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PREFACE TO THE FIRST EDITION.

A
EcowoMrc conditions are constantly chaaging, and each g
) : - /7/
generation looks at its own problems in its own way. In o
oy

England, as well as on the Continent and in America, Eco- ’
nomic studies are being more vigorously pursued now than /9.0
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 modern
version of old doctrines with the 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

Q3041
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Hconomics 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.

Baut 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-like 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,
ab
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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 sorb 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 runming
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 Exchange!.

3 In the Economics of Industry published by my wife and myself in 1879 an
endeavour was made to show the nature of this fundamental unity. A short 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 gratily 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 brings into attempts to apply economie
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 Mathématiques de la Théorie 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, 4
determining B, B determining C, and so on—but as all mutually

succession to the earmings of labour, the interest on capital and the Earnings of
Management. But the drift of this arrangement was not made sufficiently clear;
and on Professor Nicholson’s suggestion, more prominence has been given to 1t in
the present volume.
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determining 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 1t 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 ‘“marginall”
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 secems 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, sore of his thoughts for his own use: and to
make sure that he has enpugh, 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

! The term “marginal” increment I borrowed from von Thunen’s Der isolirte
Staat, 1826—63, and it is now commonly used by German economists. When
Jevons’ Theory appeared, I adopted his word “final”; but I have been gradually
convinced that “‘marginal” 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 economie theory,
of which only the outer fringe has yet been touched; yet it
seems doubtful whether any one 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,
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Ta1s 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.

1t 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 brirg 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 Indusiry 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 manceuvre,
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 thatits 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, any one 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 & 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
petfectly 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
1t 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
forme. 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.

BaLrior CroFT,
6, MapiNnGLEY RoAD, CAMBRIDGE.
October 1920.
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of work. Excessive hours are wasteful. But a reduction of moderate
hours lessens output generally. Therefore though its immediate effect
may be to give an impetus to employment, it must soon lessen the amount
of employment at good wages, unless the leisure is so used as to develop
higher and larger activitics. Danger of the emigration of capital. Difficulty
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discovery of the New World. §9. The benefit of the maritime dis
coveries went first to the Spanish peninsula; but it soon moved further on,
to Holland, to France, and to England. §10. The character of English-
men early showed signs of their modern faculty for organized action.
The capitalist organization of agriculture pioneered the way for that of
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BOOK 1.

PRELIMINARY SULVEY.

CHAPTER 1.

INTRODUCTION.

§1. PourricaL. Economy or EcoNomics is a study of Iyl
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
other, and more important side, a part of the study of man. ff;‘:vii‘fﬂf
For man’s character has been moulded by his every-day %72 P
work, and the material resources which he thereby procures, study of
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 Jarge a part of life. For the Man’s

character

business by which a person earns his livelihood generally fills tormed by
his thoughts during by far the greater part of those hours in bis carly

which his mind is at its best; during them his character is

o. 1
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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 egerted 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 densely 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. Rejoicing
in their affections towards God and man, and perhaps even
possessing some natural refinement of feeling, they may lead

 lives that are far less incomplete than those of many, who

have more material wealth. But, for all that, their poverty
is a great and almost unmixed evil to them. Even when they
are well, their weariness often amounts to pain, while their
pleasures are few; and when sickness comes, the suffering
caused by poverty increases tenfold. And, thougha contented
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spirit may go far towards reconciling them to these evils, 1,132
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 wenot
poverty are not its necessary consequences; yet, broadly ‘J,‘,‘:%f;’.‘;’.,f
speaking, ““the destruction of the poor is their poverty,” and ;’;‘;fmy "
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 clagses”
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

1-2
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more refined and noble life than did the majority of the
upper classes even a century ago.

This progress has 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 rno 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.

But a more important cause is that many of those con-
ditions of industrial life, and of those methods of production,
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
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adapted to the conditions of backward races. But unity in Lz 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 i
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-
life are distinguished from the earlier by being more com- Tacteristic.
petitive. But this account is not quite satisfactory. The ;’,f;ﬁ;’;*;;’,‘
strict meaning of competition seems to be the racing of one b
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

adequately. They are, as we shall presently see, a certain {,‘iii:f“e’

independence and habit of choosing one’s own course for Bendence
oneself, a self-reliance; a deliberation and yet a promptness ggr‘;‘fe and
of choice and judgment, and a habit of forecasting the future thought.
and of shaping one’s course with reference 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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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.

The term “competition” has gathered about it evil
savour, and has come to imply a certain selfishness and
indifference to the wellbeing of others. Now it is true that
there is less deliberate selfishness in early than in modern
forms of industry; but there is also less deliberate unselfish-
ness. It is deliberateness, and not selfishness, that is the
characteristic of the modern 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-sacrifice and 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
modern 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 1,1,4.
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 stﬁ,ﬁ,%ﬁ
discovered new ways of making things appear other than hanbe
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 2Pasé

Golden Age

h . . : beauti-
as been prominent, poets in verse and prose have delighted aro beauti-

to depict a past truly “Golden Age,” before the pressure of leading.
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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 thas
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 emergetic co-operation
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in unselfish work for the public good, then even the best I,14.
forms of competition are relatively evil; while its harsher gren con-
and meaner forms are hateful. And in a world in which all structive

competi-
men were perfectly virtuous, competition would be out of gor?eéﬁi?
place; but so also would be private property and every form than ideal

altruistic

of private right. Men would think only of their duties; and co-opera-
no one would desire to have a larger share of the comforts "™
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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which indicates the undisputed fact that modern business
and industry are characterized by more self-reliant habits,
more forethought, more deliberate and free choice. There
is not any one 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 volume?.

