also some of their
peculiar economic opinions. Their favourite phrase Laissez [aire, laissez aller,
18 commonly misapplied now. LaISSez [aire means that anyone should be allowed
to make what things he likes, and as he hkes; that all trades should be open to
everybody; that Government should not, as the Colbertists insisted, prescribe to
manufacturers the fashions of their cloth. Laissez aller (or passer) means that
persons and goods should be allowed to travel freely from one place to another,
and especially from one district of France to another, without being subject to
tolls and taxes and vexatious regulations, It may be noticed that laissez aller was
the signal used in the Middle A"oes by the Marshals to slip the leash from the
combatants at a tournament .

• Compare the short but weighty statement of Adam Smith's cla'ms to supre-
macy in Wagner's Grundlegllng, Ed. 3, pp. 6, etc.; also Hasbach's UfllersuchungfJfI
.,ber Adam Smillt (in which the notice of the influence of Dutch thought on both
Engliah and French is of special interest); and L. L. Price's ..4.damSm.th and hu
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But the area which he opened up was too vast to be thoroughly
surveyed by one man; and many truths of which at times he caught
sight escaped from his view at other times. It is therefore possible to
quote his authority in support of many errors; though, on examination,
he is always found to be working his way towards the trutht,

He developed the Physiocratic doctrine of Free Trade with 80 much
practical wisdom, and with so much knowledge of the actual conditions
of business, as to make it a great force in real life; and he is most
widely known both here and abroad for his argument that Government
generally does harm by interfering in trade. While giving many
instances of the ways in which self-interest may lead the individual
trader to act injuriously to the community, he contended that even
when Government acted with the best intentions, it nearly always
served the public worse than the enterprise of the individual trader,
however selfish he might happen to be. So great an impression did he
make on the world by his defence of this doctrine that most German
writers have it chiefly in view when they speak of Smithiani8m'U8Z•

But after all, this was not his chief work. His chief work was
to combine and develop the speculations of his French and English
contemporaries and predecessors as to value. His highest claim to
have made an epoch in thought is that he was the first to make a
careful and scientific inquiry into the manner in which value measures
human motive, on the one aide measuring the desire of purchasers to

relatiotu to Recent EC01Wmics in the Economic Journal, VoL m, Cunningham,
History, § 306, argues forcibly that .. his great achievement lay in isolating the
conception of national wealth, while preVIOUSwriters had treated it in COnscIOUS
subordination to national power"; but perhaps each half of this contrast is drawn
with too sharp outlines. Cannan in his Introduction to the Lectures of .J.dam
Smith, shows the importance of Hutcheson's influence on him.

1 For instance, he had not quite got rid of the contusion prevalent in his time
between the laws of economic science and the ethical precept of conformity to
nature. .. Natural" with him sometimes means that which the existing forces
actuaJIy produce or tend to produce, sometimes that which hi, own human nature
makes him WISh that they should produce. In the same way, he sometimes
regards it as the province of the economist to expound a science, and at others to
set forth a part of the art of government. But loose as his language often is,
we find on closer study that he himsclf knows pretty well what he is about.
When he is seeking for causal laws, that is, for laws of nature in the modern use
of the term, he uses scientific methods; and when he utters practical precepts be
generaIly knows that he is only expressing his own views of what ought to be,
even when he seems to claim the authority of nature for them.

• The popular use of this term in Germany implies not only that Adam
Smith thought that the free play of individual interests would do more for the
public weal than Government interference could, but further that it almost always
acted in the ideally best way. But the leading German economists are well
aware that he steadily insisted on the frequent opposition that there is between
private interests and the public good: and the old use of the term Smithianismtu
is becoming discredited. See for instance a long Jist of such conflicts quoted from
the Wealth of Natiotu by Knies, Politisch» CEkonomie, ch. m. § 3. See also
Feilbogen, Smith uti Tvrgot, and Zeyss, Smith vntl tier Eigmnutz.
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obtain wealth, and on the other the efforts and sacriflees (or "Real APP. B, 4.
Cost of Production") undergone by its producers-. .

Possibly the full drift of what he was doing was not seen by him, ~~~Z~c
certainly it was not perceived by many of his followers. But for all science.
that, the best economic work which came after the lVeaUh of Nations is
distinguished from that which went before, by a clearer insight into the
balancing and weighing, by means of money, of the desire for the pos-
session of a thing on the one hand, and on the other of all the various
efforts and self-denials which directly and indirectly contribute towards
making it. Important as had been the steps that others had taken in
this direction, the advance made by him was so great that he really
opened out this new point of view, and by so doing made an epoch.
In this he and the economists, who went before and came after him,
were not inventing a new academic notion; they were merely giving
definiteness and precision to notions that are familiar in common life.
In fact the ordinary man, without analytical habits of mind, is apt to
regard money as measuring motive and happiness more closely and
exactly than it actually does; and this is partly because he does not
think out the manner in which the measurement is effected. Economic
language seems technical and less real than that of common life. But
in truth it is more real, because it is more careful and takes more
acoount of differences and difficultiest.

§ 4. None of Adam Smith's oontemporaries and immediate sue- The study
cessors had a mind as broad and well balanced as his. But they did of facts.
excellent work, each giving himself up to some class of problems to
which he was attracted by the natural bent of his genius, or the special
events of the time in which he wrote. During the remainder of the
eighteenth century the chief economic writings were historical and
descriptive, and bore upon the condition of the working classea,
especially in the agricultural districts. Arthur Young continued the
inimitable records of his tour, Eden wrote a history of the poor which

1 The relations of Value to Cost of Production had been indicated by the
Physiocrats and by many earlier writers, among whom may be mentioned Harris,
Cantillon, Locke, Barbon, Petty; and even Hobbes who hinted, though vaguely,
that plenty depends on labour and abstinence applied by man to working up and
aecumulating the gifts of nature by land and by sea-pro1)entw terr~ et aqIU8.
labor d parsimonia.

• Adam Smith saw clearly that while economic science must be based on
a study of facts, the facts are so complex, that they generally can teach nothing
directly; they must be interpreted by careful reasoning and analysis. And as
Burne said, the Wealt7& of Nation8 "is so much illustrated with curious (acts that
it must take the public attention." This is exactly what Adam Smith did: he
did not very often prove a conclusion by detailed induction. The data of his proofs
were chiefly facts that were within everyone's knowledge, facts physical, mental
and moral. But he illustrated his proofs by curious and instructive facts; he tlUI8
gave them life and force, and made his readers feel tllat they were dealing witll
problems of the real world, and not with abstraction; and his book, though not
wen arranged, is a model of method. The supremacy of Adam Smith and of Ricardo,
each In his own way, is wen set fortl1 by Prof. Nicholson In TM Camhtidg' Modem
HiIttwr. VoL x. ch. XXIV.
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has served both as a basis and as a model for all succeeding historians
of industry; while Malthus showed by a careful investigation of history
what were the forces which had as a matter of fact controlled the
growth of population in different countries and at different times.

But on the whole the most influential of the immediate successors
of Adam Smith was Bentham. He wrote little on economics himself,
but he went far towards setting the tone of the rising school of English
economists at the beginning of the nineteenth eentury. He was an
uncompromising logician. and averse to all restrictions and regulations
for which no clear reason could be given; and his pitiless demands that
they should justify their existence received support from the circum-
stances of the age. England had won her unique position in the world
by her quickness in adapting herself to every new economic movement;
while by their adherence to old-fashioned ways the nations of Central
Europe had been prevented from turning to account their great
natural resources. The business men of England therefore were
inclined to think that the influence of custom and sentiment in busi-
ness affairs was harmful, that in England at least it had diminished,
was diminishing, and would soon vanish away: and the disciples of
Bentham were not slow to conclude that they need not concern
themselves much about custom. It was enough for them to discuss
the tendencies of man's action on the supposition that everyone was
always on the alert to find out what course would best promote his
own interest, and was free and quick to follow itl.

There is then some justice in the charges frequently brought
against the English economists of the beginuing of last century, that
they neglected to inquire with sufficient care whether a greater range
might not be given to collective as opposed to individual action in
social and economic affairs, and that they exaggerated the strength
of competition and its rapidity of action: and there is some ground,
though a very slight one, for the charge that their work is marred by
a certain hardness of outline and even harshness of temper. These
faults were partly due to Bentham's direct influence, partly to the
spirit of the age of which he was an exponent. But they were partly
also due to the fact that economic study had again got a good deal
into the hands of men whose strength lay in vigorous action rather
than in philosophical thought.

1 Another way in which he influenced the young economists around him was
through his passionate desire for security. He was indeed an ardent reformer.
He was an enemy of all artificial distinctions between different classes of men;
he declared with emphasis that any one man's happiness was as important as
any other's, and that the aim of all action should be to increase the sum total
of happiness; he admitted that other things being equal this sum total would
be the greater, the more equally wealth was distributed. Nevertheless 80 full
was his mind of the terror of the French revolution, and 80 great were the
evils which he attributed to the smallest attack on security that, daring analyst
as he was, he Ielt himself and he fostered in his disciples an almost superstitlous
reverence for the e::tisting institutions of private property.



ACHIEVEMENTS OF RICARDO AND HIS FOLLOWERS 761
§ 5. Statesmen and merchants again threw themselves into prob- APP. D, 5.

lema of money and foreign trade with even more energy than they
ed to d h th t· first started i Many ofUS 0 w en ese ques ions were rst started ill the earlier period whom had

of the great eeonomic change at the end of the Middle Ages. It might a bias
at first sight seem probable that their contact with real life, their wide ~~d~ne-
experience, and their vast knowledge of facts would have led them to ralization.
take a wide survey of human nature ann to found their reasonings on a.
broad basis. But the training of practical life often leads to a too rapid
generalization from personal experience.

So long as they were well within their own province their work was Their work
excellent. The theory of currcncy is just that part of economic science ~~:~~-
in which but little harm is done by neglecting to take much account of as they ng

any human motives except the desire for wealth; and the brilliant :~':; of
school of deductive reasoning, which Ricardo led, was here on safe
groundt,

The economists next addressed themselves to the theory of foreign and foreign
trade and cleared away many of the flaws which Adam Smith had left trade,
in it. There is no other part of economics, except the theory of money,
which so nearly falls within the range of pure deductive reasoning. It
is true that a full discussion of a free trade policy must take account of
ma.ny considerations that are not strictly economic; but most of these,
though important for agricultural countries, and especially for new
countries, had little bearing in the case of England.

During all this time the study of economic facts was not neglected nor did
ill England. The statistical studies of Petty, Arthur Young, Eden, and theyI tne/! ec
others wero ably continued by Tooke, McCulloch and Porter. And statistics

1 He is often spoken of as a representative Englishman: but this is just what
he was not. His strong constructive orizinality is the mark of the J.~hest genius
in all nations. But his aversion to inductions and his dehght in abstract reason-
ings are due, not to his English education, but, as Bagehot points out, to Lis
Semitic origin. Nearly every branch of the Semitic race has had some special
genius for dealinq with abstractions, and several of them have had a bias towards
the abstract calculations connected with the trade of money dealing, and its
modem developments; and Ricardo's power of thre-iding his way without slip
through intricate paths to new and unexpected results has never been surpassed.
But it is difficult even for an Englishman to follow hIS track; and his foreign critics
have, as a rule, failed to detect th e real drift and purpose of bis work. For he never
explains himsclf: he never shows what his purpose is in worltlng first on one
hypothesis and then on another, nor how by properly combining the results of hi.~
different hypothesis it is possible to cover a great variety of practical questions.
ITe wrote originally not for publication, but to clear away the doubts of him-
self, and perhaps a few friends, on points of special difficulty. They, like himself,
were men of affairs with a vast knowledge of the facts of life: and this is one
cause of his preferring broad principles, consonant with general experience, to
particular inductions from select groups of facts. But his knowledge was one-
si.Ied: he understood the merchant, but not the working man. His sympathies
however were with the working man; and he supported his fnend Hume in the
defence of the right of the working men to combine for mutual aid in the same
way as their employers were able to do. Compare Appendix I Lelow,
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APP. B, 6. though it may be true that an undue prominence is given in their
writings to those facts which were of direct interest to merchanf:JJ and
other capitalists, the same cannot be said of the admirable series of
Parliamentary inquiries into the condition of the working classes, which
were brought about by the influence of the economists. In fact, the
public and private collections of statistics and the economic histories
that were produced in England at the end of the eighteenth century
and the beginning of the nineteenth, may fairly be regarded as the
origin of systematic historical and statistical studies in economics.

But they Nevertheless there was a certain narrowness in their work: it was
lacked a truly historical' but for the zreater part it was not "comparative"knowledge ''''-- •
of the Com- Hume, Adam Smith, Arthur Young and others had been led by their
~~od~ own instinctive genius and the example of Montesquieu occasionally to

compare social facta of different ages and different countries, and to
draw lessons from the comparison. But no one had grasped the notion
of the comparative study of history on a systematio plan. In oonse-
quence the writers of that time, able and earnest as they were in their
search for the actual facta of life, worked rather at haphazard. They
overlooked whole groups of facts which we now see to be of vital
importance, and they often failed to make the best use of those which
they collected. And this narrowness was intensified when they passed
from the collection of facts to general reasonings about them.

§ 6. For the sake of simplicity of argument, Ricardo and his
followers often spoke as though they regarded man as a. constant
quantity, and they never gave themselves enough trouble to study his
variations. The people whom they knew most intimately were city
men; and they sometimes expressed themselves 80 carelessly as almost
to imply that other Englishmen were very much like those whom they
knew in the city.

They were aware that the Inhabitants of other countries had
peculiarities of their own that deserved study; but they seemed to
regard such differences as superficial and sure to be removed, as soon as
other nations had got to know that better way which Englishmen were
ready to teach them. The same bent of mind that led our lawyers to
impose English civil law on the Hindoos, led our economists to work
out their theories on the tacit supposition that the world was made up
of city men. And though this did little harm 80 long as they were
treating of money and, foreign trade, it led them astray as to the
relations between the different industrial classes. It caused them to
speak of labour as a commodity without staying to throw themselves
into the point of view of the workman; and without dwelling upon the
allowances to be made for his human passions, his instincf:JJ and habits,
his sympathies and antipathies, his class jealousies and class adhesive-
ness, his want of knowledge and of the opportunities for free and
vigorons action. They therefore attributed to the forces of supply and
demand a much more mechanical and regular action than is to be

and
inquiries
into the
condition
of the
working
classes.
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desire for
simplicity
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sometimes
to argue as
though all
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had the
same
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mind as
city men.
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found in real life: and they laid down laws with regard to profits APP. B, 6.
and wages that did not really hold even for England in their own
time1•

But their most vital fault was that they did not see how liable to They did
change are the habits and institutions of industry. In particular they not allow
did not see that the poverty of the poor is the chief cause of that weak- f~;df~
ness and inefficiency which are the causes of their poverty: they had depend?nce
not the faith that modern economists have in the possibility of a vast ~~::::~:r
improvement in the condition of the working classes. on hIS

The perfectibility of man had indeed been asserted by the socialists. ~~~~':;.
But their views were based on little historic and scientific study; and The
were expressed with an extravagance that moved the contempt of the Socialists.
business-like economists of the age. The socialists did not study the
doctrines which they attacked; and there was no difficulty in showing
that they had not understood the nature and efficiency of the existing
economic organization of society. The economists therefore did not
trouble themselves to examine carefully any of their doctrines, and
least of all their speculations as to human natures,

But the socialists were men who had felt intensely, and who knew
something about the hidden springs of human action of which the
economists took no account. Buried among their wild rhapsodies there
were shrewd observations and pregnant suggestions from which philo-
sophers and economists had much to learn. And gradually their

I AB regards wages there were even some logical errors in the conclusions
they deduced from their own premisses. These errors when traced back to their
origin are little more than careless modes of expression. But they were seized
upon eagerly by those who cared little for the scienttfic study of economics, and
cared only to quote its doctrines for the purpose of keeping the working classes in
their place; and perhaps no other great school of thinkers has ever suffered so
much from the way in which its "parasites" (to use a term that is commonly
applied to tliem in Germany), professing to srmphfy economic doctrines, really
enunciated them without the conditions required to make them true. Miss Mar-
tineau gave some colour to these statements by her vehement writmgs against the
Factory Acts: and Senior also wrote on the same side. But MISSMartmeau was
not an economist in the proper sense of the word: she confessed that she never
read more than one chapter of an economic book at a time before writmg a story
to illustrate economic principles, for fear the pressure on her rrnnd should be too
great: and before her death she expressed a just doubt whether the principles of
economics (as understood by her) bad any vahdity. Semor wrote agamst the Acts
when he had only just begun to study economics: a few years later be formally
recanted his opinions. It has sometimes been said that l\l<Culloch was an opponent
of the Acts; but in fact he heartily supported them. Tooke was the chief of the sub-
Commissioners, whose report on the employment of women and children in the
mines roused public opinion to decisive action against it.

I A partial exception must be made for l\IaIthus, whose studies of population
were suggested by Godwin's essay. But he did not properly belong to the
Ricardian school and he was not a man of business. Half a century later Bastiat,
II. lucid writer but not a profound thinker, maintained the extravagant doctrine
tbat the natural organization of society under the influence of ccmpetiuon is the
best not only that can be practically effected, but even that can be theoretically
conceived.
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APr. D, 7. influence began to tell. Comte's debts to them were very great; and
the crisis of John Stuart Mill's life, as he tells us in his autobiography,
came to him from reading them.

The. § 7. When comparing the modern view of the vital problem of
fer;:d~~~of the Distribution of wealth with that which prevailed at the beginning
econom~ts of last ccntury we have found that, over and above all changes in~:~':tdetail and all improvements in scientific accuracy of reasoning, there
of the is a. fundamental change in treatment; for, while the earlier economists
~fh:~argued as though man's character and efficiency were to be regarded as
nature a fixed quantity, modern economists keep constantly in mind the fact

that it is a product of the circumstances under which he has lived.
This change in the point of view of economics is partly due to the fact
that the changes in human nature during the last fifty years have been
so rapid as to force themselves on the attention; partly to the direct
influence of individual writers, socialists and others; and partly to the
indirect influence of a similar change in some branches of natural
science.

is partly At the beginning of last century the mathematico-physical group of
due to the • • th d t d th . id I thinfluence ot sciences were In e ascen an ; an ese SCIences, WI e y as ey
biological differ from one another, have this point in common, that their subject-
studies. matter is constant and unchanged in all countries and in all ages. The

progress of science was familiar to men's minds but the development of
the subject-matter of science was strange to them. AB the century
wore on, the biological group of sciences were slowly making way, and
people were getting clearer ideas as to the nature of organic growth.
They were learning that if the subject-matter of a science passes
through different stages of development, the laws which apply to one
stage will seldom apply without modification to others; the laws of the
science must have a development corresponding to that of the things
of which they treat. The influence of this new notion gradually
spread to the sciences which relate to man; and showed itseH in the
works of Goethe, Hegel, Comte and others.

At last the speculations of biology made a great stride forwards: its
discoveries fascinated the attention of the world as th086 of physics
had done in earlier years; and there was a marked change in the tone
of the moral and historical sciences. Economics has shared in the
general movement; and is getting to pay every year a greater
attention to the pliability of human nature, and to the way in whieh
the character of man affects and is affected by the prevalent methods
of the production, distribution and consumption of wealth. The first.
important indication of the new movement was seen in John Stuart
Mill's admirable Principles 0/ Political Eoonomll.

John
Stuart
Mill.

• James Mill had educated his son in the straitest tenets of Bentham md
Ricardo, and had implanted in Lis mind a zeal for clearness and defiom-.
And in 1830 John Mill wrote an essay on economic method in which he ~
to give increased sharpness of outline &0 &be abstractioos of the scieDee_ He
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Mill's followers have continued his movement away from the APP. B, 7.

position taken up by the immediato followers of Ricardo; and the --
human as distinguished from the mechanical element is taking a more ~=~~
and more prominent place in economics. Not to mention writers yet ec~no·
living, the new temper is shown in Cliffe Leslie's historical inquiries, mista,

and in the many-sided work of Bagehot, Cairnes, Toynbee and othera,
but above all in that of JcvOUII, which has secured a permanent and
notable place in economic history by its rare combination of mallY
various qualities of the highest order.

A higher notion of social duty is spreading everywhere. In Character-
Parliament, in the press and in the pulpit, tho spirit of humanity istics of
~ftJ,.a ..l!.' I d I Mill modern
D1""""'" more distinct y an more earnest y. . and the economists Enghah
who have followed him have helped onwards this general movement, work.
and they in their turn have been helped onwards by it. Partly for
this reason, partly in consequence of the modern growth of historical
science, their study of facts has been broader and more philosophic.
It is true that the historical and statistical work of some of the earlier
economists has seldom if ever been surpassed. But much information,
which was beyond their reach, is now accessible to everyone; and
economists who have neither McCulloch's familiarity with practical
business, nor his vast historical learning, are enabled to get a view of
the relations of economic doctrine to the true facts of life which is both
broader and clearer than his. In this they have been helped by the
general improvement which has taken place in the methods of all
sciences, including that of history.

Thus in every way economic reasoning is now more exact than it The aban-
the nremi ed . . t ted ith . id donment ofwas: e prenusses assum in any inquiry are s a Wi more rigi dogma, the

precision than formerly. But this greater exactness of thought is develop-
partly destructive in its action; it is showing that many of the older ~::3~~.
applications of general reasoning were invalid, became no care had been
taken to think out all the assumptions that were implied and to see
whether they could fairly be made in the special cases under discussion,
All a result, many dogmas have been destroyed which appeared to be
simple only because they were loosely expressed ; but which, for that

faced Ricardo's tacit assumpt.ion that no motive of action except the desire
for wealth need be much considered by the economist; he held that it was
dangerous so long as it was not distinctly stated, but no longer; and he half
promised a treatise which should be deliberately and openly based on It. But
he did not redeem the promise. A change had come over his tone of
thought and of feeling before he published in 1848 his great economic work.
He called it Principlu of Po/Uical EC01WmY, vmh some of thnr Applu:ations
to Social Philosophy [it is significant that he did not say to otlltr braru:hu of
Social PhilolOPhy; comp, Ingram's lllStory, p. 154], and he made in It no at~pt
to mark. 011by B rigid line those reasollings wluch assume that rna.:' 's so~omotive
ia the pursuit of wealth from those which do not. The change in his a~titude was
.. part of the great cbanges that were going on in the worlJ around him, though
he was not fully aware of their Influence on hirnseU.
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very reason, served as an armoury with which partisan disputants
(chiefly of the capitalist class) have equipped themselves for the fray.
This destructive work might appear at first sight to have diminished
the value of processes of general reasoning in economics: but really it
has had the opposite result. It has cleared the ground for newer and
stronger machinery, which is being steadily and patiently built up. It
has enabled us to take broader views of life, to proceed more surely
though more slowly, to be more scientific and much less dogmatic than
those good and great men who bore the first brunt of the battle with
the difficulties of economic problems; and to whose pioneering work
we owe our own more easy course.

The change may, perhaps, be regarded as a passing onward from
that early stage in the development of scientific method, in which the
operations of Nature are represented as conventionally simplified for the
purpose of enabling them to be described in short and easy sentences,
to that higher stage in which they are studied more carefully, and
represented more nearly as they are, even at the expense of some 1088
of simplicity and definiteness, and even apparent lucidity. And in
consequence general reasoning in economics has made more rapid
progress, and established a firmer position in this generation in which
it is subject to hostile criticism at every step, than when it was at the
height of its popularity and its authority was seldom challenged.

So far we have looked at recent progress from the point of view of
England only: but progreBBin England has been only one side of a
broader movement which has extended over the whole western world.

§ 8. English economists have had many followers and many critics
in foreign countries. The French school has had a continuous develop-
ment from its own great thinkers in the eighteenth century, and has
avoided many errors and confusions, particularly with regard to wages,
which have been common among the second rank of English economists.
From the time of Say downwards it has done a great deal of useful
work. In Cournot it has had a constructive thinker of the highest
genius; while Fourier, St Simon, Proudhon and Louis Blanc have
made many of the most valuable, as well as many of the wildest
suggestions of Socialism.

The greatest relative advance during recent years is perhaps that
which has been made by America. A generation ago, the "American
school" of economists- was supposed to consist of the group of Pro-
tectionists who followed Carey's lead. But new schools of vigorous
thinkers are now growing up; and there are signs that America is on
the way to take the same leading position in economio thought, that she
has already taken in economic practice.

Economic science is showing signs of renewed vigour in two of its
old homes, Holland and Italy. And more especially is the vigorous
analytical work of the Austrian economists attracting much attention
in all countries.
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But on the whole the most important economio work that has been UP. B, 8.
done on the Continent in recent times is that of Germany. While G --
recognizing the leadership of .Adam Smith, the German economists ec~r:::,~
have been irritated more than any others by what they have regarded mwts.
as the insular narrowness and self-confidence of the Ricardian school
In particular they resented the way in which the English advocates
of free trade tacitly assumed that a proposition which had been
established with regard to a manufacturing country, such as England
was, could be carried over without modification to agricultural
countries. The brilliant genius and national enthusiasm of List over- Lillt.
threw this presumption; and showed that the Ricardians had taken but
little account of the indirect effccts of free trade. No great harm
might be done in neglecting them so far as England was concerned;
because there they were in the main beneficial and thus added to the
strength of its direct effects. But he showed that in Germany, and
still more in America, many of its indirect effects wcre evil, and he
contended that these evils outweighed its direct benefits, Many of his
arguments were invalid, but some of them were not; and as the
English economists scornfully refused them a patient discussion, able
and public-spirited men, impressed by the force of those which were
sound, acquiesced in the use for the purposes of popular agitation of
other arguments which were unscientific, but which appealed with
greater force to the working classes•

.American manufacturers adopted List as their advocate: and the
beginning of his fame, as well as of the systematic advocacy of pro-
tectionist doctrines in America, was in the wide circulation by them of
a popular treatise which he wrote for them-,

The Germans are fond of saying that the Physiocrats and the school The
of .Adam Smith underrated the importance of national life; that they ~=~h:
tended to sacrifioe it on the one hand to a selfish individualism and on claims of
h h lim hi! thr . litani Th th t national-t e ot er to a p p an opic cosmopo tanism, ey urge a Ism against

List did great service in stimulating a feeling of patriotism, which is thos('.of
ilia. h t f i divid lis d d d d finite mdividual-more generous n tao ill VI ua m, an more stur y an e ism on

1 lL haa already been observed that Lillt overlooked the tendency of modem
inter-communication to make the development of different nations synchronize.
HIS patriotic fervour perverted in many ways his scientific Judgment: but Germans
listened eagerly to his argument that every country had to go through the same
stages of development that England had gone through, and that she had protected
her manufacturers when she was in transition from the agricultural to the manu-
facturing 8tage. He had a genuine desire for truth; his method was in harmony
with the compazative method of mquiry which is being pursued with vigour by all
classes of students in Germany, but especially by her historians and lawyers; and
the direct and indirecl influence of his thought has been very great. HIS Outlines
of /I New 8y#em of Political ECMWmY appeared in Philadelphia in 1827, and his
DIu natiotuzle 8y.u:m der Politischm (Ekmwmu in 1840. It is a disputed pom~
whether Carey owed much to List; see Miss Hirst's Life of LUI, ch. IV. As to
the general reIationa between their doctrines, see Knies, Pol. (Ek., 2nd edltion,
pp. 440, etc.



168 THE GROWTH OF ECONOMIC SCIENCE

It.PP. B, 8. than that of cosmopolitanism. It may be doubted whether the cosmo-
politan sympathies of the Physiocrats and of the English economists
have been as strong as the Germans think. But there is no question
that the recent politicaJ history of Germany has influenced the tone
of her economists in the direction of nationalism. Surrounded by
powerful and aggressive armies Germany can exist only by the aid
of an ardent national feeling; and German writers have insisted
eagerly, perhaps too eagerly, that altruistic feelings have a more
limited scope in the economic relations between countries than in
those between individuals.

