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FOREWORD 

WHEN the original version of the present work first came to my 
attention, I was forcibly struck by three facts. 

The first was the -remarkable erudition of the author. & is 
not unusual among his cultivated compatriots-Dr. Suranyi­
Unger is a Hungarian-his familiarity with foreign languages is 
very great. He is equally at home in. German, French, English 
and Italian, not to speak of the other. languages with which he 
is acquainted. There. is, to my knowledge, no other living econo­
mist who has such a complete ~astery of the world literature. 
Furthermore, Dr. Suranyi-Unger· has been- educated in a good 
school and is meticulously accurate in all his references. 

In the second place, Dr. Suranyi-Unger, probably owing to his 
study in the German universities, is especially interested in the 
philosophical aspects of economic science. This has been evidenced 
by his earlier works which have dealt more particularly with the 
philosophical foundations of economics. Although by no means 
aloof from the practical problems of the day, as is manifest from 
the numerous articles that he has published in the last few years, 
Dr. Suranyi-Unger shares with some of the leading founders of 
the science a predilection for the philosophical treatment of eco­
nomic controversies. While this is not uncommon among German 
economists, it is something rather rare in the recent literature of 
other countries. This book will therefore be especially welcome 
to English and American readers because of the unusual start­
ing point of his exposition. 

In the third place, this is, I think, the first time that any elabo­
rate discussion of economic literature has been undertaken by one 
who stands quite outside of the leading racial and linguistic 
boundaries. The consequence is that as between the German, the 
French, the Italian and the Anglo-Saxon writers, Dr. Suranyi-
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vi FOREWORD 

Unger seems to be entirely without bias, so that the genern.t survey 
of the contributions of the five outstanding countries to economic 
literature is presented not only with fidelity but with as much 
approach to impartiality as can reasonably be expected. The book 
will be especially interesting on this side of the ocean because 
of the relatively great attention paid to the· recent American lit­
erature. It may also be remarked that owing to a sojourn of al.: 
most two years in the United States since the appearance of the 
German version, the sections devoted to American literature have 
been very much amplified and improved. 

It was because of these considerations, as well as because of 
my personal regard for the author, that I was led to suggest its 
translation and was induced to act as editor. The book will, in 
my opinion, fill a decided gap in our economic literature and Qught 
to be welcome not alone to the university student, but also to the 
wider public which is concerned with the international develop­
ment of economic ideas. 

Columbia University 
New York 

June, 1931 

EDWIN R. A. SELIGMAN 



THE AUTHOR'S PREFACE 

Those who desire only a survey of the development of theoreti­
cal economics since the beginning of the century should omit the 
passages in finer print. These are intended only for those who 
arc inte'rested in the less important details or especially in the 
bibliography of the subject. 

THERE are three wayS' of writing the history of theories. The 
first is the purely descriptive one, which deals with the doctrines 
of the past only in their temporal order. The second is the critical 
one, in which the author tries to offer a "critical" view of other 
men's opinions, and thus stresses the exclusive correctness of his 
own ideas, thereby giving the unsuspecting reader a consciously 
distorted and one-sided picture of scientific development. The 
third and best method is the genetic one, which tries to explain 
prevailing opinions out of their. own development, and in their 
inmost connexion. The following work atteqlpts to follow the 
principles of the genetic method. 

Owing to the lack of the requisite historical perspective, how­
ever, comparatively few events in modern development can be 
studied in a purely genetical fashion. In the present attempt this 
lack is felt as a perpetual flaw, and hinders above all the choice 
of economic theories to be discussed. The critical means of the 
whole genetic method of representation is contained in this choice: 
the material for this' historical survey of theories could be as­
sembled only on the basis of a valuation of the various theories 
which come into consideration according to their intrinsic and 
fundamental importance. Anyone would be justified in objecting, 
from his own point of view, that I have mentioned much that is 
unimportant, and neglected other things of more weight. He need 
only remember the well known fact that Gossen was first brought 

vii 
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to the notice of his "discoverer" J evons by Kautz. Were not the 
great majority of leading economists in 1860, the year in which 
Kautz's history appeared, of the opinion that the mention of a 
writer. like Gossen was quite superfluous?' And yet it would have 
been a mistake if Kautz had paid no heed to Gossen's views. The 
same thing is even more liable to happen with us to-day, when 
everything in the development of economics is even more in a 
state of flux. 

In order to avoid this as much as I could, I have tried to 
condense as many new ideas as possible in the three main divi­
sions of the book, in which I set forth the most recent develop­
ment of our science, according to the three main linguistic groups. 
I have tried to draw largely on the literature of the periodicals, 
which is generally overlooked, and for many scholars difficult to 
obtain. Quite unpretentious articles in periodicals often contain 
the most important new discoveries. I hardly need mention that 
I do not intend to make a complete survey in this work. At times· 
the lack of an historical perspective has compelled me to give 
a consciously bibliographical tone to the description in the three 
main divisions. I have tried here to maintain the strictest objec­
tivity, for I believe that I can be more useful to the reader by 
citing theoretical discussions and the reception of new doctrines 
by trained scientific criticism, rather than by offering him mate­
rial in the shape of "dogmatic criticism" accompanied by my own 
remarks. In reading this, he will learn not one single point of 
view, i. e., my own, but rather the majority of modern opinions. 
This enforced objectivity is, I hope, balanced by the freer and 
more subjective tone of the first section, and especially of the 
summary. I consider it, however, my duty to warn the reader 
that tpe ideas in the summary on the present status and probable 
future development of economic theory contain only my own 
subjective opinions. 

I have thought it necessary in the present volume to impose 
certain limitations upon myself in three different directions: with 
regard to subject-matter, time, and language. I have tried not to 
overstep certain boundaries in my literary material. First in respect 
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to subject-matter, I limit myself to the development of so-called 
pure economic theory, and proceed in all the three main divisions 
according to a fixed plan. The division into linguistic groups 
seemed to be permissible only through this strict unity in the 
formal structure of the work. It is only through the arrange­
ment of the material within this scheme that I could take ac­
count of the peculiarities of scientific development in the various 
linguistic groups. Certain minor repetitions were unavo~ble in 
this outward structure, and occurred chiefly because of the separate. 
handling of methodological development, which, however, could 
be appreciated in its importance only in this way. Nevertheless, 
in order to diminish as far as possible the number of repetitions, 
I have tried to discuss each theory in only one connection. When 
doctrines are mentioned in the main divisions without references, 
these are always to be found among the author's writings which 
have been mentioned previously. I have omitted the theories of 
money for two' reasons. First, according to present conditions, the 
theory of money does not; in most cases, form a unified, organic 
part of economic theory. We need only compare the money 
theories of the best known economists with each other to see that 
they are often only loosely connected with the rest of their eco­
nomic theory: economists of different general tendencies often 
hold the same theory of money, and different money theories can 
be found within the ranks of the same school. A discussion of 
these theories, therefore, would have disturbed the unity of the 
present work. On the other hand this somewhat special position 
of the theory of money in economics has led to some notable 
studies being devoted, to its most recent development in the last 
few years. The excellence of· these works was the second reason 
which influenced the omission of these theories. I was in a similar 
position in respect to questions of production and of the closely 
related theory of organization. In addition, it is my opinion that 
one cannot very well speak of these questions, and especially of 
the problems of credit and business cycles, without touching on 
the most important problems of economic policy. It seemed to 
me better to limit myself to a narrower field rather than to treat 
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superficially all the complex problems 'of . the science. I desire, 
however, to draw emphatically to the student's attention the fact 
that an important transformation has taken place in economic 
investigation since the war in the direction of questions of or­
ganization theory. The works on this subject will afford him 
abundant information. 

As regards time, I have kept to those limits which are men­
tioned in the title of the book. In the revision of the German edi­
tion, which has been made for the English translation, I have 
tried to include the most recent development of the years 1926-
1928. I have endeavored to show in various parts of the book 
that the choice of the turn of the century, as the other temporal 
limit of the work, was not entirely casual, and that at this period 
epoch making changes were taking place in economics. But I have 
had to renounce from the outset explaining theories or theoretical 
concepts which belong to the achievements of the previous cen­
tury. Therefore the reader will need to have an acquaintance with 
earlier fundamental concepts such as marginal utility, the theory 
of imputation, the classical theory of distribution, etc., if he de­
sires to follow me. I strongly advise the beginner to study one 
of the better known books on the history of economics, before at­
tempting the present work. Perhaps the best suited for this pur­
pose is the small book of the Hungarian Wolfgang Heller.1 
Other works which may be recommended are those of Othmar 
Spann,2 Paul Mombert,8 Gide and Rist,4 Bousquet,1I and Haney.8 
The more advanced student will find valuable help in the recent 
historical works of Joseph Schumpeter,f Edgar Salin,8 Rudolf 
Stolzmann,1I Sven Helander,t° Hans Honegger/1 O. Fred 
Boucke,12 or Paul T. Homan.18My two-volume Philosophie ;n 
der Volkswirtschaftslehre (Jena, 1923-26), may also serve as a 
preparation. For anyone who can secure that work, I recommend 
especially the following chapters: "Die Physiokraten" (I, p. 284), 
"Die klassische Schule der Nationalokonomie" (I, p. 372), "Die 
historische Schule und die Neoromantik (II, p. 141), "Der na­
tionale Gedanke" (II, p. 203), "Die Careysche Volkswirtschafts­
lehre (II, p. 232), "Die exakt vergleichende und die mathema-
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tische Richtung .(11, p. 281), "Die Mengerschen positiven Wirt­
schaftstheorien und die asterreichische Schule" (II, p. 356), "Marx­
ens volkswirtschaftliche Lehren" (II, p. SIS), and "Die Stellung 
des Marxismus in der neueren Entwicklung der sozialistischen 
Lehren" (II, p. 524). 

In the third place, finally, I have dealt only with works that 
are written in German, French, Italian. and English. These con­
tain"the most important contributions·tothe modern development 
of our science. I might have dealt also with Spanish and a great 
deal of Slavonic literature, but I should have been as little justi­
fied in mentioning these as in treating works in my own tongue, 
Hungarian, considering that my linguistic knowledge did not 
enable me to deal with the more important Scandinavian and 
Dutch economic theories.14 I have considered the theoretical 
works of these nations. only when they have been translated into 
one of the four above-mentioned languages. Where there have 
been several translations I have mentioned them in connection 
with the language into which they were first translated. 

I am conscious that this volume is but an incomplete attempt, 
and that I have been only to a small degree able to overcome 
the great difficulties that stand in the way of such an undertak­
ing. I shall have reached my goal if the historian of the future 
is able to use this book as a useful reference for the first quarter 
of the twentieth century. Perhaps I have also succeeded in con­
tributing toward bridging the gulfs which exist between the eco­
nomic theories of the various linguistic groups. An international 
understanding in our science is best brought about by a division 
and co-ordination of labor. What I have to say about the mark;ed 
contrasts between the German, the Romance and the Anglo­
Saxon spirit in science is said freely and objectively, for I my­
self belong to a cultural environment which is different from all 
of these but owes perhaps an equal amount to each. 

Finally, I acquit myself of a pleasant duty when I cordially 
thank all my colleagues, in both the old and the new world, who 
have helped me with their advice in preparing this work. Most 
critics of the German edition of my book will find that I have 
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tried to take account of their objections in the corrections whic 
have· been made for the present translation. I am especially it 
debted to the courtesy of the various German and Austrian, Ita 
ian, French, English and American libraries in which I hav 
worked for various periods on this book. 

THE AUTHOR 

Chicago, May, 1929. 
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INTRODUCTION 

THE DEVELOPMENT OF ECONOMIC THEORY IN 

THE VARIOUS LANGUAGES 

IT IS always presumptuous, in dealing with the development of 
the various sciences, to talk of an uninterrupted progress. Some 
advance is indeed indicated when only one short step has been taken 
toward a more systematic understanding of the truth. Yet even 
the nature of this truth which we are seeking appears to different 
eyes in different shades. Does the philosophy of the Enlighten­
ment really represent an advance over medi:eval thought? Or 
can anyone maintain, without fear of contradiction, that Karl Marx 
had a deeper insight into economic truth than Adam Smith? It 
is only the person who has surveyed the turmoil of intellectual 
currents from the position of his own school of thought, and ap­
praised them ~cording to his own personal bias, who can make 
a sharp distinction between progress and retrogression in science. 
The historian of thought, however, who, at the very least, should 
be above the disputes of parties and schools, sees nothing but a 
rolling sea of contradictory theories. One wave after another takes 
the lead, only to give way to those which in their turn advance 
with the pretentions of being the best qualified to discern the real 
core of Truth. And out of this raging tempest there emerges by de­
grees a small coral island, the only secure foundation for progres­
sive science. Every controversy, to a greater or less degree, leads to 
an elucidation of opposing positions, whereby the positive and. 
enduring treasure-store of our science is enriched by some sort 
of a contribution, however insignificant it may appear to be. 

"Are my officers still grumbling?" the Austrian general Ra­
detzky used to ask: "then all is well!" In the same way, we may 
brush aside all anxiety for the further growth of economic theory, 

3 
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so long as there are dissatisfied persons who regard the prevalent 
theories in a spirit of criticism, and strive to effect in our science 
more or less "revolutionary" reforms. It seems to be in the nature 
of controversy that we try to detect, in the position of our adver­
sary, the fate of the proverbial cow, which we have all seen in 
the advertisements of a patent medicine, afBicted with every pos­
sible disease to which an animal is susceptible. In this state of 
affairs, however, only the most extreme pessimist can lose courage; 
for it is a fact that every system of economic theory, for all its 
errors and omissions, can be shown to have its merits. Every the­
orist strives to discern the same lone summit of the true relations 
between the various elements of economic life. Whether we view 
it from this side or that; whether we examine its general outlines 
from a distance or endeavor to climb up it and investigate the 
individual rocks at close range, the picture we get is always dif­
ferent. It is in intellectual controversies, in the great disputes be­
tween different schools of thought, that these pictures are com­
pared with one another; so that seeming contradictions are seen 
to be unreal, and individual agreements are being increasingly 
recognized. Thus it is that we gradually approach an ever clearer 
apprehension of the one and central Truth. 