§ 5. This introductory chapter was followed in earlier
editions by two short sketches: the one related to the growth
of free enterprise and generally of economic freedom, and the
other to the growth of economic science. They have no claim
to be systematic histories, however compressed; they aim
only at indicating some landmarks on the routes by which
economic structure and economic thought have travelled to
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

! They occupy a considerable place in the forthcoming volumes on Industry
and Trade.
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body of the inhabitants was not accepted as a chief aim of the
citizen. Ideals of life were high, but they concerned only a
few: and the doctrine of value, which is full of complexities
in the modern 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 modern 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.

11
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England especially was gradually prepared for the task; The early

roughness

but towards the end of the eighteenth century, the changes, o eco-

which had so far been slow and gradual, suddenly became

nomic free-
dom in

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.

And yet the time at which free enterprise was showing

The
growth of
economic

itself in an unnaturally harsh form, was the very time in scieace.
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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 mediseval 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.



THE GROWTH OF ECONOMIC SCIENCE

Intermediate between these two extremes are the great
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 by the character of that livelihood.

13
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CHAPTER II.
THE SUBSTANCE OF ECONOMICS.

§ 1. Economics is 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. But the motive is supplied
by a definite amount of money: and it is this definite and
exact money measurement of the steadiest motivesin business
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.



MEASUREMENT OF THE FORCE OF AN ECONOMIC MOTIVE 15

. The advantage which economics has over other branches I,m, 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 pieasures
only indirectly through its effect. No one can compare and 20d pains

can be com-

measure accurately against one another even his own mental pared only
e

states at different times: and no one can measure the mental str?gxgth of
states of another at all except indirectly and conjecturally by :?‘f’esmﬁeﬁ;;h
their effects. Of course various affections belong to man’s g‘ﬁ:‘g’,{:‘y
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 incentives
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Lu 1. which they afford to action. If the desires to secure either
T 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.
and this Thus measuring a mental state, as men do in ordinary
comparison life, by its motor-force or the incentive which it affords to
?ﬁ?ﬂi& to action, no new difficulty is introduced by the fact that some
Aslasces 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.

m?sm:be: But the economist studies mental states rather through
practice of their manifestations than in themselves; and if he finds they
3:;’“‘{‘3,’; afford evenly balanced incentives to action, he treats them
primd facie as for his purpose equal. Hé 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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THE QUALITY OF A MOTIVE EVADES MEASUREMENT

does not ignore the mental and spiritual side of life. On the
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 every one 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 starting-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 two pleasures as
equal, under any circumstances, seem to apply only to uses of the phrase other
than those with which the economist is concerned. It has however unfortunately
bappened 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
have spoken of *“pleasures” and ‘“‘pains” as supplying the motives to all action;
and they have thus brought themselves under the censure of those philosophers,
with whom it is s matter of principle to nsist 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 *‘self-satisfaction” or ‘‘the satisfaction
of the permanent self.” (See for instance T. H. Green, Prolegomena to Eths,
pp. 165—6.)

1t 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,
in 50 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” in its place.

It may however be noted that some followers of Bentham (though perhaps not
Bentham himself) 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;
and for such a premiss the necessity would appear to be absolute, although
opinions will perhaps always differ as to its form. Some will regard it as the
Categorical Imperative; 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 self-respect, and that self-respect is to be had only on the condition
of endeavouring so0 to live as to promote the progress of the human race.

M. 2
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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 varyl. 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 will suffer 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.

Nevertheless, if we take averages sufficiently broad to
cause the personal peculiarities of individuals to counter-
balance one another, the money which people of equal incomes
will give to obtain a benefit or avoid an injury is a good
measure of the benefit or injury. If there are a thousand
persons living in Sheffield, and another thousand in Leeds,
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

* Compare Edgeworth’s Mathematical Paychics.
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injury which the tax will cause in Sheffield is of about equal 1,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 The sig-

incentive will be required to induce a person to pay a
given price for anything if he is poor than if he is rich.

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

-]

nificance
of a given
price is
greaterfor

A shilling is the measure of less pleasure, or satisfaction of :ﬁ:g’gg’

is not im-

to consider the actions and the motives of large groups portantin

of people. If we know, for instance, that a bank failure

has taken £200,000 from the people of Leeds and £100,000 compo

from those of Sheffield, we may fairly assume that the {}ﬁ‘;’iﬂ,

suffering caused in Leeds has been about twice as great as portions,

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
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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 primd 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
lowerl.