Their~at But though national in their sympathies, the Germans are nobly
;'~dk~fthe international in their studies. They have taken the lead in the "com-
econ~mic pa.rative" study of economic, as well as of general history. They have
~~~~y brought side by side the social and industrial phenomena of different
parative countries and of different ages; have so arranged them that they
=J~' throw light upon and interpret one another, and have studied them
relation to all in connection with the suggestive history of jurisprudence", The
fr:~ work of a few members of this school is tainted by exaggeration, and
andj~- even by a narrow contempt for the reasonings of the Ricardian school,
pru ence. the drift and purpose of which they have themselves failed to under-

stand: and this has led to much bitter and dreary controversy. But
with scarcely an exception, the leaders of the school have been free
from this narrowness, It would be difficult to overrate the value of
the work which they and their fellow-workers in other countries
have done in tracing and explaining the history of economic habits
and institutions. It is one of the great achicvements of our age;
and an important addition to our real wealth. It has done more
than almost anything else to broaden our ideas, to increase our
knowledge of ourselves, and to help us to understand the evolution
of man's moral and social life, and of the Divine Principle of which
it is an embodiment.

They have given their chief attention to the historical treatment of
the science, and to its application to the conditions of German social
and politicaJ life, especially to the economio duties of the German
bureaucracy. But led by the brilliant genius of Hermann they have
made careful and profound analyses which add much to our knowledge,
and they have greatly extended the boundaries of economio theory2.

the one
handsnd
cosmopoli-
tanismon
tbeother.

Their
work in
economic
tbeory and
analysis.

1 Tbe excellenceof tfIis work may perbaps partly be attributed to the union of
legal and economicstudies in the avenues to many careers in Germany as in other
countries of the Continent. A splendid instance is to be found in Wagner's con-
tributions to economics.

I In such matters, the Englisb, the Germans, the Austrians, and indeed every
nation claim for themselves more than others are willing to allow them. This IS

parUy because each nation has Its own intellectual virtues, and misses them in the
wntings of foreigners; while it does not quite understand the complaints which
others make as to its ahcrtcommgs. But the chief reason is that, since a new ides
ia generally of gradual growtb, and is often worked out by more than one nation
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German thought has also given an impetus to the study of socialism UP. D, 8.
and the functions of the State. It is from German writers, some of G --
whom have been of Jewish origin, that the world has received the s~~i:"
greater part of the most thoroughgoing of recent propositions for
utilizing the property of the world for the benefit of the community
with but little reference to the existing incidents of ownership. It is
true that on closer investigation their work turns out to be less original
as well as less profound than at first sight appears: but it derives great
power from its dialectic ingenuity, its brilliant style, and in some cases
from its wide-reaching though distorted historical learning.

Besides the revolutionary socialists, there is a large body of thinkers
in Germany who are setting themselves to insist on the scantiness of
the authority which the institution of private property in its present
form can derive from history; and to urge on broad scientific and
philosophic grounds a reconsideration of the rights of society as against
the individual. The political and military institutions of the German
people have recently increased their natural tendency to rely more on
Government and less on individual enterprise than Englishmen do.
And in all questions bearing on social reforms the English and German
nations have much to learn from one another.

But amid all the historical learning and reforming enthusiasm of Tbere

the age there is danger that a difficult but important part of the work Id'
ssome
anger

of economic science may be neglected. The popularity of economics that the
has tended in some measure to the neglect of careful and rigorous sevderel. an ess
reasoning. The growing prominence of what has been called the popular
biological view of the science has tended to throw the notions of taskfOf\., care u
economic law and measurement into the background; as though such scientrflc
notions were too hard and rigid to be applied to the living and ever- reaso~ng
changing economic organism. But biology itself teaches us that the ~eilected.
vertebrate organisms are the most highly developed. The modern
economic organism is vertebrate; and the science which deals with it
should not be invertebrate. It should have that delicacy and sensitive-
ness of touch which are required for enabling it to adapt itself closely
to the real phenomena of the world; but none the less must it have
a firm backbone of careful reasoning and analysis.

at the same time, each of those nations is likely to claun it; and thus each is apt
to under-estimate the originality of the others.

11£. 49
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Comte
showed
well the
evils of
extreme
speclalIza-
non,

APP. C, 1. § 1. THERE are some who hold. with Comte, that the scope of any
A unified profitable study of man's action in society must be coextensive with the
Social whole of social science. They argue that all the a.spects of social life
~:~~~ are so closely connected. that a special study of anyone of them must
desirable, be futile; and they urge on economists to abandon their distinctive
:bI:attam- r6le and to devote themselves to the general advancement of a unified

• and all embracing social science. But the whole range of man's actions
in society is too wide and too various to be analysed and explained by

as is a single intellectual effort. Comte himself and Herbert Spencer have
8ho~ by brought to the task unsurpassed knowledge and great genius; theyexpenence, .

have made epochs m thought by their broad surveys and their sug-
gestive hints; but they can hardly be said even to have made a com-
mencement with the construction of a unified social science.

and as %d The physical sciences made slow progress so long as the brilliant
::;::t:he but impatient Greek genius insisted on searching after a single basis
history of for the explanation of all physical phenomena; and their rapid progress

ScPbysica! in the modern age is due to a breaking up of broad problems into theirience,
component parts. Doubtless there is a unity underlying all the forces
of nature; but whatever progress has been made towards discovering
it, has depended on knowledge obtained by persistent specialized study.
no less than on occasional broad surveys of the field of nature as a
whole. And similar patient detailed work is required to supply the
materials which may enable future ages to understand better than we
can the forces that govern the development of the social organism.

But on the other hand it must be fully conceded to Comte that.
even in the physical sciences. it is the duty of those who are giving
their chief work to a limited field, to keep up close and constant
correspondence with those who are engaged in neighbouring fields.
Specialists who never look beyond their own domain are apt to see
things out of true proportion; much of the knowledge they get
together is of comparatively little use; they work away at the details
of old problems which have lost most of their significance and have

1 See I. II.
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been supplanted by new questions rising out of new points of view; UP. c, 2.
and they fail to gain that large illumination which the progress of every
science throws by comparison and analogy on th086 around it. Comte
did good service therefore by insisting that the solida.nty of social
phenomena. must render the work of exclusive specialists even more
futile in social than in physical science. Mill conceding this con-
tinues:-" A person is not likely to be a good economist who is nothing but failed

else. Social phenomena. acting and reacting on one another, they can- to prove
. h be d tood b his tbat therenot ng tly un ers apart; ut t by no means proves that the sbould be

material and industrial phenomena. of society are not themselves none.
susceptible of useful generalizations, but only that these generalizations
must necessarily be relative to a given form of civilization and a given
stage of social ad vancement-,"

§ 2. It is true that the forces with which economics deals have one Economic
advantage for deductive treatment in the fact that their method of forces

bi .. Mill b ed th t f hani . h f combinecom ination 18, as 0 serv, a 0 mec anics ratner t an 0 mechanic-
chemistry. That is to say, when we know the action of two economic ally
f I for I tan th infl hi h an I . rather tbanorces separate y-as or ins ce e uences w c an mcrease in chemically.
the rate of wages and a diminution in the difficulty of the work in a
trade will severally exert on the supply of labour in It-we can predict
fairly well their conjoint action, without waiting for specific experience
of it2.

But even in mechanics long chains of deductive reasoning are
directly applicable only to the occurrences of the laboratory. By
themselves they are seldom a sufficient guide for dea.ling with the
heterogeneous materials and the complex and uncertain combination of
the forces of the real world. For that purpose they need to be supple-
mented by specific experience, and applied m harmony with, and often
in subordination to, a ceaseless study of new facts, a ceaseless search
for new inductions. For instance, the engineer can calculate with fair

1 MJlI, 0.. Coml., p. 82. Comte's attack on Mill illustrates the general rule that
in discusssons on method and scope, a man 18 nearly sure to be right when affirmmg
the usefulness of his own procedure, and wrong when denying that of others. The
present movement towards Sociology ill .Amenca, England and other countnes
recognizes the need for the intensive study of economics and other branches of
social science. But perhaps the use of the term Sociology is premature. For it
seems to claim that a uruficatron of SOCIalsciences 18 already ill SIght: and though
some excellent mtenswe studies have been published under the name of SOCIOlogy,
it is doubtful whether those efforts at unification whIch have been made 80 far
have achieved any great success beyond that of preparing the way and erecting
danger posts at its prtfalle for the guidance of later generations, whose resources
will be less inadequate for the giant task than our own.

I Mill exaggerated the extent to wluch tblB can be done; and he was thereby
led to make excessive claims for the deductive methods ill economics. See the last
of his Essays; Book VI. of his Logtc, and p.speclally Its ninth chapter; also
pp. 157-161 of his Autobiography. HIS practice, hke that of many other wnters
on economic method of all shades of opimon, waa less extreme than hia pro-
fession.

49-2
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But eeono-
micshaa
no near
kinship
with any
physical
science.

APP. C, 2. precision the angle at which an ironclad will lose her stability in still
water; but before he predicts how she would behave in a storm, he
will avail himself of the observations of experienced sailors who have
watched her movements in a.n ordinary sea; and the forces of which
economics has to take account are more numerous, less definite, less
well known, and more diverse in character tha.n those of mechanics;
while the material on which they act is more uncertain and less
homogeneous. Again the cases in which economic forces combine with
more of the apparent arbitrariness of chemistry than of the simple
regularity of pure mechanics, are neither rare nor unimportant. For
instance a small addition to a man's income will generally increase his
purchases a little in every direction: but a large addition may alter his
habits, perhaps increase his self-respect and make him cease to care for
some things altogether. The spread of a fashion from a higher social
grade to a lower may destroy the fashion among the higher grade. And
again increased earnestness in our care for the poor may make charity
more lavish, or may destroy the need for some of its forms altogether.

~tis ah f Lastly, the matter with which the chemist deals is the same always:
bio~ ~ but economics, like biology, deals with a matter, of which the inner
bro l,t- nature and constitution, as well as the outer form, are constantly
terpre . changing. The chemist's predictions all rest on the latent hypothesis

that the specimen operated upon is what it is supposed to be, or at least
that the impurities in it are only such as ma.y be neglected. But even
he, when dealing with living beings, can seldom sail safely any consider-
able way out of sight of the firm land of specific experience: he must
rely mainly on that to tell him how a new drug will affect a person in
health, and again how it' will affect a person with a certain disease;
and even after some general experience he may find unexpected results
in its action on persons of different constitutions or in a new combina-
tion with other drugs.

If however we look at the history of such strictly economic relations
as those of business credit and banking, of trade-unionism or co-
operation, we see that modes of working, that have been generally
successful at some times and places, have uniformly failed at others.
The difference may sometimes be explained simply as the result of
variations in general enlightenment, or of moral strength of character
and habits of mutual trust. But often the explanation is more difficult.
At one time or place men will go far in trust of one another and in
sacrifice of themselves for the common wellbeing, but only in certain
directions; and at another time or place there will be a similar
limitation, but the directions will be different; and every variation of
this kind limits the range of deduction in economics.

For our present purpose the pliability of the race is more important
than the pliability of the individual It is true that individual
character changes, partly in an apparently arbitrary way, and partly
according to well-known rules. It is true for instance that the average
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age of the workmen engaged in a labour dispute is an important APP. c, 3.
element in any forecast of the lines on which it will run. But as,
generally speaking, young and old, people of a sanguine and a
despondent temperament are found in about like proportions at
one place as at another, and at one time as at another, individual
peculiarities of character and changes of character are a less hindrance
to the general application of the deductive method, than at first sight
appears. Thus by patient interrogation of nature and the progress
of analysis, the reign of law is being made to invade new fields in both
therapeutics and economics: and some sort of prediction, independent
of specific experience, is becoming possible as to the separate and
combined action of an ever-increasing variety of agencies.

§ 3. The function then of analysis and deduction in economics is The
not to forge a few long chains of reasoning, but to forge rightly many =~k~
short chains and single connecting links. This however is no trivial andY

task. If the economist reasons rapidly and with a light heart, he is ~~~~~
apt to make bad connections at every turn of his work. He needs to non and
make careful use of analysis and deduction, because only by their aid =:on
can he select the right facts, group them rightly, and make them same
serviceable for suggestions in thought and guidance in practice; and ?peratio~teIn opposr
because, as surely as every deduction must rest on the basis of indue- directions.
tiona, so surely does every inductive process involve and include
analysis and deduction. Or to put the same thing in another way the
explanation of the past and the prediction of the future are not
different operations, but the same worked in opposite directions, the
one from effect to cause, the other from cause to effect. As Schmoller
well says, to obtain "a knowledge of individual causes" we need
"induction; the final conclusion of which is indeed nothing but the
inversion of the syllogism which is employed in deduction .... Induction
and deduction rest on the same tendencies, the same beliefs, the same
needs of our reason."

We can explain an event completely only by first discovering all the
events which can have affected it, and the ways in which they can
severally have done so. In so far as our analysis of any of these facts
or relations is imperfect, in so far is our explanation liable to error;
and the inference latent in it is already on its way to build up an
induction which, though probably plausible, is false. While in so far
as our knowledge and analysis are complete, we are able by merely
inverting our mental process to deduce and predict the future almost
as certainly as we could have explained the past on a similar basis of
knowledge. It is only when we go beyond a first step that a great
difference arises between the certainty of prediction and the certainty
of explanation: for any error made in the first step of prediction, will
be accumulated and intensified in the second; while in interpreting
the past, error is not so likely to be accumulated; for observation or
recorded history will probably bring a fresh check at each step. Tbe
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APP. C, 4. same processes, both inductive and deductive, are used in nearly the
same way in the explanation of a known fact in the history of the
tides, and in the prediction of an unknown facti.

The It must then always be remembered that though observation or
=~{.Of history may tell us that one event happened at the same time as
ing facts, another, or after it, they cannot tell us whether the first was the

cause of the second. That can be done only by reason acting on the
facts. When it is said that a certain event in history teaches this or
that, formal reckoniug is never made for all the conditions which
were present when the event happened; some are tacitly, if not
unconsciously, assumed to be irrelevant. This assumption may be
justifiable in any particular case; but it may not. Wider experience,
more careful inquiry, may show that the causes to which the event is
attributed could not have produced it unaided; perhaps even that
they hindered the event, which was brought about in spite of them
by other causes that have escaped notice.

'Ihis difficulty has been made prominent by recent controversies as
to contemporary events in our own country. Whenever a conclusion
is drawn from them that meets with opposition, it has to stand a sort
of trial; rival explanations are offered; new facts are brought to light;
the old facts are tested and rearranged, and in some cases shown to
support the opposite conclusion from that on behalf of which they
were at first invoked.

Both the difficulty of analysis and the need for it are increased by
the fact that no two economic events are exactly alike in all respects.
Of course there may be a close resemblance between two simple inci-
dents: the terms of the leases of two farms may be governed by nearly
the same causes: two references of wages questions to Boards of
Arbitration may raise substantially the same question. But there is
no exact repetition even on a small scale. However nearly two cases
correspond, we have to decide whether the difference between the
two may be neglected as practically unimportant; and this may not
be very easy, even if the two cases refer to the same place and time.

The And if we are dealing with the facts of remote times we must allow
untrust-worthiness for the changes that have meanwhile come over the whole character
of~md of economic life: however closely a problem of to-day may resemble
!~dence in its outward incidents another recorded in history, it is probable
drawnfrom that a closer examination will detect a fundamental difference between~a:tstanttheir real characters. Till this has been made, no valid argument

can be drawn from one case to the other.
§ 4. This brings us to consider the relation in which economics

stands to the facts of distant times.
The study of economio history may have various aims, and corre-

spondingly various methods. Regarded as a branch of general history
The work
of the
economic

a Compare Mill, Logic, Book VI. 00. m,
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it may aim at helping us to understand "what has been the institu- APP. c, 4.
tional framework of society at the several periods, what has been the hi -.-

. ti f h . . lid h istorianconstitu Ion 0 t e various SOCIa c asses an t eir relation to one is various.
another": it may "ask what has been the material basis of social
existence; how have the necessities and conveniences of life been
produced; by what organization has labour been provided and
directed; how have the commodities thus produced been distributed;
what have been the institutions resting on this direction and distribu-
tion"; and so on-.

And for this work, interesting and important as it is on its own Theaid
account, not very much analysis is essential; and most of what is of SUI btleana ysrs IS
needed may be supplied for himself by a man of active and inquiring not needed
mind. Saturated with a knowledge of the religious and moral, the for all:
intellectual and a!sthetic, the political and social environment, the
economic historian may extend the boundaries of our knowledge and
may suggest new and valuable ideas, even though he may have con-
tented himself with observing those affinities and those causal relations
which lie near the surface.

But even in spite of himself, his aims will surely run beyond these but it is
limits; and will include some attempt to discover the inner meaning ~:~~d for
of economic history, to unveil the mysteries of the growth and decay gUld.:::te
of custom, and other phenomena which we are not any longer contented from

t
fthethpas or e

to take as ultimate and insoluble facts given by nature: nor is he present.
likely altogether to withhold himself from suggesting inferences from
the events of the past for guidance in the present. And indeed the
human mind abhors a vacuum in its notions of the causal relations
between the events that are presented vividly to it. By merely placing
things together in a certain order, and consciously or unconsciously
suggesting post hoc ergo propter hoc, the historian takes on himself
some responsibility as a guide.

For example:-the introduction of long leases at fixed money rents
in North Britain was followed by a great improvement in agriculture,
and in the general condition of the people there; but before inferring
that it was the sole, or even the chief cause of the improvement, we
must inquire what other changes were taking place at the same time,
and how much of the improvement is to be referred to each of them.
We must, for instance, allow for the effects of changes in the prices
of agricultural produce, and of the establishment of civil order in the
border provinces. To do this requires care and scientific method; and
till it has been done, no trustworthy inference can be drawn as to the
general tendency of the system of long leases. And even when it has
been done, we cannot argue from this experience to a proposal for
a system of long leases in, say, Ireland now, without allowing for
differences in the character of local and world markets for various
kinds of agricultural produce, for probable changes in the production

1 Ashley, On t1u Study of Economic History.
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APP. C, 4. and consumption of gold and silver, and so on. The history of Land
Tenures is full of antiquarian interest; but until carefully analysed
and interpreted by the aid of economic theory it throws no trustworthy
light on the question what is the best form of land tenure to be
adopted now in any country. Thus some argue that since primitive
societies usually held their land in common, private property in land
must be an unnatural and transitional institution. Others with equal
confidence contend that, since private property in land has extended
its range with the progress of civilization, it is a necessary condition
for further progress. But to wrest from history her true teaching on
the subject requires the effects of the common holding of land in the
past to be analysed so as to discover how far each of them is likely to
act always in the same way, how far to be modified by changes in
the habits, the knowledge, the wealth, and the social organization of
mankind.

Even more interesting and instructive is the history of the pro-
fessions, made by Gilds and other Corporations and Combinations in
industry and in domestic and foreign trade, that they used their
privileges on the whole for the benefit of the public. But to bring in
a complete verdict on the question, and still more to deduce' from it
sound guidance for our own time, needs not only the wide general
knowledge and subtle instincts of the practised historian, but also
a grasp of many of the most difficult analyses and reasonings relating
to monopolies, to foreign trade, to the incidence of taxation, etc,

H then the economic historian aims at discovering the hidden
springs of the economic order of the world, and at obtaining light from
the past for guidance in the present, he should avail himself of every
resource that may help him to detect real differences that are dis-
guised by a similarity of name or outward appearance, and real
similarities that are obscured by a superficial difference. He should
strive to select the true causes of each event and assign to each its
proper weight; and above all to detect the remoter causes of change.r anal0:r An analogy may be borrowed from naval affairs. The details of a

b~::;'~vbattle with appliances that have passed away may be of great interest
to the student of the general history of those times; but they may
afford little useful guidance for the naval commander of to-day, who
has to deal with a wholly different material of war. And therefore, as
Captain Mahan has .admirably shown, the naval commander of to-day
will give more attention to the strategy than to the taaic« of past
times. He will concern himself not so much with the incidents of
particular combats, as with practical illustrations of those leading
principles of action which will enable him to hold his whole force
in hand, and yet give to each part of it adequate initiative; to keep up
wide communication, and yet be able to concentrate quickly, and
select a point of attack at which he can bring an overwhelming force.

Similarly a man saturated with the general history of a period
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may give a vivid picture of the tactics of a battle, which will be true in APP. C, 4-
its main outlines, and almost harmless even if occasionally wrong: for
no one is likely to copy tactics, the appliances of which have passed
away. But to comprehend the strategy of a campaign, to separate the
real from the apparent motives of a great general of past times, a man
must be a strategist himself. And if he is to make himself responsible
for suggesting, however unobtrusively, the lessons which the strategists
of to-day have to learn from the story which he records; then he is
bound to have analysed thoroughly the naval conditions of to-day,
as well as those of the time about which he is writing; and he must
neglect no aid for this end that is to be had from the work of many
minds in many countries studying the difficult problem of strategy.
As it is with naval history, so it is with economic.

It is only recently, and to a great extent through the wholesome
influence of the criticisms of the historical school, that prominence has
been given to that distinction in economics which corresponds to the
distinction between strategy and tactics in warfare. Corresponding to
tactics are those outward forms and accidents of economic organization
which depend on temporary or local aptitudes, customs and relations
of classes; on the influence of individuals; or on the changing
appliances and needs of production. While to strategy corresponds
that more fundamental substance of economic organization, which
depends mainly on such wants and activities, such preferences and
aversions as are found in man everywhere: they are not indeed always
the same in form, nor even quite the same in substance; but yet they
have a sufficient element of permanence and universality to enable
them to be brought in some measure under general statements, where-
by the experiences of one time and one age may throw light on the
difficulties of another.

This distinction is akin to the distinction between the uses of
mechanical and of biological analogies in economics. It was not suffi-
ciently recognized by economists at the beginning of last century. It is
markedly absent from Ricardo's writings: and when attention is paid,
not to the principles which are embodied in his method of working,
but to particular conclusions which he reaches; when these are con-
verted into dogmas and applied crudely to the conditions of times or
places other than his own, then no doubt they are almost unmixed
evils. His thoughts are like sharp chisels with which it is specially
easy to cut one's fingers, because they have such awkward handles.

But modern economists distilling his crude expressions; extracting :rhe Many
their essence, and adding to it; rejecting dogmas, but developing Ut!~n~t::'
principles of analysis and reasoning, are finding the Many in the One the Many.
and the One in the Ma.ny. They are learning for instance that the
principle of his analysis of rent is inapplicable to much that commonly
goes by the name of rent to-day; as well as to a much larger part of
those things which are commonly, but incorrectly, described as rent by
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UP. c, 5. historians of the Middle Ages. But yet the application of the principle
is being extended, and not contracted. For economists are also learn-
ing that it is applicable with proper care to a great variety of things
in every stage of civilization which do not appear at first sight to be
of the nature of rent at all,

But of course no student of strategy can ignore tactics. And,
though no one life will reach out to a study in detail of the tactics
of every fight which man has waged with his economic difficulties; yet
no study of the broad problems of economic strategy is likely to be
worth much unless it is combined with an intimate knowledge of the
tactics as well as the strategy of man's struggles against his difficulties
in some particular age and country. And further every student
should make by personal observation a minute study of some par-
ticular set of details, not necessarily for publication, but for his own
training; and this will help him much to interpret and weigh the
evidence which he obtains in print or writing, whether with regard to
present or past times. Of course every thoughtful and observant man
is always obtaining, from conversation and current literature, a know-
ledge of the economic facts of his own time, and especially in his own
neighbourhood; and the store of facts which he thus imperceptibly
gets is sometimes more full and thorough in certain special regards
than is to be distilled from all the records in existence as to some
classes of facts in remote places and times. But independently of
this, the direct and formal study of facts, perhaps mainly those of his
own age, will much exceed the study of mere analysis and "theory,"
in its demands on the time of any serious economist; even though he
may be one of those who rank most highly the importance of ideas
relatively to facts, even though he may think that it is not so much
the collection of new facts as the 'better study of those already col-
lected, that is our most urgent need now, or that will help us most in
improving the tactics as well as the strategy of man's contests with
his difficulties.

Common § 5. It is doubtless true that much of this work has less need of:~:~ltelaborate scientific methods, than of a shrewd mother-wit, of a sound
~ gofa~ sense of proportion, and of a large experience of life. But on the other
ill analysIS, hand there is much work that is not easily to be done without such

machinery. Natural instinct will select rapidly, and combine justly,
considerations which- are relevant to the issue in hand; but it will
select chiefly from those which are familiar; it will seldom lead a man
far below the surface, or far beyond the limits of his personal experience.

but not far And it happens that in economics, neither those effects of known
~~::!ib causes, nor those causes of known effects which are most patent, are
purposes. genera.lly the most important. "That which is not seen" is often

better worth studying than that "which is seen." Especially is this
the case if we are not dealing with some question of merely local
or temporary interest, but are seeking guidance in the construction of
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a far-reaching policy for the public good; or if, for any other reason, APP. c, 5.
we are concerned less with immediate causes, than with causes of
causes,~'U8~ causante8_ For experience shows, as might have been
anticipated, that common sense, and instinct, are inadequate for this
work; that even a business training does not always lead a man to
search far for those causes of causes, which lie beyond his immediate
experience; and that it does not always direct that search well, even
when he makes the attempt. For help in doing that, everyone must
perforce rely on the powerful machinery of thought and knowledge that
has been gradually built up by past generations. For indeed the part
which systematic scientific reasoning plays in the production of know-
ledge resembles that which machinery plays in the production of goods.

When the same operation has to be performed over and over again Analogy

in the same way, it generally pays to make a. machin:e to do the work; ~~!ween
though when there is so much changing variety of detail that it machinery
is unprofitable to use machines, the goods must be made by hand. ~~dc~~~~eof
Similarly in knowledge, when there are any processes of investigation material
or reasoning in which the same kind of work has to be done over and production.
over again in the same kind of way; then it is worth while to reduce
the processes to system, to organize methods of reasoning and to
formulate general propositions to be used as machinery for working on
the facts and as vices for holding them firmly in position for the work.
And though it be true that economio causes are intermingled with
others in so many different ways, that exact scientific reasoning will
seldom bring us very far on the way to the conclusion for which we
are seeking, yet it would be foolish to refuse to avail ourselves of its
aid, so far as it will reach:-just as foolish as would be the opposite
extreme of supposing that science alone can do all the work, and that
nothing will remain to be done by practical instinct and trained
common sense. An architect whose practical wisdom and eesthetio
instincts are undeveloped will build but a poor house however thorough
his knowledge of mechanics: but one, who is ignorant of mechanics,
will build insecurely or wastefully. A Brindley, without academic
instruction, may do some engineering work better than a man of
inferior mother-wit, however well he may have been trained. A wise
nurse, who reads her patients by instinctive sympathy, may give
better counsel on some points than a learned physician. But yet the
study of analytical mechanics should not be neglected by the engineer,
nor that of physiology by the medical man.

For mental faculties, like manual dexterity, die with those who
possess them: but the improvement which each generation con-
tributes to the machinery of manufacture or to the organon of science
is handed down to the next. There may be no abler sculptors now
than those who worked on the Parthenon, no thinker with more
mother-wit than Aristotle. But the appliances of thought develop
cumulatively as do those of material production.



780 THE SCOPE AND METHOD OF ECONOMICS

APP. C, 6. Ideas, whether those of art and science, or those embodied in
practical appliances, are the most "real" of the gifts that each genera-
tion receives from its predecessors. The world's material wealth would
quickly be replaced if it were destroyed, but the ideas by which it
was made were retained. If however the ideas were lost, but not
the material wealth, then that would dwindle and the world would go
back to poverty. And most of our knowledge of mere facts could
quickly be recovered if it were lost, but the constructive ideas of
thought remained; while if the ideas perished, the world would enter
again on the Dark .Ages. Thus the pursuit of ideas is not less "real"
work in the highest sense of the word than is the collection of facts;
though the latter may in some cases properly be called in German
a Bealstudium, t~at is, a study specially appropriate to Bealschulen;
In the highest use of the word, that study of any field of the wide
realm of economics is most "real" in which the collection of facts, and
the analysis and construction of ideas connecting them are combined
in those proportions which are best calculated to increase knowledge
and promote progress in that particular field. .And what this is,
cannot be settled offhand, but only by careful study and by specific
experience.

Every § 6. Economics has made greater advances than any other branch
wideningof the of the social sciences, because it is more definite and exact than any
scope o~ other. But every widening of its scope involves some loss of this
~=n;;:d scientific precision; and the question whether that loss is greater or
and evil less than the gain resulting from its greater breadth of outlook, is not

to be decided by any hard and fast rule.
It is best There is a large debateable ground in which economic considerations
~~~dbare of considerable but not dominant importance; and each economist
work as may reasonably decide for himself how far he will extend his labours
~cIined, over that ground. He will be able to speak with less and less confidence
never for- the further he gets away from his central stronghold, and the more he
glimet~ltan~.bis concerns himself with conditions of life and with motives of action

1 ...ODS.
which cannot be brought to some extent at least within the grasp of
scientific method. Whenever he occupies himself largely with con-
ditions and motives, the manifestations of which are not reducible to
any definite standard, he must forego nearly all aid and support from
the observations and the thought of others at home and abroad, in
this and earlier geaerstions, he must depend mainly on his own
instincts and conjectures; he must speak with all the diffidence that
belongs to an individual judgment. But if when straying far into
less known and less knowable regions of social study he does his work
carefully, and with a full consciousness of its limitations, he will have
done excellent serviee-,

J As the imitators of Michael Angelo copied only his faults, 80 Carlyle, Ruslun
and Morris find to-day ready imitators, who lack their fine inspirations and
intuitions.



APPENDIX r»,
USES OF ABSTRACT REASONING IN ECONOMICS.

§ 1. INDucm:oN, aided by analysis and deduction, brings together APP. D, 1.
appropriate classes of facts, arranges them, analyses them and infers Ec';;;ics
from them general statements or laws. Then for a while deduction plays contains
the chief rdle: it brings some of these generahzations into association nho long fc amso
with one another, works from them tentatively to new and broader deductive
generalizations or laws and then calls on induction again to do the main l'e88OIDDg.

share of the work in collecting, sifting and arranging these facts so as
to test and "verify" the new law.

It is obvious that there is no room in economics for long trains Benefits
of deductive reasoning: no economist, not even Ricardo, attempted of ~atfe-
them. It may indeed appear at first sight that the contrary is sug- ~~.
gested by the frequent use of mathematical formula, in economic
studies. But on investigation it will be found that this suggestion is
illusory, except perhaps when a pure mathematician uses economic
hypotheses for the purpose of mathematical diversions; for then his
concern is to show the potentialities of mathematical methods on the
supposition that material appropriate to their use had been supplied
by economic study. He takes no technical responsibility for the
material, and is often unaware how inadequate the material is to bear
the' strains of his powerful machinery. But a training in mathematics
is helpful by giving command over a marvellously terse and exact
language for expressing clearly some general relations and some short
processes of economic reasoning; whioh can indeed be expressed in
ordinary language, but not with equal sharpness of outline. And,
what is of far greater importance, experience in handling physical
problems by mathematical methods gives a grasp, that cannot be
obtained equally well in any other way, of the mutual interaction of
economic ehanges. The direct application of mathematical reason-
ing to the discovery of economic truths has recently rendered great

1See I. In.
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UP. D, 2. services in the hands of master mathematicians to the study of sta-
tistical averages and probabilities and in measuring the degree of
eonsilience between correlated statistical tables.

§ 2. H we shut our eyes to realities we may construct an edifice
of pure crystal by imaginations, that will throw side lights on real
problems; and might conceivably be of interest to beings who had no
economic problems at all like our own. Such playful excursions are
often suggestive in unexpected ways: they afford good training to the
mind: and seem to be productive only of good, so long as their purpose
is clearly understood.

For in- For instance, the statement that the dominant position which money
~~:;:~ ~f holds in economics, results rather from its being a measure of motive
economics than an aim of endeavour, may be illustrated by the reflection that the:~~t:;,n.almost exclusive use of money as a measure of motive is, so to speak,
eXISt in a an accident, and perhaps an accident that is not found in other worlds
:h~~ than ours, When we want to induce a man to do anything for us we
there was generally offer him money. It is true that we might appeal to his
no material generosity or sense of duty; but this would be caJIing into actionmoney.

latent motives that are already in existence, rather than supplying new
motives. H we have to supply a new motive we generally consider how
much money will just make it worth his while to do it. Sometimes
indeed the gratitude, or esteem, or honour which is held out as an
inducement to the action may appear as a new motive: particularly if
It can be crystallized in some definite outward manifestation; as for
instance in the right to make use of the letters C.B., Or to wear a star
or a. garter. Such disunctions are comparatively rare and connected
with but few transactions; and they would not serve as a measure of
the ordinary motives that govern men in the acts of every-day life.
But political services are more frequently rewarded by such honours
than in any other way: so we have got into the habit of measuring them
not in money but in honours. We say, for instance, that A's exertions
for the benefit of his party or of the State, as the case may be, were
fairly paid for by knighthood; while knighthood was but shabby pay
for B, he had earned a baronetcy.

It is qnite possible that there may be worlds in which no one ever
heard of private property in material things, or wealth as it is generally
understood; but public honours are meted out by graduated tables as
rewards for every" action that is done for others' good. H these
honours can be transferred from one to another without the interven-
tion of any external authority they may serve to measure the strength
of motives just as conveniently and exactly as money does with us. In
such a world there may be a treatise on economic theory very similar
to the present, even though there be little mention in it of material
things, and no mention at all of money.

It may seem almost trivial to insist on this, but it is not so. For
a misleading association has grown up in people's minds between that
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measurement of motives which is prominent in economio science, and UP. D,3.
an exclusive regard for material wealth to the neglect of other and
higher objects or desire. The only conditions required in a measure for
economio purposed are that it should be something definite and trans.
ferable, Its taking a matenal form is prscucally convenient, but is
not essential,

§ 3. The pursuit of abstractions is a good thing, when confined But in
to its proper place, But the breadth of those strains of human serious
character with which economics is concerned has been underrated ~~~~1(,8

by some writers on economics in England and other countries; and must be
German economists have done good service by emphasizing it. They ~~llS:;;;'d.
seem however to be mistaken in supposing that it was overlooked by
the founders of Briush economics. It 18 a Bnush habit to leave
much to be supplied by the common sense of the reader; in this case
reticence has been carried too far, and has led to frequent nusunder-
standing at home as well as abroad. It has led people to suppose the
foundations of economics to be narrower and less closely 10 touch
with the actual conditions of hfe than they really are.

Thus prominence has been given to Mill's statement, that "Political Germans
Economy considers man as occupied solely in acquinng and consuming have done
wealth" (E88aY8, p. 138, and again, Log'/,c, Bk. VI. ch. IX. § 3). But it ~~r~cebv
is forgotten that he is there refernng to an abstract treatment of insisting 'on

. . the breadth
economic questions, which he once indeed contemplated; but which he ofecononuc

. never executed, preferring to wnte on "Political Economy, with some of motwes,
its applications to Social Philoeophy." It is forgotten also that he goes
on to say, "There is, perhaps, no action of a man's hfe in which he 18

neither under the immediate nor under the remote influence of any
impulse but the mere desire of wealth"; and it is forgotten that his
treatment of economic questions took constant account of many
motives besides the desire for wealth (see above, Appendix B, 7). HlB
discussions of economic motives are, however, inferior both in substance
and in method to those of his German contemporaries, and notably
Hermann. An instructive argument that non-purchasable, non-
measurable pleasures vary at different times and tend to increase
with the progress of civilization is to be found in Knies' Potuische
lEkon01me, m. 3; and the English reader may be referred to Syme's
Outli7Ul8 of an Industrus; Science,

It may be well to give here the chief heads of the analysis of Wagner's
economic motives (Motwe sm Wl.rlhschaftltchen Handeln) in the thud ~:~::~ca-
edition of Wagner's monumental treatise, He divides them into monves,
Egoistic and Altruistic. The former are four III number. The first and
least intermittent in its action is the stnving for one's own economic
advantage, and the fear of one's own economic need, Kext comes the
fear of punishment, and the hope of reward. The third group consists
of the Ieehng of honour, and the stnving for recogninon (GeUung8.
&treben). including the desire for the moral approbation of others, and
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UP. D, 3. the fear of shame and contempt. And the last of the egoistic motives
is the craving for occupation, the pleasure of activity; and the pleasure
of the work itself and its surroundings, including the "pleasures of the
chase." The altruistic motive is "the impelling force (Trieb) of the
inward command to moral action, the pressure of the feeling of duty,
and the fear of one's own inward blame, that is, of the gnawings of
conscience. In its pure form this motive appears as the 'Categorical
Imperative,' which one follows because one feels in one's soul the
command to act in this or that manner, and feels the command to be
right .... The following of the command is no doubt regularly bound up
with feelings of pleasure (Lustgefuhle), and the not following it with
feelings of pain. Now it may be, and often is, that these feelings act
es strongly as the Categorical Imperative, or even more strongly, in
driving us, or in taking part in driving us on to do or to leave undone.
And in so far as this is the case this motive also has in it an egoistic
element, or at least itself merges into one."



APPENDIX El.

DEFINITIONS OF CAPITAL.

§ 1. IT was observed in Book II. chapter IV. that economists have APP. E, 1.

no choice but to follow well-established customs as regards the usc of No;~
the term capital in ordinary business, i.e. trade-capital. The dis- already
advantages of this use are however great and obvious. For instance ~rdifff..ade
it compels us to regard as capital the yachts, but not the carriage, culties in
belonging to a yacht builder. If therefore he had been hiring a ~~:~n::f
carriage by the year, and instead of continuing to do so, sold a yacht Trade-
to a carnage builder who had been hiring it, and bought a carriage capital
for his own use; the result would be that the total stock of capital in
the country would be diminished by a yacht and a carriage. And this,
though nothing had been destroyed; and though there remained the
same products of saving, themselves productive of as great benefits to
the individuals concerned and to the commuuity as before, and prob-
ably even of greater benefits.

Nor can we avail ourselves here of the notion that capital is Itdoesnot
distinguished from other forms of wealth by its superior power of ~~!r~et~~t
giving employment to labour. For in fact, when yachts and carriages promotes
are in the hands of dealers and are thus counted as capital, less employ- the etmPf'oy-men 0

ment is given to labour by a given amount of yachting or carriage labour.
driving than when the yachts or carriages are in private hands and
are not counted as capital. Thc employment of labour would not be
increased but lessened by the substitution of professional cookshops
and bakeries (where all the appliances are reckoned as capital) for
private kitchens (where nothing is reckoned as capital). Under a
professional employer, the workers may possibly have more personal
freedom: but they almost certainly have less material comfort, and
lower wages in proportion to the work they do than under the laxer
regime of a private employer.

But these disadvantages have been generally overlooked; and Causes that
several causes have combined to give vogue to this use of the term. ~~;:::~en
One of these causes is that the relations between private employers this useof
and their employees seldom enter into the strategical and tactica.l the term

I See above, p. 82.

M. 50
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DEFINITIONS OF CAPITAL

movements of the conflicts between employers and employed; or, as
is commonly said, between capital and labour. This point has been
emphasized by Karl Marx and his followers. They have avowedly
made the definition of capital turn on it; they assert that only that
is capital which is a means of production owned by one person (or
group of persons) and used to produce things for the benefit of another,
generally by means of the hired labour of a third; in such wise that
the first has the opportunity of plundering or exploiting the others.

Secondly this use of the term Capital is convenient in the money
market as well as in the labour market. Trade-capital is habitually
connected with loans. No one hesitates to borrow in order to increase
the trade-capital at his command, when he can see a good opening for
its use: and for doing this he can pledge his' own trade-capital more
easily and more regularly in the ordinary course of business trans-
actions, than he conld his furniture or his private carriage. Lastly, a
man makes up the accounts of his trade- capital carefully; he allows for
depreciation as a matter of course: and titus he keeps his stock intact.
Of course a man who has been hiring a carriage by the year, can buy
it with the produce of the sale of railway stock that yields very much
less interest than he has paid as hire. If he lets the annual income
accumulate till the carriage is worn out, it will more than suffice to
buy him a new one: and thus his total stock of capital will have been
increased by the change. But there is a chance that he will not do
this: whereas, so long as the carriage was owned by the dealer, he
provided for replacing it in the ordinary course of his business.

§ 2. Let us pass to definitions of capital from the social point of
view. It has already been indicated that the only strictly logical
position is that which has been adopted by most writers on mathe-
matical versions of economics, and which regards "social capital" and
"social wealth" as cocxtensive; though this course deprives them of
a useful term. But whatever definition a writer takes at starting.
he finds that the various elements which he includes in it, enter in
different ways into the successive problems with which he has to deal.
If therefore his definition pretended to precision, he is compelled
to supplement it by an explanation of the bearing of each several
element of capital on the point at issue; and this explanation IS

in substance very much like those of other writers. Thus ultimately
there is a general 9onvergence; and readers are brought to very much
the same conclusion by whatever route they travel; though it may
indeed require a little trouble to discern the unity in substance, under-
lying differences in form and in words. The divergence at starting
turns out to be a less evil than it seemed.

Further, in spite of these differences in words there is a continuity
of tone in the definition of capital by the economists of several genera-
tions and many countries. It is true that some have laid greater
stress on the" productivity" of capital, some on its "prospectiveness";•
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and that neither of these terms is perfectly precise, or points to any APP. E, 2.
hard and fast line of division. But though these defects are fatal c ~al

. I ificati h' apltto preCIse C ass cation, t at IS a matter of secondary importance. when
Things relating to man's actions never can be classified with precision regalr~mg

. ifi .. 1 E . wea th ason any scient c pnncip e. xact lists may be made of things which an agent
arc to be placed in certain classes for the guidance of the police officer, ~f pro-

h II f . duti b uucnon,or t e co ector 0 Import uties: ut such lists are frankly artificial.
It is the spirit and not the letter of economic tradition, which we
should be most careful to preserve. And, as was suggested at the end
of Book II. chapter IV., no intelligent writer has ever left out of
account either the side of prospectiveness or that of productiveness:
but some have enlarged more on the one side and others on the other;
while on either side difficulty has been found in drawing a definite
line of demarcation.

Let us then look at the notion of capital as a store of things, Social
the result of human efforts and sacrifices, devoted mainly to securing capltadl dregar e
benefits in the future rather than in the present. The notion itself is as a
definite, but it does not lead to a definite classification; just as the f~I~~on
notion of length is definite, but yet does not enable us to divide off future.
long walls from short walls save by an arbitrary rule. The savage
shows some prospectiveness when he puts together branches of trees
to protect him for a night; he shows more when he makes a tent of
poles and skins, and yet more when he builds a wooden hut: the
civilized man shows increasing prospectiveness when he substitutes
solid houses of brick or stone for wooden shanties. A line could be
drawn anywhere to mark off those things the production of which
shows a great desire for future satisfactions rather than present: but it
would be artificial and unstable. Those who have sought one, have
found themselves on an inclined plane: and have not reached a stable
resting-place till they have included all accumulated wealth as capital.

This logical result was faced by many French economists; who,
following in the lines laid down by the Physiocrats, used the term
Capital very much in the sense in which Adam Smith and his imme-
diate followers used the word Stock, to include all accumulated wealth
(valeuT8 llCCumule'e8); i.e. all the result of the excess of production
over consumption. And although in recent years they have shown a
decided tendency to use the term in the narrower English sense,
there is at the same time a considerable movement on the part of
some of the profoundest thinkers in Germany and England in the
direction of the older and broader French definition. Especially has
this been remarkable in writers who, like Turgot, have been inclined
towards mathematical modes of thought; among whom Hermann,
Jevons, Walras, and Professors Pareto and Fisher are conspicuous.
The writings of Professor Fisher contain a masterly argument, rich
in fertile suggestion, in favour of a comprehensive use of the term.
Regarded from the abstract and mathematical point of view, his

50-2
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position is incontestable. But he seems to take too little account of
the necessity for keeping realistic discussions in touch with the
language of the market-place; and to ignore Bagehot's caution
against trying "to express various meanings on complex things with
a scanty vocabulary of fastened uses'."

§ 3. Most of the attempts to define capital rigidly, whether in
England or other countries, have turned mainly on its productivity,
to the comparative neglect of its prospectivity. They have regarded
social capital as a means for acquisition (Erwerb8kap~tal) or as a stock
of the requisites of production (Productions-mittel Varrath). But this
general notion has been treated in different ways.

According to the older English traditions capital consists of those
things which aid or support labour in production: or, as has been
said more recently, it consists of those things Without which produc-
tion could not be carried on with equal efficiency, but which are not
free gifts of nature. It is from this point of view that the distinction
already noticed between consumption capital and auxiliary capital,
has been made.

This view of capital has been suggested by the affairs of the labour
market; but it has never been perfectly consistent. For it has been
made to include as capital everything which employers directly or
indirectly provide in payment for the work of their employees--wage
capital or remuneratory capital, as it is called; but yet not to include
any of the things needed for their own support, or that of architects,
engineers, and other professional men. But to be consistent it should
have included the necessaries for efficiency of all classes of workers;
and it should have excluded the luxuries of the manual labour classes
as well as of other workers. If, however, it had been pushed to this
logical conclusion, it would have played a less prominent part in the
discussion of the relations of employers and employeds,

I See above, footnote on p. 52.
Hermann said iStaatsvnrthschaftliche Untersuchunqen, cbs. m. and v.) that

capital consists of goods "which are a lasting source of satisfaction that has
exchange value." Walras (Elemmts d'EclYTWmu Potitique, p. 197) defines capital
as "every kind of social wealth which is not consumed at all, or is consumed but
slowly; every utility limited in quantity, that survives the first use which is made
of It; in one word, which can be used more than once; 8 house, 8 piece of furni-
ture."

