Pres)

PRINCIPLES

OF

ECONOMICSH

BY

ALFRED MARSHALIL,

FRAOFESAOR OF FOLITICAL EOONCMTY IN THE UNIVERAITY OF CAMBDEIDOK ;
FELLOW OF FT JOHN'S DOLLEGE, CAMBRIDGHE ;
BOMETIME FELLOW OF BALLIOGL OOLLBGR, OXFORD.

-

_/vefl

Natura non facit saltum.

Lonbon ;
MACMILLAN AND CO.
AN} NEW YORE.

1890

(41t Rights resérved)



%)

g
-

M3L7

A L5235

Eambringr:
FRINTED BY C. 1. CLAY, M.1. AND BONS,
4T THE CNIVEBSITY PREBS.



PREFACE.

EconoMic conditions are constantly changing, and each
generation looks at its own problems in its own way. In
England, as well as on the Continent and in America, Eco-
nomic studies are being more vigorously pursued now than
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,
bave extended, developed, and sometimes corrected them,
and often have given them a different tone by a new dis-
tribution 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
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economic facts, and to apply the knowledge, 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 Economics are
statements of tendencies expressed in the indicative mood,
and not ethical precepts in the imperative. Economic laws
and reasonings in fact are merely a part of the material
which Conscience and Common-sense have to turn to
account in solving practical problems, and in laying down
rules which may be a guide in life.

But ethical forces are among those of which the eco-
nomist 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 mechanically 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 provi-
sion for his family; and his normal motives have always
been tacitly assumed to include the family affections. 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 ap-
plications of the Principle of Continuity.
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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 18 laid on the fact that there is a continuous
gradation from the actions of “city men,” which are based
on deliberate and far-reaching calculatiouns, 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
pormal 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 mem-
bers of a particular class at a given place and time: but,
vhen that is once understood, the theory of normal value is
applicable to the actions of the unbusiness-like classes in the
mme way, though not with the same precision of detail, as
to thuse of the merchant or banker.

And as there i8 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
vlues 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 un-
disturbed their full effect. But there is no impassable gulf
between these two; they shade into one another by continu-
ous 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
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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 impercep-
tible gradations, and what is a short period for one problem,
is a long period for another.

Thus for instance the greater part, though not the whole,
of the distinction between Rent and Interest on capital turns
“on the length of the period which we have in view. That
which is rightly regarded as interest on “ free ” or ** floating "
capital, or on new investments of capital, is more properly
treated as a sort of rent—a Quasi-rent it is called below—on
old investments of capital. And there is no sharp line of
divigion 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
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rather than of kind. As, in spite of the great differences in
form between birds and quadrupeds, there is one Funda-
mental Idea running through all their frames, so the
geversl theory of the equilibrium of demand and supply
is a Fundamental Idea running through the frames of all
the various parts of the central problem of Distribution and
Eschange *,

Another application of the principle of Continuity is to
the use of terms. There has always been a temptation to
clawify economic goods in clearly defined groups, about
which 2 number of short and sharp propositions could be
made, to gratify at once the student’s desire for logical pre-
dsien, aud 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 temp-
tation, and drawing broad artificial lines of division where
Nature has made none. The more simple and absolute an
coonomic doctrine is, the greater will be the confusion which
it brings into attempts to apply economic doctrines to prac-
tice, if the dividing lines to which it refers cannot be found
inreal 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 oot 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

)V In the Economies of Induatry published by my wife and myself in 1879 an
miesvour was made to show the nature of this fundsmental nnity. A short
providional account of the relations of demand and supply was given before the
theory of Distribution; and then this one scheme of general reasoning was
el in succeasion to the earnings of laboar, the interest on capital and the
Ramings of Management. But the drift of this arrangement was not made
wifiriently clear; and on Professor Nicholson's suggestion, more promiunence has
beeu given to it in the present volume.
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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 con-
tinuity, as represented 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
ou—but as all mutually determining one another. Nature’s
sction is complex : and nothing is gained in the long run by
pretending that it is simple, and trying to describe it in a
series of elementary propositions,

Under the guidance of Cournot, and in a less degree of
von Thiinen, I was led to attach great importance to the
fact that our observations of nature, in the moral as in the
physical world, relate not so much to aggregate quantities,
85 to increments of quantitics, and that in particular the
demand for a thing is a continuous function, of which the “mar-
ginal”! increment is, in stable equilibrium, balanced against
the corresponding increment of ite cost of preduction. It is
not easy to get a clear full view of continuity in this aspect
without the aid either of mathematical symbols or of dia-
grams. 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 therefore they have been applied as supple-
mentary illustrations in the footnotes of the present volume.
The argument in the text is never dependent on them; and

1 The term “‘marginal’” Inorement I borrowed from von Thinen, and it
in now commonly nsed by German sconomistsa. When Jevons' Theory wppeared.
I adopted his ward “ flosl " ; bat I have beon grsiually convinced that ** marginal*
in the betier.
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they may be omitted; but experience seems to show that
they give a firmer grasp of many important principles than
can be got without their aid; and that there are many pro-
blems of pure theory, which no one who has once learnt to
use diagrams will willingly bhandle in any other way.

The chief use of pure mathematics in economic questions
seems to be in helping a person to write down quickly, shortly
and exactly, some of his thoughts for his own use: and to
make sure that he has enough, and only enough, premisses
for his conclusions (iLe. that his equations are neither more
nor less in number than his unknowns). But when a great
maoy symbols have to be used, they become very laborious
t any one but the writer himself. And though Cournot's
genius must give a new mental activity to everyone who
pases through his hands, and mathematicians of calibre
similar to his may use their favourite weapons in clearing a
way for themselves to the centre of some of those difficult
problems of economic theory, of which only the outer fringe
has yet been touched; yet it seems doubtful whether 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 applica-
tions of mathematical language which have proved most
uweful for my own purposes have, however, been added in an
Appendix’.

! Many of the diagrams in this book have appeared in print slready: and I
may take this opportunity of giving their history. Mr Henry Cunynghame who
was sttending my lectures in 1873, seeing me annoyed by being unable to draw
8 svies of rectangular hyperbolas, invented a beautiful and original machiue for
ibe purpose. It was shown st the Cambridge Philosophical Society in 1878; and,
to wxplain its use, I read & paper (briefly reported in the Proceedings, Part xv.
Py 818—9), in which I described the theories of Multiple Positions of Equi-
Hriom and of Monopoly values very nearly as they are given below (Book v.
Ch. v. snd vm). In 1876—7 I nearly completed a draft of a trestise on 7The
Thery of Foreign Trade, with some allied problems relating to the doctrine of
laimer Faire. The first Part of it was intended for general use, while the

woond Part was technical; nearly all the disgrans that sre now in Book v.
Cb v, vu1. and vits. were introduced in it, in connection with the problem of the
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I have to acknowledge much assistance in preparing this
volume for the press. My wife has aided and advised me at
every stage of the MSS. and of the proofs, and it owes a
very great deal to her suggestions, her care and her judg-
ment. Mr J. N. Keynes, and Mr L. L Price have read all
the proofs and have never returned me any without improv-
ing them much: Mr Arthur Berry and Mr A. W. Flux have
given me valuable help in connection with the mathe-
matical Appendix; and my father, Mr W, H. B. Hall and
Mr C. J. Clay have assisted me on special points,

relation of Protection to the Maximum Satisfaction of the community; and there
were others relating to Foreign Trade. But in 1877 1 turnod aside to work at
the Economics of Indusiry, and afterwards was overtaken by an illness, which
nearly suspended my studies for several years. Meanwhile the MBS, of my first
projocted westise were lying idle: and it in to them that Professor Bidgwick refers
in the Preface to his Polétical Keonomy. With my consent he selectad four
chaptars {not consecutive) nut of the sccond Part, and printed them for private
circulation. Thess four chapters contained moat of the substance of Book v.
Ch, v. and ¥11., bui not Ch, v, of the present work ; togetber with two chapters
relating to the equilibriam of foreign trade. They have been sent to many
economists in England and on the Continent: it is of them that Jevous speaks
in the Preface to the Becond Edition of his Theory (p. 11v); and many of the
disgrams in them relating to foveign trade have been reproduced with gemerons
acknowledgementa by Prof. Pantaleoni in his Princepis di Feomomia Pwra.
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BOOK I

PRELIMINARY SURVEY.

CHAPTER I

INTRODUCTION.

~ §1 Porrricar Ecoxouy, or EcoNomics, is a study of soox 1.
CH. I.

, man's actions in the’ ordinary business of life; it inquires
i bow he gets his income and how he uses it. Thus it is on Eeonomics

| the we side a study of wealth and on the other, a more im- :a:({)enn(z:’::dy
| portant side, a part of the study of man. For man’s character and on the
bas been moulded by his every-day work, and by the material jiere
- nsourees which he thereby procures, more than by any other the study
: influence unless it be that of his religious ideals. In fact the The
two great forming agencies of the world's history have been the world
| the religious and the economic. Here and there the ardour of bas in the
the military or the artistic spirit has been for a while pre- *iped by
dommant: but religious and economic influences have no- and
" whire been displaced from the front rank even for a time; foreen
- ad they have nearly always been more important than all
obers put together. Religious motives are more intense
* than economic ; but their direct action seldom extends over so
brge a part of life. For the business by which a person Man's
earns his livelihood generally fills his thoughts during by far fﬁ‘,‘;‘ﬁ‘i{,
tbe grater part of those hours in which his mind is at its bi* daily
bst; during them his character is being formed by the
wy in which he uses his faculties in his work, by the
thughts and the feelings which it suggests, and by his

R 1
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soox 1, relations to his associates in work, his employers or his
8. employés.

Poverty And very often the influence exerted om a person’s
degra-  character by the amount of his income is hardly less, if it
dation. s less, than that exerted by the way in which it is earned.
It makes indeed little real difference to the 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:
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 seldom reaches 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 theuceforth are engaged during long hours in
exhausting toil with imperfectly nourished bodies, and have
therefore no chance of developing their higher mental facultiea.
Their life is not necessarily unheslthy, 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
& 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 though a contented
spirit may go far towards reconciling them to these evils,
there are others to which it ought not to reconcile them.
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THE URGENCY OF THE PROBLEM OF POVERTY. 3

Overworked and undertaught, weary and careworn, without soox 1.
quict and without leisure, they have no chauce of making %

[ 1he best of their mental faculties.

Although then some of the evils which commonly go with
prerty are mnot its necessary consequences; yet, broadly
speaking, * the destruction of the poor is their poverty’': and
the study of the causes of poverty is the study of the causes
o the degradation of a large part of mankind.

§2 Slavery was regarded by Aristotle as an ordinance The world
d oature, and so probably was it by the slaves themselves in g:o.\g:tthe
ddeo time. The dignity of man was proclaimed by the mlif,;h,:'
Christian religion : it has been asserted with increa.sing vehe- Decessary:
merce during the last hundred years: but it is only through outgrow
the spread of education during quite recent times that we are that
bginning at last to feel the full import of the phrase. Now };g;;‘:;z,‘;,
s last we are setting ourselves seriously to inquire whether
i 8 necessary that there should be any so called *lower
tawes™ at all: that is whether there need be large numbers
o poople doomed from their birth to hard work in order to
povide for others the requisites of a refined and cultured
lfe; while they themselves are prevented by their poverty
ud Wil from having any share or part in that life.

The hope that poverty and ignorance may gradually be
ntinguished derives indeed much support from the steady
pugress of the working classes during the present century.
The steam engine has relieved them of much exhausting and
dgrading toil; wages bave risen; education has been im-
pored and become more general; the railway and the
pinting press have enabled members of the same trade in
dficrent parts of the country to communicate easily with
n another, and to undertake and carry out broad and far-
weing lines of policy; while the growing demand for intel-
ligent work has caused the artisan classes to increase so
npidly that they now outnumber those whose labour is
etirely unskilled. A great part of the artisans have ceased
w belong to the “lower classes” in the sense in which Y
the term was originally used; and some of them alresady
kad 3 more refined and noble life than did the majority of

the upper classes even a century ago.
1—2
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BOOE 1. This progress has done more than anything else to give

8- % practical interest to the question whether it is really impos-

sible 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.

This The question cannot be fully answered by economic

neskiod  aoience; for the answer depends partly on the moral and

ves ita
ighest  political capabilities of human nature ; and on these matters

interent to

sconomic  the economist has no special means of information; he must

R o 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.

Buk first § 3. But before considering in detail the purpose and

E;“?“‘ acope of economic science it is advisable to trace the chief

bowit  gteps by which it has arrived at its present position. Some

ia that . . . :

economic  explanation is required, at starting, of the paradox that a

in the main 8cience which deals with such vital questions is still in its

Hovust infancy. This is partly because the bearing of economics on
the higher well being of man has been overlooked; and a
science which has wealth for its subject matter, is repugnant
at first sight to the studious mind. Those who do most to
advance the bouudaries of knowledge, seldom care much
about the possession of wealth for its own sake: and 1t is not
unnatural that their just contempt for wealth as an end of
life should extend itself to the study of wealth, and cause
them generally to neglect it. But the chief part of the
explanation is to be found in the fact that most of the
phenomena with which modern economic science is com-

cerned, are themselves in their infancy.

This will The ordinary business of life is entirely different in form
befound  fom what it was even a little while ago. It may be true

chiefly be- that the change in substance is not so great as the change
CATLAA . N N

Day  in outward form; and it will be argued later on that much
phenomens more of modern economic theory than at first appears can
f{i&n‘;f,fmh be adapted to the conditions of backward races. But unity



ECONOMICS IS A MODERN SCIENCE.
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i substance underlying many varieties of form is not easy woox 1.
o detect; and the changes in form have had the effect of <™
making writers in all ages profit less than they otherwise conct;med
might have done by the work of their predecessors. Modern of recent
eonoraic phenomena however, though very complex, are %'
in many ways more definite than those of earlier times.
Business is more clearly marked off from other concerns
f life, the rights of individuals as against others and
¥ against the community are more sharply defined, and
above all the emancipation from custom, and the growth of
free activity, of constant forethought and restless enterprise
bave given a new precision and a new prominence to the
auses that determine value. The starting point of our
wience therefore cannot be made clear without a brief
soount of the growth of modern forms of business; and to
that we proceed next. We are however in difficulty for
vaat of 8 word to express properly the special character of
widern businesa.
§4 It is often said that the modern forms of business The funda.
a dwtmgulshed from the carlier by being more competitive. ch"me,
Bat this account is not quite satisfactory. The strict mean- istic of

ern

ing of competition seems to be the racing of one person businessis
pe g I oo

aainst another, with special reference to bxddmg for the sale pgtltlon
o purchase of anything. This kind of racing in business is :,il";l;“
m doubt both more intense and more widely extended than "f:f:r‘l“’"
t wed to be: but it is only a secondary, and one might

most say, an accidental consequence from the fundamental
characteristics of modern business.

There is no one term that will express these characteris- but selr.
e Mequately. They are, as we shall presently see, a certain folance,
idependence and habit of choosing one’s own course for §opdence,
weself, a self-reliance; a deliberation and yet a promptness ghoice and
of choice and _]udgrnent and a habit of forecasting the future thougbt.
wd of shaping one’s course with reference to distant aims.

They nay and often do cause people to compete with one
another; but on the other hand they may tend, and just now
wdeed they are tending, in the direction of co-operation and
ombination of all kinds good and evil. But these tendencies

wwanls collective ownership and collective action are funda-
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mentally different from those of earlier times, because

are the result not of custom, not of any passive driftinga
association with one’s neighbours, but of free choice by
individual of that line of conduct which after careful dinillhed
ration seems to him the best suited for attaining his ends,
whether they are selfish or unselfish.

Further the term “competition” not only fails to go to
the root of the matter, aud thus errs by defect; it also errs by
excess. For it has gathered about it evil savour, and has
come to imply a certain selfishness and indifference to the
well-being of others. Now it is true that there is less delibe-
rate selfishness in early than in modern forms of industry;
but there is also less deliberate unselfishness. It is the deli-
berateness and not the selfishness that is the characteristic
of the modern age.

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; but it also pre-
scribes an attitude of hostility to strangers. In a modern
society the obligations of family kindness become more in-
tense, 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 stan-
dard 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 far closer and stronger than before;
family affection leads to much more self-sacrifice and devotion
than it used to do. And again 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 fr:_edom
the slaves in the West Indies. In every age poets and
reformers have tried to stimulate the people of their
time to a uobler life by enchanting stories of the virtues
the heroes of old. But neither the records of history nor




CHARACTERISTICS OF MODERN BUSINESS,

cuntemporary observation 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 beuefit of others in cases where custom and law

7
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have left hiin free to 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 the corn-dealers and money-lenders of the
East.

Again the modern era has undoubtedly given new open-
ings for dishonesty in trade. The advance of knowledge has
discovered new ways of making things appear other than they
are, and has rendered possible many new forms of adultera-
tion. The producer is now far removed from the ultimate
consumer; aud 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 neighbours. The oppor-
tunities for knavery are certainly more numerous than they
were; but there is no reason for thinking 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 et 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 population 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 meutal ability’.

1 Adulteration aund fraud iu trade were rawopant in the middle ages to an
extent that is very astonishing when we consider the difficulties of wrong doing

DOT MOre
dishonest,
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There are thus strong reasons for doubting whether ther
moral character of business in the modern age compares ass
unfavourably as is sometimes supposed with that of earliex
times. At all events, while the controversy on this point is
still unsettled, it is best to describe that character by a term
that does not imply any moral qualities whether good or evil,
but which indicates the undisputed fact that modern business
is 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 may be used in the absence of »
better.

§ 5. There is another word which will be used during
this preliminary survey, and of which some account should
be given here.

“The word VALUE” says Adam Smith “has two different
meanings, and sometimes expresses the utility of some
particular object and sometimes the power of purchasing
other goods which the possession of that object conveys
The one may be called value in use, the other value in
exchange.” In the place of “value in use” we now speak
of ** utility;” while instead of *value in exchange” we often
say “ exchange-value ” or simply “ value” “ Value” by itself
always means value in exchange.

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
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

without dotection at that time (comp. Ochenkowski's England's wirthschaftlicke
Entwickelung im Ausgange des Mittelalters, pp. 87, and 98—4).
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st any place and time, while a 'ton of tin will exchange for soox 1.

ninety sovereigns, we say that their prices then and there
an £16 and £90 respectively, and we know that the value of
aton 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
prchasing power of money changes so far as that thing goes.
If the purchasing power of money rises with regard to some
dings and at the same time falls equally with regard to
wually importaut things its general purchasing power, or its
pwer of purchasing things in general, has remained stationary.
Itis true that this way of speaking is vague, because we have
wt considered how to compare the importance of different
things. This is a difficulty which we shall have to deal with
bter on: but meanwhile we may accept the phrase in the
ngue but quite intelligible usage that it has in ordinary
dieourse.

Throughout the earlier stages of our work it will be best
lospeak of the exchange value of a thing at any place and
time as measured by its price, that is, the amount of money
for which it will exchange then and there, and to assume
that there is no chaoge in the general purchasing power of
maoey’,

$ Ip this we mre only following the practice of the ordinary business of life,
shich nvariably starts by idering one chauge at a time and assuming for
s while that ‘“ other things are equnal.” As Conrnot pointa out (Principes
de la Théorie des Richesses, Ch. n.), we get the same sort of

from assuming the existence of a standard of uniform purchasing

by which to measure valae, that astronomers do by assuming that there

s “mesn suu” which crosses the meridian at nniform intervals, so that

elock can Reep pace with it; whereas the actual snn crosses the meridian
before and sometimes after noon as shown by the clock.

CH. 1.
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CHAPTER 1L
THE GROWTH OF FREE INDUSTRY AND ENTERPRISE

BOOK I. § 1. The chief events in history are due to the action of
CE.- I individuals. The conditions which have made these events
Individnal pogsible are nearly all traceable to the influence of inherited

and race  institutions and race qualities and of physical nature. But
character

actand  race qualities themselves are mainly if not entirely caused by

react ~ the action of individuals and physical causes in more or less

another:  remote time. A strong race has often sprung, in fact as well

much iv- a8 in name, from some progenitor of singular strength of

fluenced by .

physical ~ body and character. The usages which make a race strong

c4n8eS- in peace and war are often due to the wisdom of a few great
thinkers who have interpreted and developed its customs
and rules, perhaps by formal precepts, perhaps by a quiet and
almost unperceived influence. But none of these things are
of any permanent avail if the climate is unfavourable to
vigour: the gifts of nature, her land, her waters, and her skies,
determine the character of the race’s work, and thus gives
tone to social and political institutions.

Savage These differences do not show themselves clearly so long as

lifeis ruled . . . .

by custom Inan is still savage. Scanty and untrustworthy as is our infor-

;’;ﬁi’.’" mation about the habits of savage tribes, we know enough of
them to be sure that amid great variety of detail they show
a strange uniformity of general character. Whatever be their
climate and whatever their ancestry, we find savages living
under the dominion of custom and impulse; scarcely ever
striking out new lines for themselves; never forecasting the
distant future, and seldom making provision even for the

near future; fitful in spite of their servitude to custom,
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governed by the fancy of the moment; ready at times for moox =
the most arduous exertions, but incapable of keeping them- oa 1.
selves long to steady work. Laborious and tedious tasks are

avoided as far as possible; those which are inevitable, are

done by the compulsory labour of women.

It is when we pass from savage life to the early forms Physical
of civilization that the influence of physical surroundings most ot
forces itself most on our notice. Many of the events even E"{,::hn’
of early history are no doubt to be attributed chiefly suly
to the action of individuals, though our records may be ci
gilent about them. But in this stage of his progress man’s
power of contending with Nature is small: he can do nothing
without her generous help. Nature has marked out a few
places on the earth’s surface as specially favourable to man’s
first attempts to raise himself from the savage state; and the
fist growth of culture and the industrial arts was directed
and controlled by the physical conditions of these favoured

oot

Even the simplest civilization is impossible unless man’s which
efforts are more than sufficient to supply him with the h"enm'
necessaries of life; a surplus over them is required to m“::,%m
support that menta.l effort in which progress takes its rise. climates.
And therefore, as Buckle has pointed out’, all early civili-
zations have been in warm climates where the necessaries of
life are small, and where Nature makes bountiful returns
even to the rudest cultivation. They have often gathered
around a great river which has lent moisture to the soil and
afforded an easy means of communication. The rulers have
generally belonged to a race that has recently come from a
cooler climate in a distant country or in neighbouring moun-
tain lands. For a warm climate is destructive of energy; the Ruling

force which enabled them to rule has almost in every case g,‘,’:;'&'eﬁ
been the product of the more temperate climate of their early cuergles
homes. They have indeed retained much of their energy in politics,

their new homes for several generations, living meanwhile in industry.

1 On the general question of the influence of physical surroundings on race
character, both directly and indirectly, by determining the nature of the dominant
oecupations, see Knies, Politische (Bkonomie, and Hegel's Philosophy of History.
Compare also Aristotle's Politics, and Montesquieu's Esprit des Lois.
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THE GROWTH OF ECONOMIC FREEDOXM.

luxury on the surplus pruducts of the labour of the subject
races; and have found scope for their abilities in the work of
rulers, warriors, and priests. Originally ignorant, they have
quickly learnt the best wisdom that their subjects had to
teach, and have carried it further; improving the arts of pro-
duction und extending the boundaries of knowledge. Butin
this stage of civilization an enterprising intellectual character
has almost always been confined to the ruling few, it has
scarcely ever been found in those who have borne the main
burden of industry.

The reason of this is that the climate which has rendered
an early civilization possible has also doomed it to weakness'
In colder climates nature provides an invigorating atmo-
sphere; and though man has a hard struggle at first, yet as
his knowledge and riches increase he is able to gain plentiful
food and warm clothing; and at a later stage he provides
himself with those large and substantial buildings which sre
the most expensive requisites of a cultured life in places
in which the severity of the weather makes it necessary that
nearly all domestic services and meetings for social inter-
course should have the protection of a roof. But the fresh
invigorating air which is necessary to the fulness of life
cannot be obtained at all when Nature does not freely give i’
The labourer may indeed be found doing hard physical work
under a tropical sun; the handicraftsman may have artistic
instincts; the sage, the statcsman or the banker may be acute
and subtle: but high temperature makes hard and sustained
physical work inconsistent with a high intellectual activity.
Under the combined influence of climate and luxury the
ruling class gradually loses its strength; fewer and fewer of

1 Montesquieu says quaintly (Bk. xrv. ch. 2), that the superiority of strength
caused by a cold climate produces among other effects “a greater sense of sape
riority, that is, leas desire of revenge and a greater opinion of security, that is
more frankness, less suspicion, policy, and cunning.” These virtues wre emid
nently helpful to economic progress.

# This may have to be modified a little, but only a little, if Mr Galton
prove to be right in thinking that small numbers of s ruling race in a hot country,
as for instance the Euglish in India, will be able to sustain their coustitut|
vigour nnimpaired for many generations by a liberal use of artificial ice, or of
cooling effects of the forcible expansion of compressed air. 8ee his Preside
Address to the Anthropological Institute in 1887.
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them are capable of great things: and at last they are over- ook 1.
thrown by a stronger race which has come most probably %™
from a cooler climate. Sometimes they form an interroe-

diate caste between those whom they have hitherto ruled and

their new rulers; but more often they sink down among the
spiritless mass of the people.

Such a civilization has often much that is interesting to In an early
the philosophical historian. Its whole life is pervaded almost f,i),t‘;f.?i‘,?{‘
uncouscinusly by a few simple ideas which are interwoven in B80%.
thut pleasant harmony that gives their charm to Orienta] movement.
carpets. There is much to be learnt from tracing these ideas
to their origin in the combined influence of race, of physical
surroundings, of religion, philosophy and poetry; of the
incidents of warfare and the dominating iufluence of strong
individual characters. All this is instructive to the econo-
mist in many ways; but it does not throw a very direct light
ou the motives, which it is his special province to study.

For in such a civilization the ablest wen look down on work;
there are no bold free enterprising workmen, and no adven-
turous capitalists; despised industry is regulated by custom,
and even looks to custom as its sole protector from arbitrary

tyranny.
The greater part of custom is doubtless but a erystallized Custom is
. . v -
forin of oppression and suppression. But a body of custom ;gngalunf
the sidv o

which did nothing but grind down the weak could not long e girong.
survive. For the strong rest on the support of the weak,
their own strength cannot sustain them without that support;
and if they organize social arrangements which burden the
weak wantonly and beyond measure, they thereby destroy
themselves. Consequently every body of custom that en-
dures, contains provisions that protect the weak from the
most reckless forms of injury’,

In fact when there is little enterprise and no scope for and is in-

. op: . . deed n ne-

effective competition, custom is a necessary shield to defend cessary
people not only from others who are stronger than them- e’
selves, but even from their neighbours in the same rank of g:)e’:_l}fn?‘

life. If the village smith can sell his plough-shares to none nication
are sinall.

! Cump. Bagehot's Physics and Politics, also Mr Herbert Spencer’s and Sir
Heary Mainc's writings.
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s disguised work surely and slowly: but they take generations instead of
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but the village; and if the village can buy their shares from
no one but him, it is to the interest of all that the price
should be fixed at a moderate level by custom. Thus custom
earns sanctity: and there is nothing in the first steps of pro-
gress that tends to break down the primitive habit of regard-
ing the innovator as impious, and an enemy. The influence
of economic causes is pressed below the surface. There they

years to produce their effect; and their action is so subtle as
easily to escape observation altogether. They can inded
hardly be traced except by those who have learnt where to
look for them by watching the more conspicuous and rapid
workings of similar causes in modern times. Thus the
“moderate level” at which custom fixes the price of a plough-
share will be found when analysed to mean that which gives
the smith in the long run about an equal remuneration
(account being taken of all his privileges and perquisites)
with that of his neighbours who do equally difficult work; or
in other words, that which under the regime of free enterprise,
of easy communications and effective competition, we should
call a normal rate of pay. If a change of circumstances
makes the pay of smiths, including all indirect allowances,
either less or more than this, there almost always sets in a
change in the substance of the custom, often almost unre-
cognized and generally without any change in form, which wil
bring it back to this level. But to this point we must return
later on.

§ 2. This force of custom in early civilizations is partly
a cause and pa.rtlv a consequence of the limitations of indid
vidual rights in property. As regards all property more
less, but especially as regards land, the rights of the &
are generally derived from and limited by, aud in every
subordinate to those of the household and the family in
narrower sense of the term. The rights of the household
in like manner subordinate to those of the village; which §
often only an expanded and developed family, according
traditionary fiction if not in fact. The affairs of governmen!
have always received the careful attention of historians;
prominence has been given to the influence which the
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of government have exerted on the development of industry soox 1.

and commerce. But insufficient attention has been paid
to that exerted by the collective ownership of property.

It is true that in an early stage of civilization few would
have had much desire to depart far from the practices
that were prevalent around them. However complete and
sharply defined had been the rights of individuals over their
own property, they would have been unwilling to face the anger
with whbich their neighbours would regard any innovation,
and the ridicule which would be poured on anyone who should
set himself up to be wiser than his ancestors. But many
little changes would occur to the bolder spirits; and if they
had been free to try experiments on their own account, changes
might have grown by small and almost imperceptible stages,
until sufficient variation of practice had been established to
blur the clear outline of customary regulations, and to give
considerable freedom to individual choice. When however
each head of a household was regarded as only senior partner
and trustee for the family property, the smallest divergence
from ancestral routine met with the opposition of people
who had a right to be consulted on every detail.

And further in the background behind the authoritative
resistance of the family was that of the village. For though
vach family had sole use for a time of its cultivated ground,
yet often many operations were conducted in common, so that
each had to do the same things as the others at the same
time. Each field when its turn came to be fallow, became
part of the common pasture land; and the whole land of
the village was subject to redistribution from time to time’,

! Though the matter is not altogsther free from controversy, there seems good
resson to believe that the Teatonic Three Mark system was a survival of primitive
customs that had prevailed, of conrse with endless variety in detail, among the
forefathers of nearly all white races. Traces of such a plan exist even now
in Tudia and amoug some Sclavonic peoples, and analogies to it are found among
some races of other colours, In the Thres Mark system, in its typical form,
one xmall part, the home mark, was set aside permanently for living on, aud
earh family retained its share in that for ever. The second part or srable 1aark
was divided into three large fields, in each of which each family had a plot. Two
wl these were cultivated every year, and one left fallow. The third wnd lurgest
mrt was used as grazing land by the whole village in common; as was also
the fallow fleld in the arable mark. In some cases the arable mark was from time
tn time abandoned to pasture, and land to make a new arable mark was cut out of

CH, 11.
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soox 1. Therefore the village had a clear right to prohibit any in-

‘® ™ povation; for it might interfere with their plans for the

collective cultivation; and it might ultimately impair the

value of the land, and thus injure them when the time came

for the next redistribution. In consequence there often

grew up a complex network of rules, by which every

cultivator was so rigidly bound, that he could not use his

own judgment and discretion even in the most trivial details

It is probable that this has been the most important of all

the causes which have delayed the growth of the spirit of

free enterprise amoug mankind. It may be noticed that

the collective ownership of property was in harmony with

that spirit of quietism which pervades many eastern religions;

and that its long survival among the Hindoos has been

partly due to the repose which is inculcated in their religious
writings.

The in- It is probable that while the influence of custom over

fluence of . . .
custom on Prices, wages and rent has been overrated, its influeuce

the wods  OVET the forms of production and the general economic

of industry grrangements of society has been underrated. In the one

lative.  case its effects are obvious, but they are not cumulative; and
in the other they are not obvious, but they are cumulative
And it is an almost universal rule that when the eftfects of s
cause, though small at any one time, are constantly work-
ing in the same direction, their influence is much greater
than at first sight appears possible.

But however great was the influence of custom in early
civilization the spirit of Greeks and Rowans was full of enter-
prise, and more interest attaches to the inquiry why modem
economic problems were unknown to them.

TheGreeks  § 3. The chief leadership of progress has fallen to the
brought .

Northern BSuccessive waves of Aryaus that have spread over Europe and
energY 80 Asia from their early homes in lands of frost and snow'

Orental  Some went far southwards early: early they became rulers

the common mark, and this involved a redistribution. Thus the treatmont of its
laud by every family affected for good or ill all the members of the village.

! It matters little for our purposes whether this home was in the lofty plateas
that forms the centre of the Asistic European Continent, or a8 some now contend,
in the north of Europe.
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and leaders of other uatiouns, and early they lost their best woox :.
strength under the intluence of luxury and a warm climate. & ™
But others went on increasing in strength through long cen-

turies amid the invigorating influences of a bracing climate

and constant contlict ; and at last a band of them, spreading
southwards from the Danube, found itself in a mountainous

land whose many harbours opened on the Mediterranean Sea.

Each harbour was cut off from its neighbours by the moun-

tains and was united by the sea with the most suggestive
thoughts and mysteries of the world. The Greeks were
within a few days’ sail of nearly all that was best worth
kunowing about, whether in thought or feeling, in action or in
aspiration. Persia, Assyria, Phenicia, Judea, and Egypt,

ware all at the eastern end of that great sea that unites Asia,
Africa, and Europe; and India was not far off.

The new impulse towards freedom in thought and action The older
came from the sea. Great river basins had been the homes tj;:,]ﬁ'w‘
of most of the earlier civilizations: famine seldom visited l'mflh"""
their well-watered plains; for in a climate in which heat is
never lacking, the fertility of the soil varies almost directly
with its moisture: and their channels offered means of easy
communication that were favourable to simple forms of trade
and division of labuur, and did not hinder the movements of
the large armies by which the despotic force of the central
guvernment was maintained. It is true that the Pheenicians
lived on the sea. This great Semitic race did good service
by preparing the way for free intercourse among many
peoples, and by spreading the knowledge of writing, of arith-
metic, and of weights and measures: but they gave their
chief energies to commerce and manufacture. It was left
for the genial sympathies and the fresh spirit of the Greeks
to breathe in the full breath of freedom from the sea: and to
develop in their own free lives the best thoughts and the
highest art of the Old World.

Their numberless settlements in Asia Minor, Magna Tbe sea
Grecia, and last of all in the Peloponnesus, developed freely E;ef,;:se
their own ideals under the influence of the new thoughts KioTledee.

freedom,

that burst upon them; having constaut intercourse with one sud the
power of

anuther, as well as with those who held the keys of the older variation.
M. 2
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soox 1. learning; sharing one another’s experiences, but fettered by
“®™  no authority. Energy and enterprise, instead of being re-
pressed by the weight of traditional usage, were encouraged
to found a new colony and work out new ideas without
restraint.
Their cli- Their climate absolved them from the need of exhausting
e nde work; they left to their slaves what drudgery had to be done,
: and gave themselves up to the free play of their fancy.
House-room, clothing and firing cost but little; their genial
sky invited them to out-of-door life, making intercourse for
and It social and political purposes easy and without expense. And
quickly  yet the cool breezes of the Mediterranean so far refreshed
m their vigour, that they did not for many generations loee the
spring and elasticity of temper which they had brought from
their homes in the North. Under these conditions wire
matured a sense of beauty in all its forms, a subtle fancy and
an originality of speculation, an energy of political life, and s
delight in subordinating the individual to the state, such as
the world has never again known'.
Modernin  The Greeks were more modern in many respects than the
peoples of medizval Europe, and in some respects were even
;"des"‘ in advance of our own time. But they did not attain to the
mm" conception of the dignity of man as man; they regarded
belonging slavery as an ordinance of nature, they tolerated agriculture
and there. Dut they looked on all other industries as involving degrads-
didnot ©  tion®; and modern economic problems were unknown to them.
anticipate They had never felt the extreme pressure of poverty.
economic Earth and sea, and sun and sky had combined to make it
easy for them to obtain the material requisites for a perfect
life. Even their slaves had considerable opportunities of

pensive,

1 Compare Neumann and Partsch, PAysmkaliscke Geographie tonm Griechew
land, ch. 1.

3 “Nature has made neither bootmakers nor blacksmiths, such occupations
degrade the people engaged in them, miserable mercenaries excluded by their very
position from political rights." (Plato, Laws, x11.) *In the state which is best
governed the citizens...must not lead the life of mechanics or tradesmen, for such
s life is ignoble and inimical to virtae," (Aristotls’s Politics, vii. 9; see also m1.5.)
Theee passages give the key-note of Greek thought with regard to business.
of course there were few independent fortunes, especially in the early days
Greece, 80 that many of their best thinkers were compelled to take some share
businees.
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re: and had it been otherwise, there was nothing in the soos 1.

k temper, and nothing in the lessons that the world had %™

p to that time learnt, to make them seriously concerned.
excellence of Greek thought has made it a touchstone

which many of the leading thinkers of after ages have
tned every new inquiry: and the impatience with which the
sademic mind has often regarded the study of economics is
ia a great measure due to the impatience which the Greeks
fdi fur the anxious cares and plodding work of business.

And yet a lesson might have been learnt from the quick Their

deendence of Greece; which was brought about by the want of o o htience
thit solid earnestness of purpose, which no race has ever 3‘:&.“;‘;
maintained for many generations without the discipline indrstry
of teady industry. Socially and intellectually they were their fall.
free: but they had not learnt to use their freedom well; they
bad no sclf-mastery, no steady persistent resolution. They
bad all the quickness of perception and readiness for new
sygestions which are elements of business enterprise; but
they had not its fixity of purpuse and patient endurance.
The genial climate gradually relaxed their physical energies;
they were without that safeguard to strength of character
which comes from resolute and stedfast persistence in hard
work ; and they sank into frivolity.

§i Civilization still moving westwards had its next Tne
reutre in Rome. The Romans were a great army, rather “jrength of

than 8 great nation. They resembled the Greeks in leaving §f the
busness as much as possible to slaves: but in most other fitted them
mepects were a contrast to them. In opposition to the fresh ness, but
fulness of the life of the Greeks, to the youthful joy with fhey pre:
vhich they gave free play to all their faculties and developed ;“;m‘l'f
their own idiosyneracy, the Romans showed the firm will, by the
the rons resolution, the absorption in definite serious aims of

the mature man’.

3 This fundamental opposition between the Greek and Roman tempers was
ke cloar by Hegel in lis Philosophy of Mistory. He calls the freedom from
contrul, whether of thought or action, objective freedom ; while he gives
vame of swhjectire freedom W the freedow from waywarduness, * the freedom
wirit which réposes on itself, absolute self-determination.”” The former
o the Greeks, the latter to the Romans; while the Teutonic spirit under
infteence of Cliristianity is uniting the two and working towards complete
Cowpare also Ksatz, Entwickeluny der National Ekonomie, Bk. 1.

2-2
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BOOK 1. They were strong and daring, steady of purpose and
¢ - abundant in resource: they had in constant use all the
faculties that are required for business enterprise. Singularly
free from the restraints of custom, every one shaped his own
life for himself with a deliberate choice that had never been
known before: in fact the freedom of trade, of commerce, and
of movement throughout the civilized world was in some
respects greater in the days of the Roman empire than it is
even now',
and thas But as soon as Rome obtained dominion, her ablest
pxerted & citizens withdrew themselves from business, and gave their
(‘;;ﬂ:::“ strength to politics, to the arts of governmeut, and to some
nomic  slight extent to the arts of culture. They respected agricul-
$R% ture; but they allowed large farms worked by slaves to take
the place of the small holdings of freemen. They were by
no means superior to the lust for wealth; but they acquired
it by the sword. So gained it led to a hardness of spirit aud
a reckless wickedness of luxury amid which Rome fell, having
done even less than Greece had done towards investigating
the economic conditions of social well-being.
But in- But yet in one direction Rome had a great influence over
?{,?;'-‘,K succeeding economic thought, for she laid the foundations f
fluenced it jyrigprudence. What philosophic thought there was in Rome

for good . oy s .
and eﬂlgb! was chiefly Stoic; and most of the great Ruman Stoics were

f
the modom of Oriental origin. Their philosophy when transplanted to

:;‘JPZL,_ Rome developed a great practical power without losing its
intensity of feeling; and in spite of its severity, it had init

* much that is kindred to the suggestions of modern socal

The Stoic 8cience. Most of the great lawyers of the Empire wer
philosophy gmong its adherents, and thus it set the tone of the later

Sttt Roman Law, and through it.uf all modern European Law
expericuce Now the strength of the Roman State had caused State rights
Somen© to extinguish those of the Clan and the Tribe in Rome at an
lawyer  earlier stage than in Greece. But many of the primitive
Aryan habits of thought as to property lingered on for a loug
while even in Rome. Great as was the power of the head o]

the family over its members, the property which he cun-

1 Comp. Nusse's Entwickelung dex wirthschaftiichen Individualismus i
England (Prewssische Jahrbicker, Vol. Lvii. p. 480).
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tulled was for a long time regarded as vested in him as the moox 1.
representative of the family rather than as an individual, “*™
Bat when Rome had become imperial, her lawyers became
the ulthnate interpreters of the legal rights of many nations:
aod under Stoic influence they set themselves to discover
the fundamental Laws of Nature, which they believed to un-
derlie the laws of all nations. This search for the essential,
x opposed to the accidental elements of justice acted as a
powerful solvent on rights of common holding for which no
nther reason than that of usage could be given. The later led them
Homan law therefore gradually but stea.dlly enlarged the mn,:‘,‘ge
sphere of contract; gave it greater precision, greater elasticity, "“nghm
ad greaver strength. At last almost all social arrangements tract.
bsd come under its dominion; the property of the individual
v clearly marked out, and he could deal with it as he
pleased’.  We see then that from the breadth and nobility
of the Stoic character modern lawyers have inherited a high
sandard of duty: and from its austere self-determination
they have derived a tendeucy to define sharply individual
nghtz in property.  And therefore to Roman and especially
Swie influence we may trace indirectly much of the good
and evil of our present economic system; on the one hand
much of the untrammelled vigour of the individual in manag-
mg his own affairs, and on the other not a little harsh wrong
e under the cover of rights established by a system of law
which bas held its ground because its main principles are
wise and just.
The strong sense of duty which Stoicism brought with it The pride
fom its Oriental home had in it somethmg also of Eastern :neh'.,pmy
qictism.  The Stuic though active in well-doing was proud 5ioice

deprived
d bemg superior to the troubles of the world: he took his :‘;g:"{;“

inward
share in the turmoil of life because it was his duty to do so, Bll'?mony

it he pever reconciled himself to it: his life remained sad yecon.

aid stern, oppressed by the consciousness of its own failures. Slistion of

This inner contradiction, as Hegel says, could not pass away :“;':r:“";f:g

tll inward perfection was recognmized as an object that could ?ﬂer per-
b sttained only through self-renunciation; and thus its pur-

5 As regards the whole of this subject, Englishmen owe conspicunus debts to
Sz Heury Maine'e writingy.
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ook 1. suit was reconciled with those failures which necessarily

“% % company all social work’. For this great change the
Sacted by religious feeling of the Jews prepared the way. But
Chris- world was not ready to enter into the fulness of the Christian
spirit, till a new tone had been given to it by the deep
personal affections of the German race. Even among the
German peoples true Christianity made its way slowly: and
for a long time after the fall of Rome there was chaos in
Western Europe.
The § 5. The Teuton, strong and resolute as he was, found it
Tenten  yvery difficult to free himself from the bonds of custom and of
learn from jonorance. The heartiness and fidelity® which gave him his

those
whom  gpecial strength, inclined him to cherish overmuch the insti-

zgel:‘-:g.wu' tutions and customs of his family and his tribe. No other
great conquering race has shown so little capacity as the
Teutons have done for adopting new ideas from the mor
cultured, though weaker, people whom they conquered. They
prided themselves on their rude strength and energy; and
cared little for knowledge and the arts. But these found a
temporary refuge on the Eastern coasts of the Mediterranea;
until another conquering race coming from the south was
ready to give them new life and vigour.

Our debt The Saracens learnt eagerly the best lessons that the

'gl:::ous. conquered had to teach. They nurtured the arts and sciences,
and kept alive the torch of learning at a time when the
Christian world cared little whether it went out or not;
and for this we must ever owe them gratitude. But
moral nature was not so full as that of the Teutons, The
warm climate and the sensuality of their religion
their vigour rapidly to decay; and they have vxercised
little direct influence on the problems of modern civilization"

Later on The education of the Teutons made slower but surer

moved . gress. They carried civilization northwards to a climate §

1 Hegel's Philosophy of History, Part 1. § iii.

® Hegel (Philosophy of History, Part 1v.) goes to the root of the matter
he speaks of their energy, their free spirit, their absolute eelf.
(Eigensinn), their heartiness (Gemiith), and adds, “ Fidelity is their second
word as Freedomn is the first.”