Now the side of life with which economies is specially
concerned is that in which man’s conduct is most deliberate,
and in which he most often reckons up the advantages and

! This is specially true of that group of gratifications, which is sometimes
named ‘“‘the pleasures of the chase.” They include not only the lighi-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 di jons of the that govern wages and profits, and forms 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 occasions
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
him before in somewhat similar cases.
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disadvantages of any particular action before he enters on it. 1I,m,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 modern 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 any one 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 mcasurement prcsents
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I m 4. however some special difficulties, the study of which must be
T postponed.
The §4. Here, as elsewhere, we must bear in mind that the

motives . . .
thatlead desire to make money does not itself necessarily proceed

;};*:it ot from motives of a low order, even when it is to be spent

toney may on oneself. Money is a means towards ends, and if the ends

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
materiall,

And t.her;s)l Thus though it is true that “money” or “general pur-

is no trut . . -

in the chasing power” or “command over material wealth,” is the
opimon centre around which economic science clusters; this is so, not
that = because money or material wealth is regarded as the main
economics

regards  aim of human effort, nor even as affording the main subject-

absorbed  matter for the study of the economist, but because in this

in a selfis} . . .
pursutof  World of ours it is the one convenient means of measuring

wealih.  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 selfishness2,

;[‘he desire Again, when the motive to a man’s action is spoken of as
doesnos.  supplied by the money which he will earn, it is not meant

exclude  that his mind is closed to all other considerations save those
fluences; ! See an admirable essay by Cliffe Leslie on The Love of Money. We do
indeed hear of people who pursue money for its own sake without caring for what
it will purchase, especially at the end of a long life spent in business: but in this
as in other cases the habit of doing a thing is kept up after the purpose for which
it was originally done has ceased to exist. The possession of wealth gives such
people a feeling of power over their fellow-creatures, and insures them a sort of
envious respect in which they find a bitter but strong pleasure,
3 In fact a world can be conceived in which there is a science of economics
very much like our own, but in it there is no money of any sort. See Appendices
B,8and D, 2.
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of gain. For even the most purely business relations of 1,m,s5.

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 the
T . o . . pleasure

people earn their living is pleasurable in itself; and there is bfrorded by

truth in the contention of socialists that more of it might be {2 ¥ork

made so. Indeed even business work, that seems at first glf“; g;:g‘rnc“

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 fortunel.

§ 5. It has indeed always been the practice of economists Econo-

to take careful account of all the advantages which attract 33?.“,,? ave

people generally towards an occupation, whether they appear Feckoned
in & money form or not. Other things being equal, people gz%z;g{lgﬁ
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 gain;

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 Ligved for
often works with some sort of uniformity in any class of ;ﬁg’""
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
whose approval 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

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



24

I, m, 5.

and family
affections.

THE SUBSTANCE OF ECONOMICS

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 1,n,6,7.
attention too much to the motives of individual action. But 13
in fact economists, like all other students of social science, Dotves to

collective

are concerned with individuals chiefly as members of the :cﬁ'ma:re
social organism. As a cathedral is something more than the §m§fe grow-

stones of which it is made, as a person is something more g ot
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 affect 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 widening 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 Econo-
actions of individuals, but study them in relation to social E’:ﬂ&'}‘.’dy
rather than individual life; and therefore concern themselves Yidualasa

A N R member
but little with personal peculiarities of temper and character. of an
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They watch carefully the conduct of a whole class of people,
sometimes the whole of a nation, sometimes only those living
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 effort 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.

But yet the measurement is accurate enough to enable
experienced persons to forecast fairly well the extent of the
results that will follow from changes in which motives of
this kind are chiefly concerned. Thus, for instance, they can
estimate very closely the payment that will be required to
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 & given diminution of the
supply of a certain thing, and how that increased price will
react on the supply.

And, starting from simple considerations of this kind,
economists go on to analyse the causes which govern the
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 affect
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 “economic” man; but a man of flesh and blood. I,m,1.
They deal with a man who is largely influenced by egoistic They deal

motives in his business life to a great extent with reference manly |

to them; but who is also neither above vanity and reckless- sideof

ness, nor below delight in doing his work well for its own :lu;alg lih;
S

gake, or in sacrificing himself for the good of his family, his bfe of a

neighbours, or his country; a man who is not below the love real ran
of a virtuous life for its own sake. They deal with man as he ﬁc‘“g‘f’“s
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 Ziszmﬁis
recorded; so that when differences of opinion arise with :gl:’:c:

regard to them, the differences can be brought to the test areits

t
of public and well-established records; and thus science appearloto
obtaing a solid basis on which to work. In the second ei&",‘,ﬁl

tests, and
place, the problems, which are grouped as economic, because ;7 mmmal

they relate specially to man’s conduct under the influence of bom
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
& priors, 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 any one 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

elty
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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 gort 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 IIL

ECONOMIC GENERALIZATIONS OR LAWS.

§1. It is the business of economics, as of almost every I,m,1.

other science, to collect facts, to arrange and interpret them, Economics
and to draw inferences from them. “ Observation and de- ;sgf,clmﬂ
scription, definition and classification are the preparatory Sé’gucuon.
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 any one 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;
80 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 but in

oy s . erenf,
purposes, 1t 13 more urgent to ascertain new facts, than to propor-
trouble ourselves with the mutual relations and explanations {or.or

of those which we already have. While in other branches Purposes.