The most invigorating factor of true progress in our science is 
an argumentative analysis of diverging theses; the more these 
take stock of each other, the more they can further the common 
cause. Wherever investigations of the same subject-matter are being 
carried on in complete isolation, without the opportunity of being 
challenged and fertilized, much energy that could profitably 
be employed for science as a whole is wasted. Although the 
losses which this isolation implies are severely felt on all sides, 
they seem in the present state of economics to be more pronounced 
than ever. Among the three chief linguistic groups which at the 
outset claim our attention-the Germanic, the Romance and the 
English-gaps exist which make it more impossible than ever to 
speak of a unified development of our science. A comparative study 
of the economic literature of these three groups forces us to con­
clude that each proceeds under lock and key, and without an ap-
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preciable regard for the achievements attained by the others. It 
is especially in personal intercourse that one sees how common it 
is for the leading economists of a nation to know astonishingly 
little about what their colleagues in other lands are accomplishing. 
It is often decades before the most important results of foreign 
research come to their notice, and by that time science has .struck 
out in new directions. 

The reasons for this deplorable separation are, now as before, 
only partially to be found in the purely external difficulties of 
linguistic differences. Of much more decisive import are the under­
lying cultural differences which have led nations and races to. 
develop entirely different concepts of the nature of economics. We 
shall, therefore, be in a better position to understand the latest 
developments in economic theory, if we keep in mind the dis­
tinctive characteristics of German, Franco-Italian and Anglo­
American culture. 

Beginning with the national character of the Germans and their 
attitude toward science, we find that these have always been dif­
ferent from the prevalent culture of the west. Their peculiar status 
in the present culture of Europe dates from the intellectual revo­
lution of the romanticists. It was then that the Germans attained 
a national consciousness and that German civilization, which had 
previously followed a course more or less parallel to that of west­
ern Europe, struck out its independent path. The romanticists 
turned their gaze upon life as a whole, tried to discover its deepest 
impulses and pressed their search even into the realm of mysticism. 
They saw in society a sentient whole, a living organism, composed 
of a mass of differing units. According to them there exist in each 
self-sufficing personality creative forces which· express themselves 
in reciprocal social contacts and which ultimately react on the 
community. Foremost among their teachings was the resthetic­
religious ideal, to which they attributed not a continuous develop-' 
ment, but a gradual advance, punctuated with conflicts due to dif­
ferences in culture. 

From romanticism emerged German idealism, with its strongly 
marked metaphysical character, which intensified the natural tend-
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ency of the Gerinans to metaphysical speculation and to interpret 
.all experience, social as well as natural, in terms of the cosmos. 
It is perhaps in the music of Bach, Gluck, and Handel, that this 
spiritual trait of the Germans appears to the best advantage; just 
as the great strength of their plastic art, from media:val Gothic up 
to the present, resides not in beauty of line or of form, but in 
expression and movement. The idea of a self-contained and organic 
social structure has given birth, on the one hand to the German 
conception of the State, with its emphasis on the subjection of the 
individual to a central power, and on the other hand to those 
feelings .of duty, order and discipline, which are especially char­
acteristic of the race. This is exemplified in their training, their 
education, and especially their scientific work, through a methodical 
and systematic procedure which foreigners are only too prone to 
call pedantic and doctrinaire. These accusations are all the more 
irrelevant when we consider the depth of feeling which, as every­
one knows, not only characterizes family life, as in England, but 
also informs the whole German attitude toward life and society. 
In sociological studies, both Romanticism and Idealism led to a 
splendid development of the historical outlook, which became for 
the Germans the outstanding scientific method in linguistics, art, 
religion, politics and economics. In mentioning these leading traits 
of German culture, we do not wish to imply that there did not 
exist at the same time-notably under foreign influences-other 
intellectual currents. Especially in the seventies and eighties, a real­
istic movement came to the fore, of which the chief examples are 
the sober, nationalistic policy of Bismarck, the partly naturalistic doc­
trines of Nietzsche's later philosophy and last, but not least, the 
materialistic teachings of Marx. It is significant, however, that Bis­
marck, Nietzsche and Marx in their youth all came under the in­
fluence of Idealism. Nevertheless, because of its efficacy, Realism 
has won for itself a strong position in German culture and is to­
day a worthy opponent of the pervading Idealism, although con­
stantly influenced by it. 

Ia contradistinction to this peculiarly German culture which 
started with the Romantic, we have Franco-Italian and Anglo-Amer-
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iean cultures, which we can call West European thought. In view of 
the fact that Germans are generally said to be conservative and 
western Europeans progressive, our remark is only superficially 
paradoxical. The spirit of progress is the result of thousands of 
yean of an unbroken development, which had already reached 
a certain maturity in the philosophy of the Stoics and in the under­
lying principles of Roman Law. First of all we find the notion of 
a divine providence, of the natural laws of the eternal wisdom 
of God, which had dominated the golden age but had been ob­
scured later through folly, strife and cupidity. The aim, then, is 
to re-establish their supremacy, so that the god-like dignity of 
man, found in all of us, may again express itself in liberty, equality 
and fraternity. 

Pantheism, which was at the bottom of this train of thought with 
the Romantics, was replaced in the Middle Ages by a. deep-rooted 
Theism. But it accepted also the idea of a divine natural law, to 
which were added the doctrine of original sin and the su~reme 
authority of a divinely instituted church; all of which profoundly 
influenced the art, the science and the life of the period. Even 
the system of estates and guilds, with all its social and economic 
inequalities, Wlijl unable to destroy the sense of equality achieved 
by this belief in a divine world order. Humanism and the En­
lightenment, then, are the two great movements which have made 
western European culture what it now is, and through which the 
ideas of a divinely given· law of nature, of an eternal and divinely 
appointed world order, and of the equality and common destiny of 
mankind have taken on their present form. In spite of the more 
recent positivistic tendency, this attitude has prevailed even to the i 

present day, and the ideals of freedom and progress which have 
been built upon this foundation are even now in sharp contrast 
to the German notion of historical "unfolding of the Idea," and 
its embodiment in the fundamentally unequal structure of society. 

Within this general frame of Western European culture, there 
are naturally important differences, between the "Latin" and the 
"Anglo-Saxon" minds. In France, the Revolution led to a tieci­
sive break with traditi.onal institutions, and radical reforms were 
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attempted everyWhere. These took the form of a worship of popu­
lar rule, a strictly equalitarian democracy, and an inexorably ma­
terialistic and mechanistic rationalism, whose atomism sought only 
mathematical relations. This trait of the Latin mind is especially 
noticeable in contemporary Italian sociology. On the other hand 
the Anglo-Saxon holds fast to tradition, knows how to combine the 
ideal of personal freedom with a deep-rooted belief in a select 
class of leaders, and so achieves a peculiar Liberalism, quite dis­
tinct from similar intellectual currents on the Continent. The Eng­
lish middle class combine this dominant Liberalism with an ethico­
Christian attitude to life, which is in sharp contrast to the unlimited 
feeling of power and mastery on the part of the upper classes; there 
is thus engendered the dualism which is so marked in every phase 
of Anglo-Saxon culture. In the United States, the deeply rooted 
democracy of the people unites them all in one great society for 
the promotion of interests and material welfare of the community. 
In philosophy, English empiricism is opposed to Latin rationalism; 
scepticism and materialism, likewise, as a rule give way to utili­
tarian and hedonistic ethics. In this we see the practical nature of 
the English and the American, which leads them to value every­
thing according to its usefulness and which, with their remarkable 
optimism, may be considered the source of Anglo-Saxon supremacy. 

It must be borne in mind that this rough sketch of the differences 
between the German, Latin and Anglo-Saxon cultures represents 
a more or less abstract picture which will, in practical experience, 
often be found inadequate. Nevertheless the dividing lines have 
always been sufficiently marked to cause a certain amount of isola­
tion even in the separate sciences. Whoever tries to comprehend 
the scientific development of an alien culture will find himself, 
even after he has mastered the language, in an entirely different 
wQrld of thought, often so difficult to understand that only a pains­
taking re-arrangement of his own ideas will enable him to grasp 
its meaning or to derive from it any useful stimulus. Even in 
economics there came, accordingly, certain national tendencies 
which were of course more or less adopted by other nations, but 
which could produce significant results only in their own cultural 
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environment. Thus German economics has been able to achieve 
real results only in so far as it has been historical, universalistic, 
national and (corresponding to the German sense of organization) 
socio-political. Even Marxism is in essence historical and influenced 
by the idealistic philosophy. In the Latin cultures the only eco­
nomic doctrines that proved themselves capable of a high develop­
ment were materialistic and revolutionary socialism and a wholly 
rationalistic, atomistic, and mechanico-mathematical theory. Finally 
it followed that the Anglo-Saxons, who have always been greatly 
influenced by the optimistic ideas of natural law and divine provi­
dence, should have produced an essentially individualistic, liberal, 
hedonistic and utilitarian body of economic doctrine. On the other 
hand, a revolutionary socialism could not take root here. The 
outbreak of the war brought to the front in every way more acutely 
than ever the old contrasts between the German and the Western 
European minds. A strong effort was made by propagandists on 
both sides, but especially among the Allies, to turn this purely 
political struggle into a contest between two cultures. 

The leaders of German art and science answered in September 
1914 with their unhappily worded manifesto "An die Kulturwelt," 
signed by 93 leading thinkers. After characterizing as fantastic 
the accounts of atrocities supposed to have been committed by· the 
German soldiers in Belgium and northern France, the manifesto 
proceeded in an exaggerated way to sing the praises of their own cul­
ture over that of the rest of Europe. This naturally excited. the 
indignation of the opposition, and a whole literature now appeared, 
especially in France, consisting not only of newspaper articles and 
pamphlets but also of numerous volumes with scientific preten­
sions, which tried to prove, in various ways, the faults and the 
inferiority of German character and culture. To take but a few 
of these writings which refer especially to German science: Gabriel. 
Petit and Maurice Leudet sent a questionnaire to the most promi­
nent French scholars, and then collected all their answers in order 
to prove that leadership in every field of knowledge belonged to 
the Latins and Anglo-Saxons and that, therefore, a menace to 
German culture could not be fatal to civilization.1 Joseph Lefort 
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examined in 'turn all of the branches of knowledge in which the 
Germans had made so-called epoch-making discoveries, and tried 
to prove that they rested throughout upon the researches of earlier 
foreign . scholars.2 He considered the academic seminary an ab­
surdity and found fault with the entire methods of German science 
which, according to him, wastes itself in gathering masses of un­
digested material. 

Although his tone is free from the propaganda which was in­
spired by national hatred, the American·C. E. Persons investigated 
the problem with especial reference to economics and demanded, 
in place of the German system which aims at training scholars and 
research-students, a return to the traditional English and American 
ideal of education as befitting a gentleman.s French economists 
were especially incensed at Lujo Brentano for signing the mani­
festo of 1914, and suspected that he, the1descendant of a family 
of Venetian merchants who had always been intimately associated 
with foreign scholars, had been persuaded by some one else to do 
so. Thereupon a debate 'broke out in correspondence between 
Brentano on one side and. Yves Guyot and Daniel Bellet on the 
other, published in the Journal des Economistes, and in which 
Brentano sought to defend the statements in the manifesto. It 
is all the more surprising, therefore, that after the war, he sent 
a letter to Charles Gide in which he confirmed Guyot's conjecture 
and blamed Schmoller, now deceased, for having persuaded him 
to sign the manifesto, the contents of which he did not even know 
until it was published.'" 

As a matter of fact, Brentano's recantation is not the only one. 
When the American journalist Charles Victor, of the New York 

• Evening Post, went to Germany after the war, and seized the op­
portunity of interviewing most of the signers of the manifesto, 
they almost unanimously renounced its contents, and admitted that 
they had signed under the powerful pressure of public opinion. 

This striking example of faint-heartedness can be paralleled in 
many realms of contemporary German culture. The propaganda 
developed by the Allies during the war must have had such a 
power of suggestion, that we hear today even of Germans who 
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tend to attribute the great "debacle" to a few especially promi­
nent traits of German character and method, thus recognizing a 
victory of western European culture over their own. People for­
get, however, that in neither its origin nor its course was the war 
a struggle between two different cultures. This idea was invented 
and read into it afterwards. If the general who was in command 
on that fateful September night had not ordered the first retreat 
on the Marne, who knows what the result of the war might not 
have been? The faint-hearted, however, see in this and a hundred 
similar strategical and other occurrences fundamental mistakes and 
defects in the traditional German mind, and are consequently ready 
to welcome the influence of the foreign ideas, which have appar­
ently stood the test of war. 

This western spirit, ardently welcomed by many, boasts on the 
other hand of its recent material success and draws from this great 
period of trial new sources of further growth, which in its con­
sciousness of victory it likes to consider as an uninterrupted continu~ 
ation of pre-war tradition. Therefore, whereas both Latins and 
Anglo-Saxons are engaged in strengthening and developing these 
traits which 'we mentioned above as typical of their respective 
cultures, German intellectuals seem downcast and ready to relin­
quish the treasures of that culture which they have guarded for 
so long. Are we to see a repetition here of what 'happened after 
the Franco-Prussian war? To keep to economics: in those days, not 
only did the theories of the German historical school penetrate 
France, where Gide, Cauwes and other occupants of the foremost 
chairs of economics came under its influence, but the younger 
generation in Italy, England and especially America lent an at­
tentive ear to the economic teaching of triumphant Germany. From 
the United States :a stream of eager young economists came to 
the German universities to imbibe learning from the younger mem- . 
bers of the historical school and later to create out of the ideas 
which they brought home the new American economics that ranks 
so high today. The fact, too, that German Marxism has spread 
like wild-fire over the whole globe is closely connected with the 
rise of German prestige after, the victory over France. 
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Today it seems that in the Latin countries economics is develop- . 
ing more consistently than ever along the traditional lines which 
correspond to the general mental attitude. The same is true of 
England, and it is perhaps only in America, which was but slightly 
affected by the war, that we can notice a more active movement­
toward a partial reform of economic theory. In Germany, on the 
other hand, there has perhaps never been such confusion and such 
dismemberment in the various theories struggling for supremacy 
as we have seen since the war. Many seem to despair of their 
own fundamental scientific ideals, and it is perhaps only their prac­
tical isolation from foreign economics, so evident up to the present 
moment, which has prevented them from adopting those leading 
theories to a more appreciable extent. Nevertheless, it is a striking. 
symptom of the attitude of German scientists to-day that the Swede 
Cassel has been able to make such an impression in Germany 
with his essentially Anglo-Saxon theories, whereas similar attempts 
made by Germans before the war were more or less doomed to 
failure. 

