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Professor Kapoor is an old student of mine. He 
-attended my leet1l1'eS on Eoonomic Theory at the Ulndon 
School of Eoonomiea in the session 1920-21. Since then 

>be bas been appointed to a responsible teaehing post in 
India and is thus one of that increasing band of Indian 

«X>DOIDists whom the University of Ulndon, jointly with 
Indian Univel'llities, CSD elaim &8 one of its BOD8, In 
this book he bas set out to lay the foundation of clear 
-and iustructive economic thinking in the minds of the 
rising generation of In:lian students. The opportunities, 
~ the eoeial need, for fruitful "economic study, 
-eombining theory with prac:tical collClusioll8, are Il() less 
great- are, indeed, perhsps greater-in India than in 
most other countries in this age of rapid traasition 
and or periloos perplexity. Professor Kapoor bas made 

110 most helpful contribution in this direction. His book 
.muld be widely read both by students of Eoon0miC8 at 
Universities and Colleges and by members of that wider 
public which rightly desires to comprehend 80me of the 
lundamental problems of our day. 



PREFACE, 
This book has been written with the object of 

llcquainting the general reader and the student with 
the fundamentals of the science of Economics. I t may 
be said that this is a commonplace because almost 
every author puts forward the same claim and that 
there are already numerous books in the market whic~ 
satisfy thl! same want quite as well. Consequently in 
the opinion of some people there is no room for 
another book which does no more than this. But I 
maintain that although I keep the same object before 
me as many others have done, my method of approach 
is sufficiently different from others to justify my 
venture. Most students, at least in my part of the 
world, learn by heart some very simple truths about 
Economics which neither they nor their favourite 
authors of these very cheap books have sufficiently 
digested or assimilated. The result is that neither the 
Science makes any progress nor do they themselves 
gain anything by this kind of smattering of knowledge. 
While, as regards style, arrangement and language, 
etc., we should do all we can, to express the essentials 
of the science in as lucid a manner, and make them as 
easily comprehensible even to the beginner, as possible, 
yet I doubt very much the wisdom of aiming at too 
great a simplicity in exposition which, in most eases, 
ean be attained only at the cost of sound thinking. 
Such an attempt leads us to be too uncritical and to be. 
satisfied with an incomplete and superficial treatment 
cC the subject. Let us make Economics as. populsr as 
possible by all means. But at the same time let us 
not sacrifice sound and deep thinking at the altar 
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of popularity. We must reali>ll! that things too easy 
to understand are mostly IIhallow and superficial. 
Most often the scientific truth is hidden behind the 
apparant and the ohvious. Let us not court lucre to 
the extent of trying to push the sale of bookl by 
pandering to the taste of the lazy. It is, in my 
opinion, a great mistake to lead the beginner to 
,believe that Eeonomics is such a simple subject 
that very little effort is necessary to know this 
science inside out. The facts are, however, just 
the contrary. There are so many different factors 
and forces working in, and from all sorts of directions 
in respect of any social matter that to train oneself to 
take a comprehensive view of any question and thus 
to arrive at a right conclusion is hardly the task 
for the easy.going. Somebody has said that by 
teaching a parrot to repsat "Supply and Demand" 
yeu can make" an economist of him. And one does 
come aero88 many such human parrots who paaa aa 
very good students of Economics. In many e&888 

greater efforts are necessary to rid luch people of the 
unassimilated popular half.truths about Economiea 
than to teach them how to distinguish between" the 
economic grain and the chaff. 

The present work, therefore, does not contain 
simple formulae which the Itndent may learn by heart 
merely for passing an examination with the bare 
minimum of marke. I regard healthy controversy 
aa the spice of life. It is certainly the essenee of a 
806ial ecieooe. I have, therefore, not hesitated to 
discuss even those mattere on which there is &' 

gpeat differeooe of opinion amongst ecooomiste. 
Without such discussion one cannot have enough 
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intellectual gymnastics which is so indispensable in 
one's education. Without this, again, the cspacity to 
distinguish what is economically right from wbat is 
wrong cannot be developed. From a facile teaching 
of Economip.8 only muddled thinking results. Exer­
cises in checking popular economic fallacies of the 
past as well as of the present must be given to 
the mind before sound economic thinking can be 
achieved.-

It will be idle to pretend that there is no other 
hook serving even that purpose. For instance, Pro­
fessor Edwin Cannan's works are masterpieces 
and I must confess that these are the main 
sources of my inspiration. ProfesSOl' Pigou's 
'Economics of Welfare' and 'Industrial Fluctuations' 
take the same line of treatment of other important 
economic problems. Professor Fisher's 'Nature of 
Capital aud Income' is another e~ample. But the lie 
and other works, erlremely valuable though they are, 
being a bit too advanced for the beginner, remain 
practically a dead letter to tho.se whQ are brought up 
on very cheap stuff which can hardly be called 
Eeonomi:lS. This book, therefore, is intended to lead 
to an intelligent appreciation and a firm and elear 
comprehension of the fundamentals of the science. 
And if I succeed in creating an interest in the resdel' 
for higher works such as those just mentioned, I 

·Once aD interestin« incident o("Curred in my QJass room. While 1 was 
explaining the point of view of the Mercantilists a student aftsiously enquir­
ed whether that point of view was ri~bt. And when I said it was oot, be 
looked like protesting against my b:llching wrnog tbiot:t:s. 1. theill. 
explained how tbe right tbing is beum' appreciated and mare fltml, 
gra.c;ped when it is pointed out in a striking contrast witb tbe w~g 
thing. . 
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would have ample reasons til b~ !Ilti! ie~ that I h:iv~ 
done my work. 

One of the great hindicaps from Whicb Ecilno-­
mica suffers is the lack of a fixed terminology. Even 
very prominent eeonomists lilte MarsblU use the same 
terme in different senses in tbe \lame book in ditIerent 
contexts. Take for instanee the term 'Utility'. In 
defining production- it is said tblt man does not pro­
duee matter. By shaping and re-shaping the matter 
already existing he simply produees utilities. Here 
one would imagine that utilities are objects or services 
(e. g., that of a merchant who according to Marshall 
produees time and place utilities). But in connection 
with the explanation of the law of 'piminishing Margi­
nal Utility' it is obvious that the term means 'satis­
faction'f. It is inconceivable that by ~nsumin~ more 
and more of a particular article that which diminishea 
is anything else than the rate ()f increase of satisfac­
tion itself. Similarly in connection with the idea of 
the consumer's su~plus the term u,tility means ~ti~ 
faction. * Yet another definition is~ven by some 
other writers Ilia., the ntility is the 'power of. satisr~­
ing want'.' Even this meaning is. not applicable tG 

-M ... hall: PrIDcipl .. of Ecor.omi .... p. 6J. VIII ed. 
tMarshall; Principles of EcoDomics. pp. 9'J-93. VIII ed. See a .... 

(.1 M...ball; I!cooomb:s of Industry. p. 63 ed. 19 Macmil ...... ti.l 
Taussig: Principles of Economics, Vol. I. p. 121. III ed. 1921 Macmillan .. 
( ..... Moreland: An IntroductioD to E.:::onoDlic:a for Indiaa Studen.' p. l60 
1913 Macmillans. ('v) The literal meanioaJ given in Dr. AnD.alldale'!I 'The­
Concise Englisb DictioDary' on p. 741. is usefuloelS. It must. however. be 
remembered that ·desire' or satisfaction are psycbologicaJ facts and uefuJ­
ness is an external fact See Tboule!S: Social~Psychology Foot-note GO 
page 276 UoiYenlity Tutorial Press. Londoo. 1921 ed. 

!Marsball: PrinCiples of Ecouomics, p. US. V[[I ed. . 
lIt is generally believed tbat Man.ball bimseU ha,,, said 1MJ. t Rdt I 

have failed to find tbis de6nitioD of tbe term from hi' PriociplP-l. This. 
however. is given in Tbomas Elements' of Ec:onomica. pubiisbed by GregC. 
p. 31. III ed. 
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the law of Diminishing Marginal Utility as it is not 
the power of satisfying but the rate of increase of 
aatisfaction itself "hich really diminishes. An equal 
portions or quantities of an article have equal power 
of satisfying want. And yet any of them will give 
more aatisfaction if used firat in order, than the satis­
faction obtained from the second equal portion, and 
the satisfaction obtained from the second equal por­
tion will be more than that obtained From equal 
portion nsed on the third occasion. Anyone of these 
equal portions may happen. to be uaed first or second 
or third and 80 on, yet the sequence of rate of II&tis.. 
faction will remain the same. Thus it is obvious that 
• utility 'in connection with this law means neither the 
goods and services as is supposed to be the case with 
ths definition of Produetion 1I0r does it mean power 
of 8&tiafying want. 

From ths mtme of the 8ubject the use of worda 
in Bermea more than one in different contexts cannot 
altogether be avoided. Economics makes use of the 
words found in ordinary parlance. As Cannan aays 
.. most eommonly-nsed WOrdB have many different 
meanings, and Vi e ean only tell which is the right one 
at the moment by looking at the context or the 
surroundings.... ......... It is only the more illiterate 
economists who complain of this and fail to see that ·to 
tie- words dOVin to one meaning only would If. it 
impossible for us to communicate our thoughts unless 
our vocabnlary was enormously enlarged. The others 
are content to make sure that both they themselves and 
their audiences understand in which of its various sense. 
a ViOrd is being used.'" This is perfectly true. 
Economists are certainly at liberty to take words from 

1. Pp. 42-3 .. Economic Scares " P. S. KiDg 1933. 
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wherever they like and use them in as many senses in;. 
different contexts as they are used in the ordinary 
language. Yet they woold be greatly facilitating the 
task of the beginner if, at least as regards technical terms' 
they attach one and the same meaning throughout their 
works. They may use even these words in any sense 
they please in their language. But as technical terms" 
the desirability of a fixed sense or definition cannot be­
exaggerated. Cannan himself says "The first thing to­
do in economic, as in all other diseussiollllo is to make 
sure that we are all talking ahout the same thing.'Ol' 
In this hook, therefore, particular attention has been' 
paid to the clarity and unambiguity of definitions. 

On the other hand, it is rather unfortunate that: 
in some other respects even some profound thinken 
like Marshall have sought to eneomber some depart. 
ments of Economies with seemingly useless and subtle 
distinctions and a plethora of terms. For example, 
• Capital' has been divided in a needleBBly large number 
of claeses like Fixed and Cireolating Capital, Produc. 
tion and Consumption Capital, Auxiliary, Floating, 
Personal and Private Capital, etc., etc. 

The object of coining terms is to fix some ideas or­
conceptions in the mind so that higher theories may be 
boilt on the basis of these conceptions. Judged from 
this point of view the uselessoees of this galaxy of terms 
at once becomes apparent. This is, therefore, the second 
leading idea with which I have written the follOwing 
pages, ws., fixed and clear definitions of terms Oil' 

the one )land and the, avoiding of unnecessary mU1tipli. 
cation of terms and classifications on the other. 

" I1id P. 42. 



vii' 

It is customary to express gratitude for the writ­
ings of eome others by mentioning their namel!' I am' 
indebted to eo many in this respect that it will be­
impoeeible for me to count them all here. I haver 
however, mentioned Professor Cannan's name already. 
A poor pupil like myself has no better" tribute to pay 
than dedicating this work to biB erstwhile te3cher. In 
a private letter Profeseor Cannan wrote to me that 
there was hardly anything new under the sun. What.­
ever one wrote somebody wae sure to unearth eome­
earlier writing and say that the former wae not origi­
D&l beeause it had been said before by so and eo. In the­
light of this I shall be loth to lay claim to any origi­
nality and leave the readers to judge in that regard. 
My gratitude is indeed great to all the well reputed 
masters of the aeience, like Marshall, Taussig, Clark, 
Fisher, and many others whose names are mentioned 
in the footnotes in numerous places. And it is none 
the less eo even when 1 have disagreed and criticised 
anyone or more of them in one place or another 
in the following pages. 

I must, however, particularly mention the names of 
the Hon'ble Mr. Manohar Lal, M. A. (Cantab) (formerly 
the Minto Professor of Economics in the Calcutta 
University, sometime Minister of Education in the 
Punjab and at present Finance Minister in the same 
Pn vince), Professor G. D. Karve, M.A., of the FerguBSOn 
College, Poona, Dr. Mohan Singh, M. A., Ph. D., 
D. Litt., Oriental College, University of the Panjab, 
Lahore and Mr. Kali Charan, M. A., formerly Currency 
Officer, Lahore, who went through eome portions of the­
manuaeript and advised me on several points and two of 
my own pupils MeBBrs. Dev Raj Bhatia, B. Com. and 
A. R. Shibli, B. Com. who helped me in proof-reading. 
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I am also very grateful to my wife who 88sisted me 8() 

greatly. Without their co-operation the following 
pages would not have seen the light of the day for 
many more year. to come. 

Sanda Road, I. M. KAPOOR 
lAhore. • 

April,1937. 
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PART I 

CHAPTER I 

INTRODUCTION 

The Subject-matter of Economics 

Economies has been varionsly defined. There were 
. people who thought that the main fune­=' ~d ~~ tion of the study of this subject was to 

copts. keep full the coffers of the King or the 
State. They were known as Cameralista. To them: the 
Science of Economics meant nothing more than the 
Science of Public Finance. And in the daye of 
Cameralists (16th Century A. D.) the latter Science 
itself, was in very early stages of its development. 
During that period kings were laying down the founda­
tions of strong states, wars were frequent, and the ex­
penses of the courts were increasing. Hence they 
wanted more and more money. It had to come from 
the people. The industry and trade had to supply it. 
Thus the necessity of large taxation led to the discussion 
of economic questions. Cameralism may be regarded 
simply as an advice tendered by the courtiers to the king 
as regards the ways by which he could become rich. 
Their point of view was that of the Ministers of State. 
Later Cameralists, specially the English, realised this 
inadequacy of treatment of the subject and tried to 
remove this defect by giving more and more thought 
to the condition of the people. They developed a 
statistical turn of mind and collected facts and figures 
concerning the subjects of the state. For example, 
Sir William Petty collected facts as regards lan~ hoWJ-
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ing, shipping, commodities, furniture, plate and money 
in England in the third quarter of the 17th century. 
Some serious attempts were made at finding out the 
total population of England and their annual expenses 
for food, hOUSing, clothes and other necessaries. The 
capital value of the land, houses, shipping, "wares. 
merchandise and utel1llils of plate and furnitures " 
was estimated, and the figure of the total quantity of 
money existing in the country was roughly arrived at. 
From all this capital and labour of the country. 
the ~tal income of the nation also was sought to be 
discovered. Such questions as "how much money ill 
necessary to drive the trade of the nation" were also 
discussed. . . 

The great fallacy of these people as regards the 
concept of Economics was that they regarded the state 
as the 'end all' and 'be all' of the whole universe. 
Economic problems are neither confined to kings nor 
to the isolated 'economic man'-a later fiction of 
the economists long since exploded. Prosperity in 
general which results from the proper acquiring and 
administration of resources indeed does not iIi case of 
.s state or a king depend on its (or his) ability to coerce 
people into paying more and more taxel!. On the 
other hand it depends on the activities of the state 
.(01' king) which in this regard are a reflex of those 
of the people. If the people know how to acquire and 
administer resources to their best advitntage and to 
the extent they know this, the state will be prosperous. 
In other words if the people themselves are rich;> they 
will be a far better rr.ilch cow for the king or the state. 
The chief concern of the economist should therefore 
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be not only to lay down the methods for making the 
king rich, but to discover how the sources of the 
king's own prosperity (viz., the people) may-not get 
dry. The principles of prosperity of the people should 
be the most important consideration. It is this hen 
that lays the golden eggs. Let the king take care not 
to kill it. This fallacy was in fact discovered-as we 
have seen-~y the later Cameralists. It is a pity that 
their inOuence did not prove lasting. That line of 
sound thinking soon got blurred under the influence of 
other schools of thought, specially the Physiocrats. 

Another famous school of thought was known as 
• Mercantilism'·. According to this school the central 
idea of Economics was to make or keep a nation rich 
by means of safeguarding its money or metallic re­
sourees. Under the influenee of ideas. of this school 
very serious attempts were made to prevent the 
export of money or gold and silver bullion. This 
really is a very crude form of Mercantilism. People 
advoeating this form of Mercantilism were called 
• Bullionists.' Enlightened Mercantilism, on the other 
hand, believed in maintaining the volume of the inflow­
ing stream of gold and silver larger than that of 
the outgoing one. They said that prohibition of export 
of gold and silver was injurious to the country. They 
argued that by exporting a little of these precious 
metals for purchasing raw materials and spices from 
the East a larger amount of gold and silver could be 
brought in by re-exporting the Eastern stuffs to 

-The treatment of I Mercantilism' after that of • Cameralism' should 
Dot be taken to mean that the one preceded tbe otheJ". In fact the two 
schools were more or less contemporaries. Mercantilism held its sway in 
France while ~eralism originated in Germany about the same ~e 
(16-18th Centuri .. A. D.). 
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other countries. They, therefore, advocated the main. 
tenance of a 'favourable balance of trade.' If a 
country wants to grow richel' and richer, let her export 
more than she imports and let her then demand gold 
in payment for the surplus of her exports from the 
country which thus becomes debtor to her. 

These people glorified the merchant whose opera­
tions, according to them, brought about the prosperity 
of a country and supplied the king with treasure. 
They failed to realise that prosperity did not depend 
on the amount of money or gold and silver brought in, 
nor even on the total quantity of money or metals 
which may exist in a country. Wealth is not money 
and the entire population is not fed only by that 
portion of a nation's income which is obtained through 

/ the 'favourable balance of trade' i. e., which consists 
of the value of the surplus of exports over imports. If 
that were so, England and many other" old countries" 
would have gone bankrupt long ago because they 
continued to have an I unfavourable balance of trade' 
for quite a large number of years, during the past 
century and a half. 

The phras~ 'favourable balance of trade·' itself 
has now become more or less technical. It is clearly 
seen that for a country to maintain or increase her 
prosperity it is neither necessary nor indispensable to 
have a I favourable balance of trade.' What is essential 
is the plentifulness of enjoyable goods and services 
and a healthy and efficient population. On the other 
hand a country having a • favourable 1nlance of trade' 
like India is frequently seen to feel unhappy over 
the situation in which she finds herself. There i8 a 
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growing tendency among countries to buy goods and 
.services of the people of other countries in exchange 
for services like banking, shipping and civil services 
etc.; which do not swell the balance of trade, rathel" 
than for goods which do so. The modern idea is that 
a country should obtain from other countries the 
goods she wants, not by exporting other goods in ex­
-change but by' rendering services. These services do 
not enter the statistics of international trade. That 
being so, a country which is successful inearrying out 
this policy will always show in her statistics that she is 
importing goods from outside but not exporting any 
goods in exchange for them. This position is now re­
garded as economically, more sound than that of a 
«favourable balance of trade! Thus countries now 
aim at achieving an « unfavourable balance of trade.' 

According to the doctrine of Mercantilism every 
-country came to be regarded as a unit whose interests 
:were supposed to be in conflict with those of "all the 
rest, as a great object of each of them was to get as 
much gold and silver as possible at the expense of the 
others. Trade between nations was looked on, very 
much as some barbarians are said to regard trade in 
general, not as a method of co-operation but as a sort 
of tolerated robbery. The paramount aim of a states­
man seemed to be the making of ingenious arrange.. 
ments for cheating the foreigner out of some of his 
gold and silver."· 

This policy cannot obviously be followed by evert 
eountry simultaneously. It means that principles of' 

·Cannan: A review of Economic Theory, p. 11. 1929 ed ... P. S. 
King a: Son. 
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E)conomics .thus evolved would not be of universal 
application. Economics would not, therefore, be a 
scnenee. It will be reduced to the status .of ·national 
or ,political strategy. This is perha,ps more in ,confQr­
mity with the older term "Pplitical Economy." At any 
ratEl, Economics is no longer regarded as the art of 
eQriching a country by means of acquiring an ·increas­
ingly large quantity of gold and silver. Precious 
metals themselves a.re no longer treated as sine-qUG­
non of wealth. On .the other hand, it is now frequently 
seen that when large quantities of gold enter a country 
her price level rises and her export of merchandise is 
naturally reduced becaulie other countries shrink from 
purchasing anything fr:>m that country, at high prices. 
She therefore tries to rid herself of at least some of 
her'gold.-

The third prominent school of thought which we 
would consider in this connection is known lIS 'Physio­
cracy'. This school· originated in France (at the end 
of the 17th century) as a great reaction against the 

. rigid restrictions and regulation of trade which result­
ed from the doctrines of Mercantilism. Agriculture 
was most oppressed. Naturally, therefore, the demand 
for freedom of enterprise or 'Laissez faire' cham­
pioned the cause of agriculture most vigorously. 
Agriculture was thus idealised. At first the people 

• In 1931-1933 this sounds strange when every country except India 
seems to sit tight over what amount of gold she happeDS to possess at the 
moment. Bot this is a temporary phase of affain. Coontria like 
France and America, to which all gold seems at the present time to Row. 
do Dot want to create artificial gold mines within their border9. Let as 
hope that trust and con6dence among nations and countries will IOOD be 
restored and then the nonnal economic conditions will prevail once more. 
Still. however. the tenacity with which c:noptries are sticking to Ute policy 
of preventing export of gold unmi~takably suggests that Ihe world baa 
Dol yel shaken itself off (rom Ihe hullionist dogma which had once 10 
powerfully held the imagination 01 the people. 
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advocating the cause of freedom of enterpriSe and that 
of agticulture were ,known as economists. Later 
b!leause of the~r belieUnthe rule,pf nature they were 
known liS PhYllioerats. They believed that. the pros­
perity of a n!!otion springs from thollll occup!!otions alone 
"in which lIature and the divine power conibinewith 
the.efforts of man in producing or collecting ,new 
productions'!. -

They said, "Increase of these riches ean .only come 
from cultivation, from fishing !!ond .from mines and 
quarries". Labour of all other kinds aceordingto 
them would therefore be unproductive because it did not 
add anything physical or tangible to .the stock already 
~ting; Therefore, they thought that all real in­
come of an individual as well as of a nation ultimately 
came from land. In agriculture and other extractive 
industries nature yields not only what human labour 
consumes, while at work, but also a surplus and this 
surplus enables commerce and other professions to be 
carried on. Thus, a.ceording to this school, the .pros. 
perity of a nation ultimately depends 01). agriculture 
and other extractive .industries. 

We are not concerned here with the ideas of this 
school as a whole. 'Enough has been said to indicate 
What the Physiocrat thought about the subject-matter 
of Economics.-- It must, . however, be admitted' that 
there is a large element of:truth in ,their ideas and 
that,in some respects, the:y have· made a :lasting contri-

;. Quesnay, quoted by Cannan in his "'A Review of Economic 
Theory", p. 2~, 1929 ed,. P. S. King /It. Son, " 

.,. For a further account of these schopls ·0£ thpught see pp. 6-36 
ibid or Haney's History of Economic Thought pp. l03~192. 1924 ed. 