! Schmoller in the article on Polkswirtschaft in Conrad’s Handworterbuch.
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1,m,2 there is still so much uncertainty as to whether those causes
T of any event which lie on the surface and suggest themselves
at first are both frue 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
ﬁgti.orical there probably always will be a need for the existence side
schools by side of workers with different aptitudes and different
;‘l‘;;gfgm“e’;‘z aims, some of whom give their chief attention to the ascer-
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.
Imagina- §2. Those physical sciences, which have progressed
gf%f;:;ng most beyond the points to which they were brought by the
ized siudy 1, Jlliant genius of the Greeks, are not all of them strictly
frames  gpeaking “exact sciences.” But they all aim at exactness.
gene .
state- That is they all aim at precipitating the result of a multi-
andsome tude of observations into provisional statements, which are
of these .a sufficiently definite to be brought under test by other
g‘;"?g‘?':;f},e observations 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 and neglects the results obtained 1, 11, 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 is not, 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 Nearlyall
economic laws, and their limitations. Every cause has aiif;ig: are
tendency to produce some definite result if nothing occurs to S jements
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
maticians can calculate a Nautical Almanac, which will show su'éf,fé‘
the moments at which each satellite of Jupiter will hide *“*****
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. The
The science of the tides explains how the tide rises and falls inexact
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twice & day under the action of 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 must 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 framing as best we can well
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thought-out estimates, or provisional laws, of the tendencies 1,m,4.
of human action. —

§4. The term “law” means then nothing more tha
a general proposition or statement of tendencies, more o
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 notl.

Thus a law of social science, or a Soctal Law, is a state- Definition
ment of social tendencies; that is, a statement that a certain ff“l‘;’z
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 "™
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
which such 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 is used only in connection with
“law” in the seuse of an ordinance of government; not in

! The relation of *‘natural and economic laws,” is exhaustively discussed
by Neumann (Zeitschrift fiir die gesamts Staatswissenschaft, 1892) who concludes
(p. 464) that there is no other word than Law (Gesetz) to express those statements
of tendency, which play so important a part in natural as well ag econonuc science.

See also Wagner (Grundlegung, §§ 86—91).
w 3



34

ILm, 4.

Definition
of normal
economic
action.

The term
Normal
implies
harmony
with
whatever
;:londxt.ions
appen to
be under
discussion.

i

Thus
normal

ECONOMIC GENERALIZATIONS OR LAWS

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 thc .uows, the Rhine rises above its
normal level: but iz 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.

This is the point of view from which it is said that normal
economic action is that which may be expected in the long
run under certain conditions (provided those conditions are
persistent) from the members of an industrial group. It
is normal that bricklayers in most parts of England are
willing to work for 10d. an hour, but refuse to work
for 7d. In Johannesburg it may be normal that a brick-
layer should refuse work at much less than £1 a day. The
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normal price of bona fide fresh laid eggs may be taken to be 1,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 misunderstanding to be guarded against ariges they may
from the notion that only those economic results are normal, ‘,f“m%e’,,i?"
which are due to the undisturbed action of free competition. °F the |
But the term has often to be applied to conditions in which of eager

compe-
perfectly free competition does not exist, and can hardly even tition.
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 i8 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 Normal

we should use our utmost efforts to stop. For instance, the :ﬁ'{";’fw':y,

normal condition of many of the very poorest inhabitants of Pt

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?.

§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 effect 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
distinectly 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.

1 They are discussed in Book V, especially chapters III and V.
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The conditioning clauses implied in a law are not con- 1, m,s.
tinually repeated, but the common sense of the reader pytin
: 3 i it 3 economics
supplies them for himself. In economics 1t.1s Decessary to &ho implied
repeat them oftener than elsewbere, because its doctrines are w:sd;'dom
more apt than those of any other science to be quoted by empha-
sized.
persons who have had no scientific training, and who perhaps
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 claunses. But this has caused them to be
constantly misunderstood, and bas 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 conditious is likely to
require a new development of economic doctrines?.
! Compare Book 11, chapter 1.
* Some parts of economics are relatively abstract or pure, because they are
concerned mainly with broad general propositions: for, in order that a proposition
may be of broad application it must ily 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
$0 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 fuller and closer relation to other conditions of
life. Thus there is but a short step from the applied science of banking in its more
general sense, to [ “oad rules or precepts of the general Art of banking: 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 shorter still.




CHAPTER 1V.
THE ORDER AND AIMS OF ECONOMIC STUDIES.

Liv, 1. §1. WE have seen that the economist must be greedy
Summary Of facts; but that facts by tuemselves teach nothing.
9fchapie™ History 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’étre 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; and which
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therefore lends itself better than any other to systematic I,1v,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 a
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 modern 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 Scientific

knowledge for its own sake, and secondly to throw light on e be

practical issues. But though we are bound, before entering ;]".‘;‘;l“g;d
on any study, to consider carefully what are its uses, we ference

| . not to the
should not plan out our work with direct reference to them. practical

For by so doing we are tempted to break off each line of they e

thought as soon as it ceases to have an immediate bearing %7r¢; ®¢

on that particular aim which we have in view at the time: Datire

the direct pursuit of practical aims leads us to groupsu

bjects

together bits of all sorts of knowledge, which have no X;i:y ::;m

connection with one another except for the immediate “"

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 another 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,

cerned.
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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.