Knies defined capital as the existing stock of goods "which is ready to be
applied to the satisfaction of demand in the future." And Prof. Nicholson S8yS:-
"The 110eof thougbt suggested by Adam Smith and developed by Kmes is found
to lead to this result: Capital is wealth set aside for the satisfaction-directly or
indirectly-of future needs." But the whole phrase, and especially the words
"set aside," seem to lack definiteness, and to evade rather than overcome the
drlliculties of the problem.

• The following are among the chief definitions of capital by Adam Smith's
English followers:-Ricardo said:-"CapItal is that part of the wealth of a
country which is employed in production and consists of food, clothing, tools, raw
materi ..Is, machinery, etc. necessary to give effect to labour." Malthus saidt-«
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In some countries however, and especially in Germany and Austria, APP. E, 3.
there has been some tendency to confine capital (from the social point --
f . ) to'I' .. secondlyo VIew aUD mry or instrumental capital. It 18 argued that in as aiding

order to keep clear the contrast between production and consumption, but not.
hi hi h dir I . . d supporting

not ng w centers ect y into consumption shoul be regarded as labour.
a means to production. But there appears no good reason why a thing
should not be regarded in a twofold capacity'.

It is further argued that those things which render their services to
man not directly, but through the part which they play in preparing
other things for his use, form a compact class; because their value is
derived from that of thc things which they help to produce. There is
much to be said for having a name for this group. But there is room
for doubt whether capital is a good name for it; and also for doubt
whether the group is as compact as it appears at first sight.

Thus wc may define instrumental goods so as to include tramways
and other things which derive their value from the personal services
which they render; or we may follow the example of thc old use of the
phrase productive labour, and insist that those things only are properly
to be regarded as instrumental goods the work of which is directly
embodied in a material product. The former definition brings this use
of the term rather close to that discussed in the last section and shares
with it the demerit of vagueness. The latter is a little more defimte:
but seems to make an artificial distinction where nature has made none,
and to be as unsuitable for scientific purposes as the old definitions of
productive labour.

To conclude:-From the abstract point of view the French
definition, advocated by Professor Fisher and others, holds the field
without a rival. A man's coat is a stored up product of past efforts

"Capit.a1is that portion of the stock of a country which is kept or employed with
a view to profit in the production and distribution of wealth." Semor said:-
"Capit.a1is an article of wealth, the result of human exeruon, employed in the
production or distribution of wealth." JaM Stuart l\hll said:-"What capital
does for production, is to afford the shelter, protection, tools and materials WhICh
the work requires, and to feed and otherwise maintain the labourers during the
process. Whatever things are destined for this use are capital." We shall have
to return to this conception of capital in connection With the so-called 'Wages
Fund doctnne; see Appendix J.

As Held remarked, the practical problems which were prominent early in the
last century suggested some such conception of capital as this. People were
anxious to msist that the welfare of the workmg classes depended on a provision
of the means of employment and sustenance made beforehand: and to emphasize
the dangers of attemptmg to make employment for them artificially under the
extravagance of the Protective system and the old Poor-law. Held's point of view
has been developed with great acumen in Cannan's suggestive and mterestmg
P,oduction and Distributwn, 1776-1848: though some of the utterances of the
earlier economists seem capable of other and more reasonable interpretatrons than
those which he assigns to them.

1 For an argument to this effect, and an excellent discussion of the drfficulties
of the whole subject, see Wagner, Grundltgung, Ed. 3, pp. 315~.
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APP. _, 3. and sacrifices destined as a means to provide him with future gratifi.
cations, just as much as a factory is: while both yield immediate
shelter from the weather. And if we are seeking a definition that
will keep realistic economics in touch with the market-place, then
careful account needs to be taken of the aggregate volume of those
things which are regarded as capital in the market-place and do not
fall within the limits assigned to "intermediate" products. In case
of doubt, that course is to be preferred which is most in accordance
with tradition. These were the considerations which led to the
adoption of the twofold definition of capital, from the business and
the social point of view, given above-,

1 See II. IV. I, 5. The connection of the productiveness of capital with the
demand for it, and of its prospectiveness with the supply of it has long been
latent in men's minds; though it has been much overlaid by other considerations,
many of which appear now to be based on misconceptions. Some writers have
laid more stress on the supply side and others on the demand side: but the
difference between them has often been little more than a difference of emphasis.
Those who have laid stress on the productivity of capital, have not been ignorant
of man's unwillingness to save and sacnfice the present for the future. .And on
the other hand, those who have given their thought mainly to the nature and
extent of the sacrifice involved in this postponement, have regarded as obvious
such facts as that a store of the implements of production gives mankind a
largely increased power of sa!lsfying their wants. In short there is no reason to
believe that the accounts which Prof. Bohm-Bswerk has given of the "naive
productivity theories," the "use theories" etc. of capital and interest would have
been accepted by the older writers themselves as well-balanced and complete
presentations of their several positions. Nor does he seem to have succeeded in
finding a defimtion that is clear and consistent. He says that "Sorial capital is
a group of products destined to serve towards further production; or briefly a
group of Intermediate products." He formally excludes (Rook I. ch. VI.) "dwellmg
houses and other kinds of buildings such as serve inunediately for any purpose of
enjoyment or education or culture." To be consistent, he must exclude hotels,
tramways, passenger ships and trains, etc.; and perhaps el"en plant for supplying
the electric light for private dwellings; but that would seem to deprive the notion
of capital of all practical interest. 'fhere seems no good ground for excluding
the public theatre while including the tramcar, WhICh would not justify the
inclusion of mills engaged in making home-spun and the exclusion of those
engaged in making lace. In answer to this objection he urges, with perfect
reason, that every economic classification must allow for the existence of border
lines between any two classes, to contain things which belong in part to each of
the two. But the objections submitted to his definition are that its border lines
are too broad relatively to the area which they inclose; that it conflicts violently
with the uses of the market-place, and that yet it does not embody, as the French
definition does, a perfectly consistent and coherent abstract idea.



APPENDIX F.

LET us consider the case of two individuals engaged in barter. A APP. F.

has, say, a basket of apples, B a basket of nuts; A wants some nuts, TlJ';-;:;;t;,
B wants some apples. The satisfaction which B would get from one of barter
apple would perhaps outweigh that which he would lose by parting with ~!~j~_
12 nuts; while the satisfaction which A would get from perhaps three viduals is
nuts would outweigh that which he would lose by parting with one ghovernedy acci-
apple. The exchange will be started somewhere between these two dent.
rates: but if it goes on gradually, every apple that A loses will increase
the marginal utility of apples to him and make him more unwilling to
part with any more: while every additional nut that he gets will
lower the marginal utility of nuts to him and diminish his eagerness
for more: and vice versa with B. At last A's eagerness for nuts
relatively to apples will no longer exceed B's; and exchange will
cease because any terms that the one is willing to propose would be
disadvantageous to the other. Up to this point exchange has increased
the satisfaction on both sides, but it can do so no further. Equilibrium
has been attained; but really it is not the equilibrium, it is an accidental
equilibrium..

There is, however, one equilibrium rate of exchange which has some There is a
sort of right to be called the true equilibrium rate, because if once hit rate wbhichmay e
upon it would be adhered to throughout. It is clear that if very many called the
nuts were to be given throughout for an apple, B would be willing to true rate;
do but little business; while if but very few were to be given, A would
be willing to do but little. There must be some intermediate rate at
which they would be willing to do business to the same extent. Suppose
that this rate is six nuts for an apple; and that A is willing to give
eight apples for 48 nuts, while B is willing to receive eight apples at
that rate; but that A would not be willing to give a ninth apple for
another six nuts while B would not be willing to give another six nuts
for a ninth apple. This is then the true position of equilibrium; but
there is no reason to suppose that it will be reached in practice.

Suppose, for instance, that A's basket had originally 20 apples in it butitis
a.nd B'a 100 nuts, and that A at starting induced B to believe that he :t~kely
does not care much to have any nuts; and so manages to barter four attained in
apples for 40 nuts, and afterwards two more for 17 nuts, and afterwards practice.

I See p. 336.
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one more for eight. Equilibrium may now have been reached, there
may be no further exchange which is advantageous to both. A has
65 nuts and does not care to give another apple even for eight; while
B, having only 35 nuts, sets a high value on them, and will not give
as many as eight for another apple.

On the other hand, if B had been the more skilful in bargaining
he might have perhaps induced A to give six apples for 15 nuts, and
then two more for seven. A has now given up eight apples and got
22 nuts: if the terms at starting had been six nuts for an apple and
he had got 48 nuts for his eight apples, he wonld not have given up
another apple for even seven nuts; but having so few nuts he is
anxious to get more and is willing to give two more apples in exchange
for eight nuts, and then two more for nine nuts, and then one more
for five; and then again equilibrium may be reached; for B, having
13 apples and 56 nuts, does Dot perhaps care to give more than five
nuts for an apple, and A may be unwilling to give up one of his few
remaining apples for less than six.

In both these cases the exchange would have increased the satis-
faction of both as far as it went; and when it ceased, no further ex-
change would have been possible which would not have diminished the
satisfaction of at least one of them. In each case an equilibrium rate
would have been reached; but it would be an arbitrary equilibrium.

Ncxt suppose that there are a. hundred people in a. similar position
to that of A, each with about 20 apples, and the same desire for nuts
as A; and an equal number on the other side similarly situated to the
original B. Then the acutest bargainers in the market would probably
be some of them on A's side, some of them on B's; and whether there
was free communication throughout the market or not, the mean of
the bargains would not be so likely to differ very widely from the rate
of six nuts for an apple as in the case of barter between two people.
But yet there would be no such strong probability of its adhering very
closely to that rate, as we saw was the case in the com-market. It
would be quite possible for those on the A side to get in varying
degrees the better of those on the B side in bargaining, so that after
a time 6500 nuts might have been exchanged for 700 apples; and then
those on the A side, having so many nuts, might be unwilling to do
any more trade except at the rate of at least eight nuts for an apple,
while those on the' B side, having only 35 nuts apiece left on the
average, might probably refuse to part with any more at that rate. On
the other hand, the B's might have got in various degrees the better
of the A's in bargaining, with the result that after a time 1300 apples
had been exchanged for only 4400 nuts: the B's having then 1300 apples
and 5600 nuts, might be unwilling to offer more than five nuts for
an apple, while the A's, having only seven apples apiece left on the
average, might decline that rate. In the one case equilibrium would
be found at a rate of eight nuts for an apple, and in the other at the
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rate of five nuts. In each case an equilibrium would be attained, but API'. F.

not the equilibrium.
This uncertainty of the rate at which equilibrium is reached depends Much

indirectly on the fact that one commodity is being bartered for another of the un-
. ad f be' ld f F certamtymste 0 mg so or money. or, since money is a general purchasing removed
medium, there are likely to bc many dealers who can conveniently take If the I
. . t I I' f . d h d margmaIn, or give ou , arge supp res 0 It; an t is ten s to steady the market. utility oC
But where barter prevails apples are likely to be exchanged for nuts in one of the

f fi h . h f' two com-one case, or s ill anot er, or arrows in another, and so on; the modiues
steadying influences which hold together a market in which values are IS nearly

. b d bli d constant.set ill money are a sent; an we are 0 ge to regard the marginal
utilities of all commodities as varying. It is however true that, if nut-
growing had been a chief industry of our barter-district, and all the
traders on both sides had large stores of nuts, while only the A's had
apples; then the exchange of a few handfuls of nuts would not have
visibly affected their stores, or changed appreciably tbe marginal utility
of nuts. In that case the bargaining would have resembled in all
fundamentals the buying and selling in an ordinary corn-market,

Thus, for instance, let a single A with 20 apples, bargain witb a
single B. Let A be willing to sell 5 apples for 15 nuts, a sixth for
4 nuts, a seventh for 5, an eighth for 6, a ninth for 7 and so on; the
marginal utility of nuts being always constant to him, so that he is
just willing to sell the eighth for 6 and so on, whether in the earlier
part of the trade he has got the better of the bargaining with B or not.
Meanwhile let B be willing to pay 50 nuts for the first five apples rather
than go without them, 9 for a sixth, 7 for a seventh, 6 for an eighth,
and only 5 for a ninth; the marginal utility of nuts being constant to
him, so that he will just give 6 nuts for the eighth apple whether he has
bought the earlier apples cheaply or not. In this case the bargaining
must issue in the transfer of eight apples, the eighth apple being given
for six nuts. But of course if A had got the better of the bargaining
at first, he might have got 50 or 60 nuts for the first seven apples;
while if B had got the better of the bargaining at first, he might havo
got the first seven apples for 30 or 40 nuts. This corresponds to the
fact that in the corn-market discussed in the text, about 700 quarters
would be sold with a final rate of 368.; but if the sellers had got the
hest of the bargaining at first, the aggregate price paid might be a good
deal more than 700 times 368.; while if the buyers had got the better
of the bargaining at first, tbe aggregate price would be a good deal loss
than 700 times 368. The real distinction then between the theory of
buying and selling and that of barter is that in the former it generally is,
and in the latter it generally is not, right to assume that the stock of
one of the things which is in the market and ready to be exchanged
for the other is very large and in ma.ny hands; and that therefore
its ma.rginal utility is practically constant. See Note XII. bis in the
Ma.thematical Appendix.



APPENDIX Gl.

THE IXCIDEKCE OF LOCAL RATES, WITH SOME
SUGGESTIOKS AS TO POLICY.

APP. G, 1. § 1. WE have seenz that the incidence of a new local tax on
The printing would differ from that of a national tax mainly by causing
incidence such parts of the local printing industry as could conveniently migrate
of ali local
taxes IS beyond the boundaries of the local tax to do so. Those customers who
mfluenced needed their printing to be done in the locality would pay rather higher
by the
migration for it. Compositors would migrate till only enough remained to find
of tbe. employment locally at about the same wages as before; and some~~au~;t:h~'printing offices would be transferred to other industries. The incidence
mannerm of general local rates on immovable property follows different lines in
;:~ha~~e some respects. The power of migration beyond the boundaries of the
expended. rates is a very important factor here, as in the case of a local tax on

printing. But of perhaps even greater importance is the fact that a
large part of the local rates is spent in ways that conduce directly to
the comfort of those very residents and workers in the locality, who
might otherwise be driven away. Here two technical terms are needed.
Onerous rates are those which yield no compensating benefit to the
persons who pay them. An extreme case is that of rates devoted to
paying interest on a loan incurred by a municipality for an enterprise
which failed and has been abandoned. A more representative case is
that of a poor-rate levied mainly from the well-to-do. Onerous rates
tend of course to drive away those persons on whom they would fall.

On the other hand beneficial or remunerative rates are those spent
on lighting, draining, and other purposes; so as to supply the people who
pay the rates with certain necessaries, comforts and luxuries of life,
which can be provided by the local authority more cheaply than in any
other way. Such rates, ably and honestly administered, may confer a
net benefit on those who pay them; and an increase in them may
attract population and industry instead of repelling it. Of course a
rate may be onerous to one class of the population and beneficial to
another. A high rate spent on providing good primary and secondary
schools may attract artisan residents, while repelling the well-to-
do. "Services which are preponderantly National in oharacter" are
"generally onerous"; while "those which are preponderantly Local in
character generally confer upon rate-payers a direct and peculiar benefit
more or less commensurate with the burden","

But the term "rate-peyee" needs to be interpreted differently in
I See pp. 453 and 659.
• Above V. IX. 1. This Appendix is largely based on the Memorandum there

mentioned.
I Ftnal Report of Royal CommissUm on Local Taxation, 1901, p. 12.

Onerous
rates.

Beneficial
orremtt-
"eralive
rates.
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regard to different kinds of local expenditure. Rates spent on water- APP. 0, 1.
ing the streets are remunerative to the occupier: but of course those
spent on permanent improvements yield only a part of their return to
him: the greater part accrues in the long run to the landlord.

The occupier generally regards the rates which are collected from Extent to
him as forming a single aggregate with his rent; but he makes his whic~ it
reckoning also for the amenities of life which are secured by remune- ::~:d
rative local expenditure of rates: that is he tends, other things equal, that t~e
to select districts in which the aggregate of rents and onerous rates isc~lb:Ie.
is low. But there is great difficulty in estimating the extent to which
migration is actually governed by this consideration. It is probably
hindered less than is commonly supposed by ignorance and indifference.
But it is much hindered by the special requirements of each individual.
Low rates in Devonshire will not draw there people who prefer London
life; and certain classes of manufacturers have practically little choice
as to the place in which they settle. To say nothing of personal and
business ties, the tenant is further hindered by the expense and trouble
of moving: and, if that were the equivalent of two years' rent, he would
lose by moving unless the advantage which he secured in rates
amounted to two shillings in the pound for thirty years. When, however,
a person is changing his abode for any reason, he is likely to allow
their full weight to all considerations as to the present and prospective
rates in different localities, which may be suitable for his purpose.

The mobility of the working classes is, in some respects, greater
than that of the well-to-do; but, when rates are compounded, friction
sometimes acts on the side of the tenant, and delays the transference to
him of his share of new burdens. The manufacturer is often affected
as much by the rates on his workmen's dwellings as by those on his own
premises: and though high rates may be among the causes which
have driven some manufacturers out of large towns, it is doubtful
whether, when economically administered, they have had much net
effect in this direction. For most new expenditure from the rates,
when under able and upright management, materially increases local
comforts or lessens local discomforts from the point of view of the
workpeople, if not of the manufacturer himself. Further, although
the balance of evidence goes to show that lessees consider carefully the
present and probable immediate future of local rates, yet they cannot
see far ahead, and they seldom even try to do SOl.

Any analysis that is offered of the incidence of rates, must be taken Difficulties
to refer to general tendencies, rather than actual facts. The causes ~~c~:~
which prevent these tendencies from being applied in prediction re- when
semble those which prevent mathematical reasonings from being ~~~~1d.
applied to the course of a ball on the deck of a ship that is rolling and and adjust-
pitching in crOBBseas. If the ship would but stay at one inclination, mjentsaresow.

I A good deal of evidence on these points was taken by the Commission just
nwmPd(p.794,n.3~
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APP. G, 2. the movement of the ball could be calculated. But before anyone
tendency has had time to produce much result it will have ceased
to exist, and its successor cannot be predicted. Just so, though econo-
mists settled once for all, nearly a century ago, the general tendencies
of the shifting of taxation; yet the relative weight of onerous rates in
different places often changes so rapidly that a tendency may make
but little headway before it is stopped off, or even reversed, by changes
which cannot be predicted.

§ 2. We have already seen that the ground rent which a builder is
willing to pay for any site is governed by his estimate of the additional
value which that site will give to the buildings erected on it. Before
taking the lease his capital and that which he will borrow for the
purpose is "free" and expressed in terms of money. The anticipated
income from his investment is expressed also in money. He sets on
the one side his outlay for building; and on the other side, the excess
of the rental value of the building with its site over the ground rent
to which he is about to commit himself. He works out--perhaps
roughly and by instinct rather than definite arithmetical calculations
-the present (discounted) value of this excess for the (say) 99 years of
his lease. Finally he takes the lease if he sees his way to a good
margin of profit; and no better opening for his enterprise is at hand '.

He contrives to the best of his ability that the site and the house
(or other building), which he puts upon it, shall be permanently appro-
priate the one to the other. In so far as he succeeds, the rent of the
property at any future time is the sum of its annual site value and the
annual value of the building: and this he expects to yield him full
profits on his outlay, allowing for insurance against the risks of a
rather hazardous industry. This second part of the rent is commonly,
though perhaps not with strict propriety, called the (annual) building
value, or the building rent of the house.

n a As time goes on, the purchasing power of money may change; the
~uil~g class of house for which that site is suitable is likely to change; and
m~pp~~methe technique of building is certain to be improved. Consequently the
pria~ to total annual value of the property at a later date consists of its annual
Its site, . I her wi h fi h f buildi h . .the whole Site va ue, toget er WIt pro ts on t e cost 0 lng a ouse grving
t;:Iu~ray accommodation equally desirable at that date with the existing house.
tha~aT the But all this is. subject to the dominant condition that the general
site. character of the house has remained appropriate to its site: if it

has not, no precise statement as to the relation between total value,
site value and building value can be made. If for instance a ware-
house or a dwelling house of quite a different character is needed

The tenn
bitt/ding
value.

1 See above, V. xr, 3 and 8. The builder generally looks to sell his lease
beforemuch of it has run out. But the price which he expects to get is the
(discounted) excessof the rental value of the property over the ground rent for
the remainingyears: and therefore the substance of his calculationsis nearly the
same88 it wouldbe if he intended to keep tt.e property in his ownhands.
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to develop the full resources of the site, the total value of the property APP. 0,

as it stands may be less than its site value alone. For the site value 3, 4.
cannot be developed without pulling down those buildings and erecting
new. And the value of the old material in those buildings may be less
than the cost of pulling them down, allowance being made for the
obstruction and loss of time incident thereto.

§ 3. .As between two buildings equally eligible in other respects, Onerous
the occupier will pay for that which has the better situation an annual taxes °ln. I . . I d b SIte va ues,
sum eqwva ent to Its speCla a vantages: ut he does not care what in 80 far
part of this sum goes as rent and what as taxes. Therefore onero1Ul taxes as fore-. I d seen, are
on SIte va ues ten to be deducted from the rental which the owner, or deducted
lessee receives: and they are accordingly deducted, in so far as they can from d.' . groun
be foreseen, from the ground rent which a builder, or anyone else, IS rents 10

willing to pay for a building lease. Such local rates as are remunerative, new leases.

are in the long run paid by the occupier, but are no real burden to
him. The condition "in the long run" is essential: for instance,
rates levied on account of interest and sinking fund on a town im-
provement, which will for several years to come disturb the public
thoroughfares, and yield none of its good fruit, will be onerous to the
occupier, if he pays it. In strict justice it should be deducted from his
rent; because whcn the improvement is in full working order and
especially when the debt has been paid off, so that the rate in question
lapses, the owner of the property will reap the benefit of the onerous
rates levied on account of it from the flrst ',

§ 4. Taxes on building values are on a different footing. If Taxes on
uniform all over the country, they do no alter the differential ~~~~n'iI
advantages of favoured sites; and therefore do not--directly at least-- umfo~ all
make the builder or anyone else less willing to pay a high ground rent ~~:.:::.
for a good site. If they are so heavy as materially to narrow the area cannot be
of ground built upon, they will indeed lower the value of all building ~~:~~~by

ground: and special site values will fall with the rest. But their effect eupier.ex-
in this direction is so small, that no great error is made by saying that ~=f~nhs:
uniform taxes on building values do not fall on the ground owner. selects a
The builder, in so far as he anticipates such taxes, adjusts his plans to ~e:s~~~
them: he aims at putting up bwldings of only such expense as can be building.
let to tenants at rents that will yield him normal profits; while the
tenant pays the rates. He may of course IDlScalcula.te. But in the
long run builders as a class, like all other able business men, are nearly
right in their calculations. And in the long run, uniform taxes on

1 This assumes that the land is assessed to the tax at the same amount, what-
ever the use to which it is put. The case of an extra tax for a special use can be
treated as in V. x. 6. If agricultural land were exempt from the tax, then the
tenant of a house or factory III the country would escape that part of the site tax
which is assessed on the excess of the value of the land for building uses over its
value for agriculture. This might slIghtly increase concentrat.IOn 10 towns, and
thus take a httle from the burden on site owners in them: but it would not.
materially atIect the valuesof SItes in the centre of towns. See also below § 6.



798 INCIDENCE OF LOCAL RATES

APP. G, 5. building values fall upon the occupier; or at the last on his customers
if he uses the building for trade purposes, and his competitors are
subject to similar rates.

Remunera- But the case is quite different in regard to special high onerous local
~:eer: rates on building values: and here comes in the chief difference
course between the incidence of national taxes on immovable property and
b~:~. local rates on it. Remunerative expenditure from the rates, which

adds more to the conveniences of life than the equivalent of its cost, do
not of course repel the occupier: that part of them which is assessed
on building values is paid by him, but is no real burden on him; as
we have seen in the case of remunerative rates on site values.

Exception- But that part of the rates on building values which is onerous, and in:o~~~ excess of corresponding charges in other localities, does wt fall mainly
on buildmg on the occupiers. Any exceptional pressure will cause them to migrate
:ea~de:obe beyond its reach in sufficient numbers to reduce the demand for houses
shifted on and other buildings in the locality, till the burden of these exceptional
f~~;::~e rates falls upon the lessees or owners. Builders therefore, in so far as
way as if they can foresee the future, deduct the equivalent of these exceptional=~~~:onerous rates on building values, together with all rates and taxes on

site values from the ground rents which they are willing to pay.
But the cases, in which great deductions of this kind are made, are

not numerous and important. For permanent inequalities of onerous
rates, though considerable, are less than is commonly thought: and
many of them are due to accidents which cannot easily be foreseen,
such as mismanagement by a particular group of local administrators.
There is indeed one broad and perhaps permanent cause, which throws
its shadow before, namely the tendency of the well-to-do to move away
from crowded districts to roomy and fashionable suburbs: thus leaving
the working classes to bear an undue share of the national duties
towards the very poor. But no sooner does this evil become con-
spicuous, tha.n legislation is invoked to remedy it, by widening the
areas of rating for some purposes, so as to include poor and rich
districts under the same budget; and in other ways.

Specially It is of greater importance to remember that exceptional onerous:=i:one rates on building values, while tending to lower site rents, and to lower
district are the ground rents on new leases in the districts to which they apply, are
:oboun~d not as great a ~urden on the whole body of owners of land as seems at
laSk,rds first sight. For much of the building enterprise, which is checked by
inothers. such rates, is not destroyed but directed to other districts, and raises

the competition for new building leases there.
Oldrates § 5. The incidence of a long-established rate is little affected by
::t~~r~h:d its being collected from the tenant, and not from the owners; though it
before the is vitally affected by the proportions in which the rate is assessed on
s%e~;': site and building values respectively. On the other hand, the incidence
~re~o y for the first few years of an increase in onerous rates is much affected
burdento by the mode of collection. The occupier bears more of the new burden

Gravein-
equalities
ofonerous
rates
seldom
last long.
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than he would if part of the rates were collected from the owners, or he APP. G, 6.
were allowed to deduct a part of them from his rent. This applies th --e pur-
only to neighbourhoods that are making progress. Where the popu- chaser,
lation is receding, and building has ceased, onerous rates tend to press
upon owners, But in such places economic friction is generally
strong.

It seems probable that the total pressure of onerous rates on The evils
the enterprise of building speculators and other interim owners is not ofsudden
very great; and that many rates, of which they have complained, hav e ft:a~~es
really enriohed them. But vicissitudes of the rates increase slightly in rates.
the great risks of the building trade, and inevitably the community
pa.ys for such risks more than their actuarial equivalent. All this
points to the grievous evils which arise from great and sudden increases
in the rates, especially in regard to premises the rateable value of which
is high relatively to the net income of the occupier.

The trader, especially if a shopkeeper, is often able to throw some The
part of the burden of his rates on his customers, at all events if he ~h!esh~p.
deals in things which cannot be easily got from a distance. But the keeper.
shopkeeper's rates are very large relatively to his income; and some
of that expenditure from the rates, which is remunerative from the
point of view of well-to-do residents, appears onerous to him. His
work belongs to that group in which economic progress is raising supply
relatively to demand. A little while ago his remuneration was artifici-
ally high, at the expense of society: but now it is falling to a lowcr
and perhaps more equitable level, and he is slow to recognize the new
conditions. His mind fastens on the real injustice which he suffers
when rates are suddenly raised much; and he attributes to that some
of the pressure on him which is really due to deeper causes. HIS sense
of injustice is sharpened by the fact that he does not always bargain on
quite even terms with his landlord; for, to say nothing of the cost of
fixtures and the general expense of a change, he might lose a great part
of his custom by moving to equally good premises even a little way off.
It must however be remembered that the shopkeeper does migrate
sometimes, that his mind is alert, and he takes full account of the
rates; and thus, after a few years, he shifts the burden of onerous
rates on to the owners and customers more fully than a man of
almost any other class does. (The hotel and lodging-house keeper
may rank here with the shopkeeper.)

§ 6_ Land near to a growing town, which is still used for agriculture, The
may yield very little net rent: and yet bc a valuable property. For its ~~s::~~~~t
future ground rents are anticipated in its capital value; and further its buildma

hi . lik I . ld an i f ti f ti tsid f th land onItsowners p IS e y to yie an mcome 0 sa. IS ac IOn ou 1 e 0 e ca ital

money rent received for it. In this case, it is apt to be under-assessed v:.i'ue.
even when rated at its full rental value; and the question arises
whether it should not be assessed at a percentage on its capital value
instead of at a percentage on its rent.
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APP. 0, 6. Such a plan would hasten on building, and thus tend to glut the
market for buildings. Therefore rents would tcnd to fall, and builders
would be unable to take building leases on high ground rents. The
change would therefore transfer to the people at large some part of
"the public value" of land which now goes to owners of land, that is
built upon or is likely to be built upon. But unless accompanied by
energetic action on the part of urban authorities in planning out the
lines on which towns should grow, it would result in hasty and in-
appropriate building; a mistake for which coming generations would
pay a high price in the loss of beauty and perhaps of health.