Macmillans. 
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bution towards making clear the true meaning ot 
Economics. For instance, they protested against the 
-exaggerated importance attaehed to money at that 
time. Thus they suecessfully exploded the Mercan­
tilist doctrine of 'favourable balance of trade' serving 

.as the basis of a nation's well-being by bringing in 
money or precious IJ,letals. Again, they rightly pro­
tested against the rigid restrictions and regulation of 
trade and insisted on individual liberty. They"did not 
.advocate unlimited individualism as they realised that 
a person's rights were limited by the rights of every 
-one else. But they believed that the individual knew 
his interest best and so long as he did not trample 
upon the legitimate rights of others he should be let 
.alone to pursue any calling or profession which he 
thought best for himself. Under the influence of 
their ideas the doctrine of 'Free Trade' as distingu­
ished from 'Protection' was nurtured. Even the 
biggest protectionist of to-day would admit that their 
protest against the rigid restriction of trade existing 
at that time was perfectly justified, as the result of 
~uch a state of affairs was that cities and towns with­
in the same kingdom or country had begun to regard 
themselves as each other's enemies. 

But their idea, that the whole of a nation's income 
ultimately comes from land, was most certainly wrong. 
'l'he idea of surplus making is indeed very valuable. 
But the realisation of a surplus of what is produced 
over what is required for carrying the process of 
production itself is not confined "to agriculture. and 
extractive iudustries only. A banker is as well a 
producer as a grower of corn. A carpenter who 
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makes a chair out of a iog of wood is a producer in as 
good a sense as the grower of the tree or forest from 
which the log of wood for making a chair has been 
ohtained. Further a musician who produces music is a 
producer as also the carpenter who has made the flute 
out of the bamboo, as also the grower of bamboo with 
l';hich the carpenter has made the flute for the 
musician. This has been well recognised by all the 
present-day economists. Thus 'Production' in 
Economies no longer remains confined to the shaping 
and re.shaping of matter only. It is not merely 
the creation of useful material ohjects but also includes 
the creation of services which are consumed in a 
single process. For example, the service of & 

musicisn is destroyed or consumed as soon as he finish­
es his song. But it is 'Production' in no less techniCal & 

sense than the production of a gramophone record. 
Unfortunately this recognition is more or less only 

formal. Most people think that the present age has 
outgrown the easy belief that the prosperity of & 

nation ultimately depends on agriculture and other 
extractive industries. For example, if that belief were 
well-founded then a cOuntry like India, which is 
mostly agricultural and which produces other raw 
materials(from fisheries and other extractive industries) 
should be very rich; while in fact, she is poorer than 
other .industrial and commercial nations. And yet 
Btrangely enough the influence of Physiooratie ideas as 
regards the basis of prosperity has not yet completely 
died out. People impereeptibly and une6nsciously 
fall again and again into this error. For instance, 
although people readily admit that even the labour of 



10 
those who do not produce anything tangible ia aOO 
productive yet the followers of Professor Marshall-the 
dominant sehool of economiats to--Iay-somehow believe­
that production ia or can be carried on in relation to­
material goods only. Thia ia a curious survival of the 
Physioeratie idea which has not been noticed or of 
which people are not aware. They say that man does. 
not create matter but only shapes and reshapes it. 
According to them Production ia the creation of any or 
all the three kinds of 'utility' viz. time, place and form. 
Shaping and reshaping of matter, such as when a car­
penter makes a chair, is known as the 'form' utility. 

When a merchant buys to-day and sells to-morrow he ia 
producing 'time utility' or again when he ia buying 
at one plaee and selling at another he ia creating a 
'place utility'.' This ia nothing but merely a relic of 
Physioeraey_ As has been said before, they admit 
that the labour of a doetor, a nu~, a prof'lssor, or a 
judge, is also productive. And yet it is not known 
what kind of 'utility' out of the above eategory do­
they produee. Is it a 'form', 'time', or 'pl:we' utility r 

In a very large part of even modern eeonomie 
literature, undue emphasis is put on the produetion of 
material goods. This tendeney reduces Economies ro 
the status of merely a biography of goods. The een­
tral idea should be 'man' rather than goods. These 
goods are, after all, only a means to an end. But an 
exaggerated weight given to the so-called' Wealth ~ 
results in man himself :being regarded as a means of 
produeing goods and not as an 'end' in himself. Tbis 
tendeney reaches its elimax when as shrewd and' astute 
an eeonomiat as Irving Fiaher, under the influenee of 
the by-gone days of slavery, begins to- treat man aoo 
-MarsbaII: PriDciples or Economics. p. 63. VIII eel. Macmillau 1920. 
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~ wealth (human eapital).·. He is not alone in this. 
As he has himself pointed out, there have been many 
(from Petty down to Engel and Nicholson) who 
.. have tried to assess the exchange-value of human 
beingS." 

Another anomaly that results from the Physic­
eratic pr8.ctice of regarding wealth as something 
-eonsisting of· material objects is readily seen, when 
we begin to compare two persons or two countries, 
possessing exactly equal amounts of gold and silver, 
and other kinds of material goods, either at a parti. 
eular paint of time or during a period of time. They 
eannot be regarded as equally rich or wealthy. We 
have to take into consideration the needs of the two 
individuals or countries as well as the circumstances 
under which they have come to possess these equal 
amounts of material goods. For instance, one of the 
two persons in the illustration may have to work for 
longer hours and under unhealthy or unattractive 
-eonditions for earning ihe same income or obtaining 
the same amount of the stock of material goods as 
the other man. And he may also have a larger num­
ber of dependents. Obvionsly, the first will not be 
regarded as rich as the second, because the second has 
greater leisure and opportunity to enjoy life. The 
same applies to eountries. Thus, obviously the pros­
perity of a person does not merely depend upon his­
material possessions either in the fornl of income or 
in the Conn of a stock existing at a particular point 
oC time. Other· cireumstances have to be taken into 
conaideration. Moreover, to regard these material 

•• Soe hill "rhe NatlUe 01 Cap;ta1 an4 10"""'" p. S, 1923 ed. l4acmillaos. 



12 

possessions as wealth is to confuse the end with a 
particular means of achieving that end. The end or 
object is prosperity and the material possessions are 
only a particular means contributing to prosperity 
but are not prosperity itself. If they were so, no 
such thing as 'misery in plenty' would exist in this 
world. But we know, to our own cost, that it exiSts 
and exists in a very real sense too. All material 
possessions avail nothing to a man who hasn't the 
capacity to use and enjoy them. And, secondly, 
although everybody admits that production of goods 
and the potential capacity of the world for producing 
them has increased within the last decade, yet he will 
be a bold man who, in view of the severe depression 
which the world has experienced during that period, 
can say that the world is more prosperous now than 
it was before 1914. Don't we see granaries full of 
corn in one part of the world and yet people starving 
in another! Does the existence of these material 
goods without being supplemented with the eo-opera­
tion of man with man and country with country ·con­
tribute even a single iota towards the prosperity of 
the worldf 

Besides, to treat 'Land' even as a factor or agent 
of 'Production' is again a lingering belief that after all 
there must be some truth iii, the Physiocratic tendency 
of idealising agriculture. As will be seen in the later 
chapters of this book land is not an independent factor 
or agent of Production but only .. a particular variety 
of capital. 

Yet another example of the survival of the influence 
of the Physiocracy is at hand. A reference was made 
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above- ro the modern ten~ney among countries to 
buy goods of other countries not with goods but with 
serviceS rendered" This results in an • unfavourable 
balance of trade' and speaking economically people 
~ this position as more sound for a country. Still 
a little consideration will make it clear that there is no 
fundamental.difference between exporting either goods 
-the physical embodiment of l ervices-or the services 
which bring those goods into being. After all we have 
ro export something in exchange for our imports. No 
country can go on importing indefinitely from other 
countries without exporting something ro them in 
exchange. And it matters little whether you export 
material goods or non-material services. There is no 
greater 'intrinsic' value in either, ro give it preference 
over the other ro be kept within or ro be sent out of a 
country. To cherish the belief that you can make 
your country rich by exporting labour (s. g., that of 
bankers or of civil servants) and by keeping or bring­
ing material goods in your country is again nothing 
short of Pbysiocratic idiosyncracy. A country may en­
courage emigration either to rid herself of her surplus 
population or for political reasons. But that does not 
make labour as such any the less valuable than the 
material product of labour. This tendency gives 
satisfaCtion only ro those who look with favour on the 
• visible balance of trade ' and cannot see beyond the 
narrow horizon of material goods as the only or 
the most important constituent of wealth. 

Many more l!Cbools of thought have arisen in the 
past, in economic matters. But we need not take 

"On page 5. 
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notice of 1hern all. Enough has, howe,'er, been said to 
show what kind of ideas about 1he subject-matter of 
Economies have been held before and how in some eases 
they were wrong and in others incomplete. Let U8 in 
the next chapter give some n~odern examples of mis­
taken ideas held about Economics. 



CHAPTER II. 
DefioitiOli of the Subject. 

Wh>t;' EOOIlomics: We shall take the following six defi­
The modem c:ooceplS. nitions and' see how far they are 
eorreet:-

(1) Economics is the seienee of Wealth. (Fisher) 
(2) Economics is the seienee of Malerial Welfare. 

(Ca_). 
(3) Economics is the science of Value. (Seligman)" 
.(3a) Economics is the science of Price. (D/J'IJen/>Drf) 
(4) Economics is a study of mankind in the 

ordinary business of life. It examines that 
part of individual and social action which is 
most closely connected with the attainment 
and with the use, of the material requisites 
of well being. (Marsha/II 

(5) Economics is the study of the social aspect of 
making a living. (C/ayy. 

(6) Economics studies the wants of man and how 
they are satisfied. (Richards). 

The first of these definitions uses the term 
"Wealth". This has the sanetion of long usage 
lMIhind it. The difficulty as regards this definition is 
that there is no unanimity as to the meaning of the 
term. Fisher would make wealth synonymous with 
'material objects owned by human beings'. Marshall 
says that a man's wealth consists of material objects 
and such non-material external. ones 'as are used to 
obtain material goods'. Cannan regards wealth as 
material welfare. According to Seligman, wealth 
must possess foUl' qualities trig., utility, scarcity, 

Iii 
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appropriability and the quality of being external to 
man i.B., objectivity. ,We can say briefly that aeeord­
ing to Seligman anything el'changeable is wealth. 

Now, aeeording to the rules of Logic, a term which 
itself requires definition should not ordinarily be used 
in the definition of another term. This definition, 
therefore, suffers from the defect of ambiguity. This 
is quite a sufficient ground for its rejection. But there 
are still stronger objections. This definition is really 
derived from the Physiocratic conception of Economics 
which we have already discarded. It hides the really 
important consideration "' •. , 'man', from our view, 
and fixes our attention on material objects which, 
relatively speaking, are not so important. This is a 
very undesirable tendency and, as bas been pointed 
out before, it results in man being regarded 118 a 
mere tool. If, however, the term 'wealth' is taken 

to mean the state of being 'well off', or, prosperity in 
general, then there is nothing wrong in defining 

"Economies as the science of wealth, except that it is 
" not a desirable practice to define a science in terms 

of the advantages or benefits which it yields. This 
practice tends to give an, appearance of Art to a 
science thus defined. 

There is, however, a special advantage in tak­
ing 'wealth' in the sense- bE prosperity. It is that 
by doing so we avoid the ~nomaly of the follOwing 
position: Suppose, by' some discovery or invention 
we are able to make food or any other useful 
object so plentiful as to make it freely available 

to any body as much as he likes. Then before it was 
made free it would be regarded as ~wea1th' in the 
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fonner selll!e. However, its unlimited increase will 
not be an increase hut a decrease of' wealth " becaUBe 
Just like other free goods such as sun, air, etc., it 
wiD no 10nger be wealth. But, if • wealth 'is under­
stood in the latter sense, then eertainly its unlimited 
inerease wiD be an increase of wealth in so far as 
f.hls is bound to make men more prosperoUII. The 
larger the amount and the 'lumber of free goods in a 
country, the more prosperous its people are bound 
to be. 

The second definition aims at making Economies a 
science of 'material welfare'. There are, indeed, 
several kinds of welfare. Thus, for inBtsnee, marriage, 
friendship and good neighbourhood of honest and 
straightforward men are said to lead to 'social 
welfare'. Frequently, a bachelor is unable to secure 
a lodging in Indian cities. He must feel how married 
eouples are soeiaJly' far better off than himself. 
Similarly, to safeguard one's rights and to perfonn 
one'. civic duties is said to lead to one's 'political wel­
fare' and to hear a clergyman's sermoll8 and such other -
acts are suppossed to lead to one's .'spiritual welfare'. 
'Ihen again in the phrase 'maternity welfare' we USB 

the'tenn welfare to imply physical health of woman 
during the period of delivery. When Professor 
Cannan says that although there is no distinct line of 
demarcation between one kind of welfare and any 
olher, and that one kind of welfare gradually and 
in:pereeptihly shades into others, he is eertsinly right. 
For instsnee, an honest act may lead to spiritual a& 

well as to social welfare. To take marriage, again, it is. 
said that it is ehiefly eonducive to one's • social weI-
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fare'. And yet ODe'. 'apiritualwelfare'iis ,gpeatly '111M 
or marred by marriage 01' by suooeasfuny >avoiding 
it. Who can deny the truth of ~8.,mg that tI!a 
t1ag followa the trade or ita reftl'l81Here, 'obviollllly 
political and ,coDlJlleicial interests aN Ile8n 10 )be 
promoting .each other. AD kinds or welfare,. 
therefore, are mutually dep8Ddent and supplemen­
tary. But ProfeasorCaJman ie again perketly right. 
in eayiDg that this inability to· iaolate 0D8 kind, of wel­
fare from others in aetuaI practice should 1IOt 
prevent us from having a department of stud,y for 
each. Even if we are not able to separate one kind 
of welfare from others in actual practice, we can .at, 
least imagine their separate emteoee for the pw"jI(lIIIl& 

of study oDly. Aeeording to this classification we "ball 
be supposed to etudy 'spiritual welfare' UDder Religion 
and Philosopby. When we fix our attention on 'physi­
cal weIfare' of, man we sbalI be studying Pbysiolqgy" 
Medicine and Hygiene. Similarly under Polities .and 
Civics we study another kind of welfare which result. 
from man's civic rights and duties '.g., wbether ha­
is a Blave or a free man or wbether he is the subject 
of an alien rule or a ,citizen of an independent stater 
etc. According to Profeaaor Cannan, therefore" 
there is nothiog wrong in .having a departmeot for the­
stud}' of 'Material Welfare'. .• 

If this line of argument is followed to ita logical 
atreme, theo every branch of Imowledge will be 
supposed to etudy human welfare or one kind or 
another. And there will be IIOIDI! departments of 
study which it will be difficult 10 1!1assify. For 
eDlllple, what aboot Art 'f Do we I'tndy a man'& 



19 

"spiritual', 'sooial' or what other kinds of welfare 
under it! Similarly, what kinds of welfare will 
physieal sciences be supposed to study! In SO far 84 

they lead to the invention of destrnetive weapons or 
war, they may be condemned as leading to. destruc­
tion of welfare rather thaa ereation of or eontribution 
to it. But, in so far as they lead to ellOl'mous in-" 
creases in the production of goods and. services which 
men enjoy. these aeiences may range with any otlier. 
A study of physieal sciences sometimes, and perh~ps 
always, leads to spiritual advancement-sa much 8(} 

that one day man may experimentally discover truth 
about philosophical eoncepts of God and soul ete. 

As a matter of fact and practice, although it is 
true that every braach of knowledge confers or is. 
likely to eonfer some great benefit on~, yet IlObody 
defines a science in terms of benefits or kinds of bene­
fits which its study yields. Science, like inanimare. 
objects and services m:l.y be utilized for the advance­
ment or for the destruction of man. And, if they are 
employed for the latter purposes by some misguided 
souts. that is no eondemnation of these sciences them 
selves. Just as a gun ean be used for self-protection 
against wild animals as well as for killing innocent 
people (and yet nobody blames or credits the gun itself 
but the use which is made of it), similarly a knowledge 
of Economies, Polities, Electricity, or any other 
science may be used for the welfare or for des­
truction of mankind. Knowledge of each and every 
science ultimately produces important repercus­
sions on all kinds of welfare. We eannot, therefore 
say that this or that science studies the causes of 
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this 01' that kind of welfare and therefore ,no science 
should be defined in terms of any kind of welfare. 

Moreover, the meaning of 'material welfare' is 
also not quite clear. What does . this phrase really 
mean 1 Does it mean the welfare that results from 
the possessions and use of material goods! Then, of 
course, this definition too is based on the Physiocra­
tic conception of Economics. What about the weI. 
fare resulting from the use of services of nurses, 
musicians and cinema shows etc. Surely the services 
of these are not material goods and equally surely the 
welfare which results from their use does not, in any 
fundamental respects, differ from the one resulting 
from the possession and use of ",aterial goods such as 
medicine, musical instruments and cinema accessories, 
which the nurses musicians and the cinema shows make 
use of. Moreover, the services of a nurse, a musician 
and of a cinema.show may and do contribute as greatly 
to one's spiritual welfare as to that of any other kind. 
Welfare resulting from the use and possession of 
material goods cannot, therefore, be ·exclusively 
described as 'material'. Further the chief kind of 
welfare which can be attributed to the use and 
possession of goods and services dOl'S not again 
exclusively result from thefn alone. Free gifts of 
nature like sun, air,· water etc., contribute to all 
kinds of welfare as much as ani perh~ps more than 
the other material and non·material goods.. And yet, 
Economics does not treat of these free gifts as the 
cause of this 01' tbt kind of welfare. 

Professor Cannan does not really explain what 
he means by 'material welfare;' he thinks the idea is 
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clear enough. Professor Csmun says that a man's 
4material weICare' depends on:-

(i) his original qualities, 

(ii) his training and the improvements made in 

his surroundings, 
(iii) soundness of his decisions between different 

courses, 
(n.} and his choiee between 'material' and other 

kinds of weICare. 

Besides these causes thera are three more, acoor­
<ling to him, in ease of a soeiety fIir .. the ages of the 
people, the degree in whieh they oo-operate and their 
numbers. 

These are DO doubt important causes of one's wel­
fare in general or of that of a society. But again the 
kind of welfare resulting from these causes is not 
-e:mlusive. They lead to one's spiritual and other 
kinds of welfare also. Besides, there is something like 
-chlJ/fCe in this univel'S8 of OUI'S. The existenee of all 
the causes enumerated by ProCessor Cannan will not 
-ensure any definite amount of welfare of the 'mater­
ial' or any other kind. Lueky people seem to blunJer 
through to a fortune. Very effieient people eontinue 
to rot through lack of <ehanee' or opportunity for 
better things. 

Professor Cannan thinks that just as 'health' 
means the state of beiug free from disease, similarly 
4wealth'should be taken to mean the sbte of being 
'well off.' This may be explained as being free from 
cares or anxiety for seeuring the neeessaries of life. 
And, if 'material welfare' is undel'Stood in that sense 
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then, again, there is no objection against this defini. 
tion either, except, of course the one urged against 
the first <'i::., that it is not desirable to define a science 
in terms of benefits it confers on man. 

The two delinitionsviz., that JiJconomics is the 
science of Value and th:>t it is the science of Price may 
be talwn together. The first point against both of 
them is that they too sul'fer from the defect that the 
terms 'value' and 'price', themselves need defining. 
In Ewnomics these two terms mean something 
different from what they mean in ordinary language 
and in every b:)ok on the subject their technical sense 

is explained later than that of' F..conomics'. A lay· 
man coming acr0ss these definitions may feel puzzled 
at being told that Economics is the science of value. 
He may say that there is n~ scienc~ which is value­
less or which possesses nJ vallIe. What is it that 
makes only ihis science as one of value "I 

If, however, the term 'price' be understood in a very 
wide sense and not in its technical SJl1se ·viz., either 
that it is value in terms of m:mcy 01' that it is the 
rate at which an c~l)nomic gooll cxch'1nge~ in terms 
of any other, than this deilnition makes the nearest 
appro:wh to truth. Let llS expl:\in OtIr meaning fur­
ther. Ordinarily, p~ople think that the phemm~non 
of price arises only as C\ result of exdmnge ()WOJ:ny 
and that when buying and selling is abolished and is 
replaced by s,)me other arr:tngtlment of distribution 
of goods and services sllch as the une proposed under 
Socialism or Communism etc., this phell)lUenOn of price 
will ditappear. Bnt if the term 'price' is understood 
in the sense of 'cost' then it beco:nes obviolls that the 
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question of price exists all through. It is there in an 
isolated man's economy as well as under Communism 
or Socialism. Every man as well as every collection 
of men must consider the cost (in terms of money or 
sacrifice) of everything which they want to achieve. 
And this applies to their efforts for spiritual, social, 
political or any other kind of welfare. We can work 
for our adl'ancement ut any time and in any dircction. 
But we invariably and instinctively put the question 
to ourselves to achieve this or that 'at what cost', 
Except for the enjoyment of free gifts of n:.tture Or 

to some exlent, presents (tIlcl be:ruests from friends 
and relatives we !!lusl lD'lke sOlm direct effort or 
must sacrifice some material rcsout'ces for ~ecuririg 

the ~ervices and m~terial goods of others. And J)esities 

the direct effort~ or s:lcriiice for securing any p:.lt·ti­
cular advantage, W~ have also to forgo enjoyment or 
advancement of some other kind. 1<'Ol' inst:in"e, let 
us suppose reading of scriptnres furthers one's spiri­
tual advancement; then one has not only to spend 
money etc. for buying those scriptures but also to go 
without the advancement of some other ends during the 
time one spends in reading them. One might have earned 
a larger inconw, or one might have enjoyed a cinema 

show or the company of one's friends. In fad all 
economic questions tm'll out ultima.tely to be the pro­
blem of weighing the ('A)sts of the alternative ways 
of uchic\'ing anything. Jesus said, "Knock and it 
sha.l! be, opened unto )'ou." This might lead the simple 
folk to {hi nk that it does not cost any thing to get the 

(klOr of the Kingdon, of lJeaH'll opened to them. But 
this again is a question of cost. For in another 
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then, again, there is no objection against this defini. 
tion either, except, of course the one urged against 
the first viz., that it is not desirable to define a science 
in terms of benefits it confers on man. 