§ 3. This may be illustrated by enumerating some of the
chief questions to which the economist addresses himself.
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
primd 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 power?

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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intermediate effects? What will be the incidence of any T1,1v,4.
system of taxes? What burdens will it impose on the =~
community, and what revenue will it afford to the State?

§4. The above are the main questions with which Practical
economic science has to deal directly, and with reference to ph
which its main work of collecting facts, of analysing them simulate
and reasoning about them should be arranged. The practical inquiries
issues which, though lying for the greater part outside the English
range of economic science, yet supply a chief motive in the cconomist
background to the work of the economist, vary from time {“r;f““
to time, and from place to place, even more than do the tgough

economic facts and conditions which form the material of mottie
his studies. The following problems seem to be of special o the
urgency now in our own country:— rangoof
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 aggregate of
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?
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 advantages? What business
affairs should be undertaken by society itself acting through
its government, imperial or local? 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? 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? 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 away?

Are the prevailing methods of using wealth entirely
justifiable? What scope is thers 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? 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. The 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
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
faculties, perception, imagination and reason: and most of
all he needs imagination, to put him on the track of those
causes of visible events which are remote or lie below the
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 is 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.
The path of least resistance is sometimes the only one open:
it is always allunng ; and though it is also always treacherous,
the temptation is grest to Tollow it even when a more
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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.

In smaller matters, indeed, simple experience will suggest
the unseen. It will, for instance, put people in the way of
looking for the harm to strength of character and to family
life that comes from ill-considered aid to the thriftless; even
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
Western 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
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
agoing 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? If some are
pushed up and some pushed down, as commonly happens, is
it the many that are pushed up and the few that are pushed
down, or the other way about? 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 industrial 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
sometimes even the critical faculties, which are most in
demand. But economic studies call for and develop the
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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Iw,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 which the 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 generationst.

g:;tiggeig §6. The economist needs imagination especially in
al . .

byan  order that he may develop his ideals. But most of all he
increasing

recognition Deeds caution and reserve in order that his advocacy of
o the on 1deals may not outrun his grasp of the future.
of our dgo After many more generations have passed, our present
and the  ideals and methods may seem to belong to the infancy,
;E,c,?f::fn rather than to the maturity of man. One definite advance has
;‘;g;egi ' already been made. We have learnt that every one until
social  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 go 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 previous

generation, how little we know of the causes by which

1 This Section is reproduced from a Plea for the creation of a curriculum in
economics and associated branches of political science addressed to the University
~f Cambridge in 1902, and conceded in the following year.
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progress is being fashioned, and how little we can forecast 1,1, 1%, 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 t0 fws ot the
claim the authority of political economy on their side; and chaacter
they often spoke of themselves as “economists.” And even in founders of
our own time, that title has been assumed by opponents of economics.
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 sympathetic temper,
touched with the enthusiasm of humanity. They cared little
for 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, becausc
they would not assume the respousibility of advocating rapid
advances on untried paths, for the safety of which the only
guarantees offered were the confident hopes of men whose



48

THE ORDER AND AIMS OF ECONOMIC STUDIES

1,1v,6. imaginations were eager, but not steadied by knowledge nor
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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.

The rights of property, as such, have not been venerated
by those master minds who have built up economic science;
but the authority of the science has been wrongly assumed
by some who have pushed the claims of vested rights to
extreme and antisocial uses. It may be well therefore to
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
mav seem to be inappropriate to the ideal conditions of
social life.



BOOK I1.
SOME FUNDAMENTAL NOTIONS.

CHAPTER L

INTRODUCTORY.

§1. WE have seen that economics is, on the one side, 1I,1,1.
a Science of Wealth; and, on the other, that part of the gconomics
Social Science of man’s action in society, which deals with ;eeg:l‘t%’as
his Efforts to satisfy his Wants, in so far as the efforts and satislying
wants are capable of being measured in terms of wealth, or as the
. . . . 4 result of
its general representative, ¢.e. money. We shall be occupied Efforts.
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 I1I. 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 Butit
all the things that are the result of man’s efforts, and are et
capable of satisfying man’s wants, are to be counted as ﬁ;erl;"s’é;dy
Wealth; and into what groups or classes these are to be of wealth
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

M. 4
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15,1,2. 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 ounce.

In doing this we shall of course have to take some
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 commaon use to express a great number of
subtle distinctions.

Principles § 2. As Mill says!:—*“The ends of scientific classification

of classifi- . .

cation.  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.