and a par- The principle which lies at the base of this scheme is capable of
tial trans-ference 01 larger application: and something may be said as to one suggestion
assess- of an extreme character, which has recently attracted some attention,
~~~~':ally to the effect that in future rates should be assessed mainly or even
from build- wholly on site values, with little or no reference to the value of the
~SJv~ues buildings. Its immediate effect would be an addition to the value of
values, some properties at the expense of others. In particular it would raise
~~I:J~twork the value of high and expensive buildings in districts in which the

rates were heavy, even more than those in which they were low;
because it would afford relief from a greater burden. But it would
lower the value of low obsolete buildings on large sites in heavily rated
districts. After a time, the amount of building put upon a site would
vary generally, subject to the bylaws, with its advantages of situation;
instead of as now partly in proportion to these advantages, and partly
inversely as the rates. This would increase concentration and tend to
raise gross site values in advantageous districts: but it would also
increase the aggregate expenditure from the rates; and, as this would
fall on site values, the net site values might be very low. Whether on
the whole the concentration of population would be increased, it is
difficult to say: for the most active building would probably be in the
suburbs, where vacant land no longer escaped heavy rating. Much
would depend on the building bylaws: the concentration might be
much lessened by a rigorous rule that there should be a large free
spaee at the back as well as in front of all high buildingst,

1 For instance suppose an area of a million square feet to be covered with
rows of parallel buildings 40 feet high and 40 feet deep; a bylaw, that the sky
must subtend half a right angle at the ground looking straight back as well as
front, will cause the distance between each row and the next to be 40 feet: and
the aggregate volume of building will be 40 feet multiplied into hal,fthe total area,
i.e. 20,000,000 cubic feet. Now suppose the height 01 the buildings to be trebled.
Under the same bylaw, the distances between the rows must be 120 feet: and,
on the supposrtion that it is not convenient to increase the depth of the houses
beyond 40 1eet the aggregate volume of building will be 120 feet multiplied into
a quarter of the total area, that is, 30,000,000 cubic feet. Thus the total accom-
modation WIll be increased by only one haU; instead of being trebled, as would
have been the case if the old distances of 40 feet between the rows had been
mamtained.

. ,
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§ 7. Reference has already been made to the latent partnerahlp APP. G,

between tenant and landlord in British agriculture generally-, Com. 7,8.
petition is less effective in rural than in urban districts. But on the Ru;i-
other hand the contributions which the landlord makes to the effective rates.
oapital of the farm are elastic, and liable to variation according to the
stress of circumstances. These adjustments obscure the incidence of
agricultural rates, as the eddies of wind rushing past a house will often
oarry snow-flakes upwards, overbearing, but not destroying, the ten-
dency of gravitation; and hence arises the common saying that the
farmer will pay both his and the landlord's share of new rates, if the
competition for farms is strong; while the landlord will pay all, if he
has reason to fear that farms will be thrown on his hands.

However, rural populations probably bear less onerous rates than is
commonly supposed. They have gained by improved police service and
the abolition of turnpikes, and they have increasing access to advantages
purchased by rates in the neighbouring towns, to which they do not
contribute, and which are generally much higher than their own rates.
In so far as the rates are remunerative in the immediate present, they
are no net burden to the occupier, though he pays them. But rates are
a considerable percentage on the farmer's net income; and the burden
on him is apt to be heavy in those very rare cases in which onerous
rural rates are increased greatly. As already indicated, an onerous rate
confined to one district is likely to press more heavily on the local
landlords and farmers than if general throughout the country".

§ 8. This volume is mainly occupied with scientific inquiries, but Reasons
t t . h I h . I· hi h I for depart-ye no WIt out some g ances at t e praotica issues, w c supp y ing from

a motive to economic studies", And here some consideration of policy the general
d . ble d rd F II . ts ed plan of theseems esira e ill rega to rates, or a economis are agre volume and

that land in an old country resembles other forms of wealth in many applying
respects, and that it differs in others. and in some recent centro- ::de::a~i~~s
veraial writings there has appeared a tendency to relegate the points to s0'!le
of difference to a secondary place, and to give almost exclusive practicalissues,
prominence to those of similarity. A moderate tendency in that
direction might be judicious, if the points of similarity alone were
of high importance in urgent practical issues. But the contrary is
the fact. And therefore it may be well to consider some great issues
of administrative finance, in which a leading part is played by those
attributes of land which are not largely shared by other forms of
wealth. But first a little must be said as to equity.

When a special tax is levied for a particular purpose and the case is Particular
not one for any interference by public authority with existing rights of ~i~':~-
ownership--as, for instance, when an arterial system of land drainage to be
is created-the owners of the properties to be benefited may fitly judgedt lysepara e .
be assessed on the "joint stock principle," according to which calls onero~s
are made from shareholders in proportion to their stake in the tbax.atdloDdto. eJu ge
common venture. The equity of every such charge must be Judged as a. whole.

I See V!. x. 10. ' S~>eabove, p. 437. • See I. IV. 2-4.

M. ;;)
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APP. G, 8. separately. But on the other hand all onerous taxes and rates must
be judged in equity as a whole. Almost every onerous tax taken by
itself presses with undue weight on some class or other; but this is
of no moment so long as the inequalities of each are compensated by
those of others, and variations in the several parts synchronize. If
that difficult condition is satisfied, the system may be equitable,
though anyone part of it regarded alone would be inequitable.

Taxes on Secondly, there is a general agreement that a system of taxation
~~::1yare should be adjusted, in more or less steep graduation, to people's
proportion- incomes: or better still to their expenditures. For that part of a
ate to ex- ,. hi h h ib tes . h E hpenditure man s income, w c e saves, oontri u again to t e xc equer
and e9ui- until it is consumed by expenditure. Consequently, when consideringtt~.tn the fact that our present system of taxation, general and local, bears
selves. heavily on houses, it should be remembered that large expenditure

generally requires large house-room: and that while taxes, and
especially graduated taxes on expenditure in general, present great
technical difficulties to the tax collector; and further cost much more
to the consumer directly and indirectly than they bring into the
revenue; taxes on houses are technically simple, cheap in collection,
not liable to evasion, and easy of graduation-,

But, thirdly, this argument does not apply to buildings other than
houses. And for that reason it may be-equitable to tax shops, ware-
houses, factories, etc. on a lower scale than houses, at all events as
far as new rates are concerned: the burden of old rates is already
shifted from the occupiers of business premises partly on to their
landlords and partly on to their customers. This process of shifting
is constantly going on; and therefore no great hardship would be
inflicted on the trading classes in urban districts if they were charged
at once with a farthing for every penny of new rates; while a part,
or the whole, of the remaining three farthings were left to be added
to their burden gradually by small annual percentages. It may be
that some such plan will be necessary, if the expenses of urban local
government continue to increase fast.

These considerations lead us to repeat that, whether in an old or
a new country, a far-seeing statesman will fecI a greater responsibility
to future generations when legislating as to land than as to other forms
of wealth; and .that, from the economic and from the ethical point of

But heavy
taxes on
trade pre-
miBesare
equitable
orily ln so
far as
they are
shifted:
and new
taxes
cannot be
shifted
quickly.

The
statesman
has heavy
and many-
sided

1 In old times the windows of a house were taken as representative of the
bouse, and were taxed heavily: but the tax did not stnke, and was not intended
to strike, persons as owners and users of windows only; it was intended to strike
them, and did strike tbem, as owners and users of houses. .And, just as the
window is a more or less good representative of the house; so the house 18

a representative, perhaps a better representative, of a certain scale and style of
household expenditure in general; and when houses are taxed, the tax is, and is
intended to be, a tax upon the ownership and use of the means of living in certain
general conditions of comfort and social position. U part of the tax assessed on
houses were removed, and the deficit made up by taxes assessed on furniture and
indoor lervants, the true incidence 01 the taxes would be nearly the same as now.
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view, land must everywhere and always be classed as a thing by APP. 0,9.

Itself, If from the first the State had retained true rents in its .
own hands, the vigour of industry and accumulation need not have ~Ft~::~
been impaired, though in a very few cases the settlement of new relation to
countries might have been delayed a little. Nothing at all like this the land.
can be said of the incomes derived from property made by man. But
the very greatness of the public interests concerned makes it specially
necessary to bear in mind, when discussing the equities of the public
value of land, that a sudden appropriation by the State of any incomes
from property, the private ownership of which had once been recognized
by it, would destroy security and shake the foundations of society.
Sudden and extreme measures would be inequitable; and partly, but
not solely for that reason, they would be unbusiness-Iike and even
foolish.

Caution is necessary. But the cause of high site values is that
concentration of population, which is threatening a scarcity of fresh
air and light and playroom 80 griev,ous as to lower the vigour and
the joyousness of the rising generation. Thus rich private gains
accrue, not merely through causes which are public rather than private
in their character, but also at the expense of one of the chief forms of
public wealth. Large expenditure is needed to secure air and light
and playroom. And the most appropriate source from which that
expense can be defrayed seems to be those extreme rights of private
property in land, which have grown up almost imperceptibly from the
time when the king, representing the State, was the sole landowner.
Private persons were but landholders subject to the obligation to work
for the public wellbeing: they have no equitable right to mar that
wellbeing by congested building.

§ 9. Aocordingly the following practical suggestions seem to Sudden
emerge:-As regards old rates a sudden change in the person from dtsturb

f
-ances 0

whom they are collected seems unadvisable: but additional rates old rates
should, as far as may be convenient, be collected from the person are todbedavo) e .
on whom they are ultimately to fall; unless, like the income tax
under Schedule A, they are eollected from the tenant with the
instruction that they are to be deducted from his rent.

The reasons for this are that nearly the whole of that part of New rates
old rates, which is assessed on public or site value of land, is already :~~'::!ras
borne by owners (including lessees, so far as those rates go, which, far asmay
though old, were not anticipated when their leases were taken); and ~ c;h~':nose
nearly all the remainder of it is borne by tenants or their customers. th~y are
This result would not be very greatly disturbed by allowing the tenant ~t:~~l
to deduct a. half or even the whole of his rates from his rent: though such
a Ia.wwould run some risk of handing over some of the property of the
owners to lessees, who had reckoned for paying those old rates when
taking their leases. On the other hand, a provision for the division
of new, that is additional, rates would have great advantages: the

51-2
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APP. G, 9. occupier whether of a farm, of business premises or a house would
deduct one half of the new rates from his rent; his immediate land.
lord would deduct in proportion from his payments to the superior
holder next to him; and so on. And in addition new local taxes on
business premises of all kinds might be assessed, as has just been
suggested, at less than full rates in the first instance; and gradually
increased. By these provisions farmers, shopkeepers and other traders
would be relieved from the occasional injustice, and the constant fear
of injustice, which are now associated with sudden, disproportionate
additions to the public burdens thrown upon particular classes.

U~banland In regard to site values, it would seem well to rule that all land,=~:rwhether technically urban or not, should be regarded as having a
with"a special site value if when cleared of buildings it could be sold at even~f~e:le a moderately high price, say £200 an acre. It might then be subjected
and a to a general rate assessed on its capital value; and, in addition, to~.~~ta "fresh air ratc" to be spent by local authority under full central
air rate." control for the purposes indicated above. This fresh air rate would

not be a very heavy burden on owners, for a good deal of it would be
returned to them in the form of higher values for those building sites
which remained. As it is, the expenditure of such private societies
as the Metropolitan Public Gardens Association, and much of the rates
raised on building values for public improvements, is really a free gift
of wealth to owners who are already fortunate.

For rural and urban districts alike, after reckoning for the initial
rates on land, the remainder of the necessary funds would perhaps best
be obtained by rates on immovable property, supplemented by some
minor local taxes at the discretion of the local authorities. The
Inhabited House Duty might be suppressed, unless it was needed for
any great new expenditure such as old age pensions: and the main
rates might be graduated as the present Inhabited House Duty is; but
more gently for houses of moderate size, and more severely for very large
houses. But no one should be exempted altogether: for so long as
a person retains the right of voting on the levying and expenditure of
rates, it is not safe that he should wholly escape their pressure. It may
however be safe and reasonable to return to him or his children the
equivalent of his payments in such benefits as will increase physical
and mental health and vigour, and will not tend towards political
corruption 1.

1 The recent Commission on Local Taxation was much occupied with the
difficulty of assessing site values; and with the even greater difficulty of making
ad interim arrangements hy which an equitable share (whether more or less) of
the rates, which were designed in the long run to be paid by the ultimate land-
owners, might be transferred from the occupiers to lessees. (See especially
pp. 153-116 of the Final Report.) The difficulty of assessment, though
undoubtedly very great, is of a kind to be diminished rapidly by experience:
the first thousand such assessmenta might probably give more trouble, and yet
be Jessaccurately made than the next twenty thousand.



APPENDIX n-.
LIMITATIONS OF THE USE OF STATICAL ASSUMPTIONS

IN REGARD TO INCREASING RETURN.

§ 1. SOME hints have already been given of the difficulties which APP. H,

beset the theory of equilibrium in regard to commodities which obey .:..:.:
the law of increasing return. Those hints are now to be developed. a Nature
~ ~~
1 e. difficult

The central point is that the term "margin of production" has no to be Y

significance for long periods in relation to commodities the cost of pro. considered.
duotion of which diminishes with a gradual increase in the output:
and a tendency to increasing return does not exist generally for short
periods. Therefore, when we are discussing the special conditions of
value of those commodities which conform to that tendency, the term
"margin" should be avoided. It may be used of course for these
commodities as for all others, with regard to a short and quick fluctua-
tion in demand; because in relation to such fluctuations the production
of those commodities, as well as others, conforms to the law of
diminishing and not increasing return. But in problems in which the
tendency to increasing return is in effective force, there is no clearly
defined marginal product. In such problems our units have to be
larger, we have to consider the conditions of the representative firm
rather than a given individual firm: and above all we have to consider
the cost of a whole process of production, without any attempt to
siolate that of a single commodity. such as a single rifle or yard of
cloth. It is true that when nearly the whole of any branch of industry
is in the hands of a few giant businesses, none of them can be fairly
described as "representative." If these businesses are fused in a
trust, or even closely combined with one another, the term "normal
expenses of production" ceases to have a precise meaning. And, as
will be argued fully in a later volume, it must be regarded as prima
facie a monopoly; and its procedure must be analysed on the lines of
Book V. chapter XIV.; though the last years of the nineteenth century
and the early years of this have shown that even in such cases com-
petition has a much greater force, and the use of the term "normal"
is less inappropriate than seemed probable a priori.

§ 2. Let us return to the instance of an increased demand for An IJIUS'

aneroid barometers, caused by a movement of fashion, which after a tration
while had led to improved organization and to a lower supply price".
'Vhen at last the force of fashion died awa.y, and the demand for
aneroids was again based solely on their real utility; this price might

I See r. 461. • See V. 111. 1.
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APP. H, 2. be either greater or less than the normal demand price for the corre-
sponding scale of production. In the former case capital and labour
would avoid that trade. Of the firms already started some might
pursue their course, though with less net gains than they had hoped;
but others would try to edge their way into some nearly related branch
of production that was more prosperous: and as old firms dwindled,
there would be few new ones to take their place. The seale of pro-
duction would dwindle again; and the old position of equilibrium
would have shown itself fa.irly stable against assa.ults.

. But now let us turn to the other case, in which the long-period
supply price for the increased output fell so far that the demand prioe
remained above it. In that case undertakers, looking forward to the
life of a firm started in that trade, considering its chances of prosperity
and decay, discounting its future outlays and its future incomings,
would conclude that the latter showed a good balance over the former.
Capital and labour would stream rapidly into the trade; and the pro-
duotion might perhaps be increased tenfold before the fall in the
demand price became as great as the fall in the long-period supply
price, and a position of stable equilibrium had been found.

Two For indeed, though in the account of the oscillations of demand
positions hof stable and supply about a position of stable equilibrium, whic was given
equilibrium in the third chapter, it was tacitly implied, as is commonly done,:e~::u;- that there could be only one position of stable equilibrium in a market:
possible. yet in fact under certain conceivable, though rare, conditions there can

be two or more positions of real equilibrium of demand and supply,
anyone of which is equally consistent with the general circumstances
of the market, and anyone of which if once reached would be stable,
until some great disturbance occurred 1.

I Besides positions of stable equilibrium, there are theoretically at least
positions of unstable equilibrium: they are the dividing boundaries between two
positions of stable equilibria, the watersheds, 80 to speak, dividing two river
basins, and the price tends to How away from them in either direction.

When demand and supply are in unstable equilibrium, then, if the scale of
production be disturbed ever 80 little from its equilibrium position, it will move
rapidly away to one of its positions of stable equih-
brium; a.s an egg if balanced on one of its ends y
would at the smallest shake fall down, and lie F' 38.
lengthways. Jusi a.s it is theoretically possible, ig,
but practically impossible, that an egg should stand
balanced on its end, 80 it is theoretically possible,
but practically impossible, that the scale of produc-
tion should stay balanced in unstable equilibrium.

Thus in fig. 38 the curves intersect several times
and the arrow heads on O» show the directions in
which, according to its situation, R tends to move 0 H U K V L X
along Oz. This shows that if R is at H or at L
and is displaced slightly in either direction, it Will, as soon as the disturbing
cause is over, return to the equilibrium position from which it wa.s displaced.
but that if it is at K and is displaced towards the right, it will continue, even
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§ 3. It must however be admitted that this theory is out of touch APP. H, 3.

with real conditions of life, in so far as it assumes that, if the normal
production of a commodity increases and afterwards again diminishes
to its old amount, the demand price and the supply price will return
to their old positions for that smountt,

Whether a commodity conforms to the law of diminishing or No great
increasing return, the increase in consumption arising from a fall in yiolence is
price is graduals. and, further, habits which have once grown up i:vth~:_
around the use of a commodity while its price is low, are not quickly sumption
abandoned when its price rises again. n therefore after the supply f~:~~he
has gradually increased, some of the sources from which it is derived de!'land
should be closed, or any other cause should occur to make the ~c~ IS

commodity scarce, many consumers will be reluctant to depart from
their wonted ways. For instance, the price of cotton during the
American war was higher than It would have been if the previous low
price had not brought cotton into common use to meet wants, many
of which had been created by the low price. Thus then the list of

after the cessation of the disturbing cause, to move to the right till it reaches
L, and if displaced towards the leIt it will continue to move to the left tall it
reaches H. That is to say, H and L are points of stable equilibrium and K
is a point of unstable equilibrium. We are thus brought to the result that:-

The equilibrium of demand and supply corresponding to the point of intersection
of the demand and supply curves is stable or unstable according as the demand
curve lies above or below the supply curve just to the left of that point; or,
which is the same thing, according as it lies below or above the supply curve just
to the right of that point.

We have seen that the demand curve is inclined throughout negatively. From
this it follows thal, if just to the right of any point of intersection the supply curve
lies above the demand curve; then, if we move along the supply curve to the right,
we must necessarily keep above the demand curve till the next point of inter-
section is reached: that is to say, the point of equilibrium next on the right-hand
side of a point of stable equilibrium, must be a point of unstable equilibrium;
and, it may be proved in like manner, that so must the adjacent point of inter-
section on the left-hand side. In other words, in cases in which the curves cut
each other more than once, points of stable and unstable equilibrium alternate.

Also the last point of intersection reached, as we move to the right, must be &

point of stable equilibrium. For if the amount produced were increased indefi-
nitely, the price at which it could be sold would necessarily fall almost to zero;
but the price required to cover the expense of producing it would not 80 fall
Therefore, if the supply curve be produced sufficiently far towards the right, it
must at laat lie above the demand curve.

Tbe first point of intersection arrived at as we proceed from left to right may
be a point either of stable or of unstable equilihrium. If it be a poin~ of unstable
equilibrium, this fact will indicate that the production of the commodity in ques-
tion on a small scale will not remunerate the producers; 80 that its production
cannot be commenced at all unless some passing accident has caused temporarily
an urgent demand for the commodity, or has temporarily lowered the expenses of
producing it; or unless some enterprising firm is prepared to sink much capit.al
in overcoming the initial difficulties of the production, and bringing out the com-
modity at a price which will ensure large sales.

I See V. m. 6. I See Ill. IV. 6.
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demand prices which holds for the forward movement of the produc-
tion of a commodity will seldom hold for the return movement, but
will in general require to be raised-,

Again, the list of supply prices may have fairly represented the
actual fall in the supply price of the thing that takes place when the
supply is being increased; but if the demand should fall off, or if for
any other reason, the supply should have to be diminished, the supply
price would not move back by the course by which it had come, but
would take a lower course. The list of supply prices which had held
for the forward movement would not hold for the backward movement,
but would have to be replaced by a lower schedule. This is true
whether the production of the commodity obeys the law of diminishing
or increasing return; but it is of special importance in the latter case,
because the fact that the production does obey this law, proves that its
increase leads to great improvements in organization.

For, when any casual disturbance has caused a grcat increase in
the production of any commodity, and thereby has led to the introduc-
tion of extensive economies, these economics are not readily lost.
Developments of mechanical appliances, of division of labour and of
the means of transport, and improved organization of all kinds, when
they have been once obtained are not readily abandoned. Capital and
labour, when they have once been devoted to any particular industry,
may indeed become depreciated in value, if there is a falling off in the
demand for the wares which they produce: but they cannot qnickly
be converted to other occupations; and their competition will for a
time prevent a diminished dcmand from causing an increased price
of the waress,

1 That is, for any backward movement of the amount offered for sale, the left
end of the demand curve would probably need to be raised in order to make it
represent the new conditions of demand.

• For instance, the shape of the supply curve in fig. 38, implies that if the
ware in question were produced on the scale av annually, the economies intro-
duced into its production would be so extensive as to enable it to be sold at a
price TV. U these economies were once effected the shape of the curve SS'
would probably cease to represent accurately the circumstances of supply. The
expenses of production, for instance, of an amount au would no longer be much
greater proportionately than those of an amount av. Thus in order that the
curve might agaip represent the circumstances of supply it would be necessary to
draw it lower down, as the dotted curve in the figure, Professor Bullock,
Quarterly Journal of Economics, Aug. 1902, p. 508, argues that this dotted curve
should not slope upward from T however gently: but should slope downward,
to indicate that the diminished production will lower marginal cost, "by forcing
out of business the weakest producers," so that the marginal cost will in future
be that of more competent producers than before. This result is possible. But
it must be remembered that the marginal cost of the weakest producer does not
govern value, but only indicates the force of the causes which govern it. In so
far as the economies of production on a large scale are "internal," i.e. belonging
to the internal organization of individual firms, the weaker finns must speedily
be driven out of existence by the 8trongn The cont.inued existence of weaker
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Partly for this reason, there are not many cases in which two APP. H, 3.
positions of stable equilibrium would stand out IIoB possible alternatives --. Asmall
at one and the same moment, even if all the facts of the market could Changei~
be ascertained by the dealers concerned. But when the conditions of a demand

. orsupply
branch of manufacture are such that the supply pnce would fall very often
rapidly, if there should be any great increase in the scale of production; changes
then a passing disturbance, by which the demand for the commodity ~~c~ui_
WIloB increased, might cause a very great fall in the stable equilibrium librium
price; a very much larger amount than before being henceforward pnce,
produced for sale at a very much lower price. This is always possible
when, if we could trace the lists of demand and supply prices far ahead,
we should find them keeping close together-, For if the supply prices
for largely increased amounts are but very little above the correspond-
ing demand prices, a moderate increase in demand, or a comparatively
slight new invention or other cheapening of production may bring
supply and demand prices together and make a new equilibrium.
Such a change resembles in some respects a. movement from one
alternative position of stable equilibrium to another, but differs from
the latter in that it cannot occur except when there is some change in
the conditions of normal demand or normal supply.

The unsatisfactory character of these results is partly due to
the imperfections of our analytical methods, and may conceivably be
much diminished in a later age by the gradual improvement of our
scientific machinery. We should have made a great advance if ..e
could represent the normal demand price and supply price IIoB functions
both of the amount normally produced and of the time at which that
amount became normal",

firms is an evidence that a strong finn cannot Indefinitely increase its output;
partIy because of the difficulty of extending its market, and partly because the
strength of a firm is not permanent. The strong firm of to-day was probably
weak, because young, some time back; and will be ",eak, because old, some time
hence. With a smaller output there will sull be weak firms at the margin; and
they will proQably in the course of time be weaker than if the scale of total
production had been maintained. Also the external economies WIllbe less. In
other words the representative firm will probably be smaller, weaker, and with less
access to external economies. See Prof. Flux in the same Journal for Feb. 1004.

1 That is, when at a good distance to the right of the equihbnum point, the
supply curve is but little above the demand curve.

• One difficulty arises from the fact that a suitable time to allow for the
introduction of the economies appertainmg to one increase in the scale of pro-
duction is not long enough for another and larger increase, 80 we must fix on
some fairly long time ahead, which is likely to be indicated by the special problem
in band, and adjust the wholeseries of supply prices to it.

We could get much nearer to nature if we allowed ourselves a more complex
illustration. We might take a series of curves, of which the first allowed for the
economies likely to be introduced as tho result of each increase in the scale of
production during one year, a second curve doing the same for two years, a third
for three years, and so on. Cutting them out of cardboard and standing them up
side by side, we should obtain a surface, of which tbe three dimensionsrepresented
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§ 4. Next let us revert to the distinction between average values
and normal valuest• In a stationary state the income earned by every
appliance of production being truly anticipated beforehand, would
represent the normal measure of the efforts and sacrifices required
to call it into existence.

The aggregate expenses of production might then be found either
by multiplying these marginal expenses by the number of units of the
commodity; or by adding together all the actual expenses of produc-
tion of its several parts. and adding in all the rents earned by differ-
ential advantages for production. The aggregate expenses of production
being determined by either of these routes, the average expenses could
be deduced by dividing out by the amount of the commodity; and
the result would be the normal supply price, whether for long periods
or for short.

But in the world in which we live, the term "average" expenses of
production is somewhat misleading. For most of the appliances of
production, material and personal, by which a commodity was made,
came into existence long before. Their values are therefore not likely
to be just what the producers expected them to be originally; but
some of their values will be greater, and others less. Thus present
incomes earned by them will be governed by the general relations
between the demand for, and the supply of, their products; and their
values will be arrived at by capitalizing these incomes. .And therefore,
when making out a list of normal supply prices, which, in conjunction
with the list of normal demand prices, is to determine the equilibrium
position of normal value, we cannot take for granted the values of
these appliances for production without reasoning in a circle.

This caution, which is of special importance with regard to indus-
tries that tend to increasing return, may be emphasized by a diagram-
matic presentation of the relations of demand and supply which are
possible in a stationary state, but only there. There every particular
thing bears its proper share of supplementary costs; and it would not
ever be worth while for a producer to accept a particula.r order at a
price other than the total cost, in which is to be reckoned a charge for
the task of building up the trade connection and external organization
of a representative firm. The illustration has no positive value: it
merely guards against a possible error in abstract reasoning I.

"

amount, price, and time respectively. U we bad marked on each curve the point
corresponding to that amount which, 80 far as can be foreseen, seems likely to be
the nonnal amount for the year to which that curve related, then these points
would fonn a curve on the surface, and that curve would be a fairly true long-
period nonnal supply curve for a commodity obeying the law of increasing return.
Compare an article by Mr Cunynghame, in the Economic JoumtU for 1892.

I See above V. m. 6; T. 4; and IX. 6.
I In the adjoining diagram, 88' is not a true supply eurTe adapted to the

conditions of the world in which we liTe; but it has properties, which are often
erroneously attributed to such a curve. We will call it the particultw eqenlU



IN REGARD TO INCREASING RETURN

CUrN. As usual the amount of a commodity ill measured along Oe, and it.s price
along Oy. OB is the amount of the commodity produced annually, .dB is the
equilibrium price of a unit of it. The producer of the OBth unit is supposed to
have no differential advantages; but the producer of the OMth unit has differ-
ential advantages which enable him to produce with an outlay PM, a unit which
it would have cost him an outlay .dB to produce Without those advantages. The
locus of P is our particular expenses curve; and it is such that any point P being
taken on it, and PM being drawn perpendicular to O», PM represents the par-
ticular expenses of production incurred for the production of the OMth unit,
The excess of .dB over PM=QP, and is a producer's surplus or rent. For
convenience the owners of dIfferential advantages may be arranged in descending
order from left to right; and thus 88' becomes a curve alopmg upwards to the
right.

Proceeding 88 in the case of consumer's surplus or rent (III. VI. 3), we
may regard MQ as a thin parallelogram or l'
as a thick straight line. And as M takes
consecutive positions along OB, we get a
number of thick 8traight lines cut in two by
the emve 8.d, the lower part of each repre-
aenting the expenses of production of a umt
of the commodity, and the upper the contri-
bution which that unit affords towards rent.
The lower set of thick lmes taken together
fill up the whole space SOH.A. ; which there-
fore represents the aggregate of the expenses
of production of an amount OB. The upper
set of thick lines taken together fill up the
space FS.d, which therefore represents pro-
ducer's surplus or rent in the ordinary sense
of the term. Subject to the corrections 0 M H ..

mentioned above (III. VI. 3), DF.d represents the surplus satisfaction which
consumers get from an amount OB over that, the value of which is represented
to them by a sum of money equal to OB x BL

Now the difference between the particular expenses curve and a normal
supply curve lies in this, that in the former we do, and in the latter we do not,
take the general economies of production as fixed and uniform throughout. The
particular expenses curve is based throughout on the assumption that the aggre-
gate production is OB, and that all the producers have access to the internal and
external economies which belong to this scale of production; and, these assump-
tions being carefully borne in mind, the curve may be used to represent a
particular phase of any industry, whether agricultural or manufacturing: but
they cannot be taken to represent its general conditions of production.

That can be done only by the normal supply curve, in which PM represents
the normal expenses of production of the OMth unit on the supposition that OM
units (not any other amount, as OB) are being produced; and that the available
economies of production external and internal are those which belong to a repre-
sentative firm where the aggregate volume of production is OM. These economies
will generally be less than it the aggregate volume of production were the larger
quantity OH; and therefore, M being to the left of B, the ordinate at M for the
supply curve will be greater than for a particular expenses curve drawn for an
aggregate production OH.

It follows that the area S.A.F which represents aggregate rent in our present
diagram would have represented something less than the aggregate rent, if SS~
had been a normal supply curve even for agricultural produce (DD' berng the
normal demand curve). For even in agriculture the general economies of pro-
duction increase with an increase in the aggreg ..te scale of production.
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APP. B, 4. If however we choose to ignore this fact for the sake of any particular argu-
ment; that is, if we choose to assume that MP being the expenses of production of
that part of the produce which was raised under the most difficult circumstances
(so as to pay no rent) when OM units were produced, it remains also the expenses
of production (other than rent) of the OMth unit even when OB is produced; or,
in other words, if we assume that the increase in production from the amount OM
to the amount OB did not alter the expenses of production of the OMth unit,
then we may regard 8AF as representing the aggregate rent even when 88' IS

the normal supply curve. It may be occasionally convenient to do this, attention
being of course called every time to the nature of the special assumption made.

But no assumption of the kind can be-made with regard to the supply curve of
a commodity that obeys the laws of increasing return. To do so would be a con-
tradiction in terms. The fact that the production of the commodity obeys that
law, implies that the general economies available when the aggregate volume of
production is laJ"l:8, are so much greater than when it is small, as to override the
increasing resistance that nature offers to an increased production of the raw
materials of which the industry makes use. In the case of a particular expenses
curve, MP will always be less than AB (M being to the left of H) whether the
commodity obeys the law of Increasing or diminishing return; but on the other
hand in the case of a supply curve, for a commodity that obeys the law of
increasing return, MP would generally be greater than AB.

It remains to say that if we are dealing witp a prohlem in which some even of
those appliances for production which were made by man, have to be taken as a
given quantity for the trme, so that their earnings will be of the nature of a
quasi-rent; we may then draw a particular expenses curve, in which MP stands
for the expenses of production in the narrower sense in which such quasi-rents
are excluded; and the area 8AF would thus represent the aggregate of rents
proper and of these quasi-rents. This method of treating short-period normal
value problems has attractions, and may perhaps ultimately be of service: but It
requires careful handhng, for the assumptions on which it rests are very shppery.



APPENDIX P.

RICARDO'S THEORY OF VALUE.

§ 1. WHEN Ricardo was addressing a general audience, he drew APP. I, 1.

largely upon his wide and intimate knowledge of the facta of life, using R' --
th "f ill t t' iflcati h . Icardoem or us ra ion, veri cation, or t e prermses of argument." But had
in his Principles of Political Economy "the same questions are treated practi?-i
-with a singular exclusion of all reference to the actual world around b~~e~nce,
hims," And he wrote to Malthus in May, 1820 (the same year in abstract,
which Malthus published his Principle8 of Political Economy CDn- :;~':~tic
8idered with a view to their practical application), "Our differences as!,"

. ,~I think be 'bed to id . wnter.may ill some respcc ...., ,aecn your consi enng my
book as more practical than I intended it to be. My object was to
elucidate principles, and to do this I imagined strong cases, that
I might show the operation of those principles." His book makes no
pretence to be systematic. He was with difficulty induced to publish
it; and if in writing it he had in view any readers at all, they were
chiefly those statesmen and business men with whom he associated.
So he purposely omitted many things which were necessary for the
logical completeness of his argument, but which they would regard as
obvious. And further, as he told Malthus in the following October,
he was "but a poor master of language." His exposition is as con-
fused as his thought is profound; he uses words in artificial senses
which he does not explain, and to which he does not adhere; and he
changes from one hypothesis to another without giving notice.

If then we seek to understand him rightly, we must interpret him
generously, more generously than he himself interpreted Adam Smith.
When his words are ambiguous, we must give them that interpreta-
tion which other passages in his writings indicate that he would have
wished us to give them. If we do this with the desire to ascertain
what he really meant, his doctrines, though very far from complete,