To counteract these foreign influences, there has recently ap­
peared in German economics a new movement which emphasizes 
the old traditions and consciously sets itself the task of continuing 
them. Nevertheless Latin and Anglo-Saxon scholars give it as little 
attention as they give to other economic currents in post-war Ger­
many, and continue in complacent seclusion, almost untouched by 
foreign influences. Thus those comparisons between different eco­
nomic theories, which are so fruitful and so important for science, 
are hindered to-day even more than before the war by these great 
cultural divisions. It is only at the end of the decade following 
the war that we again notice signs of international rapprochement 
in economic theory. 
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ECONOMIC TENDENCIES 

THE REAL and important cultural differences which we have noticed 
even in economics lead us to divide the development of our subject~ 
matter in the last quarter century into three linguistic groups. 
First of all, however, we shall try to summarize the philosophical 
origins of these various tendencies. 

At the end of the last century, where our study begins, there 
was considerably more intercourse between the economists of dif­
ferent nations than there is to-day. The historical school was still 
the official one: in Germany it dominated most of the universities, 
and it was respected in many European countries, as well as in 
America. The appearance of Schmoller's Outline was hailed by 
all as a great event. This, however, was to be the last great effort 
of the historical school, which was no longer able to halt the victori­
ous advance of the newer theoretical tendencies that were reaching 
their greatest development about this time. Among the Anglo­
Saxons the polished theories of Marshall's Principles were en­
joying universal praise; Pareto in his Cours had given the Latins 
an excellent development of Walras's theories, and. the Germans 
were still powerfully impressed by the works of Bohm-Bawerk. 
At the very_ end of the century there appeared in America the 
best work on the somewhat modified theory of marginal utility: 
Clark's Distribution. The criticisms of Veblen and others on the 
theory of marginal utility were scarcely noticed, and the Vienna 
school shone in the full glory of its far-reaching influence. Karl 
Diehl was still devoting himself to the problems of Socialism 
and Communism, Liefmann was busying himself exclusively with 
the Cartel, and few suspected that he would soon advance an 

IS 
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abstract economic theory. The Swedish engineer Cassel had only 
just turned, his attention toward economics, and a young student, • 
Othmar Spann, now wrote his first work, soon to be published 
in ScMme's Tiibinger Zeitschrijt. 

The great changes which the last quarter century has seen in 
economic theory can be in large part traced back to philosophical 
sources. The war between general philosophical tendencies of re­
cent years is at the bottom of the various economic view-points as 
well as of the great changes in economic theory and as one or 
the other prevails or else exerts a greater influence on our science, 
the economic picture also changes. 

I. The Baden School of Philosophy, the Question of Method, 
and the Philosophy of Values in Economics 

Before the birth of the theory of marginal utility, the condition 
of German economics was such that the historical method, which 
was already becoming stereotyped, threatened to put. an end to 
all theoretical investigation. The only chance for improvement 
lay in a renewed attack upon the problem of method. 1;he nature 
of economics, its tasks and its place in the world of science were 
all questions which' demanded a thorough investigation. A dose 
alliance was accordingly made with the Baden school of Neo­
Kantian philosophy which was working upon the same subjects. 
Windelband had already dealt with the systematization of the 
sciences; his researches were continued by Rickert and developed 
with incisive logic. A two-fold division of the sciences was reached, 
on the basis of which one group seemed to be amenable to the 
deductive, the . other to the inductive method. It was, therefore, 
the business of economists to decide to which group their science 
belonged. Thus it happened that German writers on methodology, 
especially of recent years, have as a rule made use of the philo­
sophical weapons placed at their disposal by the Baden school. 

There was, moreover, a second point of contact between the new 
economics and the Baden school. Windelband already investigates the 
problem of knowledge with reference to its value as truth, rather than to 
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its psychological origin, and connects epistemology with normative ethics 
and zsthetics. The idea of value is becoming prominent and idealism 
again takes precedence over thought., Rickert developed this tendency by 
his two methods of epistemology: transcendental psychology and trans­
c;endentallogic. By the first we distinguish truth from error; there is, 
therefore, a judgment: affirmation or denial, acceptance or refusal. Be­
hind this behavior is a transcendental idealism, which is recognized by 
the second method as a transcendental value, and appears to the con­
sciousness of the knower an entirely different and independent principle. 
Consequently the whole dualistic structure of the Baden philosophers 
rests upon the epistemological theory of value. 

The division which the Baden school made between natural and 
cultural, social and historical sciences has giv~n weight to the theory of 
transcendental values. For if the aim of the natural sciences is to dis­
cover general laws, the cultural sciences can approach their subject, in­
dividual phenomena, only on the basis of an acknowledged system of 
cultural values. This is furnished by the principle of selection, which in­
volves the choice of criteria in determinifig the particularity or uniqueness 
of phenomena. It is the eternal values, therefore, which have made 
possible for us ~n ordered and systematic knowledge of all external 
phenomena that are subject to change. They constitu,te the opnon 
basis upon which the transcendental idealism of the Baden school rests. 
Thus every systematic interpretation of the meaning of life starts out 
from a system of established values which attaches to all goods, or other­
wise, in the preSent or the future, and with regard to which the scien':' 
tific appraiser takes his own stand. We see here how the whole theory of 
knowledge resolves itself into a theory of value, and that historians of 
philosophy are right when they call this Neo-Kantian tendency a critique 
of values. 

We can largely attribute to the success of value concepts in 
philosophy the fact that economists adhere so persistently to a 
theory of value as the foundation of all economic theory. Pro­
ponents of the theory of marginal utility invest it with a kind 
of tabu, so that no one dares question it, and they assign to'it 
considerably more importance than do the exponents of newer, 
economic tendencies, as far as these are still influenced by values. 

We meet of late increasingly frequent attempts to connect abstract­
deductive theories, especially the philosophy of marginal utility, with 
the idealistic and pragmatic positivism of Hans Vaihinger. The assump­
tion is made that the theory o( marginal utility works with the same 
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fictions that Vaihinger emphasized in his Philosophic des Als-Ob (Ber­
lin 191 I), iJ? developing the connection between science and being. This, 
however, seems to be a serious error. Perhaps Vaihinger himself is 
partly responsible when he quotes the authority of Adam Smith and the 
latter's apparent fiction of pure egoism. According to Vaihinger, all 
,modern economics owes its origin to this fiction. Historical research, 
however, has proved more than once that the matter is not so simple 
with Adam Smith. Vaihinger is no economist and we ought not to blame 
him too severely. Eventhe younger economists seek at most to posit new 
hypotheses which correspond to reality, and which may be verified by 
it. Nevertheless, it is not their intention to play around with fictions, 
which are obviously not a picture of reality and do not even intend to 
be. A popular attack on the theory of marginal utility is to accuse it of 
unreality; but the argument does not seem to rest on firm ground. On 
the other hand, if some young writers purposely select Vaihinger's 
philosophy as a basis for their economic theories, it is easy to predict 
certain failure for the attempt. A conscious "Fictionism" will never 
discover a satisfactory path to reality, especially in our field. Thus the 
first and most important demand which we make of every economic 
theory remains unfulfilled. 

Hugo MUnsterberg, who had been influenced by other philo-
. sophical tendencies as well, brought the value criticism of the 

Baden school to America, and developed it to· bold conclusions 
in his comprehensive Philosophic der Werle (Leipsic, 1909). 
Reality, for him, consists of perception which in turn consists in pointing 
out values of existence and of relationship. Values exhibit, however, not 
a mere imperative, but at the same time a superindividual will, which is 
independent of pleasure or pain and is founded, in final analysis, on the 
"self-assertion of the world." In this way Miinsterberg's epistemology, 
as well as his ethics and resthetics, is merged in a theory of values; and, 
in addition, logic and metaphysics share the same fate. There are two 
main fields in his system of values: life-values, which are given directly, 
and cultural values, which are created. Each of these main categories 
includes the four subsidiary groups of logical, resthetic, ethical and 
metaphysical values, which appear respectively as values of existence 
and relation, values of joy and beauty, values of development and per­
formance, values of God and belief. Over and above this hierarchy of 
values is the original striving of the spirit, a super-individual fact of 
which all particular values are to be regarded as the formal expressions. 

These ideas of MUnsterberg succeeded in directing attention 
in America to the general problem of values. In this way this atti-
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tude, which had already been stressed by Clark and Seligman 
among others, penetrated even further into American economic 
theory. The same result was attained by the theories of the more 
recent American sociology, which is both biologically evolutionary 
and psychologically voluntaristic (Lester F. Ward, F. H. Giddings, 
C. H. Cooley), and which directly influenced certain young econo­
mists who are attempting to bring about an extension of the con­
cept of economic values, and to put it in its proper place in the 
hierarchy of the other, more general, values. It is partly on this 
basis that B. M. Anderson Jr. attempted to reform current eco­
nomic theories of value. Later on we shall see how other students, 
for example Dibblee, Perry and Usher, have been stimulated by 
him to similar researches. 

2. The Philosophical Bases of "Value-less" Economics 

The difference between what is and what should be, based on 
the concept of value, and especially the preparatory work of 
Rickert formed the starting-point of' the important debate con­
cerning the possibility of scientific value judgments in economics, 
which began at the turn of the century with Max Weber, and re­
mained as one of the chief topics of German discussion until the 
war. It seems' to be definitely established that Max Weber was 
closely connected to the Baden school. This we shall explain more 
fully later. 

Starting from entirely different premises, French students 
reached methodological conclusions which were closely related to 
those, of Weber. In contrast to the epistemological psychology 
which we have just noticed among the followers of the Baden 
school and which, as it is well known, has been adopted by numer­
ous Latin scholars, :emile Durkheim offers a strongly objective 
conception of sociology. 

He notices an essential difference between social and psychic 
phenomena, and vigorously denies the possibility of the psychic functions 
discovering the laws of social life independently, through purely rational 
and dedu(;tive thinking. Durkheim wishes to separate sociology as sharply 
as possible from philosophy, hoping thereby to expel all those elements of 



20 ECONOMICS IN THE TWENTIETH CENTURY 

deduction which· give to sociology, when it forms part of a general 
philosophical pattern, at once a certain direction and some kind of a 
special character, whether it be spiritualistic, positivistic, evolutionary or 
what not. By logically developing this postulate, he desires to exclude 
from sociology all practical norms which contain, however vaguely 
or indirectly, a flavor of idealism. Sociology should be neither individual­
istic nor collectivistic, neither conservative nor progressive, but should 
endeavor, with as few premises as possible, to attain an objective knowl­
edge of social phenomena as they appear in their causal relationships. 
Contrary to Max Weber, who works out the principle of causality, the 
only possible viewpoint in social studies from the angle of a rationalist, 
Durkheim sees in it an empirical postulate. This attitude leads him to 
choose a purely inductive method, through whose development or trans­
formation he seeks the perfection of social research. 

Durkheim's adherents, the enthusiastic circle of the Annee Socio~ 
logilJue, which he edited, tried to apply the leader's views to the 
separate social sciences and to make these views conform to the 
peculiarities of each discipline. Fran~ois Simiand was especially 
successful in carrying out this work. Not only did he develop his 
economic researches, which were inductive, sociological and meth­
odologically free from value judgments, but he indicated it in prac­
tice by his thorough investigation of highly important economic 
problems. It is certainly owing only to the rationalistic and mathe­
matical dispositions of the French mind that Simiand's valuable 
thoughts have found, at least up to the present time, but scant 
response. 

We can mention only briefly here the Italian idealistic philoso­
pher, Benedetto Croce who, by postulating Hegelian dialectics 
purged of the misuses of later followers and by settling his score 
with the historical materialism of Marx-thus in an entirely dif­
ferent way from that of Weber and Simiand-reached the de­
mand that in economics a sharp distinction must be drawn between 
the purely economic and the moral effects. 

3. The Marhurg School of Philosophy; Cassel and Liefmann 

In its rejection of epistemological psychology, Durkheim;s soci­
ology resembles that of the Marburg school; after the Baden 
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school the most important development of Neo-Kantianism in Ger­
many. It was founded by Hermann Cohen, after whose death it 
was continued by Paul Natorp and Ernest Cassirer. 

Like the Baden thinkers. this school starts by rejecting Kant's· "thing 
in itself." On the other hand. it teaches that it is not the business of 
philosophy to investigate the growth of the perceptions of each individual. 
but rather to explain the immanent and logical conditions of scientific 
experience. Therefore they are concerned not so much with system­
atically developing an independent theory of knbwledge. as with 
scientifically analysing the logic of the functional relations which govern 
scientific thought. In their choice of a scientific ideal they fol­
low' Kant: the only sciences which can give us true knowledge are 
the natural sciences which can be treated mathematically; con­
sequently they disclose a strong leaning toward the methods of mathe­
matics. They thereby formulate general laws which are not trans­
cendent. but transcendental. These they do not deduce from tI priori 
major premises, but always remain within the domain of thought. 
of which they conceive the relationship of subject and object as a sub­
sidiary corollary. Thus the Marburg philosophers attain a monistic and 
logical idealism and set themselves the task of discovering the principles 
of uniformity as well as their 'various manifestations in the realm of 
the logical sciences. Evidently this point of view can be of use only in 
sciences which are already more or less fixed in their method. and it is 
only when they build upon such foundations that the methods of the 
Marburg school can produce results. 

This is the maturity which economics has reached in. the eyes 
of those students who ignore methodological disputes and con­
centrate on the logical and mathematical developments of the 
science. Cassel shows the influence of the Marburg school when he 
criticizes the t~eory of marginal utility as barren and empty and 
throws overboard as well the whole theory of value which had 
led to so much quibbling. His explanation of all economic phe­
nomena is the unitary principle of scarcity upon which he tries 
to build, with the help of his objective attitude, a purely logical . 
structure of economics. Cassel was also influenced by positivistic 
and pragmatic theory as well as by the realism of Alois Riehl 
and Oswald KUlpe, and endeavored to reject from economic theory 
all the traditional elements which, in his opinion, did not further 
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the· knowledge of the logical and partly mathematical relations 
of real economic phenomena. 