The diffi- In this matter economists have much to learn from the
culties of . . .y .
classifying Tecent experiences of biology: and Darwin’s profound discus-
things

b e sion of the question? throws a strong light on the difficulties
changing  before us. He points out that those parts of the structure
characters which determine the habits of life and the general place of

nes ™" 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

1 Logic, Bk. 1v. ch. vir. Par. 2.
t Origin of Species, ch. x1v.
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employer and employed, between middleman and producer, 11,1 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
50 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
whenever it is seen that a group of things have a certain set Scomames
of qualities in common, and will often be spoken of together, F'4st

follow as

they are formed into a class with a special name; and as soon ;{;’;’g;e”

as a new notion emerges, a new technical term is invented thepractice
to represent it. But economics cannot venture to follow this 85.;‘1?{.{‘
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 s
meaning, and therefore needs to be interpreted by the con- Sg,ﬁ;,ﬁm‘
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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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
gpecial interpretation clause, he ascribes to what he reads
s 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 guiltyl.

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 attemptingto
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 have
more difficult 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 plan of inflexible
definitions. Any one 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
falling 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 “hard and
fast’ sense. In such discussions we should learn to vary our definitions as we
want, just as we say ‘let z, y, z, mean’ now this, and now that, in dufferent prob-
lems; and this, though they do not always avow it, is really the practice of the
clearest and most effective writers.” (Bagehot’s Postulates of English Political
Economy, pp. 78, 9.) Cairnes also (Logical Method of Political Economy, Lect. v1.)
combats *“ the assumption that the attribute on which 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- 11,1,4.
istics of the various things with which we have to deal; and 1 is peces-

we shall thus generally find that there is some use of each 7Y that

term which has distinctly greater claims than any other to should be
clearly

be called its leading use, on the ground that it represents a defined,

distinction that is more important for the purposes of modern that the

science than any other that is in harmony with ordinary 25¢°f

usage. This may be laid down as the meaning to be given igﬁldbe
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 qualifying adjective
will generally suffice, but a change in the opposite direction cannof as a rule be
s0 sunply made. Contests as to definitions are often of this kind:—4 and B are
qualiiles common t0 a great number of things, many of these things have in
addition the quality C, and again many the quality D, whilst some have both C
and D. It may then be argued that on the whole 1t will be best to define a term
so as to include all things which have the qualities 4 and B, or only those
which have the qualities 4, B, C, or only those which have the quahties 4, 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, B, C, D, and of
their mutual relations. But unfortunately 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 IL
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 to a 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
gkill, or the faculty of deriving recreation from reading or
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music. All these lie within himself and are called internal. 11,1, 1.
The second class are called eaternal 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 men?.

Again, goods may be transferable or non-transferable. Transfer-
Among the latter are to be classed a person’s qualities and ,,oif.?,ﬁ(,i,,.
faculties for action and enjoyment (s.e. his internal goods);f;f,';}’i‘
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 property2

Those goods are free, which are not appropriated and Freegoods.
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

! For, in the words in which Hermann begins his masterly analysis of wealth,
“Some Goods are internal, others external, 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 fres action, such as muscular strength, health, mental attain-
ments, Everything that the outer world offers for the satisfaction of his wants is an
external good to him.”

? The above classification of goods may be expressed thus:—

material transferable
external non-transferable
Goods are < ™ personal transferable

non-transferable
\ internal-personal-non-transferable.

Another arrangement i3 more convenient for some purposes:—
transferable
non-transferable
external { transferable
non-transferable
internal-non-transferable,

material-external {

Goods aro Ipemnal {



b6

II, 1, 2.

A person’s
wealth

is his stock
of two
classes of
goods,

material
goods,

and such

immaterial

external

WEALTH

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 its
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. But 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, but 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 true 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®.

In the second class are those immaterial goods which
belong to him, are external to him, and serve directly as

! 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.
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the means of enabling him to acquire material goods. Thus 11, u,3.
it excludes all his own personal qualities and faculties, even goods as
those which enable him to earn his living; because they are 2 u%ed
Internal. And it excludes his personal friendships, in so far material
as they have no direct business value. But it includes his
business and professional connections, the organization of

his business, and—where such things exist—his property in

slaves, in labour dues, ete.

This use of the term Wealth is in harmony with the The two
usage of ordinary life: and, at the same time, it includes al,ag;sfhse,
those goods, and only those, which come clearly within the ﬁf;:g;‘,‘c“’
scope of economic science, as defined in Book I.; and which goods.
may therefore be called economic goods. 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
some purposes; but then recourse must be had fo a special in- the :efqn
terpretation clause, to prevent confusion. Thus, for instance, Srairis
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 Smith2, and followed by most continental

! It is not implied that the owner of transferable goods, if he transférred
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 1t made for less:
but he eould not sell it for half that sum. The successful financier who has spent
£50,000 on baving a house and grounds made to suit his own special fancy, 18
from one pomt of view right 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 like that value.

And in the same way from one point of view we may count the business con-
nection of the soheitor or physician, the merchant or the manufacturer, at the full
equvalent of the income he would lose if he were deprived of it; while yet we
must recognize that its exchange value, i.e. the value which he could get for it by
selling 1t, is much less than that.