The two definitions viz., that Economics is the 
seience of Value and th:!.t it is the science of Price may 
be taken together. The first point against both of 
them is that they too suffer from the defect that the 
terms 'value' and 'price', themselves need defining. 
In Economics these two terms mean something 
different from what they mean in ordinary language 
and in every book on the subject their technical sense 
is explained later than that of' Economics'. A lay. 
man coming aeross these definitions may feel puzzled 
at being told that Economies is the science of value. 
He may say that there is no science whieh is value. 
less or which. possesscsno value. What, is it that 
makes only this science as one of value , 

If, however, the term 'price' be understood in a very 
wide sense and not iQ, its technic:!.l sense viz., either 
that it is value in terms of money 01' that it is the 
rate at which an economic good exch!l.oges in terms 
of any other, then this delinition m:l.kcs the nearest 
appro:I.Ch to truth. Let us expbin our me!l.oing fur. 
ther. Ordinarily, people think thllt the phenlm300n 
of price arises only as a result of exchange ewn?:ny 
and that when buying and selling is abolished and is 
replaced by some other aM"llngement of distribntion 
of goods and services snch as the one proposed under 
Socialism or Communism etc., this phenomenon of price 
will diEappear. But if the term 'price' is understood 
in the sense of 'cost' then it beecimeB obvious that the 
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question of price exists all through. It is there in an 
isolated man's eeonomyas weD as under Communism 
or SoeiaIism.. Every man as weD as every collection 
of men must consider the cost (in terms of money or 
sacrifice) of everything wbieh they want to achieve. 
And this applies to their efforts for spiritual, IIOeiaI, 
political or any other kind of welfare. We can work 
for our ad\"aneement at any time and in any direction. 
But we inwriabIy and instinctively put the question 
to o1lJ'gelves to aebieve this or that 'at what cost', 
ED:ept for the enjoyment of free gifts of nature or 
to some extent. presents and bequests from friends 
and relatives we most m:llre som~ direct effort or 
must sacrifiee 80IIle material resources for seeuriDg 
the services and material goods of othen. And besides 
the direct efforts or I13erifiee for securing any parti­
eular advantage, we have also to forgo enjoyment or 
ad\"lUlCeOlent of some other kiM_ For instanee, let 
us suppose reading of seriptures furthers one's, spiri­
tual advancement; then one has oot only to spend 
money etc. for buying those seriPturea but also to go 
without the adYanCemeot of BOme other ends during the 
time one spends in reading them. One might have earned 
a largeT inooDle, or one might have enjoyed a cinema 
show or the eompaoy of one'8 friends. In fact all 
eeonomic questions turn out ultimately to be the pr0-

blem of weighing the eosta of the alternative ways 
of aebieving anything. .Je81B IBid, "Knock and it 
ebaIl be opened unto)'OO." This might lead the simple 
folk to thi Dk that it does DOt cost any thing to get the 
door or the KingdoDl of Hea\"en opened to them. But 
thia again is a qlKsiion of cost. For in another 
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place Jesus has also said that it is easier {or a camel to 
pass through the eye of a needle than for a rich man 
to enter the Kingdom of Heaven. If we want 
that, then we have to 'take up our cross.' Thus, even 
the spiritual advancement is a matter of paying the 
price. It may sound vulgar but it is neverthelesa 
entirely true. Even under the department of Econo: 
mics known.as 'Consumption', the main problem is 
how a man decides which of his innumerable wants 
he will satisfy at the cost of not satisfying others 
either for the time being or for good. In other de­
partments of Economics the fact that the question of 
price or cost is the central one is so obvious that no 
pointed reference to it need to be made here. 

And yet this definition of Economics is so brief 
that without the elaborate explanation given above it 
hardly conveys any adequate idea of the kind of pro­
blems forming the subject matter of Economics. 
Economists bke the term 'price' in the sense of value 
in terms of money or the rate at which one thing 
exchanges for another. It is. therefore, .inadvisable 
to use this term in the definition of Economics. 

The fourth definition is also quite vague and in­
definite. What is the ordinary businesa of lif~ J Is 
it not eating, sleeping et-c' Economics does not 
surely treat of these things as such. All these ac­
tions of man have an economic aspect. But. nobody 
imagines Economics to tell how to sleep well or what 
to eat and what not. But even if 'ordinary' business 
of life is taken to mean the ways of earning a living 
the definition does not appear to be correct,. Because, 
while it is true that the knowledge of Economics. is 



helpful ill praetieally all. ca.UiD~ profelllliona and oc­
cupatioDs, still EooDQmiC~ does.. Iilot tellilh, a~, singl. 
profesaioA In,fact. Do.scienca does,. Dar is it. tl1e, bu.-. 
ness of any science to do so. ');hat really ia the fUIlQ. 

tion of IIl1 art,' and not. that, of a seietu:e. A:pro­
fessor of Pbysiea is not. DeCessarily II good toy-maker 
nor. a prolessQr of Chemistr}l a gpod. Chemist and 
Druggist. Eeonomice then is not an arlo which teaches 
men any partieular way of earning, a living. 

Marshall's further elaboration of this first· _ 
tenee of his definition does not improve matters. He 
says "it examines that part of individulli and' social 
aetion which is most closely eonneeted with the attaui­
ment and with the use of the material requisites or 
well-being." In the first plaee the words" most elosely 
eonneeted with" are not definite and precise. Seeond­
ly, ,. material requisites of well-being" sbow the 
force of Physioeratic influenee in tbe mind of the 
writer. It should be notieed that this explanation 
does not briDg Marshall's definition in eomformity 
with that of Cannan as an unwary student may tbinlt. 
While Cannan refers to. material well-being, M:lrBball 
is really thinking of Material requisites .of well. being. 
As we have seen, the serviees of lawyers, judges, 
polieemen, etc., are eertainly requisites of well· being. 
but they are not • material' at all They are as nOD­
material as 'well-being' itself. Well-being agclin is. 
of various kinds. One may acquire, for instance, 
highest spiritual flJIII-being by contemplation and medi­
tation without the serviees of the poliee, the magis­
iracy, ete. These then will not be regarded as reqni-
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Bites of spiritual well-being by anyone. Meditatiou 
aud contemplation certainly are requisites of at least 
one kind of well-being N., spiritual. But Eco~ 
deals with neither the material nor the DODo 

material requisites of spiritual or any other kind of 
well-being. Indeed, as we have Been above, it does not 
deal with well-being at an just as no other eciBnee 
does. Its principles can· be tilled, for ioereasing or 
destroying the well-being of any kind just lIl! the 
principles of any other science can be. 

The fifth definition confines Ecooomice to the 
study of the social »peet of making a liviDg. No. 
Elonomica examines the effects of actions on indivi­
duals as weD as on society. In Eeooonri.ca we study 
wants and their satisfaction aloJ:g with many other 
things. Most wants are t'88entially and primarily 
felt by individnals and their satisfaction is a private 
affair. A man can and does satisfy quite annmberof 
his wants by his individual efforts and practically with 
the help of nobody else.. Economics concerns itself 
among other things with the principles 01 satisfying 
these as wen as social or coIIeetive .-aota. ThOB, the 
satisfaction of BODIe of the wants of Bingl~ individuals 
gives rise to as aeriOO8 economie problema aa the eatia. 
faction of colleetive wanta. Aud yet tho! aatWaetion or 
quite a large nnmber 01 wants of individuals have 
pradieally no social aspeeta. The principles of Economies­
apply to an isolated man aa much aa to conectiona of men. 

SeeoudIy, the reference to "making a living' ill 
this definition will make Ecooomica to be a eciBnee or 



professions and ealfmgs- in generaL This would 
exeJude the dilIeussiolJ' of some of the Vl'frJ important 
departments of EcollOlDics such as. 'ConsumptiOD', and 
'Pnblie Finance' from its subjeetmatter. 

The sixth definition. would make Economics "a 
study of wants and the ways in which they are satis­

fied."" This is either too narraw or too wide. It is 
too narrow because it emphasises a little too much & 

particular department of Elonomies N., 'CoIl8UlllP'" 

tion'. It is true that mosUy the aim of IlamaJr actin­
ty is to get satisfil.etion through the use or its pro­
duets. But, in Eoon0mi.C8 we diseoBB many other 
important problema relating tn the PPOductioo. Ex~ 
eflaoge and Distribution of gooda and serville8. which 
are consumed in order to gee satisfaetion. 

On the other hand, tbiB definition is too wide be­
eatIlIe i.t would include many othew things iD Eoonomics 
w&ieh should not really be included. For instance. 
it wol1ld make &:anomies a study of aU wants aid 
every Uring about them. Now &:anomies is ODly 

eoneerned with a particular asped of eertain waof.ll. 
The wants which interest Economies are those for 
satisfying which the available means are scarce. A 
man may feel the wants for air, water, or 80nligbt 
etc. But the means to satisfy these wants are un­
limited and hence no eoonomie pn>blems arise &8 re­

gards these. But wants for food and clothing et& 
eertainly give rise to economic problems beeauae the 
means to satisfy them are I!CaI"IlIe. Evem &8 regam. 
these wants Economies does not study /!!Very thing. 
For inatsnee, it does not care for the spiritual. 
aoeial or moral aspects of satisfying this or that 
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want. It is simply intel'llSted in the study of the 
comparative costs or saerifieea.involved in the varioW! 
ways of satisfying them. A baby's want for food 
may be satisfied by its mother suekling it or by a wet 
nurse. Whatever the way in whieb a partieular 
want is satisfied the question is whether the cost of 
satisfying it is greater than the satisfaction obtained. 
Economies, therefore, is not interested in the ways, 
88 sueb, in whieh the wants are satisfied, bnt in the 
meaDS or expenditure of money, time and other 
material and non-material things, involved in 
different and alternative ways of satisfying them. 
A man may satisfy biB soul by hearing the eermoos, 
or by giving alms or by reading scriptures. The ques­
tion is whieh of these is likely to give the best result 
at the least expeD88 under any set of eireumstanee&.. 
A baby's want for food may be satisfied by its 
mother or by a nurse. The two ways as sneb are not 
important for Economies. It is coneerned only with the 
various" problems of expenditure and the resolt whieb 
each of these ways gives rise to. The mother does not 
compare the amount of her saerifiee with the commer­
cial reward whieb sbe is likely to get for it. Those 
days are gone when ebildren were brought np with an 
idea of getting support from them in one's old age. 
The lesson whieb we, in onr boyhood, learnt in the 
Hindustani First Primer~ .. "Mil baclre"_ Ito gtXI __ 

IV baillri Ir ei. BIJP hqqll J>i rw IuJi IIIIr llahlIJ Irai "_ 

bac"eM jab btuu lrogtJ pp IllrugtJ Iuurt_.. IIlrillugll". no 
longer represents tha feelings of psrents. That last 
portion of "1uJMeII IllrillugtJ " is now gone beyond the 
possibility of return. Children are not brought up 



29 

by their parents with a eommercial motive. More­
over, neither the services of a mother to her baby'are 
included in the calculation of the labour supply of a 
eountry nor is the satisraction rendered by them 
added to the national ineome. But certainly a mother 
would eonsider the cost of employing a nurse and the 
nurse would eonsider the rewards fot her labour. 
These are really economic questions. 

It is true that thesaiisfaction of all wants has an 
eeonomic aspect. Apart from the' direct cost, there 
are other things which one has to go without while 
satisfying any single want in any particular way with 
the limited means at one's eommand. But Economies 
as such' does not deal with every thing about all 
wants and the ways of satisfying them. It simply 
"studies human behaviour as a relationship between 
ends and scarce means which have alternative uses.'"'' 
All eeonomic problems are really and ultimately ·the 
questions of those wants for satisfying which the 
available means are scarce and the ways of using 
those means are various. If wants are limited and 
the means to satisfy them unlimited there would 'be 
no need for studying Economies. But the position 
is just the reverse. Life is short, time, energy and 
other resources at the disposal of man are limited 
and are capable of alternative uses. His wants are 
innumerable. He must therefo~ pick and choose. . 

I We ean, then, define Economies as the science which 
• studies human activity directed to satisfying those 
• human wants for which the available meal}8 are IlC81'Ce , 

-RobiM 'Nature &Del Significance of Eoonomic Scie ......... p. IS....,. 
mil ...... 
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and have alternative uses. In short, it studies human 
activity from the point of view of cost as compared to 
the result. This is why "the definition of Economics 
Viz., that it is the science of price was characterised 
above as making the nearest approach to truth, provid­
ed, of course, that the term 'Price' is taken in a very 
general sense. We can add that the art of cost,ng 

which is very much restricted in its application is the 
direct off-shoot of Economics. Every man compares the 
subjective and objective costs of every thing he wants 
to achieve. It simply means taking the economic 
aspect of the question into consideration. 

This definition truly covers the whole field, and 
"includes all the departments of Economics. Under 
"Production, we study the cost and ways of creatillJ.l; of 
those goods and services, (or making them available) 
which people use and enjoy. Under Consumption we 
consider the satisfaction obtained from thet!e jtoods 
and services. Under Value and Exchange we consider 
how they reach those persons who want them. And 
"under Distribution we study the proportions of costs 
and products, which fall to different parties to Produc­
tion under different sets of circumstanCes. Under 
Public finance we study how the state ensures the 
working and progress of this whole system. 

However, if we ask a further question; what is 
the aim or object of a umn's activity in relation to 
scarce means which have different usesf the answer is 
"twofold. In the first place man endeavours to get 
" over the scareity of means to his satisfaction. He 
" triea to increase the supply of desirable objects as much 
as possible, 80 that his enjoyment may increase. Second-



Iy, he tries W get the m~mum of enjoyment by the' 
nse of me"ns or resources which he has' got alreaC!y. 
Jil"short, the object ill to maximise enjOyment. And if 
&anomies must be' defined in terms of benefit it confers, 
we can say that it "studilljl the causes and cures of 
poverty and the p~riciples or tendencies whic/l people 
follow in their efforts to seIlure prosperit)L.. In this 
~fiIii.tion 'poverty' Bhorild be underStood in the sense 
of scarcity of necessaries of life; and 'prosperity'. is" 
achieved, not when pJverty is only removed hut wheb" 
a man has some surplUs of resources for hill enjoyment­
over and abOVe the necessaries of life'. ThiS last' 
phrase, again, is a very wide one. Its sense need not be": 
narrowed down to food, clothes and shelter; ete. Tbns. 
if a man bas" developed a passion for knowledge, or a' 
-certain kind of sooi9.I' reform without which he cannot. 
live (and Mahatma'Gandhi's love" for" anti-tiritbucbability 
work is a case in point) then most certainly" ilie removal' 
of scarcity ill that respeet is an economic problem and 
he will feel prosperous only when he makes such 
neceesaries available to him as much as he wants.** 

.'Prosperlty', m'8.y be regarded by som"e as equivalent to. "m~teiial wel-:­
iM"e.'· Tbus, this definition moStly conforms 10 that of Prot. Cannan. 
Ho"'ev~. this term is p1'eferable in so far as it does not suffer from the 
misleading associations like 'material' elC. All that is implied in the'" text 
bere. i.e tbat it studies the human tendencies and efforts made to remove 
poverty aud to achieve prosperity. Causes of prosperity or poverty may be 
lJUOl&ll or divine. We are, howeV1tr, simply concerned with tbe selection of 
man's efforts in relation to his achievements. 

It must be admitted tbat ·prosperity of the individnal and the society' 
-has been recognised to be the subject matter 01 Economics from the very 
·early times. The &CCODot of the three schools of thought given above 
brings this out very clearly. rbe mistake oC these and other schools of 
Eeooomic thought was Dot that they had. not understood the true aim of the 
.. ubject but that their interpretation of tendencies and efforts directed to 
.acbieve that end was wroDg. 

··However "We must never forget that the weJ(are of a people is to a very 
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It is worth noticing that even if there is at any 
time no poverty in the world (in the sense of ina1equacy 
of necessaries of life for some sections of human society) 
it will still be worth the peoples' while to study the 
princi pIes of making the available resources go farthest 
in yielding satisfaction and developing those resources 
which tend to increase their prosperity. 

great extent determined by the physical and moral qualities of that people, 
and that it caDDot be tbe economist's business to make known tbe rules to be 
observed in order that these qUalities may be developed. It iI not for the 
economist to lay down the rules of health for mankind. It is Dot his bUliness 
to ascertain the best systems of diet or of education, or to discover means for 
counteracting drunkenness. Some peopJe would include, within the scope of 
economic science everything coDnected with material welfare, however ~ 
mote the coDnection might be. Let it be stated here once and for all tbat 
DO denial of the great value of the personal causes in material welfare is im· 
plied by the excluliioD ~f such causes (rom the scope of economic iDqairy. 

The same course has to be adopted with regard to the natural causes, iD­
dudiug climate, situation, and the fertility of tbe soil, and in fact all tbose 
estemal advanta5:'8S UpOD the presence or absence of wbich the wealth Or tbe 
poverty of many a country depends. We do Dot expect economic science to 
teacb us the rwes which a people should apply in order that a river, which 
has proved to be an affliction. may be converted into a IOUrce of prosperity, 
er in order that refuse which pollutes the air may become the cause of 
more abundant crops. SlIch aD inquiry would be iotetMtiag, DO doubt: 
but the fact tba.t a subject possesses interest even from tbe poiDt of view of 
wealth does Qat bring it witbin the range of economic scieo.ce. 

Tbere are social as well]a.s persona:l ~nd;.'natur.1 causes of weU~beiDg. As 
a c',otributory cause of wealth or poverty in a nation nothing can be said to 
b~ i!'Dalaterial. The moral and physical qualitiee of its people caDDot be 
regarded a3 ilDfDateri<ll; neither caD its natural resources or its Ia.... Good 
Ja1lu. incorruptible judges, and au efficient P31ice are iadispeDsable condi­
tions of material welfa.re; is that any reason wby ecoo,mic science ,hoald 
teach us .. :tat prolfisioQI th~ law 3h.,uld C3Dtaili " ., to be e1feclnal as a 
m,aos of protectia( property?" (Principles of EcoaomiCI PienoD·VoI. 1 
pp. 7-8, 1913 ed_ MacmillaD.l 

-. 



CHAPTER III. 

THE NATURE OF ECONOMICS. 

The term • Economies 'is derived from two Greek 
.~ Dorn-ation words 'Oekoa' which means a household and 
<Ii the ....... • Nomos' which means law.· In Greece 

• OekooomoS' was a person who laid down laws for the 
household, and by Oekonomis was meant the SLi.enee of 
the management of the household. From this it was a 
short step to eall laws laid down for the household of 
the nation as • POLITICAL ECONOMY'. But that 
would imply Polities. and 001; Economics as we under­
stand it to.day. In fact, it was used in the sense of 
• Polities ' for some time. Rousseau used it in that 
sense. Then Sir James Stuart in 1767 gave the term its 
present meaning and in 18i7 J. M. Sturtevantabbrevi­
ated it and called his book .. Economics or the Science 
of Wealth." 

To us to-day, it is clear that the problems of • Proa­
"The liar"", of the perity and Adversity' 'Riches and Poverty' 
Sabjecl. 'AJJluence and Seareity.' 'Well-being and 

Misery , come within the purview of this subjeet. Let 
us explain this with the help of an example. 

Suppose a weaver has produced cloth. Before 
producing it he must have deeided in his mind the use 
which he was going to make of it. He may have thought 
to give it away in charity or present it to his son-in_law 
or wear it himself or sell it for money with which he 

• TIUs derh-ation of !be ....... is ~ Upoll by "every wrilel". See 
CbapmaD •• OutiiDes of Po/jtiesl Economy po 1. 1921,· l.oDgmaD GIeOIl 
.a Co. 1921 <d. . 
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would, buy food ere. If he intends giving it in charity h. 
is comparing his spiritual satisfaction accruing there­
from in this or the next world with the cost or sacrifice 
involved, first in making and then. iD. giving: it away. 
It he is thinking of giving it to his son-in-la.w, 
he' is comparing the enjoyment of seeing those 
dear to him, well-clothed or of being praised by 
hia associates. for his mag.oani.mity~ with the same 
thing ... ., cost or sacrifice as before. Similarly, if be 
intends to wear it himself or sell it. he is comparing the 
eDjoyment which its use. or the use of the value he 
gets for it, will yield with the cost as before. If in an 
or any of these eases the cost is greater than the enjoy­
ment or satisfaction he expects, then he will not incur 
the cost, as he thinks he is not likely to be better-OlI for 
undertaking the manufacture. By incurring the cost 
he will be the poorer. Similarly, there may be different 
ways of producing cloth. And he is lure to select the 
easiest and the most profitsble known to him. 

Now it is sometimes'wrongly supposed that oo1y one 
particular end for which he wants to make the efotli vi6 .. 
for his owo,use or Cor safe. is the economic ODe; . while the 
fact is that any of these ends i ... whether he wants to give 
the cloth to his son-in-law or to a priest or any other 
needy person, is as economic as the one which is p:>pular­
Iy but, as was said above. quite wrongly, suppased to 
be. So long as the satisfaction expected from the 
result is greater, be that ntisfactioD spiritual, physical 
or social, than the cost, the end or motive is perCooUy 
economic. Economic motive is the motive of g;un in 
tlht balance and thia applies te every h1JDlaB activity. DO 

matter whether it be directed to gain of health OP 



of material gocds or III!rviees or flllllll, or tIOlaee to ~ 
lea aouIa. But. apart from the end or,motive for. 
jug a thing, that parIienIar oray .of doing it is the 
-.me one, .rhieb is tbe easiest. Thus, this _ 
pariIoD of the resultaut gaia witII the..t of doing a 
UWlg and the eeIectioB of the 1I1lJII and means of doing 
it indicate tIJe true nature of the aubject lImnistakably. 

The JOOBt promiDeut ~ (If ~ 
The priDcip" of IIIlture _ to be that man waots to 

:::-.:-tbe ':!:r get the greateet amount of I!2ltisfaction 
::- ...... or sac:ri- with the learl possible efforL Tbia is 

the DIOBt eentraI fad in Eeonomiea. If 
there are more ways than one for doing a thing, people 
1ri1l ehoose the euiest. This is known 88 the· principle 
of least B&erifiee'. 

Apparently, there is DO reason to believe that any 
one will cballer.£e thia elementary principle when it is 
stated in soeb ao innoeent way. But it is feared that 
IIOIDe hearts will begin to throb violently when the 
implieation of tbiB principle is pointed out. Aeeord­
irig to this most elementary principle of Eeonomiea 
• Baek to the SpinDiDg 'Wbeel ' movement, upon wbicll 
80 moeh stma is laid by Mahatma Gandhi, is againat 
buman IIIltul'8. l'15ing the spinning wheel is malt 
certainly not the easiest way of producing yarn. lC 
the object ill merely to produce yam it can most aorely 
bI' done at a far anaHer l'IpeDSe of human l'Oerg'y and 
other rt'EOorces, which Bhould he eonae"ed and hue­
banded rather than lavished wastefully. The amount. 
of resoureee thoa released could then be devoted to 
100M! better purJOR. To eondemn laboor ..... ving 
IDBCbjnery on the ground that it creates UDelDp10yment 
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is really a confession of bankl uptey of imagination_ 
Employment in itself is not the goaL We seek employ­
ment because we want to achieve certain ends. It ja. 

no good to make work. Man's wants are innumerable­
and if a way is diseovered to satisfy some of them· 
which involves a smaller expenditure of resources' 
than was necessary before, such a discovery should be 
welcomed as an achievement inasmuch as it opens 
• way out to the satisfaction of certain other wants 
and thus leads to progress. It would be absurd to', 
justify the doing of a thing in a longer way when a 
shorter one is at hand, on the ground that the latter' 
'Would leave us to sit idle for some time. It means­
that we imagine ourselves to have reached Buch 
limits of perf'lction that there is nothing further­
to achieve for which we could bend our resoureea 
thus released.· It is not, however, contended 
that this argument alone is sufficient and tinal to 
condemn II the Charkha" or the .. Khaddar Move­
ment" from the economic point of view. For we 
eannot maintain that in deciding upon the way of 
producing yam, the advantages or benefits of no other 

·Perhaps the following quotatioo from Robinson's It The Structure of 
Competitive Industry II (P.3. 1st ed : 1931 Nisbet and Cambridge Uni­
versity Press) would dot be oat of place bere. .. We ought to regard 
every man added to the unemployment figures U IDccese, .. an achieve­
ment. provided that. we still get as macb as we did before.. It i. out,. 
because the aecond balf of oar indostrial organization. the re-empioymeat 
01 unemployed. bas brokeJ'l down. that we do not 10 regard it. So Ioog as­
tbe CUriDg of the COD~Dent unemployment remains imperfect. tbe gain. 
of effiCiency are worthless. For the same qoautity of thinp pl'odoced by 
eight men wbiJe two stand idl~ is seldom to be preferred to tbat quantity 
p-oduced by ten men. since the leisure is gl'WeD not to thO!e who wi",h too 

enjoy it. but to those who would prefer to be occupied •.. 
This 80tlIlds like Mahatma Gaudhi's worship of the 'Daridra Nuaia·. 