8 A brilliant eulogy of their work is given by Draper, Intellectual
of Exrope, ch. xiii.

.
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shich sustained hard work has gone hand in hand with the soox 1.
sow growth of sturdy forms of culture; and they carried it "
vestwards to the Atlantic. Civilization which had long ago morth-
kft the shores of the rivers fur those of the great inland sea, westwards.
ms ultimately to travel over the vast ocean.

But these changes worked themselves out slowly, The and the
fist point of interest to us in the new age is the re-opening between
of the old conflict between town and nation that had been 'on% 2ud
mspended by the universal dominion of Rome; which was revived.
mdeed an army with head-quarters in a town, but drawing
it power from the broad land.

§ 6. Until a few years ago complete and direct self- Soloug
government by the people was impossible in a great nation: it B8 here
onld exist only in towns or very small territories. Govern- :ﬂj“l‘,':}l’,’l'
went was necessarily in the hands of the few, who looked ing prese.
upou themselves as privileged upper classes, and who treated a large
the workers as lower classes. Consequently the workers, Sould Saly
even wheu permitted to manage their own local affairs, had :’{,’;2;‘,“
wt the cournge, the self-reliance, and the habits of mental tocracy,
ativity, which are required as the basis of business enterprise. common
And a5 a matter of fact both the central Governmentand the PP
local magnates did interfere directly with the freedom of in-
dustry; prohibiting migration, and levying taxes and tolls of
the most burdensome and vexatious character. Even those of
the lower classes who were nominally free, were plundered by
abitrary fines and dues levied under all manner of excuses,
by the partial administration of justice and often by direct
rilence and open pillage. These burdens fell chiefly on
just thase people who were more industrious and more thrifty
than their neighbours, those among whom, if the country
had been free, the spirit of free enterprise would gradually
bave arisen to shake off the bonds of tradition and custom.

Far different was the state of people in the towns. There But there
the industrial classes found strength in their numbers; and if:}.‘;-s he
eien when unable to gain the upper hand altogether, they ;z?e;ﬁ"'
wre not, like their brethren in the country, treated as ment ‘:)Yple
though they belonged to a different order of bemgs fromn in the free
their rulers. In Florence and in Bruges, as in ancient towns.

Athens, the whole people could hear from the leaders of
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public policy a statement of their plans and the reasons for
them, and could signify their approval or disapproval before
the next step was taken. The whole people could discuss
together the social and industrial problems of the time,
knowing each other's counsel, profiting by each others
experience, working out in common a definite resolution and
bringing it into effect by their own action. But nothingj
this kind could be done over a wide area till the invention
the telegraph, the railway and the cheap press.

By their aid a nation can now read in the morning what
its leaders have said on the evening before; and ere another day
has passed the judgment of the nation on it is pretty
known. By their aid the council of a large trades-union
at a trifling cost submit a difficult question to the j
of their members in every part of the country and get
decision within a few days. Even a large country can now
ruled by its people; but till now what was called «
Government” was of physical necessity the government by
more or less wide oligarchy. Ouly those few who el
themselves go frequently to the centre of (iovernment,
who could at least receive constant communication from§
could take part directly in government. And though 4
much la.rger number of people would know enough of el
was going on to make their will broadly effective, thmugq
their choice of representatives, yet even they were till a f
years ago a very small minority of the whole nation; and
representative system itself is only of recent date. |

Switzerland indeed has been free: for its mountains oppes
hindrance to the movements of large armies, apd
cavalry almost useless; and it has nourished a sturdy
which has been strengthened from time to time by
from among the bolder spirits of neighbouring lands M
the range of intercourse of those who live in mountainsl
generally small. Except when enriched by the lavish axpsl
diture of tourists from more favoured lands, they live
lives, overworked during their short summer, and stagnatil
in close rooms during their long winter. They have ¥
therefore had that mental activity and enterprise which
characterized the free cities.

_ ]
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§7. In the Middie Ages then the history of the rise and soox 1.
gtowns is the history of the rise and fall of successive % "

on the tide of progress The medimval towns as & The Medi.

owed their origin to industry, and did not despise it. Tra bowne
And though wealthier citizens would often succeed for g direct pre-
time in establishing a close government in which the workers of modern
bad no part, they seldom retained their power long. As a civiliza-
rle the great body of the inhabitants were full citizens, "™
deciding for themselves the foreign and domestic policy of
their city, and at the same time working with their hands
ad taking pride in their work. They organized themselves
ito Gilds, thus increasing their cohesion and educating
themselves in self-government. And though their self-
imposed regulations proved ultimately oppressive, they fitted
the conditions of industry for a long time so well that their
pessur: was not felt. And as they could be altered delibe-
nwly when there was any strong occasion for change, there
s comparatively little of that dominion of custom which is
unreooguized and therefore deadening. The same compact-
ses which rendered it possible for the whole people to meet
wgether for political purposes, enabled them quickly to
agree on any changes that their industry might require.

4s time went on they gained culture, but without losing
awgy; without neglectmg their business, they learnt to take
uintelligent interest in many things besides their business.
They were thus the true precursors of modern industrial
avilization; and if they had been left to go un their course
wdisturbed, they would probably long ago have worked ont
the solutions of many economic problems which we are only
wv beginning to face. But after being long troubled by But were
wmults aud war, they at last succumbed to the growing ™™*'**
alitary power of the countries by which they were sur-
runded

§ 8 Feudalism was perhaps a necessary stage in the Cuivalry
drelopment of the Teutonic race. It gave scope to the Efeerved
plitical ability of the dominant class, and it quickly brought gode of

honour

wild and turbulent people into some sort of discipline and towards |
w.

uwder. But it concealed under forms of some outward beauty were well

# cruelty and uncleanness physical and moral. The :)‘o‘l;u u. bt
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practices of chivalry combined extreme deference 1o women
in public with much dowestic tyranny: it combined elaborate
rules of courtesy towards combatants of the knightly order
with cruelty and extortion in dealing with the lower
classes. The ruling classes were expected to discharge their
obligations towards one another with frankness and gene-
rosity': they had ideals of life which were not devoid of
nobility; and therefore their characters will always have some
attractiveness to the thoughtful historian as well as to the
chronicler of wars, of splendid shows and of romantic inci-
dents. But their consciences were satisfied when they had
acted up to the code of duty which their own class required
of them: and one article of that code was to keep the lower
classes in their place ; though they were nften kind and even
affectionate towards those retainers with whom they lived in
daily contact.

So far as cases of individual hardship went, the Church

helped the Strove to defend the weak and to diminisk the sufferings of

growth of
economic
frecdom
in some
wuys,

the poor. Perhaps those finer natures who were attracted to
its service might often have exercised a wider and a better
influence, if they had been free from the vow of celibacy,
and able to mingle with the world. But this is no reason for
rating lightly the benefit which the clergy, and still more the
monks, rendered to the poorer classes. The monasteries
were the homes of industry, and in particular of the scientific
treatment of agriculture: they were secure colleges for the
learned, and they were hospitals and alms-houses for the
suffering. The Church acted as a peace-maker in great
matters and in small: the festivals, and the markets huld
under its authority gave frcedom and safety to trade’.

1 Treachery was however common. People compassed the deatb of their
acquaintances by assassination and poison: the host was often expected to taste
the food and drink which he offered to his guest. But as a painter rightly
fills kis canvas with the noblest faces he can find, and keeps in the background
as wmuch as pussible anything that is disgusting, 3o the popular historisw ey be
juntified in exciting the emulation of the young by historical picturcs in which the
lives of noble men and women stand out in bold relief, while a veil is drawn over
much of the surrounding depravity.  When however we want to take stock of the
world's progress, we must reckon the evil of past times as it really was; to he mure
than jnst to our ancestors is then to be leas than just to the best hopes of vur race.

3 We are perhaps apt to lay too mnch stress on the condemmation by the
Church of “nsary” and trade. There was then very little scope for lending
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nnxtable

area under the genius of a Charles the Great: but it was ::::‘:‘h

equally prone to dissipate itself into its constituent elements mmhw\

as soon as Its gmdmg genius was gone, Iml\' was for a long .\““. .\(
the citive

capital to be used in business, and when there was, the prohibition coull be

evaded by many devices. some of which were indeed smanctioned by the Church

itself. And though St Chrysoetom said that “he who procures an article to make

profit by disposing of it entire and unaltered. is ejected from the temple of Ghd,”

vet the Church encouraged merchants to bay and sell goods nualtered at taire and

elsewhere. The anthority of Church and State and the prejudices of the people

combined to persecute all “retailers and regratars,” But though wwuch of the

business of these people was legitimate trade, some of it was certainly analogous

to the “rings" and *corners” in modern produce markets.
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time ruled by its towns, one of which indeed, of Roman
descent, with Roman ambition and hard fixity of purpose
held its water-ways against all attack till quite modern
times. And in the Netherlands and other parts of the Con-
tinent the free towns were long able to defy the hostility of
kings and barons around them. But at length stable

movnarchies were established in Austria, Spain and France

A despotic monarchy, served by a few able men, drilled and

organized the military forces of vast multitudes of ignorant

but sturdy country folk; and the enterprise of the free

towns, their noble combination of industry and culture, was

cut short before they had had time to outgrow their early

mistakes.

Then the world might have gone backwards if it had not
happened that just at that time new forces were rising to
break up the bonds of constraint and spread freedom over
the broad land. Within a very short period came the inves-
tion of printing, the Revival of Learning, the Reformation,
and the discovery of the ocean routes to the New World and
to India. Any one of these events alone would have been
sufficient to make an epoch in history; but coming together
as they did, and working all in the same direction, they
effected a complete revolution.

Thought became comparatively free, and knowledge
ceased to be altogether inaccessible to the people. The free
temper of the Greeks revived; the strong self-determining
spirits gained new strength, and were able to extend their
influence over others. A new continent suggested new pro-
blems to the thoughtful at the same time that it offered &
new scope to the enterprise of bold adventurers.

§ 9. The countries which took the lead in the new
maritime adventure were those of the Spanish Peninsula. It
scemed for a time as though the leadership of the world having
settled first in the most easterly peninsula of the Mediterra-
nean, and thence moved to the middle peninsula, would
settle again in that westerly peninsula which belunged both
to the Mediterrancan and the Atlantic. But the power of
industry had by this time become sufficient to sustain wealth
and civilization in a northern climate. And the Spanish and
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Portuguese could not hold their own for long against the moox .,
more sustained energy and the more generous spirit of the -1
wrthern people; the colonists of England, Holland, and even

France demanded and obtained far more freedom than those

of Spain and Portugal

The early history of the people of the Netherlands is But soon
indeed & brilliant romance. Founding themselves on fishing ;’:,‘;:ﬁ;‘, on,
ud weaving, they built up a noble fabric of Art and Litera- to Holland:
wre, of Science and Government. But Spain set herself to
aush out the rising spirit of freedom, as Persia had done
bfore. And as Persia strangled Ionia, but only raised yet
bigher the spirit of the Peloponnesus: so the Austro-Spanish
Eapire subdued the Belgian Netherlands, but only roused
the patriotism and energy of the Dutch Netherlands and
Eugland.

Holland suffered from England’s jealousy of her commerce,
but still more from the restless military ambition of France,
It son became clear that Holland was defending the free-
dm of Europe against French aggression. But our Stuart
Kings sold their country for French gold; and it was not till
1is3 that England awoke from the slumber of a Circean
dgradation, barely in time to save Holland from destruction;
vhew ber bravest and most generous sons had already
prished on the battle-field and she was overburdened with
&bt She has fallen into the background: but Englishmen
shore all others are bound to acknowledge what she did, and
vhat more she might have done for freedom and enterprise.

France and England were thus left to conteud for the to France:
wopire of the Ocean. France had greater natural resources
than any other northern country, and more of the spirit of the
tev age than any southern country; and she was for sume time
the greatest power of the world. But she squandered in per-
pteal wars her wealth and the blood of the best of those
atizens whom she had not already driven away by religious
persecution.  The progress of enlightenment brought with it
wo gencrosity on the part of the ruling class towards the ruled,
ad a0 wisdom in expenditure.

From revolutionary America came the chief impulse
towards a rising of the oppressed French people agaiust their
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rulers. But the French were strikingly wanting in that self-
controlling freedom which had distinguished the American
colonists. Their energy and courage was manifested again in
the great Napoleonic wars. But their ambition overleaped
itself, and ultimately left to England the leadership of
enterprise on the Ocean. Thus the industrial problems of
the New World are being worked out under the direct in-
fluence, as to some extent those of the Old World are under
the indirect influence, of the English character. We may
then return to trace with somewhat more detail the growth
of free enterprise in England.



CHAPTER II1.
THE GROWTH OF FREE INDUSTRY AND ENTERPRISE CONTINUED,

§1. EXGLAND'S geographical position caused her to be gg‘fﬁ:

popled by the strongest members of the strongest races of —
wetbern Europe; a process of natural selection brought to TLe <%
b shores those members of each successive migratory wave Evgliah-
vho were most daring and self-reliant. Her climate is better
sapted to sustain energy than any other in the northern
bemisphere. She is divided by no high hills, and no part of
ber territory is more than twenty miles from navigable water,
wd thus there was no material hindrance to freedom of
interourse between her different parts; while the strength
md wise policy of the Norman and Plantagenet kings pre-
nated artificial barriers from being raised by local magnates.

As the part which Rome played in history is chiefly
doe 1o her having combined the military strength of a great
apire with the enterprise and fixedness of purpose of an
digarchy residing in one city, so England owes her greatness
© her cranbining, as Holland had done on a smaller scale
befure, much of the free temper of the medizval city with the
srength and broad basis of a nation. The cities of England
bad been less distinguished than those of other lands; but
she asimilated her towns more easily than any other country
did, and so gained in the long run most from them.

The custown of primogeniture inclined the younger sons of
families to seek their own fortunes; and having no
caste privileges they mixed readily with the common

s, This fusion of different ranks tended to make politics
i ike; while it warmed the veins of business ad-
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soox 1. venture with the generous daring and romantic aspirations
€B- 1L of noble blood. Resolute on the one hand in resistance to
tyranny, and on the other in submission to authority when it
is justified by their reason, the English have made many
revolutions; but none without a definite purpose. While
reforming the constitution they have abided by the law: they
alone, unless we except the Dutch, have known how to com-
bine order and freedom; they alone have united a thorough
reverence for the past with the power of living for the future
rather than in the past. But the strength of character which
in later times made England the leader of manufacturing
progress, showed itself at first chiefly in politics, in war, and
in agriculture.
While they ~ The English yeoman archer was the forerunner of the
e, English artisan. He had the same pride in the superionty
tion they Of his food and his physique over those of his Continental
g;;eg‘ rivals; he had the same indomitable perseverance in acquiring
‘tlheirtm perfect command over the use of his hands, the same free
f:rrl:)rg.u.'y independence and the same power of self-control and of rising
ized action. t5 emergencies; the same habit of indulging his humours
when the occasion was fit, but, when a crisis arose, of presers-
ing discipline even in the face of hardship and misfortune'
But the industrial faculties of Englishmen remained
latent for a long time. They had not inherited much a-
quaintance with nor much care for the comforts and luxuries
of civilization, In manufactures of all kinds they lagged
behind the Latin countries, Italy, France and Spain, ss
well as the free cities of northern Europe. Gradually the
wealthier classes got some taste for imported luxuries, and
England’s trade slowly increased.
Theirtrade  But there was for a long time no sign on the surface of her

o™ ® future commerce. That indeed is the product of her specal

pence of - circumstances as much as, if not more than of any natursl
m';z{lg bias of her people. . '-I‘hey had not originally, aud they have uot
andinnsvi- now, that special likiug for dealing and bargaining, nor for the

gation.

1 For the purposes of statistical comparison the well-to-do yeoman must be
ranked with the middle classes of to-day, not with the artisans: for those whe
were better off than he were very few in number; while the great wass of the
people were very far below him, and were, even in the prosperous fiftoenth
ceutory, much worse off in almost evexy respect than they are now.
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more abstract side of financial business, which is found among  noox 1.
the Jews, the Italians, the Greeks and the Armenians; trade % '™
with them has always taken the form of action rather than

o mancuvring and speculative combination. Even now

the subtlest financial speculation on the London Stock Ex-

dmnge is done chiefly by those races which have inherited

we ssme aptitude for trading which the English have for

acon.

The qualities which have caused England in later times The capi-
wder different circumstances to ex plore the world, and to make m&on
gwds and carry them for other countries, caused her even in pf *rien-
th middle ages to pioneer the modern organization of agri- nwﬂ;d the
alture, and thus to set the model after which most other that of
wodern business is being moulded.  She took the lead in g foanufac-
eaverting labour dues into money payments, a change which
much increased the power of every one to steer his course in
if sccording to his own free choice. For good or for evil
the people were set free to exchange away their rights in the
ld and their obligatious to it. The relaxation of the bonds
o custon was hastened alike by the great rise of real wages
vhich followed the Black Death in the fourteenth century;
wd by the great fall of real wages which was caused in the
xteenth century by the depreciation of silver, the debase-
went of coin, the displacement of the people from the land
ke the sake of sheep farming, and the appropriation of the
rvenues of the monasteries to the purposes of court extra-
wance. The movement was further extended by the growth
W the royal power in the hands of the Tudors, which put an
ad o private war, and rendered useless the bands of re-
amers whom the barons and landed gentry had kept toge-
ther by allowing them small holdings to cultivate. The habit
of leaving real property to the eldest son, and distributing
persoval property among all the members of the family, on
the oue hand increased the size of landed properties, and
o the other narrowed the capital which the owners had
fie working it themselves'. These causes tended to esta-,

i Mr Rogers says that in the thirteenth centary the value of arable land was
wdy s ird of the capital required to work it; and he believes that so long as the
voow of the lanl wes in the habit of cultivating it himself, tho eldest son often

) X 3
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soox 1. blish the relation of landlord and tenant in England: while
CE- M- the foreign demand for English work and the English demand
for foreign luxuries led, especially in the sixteenth century,
to the concentration of many holdings into large sheep-runs
worked by capitalist farmers. That is, there was a great
increase in the number of farmers who undertook the
management and the risks of agriculture, supplying some
capital of their own, but borrowing the land for a definite
yearly payment, and hiring labour for wages: in like manner
as, later on, the new order of English business men undertook
the management and the risks of manufacture, supplying
some capital of their own but borrowing the rest on interest
and hiring labour for wages. Thus the English large farm
was the forerunner of the English factory, in the same wayas
English archery was the forerunner of the skill of the English

artisan.
England's § 2. Meanwhile the English character was deepening.
v, The natural gravity and intrepidity of the stern races that
pereel had settled on the shores of England inclined them to em-
spiritof the hrace the doctrines of the Reformation; and these reacted on
tion, their habits of life, and gave a tone to their industry. Man
was, a8 it were, ushered straight into the presence of his
Creator, with no human intermediary: life became intense
and full of awe; and now for the first time large numbem
of rude and uncultured people yearned towards the mysteries
of absolute spiritual freedom. The isolation of each person's
religious responsibility from that of his fellows, rightly under-
stood, was a necessary condition for the highest spiritual
progress’; but the notion was new to the world, it was bare
and naked, not yet overgrown with pleasant instincts. Even
kindly natures exaggerated the sharpness of outline which
it must needs give to individuality, while the coarser natures

used various devices for alienating a part of his land to hiz younger brothers in
exchange for some of their capital. Siz Centuries of Work and Wages, pp. 61, 3.

1 The Reformation * was the affirmation...of Individuality....Individaality is
not the sum of life, but it is an essential part of life in every region of our nature
and our work, in our work for the part and for the whole. It is true, thongh it &
uot the whole truth, that we must live and die alone, alone with God.” Canoo
Westcott's Bocial Aspects of Christianity, p. 121, Comp. also Hegel's PAilosophy
of Iistory, part 1v, section iii. ch. 3.
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became self-conscious and egotistic. Their eagerness to give
bgical definiteness and precision to their religious creed
ocupied their minds, and disinclined them to lighter
tboughts aud lighter amusements. When occasion arose they
otld take combined action, which was made irresistible by
their resolute will. But they took little joy in society; they
shunned public amusements, and preferred the quieter re-
uations of home life; and, it must be confessed, some of
them took an attitude hostile to art’,

The first growth of strength had then something in it
ihat was rude and ill-mannered; but that strength was re-
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qird for the next stage upwards. Individualism had ;t:;m

w be purified and softened by much tribulation; it had to :o';gc:,xfwn

keome less self-assertive without becoming weaker, before social life.

wv instincts could grow up around it to revive in a higher
fmm what was most beautiful and most solid in the old collec-
tive tendencies. Individualism governed by the temper of the
Reformed religion intensified family life, making it deeper
ad purer, and holier than it had ever been before. It is true
that even the highest elements of our nature can be used
woegly, that an exclusive devotion to family cares has evils
o isown. Nevertheless the family affections of those races
vhich have adopted the Reformed religion are the richest and
hilst of earthly feelings: there never has been before any
mtenial of texture at once so strong and so fine, with which
whuld up a noble fabric of social life.

Holland and other countries shared with England the
grest urdeal which was thus opened by the spiritual upheaval
lhat closed the middle ages. But from many points of view,
ad especially from that of the economist, England’s experi-
taes were the most instructive and the most thorough; and

! The Beenticusness of some forms of art created in serions bnt narrow minds
dpvgudioe aguinst all art; and in revenge socialists now rail at the Reformsation
 laviry injured both the social and the artistic instincte of man. But it mnay be
metord whether the intense feelings which were engendered by the Reformation
boe ot enriched art more than their austerity has injured it. They have de-
whpw! o Hteratare and & music of their own; and if they have led man to think
dgengly of the beaaty of the works of his own hands, they have certainly in-
emed his power of appreciating the beautics of nature. It is no accident that
adcupe paiuting owes moet to lands in which the Reformed religion has pre-
nlled.

3—2
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soox 1. were typical of all the rest. England led the way in the

°- ™. modern evolution of industry and enterprise by free and self-
determining energy and will.

The econ- § 8. The effects of the Reformation on England’s indus-

fﬁ&"&g:he trial and commercial character were intensified by the fact

Beforma-  that many of those who had adopted the new doctrines in

Englavd  other countries sought on her shores a safe asylum from reli-
whs inten-

sified gious persecution. By a sort of natural selection, those of
}ﬁ?&l’w@ the French and Flemings, and others whose character was
b refugee mnost akin to the English, and who had been led by that
fromthe character to sturdy thoroughness of work in the manufactur-
ing arts, came to mingle with them, and to teach them those
arts for which their character had all along fitted them®.
During the seventeenth and eighteenth centuries, the court
and the upper classes remained mnore or less frivolous and
licentious; but the middle class and some parts of the work-
ing class tended increasingly to a severe view of life, with
little delight in amusements that interrupted work, and with
a high standard as to those material comforts which could
Itgavea be obtained only by unremitting, hard work, They strove to
z,’,;‘;bfﬁ ner produce things that had a solid and lasting utility, rather
Tnente. sua than those suited only for the purpose of festivities and
thisreacted pgtentation. The tendency, when once it had set in, was

33«1&:; promoted by the climate, for though not very severe it is
specially unsuited to the lighter amusements; and the cloth-
ing, houseroom and other requisites for a comfortable exist-
ence in it, are of a specially expensive character.

These were the conditions under which the modern in-
dustrial life of England was developed: the desire for material
comforts tends towards a ceaseless straining to extract from
every week the greatest amount of work that can be got out
of it. The firm resolution to submit every action to the
deliberate judgment of the reason tends to make every oue
constantly ask himself whether he could not improve his
position by changing his business, or by changing his method
of doing it. And, lastly, complete political freedom and secu-
rity enables every one to adjust his conduct as he has decided

1 Dr Bmiles bas shown that the debt which England owes to thwe imwmigrants
is greator than historians have sapposed, though thoy have always rated it highly.
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that it is his interest to do, and fearlessly to commit his soor 1.
person and his property to new and distant undertakings. 8. ut.
In short, the same causes which have enabled England
ad her colonies to set the tone of modern politics, have
usde thern also set the tone of modern business. The same
qulities which gave them political freedom gave them also
fee enterprise in industry and commerce’.
§ ¢ Freedom of industry and enterprise leads everyone Engliah
o seck that employment of his labour and capital in which [recuter
becan turn them to best advantage, and the chief advantage falytended
vhich he has in view is generally, though not always, the vision of
mrrease of his own income. From this results a complex ’
industrial organization, with much subtle division of labour.
Some sort of division of labour is indeed sure to grow
win any civilization that has held together for a long
vhile, however priwitive its form. Even in very backward
wuntries we find highly specialized trades; but we do not
fod the work within each trade so divided up that the plan-
usg and arrangement of the business, its management and
i nsks, are borne by onec set of people, while the manual
wrk required for it is done by hired labour. This form of
division of labour is at once characteristic of the modern
nald generally, and of the English race in particular. It may
be merely a passiug phase in man’s development; it may be
swept away by the further growth of that free enterprise
vhich has called it into existence. But for the present it
sands out for guod or for evil as the chief fact in the form
o moderu civilization, the kernel of the modern economic
moblem,
The most vital changes hitherto introduced into industrial ewpecially
bfe ontre around this growth of business UNDERTAKERS®, We ‘,ﬂ,';l.‘f, of

bave already seen how the undertaker made his appearance ,‘ﬂ"f& and

! Mr Rogers argues with great force (8iz Centuries of Work and Wages, ch. 1)
Vit the early commntation of persoual for money dues was the chief cause of what
& pomt characleristic in Bugland's political history. And certainly her political
@l mdoatrial institations not only were corminon products of the same national
Mancter, but alwo have acted aud reacted powerfully on one another.
¢ This termn, which has the suthority of Adam Smith and is habitaally ased

the Continent, seams to be the best to express those who take the risks and
ho( businesa a3 their share in the work of organized industry.
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at an early stage in England’s agriculture. The farmer bor-
rowed land from his landlord, and hired the necessary labour,
being himself responsible for the management and risks of
the business. The selection of farmers has not indeed been
governed by perfectly free competition, but has been re-
stricted to a certain extent by inheritance and by other in-
fluences, which have often caused the leadership of agricultural
industry to fall into the hands of people who have had no
special talents forit. But England is the only country in which
any considerable play has been given to natural selection: the
agricultural systems of the Continent have allowed the acci-
dent of birth to determine the part which every man should
take in cultivating land or controlling its cultivation. The
greater energy and elasticity obtained by even this narrow
play of selection in England, has been sufficient to put Eng-
lish agriculture in advance of all others, and has enabled it
to obtain a much larger produce than is got by an equal
amouunt of labour from similar soils in any other country of]
Europe’,

But the natural selection of the fittest to undertake, to
organize, and to manage has much greater scope in manufac-
ture. The tendency to the growth of undertakers in manu-
factures had set in before the great development of England's
forcign trade; in fact traces of it are to be found in the
woollen manufacture in the fifteenth century® But the
opening up of large markets in new countries gave a great
stimulus to the movement, both directly and through il
influence on the localization of industry, that is, the o
tration of particular branches of production in certain juse
lities.

1 In the latter half of the eighteenth century, especially, the
in agricultore moved very fast. Implements of all kinds were
draining was carried ont on scieutific principles, the breeding of farm animals
revolntionized by Bakewell's genins; turnips, clover, rye.grasa, &c. came
general use, and enabled the plan of refreshing land by letting it lie fallow to
superseded by that of “alternating husbandry.” These and other changes
stantly increased the capital required for the cultivation of land ; while the
of fortunes made in trade increased the number of those who were able and
to purchase their way into country society by bnying large propertiss. And!
in every way the modern commercial spirit spread in agriculture,

$ Comp. Ochenkowski, Englands wirthschaftliche Entwickelung, p, 112.
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The records of medizval fairs and wandering merchants  ssom v
show that there were many things each of which was mede "
s anly cne or two places, and thencednsuibumimhandl:ﬂ
south, cast and west, over the whole of Eurvpe. But tbo-d:
wane: whase production was localized and which travelled far, g growtn
were ahmast always of high price and small bulk: the chenpor“_":'h_
and beavier guods were supplied by each district for itself. youd e
In the colonics of the new world, however, people had not wasted
always the leisure t provide manufactures for themselves: ooy 3™
and they were often not allowed to make even those which m"‘
they could have made; for though England’s treatment of her patter=s.
colonies was more liberal than that of any other country, she
thought that the expense which she incurnd on their behalf
justified her in compelling them to buy nearly all kinds of
manufactures from herselfl There was also a large demand
for simple goods to be sold in India and to savage races.

These causes led to the localization of much of the heavier
manufacturing work. In work which requires the highly
trained skill and delicate fancy of the operative, organi-
ration is sometimes of secondary importance. But the power
of organizing great numbers of people gives an irresistible
advantage when there is a demand for whole ship cargoes of
goods of a few simple patterns. Thus localization and the
growth of the system of capitalist undertakers were two
paralle] movements, due to the same general cause, and each
of them promoting the advance of the other.

The factory system and the use of expensive appliances The under-
in umnufacture came at a later stage. They are commonly nnm:nly
supposed to be the origin of the power which undertakers “"“,'l;“"d
wield in English industry; and no doubt thoy increased it. Withont e
But it had shown itself clearly before their influence was industry
felt. At the time of the French Rovolution there was not & atil .;::o
very great deal of capital invested in machinery whothor Ay
driven by water or steam pawer; the factories were not
large, and there were not many of them. But ncarly all
the textile work of the country was then done on a systen of
coutracts. This industry was controlled by a compura-
tively small number of undertakers who set themselves
to find out what, where and when it was most advan-
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tageous to buy and to sell, and what things it was most
profitable to have made. They then let out contracts
for making these things to a great number of people
scattered over the country. The undertakers generally sup-
plied the raw material, and sometimes even the simple
implements that were used; those who tovk the contract
executed it by the labour of themselves and their families,
and sometimes but not always by that of a foew assistants,
As time went on, the progress of mechauical invention caused
the workers to be gathered more and more into factories in
the neighbourhood of water power; and when steam came
to be substituted for water power, then into larger factories
in great towns. This last movement was not liable to be
overlooked as the preceding movement was by those who
were not actually engaged in the trade’.

Thus at length general attention was called to the great
change in the organization of industry which had long been
going on; and it was seen that the system of small businesses
controlled by the workers themselves was being displaced by
the system of large businesses controlled by the specialized
ability of capitalist undertakers. The change would have
worked itself out very much as it has done, even if there
had been no factories: and it will go on working itself out

1 The quarter of a century beginning with 1760 saw improvements follow one
another in manufacture even more rapidly than in agriculture. During that
period the transport of heavy goods was cheapened by Brindley's canals, the pro-
duction of power by Watt's steam-engine, and that of iron by Cort's processes of
puddling and rolling, aud by Roebuck's method of smelting it by conl in lieu
of the charcoal that had now becowme scarce; Hargreaves, Crompton, Arkwright,
Cartwright and others invented, or at least made economically serviceable,
the spiuning jenny, the mule, the carding imachine, and the power-loom;
Wedgwood gave 8 great impetus to the pottery trade that was already growing
rapidly; and there were important inventions in printing from cylinders, in

bleaching by chemical agents, and in other processus. A cottou factory was
for the first time driven directly by stesm-power in 1785, the last year of the
period. The beginning of the nineteenth ceutury vaw st ships and st

printing-prosses, and the use of gas for lighting towns, Railway locomotion, tele-
graphy and photography came a little Iater. Our own age bins seen numberleas
improvemeuts and new cconomies in prodnction, prominent among which are thoss
relating to the production of steol, the telephone, the electrio light, and the gas.
engine; and the social changes arising from material progresy are in suine respects
more rapid now than ever. But the groundwork of the changes that have
happened since 1785 was chiefly Inid in the inventions of the years 1760 to 1785,




THE RISE OF THE FACTORY SYSTEM. 41

oen if the retail distribution of force by electric or other noox 1

agencies should cause part of the work that is now done in ° =*

fctories to be taken to the homes of the workers’, :}gs'l’)m{“g
§5. In consequence of this change the causes that away.

determine the value of labour are taking a mew character, Sencsforth

Gp to the eighteenth century manufacturing labour had been turing la-

hired, as it were, always retail; in that century it began to sold whole-

te hired wholesale. Up. to that time its price had been in ™

e main either nominally fixed by custom, or determined

by the incidents of bargaining in very small markets: the

bwpaining had been sometimes for the hire of labour, some-

tines for the =ale of its products, the workman having

himeelf undertaken the risks of production. But since then

is price has more and more been determined by the circum-

sances of supply and demand over a large area—a town,

sonntry, or the whole world.

The new organization of industry added vastly to the Thenewor.

izati
eficency of production; for it went far towards securing ign‘c:dreu:se;iu
that each man's labour should be devoted to just the highest fut was sc:
tind of work which he was capable of performing well, and ﬁ"’.’“g”,:::"d

that his work should be ably directed and supplied with the efilsimany
kst mechanical and other assistance that wealth and the were how-
bovledge of the age could afford. But it brought with it 5o ater
grat evils,  Which of these evils was unavoidable we cannot **™**
Wl For just when the change was moving most quickly,

England was stricken by a combination of calamities almost
uwparalleled in history. They were the cause of a great

mr—it is impoussible to say of how great a part—of the

sfierings that are commonly ascribed to the sudden out-

break of unrestrained competition. The loss of her great

wlonies was quickly fullowed by the great French war, which

owt her mare than the total value of the accumulated wealth

the had at its commencement. An unprecedented series of

bod harvests made bread fearfully dear. And worse than all,

amethod of administration of the poor law was adopted which
undermined the independence and vigour of the people.

1 8er Held's Socvale (Geschichte Englands, Bk. r1. ch. 111, Compare also Mr Carroll
D, Wrght's vignrous defence of the Factory system in Vol. 11, of the U, 8. Census
for 1390
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BOOX 1. The first part of this century therefore saw free e
8- M- prise establishing itself in England under unf:
circumstances, its cvils being exaggerated, and its
being suppressed by external misfortunes.
There were  § 6. The trade customs and the gild regulations
:‘:g‘;;';,{;‘;’if, which the weak had been defended in past times, were un-
reviveold guitable to the mew industry. In some places they
regulating abandoned by common consent : in others they were sestsm
' fully upheld for a time. But it was a fatal success; for fhlf
new industry, incapable of flourishing under the old bonds,
left those places for others where it could be more free'
Then the workers turned to Government for the enforcement
of old laws of Parliament prescribing the way in which the
trade should be carried on, and even for thé revival of the
regulation of prices and wages by justices of the peace.
which Liad These efforts could not but fail. The old regulations
:&‘}3 ol had been the expression of the social, moral and economic
{iﬂ;"‘h“" ideas of the time; they had been felt out rather than
thought out ; they were the almost instinctive result of the
experience of generations of men who had lived aud died
under alost unchanged economic conditions. In the new
but were age changes came so rapidly that there was no time for this.
111?3 ;ﬁg Each man had to do what was right in his own eyes, with
gm{,;f"“‘ but little guidance from the experience of past times; thoee
who endeavoured to cling to old traditions were quickly

supplanted.
Tho manu- The new race of undertakers consisted chicefly of those
were  who had made their own fortunes, strong, ready, enterprising
chiefly

strong sclt. ien 1 who, looking at the success obtained by their own
imado wen, epergies, were apt to assume that the poor and the weak
ouly the were to be blamed rather than to be pitied for their mis

5}";!‘;,,‘,‘,‘,‘,‘3u. fortunes. Impressed with the folly of those who tried to

tion. bolster up economic arrangements which the stream of pro-
gress had undermined, they were apt to think that nothing
more was wauted than to make competition perfectly

and to let the strongest have their way. They g

1 The tendency of industries to flee away from places where they were g
regulated by the gilds was of old standing, and had shown itself in the
century, thouyh it was then comparatively feeble. See Ochienkowski, l.c. p. 58,
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individualism, and were in no hurry to find a modern sub- noox 1.
stitute for the social and industrial bonds which had kept ca. m-
wmen together in earlier times.

Meanwhile misfortune had reduced the total net income of The pres-

the people of England. In 1820 a tenth of it was absorbed ares and
s paying the mere interest on the National Debt. The goods e 2
that were cheapened by the new inventions were chiefly manu- ('l‘;'v‘;;‘imd
fitared commodities of which the working man was but a wages,
mall consumer. As England then had almost a monopoly of
manufactures, he might indeed have got his food cheaply
if manufacturers had been allowed to change their wares
freely for corn grown abroad. But this was prohibited
i the interests of the landlords who ruled in Parliament.
The labourer’s wages, so far as they were spent on ordinary
bod, were the equivalent of what his labour would produce
m the very poor soil which was forced into cultivation
 cke out the insufficient supplies raised from the richer
pounds. He had to sell his labour in a market in which
the forces of supply and demand would have given him a
pur pittance even if they had worked freely. But he
bad ot the full advantage of economic freedom; he had
1 efficient union with his fellows; he had neither the know-
kdge of the market, nor the power of holding out for a reserve
price, which the seller of commodities has, .

It is true, as we shall see presently, that this want did
wt make a very great difference to his wages directly; for
the competition among employers was sufficiently real in
mnufacture, if not in agriculture, to cause them to bid
sqinst one another for any labourer whose wages were less
thsn the net value of what he produced. But the pressurc aod in-
of want caused the workman to consent to excessive hours ﬁe,,,},‘;;’,,.,
wi ushealthy conditions of work for himself and his wife J"®
ud children.  This kept down the efficiency of the working which low-
ppulation, and therefore the net value of their work, and wnge e
therefore their wages. The moral and physical misery aund i0g power.
diease of the factory population in the first quarter of the
aotury is terrible to think of.

But after the yearly atteropts of the workmen to revive But the

the old rules regulating industry had failed, there was no bl e
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ook 1. longer any wish to curtail the freedom of enterprise. The
o M- gufferings of the English people at their worst were never
England comparable to those which had been caused by the want
French  of freedom in France before the Revolution; and it was
Armies-w" argued that, had it not been for the strength which England
eeptea i, Uerived from her new industries, she would probably have
aud atrove guccumbed to a foreign military despotism, as the free cities
l.huir.frqo,? had done before her. Small as her population was she at
dowinit ome times bore almost alone the burden of war against a
conqueror in control of nearly all the resources of the
continent; and at other times subsidized larger, but poorer
countries in the struggle against him. Rightly or wrongly,
it was thought at the time that Europe might have fallen
permanently under the dominion of France, as she had fallen
in an earlier age under that of Rome, had not the free
encrgy of English industries supplied the sinews of war
against the common foe. Little was therefore heard in
complaint against the excess of free enterprise, but much
against that limitation of it which prevented Englishmen
from obtaining food from abroad in return for the manu-
factures which they could now so easily produce. The trades
unions, which were rapidly growing in strength and know-
ledge, were beginning to see the folly of attempting to
enforce the old rules by which government had directed
the course of industry; and they had as yet got no far
reaching views as to the regulation of trade by their own
action : their chief anxiety was to iucrease their own economic
freedom by the removal of the laws against combinations

of workmen.
'Ill"‘;&::’“‘d § 7. It has been left for our own half-century to under-
sewoean, stand fully the extent of the evils which arose from this
,l,';:vm":::ﬁ, sudden and violent increase of economic freedom. Now first
plocouoiic yre we getting to understand the extent to which the

fresdom
when it do- capitalist employer, untrained to his new duties, was tempted
genuwrates N N ~ .
into i to subordinate the wellbeing of his workpeople to his own
conse. . . . .
* desiro for gain; now first are we learning the importance
of insisting that the rich have duties as well as rights in
their individual and in their collective capacity; now first

is the economic problem of the new age showing itself to
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was it really is. This is partly due to a wider knowledge moox1.
wd 2 growing earnestness. But however wise and virtuous % '™
orr grandfathers had been, they could not have seen things
swe do; for they were hurried along by urgent necessities
ud terrible disasters.

In times of peace no one ventures openly to rank money Loss of
8 of hxgh importance in companson with human lives; but ot
i the crisis of an expensive war money can always be used &‘:,::‘f’;:,t
was to save them. No general when hard pushed hesitates {0 loss of
sacrifice lives in order to protect his materjal, because the
hes of it would be likely to cause the loss of many men;
bat oo one would openly defend a sacrifice of soldiers’ lives
i onder to save a few army stores in time of peace. And
therefore in judging the action of our forefathers at the
beginning of this century we must always remember that
it their time every check to the production of wealth was
Bkely to cause a loss of life to English soldiers, and in-
aeaed the risk of their losing that natiobal liberty which
v dearer than life. Even when the war was over, the
detruction of wealth which it had caused, though partially
disguised by an artificial inflation of prices, rendered it very
dificalt for them to rate material wealth as low as it should
be mted in comparison with the health and happiness and
oducation of human beings.

But we must judge ourselves by a severer standard. For
w are not now struggling for national existence; and our
mmarces have not been exhausted by great wars: on the
owirary  our powers of production have been immenscly
increased ; and, what is at least as important, the repeal of
the Corn Laws and the growth of steam communication have
aabled a largely increased population to obtain sufficient As the cen-

tury wore

applies of food on easy terms. The average money income on Lo na-
o the people has more than doubled; while the price of B came nch
amost all important commodities except. animal food and ¢ and was

no lof

bouseroom has fallen by one half or even further. It is true compelled
that even now, if wealth were distributed equally, the total everytuing
producuon of the country would only suffice to provide pmfm

vecessaries and the more urgent comforts for the people’, and

| The average increase per head {u the United Kingdom which was about £15
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soox 1. that as things are, many have barely the necessaries of life.
8- 1 But the nation has grown in wealth, in health, in education

and in morality; and we are no longer compelled to sub-
ordinate almost every other consideration to the need of
increasing the total produce of industry.

The new In particular during the present generation this increased

restraints prosperity has made us rich aud strong enough to impose

are chiefly new restraints on free enterprise; some temporary material

terests of loss being submitted to for the sake of a higher and greater

women and . . . .

chikdren. ultimate gain. But these new restraints are different from
the old They are imposed not as a means of class domi-
nation; but with the purpose of defending the weak, and
especially women and children in matters in which they are
not able to use the forces of competition in their own defence.
The aim is to devise, deliberately and promptly, remedies
adapted to the quickly changing circumstances of modern
industry ; and thus to obtain the good, without the evil, of
the old defence of the weak that in other ages was gradually
evolved by custom.

The telo- Even when industry remained almost unchanged in cha-

g;“,',’&;,“" racter for many generations together, custom was too slow

Mieass in its growth and too blind to be able to apply pressure

Pecple now only when pressure was beneficial: and in this later stage

ontheir  custom can do but little good, and much harm. But by the

destor - aid of the telegraph and the printing press, of representative

their evils. government and trade associations, it is possible for the
people to think out for themselves the solution of their own
problems. The growth of knowledge and self-reliance has
given them that true self-controlling freedom, which enables
them to impose of their own free will restraints on their
own actions; and the problems of collective production,
collective ownership and collective consumption are entering
on a new phase.

anaweare  Projects for great and sudden changes are now, as ever,

m&’;ﬂy fore-doomed to fail, and to cause reaction., We are still

in 1820 iu about £33 now; i.e. it hus riscn from ubont £76 to £165 per family of
fivo. There are not a few artisan's families, tha total earnings of which exceed
£165, so that they would lose by an equal distribution of wealth: but even they
have not more than is required to support a healthy and many-sided life.
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to move safely, if we move so fast that our new moox 1.
of life altogether outrun our instincts. It is true that €% "

nature can be modified ; new ideals, new opportunities towards

orms of

new methods of action may, as history shows, alter it collectiv-
much even in a few generations. This chauge mﬁ,’{‘,},’eh‘ch
her than
nature has per:haps never covered so wide an areai‘ﬁ%ohbb&
moved so fast as in the present generation. But still canse they

is 8 growth and thereforc gradual; and changes of our based on

organization must wait on it, and therefore they must S%ﬂﬁﬁ
idual-
gradual too. ;’t‘y_ vi

But though they wait on it, they may always keep a little
sdvance of it, promoting the growth of our higher social
by giving it always some new and higher work to do,
practical ideal towards which to strive. Thus gradually
may attain to an order of social life, in which the common
overrules individual caprice, as completely as it did in
the early ages before individualism had been developed. But
shness then will be the offspring of deliberate will,
thoogh aided by instinct; individual freedom will then de-
velop itself in collective freedom, instead of, as was the
o in the old times, individual slavery to custom causing
collective slavery and stagnation, broken only by the caprice
o despotism or the caprice of revolution.

§{8. We have been looking at this movement from the Amencau
l".nghsh point of view. But other nations are taking their ,,',’uch light
fam in it. In America and other new countries, growth o8 tettain
bas been so rapid, and migration of the people so unceasing problems,
% to hinder the careful thinking out of the problems of
wxial economy. But America faces new practical difficulties
vith such intrepidity and directness that she is already
watesting with England the leadership in economic affairs ;

s she will probably before long take the chief part in
poneering the way for the rest of the world. Already she
mpplies many of the most instructive instances of the latest
i tendencies of the age, such as the growing de-
of trade and industry, the development of specula-

B and trade combination in every formn.