are free from many of the errors that are commonly attributed to
them.

1 Compare the concluding remarks of Book V.: and Appendix B, 5.
I See an admirable article on Ricardo's Use of Fads in the first volume of the

Harvard QlUJrlerly Journal of EconomICS, by the late Professor Dunbar
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Al'P. I, 2. He considers. for instance (Principles, Ch. I. § 1), that utility is
He took "absolutely essential" to (normal) value though not its measure; while
utihtyfor the value of things "of which there is a very limited guantity ...varies
~ranted'.t with the wealth and inclinations of those who are desirous to possess
i:~~=~i~ them." And elsewhere(lb. Ch. IV.) he insists on the way in which the
~latively market fluctuations of prices are determined by the amount available
simp e; for sale on the one hand, and "the wants and wishes of mankind"

on the other.
Again, in a profound, though very incomplete, discussion of the

differencebetween "Value and Riches" he seems to be feelinghis way
towards the distinction between marginal and total utility. For by
Riches he means total utility, and he seems to be always on the point
of stating that value corresponds to the increment of riches which
results from that part of the commodity which it is only just worth
the while of purchasers to buy; and that when the supply runs short.
whether temporarily in consequence of a passing accident, or per-
manently in consequenceof an increasein cost of production, there is a
rise in that marginal increment of riches which is measured by value,
at the same time that there is a diminution in the aggregate riches,
the total utility, derived from the commodity. Throughout the whole
discussionhe is trying to say, though (being ignorant of the terse lan-
guage of the differential calculus) he did not get hold of the right
words in which to say it neatly, that marginal utility is raised and
total utility is lessenedby any check to supply.

and he § 2. But while not thinking that he had much to say that was:~~dof great importance on the subject of utility, he believed that the
cucti?n connection between cost of production and value was imperfectly
infiueu:~tBunderstood; and that erroneous views on this subject were likely
is ~ to lead the country astray in practical problems of taxation and
obVIOUS.finance; and 80 he addressed himself specially to this subject. But

here also he made short cuts.
For, though he was aware that commodities fall into three classes

according as they obey the law of diminishing, of constant, or of in-
creasing return; yet he thought it best to ignore this distinction in a
theory of value applicable to all kinds of commodities. A commodity
chosen at random was just as likely to obey one 38 the other of the
two laws of diminishing and of increasing return; and therefore he
thought himself jUstifiedin assumingprovisionallythat they all obeyed
the law of constant return. In this perhaps he was justified, but he
made a mistake in not stating explicitly what he was doing.

1. C;St~f He argued in the first Section of his first Chapter that "in the
~~d~~~early stages of society" where there is scarcelyany use of capital, and
onquantitywhere anyone man's labour has nearly the same price 38 any other
~bour man's, it is, broadly speaking, true that "the value of a commodity,or
directly; the quantity of a commodity for which it will exchange, depends on

the relative quantity of labour which is necessary for its production."
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That is, if two things are made by twelve and four men's labour for APP. I, 2.
8. year, all the men being of the same grade, the normal value of the
former will be three times that of the latter. For if ten per cent. has
to be added for profits on the capital invested in the one case, ten
per cent, will need to be added in the other also. [If w be a year's
wages of a worker of this class, the costs of production will be 4w.g.g,
and 12w.U8: and the ratio of these is 4: 12, or 1 : 3.]

But he went on to show that these assumptions cannot be properly 2, also on
made in later stages of civilization, and that the relation of value to qfuallty

f od . . 1 h 0 thatcost 0 pr uction 18 more comp ex t an that with which he started; labour;
and his next step was to introduce in Section II. the consideration
that "labour of different qualities is differently rewarded." If the
wages of a jeweller are twice as great as those of a working labourer,
an hour'. work of the one must count for two hours' work of the other.
Should there be a change in their relative wages, there will of course
be II> corresponding change in the relative values of things made by
them. But instead of analysing, as economists of this generation do,
the causes which make (say) jewellers' wages change from one gene-
ration to another relatively to those of ordinary labourers, he contented
himself with stating that such variations cannot be great.

Next in Section IlL he urged that in reckoning the cost of pro- 3, on
duction of a commodity, account must be taken not only of the labour ;~~~~r
applied immediately to it, but also of that which is bestowed on the previously
implements, tools and buildings with which such labour is assisted; ~e::UJ.le-
and here the element of time, which he had carefully kept in the '
background at starting, was necessarily introduced.

Accordingly in Section IV. he discusses more fully the different 4, on the
influences exerted on the value of "a set of commodities" [he uses this ~~~t~~ch
simple method sometimes to evade the difficulties of the distinctions must
between prime cost and total cost]: and especially he takes account b~~:the
of the different effects of the application of circulating capital which is goods can
consumed in a single use, and of fixed capital; and again of the time ~: ~r:rl!e~~
for which labour must be invested in making machinery to make com- '
modities. If that be long, they will have a greater cost of production
and be "more valuable to compensate for the greater length of time,
whioh must elapse before they can be brought to market."

And lastly in Section v. he sums up the influence which different 5, on the
lengths of investment, whether direct or indirect, will have upon ~~~~:~~:n~
relative values; arguing correctly that if wages all rise and fall of the rate

together the change will have no permanent effect on the relative ~~~f.!lt~e
values of different commodities. But he argues if the rate of profits value.
falls it will lower the relative values of those commodities the
production of which requires capital to be invested a long while
before they can be brought to market. For if in one case the average
investment is for a year and requires ten per cent. to be added to the
wages bill for profits; and in another is for two years and requires
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RICARDO'S THEORY OF VALUE

twenty per cent. to be added; then a fall of profits by one-fifth will
reduce the addition in the latter case from 20 to 16, and in the former
only from 10 to 8. [If their direct labour cost is equal the ratio of
their values before the change will be H8 or 1·091; and after the
change tu or 1·074; a fall of nearly two per cent.] His argument is
avowedly only provisional; in later chapters he takes account of other
causes of differences in profits in different industries, besides the period
of investment. But it seems difficult to imagine how he could more
strongly have emphasized the fact that Time or Waiting as well as
Labour is an element of cost of production than by occupying his first
chapter with this discussion. Unfortunately however he delighted in
short phrases, and he thought that his readers would always supply
for themselves the explanations of which he had given them a hint.

Once indeed, in a note at the end of the sixth Section of his first
Chapter, he says:-"Mr Malthus appears to think that it is a part of
my doctrine that the cost and value of a thing should be the same;
it is, if he means by cost, 'cost of production' including profits. In
the above passage, this is what he does not mean, and therefore he has
not clearly understood me." And yet Rodbertus and Karl Marx claim
Ricardo's authority for the statement that the natural value of things
consists solely of the labour spent on them; and even those German
economists who most strenuously combat the conclusions of these
writers, are often found to admit that they have interpreted Ricardo
rightly, and that their conclusions follow logically from his.

This and other facts of a similar kind show that Ricardo's reticence
was an error of judgment. It would have been better if he had
occasionally repeated the statement that the values of two commodities
are to be regarded as in the long run proportionate to the amount
of labour required for making them, only on the condition that other
things are equal: i.e., that the labour employed in the two cases is
equally skilled, and therefore equally highly paid; that it is assisted
by proportionate amounts of capital, account being taken of the period
of its investment; and that the rates of profits are equal. He does not
state clearly, and in some cases he perhaps did not fully and clearly
perceive how, in the problem of normal value, the various elements
govern one another mutually, and not 81J..C(;e8Bively in a long chain of
causation. And he was more guilty than almost anyone else of the
bad habit of endeavouring to express great economic doctrines in short
sentences 1.

1 Prof. Ashley in a suggestive criticism of this Note, as part of an attempted
"Rehabilitation of Ricardo" (Economic J01I.mal, VoL r.), insists that it has been
commonly believed that Ricardo did in fact habitually think of mere quantities of
labour as constituting cost of production, and governing value, subject only to
.. slight modifications"; and that this interpretation of him is the most consistent
with his writings as a whole. It is not disputed that this interpretation has been
accepted by many able wnters: otherwise there would have been little need for
rehabilitating, i.e, clothing more fully his somewhat too naked doctrines. But
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§ 3. There are few writers of modern times who have approached APP. I, 3.
as near to the brilliant originality of Ricardo as J evons has done. But Th;--
he appears to have judged both Ricardo and l\:1illharshly, and to have brilliant
attributed to them doctrines narrower and less scientific than those one-sided-
which they really held. And his desire to emphasize an aspect of J:!~~!.
value to which they had given insufficient prominence, was probably
in some measure accountable for his saying, "Repeated reflection and
inquiry have led me to the somewhat novel opinion that value depends
entirely 'Upon 'Utility" (Theory, p. 1). This statement seems to be no less
one-sided and fragmentary, and much more misleadmg, than that into
which Ricardo often glided with careless brevity, as to the dependence
of value on cost of production; but which he never regarded as more
than a part of a larger doctrine, the rest of which he had tried to explain.

Jevons continues:-"We have only to trace out carefully the
natural laws of variation of utility as depending upon the quantity of
commodity in our possession, in order to arrive at a satisfactory theory
of exchange, of which the ordinary laws of supply and demand are a
necessary consequence ... Labour is found often to determine value,
but only ill an indirect manner by varYillg the degree of utility of the
commodity through an increase or limitation of the supply." As we
shall presently see, the latter of these two statements had been made
before in almost the same form, loose and inaccurate as it is, by
Ricardo and Mill; but they would not have accepted the former
statement. For while they regarded the natural laws of variation of
utility as too obvious to require detailed explanation, and while they
admitted that cost of production could have no effect upon exchange
value if it could have none upon the amount which producers brought
forward for sale; their doctrines imply that what is true of supply, is
true mu.tatis mutandis of demand, and that the utility of a commodity
could have no effect upon its exchange value If it could have none on
the amount which purchasers took off the market. Let us then turn
to examine the chain of causation in which Jevons' central position
is formulated in his Second Edition, and compare it with the position
taken up by Ricardo and Mill. He says (p. 179):-

"Cost of production determines supply.
Supply determines final degree of utility.
Final degree of utility determines value."

the question whether Ricardo is to be supposed to have meant nothing by the first
chapter of his book, merely because he did not constantly repeat the interpretatron
clauses contamed m it, 18 one which each reader must decide for himself according
to his temperament: It does not lend itself to be solved by argument. It 18 here
claimed not that his doctrmes con tamed a complete theory of value: but only
that they were m the main true as far as they went. Rodbertus and Marx mter-
preted Ricardo's doctnne, to mean that interest does not enter into that cost of
production which governs (or rather takes part ill governing) value: and as regards
this Prof. Ashley appears to concede all that is claimed here when (p. 480) he takes
it as beyond question that Ricardo .. regarded the payment of mterest, tbat is, of
somethmg more than the mere replacement of eapital, as a matter of couese,"

52II.
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UP. r,3. Now if this series of causations reaJIy existed, there could be no great
harm in omitting the intermediate stages and saying that cost of
produotion determines value. For if A is the cause of B, whioh is
the cause of G, which is the cause of D; then A is the cause of D.
But in fact there is no such series.

Jevons A preliminary objection might be taken to the ambiguity of the
:fli~e terms "cost of production" and "supply"; which Jevons ought to
things have avoided, by the aid of that technical apparatus of seml-mathe-
~~::~ne maticsl phrases, which was at his disposal, but not at Bioardo's,
another in A graver objection lies against his third statement. For the price which:::it1: the various purchasers in a market will pay for a thing, is determined
ties: but not solely by the final degrees of its utility to them, but by these in
~dlrecar: conjunction with the amounts of purchasing power severally at their
measures disposal, The exchange value of a thing is the same all over a
of utility. market; but the final degrees of utility to which it corresponds are

not equal at any two parts. Jevons supposed himself to be getting
nearer the foundations of exchange value when in his account of the
causes which determine it, he substituted the phrase "final degree of
utility," for "the price which consumers are only just willing to pay,"
-the phrase which in the present treatise is condensed into "marginal
demand price." When for instance describing (Second Edition, p. lO5)
the settlement of exchange between "one trading body possessing
only corn, and another possessing only beef," he makes his diagram
represent "a person" as gaining a "utility" measured along one line
and losing a "utility" measured along another. But that is not what
really happens; a trading body is not "a person," it gives up things
which represent equal purchasing power to all of its members, but
very different utilities. It is true that Jevons was himself aware of
this; and that his account can be made consistent with the facts of
life by a series of interpretations, which in effect substitute "demand-
price" and "supply-price" for "utility" and "disutility": but, when
so amended, they lose much of their aggressive force against the older
doctrines. and if both are to be held severely to III strictly literal
interpretation, then the older method of speaking, though not perfectly
accurate, appears to be nearer the truth than that which Jevons and
some of his followers have endeavoured to substitute for it.

But the greatest objection of all to his formal statement of his
central doctrine is that it does not represent supply price, demand
price and amount produced as mutually determining one another
(subject to certain other conditions), but as determined one by another
in a series. It is as though when three balls A, B, and G rest against
one another in a bowl, instead of saying that the position of the three
mutually determines one another under the action of gravity, he had
said that A determines B, and B determines G. Someone else however
with equal justice might say that a detenninee B and B determines A.
And in reply to Jevons a catena rather less untrue than his can be
made by inverting his order and saying:-
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Utility determines the amount that has to be supplied, .tPP. I, 3.
The amount that ha.a to be supplied determines cost of production,
Coat of production determines value,

because it determines the supply price which is required to make the
producers keep to their work.

Let us then turn to Ricardo's doctrine which, though unsystematic Ricardo's
and open to many objections, seems to be more philosophic in principle c~rrec:
and closer to the actual facta of life. He says, in the letter to in~uate
Malth~ already quoted:-"M. Say has not a correct notion of ~iu::n:
what 18 meant by value when he contends that a commodity is took .o~e
valuable in proportion to its utility. This would be true if buyers a~oynt of
only regulated the value of commodities; then indeed we might ~feili::ent

expect that all men would be willing to give a price for things in
proportion to the estimation in which they held them; but the fact
appears to me to be that the buyers have the least in the world to do
in regulating price; it is all done by the competition of the sellers,
and, however really willing the buyers might be to give more for iron
than for gold, they could not, because the supply would be regulated
by cost of production. ... you say demand and supply regulates value
[sic]; this I think is saying nothing, and for the reason I have given
in the beginning of this letter: it is supply which regulates value,
and supply is itself controlled by comparative cost of production.
Cost of production, in money, means the value of labour a.awell as of
profit&" (See pp. 173-6 of Dr Bonar's excellent edition of these
letters.) And again in his next letter, "I do not dispute either the
influence of demand on the price of corn or on the price of all other
things: but supply follows close at ita heels and soon takes the power
of regulating price in his [8ic] own hands, and in regulating it he is
determined by cost of production."

These letters were not indeed published when Jevons wrote, but
there are very similar statements in Ricardo's Principles. Mill also,
when discussing the value of money (Book m. oh. IX. § 3), speaks of
"the law of demand and supply which is acknowledged to be ap-
plicable to all commodities, and which in the case of money a.aof most
other things, is controlled but not set aside by the law of cost of
production, since cost of production would have no effect on value if
it could ha.ve none on supply." And again. when summing up his
theory of value (Book m. ch. XVI. § I), he aays:-"From this it
appears that demand and supply govern the fluctuations of prices in
all cases, and the permanent values of all things of which the supply
is determined by any agency other than that of free competition:
but that, under the regime of free competition, things are, on the
average, exchanged for each other at such values and sold for such
prices a.a afford equal expectation of advantage to all classes of
producers; which can only be when things exchange for one another
in the ratio of their cost of production." And, on the next page,

62-2
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UP. I, 3. speaking of commodities which have a joint cost of production, he says,
"since cost of production here fails us we must resort to a law of
value anterior to cost of production and more fundamental, the law of
demand and supply."

Jevons (p. 215), referring to this last passage, speaks of "the fallacy
involved in.Mill's idea that he is reverting to an anterior law of value,
the law of supply and demand, the fact being that in introducing
the cost of production principle, he has never quitted the law of
supply and demand at all The cost of production is only one circum-
stance which governs supply and thus indirectly influences values."

This criticism seems to contain an important truth; though the
wording of the last part is open to objection. If it had been made in
Mill's time he would probably have accepted it; and would hsve
withdrawn the word "anterior" as not expressing his real meaning.
The "cost of production principle" and the "final utility" principle
are undoubtedly component parts of the one all-ruling law of supply
and demand; each may be compared to one blade of a pair of scissors.
When one blade is held still, and the cutting is effected by moving the
other, we may say with careless brevity that the cutting is done by
the second; but the statement is not one to be made formally, and
defended deliberately-,

and he Perhaps Jevons' antagonism to Ricardo and Mill would have been~:~=dless if he had not himself fallen into the habit of speaking of relations
symmetry which really exist only between demand price and value as though~~~~;;l~.they held between utility and value; and if he had emphasized as

Cournot had done, and as the use of mathematical forms might have
been expected to lead him to do, that fundamental symmetry of the
general relations in which demand and supply stand to value, which
coexists with striking differences in the details of those relations. We
must not indeed forget that, a.t the time at which he wrote, the demand
side of the theory of value had been much neglected; and that he did
excellent service by calling attention to it and developing it. There
are few thinkers whose claims on our gratitude are as high and as
various &8 those of Jevons: but that must not lead us to accept
hastily his criticisms on his great predecessorss,

1 See V. m. 7.
I See an article on Jevons' ThelYrY by the present writer in the Academy for

April 1, 1872. The edition of his T/uQr!l brought out by his son in 1911, contains
an Appendix on his account of interest, WIth special reference to that article (see
also above VI. I. 8). He contends that his father's theory is "true aa Iar as it goes"
though he "followed the unfortunate practice of the Ricardian school by abstracting
for treatment certain ideas, and assuming that his readers are familiar with their
relations and taking his point of view." The son may be accepted as the true
interpreter of the father: and the debts of economics to the father are no doubt
so great as to be comparable with its transcendent obligations to Ricardo. But
Jevons' ThtIYrIJ had a combative side, as well &S a constructive. In great part it
was an attack on what he called in his Preface, .. that able but wrong-headed man,
David Ricardo" who "shunted the car of Economic science on to a wrong line."

Jevons'
position
less
different
than It
appears,
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It seemed right to select Jevons' attack for reply, because, in APP. I, 3

England at all events, it has attracted more attention than any other. Oth--
But somewhat similar attacks on Ricardo's theory of value had been critJ~
made by many other writers. Among them may specially be mentioned
Mr Macleod, whose writings before 1870 anticipated much both of the
form and substance of recent criticiams on the classical doctrines of
value in relation to cost, by Profs. Walras and Carl Menger, who were
contemporary with Jevons, and Profs. v. Bohm-Bawerk and Wif',ser,
who were later.

The carelessness of Ricardo with regard to the element of Time has have
been imitated by his critics, and has thus been a source of twofold ~=~s·
misunderstanding. For they attempt to disprove doctrines as to the carel~-
ultimate tendencies, the causes of causes, the causa w'lUlante8, of the ~~!ition
relations between cost of production and value, by means of arguments as to the
based on the causes of temporary changes, and short-period fluctuations ~=e~df
of value. Doubtless nearly everything they say when expressing their have'failed
own opinions is true in the sense in which they mean it; some of it is ~~:;;,%\
new and much of it is improved in form. But they do not appear to doctrine.
make any progress towards establishing their claim to have discovered
a new doctrine of value which is in sharp contrast to the old; or which
calls for any considerable demolition, as distinguished from develop-
ment and extension, of the old doctrine.

Ricardo's first chapter has been discussed here with Bole reference to
the causes which govern the relative exchange values of different things;
because its chief influence on subsequent thought has been in this
direction- But it was originally associated with a controversy as to
the extent to which the price of labour affords a good standard for
measuring the general purchasing power of money. In this connection
its interest is mainly historical: but reference may be made to an
illuminating article on it by Prof. Hollander in the Quarterly Journal
of Economics, 1904.

His criticisms on Ricardo achieved some apparently unfair dialectical triumphs,
by assuming tbat Ricardo thought ofvalue as governedby cost ofproduction without
referenceto demand. This misconceptionof Ricardo was doing great harm ill 1872:
and it seemed necessary to show that Jevons' Theory of Interest, if interpreted
as he interpreted Ricardo, is untenable.
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APPENDIX Jl.

THE DOaI'RlNE OF THE WAGES-FUND.

§ 1. AT the beginning of last century, great as was the poverty of
the English people, the peoples of the Continent were poorer still. In
most of them population was sparse, and therefore food was cheap;
but for all that they were underfed, and could not provide themselves
with the sinews of war. France, after her first victories, helped herself
along by the forced contributions of others. But the countries of
Central Europe could not support their own armies without England's
aid. Even America, with all her energy and national resources, was
not rich; she could not have subsidized Continental armies. The
economists looked for the explanation; and they found it chiefly in
England's accumulated capital. which, though small when judged by
our present standard, was very much greater than that of any other
country. Other nations were envious of England, and wanted to follow
in her steps; but they were unable to do so, partly indeed for other
reasons, but chiefly because they had not capital enough. Their annual
income was required for immediate consumption. There was not in
them a. large class of people who had a good store of wealth set by,
which they did not need to consume at once, and which they could
devote to making machines and other things that would aid labour, and
would enable it to produce a larger store of things for future consump-
tion. A special tone was given to their arguments by the scarcity
of capital everywhere, even in England; by the growing dependence of
labour on the aid of machinery; and lastly, by the folly of some
followers of Rousseau, who were telling the working olasses that they
would be better off without any capital at all.

In consequence, the economists gave extreme prominence to the
statements; first, that labour requires the support of capital. i.e. of
good clothes, etc., that have been already produced; and secondly,
that labour requires the aid of capital in the form of factories, stores

I See above, p, 544.
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of raw material, etc. Of course the workman might have mpplied APP. I, 2.
his own capital, but in fact he seldom had more than a little store
of clothes and furniture, and perhaps a few simple tools of his own-
he was dependent for everything else on the savings of others. The
labourer received clothes ready to wear, bread ready to eat, or the
money with which he could purchase them. The capitalist received
a spinning of wool into yarn, a weaving of yarn into cloth, or a
ploughing of land, and only in a few cases commodities ready for use,
coats ready to be worn, or bread ready to be eaten. There are, no
doubt, important exceptions, but the ordinary bargain between em-
ployers and employed is that the latter receives things ready for
immediate use and the former receives help towards making things
that will be of use hereafter. These facts the economists expressed by
saying that all labour requires the support of capital, whether owned
by the labourer or by someone else; and that when anyone works for
hire, his wages are, as a rule, advanced to him out of his employer's
capital-advanced, that is, without waiting till the things which he
is engaged in making are ready for use. These simple statements
have been a good deal criticized, but they have never been denied by
anyone who has taken them in the sense in which they were meant.

The older economists, however, went on to say that the amount of but this
wages was limited by the amount of capital, and this statement cannot ~a~e:::nce
be defended; at best it is but a. slovenly way of talking. It has aggerated
suggested to some people the notion that the total amount of wages ~Ircle~eex_
that could be paid in a country in the course of, say a year, was a pressions,
fixed sum, H by the threat of a strike, or in any other way, one
body of workmen got an increase of wages, they would be told that in
consequence other bodies of workmen must lose an amount exactly
equal in the aggregate to what they had gained. Those who have
said this have perhaps thought of agricultural produce, which haa but
one harvest in the year. H all the wheat raised at one harvest is
sure to be eaten before the next, and if none can be imported, then it
is true that if anyone's share of the wheat is increased, there will be
just so much less for others to have. But this does not justify the
statement that the amount of wages payable in a country is fixed by
the capital in it, a doctrine which has been called '''the vulgar form of
the Wages-fund theory-."

§ 2. It has already been noticed (Book I. ch. IV. § 7) that Mill in his Mill
later years under the combined influence of Comte, of the Socialists, ~!~~l~d
and of the general tendencies of public sentiment, set himself to bring wages
into prominence the human, aa opposed to the mechanical, element ~:fh~
in economics. He desired to call attention to the influences whioh are reached

1 These three parsgrapbs are reproduced from a paper written for the Co-
operalill' Annual, and reprinted in the Report of the IndustMal RemuneratiOl'
COIIferenct, 1885, which contained the outlines of the central argument of the
first two chapters of Book VL
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THE DOCTRINE OF THE WAGES·FUND

exerted on human conduct by custom and usage, by the ever-shirting
arrangements of society, and by the constant changes in human nature;
the pliability of which he agreed with Comte in thinking that the
earlier economists had underrated. It was this desire which gave the
chief impulse to his economic work in the latter half of his life, as distin-
guished from that in which he wrote his Essays on Unsettled Questions;
and which induced him to separate distribution from exchange, and
to argue that the laws of distribution are dependent on "particular
human institutions," and liable to be perpetually modified as man's
habits of feeling, and thought, and action pass from one phase to
another. He thus contrasted the laws of distribution with those of
production, which he regarded as resting on the immutable basis of
physical nature; and again with the laws of exchange, to which he
attributed something very much like the universality of mathematics.
It is true that he sometimes spoke as though economic science
consisted chiefly of discussions of the production and distribution
of wealth, and thus seemed to imply that he regarded the theory of
exchange as a part of the theory of distribution. But yet he kept the
two separate from one another; he treated of distribution in his
second and fourth Books, and gave his third Book to the "Machinery
of Exchange" (compare his Principles of Political Economy, Book n.
ch. I. § I, and ch. XVI. § 6).

In doing this he allowed his zeal for giving a more human tone to
economies to get the better of his judgment, and to hurry him on to
work with an incomplete analysis. For, by putting his main theory
of wages before his account of supply and demand, he cut himself off
from all chance of treating that theory in a satisfactory way; and in
fact he was led on to say (Principles, Book n. oh, XI. § I), that
"Wages depend mainly upon ... the proportion between population and
capital"; or rather, as he explains later on, between "the number of
the labouring class ... who work for hire," and "the aggregate of what
may be called the Wages-fund which consists of that part of circu-
lating capitaL.which is expended in the direct hire of labour."

The fact is that the theories of Distribution and Exchange are so
intimately connected as to be little more than two sides of the same
problem; that in each of them there is an element of "mechanical"
precision and universality, and that in each of them there is an
element, dependent on "particular human institutions," which has
varied, and which probably will vary, from place to place and from age
to age. And if Mill had recognized this great truth, he would not
have been drawn on to appear to substitute, as he did in his second
Book, the statement of the problem of wages for its solution: but
would have combined the description and analysis in his second Book.
with the short but profound study of the causes that govern the
distribution of the national dividend, given in his fourth Book; and
the progress of economics would have been much hastened.
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As it was, when his friend Thornton, following in the wake of APP. 1, 2.
Longe, Cliffe Leslie, Jevons and others, convinced him that the phrases -I-. . . part y
ill his second Book were untenable, he Yielded too much; and overstated because he
the extent of his own past error and of the concessions which he was took ~less• scienunc
bound to make to his assailants. He said (Dissertations, Vol. IV. p. 46): pOSItIOn
"There is no law of nature making it inherently impossible for wages In his

. he noi f b bi answers toto rise to t e point 0 a sor lng not only the funds which he (the Thornton.

employer) had intended to devote to carrying on his business, but the
whole of what he allows for his private expenses beyond the necessaries
of life. The real limit to the rise is the practical consideration how
much would ruin him, or drive him to abandon the business, not the
inexorable limits of the Wages-fund." He did not make it clear
whether this statement refers to immediate or ultimate effects, to
short periods or long: but in either ease it appears untenable.

As regards long periods the limit is put too high: for wages could Tbe.
not rise permanently so as to absorb nearly as large a share of the t~:~~!o~;
national dividend as is here indicated. And for short periods, it is of wages
not put high enough: for a well-organized strike at a critical juncture :;:~f
may force from the employer for a short time more than the whole particular
value of his output, after paying for raw material during that time; ~~~~~cts
and thus make his gross profits for the time a negative quantity. And ISindirect
indeed the theory of wages whether in its older or newer form has no ~~ote.
direct bearing on the issue of any particular struggle in the labour
market: that depends on the relative strength of the competing parties.
But it has much bearing on the general policy of the relation of capital
to labour; for it indicates what policies do, and what do not, carry in
themselves the seeds of their own ultimate defeat; what policies can
be maintained, aided by suitable organizations; and what policies will
ultimately render either side weak, however well organized.

After a while Cairnes, in his Leading Principles, endeavoured to Cairnes
resuscitate the Wages-fund theory by expounding it in a form, which :~P;;I~~~
he thought would evade the attacks that had been made on it. But, crudrties
though in the greater part of his exposition, he succeeded in avoiding ~a~~~-fund
the old pitfalls, he did so only by explaining away so much which ?octrme In

is characteristic of the doctrine, that there is very little left in it to f~~~eme
justify its title. He states however (p. 203) that "the rate of wages,
other things being equal, varies inversely with the supply of labour."
His argument is valid in regard to the immediate result of a sudden
great increase in the supply of labour. But in the ordinary course of the
growth of population there results simultaneously, not only some
increase in the supply of capital, but also greater subdivision of labour,
and more efficiency. His use of the term "varies inversely" is mis-
leading. He should have said "varies for the time at least in the
opposite direction." He goes on to derive an "unexpected consequence," but his .

.. f ki d b d posiuon ISthat an increase in the supply of labour, when It IS 0 a m to e use not clear.
in conjunction with fixed capital and raw material, would cause the
Wages-fund to undergo "diminution as the number who are to share it



826 THE DOCTRINE OF THE WAGES·FUND

UP. ~,3. is increased. to But that result would follow only If the aggregate of
we.ges were not influenced by the aggregate of production; and in fe.ct
this IMt cause is the most powerful of all those which influence wages.

The wages- § 3. It may be noticed that the extreme forms of the Wages.fund
~~rine theory represent wages as governed entirely by demand; though the
relates demand is represented crudely as dependent on the stock of capital
d~J!dthe But some popular expositors of economics appear to have held at the
side of the same time both this doctrine and the iron l&wof wages, which repre-
question. sents wages as governed rigidly by the cost of rearing human beings.

They might of course have softened each of them and then worked
the two into a more or less harmonious whole; as Cairnes did later.
But it does not appear that they did so.

The proposition that Industry is limited by capital, was often in-
terpreted so as to make it practically convertible with the Wages.fund
theory. It can be explained so as to be true: but a similar explanation
would make the statement that "capital is limited by industry" equally
true. It was however used by Mill chiefly in connection with the
argument that the aggregate employment of labour cannot generally be
increased by preventing people, by protective duties or in other ways,
from satisfying their wants in that manner which they would prefer.
The effects of protective duties are very complex and cannot be dis-
cussed here; but Mill is clearly right in saying that in general the
capital, that is applied to support and aid labour in any new industry
created by such duties, "must have been withdrawn or withheld from
some other, in which it gave, or would have given, employment to
probably about the same quantity of labour which it employs in its new
occupa.tion." Or, to put the argument in a more modem form. such
legislation does not prima facie increase either the national dividend
or the share of that dividend which goes to labour. For it does not
increase the supply of capital; nor does it, in any other way, cause
the marginal efficiency of labour to rise relatively to that of capital
The rate that has to be paid for the use of capital is therefore not
lowered; the national dividend is not increased (in fact it is almost
sure to be diminished); and as neither labour nor capital gets any
new advantage over the other in bargaining for the distribution of
the dividend, neither can benefit by such legislation.

Symmetry This doctrine may be inverted; so 88 to assert that the labour
of some
of the required to give effect to capital in a new industry created by protective
relations duties must have been withdrawn or withheld from some other, in
:~it~~nd which it gave, or would have given, effect to probably about the same
labour. quantity of capital as in its new occupation. But this statement

though equally true would not appeal with equal force to the minds of
ordinary people. For as the buyer of goods is commonly regarded as
conferring a special benefit on the seller, though in fact the services
which buyers and sellers render to one another are in the long run
co-ordinate; so the employer is commonly regarded &8 conferring a
special benefit on the worker, whose labour he buys, though in the long
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without it.
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run the services which the employers and employees render to one APP. 1, 3.
another are eo-ordinate. The causes and consequences of this pair
of facts will occupy us much at later stages of our inquiry.

Some German economists have argued that the resources with which The re-
the employer pays wages come from consumers. But this apnPAI'Ato ~odurc~doflr--- m IVI ua
involve a misapprehension. It might be true of an individual employer employers
if the consumer paid him in advance for what he produced: but in fact :~umed
the rule goes the other way; the consumer's payments are more often to them
in arrear, and merely give deferred command over ready commodities th1rougtoh

sa es
in return for ready commodities. It may be admitted that if the pro- customers.
ducer could not sell his goods he might not be able for the time to hire
labour; but that would only mean that the organization of production
was partially out of gear: a machine may stop if one of its connecting
rods gets out of order, but that does not mean that the driving force
,of the machine is to be found in the rod.
I Nor again is the amount which the employer pays as wages at any Butin 11:

arne governed by the price which consumers do pay him for his wares; ~ft:!vlew
though it generally is largely influenced by his expectations of the price consumers;
they wiU pay him. It is indeed true that in the long run and under :~~t%S:Y
normal conditions, the prices which consumers do pay him and those resources
which they will pay him are practically the same. But when we pass ~~~r:
from the particular payments of an individual employer to the normal come from
payments of employers generally-and it is really only with these latter ~~~rs
that we are now concerned--consumers cease to form a separate class, say that
for every one is a consumer. The national dividend goes exclusively to ~~:~~r::e
consumers in the broad sense in which wool or a printing preBS is said national
to go into consumption when it is transferred from the warehouse or dividend.
engineering works in whioh it has rested, to a woollen manufacturer
or a printer, and these consumers are also the producers, that is, the
owners of the agents of production, labour, capital and land. Children
and others who are supported by them, and the Government which
levies taxes on them 1, do but expend part of their incomes for them.
To say therefore that the resources of employers generally are ultimately
drawn from those of consumers generally, is undoubtedly true. But it
is only another way of saying that all resources have been parts of the
national dividend, which have been directed into forms suitable for
deferred, instead of immediate use; and if any of them are now
applied to any other purpose than immediate consumption, it is in
the expectation that their place will be taken (with increment or
profit) by the incoming dow of the national dividendi.

I UnI88I indeed ""' reckon the security and other benefits which Government
provides &8 eeparate items of the national income •

• Considerable ligM haa been thrown on the subject of the Wages-fund by
Walker's writings, and the controversies connected with them. The instances
which he haa collected of employees rendering their eervices in advance of