Liefmann tries to found his purely psychical economics on the 
results of the Baden school and expressly quotes Windelband, 
Rickert, Mlinsterberg and Max Weber as his authority. In reality 
he owes much to· the· Marburg schoo1. Eve!). here we notice a 
certain eclectic trait for which his economic system has often been 
blamed. He rejects the theory of value for very much the same 
reasons as Cass~ and endeavors also to build his system upon a 
principle of unity: his law of psychic returns. By theory he under­
stands a systematic explanation of the object of experience under 
discussion on the basis of its correct principle of identity e. g.­
in dealing with economics-on the basis of a comparison between 
profits and costs. He does not miss an opportunity of blaming 
other economists who quarrel over questions of method instead 
of dealing with the· real problem of their science-but he is 
often guilty of the' same fault. Apart from these rather formal 
influences of the Marburg school, the purely psychic structure 
of his system can be traced back to the influence of the Baden 
philosophers. Even the pragmatic-realistic trait which we noticed 
in Cassel can be found in Liefmann. He purposely and consist­
ently retains the "money-veil," and considers the real subject­
matter of economics to consist in the phenomena of money 
economy. 

4. Comte, Spencer, and the Theory of Economic Equilibrium 

We shall deal later with the further influences which the Mar­
burg school has exerted on the most recent developments of Ger­
man economics. For the present we shall follow the strongly 
marked realism and pragmatism of both Cassel and Liefmann, 
which lead us to recent Latin and Anglo-Saxon economics. The 
positivis~ of Auguste Comte, which had influenced the formal 
methodology of the German historical school as, well as of the 
few followers of Durkheim and Simiand, left a deep impression 
on the following generation in respect to the contents and aims 
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of economic theory. Comte wished to rid sociology of metaphysics 
and to make of it an exact and positive science, based on sense 
experiences and concerned with a limited . number of social re­
lationships. In the same way subsequent Latin and Anglo-Saxon 
economists concerned themselves with the study of a few rela­
tionships which could be exactly ascertained and which, when free 
from disturbing and extraneous considerations, might form the 
kernel of an exact and positive theory of economip. At the center 
of their thought is the doctrine of· economic equilibrium, from 
which their various theories develop, as do the branches from the 
trunk of a tree. It is unlikely that this idea would have attained 
its present wide popularity without the support of Herbert Spen­
cer's evolutionism. 

After formulating his well-known general law of development, 
Spencer tried to modify it from various angles, so that it should fit in 
with the concrete phenomena of evolution. Accordingly he first asserts 
that evolution is a transition from a simple to a more complex state, and 
tries to prove this in the evolution of the solar system, the earth, plants, 
animals and human society. With these and other examples he also shows 
that in most cases evolution is also a transition from a greater to a lesser 
similarity or frolJl homogeneity to heterogeneity. An organism, there­
fore, evolves from a simple, homogeneous seed to a complicated struc­
ture of organs just as a language, which was originally common, divides 
into several dialects. At the same time that this differentiation takes place, 
the being is also becoming more definite; i. e., it evolves from an in­
definite to a definite state. All natural and social organisms are made 
more precise and defined by the growing complexity and development 
of their parts. This is the way in which Spencer developed his famous 
evolutionism, according to which evolution is an integration of matter, 
accompanied by distintegration of motion, while at the same time mat­
te~ moves from undefined, simple homogeneity to defined, complex 
heterogeneity, and motion goes through similar changes. 

Whither does this process of progressive differentiation and integra­
tion lead? Surely the dissipation of motion and the concentration of 
matter must end somewhere! But then, "says Spencer, a state of ab­
solute equilibrium is reached, where all forces and counterforces have 
cancelled each other, motion is abandoned and dispersed, and therefore 
everything is at a standstill. Meanwhile, individual substances have 
reached a state of moving equilibrium, where only their separate parts 
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continue to move, while the whole has reached a state of rest. In such 
an unstable equilibrium is, for instance, our solar system, which is in its 
most general relationships fixed and stable, but within which the in­
dividual planets continue to move. This moving equilibrium becomes 
gradually, in every development, a stable and absolute one, in which 
even. the parts cease to move, perfect differentiation and order are 
reached, and thebelng can react to continuous exterior forces only by 
a process which is opposed to development, by its gradual disintegration. 
In its course, all.the phenomena of evolution repeat themselves in re­
versed order, until finally matter is again dispersed and disintegrated 
by the attainment of complete motion, and returns to a condition of im­
perceptibility. Since, however, matter must continue to exist, it remains 
there until the course of a new development begins. Thus, in organic 
and in social life and in the cosmos, development and disintegration re­
peat themselves in an eternal rhythm, the course of which provides us 
with the key to the understanding of the universe. 

However much this impressive outline of Spencer's outwardly re­
sembles materialism, we think that we should emphasize the fact that 
it is essentially very different. For Spencer the expressions matter, mo­
tion, and force are symbols, behind which is the much more complex 
absolute. He is never tired, however, of emphasizing that the absolute 
is unknowable, . and. that both materialism and spiritualism lose them­
selves in verbal quibbling, when they think it knowable. 

Spencer first applied his evolutionism to biology and psychology, and 
then made it the leading doctrine of his sociology and ethics. He con­
ceives social life as an organic development, and as a part of the general 
unified cosmos. Comparing it with the evolution of individual organ­
isms, he seems to distingui~h a similar integration and disintegration of 
matter, the social relationships, and a similar transition to a more co­
herent and definite .state. Social organisms--according to Spencer­
differ from individual ones in that they have no definite external form: 
their units form no continuous substance, in which their positions may 
be relatively determined, but are scattered, and move freely from place 
to place. Finally they ;lI'e all endowed with feeling, whereas in the case 
of individual organismuhe seat of sensation is a special tissue. From all 
of this there emerges the main distinction; namely, that with social or­
ganisms the whole. must serve the parts. whereas with individual organ­
isms it is the other way. Nevertheless the evolution of social organisms, 
like that of all others. aims at a state of equilibrium, so that here too we 
find the great cosmic rhythm of development and dissolution, rise and 
fall, which guides the fate of the universe. 
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These imposing thoughts of Spencer's syntlieticphilosophy 
spread swiftly over the whole civilized world, and it is not sur­
prising that the science of economics should have fdt its influence. 
When we consider that Spencer's First Principles, which contained 
the main features of his evolutionism, appeared about ten years 
before Walras's Elements d'economie politique pure, we can see 
more plainly than ever what a close connection exists between 
Spencer and the theory of economic equilibrium. The interplay 
of supply and demand, the manifold actions and re-actions by 
which the Lausanne school explains the formation oE prices and 
the distribution of incomes and tries to solve many problems of 
economic organization are all dealt with in the manner of Spen­
cer's evolutionism. According to the Lausanne school, economic 
relationships also are trying to attain an ideal state of perfect 
equilibrium. This, however, is never reached in practice; for in 
the moment that it is reached, economic life.-would come to a 
standstill and gradually disintegrate. All the more important, 
then, in practice is a state of unstable equilibriUm. The followers 
of the Lausanne school, as we shall see later, investigate the bear­
ings of this on the most various economic problems, and with 
great enthusiasJ;Il. Nevertheless, even if ~ey are generally un­
conscious of it, Spencerian philosophy is the source of their in­
spiration as well as the link by which the theory of economic 
equilibrium has been connected with the most important problems 
of society, of natural science and of the universe in general. 

Most of the followers of the Lausanne school adopted the 
main thoughts of Spencer, with modifications of a more or less 
materialistic or mechanistic kind. Pareto alone left them in their 
pure and original form. In his youth he was one of the most 
enthusiastic admirers of the great English philosopher and studied 
him zealously as long as he lived in Italy. Later on, in Switzer- . 
land, he gradually turned away from Spencer's· thought but al­
ways remained very much under its influence. For instance, the 
theory of social equilibrium is at the center of his whole sociology 
and the problem of economic equilibrium receives a treatment 
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from him which reminds us forcibly of the general views of Spen­
cer. In Pareto's later development, however, the influence of 
Spencer gave way to the increasing influence of Comte. In the 
Manuel and in the Trattato, this influence is again and again visible. 
Pareto's positivistic ideal of science is exactly the same as Comte's: 
the human race has progressed through theology and metaphysics 
to positive science, from which all elements of the former ruling 
ideas must be abolished. Accordingly he takes as the object of 
scientific observation only what is given in time and space and be­
lieves that we can know only movements, though not the forces 
which cause them. We could continue to enumerate at length 
the resemblances between Comte and Pareto, especially in phe­
nomenology, and gnosiology. We may also trace to the ·influence 
of Comte who, as is well known, was a believer in government 
interference, Pareto's gradual abandonment of the liberal ideal 
which he had maintained so strongly' in his youth. Beside Comte 
and Spencer, we can trace in Pareto, among other philosophical 
influences, that of Darwin's evolutionism, and Alexander Bain's 
logic, based on the . psychol~gy of association. 

5. Utilitarian Ethics, the Cambridge School and Economic 
Liberalism 

The doctrine of economic equilibrium was also adopted by Mar­
shall and his followers, of the Cambridge school of political econ­
omy, who made of ita cardinal principle of their teaching. In 
this respect they come into contact with Spencerian thought, by 
which they have also been much influenced in the domain of 
ethics. For this reason we shall say a few words about Spencer's 
ethics. 

The great English philosopher considered his "Ethics" the crowning 
achievement of his whole philosophical system. He was, first and fore­
most, a hedonist, who saw ill- pleasure the final ethical goal. But since, 
as he taught, everything which is conducive to pleasure is also conducive 
to life and since life itself is the goal of the whole evolutionary process, 
one can make of life itself the direct ethical aim. According to this, all 
actions which subserve life are good, whereas all those which tend to 
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di1Dinish life, or to deny it, are to be conSidered bad. Morality should, 
however, as far as possible, further not only self-preservation but also 
the life of one's own and of future generations. Here we see plainly the 
utilitarianism of Spencerian ethics. While he makes the most of his 
evolutionism in this respect, he manages to steer a sound middle course 
between the radical ethical empiricism of the earlier utilitarians, for 
whom morality originated in our experience of the good and bad re­
sults of our actions, and the philosophy of intuition, which perceives the 
origin of all morality in the will of a supernatural being, in something 
therefore which is innate and (I priori to us. . 

In the beginning, Spencer says, our judgments of good and evil un­
doubtedly arose out of our everyday experiences and out of the con­
sequences which usually accompanied our various actions. This capacity 
to judge, then, originally purely empirical, is carried on by countless 
generations of mankind and gradually hardens itself into an ethical in­
tuitive faculty which is II priori and innate to US; a potent f~eling which 
has nothing to do with the individual will and which we call conscience. 
With respect, therefore, to the individual, morality is innate; with re­
spect to the whole of mankind, in process of evolution, morality is rooted 
in practical experience; Closely connected to this i1 priori evolutionism 
is the fact that Spencer separates himself further from the barren em­
piricism of traditional utilitarianism in relating ethical experiences to the 
most universal conditions of human existence, from which he attempts 
to derive them, thereby laying a foundation for deductive research in the 
field of ethics. . 

Owing to the spread of these ideas, which have been taken 
from his general evolutionary teaching, Spencer succeeded in 
breathing new life into utilitarianism,· and in again making it 
popular in wide circles. It is largely owing to him that the hedo­
nistic-utilitarian doctrine has been considered by many as one of 
the most important starting points in economics right up to the 
present day. The doctrine can be clearly traced, not only in Pareto, 
but in the whole !-ausanne school. Its importance, however, was 
greatest in Anglo-Saxon economic theory, where it predominates. 
even today in the works of most American economists, especially 
in those who carry on the traditions of the Cambridge school. In 
the system of Pigou, the basic thoughts of utilitarianism have the 
deciding word. At this point,' however, we note the appearance of 
another, more modern trend of utilitaria'nism. Henry Sidgwick 
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is the scholar who, at the end of the nineteenth century, sent forth 
its doctrin~s on their triumphant journey. 

Sidgwick boldly attempts to divorce utilitarianism from its empiricd 
basis, and to give it an entirely new philosophicd foundation. The im­
portance of this step will be perceived only when we consider how deep 
were the roots of empiricism in England where, since Hume, the in­
destructible foundation of all morality was placed in feeling. Sidgwick, 
however, rejects the/ractice of Mill and Bentham in subordinating the 
ided to the real, an. makes the ethical aims be determined once again 
by reason and mord consciousness. In this way he. especially rejects 
psychologicd hedonism, which managed in a particularly agreeable way 
to unite utJ1itarianism with egoism and then, with great insight, he brings 
out the contradictions between these. two tendencies. As a mattlr of 
fact Sidgwick perceives a truth in Spencer's evolutionary ethics and will­
ingly concedes that the evolutionary period is of great importance in the 
genesis of moral judgments. He decides, however, that the origin of our 
mordity is not to be found in empiricism, but in intuition. According to 
Sidgwick, our perception of a mord constitution of the world, in which 
all men have the same moral duties under the same conditions, cannot be 
founded on experience. It is due rather to an intuition, under the in­
fluence of the instinct, implanted by nature into all of us, of benevolence 
toward our neighbor. Sidgwick, then, goes back to the teachings of the 
early Scotch philosophers, especially to Butler, unites them with the 
point of view of the Kantian categorical imperative and gives thereby a 
new content to utilitarian ethics; although the outward frame of Ben­
tham and Mill is preserved intact. He is strongly influenced by Kant in 
his theory of knowledge. In metaphysics he is a sceptic and his recom­
mendation of a belief in God and in morality is due merely to its social 
utility. 

It is well known that Sidgwick applied his ethical views him­
self to political economy. When his system of political economy 
appeared in the eighties, it was noticed only in his own country 
where its success was but moderate. His rational-utilitarianism, 
however, has been recently brought into pr~minence by Pigou 
whose system is now one of the most prized possessions of world 
economic science. 

Nearer to Spencerian ethics is the still flourishing economic 
liberalism of the classicists, which is especially strong in France. 
Although it derived its hedonistic-utilitarian views from the later 
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classical school, it is in sympathy with the innovations of Spencer. 
Spencer himself was one of the most· indefatigable champions of 
the ideal of economic freedom. This was in keeping with his funda­
mental individualism, and p·roved' to be a means of contact be­
tween him and the French liberals. Gustave de Molinari even took 
over Spencer's general evolutionism and built his whole economic 
theory upon this foundation. 