Does n't it? In this CODnectioo I would strongly recommend to the reader 
an ntrmneJ, interesting discussion on-' Shorter Working Time and Va­
employment' giYeD in the March J ~32 Supplemf'nt of the Americ:aD 
Economi<: Review. pp. 8-15 .. 
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trlnd than only that of getting the largest quantity 
with th~ least effort should be kept in view. 'Man does 
not live by bread alone ' and, therefore, eonsiderations 
-of material gains are not the only ones which prompt 
.human action. We have said above that the attempts 
to achieve aU kinds of ends can be studied from the 
economic point of view. And if the object is not 
merely to produee a quantity of yarn but eertain 
-other aims are also eombined with it. such as, political 
-or spiritual, tben from even the purely economic p:>int 
-of view, as much can be said for as against this 
movement. A fnll discussion of this problem canuot. 
however, be undertaken here. 

As has been said in the definition of the subject. 
IDlonomics aims at studying the efforts made by man 
for removing poverty and securing prosperity. Now, as. 

everybody knows, prosperity cannot be achieved without 
80me effort or sacriJiee. But many people, specially in 
India, have too great and too easy a belief in Fate, 
Kismat, KarmlJ or luck; 80 much 80 thst they would not 
make even as great an effort as they are capable of, 
aimply because they believe that they will get what is iI~ 
their Kismat without any special ej'fort on their part. 
Mr. Edwin Montagne rightly described this attitude as 
-Pathetic Contentment'.· On the other hand people in 
the west have a greater belief in the eommon saying 
that" man is the architect of his own fate". They try to 
find out why they have only as much of the amenities of 
this life, and not more, and-how they can increase them. 
They are driven by th/4t Coree which Marshall calIa 

·Perham. this frame of mind is the result of incuIcatiOD. for hundrecb of 
yean. of the doctriD.e of renUDCia.tioD, aDd redocUoD of wants. It ~ 



~mvine' discontent'. 
,poverty •• 

The statement 
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They try to remo.ve the cause~ of 

that Economics studies th~ 
1. Eco~om.ics a causes and cures of po~e.rty ete., should 
!~~ince or an not mislead anyone i,nto thinking that 
~nomies teaches any remunerative businesll. A.l.­
\hough it disClusses Banking, IQternational Trade. 
Speculation and many other eoncrete subjects it does 
not undertake to enable a man to become expert in 
any particular business. It is true that a knowledge 
-of its principles is very useful in all kinds of business 
:yet just li,ke all other sciences it embellishes the intel­
lect of a person rather than teach him any particular 
art. Economic principles are at work everywhere and 
at all times, although the manifestation of their work­
ing is not always quite apparent. All business men, 
-nay all men and women make use of economic princi­
ples in their daily work. The law of gravity works 
just the same, whether anybody has studied Physics 
and recognises it in a ease when a physical object falls 
to the ground, or whether one does not know this law, 
but ~ts according to his general experience. Similarly, _ 
in all economic efforts of men, the 'law of minimum 
sacrifice' and the motive force of self-interest (in 

thought that the practice of renunciation was necessary for attaining 
'spiritual w~lfaRI' ~ w:itbout it one could Dot practise coDtempJ~olL 
.and meditation. HIS attention wouJd·1Je attracted towards worldly objects 
ii> the absence of whlch be would feel miserable. 0/ _. ·""irit,. 
welfare' was thought to be of higber value than worldly prosperity. it "is 
DOW realised that there is DO muhlal conflict between ODe kind of ·welf. 
ud another. There are many really Doble souls among the ricb .. The 
conflict arises only when people get 10 much engrosaed ill one kind or 
welfare as to forget every other kiDd. It is. however doabtlul how !aJt 
the spiritual welfale attained by a very few penons in this world by 
means of practising telJ,unciatioa has heeD a suBicieDt compensation for 
the loss of prosperity 0/ snch a large number 0/ people dne to this 
att!tude of passivity and fatalism. and whether that has belped in any 
imp<>rWlt way thooe multitndes 0/ people in attaining evea a panicle 0/ 
~iritualweJmre. . 
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IIOme instances sufficiently broadened and ellligbtened) 
are· working, whether auyone is aware of th~m or not. 
The only advantag-.but which is by no means an un­
important one- is that in ease one has made a syste­
matic study of any science, one can take greater 
advantage and develop several arts according to its 
prineiplts. Economics, therefore, is a science and not 
an art of any particular kind of business. 

It must, hO'l'lever, be pointed out that there is no well­
marked liDe of demareation between the Art and the 
Science of Economics. As Pierson remarks:" ......... NO' 
dear boundary line ean be drawn between explaining 
and prescribing economic rules ...... Is there any wide 
gulf between" pointing out the merits of a single 
monetary standard as contrasted with the evils of the 
Qouble standard and statiIl.g the conclusion in the 
indiestive mocd such as • that the double standard has 

,Ainjurious results' on the one hand and making • a 
statement in the imptrative mood enjoining the use of 
one metal only 8S a standard, 'on the other! .. An 
advceste of the doctrine of free trade will show .. the 
evils of the J olicy of protection. .. Is it material 

I whether he puts his conclusion in the form of a 
\Jltatement, that protection is harmful, or of an injunc-
\ion not to adopt proteetion ......... Indeed, the ultimate 
object in view in the study of Economic 8cience is to 
1lllow light on economic questions of a practical 
Dit.~i:e ...... The function of Economics is said to con­
mt "'ilI making known the rules to be observed for 
promoimg ... prosperity. Every science has ita 
eorresMnding Art; 110 has Economics. But in this 

• PriD~iPIH of Economics. Vol. I-pp. 3-4. 1913 eel •• MacmillaD. 



case the difference between the two is ~ot quite 80 
prominent as in some others. 

Similarly it may be argued that" on aceount of 

Is it Science or recent developments in philosophy 
Philosophy 1 and science we are fo-day agai.neoa. 

fronted with the important ,.questiOD 
JUI to whether eeonomice is really a science or only It 
study of values akin ,to phi\08~phy propeJ:. If eeon!). 
mice is a science .comparable to physics or chemistry, 
for example, applications in both private and publiq 
life may be possible; if not, the practical value 9i ~'" 
nomic research must be slight, whatever our.ilitbrest 
in it ~ on other grounds."1 The business tt' philo­
sop~ is to attempt some sort of construction in the 
light of acquired knowledge of some special problem 
so as to have the largest view possible. Knowledse of 
disjointed facts, however vast, is no good guide for 
futu~ policy or action. Man tries to gain from hi, 
past .experience of particular events. He collects 
similar experi.elilcee together and formulates rul/ls COT 

future conduct. He has a craving for the syooptie 
'View of reality. The attempt to attain this view is 
the proper sphere of philosophy. 

Besides, philosophy includes problems of value, 
morality, beauty and knowledge. Originally philoso­
phy included the whole realm of knowledge, At the 
present day it contains only the residue of proble!118 
which cannot be put to the test of observation and 
experience. Frequently it happens that a number of 
hypotheses fit the facts aU equally wplI. All the avail­
able evidence confirms every one of them. Therefore, 

(1) Bouk., .. A Critique of _mica ••• Prdaee. pp. vii, M .... nlaD.-
1922. New York. . 
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mere experiences cannot serve as the means of con· 
firming or refuting one. This, however, is the essence 
~of science. 

Every seience deals with particular problems. 
'Science is concerned with the things as they are. It 
does not think that its duty is to diseuss the value of 
jlhenomena. Here we are simply concerned with pro· 
blems which' can either directly or indirectly be brought 
to the test of observation and experiment. Hypotheses 
m~st be verified. A hypothesis which cannot be put 
t,() the test is )larren. 

SCien.ce is. essentially specialised in its nature. 
The motto of science is to divide up problems intq as 
many minor fields as possible. It is true that every 
group of problems is to be sooner or later intimately 
-eonnected with some other group or groups of pro· 
blems. No man can really know his seience if he 
knows his seience only. Still we have to concentrate 
attention on one group of problems, for the most part 
ignoring all other problems. It is only by such 'iaoi~ 
tion that v,:-e can draw generalisltions regarding lny 
group of problems. ~; : 

The world of reality is a uni\'erse in which every 
thing is, in one way or the other, connected with every 
-other thing-in which an,. thing might conceivably in· 
fluence any other thing. Hence in studying one aspect 
-of reality we must always bear in mind that the pam. 
eular group of facts which we are studying might be 
inIIuenced by many other facts which for the moment 
we are not considering. It is, therefore, very impor­
tant to lcarn not only how to break up, bnt also how 
to put together. Science is often blamed for failing 
to anticipate one thing or the other. The scientist can 
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<consider his problem only in the light of certain 
lmowledge. By overlooking certain possibilities. 
-the results anticipated do not tally with the actuaL 
In this sense, of course, every science is abstract. In 
~ery science we study some group of facts and we 
abstract them from other facts. Some sciences are 
more abstract than others, but all sciences are 
6bstraet. This abstraction brings penalties; 
~nticipation8 based on certain facts may be falsi­
ned by the influence exercised by other factors which 
we did not take into account. We have frequent ex­
amples of this in Pure Economics where pure econo­
mic facts are often influenced by facts which are not 
-economic, and the total results therefore do not con· 
form to the anticipated results. 

From this it is clear that for the advancement of 
knowledge we have to do both things viz •• split up 
-complex phenomena for the purposes of study as well 
~ to join the results and then generalise. In the 
o&tudy of every group oJ: specialised problems there 
.flomes a point where these become inevitably phil()S()<. 
phical problems, whether it be Biology, Chemistry or 
Physics. We reach a point where the hypotheses can 
Dot be tested by reference to observation and expeii­
ment. At that stage the question which may be nnder 
investigation at the momllDt becomes philosophical. 

It is true that in Economies we cannot control 
experiments in the same sense in which they are eon. 
trolled in Physics and Chemistry. Besides, the introo 
duction of the element of time in economic exper{L. 
ments leads to the creeping in of uncertainty. We call 
not but allow considerable time to any factor in ao 
eeonoDlie experiment to produce its full effects. A12d 



"When this ill done we are never quite IIUl'tl that in the 
.mean time certain other factors have not worked their 
inliuence 1lIIDOticed. And yet for disentangling the 
maze of human motivea and discovering truth about 
-the eeonomic as wen as any other aspeet of human act.­
ivity we most make experiments. A shop-keeper 
makes experiments by lowering or raising prilleB of his 
-wares in hill attempt to muimise profits. A finanee 
member makes experiments witb regard to his plans of 
taxation. A manufaetnrer makes experiments with 
reduction of hours or raising of wages or introducing 
other changes in the organisation of his factory and 
so on and so forth. . 

Unless the nature of man or of this universe 
ehanges, the study of auy complex of problems will 
always yield the aame result. This belief in the 
lIIliformity or unity of nature ill the fundamental 
basis of generalisation. If a certain set of eonditiona 
-does not lead to an identical result every time. we begin 
to BUSpeet the introduction of some eountraeting forces. 
All social sciences like Economics and Politics, how­
·ever, BIl1fer from the fact that man is always eha~ 
At one time human nature may have been taken as 
c80Dlething fixed and unalterable.. It is no longer 1'6r 

garded like that. On the other hand, it is now estab­
lished beyond doubt that human nature, to II very 
great exten~ is mouldable to any shape or form.' In 
a very large measure it is the result of environments. 
But at the same time Bodden changes are not expected 

-even in human nature and generalisations bssed on 
~riment and observation re.,<>arding man's reaeIion 
-to certain conditions are fairly accurate. 



Inasmuch as Economies splita up the study of 
lluman motives and only a particular aspect of human 
activity comes within its purview, inasmuch as it 
isolates its subjeet-matter from other branches of 
knowledge and lays down ita own laws and c&noDS, in 
-asmueh as it arranges facta in a systematic way for 
studying their colleetive significance, and inasmuch 
as it attempta to test the validity of general proposi­
tions known as hypotheses in the light of facta, it, is 
tlndoubtedJy a science. 

However, as in the former case, viz; the question 
whether it is a science or an art, it must be pointed 
out here again that there is no real conflict between 
1L science and a }Wlosophy. Science leads to reflection 
and theorising on the basis of facts and these, in their 
turn, provide guidance for future eonduet in particular 
situations. Both are then eomplementary rather than 
.contradictory. .. 

Inasmuch as Economies attempts to take a synoptic 
view of a man's relations of a particular kind 
with his fellows and with the universe,' it may be 
1iescribed as a philosophy. But as ita eonelnsions 

,;relate to individuals as well as to groups of individuals 
and as it does not aim at studying all kinds of social 
relations it cannot be described as a eomplete philoso-
phy of society. . 

Economies is a philosophy as it eonsisU! of theories 
reganling human actions actuated by a certain kind 
<>f motive. It is a scienee as it attempts to analyse 
and test theories in the light of facts and experiment&. 



CHAPTER IV. 
THE SCOPE OF THE SUBJECT. 

Some writers have separated the discussion of the­

'rhe Scope of 
Economics: 
Its relation to 
0Iha- sciences. 

seope of Economies from its relation to­
other branches of knowledge and have 
mixed up the 'nature' of the subject 
with its scope. We have, on the other 

hand, discussed under 'nature' the kind of problems 
with which-Economies deals. Under 'scope', therefore, 
we shall show the relation of Economics with other 
llciences and thus indicate the particular field covered 
by Economies as distinguished from the field coverecf 
by other sciences. 

Let us represent knowledge as a 
whole by a circle. Then every 
single branch of knowledge will have 
to be represented by a smaller circle 
or area within this wide circle. Thus 
the seope of any branch of knowledge 
ean be ascertained by ex~ining the 
relation of any cirele with the Jarges 

88 well as with all other cireles.-

No~ sciences may be divided or classified broadly 
aafollows:-

(II) Physical seiences dealing with objects in 
which the manifestation of life is not appa­
rent to the naked eye, such as Chemistry 
Physies ete. ~ 

(b) Sciences dealing with objects in which mani. 
feststion of life is quite obvious, such as 

·.S~milarly the nature of any b ranch of knowledge can! be known by-
exanllom.g the contents of its corresponding circle. .. 

45 
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Biology, Soeiology (in the narrOw sense)~ 

PolitiClS and Economies. 
The latter class may be further sub-divided into­

sciences:-
(i) Dealing with the physical st.rueture of living-. 

bodies, such as Biology and Medicine. 
(i;) Dealing with the motives underlying the 

relations of individuals with one another and with 
inanimate objects. These are PolitiClS, Soeiology, 
EconomiClS ete. 

Thus by examining the scope in this way we are 
also led to make our idea about its nature more vivid 
beCl8use 

(i) From this classification it is obvious that. 
EconomiClS is a science dealing with thOIl& 
relations of 'man' with his fellows and with 
other objects of the world which are based OJ) 
the motive of gain. . 

(h'f But, although it makes use of ali -othe; 
sciences, it cannot be said to study man eo~ 
pletely. It studies only one aspect 01 hi&. 
activity and that aspoot is his motive to re­
move scarcity and secure prosperity, i.e.,. 
increase his possessions on the one hand and 
his cap3City to enjoy them on the other. To­
obtain possessio~ he is required to put in 
labour or part with some other material or­
non-material possessions. Economiea studies 
how he tends to reduce to the minimum his. 
labour or those possessions which he has to­
part with and increase to the maximum thOS& 
which he wants to obtain. 
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Now let us delimit the field covered by Economics 
more definitely. 

We shall take some of the branehes of knowledge 
and see the connection between each of these on the 
one hand and Economics on the other. Let US first 
take Meehanics. 

"In the 18th century almost aU sciences including 
Mechanics and Economics were modelled on the mecha-

, Economics, nieal conceptions. Even today there is a 
tendency to regard economic matters as meehanical. 
For example, 'fool.proof' schemes of managing cur­
rency are based on this kind of conceptions. But the 
human society is something which progresses and 
develops and things which dominate human develop­
ment at one period may become quite unimportant at 
another period. The rule of brute force is not quite 
as important as it was in the past. The same is the 
case wit.h competition." Changes in human society 
are brought about not by an outside force as is the 
case with changes in a mechanism; but by its own will 
to adapt itself to changing circumstances. A machine 
has no will of its own, but "a society often sets to 
modify or counteract tendencies, once it has discovered 
what those tendencies are." The motive force behind 
human activity is the wants of man and the scarcity of 
means to satisfy them. The motive force behind the 
activity of a machine is the fuel-an inanimate object. 
It is true that a human body requires feeding as much 
as, and more than, a machine, yet the reactions of feed­
ing on human bodies are obviously different from 
what they are on a machine. Beyond a certain 1'8-
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semblance in some points, there i. therefore nJ tunda­
mental connection between Eeonomics aQd Mechanics. 

" ..••.. It is espeei.ally needful to remember that 
-eeonomie problems are imperfectly represented when 
they are treated as problemll Qf statical equUibriUlJl 
and not of organic growth. For, though the statical 
treatment alone can give us definiteness and precision of 
thought, and is therefore a necessary introduction to a 
more philosophic treatment of society as an organism, 
it is yet only an introduction"· " •••• And the forces of 
which Eeonomics has to takE! ~ount are mJre nu:n3r. 
ous, less definite, less well-known ani mJre diverse in 
eharacter than those of Mechanics."·· 

There is a great analogy between these two 
seiences. The foree of self-interest 

~=ci: .' and oeeupies the same place in Eeonomiea 
as the foree of gravity does in Physics. The fore& 
of self-interest is eonstantiy at work in all kinds of " 
eeonomic activity. In some eases it is more ~arked, 
in others less so, but it is always there. Just as in the 
PhysieaJ. world the force of gravity keeps things 
in space and prevents them from fiying, so self-interest 
in ordinary life makes people do what they, think 
would pay them best. The foree of self-interest, 

",1!owever, is not as measurable as gravity. Eeono-
·-.~.".~8 is, therefore. a less exact seienee than the 

physical sciences. And it may be noticed that 
'self interest' in qnite a large majority of ~ 
broadena out at once. For example, if a man bY a 
family, his actions Iffll largely based upon the desire to. 

"ManbaII: Principles. p. 461-8th ed. MacmilJao •. 
""lbid p. 172. . 



make proper proVlSIon for his wife and children. 
This kind of normal family takes the edge off the 
doctrine of self-interest. In Buch eases self-interest 
becomes the interest of the family. In some other 
eases it becomes still broader. Thus we have larger 
groups coming in. Here we have collective forma of 
life whose .interest is taken into aeeount. Group 
loyalty and collective spirit modify the doctriue of 
self· interest still further. But if we expect too much 
from individuals or ask for too great a loyalty to these 
coTIeetive ~roups, the loyalty might break down and 
individual self-interest may assert itself again. 

Jnst as in the physical world the solid, liquid 
and gaseous bodies or substances can be tumed 
into each other, similarly Land (the gifts of nature)", 
Labour and Capital, the three relluisites of economic 
aetivity, are converlt"ble into each other. These three 
terms will be explained later. Here let the follOwing 
example suffice. A man may sell off all his possessions 
and educate himself or his sons, who become more 
efficient in work for that reason. Here Capital is being 
tumed into Labour. If he or his sons again buy up 
those or similar possessions with the proceeds of what 
they esrn with their work they can be said to be con­
verting Labour into Capital And, again, as soon as a 
free gift of nature is appropriated it beco:nea Capital. 

But, apart from this analogy. Economies is still 
more fundamentally connected with Physics. 10 faet 
it is grounded on the discoveries of physical sciences in 
so far as those d~eries may have any effect on 
investigations regarding the alternative ways of doing 
~ or re~i~ the: ~fferent uses to whiell ~ 
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available means can be put. Thus both Physics and. 
Chemistry, in fact, all sciences, increase the field of 

choice and satisfaction. They help man in getting over 
seareity of means and seeuring prosperity. Eeono­
mies, for instance, treats of differential returns from 
land ete. The law relating to this investigation is 
known as that of Diminishing Returns. Strictly speak­
ing, it is a physical law. Eeonomics is concerned with 
the increasing or deereasing tendency of the product 
yielded by the different proeesses of doing a thing 
carried to di tferent stages. Again~ the diseoveries of 
the geologists and the geographers also interest the 
economists in the same way. They widen the field tor 
seeuring prosperity with the help of increased re­
sourees thus made available. 

There has been raging a great controversy round 
E.hics and the relation between Ethies and Eeono-

Economics. mics. They have a great deal of common" 
meeting-ground inasmuch as both of them primarily 
interest themselves in human conduct. But their 
relation to each other has been questioned_ Indt'ed, 
people have gone 80 far as to say that there is a 
conflict between the two. Adam Smith thought that 
Ethies is based on sympathy, whereas the science of 
Eeonomies revolves round self-interest. Apparently 
it we pursue one, the other is neglected. Those who 
say that they have no connection or are even mutually 
conflieting not only believe that Eeonomies does not 
take account of ethical considerations but al80 that it 
should not. Thei" idea is summed up in the popular 
88ying that "business is business." In fact these people 
Itave a vel'f narrow conception of Eeonomics. They 
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'J'llgllrd E,eono~~ as ~ !lCi~p/lIl pf ~~~ip'on of 
.JPlLterial reso~ which they tre.!l~ as wealth. They 
thinlI: that this kind of 'wealth' acquired in whatever 
manner leads one to command ;respect from one's 
fellows, as in thi,s way one becomes powerful. This 
idea is strengthened by the increasing difficulty of 
ascertaining whether one is profiting from the use of 
:so.me immoral means such as sweating and exploitation 
()f the weak. Modern business is becoming more and 
mora complex every day and a man finds it impossible 
for him to counteract its evils. Thus he gives up the 
attempt and begins to believe that morality bas 
tlothing to do with business. Easy beliefs like these 
lead one also to another eoDlllusion fIis., that it iii 
1lSeless to meddle with the operation of economic laws, 
'because whatever a man may do he cannot eseape froID 
their inexorable consequences. 

This attitude of some economists led Carlyle ana 
'Ruskin to Iauneh a sweeping attack on Economies. 
'l'hey treated it as the science of mammon. If it was 
to serve any useful purpose they thought it must 
fLnswer the ethical question: What is welfare;' 
'fheir attack has served at least one good purpose. It 
bas emphasized that the ~quisition of material objects 
must not be ~ga~ed as an end in itself and that the 
tendency to so regard it leads to sacrificing the pro­
-ducer to the 'product. 

It i, nQw realised that symp~thy and self.interest are 
1I0t real}y conflicting but complementary. 'Honesty', 
lor instaD!le, which Et'hicsapplauds, bas 'OOme to be 

• At p ....... two ,troDg advOcates ol this view .... Rawlrey "". Hoboon. 
!; Clay: Eor/DOJIliCS to, ~ ~C/l~ Jl.oa.du. "". +10, ~. w~ 
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realised as the best policy even from the economic point"" 
.of view. It is shortsightedness for an advertiser 01' 

.a shopkeeper to cheat., and lose permanent custom for 
the sake of a transitory gain. . 