Ov the Continent the power of obtaining important re-
by free association is less than in English speaking
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countries ; and in consequence there is less resource and less
thoroughness in dealing with industrial problema. But their
treatment is not quite the same in any two nations: and
there is something characteristic and instructive in the
methoda adopted by each of them ; particularly in relation to
the sphere of governmental action. In this matter Germany
is taking the lead. It has beenm a great gain to her that
her manufacturing industries developed later than those of
England ; and she has been able to profit by England’s ex-
perience and to avoid many of her mistakes’.

In Germeny an exceptionally large part of the beat
intellect in the nation secks for employment under govern-
ment, and there is probably mo other government which
contains within itself 8o much trained ability of the highest

sgement of order. On the other hand the energy, the originality and

buginesa by
the govern-

fnent for
the penple,

the daring which make the best men of business in England
and America have not yet been fully developed in Germany ;
while the Germaa people have a great faculty of obedience.
They are thus in strong contrast to the English whose
strength of will makes them capable of thorough dis-
cipline when they see the necessity for it, but who are not
naturally docile. The control of industry by Government is
seen in its best and most attractive forms in Germany;
and at the same time the special virtues of private industry,
its vigour, its elasticity and its resource are not seen to their
best advantage there. In consequence the problems of the
economic fanctions of government have been studied in
Germany with greater care, and with a bias that may be
a healthy corrective to the bias in the opposite direction of
the English speaking countries,

And Germany contains a larger number than any other
country of the most cultivated members of that wonderful
race who have been leaders of the world in intensity of
religious fecling and in keenness of business speculation.

1 List worked out with mnnch mggeativenesa the notion that & backward nation
muat leary its leasoun not from the contsmporary condect of more forward nations,
bat from thwir condust when they were in the same state in which it is now. But,
ws Enies well shows (Pofitische FEkenomie, u. 53, the growth of irsde and the
improvement of the means of eommeuuication are making the developments of
diffarent nations tend to synchronize.
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In every country, but especially in Germany, much of what
is most brilliant and suggestive in economic practice and in
economic thought is of Jewish origin. And in particular
to German Jews we owe the most daring speculations as to
the conflict of interests between the individual and society,
and a8 to their ultimate economic causes and their poesible
socialistic remedies.

But we are trenching on the subject of the next chapter.
In this and the previous chapter we have seen how recent is
the growth of economic freedom, and how new is the sub-
stance of the problem with which economic science has now
to deal; in the next chapter we have to inquire how the
form of that problem has been fashioned by the progrese of
events and the personal peculiarities of great thinkers.
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CHAPTER 1V,
THE GROWTH OF ECONOMIC SCIENCE.

§ 1. WE have seen how economic freedom has its roots
in the past, but is in the main a produet of quite recent
times; we have next to trace the parallel growth of economic
science. The social conditions of the present day have been
developed from early Aryan and Semitic institutions by the
aid of Greek thought and Roman law ; but moder econcmic
apeculations have been very little under the direct influence
of the theories of the ancients. Thinkers who had not learnt
to break up the problems of physics, and work out one part of
them at & time, were not likely to engage in the more difficult
and less obvious task of breaking up social questions and
desaling first with one order of difficulties end then with
another. The Greeks and Romans would not therefore have
made very great progress in economics, had they given fuil
attention to the study; but in fact they gave very little.
And further, what they have written on economics is nob
only slight in comparison with their work in other branches
of social and political philosophy, but also less applicable to
the conditions of modern times.

It is true that modern economies had its origin in
common with other sciences at the time when the study
of classic writers was reviving. But an industrial system
which was based on slavery, a philosophy which regarded
manufacture and commerce with contempt, had little that
was congenial to the hardy burghers who were as proud
of their handicrafts and their trade, as they were of their
share in governing the State. These strong but uncultured
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men might have gained much from the philosophic temper noox1.
and the broad interests of the great thinkers of past times, ™
But, as it was, they set themselves to work out their own
problems for themselves; and modern economics had at its
origin & certain rudeness and limitation of scope, and a bias
towards regarding wealth as an end rather than a means of
man’s life.

In all ages, but especially in the early middle ages, The study

. . of .
statesmen and merchants had busied themselves with en- mi:ﬁ"::,

deavours to enrich the State by artificial regulations of f,';”t’,‘,’i“"d
trade. The centre of their concern had been to secure an discovery
abundant supply of the precious metals, which they thought mines and

o g e - . . trade-
the best indication if not the chief cause of material pros- routes of

perity whether of the individual or the nation’. But the te ™

voyages of Vasco de Gama and Columbus raised commercial

questions from a secondary to a dominating position among

the nations of Western Europe. Theories with regard to

the importance of the precious metals and the best means

of obtaining supplies of them, became the arbiters of public

policy: they dictated peace and war, they determined

alliances that issued in the rise and fall of nations and they

governed the migration of peoples over the face of the globe.
Regulations as to trade in the precious metals were but The early

one group of a vast body of ordinances, which undertook f{fimic®

to arrange for each individual what he should produce and

how he should produce it, what he should earn and how

he should spend his earnings. The natural adhesiveness

of the Teutons had given custom an exceptional strength

in the early middle ages. And this strength told on the

gide of trade gilds, of local authorities and of pational

governments when they set themselves to cope with the

restless tendency to change that sprang directly or indirectly

1 Mach siudy Las been given toth in England and Germany to medisval
opinions as to the relation of money to national wealth. On the whole they are
to be regarded as confused thirough want of a clear understanding of the functions
of money, rather than as wrong in consequence of a deliberate assnmption that
the increase of the net wealth of a nation can be effected only by an increase of the
stures of the precions metals in her. But there are perhaps no writers on money
hefore the sixteenth contury who did not occasionally use arguments based on this
saauption.

4—2
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from the trade with the New World In France this
Teutonic bias was directed by the Roman genius for system,
and paternal government reached its zenith ; the trade regu-
lations of Colbert have become a proverb. It was just at
this time that economic theory first took shape and the
so-called Mercantile system became prominent.

As years went on there set in a tendency towards econo-
mic freedom, and those who were opposed to the new ideas
claimed on their side the authority of the Mercantilists of
a past generation. It is not therefore to be wondered at
that the Mercantilists are commonly believed to have pro-
moted the state regulation of trade and industry. But
they did not. The regulations and restrictions which
are found in their systems belonged to the age; the
changes which they set themselves to bring about were in
the direction of the freedom of enterprise. In opposition
to those who wished to prohibit absolutely the exportation
of the precious metals, they argued that it should be per-
mitted in all cases in which the trade would in the long
run bring more gold and silver into the country than it.
took out’,

! The tendency to exaggerate the importance of gold and silver as clements of
natioual wealth was carried further hy their opponents than by them. Much
ingenuity bad been spent in devising plaus for preveniing traders from taking
gold and eilver out of the country and for inducing them to bring gold and silver
in; (e graphic account of these plans is given in Richard Jones' collected works).
These regulations pressed with special weight on the India Company, which wanted
to import goods direct from India, but which could find no market there for
English goods; and had therefore to buy with silver or not st all. Ite rival,
the Levant Company, received the goods in Mediterranean ports after they had
borne the expense of a long journey by land, but were able to pay for them by the
sale of English goods. Mun writing on behalf of the India Company argued that
the superior economy of the sea routes aud direct dealing would ensble them to-
supply England’'s demands for Oriental goods and yet to sell their sarplus on the
continent for more silver than they had originally exported. He pointed to
the farmers burying their seed in the earth in expectation of sn increased
retarn in the next harvest. The State which shounld prohibit them from doing
this, ou the ground that they lessened the stock of corn fu the country, would, he
argued, be no more foolish than the State which forbad merchants to export silver
oven when the ultimate result of their trade wounld bring rore silver into the
country than they had originally takeu out. As the farmers enriched the country
while engaged in pursuing their own gain, so would the merchauts do, at all
events if they were compelled to bring back in the long run as much silver as they
took out. It ia probable that he wounld have been willing to trust to the ailver
finding ite own way back, but that he did not venture to say so. This {8 a good
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The Mercantilists iudeed did not look beyond the imme-  noox 1.
diale purpose for which they were contending; they did not T ™
dream of estabhshmg a new principle of social and political #nd started
lfe. But by raising the question whether the State would ment
wt benefit by allowing the trader to manage his business as f,‘;,‘f,',‘;{i’,c
be liked in one particular case, they had unwittingly started freedom-
anew tendency of thought ; and this moved on by impercep-

tible steps in the direction of economic freedom, being assisted

w its way by the circumstances of the time, no less than

by the tune and tewper of men's minds in Western Europe.

A lile was done here, and a little there in England and

Holland, in Italy and France; the steps are difficult to trace.

It s not easy to tell how much each writer owes to the
mggestions of others, nor how far he himself intended the
siggestions which we with our later knowledge read into his

psing hints.  But we know that the broadening movement

4d go on till, in the latter half of the eighteenth century,

the time was ripe for the doctrine that the well-being of the
ommunity almost always suffers when the State attempts

lo oppose its own artificial regulations to the “natural”

lberty of every mau to manage his own affairs in his own

*aj.

§2 The first systematic attempt to form an economic R"
xice on a broad basis was made in Fraoce about the e
middle of the eighteenth century by a group of statesmen ﬁ“,:'f‘f,d
ad philosophers under the leadership of Quesnay, the noble- sttiction is

ial
minded physician to Louis XV* The corner stone of their and liberty
. * R is natural;
plicy was obedience to Nature. and that
the welfare

In the two preceding centuries the Mercantilist writers of the
b continually appealed to Nature; each disputant claiming ¢omron

eople
that his scheme was more natural than that of others, and should be

te philosophers of the eighteenth century, some of whom sim of the
exercised a great influence on economics, were wont to find iatesman.
testandard of right in couformity to Nature. In particular

tmancs of the way in which practical needs have coustantly suggested tbe
apiries which have resulted in additions to economic science.

1 [ pass by Caatillou, to whomw is generally attributed the essay Sur la Nature
4 Commerce. The author of this essay was very acute and in some respects much
tmd of his time. But he seems to me wanting in solidity, and I cannot agree
vith Jevons in regarding him as the true founder of modern Political Economy.
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Locke anticipated much of the works of the French econo-
mists in the general tone of his appeals to Nature, and in
some important details of his theory. But Quesnay and the
other French economists who worked with him, were drawn
to the pursuit of natural laws of social life by several forces
in addition to those which were at work in Eugland.

The luxury of the French court, and the privileges of the
upper classes' which were ruining France, showed the worst
side of an artificial civilization, and made thoughtful men
yearn for a return to & more natural state of society. The
lawyers, among whom much of the best mental and moral
strength of the country was to be found, were full of the Law
of Nature which had been developed by the Stoic lawyers of
the later Romau Ewmpire, and as the century wore on, the
sentimental admiration for the “natural” life of the American
Indians which Rousseau had kindled into flame, began to
influence the economists. Before long they were called
Physiocrats or adherents of the rule of Nature®.

They were the first to proclaim the doctrine of free trade
as a broad principle of action®; and there was much in the
tone and temper of their treatment of political and social
questions which was prophetic of a later age. They fell
however into a confusion of thought which was common even
among scientific men in their time, but which has been

1 It has been calculated that in 1787, whilo the clergy paid in taxes Lat a
fourteenth part of their incomes, and the nobility paid o sixth of theirs, tho great
mass of the people paid two-thirds of theirs.

3 Cump. De Tocqueville's dncien Régime and Muine's Aneient Laro. The name
of the Physiocrata was derived from the title of Dupont de Newmonr's Physiocratis
ou Constitution Naturelle dx Gourernement lo plus adcantayenz au Genre Humasn
published in 1768. It may be wmentioned that their enthusinem for agriculture
and for the naturalness and simplicity of raral life was in part derived from their
Stoic mesters.

8 Their favourite phrase Laisses fasre, latasex aller, is cornmonly iisapplied
now. laisses faire means that anyone should be allowed to make what things he
likes, aud as hio likes; that all trades should be upen tv sverybody; that Guvern-
mont should not, as the Colbertists insisted, prescribe to manufacturers the
fashious of their cloth. J.aisses aller (or passer) means that persans and goods
should be allowed to travel freely frum one place to mnother atid especially from
one district of France to another without being subject to tolls und taxes and
voxatious regulatious. It may be noticed that lairses aller was the signal used
in the Middle Ages by the Marshals to slip the leash from the corubatants at a
Tournament.
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tnished after a long struggle from the physical sciences. They noox 1.
cofused the ethical principle of conformity to nature, which ™
prescribes in the imperative mood certain laws of action, with

thoee causal laws which science discovers by interrogating

Xature and which are expressed in the indicative mood. For

this and other reasons their work has very little direct value.

Butits indirect influence on the present position of economics

bas been very great. For, firstly, the clearness and logical They thus
osistency of their arguments have caused them to exercise, S.Z:o‘.:ic,
u we shall see presently, a great influence on later thought. imem
And, secondly, the chief motive of their study was not, as it m;gpw
hul been with most of their predecessors, to increase the but they
rches of merchants and fill the exchequers of Kings'; it '.,’.?,‘:,i’,’,‘;‘;ﬁ’
ws to diminish the suffering and degradation which was ;‘:‘:ob::;:;'
aued by extreme poverty, They thus gave to economics

is modern aim of seeking after such knowledge as may

belp to raise the quality of human life.

§3. The next great step in advance, the greatest step dem
that economics has ever taken, was the work, not of a 3:',,',3:,’
xhool but of an individual Adam Smith was not indeed
the only great English economist of his time. Shortly before
be wrote, important additions to economic theory had been
made by Hume and Stewart, and excellent studies of econo-
mic facts had been published by Anderson and Young. But
Adam Smith’s breadth was suflicient to include all that was
best in all his contemporaries, French and English; and
though he undoubtedly borrowed much from others yet the
more ope compares him with those who went before and
those who came after him, the more excellent does his genius
appear,

He resided a long time in France in personal converse
vith the Physiocrats; he made a careful study of the
English and French philosophy of his time, and he got to
ksow the world practically by wide travel and by intimate
ssociation with Scotch men of business. To these advan-
uges he added unsurpassed powers of observation, judgment

1 Even the generons Vauban (writing in 1717) had to apologize for his interest

w e well.being of the people, arguing that to eurich themn was the only way to
«agich the king—Pauvres paysans, pauyre Royaume, paavre Royaume, panvre Roi.
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and reasoning. The result is that wherever he differs from
his predecessors, he is more nearly right than they; while
there is scarcely any economic truth now known of which
he did not get some glimpse. But the area which he
opened up was too vast to be thoroughly surveyed by one
man; and many truths of which at times he caught sight
escaped from his view at other times. It is therefore possible
to quote his authority in support of many errors. But on
careful examination, he is always found to be working his
way towards the truth’,

He developed the Physiocratic doctrine of Free Trade
with so much practical wisdom, and with so much knowledge
of the actual conditions of business, as to make it a great
force in real life; and he is most widely known both here
and abroad for his argument, that Government generally
does harm by interfering in trade’. While giving many in-
stances of the ways in which self-interest may lead the
individual trader to act injuriously to the community, he
showed by arguments richly illustrated by facts that even
when Government acted with the best intentions, it nearly
always served the public worse than the enterprise of the
individual trader, however selfish he might happen to be.
So great an impression did he make on the world by his
defence of this doctrine that most German writers have it
chiefly in view when they speak of Smithianismus.

3 For instance, he Lad not quite got rid of the confusiou prevalent in his time
between the laws of cconomic science and the ethical precept of conformity to
natnre. * Natural” with him sometimes means that which the existing forces
actually produce or tend to produce, sometimes that which his own hbunan nature
makes him wish that they should produce. In the same way, he somctimes
regards it as the province of the economist to expound a science, snd at others to
set forth a part of the art of government. But loose as his language often is,
we find on closer study that he bimself knows pretty well what he is nbout.
When le is seeking for cansal laws, that is, for lnws of nature in the modern use
of the term, he nses scientific wethods; and when he utters practical precopls he
geuerally knows that ho is only expressing his own views of what ought to be,
even when he seemns to claim the authority of nature for them.

? The substance of this passage and of several others in this and the three
following chapters has already been published in the author's inangural lectare at
Cambridge on the Present Position of Economica.

? The popular use of this term in Germany implies not only that Adsm
Smith thought that the free play of individual interests would do more for the
pnblic weal than government interference could, but further that it almost always
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But after all, this was not his chief work. His chief work soox 1.
was to combine and develop the speculations of his French ™
and English contemporaries and predecessors as to value, butbis

chief work

His highest claim to have made an epoch in thought is that was to

be was the first to make a careful and scientific inquiry into :‘:?‘:, lf,ow

the manner in which value measures human motive’. otive atr
Possibly the full drift of what he was doing was not seen fordss

by him, certainly it was not perceived by many of his fol- for apply-

bwers, But for all that, the best economic work which seentific

ame after the Wealth of Nations is distinguished from that {’{:’:’,"‘t"':gyw

vhich went before, by a clearer insight into the balancing of s large

ad weighing, by means of money, of the desire for the pos- el
msmion of a thing on the one hand, and on the other of all £‘.;,,";.,,._
the various efforts and self-denials which directly and in-
dinctly contribute towards making it. Important as had
ben the steps that others had taken in this direction, the
Mnnce made by him was so great that he really opened out
this pew point of view, and by so doing made an epoch.
He led us to see how below the surface of a great part of
human action there are motives which can be measured ; and
therefore can be analyzed and subjected to the processes of
sientific reasoning. He thus pointed the way to applying
‘powerful and exact methods of study to an important part of
weial phenomena. And the work which he himself did,
_ though not well arranged, is a perfect model of method
w far as its substance goes. He saw that while economic
scence must be based on a study of facts, the facts are so
complex, that they generally can teach nothing directly;
they must be interpreted by careful reasoning and analysis®.

wted ip the ideally best way. But the leading German economists are well
sewe that he steadily insisted on the frequent opposition that there is between
wmts intevests and the public good. See for instance & long list of such
mlvts quoted from the Wealth of Nations by Knies, Politische Oekonomie,
Qogs

1 8e¢ balow Ch. v1.

3 Hume smid of the Wealth of Nations, that it “is 8o much illustrated with
arsw facts that it must lake the public attention.” This is exactly what Adam
Stk did: be sclilom attempted to prove anything by detailed induction or history.
e data of his proofs were chiefly facts that were within everyone's knowledge,
fwu phymcal, mental and moral. But be illustrated his proofs by curious and
mstructive facts; be thos gave them life and force, and made his readers feel
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BOOK I. § 4. None of Adam Smith’s contemporaries and imme-
¢H- IV diate successors had a mind as broad and well balanced as
The study his. But they did excellent work, each giving himself up to

ffacts .
carried on_some class of problems to which he was attracted by the

b doung. natural bent of his genius, or the special events of the time

Malthus  in which he wrote. During the remainder of the eighteenth
century the chief economic writings were historical and
descriptive, and bore upon the condition of the working classes,
especially in the agricultural districts. Arthur Young cun-
tinued the inimitable records of his tour, Eden wrote a his-
tory of the poor which has served both as a basis and as s
model for all succeeding historians of industry; while Mal-
thus showed by a careful investigation of history what were
the forces which had as a matter of fact controlled the
growth of population in different countries and at different
times.

But the But on the whole the most influential of the immediate

great form

ing mina _ successors of Adam Smith was Bentham. He wrote little on
alter Adam o opnomics himself, but he set the tone of the rising school of
tiat of  English economists at the beginning of the nineteenth cen-
- tury. He was an uncompromising logician and an ardent
€ WAB an . . s L. .
ardent  reformer. He was an enemy of all artificial distinctions
reformer,  botween different classes of men; he declared with emphasis
that any one man's happiness was as important as any other’s,
and that the aim of all action should be to increase the sum
total of happiness; he admitted that other things being equal
this sum total would be the greater, the more equally wealth
but bad au was distributed. Nevertheless so full was his mind of the
gaot dread terror of the French revolution, and so great were the evils
2.',,'.3;" which he attributed to the smallest attack on “security”
that, daring analyst as he was, he felt himself and he
fostered in his disciples an almost superstitious reverence for
the existing institutions of private property.
His oppo- There was yet another way in which he influenced the
zm‘t’;‘m'ﬂw young economists around him. He was averse to all restric-

restrictions ¢{ 1 1 .
restrictions tions and regulations for which no clear reason could be

whichno  given, and his pitiless demands that they should justify their

that they were dealing with problems of the real world, and not with ab-
stractions. We shall have to return to this subject in the next chapter.
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existence received support from the circumstances of the moox1.
age. As we have seen, the methods of English industry °= '™
were not stationary in Adam Smith’s time: but since then ::lg
changes had come very fast. As we have seen, gilds and could be
customs and prejudice opposed in vain the tendency to f.',;,enm
change: if they fortified themselves irresistibly in any'¥'be
town, the wave of progress simply avoided that town. It ovents and
started rival industries in new districts where new methods mists of
could be adopted without opposition; and left the town with ;‘;ﬁ:‘,ﬁ‘:ﬁn
its obstructive trade regulations to silent decay. England f;:g:f"’
had won her unique position in the world by her quick- custom.
ness in adapting herself to every new economic movement.
It was by their adherence to old-fashioned ways that the
nations of Central Europe had been prevented from turning to
account their great natural resources, leaving England to bear
their share, as well as her own, of the expenses of the war
with France. The business men of England were inclined
then to think that the influence of custom and sentiment in
business affairs was harmful, that in England at least it had
diminished, was diminishing and would soon vanish away:
and the disciples of Bentham were not slow to conclude that
they need not concern themselves much about custom. It
was enough for them to discuss the tendencies of man’s
action on the supposition that every onc was always on the
alert to find out what course would best promote his own
interest, and was free and quick to follow it.

There is then some justice in the charges frequently
bronght against the English economists of the beginning
of this century, that they neglected to inquire with sufficient
care whether a greater range might not be given to col-
lective as opposed to individual action in social and
economic affairs; that they exaggerated the strength of
competition and its rapidity of action: and there is some
ground, though a very slight one, for the charge that their
work is marred by a certain hardness of outline and even
harshness of temper. These faults were partly due to
Bentham's direct influence, partly to the spirit of the age
of which he was an exponent. But they were partly also
due to the fact that economic study had again got a good
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sook 1. deal into the hands of men whose strength lay in vigorous
CH. 1V,

—_ action rather than in philosophical thought.

The § 5. Statesmen and merchants again threw themselves
English . . .
cconomists int0 problems of money and foreign trade with even more

;:nt:;:gbe} energy than they used to do when these questions were

lheumtnry first started in the earlier period of the great economic

were man

of them change at the end of the Middle Ages. It might at firt
:ﬁf,‘,"iﬁ sight seem probable that their contact with real life, their

:lt‘,:,’n‘g“{}i:s wide experience, and their vast knowledge of facts would

towards  have led them to take a wide survey of human nature and
rapid gene-

ization to found their reasonings on a broad basis. But the training
ductive  Of practical life often leads to a too rapid generalization from

reasoniie- personal experience.

Their work S0 long as they were well within their own province

lent sg’,‘oug their work was excellent. The theory of currency is Just that

as the
as they ¢ part of economic science in which but little harm is done

money, by leaving out of account all human motives except the
desire for wealth; and the brilliant school of deductive
reasoning which Ricardo' led was here on safe ground A
small party—it is said that at one time there were not more
than a score of them—propounded a theory which was op-
posed to the prejudices of the age and which was received
with ridicule. The Directors of the Bank of England
passed a resolution opposed to it: but time was on the sideof

1 He in often spoken of as a representative Englishman: but this is just what
he was not. His strong constructive originality is the mark of the highest genios
in all nations, But that quality by which he is distingnished from most othet
scientific geniuses is his aversion to inductious and his delight in abstract
reasonings. And this quality is due, not to his English education, but, #
Bagehot points out, to his Bemitic origin. Nearly every branch of the Semitic
race has had some special genins for dealing with abstractions, and sevenl d
them have had a bias towards the abstract calculations connected with the trade
of money dealing, and its modern developments. There is no truly English econo
mist whose methord resembles that of Ricardo; his power of threading his sy
without alip through intricate paths to new and unexpected results has never beeo
surpassed. But it is difficult even for an Englishman to follow his track; and bis
forvign critics have, as a rule, failed to detect the real drift and purpose of his
work. Even the ablest of them frequently undertake to refute him by establishing
propositions which are consistent with his and often even involved in thea.
For he never explains himself: he never shows what Lis parpose is in working
firat on one hypothesis and then on another, nor how by properly combining the
results of his different hypothescs it is possible to cover a great variety of
practical questions, See below Book v1. Ch. 1. § 8.
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the economists: in a few years the course of events had soox1:.
poved that they were right, and the Bank of England erased 2™
its former resolution from the minutes’.

The economists next addressed themselves to the theory f.:x:ign
of foreign trade and cleared away many of the flaws which trade,
Adam Smith had left in it. There is no other part of econo-
mics except the theory of money, which so nearly falls within
the range of the pure deductive method. It is true that
s full discussion of a free trade policy must take account
of many considerations that are not strictly economic; but
mot of these, though important for agricultural countries,
wd especially for new countries, had little bearing in
the case of England. And though the cause of free trade
ib other countries has been injured by the narrowness of
tme of its English advocates, who have refused to take
scount of any elements of the problem which were not
pctically important in their own country and their own
tive, yet this very narrowness has given them precision,
hbadity and confidence; and has been of service to them
fr the immediate purposes of their struggle at home.

During all this time the study of economic facts was not por did
wglected in England. The work of Arthur Young, Eden, negect
ad Anderson was carried on by Tooke, M’Culloch and statistics
Poer And though it may be true that an undue pro-
minence is given in their writings to those facts which
were of direct interest to merchants and other capitalists,
the satne cannot be said of the admirable series of Parlia-
pentary inquiries into the condition of the working classes, aud in-
vhich were brought about by the influence of the economists. fto the
In fact, the public and private collections of statistics and Sfpnco"
the economic histories that were produced in England at Norking
the end of the last century and the beginning of this, may

iy be regarded as the origin of historical and statistical
ics,

t The doetrine of the economists, embodied in the great Bulliou Report of 1810,
the nufavonrable Exchanges to an excessive issue of inconvertible bank
The Resolution in which the Bank Directors declare that they are * unable
dscovwr any solid foundation for such a sentiment ” was passed in 1819 and
in 1827. 'The principle of the Bullion Report was adopted in 1819 by

but they had rejected it by a large majority in 1811.
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Nevertheless there was a certain narrowness in their
work : it was truly historical; but for the greater pan it
was not “comparative.” Hume, Adam Smith, Arhur
Young and others had been led by their own instinctive
genius and the example of Montesquieu occasionally to
compare social facts of different ages and different countries,
and to draw lessons from the comparison. But no one
had grasped the notion of the comparative study of history
on a systematic plan. In consequence the writers of
that time, able and earnest as they were in their search
for the actual facts of life, worked rather at haphazrd
They overlooked whole groups of facts which we now see to
be of vital importance, and they often failed to make the
best use of those which they collected. And this narmow-
ness was intensified when they passed from the collection of
facts to gencral reasonings about them.

§ 6. Partly for the sake of simplicity of argument,
Ricardo and his followers regarded man as so to speak s
constant quantity, and gave themselves little trouble to
study his variations. The people whom they knew most
intimately were city men; and they sometimes took it for
granted that other Englishmen were very much like these
whom they knew in the city. They were aware that the
inhabitants of other countries had peculiarities of their own:
but they regarded such differences, when they thought of
them at all, as superficial and sure to be removed as soon
as other nations had got to know that better way which
Englishmen were ready to teach them. The same bent of
mind that led our lawyers to impose English civil law on
the Hindoos, led our economists to work out their theories
on the tacit supposition that the world was made up of cty
men. And though this did little harm so long as they were
treating of money and foreign trade, it led them astray as
to the relations between the different industrial classes.
It caused them to regard labour simply as a commodity
without throwing themsclves into the point of view of the
workman; without allowing for his human passions, his
instincts and habits, his sympathies and antipathies, his
class jealousies and class adhesiveness, his want of knowledge
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and of the opportunities for free and vigorous action. They  poox 1.
therefore attributed to the forces of supply and demand a '™
much more mechanical and regular action than they actually
have : and laid down laws with regard to profits and wages
that did not really hold even for Eugland in their own time®.

But their most vital fault was that they did not see how
liable to change are the habits and institutions of industry. They did

In particular they did not sec that the poverty of the poor Jok o

H i 3 Sel ich for the
is the chief cause of that weakness and inefliciency which Jt2e

are the causes of their poverty: they had not the faith that of maws

modern economists have in the possibility of a vast improve- on his

ment in the condition of the working classes. stances:

The perfectibility of man had indeed been asserted by
the socialists. But their views were based on little historic  poiut un
and scientific study; and were expressed with an ex- goqinlilt:
travagance that moved the contempt of the business-like "'
economists of the age. The socialists did not study the
doctrines which they attacked; and there was no difficulty
in showing that they had not understood the nature and
efficiency of the existing economic organization of society.
It is therefore not & matter for wonder that the economists,
flushed with their victories over a set of much more solid
thinkers, did not trouble themselves to examine any of
the doctrines of the socialists, and least of all their specula-
tions as to human nature®

1 As rugards wages there were even some logical errors in the couclusious
they deduced from their own premises. These errors when traced back to their
origiu are little more than carcless modes of expression. But there were many
hangers on of the science, who had no reverence for it, and used it simply as
an engine for keoping the working classes in their place. Perbaps no other
great achool of thinkers has ever suffercd so much from the way in which
ita hangers on and parasites, professing to simplify economic doctrines, really
enuncisted them without the conditions required to make them trune. Miss
Martineaa for instance, who wrote tales designed to enforce economic doetrines,
when describing the course of reading by which abe prepared bersclf, says: “In
order to save my nerves from being overwhelmed by the thought of what I had
amdertahen, I resolved not to look beyond the department ou which I was en-
oaged.” (Autobiography, 1. 194). Yet sho did not intend to be disbonest, as is
proved by Ler later coufessiou of a *suspicion that ic doctrines might be
all wrong.'

3 A partial exception mast be made for Malthus whose studies of population
were suggested by Godwin's essay, But he did not properly belong to the
Ricanlian sclivol aud he was not a wan of business. Half a century later Bastiat
pablished, in opposition to the socialists, an extravagant doctrine to the effect
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But the socialists were men who had felt intensely, and
who knew something about the hidden springs of human
action of which the economists took no account. Buried
among their wild rhapsodies there were shrewd observations
and pregnant suggestions from which philosophers aud
economists had much to learn. And gradually their -
fluence began to tell. Comte’s debts to them were very
great; and the crisis of John Stuart Mill's life, as he tells us
in his autobiography, came to him from reading them

§ 7. When we come later on to compare the modern
view of the vital problem of distribution with that which
prevailed at the beginning of the century we shall find that
over and above all changes in detail and all improvements
in scientific accuracy of reasouning, there is a fundamentsl
change in treatment; for while the earlier economists argued
as though man’s character and efliciency were to be regarded
as a fixed quantity, modern economists keep constantly in
mind the fact that it is a product of the circumstances
under which he has lived. This change in the point of
view of economics is partly due to the fact that the chaunge
in human nature during the last fifty years have been s
rapid as to force themselves on the attention; partly it has
been due to the influence of individual writers, socialists and
others; and it has been promoted by a parallel change in
other sciences.

At the beginning of this century the mathematico-
physical group of sciences were in the ascendant; and thes
sciences, widely as they differ from one another, have this
point in common, that their subject matter is constant and
unchanged in all countries and in all ages. The progress of
science was familiar to men’s minds but the development
of the subject-matter of science was strange to them. As
the century wore on the biological group of sciences were
slowly making way, aud people were getting clearer ideas as
to the nature of organic growth. They were learning thst

that the natural orgmnization of society uunder the influence of competition is
the best not only that can be practically effected, but even that can be theoretically
conceived. The lucidity of his style caused his works to have great voguoe; but
he really understood economic science, in the uame of which he professed to
write, scarcely better than did the socialists themselves.
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if the subject matter of a science passes through different soox 1.

stages of development, the laws which apply to one stage
will seldom apply without modification to others; the laws of
the science must have a development corresponding to that
of the things of which they treat. The influence of this new
notion gradually spread to the sciences which relate to man;
and showed itself in the works of Goethe, Hegel, and Comte.

At last the speculations of biology made a great stride
forwards: its discoveries fascinated the attention of the
world as those of physics had done in carlier years; and
there was a marked change in the tone of the moral and
historical sciences. Economics has shared in the general
movement; and is getting to pay every ycar a greater
attention to the pliability of human nature, and to the
way in which the character of man affects and is affected by
the prevalent methods of the production, distribution and
consumption of wealth. The first important indication of the

CRH. 1V,

—

new movement was seen in the tone of John Stuart Mill’s igg:n

Principles of Political Economy’.

The predominant position which that book held in
Eogland for a long time, and the dogmatism of some of
its ardent admirers, have caused an impatient revolt
against it. But meanwhile it has gone far towards forming
the thoughts of nearly all the older living economists in
England ; and what is perhaps even more important, it has
in a great measure determined the attitude which they take

1 James Mill had educated his son in the straitest tenets of Benthsm and
Ricanlo, sud had implanted in his mind a zeal for clearness and definiteness,
And in 1830 John Mill wrote an essay on economic method in which he proposed
t1 give increased sharpness of outline to the abstractions of the science. He
faced Ricardo's tacit mssumption that no motive of action except the desire
fur wealth nced be much cousidered by the economist; he held that it was
dangerous 80 long as it was not distinctly stated, bat no longer; and he half
prmuised & treatise which shonld be deliberately and openly based on it. But
ke did pot redeem the promise. A change lhad come over his tone of
thought and of feeling befure he published in 1848 his great economic work.
He called it Principles of Political Economy with some of thesr applications
ta Sociul Philuagphy; and he made in it no attempt to mark off by a rigid
line those remsoniugs which assume that man's sole wotive is the pursuit of
wealth from those which do not, The change in his attitude was a part of the
great changes that were going on in the world sround bim, though he was not
tully sware of their inflnence on himself.

M. b

Mill.
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with regard to social questions. Mill’s followers have con-
tinued his movement away from the position taken by
the immediate followers of Ricardo; and the human ss
distinguished from the mechanical element is taking a more
and more prominent place in economics. The new temper is
shown alike in Jevons’ subtle analysis of utility, in Cliffe
Leslie’s historical inquiries and in other many-sided original
work that has been done in England by Bagehot, Cairnes
and other writers who are yet living.

As we saw at the end of the last chapter, England has
recently made great advances in wealth and in knowledge,
in temperance and in earnestness. A higher notion of
social duty is spreading everywhere. In Parliament, in the
press and in the pulpit, the spirit of humanity speaks wore
distinctly and more earnestly than it did. Mill and the
economists who have followed him, have helped onwank
this general movement, and they in their turn have been
helped onwards by it. Partly for this reason, partly in
consequence of the modern growth of historical science,
their study of facts has been broader and more philosophic
It is true that the historical and statistical work of some
of the earlier economists has seldom if ever been surpassed
But much information which was beyond their reach, i
now accessible to everyone; and economists who haw
neither McCulloch’s familiarity with practical business, nor
his vast historical learning, are enabled to get a view of the
relations of economic doctrine to the actual facts of life which
is both broader and clearer than his. In this they have
been helped by the general improvement which has taken
place in the methods of all sciences including that of history.

Thus in every way economic reasoning is now more
exact than it was: the premisses assumed in any inquiry
are stated with more rigid precision than formerly. But
this greater exactness of thought is partly destructive in
its action; it is showing that many of the older applications
of general reasoning were invalid, because no care had been
taken to think out all the assumptions that were implied
and to see whether they could fairly be made in the special
cases under discussion. Thus many dogmas have ﬂ
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which appeared to be simple only because they
loosely expressed, and which served as an armoury
which partisan disputants, chiefly of the capitalist class,
equipped themselves for the fray. This destructive
might appear at first sight to have diminished the
of processes of general reasoning in economics: but
rally it has had the oppusite result. It has cleared the
gound for newer and stronger machinery, which is being
bilt up with the aid of the manifold experience got in
the careful and exact work of modern sciences ; in its deal-
mgs both with the organic and inorganic world. General
rawning in economics has thus made more rapid progress,
ad established a firmer position in this generation in which
it is subject to much hostile criticism at every step, than
wben it was at the height of its popularity and its authority
wus seldom challenged.

So far we have looked at recent progress from the point
o view of England only: but progress in England has been
oaly one side of a broader movement which has extended
over the whole western world.

§ & English economists have had many followers and
many critics in foreign countries. The French school has had
a continnous development from its own great thinkers in
the eighteenth century, and has avoided many errors and
confusions, particularly with regard to wages, which have
been common among the second rank of English economists.
From the time of Say downwards it has done a great deal of
weful work. In Cournot it has had a constructive thinker
of the highest genius; while Fourier, St Simon, Proudhon
ad Louis Blanc have made many of the most valuable, as
wil as many of the wildest suggestions of Socialism.

The American school of economists is sometimes under-
swod to be the group of Protectionists who follow Carey’s
kad ; but Carey owes many of his best thoughts on Protection
to the German List: he did however good service in dis-
covering that the early settlers in a new country often avoid,
Egh fear of malaria and other causes, the soils which are

tinately the richest: and on this he based what he
ght was a refutation of the chief doctrines of Malthus

5—2
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and Ricardo, but what was in reality only an addition to
them. Absorbed in current politics, the older American
school did little to extend the boundaries of economic science.
But there are growing up in America new schools of thinkers,
who are studying the science for its own sake; and thereare
many signs that America is on the way to take the same
leading position in economic thought, that she has already
taken in economic practice.

Economic science is showing signs of renewed vigour
in two of its old homes, Holland and Italy, and the recent
work of the Austrian economists is giving them a claim to
be regarded apart from the Germans, among whom they
have often been classed. The most important economic
work however that has been done on the Continent in this
century is that of Germany. While recogmizing the leadership
of Adam Smith, the German economists have been irritated
more than any others by what they have regarded as the
insular narrowness and self-confidence of the Ricardian School
In particular they resented the way in which the English
advocates of free trade tacitly assumed that a proposition
which had been established with regard to a manufacturing
country, such as England was, could be carried over without
modification to agricultural countries. The brilliant genius
and national enthusiasm of List overthrew this presumption;
and showed that the Ricardians had taken but little account
of the indirect effects of free trade. No great harm might be
done in neglecting them so far as England was concerned;
because there they were in the main beneficial and thus added
to the strength of its direct effects. But he showed that
in Germany and still more in America, many of its indirect
effects were evil; and he contended that these evils out
weighed its direct benefits. Many of his arguments were
invalid, but some of them were not; and as the English
economists scornfully refused them a patient discussion, able
and public spirited men impressed by the force of those
which were sound, acquiesced in the use for the purposes
of popular agitation of other arguments which were uo-
scientific, but which appealed with greater force to the
working classes.
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American manufacturers adopted List as their advocate: soox 1.
sl the beginning of his fame as well as of the systematic ™

dvocacy of protectionist doctrines in America was in the
wde circulation by them of a popular treatise which he

wrote for them',
The Germans are fond of saying that the Physiocrats and The
]

the school of Adam Smith underrated the importance of preme

mtional life; that they tended to sacrifice it on the oneﬂt“‘t‘l':,‘;l‘]’f

bud to a selfish individualism and on the other to a limp ism against
pluhntbmpxc cosmopolitanism. They urge that List did individual

grat service in stimulating a feeling of patriotism, which is :,s:.: ﬁ',,',.%'e

. I L : and cosmo-
war generous than that of individualism, and more sturdy [7p (00

aud definite than that of cosmopolitanism, It may be on the
doubted whether the cosmopolitan sympathies of the Physio-
s and of the English economists have been as strong as
tbe Germans think. But there is no question that the recent
plitical history of Germany has influenced the tone of her
eonomists in the direction of nationalism. Surrounded by
pwerful and aggressive armies Germany can exist only by
the aid of an ardeut national feeling. It is not therefore to
be woudered at that Germans have insisted on and perhaps
wen exagyerated the fact that altruistic feelings have a
much more limited scope in the economic relations between
oantries than in those between individuals.

B ional i i hi T ¢
ut though pational in their sympathies, the Germans Their great

wve nobly international in their studies. They have taken sy of

the lead in the “comparative” study of economic as well J{IEN

s of general history. They have brought side by side the the com-

1 1t bas already beeti observed that List overlooked the tendency of modern
Ble-communication to mmke the development of different nstions synchronize.
His patniotie fervoar perverted in mmny ways his scientific jundgment : but Germans
Satened engerly to Lis urgument that every country had to go through the same
stages of develipment that England had gone through, and that she had protected
b manufactures when she was in transition from the agricultural to the mann-
faeturing otage. He had a genaine desire for truth; his method was in harmnouy
with the cumparative method of inquiry which is being pursued with vigour by all
clsame of students in Germany, but especially by her historians and lawyers; and
fhe direct and indirect influence of bis thought bns been very great. His Outlines
of & New System of Political Kcomomy appeared in Philadelphia in 1827, while
Carev's first important work, his Principles of Political Economy, was not pub.
Bahed till 1087—40. List's Das nationale System der Politischen Oekonomie was

pailisbed tu 1840.
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social and industrial phenomena of different countries and
of different ages; and have so arranged them that they
throw light upon and interpret one another. The work
of a few members of this school is tainted by exaggeration,
and even by a narrow contempt for the reasonings of the
Ricardian school, the drift and purpose of which they have
themselves failed to understand: and this has led to much
bitter and dreary controversy. But with scarcely an excep-
tion, the leaders of the school have been free from this
narrowness, It would be difficult to overrate the value of
the work which they and their fellow workers in other coun-
tries have done in tracing and explaining the history of
economic habits and institutions. It is one of the great
achievements of our age; and an important addition to the
real wealth of the world. It has done more than almost
anything else to broaden our ideas, to increase our know-
ledge of ourselves, and to help us to understand the centrl
plan, as it were, of the Divine government of the world

They have given their chief attention to the historical
treatment of the science, and to its applications to the
conditions of German social and political life, especially t
the economic duties of the German bureaucracy. But led
by the brilliant genius of Hermann they have made careful
and profound analyses which add much to our knowledge
and they have greatly extended the boundaries of economic
theory*.

German thought has also given an impetus to the study
of socialism and the functions of the State. It is from
German writers, chiefly of Jewish origin, that the world
bas received the greater part of the most thorough-going
of recent propositions for utilizing the property of the world
for the benefit of the community with but little reference

1 In such matters, the English, the Gerinans and every other nation claim for
themselves more than others are willing to allow them. This is partly becanse
each nation has its own intellectual virtues and iisses them in the writings of
foreigners; while it does not quite understand the complaints which others make
as to its shortcomings. But the chief reason is that a new idea is generally of
gradual growth; and is often worked out by more than one uation at the same
time: each of those nations is likely to claim it, and thus to underestimate the
originality of the others.
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b the existing incidents of ownership. It is true that on moox 1.
h investigation their work turns out to be less original ™
well as less profound than at first sight appears: but
derives great power from its dialectic ingenuity, its
t style, and in some cases from its wide-reaching
:disboned historical learning.
Besides the revolutionary Socialists, there is a large body
o thinkers in Germany who are setting themselves to insist
the scantiness of the authority which the institution of
pivate property in its present form can derive from history;
s w urge on broad scientific and philosophic grounds
s reconsxdcmuou of the rights of society as against the
The political and military institutions of the Germans
German people have recently increased their natural ten- dh,h
dency to rely wore on Government and less on individual h";';"""

jmterprise than Englishmen do. And in all questions bear- from one

. . nother.
on social reforms the English and German nations have e

Imuch to learn from one another.

l

But amid all the historical learning and reforming en- Amid al

thuissm of the age in Germany and elsewhere there is:,bormm

that a difficult but important part of the work by the new

movements

of economic science may be neglected. The popularity of therei 08 at

mics has tended in some measure to the neglect of tht‘!i severer
and rigorous reasoning. The growing prominence popaiar

what has been called the biological view of the science sk of

tended to throw the notions of economic law and “‘“‘;‘\ﬂfa
into the background; as though such notions may be
too hard and rigid to be applied to the living and ever "
economic organism. But biology itself teaches

that the vertebrate organisms are the most highly de-

The modern economic organism is vertebrate ; and

science which deals with it should not be invertebrate.

should have that delicacy and sensitiveness of touch

MR sre required for enabling it to adapt itself closely

)the real phenomena of the world; but none the less must

have a firm backbone of exact reasoning.




CHAPTER V.
METHODS OF STUDY.