6. Stammler anti the Socia-legal Theory of Economics 

We shall now go back to the philosophical bases of the most 
recent German economic doctrines. We have already shown how 
from two directions, Cassel and . Liefmann, the Marburg school 
of philosophy gave rise to serious objections to the theory of mar­
ginal utility. To these we! may add a third direction, springing 
from the same source. It can be referred directly to RUdolf Stamm­
ler, legal philosopher, a follower of the Marburg school, who 
undertook to build a structure of social philosophy with the help 
of the critical-epistemological points of view of the Marburg Nee­
Kantians. He treats social evolution monistically and tries to ex­
plain motion and change in the social world by antecedent social 
phenomena and to perceive them in the unconditional unity of 
social experience. He does not admit, however, an independent 
causal series for social currents. Stammler sees the essential char­
acteristic of social life, that which distinguishes it from a mere 
collocation of units, at the time of external regulation: that is 
to say, in the existence of a legal order created by man. He means, 
therefore, by social life a commllnity of men whose conduct is 
regulated by exterior norms. It is only through this exterior regu­
lation that society l>ecomes an object of study, and consequently 
every social investigation must direct its attention to it, to its com- . 
position and nature. Therefore, according to Stammler, the form 
of society is the law, whereas its material substance is economics. 
Every consideration of economics should be based on a knowl­
edge of the legal form, or frame, which contains the only conru­
tions that are possible for economic life. 
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Karl Diehl based his socio-Iegal system of economics on Stamm­
ler's social philosophy. In this he retained the theory of value, 
although in an entirely subordinate position, but criticized with 
telling force the abstract procedure' of the theory of marginal 
utility. One of those who agree with Diehl on this point is Rudolf 
.Stolzmann, whose philosophy is closely related to that of Stamm­
ler, and who took from him a teleological attitude toward social 
phenomena which, according to Stammler, are but elements in 
th~ general teleological structure of society. Alfred Amonn, a 
member of the Austrian school, likewise tends toward a socio-Iegal 
point of view, but he also relies latgelyupon the logic of the 
Baden philosophy. In his earliest writings he played the part of 
a kind-hearted peace-maker in the great dispute on method. It 
is all the sadder for the theory of marginal utility, that he should 
recently have given himself up to entirely different aspects of 
economics. Marginal utility fared no better at the hands of Oth­
mar Spann, who had been one of its most prominent younger 
champions. He too shows many points of contact with the teleo­
logical attitude of Stammler in sociology; the real roots of his 
philosophy, however, reach down into entirely different realms. 

7. The Renaissance 0/ German Idealism, and Spann 

. With the renaissance of German philosophy which took place toward 
the end of the last century, an idealistic attitude becomes more and more 
prominent. The Baden school of Neo-Kantianism is deeply influenced 
by the idealism of Fichte, such as we see .in Windelband, more clearly in 
Rickert and, above all, in Miinsterberg. These thinkers are, however, 
especially occupied with criticism of knowledge, which is the direction 
in which Fichte influences them. But a real renaissance of traditional 
German idealism could be achieved only by a philosophy which inter­
ested itself once more in metaphysics, as Rudolf Eucken advocated. He 
was opposed to naturalism, and taught the existence and the ruling of a 
super objective spiritual world, without which we must view even hu­
man society as a senseless farrago of selfish individuals who obey only 
their hedonistic impulses. This idea of a higher spiritual world was the 
center of Eucken's philosophy, and became the foundation of the new 
idealistic movement in German thought. Even Richard Falckenberg, 
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who is more under the influence of Lotze, tries to breathe new life into 
the idealism of Fichte, and Hermann Schwarz, Fritz Medicus, and 
Johann Maria Verweyen, from among the younger philosophers, take 
this same direction. Hegel, too, is studied with increasing fervor and an 
attempt is made to achieve, with his aid, a revival of speculative thought. 
This was the direction chosen by Adolf Lasson and Otto Pfleiderer j 
the two leading schools of Neo-Kantian criticism both absorb th~ 
thoughts of Hegel. 

It is in this environment that Spann atteqJ.pts to utilize the 
buried treasures of German idealism for a reform of economics. 
Like some other representatives of modem science and poetry, 
Spann has recourse especially to Romanticism, the culmination of 
idealism, and opposes its universalism to individualism in eco­
nomics. In the new psychology Spann examines Dilthey, Franz 
Brentano, Ehrenfels, Meinong and Kiilpe, in the philosophy of 
history Lotze, Windelband and Rickert, and perceives in the 
achievements of these men a more and more marked transition 
from mechanism and cauSality to an attitude which is both organic 
and teleological. He quotes with especial insistence the biological 
metaphysics, of which Hans Driesch is the most important rep­
resentative. 

Driesch had' originally devoted himself to zoology. He soon felt 
called upon in his studies to challenge Darwinian evolution. After much 
successful inquiry he came to the conclusion that the innermost secrets 
of zoology can be probed only by adopting a teleological attitude and, 
that its first principle was dynamic vitalism-a theory whiCh J. v.Han­
stein, G. v. Bunke, and J. Reinke had proclaimed shortly before,' after 
making similar investigations. In this way he became interested in 
philosophical, more especially in metaphysical, ,problems, to which he 
has recently been giving all his attention. The starting point of his 
philosophy is the original state of knowledge which he understands 
somewhat in the sense of the Cartesian "cogito erto sum." He develops 
the rule which is implied in this primary conception of kno~ledg,e in his. 
"theory of classification." In this work he supplements the categories of 
Kant by adding to them the category of "the whole and its parts" in 
which the outline of vitalism is implied., Driesch sees in every. organic 
structure, in every whole the seat of a plurality which cannot inc.rease 
fundamentally in degree of its own accord in the course of its becoming. 

He goe$ on in his metaphysics to inquire more closely into this growth, 
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or organic development, and tries to explain it by means of the prin­
ciple of Vitalism alone, rejecting mechanistic notions. Driesch also 
teaches that the life of an organism is -moved and ruled by a superin­
dividual entelechy, besides the natural psychic and chemical factors. 
This presents no special form of energy but is subject nevertheless to the 
general principle of energy, the activity of which consists in productions 
of order, that is to say in the development of their inherent and intense 
plurality, and which can best be compared, as to its nature, with the 
platonic idea of species. It is by the action of the entelechies that the 
various organisms articulate themselves and their system is already im­
plied in that of the entelechies. The highest and most unattainable goal 
of this theory is to conceive the world as an unique organism of which 
individuals are the parts, graduated according to their importance for 
the whole.-Jacob von Uexkilll developed a similar theorf of a sys­
tematic structure of the organic world, and Karl J ellinek undertook to 
explain society and economics from this aspect. -

The principles of this biologic~ metaphysics as developed by 
Hans Driesch and his followers were still unknown to Spann 
when he started to construct his own system. It was only later 
that he came upon them unawares. Spann himself would admit the 
agreement of his general attitude with that of Driesch even though 
Driesch retains some elements of causality in his philosophy, 
whereas Spann tries to keep one consistent attitude. Moreover 
both reached similar conclusions by different routes: i. e., biologi­
cal researches and social investigations. Their agreement, there­
fore, seems to be all the more remarkable and important. 

Spann constructed his system by interweaving his organic and 
teleological thoughts with the main tendencies of German ro­
manticism, especially that part which consists of his doctrine of 
categories in which his universalistic philosophy is especially notice­
able. According to this, the statement of individualists that the 
part comes before the whole is untrue. The prevalence of this at­
titude is even an "unspeakable misfortune" and the knowledge 
which it produces is barbaric, teaching a negation of life, truth, 
spirit and God. The fallacies to which this philosophy leads are 
atomism, mechanism, individualism, capitalism, socialism of the fu­
ture and sensualism. To this Spanri opposes his first and most 
important category of being, that of the whole, in which he sees 
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the only correct attitude for metaphysicians and sociologists. The 
whole, according to Spann, has in itself no existence; it is; however, 
superior to its members: it comes into being with the members, 
but does not perish with them. Spann derivc:s his other categories 
from that of the whole: the mode of agreement, development, 
birth, fate, etc. Right in the center, however, is the indestructible, 
and invisible spark, which can be called the first source of Driesch's 
entelechies. Spann got the idea of this spark from Meister Ecke­
hart, the greatest of German mystics, and tries to show its 
presence in Aristotle, Plotinus and St. Thomas. Freedom and de­
pendence in Spann's system are no longer, ethically speaking, op­
posites, since both concepts meet in a relation of membership in 
the "re-association of the member in the whole~" Spann derives 
all morality and all ethical values from this relationship of mem­
bers, this ordered articulation of the whole and then, going over 
to economics, derives also the concept ·of equaf importance or 
equivalence with which he tries in his latest phase t~ supplant 
what he now considers the untenable theory of marginal utility. 

8. The lnterpsychological System of Tarde 

The nearest approach in modern Latin literatUre to the in­
elusive systems of philosophy and economics, like that of Spann, 
is probably the philosophy of Gabriel Tarde, who belonged really 
to an earlier generation but who published authoritative works in 
economics at the beginning of this century. As a matter of fact, 
there is only one essential point of contact between the two, 
namely, that Spann's outline of a universalistic structure of so­
ciety, with which we shall deal more fully later, shows a certain 
resemblance to Tarde's interpsychological view of society. 

The general features of Tarde's philosophy are essentially optimistic. 
There is a great harmony in the universe, within which all particular 
phenomena adapt themselves under certain inherent relationships. The 
.first of these general relationships is that of adaptation, which appears in 
the inorganic world as chemical union, in the organic world as fertiliza­
tion, and in human society as the creative activity of invention. Undula­
tions in inorganic nature, procreation in the organic world, and imitation 
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in social life are the various aspects of another universal relation­
ship, that of repetition. The third and last is opposition which appears in 
the three separate phases of existence as violence, murder and war. 

The process of social, organic and cosmic evolution is a result of the 
interactions of these three main relationships. It is governed by a uni­
versal harmony in which it finds its goal. But within this process a law 
of irreversibility operates, according to which the strict series of evolu­
tionary phenomena ordained by nature can never be upset. The second 
fundamental law of development is that of progressive extension which 
is the same as Spencer's law of the multiplication of effects, which we 
have discussed above. 

Later on we shall show more fully how Tarde tried to connect 
the whole structure of economics with this philosophical system, 
often with cleverness but often, also, with artifice and effort. In­
deed, his system differs fundamentally from that of Spann in its 
general outline; but some parts show much similarity. Thus the 
idea of a just price plays an important role with Tarde; the same 
idea which Spann "theoretically reconquered" in his latest phase, 
although in an entirely different way. 

9. Philosophical Optimism in America and Clark's School 

The ,main current of recent economic theory in America, which 
is best represented by the elder Clark, consists of the principles 
of marginal utility and of modified aspects of the classical tradi­
tion. Its philosophical origins, therefore, are similar to those of 
these two economic trends. It is especially characterized by hedon­
ism and utilitarianism, which form the basis of the attacks most 
often made against it. Besides this, Clark's school is marked by 
an optimistic tendency, which is one of the most important in­
gredients of American culture. 

Jonathan Edwards, the first American philosopher of importance, 
anl;l perhaps the greatest, looks upon nature and society as a magnificent 
harmony, created by God, which is holy and devoted only to the hap­
piness of man. This attitude became, through. Benjamin Franklin, the 
typical attitude of American philosophy. He succeeded, through his 
maxims of "poor Richard," in planting his conviction that the hap­
piness of every being lies in its end into the consciousness of all classes 
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of Americans. Even social units exist only for the well-being of the in­
dividual. Franklin tries to base these ethical concepts upon aspects of 
natural philosophy which bring him into close spiritual affinity with the 
French physiocrats. In economics, this optimistic philosophy reaches its 
fullest expression with Henry Charles Carey. He founds his entire system 
of political economy upon the divine harmony in which, according to 
him, the organic and inorganic, the spiritual and social worlds are ruled 
by fundamental laws. 

The tradition of optimism is more or less adhered to in the 
doctrines of Clark. He uses it especially in his theory of distribu­
tion and above all, through the ethical adoption of the principle 
of marginal utility. 

According to Clark, the share which the various factors in pro­
duction get out of the social dividend because of their marginal 
yield, is their just share, which cannot in the long run be curtailed 
even by the influence of social forces. Seligman draws a liberal 
conclusion from the theory of marginal utility, which he utilizes 
to explain business life in general. Patten develops this optimism 
still further, makes it the corner stone of his theory of price and 
value, and sees in the distribution of goods the hope of harmony, 
even with a retention of the present wages system. 

IO. The New American Psychology, and Economic 
1 nstitut;onalism 

In the present century, Clark's school has been severely criti­
cized in America. The leaders of this attack are an active group 
of young economists, who rely especially upon the findings of the 
so-called new psychology and attack the fundamental principles 
of hedonism and utilitarianism in modern economics. The new psy­
chology, which arose in America partly in the eighties, but es­
pecially in the nineties of the last century, developed its theories' 
out of the teachings of two important European .schools. The first 
of these is the old English psychology of association, especially in 
its Spencerian modifications ; the second is modern German ex­
perimental psychology. 
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The psychology of association is a branch of that empirical, explana­
~ory psychology which, in contrast with empirical descriptive psychology, 
not merely enquires into the purely phenomental manifestations of spirit­
ual life but also tries to discover the psychic dispositions which are at the 
back of them. Its origins are to be found in Greek philosophy. Apart 
from a few passages in Parmenides of Elea and Diogenes of Apollonia 
concerning the phenomenon of forgetting, Plato was the first to at­
tempt an abstract analysis of memory. Aristotle advanced some interest­
ing laws concerning association and imitation, which show keen observa­
tion. The Romans, who were interested in mnemotechnic inquiries, and 
the medireval scholastics, who made the soul the agent of memory, did 
not go beyond him in this respect. 