But it is easy to go to the other extreme and 
regard Ethics as laying the boundary lines of Econo­
mics. Thus the advocates of this sehool would say that; 
nothiIig which is ethically wrong can be economically 
right. The real parting of the ways between Econo­
mics and Ethics comes when it is realised that Ethics 
deals with the selection of ends and ideals of human 
conduct while Economics explains how men tend to 
.achieve those ends. It is, therefore, concerned with 
means rather than ends. However, if we study meana 
without reference to ends, then certainly there is a 
real danger of our confusing the former with the 
latter. For example, a miser thinks that a collection 
of money should be made for its own sake. Similarly, 
.accumulation of gold or other kinds of material objects 
hlill very often been regarded by several countries 88 

the achievement of prosperity itself.' As a matter of 
fact all economic goods are merely means to an end, 
.and we can praise or blame a society only after find­
ing out what nse that society is making of those means. 
In the stress of life ethieal considerations are some­
times forgotton in econon:iic matters. If there were 
no possibility of modificstion and adaptation of human 
-conduct with reference to ends, then, but only then, it; 
would certainly be useless to meddle with the opera­
tion of economic laws and to pay attention to ethieal ~ 
-considerations. But we find" that the economic orga­
nization in the past has been moralized by the direct 



action of the State" 88 well as "through the econo­
mic actions of individuals: the abolition of slavery, the 
reform of the early factories, the disappearance of 
infant laboUr in minep, the regulation of chngerous 
trades, the prevention of deleterious adulteration, the 
prevention of exeeasive drinking" -are all instances in 
poinl . 

There is indeed no such thing 88 an 'COMmie _y 
of doing a particular joh for all times and climes. The 
determination of the economic way of doing a thing at 
any time depends upon the end selected at that time. 
There is an economic way of acbieving a moral as well 
88 an immoral end, The selection of an end is the task 
of Ethics and when that baa been done, our next task 
is to study the tendencies of men's efforts directed to 
acbieving that end. This is the function of Economica. 
It must be clearly noticed here that the achieving of a 
particular end is not the business of Economics That 
is the funetion of an art. All that Economics dol'S 
is this. When an end is selected-and it matters 
little what this end is, whether it is moral or spiritual 
or immoral or material- we begin to study the ways 
and means at our disposal for achieving it 1lnd to what 
extent other ends are likely to be affected by our 
efi orts in anyone direction. The function of Economics 
is confined to facilitating the latter study. It explaina 
how men tend to select the easiest way of doing a 
thing. Then comea Art with its rules which people 
follow in uaing the means to gain the end in view. 

Let us explain all this with the help Of an example 
from Phyaica. ·ThE' Law of Gravity does not tell 
us whether we ahould or should not lift up a weighl 
·clar: Ecoaomia for the Gen .... Reade<. pp. 445. llacmiIIaDs, 1920 od, 



Nor does it tell us what we should do to lift it up. It 
we should do so we must have some purpose, some 
aim or 'end' in view. Once we are clear in our mind 
about what we want to achieve we can directly study 
the art of lifting. But a study of the law of gravity 
helps us in understanding and appreciating the rules 
of the art of lifting weights and it also enables us to 
improve upon the rules of the art known so far. 

Similarly we must decide why we want to 
acquire thia or that kind of material or non-mater­
ial means or remove their scareity. This is done by 

. Ethies. We can then either directly proceed to 
acquire a particular object and thus learn the Art con­
cerned, or we can study the law of supply and de­
mand, 01' the law of wages, 01' the law of substituion 
et e. in relation to the object in view, and then practise 
the rules of the particular art. 

We, therefore, come to this conclusion. That in 
selecting an end or deciding a policy 01' a course of 
action we make use of the principles of Ethics. It is in 
accordance with our notions of morality 01' the aim of a 
fuller life that we decide whether we should go to 
the church or practise charity or direct all our resources 
to obtaining food ete., and wbether we ~hould resort 
to robbery or an honest trade for getting the means 
of sustenance. Of course, the way we select affects our 
morals as much as our morals affect our choice of the 
way itself. Robbers are actuated in their work as 
much by the economic motive vis., to get over scarcity 
of some kind e. g. that of means of sustenauce, in the 
easiest way known to them as by their notions of mora. 
~t1' The ecoQomiq motive is ~ther to be blamed nor 
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praised. Blame 01' praise is earned by meg foijowi.Qg .. 
particular art. Just as Physics and Oh!lmistry IlILM9t. 
be blamed or praised for the use which people make of 
their knowledge of these two sciences fol' the pUrpollllll­
of warfare, and just as the law of gravity is neitheI! to 
be praised nor blamed if a careless felJQw losell bill­
fife by falling into a well, similarly the principl~ Of 
Eoonomica should neither be blamed ftorpraised if they 
are seen working in lIuch a way as to Iliad to the aa.­
truetion of some higher and nobler q1Jliliti,~ of man in 
some cases. Ethics probably requires that there shoQld 
be harmony of motives in a man's life, But if a JJIIl.Jl 

deliberately chooses an ec.eentrie behaviour, a knowledp 
of Elonomics would certainly facilitate pis ~ving 
that enc! alao. In Economics we study why a man 
adopts & certain proportio!l in the distrib~tion of l$ 
resources for achieving various ends, or how muc}l 
stimulus a certain end gives him for expenditure of 
his resources towards aChieving it. Principles of Ec0.­
nomics enable us to study as much the behaviour 
of primitive people as that of the civilized ones. 
They are at work in economising speech and. 
husbanding time etc. as much as in securing food, 
shelter and clothes. Thus, while we make use­
of the findings of any science necessary for OUl'" 
purpose :in taking a course of action, the priociplea 
of that science neither dictate nor prohibit that course. 
Whether we should or should not adopt any particular­
course is certainly an ethical question. But a study 
of what is, or what sctually happens, and why, has. 
certainly nothing to do with ethics. In Elonomics. fol'" 
instance, we do not undertake to study whether prices. 
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should rise and when they should rise but only why 
and when tbey rise. We are not concerned whether a ~r 
man should or should not buy more of a commodity 
when its price falls or whetber he should or should 
not demand a higher price for his work and wares 
when tbeir prices go up. On the otbel· hand, we simply 
want to know how he behaves under certain influences. 

We must, however, remember that in actual life 
tbe influence of ethical, economic and other motives 
are 80 blended tbat tbey cannot in practice be separat­
ed. It is only for tbe purposes of study that we 
imagine tbeir separate existence and that to try to 
achieve anything by resorting only to ways and means 
which our morality justifies is as necessary as to 
select tbe aim itself in accordance with the principles 
of Ethics so that the higher and nobler ends of life 
may not get blurred from our sight. 



CHAPTER V. 
THE SCOPE OF THE SUBJEOr (continued). 

PsyChology is the study of .meutal p~ess~ 
""Psychology aad The subject-matter of Psychology is how 
.Economics, we think, or the reactions of mind to 
different stimuli. Some economists like Jevons have 
treated Economies as a kind of applied Psychology. 

-No doubt, a very intimate connection existS between 
~syehology and Economies. Economics treats of 
things like 'wants; 'effort', 'satisfaction' ete. An 
'these are as much psychic phenomena as physiea:1. 
-.In 'Production' we study how a man compares the 
.efforts and sa.erifiecs involved in bringing an economic 
. .good into existence with the satisfaction which is 
:likely to aeerue from it as well as the efforts and saeri­
titleS involved in the different ways of doing a thing. 
"rhe theory of Consumption is nothing but the appliea­
-tion of the Law of Diminishing Marginal Satisfaction • 
..Tevons's treatment of Eeonomics as applied psychology 
-is in fact based on his giving magnified importance 
-to this department. He reduced Economics to 'be the 
-ealculus of pleasures and pain. Even if we do not go 
-so far as Jevons, we must admit that the importance 
-of dealing with the psychological phenomena on which 
this branch of the subject rests is great. 

" . . If th~ .economists exclude consumpj;io~ 
lrom express and psychologi~ treatment, they leav!t 
,1!Of)IIl for and a.b;nost invite popular fallacies such as 
-t,b.e statement that what people want they wUl pa,? fo.r, 
~<J that tb,e~fore all subsid~ing is ~ waste of effort. 
~J,ld is IIog&inst PoJ.ititl!\l Eeonl)~y'. Here tb,e datury. 
is that if one and the same man wanta A as much as 
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he wants B, he will be willing to give as much for it, 
:8ooner than go without it. From this datum certain 
·conclusions as to market values and the commercially 
wise direction of efforts and resources are deduced, 
.and these in their turn are reinterpreted into the 
.statement that if one of two men is unwilling to give as 
much for A as the other is willing to give for B, tben 
·the first man does not want A as much as the second 
wants B, and it would be wasteful and mistaken 
.philanthl'Opby to supply No. 1 with A rather thln 
No.2 with B."· Psychology teaches us that "No one 
ean compare and measure accUrately against one an­
.other even his own mental stltes at different times: 
and no one can measure the mental states of an~ther 
.at all except indirectly and conjecturally by their 
effects __ For instance, the pleasures whieh tW() 
persons derive from smoking cannot b3 dir~t1y com­
pared: nor can even those which thc same person 
.derives from it at different times __ " All that 
Psychology enables us to Sly is thlt "if we find a 
man in doubt whether to spend a few pence on a cigar, 
or a cup ot tea or on riding home instead of walk­
ing home, then he expects from them equal plea­
sures". __ Or"if the desires to secure either 9f the 
two pleasures will induce p"--Ople in similar eire"". • 
.starICu each to do just an hour's extra work, or will 
induce men in the sam. rank of life· and with Ih. sa'''' 
... atIS .ach to pay a shilling for it; we then may say 
that those pleasures are equal for our purposes, 
because the desires for them are equally str.:lng inceD-

.Wiclmeed: 'lb. Commoa Sen.. of Politic:al _y, Vol. D. p. 
"768 RoatJedce 1933 ed. 
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tives to action for persons under similar con­
ditions."· 

Similarly 'value' bemg a function of 'demand~ 
(along with that of 'supply') is intimately connected 
with the psychological fact of 'want'. Even the 
objective concept of "Value' as a ratio between two­
quantities which exchange for each other (lIlDDot be 
divorced from the concept of 'demand' (and that ot 
8upply). In the ultimate analysis, therefore, the 
PsYchological fact of effeCtive Iwant' which is nothing: 
else than 'demand' plays an important part iil the 
department of Ivalue '. In the same way under bis . 

. tnbution we study hOw people try to select and 
Change their ooeupstiomi dl- prores~ionS according to 
their expectations of adequate proportion of ilie pta­
duct falling to their tot, in each of thetn. 

From all this it must not, however, be lnfe!Ted. 
that the validity of the Laws of Eoonorilieil depends. 
upon any particular ps~ehological doctrines.. If that. 
were so, then every time when any important pSy. 
chological truth is di~vered, Eoohomies will have to­
be rewritten trom one end to the other. The econo· 
mist need not discusS l'why the human anitnal. attaches. 
particular values i~ this bebaviouristici sense to p-arti. 
cular things •.•. That may be quite property a. 

question for psychologists or perhapS even physioio. 
gists. All that we need to ass:IIne is the obvious fact. 
that different possibilities offer different stimuli to 
behaviour and that these stimuli (lIln be arranged in 
order of their intensity."· Psychology, for instance. 

"Manhall: Principal.., pp.I5-16. Macmillan. 1920 ed • 
• . Robins: The nature and significance of Economic Science. p. 86 .. 

Macmillans. 1932. 
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studies the pleasant sensations which follow from. 
hearing music. The why of these sensations may­
also be studied by physiology. Economics simply­
assumes these but it goes lfurther, and com­
pares and Vieighs them Viith some others which are­
unpleasant ones and which a person is willing to­
experience in order to have the former ones. 

Our conclusion then is that while Economics. 
borroVis a good deal from Psychology, it ill not the 
duty of an economist to investigate the problems or 
Psychology. The economist assumes many psychologi­
cal facis, but he need not explain or analyse them. 
They are in a sense the basis, but not the subject. 
matter of his reasoning. He takes them as his data. 
but does not establish them as his conclusions. "The 
economist starts with both psychological and physical 
data, which he need not ~alyse, provided he has. 
satisfied himself that they are true. BuL_whereas 
his data are partly physical, his quresita are, in the 
last resort, wholly physical. The laws of political 
economy, then, i.Jeing ultimately laws of human con­
duct, are psychical, and not physical; and therefore 
psychology enters into political economy ,On some­
thing more than equal terms with physical scienc& 
and technology. If. 

··Wicksteed: "Common Sense of Economics," Vol. II. pp. 766-67. 
Routledge: 1933 ed. 
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There is a great 'conneeting link between Econo-
mics and Politics. The department of =- ond £co. 'Public Finance' is now universally re­

garded as a subjeet on the border lines of both these. 
In the first chapter we also saw how in Germany 
Economic thought was first provoked by financial 
considerations for the state (or the Emperor). 

Thought ou economic matters is greatly influene­
ed by politieaI considerations and it is eqnally true to 
say that economic considerations alter people's politi­
cal ideas a great deaL At one time in the history of 
England, for instance, fish diet at regular intervaIs 
was made compulsory so as to enconrage fishing 
industry which led to England's becoming a first class 
maritime power. And again the Fascist regime has 
led to new economic doctrines which are neither social­
ism nor pure individnaIism. These are instances 
where political machinery is influenCing people's ideas 
about economic matters. The politieaI party known 
as Tories are described as 'Individualists' or believers 
in 'Free Enterprise' whereas 'Laborites' are generally 
all sociaIists. No doubt, as time passes, these distinc­
tions tend to get blurred. But the influence of political 
machinery on one's economie outlook and ideas is un­
miBtakeable. Similarly when a country prospers under 
any kind of governmen~ it natnralIy begins to believe 
its own fonn of government to be the best. ParJia. 
mentary government has for a long time been regard­
ed as perfect. The examples of Russia, Italy, Turkey 
and now Germany are shaking the foundations of this 
belief. Here economic gains seem to change political 
ideas. 



62 

As Seligman remarks: "Finally it was recognised 
that political life itself is closely intertwined with the 
economic life, and that the forms as well as the prac­
tices of government are profoundly influenced by the 
conditions of 'Production as well as by those of 
Distribution. Economic facts would then be the 
cause; political phenomena the result. On the other 
hand, since all modern economic action is carried on 
within the frame work of the state, when we deal with 
any practical economic institution no final solution oC 
the problem can be reached until the effect of political 
conditions be weighed ..•.• There is almost always a 
distinct interaction between the two. It is a necessity 
for the publicist to comprtlhend the economic bases of 
political evolution; it is the business of the economist 
to remember the political conditions which effect 
economic pheonmena."· 

The connection between Economies and Polities 
has, however, been exaggerated in the past on 
acCount of the confusion which was caused by the old 
name 'Political Economy.' Here the term 'Political' 
simply meant 'social.' Economies was supposed to 
take account of social relations. A nd as tIie relations 
of the individual to the state are also after all> social 
these two sciences were more or less regarded as twins 
if not altogether identical It is true that economic 
thought bas inflnenced political evolution in the past as 
political thought has affected the economic development 
of countries. But in this sense almost every science 
affects many others. Religion has also been a potent 

-Seligman: Principl~ of Economics, p. 32, Longmau GreeD 4' Co .• 
1932. 
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factor in the evolulion of politieal and economic 
thoUght. The 'Divine right of kings' was a well 
known politieal doctrine for centuries in the mediaeval 
Europe. Similarly who can deny that for a long time~ 
taking of interest and usury were regarded as syno-' 
nyms and both were condemned according to some re­
ligions. The question of the abolition of slavery also' 
had its relIgious and social as well as its economic' 
aspects. In fact every question can be studied from 
the point of view of any science. We ean study the 
giving away of presents and charities from the 
moral, social, religious, economic or any other point 
of view. Life as a whole is a complex of all sorts of 
motiveS, instincts and impulses. All sides of life are' 
80 intertwined that in practice they are inseparable. But 
it is conducive to clarity of thougbt if we practise the 
great economic principle of 'Division of labour' and, 
study all the sciences separately, remembering at the 
same time their fundamental unity. Knowledge as a. 
whole is one, its branches are many and we make 
better nse of our time and energy if we try to gain 
knowledge bit by bit instead of attempting to heeome 
omniscient all at once. 

Economies studies the behaviour of man with re·" 
Sociology and gard to his attempt at removing scareity· 

Economics. of means and making most of them for 
achieving any end. Sociology is said to be a compre-· 
hensive study of human behaviour of all kinds. Thus 
Economies is righUy regarded as a branch of SOOo-· 
logy. But is Economies wholly a social seiencel Have. 
we not already said that the pivot of Economies is 'self. 
interest.' Of course, 'self·interest' may not in many 



cases be opposed to social good. But the 1I0cial 
aspect is not indispensable in the study of the working 
of economic principles. Economies studies not only 
a partieular kind of relations into which m:ln enters 
with his fellows but also a particular kind of relations 
in which he enters with the other animate and ~nanim. 
ate objects of this universe. The working of Econo­
mic principles can be studied in the actions of an 
isolated ~an as much as in those of a man living in a 
civilized society. 

EconOmies, therefore, although in a sense very 
intimately related to Sociology, is not altogether only 
a branch of it but something more. Just all religion 
or Philosophy deal not only with some relations of man 
with man but also with those of man with God ete., 8() 

also Eoonomics is not confined only to the study or 
a p3rticular kind of relations of men to one another 
but also studies an aspect of those relations which men 
individually as well as collectively develop between 
themselves on the one hand and the other living and 
lifeless objects of the world on the other. 

Carlyle, however, said that m:ln is a social animal. 
and aeeording to Comte- "The Various general as· 
pects of_" the phenomena of society_being scientifi· 
cally_inseparable_" no specialized study of man's 
action in society is any good. To be useful the study 
must eomprise the whole of social science. But even 
if Economies be regardt'd wholly as a social science 
a specialised study is not altogether undeairable. 
As far ahead as one can see, there is no possibility 

-See J. N. KeyOe!i: Scope and Method of EcoaumK:s PI' Jl2·11.s 
and also pp. lJ.5-41, Macmillans 1904. 
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<>f a llCieooe eomi:og into being whim v;ill cover all 
tba ao-called aoeial llCience& IIIlCb as PolitieS; FAlono­
mia, Ethics, and Soeiology (in the D&lTOofer sense) 
eli:.· It is true that in praetiee man's actiooa 3r8 a.e... 
toaled not merely by the . motive of getting ove" S::al"­

city or msking most of the available l'e9OIlI'Ce8, bot an 
I!OI't& of motives influence them... ,u the same time 
~ must gain from th.., experienee of the prog_ of 
pbysical seieDCe8 and stlldy the working of aU thesa 
motives separately.Tbe pro!'J1"8SS of physical llCieneea 
\VlI8 tardy so long as the Greek pbilosophers continued 

• to searoh for a unitary basis of all tha physical events. 
BIlt these Beiences made forward strides when their 
broad problems were split up and were made the sub-

. .leet of s~ stlldies. That there is a" unity of 
nature" is not questioned. Bllt if we are now able to 
discover it even partially it is all dlle to the Be pY'&u, 
speeialized studies and ooeasionsl comprehellllive 
surveys of the whole natllre. Similar development 
is now discernible in the progress towads the unifi­
cation of soeial swdies and the understanding of soeiaI 
organism. At the same time the duty of those who 
make a· speeialW!d stlldy either or ~ial or physical' 
aeiences, always to maintain a close correspondence 
with the work of others who are similarly working in 
the allied fields, mllBt be emphasized. Without this 
the specialized stndies shllt ont the light which the 
developments in every seienee throw on all the ollie,,­
As Mill said, .. A person is not likely to be a good 

economist who is nothing else. " 
In the light of the foregoing reDJ:ll'ks it becomes 

apparent that a1thongh all llCiences being bnmebes of 

-See M~I : PriDeipl .. of I!conomics. AppoadiI C. pp. nO.--;;:--
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knowledge whieh is essentially one, are combined at the 
centre, yet no braneh is eo:nprehensive enough to eover 
the whole of even a limited field like that of a com plete 
study of man as distinguished from other obj2ets of 
this or the other world. Neither EOOriomies nOl" any 
other science comprises the whole of 'the field or 800iaI 
relations and Eeonomies, therefore, is not a complete 
philosophy of 8OOiety. Besides, as we have seeo, just 
as religion is soeial as wall as persooal, similarly 
Eeonomies'is not altogether sooia!, but also personaL 
Its prioeiplesapply to the' a::tivities of ao isolated 

. man as elosely as to those of eollections of men •• 

• "n ...• Il is Ilecessary that economists shaald keep in view all tbe 
various aspects of social life ; and it is clearly miscbievolD to aim at lUI 

entire isolation of economics from aU otber scieaces. Bllt political 
economy does Dot, therefore. lose its individaality ...... to do away with tbe 
balladaries that DOW separate tbe diff' ,rent so.::ial scieoce5. would be to 
sa.cri6ce aU tbe gain resaitiog from scieotilie divisioD of l.boW' .......... • The 
tendency of scientific pr.3gR91'; as CherbulieJ: bas well remarked 'hu 
always been to separate tbe scieocel. Dot to confo.se tbem ................ U. foe 
iostance, a rise iD wages takes place. the possibilitJ of ita beiQg maiDtaioeJ 
may d~peDd 00 tbe effact of better food apoo tbe effiCiency of tbe 
workers........... EveD iD physical s=ieDCM Bach iDterdep"ndeace IS 
discernible. .. Geological phenomena, for instance, are dependent ap.>Cl 
pb,sical and chemical pbenom.ena. Bat DO one therefore eleoies the rigbt 
of. geology to be recognised as a distinct scieace ...... l0 a .ay everycbiDl' 
iDclodes eYerythiDg eIse ..... :·-J. N. KeyDeo: Scope aDd Melhod 0{ 
I!cooomica. pp. U6-7. Also _ abo!e. po 63. 



CHAPTER VI. 
LAWS OF ECONOMjCS. 

At the end of chapter m it was said that 
La ... of Ec:ooo- Economics bas its own laws.- Now 

mics. the term ,. law" is used in many senses. 
It .. may denote Ii body of customary usages, as the 
common law, or primitive law. Law may mean a 
statutory law," as a law passed by Parliament. 
" Law may specify a rule of action or precept, as a 
moral law. Law may mean the statement of re­
lations of cause and effect between phenomena as a 
law of physics--". Obviously the laws of ,Economics 
are of the last type. Now all statements of causal 
relationship in every science are formal and 
hypothetical. All of them are based on the assump­
tiou of a given set of conditions. They simply 
declare that if 8uch and 8uch conditions exist, 8uch 
and 8uch other thiogs will also exist. They do not 
warrant that any course of events will certainly 
take place. That is not the function of a science. No 
science predicts the foture course of history. They 
certainly provide intelligent guesses. Their 
generalisations are 8tatements of tendencies and 
amount to a conditional assertion that if certain 
events occur certain others will also occur. Anybody 
can study the existing data or a set of given condi­
tions and forecast future event&. In this respect 
Economic generalisations are as 8ure and definite as 

-See P. 44 above. 
··Seligman. Principles o[ Economics, p. 24 Longmans. Greea &: Co .• 

1929. 
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tbose of Pbysics and M~thematics. If all tbe relevant 
circumstances of a given situation are known, Econo­
mies like any otber science, willlead to inevitable 
conclusions from tbem. If tbe circumstances con­
cerned are not altered, tbe conclusions anticip~ted 

will be sure to follow. Economics does not tell us 
wbat tbe circumstances will be. But its study does 
enable one to find out tbe collective as well as tbe 
individual significance of any given situations under 
any set of circumstances. 