BOOK 1. § 1. CowmTE'’s doctrine that all the aspects of social life
_CEY- are so closely connected that they ought to be studied
Comte did together was one side of a great truth. But no serious
iﬂcem attempt has yet been made to comstruct a social science
insistingon that should do the same work for social life as a whole

that under- which has been done for one side of it by economics, young

}Ii".’e.f;’.'i,":‘ and full of imperfections as that is. Comte and Herbert
Faiied o Spencer have made epochs in thought, by their broad survegs
show thal and their suggestive hints: but there is as much reason s
Douseln gver to fear that the whole world of man’s actions is tw
special wide and too various to be analyzed and explained by one
certain _ intellectual effort. The physical sciences made slow progres
Sames of 5o long as the brilliant but impatient Greek genius inssted
in searching after a single basis for the explanation of al
physical phenomena: their rapid progress in the modern age
is due to a breaking up of broad problems into their com-
ponent parts. There is no doubt an underlying unity iv
all the forces of nature, but whatever progress has been made
towards discovering it, has depended on knowledge obtained
by persistent specialized study mno less than on occasional
broad surveys of the field of nature as a whole. And similar
patient detailed work is required to supply the materisls
which may enable future ages to understand better than
we can the forces that govern the develupment of the social
organism.
But even in the physical sciences, it is the duty of t
who are giving their chief work to a limited field, to keem
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their own domain are apt to see things out of true propor-
tin; much of the knowledge they get together is of com-
pntively little use; they work away at the details of old
problems which have lost most of their significance and
late been supplanted by new questions rising out of new
points of view; and they fail to gain that large illumination
vwhich the progress of every science throws by comparison
ud analogy on those around it. Comte did good service
therefore by insisting that the solidarity of social phenomena
wnst render the work of exclusive specialists even more futile
insocial than in physical science. But, as Mill urges, Comte
mly proves what no thoughtful person would deny, that “a
pevon is not likely to be a good economist who is nothing
ehe. Social phenomena acting and reacting on one another,
tbey cannot rightly be understood apart; but this by no
wmeaus proves that the material and industrial phenomena
of weiety are not themselves susceptible of useful generaliza-
tions, but only that these generalizations must necessarily be
rdative to a given form of civilization and a given stage of
xcial advancement'.”

Again, it is true that economists, like all other students
o scial science, are concerned with individuals chiefly as
members of the social organism. As a cathedral is some-
thing more than the stones of which it is made, as a person
s wmething more 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. Nevertheless, the action of
the whole is made up of that of its constituent parts; and in
most economic problems the best starting-point is to be
fund in the motives that affect the individual, regarded not
dred as an isolated “atom ” (to use a German phrase), but
5 member of some particular trade or industrial group.

in Germany. They have been scarcely less eager than
was to insist on the solidarity of social phenomena; and

1 Mill On Comte, p. 83.

A pasition independent of Comte’s, but in some respects The

to it, has been taken by the historical school of econo- 2%'00'“1'“0',
historical
economics.
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coe and constant correspondence with those who are engaged  soox 1.
in neighbouring fields: specialists who never look beyond ™Y
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some of them have spoken disparagingly of economic theory.
But, on the other hand, they have carried the division of
labour very far in special studies of economic facts, so that
their work has thrown light on economic theory, has broadened
it, has verified, and has corrected it ; but, at the same time,
has made use of its aid at almost every step.

§2. For indeed facts by themselves are silent, they teach

be Dothing until they are interpreted by reason. In some of

the elementary experiments of a physical laboratory the
inference may be so palpable, the demand for the exercise of
reasoning may be so slight, as almost to justify us in saying
that the facts explain themselves, and give us direct in-
formation. But without the aid of careful reasoning, there
is nothing to be learnt from economic facts, because no
economic event or practical problem was ever exactly like
any other. Of course there may be a close resemblance
between two simple incidents: the terms of the leases of two
farms may be governed by nearly the same causes: two
references of wages questions to Boards of Arbitration may

1 Mill's controversy with Comte is still worth studying. Comte's arguments
have recently been restated with great force and eloqnence by Dr Ingram: but
they do not appear to have shaken Mill's position that Comte, though right when
he affinned, was wrong when he denied. A long controversy has been waged
in England, Germany and more recently in America, as to the rigbt method
of economic study. Perhaps nearly everyone has been right when he hw
affirmed that a certain method is useful; it Las generally been the one best
adapted for that part of the many-sided work of economics in which he has had
the most interest. But he has been wrong in denying that other methods are
useful: they may be applicable for purposes other than those of which he has
been chiefly thinking. Reference has already been made (Ch. iv. § 8) to the fact
that the leaders of the German historical school are careful to avoid the extrave
gances into which some of their followers have drifted. It may be wel b
quote Waguer's own words when defending Schinberg's Handbuck against
Schmoller's attacks: “We all, including I believe the chief representatives,
other than Schmoller, of the historical school of National Economy, the founders
of this movement, who must understand at least something of the historical con-
ception—we all, Roscher and Knies not excepted, hold that...the identifying
of economic history with economic theory (Wirthschaftsyeschichte und Wirth
schaftatheorie) is not only not right, but is a confusion and an offence against
the claims of logic in the systematology and methodology of the sciances.”
Zestachrift fir die gesammte Staatsiwissenschast for 1883, p. 265—6. But Schmoller
himself, in his controversy with Menger, the able leader of Austrian reaction in
favour of the older methods of economio studies, is careful to disciaim some of tha
extreme pretensions of his followers. A short summary of this controversy is
given in an article by Wagner, part of which is reproduced in the first number of
the Boston Quarterly Journal of Economicx.
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raise substantially the same question. But there is no exact soox 1.
repetition even on a small scale; and however nearly two %%
cases correspond, we have to decide whether the ditference be-

tween the two may be neglected as practically unimportant:

and this may not be very easy even if the two cases refer to

the same place and time.

And if we are dealing with the facts of remote times we The un.
must allow for the changes that have meanwhile come over :Enmnm
the whole character of ecomomic life: however closely a ofzrimd
problem of to- day may resemble in its outward incidents evidence

another recorded in history, it is probable that the economist from the

will detect a fundamental difference between their real p,:f' it

characters. A careful inquiry has to be made as to whether
this is so, before any valid argument can be drawn from one
case to the other’.

Observation and the records of history tell us that one
event happened at the same time as another, or after it,

1 Thus the introduction of the system of long lemses at fixed money rents
in North Britain was followed by n great improvement in agriculture, and
in the general condition of the people there. But before inferring that it was
the sole or even the chief cause of the improvement we must inquire what other
changes were taking place at the same tiine, and how much of the iruprovement
is to be referred to each of them. We must, for iustance, allow for the eflects
of changes in the prices of agricultaral produce, and of the establishment of
civil arder in the border provinces. To do this requnires care aud scientific
method; and till it has been done, uo trustworthy inference can be drawn ag
to the general tendency of the system of long lemses. Aud even when it bas
been done, we cannot argue from this experience to a proposal for a system
of loug leases in, may, Ireland now, without allowing for differences in the
charscter of local and world markets for various kinda of agricaltural produce,
for probable changes in the production and consumption of gold and silver, and
30 om  The whule history of Land Tenures is a most important study; bot nutil
carefully analyzed and iuterpreted by the aid of economic theory it throws no
trustworthy light on the question what is the best form of laud tenure to be
sdopted now in any country. Thus some argue that since primitive socioties
aeually held their land in common, private property in land must be an nnnatural
and trapsitional institution. Others with eqnal confidence contend that, since
private property in land has exteuded its range with the progress of civilization,
it is & necessary conditiou for further progress. Bat to wrest from history her
trae teaching on the subject requires the effects of the common holding of land
in the pant to be analyzed so as to discover how far each of them is likely to act
alwaya in the same way, how {ar to be modified by changes in the habits, the
knowledge, the wealth, and the social organization of mankind. Historical re-
searcl: of this kind requires all the resonrces of economic science: and Lhoso
great men who by doing such work extend the boandaries of ic
are not relactant to acknowledge their obligations to its analyses and relsmungs
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but they cannot tell us whether the first was the cause of
the second. That can be done only by reason acting on the
facts. When it is said that a certain event in history teaches
this or that, it will be found that account has been taken
only of some of the conditions which were present when the
event happened; the rest are tacitly, if not unconsciously,
assumed to be irrelevant. This assumption may be justifisble
in any particular case; but it often turns out otherwiss,
Wider experience, more careful inquiry, may show that the
causes to which the event is attributed could not have
produced it unaided; perhaps even that they hindered the
event, which was brought about in spite of them by other
causes that have escaped notice.

To make such inquiries properly with regard to very
distant events is often impossible; for we seldom have
records of all the facts that are wanted for the purpose
But it can be done with regard to contemporary events in
our own country. Whenever a conclusion is drawn from
them that meets with opposition, it has to stand a sort of
trial: rival explanations are offered, new facts are brought
to light; the old facts are tested and rearranged, and in
some cases shown to support the oppousite couclusion from
that on behalf of which they were at first invoked. Con-
troversies of this kind often raise a dust which obscures
the truth; but they serve a good purpose in showing us how
much knowledge and judgment are required to sift and
analyze economic facts, to balance them one against another,
to check them and to interpret them by one another.

§ 8. Thus induction and deduction go hand in hand
The progress of economic reasoning depends on the study of
economic facts, and on the other hand, that study itself re-
quires to be guided and directed by the scientific knowledge
which is the outcome and abstract of a previous study of facts-
Every new study of facts adds to vur knowledge of the action
of economic causes, it enables us to form a better judgment
as to the effects which any cause'is likely to produce, whether
acting singly or in combination with others: and it puts us
in a better position to detect the hidden causes of results
which come under our notice. But the study to be service-
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must be careful and thorough, and must be so arranged
to solate the action first of one cause and then of another,
make a careful examination of each. The methods
for this work are not peculiar to economics; they
the common property of all sciences. All the devices
for the discovery of the relations between cause and effect
vhich are described in treatises on scientific method have to
be used in their turn by the economist: there is not any
ae method of investigation which can properly be called
the method of economics; but every method must be made
mrviceable in its pruper place .

U Almost every scientific inquiry into the counection between canse and
et is mado up of three rudimentary processes combined and applied so s
b it the special conditions of the problem. The first is to find the same cause
owting in many different surroundings, and in all producing the same effect;
w, lor instance, when we observe that so long as the greater part of the English
aborern’ wages bad to be speut in bread, the marriage rate always fell when
the price of wheat Tose. Another is, having already discovered the effects of all
cawes, mve one, at work in any case, to subtract these from the total effect,
ud by the tnetbod of residaes to determine the effect of that one; as, for in-
sace, when we analyze the excess of imports over exports, and, deducting
(i pert which is dae to freights aud commissions, to the profits an English
traments in foreign countries and other canses, determine whether there is
wy raidae which must be accounted fur by our borrowing fram other countries.
(8w Oiflen's Kssays.) The third is the simplest, but cannot often be applied.
Itin to ud two casen which resewble one another in every respect except that
s aaom is preeent in one of them but not in the other. Then by holding the
cms op to the light, as it were, against one snother, the effect of that cause
Wmade to stand out. The best, perbaps the only perfect, illustrations of this
wthd met with in economics have reference to the physical laws which are
wsd by the scisnce, though they are not, properly speaking, economic laws, sach
8 thow bearing on the fertility of land: as wheu 8ir John Lawes determiues
th mfinence of farmyard mauuare by cultivating two adjacent plots of similar
odin caactly the same way, except that only one of them is mannred.
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CHAPTER VL
ECONOMIC MOTIVES.

BOOK 1. § 1. It is sometimes said that economists regard it as
CR. VL. “natural” or “normal,” and in some sense even right, that man

Economics should be governed only by selfish motives; this opinion may .

,df.::,ﬂ‘:,t,m however be dismissed at once as a popular error, which finds

::u!insf;ely no support in the teaching or practice of the best economists. |
But again it is said that the scope of economics is limited to
the consideration of those actions which are governed by self-
regarding, if not by selfish motives. This view also seemsto
be mistaken; but there is so much authority for it that it
requires to be carefully examined.

but it When the older economists spoke of the “ econumic man”
et as governed by selfish, or by self-regarding motives, they did
chiefly with not express their meaning exactly. Mill truly observes
motives that in economic phenomena “the psychological law maiuly

measar- . concerned is the familiar one that a greater gain is preferred
able, to a smaller';” and argues that science gets a better held

in economic than in other social phenomena because it
deals with motives that can be compared quantitatively aud
measured one against another. It is this notion of measuns-
bility that he really takes as the basis of his work, though he|
does not emphasize it.
snd whoee ~ The chief reason why, though backward relatively t
therafors. physical science, economics has been able to get in advas

here o Of every other branch of social science, is that it deals mainl
lawand, With just that class of motives which are measurable,

subject of therefore are specially amenable to treatment by scienti
sclontific

treatment. Mmachinery. Other branches of social science deal only wit)

1 Logic, Book VI. Ch. 1x. § 8.
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quality of human motive: economics deals with quantity
well as quality. Wide as are the interests of which the

i) takes account when applying his doctrines to
pactice, the centre of his work is a body of systematic
as to the quantities of measurable motives. For
the purpose of this or that special illustration he way even
teglect all others: but he must never lose sight of the real
isues of life ; and these are all, with scarcely any important
exceptions, affected more or less by motives that are not
measurnble®.

} Here we look at the individual, uot as a * psychological atom* but as a
member of & social group : and no method of measurement is of any avail which
a5t genernlly applicable to the whole of that group. And, whatever may
b ibe case in the futore, there is at present only one such method which
s for this: the method, namely, of reducing to a commun measure the
Uingy that must be given to people to induce them to perform or abstain
fom pecforming certain actions. This then is the sense in which the term
muanable motive is used here. As soon as a motive can be measured, so
mco & part. at least, of the machinery of economic motives ia applicable to
i In the world in which we live, money, as representing general purchasing
yover, is s0 much the best measure of motives that no other can compete with it.
Bet thus is, wo to speak, an accident, and perhaps un accident that is not found in
olber worlds than oars. When we want to indace a msu to do anything for us
w geoerally offer him money. 1t is true that we might appeal to his generosity
o wose of duty; but this would be ealling into action latent motives that are
sready in existence, rather than supplying new motives. If we have to supply a
wy aotive we generally consider how much money will just make it worth his
vhile 10 do it. Sometimen indeed the gratitude, or esteem, or honour which is
bl cot sy an inducement to the action may appear as a new motive; par-
teslarly if it ean be erystallized in some definite outward manifestation; as for
ttanee in the right to make use of the letters C.B., or to wear a star or a garter.
%ch ditinctions are comparatively rare and counccted with but few trans.
xbes; and they would not serve &s a measure of the ordinary motives that
o men in the acte of every-day life. But political services are more
fnpently rewarded by such honours than in any other way; so we have got
ale the habit of measuring them not in money but in honours. We say for
btance that A's exertions for the benefit of his party or of the State, as the case
my be, were fairly paid for by knighthood ; while knighthood was but shabby pay
{ar B. be had earned a baronetcy.

1t is quite possible that there may be worlds in which no one ever heard of
pivate property in material things, or wesalth as it is generally anderstood ; but
phlic houonrs are meted out by graduated tables as rewards for every action
timt is done for another's good. If these honours can be transferred from one to
wotber withont the intervention of any external authority they may serve to
wmenre the strength of motives just as conveniently and exactly as mouey does
wib ns. In such a world there may be a trestise on economic theory very
smilar to the preseut, even though there bLe very little mention in it of
msterial things, and no mention at all of money.
1t may woom almost Lrivial to insiat on this, but it is not so, For a misleading
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BOOK I. § 2. When the motive to a man’s action is spoken of as
4 VI supplied by the money which he will earn, it is not mesnt

The motive that his mnind is closed to all other considerations save those
of earning . N . . .
money does Of gain. Even the most purely business relations of life

Dok ox- hor ASSUMe honesty and good faith ; while many of them take for

‘t’)f’::;‘!m' granted, if not generosity, yet at least the absence of mean-
" ness. The pride which every honest man takes in acquitting
himself well, is a most important factor of economie efficiency,

and an important item in every careful estimate of work

snch aa the and wages. Again, much of the work by which people ear

leasure . oge . .. . '
P orded by their living is pleasurable in itself; and there is truth i the

the work  contention of the socialists that more of it might be made so.

z‘;‘;)i::?:c‘ Many find in business work, that seems at first sight unat-
tractive, a distinct pleasure, which is partly direct, and partly
arises from the gratification which the work affords to their
instincts of rivalry and power. Just as a race-horse or an
athlete strains every nerve to get in advance of his com-
petitors, and delights in the strain; so a manufacturer ora
trader is often stimulated much more by the hope of victory
over his rivals than by the desire to add something to his
fortune. The action of such motives as these must be studied
carefully by economists; and the allowance required to be
made for them will in some cases be so great as to alter per-
ceptibly the general character of their reasonings’.

association has grown up in people’s minds between that measurement of motins
which is the chief task of economic science, and an exclusive regard for material
wealth to the neglect of other and higher objects of desire. The only conditions
required in A& measure for economic purposes are that it should be something
definite and transferable. Its taking a material form is practically couveniesh
but is not essential.

1 German economists have done good service by insisting on this class o
considerations, but they seem to be mistaken in supposing that it was overlookd
by the older English economists. It is an English babit to leave much to be
supplied by the common sense of the reader; in this case reticence has been
carried too far, and has led to frequent misunderstandings at home as well &
abroad. Thus prominence has been given to Mill's statemnent, that * Political
Economy considers man as occupied solely in acquiring and consuming wealth”
(Fasays, p. 138, and sgain, Logic, Bk. VI. Ch. 1x. § 8). But it is forgotten that be
goes on to say, " There is perhaps, no action of & man's life in which le is neither
under the immediate nor under the remote inflaenco of any impulse but the mere
desire of wealth;” and it is forgotten that his treatment of economic questions
took constant account of many motives besides the desire for wealth (see above,
Ch. 1v. § 7). His discussions of economic motives are, however, far inferior buth
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Much of the best work of the world has no price, and ook 1.
altogether the ecomomic caleulus. Any education ™

a man gives himself or his children comes within its The

. oy s e R . highest
only in so far as it is given with the purpose of enabling motivesare

to earn more money; we can seldom measure the money g‘;:::.

of auy bodily, mental or spiritual training that is an Part non-
ad in itself, and is not a means of pecuniary gain. Again, sble and
. - . evade the
wioe of the work done in science, literature and art has a economic
pecuniary motive ; another and a higher part has its chief “*"™
mtive in the desire of fame; but the highest work of all
bas scarcely any other motive than the love of the work
ard the wish to do good to the world. The second part is
theoretically capable of measurement: but the last, in
common with much else that is noblest in human action is
s a rule altogether incapable of it'.

Agqin, it is important to guard against the error of self.
mpposing that all measurable self-regarding motives are:f:.h,n“
of a low order; for even when a person works simply in e
wler to get money with the intention of spending it on ’!l::"_vﬂ';eg:t
himself, his chief aim may be to gain the means of culture, low order.
1 the opportunity for doing some important work. Money
sgeneral purchasing power, and is sought as a means to all
kinds of ends, high as well as low, spiritual as well as
matenal’,

§3. The most systematic part of people’s lives is gene- Business
nlly that by which they earn their living. The work of all ::;::n‘; .
e engaged in any one occupation can be carefully ob- Tor<¥

. measnre,
anved; general statements about it can be formulated and

& abdtance anid in methud to those of his German coutemporaries, and notably
bepunn. The English reader may consult with advantage Syme's Outlines
t = Industrial Science.

! Au metructive argument that non.purchasable, von-measurable pleasures
ury at differvnt times and tend to increase with the progress of civilization is to
b boand in Knics' Political Economy, 11. 8.

1 This poiut is further developed in an admirable essay by Cliffe Leslie on
The Leve Of Moncy, We hear of people who pursus money for its own sake
without caring for what it will purchese. No doubt this does sometimes happen

o the end of & long life spent in business: in this as in other cases the habit
o doipg o thing is kept up after the purpose for which it was originally done

coaserl L0 exist. And after all it gives such people 8 feeling of power over

fellow creatares, and ensures them a sort of envious respect in which they

s bitter bat stroug pleasure.

M. 6
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ECONOMIC MOTIVES.

tested by comparison with the results of other observations;
and finally numerical estimates can be framed as to the
amount of money or general purchasing power by which the
services are measured, that is, the payment that is required
to supply a sufficient motive for them.

It is true of nearly all motives that their force depends
much on individual peculiarities of taste and temper; and
this makes it very difficult to predict the action of any one
person or “atom” of the social body. But the difficulty
diminishes when we look at the action of an industrial group
such as that which is formed by all the workers of any given
class who live in the same neighbourhood : for their personal
peculiarities are likely to counterbalance one another. So
that in spite of the differences of individual character it is
possible, for instance, to 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 proposed to start in any place. A very little
experience will enable a person in going over a factory ofa
kind that he has never seen before to tell within a shilling
or two a week what each set of workers are earning, by
merely observing how far theirs is a skilled occupation and
what strain it involves on their physical, mental and moral
faculties.

The unwillingness of people to undergo the fatigue of any
particular kind of business work is therefore in the first rank
of measurable motives. Again, the unwillingness to postpoue
enjoyment, and thus to save for future use, is measured by
the interest that is got by the possession of accumulated
wealth. And, lastly, the desire to obtain anything that is
ordinarily bought and sold for money, is for that very reasou
easily measurable by the price that people are willing to pay
for it; though here again allowance must be made for|
differences in the means of different classes of purchasers.

In all these kinds of action self-regarding motives are
doubt prominent; but they are not in exclusive )
For instance, the chief motives of saving capital, of
money on the education of children, and of buying things
their use, are unselfish: and the actions which are p
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them occupy a very large place in economics. The reason soox 1.
@ that family affection acts with so much uniformity in any =
given stage of civilization that its effects can be systema- much phi.

hropic
tially observed, reduced to law and measured. sction.
Those economists who have spoken of their science as Economics

is much

ccerned chiefly with self-regarding motives, have tacitly ,ccupieq
incloded among them a person’s desire for the well-being of ¥ith s
bis family. But this is clearly illogical. The real reason “llhlzx;;x
wby thia desire is included and yet other benevolent and his own
wlf sacrificing motives are to a great extent left on one side foiopments
by economics, is that their action is irregular. The expense ;’L';i‘l’y.
vhich an Englishian with £500 a-year will incur for the
education of his children can be told pretty well beforehand.
But as the family in Eungland has narrow limits, no good
guess could be made of how much he would give to support
s destitute second cousin. Still less could it be said how
much time he would be willing to spend in visiting the
futberless and widows in their affliction.
It is however true that some kinds of philanthropic action
an be described in statistical returns, and can to a certain
exient be reduced to law if sufficiently broad averages are
uken. For there is scarcely any motive so fitful and irregu-
lr, but that some law with regard to it can be detected by
the aid of wide aud patient observation. It would perhaps
% poseible even now to predict with tolerable closeness the
sbscriptious that a population of a hundred thousand En-
fishmen of average wealth will give to support hospitals
wd chapels and missions, and in so far as this can be done
there is a basis for an economic discussion of supply and
dmand with reference to the services of hospital nurses,
ad missionaries and other religious ministers. But still it
B tre that by far the greater part of those actions which
we due to a feeling of duty and love of one’s neighbour can-
ot be classed, tabulated, reduced to law and measured. It
b for this reason, and not because they are not self-regarding,
that the machinery of economics cannot be brought to bear
ka them’.

! [ may be objected that the higher motives are so different in quality from
s lowaz, that the one cauvot be weighed agaiust the other. There is some

6—2
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POOK 1. Again, it is true that the earlier English economists paid
2V too exclusive attention to the motives of individual action, to
The eto the neglect of those which lead to collective action. But,

collective as (lerman writers have insisted with much force, economics
?}:«m has a great and an increasing concern in motives connected
ing tport. With the collective ownership of property and the collective
ance ‘0“’0 pursmt of important aims. .

We shall presently have to consider some of the many
forms of collective property. By far the most important is
that of knowledge, which generally becomes the property of
the world almost as soon as it is obtained. Other forms are
roads, bridges, &c.; some people take nearly as great a delight
in the beauty of their public buildings as in that of their own
houses, in the richness of their public museums as in that of
their private cullections of pictures; they are glad to tax them-
selves to enable their government or their town council to
carry out various plans for promoting the physical or moral
well-being of the nation. Many new kinds of voluntary
association are growing up under the influence of other
motives besides that of pecuniary gain; and the co-operative
movement in particular is opening to the economist new
opportunities of measuring motives whose action it had
seemed impossible to reduce to any sort of law.

Most of the sacrifices which men make for their country
are such as cannot well be measured : but when many people
do the same kind of thing in the same kind of way—as in

validity in this objection. The pain which it would cause an earnest and good
wan to do deliberately a wrong action, is so great that no pleasure can

te for it; it t be weighed or measured. But even here it is not
the qunhtv of the pain, but its amount, that hinders it from being measured: the
pain is practically infinite. People of a less noble nature do however some-
times deliberately act wrongly in order to gain some pleasare: and then the
pleasure bas weighed against and weighed down the pain of wrong-doing.
Temptations to do wrong have 30 much variety in form and manner that their
action can seldom be tabulated and reduced to law. But if it happens that the
sawe kind of temptation is pr ted to a great many people in exactly the same
way, it may be measured. For instance in the old days of bribery the pain and
shame of voting aguinst one's ¢ i was measured ; and experienced agents
could tell how wany people in a given district would be induced to incur it for a
bribe of A¢ aud how mauy for & bride of £1. It is not likely that many facts of
this Kint will ever be asertained: but if they shomld, it may be worth while to
buadd up & special hemvod of econcmics, & sort of economic pathology, to deal
with thew
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the case of compulsory conscription or even volunteer service soox 1.
—the economic calculus has a foothold. The growing earn- % ™
stuess 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. The voice

of economics is but one among many that must be listened

W iu the preparation for any public action; but it may do

mare, as will presently be shewn, than it has done towards
messuring the advantages of different plans of public enter-

inse and weighing them one against another.

§ 4 Lastly, there is a certain class of influences on human Custom is
«tion which do not tend to cause change : they play the same :f,{fﬁ;‘:'
prt in the moral world that friction does in the mechanical, ctange-
When several forces are acting on a thing friction throws its
drength with perfect impartiality against whichever of them
we tending to prevail over the others and to cause move-
mnt. So whatever be the social forces that are tending to
prevail over others and to cause change, they are opposed by
e forces of individual habit, of social customn, of apathy,
tmidity and ignorance; or to sum up the whole in one word,
by the want of free enterprise. Their influence is none the
less disturbing because custom and habit have themselves in
A great measure been slowly fashioned in the course of long
geoerativns by the almost unconscious balancing agaiust one
sotber of the motives for aud against different courses of
sction.

The friction which they exert cannot be measured by

ielf; because its direction and even its force depend upon
the tendency to change by which it is called into action.
But it can be often measured indirectly. For instance, when
tere i3 8 gain to be made by moving from one occupation to
aother, or by changing one mode of production or one
market for buying or selling for another, the resistance of
friction has to be overcome: and the amount of the friction
an be measured by the amount to which the gain has to
riie before the change is made.




CHAPTER VIL
THE NATURE OF ECONOMIC LAW.

BOOK 1. § 1. THE nature of economic law has been in some
% "I measure indicated in our inquiry as to the range of economic
The range motive. Those actions that are governed by free enterprise

of econo-

{xl)lic lawis and self-regarding motives are, as we have seen, those which
6 same

as that of 8Te Most easily reduced to law and measured ; and reasonings

economic  with regard to such actions afford the simplest types of
economic theory: but they are not the whole of it. Wher-
cver any motive, whether self-regarding or not self regarding,
whether of public or private interest, whether based on wise
judgment or on ignorant prejudice, affects any considerable
class of people in the same way, then the action of that
motive can often be reduced to some kind of money measure,
if not directly, yet at least indirectly by comparison with
other motives that can be measured directly; and then it
can be brought more or less within the range of economic
reasoning.

Economics is a science of human action; and economic
laws, properly so-called, are laws of human action. It i
true that the term is commonly used to include certain
physical laws, which play a part in economic discussions:
as, for instance, the Law of Diminishing Return, which
economics borrows from the science of agriculture. Bat
we are at present concerned with those laws only which
truly belong to economics.

Corresponding to the substantive “law” is the adjective
“legal ”.  But this term is used only in connection with ~law”
in the sense of an ordinance of government; not in the
sense of a scientific statcment of connection between cause
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ad effect. The adjective used for this purpose is derived soox 1.
fom “norma,” a term which is nearly equivalent to “law,” % ™"
wd might perhaps with advantage be substituted for it in

wientific discussions.

An ECONOMIC LAW is a statement that a certain course Definitions
of sction may be expected under certain conditions from the 7.{,,{,‘.‘::1“(1
wmembers of an industrial group: and that action is the
Nor¥AL action of the members of that group.

Normal action is not always morally right; very often it

it stion which we should use our utmost efforts to stop.
For iustance, the normal condition of many of the very
porest inhabitants of a large town is to be devoid of enter-
prise, 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, re-
quired for working their way out of their squalid surroundings.
The existence of a considerable supply of labour ready to
mike match-boxes at a very low rate is normal in the same
vay that a contortion of the limbs is a normal result of
tking strychnine. It is one result, a deplorable result, of
the action of those laws which we have to study.

It will be understood then that that course of action
vill be called normal which is in general accordance with
the “norma,” the type or standard or general rule of the
People whom we are at the time considering: the accordance
must be sufficient to enable us to make the observations
myuired for estimating the money measure or price, which
sill ou the average be necessary and sufficient to induce
thew to undertake it’.

1 It will be noticed tlat this nse of the word normal is broader thau that which
lrdheg sdopted. It is often said that those results only are normal which are
¢w In the andisturbed action of free competition. And if a short and simple
smnnt of the tern mnst be given, this is perhaps the best. But the term has
o 1o be upplied to conditions in which perfectly free competition does not
aie xud cao lhiardly even bhe supposed to exist. Tho use of the term now
proposed is more in accordance with its etymological meaning, as well as with the
eriinary language of everyday life. An objection may be raised that it has uot
s mficlently definite and rigid outline: but as we go on it will, I think, be found
that the difficulties arising from this source are not very great; and that the use
e peuposed will help to bring the doctrines of economics into closer convection
with real life.
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=, ovmaral scheme of our economic reasouing is
adwm~d by the kind of action which we thus
<~~ » nwmal and coming within the range of econuvmic
«umagh scientific machinery should be as definite
» woNe yet at the same time it should be flexible, so
.z -+ wmay be adjusted and applied to the varying circum-
staanve and characters of many varieties of people in different
cwuatries and different times, in different occupations, and
difkerent clusses of society.
Tt abouid The part which the machinery of science plays in the
aimaos be, production of knowledge resembles in many ways that
it will  which material machinery plays in the production of goods;
Mlhm both cases machinery selects those processes which can
o™ be reduced to system. In the production of goods, when
is  the same kind of thing has to be done over and over again

sanse 18
the ulti-
mate arbl- in the same way, it generally pays to make a machine to do

:::collu‘l it. But where there is so much changing variety of detail that

WHOL it is either impossible, or at all events upprofitable, to use
machines for the goods, they must be made by hand. Similarly
in knowledge, when there are any processes of investigation
or reasoning in which the same kind of work has to be done
over and over again in the same kind of way, then it is worth
while to reduce the processes to system and to erect the
machinery of science in order to deal with them. But after
all there is s0o much variety in economic problems, economic
causes are intermingled with others in so many different
ways, that exact scientific reasoning will seldom bring us all
the way to the conclusion for which we are seeking. It
would be foolish on this account to reject its aid so far as it
will reach, but something must be left at the end to be done
by practical instinct and trained common sense.

In some parts of the science the province of exact reason-
ing extends so far, that it can go near to indicating the right
solution of practical problems. But in every practical
problem it is common sense that is the ultimate arbiter. It
is the function of common sense alone to propose a particular
aim ; to collect from each department of knowledge material
adapted, so far as that department can do it, to the special
purpose ; to combine the various materials; to assign to each

PR
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its proper place and importance; and finally to decide what soos 1.
course is to be adopted. It is not the function of a science to T "™"
lay down practical precepts or to prescribe rules of life. ~The Thelawsof
laws of economics, as of other sciences, are couched in the gronot
indicative and not in the imperative mood: they are state- precepte.
ments as to the effects produced by different causes, singly or

in combination; they are not rules ready for immediate
application in practical politics’.

§ 3. Again, the laws of economics as of other sciences All scien-
are statements as to the effects which will be produced by :f:;m
certain causes, not absolutely, but subject to the condition f:fl‘,%ﬁ;
that other things are equal, and that the causes are able to assme
work out their effects undisturbed. On this account it has conditious,
been called a hypothetical science, and this term has some- ::,i :;;;:
times been used disparagingly. But every physical science B2
is hypothetical in this sense. Even in a prediction of an
eclipse, there is a suppressed condition that the solar system
will not meanwhile have been disturbed by the explosion of
one of its members, or the advent of a large external body.

Such disturbances are so unlikely that astronomy is justified
in taking no account of them; nevertheless it is based on
hypothesis. In other sciences disturbing causes arc more
frequent, and therefore the conditioning clauses more frequent
and more prominent. 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 hypothesis that
no cause is permitted to enter except those distinctly allowed

for. These conditioning clauses are not continually repeated,

t On this subject there is littlo difference of opiniou among Euglish economists.
But many writers in other countries, and especially in France, have not been
careful to insist on the purely scientific charucter of economics; and have en-
larged its scope 80 88 to make it include much which we class as principles
o practical politics or as utterances of individual publicists. A striking instance
of thiw ia fonnd in M. Laveleye's Les Lois de ' Economie Politigue. Of course an
eocoamist retains the liberty, commeon to all the world, of expressing his opinion
that » certain course of action is the right one under given circnmstances. And
if the difficultics of the problem are chiefly economic, ho may speak with a certain
snthority. But so may s chemist with regard to olber problems, and yet no
ressouable person regards the laws of chemistry as procepts,
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soox . but the common sense of the reader supplies them for hitmself,
CH. ¥II. . sy
—— In economics it is necessary to repeat them oftener than
Butin = alsewhere, because its doctrines are more apt than those of
thnillapﬂlhd any other science to be quoted by persons who have had no
conditions . -
mmstbe  Scientific training, and who perhaps have heard them only at
cpbs- gecond hand and without their context, and they are lisble even
to be deliberately wrested from their proper meaning for
partisan purposes'.
The scope Again, 1t is sometimes said that law is more universally
';:mnmg, true and less changeable in the physical world than in the
1 wide, " relations with which economics deals® It would perhaps be
ouh put-  better to say that an e?onomic law is a.pplicable only to a
trineis  very narrow range of circurastances, which happen to exist
" together at one particular place and time, but quickly pass
away. When they are gone the law though still true as an
abstract proposition, has no longer any practical bearing,
because the particular set of causes with which it deals are
nowhere to be found acting together without important
disturbance from other causes. Though much of the scheme
of economic theory, much of its scientific machinery, is of
wide application, we cannot insist too urgently that every
age and every country has its own problems; and that every
change in social conditions is likely to require a new de-
velopment of economic doctrines,

! Oue reason why ordinary conversation ia eimpler in form than a scientific
treatise, is that in conversation we can safely omit conditioning clauses; becanse
if the hearer does not supply them for himeself, we quickly doteet the misunder-
stauding, and set it right. Adam Smith and many of the earlier writers on
otononics attained seeming mimplicity by following the usages of conversation,
and omitting conditioning clanses. But this has caused them to he constautly
wisnnderstood, and has led to moch waste of tlme and trouble in profitless

controversy; they purchased apparcnt eane at too great a cost.
2 See e.g. Knies, Fof. tKkon. 1. 11.



CHAPTER VIIL

SUMMARY AND CONCLUSION.

§ 1. WE have traced the growth of economic freedom
and enterprise, and have seen that the chief features of the

BOOK 1.
CH. VIIX.

present economic problem and the chief inceutives to econo- STmmary-

mic study are of quite recent date. Till not very long ago
the distribution and exchange of wealth were governed in the
main by conditions which changed but slowly, by institutions
which had the authority of custom and preseription; and
which most people were content to take as they found them.
Even where there was no slavery and no rigid system of caste
the governing classes seldom took much thought for the
material well-being of the great mass of the workers; while
the workers had not the habits of mind nor the opportunities
of thought and action required for thinking out the problems
of their own lives. 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 carcer in peace; and the world had to wait
for the dawn of the new economic era till a whole nation was
ready fur the ordeal of economic freedom.

We have seen how England especially was prepared for
the task, but how towards the end of last century, the changes
which had so far been slow and gradual, suddenly became
rapid and violent. Mechanical inventions, the concentration
of industries, and a system of manufacturing on a large scale
far distant markets broke up the old traditions of industry,
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SUMMARY AND CONCLUSION.

and left every one to bargain for himself as best he might;
and at the samc time stimulated a rapid increase of popula-
tion 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 lovse 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 aud 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
diminished the good caused by the advent of free enterprise.

And yet the time at which free enterprise was showing
itself in an uunaturally harsh form, was the very time in
which economists were most lavish in their praises of it. This
was partly because they saw clearly, what we of this genera-
tion have in a great measure forgotten, the cruelty of the
yoke of custom aund rigid ordinance which it displaced ; partly
because the general tendency of thought in England was
that frecdom in all matters, political and social, was worth
having at every cost except the loss of security: but partly
also it was that the productive force which free enterprise
was giving to the nation, was the only means by which,
weakened as it was by a series of bad harvests, it could offer
a successful resistance to Napoleon. Economists therefore
treated free enterprise not indeed as an unmixed good, but
as the natural state of things; and they regarded its evils as
of secondary importance.

Adhering to the lines of thought that had been started
chiefly by mediwval traders, aud coutinued by French and
English philosophers in the latter half of the eighteenth cen-
tury, Ricardo and his followers developed a theory of the
action of free enterprise (or, as they said, free competition)
which coutained many truths that will be of high importance
so long as the world exists. Their work was wonderfully
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cvmplete within the area which it covered: but that area soox1:.
i very narrow. Much of the best of it consists of problems ©8: V1t
rebting to rent and the value of corn; problems on the S8ummary.

wltion of which the fate of England just then seemed to
depend, but which, in the particular form in which they were
vorked out by Ricardo, have very little direct bearing on the
mesent state of things. A good deal of the rest of their work
vas narrowed and almost spoiled by its regarding too exclu-
dvely the peculiar condition of England at that time; and
this parrowness has caused a reaction.

So that now, when more experience and leisure, and
greater material resources have enabled us to bring free
eaterprise somewhat under control, to diminish its power of
ding evil and increase its power of doing good, there is
growing up among many economists a sort of spite against
it Some German economists in particular exaggerate its
evils, attributing to it the ignorance and suffering, which are
the results either of tyranny and oppression in past ages, or
of the misunderstanding and mismanagement of economic
freedom.

Intermediate between these two extremes are the great
body of economists who, in Germany, England, America, and
, other countries, are bringing to the study of economic questions
1 unbiassed desire to ascertain the truth, and a willingness
to go through with the long and heavy work by which alone
xientific results of any value can be obtained. Varieties of
nind, of temper, of training and of opportunities lead them
bwork in ditferent ways, and to give their chief attention to
dfierent parts of the problem. Some set themselves to
ollect and arrange facts and statistics relating either to past
o W present times; while others occupy themselves chiefly
vith analysis and reasoning on the basis of those facts which
ve ready at haud. This division of labour, however, implies
wt oppsition, but harmony of purposes. The main work of
eery modern school of economists is devoted to obtaining
sme part or other of that knowledge, which is necessary to
enshle us to understand the influences exerted on the quality
ad tone of man's life by the manner in which he earus his
liselihood and by the character of that livelihood.
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SUMMARY AND CONCLUSION.

The economist must be greedy of facts; but facts by
themselves teach nothing. History tells of sequences aud
coincidences: to interpret these and draw lessons from them
requires the aid of reason. 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 prac-
tical problem. Economic science is but the working of
common sense, organized and equipped with a machinery of
general analysis and reasoning adapted for collecting, arrang-
ing, and drawing inferences from some particular class of
facts. Though its scope is always limited, though its work
without the aid of common sense is always vain, yet in almost
every difticult problem it will enable common sense to go
further than would otherwise be possible. Its chief work is
connected with the measurement of motives by the price
which, as a “norma” or general rule, is suflicient to induce
a person of a particular class under given conditions to under-
take a certain task or undergo a certain sacrifice. A state-
ment with regard to man's normal action, or in other words
an economic law, is not more hypothetical than the laws of
the physical sciences: for they also contain or imply condi-
tions. But there is more ditficulty in making the conditions
clear and more danger in any failure to do so, in economics
than in physics.

The study of theory must go hand in band 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 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
knowledge for its own sake, and secondly, to throw light on
practical issues, But though we are right before entering on
any study to consider carefully what are its uses, we should not
plan out our work with direct reference to them. For by sv

:,"J':;";‘g}'h doing we are tempted to break off each line of thought as

serve,

soon as it ceases to have a direct and immediate bearing on
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that particular aim which we have in view at the time: the soox1.
direct pursuit of practical aims leads us to group together - "'
bits of all sorts of knowledge, which have no connection with bat to the
we snother except for the immediate purposes of the mo- the sub-
ment; and which throw but little light on one another. Our u’ch:hmm
Penergy is spent in going from one to another ; nothing ey are .
Bthoroughly thought out; no real progress is made.

The grouping, therefore, which is best for the purposes

o science proceeds on the principle of collecting all those facts
ad reasonings which are similar to one another in nature:
wthat the study of each may throw light on its neighbour.
By warking thus for a long time at one set of considerations,
ve get gradually nearer to those fundamental unities which
se called nature’s laws: we trace their action first singly, and
ten in combination ; and thus make progress slowly but
wely. The laws of human action are not indeed as simple,
w definite or as clearly ascertainable as those of physics.
But the raison d'étre of economics as a separate science is
tat it deals chiefly with that part of man’s action which is
wst under the control of measurable motives; and which
therefore lends itself better than any other to systematic
raoning and analysis. The practical uses of economic
tudies shnuld never be out of our minds ; but our chief direct
tims are to study and interpret facts and to find out what
we the effects of different causes acting singly and in com-
bination.

§3. Economics is then the science which investigates Questions
mao's action in the ordinary business of life. It pursues the vestigated.
Wquiries :—

How does economic freedom tend, so far as its influence
raches, 1o arrange the production, distribution and exchange
o wealth? What organization of industry and trade does it
nd to bring about; what forms of division of labour; what
wragements of the money market, of wholesale and retail
daling and what relatious between employer and employed ?

How does it tend to adjust values, that is, the prices of
material things whether produced on the spot or brought
from & distance, rents of all kinds, interest on capital and the
amings of all forms of work, including that of undertaking
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and managing business enterprises? How does it affect
the course of foreign trade? Subject to what limitations
is the price of anything a measure of its real utility? What
increase of happiness is prima fucie 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 ite 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 econo-
mic freedom reach (or how far has it reached at any particu-
lar time) in any place, in any rank of society, or in any par-
ticular 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 intermediate effects 7 What
will be the incidence of any system of taxes? What burdens
will it impose on the community, and what revenue will it
afford to the State ?

§ 4 The practical issues which are a motive in the
background to economic inquiries vary from time to time, and
from place to place. But the following problems are of
special urgency now in our own country :—

How should we act so as to increase the good and dimi-
nish 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
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even when they would be likely to diminish the aggregate of
walth? In other words, how far should an increase in the
inome of the poorer classes and a diminution of their work
be simed at, even if it involved some lessening of national
material wealth? How far could this be done without injus-
tee, and without slackening the energies of the leaders of
pegress?  How ought the burdens of taxation to be distri-
buted among the different classes of society ?

Ought we to rest content with the existing forms of
disision of labour? Is it necessary that large numbers of
the people should be exclusively occupied with work that
bas no elevating character ? Is it possible to educate gra-
dually among the great mass of workers a new capacity for
the higher kinds of work ; and in particular for undertaking
ovperatively the management of the businesses in which
ey are themselves employed ?

What are the proper relations of individual and collective
ation in & stage of civilization such as ours? How far ought
vlontary association in its various forms, old and new, to be
ki to supply collective action for those purposes for which
sch sction has special advantages? What business affairs
sould be undertaken by sotiety itself acting through its
Gvwernment, imperial or local? Have we, for instance, car-
tied as far a8 we should the plan of collective ownership and
we of open spaces, of works of art, of the means of in-
fruction and amusement, as well as of those matenal
rquisites of a civilized life, the supply of which requires
wited action, such as gas and water, and railways ?