payment bear effectively on some turns of the controversy, but not on its main
iuue. C&III1&I1'.ProtludiMt GIll DiltribvtiMt, 1776-1848, containl much acute,



828
APP. 1,4.

Demand
for com-
modities IS
generally
demand
for labour.

The
benefits
which
wage-
earners
derive
from the
increase
of wealth
not owned
by them
and not in
the form
of trade
capital.

THE DOCTRINE OF THE WAGES.FUND

Tbe first Fundamental Proposition of Mill's is closely connected
with his fourth, viz. that Demand far commoditie.s is 7wt demand for
labour: and this again expresses his meaning badly. It is true that
those who purchase any particular commodities do not generally supply
the capital that is required to aid and support the labour which pro-
duces those commodities: they merely divert capital and employment
from other trades to that for the products of which they make increased
demand. But Mill, not contented with proving this, seems to imply
that, to spend money on the direct hire of labour is more beneficial to
the labourer than to spend it on buying commodities. Now there is
a sense in which this contains a little truth. For the price of the
commodities includes profits of manufacturer and middleman; and
if the purchaser acts as employer, he slightly diminishes the demand
for the services of the employing class, and increases the demand for
labour as he might have done by buying, say, hand-made lace instead
of machine-made lace. But this argument assumes that the wages of
labour will be paid, as in practice they commonly are, while the work
is proceeding; and that the price of the commodities will be paid,
as in practice it commonly is, after the commodities are made: and
it will be found that in every case which Mill has chosen to illustrate
the doctrine, his arguments imply, though he does not seem to be aware
of it, that the consumer when passing from purchasing commodities
to hiring labour, postpones the date of his own consumption of the
fruits of labour. And the same postponement would have resulted
in the same benefit to labour if the purchaser had made no change in
the mode of his expenditure 1.

§ 4. Throughout the whole discussion of the national dividend
the relations in which the kitchen apparatus of a hotel and those of a
private house stand to the employment of cooks have been implicitly
treated as on a like footing. That is to say the capital has been
regarded broadly: it has not been limited to mere "trade capital,"
But a little more may be said on this subject.

It is indeed often thought that, though those workers who have
little or no accumulated wealth of their own, have much to gain by an
increase of the capital in that narrower sense of the term in which it
is nearly convertible with trade capital that supports and aids them
in their work; yet they have little to gain from an increase of other
forms of wealth not in their Own hands. No doubt there are a few
kinds of wealth the existence of which scarcely affects the working
classes; while they are directly affected by almost every increase of
(trade) capital, For the greater part of it passes through their hands

if sometimes too severe, criticism of the earlier wage theories. A more con-
servative attitude is taken in Taussig's weigh~y Oapital aM Wagu; to which
the English reader may be specially referred for a fuller account and criticism of
the German doctrines mentioned in the text.

1 See the Appendix to Book IV. of Newcomb'. Political EcoMm1l.
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as implements or materiaJs of their work; while a considerable part is APP. 1,4.

directly used or even consumed by theml. It seems therefore that the
working classes must necessarily gain when other forms of wealth
become -trade capital and vice versa. But it is not so. n private
people generally gave up keeping carriages and yachts, and hired
them out from capitalist undertakers, there would result a smaller
demand for hired labour. For part of what would have been paid as
wages would go as profits to a middlemans.

It may be objected that if other forms of wealth take the place of
trade capital on a large scale, there may be a scarcity of the things
needed to aid labour in its work and even of those needed to support it.
This may be a real danger in some Oriental countries. But in the
western world, and especially in England, the total stock of capital
is equal in value to the aggregate of the commodities consumed by the
working classes during many years: and a very small increase in the
demand for those forms of capital, that minister directly to labour's
needs, relatively to other forms, would quickly bring forward an in-
creased supply of them, either imported from some other part of the
world, or specially produced to meet the new demand. There is there-
fore no necessity to trouble ourselves much on this score. If the
marginal efficiency of labour is kept high, its net product will be high;
and so will therefore its earnings: and the constantly flowing stream
of the national dividend will divide itself up in corresponding propor-
tions, giving always an adequate supply of commodities for immediate
consumption by the workers, and assigning to the production of those
commodities an adequate stock of implements. When the general
conditions of demand and supply have decided what part of the
national dividend the other classes of society are free to spend as
they will; and when the inclinations of those classes have decided the
mode in which they will distribute their expenditure between present
and deferred gratifications, etc., it matters not to the working classes
whether orchids come from the private conservatories, or from the
glass houses which belong to professional florists, and which are
therefore trade capital,

1 At all events according to most definitions. There are some indeed who
confine capital to "intermediate goods," and must therefore exclude hotels, and
lodging-houses, and workmen's cottages, at all events as soon as they are used.
But grave objections to the adoption of this deflrntion have already been indicated
in Appendix E, 4.

• See above, p. 785. Again, an increased use of brass furniture that needs
much cleaning, and generally of modes of livmg that require the assistance of
many indoor and outdoor servants, operates on the demand for labour in the
same wav as the use of hand-made goods ill place of goods made by expensive
machinery and other fixed capital, It may be true that the employment of a
great number of domestic servants is an ignoble and wasteful use of a large
income: but there is no other equally selfish method of spending It which tends so
directly to increase the share of the national dmdend which goes to the working
classes.
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CERTAIN KINDS OF SURPLUS.

APP. X, 1. § 1. WE have next to make some study of the relations in which
The different kinds of surplus stand to one another, and to the national
nation's income. The study is difficult, and it has little practical bearing;
mcoie is} but it has some attractions from the academic point of view.
dis~~.et.ey While the national income or dividend is completely absorbed in
buted ; remunerating the owner of 6ach agent of production at its marginal
~~:J~~erate, it yet generally yields him a surplus which has two distinct,
gets a though not independent sides. It yields to him, as consumer, a surplus:a~~~~nconsisting of the excess of the total utility to him of the commodity
as con- over the real value to him of what he paid for it. For his marginal
U::!~r~herpurchases, those which he is only just induced to buy, the two are
to him of equal: but those parts of his purchases for which he would gladly have
::t~y· paid a higher price rather than go without them, yield him a surplus

, of satisfaction: a true net benefit which he, as consumer, derives from
the facilities offered to him by his surroundings or conjuncture. He
would lose this surplus, if his surroundings were so altered as to
prevent him from obtaining any supplies of that commodity, and to
compel him to divert the means which he spends on that to other
commodities (one of which might be increased leisure) of which at
present he does not care to have further supplies at their respective
prices.

and other Another side of the surplus which a man derives from his sur-=~roundings is better seen when he is regarded as producer, whether by
generally direct labour, or by th~ accumulated, that is acquired and saved,
:;~kers, material resources in hiaposseeslon, As a worker, he derives a tIJOrker'8

savers. surplus, through being remunerated for all his work at the same rate as
for that last part, which he is only just willing to render for its reward;
though much of the work may have given him positive pleasure • .As
capitalist (or generally as owner of accumulated wealth in any form)
he derives a Baver' 8 8Urplus through being remunerated for all his
saving, that is waiting, at the same rate as for that part which he is
only just induced to undergo by the reward to be got for it. And he
generally is remunerated at that rate even though he would still have
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made some savings if he had been compelled to pay for their safe APP. It,l.
keeping, and had reaped a negative interest from them-,

These two sets of surpluses are not independent: and it would be
easy to reckon them up so as to count the same thing twice. For when
we have reckoned the producer's surplus at the value of the general
purchasing power which he derives from his labour or saving, we have
reckoned implicitly his consumer's surplus too, provided his character
and the circumstances of his environment are given. This difficulty
might be avoided analytically; but in no case would it be practically
possible to estimate and add up the two series. The consumer's
surplus, the worker's surplus, and the saver's surplus, which anyone
is capable of deriving from his surroundings, depend on his individual
character. They depend in part on his general sensibility to the
satisfactions and dissatisfactions of consumption and of working and
waiting severally; and in part also on the elasticity of his sensibilities,
that is, on the rates at which they change with an increase of consump-
tion, of work and of waiting respectively. Consumer's surplus has
relation in the first instance to individual commodities, and each part
of it responds directly to changes in the conjuncture affecting the
terms on which that commodity is to be had: while the two kinds of
producer's surplus appear always in terms of the general return that
the conjuncture gives to a certain amount of purchasing power. The
two kinds of producer's surplus are independent and cumulative, and
they stand out distinct from one another in the case of a man working
and saving things for his own use. The intimate connection between
both of them and consumer's surplus is shown by the fact that, in
estimating the weal and woe in the life of a Robinson Crusoe, it would
be simplest to reckon his producer's surpluses on such a plan as to
include the whole of his consumer's surplus.

A great part of a worker's earnings are of the nature of a deferred These
return to the trouble and expense of preparing him for his work; and :~!u:es
there is therefore a great difficulty in estimating his surplus. Nearly distin-
all his work may be pleasurable; and he may be earning a good wage r.:':~~e
for the whole of it: but in reckoning up the balance of human weal and excess of
endurance we must set off against this much effort and sacrifice endured ~f'::gs
by his parents and by himself in past time: but we cannot say clearly appliance
how much. In a few lives there may be a balance of evil: but there is 0t!produc-ion over
reason to think that there is a balance of good in most lives, and a large the prIme
balance in some. The problem is as much philosophical as economic; ctost Ofk1 swor •
it is complicated by the fact that man's activities are ends in them-
selTes 88 well as means of production, and also by the difficulty of
dividing clearly the immediate and direct (or prime) cost of huma.n
effort from its total cost; and it must be left imperfectly aolved'',

I This point was emphasized by Gossen and JevollS. See also Clark's .surp/u.r
Gairu of Labour.

• See VI. v.
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UP. I, 2. § 2. The case is in some respects simpler when we pass to consider
.As regards the earnings of material appliances for production. The work and the
material waiting by which they have been provided, yield their own worker's
~~t.s and waiter's surplus just mentioned, and in addition a surplus (or quasi-
additional rent) of the excess of total money returns over direct outlay; provided
surplus we confine our attention to short periods only. But for long periods,vamshes
whenall that is, in all the more important problems of economic science, and
=aY8 :ire especially in the problems discussed in this chapter, there is no dis-
in; one tinction between immediate outlay and total outlay. And in the long

run the earnings of each agent are, as a rule, sufficient only to recom-
pense at their marginal rates the sum total of the efforts and sacrifices
required to produce them. If less than these marginal rates had been
forthcoming the supplies would have been diminished; and on the
whole therefore there is in general no extra surplus in this direction.

This last statement applies in a sense to land which has been but
recently taken up; and possibly it might apply to much land in old
countries, if we could trace its records back to their earliest origins.
But the attempt would raise controversial questions in history and
ethics, as well as in economics; and the aims of our present inquiry
are prospective rather than retrospective. Looking forward rather
than backward, and not concerning ourselves with the equity and the
proper limits of the present private property in land, we see that that
part of the national dividend which goes as earnings of land is a surplus
in a sense in which the earnings from other agents are not a surplus,

To state from the point of view of this chapter a doctrine which has
been discussed at length in V. vm.-XI.:-AIl appliances of production,
whether machinery, or factories with the land on which they are built,
or farms, are alike in yielding large surpluses over the prime costs of
particular acts of production to a man who owns and works them: also
in yielding him normally no special surplus in the long run above what
is required to remunerate him for his trouble and sacrifice and outlay
in purchasing and working them (no special surplus, as contrasted with
his general worker's and waiter's surplus). But there is this difference
between land and other agents of production, that from a social point
of view land yields a permanent surplus, while perishable things made
by man do not. The more nearly it is true that the earnings of any
agent of production are required to keep up the supply of it, the more
closely will its supply so vary that the share which it is able to draw
from the national dividend conforms to the cost of maintaining the
supply: and in an old country land stands in an exceptional position,
because its earnings are not affected by this cause. The difference
between land and other durable agents is however mainly one of
degree: and a great part of the interest of the study of the rent of
land arises from the illustrations which it affords of a great principle
that permeates every part of economics.

with a
partial
exception
mthecase
ofland.



APPENDIX Lt.

RICARDO'S DOCTRINE AS TO TAXES AND
IMPROVEMENTS IN AGRICULTURE.

MUCH has already been said about the excellence of Ricardo's APP. L.

thought and the imperfections of his expression of it, and in particular Maith-;;;
notice has been taken of the causes which led him to lsv down the justly com-
law of diminishing return without proper qualifications, Similar 1J1~~~~8
remarks apply to his treatment of the influence of improvements iJ;lcon-
and the incidence of taxes in agriculture. He was especially careless in ~~~a~~g
his criticisms of Adam Smith; and as Malthus justly said (Summary more at-
of Section x, of his Political Ewrwmy), "Mr Ricardo, who generally ~~~~::~
looks to permanent and final results, has always pursued an opposite than
policy in reference to the rents of land. It is only by looking to=~~
temporary results, that he could object to Adam Smith's statement, regards
that the cultivation of rice or of potatoes would yield higher rent than ~~r~~~-
corn." And Malthus was perhaps not far wrong when he added:- ments ill

"Practically, there is reason to believe that, as a change from corn to rice ~~~.
must be gradual, not even a temporary fall of rent would take place."

Nevertheless, in Ricardo's time it was of great practical importance
to insist, and it is of much scientific interest even now to know, that in
a country which cannot import much corn, it is very easy so to adjust
taxes on cultivation and so to hinder improvements as to enrich the
landlords for a time and to impoverish the rest of the people. No
doubt when the people had been thinned by want, the landlords would
suffer in pocket: but that fact took little of the force from Ricardo's
contention that the enormous rise of agricultural prices and rents
which occurred during his life was an indication of an injury to the
nation beyond all comparison greater than the benefits received by the
landlords. But let us now pass in review some of those arguments in
which Ricardo delighted to start from sharply defined assumptions, 80

as to get clear net results, which would strike the attention; and which
the reader might combine for himself 80 as to make them applicable to
the actual facts of life.

Let us first suppose that the "Corn" raised in a country is abso-
lutely necessary; s.e, that the demand for it has no elasticity, and

1 Compare VI. ix. 4.

II.
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RICARDO'S DOCTRINE AS TO

that any change in its marginal cost of production would affect only
the price that people paid for it, and not the amount of it consumed.
And let us suppose that no Corn is imported. Then the effect of a
tax of one-tenth on Corn would be to cause its real value to rise till
nine-tenths as much as before would suffice to remunerate the marginal
dose, and therefore every dose. The gross Corn surplus on every piece
of land would therefore remain the same as before; but one-tenth being
taken away as a tax, the remainder would be nine-tenths of the old Com
surplus. Since, however, each part of it would have risen in real value
in the ratio of ten to nine, the real surplus would remain unchanged.

But the assumption that the demand for produce is absolutely
inelastic is a very violent one. The rise in price would in fact be sure
to cause an immediate falling-off in the demand for some kinds of
produce, if not for the staple cereals: and therefore the value of Com,
i.e. produce in general, would never rise in full proportion to the tax,
and less capital and labour would be applied in the cultivation of all
lands. There would thus be a diminution in the Corn surplus from
all lands, but not in the same proportion from all; and since a tenth
of the Corn surplus would be taken by the tax, while the value of each
part of it would have risen in less than the ratio of ten to nine, there
would be a double fall in the real surplus. (The diagrams on page 158
suggest at once translations of those reasonings into the language of
geometry.)

The immediate fall would be very great under modern conditions
in which free importation of Corn prevents its real value from being
much raised by the tax; and the same result would follow gradually,
even in the absence of importation, if the rise in its real value
diminished the numbers of the people; or, what is at least as probable,
if it had the effect of lowering the standard of living, and the efficiency
of the working population. These two effects would operate very
much in the same way on the producer's surplus; both would make
labour dear to the employer, while the latter would also make real
time wages low to the worker.

Ricardo's reasonings on all these questions are rather difficult to
follow: because he often gives no hint when he ceases to deal with
results which are "immediate," and belong to a "short period"
relatively to the growth of population; and passes to those which are
"ultimate," and belong to a "long period" in which the labour value
of raw produce would have time materially to affect the numbers of
the people and therefore the demand for raw produce. When such
interpreting clauses are supplied, very few of his reasonings will be
found invalid.

We may now pass to his argument with regard to the influence of
improvements in the arts of agriculture, which he divides into two
classes. A special scientitio interest attaches to his treatment of tho
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first, which consists of those improvements that .. I can obtain the APP. L.

same produce with less capital, and without disturbing the difference rne;;;';;-
between the productive powers of the successive portions of capita.l1"; which in-
of course neglecting for the purpose of his general argument the fact ~!'::::tt:,e
that any given improvement may be of greater service to one particular each dose
piece of land than another. (See above, Book IV. oh. m. § 4.) ~f c:p~~
Assuming as before that the demand for Corn has no elasticity, he ~o:t.ts
proved that capital would be withdrawn from the poorer lands (and :fo~~l:
from the more intensive cultivation of the richer lands), and therefore fall of real
the surplus measured in Corn, the Corn surplus-as we may say- rents.
obtained by applications of capital under the most favourable circum.
stances, will be a surplus relatively to lands not so poor as those
which were on the margin of cultivation before; and the differential
productiveness of any two applications of capital remaining, by hypo-
thesis, unchanged, the Corn surplus must necessarily fall, and of course
the real value and the labour value of the surplus will fall much more
than in proportion.

This may be made clear by the adjoining figure; in which curve AO
represents the return which the land of the whole
country, regarded as one farm, makes to doses of
capital and labour applied to it, these doses being
arranged not in the order of their application, but
in that of their productiveness. In equilibrium
OD doses are applied, the price of the Corn being
such that a return DO is just sufficient to remu-
nerate a dose; the whole amount of Corn raised
being represented by the area AODO, of which
ABO represents the aggregate Corn surplus. [We may pause to notice
that the only change in the interpretation of this diagram which is
required by our making it refer to the whole country instead of a
single farm, arises from our not being able now, as we could then, to
suppose that all the several doses of capital are applied in the same
neighbourhood, and that therefore the values of equal portions (of the
same kind) of produce are equal. We may however get over this
difficulty by reckoning the expenses of transporting the produce to a
common market as part of its expenses of production; a certain part
of every dose of capital and labour being assigned to the expenses of
transport. ]

Now an improvement of Ricardo's first class will increase the
return to the dose applied under the most favourable conditions from
OA to OA', and the returns to other doses, not in like proportion, but
by equal a11Wunt8. The result is that the new produce curve A'G' will
be a repetition of the old produce curve AG, but raised higher than it

A' •

HI----I-----"'Cl::,.

o o o

1 Ch. rr, Colkcted Warks, p. 42. Comp. Cannan's Production and Distribution,
li76-1848, pp. 325~. Ricardo's distinction between his two classes of improve-
ments is not altogether happy, and need not be considered here.

63-2
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by the distance AA'. If, therefore, there were an unlimited demand
for corn, so that the old number of doses, OD, could be profitably
applied, the aggregate Corn surplus would remain the same as before
the change. But in fact such an immediate increase of production
could not be profitable; and therefore an improvement of this kind
must necessarily lessen the aggregate Corn surplus. And on the
assumption made here by Ricardo that the aggregate produce is not
increased at all, only OD' doses will be applied, OD' being determined
by the condition that A'OD'O' is equal to 'AODO; and the aggregate
Com surplus will shrink down to A'H'O'. This result is independent
of the shape of AO; and, which is the same thing, of the particular
figures selected for the numerical illustration which Ricardo used in
proof of his argument.

And here we may take the occasion to remark that numerical
instances ean as a rule be safely used only as illustrations and not as
proofs: for it is generally more difficult to know whether the result has
been implicitly assumed in the numbers shown for the special case
than it is to determine independently whether the result is true or
not. Ricardo himself had no mathematical training. But his instincts
were unique; ,and very few trained mathematicians could tread as
safely as he over the most perilous courses of reasoning. Even the
acute logical mind of Mill was unequal to the task.

Mill characteristically observed that it is much more probable that
an improvement would increase the returns to capital applied to
different classes of land in equal proportions than by equal amounts.
(See his second case, Political Economy, Book IV. ch. ill. § 4.) He
did not notice that by so doing he cut away the basis of Ricardo's
sharply defined argument, which was that the change did not alter the
differential advantages of different applications of capital. And though
he arrived at the same result as Ricardo, it was only because his result
was implicitly contained in the numbers he chose for his illustration.

The adjoining figure tends to show that there is a class of economic
problems which cannot be safely
treated by anyone of less genius
than Ricardo without the aid of A'

some apparatus, either of mathe-
matics or of diagrams, that present A

as a continuous whole the schedules
of economic forces, whether with
regard to the Law of Diminishing
Return or to those of Demand and
Supply. The curve AO has the H'I-----~""C'b---
same interpretation in this figure ~~=====~:tF:::::;;;;;~C"l
as in the last; but the improvement
has the effect of increasing the re-
turn to each dose of capital and oL--------JDb·----;;D:""

Fig. 41.
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labour by one-third, i.e. in an equal proportion and not by an equal APP. L.

amount: and the new produce curve A'O' stands much higher above
AO at its left end than at its right. Cultivation is restricted to OD'
doses, where the area. A'OD'O', representing the new aggregate product,
is as before equal to AODO; and A'B'O' is as before the new aggre-
gate Corn surplus. Now it can be easily proved that A'B'O' is four-
thirds of AKE, and whether this is greater or less than ABO depends
upon the particular shape assigned to AO. If AO be a straight line or
nearly a straight line (both Mill's and Ricardo's numbers represented
points on a straight Produce line) A'B'O' would be less than AHO;
but with the shape assigned to AO in our figure A'B'O' is greater
than ABC. And thus Mill's argument is, while Ricardo's is not, de-
pendent for its conclusion on the particular shape assumed by them
for the grOBS produce curve.

(Mill assumes that the cultivated part of a country consists of
three quantities of land, yielding at an equal expense 60, 80, and 100
bushels; and he then shows that an improvement which increased
the return to each dose of capital by one-third, would lower corn rents
in the ratio of 60 to 26i. But if he had taken the distribution of
fertility in a country to be such that the land consisted of three
qualities yielding at an equal expense 60, 65, and 115 bushels, as is
done roughly in our figure, he would have found in that case the
improvement would raise corn rents in the ratio 60 to 661.)

Finally it may be noticed that Ricardo's paradox as to the possible Ricardo's
effects of improvements on the rent of land is applicable to urban as ~;;i:x
well as agricultural land. For instance, the American plan of building to urban
stores sixteen stories high with steel frames, and served with elevators, land
may be supposed suddenly to become very efficient, economical and
convenient in consequence of improvements in the arts of building,
lighting, ventilation and the making of elevators. In that case the
trading part of each town would occupy a less area than now; a good
deal of land would have to revert to less remunerative uses; and the
net result might possibly be a fall in the aggregate site values of the
town
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NOTE I. (p. 93). The law of diminution of marginal utility may be
expressed thus:-If 11. be the total utility of an amount x of a commodity
to a given person at a given time, then marginal utility 18 measured by

::.ox; while :: measures the flUI,rginal degree of utility. Jevons and

some other writers use "Final utility" to indicate what Jevons elsewhere
calls FInal degree of utility. There is room for doubt as to which mode of
expression 18 the more convenient: no quesnon of principle is involved in

the decision. Subject to the quaJifications mentioned in the text ~ is
always negative.

NOTE IL (p, 96). If m is the amount of money or general purchasing
power at a person's disposal at any time, and p. represents its total utility

to him, then :~ represents the marginal degree of utility of money to him.

If p is the price which he is just willing to pay for an amount z of the
commodity which gives him So total pleasure 11., then

dp. dp. dp du
dm ap=au; and dm ax = ax'

If p' is the price which he is just willing to pay for an amount x' of
another commodity, which affords him a. total pleasure 11.', then

. diL dp' du'
dm' dJ:' =dx';

dp dp' du du'
ax: IiX' = ax: dJ;"

(Compare Jevons' chapter on the Theory oj Exchange, p. 151.)
Every increase in his means diminishes the marginal degree of utility of

money to hun, that is, ;::z is always negative.

Therefore, the marginal utility to him of an amount x of a. commodity
• • J,.n~ d' . his du diL. .remaimng uncnange , an increase in means mcreases dz -r- dm; i.e, It

and therefore
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increases ~!,that is, the rate at which he is willing to pay for further

supplies of it. We may regard * as a function of m, u, and :1:; and then

h d2p 1 iti Of d2p. I . .we ave dmdx a ways posi rve. course JuclX 18 a ways positive,

NOTE III. (p. 103). Let P, P' be consecutive points on the demand
curve; let PRM be drawn perpendicular to Ox, and let PP' cut Ox and Oy
in T and t respectively; so that P'R is
that increment in the amount demanded
which corresponds to a diminution PE in 11
the price per unit of the commodity.

Then the elasticity of demand at P is
measured by

P'R PR. P'R PM
OM";-PM,l.e. by PR x OM;

. TM PM
i.e, by PM x OM'

• TM PT
i.e. by oil or by 1>i'

When the distance between P and P' is diminished indefinitely, PP' becomes
the tangent; and thus the proposition stated on p. 103 is proved.

It is obvious a priori that the measure of elasticity cannot be altered
by altering relatively to one another the scales on which distances parallel to
Ox and Oy are measured. But a geometrical proof of this result can be got
easily by the method of projecttona: while analytically it is clear that

ax ..;--dy, which is the analytical expression for the measure of elasticity,
:II y
does not change its value if the curve s=i (x) be drawn to new scales, so that
its equation becomes qy=J (px); where p and q are constants.

If the elasticity of demand be equal to unity for all prices of the
commodity, any fall in price will cause a proportionate increase in the
amount bought, and therefore will make no change in the total outlay
which purchasers make for the commodity. Such a demand may therefore
be called a constant outlay demand. The curve which represents it, a
constant outlay curve, as it may be called, is a rectangular hyperbola with
Ox and Oy as asymptotes; and a series of such curves are represented by
the dotted curves in the following figure.

There is some advantage in accustoming the eye to the shape of these
curves; so that when looking at a demand curve one can tell at once
whether it is inchned to the vertical at any point at a greater or less angle
than the part of a constant outlay curve, which would pass through that
point. Greater accuracy may be obtained by tracing constant outlay
curves on thin paper, and then laying the paper over the demand curve.
By this means it may, for instance, be seen at once that the demand curve
in the figure represents at each of the points A, B, 0 and D an elasticity
about equal to one: between A and B, and again between 0 and D, it repre-
sents an elasticity greater than one; wlule between Band 0 it represents

p

M M' T



840 MATHEMATICAL APPENDIX

&n elasticity less than one. It will be found that practice of this kind
makes It easy to detect the nature of the assumptions with regard to the
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character of the demand for a commodity, which are implicitly made in
drawing a demand curve of any particular shape; and is a safeguard against
the unconscious introduction of improbable assumptions.

The general equation to demand curves representing at every point an

elasticity equal to n is ~ +n i!Jf =0, Le, xyfl =O.
X Y

It is worth noting that in such a curve : = - ~l; that is, the pro-

portion in which the amount demanded increases in consequence of a small
fall in the price varies inversely as the (n+l)th power of the price. In the
case of the constant outlay curves it varies inversely as the square of the
price; or, which is the same thing in this case, directly as the square of the
amount.

NOTE IV. (p. 110). The lapse of time being measured downwards along
Oy; and the amounts, of which record is being made, being measured by
distances from OJ!; then P' and P being adjacent
points on the curve which traces the growth of
the amount, the rate of increase in a small unit
of time N'N is

PH PH P'H PN P'H P'H
P-iJv' = P'H'P'N'= Nt 'P'N'=Nf;

since PN and P'N' are equal in the limit.
If we take a year as the umt of time we find

the annual rate of increase represented by the
inverse of the number of years in Nt.

1/

N'r---~'"
N H P

o •
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H Nt were equal to c, a constant for all points of the curve, then the rate

of increase would be constant and equal to !. In this case _ x dy =c for
c dx

all values of x: that is, the equation to the curve is y =a -c log x

NOTE V. (p, 123). We have seen in the text that the rate at which future
pleasures are discounted varies greatly from one individual to another. Let
r be the rate of interest per annum, wluch must be added to a present
pleasure in order to make it just balance a future pleasure, that will be of
equal amount to its recipient, when it comes: then r may be 50 or even 200
per cent. to one person, while for his neighbour it is a negative quantity.
Moreover some pleasures are more urgent than others: and It is conceivable
even that a person may discount future pleasures in an irregular random
way: he may be almost as willing to postpone a pleasure for two years as
for one: or, on the other hand, he may object very strongly indeed to a long
postponement, but scarcely at all to a short one. There lB some difference
of opinion as to whether such irregularities are frequent; and the question
cannot easily be decided; for amce the estimate of a pleasure is purely sub-
jective, it would be difficult to detect them if they did occur In a case in
which there are no such irregularities, the rate of discount Will be the same
for each element of time; or, to state the same thing in other words, it will
obey the exponential law. And if h be the future amount of a pleasure of
which the probability is p, and which will occur, if at all, at time t; and if
R=l +r; then the present value of the pleasure is phR-t. It must, how.
ever, be borne in mind that this result belongs to Hedonics, and not properly
to Economics.

Arguing still on the same hypothesis we may say that, if 'fU be the
probability that a person will derive an element of happiness, !1h, from the
possession of, say, a piano in the element of time At, then the present value

of the piano to him is f: 'fUR-t~ dt. If we are to include all the happiness

that results from the event at whatever distance of time we must take T = 00.

H the source of pleasure is in Bentham's phrase" impure." ~ will probably

be negative for some values of t: and of course the whole value of the
integral may be negative.

NOTE VI. (pp. 132,3). If Y be the price at which an amount x of a com-
modity can find purchasers in a given market, and y =f (x) be the equatron
to the demand curve, then the total utility of the commodity lB measured byf:f (x) dx, where a is the amount consumed.

H however an amount b of the commodity is necessary for existence,
f (z) will be infirute, or at least indefinitely great, for values of x less than
b. We must therefore take life for granted, and estimate separately the
total utility of that part of the supply of the commodity which is in excess

of absolute necessaries: it is of course f:f (x) dx.

If there are several commodities ';hich will satisfy the same imperative
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want, a.a e.g, water and milk, either of whioh will quench thirst, we shall
find that, under the ordinary oonditions of We, no great error is introduced
by adopting the simple plan of assuming that the necessary supply comes
exclusively from that one which is cheapest.

It should be noted that, in the discussion of consumers' surplus, we
assume that the marginal utility of money to the individual purohaser is the
same throughout. Strictly speaking we ought to take account of the fact that
if he spent less on tea, the marginal utility of money to him would be less
than it is, and he would get an element of consumers' surplus from buying
other things at prices which now yield him no such rent. But these ohangea
of consumers' rent (being of the second order of smallness) may be neg.
lected, on the assumption, which underlies our whole reasoning, that his
expenditure on anyone thing, as, for instance, tea, is only a small part of
his whole expenditure. (Compare Book V. oh. n. § 3.) If, for any reason, it
be desirable to take account of the influence which his expenditure on tea
exerts on the value of money to him, it is only necessary to multiply J (e)
within the integral given above by that function of :z:J (z) (i.e. of the amount
which he has already spent on tea) which represents the marginal utility to
him of money when his stock of it has been diminished by that amount.

NOTE VII. (p. 134). Thus if aI' ai' as, ... be the amounts' consumed of
the several commodities of which bu bt, b3, '" are necesaary for existence,
if y=JI (z}, y=J2 (:z:), s=I« (x), ••• be the equations to their demand curves
and if we may negleot all inequalities in the distribution of wealth; then
the total utility of income, subsistence being taken for granted, might be

represented by ~f: J (x) dx, if we could find a plan for grouping together in

one common demand curve all those things which satisfy the same wants,
and are rivals; and also for every group of things of which the services are
complementary (see Book V. oh, VI.). But we cannot do this: and therefore
the formula remains a mere general expression, having no practical applica-
tion. See footnote on pp. 131,2; also the latter part of Note XIV.

NOTEVIII. (p. 135). If y be the happiness whioh a person derives from
an income x; and if, after Bernoulli, we assume that the increased happi-
ness which he derives from the addition of one per cent. to his income is the

same whatever his income be, we have x~=K, and :. y=Klogx+C

when K and 0 are constants, Further with Bernoulli let us assume that,
a being the income which affords the barest necessaries of hfe, pain exceeds
pleasure when the income is less than a, and balances it when the inoome

equals a: then our equation becomes y = K log ~. Of course both K and aa
vary with the temperament, the health, the habits, and the aoeial surround-
ings of each individual. Laplace gives to x the name fortune phyaig:ue. and
to y the name fortune morale.

Bernoulli himself seems to have thought of z and a as representing
certain amounts of property rather than of income: but we cannot estimate
the property neceesa.ry for life without lOme understanding as to the length
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of time during which it is to support life, that is, without rea1Iy treating it
as income.

Perhaps the guess whioh has attracted most attention after Bernoulli's
is Cramer's suggestion that the pleasure afforded by wealth may be taken
to vary as the square root of its amount.

NOTB IX. (p. 135). The argument that fair gambling is an economic
blunder is generally based on Bernoulli's or some other definite hypothesis.
But it requires no further assumption than that, firstly the pleasure of
gambling may be neglected; and, secondly </>" (z) is negative for all values
of z, where </> (z) is the pleasure derived from wealth equal to x,

For suppose that the chance that a particular event will happen is p,
and a man makes a fair bet of py against (l-p) y that it will happen. By
80 doing he ohanges his expectation of happiness from

</> (e) to p</>{z+(l-p) y} +(l-p) </> (z -py).

This when expanded by Taylor's Theorem becomes
</> (z) +!p (l-p)" Y'</>" {z +0 (l-p) y} +lp' (l-p) y."," (x - 9py);

assuming </>" (z) to be negative for all values of z, this is always less
than rp (e),

It is true that this loss of probable happiness need not be greater than
the pleasure denved from the excitement of gambling, and we are then
thrown back upon the induction that pleasures of gambling are in Bentham's
phrase "impure"; since experience shows that they are likely to engender a
restless, feverish character, unsuited for steady work as well as for the
higher and more solid pleasures of life.

NOTEX. (p, 142). Following on the same lines as in Note I., let us
take t1 to represent the disutility or discommodity of an amount of labour I,

then ~ measures the marginal degree of disutilityof labour; and, subject

to the qualifications mentioned in the text, ~~: is positive.

Let m be the amount of money or general purchasing power at a person's

disposal, p. its total utility to him, and therefore :~ its margmal utility.

Thus if .6.w be the wages that must be paid him to induce lum to do labour
dp. dw dp. dv

.6./, then .6.w dm =.6.v, and d[' dm = d['

If we assume that his dislike to labour 18 not a fixed, hut a fluctuating

quantity, we may regard ~ as a functaon of m, v, and I; and then both

dOw d'w 1 ..
dmdl' dvdl are a ways positive.

NOTE XI. (p. 248). If members of any species of bird begin to adopt
aquatic habits, every increase in the webs between the toeB-whethe~ coming
about gradually by the operation of natural selection, or suddenly as a sport,-
will cause them to find their advantage more m aquatic life, and will make
their chance of leaving offspring depend more on the increase of the web.

• So that, if J (I) be the average area of the web at time t, then the rate
of increase of the web increases (within certain limits) with every increase
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by Taylor'stherefore I" (t) is positive. Now we know

I (t+h) =1 (t) + hI' (t) + 1~~r (t+oh);

and if h be large, so that h2 is very large, then I (t+h) will be much greater
than I (t) even though l' (t) be small and r (t) is never large. There is more
than a superficial connection between the advance made by the applications
of the differential calculus to physics at the end of the eighteenth century
and the beginning of the nineteenth, and the rise of the theory of evolution.
In sociology as well as in biology we are learning to watch the accumulated