Tbe trutb of the lawtl of Economics is not less 
absolute tban tbat of tbe laws of any other science. 
But tbe laws of Economics bave their own limitations. 
To diseover the applicability of the laws of this 
science to particular situations is a much more 
difficult task. In this respect physical sciences have a 
firmer field of work. They are not concerned with 
objects having a will of their own. The facts of a 
given situation which we may for the moment be 
studying ill connection with those sciences are more 
or less completely under our control. Uniformities 
assumed by. these sciences are certain and definite. 
But that is not so in Economics. E,cOnomics is 
eoncerned with a man's reactions to hiS ·surround. 
ings. Neither these reactions nor the surroundings 
are uniform. Two men may react Vilry differently 
to an identical circumstance and the same man 
may react very differently to the same 
-circumstance on two different occasions. "Both 
individual valuations" and the" technical facts" 
are outside the sphere of economic nniformity." 
And" from the .pOint of view of Economic analysis 
tbese things constitute the ,"alional element in our 
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universe of discourse." For instance the demand fol'" 
anything" is not a simple derivative of needs. It 
is, as it were, a function of a great many apparently 
independent variables. It is a function of fashion __ 
and might be substantially changed by a. 
change in the theological views of the economic­
Bubjects entering the market. It is a function of the­
availability of substitutes. It is a function of the 
quantity and quality of the population. It is a Iunetion 
of the distribution of income within the community 
and changes in the volume of money. Transport 
changes will alter the area of demand. Discoveries 
in the art of using a commodity may change its 
relative desirability __ ". 

Even all physical seiences however, do not attain 
equal certainty. For instance when every thing­
about tides and .weather is said, prediction is not 
quite so sure as in physics and chemistry. In case ot 
physical or astronomical facts gravitation is taken fol'" 
granted. But in case of Economic laws, although the 
existence of the motive of self-interest is to be assum­
ed yet the·foree and influence of this motive is not 
always precisely caleulable. Whereas the operation 
ot a physical law is automatic, the operation of an­
Economic law as pointed out by Pierson-- requires in 
the first place that the existence of an interest be known 
to a large number of persons. If the knowledge of a 
particular advantage to be derived from a certain way 
of doing a thing be confined to a privileged few, they 

-Robbinfl: the I'atut'e and signi6cance of Economic &ience. pp. 98-100 ... 
MaCMillan, 1932 . 

•• pp. 23-30, Vol. I, Principles or Economics. MacMillan, 1913 Ed. 
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will make huge profits for themselves. .. In 
countries where more or less primitive conditions. 
prevail, large profits may be made by a few traders. 
unknown to the general body of their fellow· traders."· 
Secondly, even if the existence of an interest is wide­
ly known, the lack of capital and other resources 
may make it impossible for any very large sections 
of people to take advantage of it. And thirdly. when 
the two foregoing conditions are fullilled the desire 
to take advantage of the situation may be absent. 
Somefjmes it is seen that the increase in wages en· 
courages indolence and absenteeism. Some people are 
so contented with their lot that they would not move 
o'ut of the narrow grooves in which their forefathers 
have taught them to remain. 

All these difficulties, however, should not lead any 
one to believe that it is impossible to have laws of 
Economies, which are universally applicable. They 
point out important limitations and warn us to be very 
careful in formulating such laws. But they are not 
insuperable difficulties, and by taking all possibl& 
care to avoid these pitfalls, we are able to formulate 
Bome laws for Economies, which will serve the ,s.am& 
useful purpose as general laws do ·in every othef> 
science. 

A statement of even an approximate tendency 
will be better than making no attempt at studying 
the collective significance of similar events in the 
sphere of Economies. Besides, in a country where a. 
definite set of conditions have prevailed for a consider. 
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able time, after taking all the relevant circumstances 
into consideration it is possible to forecast the future 
coorae of events fairly accurately. The events may 
take quite a long time to take their foIl course. But 
BOOner or later certain causes mill produce certain 
known effects. Those effects may be marred, or be 
merged iu some other effects of certain other eaosea. 
That simply necessitates our making an important 
proviso fIiz., "other things being equal". We should 
say. this or that thing will, other things being equal. 
lead to this or that resull Such a proviso is under­
stood in every law and in all sciences. In Economics 
as Marshall pointed out it should be made more ex­
plicit and should be repeated time after time as the 
sobjeet being one in which all and _ sundry are 
interested, "its doctrines are more apt than those of 
any other science to be quoted by persons who have 
had no scientific training and who perhaps have heard 
them only at second-hand. and without their context-

Some of the advocates of the Historical sehool·· 
putting their faith entirely in the facts went to one 
extreme and declared that on account of the unending­
diversity of situations and cireumstaneea Economics 
can have no sucb laws, as other sciences. ''On the 
ground that the economic phenomena of each age and 
each community are subject to special laws, an 
absolute system possessing uuiversal validity is 
regarded as necessarily an impossibility; every people­
and every epoch are considered to have a political 

°!ofarsball: Principles, p_ 37, MacMman, 19211_ ··E_ ,_ Thorold Rog ..... Sec Picr.oon·s Principles of _;,;. Vol. 
I. p. 32, Ma<miIIan, 1911 ed.. 
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economy of their own more or less peculiar to them­
.selves.' 

The Physioerats, on the other hand, pinned their 
faith to the immutable and inescapable laws of 
nature.' Both these schools of thought erred and 
exaggerated the importance of their cause. The truth 
is that while the bewildering mass or facts 
leads to the discovery of some general tendencies 
in Economics as in other sciences Economics 
takes account of the human reactions to different 
situations also; and these reactions are so numerous 
that the statements of general tendencies are 
necessarily to be hedged in by so many provisos. 
The special circumstances of every situation materially 
effect and influence the operation of the general 
tendencies. 

As J. N. Keynes has said: "The relativity of con­
crete economic doctrines does not establish the impossi­
bility of an abstract theory having a certain character 
of universality _. In the first place, abstract economics 
analyses the fundamental conceptions of the science 
such as, utility, wealth, value, measure of value capital 
and the like._._In the analysis of such conceptions as 
the above it is not too much to look forward ultimately 
to a certain finality _. Abstract economics next proceeds 
to discuss certain fundamental principles that are 
universal in the sense of pervading all economic 
reasonings __ One of these principles is the law of 
variation of utility __ The truth of this elementary 
principle is quite independent of social institutions and 
economic habits, though the results which it actually 

IJ. N. Keynes: "5copeand M.thod ..... p. 292. MacmillaDsl904. 
OSee HaDey: History of Economic lhoogbl P. 167 MacmillaDs 1924. 
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brings about may vary considerably. Another princi­
ple of a similar character is that, other things being 
equal, a greater gain is preferred to a smarter •••• 
The theory of economic rent in its most general form 
•••• merely affirmS that where different portions of the 
total amount of any commodity of uniform quality 
supplied to the same market are produeed at different 
costs those Portions which are raised at smaller costs 
will yield a differential profit; and there is now no 
Bimilar limitation to its applicability. This principle 
may even be said to hold good in a socialistic com­
munity, for the differential profit does not eease to 
exist by being ignored or by being municipalised or 
nationalised. .. In this way may be built up a system of 
general theorems relating to economic phenomena which, 
with due modifications, are applicable under widely 
different eonditions •••• The abstract theory is invalu­
able as a preliminary study ••. and the eeonomist wh.: 
would deal with the more eoncrete problems of any 
particular age or state of 800iety cannot afford to 
neglect them. . •• ". 

As eompared to physical seienees, however, the 
laws of all 800ial seienees including Economies 
are less definite and eertain. But among all 800ial 
seienees, the laws of Economies are most certain 
of all It is so beeause the intensity of the economic 
motive is more easily, and to a greater extent, 

- as.eertainable by the measuring ro:l of money. Even 
under some other arrangement of society different 
from our own some easy device for the measurement 

'''Scope and Method", pp. 31CJ.l4, MamriUans, 1904. 
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of the economic motive could not be altogether done 
away with. All that ean be attempted is that instead 
of leaving individuals to measure the intensity of 
the economic motive of each other, such measurement 
may be done collectively. The question is: what 
amount of sacrifice is it worthwhile to make for 
IIChieving a certain end f And this question is put 
by individuals as well as by societies. The ends aimed 
at may be the gain of material goqds or non-material 
services. The estimate of their worth is in all eases 
more or less accurately obtained by comparing them 
with the cost or sacrifice which a man or a collection 
of men are prepared to make for achieving those ends. 
And this cost or Bac.·ifice is made in most cases in the 
form of parting with money. Even when an actual 
service is performed or a material good is offered in 
exchange for another object, it is always possible to 
ascertain the money· worth of what is offered. And 
not only for the sake of convenience but also in 
the interest of precision this is almost always done. 
Thus the economic motive being always more measur­
able with something objective and concrete than other 
kinds of motives, laws of Economics are more definite 
than those of any other social science. 

A few laws of Economics may be instanced here:­
(1) The principle of maximum enjoyment at 

the minimum cost has already been explain­
ed in Chapter ill. 

(2) The law of the Equations of prices declares 
that prices tend towards a point at which 
there is equilibrium between supply and 
demand. 
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(3) Gresham's Law points to the unmistakable 
tendeney of the bad eoins to drive _the good 
ones out of eireulation. 

(4) A deeline in priees of eommodities in a 
eountry eneourages export and diseourages 
import. 

(5) A rise in the rate of interest reduees the 
priee of stoeks. 

(6) An ineresse of population raises the rent of 
land. 

(7) A land tax tends to lower the priee of land. 



· CHAPTER VII. 
THE METHOD OF ECONOMICS. 

At one time there was a great controversy around 
the method of Economics. The classical school be­
lieved that' Economies should follow the Deductive 
me.thod of reasoning. The Historical school advocated 
the Cause of the Inductive method. Let us first briefly 
state the essentials of these two methods. We shall 
then see which is more suitable for our subject. 

We sometimes take some general statements for 
The Deductive granted and by relatiug certain propo. 

method. sitions to each other. a conclusion relat­
ing to'a particular instance in point is drawn. In this 
case if the premises are correct and are properly 
related, the conclusion must also be correct. For 
instance we may assert that prices fall when supply 
increases, and observe that supply of corn has increas· 
ed. From these we may argue that sooner or later 
the increased supply of corn will.reflect itself in the 
reduction of its price. Again. we may say that men 
try to do every thing in the easiest way knoWn to them 
and that production of yarn by machinery is easier 
than by the spinning wheel. Therefore "Back to the 
spinning wheel" movement is doomed to failure in 
the long mn. 

Some people challenge the validity of the method 
The Inductive aceording to which some general 

method. propositions are to be t&keu as 
correct. What ground is there to assume, that 

76 
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even the uiomatie ,propositions are \rUe.. Do' 
not we see men deliberately taking a long .-outll 
1114timea when a morier one ill at band, Iti it' 
Dot poesible that the price of ... commodity inay 
not fall even when its lIupply inereaaea 0# it may 
even rille with increased IlUpply' . Intuition 
advaneed in IIUpport of the 'Deductive' method doea 
not appeal to the advocates of the 'Inductive'. They 
would examine part.ieulal' instaneea and see what 
happens in a suflieienUy large number of them. On 
the basis of their examination of these pa.rticular 
eases they would generalise;. They would collect 
facts, &I'I'&Dge and analyse them and then come to a 
general conclusion. It must be poirited out ~t even 
this methOd is b-d' on eenam'genel'lll88SUJllptionL 
For instanee ilie belief that what has happened in 
eome eousiderably large number of instanCes of a parti­
eulal' kind will also happen in other examples of the 
aame kind, is grounded on another belief lliZo the ~ 
fonnity of nature. We believe that fire burns pbysieal 
objects beeause it has always done that and because 
the natural order of things continues and that there ill 
DO reason why it should ehange frequently 01' at any 
time. On the other hand the advocates of Induction 
would say that the belief in the Unifonnity of· nature 
also is based on an induction. We believe that such 
and such a thing will happen beeanse we have 
obsel'Ved that for ages past it. ~ happened in 
innoOlel'Bble eases when BUCh and lIuch conditions were 
present. 

90 aceoont of evel'-ehanging individual valua­
tions and equally ever· changing technique refel'J'ed to 
above in connection with the laws of Economies a few 
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extreme q.dvoeates of the Inductive method, however, 
~q nOt beli,evi that Economi.e& can be based on a few 
gel1!'lraJ ¢.pms. No two illlltances of any phellomenoD 
eJ&Ctly ~like -havll \lve.. OC4lurred in this world and 
lVQQI4· neVllr, in all probability, oeeUJ: in future also. 
EeoIlQmists therefore should, aeeording to this school, 
abandon all effort to find general principles. 