When Government does not itself directly intervene, how
fr should it allow individuals and corporations to conduct
their own affairs as they please? How far should it regulate
the manugement of railways and other concerns which are to
swme extent in a position of monopoly, and again of land and
itber things the quantity of which cannot be increased by
man/ Is it necessary to retain in their full force all the
ewsting 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 justi-
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fisble? What scope is there for the moral pressure of social
opinion in constraining and directing individual action in
those economic relations in which the rigidity and violence
of Government interference would be likely to do more harm
than good ? )

In what respect do the duties of one nation to ancther
in economic matters differ from those of members of the
same Dation to one another?
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CHAPTER L

»

CLASSIFICATION. THE USE OF TERMS.

§ 1. As Mill says':—* The ends of scientific classifica- BoOX 11.
tion are best answered when the objects are formed into ~___
groups respecting which a greater number of general pro- Frinciples
positions can be made, and those propositions more im- cation.
portant, than those which could be made respecting any
other groups into which the same things could be distri-
buted.” But we meet at starting with the difficulty that
those propositions which are the most important in one stage
of investigation are not unlikely to be the least important in
another, if indeed they apply at all. The continual change
and development of economic phenomena renders it im-
possible to decide once for all, what are the most important
purposes which economic classification has to subserve.

In this matter economists have much to learn from Tbe difi-

1
the recent experiences of blology and Darwin'’s profound clnn]:gy?ng

discussion of the question® throws a strong light on the i2ge
difficulties before us. He points out that those parts of the (panging
structure which determine the habits of life and the general ch:lr:hc:;rs
plan of each being in the economy of nature, are as a rule nses.
not those which throw most light on its origin, but those
which throw least. The qualities which a breeder or a
gardener noticus as eminently adapted to c¢uable 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 institu-

! Logic, Bk. 1v. Ch. vii. Por. 2.

3 Origin of Species, ch. x1v,
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tion which play the most important part in fitting it for the
work which it has to do now, are for that very rcason likely
to be in a great measure of recent growth’, This is one of
many reasons which force us counstantly to compromise with
regard to the use of terms. For of course 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.

§ 2. The difficulties in the way of the right use of termns
would be great, even if we confined our attention to the
problems of our own time.

To begin with it is not possible to follow the established
rule that there should be a separate term for every important
notion met with in the science. In most physical sciences
indeed this rule is rigidly fullowed, and a technical term is
invented for each new notion as soon as it emerges. Whenever
it is seen that the things which have a certain set of qualitics
will often be spoken of together, they are formed into a class
with a special name. But economics cannot venture to
make more than a very sparing use of special technical terms.
Its reasonings must be expressed in language that is in-
telligible to the general public; it must therefore endeavour
to conform itself to the familiar terms of every day life, and
8o far as possible must use them as they are commonly used.

In common use almost every word has many shades of
meaning, and therefore needs to be interpreted by the con-
text. And, as Bagehot has pointed out, even the most formal

1 Instances are found in many of the relations hetween employer and em-
ployed, between middleman and trader, between bankers and their two classes of
clients, those from whom the bankers borrow and thoso to whom they lend. The
substitution of the term *‘interest” for “usury” correspouds to a general change
in the character of loans, which haa given an entirely new key-note to our
analysis and classification of the different elementa into which the cost of produc-
tion of » commodity may be resolved. Again the general sclieme of division
of 1shour into skilled aud unskilled is andergoing a gradual change; the scope of
the term "*rent” is being broadened in some directions and narrowed in vtherss
and %0 on,
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writers on economic science are compelled by the scarcity of soox .
words at their disposal to follow this practice. But they "
often do it tacitly, sometimes even unconsciously, and hence
anses confusion.  If the reader were warned of the practice
he would be more careful to supply an interpretation from
the context. But the bold and rigid definitions with which
the exposition of the science generally begins often lull him
it a false security; he does not get to know what was really
i the mind of the writer. Hence have arisen misunderstand-
iogs and controversies which have diverted men’s cnergies
from constructive work, have brought the science into dis-
repute, and are one of the chief causes of its backward state®,
Other difficulties are caused by the growth of the science. different
These aga.m are greater in economics than in almost any ul:w of
other science, because most of the chief distinetions marked ! shade o

imper-
by economic terms are really only differences in degree. At ceptibly to-

wards one
fire sight they have appeared to be differences of kind, another
having sharp outlines which could be clearly marked out by o

definitions; at all events if there were no stint to the supply 1'::.1},"1';2“

of technical terms. But a more careful study often shows of division.
that there iz no real discontinuity in nature where a discon-
timity is suggested by ordinary language; and yet that
suggestion has perhaps been emphasized by the formal defi-
nitions of the earlier writers on the science. It is a remark-
able fact that the progress of economics has discovered hardly

! We vaght ** to write more as we do in common life, where the context is a

@t of unexpressed * interpretation clause'; only as in Political Economy we have
xare dificalt things to speak of than in ordinary conversation, we must take
ey aure, give more warning of any change; and at times write out * the inter.
petstion claase’ for that page or disenssion lest there should be any mistake.
I'ingw that this is difficult and delicate work; and all that I have to say in
detnce of it is that in practice it is safer than the competing plan of inflexible
defnitions. Anyone who tries to express various meanings on complex things
with & scanty voeabulary of fastened senses, will find that his style grows cum-
brs without being accurate, that he has to use long periphrases for common
thonghts, and that after all he does not come ont right, for he is balf the time
lalling beck into the senses which fit the case in hand best, and these arv some-
timee ouw. sometimes mnother, and almost always different from bis ' bard and
tat’ ssnse. In such discussions we should learn to vary our definitions as we
want, just as wo say ‘let z, v, 3, mean’ now this, and now that, in different prob.
lems : and this, thoagh they do uol always avow it, is really the practice of the
dexrwat a0l wost effective writers.” (Bagehot's Pustulater of Fuglish Politicai
Eeomomy, pp. 78, 9.)
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any new real differences in kind, while it is continually
resolving apparent differences in kind into differences in
degree. We shall meet with many instances of the evil
that may be done by attempting to draw broad, hard and fast
lines of division, and to formulate definite propositions with
regard to differences between things which nature has not
separated by any such lines.
The analy- § 3. With these difficulties before us, the right course
;“p;’,-‘o:;‘;“' seems to be to analyse thoroughly the notions which underlie
‘h°“r‘;‘m‘;‘; the various meanings of the chief economic terms in common
sclentific. use, and to base all definitions on this analysis: which indeed
is a work of the highest importance for its own sake. 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 judg-
ments cannot always be established or overthrown by scientific
reasoning: there must remain a margin of debateable 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 imnpregnable basis.
Each term Starting with as good an analysis as we can at present
?Ksa;nha::n make, we shall generally find that there is some use of each
eponding to term which has distinctly greater claims than any other to be
x’h&:?::mﬂ called its leading use, on the ground that it represents a dis-
lending  tinction that is more important for the purposes of modern
?ﬁf;:.:,nn‘:g science than any other that is in harmony with ordinary
be sup llf’ usage. This may be laid down as the meaning to be given to

ot inter- the term whenever nothing to the contrary is stated or implied

clsuse by the context. When the term is wanted to be used in any
22‘,‘,2’:.;‘ other sense, whether broader or narrower, an indication of
the change must be given. This can often be managed
without any formal interpretation clause. That must, how-
ever, be always supplied where there is any danger of mis-
understanding’; and in a few cases of extreme necessity,

1 When it is wanted to narrow the meaning of a term (that is, in logical lan.
guage, to diminigh ita extension by increasing its intension) n qualifying ndjective
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special technical terms must be invented. By this means
we shall retain simplicity of language, and yet attain a
delicate adaptation of definition to the wants of each par-
ticular discussion.

All these difficulties are illustrated by a group of terms,
connected with the notion of wealth: and these we must
examine at once, because they will be used a great deal in
the coming discussion of demand and supply.

Many of the questions raised in this Second Book are very
complex and intricate; they cannot be altogether neglected;
but yet they have not a very important bearing on the main
problems of economics. The reader who is now first intro-
duced to the subject, is thercfore recommended to pass
lightly over them, and to return to them at a later stage.

will generally snfiice, but a change in the opposite direction cannot as a rule be
so simply made. Contests as to definitions are often of this kind:—.1 and B are
qualities common to a great number of things, many of these things have in
addition the quality €, and again many the guality D, while some have both €
and D. 1t may then be argued that on the whole it will be best to define a term
so as to inclade all things which have the qualities 4 and B, or only those
which have the qualities A, B, C, or only those which have the qualities 4, B, D;
or only those which have 4, B, C, D). The decision between these various
oourses must rest on considerations of practical convenience, and is a matter
of far less importance than a carefnl study of the qualities A, B, C, D, and of
their mutoal relations. But unfortunately this study bas occupied s much smaller
space in Euglish economics thanu controversies as to definitions; which have
indeed occasionally led indirectly to the discovery of scientific truth, but always
by roundabont routes, and with much waste of time and labour.

BOOK I1.
CH, II.




CHAPTER I1.

WEALTH.

BOOK 11, §1. ALL wealth consists of desirable things, or as we may
€H- T call them COMMODITIES, or GooDS. But many of the goods,
or desirable things, which a man has are not reckoned as part

Goodesre of hig wealth. We will first roughly classify goods, and then

to be

¥|rde4:i:ﬁmt consider which of them are to be regarded as wealth, It will
rom the

point of  be noticed that here we are looking at goods from the point

How of the of view of the individual, and not from the “social” point of
view, under which may be included the national and the
“ cosmopolitan” point of view, or that of mankind at large’.
This seems to be the best starting point, though there is no
substantial difference between the accounts that will ulti-
mately be given of wealth from the individual and from the
social points of view.

:::;g:{"_ “Some goods are INTERNAL, others EXTERNAL, to the in-

nal goods. dividual. An internal good is that which he finds in himself
given to him by nature, or which he educates in himself by
his own free action, such as muscular strength, health, mental
attainments. Everything that the outer world offers for the

satisfaction of his wants is an external good to him?”

1 These terms are used by Prof. Wagner in his excellent account of the
fandamental notions of economics, Folkswirthschaftslehre, Vol. 1. Ch.i., to which
the reader may be referred for notices of the chief discussions of definitions by
German writers and others. See slso Prof. Sidgwick's Principles of Political
Economy, Book 1. Ch. iii. and v,

2 With these words Hermanun begine that masterly analysis of wealth (Staats-
wirthachaftliche Untereuchungen, Ch. iii.) which is the basis of most modern
German work in this direction.’ The central ideas of his aunalysis are indeed to
be found in earlier writers, English aud others. But he was the first to give
them the clearness which comes from order and system,
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Again goods are Material, or Personal and Immaterial. noox n.
MATERIAL goods are all external. They consist of useful %™
material things, and of all rights to hold, or use, or derive ,;:::'m,,;
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
implements ; mortgages and other bonds; shares in public and
private companies’, all kinds of monopolies, patent-rights,
copy-rights; also rights of way and other rights of usage.
Lastly, opportunities of travel, access to good scenery, mu-
seums, etc. ought, strictly speaking to be reckoned under
this head.

A man's EXTERNAL PERSONAL goods are benefits he derives Eriermal
from other persons. They include (i) personal services of all f,’;;f“_"”“’
kinds; (ii) property in slaves, labour dues, etc.: (iii) his
reputation, the organization of his business, and his business
connection generally®.

Personal goods are however mostly internal: a man's Internal
PERSONAL INTERNAL goods consist of his own qualities and Jeods.
faculties for action and for enjoyment.

Again goods may be TRANSFERABLE or NON-TRANSFERABLE. Tranafer-
All internal goods are non-transferable but most external ,..,,..,‘:.f"},.
goods are transferable. There are however some exceptions ;{m”l_‘
such external personal goods as the trust which a man may
earn for his business cannot be transferred; while on the
other hand there is a part of a man's business or professional
connection which can be transferred, and is often sold under
the name of good will. Even some material goods, which are
of course also external, are physically incapable of being
transferred, as for instance the advantages of climate, light,
warmth, air, etc.

A person's non-transferable goods consist in a great part Thle inds-
Vil

1 That part of the value of the share in a trading compuny which is due to
the persoual reputation and conmection of those who conduct its affairs ought
proporly to come under the next head us external personal goods. Bat the point
is vot of mneh practical importance.

2 To these might be added the pleasures he derives from society, friendship,
family affection, ete. But some confusion might be caused by introducing them
here.
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of his share of COLLECTIVE goods, ie. goods which are not
in private ownership. Under this head come the benefits
which he derives from being a member of a certain state or
community. These 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 advan-
tages 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 wholesome drainage, and cheaper
and better newspapers, and places of amusement and in-
struction. 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 pro-
vision of material wealth, makes them poor in the energy
that procures wealth.

Many of a person's non-transferable goods, including
nearly all his share of collective goods, may be omitted from
the calculation when his position is compared with that of his
neighbours. But they become very important when it is
compared with that of persons who are living or have lived
in other places or times under widely different conditions',

Those goods are FREE, which are not appropriated and
are afforded by Nature without requiring the effort of man”.

! The above classification of goods may be expressed thug:—

transferable
non-transferable

Goods are external , transferable
non-transferable

internal-personal-non-tranaferable.

Or to adopt another arrangement which is more convenient for some pur-
poses, thus:—

personal ,

transferable
material-external 3non-lnns!erable

Goods are transferable
ex . ferable
ual , ternal } poy.transfera)
perso internal-non-transfernble,
9 The land in its originnl state was a free gift of nature. Bat in settled
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EXCHANGEABLE goods are all those transferable goods soox n.
which are limited in quantity and not free. This distinction %™
is not very important, because there are not many goods Fzchangs.
which are transferable, but being free, have no exchange '
value.

Lastly, goods may be divided into GOODS OF THE FIRST Goods of

e first,

ORDER, which satisfy wants directly, such as food, clothes, etc.; second ana

GOODS OF THE SECOND ORDER, which satisfy wants, not bi&her

directly, but indirectly by contributing towards the produc-
tion of goods of the first order, such as flour mills; while under
the head of Goons oF THE THIRD ORDER we may arrange all
things that are used for making goods of the second order,
such as the machinery for making milling machinery, and we
may carry the analysis further if necessary. Goods of the Lonaump-
first order are sometimes described as CONSUMPTION or CON- production
SUMERS' GOODS; those of the second and higher orders being ¥ goods
called PRODUCTION or PRODUCERS' GOODS',

§ 2. We may now pass to the question which of a per-
son's goods it is most convenient to regard as constituting his
wealth, In the present treatise, when nothing is said to

conntries it is not a free good from the point of view of the individual. Wood is
still free in gome Brazilian forests: the fish of the sea are free generally: but
same sea fisheries arc jealously guarded for the exclusive use of members of a
certain nation, and may be classed as national property. Oyster beds that have
been planted by man are not free in any sense: those that have grown naturally
are free in every aense if they are not appropriated; if they are private property
they are still free gifts from the polut of view of the nation, but since the nntion
bas allowed ite righta in them to become vested in individuals they are not free
trom the point of view of the iudividual, and the same is true of private rights of
fishing in many rivers. But the wheat grown on free land and the fish caught in
free fisheries are not frec: for they have been acquired by labour.

1 The latter claseification seems to have been first indicated by Say (Cours de
I Economie Politigue, Part 1. Ch. xii.). It lns been developed with great care
and sagacity by Hermann and other writers. The division of goods into suc-
cesuive orders is due to Prof. Carl Menger, ( Volkmoirthschaftslehre, Chb. 1. § 2,) and
is used & good deal by Austrian economists. Of course a good may belong to
severul orders at the same time. For instance, a railway train may be carrying
people on a pleasure excursion, and go far is a good of the first order; if it hap-
pens to be carrying also some tins of biscuits, some milling machinery and some
machinery that is nseld for making milling machinery, it is at the same time a
good of the second, third and fourth orders. But subtleties of this kind are of
little use. There is not even any precise agrecement as to the line of division
between Cousumption and Production goods. Sach things as wheat are com-
monly ranked with the former, though speaking strictly they are raw materials
and ought to be ranked as Production goods.
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the contrary, a person’s WEALTH will be taken to consist of his
external goods. The greater part of these are material goods,
which, it will be remembered, include not only all useful
material things, but all rights and opportunities to hold or
use, or derive benefit from material things, or to reccive
them at a future time. To these have to be added external
personal goods, which include business connections, good will,
etc., and in some countries property in slaves, labour dues, ete.

It will be found that scarcely any discussions are affected
by the question whether the term is used in this sense or in
the narrower one which is more common among English econo-
mists and which limits it to those of his external goods which
are transferable and not free. This narrow sense has its ad-
vantages : but it requires us to make a great and often very
inconvenient distinction between the point of view of the
individual and of society ; for many of those things which are
free gifts of nature to mankind are not free to the individual.
In those very few cases in which the distinction is of any
importance, the longer term EXCHANGEABLE WEALTH will be
used to indicate all that part of a person’s wealth which
cousists of those material sources of enjoyment, and of those
rights to them which, being transferable and ot free, can be
appropriated and exchanged.

§ 3. While the use of the term “ wealth” just adopted
is broader than that of some writers, it is narrower than that
of others; for they follow on the lines indicated by Adam
Smith*, and include under wealth all personal gouds, internal
as well as external, which are directly useful in obtaining
material wealth. Thus they make it include PERsSONAL
WEALTH ; which they take to consist of all those energies,
faculties, and habits which directly contribute to making
people industrially efficient, together with their business
connections and associations of every kind. These things
have a claim to be regarded as economic, not only on account
of their importance as factors in the production of wealth,
but because their value is as a rule capable of some sort of
indirect measurement®,

1 Comp. Wealth of Nations, Book 1. Ch. ii.
$ Many curious, but practically unimportant, subtleties are met with in
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This use of the term wealth has been generally adopted poox u.
by French economists; and now many German and some ¢ '
English writers are tending in the same direction. There are is included
many purposes for which it is highly convenient; and nothing contines-
secms to be gained by debarring ourselves, as some English '] ¢cone-
and American economists wish, from ever having recourse to
it. But since in the ordinary business of life the term
wealth is generally taken in a narrower sense, it will not
be used in this treatise to include internal personal wealth
unless an express indication to that effect is supplied in the
context.

Here we see a good illustration of the general rule that

the analysis of economic notions i8 a question of scientific
truth, as to which there is little disagreement among those
who have carefully studied the matter; but that the question
how broadly any term should be used is one merely of prac-
tical convenience, about which opinions may fairly differ.
Every one is bound to make his use of the term clear; but no
one can rightly accuse others of error because they use it in
a broader or a narrower scnse than seems best to his own
judgment,

§ + We may now pass to the social point of view. Wealth re-
SOCIAL WEALTH, to borrow a phrase that is used on the Fidet I8
Continent, is the sum total of the wealth of the individuals Fgint of
composing that social group which is under discussion. To Society.
take a particular case of such a group :—NATIONAL WEALTH wealth.
is the sum total of the wealth of the individuals composing :o::;;)h".a
the nation; and the boundary line round it may be drawn
on any of the plans proposed for individual wealth. For
some purposes an estimate of it is made directly and inde-
pendently: for others it is more convenient to follow the
arrangement adopted in the case of individual wealth, and

developing the definition of personal wealth ; for instance, in so far as a person
uses his faculties to do things for his own enjoyment, the benefit that he derives
from them, though certainly part of his well-being, i8 perhaps best excluded
from the estimate of his wealth. Bnt the line of partition here is very thin.
Por instance the faculties of an Opera-singer are part of his wealth in so far as
be uses them for hire, but are ouly elements of his well-being and uot of his
wealth in 8o far as he uses them to sing in private for his own pleasure. When
bowever a dressmaker makes a dreus for herself, her dross-making facultios are to
be regarded as wealth in the broad use of that term.
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soox . to regard it as the aggregate of that. The fundamental
CH- I notion of wealth from either point of view, we may repeat,
is the same: the difference is chiefly one of arrangement.

Debts and Firstly, in estimating national wealth directly we can
of ail kinds omit all debts and other obligations due to one member of a

fromone nation from another. For instance, so far as the English

s uation to pational debt and the bonds of an English railway are owned
unother

may be within the nation, we can adopt the simple plan of count-
oritie ing the railway itself as part of the national wealth, and
neglecting railway and government bonds altogether'. But

1 The value of a business msy 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 ns this is the case the business does not add to the real wealth of
the nation. I 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 mouey 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 connectious and trade reputations add to the national wealth
only in 8o far ns they bring purchasers into relation with those producers who
will meet their real wants most fully for » given price; or in other words only
in so far as they incresse the extent to which the efforts of the commuunity as a
whole meet the wants of the community as a whole. Nevertheless when we are
ostimating national wenlth, 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 ists of a poly which i not used for the public benefit. For
the injury they do to rival producers was allowed for in counting up the values
of their businesses; 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 valusble asset to any individual trader. If, however, sny
accident should drive him out of business, the injury to national wealth is some-
thing less than the whole value of that asset, becanse some part at least of the
business which he would have done will now be doue by others with the aid of
some part at least of the capital which he wonld have borrowed.

There are similar difficulties as to bow far money is to be reckoned as part of
vational wealth. Inconvertible paper currency, issued by the authority of
goverument, is an order on the geueral wealth of the community: cunvertible
uotes by whomsoever insued are direct liens on the property of those who issue
them. Tbus, when reckoning the wealth of the cunutry, we must count in all
the precivus metals in it, of whatever forn they are. But we must not count in
the paper curreucy: for that must be classed with mortgages, adding ss much
to the debtor as to the creditor side of the national balance, except indeed in so
fur as they add to the cfficiency of its business organization, which is an im-
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we still have to deduct for those bonds etc. issued by the soox u.
English Government or by private Englishmen, and held ™
by foreigners; and to add for those foreign bonds &c. held

by Englishmen.

Secondly, there are many goods which are sometimes Bat free
ignored in estimating individual wealth (though they are must be
reaily part of it), because they are free to all; but which il
must be made prominent in an estimate of national wealth. &eater
It is obvious.that a road, or a bridge, or a canal, that is open
to the public toll free is not in any sense whatever a less
important element of national wealth than it would be if it
were in private hands and made to yield a direct money
revenue; and that it must therefore be always counted in
as part of the national wealth.

But the Thames has added more to the wealth of England

than all ita canals, and perhaps even than all its railroads.
And though the Thames is a free gift of nature, except in so
far as its navigation has been improved, while the canal is the
work of man, we ought for many purposes to reckon the
Thames a part of England’s wealth as much as the Bridge-
water canal.

Finally we should, in accord with German economists, 1ay also the
stress on the non-material elements of national wealth. m",f’,g:m
Scientific knowledge indeed, wherever discovered, soon be- ::gg:‘;gr
comes the property of the whole civilized world and may be the State.
called cosmopolitan rather than national wealth. The same
is true of mechanical inventions and of many other improve-
ments in the arts of production ; and it is true of music. But

partant part of the country's wealth. Something may be reckoned for them
ander this head ; the 8cotch system of £1 notes has added much to the conntry's
wealth. Of course there are some who think that the cost of s metallic currency
is nwt cownpensated for by the security and other advantages which it affords. But
«ince those nations which have a metallic currency could displace it if they chose
by a paper carrency, we are justified in assuming for the present that it is worth
what it costs.

When we get at national wealth not directly, but aa the aggregate of indi-
vidual wealth, we count the gold and silver coin in the possession of each person
aa it stands. Notes issaed by government and by private bodies are treated on
the saame plan as coneols and railway debentares respectively: that is they are
reckoned on both sides of the account: on the one side as part of the weslth of
the individuals who bold them, and on the other as deductions from the wealth
of the uation or the private bodies who issued them.

M. 8
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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 or-
ganization of a free and well-ordered State is an important
element of national wealth.

CosMoroLITAN WEALTH differs from national wealth much
as that differs from individual wealth. In reckoning it, debts
due from members of one nation to those of another may
conveniently be omitted from both sides of the account.
Again, just as rivers are important elements of national
wealth, the ocean is one of the most valuable properties of
the world. The notion of cosmopolitan wealth is indeed
nothing more than that of national wealth extended over the
whole area of the globe.

Individual and national rights to wealth rest on the basis

cal
of nghtgto of civil and international law, or at least of custom that has
wealth,

the force of law. An exhaustive mvesmgatlon of the 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 al-
ready wide; and the historical and juridical basis of the
conceptions of property are vast subjects which may best be
discussed in separate treatises.

The main purpose of this chapter has been to inquire
what clagses of things are to be included under the term
wealth: and the question what value is to be ascribed to
any element has been discussed only incidentally ; as for in-
stance where we had to reject from the inventory of wealth
part of the value of a thing, on the ground that it had been
already counted, or for some other reason. For this purpose
private property has been reckoned at its exchange value.
But the value of public property cannot always be so
measured. No direct estimate for instance can be formed
of the value which the Thames has for England. As we
shall see presently® the exchange value of a thing is a very

1 Professor Wagner, in particular, bas thrown much light on the counection
between the sconomic concept of wealth and the juridical concept of rights in

private property.
2 Book 1. Ch. iv. and elsewhere.
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imperfect measure of the total real benefits which it confers: soox u.
it is an imperfect measure even with regard to commodi- =™
ties in the hands of private consumers; a still more imper-

fect measure with regard to railways, and useless with regard

to such elements of national wealth as rivers and seas.
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CHAPTER I11.
PRODUCTIVE.

§ 1. MAN cannot create material things. When he is
said to produce material things, he really only produces
utilities. In the mental and moral world indeed he may
produce new ideas. But in the physical world, all that he
can do is either to re-arrange 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 life’.

It is sometimes said that traders do not produce: that
while the cabinet maker produces furniture, the furniture-
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 re-arranges matter so as to make it more service-
able than it was before, and the carpenter 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 under-
ground ; 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 if there are
more traders than are necessary, there is a waste. But there

1 As James Mill has said, ** The distinction between what is done by labour
and what is done by natare is not always observed. Labour produces its effects
only by consistency with the laws of nature. It is found that the ngency of man
can be traced to very simple elements. He does nothing but produce motion.
He can move things towards one another, and he can scparate thew from one
another. The properties of matter perform the rest."” (Elements of Political
Economy, Ch. i.)




MAN PRODUCES ONLY UTILITIES.

117

is also waste if there are two men to a plough which can be soox 1.

well worked by one man; in both cases all those who are at
work produce, though they may produce but little. Some
American and other writers have revived the medimeval
attacks on trade on the ground that it does mot produce.
But they have not aimed at the right mark. They should
have attacked the imperfect organization of trade, particularly
of retail trade. To this subject we must return.

CH. 1I.

§ 2. All labour is directed towards producing some effect. Nearly all

bour is in

For though some exertions are taken merely for their own gome sense
sake, as when a game is played for amusement, they are not Productive.

counted as labour. We may define LABOUR as any exertion
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 refcrence to stored up wealth, to the com-
parative neglect and sometimes even to the exclusion of im-
mediate and transitory enjoyment®; and an almost unbroken

1 This is Jevons' definition (Theory of Political Economy, Ch. v.), except
that he incindes only painful exertions. But he himself points out how painful
illencss uften is. Most people work more than they would if they considered
only the direct pleasure resnlting from the work; but in a healthy state, pleasure
predoniinates over pain in 8 great part even of the work that is done for hire.
Of course the definition is elastic; an agricultural labourer working in his
garden in the evening thinks chiefly of the frnit of his labours; a mechanic
returniug home after s day of sedentary toil finds positive pleasure in his garden
work, but he too cares a good deal about the fruit of his labour; while a rich
man working in like manner may be almost indifferent to the result of what
he does.

3 Thus the Mercantilists who regarded the precious metals, partly because
they were impenshable, as wealth in a fuller sense than anything else, regarded
ss unproductive or " sterile” all labour that was not directed to producing goods
for exportation in exchange for gold and silver. The Physiocrats thonght
all laboar sterile which consmned an equal value to that which it produced ;
and regarded the agricnltarist as the only productive worker, because his labonr
aloue (as they thonght) left behind it a net surplus of stored up wealth. Adam
Swith softened down the Physiocratic definition; but still he considered that
agricaltaral labonr was more productive than any other. His followers discarded
wbis distinction ; but they have generslly adhered, thongh with many differences
in points of detail, to the notion that productive labour is that which tends to
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tradition compels us to regard the central notion of the word
as relating to the provision for the wants of the future rather
than those of the present. It is true that all wholesome
enjoyments, whether luxurious or not, are legitimate ends of
action both public and private; and it is true that the enjoy-
ment of luxuries affords an incentive to exertion, and pro-
motes progress in many ways. But if the efficiency and
energy of industry are the same, the true interest of a coun-
try is generally advanced by the subordination of the desire
for immediate luxuries to the attainment of 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 cer-
tain trades have been marked off as productive and certain
others as unproductive.

For instance, many writers even of recent times have
adhered to Adam Smith's plan of classing domestic servants
as unproductive. There is doubtless in many large houses
a superabundance of servants, some of whose energies might
with advantage to the community be transferred to some
other direction: but the same is true of the greater part
of those who earn their livelihood by distilling whisky; and
yet no economist 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 transitory
and unnecessary enjoyments.

There seems to be a way of escaping from most of these
ambiguities and confusions. It would indeed be unsafe to

increase accumulated wealth; a notion which is implied rather than stated in the
celebrated chapter of The Wealth of Nations which bears the title, “On the
Accumulation of Capital, or on productive and anproductive Labour.” (Comp.
Travers Twiss, Progress of Political Economy, Sect. v1., and the discussions on
the word Productive in J. 8. Mill's Eseays, and in his Principles of Political
Economy.)
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invent a number of new terms to correspond to the various soor n.
uses of “ productive.” But recollecting that it is a transitive '™
adjective, we can avoid all difficulties by the simple plan of When pre-
consideriug what is the implied substantive which it governs, 'x::::g:;ls;y
and supplying that substantive explicitly. When it means the implied
productive of necessaries (to anticipate the use of a term 3‘1‘351‘:‘
which we are just about to define), let us write in the phrase

at length and the ambiguity disappears; when it means
productive of capital in any form, let us say so; when it

means productive of accumulated wealth in any form, let us

say 80.

But while frequently applied in each of these senses, it Provisional
is still more often used to mean Productive of the means of Lﬁ,n,:}?.'z
production, and of lasting sources of enjoyment. Whenever *™
we use the word PRODUCTIVE by itself, this is the sense in
which it is to be understood. Among the means of produc-
tion are included the necessaries of labour but not ephemeral
luxuries; and the maker of ices is thus classed as unpro-
ductive whether he is working for a pastry cook, or as a
private servant in a country house. But a bricklayer en-
gaged in building a theatre is classed as productive.

No doubt the dividing line between permanent and Thereis
ephemeral sources of enjoyment cannot be drawn rigidly. nod fant
But this is a difficulty which exists in the nature of things liue of di
and cannot be evaded by any device of words. We can Natureand

. . . we seldomn
speak of an increase of tall men relatively to short without or never

deciding whether all those above five feet nine inches are to m&oﬁ’]
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 is required for any particular purpose, it must be drawn
explicitly for the occasion. But in actual fact such occasions
seldom occur: it is perhaps not too much to assert that they

never occur’.

} 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 resnlts, than in the rigid definitions which have been
sometimes given of this term productive. Bome of them for instance lead to
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the conclasion that & singer in an opera is nnproductive, that the printer of the
tickets of sdmission to the operm is prodective: while the usher who shews
poople to their places is nnprodnctive, unless he happens to sell programmes, and
then he is productive. BSenjor points ont that ‘‘a cook is not said to meke romst
meat bot to dresa it; but he {s sadd to make ¢ pudding... A tailor is said to male
cloth into a cout, & dyer 18 not suid to make nndyed cloth into dyed cloth. The
change prodnced by the dyer is perhaps greater than that produced by the tailor,
but the cloth in passing through the tailor's hands changes its nawe; in passing
through the dyer's it does not: the dyer ham not prodoced a new name, mor
consequanily u new thing.”"  Pol. Econ. pp. 51=2.



CHAPTER 1V.

NECESSARIES.

§ 1. NECESSARIES are those things which are necessary soox 1.
for some purpose or other; and because different writers have ™
had in their minds different purposes, and have not always The term

- . neces-
explicitly stated what they are, the term has caused great saries also
confusion. Thus the case of this term is analogous to that iselliptical.
of the term productive: each 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 sup-
plying explicitly in every critical place that which the reader
is intended to understand.

The older use of the term “necessaries” was limited to those Neces-
things which were sufficient to enable the labourers, taken ::‘.','f(:n‘z
one with another, to support themselves and their families. 273 heees
Adam Smith and the more careful of his followers observed efficiency.
indeed variations in the standard of comfort at different
times and places: they recognized that differences of climate,
and differences of custoin make things necessary in some
cases, which are superfluous in others. But Adam Smith’s
view was much influenced by that of the Physiocrats, and
their reasonings were based on the condition of the French
people, in the eighteenth century, the great mass of whom
had no notion of any necessaries beyond those which were
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ook 1. required for mere existence. In happier times, however, a

8 ™ more careful analysis has brought into prominence the dis-
tinction between the necessaries for efficiency and the neces-
saries for existence, and has made it evident that there is for
each rank of industry at any time and place a more or less
clearly defined income which is necessary for merely sustain-
ing its members, while there is another and larger income
which 1s necessary for keeping it in full efficiency.

Thus in the South of England population has increased
during the present century 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. This indicates that the labourers in
the South have had the bare necessaries for existence and
the increase of numbers, but that they have not had the
necessaries of efficiency.

Accouut It may be true that the wages of any industrial class
st be e Might have sufficed to maintain a higher efficiency, if they
couditions_ had been spent with perfect wisdom. But every estimate of

of place and

time and of necessaries must be relative to a given place and time; and
e nam . . .
ofliving. unless there be a special interpretation clause to the contrary,

it may be assumed that the wages will be spent just with

that amount of wisdom, forethought, and unselfishness, which

prevails in fact amoung the industrial class under discussion.

With this understanding we may say that the income of any
Necessa-  class in the ranks of industry is below its NECESSARY level,
when any increase in their income would in the course of
time produce a more than proportionate increase in their
efficiency’.

1 I{ we consider an individual of exceptional abilities, all his consumption is
strictly productive and necessary, so long as by cutting off any part of it, he
would diminish his efficiency by an amount that is of more real value to him or
the rest of the world than he saved from his consumption. If 8 Newton or a
Watt could have added a hundredth part to his efficiency by doubling his per-
sonal expenditure, the increase in his consumption would have been traly pro-
ductive. As we shall see later on such n case is analogous to additional culti-
vation 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. On the other hand when
the earnings of an industrial class are already a fair measure of the services that
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§ 2. The necessaries for the efficiency of an ordinary soor m.
agricultural or of an unskilled town labourer and his family, %"
in England, in this generation, may be said to consist of a "F‘vher: is
well-drained dwelling with several rooms, warm clothing, with when any
some changes of underclothing, pure water, a plentiful supply sumes less
of cereal food, with a moderate allowance of meat and milk, 2'::;’.,‘;.“‘
and a little tea, &c., 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 house-
hold duties. If in any district unskilled labour is deprived of
any of these 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 inadeqnate supply of coals. All con-
sumption up to this limit is strictly productive consumption:
any stinting of this consumption is not economical, but
wasteful.

In addition, perhaps, some consumption of alcohol and conren-

tobacco, and some indulgence in fashionable dress are in f,',?,:f,’::
many places so habitual, that they may be said to be con-
VENTIONALLY NECESSARY, since in order to obtain them, the
average man and woman will sacrifice some things which are
necessary for efficiency. Their wages are therefore less than
are practically necessary for efficiency, unless they provide
not only for what is strictly necessary or productive consump-
tion, but also for a certain amount of conventional necessaries.
But of course if it were the habit of the country that the
fanily should do for themselves, proper time being allowed
for it, things which the English labourer generally pays to
have done for him (such as baking their own bread, or
making their own clothes), his necessary wages would be
diminished by a corresponding sum.

The strict necessaries of the unskilled labourer who has to piffereut
do sustained and exceptionally exhausting work, include a 2Py

large supply of animal food. Those of the skilled labourer Lave dit

. ferent ne-
include generally a good deal of animal food, more education cessaries.

and more recreation than those of the unskilled labourer, and

they render to the community, any furthier increase of their income involves a
real burden to the cominunity when it ceases to bring with it proportivnate
incresse of their efficiency. This fact is very important, as will appear hereafter.
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his conventional necessaries are considerably greater, par-
ticularly in the direction of dress. Again it is necessary for
the efficiency of the highest ranks of industry, including the
professional classes, that they should have food of the most
easily digestible kinds, house-room sufficient for quiet, some
travel and change of scene, books and other implements for
their work, and a very expensive education. All these are
necessaries strictly so called: the consumption of them is
productive: to abstain from consuming them is wasteful. In
addition to these there are many conventional necessaries,
which in the present state of society, no individual can dis-
pense with, without a risk of losing social influence, and
perhaps indirectly impairing his efficiency. But society as
a whole could, if so minded, dispense with a great part of
them without injuring its efficiency. And perhaps more than
half of the consumption of the upper classes of society in
England is wholly unnecessary’.

Many things which are rightly described as superfluous
luxuries, do yet, to some extent, take the place of necessaries.
A dish of green peas in March, costing perhaps ten shillings,
is a superfluous luxury: but yet it is wholesome food, and
does the work perhaps of three pennyworth of cabbage; or
even, since variety undoubtedly conduces to health, a little
more than that. So it may be entered perhaps at the value
of fourpence under the head of necessaries; and at that of
nine shillings and eightpence under that of superfluities. In
exceptional cases, as for instance when the peas are given to
an invalid, the whole ten shillings may be well spent and
reproduce their own value.

1 For the sake of giving definiteness to the ideas it may be well to venture on
estimates of necessaries, rough and random as they must be. Perhaps at present
prices the strict necessaries for an average agricultural family are covered by
fifteen or eighteen shillings & week, the cobventional necessaries by about five
shillings more. For the unskilled labourer in the town a few shillings must be
added to the strict necessaries. For the family of the skilled workman living
in a town, we may take tweunty-five or thirty shillings for strict necessaries and
ten shillings for conventioual nwessaries. For a man whose brain has 1o undergo
great continnous strain the strict necessaries are perhaps two hundred or two
hundred and fifty pounds a year if he is 8 bachelor: but more than twice as
much if he has an expensive family to oducate. His conventional necessaries
depend on the natuare of his calling.
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Lastly we may notice that just as man can produce only soox u.
utilities, so he can consume nothing more. He can produce =™
services and other immaterial products, and he can consume Man can
them. But as his production of material products is really us be can
nothing more than a rearrangement of matter 8o as to give Dy ae.
it new utilities’, so his consumption of them is nothing Ut
more than a disarrangement of matter, which diminishes or

deatroys its utilities.

1 Bee sbove, Ch, 1t. § 1.



CHAPTER V.
CAPITAL.

§ 1. THE term “capital” has many widely divergent
uses both in the language of the market-place and in the
writings of economists. There is no other part of economics
in which the temptation is so strong to invent a completely
new set of technical terms; each of which should have a pre-
cise and fixed meaning, while between them they should cover
all the various significations which are given to the one term
capital in the language of the market-place. But this would
throw the science out of touch with real life; and academic
exactness of logical form would be obtained at the cost of
grave substantial injury. We must therefore take the ordi-
nary usages of the term as the foundation of our account,
and add such general explanations, and even in some cases
such special interpretation clauses, as are reguired to give
to our use of the term some measure of clearness and
precision.

Adam Smith said that a person’s capital is that part of
bis stock from which he expects to derive an income’. This
account is consistent with ordinary usage so long as we
regard capital from the point of view of the individual ; and
we will confine ourselves for the present to that, leaving the
discussion of Social capital to a later stage. We may slightly
modify Adam Smith’s phrase, and say that INDIVIDUAL
CAPITAL is that portion of a person’s external goods by
which he obtains his livelihood (Erwerbsmittel).

1 Wealth of Nations, Book 1v. Ch. i.
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The most conspicuous elements of Individual capital are soox .
such things as the factory and the business plant of a manu- °* %
facturer; that is, his machinery, his raw material, any food, E:;ldﬁl
clothing, and house-room that he may hold for use of his
employés, and the goodwill of his business, at all events in
80 far as it is capable of beiug sold to his successor. Here we
include all things which are let out on hire, such as houses,
carriages, and sewing-machines, all wealth or command over
wealth which is let out at interest, whether in money or
in any other form; whether lent to help people to establish
themselves in business or to indulge in idle and injurious
dissipation.

These are instances of things from which their owner That part
expects to derive an income in the special form of money. ;’,ﬂﬁ.‘:";‘.‘,‘i‘ch
It is no doubt very convenient that this group of things money -

come is de-
should have a common class name. But they do not con- fived may

stitute the whole of Individual capital, and we must not Tr:;eu-ed
apply the term “capital” simply to this use, except where “" m
there is no danger of misunderstanding. The central
notion of this grouping is that the things are used for
trade purposes, and this notion ought to be expressed by
their name. We may then define a person's TRADE-
CAPITAL to consist of those external goods which he uses

in his trade, either holding them to be sold for money or
applying them to produce things that are to be sold for
money. Under this head are to be reckoned fancy ball
dresses that are let out for hire, but not the house in
which a frugal working man lives if he happens to own

it himself; ices in the hands of a pastry cook, but not the
store of wheat for his own use which a man has grown

on his allotment; and not even the sewing-machine with
which his wife make clothes for the family.

The habit of regarding as of special importance that part
of a person’s income which comes to him in the form of
woney is 8 survival of the prejudices of the Mercantile
System; and in the following chapter and elsewhere we
shall be a good deal occupied with the attempt to free
ourselves from its misleading influence, and to group together
things that are substantially of the same kind even though
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some of them are, and others are not, clothed in the form
of money payments. Leaving then Trade-capital for its own
special uses, and they are not unimportant, we will go on to
complete our account of individual capital.

To do this we have simply to add to Trade-capital all
those things which are required to enable a productive
worker to do his work and earn his livelihond, whether
they are in his own possession or not, whether he derives
benefit from them directly and without the intermediation
of money or not. Thus it includes a manufacturer’s store of
necessaries for his own living and efficiency as well as those
for the living and efficiency of his work-people: they are
part of the means by which he earns his livelihood.

A person’s capital is most commonly taken to include
land and other free gifts of nature, at all events if he uses
them directly or indirectly as a means of earning his liveli-
hood. But even in ordinary conversation the “rent” which
he derives from them is sometimes separated from the
“interest” or “profits” which he derives from his capital
For some purposes it is convenient to include them, for others
not: the same writer will—whatever his formal definition
be—often include them in some parts and exclude them in
other parts of his reasonings. On the whole it seems best
to be bold, and do this openly. Thus then the question
whether the free gifts of nature which are in any person’s
ownership are to be counted as part of his capital, is left
to be decided by an interpretation clause in the context,
wherever there is room for misunderstanding on the point.

We arrive on somewhat surer ground when, leaving the
discussion of individual capital, we pass to consider it from
the point of view of society.

§ 2. We have already noticed that national wealth stands
in the same relation to cosmopolitan, in which individual
wealth does to national ; and so with regard to capital. But
we may here confine ourselves to the discussion of social
capital; of which national and cosmopolitan capital are special
instances. We must recollect that as the older term national
capital represented not that capital only which is the com-
mon property of the nation, but the aggregate of the capital
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which the nation possesses whether in public or private soox m.
ownership; so the more moderu term social capital indicates ="
the aggregate of the real capital, private as well as public,

owned by the members of any society which is under dis-
cussion.

For this reason, boundaries of private rights of property The capital
do not much trouble us here. The debts and other obli- (,m,mmml,
gations from ome group of persons to aunother enter on of®uation
both the debtor and creditor sides of the account, and socistycan
destroy one another, as soon as we count up the resources on more

of a nation or other society which includes both groups. f,’:.f:lo’;,,k

Moreover the usages of business life are in this case less linesthan
troublesome ; because while the social view of capital is the oymersbip
more important “for the genera.l purposes of economics, it Vil
plays a less prominent part .in ordinary discourse. Thus we
are able to be guided more strictly by purely economic'
considerations; to exclude without hesitation the free gifts
of nature; and to regard social capital as consisting of things
made by mankind as resources wherewith to meet future
needs.

The first quality of social capital is its “ prospectiveness”: Two attri-
on that all writers are sgreed The second, which nearly u;ff o
all concur in assigning to it, is that of assisting society in
earning its livelihood®, that is in production: for while an
individual ray obtain his livelihood from others by a course
which does not add anything to the production of wealth,
a self-contained nation or other social group can add to
its means of livelihood only by an excess of production over
consumption.