It is the seventeenth century philosophers, especially Hobbes and 
Locke, who developed the subject, while Hume made the idea of as­
sociation the corner stone of his psychology. He looks upon aSsociation 
as the mode of transition from one idea to another, and explains thereby 
the perpetual change and continuation of simple and complex ideas. 
Upon this doctrine Hume bases his whole empirical theory of knowledge, 
since he refers our consciousness of existence to associative relationships. 
Hartley onttte oth~r hand rehashes some of the theories of older French 
thinkers, Descartes and Malebranche, and tries to explain the psychic 
fact of association by bodily functions of the brain, and by drawing 
upon a psycho-physical theory of vibration. The French enlightenment 
was exception~lly favorable to this materialistic conception of associa­
tion, and German scientists gladly accepted and developed the theory 
that association was due to the stimulating of closely related fibers. On 
the continent, Kant and the romantic movement put the psychology of 
association into the background, but the English continued it and James 
Mill gave it a fresh impetus. John Stuart Mill was the first who gave 
the psychology of association as well as classical political economy logi­
cal and precise expression. He considers . thoughts, emotions, volitions 
and sensations the chief kinds of states of consciousness, formulates gen­
eral rules for their regular associations, and makes them the object of 
scientific psychology. Alexander Bain follows the way of abstract uni­
fication, makes all simple associations depend on similarity and contact, 
but recognizes also complex and constructive associations which are 
brought about by fancy. . 

The psychology of association reached its greatest development in 
the evolutionary thought of Spencer. He divides psychology into objec­
tive and subjective. The former deals with an inner observation of the 
phenomena of consciousness, whereas the latter tries to discover psychic 
phenomena only in the actions of men and beasts. 'This is the objective 
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status of psychology: the doctrine of a certain group of general vital 
manifestations, closely related to biology and presupposing an accurate 
knowledge of the functions of the nervous system. Spencer imagines the 
subjective basis of these objective nervous functions to be a combination 
of the fundamental psycholllgical atoms or units of consciousness and 
derives from this all the different phenomena of consciousness. The 
motive power and concrete expression of these combinations are the 
associations, as they were understood by earlier English psychologists. 
Spencer goes on to say that the real essence of these physic manifesta~ 
tions of life can be understood only in terms of evolution. In their course 
the inner, psychic telationships adapt themselves in a continually better 
manner to the outer world, whereby a scale of constant development 
takes place among organiSms, so that their reactions to the environ~ 
ment become more and m~re diversified. The psychic activities become, 
in the course of their development, more and more regular, in contra­
diStinction to physiological manifestations. The relations of the spirit to 
the environment take on, thereby, a more and more differentiated char­
acter, not only through individual experience but also through heredity. 

Besides this emphasis on revolution, Spencer falls back largely upon 
the psychophysical theory of Hartley; but he expressly refers to the later 
researches of the German scholar Helmholtz. He was the first who, 
in developing the theories of Johannes· Muller, treated the close rela­
tions between physiological and psychological processes upon a mathe­
matical basis. Moreover, his physiology of the senses provided a ground­
work for experimental psychology, the theory which was so flouriShing 
in Germany in th~ latter half of the last century. 

The first important results in this field were due to Ernst Heinrich 
Weber, who tried to measure with preciSion the innate instruments of 
feeling and made use in this connection of the experimental method. 
The connecting link between the researches of Weber and the older 
psychological theories, especially the metaphysical ideas of Schelling, 
was provided by Gustav Theodor Fechner. He considers body and soul 
to be different expressions of the same fundamental thing and states 
the proportions and mathematical equations of the interactions of their 
functions. Out of this he builds an entirely new science of psychophysics: 
something between psychology and physics. In the meantime quite dif­
ferent investigations, especially those in the· much-discussed problem of 
miStakes in astronomical registration, led to conclusions which were 
somewhat similar to those of experimental psychology. Wilhelm Wundt 
deserves the praise of having gathered together the results of these 
various investigations into an unified system in which the theory of 
senseperception, the psychology of the senses and, as a cu4nination of 
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them all, experimental psychology, are represented as the three main 
currents of, modern psychology. 

In Germany, experimental psychology was developed especially 
by the Wiirzburg school. In America" its union with aspects of 
earlier associationism, especially with the psychological teachings 
of Spencer, gave birth to the new American psychology, which was 
destined to play such an' important role in the development of 
modern economics on' the other side of the Atlantic. Of the nu­
merous Americans who helped to founa or to continue this sci­
ence, we shall only mention the names of William James, J. Mark 
Baldwin, J. B. Watson, E. L. Thorndike, W. B. Cannon, E. B. 
Titchener, R. S. Woodworth, K. Dunlap, R M. Yerkes, and J. R. 
Angell. Its anthropological and biological aspects are represented 
especially by F. Boas, R H. Lowie, T. H. Morgan and the 
Englishman, W: Bateson; while its socio-psychological relation­
ships are developed by such men as C. A. Cooley, W. McDougall, 
W. F. 'Ogburn, and the Englishman, Graham Wallas and later, 
with especial emphasis on the economic aspect, by Thorstein B. 
Veblen and some of his followers. Since we must abandon the 
attempt, in the space at our disposal, to discuss these men in­
dividually, we shall try to give a short summary of their chief 
views, in so far as these tend to renovate economics. 

According to them, human nature is not the simple phenomenon 
directed by pure reason, which it was formerly supposed to be. 
On the contrary, an infinitely complicated psychophysical mech­
anism is at work which always reacts in a different way accord­
ing to the nature of its environment. In these reactions, or in 
human behavior, the role of reason is not to determine, but merely 
to choose, since it is able only to crush certain undesirable forms 
of reactions and to select the useful actions which should be ac­
complished. If these actions tend to satisfy the needs of individ­
ual and social life, they are due originally to psychophysical par­
ticularities of our nature, and not to reasoned calculation which 
accomplishes the secondary function of a choice of actions striving 
for accomplishment and psychically already implied. This is not 
contradicted by the fact that the influence of rea~on upon behavior 
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increases with the growth of civilization and that in the mental 
advance of mankind culture more and more assumes the form 
of activity directed by reason. For in reality we are dealing only 
with an ever increasing differentiation of psychophysical reactions 
which always give a suitable response to the changing influences 
of the environment and, by their speedy adaptability, differentiate 
man from the rest of living creatures. 

It is impossible to say, therefore, that economic behavior is de­
termined by a genera1law of reason as, for example, by the prin­
ciple of hedonism. For even in its most fundamental principles 
the economic behavior of mankind is always adapted to the con­
temporary evolutionary development of economic institutions and 
of the social environment. Moreover, the development of human 
nature and that of economic institutions move parallel to ~ch 
other, as in Spencer's doctrine: even the smallest action of man­
kind produces changes in the economic·· environment which react 
in tum upon human nature in a thousand different ways and pro­
duce counter-reactions. This process continues uninterruptedly and 
keeps a perpetual parallel development and change going on on· 
both sides. It is useful, of course, to inquire into the relationships 
between the economic behavior of man and his economic environ­
ment, apart from its evolution, for a given time; e. g., for the 
present. But this method will give us only a static picture. It is 
also a mistake to start from an abstract /I -priori assumption of a 
certain type of economic behavior, which is changeless and logi­
cally observed in all its details. For all needs and desires, ends 
and means, the place and direction of individual behavior are 
merely functions of an institutional development, always chang­
ing, and infinitely complex. 

The real essence of economics can be understood only by a 
thorough study. of economic institutions, their .nature, their origin, 
their growth and the changes they undergo in the course of their 
development and of their relationships to the parallel changes 
of psychophysics or of practical economic behavior. 

This is, in outline, the principle of the most modern current in 
American economics, known. as Institutionalism, or Behtwiorism, 
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which is based on the new American psychology and has become 
more and ,more prominent in recent years. It repeats, in logical 
sequence, the points of view of German experimental psychology 
and Spencerian evolutionism, with a background of the traditional 
English psychology of association. We should, however, not over­
look the fact that the idea of relativity, which is at the center 
of this new economic theory, is partly connected with the funda­
mental princip!es ,of the German historical school' and, within 
this school, especially with the attitude of Bruno Hildebrand. 

One can scarcely talk of a special school of institutionalism in 
America or even' of a clearly defined current which goes its own 
way, > unrelated to other economic tendencies. The outlines are 
blurred, and many students appreciate it in a greater or less' de­
~ee, without thereby being known as institutionalists. Nevertht> 
less, next to Veblen, we may call W. C. Mitchell, J. R. Commons, 
W. H. Hamilton, L. D. Edie, and R. S. Tugwell, the leaders of 
this movement, which A. B. Wolfe, J. M. Clark, F. C. Mills, 
O. F. Boucke, D.Friday, among others, approach to some extent 
from different directions. 

H. J. Davenport pretends to. have nothing to do with the in­
stitutionalists; nevertheless he has some contacts with them since 
he severely criticizes the theory of marginal utility on the basis 
of a 'psychology which. is quite distinct from utilitarianism. He 
calls himself a psychological voluntarist, emphasizing the impor­
tance of the element of will in both spiritual matters and practical 
behavior. This theory, so readily adaptable to the American idea 
of progress, had already been formulated by the American philos­
ophers of the eighteenth century: Jonathan Edwards, Samuel John­
son and Benjamin Franklin. F. A. Fetter has derived some 
valuable ideas on economics from this voluntaristic psychology, but 
this scholar cannot be classified, for he tries to retain the most, im­
portant results of the theory ,of marginal utility and even attacks 
institutionalism. 

It is thus obvious, that the Americans have not arrived at a 
consistent economic program on the basis of their new psychology. 
Up to the present time, the adherents of institutionalism have 
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not succeeded in forming a unified group. They all differ accord­
ing as their attitude is more historical, statistical, purely quantita­
tive, merely realistic or psychological. The adherents of the new 

. psychology agree only on .one point: they all attack: orthodox 
political economy, as it is represented by the elder Clark and 
his followers. This attitude has recently been defended by Zenas 
Clark Dickinson, who tries to prove, with much ability, that 
economics should keep to. its traditional hedonistic principles,· re­
gardless of the results of the new psychology. Nevertheless, pub­
lic opinion in America seems to be more and more sympathetic 
to the arguments of the new tendency. 

We may conclude, from this general survey, in which we have 
touched lightly upon the philosophical origins of the chief eco­
nomic tendencies in the first quarter of the twentieth century, that 
the development of our science, now as much as formerly, has 
been more influenced by various philosophical movements than is 
generally believed. This influence becomes all the clearer when 
we advance from a consideration of pure theory to that of socio­
economic policy. For it is in the nature of the case that theim­
portant differences and contradictions between the various philo­
sophical convi~ons are more clearly discernible here than in the 
formulation of economic theories from which they are generally 
extricated only with difficulty. Consider, however, what closely 
defined relations exist between the cultural ideas of Nietzsche or 
Oswald Spengler, the ethico-social thoughts of Tolstoi or Dos­
toevski, and some of the most recent systems of economic policy. 
Consider, in the Romance countries, what an overwhelming in­
fluence Henri Bergson exerts on the prevailing tendencies in 
social and economic policy; an influence from which few French 
theorists escape. Thus Charles Rist, whom one certainly cannot 
accuse of a co-operative or syndicalistic attitude, quotes the author­
ity of Bergson, as his champion, in purely methodological ques­
tions.1 However important the various relations may be be­
tween philosophy and practical economic and social tendencies, 
we cannot deal with them in a book which is devoted only to the 
latest theoretical developments. 
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W ehave referred to various international points of contact in 
the philosophical origins of the most recent theories. Cultural dif­
ferences do not make themselves felt so much in the higher re­
gions of thought as in the development and very structure of 
economics itself •. National and political distinctions do not play 
a very important part in pure philosophy; consequently the in­
fluence of literature is all the more active. While we have been 
able, therefo~e, to present a coherent sketch of the philosophical 
origins, it seems better for us, in dealing with the most recent eco­
nomic theories themselves, to portray their development according 
to the three chief linguistic groups. 



PART TWO 

THE DEVELOPMENT IN THE GERMAN-SPEAKING 

COUNTRIES 



CHAPTER I 

METHODS AND SYSTEMS 

r. The Abatement o/the QUfJrrel over Method 

THE GR.EAT quarrel over method between the adherents of the 
historical and the supporters of the abstract-theoretical doctrines 
of political economy had been subsiding for more than a generar 
tion. The new theorists were gaining more and more recognition 
until they were able toward the end of the nineteenth century to 
devote the energy which had been previously consumed in a 
methodological demonstration of their own right to live and work 
toward some constructive ends. The historical school was at first 
jealous of their success; soon they too began to make concessions 

, and were the first to attempt a rapprochement. It was gradually 
perceived that one could de,al adequately with the complexity ~f 
economic problems only by a "distribution" of the scientific re­
search involved, so that even the deductive method should have 
an important role to play. In the present century only a few in­
dividual attempts have been made to revive the historical attitude 
in its old rigidity. 

Among them is the work of Stanislaus Grabski,l which is distinguished 
by its logical foundation; also the rectoral address of Rudolf Eberstadt,2 
which has a similar content, and in which he tries to preserve in general 
the historical attitude toward the political sciences. Ludwig Stephinger 3 

defends the listorical school by cleverly drawing on Rickert's logical 
theory of perception, and even in his most recent works exhibits, his 
preference for the historico-organic attitude.4 Notwithstanding his recog­
nition of theoretical investigation Waldemar Mitscherlich favors the 
realistic attitude; II and amongst the latest experimenters of this kind, , 
we may also mention Louise Sommer.6 

Wilhelm Hasbach, a strong supporter of Schmoller's views, 
tried to bring about a mediation in the, methodological dispute 
by opposing to the method of inductive research an equally justi-

4S 
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fiable method of abstract-deductive presentation and by himself 
admitting the claims of deduction in the research field.1 

The tre~tises of Gustav Bunzel,8 and W. Ed. Biermann,' 
which appeared about the same time, are written in similar vein. 
Two years laterr Hasbach approached the Austrian school even 
in material questions of economic theory and endeavored to prove 
that it would be wiser and more practical to put the theory of de­
mand and consumption before that of production: a clear conces­
sion to the idea of starting out from the theory of wants in the pure 
theory of modern abstract tendency. 