If this view is aeeepted, the~ E;conomists have 
nothing better to do than to collect and describe the 
~~~iIs pC phenomena. A bewildering mass of fac~ 
q.nd np conclusions! Is this ~n edifying task for any 
~fentist' No relations between inpumerable facts 
!Je~ring resemblance III Is it possible! It is quite 
probable that generalisations discovered by Economists 
lJIay not be found exactly applicap&ble to any actual 
situation. But cannot we make allowance for the 
mitigating or disturbing circumstances in each 
sitl.jat~op and !iiscover uniformity in the operation of 
simp~r factors! 

The object of discussing the question of method is 
to discover the right way of finding the truth which 
leads to the extension of the area of certainty, foresight 
and prediction. As J. N. Keynes remarks "The process, 
moreover, whereby a conclusion is reached affect8 its 
character and value. If it is purely empirical, then 
it will be est&bli8hed only with a more or le88 high 
degree of probability, and it cannot be extended far 
beyond the range of space or time over which the 
iD8tances on which it is baaed were collected. If, on 
the other hand, it is obtained deductively, then it is 
hypothetical until it baa been determined how far, and 
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under what. condition~ the assumpt!0n oq WQi\lh it 
rests are realised.:'· 

Thus we see that whereas pure collection of facts 
would be merely moving in a maze without any aim 
and without reaching any haven wherefrom to be able 
to proeeedto a goal, mere abstraction having no 
relation to, or bearing on reality, or generalisations 
based on imaginary facts which do not exist in the 
world in which we live and move would be equally 
useless. In fact the Historical school was started as a 
protest against the conception of "Homo (Economicus" 
(i I., the economic man) or what is popularly known 
as the "Cruso" Economies. It was pointed out that 
the "Economic man" which was Bupposed ·to be 
:actuated purely by economic motives never existed and 
the theory of Economies based on BUeb a myth can 
neither describe nor explain the actual world around 
us. 

As a protest against the extreme tendency towards 
abstraction the Historical school has done a real 
1I8rvice. But as has been pointed out before, some of 
its advocates have gone to the other extreme. It is 
true that no two events in the realm of our discourse 
'have happened exactly alike, and that human valu"; 
tions as well as technical couditions keep on 
·changing. In that way, however, generalisations 
will be debarred not only from Eeonomies but from 
many other sciences. No two men, or for the matter 
of that, no two living organisms, have been exactly 
.alike in this world. Even in physical seiences we 

·Scope and Method. pp. 4-5, lfacmillans. 1904. 
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frequently isolate a phenomenon and study it and then 
introduce one by one certain conditions as they are 
found achlllUy to exist in relation to the phenomenon 
under study and then examine their effects. Prof. 
RobbinB puts the mltter in a nut-shell when he says 
" ••• the truth of a particular tbeory is a matter of its 

logical derivation from the general aBBumption8 of the 
Science. But its applicability to a given sitaaUon 
depends upon the extent to which its concepts actually 
reflect the forces operating in that situatioo ••• "· 
The general priociples in scienceB like Economies are 
worse than useless if they cannot explain the given 
situations and if their study does not lead to predie­
tion. But these general principles cannot be exp~cted 
to deseribe any and every· detail of a phenomenon or 
a kind of. certain phenomena. The training in respeet 
(If methods of drawing sound conclUBions from the 
study of the details of the phenomena must inevitably 
enable a man to discover not only the causal rel~tion 

in more or less similar situationB but also to explain 
the operation of the disturbing elements. In a sense 
"all laws of causation may be said to be hypothetical 
in so far as they merely assert that given causes will 
... the abseil" of counteracting causes produce Certain 
effeets. It does not, however, follow that because a 
law is hypothetical in the above sense, it is therefore 
unreal or oot of relation to the aetual coorse of 
~vents."t Just as in some physical seieoces like 
pbysiea and chemistry we artificially isolate a certain 

-The nature and significance of Ecouom.c Science. p_ 106. JtfacmillaDs. 
1932. 

tJ. N. Keynes.f.kope and Method. p. 219. MacmillaDSo. 1904. 
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pbellOllleDOD, Cor carrying ·out experiments. we do ~ 
in ~ but only in imagination as that perfect 
elimination oC every other c:ircnmstanee but· the one 
we want to study at the moment. which is p;l8Sible 
in physical sci.eneee is not to be bad in Er.onomics. 

The ''ecooomic msn" deviee therefore is not an 
altogether unreasonable one. No one profesaee that 
\be "economie man" actoally exists ~ baa ever existed. 
Tbis is only a way of studying the working of motives 
of a partienJar kind.. "Although 18wa of eausation 
may from a certain point oC vie. be regarded as 
hypothetical. they are from another point of view 
eategorit2l For tbey affirm eategorir.ally the mode 
in wbich given eanses operate ••• '" An sci.eoees or 
eausation do not flAy what the data will be at any 
partieular point of time. But if the.data of a pa.rii­
enJar situation be given, tbey ean draw inevitable 
COne1wDons. The lawa of lOCh sciences are simply 
"&ta1ementa of tendeneiell and are therefore lISIIally 
object to the qnalifyi.ng condition 7Iiz. 'other things. 
being equal' .. 

On the other hand, Prof. Robbins tbrows down the 
following ebaD.enge to the lndoetiviBta:-

.yet not !HIe single "law" deserring of the IJIIIDe,. 

not one quantitative generalisation of permanent nJi­
dity baa emerged from their effoM A certain 
amount of inte1"t'8tiog statistieaJ. material. Many 
usefnl IIIODOgI'llpba on partienlar hilltorieal situations. 
But of concrete lawa, obstantial uniformities or 
ecooomic behaviour not one. "t 

·'W pp_ 2J5-16_ 's ...... aad ~af _ p. 101. 1I....a..s.. 1'82. 
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The true functions of Induction in Economics is 
not to supply general principles but to test theories 
or hypotheses and. to point out their deficiencies so 
that they may be revised, restated and completed and 
thus the unexplained facts may be explained. 

"It can bring to light the changing facts which 
make prediction in any given situation possible .•. , .. 
It has been said above that all causal relations are 
subject to the qualifying condition of "other things 
remaining unchanged". But other things do not 
remain unchanged. That, however, sbould not lead 
anyone to declare that principles of Economics are 
never true in fact. The realistic study, the study of 
actual facts will always reveal what allowance we 
have to make for the influence oC the disturbing 
eireumstances. Tbis qualifying condition needs to be 
repeated, emphasized and kept in the foreground of 
all discussions of economic questions as in regsrd to 
this science the tendency of critics is too prominent 
to condemn it. "No body in his senses would hold 
that the laws of mechanics were invalidated if an 
experiment designed to illustrate them wereinterrop­
ted by an earthquake. Yet something of this sort is 
general in the fashionable condemnation of Economic 
LaWs. A protective Tariff is imposed on the 
importation of commodities, the condition of whose 
domestic production makes it certain that, ir other 
things remain unchanged, the effect of such protec­
tion will be a rise in price. For quite adventitiolJ8. 
reasoDB, the progress of technique, the lowering of the 
price of raw material, wage reductions, or what not 

1. Robbins. Namre and Signi6caoce. p 111. ldacmillans. J9J2. 
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costs are reduced and the price does not rise. In' the 
eyes of the lay public and "Institutionalist" economists 
the laWl! of supply and demand are suspended. The 
bogus claims of a science which does not regard the 
facts are laid bare. And so on and so forth. Yet who.: 
ever asked of the practitioners of any otber science 
that they should predict the complete course of an 
uncontrolled history"·' 

Of course the general theories and principles 
wbich the Analytical or Deductive Method is to supply 
also do not come out of void or thin air. They are the 
results of attempts at explaining what has been 
observed. But observation by itself would not lead to' 
any general principles. The so.:ea1led "Deductive 
Method" is not altogether deductive. Observation, 
ratiocination and verification, all these three steps 
are the necessary constituents of that method. From 
this it is clear that in Economies we want both Indue­
Hon and Decuction and neithl'r of them can serve our 
Iurpose without the aid of the other. However, in 
some dl'partments of Economies we are more inclined 
to assume general cOnditions and test them with 
reference to actual things around us. In others, we 
are more inclined just the other way. "When the 
method of Political Eoonomy is described as 
essentially deductive, it· must be not the theory of 
Production, but the Theory of Distribution and 
Exchange, that is had in view .. " Here we study how 
the general forces have led to the reward of a parti. 
cular section of the community to be what it is. Under 

1. Robbins. Nalure aud Significance, pp. 112-3, Macmillans. 1932. 
2. Sldgwick. Principleo oll'olitical Economy. p. l8. Macmillaos. 1924. 
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production on the other hand we study the different 
methods followed by different individuals and nations 
80 that we may discover the best in order to get as 
prosperous as any other nation has become by follow­
ing such a method. Here therefore we proceed more 
inductively. 

In all social Sciences, including Economics experi­
mentation is not possible in the same sense as it is in 
the physical science. The reason is that we laek the 
means of isolation and' reproduction and cannot 
measure the quantitative changes in respect of Buch 
phenomena. Laboratory methods for securing genera. 
lisations in these sciences therefore are out of the ques­
tion. The difference between the units of physical 
science and those of Economies etc. are too clear to be 
ignored. However, a substitute for such measurement 
by experimentation is proposed. It is the statistieal 
measurement of social phenomena. Of course statistieal 
methods cannot be exact. There is always an element 
of approximation in such measurements. Yet their 
utility cannot be denied. "It is fair to forecast 
events on the strength of measurements regarding 
individual, or bundles of events. Though our data 
will never be known as completely as those of.~ natur­
al scientist, yet an agreement between hypothe­
sis and our actual counts is a most favourable omen 
in many eases. We may assent to the dictum thatit 
is impossible 10 frame any general theories of value, 
interest, wages, . rent ete., by purely a posteriori 
method of reasoning; but this will not blind us to 
the merits of satisties, to the value of numbers, of 
frequency, of constants, of fluctuation, of multipls 
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eorrelatioDs as a basis for short-time inferences .••• 
The calculation of probability has beeome part of 
many a survey of facts economic and soeiologieal. I~ 

statisties do not rival experimental methods in 
exactitude and magnifieenee of verified generalisa­
tions, neither has its method as yet been so highly 
perfected •••• " I 

In condusion we mayeay that any problem can 
be studied inductively. as . well as deductively. For 
instanee although,.as has been said above, the problem 

.. 9f Production is mostly studied inductively yet "a 
.eertain amount of deduction inevitably comes in when 
we analyse the combined play of the forces of 
economic change whose effects history presents to us. 
And we may. of course, examine the phenomena of 
Distribution from the same point of view of compara­
tive Plutology; we may ask why the share of wealth 
annually obtained by an English miner is larger than 
that obtained by a German miner or why the English 
land.owners now obtain higher rents than they did 
100 years ago: and if in our answer we 'include 
direetly or remotely, the operation of all the causes' 
that have combined in causing the differences indicat­
ed, it seems evident that our method of investigation 
must be just as in the ease of Production-a primarily 
inductive and historical one. We shall have to note 
and explain differenees and changes in national 
character generally, in the habitual energy, enterprise, 
and thrift of special classes, in law and administration 
and other politieal circumstances, in the state of 

1. Bouke: A Critique of Economics. Macmillans, pp. 272-5, 1922. 
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knowledge, the slate of general and specil&i edut:aLiun 
and other social facts; and in this explanation the 
method 'a priori' can evidently occupy but a very 
eubordinate place."(1) 

In view of the plurality of causes and intermix. 
ture of effects in all human affairs we cannot 
exclusively follow one single method. The question 
is which of these carries greater conviction at any 
time. But apart from verification which is the 
exclusive function of Induction, for the task of predia­
ting, ratiocinating, and of laying down p'jlicy for 
future guidance Deduction is undoubtedly indispens­
able. 

1. Sidgwick .. Elements of Political Economy, p. 39. Macmilla.n 1929. 



CHAPTER VIII. 

THE JMPORTANCE OF THE SUBJECT. 

The importance of Eeooomira ill iodeed t'ery great. 
Every aeieIIIle is imporbmt in ita 4lWD way. Every 
attempt at getting the troth is valuable. This is 
80 'WeD - in the C8I!e of IIf2eocea like aatrooomy 

'\ribieh have been developing for centuries although 
they may not have proved themselves to be capaDIe 
of yieldiJ!g anything I18efol for man except. the 
_t.isf8etion of eoriollity of a few. But when the 
ImowIedge of tbe principles of ar:y aeienee can be 
applied to praetieaI affaiR of life, ita importanee 
autcmatieaIIy inereaaes. Eeooomiea bas, however, nofhitig 
to gain by exaggeration ()f its importance. That 
'there has beea & tendeney towards 8Q"h exaggeration 
~mits of DO doubt. Let os, therefore, fiJ'Bt dear the 
ground of wrong idea&. 

Some people regard F~ aa the moat im­
portant of all 1IOOia1 Scieneee O!caoae it ,ia ODder thi 
8eieme alone that the indOBtrial side of life receives 
• eonaiderabJe part of our attention, aod the modern 
world attaches a great importance to iodoatria life. 

'I'he :above teodeney was eneomaged 8Dd aeeeD­
uted by the Utilitarian pbiIoIIopby of the mid-
1lineteenth eeutVl'y. 'I1Ie ·Utilitarian School was 
oeaaent.iaIly an ethical 'IChooL Aeeording to this Schoo 
of Pbiloaophy the 1I1t.imat8 .aim of .life ia happiness 
'\Pibieh is aaid to_ist of eartain ,PIeaSUrea we enjoy. 
'Therefore, it ... thought right that we should enjoy 

nn 
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pleasures. as long as they do not' clash with the­
pleasures of others. The greatest good of the greatest 
Dumber was the chief aim of the philosophy of this school 

They identified happiness with pleasures and thus 
emphasized the importance of Economies. The first 
few _ utilitarians did not distinguish between various 
kinds of pleasures and regarded .all pleasures alike­
in quality. They recoguised the quantitative differ. 
ence between various pleasures. But from the point 
of view of quality one pleasure was as good as 
another. Bentham, who was their leader, thought 
that the greawr the pleasure a thing yielded, the­
greater was its desirability. Of course, pleasure assooia­

. ted with economic satisfaction looms large in the life-
of man and hence the importance given to the science 
of Economics among 80000 sciences. Aeeording to 
this writer soeial pleasure was the sum of the total 
individual pleasures, and since the most important 
group of pleasures is the group connected with the 
economic aspect, Utilitarian philosophy gave an undue 
importance to Economies among eoeial sciences. 

Another reason why IDlonomies occupied so mucb 
attention is that, as pointed out before, in Economies 
we deal with motives which are measurable with 
something concrete, ";z., money. In scientific studies 
it is a great gain to be able to deal with measurable 
facts. The more measurable the phenomena are, the 
more accurate is the science. It will, however, be a 
mistake to suppose that facts which do not lend them­
selves to direct and objective measurements of this 
kind do not matter. The economic aspect of life is not 
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the only aspect. ·There are othel'8 and they are, also, 
equally, if not perhaps more, important. 

The end of: life may be the securing of the 
greatest happiness. But the greatest happineaa 
does not consist of a 8um of pleasures as was 
thought to be the case by the Utilitarians. As the 
oonaumption of commodiiies yields pleasure, their 
philosophy. led people to regard the mere accumula­
tion of commodities as an end in itself. Besides 
there are things which have to be acquired even 
if their acquisition does not give ns pleasure. 

Similarly it used to be thought that the economic 
law known as the law of diminishing marginal utility 
is cap:ible of deciding some important policy in Public 
Finance. The justification of the Progressive system 
of taxation used to be BOught in this law. But surely 
the sltisfaction derived by two persona from their 
incomes cannot by any means be compared even if the 
incomes of both of them be equal. Everybody can 
oomp!1re his own satisfaction from any thing with that 
from any other thing or the satisfaction he derives 
from a thing at one time with that he derives from 
the same thing at Bome other time. But as the 
astisCaction derived hy any body from thl! use of any­
thing at any time also very much depends upon his 
capacity and not only on the attributes of that 
thing, we have no means of judging whether a rich 
man derives greater satisfaction from eating a 
mango than does a poor man from eating an exactly 
similar mango. Nor, in view of their unequal 
incomes, would their 1rillingness to pay different 
prices for the ssme mango lead to any satisfactory 
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eonclusion &8 regards the amount of satisfaction that 
each one derives. Apparently then there is no 
scientific basis for the belief that a more than propor. 
tionate tax (t. e. a· progressive one) can be imposed 
upon the rich people without making them feel more 
burden than what is felt by the poor people in regard 
to a light tax. 

We can now proceed to show the positive side of 
the importance of our subjeet. 

The discussion of the subject matter of Economics 
Eco~:micsShO~ and its nature must have clcarly shown 
studied 1 the useioluess of the study of this 

branch of knowledge. Everybody and every country 
wants to be prosperous. But there are ways and 
ways of getting rich. A clear discernment of the 
operation of forces which bring wealth- to individuals 
and to nations or a study of the causes of poverty 
and its cures is apparently most useful Economics 
explains the wonderful organisation which enablea 

-·such a vast majority of people to be well-fed, well­
*housed and well-elothed from day to day •. That this 
organisation has defects and imperfections admits of 
no doubt. But on the whole it works very well To 
understand the working of this organisation is a 
great step towards being able to suggest or briug 
about improvements therein. It is a commonplace 
to say that all human institutions are imperfecL 
But this admission doea not amount to the granting 
of a commission to any novice to condemn the exist. 

• Unl ... otherwise stated the term 'wealth' sbouId he _ ill 
the whole of the ted of this book ia Prof. Canuaa'SIeDSe ;. e., the IIaJe 
of being well off. 
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ing order of aoeiety. Let him uudel'BtaDd its working 
and thoroughly grasp the principles underlying it. 
Only tben his opinion will be entitled to any weig~t; 
<>l" implrtan~ :1.9 regards any suggestions for ilDo 
prova;IBnt or fill' eKp3ri:n3nting with utopias. Blt; 
a~rt from tlJis general purp)Je, ths study or 
E~no:nies hu. also anlther practicM utility. E~~n). 

mics lew a per3ln thr Juga the labyrinth of the 
-existing ec;)nllDic orler. Wllite thus studying the 
various services ren:lared by iniividull m3:nb~l'S a:li 
Inticing mlny other new p mibilitie3 of giving ntis. 
fa!tlon, a mln mly finl hit o.vn pll3s in SJ!i3ty ani 
may til!!;e up anyone' of th3 p)ssibilities either of 
improving tlJ3 existing s3rvic3S or rau hrin~ of any 
()f the new ones tlJus dis.nvdred. Fllrther, if the 
knowllidge of E~onomici beeomes widssprell:l an:! 
tlJe econome intelligence of people is improved, a 
large a!lllunt of opp>sitioQ to mlny d38ir1ble chlnges 
which at timss are bldly needed will be removecL 
Simillrly tile prot and c()ns of every new Beheme 
will be m()re carefully weiglled and costly projects will 
not be ligllt-heart.edLy undertllken simply beeause they 
may look attractive. Every individual tries to IIUke 
his Slurees g,J tile f,,~the8t. He WIlnts to get as 
great an advantage or Biltisfaction aa possible out 
.of his possessions, wllstller mlteriai or non­
.material, and whetller subjective or objective. He 
wants to eliminate aU possible waste of expendit~ 
and energy. &anomies teaches him to do that 
more effectively. It impresses up;m him the necessity of 
spreading his expenditure in Buch a way that the 

4Iltisfaction obtliue.i fnD aU e1 ul1 p)rtbns oC his 
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expenditure is equal and, the total 8atisfaction from 
the entire expenditure is, under the circumstances, 
muimum. (This is known as the law of 8quim:u .. 
ginal satisfaction). Similarly he tries to spread 
his energy over 8everal hsks according to the nme 
principle. But very . often the operation of this 
principle is defeated by a great margin in reepect of 
DlLtional or collective resources. A natural reason 
for this is that the criterion of personal satisfaction 
cannot be applied here by the 8tatesman. It is not 
his own satisfaction which ought to guide him in 
matters of national expenditure but the 8atisfaction 
of the whole nation itself; and without a thorough 
knowledge of the principlea of Economics this the 
8tateeman cannot properly understand. 

Besides, inspite of the antagonistic tendenciea 
of the varioU8 countries visible at present we can say 
that lilionomics teachea co.operatiOn between man and 
man <and also, therefore, between nation and nation). 
It is true that the revival of protectionist tendenciea 
and the queetion of war debts and Reparations at 
present obstruct this eo-operation of all for the beQ&o 
fit of the whole world. But DO country prol_ to 
advoeete or admire the present economic imp88118 
which has been created by the short-aighted policy 
of the politicians. Indeed signs are not wanting that 
sense is dawning upon them and that they ~re realis­
ing that their present poIieiea require complete over­
hauling for the world's economic recovery. It is 
not the considerl\ti·)DS of justice which Jmay ultimate.. 
ly lead to the wiping out of reparations and war 
debts or the abandonment of protective poIiciea, and 
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the inereasing expenditure on armaments; di~ 

economic necessity may, however, awaken a more· 
realistic sense of their interest in the peoples of the­
world in the near future. The frequancy with Which 
International Conferences are held, now a~ L ,unnne 
and then at Heneva and London ete., clearly points to­
this fact. The conversion of Senator Borah of the 
U. S. A., who was a stauneh advo~te of no remission 
of war debts, f.o this view is also very significant of 
the tendency of the times. 

What kinds of commodities, or how much capital 
Bhonld a country import 9-nd from which other­
countries of the world, what should it produce or 
what industries should be eucouraged, what and how 
much of any commodity should she export, iu what 
way should the uuemployment question be solved, all 
these are purely economic questions the satisfactory 
answer of which is obviously of vital importance for­
a nation. How much should a country spend on 
armaments and how much on education and other­
nation-building departments will depend on the clelr­
appreciation of the present and future economic needs. 
of a country. In all these respects international co­
operation means a great economy of resources for the­
benefit of every country. Just as every single in­
dividual has no longer to spend as much to defend 
himself as he, in the absence of the forces 
of the state, would have to, and just as this. 
means a great economy to the whole nation, 
similarly international co·operation would reduce 
the need of expenditure of such huge sums OJ) 
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armaments by every single country. Just imagine. 
how much inconvenient it would be for a passenger 
who goes from Paris to Constantinople if he has to 
change and shift from train tJ train in case the rail­
way systems of the various countries did not co· 
operate with one another. A great world econnmy is 
possible by such co·operation and the World War would 
not have been fought in vaiu if even a quarter of a 
century after it the world realises this simple fact.· 

In technical language we cau say that given the 
ends, a working knowledge of Economies enables us 
to choose the way with the fullest consciousness of the 
consequences and reactions of all the different ways 
for achieving those ends. Ordinarily man is a bundle 
of contradictory aims and motives. A' conflict 
between ends often defeats all of them. Economies 
does not lead us to determine what ends we shall pur­
sue. Whether in mattera of tariffs, in monetary 
policy, in schemes for industrial developments,-nay 
in all human affairs, rationality consists in arrang. 
ing our affairs in such a way as not to let a conflict 
of ends creep in, which should involve a great waste 
of energy and other resources. For extending 
the area of consistent and co-ordinated activities a 
deliberate analysis and examination of dilferent 
systems and resources is necessary. 

This analysis also "enables us to judge more com­
plicated systems of society. It enables us to see what 

• On this topic aim read the illuminating address of PrnleNOl'" 
Cannan to the British AMOCiation (Section F.), Belfast, 1902. printed in 
the Economic Jooma) 'or December 1902 and also his Ecnr.OII"ic 
Outlook, pp. 172·194. 



.setl! of ends are eompatible with each other and wh~t 
are not, and upon what eonditions such compatibility 
is dependent •••.• without eeonomic analysis it is not 
possible rationally to choose between alternative 
systems of society 1 •••• It is not rational to will a 
eertain end if one is not eonseious of what sacrifice 
the aehievement of that end involves. And, in this 
supreme weighing of alternatives, only a eomplete 
awareness of the implications of modern economic ana­
lysis can eonfer the capacity to judge rationally •• 
Is it not the burden of our time that we do not realize 
what we are doing ••••. Art not our difficulties due 
to just this fact, that we will ends which are ineompa­
tible, not because we wish for deadlock, but because 
we do not realise their ineompatibility ••.•• As eonsu­
mers we will cheapness, as producers we choose 
security. We value one distribution of faetors of 
production as private spenders and savers. As public 
citizens we sanction arrangements which frustrate the 
achievement of this distribution. We call for cheap 
money and lower prices. fewer imports and a larger 
volume of trade ••• To such a situation, Eeonomics 
brings the solvent of knowledge. It enables us to 
conceive the far reaching implications of alternative 
possibilities of policy ••• it does make it possible for 
us to bring our different· choices into harmony ••• if 
irrationality, if the surrender to the blind force of 
external stimuli and unco-ordinated impulse at every 
moment is a good to be preferred above all others, 
then it is true th" raison a'etre of· Economics disap­
pears' •••• 

1. 00 tbis please see the next Chapter. 
Maca!'iua!0~:~~~: Na.ture and Significance o£ Economics, pp. 135·41. 



CHAPTER IX. 
THE ECONOMIC ORGANISATION. 

The Preaenl Economic OrganUalion of Society. 

Man has innumerable wants and as some are satis­
fied others spring up. On the other hand the means 
to satisfy many of these wants are very limited. He, 
therefore, must husband the available resources and 
must try to get possession of more of them so as to 
be able to satisfy as many of his wants as he can. 
Acting single-handed he can achieve very little. He, 
therefore, finds it advantageous to associate with his 
fellows and pool his own resources with theirs. 
Thus if it is a question of lifting weights we find that 
if A and B combine, together they ean lift a much 
heavier weight than the. total of the two weights 
which they would be able to lift separately. From 
this it is clear that by organising himself with his 
fellows man ean make his resources go farther in 
satisfying his wanta than the sum total of these re­
sources would, in the absence of such organisation. 
Similarly he discovers that there are things the Cull 
use of which cauuot be made at anyone single point 
of timt', t. " they are durable economic .goods. He 
tries to preserve (or eave) these goods so that they 
may be availsble for use at a later stage and he rnsy 
not have to make new efforts over and over again, 
every time to get them when they are wanted. He, 
therefore, finds it necessary not only to combine 
himself with others but also to organise his 
own life, work, and possessions in such a manner 
that waste of his energy and his other resoUret'8 

may be reduced to a minimum poesible quan-

96 
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tity. As has been said many times before, Economies 
is the study of the principles of man's behaviour in 
this attempt to remove scarcity: 

From this general introduction two things emerge. 
One is that man orga..ue.r hie work (or labour) singly 
as well as in combination with others; Second, that 
he tries to ,r,s,rv, (or save) the durable llSeful. 
objects for f~ture use. Now there are various ways 
of aebieving both these ends. A man may divide his 
own personal work in 80 many different ways. Or, he 
ean enter into combination with others on the basis 
of various principles. He can enter into a hundred 
per cent. combination with others in respect of work 
and its reward. He call evolve various sehemes for 
the sharing of the reward of joint work. He caD agree 
to work independently and separately and still share 
the reward in common with others. He eau join others 
only for a part of the work and share the reward 84-

cording to any agreed seheme of proportions. 

There is nothing sacred about any of these various 
_ combinations or systems of organisation. Any of them 

is as good or as bad as any other. Man adopts all 
these kinds at different times and on different ooeasions. 
For instance, he may so unite with his life-mate in work 
and reward that both of them lose all sense of their 
separate individual effort or possession. He may sha.re 
the reward with his wife in any proportion and still 
may not ask her to share the work. He may go 
farther and sanctify his relation with a woman and a.u 
it a union of souls. He may work for his children 
without any motive of commereial gain from them. 
He may work for the satisfaction of his own physical 
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needs and may not care for any other man or woman 
or children. The criterion for determining the best 
kind or form of organisation at any time is the' con­
sideration of the best way of achieving of any parti­
cular aim. The question is what satisfies man most 
at any time. 

Some people think that this or that particular 
form of organisation is best as it conforms to the re­
quirements of hllman nalllr, in the largest measure. 
Their conception of human nature is that it is some­
thing fixed and unchangeable. For instance, they be­
lieve that the possessive instinct is an essential in­
gredient of, or is inherent in, human nature. That 
the right of ownership is a privilege which is most 
ardently cherished by human beings and that it is 80 

because of something in the nature of man himself. 
As a matter of fact human nature is a variabl, 

and 1101 a constant something which is fixed for eter­
nity. According to some other thinkers the acquisi­
tive instinct is simply an acquired habit which has 
been handed down from generation to generation. 
It is inherited from primitive ages and not inherent 
in man. Whatever be the truth, it is true that there 
are other instincts and. impulses which by COmmon con­
sent are said to be nobler than the grabbing habit 
and which very much check and control and influence 
the latter in many ways. 

The present form of organisation of human 
sooiety has grown as iC spontaneously and is not the 
result of any deliberate plan. It has passed throngh 
several stages of development and has modified and 
transformed itself beyond recognition of its original 
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self. As a mushrooiII growth it has certain defects. 
In fact as is quite natlll'al, all human affairs are bound 
to contain defects. So long as they remain humil;iI and 
do DOt become angelic or celestial they .~nnot be 
Perrecl Some people, \lobo. have fixed their attention 
upon these defects, condemn. this form as. u~teriy 
bopeless. Indeed they have pointed to the .Iri~. 
of crumbling and decay which are creeping in 
it and waut to scrap it altogether. This would, how., 
ever, amount to culting adrift from the·past altogether. 
Let us first uud.}rsund its underlying principles and 
its working. We shall then study how it has come 
to be what it is and then we shall see if any of the 
snbstitutes proposed is likely to serve the object 
better. '\ 

Tbe present economic organisation of society is 
The priDcipl.. said to be Capitalistic or Individualistic. 
=r~:: It meatlS that everybody is supposed ' 