The histories of the terms “productive labour” and Its pro-
“ Capital " are closely allied: productive labour and capital jhe
bave always been regarded as devoted to providing enjoy-
ment and the sources of enjoyment for the future rather than
for the present. Some enjoyment is indeed derived from the
consumption of the necessaries of life which are included

! Compare the sccount of Wagner's position in the note at the end of this
chapter.
* Compare the quotation from Boehm-Bawerk in the note at the end of the
chapter.
A 9
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under capital; but they are counted as capital because of the
work for the future which they enable people to do, and not
on account of the present pleasure which they afford. Thus
capital is said to be the result of saving, of a sacrifice of
present enjoyments for the sake of future: and it is chiefly
for this reason that economists exclude from capital in its
pure economic sense those free gifts of nature which have
not been made by man; though they include the value of
the Improvements which man has added to the natural
resources of the land.

While then all economists regard prospectiveness as an
essential attribute of capital, the majority of them insist
also on its productiveness; and call nothing capital of
which it can be said that, if it were taken away, the world's
work would go on with equal efficiency. Skill and other
kinds of internal wealth which contribute directly to the
production of material wealth are omitted ; but business or-
ganizations are counted in at the value of what they add
to the efficiency of production’,

Though the matter is one on which opinions may fairly
differ, it seems on the whole best to adopt this position, and
to combine the two notions of prospectiveness and produc-
tiveness in our standard definition.

SOCIAL CAPITAL may thus be defined as consisting of
those things made by man, by which the society in question
obtains its livelihood ; or, in other words, as consisting of those
external goods without which production could not be carried
on with equal efficiency; but which are not free gifts of
nature. It consists firstly of stores of commodities provided
for the sustenance of workers of all industrial grades: and
secondly of raw materials, of machinery, and all other aids
to production.

The first group may be called CONSUMPTION CAPITAL. It
consists exclusively of such goods as food, clothing, house-
room, &c. which are in a form to satisfy wants dircetly. That
is, it consists of goods of the first order?®, or consumption goods ;

1 The relation in which capital stands to money and credit may be treated
generally on the plan indicated above, Book 1. Ch. ii. § 4. But it iuvolves some
difficnlt problems which will require our careful attention at a later stage.

$ See above Ch.11. § 1.
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but it does not include the whole of them. For those goods ook m.
which are destined to be consumed without adding to the iy
etliciency of production, are not to be regarded as capital,
when they are in the hands of consumers. The food, &c.
which is required for children who are growing up to be
workers, is to be included here. .

The second group may be called AUXILIARY CAPITAL. duxiliary
It consists of all production goods, or in other words of all captet
quods of the second and higher orders. Since raw materials
and machinery are always counted as production capital even
though they be devoted to making superfluities, this con-
cession seems to require us to go further in conformity with
usage, and to include also stocks of luxuries in the hands of
traders.

That part of consumption capital which goes into the Wemust

hands of hired labourers may be regarded as wage-capital e the

from the social point of view. But it must be recollected Sniof
that wage-capital, so defined, and auxiliary capital do not 5 re| a8
constitute the whole of social capital; there remain the grades of
necessaries of the higher classes of industry. On the other dustys.
hand we ought not, strictly speaking, to include under wage-
capital the luxuries as well as the necessaries of the wage-
receivers; so long, that is, as we are regarding capital from the
social point of view. Much error has arisen from the assump-
tion, into which some writers have glided from a careless
use of the term wage-capital, that the necessary consumption
of the lower classes of industry stands in a different relation
to national capital and national production from the neces-
sary consumption of other workers', This 1s, for practical
purposes, the most important correction which it seems
requisite to introduce into the ordinary definitions of capital.

It is scarcely requisite to remark that, as in the case Our def-

. . itions of
of wealth, there are many things, such as roads, bridges, Social and

v Of course there is a fringe of debateable ground at the margin of each
definiticn. A factory is auxiliary capital simply; a weaver's cottage in which he
plies his trade is partly auxiliary and partly consumption capital. The private
Awelling-honse of & rich man engaged in business is consumption capital to the
extent of that secosnmodation which direetly contributes to the health and
efficieucy of himself and his family: but beyond that, it is not capital at all,
in the use of the termn which we are adopting.

9—2
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and the organization of the State, which are part of capital,
and are important when capital is regarded from the point
of view of the nation; but which it is not necessary to men-
tion when comparing one person's capital with that of his
neighbour; and which therefore often drop out of view in
estimating individual capital.

When our standard definitions of individual and social
capital are compared, it will appear that they are in general
harmouny with one another; though usage does not allow us
to make them absolutely coincident®,

§ 3. But while the majority of writers adopt the course
which has been followed in our standard definitions of capital,
others extend its limits, so as to include not only all things
which are destined to promote production, but all things
which are capable of being so used. Thus for instance they
include all the stock of grain in a country without inquiring
whether it is to be used in feeding people who work or
people who live idly; whether in feeding cart-horses or race-
horses. In short they include what is potentially capital
according to our definition as well as what is actually capital.
This broad use of the term has its advantages; but on the
whole it seems best to take the narrower as our standard
use, and to have recourse to the phrase POTENTIAL CAPITAL
when we want to refer to the broader group of things.

Some writers go even further; and laying stress almost
exclusively on the notion of “prospectiveness” include under

1 No great trouble or confusion is cansed by the fact that the value of land,
without allowing for improvewments, and of other free gifts of nature is generally
excluded from social capital aud more often included in individual capital. More
difficulty might have ariseu from the habit of reckoning a trader's stock of super-
fluities as part of his capital, if we had adhered to what appears at first sight the
nataral course of excluding them from social capital. But the universal habit of
including under social capital all raw waterials and machinery, even if they are
used solely in making superfluities, has brought about the result that less logical
incousistency is involved by including traders’ stocks of superfinities in social
capital than by excluding them. Nor does any real difticulty arise from the fact
that when wealth is lent to a goverument or s person who uses it unproductively,
the lender counta that wealth as part of his capital; while yet it does uot appear
in the inventory of social capital. For negative capital to the amount of the
loan may be charged to the account of the borrower: and this course is habitaally
adopted by those who attewpt to express in mathematical form doctrines relating
to the quantity of capital.
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capital all external goods which are made by man and Boozn.

“saved " to become the svurces of future enjoyment. ar
This divergence as to the use of the term capital is due, '\’v‘m"l’

as has been already remarked, to the fact that economists This a;-

may not venture to invent for themselves a technical termi- jréonee iv

nology independent of the ordivary language of business. the term is

Thinkers who are agreed on all substantial points, continue gretted.

to differ as to what is the least injurivus method of effecting

a compromise between scientific consistency aud popular

nsage ; and as to what arrangement of the few terms at their

disposal will best eke out their resources. The divergence

has been a great stumbling-block to many readers of

economics ; so great a variation in the use of 2o prominent

a term appears necessarily to land the science in confusion.

But in fact the difficulty is much less serious than it seems

at first aight.
For whether a writer takes a broader or a narrower view Bat it
of capital, he finds that the various elements of which it is :.f,m:,e:'

. N : . N : . than might
conpused ditfer more or less from one another in the way (o0 Bk

in which they enter into the different problems with which expected
he has successively to deal. He is compelled therefore to
supplement his standard definition by an explanation of the
bearing of cach several element of capital on the point at
issue. These special analyses are subst,autlally the same
in the works of all careful writers on economics, however
divergent may be their standard definitions of capital ; the
reader is thus brought to very much the same conclusion by
whatever route he travels; though it may sometimes require
a little trouble to discern the unity in substance that under-
liex the differences in the words which are used by different
achools of economists to express their doctrines relating to
capital *.

i Fur instance, whatever sdefinition of capital we take, it will be found to be true
that & geuernl increase of capital suyments the demand for labour and raises
wages: aud whatever definition we take it is not true that all kinds of capital act
w.ith eqnal force in this direction, or that it is possible to say Lhow grest mu effect
suy given {ucresse in the total amount of capital will have in raising wages, with-
vat apecially inquiring as to the particular form which the increase has taken.
Tlus inquiry is the really importaut part of the work: it has to be made in very

much the same manner and it comes to the saue resnlt, whatever be the definition
ol capital with which we have started. Similar remarks apply to the investigation
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BOOK II. § 4. Whether we use the term capital in its broader
%" or its narrower sense, we may follow Mill in distinguishing

et mq CIRCULATING CAPITAL “ which fulfils the whole of its office

Fized  In the production in which it is engaged, by a single use,”

*P¥el  from FIXED CAPITAL “which exists in a durable shape and
the return to which is spread over a period of corresponding
duration.”

Specialized  Sometimes again we have to distinguish certain kinds of

capital.  capital as SPECIALIZED because having been designed for use
in one trade they cannot easily be diverted to another.

A eantion Mill and others have used fixed capital sometimes in the

ngainst®  genge that we have retained for it, sometimes in the senses

confusion. that we have given to specialized and to auxiliary capital.
But there is much fixed capital which is not specialized,
such as buildings and some kinds of machinery which are
adapted to many different trades: while some materials of
manufacture and other kinds of circulating capital are
specialized. Again much fixed capital is also consumption
capital, as for instance workmen’s cottages.

Personal Almost all modern definitions of capital include, as ours

cpital.  have done, business goodwill and similar external personal
goods which have exchange value: but many writers go
further and include Personal capital. We have already defined
Personal wealth' to consist firstly of those energies, faculties
and habits which directly contribute to making people indus-
trially efficient, and secondly of their business connections
and associations of every kind. The first group consists of
internal goods and the second of external goods; but both
are productive; and therefore if they are to be reckoned
as wealth at all, they are also to be reckoned as capital.

of the causes which determine the rate of interest on capital, and its aggregate
amonnt.

I{ we were free to coustruct a terminology with sole reference to the needs of
economic science, it might perhaps be best to invent other terms for other uses
which the teym capital is now made to subserve, and to devote that term exelusively
to representing the amount of labour combined with abatinence that is invested in
any particular source of enjoyment made by man. For this conception is capable
of being developed, from a purely abstract point of view, with logical consisteucy,
and mathematical exactness of quantitative measurement. To this point we shall
return in the historical note at the end of the chapter and elsewbere.

1 Book m. Ch. ii. § 8.
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Thus Personal wealth and Personal capital are convertible; soox u.

and it seems best to follow here the same course as in the
case of wealth, and for the same reasons. That is, it is best
to assume that the term “capital” when taken alone includes
none but external goods ; but yet to raise no objection to an
occasional broad use of the term, in which it is explicitly
stated to include Personal capital.

HISTORICAL NOTE ON DEFINITIONS OF THE TERM
“CAPITAL.”

Tre following are among the chief definitions of capital in which it
is regarded as consisting of those things which relate to future produc-
tion. It will be found that most of them tacitly assume that capital
is to be regarded from the social point of view, even though the word-
ing at first sight seems rather to suggest the individual point of view.
Ricardo says, Principles of Political Economy, Ch, 1v.):—* Capital is
that part of the wealth of & country which is employed in production
aud consists of food, clothing, tools, raw inaterials, machinery, etc.
necessary to give effect to labour.” Malthus in his Definitions in Poli-
tical Economy says :—‘“Capital is that portion of the stock of a country
which is kept or employed with a view to profit in the production and
distribution of wealth.” Senior in his Political Economy says:—
“Capital is an article of wealth, the result of human exertion, employed
in the production or distribution of wealth.” John Stuart Mill in his
Principles of Political Economy, Book 1. Ch. 1v. § 1, says:—“What
capital does for production, is to afford the shelter, protection, tools
and materials which the work requires, and to feed and otherwise
maintain the labourers during the process. Whatever things are
destined for this use are capital” Or to use his own summary:—
“ Capital is wealth devoted to reproductive employment.”

The first great impulse in the direction of insisting on the distinc-
tion between social and individual capital seems to have been given by
Rau, who defines capital from both points of view, as *““the means of
obtaining a livelihood” (Erwerbsmittel), and makes a suggestive though
not completely satisfactory distinction between them, very much in
wodern fashion (Folkswirthschaftslehre, §§ 51—55, 120—133). Again
Roucher says * Capital we call every product laid by for purposes of
further production” (Political FEconomy, § xLi.). Wagner says:—
{ Volknnrthachaftslehre, § 28) that in regarding capital we must dis-
tinguish between the pure economic and the historic-juristic (geschiche-
lich-rechtlich) standpoints. From the former point of view it is a
jwovision of means of production (Productionsmittel- Vorrath). From

CH. V.
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pook 11, & second point of view it is regarded as that part of the possessions of
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an individual which are used by him as a means of obtaining a liveli-
hood (Erwerbsmittel). From this point of view we count in the free
gifts of nature which have become private property, but not from the
former point of view. Kleinwiichter in Schtnberg’s Handbuch remarks
with much truth that this definition puts promivently forward, and with
the most pregnant brevity, that which is common to all this group of
definitions. Somewhat to a similar eftect Sidgwick, Principles of Poli-
tical Economy, Book 1. Ch. v.), defines Social capital as “ Wealth em-
ployed to bring a surplus or profit not to the individual owner only
but to the industrial community of which he is a member,” while he
holds that “Individual’s Capital is wealth employed for profit.” Bshm-
Bawerk (Geschichte der Capitalzins-Theorien) defines capital as “A
complex of means of obtaining a livelihood made by man; that is a
complex of goods which had their origin in a previous process of pro-
duction and are destined not for immediate consumption for the sake of
enjoyment ((enusskonsumeion) but the acquisition (Erwerbung) of more
goods.” The history of the above definitions seems to show a distinct
tendency in the direction of those which have been adopted as the
standard definitions in the text. But an attempt is made there to
carry this movement further in the direction of distinguishing the con-
sumption which is necessary for efficiency on the part of workers of
all grades, from that which is not thus necessary.

But meanwhile nearly all the earlier French Economists have fol-
lowed in the lines laid down by the Physiocrats before Adam Smith
wrote, and used the term “capital” very much in the sense in which he
and his immediate followers used the word “stock,” to include all
accumulated wealth (valeurs accwmnulées) which are the result of the
excess of production over consumption. And although in recent years
they have shown a decided tendency to use the terw in the narrower
English sense, there is at the same time a considerable movement on the
part of some of the profoundest thinkers in Germany and England in the
direction of the older and broader French definition. The Physiocrats
were undoubtedly led in this direction by their bias towards mathema-
tical habits of thought; because it is possible to represent by a clear-
cut mathematical formula the elements of past labours that were de-
voted to providing for the needs of the future, each multiplied by com-
pound interest for the time during which its fruits were in abeyance.
This formula has great attractions, but it does not correspond closely to
the conditions of real life. For instance it takes no account of the
different rates of depreciation of different products of past labour, ac-
cording as the purposes for which they were originally intended have
retained their ground, or have become obsolete. And where corructions
of this claas are introduced the formula loses its one great merit of
simplicity combined with exactness.

It was probably Hermann’s mathematical bias that inclined him to
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say (Staatswirthschaftliche Untersuchungen, Chs. 111 and v.), that capital
cousists of goods “which are a lasting source of satisfaction that has
exchange value” Those which give the satisfaction directly and
without changing their form are consumption-capital (Nutz-Kapital),
and include such things as furniture and clothing. He classes under
the head of “production capital” nearly all those things which most
English writers regard as constituting the whole of capital. But he
includes free gifts of nature under each of his heads. Again the
same mathematical bias has led Jevons to a very similar conclusion
rsee in particular his “Quantitative Notions concerning capital,” and
his argument that “Articles in the consumer’s hands are capital,” in
Ch. vii. of his Theory of Political Economy). Knies and Cobn have
adopted definitions not very dissimilar from Hermann's,

The American Astronomer, Newcomb (Principles of Political Eco-
nomy, Book 11. Ch. v.), defines capital as ** wealth desired not for its own
sake, but for the sake of the Sustenance [i.e. consumption-wealth] which
it will enable us to produce,” and proposes that we should debit a person
who lives in a hired house with negative capital to the amount of the
value of that house. He thus carries out to its logical conclusion a
propoeal that has often been made (as for instance by Mr Mucleod) with
regurd to the loan of capital. This plan simplifies the relation in which
sucial capital stands to individual capital ; and it avoids the common
diffioulty of having to say that when a boat builder hires his carriage
from a carriage builder, who meanwhile hires his yacht from the boat
builder, the capital of sach woull be diminished if ench were to buy
the thing that he had been hiring. But his plan atill fails to exhibit
clearly the increased provision for the future which is made when a
durable stone bouse is substituted for & perishable wooden une, which
gave for the time equal accornmodation.

Adam Smith's distinction between Fixed and Circulating capital
turned on the question whether tbe goods “yield a profit without
changing masters” or not. Ricardo made it turn on whether they are
“of slow consumption or require to be frequently reproduced;” but
he truly remarks that this is “a division not essential and in which
the line of demarcation cannot be accurately drawn.” Mill's modifi-
cation of Ricarde's definitions of these termis is generally accepted by
modern economists.

With alight variation in phraseology productive capital is divided by
almost all economists of every country into the row material, the
implements of production and the sustenance of productive labourers ;
thongh as we have already seen the limits of this last element have
not been properly studied. The plan of including the skill and ability
of human beings under the head of capital which wns adopted by
Adam Smith, has been nearly universal in France, and is now very
common in sll countries.
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Karl Marz and his followers lay down the doctrine that only that
is capital, which is a means of production owned by one person (or
group of persons) and used to produce things for the benefit of another,
generally by means of the hired labour of a third; in such wise that
the first has the opportunity of plundering or exploiting the others.
This arbitrary doctrine leads them by a different route very nearly to
the same result as is reached by those, who neglect all values that do
not take a direct woney form, and limit capital to what has been called
Trade-capital in the text. Mr Henry George, though not in general
agreement with Marx, seems to have been unconsciously influenced by
Marx’s followers on this point; and an astonishing number of readers
both in America and England have thought that he has overthrown a
fundamental doctrine of economic science, when really he has only
wisunderstood what, when rightly interpreted, is a truism. He objects
(Progress and Poverty, Book 1. Ch. 11.) to the plan followed by Mill of
declaring those things only to be capital which are destined to sup-
port and aid productive labour. He says that by remitting the dis-
tinction to the mind of the capitalist,” Mill makes it “so vague that
no power short of omniscience could tell in any given country at any
given time what was and what was not capital.” And then, with a
strange inconsistency, Mr George goes on to give his own definition
thus :—“If the articles of actual wealth existing at any time in a given
community were presented in #itx to a dozen intelligent men who had
never read a line of political economy, it is doubtful if they would
differ in respect to a single item as to whether it should be accounted
capital or not. Money which its owner holds for use in business or
in speculation would be accounted capital ; money set aside for house-
hold or personal expenses would not. That part of a farmer's crop held
for sale or for seed, or to feed his help in part payment of wages,
would be accounted capital; that held for the use of his own family
would not be.” Thus in his own definition Mr George assumes that
any intelligent wan will be able to read a distinction that is remitted
to the mind of the capitalist: he assumes this not only in the case
of corn which the farmer destines to be eaten by his help and not by
bimself, but also in the case of that impalpable thing, his money,
existing perhaps only in the books of his banker, which the farmer
destines to be used in his business and not for household expenses.
Mr George then applies his definition in an attack on Mill's doctrine
that “ Industry is limited by Capital.” That was an awkward and un-
fortunate sentence which we shall have to consider later on. Meanwhile
it is enough to observe that Mr George’s criticisms of it lose their
force if we remember that it is deliberately based on a definition which
includes under the head of capital, the food of the farmer and of his
labourers even though it be already in their own possession.




CHAPTER VL
INCOME.

§1. A PERSON’S total income during, say, a year, consists soox m,
of all the new economic goods which come to him during the - ™
year. If in order to obtain some of them he had to part Tutal kea?
with other goods, his TOTAL REAL INCOME is found by de-
ducting the value of the latter from that of the former; or in
other words, by deducting from his gross income “the out-
goings that belong to its production™.

But for some of the practical purposes of life it is custo- Money
mary to consider only his MONEY INCOME; that is those tncome.
elements of his total real income which come to him in the
form of money. To these are however sometimes added
those elements which he can easily convert into money, or
which save him some pecuniary expense; for instance, if
a man lives in his own house, or farms his own land, the
estimated rent of the house or of the farm is ordinarily
reckoned as part of his income. But no account is commonly
taken of the benefit he derives from the use of his furniture;
so that if he had been in the habit of hiring a piano, and
determined to sell a railway share and buy the piano instead
of hiring it, his money income would be diminished by the
dividend from the share, although it is probable that his
total real income would be increased by the change.

Again, anything which a person does for which he is paid Elements
duectly or indirectly in money, helps to swell his money oy
income, while no services that he performs for himself are "hick do
reckoned as adding to his nominal income, though they may

1 See » report of 8 Committee of the British Association, 1878.
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be a very important part of his total real income. A mnan
who digs in his own garden or repairs his own house, is
earning income just as would the gardener or carpenter whom
he might hire to do the work. The factory woman who hires
others to tend her children and to do some of her household
work, often finds that by staying at home she would increase
the real income of the family, even while diminishing its
money income by the amount of her wages. In the same way
that real earnings are in the factory districts often less than
they appear to be, they are generally more than they appear to
be where agricultural populations make in the winter evenings
cloth or other things for their own use, as was done to a great
extent in medi®val times, and as is done even now in some
parts of the world. On the other hand the caste system of the
Hindoo makes him pay for having things done for him, which
labourers in most parts of the world do for themselves; his
income is less than it appears to be by what he pays for
having himself shaved and for the washing of the clothes of
himself and his family'. But when we are comparing people
whose habits of life are in most respects the same, it is
seldom worth while to take any special account of the minor
services which each performs for himself.

It would be a great convenience if there were two words
available: one to represent a person’s total income and another
his money income, i.e. that part of his total income which
comes to him in the form of money. For scientific purposes
it would be best that the word income when occurring alone
should always mean total real income. But as this plan is
inconsistent with general usage we must, whenever there is
any danger of misunderstanding, say distinctly whether the
term is to be taken in its narrower or its broader use. We
shall have to revert again to this class of difficulties, especially
in our inquiry as to the causes which determine earnings in
different occupations.

§ 2. Social Income may be estimated by adding together
the incomes of the individuals in the society in question,

1 In a pamphlet published in 1767 on the typical budget of a London clerk
with £50 a year, who is sunpposed to live on the meanest food and clean his
own boots, we find entered n weekly item of 6d. for * Shaving, and Combing a
Wig twice.”




INDIVIDUAL AND SOCIAL INCOME. NET INCOME.

whether it be a nation or any other larger or smaller group
of persons. But to reckon it directly is for most purposes
simplest and best. Everything that is produced in the course
of a year, every service rendered, every fresh utility brought
about is a part of the national income. Of course the value
of things consumed in the process of production must be
deducted from the gross produce, in order to find the net
produce. For instance deductions must be made for the
value of raw material used, and for the depreciation of fixed
capital; but interest on borrowed capital, and wages of hired
labour may be counted on the understanding that the ser-
vices to which they correspond are not entered as separate
items'.

§ 3. The term NET INCOME is however often used in
a very narrow sense in which the net income of any indi-
vidual business is that which remains from the gross produce
after deducting all the necessary outgoings, that is the wages,
price of raw material, interest, depreciation and insurance on
capital, and other expenses, which the undertaker is com-
pelled to pay. The price of the necessaries of his own
efficiency might logically be deducted also, but as this would
be contrary to custom it must be taken not to be done unless
special mention is made of it.

The term net produce or income of any social group (when
not otherwise specially explained) may be taken to be that
which remains from the gross produce after replacing material
capital and supplying all that is necessary to sustain the
numbers and efficiency of the population, or rather of those
classes of them that are engaged in production. It may be
reckoned for any length of time, but practically the estimate
is of little value unless it covers a period sufficiently long to
allow for the accidents of trade and the fluctuations of pros-

perity.

U Thus if 4 hireg /2 as a private secretary, we must count A's full income
as well ns B's salary to get the uationsl income; for the payment A inmkes to B
is for thowe services which lLie elects to take as part of his income. But if A
wmakes an allowance to his son €, C's income is not to be conuted unless a
corresponding amount is deducted from A's. For € renders no services to 4
for it ; 4 simply transfers part of his iucowe to €. This principle is followed in
income tax ssseasments.
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§ 4. Much error has been caused by the fact that after
defining “capital” more or less narrowly, some economists
have glided into treating it as coextensive with accumulater|
wealth. A striking instance is seen in the important en-
quiry into the causes which determine the accumulation of
wealth, which they have often worded as though it were con-
cerned only with the growth of capital in the more or less
narrow sense in which they have defined capital. This in-
accuracy has been partly due to the fact that interest is
habitually associated with capital; and it has been found
convenient to speak of the growth of capital as intluenced
by the rate of interest. But really the substance of the
argument was the influence on the accumulation of wealth
exercised by the benefits which the possession of wealth
gives, whether the wealth was in those forms which they had
classed as capital or not. This then is one of the few cases
in which the evils of coining a new economic term seem to
be outweighed by its advantages.

The benefits which the owner of wealth derives from it
may be called the USANCE oF WEALTH. They include as
a special case the money income which is derived from capital
and is called INTEREST; and this is most easily measured
when it takes the form of a payment made by a borrower
for the use of a loan for, say, a year; it is then expressed as
the ratio which that payment bears to the loan.

Deferring a further discussion of this subject till we
come to consider the causes which determine the Growth of
Wealth, we may briefly say here that when a man is engaged
in business, his PROFITS for the year are the excess of his re-
ceipts from his business during the year over his outlay for his
business ; the difference between the value of his stock and
plant at the end and at the beginning of the year being taken
as part of his receipts or as part of his outlay, according as
there has been an increase or decrease of value. What
remains of his profits after deducting interest on his capital
at the current rate may be called his EARNINGS OF UNDER-
TAKING or MANAGEMENT.

The income derived from the ownership of land is com-
monly called RENT, and the term is stretched so as to include

=




VARIOUS FORMS OF INCOME.

that derived from letting houses, and even such things as
boats, pianos, and sewing machines. In a much narrower use
the term has been applied specially to the annual income de-
rived from those free gifts of nature which have been appro-
priated. But this use again has been gradually extended
until it includes the income derived from things of all kinds
of which the supply is limited and cannot be increased by
man's action. This we may take to be now cstablished as
the scientific use of the term, though it is not free from
difficulties, as we shall see hereafter; and we cannot dispense
entirely with the use of the term in its broader popular
sense'.

§ 5. The money income of a nation gives a measure
of its economic prosperity, which, untrustworthy as it is,
is yet in some respects better than that afforded by the
money value of its accumulated wealth®, For income con-

1 Further difficulties connected with the use of these terms may be deferred
for the present. One of them arises from the fact that in some cases earn-
ings of management and interest on capital togother fall short of fall profits
by the equivalent of the tronble and risks involved in borrowing and lending.
Others are connected with the effects on the real rate of interest paid which are
due to a change in the purchasing power of money between the date at which the
loan was contracted and the date at which it is repaid; and others again are
cunnected with the increase in the nominal value of land and other sonrces of
income which are due to a fall in the rate of interest.

3 All estimates of a nation's richness based on a mere money measure are
peceesarily misleading, chiefly for the reasons which bave been indicated in
the chapter on wealth and the present chapter. But since they are frequently
made, it may be well to point out that even if we agree for any special purpose
to regard the richness of a nation as represented by its money income the
question which of two nations is richer than another is still ambiguons. Is the
richness of a nation to be measured by the aggregate money income of its inhab-
itants or by their average income? If the former, India is richer than Holland ;
if the lstter, Holland is far richer than India. The latter is generally the more
important measure for the purposes of the student of social science, the former for
those of the diplomatist. If, however, we are cousidering & nation’s power of
bearing a long continued financial strain of war, we mny measure its richness
ronghly by the excess of the suin total of the incomes of its inhabitants over
what is required to supply them with the necessaries of life. A rough notion of
the economic strength of a nation, for the purpose of comparison with that of
others, mnay be got by multiplying the aggregate income of its inhabitants by their
average income.

The addition that an immigrant makes to the riches of a country may on the
wame plan be eetimated as the excess of the total discounted value of the income
be will earn over that which will be required for his own support. This estimate
Kives results not very different from that got on the plan of estimating the
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sists chiefly of commodities in a form to give pleasure
directly; while the greater part of national wealth consists
of the means of production, which are of service to the
nation only in so far as they contribute to producing com-
modities ready for consumption. And further, though this
is a minor point, consumable commodities being more port-
able have more nearly uniform prices all the world over:
the prices of an acre of good land in Illinois and in Kent
differ more than those of a bushel of wheat in the two
places.

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

value of immigrants under middle age st the sam of the expenses of rearing
and eduneating them.
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CHAPTER 1

INTRODUCTORY.

§ 1. THE older definitions of economics described it as soox u1.

the science which is concerned with the Production, Distribu- %
tion, Exchange and Consumption of Wealth. Later experi- The rela-
ence has shown that the problems of Distribution and Ex- which the
change are so closely connected, that it is doubtful whether | Sond
anything is to be gained by the attempt to keep them fiandste
separate: and in the present treatise they are discussed following
together in the Sixth Book under the common title of Value.
There is however a good deal of general reasoning with re-
gard to the relation of Demand and Supply which is required
as a basis for the practical problems of Value, and which acts
as an underlying backbone giving unity and consistency to
the main body of economic reasoning. Its very breadth and
generality mark it off from the more concrete problems of
Distribution and Exchange to which it is subservient; and
therefore it is put together in a separate Book on “The
general Theory of Demand and Supply” introddetory to that
on Value. Preparing the way for that Book are two Books
respectively on “Demand or Consumption,” and on “Pro-
duction or Supply.”

§2. The latter of these two Books corresponds in general
character to that discussion of Production to which a large
place has been given in nearly all English treatises on
general economics during the last two generations; although
ita relation to the problems of Demand and Supply has not

10—2
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soox 1. been made sufficiently clear. But until recently the sub-
@ ject of Demand or Consumption has been neglected; the

Very little prominent place which Consumption has received in the
attention

hasbeen programme of the science has not been justified by any
paid till re- .. 1 .
cently to  attempt to examine it carefully’. Nor has this neglect been
thesubjeet, altogether accidental. For important as is the inquiry how
;’;mcgg;n_ to turn our resources to the best account, it is not one
which lends itself, so far as the expenditure of private in-
dividuals is concerned, to the methods of economics. The
common sense of a person who has had a large experience of
life will give him more guidance in such a matter than he
can gain from subtle economic analyses: and until recently
But several economists said little on the subject, because they really
causes are
uow bring- had not much to say that was not the common property of
;‘2{;” all sensible people. But recently several causes have com-
promin-  hined to give the subject a greater prominence in economic

e discussions.
The first The first of these is the growing belief that harm was
cause.

done by Ricardo’s habit of speaking of the exchange value of
a thing as though it were determined exclusively by the
difficulty of producing it. Although he and his chief fol-
lowers were aware that the conditions of demand played as
important a part as those of supply in determining value,
yet they did not express their meaning with sufficient clear-
ness, and they have been misunderstood by all but the most
careful readers.

Thesecond  Secondly, the growth of exact habits of thought in eco-

4%€ nomics is making people more careful to state distinctly the
premises on which they reason. This increased care is partly
due to the application by some writers of mathematical lan-
guage and mathematical habits of thought. It is doubtful
whether much has been gained directly by the use of com-
plex mathematical formule. But the application of mathe-
matical habits of thought has been of great service; for it
has led people to refuse to consider a problem until they are
quite sure what the problem is; and to insist on knowing

1 James Mill indeed called a large part of his * Elements of Political Economy "
by the title * Consumption,” but it is really occupied alinost exclusively with an
inquiry into the principles of Taxation.
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what is, and what is not intended to be assumed, before Bzzx nL

proceeding further. This has in its turn compelled a more
careful analysis of all the leading conceptions of economics,
and especially of demand; for the mere attempt to state
clearly how the demand for a thing is to be measured opens
up new aspects of the main problems of economies. And
though the theory of demand is yet in its infancy, we can
already see that it may be possible to collect and arrange
statistics of consumption in such a way as to throw light on
difficult questions of great importance to public well-being.

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

to the question whether our increasing wealth may not be
made to go further than it does in promoting the general
well-being ; and this again compels us to examine how far
the exchange value of any element of wealth, whether in
collective or individual use, represents accurately the addi-
tion which it makes to happiness and well-being.

Such are the inquiries towards which the present Book is
designed to point the way’,

V Jevons | Theory of Political Economy, 1871) has done more than any oue else
10 foster the growth of a widely-spread interest in this aspect of economic acience;
though unknown to himself be had been anticipated in mauy of his best thoughts
by Cournot (Recherches sur les Principes Mathématiques de la Thévrie des
Iicheases, 1838, and by Gossen (Entwcickelung der Gesetze des menschlichen
Ferkehrs. 1854). In the same year, 1871, in which Jevons' Theory appeared,
Dr Earl Menger published the first part of his Grundadise der Volkswirthschaft-
alehre, which, though not making use of mathematical language, is distinctly
mathematical in tone, and appears to be in some respects, though not in all,
further advanced than Jevons’ work. A mathematical tone is even more clearly
prouounced, thongh the use of mathematical formulm is still avoided, in Dr
Bohun-Bawerk's Grundwige des wirtschaftlicken Giterwerts (1886), which may be

reganied aa & continuation of the works of Jevons and Meuger, but especially.

the latter. M. Walras has published from 1874 downwards a series of interesting
economic inquiries, in which a free use is made of mathematical formul®, and his
exnmuple has been followed by Dr Launhardt aud others. A bibliography of
mathematical writings on ics is appended to the 1 edition of Jevons'
Theory.

cause.




CHAPTER II

THE LAW OF DEMAND.

BOOK I § 1. HuMmaN wants and desires are countless in number
—_" and very various in kind. As we have seen’, the highest

E::::“md of them cannot generally be weighed in the balance; a

desiresare virtuous man's desire to follow the path of duty is one
varioas,but

fewof them against which no inducement can prevail; the economist

;fh?:‘i;,_ has to take it as an ultimate fact, which though of vital

ble f . . . » .
e, consequence for his work, is not one on which his special

ment. methods of reasoning will throw any additional light. But
even when the desire to do one’s duty supplies the leading
motive to action the necessities of the case may impose a
measurable limit on its gratification: the outlay which
parents make for the education of their children is prompted
by their desire to do right, but yet it is so conditioned and
limited by their circumstances, that fairly definite state-
ments can be made as to the prices which parents in
different grades are willing to pay for different kinds of

1 Compare Book 1. Ch. vt. On Economic Motives. Hermann (Staatswirth-
schaftliche Untersuchungen, Ch. 1) classified wants as “absolute and relative,
higher and lower, urgent and capable of postponement, positive and negative,
direct and indirect, general aud particular, coustant and interrupted, permanent
and temporary, ordinary and extraordinary, present and future, individual end
collective, private and public.” And cven this long list of divisions might be
extended. The adult reader may perhaps be left to think out the details of such
classifications for himself. But this opportunity may be taken of noticiug that
Hearn's Plutology is an sdmirable example of the way in which aualytical work of
this kind may be made to afford a training of a very high order for the young, and
to give them au intelligent scquaintance with the economic conditions of life,
without forcing upon them any particular solution of those more difficult problems
on which they are not yet able to form an independent judgment.
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education. Nearly all actions of life are governed, at least »oox m.
in part, by desires the force of which can be measured by '™
the sacrifice which people are willing to make in order to
secure their gratification: this sacrifice may take many

forms, and as has already been observed even the mode in

which it is measured may not be the same in other worlds

that it is in ours. But in our world it has nearly always con-

sisted of the transfer of some definite material thing which

has been agreed upon s the common medium of exchange,

and is called “money.” The purchasing power of this money

may vary from time to time; but in these carly stages of our

work we assume it to be constant’,

Thus then the desirability or utility of a thing to a person Desira-
is commonly measurcd by the money price that he will pay naiyes
for it. If at any time he is willing to pay a shilling, but no by;’r“‘“’f’d
more, to obtain one gratification ; and sixpence, but no more,
to obtain another; then the utility of the first to him
is measured by a shilling, that of the second by sixpence;
and the utility of the first is exactly double that of the
second.

But even for the same person a shilling may measure a acconnt
greater pleasure at one time than at another; because money o Pg;;,‘,‘;";’
may be more plentiful with him, or becanse his sensibility @°a"®
to pleasure may be different at different times®. And to
different persons the same piece of money affords the means
of pleasures of very different intensities.

For even two people whose antecedents are similar and andof their
who appear to be like one another in every respect will yet rvetre
be affected in different ways by the same 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

1 Carreaponding to the movement of the “mean san” of astronomers. See

Book L Ch.1. § 5.
1 Compare Mr Edgeworth's Mathematical Paychics.
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son. Some who are not very sensitive generally are yet
specially susceptible to particular kinds of pleasure and pain ;
while differences in nature and education make one man's
total capacity for pleasure or pain immensely greater than
another'’s. So that it is not at all safe to say that two men
with the same income derive equal pleasure from its use’;
or that they would suffer equal pain from the same diminu-
tion 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 which he can most easily part
with, i.e., each will give up pleasure that is measured to him
by just £1; yet the intensities of the pleasure given up may
not be nearly equal.

§ 2. 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 pleasure or avoid a pain is an
extremely accurate measure of the pleasure or the pain.
If there are a thousand persons living in Sheflield, and
another thousand in Leeds, each with about £200 a year,
and a tax of £1 is levied on all of them, we may be sure
that the loss of pleasure which the tax will cause in Sheflield
is almost exactly equal to that which it will cause in Leeds:
and similarly anything that increased all the incomes by £1
would give command over almost exactly the same amount
of additional pleasure in the two towns.

And in fact it happens that 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, there is not in general any very great difference
between the amounts of the happiness in the two cases.
If however it should appear that the class affected in the
one case is on the average, say, ten times as rich as in the
other, then we shall probably not be far wrong in supposing
that the increment of happiness measured by a given sum of

1 Compare Bentham's Principles of Morals and Leyislation, Chapter v1.; also
Mr Edgeworth's ** New and Old Methods of Ethics."
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money in the one case is, so far at least as its direct results noox m.
go. about one-tenth as great as in the other. iy
§ 3. So far we have considered only present gratifications; A distant
but even greater differences are found in the estimates which Eﬁ,m,
different people form of distant or deferred pleasures. One 8ordas

R . R weaker mo-
person will reckon a pleasure, which he anticipates at some tive than

distance of time, at nearly the same value which it would ‘;{"{,ﬂff
have for him if it were present or immediate; while another
who has less power of realizing the future, less patience and
self-control, will care comparatively little for auy pleasure
that is not near at hand. Thus the savage can hardly be
induced to take the smallest trouble to fence in crops which
a few months later might save him from the pains of extreme
hunger; the ignorant navvy will often spend the earnings of
a prosperous time in ways that give him no pleasure to be
compared to what he will suffer when his work is slack and
he has no fund to fall back on. Andat the opposite extreme
the miser goes without ordinary comforts in order to accumu-
late wealth which he will never bring himself freely to
enjoy. But the great body of sensible people in a civilized
country estimate a future pleasure at a lower, though not a
much lower, value than if it were present: they discount the
Juture at a moderate rate®.

The rates at which different people discount the future
atfect not only their tendency to save as the term is ordi-
varily understood, but also their tendency to buy things
which will be a lasting source of pleasure rather than those
which give a stronger but more transient enjoyment; to
buy a new coat rather than to indulge in a drinking bout, or
to choose simple furniture that will wear well, rather than
showy furniture that will soon fall to pieces.

As Bentham says, we must consider the “duration” and The ancer-
“intensity” of a pleasure and its “propinquity” or the near- ‘it s

anticipated
ness of the time at which it is expected; and further we g};’;‘g: e
“* digcount-
ed” value.
3 See below Book m1. Ch. 1v. § 2.
2 If a person would just pay 9s. for the certaiuty of a gratification a year
bence, which if it were present he would value at 10s. then he may be said to
discount future pleasures at the rate of ten per cent. a year: if he would only give

8s. far it, then be disconnts the future at twenty per cent., aud so on.
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must take account of the “certainty” with which it is
anticipated. The less that certainty is, the less is the value
of the pleasure, and with every diminution of the certainty
the value of the pleasure diminishes in like proportion®.
Every commodity that is not consumed in a single use, is
the probable source of many pleasures, more or less remote ;
and its value to a purchaser is the aggregate of the value to
him of all these pleasures, allowance being made for their
uncertainty and for their distance®.

§ 4 We may now look more clusely at the relation in
which a person’s demand for a thing stands to the price at
which he can obtain it. It will be best to take our first
illustration from the demand for such a commodity as tea,
which can be purchased in small quantities. Suppose, for
instance, that tea of a certain quality is to be had at 2s
per Ib. A person might be willing to give 10s. for a single
pound once a year rather than go without it altogether;
while if he could have any amount of it for nothing he would
perhaps not care to use more than 30 lbs. in the year. But
as it is, he buys perhaps 10 pounds in the year; that is to
say, the ditference between the happiness which he gets
from buying 9 Ibs. and 10 lbs. is just enough for him to be
willing to pay 2s. for it: while the fact that he does not buy
an eleventh pound shews that he does not think that it would

1 If the probability that a pleasure will be enjoyed is three to one, so that
three chances out of four are in its favour, the value of its expectation is three-
fourths of what it would be if it were certain: if the probability that it will
accrue were only seven to five, so that only seven chauces out of twelve are in its
favour, the value of its expectation is only seven-twelfths of what it wonld be if
the event were certain, and so on. If the anticipated pleasure is both uncertain
and distant we have a twofold deduction to make from its full value. We will
suppose, for instance, that a person would give 10s. for a gratification if it were
preseut and certain, but that it is due a year hence, and the probability of ite
happening then is three to one. Suppose also that he discounts the future at the
rate of twenty per cent. per sunum. Then the value to him of the anticipation
of it is § % &% x 10s. i.e. 6s. Compare the Introductory chaptor of Jevons' Theory
of Political Economy.

3 It must be anderstood Lowever that the separate measurewment of each
element of a pleasure is in practice done roughly by a sort of inatinet. The
only measurement with which science can directly deal is that afforded by what &
person is willing to sacrifice (whether money, or some other commoadity, or his
own labour) in order to obtain the aggregate of pleasures anticipated from the
possession of the thing itself. DBut see note I. in the Appendix.
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be quite worth an extra 2s. to him. That is, 2s. a pound Bsoox m1.
measures the utility to him of the tea which lies at the ‘—
margin or terminus or end of his purchases ; it measures the
MARGINAL or FINAL UTILITY of tea to him' The relation Masyinat
in which this stands to the whole benefit that he gets from ‘g,,l;.';;‘ina
the tea, or its ToTaL UTiLiTy, will be considered further on. ,7;-;’;‘1 Lt
§ 5. It is an almost universal law that each several Auy par.
want is limited, and that with every increase in the amount want is
of a thing which a man has, the eagerness of his desire to Eperally
obtain more of it diminishes; until it yields place to the
desire for some other thing, of which perhaps he hardly
thought, so long as his more urgent wants were still un-
satisfied There is an endless variety of wants, but there is
a limit to each separate want.
This law has indeed some apparent exceptions: the
more pictures or books a man has the stronger is his taste
for them likely to become, and the more is he likely to
spend on them: avarice and ambition are often insatiable;
the virtue of cleanliness and the vice of drunkenness alike
grow on what they feed upon. But in such cases our
observations range over some period of time; and the man
is not the same at the beginning as at the end of it. If Thelawof
we take a man as he is, without allowing time for any :.’:nf'n':'
change in his character, the marginal utility of a thing to nuih.
him diminishes steadily with every increase in his supply
of it. This important fact may go by the name of the Law
OF THE DIMINUTION OF MARGINAL OR FINAL UTILITY"
So far we have taken no account of changes in the mar-
ginal utility to him of money, or general purchasing power.
For at one and the same time, his material resources being
unchanged, the marginal utility of money to him is a fixed

| Jevona adopted the latter of these teyms. But the former seems preferable
on account of the close relation in which, as we shall see presently, marginal
atility stands to marginal cost of production. The term marginal otility is in
correspondence with the German term Grenz-nufs.

1 Hee note II. in Appendix. It may be noticed that & person might be willing
to pay ouly at a lower rate for a piece of a carpet insufficient for his room, than
for ane which would cover the whole of it. Cases of this kind are of no imme-
diate concern for us; but they have some little interest in connexion with the
analogy, which we shall presently discuss, between the Law of Diminishing
Ttility and the Law of Diminishing Retnrn,
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THE LAW OF DEMAND.

quantity, so that the prices he is Just willing to pay for two
commodities are to one another in the same ratio as the
utility of those two commodities. But other things being
equal, the richer he becomes, the less is the marginal utility
of money to him; every increase in his resources increases
the price which he is willing to pay for any given pleasure.
And in the same way every diminution of his resources
increases the marginal utility of money to him, and diminishes
the price that he is willing to pay for any pleasure’.