In the meantime, the leader of the historical school, Gustav 
Schmoller, wrote more and more conciliatory articles on the work 
of the opposite side and in his famous contribution called "VoIles­
wirtschaft, Volkswirtschaftslehre und Methode," in the third edi­
tion of the Handworterhuch fur Staatswissenschajten (1911), the 
old differences seem to have been completely wiped out. Whereas 
Schmoller emphasizes only the general claims of deduction as well 
as of induction in economic research, Andreas Voigt endeavors, in 
the corresponding essay in the fourth edition of the Handwort­
erhuch (1928) to point out the special problems in the attempted 
solutions of which either of these methods should be preferred. 

This conciliation, however, was most practically effected by 
Werner Sombart in his monumental Modern Capitalism. The 
third volume (1927) especially shows a successful union of static­
historical investigation with the theoretical attitude. The present 
writer has elsewhere tried to show this in detail.ll 

From the very beginning of the quarrel, the representatives 
of the abstract-deductive tendency have fallen more and more 
upon the defensive, so that even in the present century their at­
tacks have become less and less important. Among these are the 
writings of F. Lifschitz.12 The leaders of the school, however, try 
to conciliate the enemy in every way and maintain that they pos­
ited the abstract economic man in the last decades merely in 
order to bring economics back to the right track. But they recog­
nize more and more the importance of social factors that are ab­
stractly unaccountable in the real formation of economic life. 
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Thus Friedrich Wieser,18 and a few years later Bohm-Bawerk,t' 

emphasize the important social factor of "Power," and oppose it 
to the economic laws which are so rarely valid in practical life. 
In his last work,tl Wieser applied the same thought to sociology. 
The younger generation which grew up in the spirit of the mod­
ern doctrine follow their masters in this path. The most important 
among them is Alfred Amonn, who works out the necessary con­
ditions of the social and legal order as the indispensable founda­
tion of economic theory.18 Joseph Schumpeter is also able to 
appreciate the great services which the historical school has ren­
dered to economics.u 

A few years before Amonn, the Hungarian Akusius Navratil made 
a sharp distinction between "elementary" and "secondary" economic 
phenomena, according as they were independent of the legal order or 
originated from it.18 More recently some German writers, who do not 
belong to the Austrian school, have written some distinguished works 
which exhibit similar tendencies. Karl Wasserab 10 and Rudolf Kaulla 20 

especially have done fine work in their investigation of the social and 
legal limitation of all economic phenomena, while Otto V. Zwiedineck­
Siidenhorst 21 and Hans Honegger 22 continue the researches of Bohm 
and Wieser on the relations between the idea of power and economic 
laws. While this relation is loose with Zwiedineck, Honegger deals with 
it all the more fully and vividly. Karl Landauer finally explains the 
essence and the behavior of economic power.28 

It is well knowri that one of the essential points of the histori­
cal school was to emphasize the importance of social factors in 
economics. As soon as some of the adherents of the theoretical 
tendency began to devote their attention to this aspect of the sub­
ject, the old enemies were bound to meet in the same endeavors. 

2 •. Logical Cu"ents 

Hand in hand with this reconciliation, the chief interest in the . 
dispute over method was gradually transferred to· its purely logi­
cal aspect. Here the effort was not so much to lay one's opponent 
low as to give a clear and complete account of one's own attitude. 
The leading ltspects of the respective investigations are so varied as 
to defy all systematization. . 
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, At the very beginning of the' twentieth century the chief representa­
tives of the Jogical attitude were Friedrich Gottl and Othmar Spann. 
The. former visualizes an inclusive system of economics which is inde­
pendent .of concrete forms of organization and at the same time in­
veighs against the "verbal slavery" of economic theory: the temptation 
to rely upon definitions 'instead of penetrating into the very essence of 
the problem under consideration.u Spann approaches the methodo­
logical questions of political economy from the sociological point of view 
and even in his earliest works inquires into the mutual relations of the 
whole and its parts in economic theory. He analyses finally the "idea 
of function," imd investigates the relations or the achievements of the 
part as related to thewhole.1I1i The idea of function was adopted by the 
representatives of other economic tendencies, such as Schumpeter and 
Cassel and the tendency to substitute it for the somewhat rigid idea of 
causality is growing today. 

Karl Muhs has had success in this direction. He discloses with much 
penetration the difficulties in the way of basing economic theory upon 
a purely subjective and psychic, or a purely objective and materialistic 
attitude. Such attempts can only lead to one-sidedness and to irrecon­
cilable differences such as we have seen between the general conceptions 
of Schumpeter and Liefmann or between the, value theories of Marx 
and Bohm-Bawerk. Nevertheless, Muhs hopes to have discovered an 
adjustment of these differences by means of his "principle of identity." 
In place· of the factual attitude in economics, one should substitute a 
functional cO'ncept, by which socio-economicviewpoints are seen in their' 
true essence, as relations between subject and object.1I8 J. Marschak also 
makes a contribution to the functional theory of economics,2T but takes 
a more objective and mathematical position. Arno Lamprecht tries to. 
replace the idealistic attitude of present-day pure theory by a genetico­
logical attitude, of functional tendency. 28 

Richard Strigl 2B attempts to develop the formal elements of eco­
nomics as its first premises, and distinguishes thereby "meta-economic" 
elements, which are shown only by a special organization of economic 
life, from "pure economic ones." Herbert Schack endeavors to recon­
cile the different concepts of the fundamental problems of the economic 
science by a logical analysis of the concept of the economic man.so In 
this way, somewhat like Strigl,81 Schack has recently formulated a 
"th~ory of data," in which he tries to grasp the various intellectual ad­
justments that men have made to the means at their disposal-the gifts 
of nature-:and to build up in this way a formal theory of economics, with 
some of the elements of idealism.82 

Other writers direct their interest in methodology especially toward 
mathematical procedure. Joseph Schumpeter,88 Walter G. Waffen-
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schmidt," Otto Kiihne 811 and just before his death, Knut Wicksell,8"6 
analyse the essence of this method and strive to achieve thereby far­
reaching clarity. Kiihne goes far beyond these questions in his latest 
researches,81 and proposes, on the basis of a discussion with Spann, 
Driesch, Cassirer and other scholars, to found a phenomenological philos­
ophy of economics. Joseph Black 88 makes a similar attempt, relying 
strongly on the phenom"nological doctrines of Husserl. Rudolf Streller, 
starting out from the viewpoints of Sigwart, tries to give a methodological 
solution to the fundamental economic problem of statics and dynamics, 
by making use of the idea of time, somewhat after the fashion of the 
Bohm-Bawerk theories.88 In a critical discussion with StreHer, Em­
manuel Hugo Vogel emphasizes the fact that an understlnding of eco­
nomic problems 'tan come only from dynamics, as an empirical concept 
of the imagination.40 

The old question of the logical status of economic laws remains un­
changed in the foreground of methodological research. In the wider 
realm of general social laws, Franz Eulenburg,U Gustav Ratzen­
hofer 42 and, after a profound study of Hegel, Walter Kohler,43 have 
made val,!able studies in the questions and have lifted them above the 
traditional dispute over method; while the Japanese Soda K. Chiro 44 

and Albert Haas 411 look upon the problem partially from the sole 
standpoint of the historical school. This attitude is the contrary of that of 
the Hungarian Karl Schlesinger, who tries. to render the historical 
method more fruitful by engrafting upon it some of the elements. of 
deductive-matheinatical thought.4s Josef Dorbretsberger 47 has some 
illuminating remarks on the nature of economic law~ due to a normative 
interpretation derived from the philosophy of law. • 

3. The Dispute.., over the Value J ud gments 

In all these investigations, which are closely connected with the 
great quarrel over method, we notice some kind of attempt to 
elucidate more fully and to develop more securely an existing 
compromise. In this set of problems, as soon as· a mutual under­
standing developed, little more could be done for the real 
methodological dispute. Consequently, at the beginning of the' 
century, a new matter began to claim the attention of students. 
After the quarrel over method in theoretical economics had sub­
sided, a new one started on a fundamental scientific question of 
economic policy. The question was the "possibility of a scientific 
judgment of value," that is to say, whether the science of eco, 
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nomics ought merely to explain the possible means of controlling 
practical life, to analyze them logically and empirically in their 
material relationships, and therefore to treat its subject in an ex­
planatory fashion, or whether it is also its duty to proceed in a 
normative fashion: to determine the ends at which we should aim 
in directing economic life. 

We can distinguish with precision two periods in this dispute. 
In the first, which lasted until 1904, only scattered and desultory 
remarks. were made on the problem, which did not develop into 
a genuine discussion. The fundamental dogma of the historical 
school was the doctrine that validity of social ideals and sociologi­
cal discoveries was limited .by time and place. Armed with this 
relativistic attitude, they fought the "eternal laws of nature" of 
classical political economy and, later, the doctrines of the abstract­
theoretical tendency. For the same reason, they abandoned, from 
the very first, the attempt to prescribe general ends as inherent 
guides to economic procedure within the science and questioned 
the scientific character of all judgments of value which arose in 
this way. We find the same ideas in Wilhelm Roscher; and es­
pecially clearly in the nineties, in Gustav Schmoller and Lujo 
Brentano!8 These attribute the lack of cohesion in our science 
especially to the fact that we are always too much inclined to say 
what ·we "should do," instead of contenting ourselves with the 
discovery of what "really 's." Werner Sombart, toward the end 
of the last century, is even more decided and explicit in adopting 
this attitude. He attacks all the "ethical, religious and political 
ideals" which have been transferred to the subject of economics. 
He substitutes for these foreign elements an autonomous ideal, 
derived from the very nature of economics, that of "the greatest 
productivity," which he tries to make the fundamental principle 
of our science.49 The radical expression of Sombart's attitude 
aroused at the time strong antagonism, and Gustav Cohn 50 es­
pecially admonished him that a complete elimination of ethical 
postulates in our subject would lead to serious abuses. 

But the problem became one of first-rate interest only in the 
second period of the development, when it came to be conducted 
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upon epistomologicallines, and became the object of heated dis­
pute. The signal was given by the appearance of Max Weber's 
famous treatise (On the Objectivity of Sociological ana Socio­
political Knowledge) in 1904.111 In this, Weber starts out from 
general criteriological considerations. His problem is one that goes 
back to the philosophers of antiquity: the problem of knowledge 
which science is able to prove on an empirical basis. 

Originally, unsophisticated mankind based its judgment of phenomena 
and events not on the idea of causality but on that of ends. Therefore 
natural and social facts were appraised only according to the use or 
effect which they produced: the idea of casuality was only in, the back­
ground of this inclusive concept of ends. Our whole philosophy is still 
founded on this, as were the leading philosophical systems of antiquity 
and of the Middle Ages, and it was only the appearance of the law of 
causality during the period of enlightenment which revolutionized our 
attitude, so that we viewed the phenomena and nature of the soul in their 
connections of cause and effect instead of from a' teleological point of 
view. Kant stands about in the middle of these two tendencies since, 
although he first posited the principle of casuality to explain the 
phenomena of the outer world, yet because of the limitations of the 
human capacity for knowledge, he retains the teleological principle to 
supplement it. In later German philosophy, especially in the works of 
Windelband. Simmel and Rickert, the division between the subjectivity 
of teleological assumption and ideals and the objectivity of causal con­
nections becomes more and more apparent until the latter become the 
only objects capable of scientific dc;monstration. 

Here is the contact with the studies of Max Weber. He teaches 
that the social sciences, to be real sciences, should deal only with 
such facts and truths as can be demonstrated by means of an un­
broken chain of cause and effect based upon intuition or direct 
perception or universal axioms. "But ethical and social ideals must 
be absolutely ignored," since they exist only iIi the consciousness 
of particular individuals-however numerous these may be---and 
therefore exist only subjectively. Or, as the historical school had . 
put it: the social sciences should deal only with what "is," and not 
with what "should be." Therefore, social postulates as well as 
economic ideals should be excluded from science, nor should any 
social value judgment be passed, since their first principles lie 
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beyond the limits of scientific knowledge. Weber does not regard 
empirical phenomena as existing in the form in which we directly 
perceive them; he invents, rather, after the pattern of the "real 
types" of Karl Menger and Oskar Jager, "ideal types," which 
have arisen, in the course of the historical development of our 
concepts, through synthesis out of the individual traits of our 
practical observation. According to Weber, only these should form 
the contents of our objective knowledge. True, we have no as­
surance that these ideal types do actually cover reality; they are, 
however, the ripest fruits of objective knowledge and at least come 
nearest to absolute reality.1i2 

. It shoul,d be especially emphasized that it was far from Weber's 
thoughts to exclude value judgments from every aspect of so­
cial science,. in the application of epistemological conclusions. In 
fact, he appropriates from the idealism of Siromel the concept of 
"super-individual ends" which in strict logic have no objective 
validity but are so 'widespread and obvious that they can be con­
sider.ed as objects of science. He counts among these in social 
politics, for example, the concrete objects of social hygiene and 
care of the poor, the individual postulates of factory supervision, 
industrial legislation, .labor arbitration or labor protection. This 
judicious tolerance of Weber's should be all the more noted, since 
the violence of the quarrel which later broke out over value 
Judgments was due chiefly to the fact that most of Weber's fol­
lowers exaggerat~d his doctrine and angrily rejected all ethical 
postulates. This generally goes with a misconception of the pro­
found epistemological basis of Weber's doctrine which produces, 
instead of Weber's "critical objectivity," a "naIve" objectivity, 
that has brought more harm than good to the new tendency. 

In 1908, Sombart rejected his principle of productivity, which 
he had so long defended,58 and became converted to Weber's 
standpoint,5' which he developed as radically as possible at the 
famous meeting in Vienna of the Union for Social Politics in the 
autumn of 1909. He said that it is as impossible to discuss value 
judgments in economics as it is impossible for science to decide 
which are the prettier-blondes or brunettes.55 In general, We-
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ber's followers have made relatively few fruitful suggestions, 
whether in the two Vienna discussions (1909 and 1913) or in 
their own polemical treatise. 

Pohle 118 tries to bring his attack on value judgments, together with 
a violent broadside against professorial socialism, to the notice of the 
general public. Julius Wolf 111' is another who has very little new to say. 
Andreas Voigt, who had formerly taken an active part in this dispute in 
defense of Weher's position,lI8 has recently made a sharp distinction be­
tween technical and pragmatic value judgments according to which he 
conceded universal validity to the former but, like M. Weber, considers 
the latter subjective and therefore unscientific. 59 Hasbach is more con­
cerned with the historical and practical aspects of the problem.80 The 
researches of Adolf Weber 81 and Richard Ehrenberg 82 on this point 
are epistemological in character. While we are'disconcerted to find the 
former putting his methodological inquiries at the service of his pro­
posed solution of the problem of property in land and houses, we are 
somewhat mystified at finding the latter, even in his attitude towards 
value judgments, occupied only in making propaganda for his idea of 
so-called exact-comparative economic theory, which later will be de­
veloped more thoroughly. 