botr. to look after himself, at least, 80 far 

as the satisfaction of his wants is concerned. The 
term CapitsIism is, however, very ambiguous and 
vague. Hobson defines it as, "the organisation of 
bosiness upon a large scale by an employer or 
eompany of employers possessing an accumulated 
stock of wealth wherewith to acquire raw materials 
and tools. and hire labour, 80 as to produce an in­
creased quantity of wealth which aball constitute 
profit .... The underlying principles are:-

(1) Free enterprise. 
(2) Private property. 

I. DeveIopmem of U",. .... Capitalism. P. I. WaI .... Scott PubliobiaC 
~,.1916. 
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"Free enterprise" (or Laissez faire) means 
that every body is free to follow any calling he 
likes. Of course this principle has never been put 
in force completely-nor can that ever be done. 
When it is said that every body is free to take up 
any calling, it is not meant that he has to take no 
account of the interests of others. So long as he does 
not overtly interfere with others liberty he is allowed 
this freedom. For instance he is not allowed to follow 
the occupation of a thief or a robber with immunity. 
Again even under the present system there are 
certain occupations which cannot be adopted by 
anyone as his means ot livelihood without the express 
permission of the State, e. g., the production and 
sale of liquors. There are still other oeeupations 
entry to whieh is regulated by law and is restrieted 
by means of conditions imposed for passing eerbin 
examinations and tests ete. But it does, at least, 
mean, that apart fNm these very few exceptions, 
under the modern system, everybody is free to seize 
any and every opportunity which he observes and feels 
it to be within his reaeh. 

The second prineiple is that of private property. 
It means that you can acquire the right of ownership 
in as many things as you can get hold of in a legal 
way. This is a natnral result of the lirst principle. 
What is the use of one's following up a business 
opportunity if one is not allowed to remain in full 
enjoymen .. of the fruits of one's labour and enterprise. 
This principle of unlimited private property also is 

: not at work in full force. For instance, monopoly 
rights are also a kind of property rights and these are 
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restricted and cheeked by the.state in various ways. 
Similarly in the modern state quite a large ampunt of 
property belongs to the state and the larger the 
boundaries of the latter the more restricted is the 
field for private property. For instanee, all roads, 
parks, railways ete. are now almost everywhere public 
property. 

Another eonsequence of this principle is the right 
of bequeathing and inheritance. We can give all 
what we. have earned ourself to anybody we like 
while living, or passing on to him when dying. If 
this right of bequeathing was not granted, saving anil 
accumulation would be greatly discouraged and the 
production of lasting things, such as houses and 
factories will very much diminish. One goes on 
acquiring resourees much beyond one's own needs 
which one can visualise for the whole life. This is so 
because of our interest in our progeny. Not only do 
we want to see our children being brought up and 
educated nicely but also that they may be eomfort&ble 
even when we are gone. 

The present organisation works tlu-ough speciali­

. sa/ion and exchange. Sp~cialisation 
How It works. which is also variously known as 

division of labour, co-operation and competition 
leads' to exchange. That is why the present 
system is also sometimes known as Exchange 
Economy or the Competitive Economy. A simple 
result of specialisation is large-seale production 
which, in its turn necessitates its being spread over 
time and therefore it is carried on in anticipation of 
demand. Now let us explain an this. 
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It is clear that every body cannot satisfy every 
one of his wants with his own effort. Men have 
different capacities and potentialities. Some have a 
greater aptitude for some things, others for other 
things. Some have a great liking for Art, others 
for Mathematies, others for Engineering and so on 
and so forth. You cannot be your own dentist, miller, 
clothier, builder ete., ete. Everybody, therefore, 
needs the product of the labour of others. He stands 
to gain by producing that thing himselC for which he 
is most capable or which, under the circumstances in 

"which he is placed, is most advantageous to him. The 
whole of what he produees is not wanted by himself. 
Others want it and he wants what others have pro­
duced. He, therefore, exchanges his own product with 
those of others and thus everybody is able to get so 
many varied things whieh are wanted. This ex­
change is further facilitated by a common measure 
known as money. But of money, more later. Here 
we are concerned only with the principles and methods 
of working of the present organisation and not with 
the instruments with which it works. Obviously when 
we concentrate all our resources on the production 
of only a particular article or service whieh we can 
produce to our best advantage we are able to pro· 
duce more than we would be, if we ourselves had to 
produce, all the articles we needed or were likely to 
need at any time. This opens the field for large 
seale- production. Then comes the stage when we 
do not wait for others, to let us know how much of. 
our product they want. We go on producing in 
anticipation of their demand. Gradually we begin 
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to discover the possibilities of producing still larger 
quantities by means of combining with others and 
buying our raw material from distant marKets and 
during the most suitable seasons. Thus for producing 
woollen cloth wool is bought from all the four cor­
ners of the earth and at a time when it is cheapest.. 
This is carried over long distances which takes time 
and even then it is stocked for considerable periods 
before being actually manufactured. Similarly, its 
sale again takes a long time. That is why we say 
that under the modern methods production is spread 
over time. 

It was said above that specialisation, division of 
labour, co.operation and even competition are simply 
different phases of one and the same phenomenon. 
A little reflection will show that this is true. Perhaps 
some doubts will be entertained as regards classing 
competition with co-operation. And yet the two are 
really the same thing, looked at from different angles 
of vision. This doubt is really based on the evil re­
sults of unrestricted competition which hve become 
so glaring. But for the moment we are not fixing our 
attention upon the defects of the present organisa­
tion. Unrestricted competition is, of course, the same 
thing as unrestricted "Laiseez faire" and in its ex­
treme form will result in chaos and anarchy. We 
shall study that aspect of the question at a later stage. 
Here we have simply to point out that a well restriet.. 
ed and regulated seope for the exercise of competition 
is indispensable in any seheme of Exchange Economy 
for exploiting the possibilities of specialisation to ita 
fullest extent. We give opportunity to competitors to-
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produee a certain thing at a smaller cost than the one 
at which it has been produced hitherto, and thus open 
a vista of the possibilities of new inventions, discover. 
ies and ultimate progress. Thus competition brings 
down cost of production for the general benefi t. Com­
petitors, therefore, join their efforts to benefit the 
community. 

Now these characteristics of the modern system 

Defects. 
have created large loop-holes for 
some very serious defects to creep 

into the body politic of our society. Take, for 
instance, the possibilities of maladjustment and 
waste involved in the long process of large scale 
production spread over long time and therefore car­
ried in anticipation of demand by every independent 
producer. When so many independent producers 81'& 

antiCipating demand for an article in such an unco-ordi­
nated way, the demand is bound to be sometimes more 
than what was anticipated and thus a scarcity would 
result; sometimes it will be much less thlD whlt it was 
anticipated to be. and then "over-prJ luction" .ani c)n· 
sequent depression and slump will trouble the pro· 
ducers. Then again large scale. production necessitates. 
the concentration of the material resources of produc­
tion in the hands of a few. This concentration of 
material resources leads to a further concentration of 
power over the lives of large masses of people belong­
ing to the working classes. These masses of people 
then practically lose all freedom of enterprise. The 8C).. 

called system of free enterprise then comes to naught.. 
Similarly the system of private property splits th. 
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nation or Society into two warring e&mpa of .. haves " 
I.nd "have notB"~ 

One ,can go on enumerating the defeets of this 
or that system of Elonomy for any length of ;time. 
But when all is ssid and done it remains true that the 
present organisation whieh feeds and elothes and 
houses such a vast number of people so well cannot 
altogether be condemned. It has these and other 
defeets no doubt. These defects are coming to be 
oniversally recognised and remedies are being lOught 
ou~ For instanee the state agency is now supplying all 
aorts Df commercial intelligenee for the exercise and 
expansion of the scope of private initiative-sometimes 
with state aid of varioua types such as guaranteed orders 
and interest ete. 

Similarly quite a large number of big enterprises 
luch as railways, water works, post offiee ete., are 
now run by the state. It is realized that if left to 
itself the present organisation would grind and crush 
even soll.e such sections of society as might prove to 
be very ufefuL More and more facilities (or their 
uplift and improvement are therefore provided, so that 
these baekward seetions may have, at least an approximate 
equality of opportunity and their potentialities may be 
fully developed for the benefit of the whole. Thus, for 
example, free primary education at state expense and 
seholarships for poor but deserving students as well 
as state aid.in-grant to all kinds of education, liberd 
as ,,;ell BS veeatier-a1, free hospitals, all these and many 
othfr pivileg£s are u:e~nt to encourage the growth of 
a bealthy outlcok on life among all 
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Yet some people would not be satisfied with theae 
improvements which they regard as mere palliatives. 
They would go much farther and instead of tinkering 
at the present organisation here and there, they would 
let it go, lock, stock and barrel. They would com­
pletely replace the present order of aociety by this or 
that novel scheme. 

We have said that there is nothing sacred 
about this present form of organisation and that 
if some other is found at any time to serve the 
purpose better, we should not hesitate to overhaul 
it or even serap it altogether. But there are a few 
considerations which should be borne in mind while 
attempting to reform the present system. In the 
first place too great a pressure must not be put on 
individuala' loyalty to any scheme of reform. We have 
no right to expect implicit obedience on the part of 
everyl;ody else. Nor can we be lure of the ultimate 
excellence of our scheme. The present society baa 
evolved through ages: and embodies the wisdom of 
hundreds and thousands of generations. This principle 
of evolution must be recognised. Any scheme 
which we may formulate to-day cannot be good 
for aU time to come. We cannot visualise the coming 
events and circumstances beyond a very limited 
range of time. Openings for organic growth, therefore. 
must be provided for in any IlCbeme accordiwl: to 
wbich we might seek to reorganise buman aociety. 
If this is not done, then every time a new important 
circuIr.stance ames, the "hole scciety will have to be 
reorganised completely. FrE qllent re,"olutioDB are 
not at all conducive to the growth of prosperity. They 
involve an unneeeBl!8ry amount of destruction and ",aste, 
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produee an unhaaltby mentality f4 iDtDI~ and d8llUoY, 
Ptlraeverance and tenaeity f)f the ptIOpl~ W 8-

must gtUn from our past experience anll blilld anll 
improve upon it rather than lIut oUl'lllllves altpgether 
adrift from all that hisrory has tD teaeh WI. Evell 
if We wi4h tD impmnt aIrogether new organisations OD 

humanity, we should take e:ue tD avoid relUltions a.s 
far as possible. This is best done by preparing the 
ground for new ideas by persDasion ao<l perllleation 
rather than by force and eoe~on. It ,may take a 
longer time ro build, but by following thil! method we 
shall be mying down deeper and Iilunder foundationa for 
the new order. ; 

If this is granted, then an important conelusion 
follows. It is that we must lind or ereate openings 
for the new order of things h-om within the pre$ent 
and not destroy it p,lrogether in the hope of rebuilding 
it anew, Even if complete overhllouling is necessary 
we should introduce and aooelJrate the elements of 
ehllonge within the present ord/tr. Hisrory shows that 
~ur present order has been \ranaforming itself con-

: tinually from the very beginiing and it has often 
ehanged ,considerably within comparatively short 
Bpana of tinie. There is, t erefore, absolutely nG 
reason tD be impatient. A~ a matter of fact the 
present order is deeried as sJmething hopeless and 
useless mostly by those whom I the wheel of time has 
kept down or who believe they deeerve much better 
,things and amenities of life. TG BOme extent every. 
body believes thllot he is not getting what he really 
~eeervee. But the mentslity wbieb is deetructive 
~f the present order is partly a reeult of the up. 
bringing of these individuals. It has produced a 
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pessimistic bent of mind and the sehemes propound­
ed by them are merely colllleils of despair. It is but 
common that those who are in trouble should cry and 
their misery should excite sympathy. The present 
order gives comfort to millions and billions of people. 
They, however, have no need to trwnpet their happi­
nees and it is so common that people do not pause to 
take any notice of it. But those few who are in 
trouble naturally raise a hue and cry and their loud 
protestations cannot fail to attract attention. If we 
exclusively notice only these and do not take account 
of millions of other people who are so well-housed, 
well-elothed and well-fed we cannot but be led to 
regard the present order as something very awful. 

There are various schemes of reform propounded 
by all sorts of People. Obviously it would be impossi­
ble to take account of these. But before we notice any 
one of them let us briefly survey the transformation 
which oUl' present order has already undergone in 
tbepast. 



CHAPTER X. 
THE lOOONOMIC ORGANlSATION.-(CofIId.) 

The GeDerU E_IatioD of the .--t form of 
arpaiatioD. 

Woking back at the prehistoric times we can very 
well imagine that at one stage man must have been 
making very crnde efforts for satisfying his animal 
wants. At that stage he must have been making use 
of natural tJ:rlngs as he found them and in no way 
changing their shape or size. Gradually he found 
means to cultivate friendship with other creatures of 
his own kind as well as other animaIa. Thue he must 
have discovered that there were some animals who 
suckle their young ones juet like human beings and 
that these are less fearful and more friendly and hel~ 
ful to man. He began to rear and own them. This 
8eCOnd stage may be described as nomadic ana pas­
toral. He gradually discovered that for his own suste­
nance and of that of other creatures certain kinds of 
vegetation were more useful than others aud that it 
was in his interest to remove and check the growth of 
herbs and plante whieh we~ harmful. Here then the 
elemente of transformation of the natural objecte for 
the use of man began to show themselves in a nega­
tive form. 

By experience: he muet have discovered the ways 
()f cultivating the ground and growing corn. This 
third stage may be described as the Agricultural 
Stage. The beginnings of the system 0' private pro­
perty can be very well imagined to have been made in 
the pastoral and agricultural days. When grazing 
the sheep, people must have feIt some right of owner-

109 
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ship of certain pasturelj. Thero must have been 
wars for pasture lande between individuals and 
families and tribes. Yet as in the pastoral economy 
they were mostly nomadic in their habits, the system 
of private property in land must have been very 
crude and that in sheep etc. a little better. Under 
agrieultural system, however, private property is 
known to have developed rapidly and here we have 80 

many different systems of land tenures. 

Then came the handieraft stage. OC course, 
even for the earlier stages, mao must have required 
implements. Yet under the agricultural. stage we ean 
very well imagine that a need Cor providing common 
implements and iustruments must have been felt. 
People must have observed eaeh other at work and 
must have compared notes about the useCulne8B of 
certain methods and instruments. Tbey must have 
found ways of produeing other necessary things be­
sides the artie1es of food. 

Later, we have various attempts at the organisa­
tion of 8OOiety. In some countries, first, they took the 
form of guilds whieh were sometimes assoeiations of 
independent prod ocers of . different artie1es and lOme­
times those of ~eJebants. Their aim was to control 
and regulate and I standardise qualities. Then was 
developed what ~ati; known as the "Domestic system" 
wbieh mesnt that \he work was distributed by mer­
chants to the workers who worked at home. There 
was no question" of permanent employment of 
anybody by anybody. This led the way to the 
"faetory system," where large JIl&88tl8 of people are 
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~mployed by a few. The" Faetory system" itself 
bas undergone manyeh&nges. At one time employers 
were opposed to the assoeia.tions of workers known as 
Trade Unions. Gradually again the evils were re­
cognised and remedies were tried. We have schemes 
of labour co.partnership and profit sharing. We 
have various ~'Couneil and Committee" plans. welfare 
works, eo.operative production and atate reg~lations, 

first, in the interest of female and ehild labour and 
then in the interest of labour as a whole. Last 
but not the least important has been the tendency of 
the state undertaking many of these enterprises 
which are either essential for the protection of life 
and health of the masses or are in the general in­
terest of the body politic. 

Thus we have seen how great changes have 
taken place in the past in our economic system. It 
has proved itself capable of cbange and is still under­
going transformation. But as has been said some 
people would altogetber change it and put a new one 
in·ita place. Various schemes have been proposed. 
One is aetually tried in Russia. We callDOt discll89 
them all here at any considerable length. But their 

. underlying principles ClLn be mentioned and their 
practicability or otherwise discussed. 

The central idea of reformers is that of soeialism 
The reform pro- or collectivism. The meaning of these =-by collec- terms also are not quite fixed and 
definite. Many sebemes for reorganisation have been 
proposed. The idea of joining individuals together for 
this or that objeet runs through them all. This joining 
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is different from what an employer of large masses 
of people does under the factory system or what is 
done by tw~ or more individual business n:en when 
they enter into some sort of a partnership etc. 

The collectivists will replace individualism i. e. 
every body working in a manner he likes for his own 
private gain, by making people work together for the 
common good and sharing out of the common gain. 
The idea appears to be very attractive. The present 
organisation of society is, of course, defective. As 
we have already seen, this form also is not the origi­
nal one. In fact our present form of society took 
shape as a result of protests against its predecessor 
under which we had slavery, serfdom, manorial system 
and all sorts of class privileges for the few chosen 
ones in society. 

These ideas became prominent as a result of 
the 18th ~ntury Revolutions (Politiea.l in France 
and Indu$trial in England) which had very. far-reach­
ing unsettling social effects. Two tendencies were 
very conspicuous (1) In dividualism (2) Socialism. 

Adam Smith had started the discussion of laissez 
faire and it had led to individualistic ideas in diseua­
sion, legislation and reform propaganda. The outcome 
of this individualistic tendeney was that new social 
and economic order under which the middle classes 
(bourgeois) were greatly benefited at the expense of 
the great mass of landless, moneyless, wage earner. 



This new order of things displaced an old society 
in which men were bound down by feudal, manorial, 
commercial, industrial, fiscal, ecclesiastical. and politi­
cal ties. "It was inevitable that in reaction against 
a social system under which but a very B!Ilall minority 
of men were free from obnoxious bonds and restraints 
the creators of the new order should incline rather 
strongly towards the opposite extreme. Ties which 
were helpful and even indispensable, were severed 
along with those which had proved to be fetters. 
The individual was to be emancipated from both 
private and public control and made to stand upon 
his own feet. Universal individualism and unive.rsal 
aelfillhness would be universal prosperity and content­
ment. 

This new order of things meant freedom, oppor. 
tunity, business prosperity and wealth to some men 

and to others it meant disappointment defeat and new 
forms of dependency. To the wage earning popula­
tion the reforms of the revolutionary era had brought 
little benefit and thus class distinctions were aceent­
uated and very UnsatisfactorY conditions of subsistence 
were imposed upon the Proletariat which enormously 
increased during the 19th century all over Europe. 

From such conditions sprang the earliest move­
ments for the amelioration of the lot of the working 
classes by national legislation. People began to see 
that a society in which every man is free to do as he 
likes barring a few generally recognised offences 
against life and property might be very· far 
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from the ideal And yet the Adam Smitbian 
individualising was too strongly and dt'eply rooted in 
the minds of the peopJ and the relief was given very 
sparingly and in a miSerly way. This led. tbe people 
to think of ways of reform beyond tbe pails of legis. 
lation. 'I'hey became convineed that no amount of a 
simple .reformidg measures bued on the existing 
lIOOial order would assnre labouring men a position in 
lIOOiety to whieh they are entitled." 

These people eame to the eonelusion, therefore, 
Tbe Socialists' that private property and inheritance 

Schemes. must go. They said that land 
is of the "Lord" and no man has the 'right to 
appropriate it. It is a free gift of nature and 
must be utilised for the benefit of all the SOIl8 

of God. Besides the rise in the value of any 
piece of hnd is often quite independent of any effort 
on the part of the landlord and the community should 
stop these idle drones from sueking the life blood of 
the toiling masses. That means the abolition of rent. 
Now these people argued tb:1t eapit!l.l is nothing but 
the saved up labour, i. _. something that really 
belonged to the labourer and ought to have been 
given to him but whieh was wrongly appropriated and 
saved by the capitalist. It means that interest should 
go. Now profits in 80 far as they are the reward for 
management, they may remain heeause they are not 
essentially different from wages. But in 80 far as 
theY;'are the result of exploitation of ignorance of 
the consumer, they are immoral and IIldl« be wiped 

out. " 
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It moat be admittpd that in 80 far aa the8e peopl& 
nrgedthat eve~bcdy sboold work and tbat tbe rieb. 
people sooold also not ftmain idle, tbpy were per­
feetJy right.. In most eases it is also true that combi­
nations of capitalists have dpprived large nUlllber of 
men of a substantial part of their fr«dom and baV& 
made them dependents. It is also DO doubt true that 
many fortunate inberitors have squandered their 
property in a most wasteful way which is harmful 
to aooiety at large. The very fact that the principles 
of progressive taxation and death dutie8 have been 
aeeepted an the world over abows what a tremendous 
infiueoce baa been wielded by the eooiaIist.ic ideas. 
Most probably Rignano's plan of inheritance may 
also be adopted sooner or lAter in a more or 1_ 
improved and modified form. The plan, briefly, is 
that the tax on inheritance may go on increasing 
from son to grandson and from grandson to great­
grandson and 80 on aceording to the age and chang­
ing of banda of the property. 

But "hpn all this baa been said, tbe problem 
remains as to how the aoeiaIiata will Jllan the EChfme or 
production and distribution. Upon this there is no 
unanimity and the BOeialista have difiered widely 
among themselves. Some of them have proposed th& 
centralised system of production. This is wbat 
dieting Disbes the state BOeialiata from otbers. Th& 
process of eo-ordiuation aceording to this must be 
left to the state. Others have proposed independent 
aaaooiations of men. This may give rise to co-opera. 
live workshops or guild socia1ism. 
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The Christian socialists have proposed that land. 
alone should be nationalised. Others lay that both. 
land and capital must be nationalised. Stin others. 
lay all Governments should be destroyed altogether, 
men are essentially virtuous and it is the existence 
of the Governments that make them vicious. These­
people are termed as anarchists. 

There is yet another school of soeialists who de­
clare that production need not be interfered with. 
It may be let alone to follow its course. It does not. 
matter wbat you produce so long as the state sees to 
it that you do not injure the interest of others. 'Ibis. 
may be done by taking away from you what you have 
produced and distributing it among the wbole people 
in a manner most advantageous to an and giving you 
wbat you need. It means that not prodUction, but 
distribution will be p1annrd by the state. You may' 
possess any amount of land and eapital in the name 
of the state but all that you produce with their belp­
will not belong to you but to the community. It 
means that distribution will not take place according­
to deserts, but according to sacrifice or needs. 

Distribution according to sacrifice involves 
The three prill- labour theory of value. Standing on 
=~~~.of Di.tri· the deck of a ship you throw a boulder 
into the sea and the diver dips into the bottom of 
the sea and fetches that boulder. You are ready to 
pay him a pice or two for satisfying your curiosity. 
But be asks you to ray a thousand rupees because he 
bas put in 80 much labour and sacrifice in hrin&ing 
out that piece of stone. You aay that that atone baa t& 
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-value for you, it would hava been dilTerent i£ it were 
.a diamond. Bilt no, the sacrifice theory of distribu­
tion win entitle him to have a lion's srnre, whether 
llis sacrifice has benefitted the community or not. 
The Sadhus and A.llahus bl11'Y themselves under th" 
,ground and sometimes have knife bruises on their 
bodiee. Whether their sacrifices satisfy any demand 
-or not Ii soeialistic stats based on distribution accord­
ing to sacrifice must provide a hlindsome share for 
them out of the national dividend. 

Distribution according to need is the most (seieD­
tific and) economic in the short run. This is so' 
according to the prinCiple of the diminishing mar­
ginal utility. But in the long run it is likely to prove 
very wasteful. It implies the golden law of wages. 
To increase your income or to raise yol11' wages all 
you have to do is to raise your standard of life or 
inerease· your needs by pr.)lu~ing an unlimitsd number 
of children. In this ease the Malthusian difficulty 
becomes a real danger. 'rhus reel merit ioll., produc­
tivity or inventive faeulty will be at a discount and 
idleness at a premium. The very fact that the 
product of your labour or genius is taken away from 
you and you are not allowed to enjoy the fun advant­
age of it diseourages the exercise of your faculties 
and encourages the increasing of needs. The doora for 
human progress are then closed down. 

We adopt a particular plan to-day for the whole 
community. This implies several things. In the first 
place we must assume that the individual has no choice 
but to accept the national plan. Tbis amounts to a Iosa 
af individual liberty. Then it remains nobody'. 
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interest to suggest improvements. If it WlI8 desirable 
to make men virtuous by eompulsion, then God would 

lll~ve done so and eould have done 80 very easily. It 
implies, therefore, that you do not leave people alone 
,to eommit mistakes and then learn. Trne that pre­
vention is better than ellre in mliny eases. But this 
-eure is sueh that both the plitients and the disease 
are destroyed in 80 far as the individual is deprived 
of his individuality altogether and beeomes a mere 
tool. 

The 8'JCialists do not deny that saving is neeea­
,pry. But they say that private saving should be 
~iBeontinued. No doubt it is true that private uving 
-is very unsystem'~tie and very wrongly distributed 
into its va rious kinds i. e., mliterial and non-materiaL 
The soeialists propose that saving should be done 
e()llootively by the state. But experienee shows that 
~tates have been invliriably extravagant and in debt 
rather than being saving machines. 

As regards inventions it is proposed that laurels soeh 
as tiUes ete., may be provided to eneonrage them where 
the pure love of humanity is fonnd insuffieient to aerve as 
an impetos. This is all grud. But looking at the world 
as it is to-day, we realise that only an infinitesimal 
.amount of inventive worll is done out of purely noble 
motives. Man is b.>th flesh and intelloot. Ani it is 
no good to ignore fl~sh and uy that' man ean be made 
to work altogether with the philanthropie IIhltiVes. 
His flesh requires personal satisfaction. We eannot do 

.aWliY with our flesh and still live. We most provide 
some aeope Cor the exercise of individuality in our 
WJrk ao:i enjoyment. 'rhe expectation that people will 

4Iubmerge their in:livid'lality altogether in the eo:nmlO 



mas. is' neither desirable nor 'based on a ,suffieiently 
keen observation of facts. Sooialists, on the other 
hand, say that. human nature is not' oonstant and 
invariable. It is very ehangeable. It ean ehange. 
Now there are two ways of changing. human' nature 
(i) persuasion and eneouragement (U) coercion,~The 
latter is advocated by the eommuniBts, Those who 
advoeate coercion assume 'that they are all wise. The 
other side must be wrong. In fact many of them be­
lieve so much in their own infallibility as to deny the 
existenee of any such thing or creature as God, They 
depreeate all religion. It must b~ ,admitted that in 
some eases coercion beeomes necessary' to . change 
human nature as in the case of compulsory primary 
edueation. But in all fairness what should be done 
is that the state should impart un biassed edueation 
up to a standard possible for sueh impartial instruc­
tion and then let people who have grown up, think 
out any plan for themselves. Let there be persuasion 
and propaganda of all sorts without let or hind­
ranee and let human beings grow either rank individu­
alists or rank soeialists or a middling sort. But the 
decision whether what is impartial instruction must 
be left'to the state. All that you ean do is to ensure 
that state must not flout the public will in this ease 
as well. 88 in other respects. But here we leave 
eeonomics and enter politics. 

In eonelllsion we can say that the reformers 
Conclusion. would replace the principle . of sef"l)ice 

for the prineiple of free enterprise and gain as in­
centive to work. But the question is what is the 
criterion of judlrlng the worth of serviee exeept 
through exehange! And if exchange dissppears who 
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is to judge the worth of every body's services! This 
work left to a body of individuals forming the state 
cannot naturally be perforoned very satisfactorily as 
the question of service does not depend upon sscri­
fice, but satisfaction yielded to consumers. And as 
enjoyment of satisfaction is a subjective phenomenon, 
the state cannot measure it for the whole body of 
its subjeets. There is no measure to judge how great 
a sum total of satisfaction will be obtained from any 
particular article consUID".d by 80 many individuals 
separately over such a long period of time. 

Besides, although we may admit that such a great 
inequality of means and possessions as prevails at present 
is not desirable on the whole, yet absolute equality also is 
not altogether desirable. It will remove that incentive 
to work which coones through emulation. Under the 
present form some people achieve great sueeess and 
gain therefrom. Others feel encouraged to foIIow 
and thus progress of the whole body is carried out. 
Under eoeialism there would result a stunting equality 
which wiII produce stalement and drab and depressing 
uniformity. 

But the modern tendencil's cannot be· ignored. 
Indeed there is ground for the belief that there is yet 
a vast field for coIIectivism to exploit legitimately 
for the benefit of man without Crippling his individu­
ality. The springs of ideas coming from individuals 
must not be dried up. And individuals must be allowed 
to benefit·considerably from their eontributions. And 
yet the eeope for expansion of the area for coIIeeti ve 
action and sharing of gain is stin very large. 
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