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

A special instance of this is the case of money. If he

1 is spending so much money on one thing that he gets

the mrain comparatively little pleasure from his last purchases of it, he

of each pur-

will decline to extend them further, and apply his means to
purchasing something else which has a higher marginal
utility in proportion to its price. Unless therefore he has
made a casual blunder in his choice of things to be bought,
he so distributes his money among different purchases that
the marginal utility of each is proportional to the price he
pays for it,

This result is indeed only another way of saying that the
price which he is only just willing to pay for a thing
(having regard to the amount of it already in his possession)
measures and is therefore proportional to its utility to him;
or again it can be deduced from the general doctrine that
everyone will try so to use what he has as to make it
afford him the greatest possible total pleasure®.

§ 7. When we say that a person’s demand for anything
increases we mean that he will buy more of it than he
would before at the same price, and that he will buy as

3 Ses uote IM. in Appendix.

3 Gossen, Jevons and others have npplied the mathematical theories of
maxima and minima to prove a great many propositions of this class. But they
are perhaps too obvious to require elaborate proof.
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much of it as before at a higher price. This is enough noox m.

for most practical purposes, for we seldom want to know
all about a person’s demand for a thing. But if we did,
we should have to ascertain how much of it he would be
willing to purchase at each of the prices at which it is likely
to be offered ; and the complete circumstances of his demand
for, say, tea can be best expressed by a SCHEDULE of the
prices which he is willing to pay for different amounts of it.
Thus for instance we may find that he would buy
6 1b. at the price of 50d. per Ib.

7 ” ” 40 ”
8 ” » 33
9 ” . 28,
10 » . 2,
11 " w 21
12 ” » 19,
13 » . 18,

If corresponding prices were filled in for all intermediate
amounts we should have an exact statement of his de-
mand’.

We see then that a person's demand for a thing is inde-

1 Such a demand schedule may be translated, on s plan now coming into
familiar use, into a curve that may be called his pEMAND cURVE. Let Oz and Oy
be drawn the one horizontally, the other vertically. Let an inch measured along
Oz represent 10 1b. of tes, aud an inch measured along Oy represent 40d. Take

Fig. (1).
. v o
Tenths of Fortieths of \
an inch. an inch. n

Om,=6 ,and draw mp, =50 \
w.-7 ” " m‘p’=40
Omy=8 " w  Wgpy=33
Oﬂd=9 “ w MYy =28
Omy=10 ,, n M=
Ome=11 nw M@=l
Om;=12  ,,  , wmyp:=19
Oﬂc =13 ” nw Migh= 18

° FESEEdi e «
m, being on Oz and m,p, being drawn vertically from m,; and so for the others.
Theu pgh . . - . pe sre points on his Demand Carve for tea; or 88 we may say
Dxuaxp Porxts. U we could find demand points in the same manner for every
possible quantity of tea we should get the whole continuous curve /72’ as shewn
in the figure.

CH. IT.
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terminate so long as nothing is said as to the price at which
the thing is to be had. There is no use in trying to measure
his demand as some writers have done merely by the
“amount he is willing to buy” or merely by the “intensity
of his eagerness to buy a certain amount.”” Nothing is
gained by representing a notion, which is really complex, as
though it were simple. Wherever precision is required, we
must speak of a person’s demand for a thing as represented
by the schedule of the prices at which he is willing to buy
different amounts of it'. An increase in his demand for the
commodity means an increase throughout the whole schedule
in the prices at which he is willing to purchase different
amounts of it; and we may sometimes find it convenient to
speak of this as a raiwsing of the demund schedule®,

1 Thus Mill says that we must “mean by the word demand, the quantity

ded, and r ber that this is not a fixed quantity, but in general varies ac-
cording to the value.” Principles, Book 1. Ch. 1. § 4). This account is scientific
in substance; but it is not clearly expressed and it has been much misunderstood.
Cairnes prefers to represent “demand as the desire for commodities and services,
seeking its end by an offer of general purchasing power, and supply as the
desire for general purchasing power secking its end by an offer of specific com-
modities or services.” He does this in order that he may be able to speak of s
rativ, or equality, of demand and supply. But the quantities of two desires on
the part of two different persons cannot be compared directly ; their measures may
be compared, but not they themselves. And in fact Cairnes is himself driven to
speak of supply as ‘limited by the quantity of specific commodities offered for
sale, and demaund by the quantity of purchasing power offered for their purchase.”
But sellers have not a fixed quantity of commodities which they offer for sale
unconditionally at whatever price they can get: buyers have not a fixed quantity
of purchasing power which they are ready to spend on the specific commodities,
however much they pay for them. Account must then be taken in either case
of the relation betweon quantity and price, in order to complete Cairnes' account,
and when this is done it is broaght back to the lines followed by Mill. He
says, indeed, that “Demand, as defined by Mill, is to be understood as mea-
sared, not, as my deflnition wonld require, by the quantity of purchasing power
offered in support of the desire for commodities, but by the quantity of com-
modities for which such purchasing power is offered.” It is true that there is
a great difference botween the statements, “I will buy twelve eggs,” and “1 will
buy a shilling's worth of eggs.” But there is no snbstantive difference between
the statement, “I will buy twelve eggs at n penny each, but only six at three
halfpence each,”” and the statement, “I will spend » shilling on eggs at a penny
each, bat if they cost three halfpence each I will spend ninepence on them." Bat
while Cairnes' account when completed becomes substantially the same us Mill's,
its present form is even more mialeading. (See an article by the present writer
on Mill'a Theory of Value in the Fortnightly Review for April, 1876.)

¥ Geometrically it is represented by raising the demaud curve, or, what cones
to the same thing, mioving it to the right, with perhaps some wodification of its
shape.

4
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In a commodity like tea, which can be purchased in soox m.
small quantities, every variation in price is likely to affect iy
the amount consumed by an individual. But there are many The de-
commodities—such as hats—the demand for which on the the pert of .

. o g4 e - .., any indivi-
part of any single individual cannot vary continuously with dual for
every small change in price, but can change only by great {hing,
leaps. A small fall in the price of hats will not affect the i¢ discon-
action of everyone, but it will induce a few persons, who
were in doubt whether to get a new bat or not, to decide in
favour of doing so.

Thus every fall however slight in the price of a com- But the ag-
modity in general use, will, other things being equal, increase gregte o
the total sales of it. And therefore if we had the requisite Kot =0y

knowledge we could make a schedule of prices at which each & oon

amount of it could find purchasers in a given place during, schedule,
sy, & year. The total demand in the place for, say tea, pts A
is the sum of the demands of all the individuals there. mard price
Some will be richer and some poorer than the individual :gggd{;!_l“’
consumer whose demaud schedule we have just written cressein
down, some will have a greater and others a smaller hkmg nty%m
for tea than he has. Let us suppose that there are in the ™"
place a million purchasers of tea, and that their average
consumption is equal to his at each several price. Then the
demand of that place is represented by the same schedule
a8 before, if we write a million pounds of tea instead of one
pound’.

There is then one law and only one law which is common The Law
to all demand schedules, viz. that the greater the amount to of Diminn-

be sold the smaller will be the price at which it will find Marinal

! And the demand is represented by the same curve as before, only an inch
measured along Oz now represents ten million Fig. (2).
pounds instead of ten pounds. e

A formal definition of the Demand curve may be
given thus:—The demand curve for any commodity 0
m a market during any given nnit of time is the
locas of demand points for it. That is to say, itia e
carve such that if from any point ¥ on it, a straight [
line M be drawn perpendicular to Ow, PA repre-
sents the price at which purchasers will be forth-
coming for an amouut of the commodity repre-
sented by OM. °o ~ s
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THE LAW OF DEMAND.

purchasers; or in other words, as the numbers in the left
hand columns inecrease, those in the right hand column
diminish'. Subject to this one condition, demand schedules
have every variety of form.

§ 8. It must be remembered that the demand schedule
gives the prices at which various quantities of a thing can
be sold in a market during a given time and under given
conditions. If the conditions vary in any respect the figures
of the schedule will probably require to be changed. One
condition which it is especially important to watch is the
price of rival® commodities, that is, of commodities which
can be used as substitutes for it. For instance, the demand
schedule for tea is drawn out on the assumption that the
price of coffee is known; but a failure of the coffee harvest
would raise the prices throughout the demand schedule
for tea.

We have so far been looking at demand chiefly from the
point of view of the ultimate consumer. But, as we shall
see more clearly hereafier, the same law applies to the trade
demand for things which are to be sold again or are to be
used in making other things that are to be sold. An appa-
rent objection arises from the facts that when a thing is
falling in price dealers often contract their purchases in the
fear of a further fall: that when the price is rising they
often buy largely in the hope of securing the benefit of a

1 That is, if a point moves along the curve away from QOy it will constantly
approach Oz, Therefore if a straight line PT be drawn touching the curve at
P and meeting Oz in 7, the angle PTx is an obtuse angle. It will be found con.
venient to have a ahort way of expressing this fact ; which way be done by saying
that P7 is INCLINED NEGATIVELY. Thus the one universal rule to which the
Demand carve conforms is that it is inclined megatively throughout the whole of
its length,

2 Or to use Jevons' phrase (Theory of Political Economy, Ch. 1v.), commo-
dities that are nearly **equivalent.” The question where the lines of division
between different commodities can be drawn must be settled by the convenieuce
of the particalar question nnder discussion. For some purposes it may be best to
regard Chinese snd Indian teas, or even Souchong and Pekoo teas as different
commodities ; and to have a separatedemand schedule for each of them. While for
other purposes it may be best to group together commodities as distinct as beef
and mntton, or even as tes and coffee, and to have a single achedule to represent
the demand for the two combined ; but in such a case of course some convention
must be made as to the number of ounces of tea which ure taken as equivalent to
a ponnd of coffee.
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further rise; and that speculative purchases of this kind soox m:.

have a very great effect on the temporary fluctuations of
prices. But this is not really an exception to the rule: it
only illustrates the way in which the expectation of a fall in
price will often diminish people’s eagerness to buy a thing at
the present price; they will prefer to wait till the price has
come down. Apparent exceptious of this kind are a source
of difficulty in the theory of market disturbances: but they
have no real bearing on the relation between demand and
price in a steady market; and looking only at normal and
average results we find that the cheaper a thing can be sold,
the larger will be the purchases of it by private consumers;
and therefore traders will buy the more of it, in the long run,
the cheaper they can get it.

CH. II.

Later on we shall have to examine the lagging behind of The ele-

wment of

that increased consumption of anything which is sure, other tige.

things being equal, to result from a fall in its wholesale price.
This lagging behind has many curious effects, some of which
are of great practical importance. But at the present stage
we may neglect them; and assume that changes in the
demand price of a thing will follow instantly on changes in
the amount of it offered for sale ; and that the demand price
for any particular amount which is being offered for sale
will always be that price which is set against that amount in
the demand schedule representing the normal relations of
the market'.

1 Discussions kindred to those in the present chapter sre to be found in
Jevons, Theory, Ch. . m1.; Menger, Volkswirthschaftslchre, Ch. m., and Bihm-
Bawerk, Grundzige, 1. iv.
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CHAPTER IIL

ELASTICITY OF DEMAND.

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

And as with the demand of one person so with that of a
whole market. The ELASTICITY OF DEMAND in a market is
great or small according as the amount demanded increases
much or little for a given fall in price, and diminishes much
or little for a given rise in price’.

! Speaking more exactly we may say that the elasticity of demand is one if a
fall of one per coent. in price will make an increase of Fig. (8).
one per cent. in the amount demanded ; that it is
two or & half if & fall of one per cont. in price makes 4
an increase of two or one half per cent. respectively
in the smount demanded ; and so on. The elasticity P
of demond can be best traced in the demand curve
with the aid of the following rule. Let a straight
line touching the curve at any point P meet Oz in T o

and Oy in ¢, then the meaxure of the elasticity at
the point I’ is the ratio of P'T to Pt.
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§ 2. The price which is so high relatively to the poor sook m.
man as to be almost prohibitive, may be scarcely felt by the 1"

rich; the poor man for instance never tastes wine, but the A price

which is
very rich man may drink as much of it as he has a fancy for, lowre.
without giving himself a thought of its cost. We shall 5,;';,3
snmption

therefore get the clearest notion of the law of the elasticity o¢'u\. ricn
of demand, by considering one class of society at a time. Of Ta7beligh
course therc are many degrees of richness among the rich, Lo that of
and of poverty among the poor; but for the present we may ° poer
neglect these minor subdivisions.

Wheu the price of a thing is very high relatively to any
class, they will buy but little of it; and even a very consi-
derable fall in the price will cause no great increase in their
consumption, ie. the elasticity of their demand will be small.

But if the price goes on falling they will begin to consume

the thing more freely, taking it into ordinary use; and the
elasticity of their demand will increase. At last a price is

likely to be reached so low that they have got all that they
want—a satiety price; and then they will not be induced to
increase their consumption much by any further fall: the
elasticity of their demand will again have become small.

That is to say, the elasticity of their demand is small when The gene-
the price of a thing is very high relatively to their means and e
again when it is very low: while the elasticity is much ;’i'd‘:;"o‘;'(‘l‘:j
greater for prices intermediate between what we may call the mand
high level and the low level.

This rule appears to hold with regard to nearly all commo- is con
dities and with regard to the demand of every class ; save only mu, gmt
that the level at which “very high” prices end and “ high ” jaieties of
prices begin, is different for different classes and so again is
the level at which “low ™ prices end and “very low” prices
begin. There are however many varieties in detail ; arising

I PT were twice Pt, a fall of 1 per cent. in price wonld cause an increase of 2
per cent., in the amonnt demanded; the elasticity of demand would be two. If
PT were one-third of P?, a fall of 1 per cent. in price would canse an increase of §
per cent. in the amount demanded; the elasticity of demand would be one-third ;
and 80 on. Another way of looking at the same result is this:—the elasticity at
the point P is measured by the ratio of #7 to Pt, that is of M T to MO (PM being
drawn perpendicular to Om); and therefore the elaaticity increases wherever the
angle TP M increases relatively to the angle OPM, Bee Note IV. in Appendix.

11—2
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soox 1. chiefly from the fact that there are some commodities with

CH. 1I.

which people are easily satiated, and others—chiefly things
used for display—for which their desire is almost unlimited.
For the latter the elasticity of demand remains considerable,
however low the price may fall, while for the former the
demand loses nearly all its elasticity as soon as a low price
has once been reached.

This rule that the elasticity is great for medium prices
and small for those which are very high or very low is seen
most clearly when we select for observation a set of people,
who, though sufficiently numerous to prevent individual
peculiarities from obtruding themselves, are yet econo-
mically homogeneous; ie., have nearly the same wants and
nearly the same means of gratifying them. When we add
together the demands of several such sets so as to get the
aggregate demand of a larger group, as for instance that of
the whole body of the rich, or the whole body of the middle
classes, or the whole body of the working classes; our rule
does not show itself with so clear an outline, and but faint
traces of it remain when we add together the demands of
these three groups so as to get the aggregate demand of the
whole community .

! Let us illostrate by the case of the demand for, say, green peas in a town in
which all vegetables are hought and sold in one market. Early in the season
perbaps 100 1h. a day will be brought to market and sold at 1s. per lb., later on
500 1b. will be brought and sold at 6d., later on 1,000 1b. at 44d., Iater still 5,000 at
2d., and later still 10,000 at 14d. This 4 d is repr ted in fig. (4), an inch
slong Or representing 5,000 1b. aud an inch along Oy representing 10d. Then
taking

¥ 0
. Fig. (4).
Om,= 02in. Mp, =132in.
Onig = *1 Mepg= ‘6
Omy = 2 Mypy = 4
Umy =1" Mapy= 2
Om, =2 M,p, = 15
P
P
P ™ o
ol z
g7 i m
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§ 8. There are some things the current prices of which soox ur.
in this country are “ very low ” relatively even to the poorer o o

classes ; such are for instance salt, and many kinds of savours Mustra-

. . tionsdrawn
and flavours, and also cheap medicines. It is doubtful from the
. . . . . demand for
whether any fall in price would induce a considerable in- particular
crease in the consumption of these. ditiea

and drawing a carve throogh p, p, . . ps Wwe get the total demand curve. But this
total deniand will be made up of the demands of the rich, the middle class and the
poor. Tboe amounts that they will severally demand may perhaps be represented
by the following achedules:—

At price Number of lbs. bought by
iu pence rich middle class poor total
per Ib,
12 100 ) 0 100
[ 300 200 0 500
4 500 400 100 1,000
2 800 2,500 1,700 5,000
1) 1,000 4,000 5,000 10,000
k4
Fig. (6)- (Pig. 6). Fig. (7).
1 4
. . \Ic\
0w z ° [ [ o L

‘These schedules are translated into carves fig. (6), (6), (7), showing the demands
of the rich, the middle class and the poor represented on the same scale as fig. (4).
‘Thas for instauce AH, BK and OL each of themn represents s price of 2d. and
is ‘2 inches in length; OH =16 in. representing 800 lb., OX = *5 in. represent-

ng 2,500 1b. and OL =384 in. representing 1,700 Ibs. while OH 4+ OK + OL =
one inch Le. = Om, in fig. 1 as they shonld do.

This may serve as an example of the way in which several partial demand
carves, drawn to the same scale, can be superimposed horizoutally on one
ancther to make the total demand cnrve representing the sggregate of the partial
demanda.

Looking either at the schedales, or at the curves, we see that the greatest
elasticity of demand is somewhere about the price of 5d. for the rich, and 3d. for
the middle cluss, while for the poor it is sbout 2d.; for the whole market it is
somewhere about 3d. At the price of 1jd. the demands of the rich and middle
claswee have lost nearly all their elasticity. But the demand of the poor shows
wdygns of remaining elastic even for much lower prices; and since its influence
preponderstes hiere, s considerable elasticity is shown by the total demand curve
for the lower prices.
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The current prices of meat, milk, butter, of wool, of
tobacco, of imported fruits, and of ordinary medical attend-
ance, are such that every variation in price makes a great
change in the consumption of them by the working classes,
and the lower half of the middle classes; but the rich would
not much increase their consumption of them® however
cheaply they were to be had. In other words the demand
for these commodities is very elastic on the part of the
working and lower middle classes, but not on the part of the
rich. But the working class is so numerous that their con-
sumption of such things as are well within their reach is
much greater than that of the rich ; and therefore the aggre-
gate demand for all things of the kind is very elastic. A
little while ago sugar belonged to this class : but its price in
England has now fallen so far as to be low relatively even
to the working classes, and the demand for it is therefore
not elastic.

The current prices of wall-fruit, of the better kinds of fish
and other moderately expensive luxuries are such as to make
the consumption of them by the middle class increase much
with every fall in price; in other words the middle class de-
mand for them is very elastic: while the demands on the
part of the rich and on the part of the working class is
much less elastic, the former because it is already nearly
satiated, the latter because the price is still too high.

The current prices of such things as rare wines, fruit out
of season, highly skilled medical and legal assistance, are so
high that there is but little demand for them except from
the rich: but what demand there is has in most cases con-
siderable elasticity.

§ 4. The case of necessaries is exceptional. When the
price of wheat is very high, and again when it is very low,
the demand has very little elasticity: at all events if we
assume that wheat, even when scarce, is the cheapest food
for man ; and that, even when most plentiful, it is not con-
sumed in any other way. We know that a fall in the price

! With regard to this group of commodities it is important to remark that the
demand of the rich is not here taken to include the demand for the food, etc.
which they give their servants.
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of a quartern loaf from Gd. to 4d. has scarcely any effect in soox m.
increasing the consumption of bread. With regard to the o
other end of the scale it is more difficult to speak with cer-
tainty, because there has been no approach to a scarcity in
England since the repeal of the corn laws. But, availing
ourselves of the experience of a less happy time, we may
suppose that deficits in the supply of 1, 2, 3, 4, or 5 tenths
would cause a rise in price of 3, 8, 16, 28, or 45 tenths
respectively’. Much greater varfations in prices indeed than
this have not been uncommon. Thus wheat sold in London
for ten shillings a bushel in 1335, but in the following year
it sold for ten pence.

There may be even more violent changes than this in
the price of a thing which is not necessary, if it is perish-
able and the demand for it is inelastic: thus fish may be
very dear one day, and sold for manure two or three days
later. But such cases illustrate the theory of market varia-
tions of prices rather than that of normal demand.

Wheat and other cheap vegetable foods are the ouly
things of which nearly the whole consumption can be regard-
ed as necessary. Some part of the consumption of water,
clothing, and house-room is indeed strictly necessary, but there
is much of it which could be dispensed with.

Water is one of the few things the consumption of which Commo-
we are able to observe at all prices from the very highest p&“.,:o the
down to nothing at all. At moderate prices the demand for {7 "o

it is very elastic. But the uses to which it can be put are whichis
necessary.

1 This is the famousx estimate quoted by Gregory King. It is represented in
fig. (8) by the curve NIV, the point 4
corresponding to the ordinary price. If Fig. (8).
we take account of the fact that where
the price of wheat is very low, it may y
be used, as it was for instance in 1834,
fur foeding cattle and sheep and pigs and
for brewing and distilling, the lower part
of the curve wouald take a shape some-
what like that of the dotted line in the
fgure. And if we assume that when the
price is very high, cheaper substitutes
cau be got for it, the upper part of the
carve would take a shape similar to that
of the upper dotted line.
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capable of being completely filled: and as its price sinks to-
wards zero the demand for it loses its elasticity. Nearly the
same may be said of salt. Its price in England is so low that
the demand for it as an article of food is very inelastic: but
in India the price is comparatively high and the demand is
comparatively elastic’.

The price of house-room on the other hand has never
fallen very low except when a locality is being deserted by
its inhabitants. Where the condition of society is healthy,
and there is no check to general prosperity, the demand for
house-room seems always to have great elasticity.

Clothing falls generally under two heads: some kinds are
desired not only for their direct uses, but also as a means of
asserting social position. They are to be classed with house-
room ; the demand for them is insatiable. But the desire
for those kinds of clothing which are not used for the purpose
of display, is satiable: when their price is low the demand
for them has scarcely any elasticity®.

§ 5. So far we have assumed the requisite facts to be
available: but it will be well to pause a little to consider the
difficulties in the way of ascertaining them. This inquiry is
important on its own account; and it affords an instructive
illustration of the difficulties of interpreting statistics.

A demand schedule is supposed to present a series of
prices at which different amounts of a commodity can find
purchasers during a given time in a market; and the first
difficulty is to define the market. Theoretically a MARKET is
a district, small or large, in which there are many buyers and
many sellers all so keenly on the alert and so well acquainted

1 See 8ir J. Strachey's Finances of India, Ch. xn1.

1 We must however remember that the character of the demand schedule for
any commodity depends in a great measure on whether the prices of its rivals are
taken to be fixed or to alter with it. If we separated the demand for beef from
that for mutton, and supposed the price of mutton to be held fixed while that for
beef was raised, then the demand for beef would become extremely elastic. For any
slight fall in the price of beef would canse it to be used largely in the place of
mautton and thus lead to a very great increase of its consumption: while on the
other haud even a small rise in price would cause many people to oat mutton
to the almost entire exclusion of beef. But the demand schedule for all kinds of
fresh meat taken together, their prices being supposed to retain always about the

same relation to one another, and to be not very different from those now prevail-
ing in England, shows only a moderate elasticity.




DIFFICULTIES IN THE INTERPRETATION OF STATISTICS. 169

with one another’s affairs that the price of a commodity is soox m.
always practically the same for the whole of the district. =™
But the facts seldom correspond exactly to this description.
Those who buy for their own consumption, and not for the
purposes of trade, are not always on the look out for every
change in the market: they have other things to think about.
Again the geographical limits of a market are seldom clearly and its
drawn, except when they are marked out by the sea or by Heriaing
custom-house barriers; and it is very difficult to ascertain k:';’d
the amounts even of imported commodities that are being
consumed in any artificially defined area, such for instance
as the Staffordshire Potteries, or a straggling large town.
And no country has accurate statistics of commodities pro-
duced in it for home consumption.

Again there is generally some ambiguity even in such Secondly

statistics as are to be had. They commonly show goods as of dealers’

entered for consumption as soon as they pass into the hands :'&c::;';

of dealers; and consequently an increase of dealers’ stocks Distaken
cannot easily be distinguished from an increase of con- crease of

sumption. But the two are governed by different causes. tion =
A rise of prices tends to check consumption ; but if the rise

is expected to coutinue, it will probably, as has already

been noticed, lead dealers to increase their stocks'.

Next it is difficult to insure that the commodities referred Changes of
to are always of the same quality. After a dry summer quality.
what wheat there is, is exceptionally good; and the prices
for the next harvest year appear to be higher thaun they
really are. It is possible to make allowance for this, par-
ticularly now that dry Californian wheat affords a standard.

But it is almost impossible to allow properly for the changes
in quality of many kinds of manufactured goods. This difti-

§ In examining the effects of taxation, it is customary to compare the aniounts
entered for consumption jast before and just after the imposition of the tax. Bat
this in nntrustworthy. For dealers anticipatiug the tax Iay in large stocks just
before it is imposed, and need to buy very little for some time afterwards. And
vice versh when a tax is lowered. Agnin, high taxes lead to false retarns. For
instence the nominal importation of molasses into Boston incressed fiftyfold in
cansequence of the tax being lowered by the Rockingham Ministry in 1766, from
6d. to ld. per gullou. Bat this was chiefly due to the fact that with the tax
at 1d., it was cheaper to pay the duty than to smuggle. BSee Lecky's England in
2he Eighteenth Century, Vol. 1, Ch. xo.
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culty occurs even in the case of such a thing as tea: the
substitution in recent years of the stronger Indian tea for
the weaker Chinese tea has made the real increase of con-
sumption greater than that which is shown by the statistics.

§ 6. 'The above difficulties arise chiefly from the faulti-
ness of our statistical returns. But there are others the roots
of which lie deeper.

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

To begin with, the purchasing power of money is con-
tinually changing, and aking it necessary to correct the
results obtained on our assumption that money retains a
uniform value. This difficulty can however be overcome
fairly well, since we can ascertain with tolerable accuracy
the broader changes in the purchasing power of money.

Next come the changes in the general prosperity and in
the total purchasing power at the disposal of the community
at large. The intluence of these changes is important, but
perhaps less so than is generally suppused. For when the
wave of prosperity is descending, prices fall, and this in-
creases the resources of those with fixed incomes at the
expense of those whose incomes depend on the profits of
business. The downward fluctuation of prosperity is popu-
larly measured almost entirely by the conspicuous losses of
this last class; but the statistics of the total consumption
of such commodities as tea, sugar, butter, wool, &c. prove
that the total purchasing power of the people does not
meanwhile fall very fast. Still there is a fall, and the allow-
ance to be made for it must be ascertained by comparing
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the prices and the consumption of as many things as soox m.
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possible. —_—
Next come the changes due to the gradual growth of ;gi’.i“ po-

tion
population and wealth. For these an easy numerical correc- and wealth.

tion can be made when the facts are known'.

§ 7. Next, allowance must be made for changes in fashion, Gradusl
and tastes and habit ; for the opening out of new uses of a habits and
in the fa-

commodity, for the discovery or improvement or cheapeuning iy .tie
of other things that can be applied to the same uses with it. ¥ithnew
In all these cases there is great difficulty in allowing for the new ways
time that elapses between an economic cause and its effect. m::,l.ng
For time is required to enable a rise in the price of a com-
modity to exert its full influence on consumption. Time is
required for consumers to become familiar with substitutes

that can be used instead of it, and perhaps for producers

to get into the habit of producing them in sufficient quan-

tities. Time may be also wanted for the growth of habits

of familiarity with the new commodities and the discovery of
methods of economizing it.

For instance when wood and charcoal became dear in Ilu-

England, familiarity with coal as a fuel grew slowly, fire- trations,

t When a statistical table shows the gradual growth of the consumption of 8
commulity over a Jong series of years, we may waut to comnpare the percentage
by which it increases in different years. This can be Fig. (9)
done pretty casily with a little practice. Bul when the ke
Biyures are expressed in the form of statistical diagram, it ¥
cannot easily be done, without translating the diagram
back into figares. And this is a canse of the disfavour in
which many statisticians hold the graphic method. But

N P

Ly the kmowledge of one simple rule the balance can be

tarned, 6o far as this point goes, in favour of the graphie

wethod. The rule is as follows:—Let the qnantity of & P

commodity consmmned (or of trade carried, or of tax levied

etc.), be messnred by horizontal lines parallel to Oz, ig. (9), while the correspond-
ing years are in the nsnal manner ticked off in descending order at equal distances
sloug Oy. To measure the rate of growth at any point P, put a ruler to touch
the curve at P. Let it meet Oy in ¢, and let .V be the point on Oy at the same
vertical height as #: then the number of years marked off along Oy by the dis-
tance Nt is tle inverse of the fraction by which the amount is increasing
arpoally. That is if V¢ is 20 years, the amount is increasing at the rate of ¢
ie of 5 per cent. annually: if Nt is 25 years, the increase is g or 4 per cent.
annually ; and so on.  See a paper by the present writer in the Jubilee number of
the Journal of the London Statistical Society, June 1885; also note V. in the
Apypenddix.
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places were but slowly adapted to its use, and an organized
traffic in it did not spring up quickly even to places to
which it could be easily carried by water. The invention of
processes by which it could be used as a substitute for
charcoal in manufacture went even more slowly, and is in-
deed hardly yet complete. Again, when in recent years
the price of coal became very high, a great stimulus was
given to the invention of economies in its use especially in
the production of iron and steam. But few of these in-
ventions bore much practical fruit till after the high price
had passed away. Again when a new line of tramways or of
suburban railways is opened, it takes some time before those
who live near the line get into the habit of making the
most of its assistance; and a good deal more time elapses
before many of those whose places of business are near one
end of the line change their homes so as to live near the
other end. . Again when petroleum first became plentiful
few people were ready to use it freely ; gradually petroleum
and petroleum lamps have become familiar to all classes of
society : too much influence would therefore be attributed
to the fall in price which has occurred since then, if it were
credited with all the increase of consumption.

Allied to this difficulty is that arising from the fact that
there are many purchases which can casily be put off for a
short time, but not for a long time. This is often the case
with regard to clothes and other things which are worn out
gradually, and which can be made to serve a little lunger
than usual under the pressure of high prices. For instance
at the beginning of the cotton famine the recorded con-
sumption of cotton in England was very small. This was
partly because retail dealers reduced their stock; but chiefly
because people generally made shift to do as long as they
could without buying new cotton goods. In 1864 however
nany found themselves unable to wait longer; and a good deal
more cotton was entered for home consumption in that year,
though the price was then much higher, than in either of
the preceding years. For commodities of this kind then a
sudden scarcity does not immediately raise the price fully
up to the level which properly corresponds to the reduced
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supply’. Similarly after the great commercial depression in Book w1
the United States in 1873 it was noticed that the boot trade =™
revived before the general clothing trade; because there is

a great deal of reserve wear in the coats and hats that are
thrown aside in prosperous times as worn out, but not so

much in the boots.

§ 8. Since the difficulties of deducing accurate laws of Some re-
demand from statistical tables relating to general con- h":':.,,d,‘.’;le'_’"
sumption are so great; since so mauy of those which at first fl‘t‘:‘u"";‘r
gsight promise to be useful turn out, at all events in the obtaining

. the requi-
present state of our knowledge, to be useless, it may be site sta.
worth while to try another route. There is one which at tistics.
all events avoids most of the difficulties that have just been
considered®.

A shopkeeper in the working man's quarter of a manu-
facturing town has often the means of ascertaining with
tolerable accuracy the financial pousition of the great body of
his customers. He can find out how many factories are at
work, aud for how many hours in the week, and ke can hear
about all the important changes in the rate of wages: in
fact he makes it his business to doso. And as & rule his
custorners are quick in finding out changes in the price of
things which they commonly use. He will therefore often
find cases in which an increased consumption of a commodity
is brought about by a fall in its price, the cause acting
quickly, and acting alone without any admixture of dis-
turbing causes. Even where disturbing causes are present,
he will often be able to allow for their influence. For
instance he will know that as the winter comes on, the
prices of butter and vegetables rise; but the cold weather
makes people desire butter more and vegetables less than
before: and therefore when the prices of both vegetables and
butter rise towards the winter he will expect a greater
falling off of consumption in the case of vegetables than
should properly be attributed to the rise in price taken
alone, but a less falling off in the case of butter. If however

t Unless indeed there is an excited specnlation, with perhaps a “corner” in
the market for {t; and then the movements of its price obey no rule.
2 Cowpare Jevons’ Theory of Political Economy, pp. 11, 12.
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soox 1. iun two neighbouring winters his customers have been about

cH. 111,

equally numnerous, and in receipt of about the same rate of
wages; and if in the one the price of butter was a good
deal higher than the other, then a comparison of his books for
the two winters will afford a very accurate indication of the
influence of changes in price on consumption *,

1 Such & shopkeeper's book affords good opportunities for the application of
“the Method of Diffcrence.” It may be hoped that, as the kunowledge of
economic scieuce is diffused, local statistical societies will do important work in
this and similar directions. Above all this may be hoped from the great co-operative
stores. Shopkeepers who sapply other classes of society must oocasionally be in
& pogition to furnish similar facts relating to the coosumption of their customers.
And if a sufficlent nunber of tables of demand by different sectious of society
could be obtained, they wonld afford the means of attaining & result which is
inaccessible by any other route. For as a general rule the price of m commodity
fluctuates within but narrow limits; and therefore statistics afford us no direct
means of guessing what the consmnption of it wounld be if its price were either
fivefold or a fifth part of what it sctually is. But we kmow that its consumption
would be conflued almost entirely to the rich if its price were very high; and that,
if ite price were very low, the great body of its consumption wonld in most cases
be nmong the working classes. If the present price is very high relatively to
the middle or to the working classes, we may be able to infer from the laws of
their demand at the present prices what would be the demand of the rich if the
price were so raised so as to be very high relatively even to their means. On the
other hand if the present price is moderate relatively to the means of the rich, we
may be able to infer from their demand what would be the demand of the working
classes if the price were to fall to a level which is moderate relatively to their
means. It is only by thus piecing together fragmentary laws of demand that we
can hope to get any approach to an accurate law relating to widely different
prices. (That is to say the genernl demand curve for a commodity cannot be
drawn with confidence except in the immediate neighbourhood of the current
price, until we are able to piece it together out of the frngmentary demand curves
of different classes of society, Compare the second section of this chapter.)

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




CHAPTER 1V,
THE MEASUREMENT OF THE UTILITY OF WEALTH.

§ 1. WE may now turn to consider how far the price
which is actually paid for a thing represents the pleasure
that arises from its possession, or in other words the
“utility” of wealth. This is a wide subject on which
economic science has very little to say, but that little is
important.

We have already seen that the price which a person pays
for a thing, can never exceed, and seldom comes up to that
which he would be willing to pay rather than go without it:
so that the gratification which he gets from its purchase
generally exceeds that which he gives up in paying away its
price; and he thus derives from the purchase a surplus of
pleasure. The excess of the price which he would be willing
to pay rather than go without it, over that which he actually
does pay is the economic measure of this surplus pleasure:
and for reasons which will appear later on, may be called
CoNsUMERS' RENT?,

In order to give definiteness to our notions, let us con-
sider the case of coals purchased for domestic consumption.
Let us take the case of a man, who, if the price of coals were
£10 a ton, would just be induced to buy one ton annually;
who would just be induced to buy two tons if the price were
£7, three tons if the price were £5, four tons if the price
were £3, five tons if the price were £2, six tons if the price

1 The following socount of Consumers' Reut is reproduced with slight altera-
tions from some papers printed for private circalation in 1879. See Preface.
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were £1. 10s., and who, the price being actually £1, does
purchase seven tons. We have to investigate the Consumers’
Rent which he derives from his power of purchasing coal at
£1 a ton.

The fact that he would just be induced to purchase one
ton if the price were £10, proves that the total enjoyment
or satisfaction which he derives from that ton is as great as
that which he could obtain by spending £10 on other things.
In other words, the satisfaction derived from, or the value
in use to him of, a single ton a year, is economically mea-
sured by £10; and therefore his power of purchasing one ton
of coals for £1 gives him a surplus satisfaction, of which the
economic measure is £9; that is to say, it gives him a Con-
sumers’ Rent of £9.

Again if the price were £7 a ton, he would just be-in-
duced to purchase a second ton; so that the value in use
to him of a second ton is measured by £7. The Consumers’
Rent that he derives from his power of purchasing this ton
for £1 is therefore £6: and so on. Thus the whole Con-
sumers’ Rent which he derives from the power of purchasing
coalat £1atonis £9+6+4+2+1+4,ie £224,

We may put the same thing in another way. The eco-
nomic measure of the total value in use, or, as Jevons
says, of the TOTAL UTILITY of the coal, is the sum of the
prices that he would be just willing to give for each suc-
cessive ton: le. £10+7+5+3+2+14+1, ie. £29. 10s.
His Consumers’ Rent is the excess of this sum over the £7
which are the value in exchange or market price of the coal:
it thus measures the surplus or excess of the total utility
to him of the seven tons of coal which he purchases, over
the utility of the commodities which he could have obtained
by expending in other ways the £7 which are the value in
exchange of those seven tons.

(Those other commodities would be just beyond the
margin of his previous purchases, commodities which he had
just not thought it worth while to buy at their current
prices; and therefore they would not yield him any
Consumers' Reut.)

In the same way if we neglect for the present the fact
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that the same sum of money represents different amounts poox m.
CH. 1v.

of pleasure to different people we may measure the surp]us
satisfaction which the sale of house-coal affords, say, in the
London market by the aggregate of the sums by which the
prices shown in a complete demand schedule for coal exceeds
its selling price'.

1 Let us consider then the demand curve D2 for coal in Loodon. Let OH be
the amount which is suld there at the price /.4 annu- Fig. 10.
ally, & year being taken as the nuit of time for the
market. Taking any point A in OJf let us draw 0
MP vertically upwands to wmeet the curve in /> and
cat & borizoutal line through 4 in Z. We will
suppose the several tons nambered in the order
of the eagerness of the several purchasers: the
eagerness of the purchaser of any ton being mea- p
sured by the price he is just willing to pay for ’R‘
s

that ton. The figure informns us that O3 units €
can be sold at the price PM; but that at any

higher price hot quite so mang tons can be sold.

There must be then some individual who will buy more at the price PV, than he
will at any higher price; and we are to regard the O3th ton ss sold to this
individual. Suppose for instauce that P represents £2, and that O represents
s million tons. The purchaser described in the text is jost willing to bay his fifth
tun of coul at the price £2, and the OMth or millionth ton of coal may be said to
be sold to him. If AH aud therefore RM represent £1, the Consumers' Rent
derived from the OJfth ton is the excess of PAf or £2 which the purchaser of that
ton would have been willing to pay for it over £3f the £1 which he actually does
pay for it. Let us suppose that 8 very thin vertical parallelogram is drawn of
which the height is P and of which the base is the distance along Or that
measures the single unit or ton of coal. It will be convenient henceforward to
regard price as messured not by s wathematical straight line without thickness,
as P ; bat by a very thin parallelogram, or as it may be called a thick straight
line, of which the breadth is in every case equal to the distance along Ox which
measures a unit or ton of coal. Thus we should say that the total satisfaction
derived from the OMth ton of coal is measured by the thick straight line 3/ F;
that the price paid for this ton is represented by the thick straight line WM&
aud the Consumers’ Rent derived from this ton by the thick straight line RP.
Now let us suppose that sach thin parallelograms, or thick straight lines, are
drawn for all positions of 3 between O and H, one for sach tou or anit of
coal. The thick strsight lines thus drawn, as M P is, from Oz up to the demand
curve will dach measure the total satisfaction derived from a ton of coal. The
wam of these satisfactions taken together is the total satisfaction derived from
the consumption of coal ; and these thick straight lines taken together occupy
and exactly All up the whole area DOHA. Therefore we may say that the area
DOHA measurea the total satisfaction derived from the consmoption of coal.
Ageain each of the straight lines drawn, as MR is, from Ox upwards as far
8% AC represents the price that actually is paid for a ton of coeal. These
straight lines togetber make np the area COJ/4; and therefore this area
represents the total price paid for coal. Finally each of the straight lines
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It is obvious that the Consumers’ Rents derived from
some commodities are much greater than from others. There
are many comforts and luxuries of which the prices are
very much below those which many people would pay
rather than go entirely without them; and which there-
fore afford an enormous Consumers’ Rent. Good instances
are matches, salt, a penny newspaper, or a penny postage
stamp’.

§ 2. Next to take account of the fact that the rich value

. at a shilling a much smaller gratification than the poor could

afford to pay a shilling for. A poor woman who could manage
to buy only one pound of tea in a year if she had to pay
10s. for it, will derive a vast surplus satisfaction from buying
several pounds at 2s. a pound. But a much smaller surplus
satisfaction is afforded by a change in the consumption of a
rich man that has an equal money measure. Suppose for
instance that he would buy only one bundle of asparagus
at the price of 10s.: but that, the price falls to 2s, and

drawn as RP is from 4C upwards as far as the demand curve, represents the
Consumers' Rent derived from the corresponding ton of cosl. These straight
lines together make up the area DC.4; and therefore this area represents the
total Consumers’ Rent that is derived from coal when the price is AH.

It has already been remarked that it will seldom be possible to obtain the
data necessary for drawing the demand curve accurately throughout any large
portion of its length. If 4 is the point on the curve corresponding to the amount
that is wont to be sold in the market, data can be obtained sufficient for draw-
ing the curve with tolerable correctness for some distance on either sido of A;
but it will scarcely ever occur that the curve can be drawn with any approach
to accuracy right up to D. It happens, however, that the practical applications
of the theory of value require a knowledge of the shape of the demand curve
only in the neighbourhood of 4. We seldom require to ascertain accurately
the total area DCA; it is sufficient for most of our purposes to know the
changes in this area that would be occasioned by moving .4 throogh small
distances along the curve in either direction. Nevertheless it will be convenient
to continue to assame, a8 in pure theory we are at liberty to do, that the
curve is completely drawn for ns.

1 There is however a difficnlty in estimating the total utility of commodities
some supply of which is necessary for life; for instance, the utility of the food
required to keep a man from atarvation is indefinitely great. The best plan is
perhaps to take that necessary supply for grauted, and estimate the total utility
only of that part of the commodity which is in excess of this amount. But
here it is especially important to recollect that the desire for anything is much
dependent on the difficulty of getting substitutes for it. (See note VI. in
Appendix.)




QUALIFYING CONDITIONS. 179

he purchases several bundles. He gets from the low price soox s
of asparagus a surplus satisfaction indeed, but a much ™
smaller one; and yet these two satisfactions have the same
economic wmeasures, the Consumers’ Rents in the two cases
are equal.

This fact diminishes the practical usefulness of estimates
of Consumers’ Rent to some extent, but not nearly so much
as at first sight appears. For, as has already been pointed
out, we may suppose utilities which have the same money
power to be fairly equal, provided the prices, which we are
considering, are those paid in two markets where the average
wealth of the purchasers is equal, (as well of course as the
general purchasing power of money). We must however
always be careful not to regard the total utilities of things
as fairly represented by their money measures when one of
the things is consumed chietly by the rich and the other
chietly by the poor. The neglect of this precaution led
economists of the last generation to untrue conclusions,
which were unfortunately of such a kind as to seem to imply
a want of sympathy with the sufferings of the poor. But of
this more hereafter.

There is another class of corrections which must be made Secondly

before the money measure of the total utility of wealth can of e‘f;ﬁ:::,

be taken to represent the real happiness which its possession f collect.
affords. Not only does a person’s happiness often depend more W;‘g‘; pre
on his own physical, mental and moral health than on the uverlook-
external conditions of his wellbeing: but even among these o
conditions many that are of chief importance for his real
happiness are apt to be omitted from an inventory of his
wealth. Some are free gifts of nature; and these might
indeed be ueglected without great harm if they were always

the same for everybody; but in fact they vary much from

place to place. More of them however are elements of col-

lective wealth which are often omitted from the reckoning

of individual wealth; but which become important when we
compare different parts of the modern civilized world, and

even more important when we compare our own age with

varlier times. Subject to these corrections then we may

regard the aggregate of the money measures of the total
12—2
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ook m1. utility of wealth as a fair measure of that part of the happi-

™™ ness which is dependent on wealth’.
Further § 3. An increase of wealth scarcely ever fails to cause
tions. an increase of happiness for the time. Independently of the
pleasures got from the things that can be bought with the
new wealth, there is a satisfaction in the success of which it
is generally a sign® In accordance with a suggestion made
Ber by Daniel Bernouilli we may perhaps suppose that that part

sugges-  Of & person’s happiness which he derives from his income,

tion. may be regarded as commencing when he has enough to
support life and afterwards as increasing by equal amounts
with every equal successive percentage that is added to his
income ; and wvics versa for loss of income.