effects of forces which, though weak at first, get greater strength from the
growth of their own effects; and the universal form, of which every such
fact is a special embodiment, is Taylor's Theorem; or, if the action of
more than one cause at a time is to be taken account of, the corresponding
expressIOn of a function of several variables. Tills conclusion will remain
valid even If further investigation confirms the suggestion, made by some
Mendeltans, that gradual changes in the race are onginated by large diver-
gences of individuals from the prevailing type. For economics is a study
of mankind of particular nations, of particular social strata; and it is only
indirectly concerned with the Irves of men of exceptional genius or exceptional
wickedness and violence.

in the web, and
Theorem that

NOTE XII. (p, 331). If, as in Note X., v be the discommodity of the
amount of labour which a person has to exert in order to obtain an amount
:z: of a commodity from which he denves a pleasure 'IL, then the pleasure of

having further supplies will be equal to the pain of getting them when ~ = ~.

If the pain of labour be regarded as a negative pleasure; and we write

U=. -v; then ~: +7::=0, i.e. u+ U=a maximum at the po~t at which his

labour ceases.

NOTE XII. bis (p, 793) In an article in the Giornale degli EconomiBti for
February, 1891, Prof. Edgeworth draws the adjoining diagram, which repre-
sents the cases of barter of apples for nuts described on pp. 414-6. Apples are
measured along Ox; and nuts along Oy; Op=4, pa=40; and a represents
the termination of the first bargain in
which 4 apples have been exchanged
for 40 nuts, ill the case in which A gets
the advantage at starting. b represents
the second, and c the final stage of that
case. On the other hand, a' represents
the first, and b', e', d' the second, third,
and final stages of the set of bargains ill

which B gets the advantage at starting,
QP, the locus on which c and d' must
both necessarily lie, is called by Prof.
Edgeworth the Contract Curve.

Following a method adopted in his Mathematical PaychiC8 (1881), he
takes U to represent the total utility to A of apples and nuts when he has
given up z apples and received y nuts. V the total utility to B of apples and
nuts when he has received :z: apples and grven up 11 nuts. If an addinonsl

y
Q

p

I
'/

xO.P
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&J: apples are exchanged for Ay nuts, the exchange will be indifferent to
.A if

dU dU
dx Ax+ dy Ay=O;

and it will be indifferent to B if ~ Ax + ~~ Ay =0. These, therefore, are

the equations to the indifference curves OP and OQ of the figure respectively;
and the contract curve which is the locus of points at which the terms of
exchange that are indifferent to A are also indifferent to B has the elegant

• dU dU dV dV
equation dx -:- dy = dx -:- dy •

If the marginal utility of nuts be constant for A and also for B, ~~ and
dV Y
dy become constant; U becomes <I> (a - x) + ay, and V becomes -I- (a - x) + {Jy;

and the contract curve becomes F (x)=O; or x=O; that is, it is a straight
line parallel to Oy, and the value of !!.y: !!.x given by either of the indifference
curves, a function of 0; thus showmg that by whatever route the barter
may have started, equilibrium will have been found at a point at which 0
apples have been exchanged, and the final rate of exchange 18 a function of
0; that is, it is a constant also. This last application of Prof. Edgeworth's
mathematical version of the theory of barter, to confirm the results reached
in the text, was first made by Mr Berry, and is published in the Giornale
degli Economisti for June, 189l.

Prof. Edgeworth's plan of representing U and V as general functions of x
and y has great attractions to the mathematician; but It seems less adapted
to express the every-day facts of economic life than that of regarding, as
Jevons did, the marginal utilities of apples as functrons of X sunply. In
that case, if A had no nuts at starting, as 18 assumed in the particular
case under discussion, U takes the form

J: </>da-x)dx+ J: "'1 (y)dy;

similarly for V. And then the equation to the contract curve is of the form

</>1(a -x) -:-"'1 (y) =</>a (X)--;-"'2 (b - y);

which is one of the Equations of Exchange in Jevons' Theory, 2nd Edition,

p.108.

NOTE XIII. (po 354). Using the same notation as in Note V., let us take
our starting-point as regards time at the date of begmning to build the house,
and let T' be the time occupied In building it. Then the present value of the
pleasures, which he expects to derive from the house, 18

JT tdh
H = T' wJ:r at u.

Let !!.V be the element of effort that will be incurred by him in building
the house in the interval of time ~t (between the time t and the time t + !!.t),
then the present value of the aggregate of effort is

V = J:' J:rt ~ dt.
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If there is any uncertainty 8.8 to the labour that will be required, every
possible element muSt be counted in, multiplied by the probability, TiT', of

fT' dv
its being required; and then V becomes 0 w'R-' CIt dt.

If we transfer the starting.point to the date of the completion of the
house, we have

fT! dh fT' dvB = 0 wIr' dt dt and V = 0 f11'RLdi dt,

where Tl=T-T'; and this starting-point, though perhaps the less natural
from the mathematical point of view. is the more natural from the point of
view of ordinary business. Adopting it. we see V 8.8 the aggregate of esti-
mated pains incurred; each bearing on its back. 8.8 it were, the accumulated
burden of the waitings between the time of its being incurred and the time
when it begins to bear fruit.

Jevons' discussion of the investment of capital is somewhat injured by
the unnecessary assumption that the function representing it is an expression
of the first order; which is the more remarkable as he had himself, when
describing Gossen's work. pointed out the objections to the plan followed by
him (and Whewell) of substituting straight lines for the multiform curves
that represent the true characters of the variations of economic quantities.

NOTB XIV. (p. 357). Let ai' a2, a3 .... be the several amounts of different
kinds of labour. as. for instance. wood-cutting, stone-carrying, earth-digging.
etc .• on the part of the man in question that would be used in building the
house on any given plan; and {J. {J'. {J". etc., the several amounts of
accommodation of different kinds such as sitting-rooms, bed-rooms. offices.
etc. which the house would afford on that plan. Then, using V and B
as in the previous note. V. {J, {J', {J" are all functions of al' a" a., •••, and B
being a function of {J, {J', {J", '" is a function also of ai' a2, a, ••••• We have.
then. to find the marginal investments of each kind of labour for each kind
of use.

d V dH d{J dB dfJ' dB dfJ"
dal = /i{:j dal = d{J' dal =df3* dal = - •••

dV ss d{J dB d{J' dB dfJ"
~ = df3 d~ = df3' da. = dfJ* da.=.••.

These equations represent a balance of effort and benefit. The real cost
to him of a little extra labour spent on cutting timber and working it up is
just balanced by the benefit of the extra sitting-room or bed-room accommoda-
tion that he could get by, so doing. H. however. instead of doing the work
himself. he pays carpenters to do it, we must take V to represent, not his
total effort, but his total outlay of general purchasing power. Then the
rate of pay which he is willing to give to carpenters for further labour, his

marginal demand price for their labour, is measured by ~; while ~:. ~:

are the money measures to him of the marginal utilities of extra sitting-
room and bed-room accommodation respectively, that is. his marginal demand

prices for them; and ~, '!' are the marginal efficiencies of carpenters'

labour in providing those accommodations. The equations then state that
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the demand price for carpenters' labour tends to be equal to the demand
price for extra. sitting-room accommodation, and also for extra. bed-room
accommodation and so on, multiplied in each case by the marginal efficiency
of the work of carpenters in providing that extra. accommodation, propel'
unite being chosen for each element.

When this statement is generalized, so as to cover all the varied demand
in & market for carpenters' labour. it becomes:-the (marginal) demand price
for carpenters' labour is the (marginal) efficiency of carpenters' labour in
increasing the supply of any product, multiplied by the (marginal) demand
price for that product, Or, to put the same thing in other words, the wages
of a. unit of carpenters' labour tends to be equal to the value of such part of
any of the products, to producing which their labour contributea, as repre-
sents the marginal efficiency of a unit of carpenters' labour With regard to
that product; or, to use & phrase, with which we shall be much occupied in
Book VI. ch. I., it tends to be equal to the value of the "net product" of
their labour. This proposition is very important and contains within itself
the kernel of the demand side of the theory of distribution.

Let us then suppose & master builder to have lt in mind to erect certain
buildings, and to be considering what different accommodanon he shall
provide; as, for instance, dwelling-houses, warehouses, factories, and retail
shop-room. There will be two classes of questions for him to decrde ; how
much accommodation of each kind he shall provide, and by what means
he shall provide it. Thus, besides deciding whether to erect villa residences,
offering a. certain amount of accommodataon, he has to decide what agents
of production he will usc, and in wha.t proportions: whether e.g, he will
use tile or slate; how much stone he will use; whether he will use steam
power for making mortar etc. or only for crane work; and, d he is 111 & large
town, whether he will have his scaffolding put up by men who make that
work a speciality or by ordinary labourers; and so on.

Let him then decide to provide an a.mount {3 of villa accommodation, an
amount fl' of warehouse, an amount fJ" of factory accommodation, and so
on, each of a. certain class. But, instead of supposing hun to hire simply
Cll' Cl2' ... quanutiee of different kinds of labour, as before, let us class hia
expenditure, under the three heads of (1) wages, (2) prices of raw material,
and (3) interest on capital: while the value of hia own work and enterprise
makes a fourth head.

Thns let Xl> Xl' ... be the a.mounts of different classes of labour, including
that of superintendence, which he hires; the amount of each kind of labour
being made up of its duration and its intensity.

Let Yl' Yz, ... be a.mounts of various kinds of raw materials, which are
used up and embodied in the buildings; which may be supposed to be sold
freehold. In that case, the pieces of la.nd on which they are severally built
are merely particular forms of raw material from the present point of view,
which is tha.t of the individual undertaker.

Next let z be the amount of locking up, or appropriation of the employ-
ment, of capital for the severa.l purposes. Hera we must reckon m &11forms
of capital reduced to & common money measure, including advances for
wages, for the purchase of raw material: a.lso the uses, allowing for wear-
and-tear etc. of his plant of all kinds: hia workshops themselves a.nd the
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ground on which they are built being reckoned on the same footing. The
periods, during which the various lockings up run, will vary; but they must
be reduced, on 8. "compound rate," i.e. according to geometrical progreso
sien, to a standard umt, say a year.

Fourthly, let u represent the money equivalent of his own labour, worry,
anxiety, wear-and-tear etc. involved in the several undertakings.

In addition, there are several elements, which might have been entered
under separate heads; but which we may suppose combined with those
already mentioned. Thus the allowance to be made for risk may be shared
between the last two heads. A proper share of the general expenses of
working the business ("supplementary costs," see p. 360) will be distributed
among the four heads of wages, raw materials, interest on the capital value
of the organization of the business (its goodwill etc.) regarded as a going
concern, and remuneration of the builder's own work, enterprise and anxiety.

Under these circumstances V represents his total outlay, and B his total
receipts; and his efforts are directed to making B - V a maximum. On
this plan, we have equations similar to those already given, viz.:-

d V dB dfJ dH dfJ'
dx~= #' dX

l
= dii" ax;.=...

d V dH dfJ dH dfJ'
~ = dfJ' dx. = dt$" dIa::'"

dV dB d{J dB dfJ'
dYl = dfJ • dYl = d{J" dYl == •••

dV dH d{J dH dfJ'
dz = d~ . dz = dfJ" dZ ='"

dV dH d{J dH dfJ'
du = d~-. du = "Iiii' . du = ....

That is to say, the marginal outlay which the builder is willing to make

for an additional small supply, oXI' of the first class oI labour, viz. d~ oxl, is
Xl

equal to ddH • ad{J OXl; i.e. to that increment in his total receipts H, which he
{J Xl

will obtain by the increase in the villa accommodation provided by him that
will result from the extra small supply of the first class of labour: this will
equal a similar sum with regard to warehouse accommodation, and so on.
Thus he will have distributed his resources between various uses in such a
way that he would gain nothing by diverting any part of any agent of
production-labour, raw material, the use of capital-nor his own labour and
enterprise from one class of building to another: also he would gain nothing
by substituting one agent for another ill any branch of his enterprise, nor
indeed by any increase or diminution of his use of any agent. From thia
point of view our equations have a dnft very similar to the argument of
Book III. ch. v. as to the choice between the different uses of the same thing.
(Compare one of the most interesting notes (f) attached to Prof. Edgeworth's
brilliant address to the British Assoc18tionin 1889.)
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There is more to be said (see V. XL 1, and VI. L 8) on the difficulty of
interpreting the phrase the "net product" of any agent of production,
whether a particular kind of labour or any other agent; and perhaps the
reet of this note, though akin to what has gone before, may more con-

veniently be read at a later stage. The builder paid ~£6:1:1for the
rkl

last element of the labour of the first group because that was its net

product; and, if directed to building Villas, it brought him in dB. dfJ 6~,
dfJ dJ:,.

&8 special receipts. Now if p be the price per unit, which he receives for an
amount fJ of villa accommodation, and therefore pfj the price which he
receives for the whole amount f3; and if we put for ahortnesa t.f3 in place of!6~, the increase of villa. accommodation due to the additional element

of labour 6:1:1;then the net product we are seeking is not pt.{3, but p~fJ + f3~P;
where t.p is a negative quantity, and is the fall in demand price caused by
the increase in the amount of VIlla accommodation offered bv the builder.
We have to ma.ke some study of the relative magnitudes of thea; two elements
p~fJ and fJ.ip.

If the builder monopolized the supply of villas, f3 would represent the
total supply of them: and, if it happened that the elasticity of the demand
for them was Iess than unity, when the amount {J was offered, then, by
increasing his supply, he would diminish ills total receipts; and p.if3 + f3t:.p
would be a negative quantity. But of course he would not have allowed the
production to go just up to an amount at which the demand would be thus
inelastic. The margin which he chose for his production would certainly be
one for which the negative quantity f3t:.p is lees than pt.{3, but not necessarily
so much less iliat It may be neglected in comparison. This is a dominant
fact in the theory of monopolies discussed in Book V. chapter XIV.

It is dominant also in the case of any producer who has a limited trade
connection which he cannot quickly enlarge. If his customers have already
as much of his wares as they care for, so that the elasticity of their demand
is temporarily lees than unity, he might lose by putting on an additional
man to work for him, even though that man would work for nothing.
This fear of temporarily spoiling a man's special market is a leading influence
in many problems of value relating to short periods (see Book V. cbs. v. VII.

XL); and especially in those periods of commercial depression, and in those
regulationa of trade associations, formal and informal, which we shall have
to study in the second volume. There is an allied difficulty in the case of
commodities of which the expenses of production diminish rapidly with
every increase in the amount produced: but here the causes that govern the
limits of production are so complex that it seems hardly worth while to
attempt to translate them into mathematical language, See V. XII. 2.

When however we are studying the action of an individual undertaker
wiili a view of illustrating the normal action of the causes which govern the
general demand for the several agents of production, it seems clear that we
should avoid cases of tills kind. We should leave their peculiar features to
be analysed separately in special discussions, and take our normal illustration
from a case in which the mdividual is only one of many who have efficient,

~ M
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If indirect, &CCe'!8 to the market. If {3Ap be numerically equal to pl1{J,
where fJ is the whole production in a large ma.rket; and an individual
undertaker produced {J', a thousandth part of fJ; then the increased receipt
from putting on an additionaJ man is 1't1{J', which is the same &I pl1fJ; and
the deduction to be made from it is only fJ'I11', which is a thousandth part
of {3111' and may be neglected. For the purpose therefore of illustrating
a part of the general action of the laws of distribution we are justified in
spea.king of the value of the net product of the marginal work of any agent
of production as the amount of that net product taken at the normal selling
value of the product, that is, as 1'!1{J.

It may be noticed that none of these difficulties are dependent upon the
system of division of labour and work for payment; though they are brought
into prominence by the habit of measuring efforts and satisfactions by price,
which is associated with it. Robinson Crusoe erecting a building for himself
would not find that an addition of a thousandth part to his previous
accommodation increased his comfort by a thousandth part. What he added
might be of the same character with the rest; but if one counted it in at the
same rate of real value to him, one would have to reckon for the fact that
the new part made the old of somewhat less urgent need, of somewhat lower
real value to him (see note 1 on p. 417). On the other hand, the law of
increasing return might render it very difficult for him to assign its true net
product to a given half-hour's work. For instance, suppose that some small
herbs, grateful as condiment, and easily portable, grow in a part of his
island, which it takes hall a day to visit; and he has gone there to get small
batches at a time. Afterwards he gives a whole day, having no important
use to which he can put less than hall a day, and comes back with ten times
as great a load as before. We cannot then separate the return of the last
half-hour from the rest; our only plan is to take the whole day as a unit,
and compare its return of satisfaction with those of days spent in other
ways; and in the modem system of industry we have the similar, but more
difficult task of taking, for some purposes, the whole of a process of pro-
duction as a single unit.

It would be possible to extend the scope of such systems of equations as
we have been considering, and to increase their detail, until they embraced
within themselves the whole of the demand side of the problem of
distribution. But wlule a mathematical illustration of the mode of action
of a definite set of causes may be complete in itsell, and strictly accurate
within its clearly defined limite, it is otherwise with any attempt to grup
the whole of a complex problem of real life, or even any considerable part of
it, in a series of equations. For many important considerations, especially
those connected with the manifold influences of the element of time, do not
lend themselves easily to mathematical expression: they must either be
omitted altogether, or clipped and pruned till they resemble the conventional
birds and animals of decorative art. And hence arises a tendency towarda
assigning wrong proportions to economic forces; those elements being most
emphasized which lend themselves most easily to ana.Iytica.l methods. No
doubt this danger is inherent in every application not only of mathematical
analysis, but of a.nalyllis of &Dy kind, to the problema of real life. It ill a
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danger which more than any other the economist must have in mind at
every tum. But to avoid it altogether, would be to abandon the chief
means of scientific progress: and in discussions written specially for
mathematical readers it is no doubt right to be very bold in the search
for wide generalizations.

In such diacussionsit may be right, for instance, to regard H &8 the sum
total of &atisfactions,and V &8 the sum total of dissatisfactions (efforts,
a.a.crificesetc.) which accrue to a community from economic causes; to
simplify the notion of the action of these causes by assumptions similar
to those which are involved, more or less consciously, in the vanous
forms of the doctrine that the constant dnft of these causes is towards
the attainment of the Maximum Sati8factwn, in the net aggregate for the
community (see above pp. 470--5): or, in other words, that there is a
constant tendency to make H - V a maximum for society &8 a whole. On
this plan the resulting differential equations of the same class &8 those which
we have been discussing, will be interpreted to represent value &8 governed
in every field of economics by the balancing of groups of utilities against
groups of disutilities, of groups of satisfactions against groups of real costs.
Such discussions have their place: but it is not m a treatise such &8 the
present, in which mathematics are used ouly to express in terse and more
precise language those methods of analysis and reasoning which ordinary
people adopt, more or less consciously, in the affairs of every-day life.

It may indeed be admitted that such discussions have some points of
resemblance to the method of analysis applied m Book III. to the total
utility of particular commodities. The difference between the two cases is
mainly one of degree: but it is of a degree so great as practically to amount
to a difference of kind. For in the former case we take each commodity
by itseU and with reference to a particular market: and we take careful
account of the circumstances of the consumers at the time and place under
consideration. Thus we follow, though perhaps with more careful pre-
cautions, the practice of ministers of finance, and of the common man when
discussing financial policy. We note that a few commodrties are consumed
mainly by the rich, and that in consequence their real total utilities are
less than is suggested by the money measures of those utilities. But we
assume, with the rest of the world, that as a rule, and in the absence of
special causes to the contrary, the real total utilities of two commodities
that are mainly consumed by the rich stand to one another in about the
same relation &8 their money measures do: and that the same is true of
commodities the consumption of which is divided out among rich and middle
claases and poor in similar proportions. Such estimates are but rough
approximations: but each particular difficulty, each source of possible error,
is pushed into prominence by the definiteness of our phrases: we introduce
no assumptlons that are not latent in the practice of ordinary life: while
we attempt no task that is not grappled with in a rougher fashion, but
yet to good purpose, in the practice of ordinary life: we introduce no new
asaumptions, and we bring into clear hght those which cannot be avoided.
But though this is possible when dealing with particular commodities with
reference to particular markets, it does not seem possible with regard to the
Um\JJDera.bleeconomic elements that come within the all-embracing net of

54-2
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the doctrine of Maximum Satisfaction. The forces of supply are especially
heterogeneous and complex: they include an infinite variety of efforts and
sacrifices. direct and indirect, on the part of people in all varieties of
industrial grades: and if there were no other hindrance to giving a concrete
interpretation to the doctrine, a fatal obstacle would be found in its latent
assumption that the cost of rearing children and preparing them for their
work can be measured in the same way as the cost of erec~ a machine.

For reasons similar to those given in this typical case, our mathematical
notes will cover less and less ground as the complexity of the subjects
discussed in the text mcrea.sea. A few of those that follow relate to
monopolies, which present some sides singularly open to direct analytical
treatment. But the majority of the remainder will be occupied with
JllustratlOns of joint and composite demand and supply which have much
in common with the substance of this note: while the last of that series
Note XXI. goes a httle way towards a general survey of the problem of
distribution and exchange (without reference to the element of tune), but
only so far as to make sure that the mathematical illustrations used pomt
towards a system of equations, which are neither more nor less in number
than the unknowns introduced mto them.

NOTE XIV. bie (p. 384). In the diagrams of this chapter (V. VL) the
supply curves are all mchned positively, and In our mathematical versions of
them we shall suppose the marginal expenses of production to be determined
with a definiteness that does not exist in real We: we shall take no account
of the time required for developing a representative business with the in.
temal and external economies of production on a large scale; and we shall
ignore all those difficulties connected with the law of increasing return which
are discussed in Book V. oh, xu. To adopt any other course would lead us
to mathematical complexities, which though perhaps not without their nse,
would be unsuitable for a treatiso of tills kmd. The discussions therefore
in this and the followmg notes must be regarded as sketches rather than
complete studies.

Let the factors of production of a commodity A be ai' ai' etc.; and let
their supply equations be Y='I>1 (z), Y='I>, (x), etc. Let the number of
units of them required for the production of x units of A be mix, m,x, .••
respectively; where ~, m••... are generally not constants but functions of x.
Then the supply equation of A 18

y=4>(x) =m1'1>1 (mix) +m.'I>. (max) + ...El': {m'/J (mx)}.

Let y=F (x) be the demand equation for the finished commodity, then
the derived demand equation for ar the rIll factor is

y=F (x) - {4> (x) -m,4>r(mrx)}.
But in this equation 11 is the price, not of one unit of the factor but of m

units; and to get an equation expressed in terms of fixed units let 7] be the

price of one unit. and let ~=mrx, then ,,= ~.y and the equation becomes
mr
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H mr is a function of x. say =,yr(x); then x must be determined in terms
of ~ by the equation ~=x,yr [z}, BO that mr can be written Xr (~); substituting
this we have 'I expressed as & function of t. The supply equation for Gr is
simply '1=l/>r W·

NOTE XV. (p. 386). Let the demand equation for knives be
y=F (z) (1).

let the supply equation for knives be y=4> (z) (2).
let that for handles be y=<p) (x) (3).
and that for blades be Y=<Pt (x) (4).

then the demand equation for handles is
v=t, (x)=F(z)-<pt (x) " (5).

The measure of elasticity for (5) is _ {~~'(~~)} -1. that 18.

_ {zF' (z) -z<Pt' (X)}-l.
I) (z) ,

that is, {_ 'j;F' (x) F (x) + x<l>.' (xl) -1

F (z) •Idx) 11 (x) ( .
This will be the smaller the more fully the following conditions are

satisfied: (i) that - ~:~~~) • which is necessarily positive, be large, i.e. that

the elasticity of the demand for knives be small; (ii) that <P.' (x) be positive
and large, i.e. that the supply price for blades should increase rapidly with
an increase, and diminish rapidly with a diminution of the amount supplied;

and (iii) that :: ~;~ should be large; that is, that the price of handles should

be but a small part of the price of knives.
A similar, but more complex inquiry, leads to substantially the same

results. when the units of the factors of production are not fixed. but vary
as in the preceding note.

NOTE XVI. (p. 387). Suppose that m bushels of hope are used in ma.king
a gallon of ale of a certain kind, of which in equilibrium x' gallons are
sold at a price y'=F (z'). Let m be changed into m + Am; and, as a result,
when x' gallons are still offered for sale let them find purchasers at a price

y' +l1y'; then ~~ represents the marginal demand price for hops: if it is

greater than their supply price, it will be to the interest of the brewers to
put more hops into the ale. Or, to put the case more generally, let
y=F (x, m), y=4> (x, m) be the demand and supply equations for beer. z
being the number of gallons and m the number of bushels of hops in each
gallon. Then F (z, m) -4> (z, m) =excess of demand over supply price. In
equilibrium this is of course zero: but if it were possible to make it a
positive sum by varying m the change would be effected, therefore
(assuming that there is no perceptible change in the expense of making
the beer, other than wha.t results from the increased amount of hops)

:~ =::: the first represents the marginal demand price. and the second

the marginal8upply price of hops; and theet two are therefore equaL
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Thia method is of course capable of being extended to cases in which
there are concurrent variations in two or more factors of production.

NOTEXVII. (p. 388). Suppose that a thing, whether a finishedcommodity
or a factor of production, is distributed between two uses, so that of the
total amount z the part devoted to the first use is zt, and that devoted to
the second use is Zz. Let y=</> (z) be the total supply equation; s=I« (Zl)
and s=I« (z.) be the demand equations for its first and second uses. Then
in equilibrium the three unknowns Z, XI' and z. are determined by the three
equations II (xI)=!. (xa)=</> (x); XI +zs=x.

Next suppose that it is desired to obtain separately the relations of
demand and supply of the thing in its first use, on the supposition that,
whatever perturbations there may be in its first use, Its demand and
supply for the second use remams in equilibrium; i.e. that its demand
price for the second use is equal to its supply price for the total amount
that is actually produced, i.e.I.(z.) = </> (Xl +Z2) always. From this equation
we can determine z. in terms of Zl' and therefore z in terms of Zl; and
therefore we can write '" (x) =.y (XI)' Thus the supply equation for the
thing in its first use becomes y=.y (XI); and this with the already known
equation y =/1 (XI) gives the relations required.

NOTEXVIII. (p. 389). Let ai' a., ... bejoint products.ws.e, mz:l;,... of them
severally being produced as the result of z units of their joint process of
production, for which the supply equation is y=</> (x). Let

s=I, (x), s=I« (z), ..•

be their respective demand equations. Then in equilibrium
mtfl (mix) +mJ. (m2x) + =</> (x).

Let z' be the value of z determined from this equation; then 11 (11ItX'),
I.(m,z') etc. are the equilibrium prices of the several joint products. Of
course ml, mz are expressed if necessary in terms of x'.

NOTEXIX. (p. 390). This case corresponds, mutatia mutandi8, to that
discussed in Note XVI. If in equilibrium z' oxen annually are supplied
and sold at a price y'=</> (x'); and each ox yiclds m units of beef: and if
breeders find that by modifying the breeding and feeding of oxen they can
increase their meat-yielding properties to the extent of Am units of beef
(the hides and other joint products being, on the balance, unaltered), and

that the extra expense of doing this is Ay', then !~represents the marginal

supply price of beef: if this price were less than the selling prioe, it would
be to the interest of breeders to make the change.

NOTEXX. (p.391). Let ai' a., .,. be things which are fitted to subserve
exactly the same function. Let their units be so chosen that a unit of any
one of them is equivalent to a unit of any others. Let their several supply
equations be YI = </>1(Xl)' Y. = </>.(X.) ••••.

In these equations let the variable be changed, and let them be written
zl"",.ydYI)' x.=.y.(y.) •.... Let y=/(x) be the demand equation for the
service for which all of them are fitted. Then in equil!brium z and Y are
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determined by the equations y=/(x); :I:=x1+x,+ ... , Yl==Y'=="'=Y' (The
equations must be such that none of the quantities Xl' X2' ... can have a nega-
tive value. When Yl has fallen to a certain level Xl becomes zero; and for
lower values Xl remains zero; It does not become negative.) As was observed
in the text, it must be assumed that the supply equations all conform to the
law of diminishing return; i.e. that '/>t' [z), <p,' (z), ... are always positive.

NOTEXXI. (p. 393). We may now take a bird's-eye view of the problems
of joint demand, composite demand, joint supply and composite supply
when they all arrse together, with the object of making sure that our
ahstract theory has just as many equations as it has unknowns, neither
more nor less.

In a problem of joint demand we may suppose that there are n com-
modities AI' A., ... An' Let Al have a1 factors of production, let At have
a. factors, and so on, so that the total number of factors of production
is al +a2 +a3+ ...+an: let this=m.

FlrSt, suppose that all the factors are different, so that there is no com-
posite demand; that each factor has a separate process of production, so
that there are no joint products; and lastly, that no two factors subserve the
same use, 80 that there is no composite supply. We then have 2n+2m
unknowns, viz. the amounts and prices of n commodities and of m factors;
and to determine them we have 2m + 2n equations, viz.-(I) n demand equa.
tiona, each of which connects the pnce and amount of a commodity; [ii) n
equations, each of which equates the supply pnee for any amount of a com
modity to the sum of the prices of corresponding amounts of its factors;
(iii) m supply equations, each of which connects the price of a factor with its
amount; and lastly, (iv) m equations, each of which states the amount of a
factor which is used in the production of a given amount of the commodity.

Next, let us take account not only of joint demand but also of composite
demand. Let fJl of the factors of production consist of the same thing,
say carpenters' work of a certain efficiency; in other words, let carpenters'
work be one of the factors of production of PI of the n commoditiesAI' A •••.••
Then since the carpenters' work is taken to have the same price in whatever
produotion It is used, there is only one price for each of these factors of
production, and the number of unknowns is diminished by fJl - 1; also the
number of supply equatrons is diminished by fJl -1: and so on for other
casea,

Next, let us in addition take account of jomt supply. Let 'Yl of the things
used in producing the commodltaes be joint products of one o.nd the sa.me
process. Then the number of unknowns is not altered; but the number of
supply equations is reduced by b'l -1): this deficiency is however made up
by a new set of ('Yl -1) equations connecting the amounts of these joint
products: and 80 on.

Lastly, let one of the things used have a composite supply made up from
01 rival sources: then, reserving the old supply equations for the first of
these rivals, we have 2 (°1-1) additional unknowns, consisting of the prices
and amounts of the remaining (Ill -1) rivals. These are covered by (61-1)
supply equations for the rivals. and (01 -1) equations between the prices of
the 3, nvals.
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Thus, however complex the problem may become, we can see that it ill
theoretically determinate, because the number of unknowns is always exactly
equal to the number of the equations whioh we obtain.

NOTExxn. (p.480). If s=t, (x), s=I« (x) be the equations to the de-
mand and supply curves respectively, the amount of production which affords
the maximum monopoly revenue is found by making {xft (x) -xl. (x)} a
maximum; that is, it is the root, or one of the roots of the equation

a
tk {xldx) -xII (x)} =0.

The supply funotion is represented here by I.(x) instead of as before by
1> (x), partly to emphasize the fact that supply price does not mean exactly
the same thing here as it did in the previous notes, partly to fall in with
that system of numbering the curves which is wanted to prevent confusion
now that their number is being increased.

NOTEXXIII. (p. 482). If a tax be imposed of which the aggregate amount
is F (x), then, in order to find the value of x which makes the monopoly

revenue a maximum, we have tx {xII (x) -xl. (x) -F (x)} =0; and it is clear

that if F (x) is either constant, as in the case of a license duty, or varies
as xII (x) -x/2 (x), as in the case of an income-tax, this equation has the
same roots as it would have if F (x) were zero.

Treating the problems geometrically, we notice that, if a fixed burden
be imposed on a monopoly sufficiently to make the monopoly revenue curve
fall altogether below Ox, and q' be the point on the new curve vertically
below L in fig. 35, then the new curve at q' will touch one of a series of
rectangular hyperbolas drawn with yO produced downwards for one asymp.
tote and Ox for the other. These curves may be called Constant Loss curves.

Again, a tax proportionate to the monopoly revenue, and say m times
that revenue (m being less than 1), will substitute for QQ' a curve each
ordinate of which is (1 - m) x the ordinate of the corresponding point on
QQ'; i.e. the point which has the same abscissa.. The tangents to cor
responding points on the old and new positions of QQ' will cut Ox in the
same point, as is obvious by the method of projections. But it is a law of
rectangular hyperbolas which have the same asymptotes that, if a line be
drawn parallel to one asymptote to cut the hyperbolas, and tangents be
drawn to them at its points of intersection, they will all cut the other
asymptote in the same point._ Therefore if q.' be the point on the new posi-
tion of QQ' corresponding to' q" and if we call G the point in which the
common tangent to the hyperbola and QQ' cuts Ox, G-Ja' will be a tangent
to the hyperbola which passes through q.'; that is, q.' is a point of maximum
revenue on the new curve.

The geometrical and analytical methods of this note can be applied to
cases, such as are discussed in the latter part of § 4 in the text, in which the
tax is levied on the produce of the monopoly.

NOTEXXIII. biB (p. 489). These results have easy geometrical proofs by
Newton's method, and by the use of well-known properties of the rectangular
b.yperbola. They may also be proved analytically. As before let Y=!I (x) be
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the equation to the demand curve; 1/=1. (x) that to the supply curve; and
that to the monopoly revenue curve is 1/=1. [z], where I. (x) =/1 (x) -I. (x)
the equation to the consumers' surplus curve y =1. (x); where

!'<X)=!f'" 11(a)da -fl (x).
:t 0

That to the total benefit curve 18 s=i, (z): where

II(e) =1. (x) +1. (x) =!.f" fl (a) da -I! (x);
X 0

a result which may of course be obtained directly. That to the compromise
benefit curve is 1/=1, (x); where I, (x) =/3 (x) +71/.(x); consumers' surplus
being reckoned in by the monopolist at " times its actual value.

To find OL (fig. 37). that is, the amount the sale of which will afford the
maximum monopoly revenue, we have the equation

!{xf3 (x)} =0; i.e. 11(x) - fs (x) =X {fl' (x) - fl' (xl);

the left-hand side of this equation is necessanly positive, and therefore 80

is the right-hand side, which shows, what is otherwise obvious. that if Lq3 be
produced to cut the supply and demand curves in q. and ql respectively, the
supply curve at q. (if inclined negatively) must make a greater angle with
the vertical than is made by the demand curve at ql-
. To find OW, that is. the amount the sale of which will afford the maxi-
mum total benefit. we have

~ {xl. (x)} =0; i.e. 11(x) -f. (z) -xf.' (x) =0.

To find QY, that is, the amount the sale of which will afford the maximum
compromise benefit. we have

~ {xl. (x)} =0; i.e, tx {(l-,,) xldx) -xl. (x) +71f:/da) da} =0;

i.e. (1 - n) xl.' (x) +11(x) -I. (x) - x!.' (x) =0.
If OL=c, the condition that OY should be greater than ON is that ~ {xl,(x)}

be positive when c is written for x in it; Le, since ~ {xl. (x)} =0 when x=c,

that ~ {xl. (xl) be positive when x=c; Le, that I.' (c) be negative. But

this condition is satisfied whatever be the value of c. This proves the first
of the two results given at the end of V_XlV. 7; and the proof of the second
is similar. (The wording of these results and of their proofs tacitly assumes
that there is only one point of maximum monopoly revenue.)

One more result may be added to those in the text. Let us write OB =a.
then the condition that 0 Y should be greater than OB is that ~ {nf. (xl)

be positive when a is written for x: that is, since 11(a) =1. (a), that
(1-")/1' (a) -I.' (a) be positive. Now 11' (a) is always negative, and there-
fore the condition becomes that!.' (x) be negative. Le, that the supply obey
the law of increasing return and that tan.p be numerically greater than
(1-,,) tan (J, where (J and .p are the angles which tangents at A to the
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demand and supply curves respectively make with Oz. When "=1, the
!!Ole condition is that tan", be negative: that is, OW is greater than OB
provided the supply curve at A be inclined negatively. In other worda, if the
monopolist regards the interest of consumers as identical with his own, he
will carry his production further than the point at which the supply price (in
the special sense in which we are here using the term) is equal to the demand
price, provided the supply in the neighbourhood of that point obeys the law
of increasing return: but he will carry it less far if the supply obeys the law
of diminishing return.

NOTE XXIV. (p. 565). Let ~X be the probable amount of his production
of wealth in time ~t, and ~y the probable amount of his consumption.

Then the discounted value of his future services is f:B-' (:: -~) dt;

where T is the maximum possible duration of his life. On the like plan the

past cost of his rearing and training is f~ T,B-' (~ -~) dt, where T' is

the date of his birth. If we were to assume that he would neither add to nor
take from the material wellbeing of a country in which he stayed all his

Ide, we should have f~TB-' (~ -~) dt=O; or, taking the starting-point

of time at his birth, and l=T' +T = the maximum possible length of his

life, this assumes the simpler form,J:B-t (:: -~) dt=O.

To say that Ax 18 the probable amount of his production in time ~t,
is to put shortly what may be more accurately expressed thus:-let
PI' PI' ••• be the chances that in tame At he Will produce elements of wealth
Atx, ~.x,...,where PI +P2 +...= 1; and one or more of the series ~x, Ax, •.•
may be zero; then
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CUM/e4711n.; outlay demand 8311; los»
cur1le856

Conswners' associations 134
COASumers' surplus 12-1, 811; analysis of

124--1:13, 8JO--l; bow affected by
bounties and taxation 467-472; 842

COASumptwn 64; euueal aspects of 42,
134--7, 474, 720; of drtierent grades
103-9 i its rel ..uon to prouucuon 524,
710--1:0:,827 (:::;eeContents 111.)

Consumptwn or Consumer,' good, 64,
381 n.; capital 75

Continuity, . principle of, in economic
problems 378-<lbO, 412, 660-3

Contract cur1le 844
Clmventwnal necessaries 70, 530--1, 691