? Comp, Wealth of Nations, Bk, 11. ch. 1,
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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 comnunity; 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,” said Davenant in the seventeenth century; and similar phrases have been
common whenever the trend of political development has made men anxious that
the population should increase fast
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wholesome drainage; and again better newspapers, books, 11,u,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; s.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 1n a broad
a nation which are commonly ignored when estimating the yomon)
wealth of the individuals composing it. The most obvious ¥eath
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. mystbe
And though the Thames is a free gift of nature (except in so free goods
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 the organi-
elements of national wealth; and it is right to do this in :3212{‘;5,
some problems relating to national wealth, but 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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IL, 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
bme.t far as the English national debt and the bonds of an English

member of

anation o railway are owned within the nation, we can adopt the

may be ~ simple plan of counting the railway itself as part of the
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
community. (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.)

Again, business connections and trade reputations add to the national wealth,
only in so far as they bring purchasers into rclation 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 commumty as a whole. Nevertheless when we are
estimating national wealth, not directly but indirectly as the aggregate of indi-
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 increases the efficiency
of production in the country, and thus adds to national wealth. And the power
of obtaining credit is a 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 11, m,6.
that differs from individual wealth. In reckoning it, debts cosmo-
due from members of one nation to those of another may Pontan
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 The
basis of civil and international law, or at least of custom that lgi?g?l
has the force of law. An exhaustive investigation of the Tihist
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 Palue.
that of Wealth; and a little may be said about it here. f;ﬁcef,';m.
“The word value” says Adam Smith “has two different /Siowally

to repre-
meanings, and sometimes expresses the utility of some sent

particular object and sometimes the power of purchasing gir;celrxiing
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 ¢
the relation between two things at a particular place and s
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,
we express them in terms of money in the first instance; and ¥
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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IL, m, 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
vegy 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 Cournot points out (Principes Mathématiques de la Théorie des Richesses,
ch. 1.), we get the same sort of convemence from assuming the existence of a
standard of uniform purchasing power by which to measure value, that astronomers
do by assuming that there is a ‘“‘mean sun” which crosses the meridian at
uniform intervals, 8o 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 IIL

PRODUCTION. CONSUMPTION. LABOUR. NECESSARIES.

§1. MaN cannot create material things. In the mental 11, m,1.
and moral world indeed he may produce new ideas; but y,,
when he is said to produce material things, he really only cannot

produce
produces utilities; or in other words, his efforts and sacrifices matter,

result in changing the form or arrangement of matter to ubties,
adapt it better for the satisfaction of wants. All that he iherest
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 lifel.

It is sometimes said that traders do not produce: that The trader
while the cabinet-maker produces furniture, the furniture- 2rgsuces
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
helps to 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
hecessary; and that, whenever that is the case, there is a

* Bacon, Novem Organos 1v., says ““Ad opers nil aliud potest homo quam u

corpora naturalia admoveat et amoveat, reliqua natura intus agit” (quoted by
Bonar, Philosophy and Poltical Economy, 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 medieval 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 tradel.

Consumption may be regarded as negative production.
Just a3 man can produce only utilities, so 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.” As 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 of the first order), such as food, clothes,
ete., which satisfy wants directly on the one hand; and, on
the other hand, producers’ goods (called also production
goods, or again instrumental, or again tniermediate goods),
such as ploughs and looms and raw cotton, which satisfy
wants tndirectly by contributing towards the production of
the first class of goods?d.

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

3 Political Economy, p. 54. Senior would hike to substitute the verb *“to use”
for the verb “‘to consume.”

3 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 confectioner.
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§2. All labour is directed towards producing some effect. II,m,2.
For though some exertions are taken merely for their own Nearly an

sake, as when a game is played for amusement, they are not ;?,g‘l’;‘; onso.

counted as labour. We may define labour as any exertion pisductive.
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 enjoyment?; and an almost
unbroken tradition compels us to regard the central notion

Carl Menger (Volkswirthschafislehre, ch. 1. §2) says bread belongs to the first
order, flour to the second, a fiour mill to the third order and so on. It appears
that if a railway train carries people on a pleasure excursion, also some tins of
biscwts, 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.

! This is Jevons’ definition (Theory of Political Economy, ch. v.), except
that he mcludes only painful exertions. But he himself points out how painful
idleness often is. Most people work more than they would if they considered
only the direct pleasure resulting from the work; but in a healthy state, pleasure
predominates over pain in a great part even of the work that is done for bire.
Of course the definition is elastic; an agricultural labourer working in his
garden 1n the evening thinks chiefly of the fruit of his labours; a mechanic
returning home after a day of sedentary toil finds positive pleasure in his garden
work, but he too cares a good deal about the fru:t of his labour; while a rich
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.

3 Thus the Mercantihists who regarded the precious metals, partly because
they were imperishable, as wealth in a fuller sense than anything else, regarded
as unproducfive 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 agriculturist 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
agricultural labour was more productive than any other. His followers discarded
this distinction; but they have generally adhered, though with many differences
n points of detail, to the notion that productive labour 18 that which tends to
increase accumulated wealth; a notion which is implied rather than stated in the
celebrated chapter of Tkhe Wealth of Nations which bears the title, *‘On the
Accumulation of Capital, or on Productive and Unproductive Labour.” (Comp.
Travers Twiss, Progress of Polutical Economy, Sect. V1., and the discussions on

the word Productive in J. S. Mil's Essays, and in his Principles of Political
Eeonomy.)