Theedgeof  But after a time the new riches often lose a great part

ofiTmes of their charms. Partly this is the result of familiarity;

:’r’i{;f“m' which makes people cease to derive much pleasure from

accustorned comforts and luxuries, though they suffer greater
pain from their loss. Partly it is due to the fact that with
increased riches there often comes either the weariness of
age, or at least an increase of nervous strain, and perhaps
habits of living that lower physical vitality and diminish the
capacity for pleasure.

In every civilized country there have been some followers

1 See note VII. in the Appendix.

2 See note VIIIL in the Appendix. It may be mentioned in passing that from
the geuneral law that the utility to any one of an additional £1 diminishes with
the number of pounds he already has, there follow two important practical
principles. The first is that gambling involves an economic loss, even when
conducted on perfectly fair und even terms. For instance a man who having
£600 makes a fair even bet of £100, bas now an expectation of happiness equal
to half that derived from £700, and half that derived from £500; and this is
less than the certain expectation of the happiness derived from £600, because
by bypothesis the difference between the happiness got from £660 and £300
is greater than the difference between the happiness got from £700 and £600.
(Compare Jevous L. c. Ch. 1v. and see note IX. in the Appendix.) The second
principle, the direct converse of the first, is that a theoretically fair insnrance
against risks is always an economic gain. But of course every insurance office
after calculating what is & theoretically fair premium, haa to charyge in addition
to it enough to pay for profits on its own capital, and for its own expeuses of
working, among which are often to be reckoned very heavy items for advertizing
and for losses by fraud. The question whether it is advisable to pay the pre-
mium which insurance offices practically do charge, is one that must be decided
for each case on its own merits.
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of the Buddhist doctrine that a placid serenity is the highest soox m1.
ideal of life; that it is the part of the wise man to root out °= ‘"
of his nature as many wants and desires as he can; that The ralne
real riches consist not in the abundance of goods but in and rest.
the paucity of wants. At the other extreme are those
who maintain that the growth of new wants and desires is
always beneficial because it stimulates the people to in-
creased exertions. They seem to have made the mistake
as Mr Herbert Spencer says’, of supposing that life is for
working, instead of working for life.

The truth seems to be that as human nature is con- The excel-

stituted, man rapidly degenerates unless he has some hard e

work to do, some difficulties to overcome; and that some ‘;f_?;‘,;’,‘*
strenuous exertion is necessary for physical and moral health. moderate
The fulness of life lies in the development and activity of

as many and as high faculties as possible; though to carry
activity, however high, to the verge of exhaustion is a mistake

unless it be done in pursuit of some higher aim. But, particu-

larly in a Northern climate, a great deal of hard work is
necessary to enable us to escape from hunger, cold and
disease, and a great deal more to provide the means of a

fairly cultured life. There is somne misuse of wealth in all

ranks of society: but, speaking generally, we may say that

every increase in the income of the working classes adds

to the fulness and nobility of human life ; because it is used

chiefly in the supply of real wants.

§ + Even among the artisans, however, in England, and Expendi-
perhaps still more in new countries, there are signs of the bare for the
growth of that unwholesome desire for weslth as a means displsy-
of display which has been the chief bane of the well-to-do
classes in every civilized country. Laws against luxury have
been futile®; but it would be a gain if the moral sentiment
of the community could induce people to avoid all sorts of

1 See his lecture on the Gospel of Relaxation. I have heard a manufacturer,
whose general character stood Ligh, express regret at the tendency of his work-
wen to care less for drink: because when they draunk more, they were more
eager Lo earu high wages, and, having less resources, were moare fully auder
his control.

1 Roscher has written much that is interesting on this subject in his Political
Economy und in his Aasichten.
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ook 1. display of individual wealth. There are indeed true and
%™ worthy pleasures to be got from wisely ordered magnificence:
STJ‘{‘:’?ﬁor but they are at their bes.t when free from any taint of per-
uobility of sonal vanity on the one side, and envy on the other; as they
the col- . a1 9e .

lectiveover are when they centre round public buildings, public parks,

:‘}: .‘,)g" vate public collections of the fine arts, and public games and
wealh.  amusements. So long as wealth is applied to provide for
every family the necessaries of life and culture, and an
abundance of the higher forms of enjoyment for collective
use, so long the pursuit of wealth is a noble aim; and the
pleasures which it brings are likely to increase with the
growth of those higher activities which it is used to
promote.
The When the necessaries of life are once provided, every
::‘,‘fﬁ':lm one should seek to increase the beauty of things in his
a‘:‘;‘:“ possession rather than their number or their magnificence.
ducer. An improvement in the artistic character of furniture and
clothing trains the higher faculties of those who make them,
and is a source of growing happiness to those who use them.
Wethus But if instead of seeking for a higher standard of beauty, we
:f},"}‘;?,f;’e spend our growing resources on increasing the complexity
o oy, and intricacy of cur domestic goods, we gain thereby no true
rhichmust benefit, no lasting happiness. The world would go much
better if every one would buy fewer and simpler things, and
would take trouble in selecting them for their real beauty;
being careful of course to get good value in return for his
outlay, but preferring to buy a few things made well by
highly paid labour rather than many made badly by low
paid labour. But we are exceeding the proper scope of the
present Book; the discussion of the influence on general
wellbeing which is exerted by the mode in which each
individual spends his income is one of the more importaut
of those applications of economic science to the art of
living which will find their place at the end of the
Treatise.

Finally then while insisting that every one’s chief sources
of happiness must be within himself; that health of body
and mind and spirit, a pure heart and a love towards God
and man will make a person happy however puor he is;
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and that no amount of material wealth will serve to chase ®oox m.
away misery from one who is not of a cheerful spirit; we iy
must recollect that poverty causes mental and moral degra-

dation; and this fact will indeed be brought prominently

before us in our ensuing inquiry into the causes which
determine the efficiency of labour. A moderate income
earned by moderate work offers the beat opportunity for the
growth of those habits of body, mind, and spirit in which

alone there is true happiness.
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CHAPTER I

INTRODUCTORY.

§ 1. WHILE demand is based on the desire to obtain soox 1v.
commodities, supply depends on the overcoming of the un- %™
willingness to undergo *discommodities.” These fall gene-
rally under one of two classes, labour and the abstinence
involved in putting off consumption.

It is true that much exertion is undergone for its own The mo-
sake, as for instance in mountaineering, in playing games ::;?;?:.,
and in the pursuit of literature, of art, and of science; and various;
much hard work is done under the influence of a desire to
benefit others; and such work has for the greater part no
economic measurc¢'. But the chief motive to most work, in but the
the present state of the world, is the desire to obtain some $?:.§,,‘1“{,,,
material advantage, which often appears in the first instance 32,5
i the form of the gain of a certain amount of money, or purposear:
command over commodities in general. Even when a man nected with
is working for hire, he often finds pleasure in his work; but 3’}2’;’;’:1
he generally gets so far tired before it is done, that he is glad
when the hour for stopping arrives. Perhaps after he has
been out of work for some time, he might so far as his
immediate comfort is concerned, rather work for nothing
than not work at all; but he will probably prefer to store
up his strength till he can get paid for his work. In most
occupations even that part of the work which affords the

worker more pleasure than pain, must as a rule be paid for
! Comp. Bk. 1. Ch. vi.
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INTRODUCTORY REMARKS

at the same rate as the rest; the price of the whole there-
fore is determined by that part of the labour which is most
unwillingly given, and which the worker is on the verge of
refusing to give; or as we may say by the MARGINAL DIs-
UTILITY of labour.

As with every increase in the amount of a commodity
offered for sale its marginal utility falls, and as with every
fall in the marginal utility there is a fall in the price that
can be got for the whole of the commodity, and not for
the last part omly; so it is with regard to the supply of
labour. If there is an increase in the amount required of
a certain kind of work, and some of it has to be done with
greater difficulty, so as to cause a greater disutility, then a
higher price must be paid for this; and the price of all the
rest of the work will rise at the same time. This surplus
price which has to be paid to all the rest of the labour in
some respects resembles Rent, as will be more clearly seen
hereafter.

The unwillingness of any one already in an occupation to
increase his exertions depends, under ordinary circumstances,
on fundamental principles of human nature which economists
have to accept as ultimate facts. As Jevons remarks’, there
is often some resistance to be overcome before setting to
work ; work often involves at starting some little pain, which
gradually diminishes to zero, and is succeeded by pleasure;
this increases for a while until it attains a certain low maxi-
mum, after which it diminishes to zero, and is succeeded by
steadily increasing pain. In intellectual work, however, the
pleasure and excitement, after they have once set in, often
go on increasing till progress is stopped of necessity or by
prudence. Everyone in health has a certain store of energy
on which he can draw, but which can only be replaced by
rest; so that if his expenditure exceed his income for long,
his health becomes bankrupt ; and employers often find that
in cases of great need a temporary increase of pay will induce
their workmen to do an amount of work which they cannot
long keep up, whatever they are paid for it.

Subject to these and some other qualifications it is broadly

1 Theory of Political Economy, Ch. v.
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true that the exertions which any set of workers will make, sook 1v.
rise or fall with a rise or fall of the remuneration which is = *
offered to them. And if for the moment we assumed that bt
the efficiency of production depended solely upon the exer- supply as
tions of the workers, we should get a SUPPLY SCHEDULE cor- ﬁ‘;‘ﬁ.’e“vm
responding to the Demand Schedule which we have already ‘;oh‘:;‘t'fo:"
considered. This Supply Schedule would set forth theoreti- it-
cally in one column of figures, various amounts of exertion Ef{ﬁ:{:” ly
and therefore of production, and in a parallel column the &‘;{;g’;
prices which must be paid to induce these amounts of exer- 8 ;].l:lll 1:m_
tion to be forthcoming. As the price required to attract
purchasers for any given amount of a commodity was called
the Demand-price for that amount, so the price required to
call forth the exertion necessary for producing any given
amount of a commodity may be called the SUPPLY PRICE for Supply
that amount. Prce.
This instance will serve fairly well to indicate the general
drift of the inquiry before us; but it does not closely cor-
respond to the actual conditions of life.
§ 2. As a matter of fact the supply of commodities is The order
not so simply determined : the total efficiency of production ﬁgﬂm
depends on many conditions, which we have to consider in % examine

the chief
the present Book. The first of these is the aid which nature conditions
A . on which
gives to man: which we shall find to be such that though sapply

. rall
she scarcely ever ceases to respond to his increased efforts, g‘;;‘,:,,ds?

she often affords them only a diminishing rate of return.
Next we have to discuss the growth of numbers and the
average strength and iudustrial skill of each class of workers:
and to consider them in relation to the causes which deter-
mine the supply prices of different kinds and amounts of
industrial efficiency. Next after looking at the growth of
wealth in general, and in particular those parts of it which
aid and support future production, we must examine the
causes and the effects of industrial organization: for the
collective efficiency of production depends on its organization
almost as much as it does on the numbers of those who work,
or on their individual efficiency.

Having thus taken a broad survey of the factors of pro-
duction, we shall be prepared to consider how the supply
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BooX 1% price of any given amount of & commodity (that is the price

GHE. L

at which that amount will be forthcoming under normal
conditions), is governed by the supply prices of the several
factors that contributed to its production. We shall then be
ready for discussing in the following Books the general
theory of the relations of Demand and Supply, and the ap-
plications of this theory to the chief practical problems of
Distribution and Exchange.



CHAPTER 1L
THE FERTILITY OF LAND.

§ 1. THE requisites of production are commonly spoken soox iv.
of as land, labour and capital: those material things which =™
owe their usefulness to human labour being classed under The notion
capital, and those which owe nothing to it being classed asisafree

land. The distinction is obviously a loose one: for bricks f::eov‘,ﬂﬁe
are but pieces of earth slightly worked up; and the soil of tigproduce
old settled countries has for the greater part been worked dve to

. . . man's work
over many times by man, and owes to him its present form. is a locse

There is however a scientific principle underlying the Shere 1o s
distinction. While man has no power of creating matter, ﬂ&,‘,’:’n.
he creates utilities by putting things into a useful form';

and the utilities made by him can be increased in supply if

there is an increased demand for them: they have a supply

price. But there are other utilities over the supply of which

he has no control, they are given as a fixed quantity by

nature and have therefore no supply pricee The term
“land” has been extended by economists so as to include

the permanent sources of thesc utilities®; whether they are

jound in land, as the term is commonly used, or in seas and

rivers, in sunshine and rain, in winds and waterfalls.

1 See Book n. Chapter iii.

* In Ricardu’s famous phrase * the original or indestructible properties of the
wil.” Von Thiinen, in a noteworthy discussion of the basis of the theory of rent,
snd of the positions which Adam Smith and Ricardo took with regard to it,
speaks of * Der Boden an sich”; a phrase which unfortunately cannot be trans.
Isted, but which means the soil as it wonld be by itself, if not altered by the
action of man (Der Isolirte Staat, 1. §. 5).
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When we have inquired what it is that marks off land
from those material things which we regard as products
of the land, we shall find that the fundamental attribute of
land is its extension. The right to use a piece of land gives
command over a certain space—a certain part of the earth’s
surface. The area of the earth is fixed: the geometric
relations in which any particular part of it stands to other
parts, are fixed. Man has no control over them; they are
wholly unaffected by demand; they have no cost of pro-
duction, there is no supply price at which they can be
produced.

The use of a certain area of the earth’s surface is a
primary condition of anything that man can do. It gives
him room for his own actions, with the enjoyment of the
heat and the light, the air and the rain which nature
assigns to that area. It determines his distance from, and in
a great measure his relations to other things and other
persons. This property of *land ” it is which, though as yet
insuflicient prominence has been given to it, is the ultimate
cause of the distinction which all writers on economics are
compelled to make between land and other things. It is
the foundation of much that is most interesting and most
difficult in economic science.

Some parts of the earth’s surface contribute to pro-
duction chiefly by the services which they render to the
navigator: others are of chief value to the miner; others—
though this selection is made by man rather than by
nature—to the builder. But when the productiveness of
land is spoken of our first thoughts turn to its agricultural
use.

§ 2. To the agriculturist an area of land is the means of
supporting a certain amount of vegetable, and perhaps
ultimately of animal life. For this purpose the soil must
have certain mechanical and chemical qualities.

Mechanically, it must be so far yielding that the fine
roots of plants can push their way freely in it; and yet
it must be firm enough to give them a good hold. It must
not err as some sandy soils do by affording water too free a
passage: for then it will often be dry, and the plant food
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will be washed away almost as soon as it is formed in the
soil or put into it. Nor must it err, as stiff clays do, by not
allowing the water a fairly free passage. For constant
supplies of fresh water, and of the air that it brings with
it in its journey through the soil, are essential: they con-
vert into plant food the minerals and gases that otherwise
would be useless or even poisonous. The action of fresh air
and water and of frosts are nature’s tillage of the soil; and
even unaided they will in time make almost any part of the
earth’s surface fairly fertile if the soil that they form can rest
where it is, and is not torn away down hill by rain and
torrents as soon as it is formed. But man gives great aid in
this mechanical preparation of the soil. The chief purpose
of his tillage is to help nature to enable the soil to hold
plant roote gently but firmly, and to enable the air and
water to move about freely in it. Even when he manures
the ground he has this mechanical preparation in view. For
farmyard maunure benefits clay soils by subdividing them and
making them lighter and more open, no less than by en-
riching them chemically; while to sandy soils it gives a
much needed firmness of texture, and helps them, mechani-
cally as well as chemically, to hold the materials of plant
food which would otherwise be quickly washed out of them.
Chemically the soil must have the inorganic elements
that the plant wants in a form palatable to it. The greater
part of the bulk of the plant is made up of so-called “ organic
compounds”; that is, compounds of carbon chiefly with
oxygen, hydrogen and nitrogen®; and of these it obtains by
far the greater part from air and water. Only a small
fraction (somewhere about a twentieth on an average) of its
dry bulk consists of mineral matter that it cannot get
except from the soil. And as most soils have given them by
nature at least some small quantities of all the mineral
substances that are necessary for plant life, they can support

1 They are called organic, not because they really are organized, but because
they are found in vegetable and animal organisins; and because at oune time
chemmists thonght that none of them counld be made except as a process of organic
growth, But Liebig showed that it wes s mistake to suppose that plants can
absorb organized matter. It must become unorganized before it can be plant
food.

M. 13
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some sort of vegetation without human aid. Often however
they have but very scanty provision of one or two necessary
elements; phosphoric acid, potash and lime being those of
which the supplies are most apt to run short. It may
indeed happen that the deficient food is one of which some
kinds of plants require only a little, and then there may be
a fairly good growth of just those plants; but such cases
are rare; and the vegetation generally is poor and thin
whenever the soil is deficient in one of the mineral consti-
tuents of plant life. If however it be well provided in other
respects, and in a good condition mechanically, there is an
opportunity for man to make a great change with but little
labour. He can then turn a barren into a very fertile soil
by adding a small quantity of just those things that are
needed ; using in most cases either lime in some of its many
forms, or those artificial manures which modern chemical
science has provided in great variety.

Again, these special manures are of the highest im-
portance to supply particular mineral elements of plant
food of which the soil is robbed by the animal and vegetable
products which are sold away from the land. It is true that
the soil itself has often large “dormant” stores of many
of these things. They are dormant because they are not in
a fit chemical and mechanical condition to be consumed by
the plant. To bring them into that condition and make
them “active” food, they must be well plied with oxygen
and carbonic acid gas. This may be effected by proper
tillage, even the subsoil being forced to give up its stores
of dormant food, if it has them; and in that case the land
may be kept fertile with very little aid from special manures,
particularly if it receives a general return of its lost con-
stituents in the form of farmyard manure’,

1 Farmyard manure contains everything that plant life wants, but in un.
equal proportivus. It has the advantage of aiding the distribution over the
whole of the woil of small particles of everything that the plant wants: each
rootlet in coutact with decaying vogetable matter finds ready to it all that it
needs; nothing is left out. But the mineral elements form only a amall part of
farmyard manure. The great bulk of it, exclusive of water, cousists of orgmnic
compounds. The plant draws its chief supply of these, and can in case of neces-
sity get all, from the atmosphere; though it prefers to obtain some through its
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§ 3. By all these means the fertility of a soil can be soox 1v.
brought under man's control. He can by sufficient labour 2%
make almost any land bear large crops. He can prepare the Maus pow-
soil mechanically and chemically for whatever crops he ing the cha
intends to grow next. He can adapt his crops to the nature the soil.
of the soil and to one another; selecting such a rotation that
cach will leave the land in such a state, and at such a time of
year, that it can be worked up easily and without loss of time
into a suitable seed bed for the coming crop'. He can

roots. The asnpply of mineral elemeuts in the soil is therefore of primary im-
portauce: its supply of nitrogen is the chief chewmical factor of its * condition”,
that is of ite readiness to meet any immediate demand on it ; while its supplies of
phosphoric acid, potash and lime are the chief chewical factors of its permanent
fertility. But the organic comapounds in farnyard manure and other decaying
vogetable matter in the soil are of great use even in this respect; for they work
the dormant mineral plant food in the soil up into an active form, and hold stores
of it ready for the plant. Certain crops absorb an exceptionally large amounnt of
certain miperals and these may happen not to come back in manure to the
particalar land from which they are taken; and of course any such special
deficiency cannot be made good by farmyard manare without giving the soil more
than it wants of some other things. Lime for iustance sometimes runs short;
sud potash is eften in great demand on sandy soils, particalarly when root crops
are grown on them. But the most imnportant case is that of phosphoric acid.
Qf this the soil has scarcely ever any large quantity; while plauts, particalarly
cereals require a8 good deal of it. In faot it is believed that there is very little
near the surface of the ground which bas not already been many tizues absorbed
into vegetable and thence into animal life; and it has nearly always to be sup-
plied by special manures to land that is required to grow continuous heavy
crops, particularly of cereals. Farmyard manure generally contains little of it
unbss the cattle have been fed largely on grain. Huwmnan excrements are ricl in
it: and are of great assistance in this way to must peasaut proprietors; but our
wmodern babit of washing sewage out to sea makes the use of artificial rmanures
much more necessary than it was. There is however at last, after mauy dis-
s, 3ome prospect of a remedy for this waste.

" The basis of most of the modern English rotations is the Norfolk course,
which was adapted by Mr Coke (Lord Leicester) to enable light, and so-called
“poor” soils to bear good wheat crops. The first crop on his plan is tarnips:
they do Dot require to be sown till May or June; sud therefore the winter and
spring following the wheat crop, with which the preceding rotation closes, can
be spent in tilling, cleaning and manuring. In the spring of the second year
barley and clover are sown together: in the third year the clover is consnmed :
the land can be ploughed up in time for aatumn sown wheat, which finds the
il strengthened mechanically by the clover roots and improved chemically by
the nitrogen which these venturesome explorers have brought up from the
mbeoil. Ou theee lines an immense variety of rotations have been adapted
to various soils and counditions of farming, many of them extending over six or
ssven years. (A list of the chief of them is given in the Memoir of the Agri-
enliure of England and Wales prepared by the Royal Agricultural Society of
Evgland for the Imternational Adgricultural Congress 1878, Pages 816—354.)

13—2
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BOOK IV. even permanently alter the nature of the soil by draining it,

or by mixing with it other soil that will supplement its
deficiencies®.

All these changes are likely to be carried out more
extensively and thoroughly in the future than in the past.
But even now the greater part of the soil in old countries
owes much of its character to human action; all that
lies just below the surface has in it a large element of
capital, the produce of man’s past labour: the inherent,
or indestructible, properties of the soil, the free gifts of
nature, have been largely modified; partly robbed and
partly added to by the work of many generations of men.

But it is different with that which is above the surface.
Every acre has given to it by nature an annual income of
heat and light, of air and moisture ; and over these man has
but little control. He may indeed alter the climate a
little by extensive drainage works or by planting forests, or
cutting thema down® But, on the whole, the action of the
sun and the wind and the rain are an annuity fixed by
pature for each plot of land. Ownership of the land gives
possession of this annuity: and it also gives the space
required for the life and action of vegetables and animals;
the value of this space being much affected by its geo-
graphical position.

We may then continue to use the ordinary distinction

At present rather more than half the cultivated land of the United Kiugdom is
in perinanent pasture; and of the rest one balf is in corn crops, rather less than
a quarter in green crops, chiefly roots, and rather more than a quarter in clover
and grasses nnder rotation. In England the permanent pasture is proportion-
ntely less and the corn orops are greater than in Ireland and Scotland.

1 Hitherto this has been done only on a small scale; chalk and lime, clay and
mar] have been but thinly spread over the fields; & completely new soil has
seldom been made except in gardens and other favoured spots. Bat it is
porsible, and even as some think probable, that at some future time the
mechanical agencies used in making railways and other great earthworks may be
applied on a large scale to creating a rich soil by mixing two poor soils with
opposite faults. (See Mr Scott Burn's Directory for the Improvement of Landed
Property, p.289.) As it is, when the subsoil i8 known to contain important
elements which the surface soil has lost, or perhaps has never had, the emter-
prising owner will stir it deeply so that the air and fresh water may sct on it,
and after a time brings some of it up to mix with the surface soil.

9 See in particular *The Influence of Trees on Climate and Productiveness™
in Appendix L. to the Report of the Indian Famine Commission, 1881.

)
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between the original or inherent properties, which the land
derives from pature, and the artificial properties which it
owes to human action ; provided we remember that the first
include the space-relations of the plot in question, and the
annuity that nature has given it of sunlight' and air and
rain; and that in many cases these are the chief of the
inherent properties of the soil. It is chiefly from them that
the ownership of agricultural land derives its peculiar sig-
nificance, and the theory of rent its special character'. But

! There is some interest in the attempt to distingnish that part of the value
of land which is the result of man's labour, from that which {s due to the original
bounty of uature. Part of its value ia caused by highways and other general
improvements that were made for the geueral purposes of the country, and are
not a special charge on its agricalture. Counting these in, List, Carey, Bastiat
and others contend that the expense of bringing land from the state in which
man foand it to its present condition would excesd the whole value it has now;
and hence they argue that all of its value is due to man's labour. Their facts
may be disputed; but they are really not relevant to their conclusions. What is
wanted for their argument is that the present value of land should not exceed the
expense, in 80 far as it can properly be charged to agricuitural acconnt, of
bringing the land from the state in which man found it to a condition in which
it would be as fertile and generally nseful for agricultural purposes as it now is.
Many of the changes wrought in it were made to suit agricultural methods that
are lopg since obsolete ; and some of them even deduct from, rather than add to,
the value of the land. And further the expenses of making the change must
be the net expenses after adding indeed interest on the gradual outlay, but also
after deducting the aggregate value of the extra produce which has, from first
to last, been attributable to the improvement. The value of land in a well-
peopled district is generally much greater than these expenses, and often many
timnes as great.

The following table, taken from the above quoted Memoir of the Royal
Agricultural Society, shews the investments of capital per acre on four typical
English farms:—

Cost of
farm Leaving
Total | bulldings | Fencing for value | Tenants
value. and and local Dralnage. [of land In | capital. | Rent,
labourers| roads. its oatural
cottages. cundition.

. £ £ o |Lad| £ s |£ 2d|lLasd] 2 s
Dairyfarm... {78 0 [1215 12100| 5 0 |54160(1200| 210
Mixed arable
and pastare | 45 0 8 0 |2 00| 0 0 |3 0O0|1200| 110
Ditto upland | 30 0 6 7411 00| 00 (22180({1000( % O
Pasture farmo | 94 10 70 |1184| 0 0 |85168]1200) 8 8

But the fall in all agricultural values which had begun before 1878, when
the Memoir was written, has continned st an increasing rate since then, and
there are many who think that the rise in the value of Eunglish land during the
past generation is a barc return to the capital invested in permanent improve-
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THE FERTILITY OF LAND,

the question how far the fertility of any soil is due to the
original properties given to it by nature, and how far to the
changes in it made by man, cannot be fully discussed without
taking account of the kind of produce raised from it.

§ 4 Human agency can do much more to promote the
growth of some crops than of others. At one end of the
scale are forest trees; an oak well planted and with plenty of
room has very little to gain from man’s aid: there is no way
of applying labour to it so as to obtain any considerable
return. Nearly the same may be said of the grass on
some rich river bottoms which are endowed with a rich soil
and good natural drainage; wild animals feeding off this
grass without man's care will farm it nearly as well as he
does ; and much of the richest farm land in England, (paying
a rent of £6 an acre and upwards) would give to unaided
nature almost as great a return as is got from it now’
Next comes land which, though not quite so rich, is still
kept in permanent pasture; and after this comes arable
land on which man does not trust to nature’s sowing, but
prepares for each crop a seed bed to suit its special wants,
sows the seed himself and weeds away the rivals to it. ~ The
seeds which he sows are selected for their habit of quickly
maturing and fully developing just those parts which are
most useful to him; and though the habit of making this

ments; that is, they think there bas been no rise in the real value of the origiual
properties of the soil for agricultural purposes. M. Leroy Beaulieu (Repartition
des Richesses, Ch. 11.) holds that this has been the case at all events in Belgium
and France; and Mr Pell supports a similar opinion with regard to England by
some instroctive statistical instances (see an Article on The making of the Land
in England in Vol. xxmm. of the Journal of the Roynl Agricnltural Society). The
values of the farms in the United States were $6,645,000,000 in 1860; they rose to
$7,500,000,000 (estimated in gold) in 1870, and to $10,197,000,000 in 1880. But as
General Walker points out (Zenth Censua, YVol. vu. p. 28), *it is & familiar feature
of psper money inflations that real estate, especially rural real estate, seldom
begins to rise so early or continnes to rise so long ns the prices of commodities.”
Allowing therefore for only half the premium on gold he gets the value for 1870 at
$8,250,000,000: and thus arrives st an increase of about 249/ in each of the two
decades.

1 Of course wherever the grass is mown, manure should be returned. It
has moreover recently been found that manuoring permanent pastnre enriches
it for a long time to come; for then the richest and flnest grasses find within
their reach: as much food as they can conswne, and are thus able to beat ont of
the field the poorer and coarser sorts,
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selection carefully is only quite modern, and is even now far soox v
from general, yet the continued work of thousands of years °2%"
has given him plants that have but little resemblance to

their wild ancestors’. Lastly the kinds of produce which owe

most to man's labour and care are the choicer kinds of
fruits, flowers and vegetables, and of animals, particularly

those which are used for improving their own breeds. For

while nature left to herself would select those that are best

able to take care of themselves and their offspring, man
selects those which will provide him most quickly with the
largest supplies of the things he most wants; and many

of the choicest products could not hold their own at all
without his care.

Thus various then are the parts which man plays in Inan
aiding nature to raise the different kinds of agricultural xtra ro.
produce. In each case he works on till the extra Return got ‘i 024
by extra capital aud labour has so far diminished that it will capital aud

bouar di-

no longer remunerate him for applying themn. Where this minishes
limit is soon reached he leaves nature to do nearly all the later.

work ; where his share in the production has been great,
it is because he has been able to work far without reaching
this limit. We are thus brought to consider the Law of
Diminishing Return.

1 Perhaps it is not unreasonable to hope that in time plants may be obtained
every part of which will serve an important purpose. Just as in the Arctic
reginus every fragment of the reindeer's body is turned to account, so it may
become posaible to use as food, or for some other important purpose, both root
and leaves, both stem and fruit of our plants. At present we eat the root of the
potato, but the rest of the plant is useless except as food for other plauts:
we eal the leaves of the cabbage, but root and stalk are nseless. The wood
of the boech tree, the wood and the fruit of the pear tree are turned to good
sccvunt: hut their leaves are left to decay. Possibly (a8 Mr Moorc Ede has
suggested to me) chemical science may euable us to use as food many of those
vegetable materiala which we now throw away.




CHAPTER IIL

THE FERTILITY OF LAND, CONTINUED. THE LAW OF
DIMINISHING RETURN.

pooxv. § 1. The Law oF DIMINISHING RETURN may be provi-
CH, III. :
sionally stated thus:

Provisional ~ An increase in the capital and labour applied in the
statem fﬁ:, cultivation of land causes in general a less than proportionate
increase in the amount of produce raised, unless it happens
to coincide with an improvement in the arts of agriculture.
which is We learn from history and by observation that every
;‘;’;‘;‘,’,:ld °" agriculturist in every age and clime desires to have the use
experience. of a good deal of land; and that when he cannot get it

freely, he will pay for it, if he has the means. If he thought
that he would get as good results by applying all his capital
and labour to a very small piece, he would not pay for any
but a very small piece.

Land may When land that requires no clearing is to be had for

podcus nothing, everyone uses just that quantity which he thinks

and then  will give his capital and labour the largest return. His cul-
g u;":m" tivation is “ extensive,” not “intensive.” He does not aim at
givean In- getting many bushels of corn from any one acre, for then he

Return  could cultivate only a few acres. His purpose is to get as
mm large a total crop as possible with a given expenditure of seed

rate has . and labour; and therefore he sows as many acres as he can
od.sfer  manage to bring under a light cultivation. Of course he may
willdi.  go too far: he may spread his work over so large an area that

**% he would gain by concentrating his capital and labour on a

gain
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smaller space; and under these circumstances if he could get soox v.
command over more capital and labour so as to apply more to  °=-
each acre, the land would give him an INCREASING RETURN;
that is, an extra return larger in proportion than it gives to
his present expenditure. But if he has made his calculations
rightly, he is using just so much ground as will give him the
highest return; and he would lose by concentrating his capital
and labour on a smaller area. If he had command over
more capital and labour and were to apply more to his present
land, he would gain less than he would by taking up more
land; he would get a DIMINISHING RETURN, that is, an extra
return smaller in proportion than he gets for the last doses of
capital and labour that he now applies, provided of course
that there is meanwhile no perceptible improvement in his
agricultural skill. As his sons grow up they will have more
capital and labour to apply to land; and in order to avoid
obtaining a Diminishing Return, they will want to cultivate
more land. But perhaps by this time all the neighbouring
land is already taken up, and in order to get more they must
buy it or pay a rent for the use of it, or migrate where they
can get it for nothing.

This tendency to a Diminishing Return was the cause of 1Ye:e "i:.se
Abraham’s parting from Lot’, and of most of the migrations every farm-
of which history tells. Aund wherever the right to cultivate & oo
land is much in request, we may be sure that the tendency to 0;‘;'; rent
a Diminishing Return is in full operation. Were it not for ing all his
this tendency every farmer could save nea.rly the whole of his fabour toa
rent by giving up all but a small piece of his land, and g e int]
bestowing all his capital and labour on that. If all the doses
of capital and labour that he would in that case apply to it
gave a8 good a return as those which he now applies to it,
he would get from that plot as large a produce as he now
gets from his whole farm, and would make a net gain of all
his rent save that of the little plot that he retained.

It may be conceded that the ambition of farmers often
leads them to take more land than they can properly manage:
and indeed almost every great authority on agriculture from

1 “The Iaud was not able to bear them that they might dwell together; for
their subetance was great so that they could not dwell together.” Genesis xiii. 6.
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THE LAW OF DIMINISHING RETURN.,

Arthur Young downwards, has inveighed against this mistake.
But when they tell a farmer that he would gain by applying
his capital and labour to a smaller area, they do not neces-
sarily mean that he would get a larger gross produce. It is
sufficient for their argument that the saving in rent would
more than counterbalance any probable diminution of the
total returns that he got from the land. If a farmer pays
a fourth of his produce as rent, he would gain by concen-
trating his capital and labour on less land, provided the extra
doses applied to each acre gave anything more than three-
fourths of the return that he got from the earlier doses.

Again it may be granted that much land, even in a
country as advanced as England, is so unskilfully cultivated
that it could be made to give more than double its present
gross produce if twice the present capital and labour were
applied to it skilfully. Very likely those are right who
maintain that -if all English farmers were as able, wise and
energetic as the best are, they might profitably apply twice
the capital and labour that is now applied. Assuming rent to
be one fourth of the present produce, they might get seven
hundredweight of produce for every four that they now get:
it is conceivable that with still more improved methods they
might get eight hundredweight, or even more. But this
does not prove that, us things ure, further capital and labour
could obtain from land an Increasing Return. The fact
remains that, taking farmers as they are with the skill and
energy which they actually have, we find as the result of
universal observation that there is not open to them a short
road to riches by giving up a great part of their land, by con-
centrating all their capital and labour on the remainder, and
saving for their own pockets the rent of all but that re-
mainder. The reason why they cannot do this is told in the
Law of Diminishing Return.

It is important to remember that the Return to capital
and labour of which the Law speaks, is measured by the
amount of the produce raised independently of any changes
that may meanwhile take place in the price of produce; such,
for instance, as might occur if a new railway had been made
in the neighbourhood, or a new town population had grown
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up close by, Such changes will be of vital importance when soox rv.
we come to draw inferences from the Law of Diminishing ‘T 2"
Return, and particularly when we discuss the pressure of
increasing population on the means of subsistence. But

they have no bearing on the Law itself, because that has to

do not with the value of the produce raised, but only with

its amount.

We may now formulate the limitations which were im-
plied under the words “in general” in our provisional
statement of the Law. The Law is a statement of a
tendency which may indeed be held in check for a time by
improvements in the arts of production and by the fitful
course of the development of the full powers of the soil; but
which must ultimately become irresistible if the demand for
produce should increase without limit. Our final statement
of the Law may then be divided into two parts, thus:—

Although an improvement in the arts of agriculture may Finn
raise the rate of return which land generally affords to any ori Lav.
given amount of capital and labour; and although the
capital and labour already applied to any piece of land
may have been so inadequate for the development of its full
powers, that some further expenditure on it even with the
existing arts of agriculture would give a more than propor-
tiovate return; yet these conditions are rare in an old
country. And, except when they are present, the application
of increased capital and labour to land will add a less than
proportionate amount to the produce raised, unless there be
meanwhile an increase in the skill of the individual cultivator.
Further, whatever may be the future developments of the
arts of agriculture, a continued increase in the application
of capital and labour to land must ultimately result in a
diminution of the extra produce which can be obtaiued by a
given extra amount of capital and labour.

§ 2. Makiug use of a term suggested by James Mill, we A Dot of
may regard the capital and labour applied to land as con- Iabour.
sisting of equal successive Doses’. As we have seen, the
return to the first few doses may perhaps be small and a

)} Bome difficulties in the interpretation of this term are considered in & Note
at the end of the chapter.
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THE LAW OF DIMINISHING RETURN.

greater number of doses may get a larger proportionate
return; the return to successive doses may even in ex-
ceptional cases alternately rise and fall. But our law states
that sooner or later (it being always supposed that there is
meanwhile no change in the arts of cultivation) a point will
be reached after which all further doses will obtain a less
proportionate return than the preceding doses.

The dose which only just remunerates the cultivator may
be said to be the MARGINAL DOSE, and the return to it the
MARGINAL RETURN. If there happens to be in the neighbour-
hood land that is cultivated but only just pays its expenses,
and so gives no surplus for rent, we may suppose this dose
applied to it. We can then say that the dose applied to it
is applied to land on the MARGIN OF CULTIVATION, and this
way of speaking has the advantage of simplicity. But it is
not necessary for the argument to suppose that there is any
such land: what we want to fix our minds on is the return
to the marginal dose: whether it happens to be applied
to poor land or to rich does not matter; all that is necessary
is that it should be the last dose which can profitably be ap-
plied to that land’.

When we speak of the marginal, or the “last” dose ap-
plied to the land, we do not mean the last in time, we mean
that dose which is on the margin of profitable expenditure;
that is, which is applied so as just to give the ordinary returns
to the capital and labour of the cultivator, without affording
any surplus. To take a concrete instance, we may suppose &
farmer to be thinking of sending the hoers over a field once
more; and after a little hesitation he decides that it is
worth his while, but only just worth his while to do it. The
dose of capital and labour spent on doing it, is then the last
dose in our present sense, though there are many doses still
to be applied in reaping the crop. Of course the return to
this last dose cannot be separated from the others; but we
ascribe to it all that part of produce which we believe would

1 Ricardo was well aware of this: though ke did not empbasize it enough.
Those opponents of his doctrine who have supposed that it has no applica-
tion to places where all the land pays a rent, have mistaken the usture of his
argument.
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not have been produced if the farmer had decided against soox 1v.
the extra hoeing. o
Since the return to the dose on the margin of cultivation Surplus
just remunerates the cultivator, it follows that he will be roduee:
Just remunerated for the whole of his capital and labour by
as many times the marginal return as he has applied doses
in all. Whatever he gets in excess of this is the SURPLUS
PRODUCE of the land. This surplus is retained by the culti-
vator if he owns the land himself.
(This Surplus Produce may, under certain conditions, Its relation
become the rent which the owner of the land can exact from
the tenant for its use. But, as we shall see hereafter, the
full rent of a farm in aun old country is made up of three
elements: the first being due to the value of the soil as it
was made by Nature; the secoud to improvements made in
it by man; and the third, which is often the most important
of all, to the growth of a dense and rich population, and to
facilities of communication by public roads, railroads, &c.)

! Let us seek m graphical illustration. If on any given fleld there were
expended a capital of £50, a certain amount of produce would be raised from it:
8 certain amount larger than the former would be raised if there were expended
on it & capital of £51. The difference between these two amounts may be
regurded a8 the produce due to the fifty-first pound; and if we suppose the
capital to be applied in snccessive doses of £1 each we may speak of this
difference as the produce due to the fifty-first dose. Let the doses be represented
in order by successive equal divisions of the line 0D.

Let there now be drswn from the division of this line Fig. 11.
representing the fifty-first dose M, a line MP at right A’}
angles to 0D, in thickmess equal to the length of one R
of the divisions, and such that its length ropresents the A d

amount of the produce due to the tifty-first dose. ﬁc
Suppome this done for each separate division up to that " L} I
corresponding to the last dose which it is found profit- ° . o

uble to put on the land. Let this lust dose be the 110th

at D, and DOC the corresponding return that only just remunerates the farmer.
The extremities of such lines will lie vu a8 carve APC. The gross produce will
be represented by the sum of these lines: i.e., sinca the thickness of each line
is eqoal to the leugth of the division ou which it stands, by the area ODCA.
Let CGH bo drawn parullel to DO, cutting PN in & then MG is equal to CD;
and since /¢ just remunerates the farmer for oue dose, G will just remunerate
him for mnother: and so for all the portious of the thick vertical lines cut off
between O and HC. Therefore the sum of these, that iu the area ODCH,
represents the share of the produce that is required to remwunerate him; while
the revinder, AHG ' PA, is the Surplus Produce, which under certain conditions
becomes the rent.
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THE LAW OF, DIMINISHING RETURN.

In an old country it is seldom possible to discover what
was the original state of the land before it was first culti-
vated. The results of some of man’s work are for good and
evil fixed in the land; they cannot be distinguished from
the results of nature’s work, but must be counted with
them. The line of division between nature’s work and
man’s work is blurred, and must be drawn more or less
arbitrarily. But for most purposes it is best to regard the
initial difficulties of coping with nature as pretty well con-
quered before we begin to reckon the farmer's cultivation.
Thus the returns that we count as the first doses of capital
and labour are generally the largest of all, and the tendency
of the return to diminish shows itself at once. Having
English agriculture chiefly in view, we may fairly take, as
Ricardo did, this as the typical case’,

§ 3. Let us next inquire on what depends the rate of
diminution or of increase of the returns to successive doses of
capital and labour. We have seen that there are great varia-
tions in the share of the produce which man may claim as
the additional result of his own work over what unaided nature
would have produced. Man’s share is much larger with some

1 That is we may dubstitute (fig. 11) the dotted line B4’ for BA and regard
A’BPQ as the typical curve for the return to capital and lnbour applied in
English agriculture.

The law of Diminishing Return bears a close analogy to the law of Demaud.
The return which laud gives to a dose of capital and labour mnay be regarded as
the price which land offers for that dose. Land's return to capital and laboar is,
80 to speak, her effective demand for them: her return to any dose is her demand
price for that dose, and the list of returns that she will give to snccessive doses may
thas be regarded as her demnand schedule; but to avoid confusion we shall call it
her * Return Schedule”. A person may be willing to pay a larger proportionate
price for a carpet that would cover the whole of his room than for one that would
go only half way; and then his demand schedule wonid at one stage show an in-
crease and not a diminution of demand price for an increased quantity. Bat such
cases arc rare, and in the aggregate demand of many individuals these unevennesses
destroy one another; so that the aggregate demand schedule of & gronp of people
always shows the demand price as falling steadily with every increase in the
amonnt offered. In the same way, by grouping together many pieces of land we
might obtain a Return Schedule that would show a constant diminution for every
increase of capital and labour applied. But it is more easy to ascertain, and in
s0mMe ways more iimportant to take note of, the variations of individual demand in
case of plots of land than in the case of people. And therefore our typical retwrn
schedule is not drawn out 8o as to show as even and uniform a diminution of return
as our typical demand schednle does of demand price.
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crops and soils and methods of cultivation than with others. soox 1v.
Broadly speaking it increases as we pass from forest to pas- 2™
ture land, from pasture to arable, and from plough land to Tiety of de-
spade land; and this is because the rate of diminution of the i{."d‘"“ to
return is as a rule greatest in forests, rather less in pasture, racter of
still less in arable land, and least of all in spade land. We g!and
may say then that, as a rule, man’s share of the produce is °'°}’°0 n’:":'
least when the Law of Diminishing Return applies most
sharply: if he stops off his work soon, it is because the return

is rapidly diminishing.

There is no absolute measure of the richness or fertility But the

of land. Even if there be no change in the arts of production, graer of re
a mere increase in the demand for produce may invert the ity of
order in which two adjacent pieces of land rank as regards picces of
fertility, The one which gives the smaller produce, when cﬂ:ng?y
both are uncultivated, or when the cultivation of both i :,:,‘,‘,' cir-
equally slight, may rise above the other and justly rank stances.
as the more fertile when both are cultivated with equal
thoroughness, In other words many of those lamds which
are the least fertile when cultivation is merely extensive,
become amung the most fertile when cultivation is intensive.
For instance self-drained pasture land may give a return large
in proportivn to a very slight expenditure of capital and
labour, but a rapidly diminishing return to further expendi-
ture: as population increases it may gradually become profit-
able to break up some of the pasture and introduce a mixed
cultivation of roots and grains and grasses; and then the
return to further doses of capital and labour may diminish
less slowly'.

Other land makes poor pasture, but will give more or
less liberal returns to a great deal of capital and labour

applied in tilling and in manuring it; its returns to

1 This case is illustrated by fig. 12; for when produce AN Fig- 12
hes risen in real value in the ratio of OH' to OH (so that the
amount required to remanerate the farmer for a dose of
capital and labo