Oo-operauon 134, 2:lO; advantagea of in

orgalllzeJ buying and selling ll82; its
dillicultles 3Oa-8, 309; hopes for Its
future 307--8, 627; m agriculture
655--6

"Com" in sense used by classical econo-
nllsts 509 a,

INDEX 861
Cosmopolil4n tDealth61
Coat of marketing (See Marketing)
Cost of productto1l 338-9; estimated

With regard to a whole process ;!til,
37b; its uUluence on value 348-ll5O,
361,410--11,813--821 (See Prime cost)

Cost of reproducnon 401-2
Cournot, me tap nor of tbe mean sun

62 n.; on Increments 101 n.; on markets
324--5; 311~.4a9 n,; 493, 494 n. ; 820

Cramer 843
Credrt, dtsorganization of, its effect on

production and consumption 6On.,
710--12

Crusades, influence on trl¥ie 737 n.
Cumulauve, disnncncn between causes

wbose eJ:lects are or are not 559-660,
562, 728

Cunningham, on medireval theories of
interest 586 n.

Cunynghame, on supply curves 463 n.,
8U1I--810 n.

Custom 6; Its influence generally greater
or less tban appears, as It IS or IS not
cumulative 551!-5bO; Its plolStlClty m
land tenure 637--642; Its protective
force 641, 704--5, 726-8, 751

Darwin 50, 252 n.
Davenant, on personal wealth 58n.; on

population of London 1911n.
Deducuon and inducnon 29; Sehmoller

on 2IIn.
Denmtion, principles of 51--53
Defoe :!68n.
Deloume 732 n.
Demand (Hook III. I.-m.), its increasing

pronunence m economic dISCUSSIOns83
-85; emcient 95, 242; tncreQse of 97;
point 97 n.; law of 119; gradation of
consumers' 92--101; 1Illl1's use of term
97 n.; elasttctty of 102, 466-7, ~39-
840; element of urns In 1U9-113, 455
--6; of nch and poor 101)-7; for
necessaries 106; IndIrect, den'IJed and
30tnl 381, 853--7; compostte or aggre-
gate 387; Nval or compettttfle illS7 ;
meanmg of Increase in normal 462;
effects on price of increase and fallmg
off of normal 463--8; in relation to
changes of supply 807

Demand curve lib, 119n.; elasticity of 102
--:J n.; for vanous classes of con-
sumers 104 n., 108 n.; for rival com-
modities 105 n., 131 n.; for wheat 106,
132; for tea, illustratmg conswners'
surplus 128--9 n.; wllole lengtb of,
seluorn required 133 n.; general and
parucular 4a8 n.; contrasted With
demand and supply surface 809--810 n.

.. Demand for comrnoditaes 18 not a
demand for labour" 828

Demand pnce 115; measures marginal
utllity not average utility 126 n.; of
accumulation 233

Demand schedule 06; raising of 97-98n.,
463, 806; ntgattve Incltnatwn of 99 n.
(See Demand curve)
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Depreciation 81 n., 237, ~
Depression of trade 687-8, 709-719
Den,," dmaana 383; schedule of 383;

la10 of 383; 698
Derived value has something in common

WIth Imputed value 393 n.
Devas 380n.
Development of facu'ties by use 247-8
Ihfftf'er&tiahon 241
Ihm.inuhing rau"" tendency to 150-6;

relates to amount not 1Ialue of pro-
duce 149, 152, 171,440,615; Ricardo's
statement of, was maccurate 163;
applies to building land 169-170, 447
-452; in relation to mines and fisheries
166-7; and machinery 168-9, 431-2;
analogy between it and tendency to
dimnushing utility 93 n., 94 n., 156
-7n., 170n.; note on 169-172;
graphical Illustrations of 155-9, 161-
2; in relation to tendency to increasmg
return 314-19; and to principle of
substitution 170, 356, 409 n.; m agri-
culture 18from the social pomt of view
80methmg more than a sveclal case of
dirnJOI8hmg return due to inappropriate
distnbution of e1Iort 170, 407-9; ill

relation to taxation and bounties 462-
476; counteracted by cheap transport
166,440-2, 673-6;pressure m England
of 321-2, 691-2

[)innnuhing utuuy 93, 838 ; analogies
with tendency to dimirushing return
from land 94 n.; 157 n., 170 n. ; Its
close connection with prmciple of sub-
stitutaon 356

Direct cost 359 (See Prime cost)
Ihscommotlatyl40-1, 351 n., 844
DUcounted value 120, 353
Discounting future pleasures and pleasur-

able events 119-123, 225 n., 351-4,
841

D18tinction, desire for as an economic
motive 87-8, 107, 681

Distnbuuon (See Contents VI. J.-II.);
in relation to Exchange 504, 823--4

Distribution of resources according to
marginal utilities 117-123, 169-171,
351-9; 435 n.

Di11idend, National (See National)
Drviaron of labour, its advantages and

disadvantages 246 (See Contents IV.
IX.); its relation to growth of machin-
ery 255-266; its growth in England
744-5; in agriculture 745

Domesday Book 187 n.
Domestic economy, its faults due to pro-

duction as well as to eonsumptron 118,
119 n., 387; and busmess economy
compared 357-8

Demesne industry 295-6
Domestic servants 66; 79, 207 n., 277,

300; wages of 552, 568, 829 n.
Dole 93 n., 154
Dose 0/ capital ana labour 171-2
Draper 734 n.
Dunbar 813 n.
DuplU~ 10lll., 476 n.

INDEX

Earnings (Book VI. m.-v.), early theories
of 505-510; law of 506; in relation to
efficiency 509-510, 547-550, 705-6;
equal to net product of lahour 404-6,
540-542,607, 705-6; influence of, on
wulingness to work 527-9; general
rate of 533, 544-5; piece tDOrk 548;
eJJicimcy 549-.50; Ricardo on 550 n.;
real and fW1IIinal 551; influence of
uncertainty on 654-6; fluctuations of
574-.5, 619-622, 664; supplementary
and family 556, 715 n.: high in new
countnes 667-{371; of artisans re-
latively to unskilled labour 683-4;
of elderly men tend to fall 684-.5; of
women and children to rise 685; of
r.rofessions 685-6; how infIucncea by
'para~itlc" work 715 n.}:.by machinery

716 (See Contents V. L-V. and
Appendu: J)

Earmngs of Management 74 (See Manage-
ment)

Earnings ofllndertaking 74
Economic aims 39-43, 136-7, 248,

712-722, 752
ECOfW1IItcfrndom 10: growth of 10-12
Economic chivalry, its possibilities 713 n.,

719
Economic gooiU 57
Econom", Harmonies 470
EcoM1ll'" la10 33; nature of 33-37
" Economic man" 27
Economic method, both inductive and

deductive 29; III relation to e'1wlibrium
323; and "statIOnary state' 366-9,
810-11; statical 379-380n.; and
analysis 421-2, 809; and abstract
rea.sonmg 459 n.; and biology 323, 764,
772 (See Contents I. II.-m. and
Appenwces C and D)

Economrc motives 14--22; not exelu-
sively selfish 22-24, 228-9; generally
measurable 14-28, 92-93 n.

Economics, provisional definition I; a
modern SCIence4-.5; this tenn to be
preferred to "Political Economy" 43;
growth of 770-780; modern tendencies
of 764-9; its relation to social science
770-1; concerned cbJefly with measur-
able motives 14--17; its claims to be
a science 15, 38-39; methods of study
29-30, 459 n., 770-780; questions It
investigates 40-42; 712-722, 801-4'
is concerned With organic growths and
not mere mechanical movements 323,
461; ill relauon to MathematIcs 459 n.,
781

Economies, e:cttf'nal and inttf'nal 266,
277, 318, 808-9 n.; of organization
(Book IV. chs. vUL-xm.); of buying
and sellmg 282; of production, not
readily lost 808

Economist, faculties required by ~
48

Eden 115 n., 188 n., 761
E~eworth 18n., 101 n., 127n.; on

consumers' surplus 132 n.; on Hobson
410 n.; 485 n., 494 n., 844-5, 848



Education, general 208; technical a:J6-.
12; in art 213-15; III a national
investment 216, 716--18; its inlIuence
on relative earnings 683-5

Efliciency, meaw.ng of 547
Efficiency of labour, eonditions of 193-

219; bow inlIuenc.ed hy town hfe
199-200; by the borne 207; in rela-
tion to earnings 047-550, 691-6, 700
(See Contents IV. '1'.-'1'1.)

Eifinmcg «&mittgl 549; tend to equabty
M7-h50, 705--6; effect of improved
machinery on 048

Efficient 4etnaM 95, 242
Eight hours' day, in Australia 701 n,
Ela.Itli!ity of tUrruzM 102, 456; measure-

ment of 102 n.-105 n., ~
Ela.sticitv of mppI1l456--7
Ellison 263 n.
Employment, inconstancy of 555-6,

687-6
Engel, statistics of expenditure 115 n.;

on elements of efficiency 194 n., 564 n.
England, growth of free industry and

enterprise in 11, 74Q.-752; her geo-
graphical advantages 740; growth of
population of 174-7, lfl.S-192; mar-
riage-rate of, bow reckoned 191; move-
ments of industry in 273-7; and
Protective duties 465; land tenure of
643--~.·i9; her gains from cheap trans-
port 673-5, her lou of monopoly in
manufacture 674

En,\dish, characteristics of 741-2
Engbsb economists early in last century

11-13, 47-48, 759-764; regarded
eaTings as made almost entirely from
profita 229; 633 n., 822-3

Enmronmtnt 124---,5 (See Conjuncture)
Equilibrium, biological and mechanical

rwt.iooJ of 323-4; simple case of 331,
791-3; instance of temporary 332-6,
844-5; in exceptional cases 335 n.;
01 aormal demand and supply 337-
376; amount 345; pnce 345; stable
345; "nstabl, 806-9; multiple positions
of 472 n., 806-9

Equ,zibrium amount and price 345
E3:p ...... of production 338; "average"

312, and .. aggregate" 8lO--11
Eetcmol and internal, economiu 266,

271,284-6,314, 320D., 441, 457-9,
615

~Factor$ of prodtu:Cw.. 339
,/ Factory system, improvement in 198;

rise of 74G-8
"- Fact.a, difficulty of Interpretina 774-8

Farms, large and small 290, 6.'>1-4
Farr 189 n., 190 D., 196 n., 198 n., 564 n.
Fashion, inIlueace Gf 88 n., 110, 268,

455
FeilbogeD 758 D.
Fertility of land, conditions of 145-41;

relative to time and place 157-163;
importance ascribed to it by English
econamista 633 Do

~t.er. till Theory oIllent 422

INDEX 863

Feudalism 736-8
Final utlhty 93 n., 101 D. (See Margittal)
Fisher 101 n., 138 n., 594 n., 768
Fl6heries 167
Fseed capital 75
Fleemmg Jenkin 476 Do
Flux 809D.
Foot-pounds, measurement by 193
Foreign trade, England's gam from

672-5
Fourier 766
Foxwell, H. S. 232 D., 556 D.
France, population of 176 D., 185 n., 192,

201; taste in 214-15; Metayage in
645 D.; 739

Fru compttuion 5, 341; "horizontal"
and "vertical" 662

Freedom, economtC 10, 752
Freedom, objective and subjective 730n.
Freedom of indust? and ffltnoprise 10;

need for preserving 712-13; growth
of (See Contents, AppeDdix A)

Free goods 55-56
Free trade, and cost of food 673--4,

691-3; and value of land 678--9
French economists 505-6, 530--1, 756-7

(See Physiocrats)
French revolunoa 750; its influence on

Bentham 760 n,
"Fresh air rate" 718 D., 804
Friedlander 731 n.
Fuel, pnce of 677
Fuller 269n.
" Futures," dealings in 337-8

Galton, F. 185; on town and oountry
population 200; on the mtlueoc.e of
tile mother 207; OD provision for ~e
future 220 n., 725 D.

Gambling involves economic 1088 135 n,
Garcke and Fells 360 n.
Garden citaes 199 n., 443 D.
Gtneral abtltty 207; causes determining

the supply of 207-8; much of it runs
to waste 212; in business 313

George, Henry 321 II.
German, cartels 282; experimeota in

Govemmental actio.o 753; influence OD
economic theory 25, 59, 508 n., 767-9,
787-8 n.; treatment of Residuum 71-'

Germany, techmcal edueauon ill 211
Giddings, on classification of labour

218 n,
Giffen, on a rise in the price of bread

132; on growth of Capital 238-9,
679 n.

Gilds, their infiuence on industry 786-8,
748,776

Gilman 307 D.
Godwin 1Tl n., 763 Do
Goethe 764
Gold supply and rate of interest 593-6,681
Gonner 295 n.
Goods 54; classification of 65 n., 64
Goodwill of a business, an instance of

ConJUDCture or Opportunity value 62IS
Gossen 93 n., 101 a., 831 a.
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Government undertakings 304, 443---40., Imagination, function of, in economial
475,489-492,712-13,753 43, 1t!1l; in material progress 719

Gradations of demand 92-101 Imuugrant, estunaLion of value of an
Graded goods, marketmg of 286, 326--8, oti-l---O n.

672 Improvements in agriculture 152--3,
Grades of labour 217-19 4lltl--70., 633--4, b.ia-7; compenaa-
Graduated taxation 135 0., 802 tion for ti:i8-9 n.; Laxes on 434
Graphical method Ylelds illustrations not Imputed value, Austnan doctnne of 393 n.

proof 155 n. Income; its relauon to capital 71, 78-79,
Greece, Ancient 10-11, 728-730 8O-t!2; and to various forma of in-
Green, T. H., on !.he relation of pleasure vestment 411-12, 416-421, 432 (See

to duty 17 0. Interest); gross 711;Del. 72; social 79-
Gn>" earnings of management 313, 596 80; of United Kmgdom 7130.; taxes
Grou interest 088; analysia of 588-590; on 135, 3540., 8O11(See National In-

does not tend to equabty 090-1 come)
Gross, on free towns 736 n.; on gild re- Inconstanr.y of employment 554-6, 687

gulanon 748 a, -8; inlIuence of 'l'rade Union action
Grote 1~ n, on 707-8; and trade fluctuations 709
Ground-rent 445-8; in relation to site ,I" -11

value 446; tbeory of, 8uhsLantmlly the ~ 1nC1'tasing return 150, 318; Bullock on
same as !.hat of fann rents 168, 447- 3111n.; in relanon to prolits 320; a
450; in relation to the value of pro- relauon of quanuties 319; m relation
ducts made on it 451; in relauon to to tendency to dwunisbmg return lU8
wholesale and retail pnces 452; me in -311a, 651; to supply price a48o.,
indicates scarcity of land 272, 452, 679 379 n., 400-6; to rival eommodines

3lJ6-9; and to cost of markeLJDg 396
-8, 451-8; seldom shown in short
penods 455-7; character of commodi-
ties wtuch It strongly affects 28&--7; Its
relauon to protecuve dunes 465, and
to tasauon and bounties 464-416;
hmitauons of use of staucal assump-
nons III regard to ~12

India, poverty caused by ceremonial
extravagance in Spite of personal tbnft
225; illustration of Government under-
Laking m 4OO-4lJl n.; land tenure,
pl.lSLlClty of customary 641-3 n.,
tiM n.

1 ndsrec; Ikmand 381
Induction and deduction 29; Schmoller

on 2lJ n,
lndustrial Boards 703-4
Industrial ethciency 193-203; training

204-219 (See bfuclency)
Industrial environment 1<::5
Industrial organuauon (See Organiza-

tion)
.. Ino.lustry is limited by Capital" 826
Inequaliues of weal!.h 713-14 (See

\\ e.u!.h)
lnfant mortality, causes ot 195, 1980.;

!D town and country 202 n.
Ingram 732 n., 7tif> n,
Inuabrted House J>uty 804
InstrumtmliU t:apUal75
1nstrumtmliU goods 64, 381-20.
Insurance against rlsk a118-400, 612-18
1ntegralnumb" 708
1"ltgralwn 241
Interchangeable partll256-8, 672
1f1ttrr,t 13, a13; a ratio 73, 412; its

relation to saving :l3O-6' strictly
applicable only to tluid cafltlll411-12,
418-19, ;)1I;!~; rate 0 , how deter-
mmed 519-522,533-4; equihbnum
level of 534; lts relation to lent and
quasi-rent 412, 421, .all; CODdition

Hickel 241 n.
Harris, on value and use 130 n.; 175 D.,

7SlJn.
Hasbach 757 n,
Haycraft, OD race progress 200 n.
Heam91 n.
HeJorusm and economics 17 n.; 92-93
Hegel, on mtluence of physical surround-

1II!.'8 724 n, ; on objective and subjective
freedom 130 n., 733 n., 74a n.; lllI1uence
of biologrcal scienees on 70-1

Held 747 n.; on delirution of capital as
related to practical problems 7811n.

HereJlty, principle of 242-6, 248, 843-4
Hermann, on external and internal goods

55 n.; OD classificauon of wants 91 n.;
432 n.; on capital 788 n,

HewlllS 731 n,
HlggS, on Cantillon 756 n.
Hill, MISS Octavia 671 D.
Hust, MIS8 761n.
HIStorical school 767-9, 774-8
Hobbes 159 D.
Hobson, on organization of industry

27a n.; on margmal product 409 n.-
410 D., 511 n.

Holland, her achievements 739
Hollander 821
Hooker 191 n.
Hours of labour, limitation of 527-8 D.,

&!O-1, 693-6, 700-1, 721; m
Australia 701 n.

House mdustry 295
House room, cost of 67&--7
House tax 802
Howell Stl9 n.
Hwne, on Wealth of Nations 759 D.; 762
Hunter, Sir W. 621 n., 64] n.
Hypo!.hesea in economics 36-37

Ideas, their importance not realized at
once 2U5 0.; t.I1eu reahty 780



under which it might be negative
582 n.; history of theory 584-8; gross
I\Dd nct 588; in relation to changes m
purchasing power of money 593-5, 681

1Al_tdial. goods 381-2n., 829n.
["Iemal _its (See External and

•Altmal tcOf&ll1Rus)
IAlemal goods 55
Interpretation clauses, may be used to

supplement defiwtions m economics
52n., 834

Investment of capital 411-12
Investment of resources for a distant

retum 351-9, 845-6
Ireland, influence of potato famine on

191; land tenure in 656
.. Iron" or "braun" law of wages 505-

6 n., 508, 509, 531, 826; assumpuons
which underlie it 690-1

Irregularity of employment (See Incon-
stancy)

Jenkin, Fleeming 476 n.
Jessop, on money lendmg 589 n.
Jevons, on Cantillon 756 n.; on the pain

of idleness 65 n.; on capital 77, 79 n.,
787; on the theory of wants 90-
91 n.; on estimation of future pleasures
123 n.; on gam blmg 135 n.; on labour
141-2; on margm of indifference 405;
00 markets 324, 391 D.; on rent 437 n.;
00 value 817-1'21; on advantage of
capital to industry 520 D., 820-1 n.,
825, 831 n., 838

Jewish influence on economic thought
753, 761 n., 769

JoiAl demand 381, 855
JoiAl pt'Oflucts 388-390, 854; Mill on

43Sn.
Joint-stock companies 301-3, 310, 316,

604-5,730
JoiAl IUpply 388, 854-5
Jones, D. C. 277 n.
Jones, Richard 229 n.
Jowettl701 n,

Kautz 730 n. ; the first to recognize
Cantillon 756 n.

Keynes 368 n., 372 n.
King, Gregory 106 n., 238
Knies 724 n., 731 n.; progress of dif-

ferent nations tends to synchronize
753 n.; Adam Smith not guilty of
Smithianismus 758 n., 767 n.; non-
purchasable pleasures tend to merease
783; on capital 788 n.

Korilsi 181 n,

Labour 65, 78-79, 141; marginal dis-
ut!lity of 141, 142, 8431' its supply,
pnce 142; producers' surp us of 141 n.,
830-1; quasi-rent of 576 n., 579;
skilled and unskilled 205; efficiency of
193--219; disputes, illustration of de-
rived d~nd 382-7; inconstancy of
employment of 554--6, 687-8; limita-
tion of hours of 527-a n.;: 680-1,
693-6, 700-1; value of wheat 675
(See Eamings)

lL

INDEX 865
Labour market, changes in marginal

utility of money as affecting ~;
709-710; peculiarities of 141 n., 335
-6,559-579

Labou.r ","u.e 632
Laueer faire, laasser passer 506 n., 757 n .
Land 78, 138, 144-5; fertility of 145-9,

157-162; original and artificial pro-
perties of 148-9, 629-630; order of
fertIlity of, changes with circumstances
157-265; value of, in different
countries 237-a; relation of interest
to value of 446 n.; rent of, in a new
country 429-430, 802-3; difference
between it and other agents of produc-
non 170---2, 430--2, 534-7, 635-6,
801, 803, 832; influence of situation on
value of 440-5; public value of 434,
442, 800; capital value of 445-7;
influence of transport on value of 238,
678--9; speculation in 432 n.; onerous
rates on 798, 801 ; assessment of vacant
building 799-800; public policy With
regard to, land holder and land otofUr
not identical 802--4; rates on site
value of 800, 804; "Fresh air" rate
on urban 804 (See Rent)

Land tenure, in relation to improvements
426 n., 643-659; historical study of
775-a; early Iorms of, their plasticity
638-642; in India 641-3n.; 10 LatJD
Europe 643--7; in America 647; in
England 648-659

Landry 169 n.
Lassalle 509 n,
Lauderdale, Lord 253 n.
Law 30; a statement of tendency 31-33;

social and economic laws 33; "nonnal"
the adjective corresponding to "law"
in tlna use 33--3S; normal action not
morally right action 35-36

Lecky 270n.
Legal and economic studies, union of

'68n.
Leisure 694; difficulty of using it well

720-1
Le Play 116 n., 185 n.
Leroy-Beaulieu, on tendency of _poor

lands to rise in value 163 n.; 239 n.;
622n.

Levasseur, on growth of population in
France HI5 n., 191 n.

Liebenam 731 n.
List, overlooked the tendency of nations

to synchronize 753 n., 767 n.; 634
Lloyd lOin.
Local rates, incidence of 794-804
Localized industries, early fonns 267~,

745-6; causes of 268--273
Locke anticipated the Physloerats 756 n.,

759n.
London, death-rate of 199
Long leases and improvement in agricul-

ture 6.'i7-a, 775-6 n.
Long and short periods, classification of

378--9
Lo ..g-period IUpply price 377-a
"Long run," meanmg of the phrase 348;

in relation to normal value 348-{j()
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Longe 825
Luxuries, elasticity of demand for 105--6

Machinery, in modern manufacture 256
-262; analogy between scientifle
reasoning and 28, 38, 779; margmal
use oll6RJ.~l; in relation to division
of labour ~7; lessens Iatigue 261-2;
and monotony of WI' 262-4; m relation
to large factories 279-282; duration
of 279 n.; in relation to wages 541-2,
683 n., 716-17; opposrtion to 707; has
diminished demand. for unskilled labour
716; has displaced men more than boys
685; in rel-iuon to double shilts 695-6

Mackay 69 n.
Macleod 821
MacVane 233 n.
Mahan on strategy and tactics 776
Maine 726n.
Maitland 638 n.
Malthus, his study of facts 760; his rela-

non to Godwin 177n., 763; defirulion
of capital 789 n.; on population 178-
180, 184 n.; on importaupn of fo'rel!(n
com 475 n.; hIS correspondence with
Ricardo on value 816; on wages 509-
510, 551 n.; on Improvements ill agri-
culture 678-9, 833

Man, both the end and an agent m pro-
ducnon 139, 173

Management, taNnngs of 74; gross and
net 313; varIOUSforms of, adjusted by
principle ot substitution 59~,
663--4; in joint-stock companies 604-
5; their adjustment to difficulty of
work done 6lJ5-8; accurate knowledge
as to, difficult to obtain 607-8; are
hIgh when circulating capital IS large
relatIvely to fixed 612-13 (See Con-
tents VI. VI. vu. vm.)

l\Iangoldt 432 n.
Manufacture 278; percentage of English

populauon engaged in, not increasmg
276-7

Margin, of buildtng 168, 447-9; of
culttvation 154; of tndtfference 405;
of production 805; of profitableness 356,
359,432

Margtnal, demand price 95; disutility of
labour 141; dose 154; purchase 93;
product 372-3, 805; return 154; net
product, of labour 5U;-18, 667, 705 n.,
706 n.; of capital 519-21; shepherd
407 n., 410 n., 515-18; uses indicate
but do not govern value 410-11, 418-
19,428,450, 517n.; ulthty 92-93; of
money varies with a person's mcome
95-96, 467 n., 471, 838-9; marginal
cost m relation to, value 403--424; to
agnculture 425-30; to a single crop
434-9; to urban values 440-454 (See
Contents V. VTII.-XI.)

Mark system 727 n.
Market 112, 323-330; wholesale and

retail 328; highly organized 326-7;
local 329; ill relation to time and space
330; for rare thmgs 332; of individual
producer is limited 286-7

INDEX

Marketing, cost of 282; 286-7; in
relation to law of increasing return
396-8; dtfficulties of 457-8

Marriage-rate, causes affecting 180-192
Martmeau, MISS,on Factory Acts 763 n,
Marx, Karl, hIS misunderstanding of

RIcardo 503, 587; on definiuon of
capital 786

Material and non-matenal goods 54

~

athematICal treatment of economics
101 n., 357 n., 459 n., 545, 781-2
a.nmum satisfaction 331, 851-2; and
taxation 470-6, 851-2; hmitations to
doctrine 470-2, 474-8, 502-3

MCCulloch,on wants 90; on wages 509 n.,
763,765

Meat, changes in value of 675-6
Mechamcal analogies, their use ill eco-

nomics 323, 380 n., 461, 771-2
Med"llval, artisan 213; theories of in-

terest 584-7, 737 n.; towns 735-6
Menger, Carl, on" orders" of goods 65 n.,

91 n., 821
Mercantihsm 65 n., 754--5
Metayer system 643-5
Meteoric stones, Illustration of 415-423
Method (See Economic method)
Meyer 174n.
MIddle Ages, rate of profits in 617 n.;

labour value of commoditaes m 675
-7

Migration, hmdrances to, in Middle Ages
186-8; from country to town 199-200,
275

Mill, James, on the term Dose 153;
764n.

Mill, John Stuart, influence of sociaJists
on 764; hIS relation to abstract eco-
nomics 764-5 n., 771 n.; on Comte
771; on economic method 774 n.; on
definition 50; on capital 75n., 789n.;
on demand 97 n., 170; on grades of
labour 218 n.; on change of occupa-
non 252 n.; 321; on cost of produc-
non 339 n.; on rent 432 n.; on joint
products 435 n.; in relation to J evons
819-820; on improvements in agri-
culture 836-7; on wages 509-10,
824; on the wages fund 823-5; his
propositions on capital 826-8

Mmes, whether law of dimimshing re-
turn IS applicable to 166-7; large and
small 290; rent of 438-9

Minimum wage 715
Moblltty of labour 217-19, 274-7, 702,

795
Mommsen on Roman trade 731 n.
Money 61-82; its use as a measure of

motive 14-22, 782; changes m pur-
chasing po!,er of 61-2 n., 109, 132,
237-8, 35<>n., 362, 593-5, 709-10,
838; effect on spendmg and saving 227;
changes in marginal utIlity of 95-96,
130-1, 132 n., 334-8, 471-2, 474,
842; its steadymg influence m a market
118-19,336,793

Monty cost of production 339; its relation
to real cost 350, 352, 362

M01Ity income 71, 77



Monopolies, in ~lation to national wealth
60 n.; in rela.,ion to law of increasing
return 285-6j 397, 459 n., 805; theory
of 415--17, 41i-495; rev""ue 478; in
relation to railways 485--7; taxes on
419, 856; forcea tending to break up
663,693

Monopoly revenue 478; C'UM7e 479n.;
schedule 479

Monotony of life, and in some cases
of work, dunmished by machinery
262-3

Montesquieu 185; on the influence of
climate 724-5 n.

Moore 494 n.
Morris, William 215, 780 n.
Motives, their quality cannot be measured,

but their strength can, subject to
certain limitations 18-23; economics
18 concerned witb altruistic motives and
with the growing tendency to collective
action 23-28, 92-93 n., 71'3-4

Multiple posinons of equilibrium 346 n.,
472 n., 806-9

Municipal undertakings 230 n. (See
Government)

Nasmyth 209 n.
National income or dt.ndend 80--81; esti-

mation of 511, 523-4; a stream not a
fund 524, 829; is at once the net output
of production and the basis of con-
sumption 827; influences aflectmg
growth of. in England 671-5; 10

relation to lessening of hours of labour
696--700; growth of 713 n.

National tDtaUh 59-60; growth of 237
-9

Natura non facit saltum 249
.. Natural," Adam Smith's use of the word

246; 756n.
Natural and artificial selection 201-2
Natural incruut of population 180
Nature, rule of 756 n.
Neces8arlu for hfe, for efficiency, con-

ventional 67-70, 531-2 n.; nature of
demand for 106-8; taxataon of, its
effect on consumers' surplus 135 n.,
468-9; foreign trade and price of
672-4; in relation to efficiency 692-3

N egatiVt inclination of curves 99 n.
Nervous strength distinguished from ner-

vousness 194 n.
Net adfJamages 73, 557; vary with

individuals and races 557-8
Net earnings of management 313, 596
Net ifICome 72
Net interest 588; tends to equality 591-2
Net product 406; estimation of, at the

margin of production 406, 410-411,
849; in relation to net earnings 538---9,
515--18n., 667, 704-6

Netherlands 739; agriculture in 648 n.
Neumann, on relataon of "natural and

economic laws" 33 n.
Newcomb 828 n.
New countries, causes of high wages and

interest in 669-671
Neymarck 239

INDEX 867
Nicholson, on capital 788 n.; miscon-

ceives the nature of the doctrine of
consumers' surplus 127 n., 132 n.,
179 n.; on agricultural improvements
658 n.; on Adam Smith and Ricardo
759n.

Nominal tDagfs 551
Non-material goods 54-55
Normal 33-36; elasticity of term 363-

380; supply price 341-4, 371-3; in
relation to r. average." and" aggregate"
347, 372, 810--811; in a stationary
state 367, 497; in relation to increasing
return 455-461, 805-812; demand
and supply, increase of 462-4 (See
Contents V. m.-v.)

Normal actio .. 34; not always com-
petitive 35, 348, or nght 35-6

North, Dudley 756

Occupation, its influence on character 1;
on health 198

Ogle, on marriage returns 181-2 n.,
191n.

Onerous rates 794; on site values 797;
on building values 798-9

Open spaces, public interest in 200 n.,
658-9, 803, 804

Opportumty 125, 623; a. affecting profits
and earnings 424 n , 624, 625-6

Orders of goods 64-65,381-2 n.
Orzanizanon, an agent of production

138-9
Organization of industry, Its growth in

England 744-8 (See Contents IV. VIII.,
etc.)

Organized markets 326--8
"Over capitahzation" 417 n.
Overcrowding, evils of 321

Palermo, unemployment in 688 n.
Pantaleom 101 n., 238
.. Parasrtic " races 244; work 715 n.
Pareto 787
Partsculor eepenses curve 810 n.
Partnership 300-1; in land 637-8
Patents 281 n.
Patten, on consumers' surplus 132 n.
Peasant proprietors, prudence of 183,

646; contrasted with American "far-
mer" 183-4, 647; compared With
heads of small businesses 650 n.

Periods, long and short, in relation to
value 363-380 (See also TIme)

Personal, goods 55 n.; risks 590; tDealth
58; estimation of 5f>4--.'i n., 858

Petty 115 n., 175, 238; 564 n., 759; on
the term "com" 509n., 564n.; on
law of rent 635 n.

Physiocrats 756--7; their cosmopolitan
principles 767-8; on productive labour
65 n.; on capital 787-8 n.; on popu-
lation 176 n.; on necessaries 68; on
wages 505-t>, 530--1; on producer's
surplus 632

Piece-uork wages 548 ; 10 relation to
efficiency 693-4 n.

PigOU,on measurement of desire 92-93 n. ;
248n.



868
Pitt 175 n.
Place, Francis 179 n,
Plato 174 n., 177 n., 729 n.
Playgrounds, provision of 200, 803, 804
Pleasure, effect of postponement of 121 n.
Political economy (See Economics)
Poor Law 11: its mfiuence on population

177-8,188-9: on saving 226
Population, doctrine of 173-180: causes

tbat govern tbe growth of 181-5,
191-2; history of, in England 185-
191; statistics of 181-2 n., 184 n.,
187 n., 189-192: health and strength
of 193-203[' influence of natural and
artificial Be ection on 201-3, 248:
pressure of, on means of subsistence
196, 320-2, 690-2: concentration of
]99-200,659,800,803; advantagt'.s of
dense 165, 321-2

Porter 679 n.
Poverty, a cause of degradation 2: reme-

dies for 714-19
Prediction in economics 773
Price 61-2: its use as a measure 14-20,

124-134: ~quilibrium 323, 331, 345:
supply 343-5: market and normal
348-9,370-1; short and long period
normal supply 363-380: mar¢nal
supply 372-3: periods for wbich
reckoned 378-9: mJluence of custom
on 726

Price, L. L. 757 n
Prime con 359-361; its relation to

normal price 373-6: to joint pro-
ducts 394-5: to supplementary costs
360-2, 394-8, 420-1, 458-9: to
quasi-rent 424 n.; of buman effort 831

Pnnting trades, influence of machinery In
259-6

Primogeniture, its influence in England
740, 742

Process of producfWn, rather than a
certain parcel of goods, is the unit of
cost of productIOn for long periods 376

Producers goods 64: surplus 140-2 n.,
453-4, 811, 830-1 (See Rent)

Production 63-4, 340 n.; on a large scale
278 (See Contents IV. XI.)

Production and consumption, correlation
of 710-11, 827

ProductWn goods 64
Producti~e 66-67
Producti~e consumption 67
Producti~me88 and pro'p«tif'tnesl ot

cayital81
Profits 73: analysis of 609; how far a

tendency to equality 609-613; vary
nearly with the wages bill 613-14 : rrsk
88 an element in 612-13: normal rate
of may be lowered by increase in produc-
tion 614-15; on the "turnover" 610
615--17; a "fair" rate of 616; in
relation to fluctuations in price 6!!(}-1,
624-8: in relation to quasi-rent 626-7,
and to rent in English land tenure
635--6 (See Contents VI. VII. VIII.)

Profit sharing 306-7,626-7
Prozress 248-9, 721-2; its influence on

values 675-8; on rent 678-9: on

lNl>EX

wealth 680-1; on interest 681; on
earnings 681-8 (See Contents VI. XIII.
XIV.)

Property, rights of 48, 721, 800, 803
Protection, to nascent industries 465,

475-6n., 766-7; Mill on 826; its
effect on national dividend 826

Proudbon 766
Public I/(Jltu of land 433, 442, 445. 802--4,

832
Purchasing power, fictitious unit of con-

stant, corresponds to "mean sun"
62 n., 593; changes in purchasing
power of money afiect rate of interest
593-5,681

Pure and applied economics 37 n., 460-1
Pusey 638n.

Quasi-rmt or income from an appliance
for production made by man 74, 412:
likeness and unlikeness of true rent
and quasi-rent 425---6: misconceptions
of tbe nature of 424 n.; in relation to
supplementary costs 362 n., 420-1;
and to interest 421: as an element in
earnings of labour 577-9; and in
business profits 622-8

Quesnay 176, 756-7

Railways, early 290 n.; relation of rates
charged by, to prime costs 395 n. :
problem of railway rates in relation to
theory of monopolies 485-7, 495 (See
Transport)

Rates, onerous 794 i beneficial or re-
munerative 794: now far a burden
798-9: evils of sudden changes of
799; on shops 799 i rural 801; trans-
ference of! from building to site values
800; shifting of 802: suggestions as to
old and new 803-4; on urban land
718 n., 804: "fresh air rate" 804:
graduation of 804 (See Taxation and
Contents, Appendix G)

Ravenstein 180 n,
Real cost of produc/Wn 339; its relation

to money cost 339, 350, 352, 362
Real value 632
R~al wages 551
Reformation, its influence on industry

742-4; on art 743 n.
Rtmunerati1Je rates 794
Rent, V. IX.-XI., VI. Jr.-r., 74.155-6,

427, 629; graphic representation of
155--9 n.} 162 n., 811 n.; a leading
species or a large genus 412, 421, 629,
428-9; in a new country 429--430;
matWnai cost in relation to 425--439:
scarcity and dllTerential 422-3; true
or pur, 421-2,434; of mines, a royalty
is not a rent 167, 427 n., 438-9;
ground 169-170, 447; differences
between rents and other incomes 534
-S, 63.5-S, 803: in relation to cost
of marketing 442 n. ; of a monopoly
415--17,423; its relation to quasi-rent
421, 425-6, 635-6, 832; composite
453-4: Incidence of taxes on 419-20,
434, 630, 833-7; of natural ability



577-9,622--4; effects of improvements
on 633-4, 834-7; in relation to retail
prices 451-2; difficulty in deciding a
nonnal 656-7; estimates of changes In

Engliah 678---9 (See Contents IV. I1.-
rn., V. vm.-XI., VI. IX. x., and
Appendices G, L)

Representatrve firm 317, 342, 377, 459-
460, 805, 809 n,

Reproduction, cost of 401-2
Residuum 2, 714-15
Retail prices, variations in 451-2, 616 n,
Retail trade, advantaj!es of large and

small establishments 287-9
Return Sch,dule 157 n.
Ricardo, his method 761, 762-3, 765,

813,816, 834, 836; definition of capital
788 n.; stress laid on cost of production
85, 101 n., 003; on law of diminishing
retum IMn., 163-6; on value 503,
813-821; on rent and-cost of produc-
tion 439 n.; on rent of mines 167 n.,
439 n.; on effect of improvements on
rent 634, 679, 834-7; on wages 508-10,
525,55On.

Risks 398--400; Trade 590; Personal
590; in relation to profits 612-16

Rival commodities, in relation to elas-
ticity of demand 100, 131-2 n.; in
relation to law of increasing return 391n.

RiMI Of' competitive, demands 387; sup-
plies 390

Rodbertus 587,817 n.
Rogers, on the value of land 162 n., 183 n.,

742n.; on the Black Death 186n.;
on localized Industries 268 n. ; on
metayer sy-stem 643 n.; on wages 675

Rome, AnCIent, her economic strength
and weakness 10-11, 730-3; the
influence on economic history of her
law of property 732; population In

173--4
Roscher 163n.; on population 174; on

manufacture 278 n.; on wages 508 n.,
730 n., 731 n.

Roundabout methods of production as
compared with direct 82 n., 359, 583 n.
--4n.

Rousseau 756
Royalties are not rent 167, 427 n., 438-9
Riimelin 187 n.
Ruskin 22, 780 n.

Sadler 184 n.
Sanger 132 n,
Saracens, influence of 733--4
Sargant 235
8atiahk toanU, law of 93
Saving, slow growth of habits of 224-5;

conditions of 226-9; its connection
with rate of interest 230-6, 533--4,
580-3

Say 766,819
SchiUBe 241 n.
Schlou 307 n.
Schmoller, on induction and deduction

29; on piece-work 694n.; on tradmg
companies 732 n.

SchOnberg 187 n., 295 n.

INDEX 869
Scotland, influence of education on pro-

gress 191, 212; long leases in 657
Secula .. movements of normal pnce 379
Scebohm, on village communities 637
Seligman 101 n.
Semor, on consumption 64 n., 67 n.; on

definitron of capital 789 n.; on desire
for distinction 87, 91 n.; on rent and
profits 432n.; on taxation 476n.; on
Ricardo's use of the term wages 550 n. ;
on rate of profits on large and small
capitals 610 n.; on Factory Acts 763 n.

~ttlement Laws 187--8
Sheffield trades 296
Shifts of labour 695-6 n.
Ships, economies of large 290 n,
Shops, advantages of large 287-9; rent

of 451-2; rates on 799
Sit, NIue 441-2; causes of high 445, 450,

804,837; rates on 800, 804
Situation, its importance 10 detennining

value of land in new countries 633 n.
Situation value 441; in relation to ee-

temal _its 441; how far due to
individual effort 442-5

Skill, a relative term 205-6, 682-4,
716-17

Slavery, among the Greeks 10-11, 729-
730; the Romans 731-2; Adam Smith
on 561 n.

Small holdmgs 653---l'i
Smith, Adam, on the word .. value" 61;

.. undertakers" 745 n.; his genius, his
method 757-9; hIS relation to the
Physiocrats, his cautiously guazded
advocacy of freedom for pnvate enter-
prise 757-9; his use of the word
productive 65 n., 66; necessaries 68,
87; definition of capital 75, 78, 788 n.;
on population 177 n., 184 n.; on Settle-
ment Laws 187 n ; on division of labour
240,246, 253, 256. 262; on natural value
347; on risk 400; on rent 144n.,
167 n., 439 n., 6H2, 833; on wages 400,
007--8, 501, 507; on slave labour
561 n.; 564 n.; on eompanson between
machinery and skilled labour 570; on
profits 609-610, 613

Smith, H. Ll. 573 n.
Social capital 76--80; iRCOml 79; wealth

58--00
Social law 33
Socialists, their influence on economics

763-4. 823; in France 766; in Ger-
many 769; their views on pleasurable-
ness of work 527

Sociology 771 n.
SptciaZ cost 359 (See Prime cost)
Sptcialiud ability 207
Speculation, in land 432 n.; in relation to

.. grading " 672; anti-social forms of 719
Spencer, Herbert 136, 184 n.; on develop-

ment of faculties by use 247; 726 n., 770
Stabl« ~ilibM_ 3451 ~~eory of 337-350 ;

oscillations about ~7
Standard of comfort in relation to wages

504-10,529--532,689--692
Standa ..d of Ii!. 504, 689-90; influence of

trade unions on 702-3



870
Standardization 257 n.; true and false, of

labour 706-8
"Standard rule" 45 (See Common Rule)
Statical method, its use in economics

366 n., 369; deficiencies of 379-380 n.,
460--1,501,805--812

S~rysuut366--9,372,810
Statistical tables of, expenditure 115;

price of wheat and marnage rate 190 n.;
exports as an indication of prosperity
191 n.; growth of wealth 238-9;
population 187 n., 189 n.; urban and
rural birth-rates 184 n.; wealth of the
Bntish Empire 239

Statistics of consumption 113-6; difficulty
of interpreting 109-13, 462-3, 614 n.,
700-2; shopkeepers' facilities for col-
lecting 113-14; needforfurth«>r475--6;
importance of well organized 491-3

St Chrysostom, on usury 584 n., 737 n.
Steffen 187 n.
Steuart (Sir James) 70n., 757; on popu-

lation 176 n.
Stock Exchange, securities 35, 326-7;

speculation 432 n.
Stock watering 417 n.
Stoics 732-3 n.
Stourbridge Fair 267 n.
Strategy and tactics in relation to the

economic teachmgs of bistory 776-7
Strikes, conditions of their success 382-3,

700,825
Struggle for survival 242-4
St Sunon 766
Sturge on history of agricultural rent 679 n.
Subsidiary trades 279, 286
Substitution, principle of, 170n., 341,

355--9, 404-6; Its affinity to those of
diminishing utility and diminishing
return 356; and the competition of
crops in agriculture 435-6; in relation
to theory of distribution 515, 521-3;
a fonn of competition 540; its relation
to law of survival of fittest 597; Its
action in controlling earnings of manage-
ment 596-605, 662-3

Su.ppkm. ... tary Cost 359-360, 420-1;
large in things wluch obey law of
increasing return 458-9

Su.pply CU"'t 344 n.; distinguished from
parhcular exp ... ses CU"'t 811-12 n. ;
of individual producer must be coupled
with demand curve of his special
market 458 n.; lowering of 467-9 (See
Elasticity of supply)

Supply pm .. t 344 n.
SupplJ1 pric« 142; long-pmod and short-

pm.od 369-380, 330
Supply schtdult 343-4
Surplus prodlMt 155; its relation to rent

155,427-8,832
Surplus, consumtr" 124 (See Consumers'

surplus)
Surplus. worker's 830; saver's or waiter's

830; relation of these surpluses to one
another 830-2

Sunn1la1 of th« fitttst, law of 240-9; its
relation to law of substitution 597

Sweating system 295--7, 603

INDEX

Taussig, Prof. 99 n., 828 n.
Taxation, its influence on smuggling

112-13 n.; innHation to Bernoulli's
suggestion 135 {(.; slutting and ultimate
incidence of 415--20, 794-804; its
incidence on rents, quasi-rents and
profits 432-9; theory of, an integral
part of theory of value 413; its effects
on supply and consumers' rent 467-
476; indirect costs of 472-3; ad1laWrtm
475; of monopolies 480-5,856; buil~
ground 434 n.; .. joint stock principle '
m 801; systems of, to be judged as a
whole 801-2; m relation to poverty
719; 827

Taxes, shifting "forwards" and "back-
wards" 413; on Income 135, 354n.,
802: on printing 414-15; on agri-
cultural produce 432-4, 472-3 n., 833
-4; and consumers' surplus 467; on a
special crop >l36-7; contrast between
local and general 437, 794; on factories
438; onerous 794, 797; on building
values 447, 797; on houses 802; on trade
premises 802; windows 802 n.; on public
value of land 434; on true rent 434; on
vacant budding ground 434 n. (See
Rates)

Technical education 208-211
Techmcal tenns, their use 129, 545
Temporary equilibrium 331-6, 369-70
Tena ..t's-share CU"'t 644 n.
Tenure of land (See Land tenure)
Teutonic spirit 733
Textile industries 263-4 n.; percentage

of population in 277 n.
Thornton 825
Thunen, von, his phrase "Der Boden an

sich " 144 n.; on business risks 400 n.
442 n.; on relative efficiency of capital
and labour 522-3 n.

TIdes, science of, its analogies to econo-
mics31-32

Tune, the element of, in economic pro-
blems 109-112, 330, 347-350, 363-
380, 420-1, 425-6

Tvme wmings do not tend to equality 548;
high in new countries 669-671

TIthes, incidence of 833-4
Tooke, on fluctuations in demand 371 n.;

656n., 761
Total benefit 487, cu",e 488 n,
Total cost 359
Total utd.ty 93
Town life, mfluence of 199-200, 659
Toynbee 392 n., 765
Trade capital 71-72
Trade combinations 304-5, 382 (See

Combinations)
Tradt risks 590
Trade Unions, early policy of 703, 748t750; in relation to law of dtriflta

dtmand 382-7; in relation to raising
the standard of life 703-4; their
influence on wages 45, 568--9, 627-8
693, 698--700, 702-710,823,825; and
piece-work 693-4 n.; their chief in-
strument the "Common Rule" 45, 704
-710; influence of cheap press on 735



Traftl/tf'able and _-If'am/tf'able 90048
65

Transport, improvements in, effect on
geographical distribution of industnes
273-7; their influence on value 6U-
679

Truck system 653
Tnurent434
Trusts 304-5, 375 n., 417 n., 477,805
Turgot 172; on population 176 n.; on iron

law of wages 505--6 n., 758 n.
Turnover, profits on 312,451-2,615-18

U~ 293,745; gradual rise of 747,
749; functions of 664, 665 (See Business
management)

Undertaking, eamings 0/ 74 (See Man-
agement, earnings of)

Unemployment 710-11 (See Inconstancy
of employment)

Unit of the family 556, 715 n.
United Kingdom, marriage-rate in 189-

191; value of land in 237; statasncs of
wealth of 238; hvmg capital of 565n.;
income of 713 n.

United States, property returns of 237;
value of land of 237

Unskilled labour~, 661, 716-17
UflSlable equilibrium 346 n., ~
Urban rent 440-454 (See Ground-rent)
Usury, its eondemnation by the Church

584, 737 n.; Its relation to mterest
584-6

Utilitarianism and economics 17 n., 92-
93n.

Ulillty 92; total 93; margitwl 93; Jevons
on 93, 817-821; measurement of
125-133; "11erage and addttumal126 n. ;
influence of, on value 348-350

Utilization of waste products 278-9, 387

Value fI'f-fl2
Vanderlillt686
Vauban 757 n.
Vigour, general conditions of 1113-203,

723-5

Wages, early theories of 504-510; iron
law of 508; and net product of labour
515-18, 538-9; "general rate of"
533; dependence of on efficiency 539-
40; effects of reducing hours of labour on
693-8; international movements of
699-700; methods of raising 700
influence of machinery on 716-17 (See
Earnings)

Wages Fund 822-9
Wagner, his analysis of motives 783-4;

on capital 789 n.; his deflnition of
C01l3't1lCture 125 n.; on Malthus 179 n.,
767 n., 7ti8n.

INDEX 871

Waiting rather than abstinence, involved
in saving and rewarded by interest;
this term first used by Prof. MeVane
233n.

Wakefield 175
Walker, F., on wages 510; on the wages

fund 827 n.; on business power 606 n. ;
on profits 624 n.

Walker, J. H. 621 n.
Walras 138; on capital 788 n., 821
Wants 86-91; classificauon of 91n.; in

relanon to acuvines 88-90, 689-690
Waste products, utihzanon of 278-9,

387
Wtalth 54-62; Its relation to capital

81; a stock of goods 56; collecnve use
of 134, 137; and wellbeing 1-2, 22-
24, 133-7, 247, 694, 717; growth of
220-230, 680-1; modem fonna of
222-4; estimates of 237-9; Its In-

equahtaes 713-14, 717, 719, 720
Webb, SIdney, Mr and Mrs, on the Com-

mon Rule 705 n.; on opposinon to
machinery 707 n.

Wedgwood 309 n.
Wells 621 n.
Welton 200 n.
Westcott, on the Reformation 743n.
Wheat, pnce of 106, 177 n.; labour value

of 675; Its connection with marnage-
rate 177,189-191; and mortality 196

Wicksteed 93 n., 101 n.; on rent Ib2 n.
Wieser 93 n., 821
Wilkmson 601 n.
Willcox 191 n.
Wmdow tax 802 n.
Women, changes m employment of 277;

wages of 685; eXCe8S1vework of 694;
legislation m interests of 751

Wood, cnange in value of 676
Work Fund 697; fallacy of 698-700
Working classes, condition of, early in the

century 749-751; latent genius among
212-13; improvement in condition of
687

Working man, his opportunities of rising
307-8, and his dJfliculties ~1O; a
rapid nse not an unmixed benefit 310;
intluence of extension of vast busmesses
on 310-11

Xenophon, on division of labour 253-
4n.

Yeoman, English, precursor of English
artasan 740

Young, Arthur, hIS study of facts 115 n.,
759,761

Zeyss 758n.
Zone of competition 442 n.
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