M [
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IL,m, 2. of the word as relating to the provision for the wants of the
Bu{];;t future rather than those of the present. It is true that all
';‘I’l‘gﬁ‘; wholesome enjoyments, whether luxurious or not, are legiti-

:;gisl;e mate ends of action both public and private; and it is true

productive that the enjoyment of luxuries affords an incentive to
;,',l:,'vidu exertion, and promotes progress in many ways. But if the
lorthe . efficiency and energy of industry are the same, the true
the future interest of a country is generally advanced by the subordina-
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
of domestic adhered to Adam Smith’s plan of classing domestic servants
not neces- as unproductive. There is doubtless in many large houses
productive. 3 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 . .
of produc- be understood to mean productive of the means of production,
froe. and of durable sources of emjoyment. 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 be 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 I, m, 3.
say so: for instance we may speak of labour as productive of
necessartes, etc.

Productive consumption, when employed as a technical Productve
term, is commonly defined as the use of wealth in the fm 7
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 wealthl,

§3. This brings us to consider the term Necessaries. Neces-
It is common to distinguish necessaries, comforts, and {hings
iag - 4 : 3 4 which meet
luxuries; the first class including all things required to Which mee!

meet wants which must be satisfied, while the latter consist :::iss’ﬁl;?t
of things that meet wants of a less urgent character. But But this

. . o, t is
here again there is a troublesome ambiguity. When we say ambiguous.

that a want must be satisfied, what are the consequences
which we have in view if it is not satisfied? Do they

and unsubstantial. But this difficulty exists in the nature of things and cannot be
completely evaded by any device of words. We can speak of an increase of tall
men relatively to short, without deciding whether all those above five feet mine
inches are to be classed as tall, or only those above five feet ten. And we can
speak of the increase of productive labour at the expense of unproductive without
fixing on any rigid, and therefore arbitrary line of division between them. If such
an artificial line i3 required for any particular purpose, it must be drawn explicitly
for the occasion. But in fact such occasions seldom or never occur.

t 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
dwindle gradually out of use, rather than be suddenly discarded.

The attempt to draw a hard and fast line of distinction where there is no
real discontinuity in nature has often done more mischief, but has 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 opers is productive; while the usher who shows
people to their places is unproductive, uniess he happens to scll programmes, and
then he is productive. Senior points out that “a cook is not said to make roast
meat but to dress 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 make undyed cloth into dyed cloth. The
change produced by the dyer is perhaps greater than that produced by the tailor,
but the cloth 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 new name, nor
consequently a new thing,” Pol. Econ. pp. 51, 2.

—2
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1, m, 3, include death? Or do they extend only to the loss of

The term
Neces-
saries is
elhptical.

Neces-
sartes for
existence
and for

efficiency.

strength and vigour? In other words, are necessaries the
things which are necessary for life, or those which are
necessary for efficiency? :

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. N

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 hasmade 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 efficiency2.

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

* Thus in the South of England population has 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 1II,m,4.
might have sufficed to maintain a higher efficiency, if they account
had been spent with perfect wisdom. But every estimate of [ipst b

necessaries must be relative to a given place and time; and ofthe.
unless there be a special interpretation clause to the contrary, of glace
. . . - and time
it may be assumed that the wages will be spent with just and of the
that amount of wisdom, forethought, and unselfishness, which 1’}:?,;: 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, Neces-
. . . . . saries.
when any increase in their income would in the course of
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 wastefull.
§4. Some detailed study of the necessaries for efficiency mustra-
f . . Ne-

of different classes of workers will have to be made, When We searies of
come to inquire into the causes that determine the supply of jaskilled
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
economic {reedom and of the hope of rising to a higher position. See Mackay
i Charity Organization Journal, Feb, 1891.

! If we considered an individual of exceptional abilities we should have to take
account of the fact that there is not likely to be the same close correspondence
between the real value of his work for the community and the income which he
earns by it, that there is in the case of an ordinary member of any industrial class.
And we should have to say that all his consumption is strictly productive and
necessary, so long as by cutting off any part of it he would diminish his efliciency
by an amount that is of more real value to him or the rest of the world than he
saved from his consumption. If a Nowton or a Watt could have added a bundredth
part to his efficiency by doubling his personal expenditure, the increase in his
consumption would have been truly productive. As we shall see later on, such a
case is analogous to additional cultivation of rich land that bears a high rent: it

may be profitable though the return to it is less than in proportion to the previous
outlay.
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11, 1m, 4.
There is
waste
when
any one
consumes
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things, its efficiency will suffer in the same way as that of a
horse that is not properly tended, or a steam-engine that has
an inadequate supply of coals. All consumption up to this
limit is strictly productive consumption: any stinting of this

less than is consumption is not economical, but wasteful.

n .
Conven-
tional
necessaries.

In addition, perhaps, some consumption of alcohol and
tobacco, and some indulgence in fashionable dress are in
many places so habitual, that they may be said to be
co