The attacks of Max Weber and his followers on value judg­
ments were bound to produce a reaction. Weber's own profound 
epistemological ideas were at first, considered rather startling and 
were opposed only with timidity. Gustav Cohn was the first to 
do so. Although he stresses the fact that Weber's teachings are the 
product of entirely new talents in a powerful personality, he takes 
the position that there are in our science discipline certain value 
judgments which, in spite of their subjective origins, may be CO!l/" 

sidered "scientific" and objective; for they have their roots in 
the general culture of the age and correspond to certain ethical 
views which are held by all educated' people and are generally 
recognized as authoritative.83 This attitude is similar to that of 
Gustav Schmoller, who abandoned his former dislike of value, 
judgments and tried to meet Weber's sdJ.ool with philosophical 
arguments, drawn especially from Wundt. Schmoller considers that 
every act which is useful not only to society but also, as far as 
possible, to the agent himself, is the absolu~e socio-ethical ideal, 
which has always to some degree predominated in the course of 
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civilization.64 He therefore considers all value judgments which 
are made in accordance with this ideal objective and thus admissible 
in economic science. Schmoller does flot tell us in what depart­
ments of economics such value judgments may come into consid­
eration; and his attitude to the whole problem remained some­
what vague and vacillating. 

Similar in content, but more decided in expression, are the views of 
Eugen v. Philippovich, published after the Vienna discussions. He en­
trusts to political economy, as a science, the duty of adopting "an at~ 
titude, in the quarrel between the different economic factions," and 
to bring the direction of economic development into harmony with the 
ends of general cultural progress.81i Heinrich Herkner, who occupies a 
similar position, sees the economic ideal which is to be realized in the 
general "welfare of the people." 88 As a matter of fact, it is the differ~ 
ence of opinion concerning the "welfare of the people" which is at the 
bottom of the difference in value judgments. 

Another group of Weber's antagonists devote their attention 
chiefly to the broader, more "philosophical" problem, as to 
whether scientific value judgments are even possible and treat 
economic value judgments as a side issue. 

Eduard Spranger starts with a general systematization of the sciences 
and with the necessary and constant prevalence of value judgments in 
human consciousness; 67 Walther Kohler attacks the problems of nor~ 
mative science from a metaphysical and logical point of view; 68 while 
Oskar Englander attempts a systematic development of the ethical ideal 
of economics.69 Albert Hesse arrives at a certain systematization of 
scientific economic value judgments by relying on Kantian criticism, 
and the teleological opinion of Rudolf Stammler's sociology.TO He kept 
this position for more than a decade T1 and has only recently returned to 
a more relativistic attitude, like that of Max Weber.'12 There is a treatise 
of Herbert Schack,TB which is somewhat similar to the earlier treatment 
by Hesse, which returns to a consideration of the more general problem of 
social judgments of value but shows no advance over the investigation 
of Hesse. Notable studies have been made by Karl Eugen Nickel, who, 
on a psycho-physiological basis, attacks with much erudition the doctrines 
of Weber with the help of the theories of the well-known Danish psy~ 
chologist Lehmann.'1t Nickel gives, among other things, a good histor­
ical survey of the quarrel over value judgments. Walter Weddigen has 
recently disclosed. teleological and normative tendencies. TIl The present 
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writer sees a solution in a sharp differentiation between what he calls 
heteronomic and autonomic economic ends.78 

Robert Wilbrandt has made valuable contributions toward a 
solution of the whole dispute.on 'value judgments since the war. 
He was at first a follower of Max Weber, from whose influence 
he has never quite freed himself. He believes, however-as we 
shall see later-that he has found a comprehensive and inherent 
purpose for economics in the concept of industry as an activity 
to avert distress. On this basis he desires to review the connection 
between economic theory and economic policy. As a consequence, 
disregarding all political and cultural considerations, as well as all 
norms and dictates relating to natural law, the economist should be 
able to frame the rules suitable to each particular casel7 

4. The Method of Exact Comparison 

In the first two decades of the present century another dispute 
arose over method, which was . of considerably less importance. 
It hinged on the doctrine of Richard Ehrenberg, professor at 
Rostock. Starting with a criticism of the two dominant methods 
of economic research, Ehrenberg tried by uniting their best traits 
to make propaganda for a new method, that of "exact comparison." 
This consisted in offering certain fixed points of. departure for 
economic investigation, which according to Ehrenberg could be 
attained only through exact observation. There is no difficulty 
in the natural sciences, since their objects are measurable and 
amenable to the experimental method. Although the social sciences 
do not as a rule possess these two advantages, we should do our 
best to attain them, even in a round about way. As regards the 
measurableness of its objects, economics is favorably placed since 
it can refer all that relates to its field of research, through the. 
cardinal idea of value, to money prices. The valuation, however, 
of economic factors, by which they can alone be measured, can be 
attained not by the historical method nor by statistical collections 
of data, but only by exact calculation. But since every social econ­
omy is in the last analysis composed of individual economies, 
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Ehrenberg turns his attention to these and makes a thorough study 
of their accounting methods in the hope of attaining measurable 
units of comparison. Through the· arbitrary grouping of these, 
the necessary conditions of our observations may be changed ac­
cording to the ultimate purpose of economic investigations, so 
that finally certain typical causal connections may be perceived. 
In this way economic students can secure for themselves the ad­
vantage of the experimental method which "had formerly been 
inaccessible. 

Ehrenberg turns next to· more particular studies and makes a. 
thorough and compa1"j1tive study of the accounting needed for 
the understanding of the wider relations .and rules of economic life. 
This part of his program was destined, unfortunately; to be the 
decisive factor in. the debate which arose over his method. His 
enemies did not direct their attention. primarily to the method­
ological content of his doctrine but accused him of "partiality 
toward the interests of the entrepreneur." T !I 

It was Ehrenberg's fate to bear the cross of the misunderstood 
champion of scientific ideals. The embitterment with which he was 
compelled to defend himself against attacks until the hour of his 
death T8 is perhaps the reason why no school worthy pf mention 
grew up around his methodological ideas-with the possible ex­
ception of Harms' group, with which we shall deal later. 

5. Economic Philosophy 

The problem of method (in the wider sense of the term) 
touches upon a question which has be~n much discussed in German 
literature both past and present: the question whether an inde­
pendent philosophy of economics is possible and what its nature 
may be. Few problems of our science have remained so obscure, 
notwithstanding the relatively active interest which it has aroused. 
The term (WirtschaJtsphilosophie) had often been used by the 
Physiocrats, and since then by all manner of writers in the most 
varied connections, so that no one has been able to form even an 
approximately coherent idea of what the concept means. 
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At ttrst the phrase seemed to mean economics in its more pro­

found theoretical connection. This was a legacy from the time when 
people dealt with economic problems as a part of social philosophy. 
Scarcely had economics become emancipated from philosophy, 
scarcely had some sort of boundary been drawn than a reaction 
set in: no sooner does the independence of economics seem as­
sured than a longing is felt to reunite it with the science of sci­
ence5-philosophy. fn its new meaning, the phrase Wirtschafts­
philosophie refers to the realm of knowledge which lies between 
economics and philosophy. Its purpose, therefore, is essentially 
to connect and to relate. This connection can take place in two 
fundamental ways. If we keep in mind the purpose of philosophy, 
which is to place at the disposal of all sciences the implements of 
thought, the most important contrivances for building a founda­
tion, we find that the philosophy of economics too is meant to 
discover the first formal points of departure, the logical; epistemo­
logical and conceptual content of economics. But philosophy has 
also the task of uniting the conclusions of the various sciences: 
in this way Wirtschaftsphilosophie would mean the study of eco­
nomic theories from the general standpoint of the various philoso­
phies. 

Many attempts were made in both directions in the nineteenth 
century. They have been continued in the last twenty-nve years, 
without, however, reaching even a fairly coherent attitude toward 
the main question of a system of economic philosophy. Fritz 
Berolzheimer, in his monumental work in nve volumes 80 considers 
economic philosophy from the standpoint of a "juristic-economic 
monism," relating economic. life closely to law and the state 
(StammIer!), and treating it together with ethics and social or­
ganization as one of the constituent forces of general cultural 
development. In the second volume of his work he tries to con­
solidate his doctrines from the point of view of the history of 
literature by means of a historico.cultural and socio-psychological 
method; and in the fourth, a positive philosophy of economics 
is explained as a philosophy of wealth and business. Berolzheimer 
rejects contemporary theories, and builds his own upon the con-
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cept of wealth, which leads him to deal with questions that could 
be answered very much better by theoretical economics or even 
jurisprudence than by an independent philosophy of economics. 
In 1907 the Archiv fur Rechts-und Wirtschaftsphilosophie was 
founded, for a similar purpose and in its introductory article,81 
Ferdinand Tonnies expressly stated that the purpose of economic 
philosophy was to deal with the fundamental relationships of 
economic life and law, economic life and politics, and to check up 
on the universally accepted truths and doctrines of economics from 
the point of view of general philosophy. 

Rudolf Stolzmann adopts in his latest writings a somewhat simi­
lar attitude toward economics.82 He too examines economic theories 
and endeavors to unite the fundamental differences of opinion in 
economics by means of philosophy. This attitude is really that of 
social unity which averts all contradiction between individualism and 
socialism or between subjectivism and objectivism. This tendency 
leads in final analysis to a program of practical social politics. 
Nevertheless, Stolzmann, relying upon Stammler's theories, has 
valuable suggestions to make through his teleological theory of 
knowledge. 

We find the two possible attitudes toward a philosophy of 
economics in the works of Robert Wilbrandt. 88 In his philosoph­
ical investigation of economic problems he too gives expression 
only'to his own social views. These are considerably more radical 
than those of Stolzmann: his social ideal being a socialistic and 
communistic commonwealth (a kind of communistic socialism) 
developing finally into a sacrifice economy on altruistic lines, 
strongly anarchistic in tone. Wilbrandt, however, starts from a. 
thorough epistemological analysis of the fundamentals of eco­
nomics and sees in the Ideal of WirtschaftUchkeit (economy) a 
norm which is derived from the very nature of the subject and 
which helps to build our whole conception of the science. 

Nickel, too, in his methodological work, which has already been men­
tioned, tries to compose a scientific philosophy of economics out of the 
norms dealing with the 'natural necessity of economic behavior. Sergei 
Bulgakoff, adopting an entirely different attitude, understands by eco-
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nomic philosophy "a natural philosophical analysis of economic phe­
nomena."" According to him, it is a philosophy of objective behavior 
which, beginning with labor, also includes the exchange of the products 
of labor. 

Besides these systematic attempts to lay the foundations of a philos­
ophy of economics, we may mention the works of Georg Simmel,86 
Richard Krzymorski,88 Eleutheoropulos, 81 Hans Freyer,88 Wladislaw 
Zalesky,8I and the present writer.eo These have made contributions to 
the new branch of learning, either by their philosophical treatment of 
certain details of economics or through a theoretical investigation into 
the history of the problems of economic philosophy. 

6. Pr;vatIJ Economics, Business Economics and World 
Economics 

Questions of economic philosophy used to be, and still are to a 
certain extent, discussed as a branch of general economics. In the 
course of development, however, these questions have been 
grouped under one heading and have formed a more or less 
separate branch of learning, somewhere between philosophy and 
economics. This general tendency to differentiate within a science 
has recently been especially noticeable in Germany. Violent dis­
cussions have arisen over the systematization of the economic sci­
ences which, like the great methodological dispute, have at times 
attracted the attention of wide circles. 

Ehrenberg starts with a comprehensive investigation of in­
dividual enterprises and their relations to economics. He demands, 
at the turn of the century, a theory of business economics, which 
should be a systematic study of the life of private industry, an 
independent branch to be sharply distinguished from political 
economy of which it is to serve as the foundation.81 He soon 
abandoned this attitude, however and expressly stated later that 
he desired through the observation of private industry to find 
a correspondingly exact foundation for political economy.02 As 
a matter of fact, Ehrenberg's earlier demand for a special theory 
of business economics was nothing new in German science. It was 
at the bottom: of the whole Cameralistic movement of the eight­
eenth century and, since then, some of the leaders of the German 
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Classical school~ especially Rau, have demanded the retention of 
private ecqnomic researches as a special branch of economic sci­
ence. In our day Georg V. Mayr has adopted a similar attitude. 
He attempts to introduce a special economics of enterprise (H aus­
haltslehre), which is to study individual industries as the active 
constituents of economic society.Ds 

Two younger authors, Moritz,..Weyermann and Hans Schon­
itz, proceed from a different angle.· They too wish to found a 
theory of business economics, D' but endeavor to remain within 
the boundaries of political economy and to develop the new sci­
ence as one of its fields. In this sense they understand by business 
economics that department of economics which deals with the 
activities of private industries considered by themselves as enter­
prises for profit and which in opposition to social economics in 
the narrower sense approaches these activities from the point of 
view of private interests and deals with them separately according 
to their individual types. 

In contrast to these attempts, we have the insistence of some 
authors on industrial technique and their efforts to build through 
its systematic development a theory of private economics. Thus 
Eugen Schmalenbach and Heinrich Nicklisch,95 each of whom 
achieved a considerable reputation, are only two of those who 
attempted to develop a theory of business, closely related to eco­
nomics. J. F. Schlir, on the contrary, deals with business problems 
only within the bounds of general economics.D6 Rudolph Dietrich 
takes a much broader .view of the subject. He criticizes all systems 
of private or business economics for remaining apart from the 
main structure. of economic science and endeavors to found an 
industrial science, independent of economics, which should devote 
itself to a study of the structure and inner workings of the various 
industries.8T 

Bernhard Harms, a. pupil of Ehrenberg, is also of the opin­
ion that there should be a. theory of private or business economics 
in between political economy and social economics. His system, 
however, is especially remarkable because, on the top of political 
economy, he erects a. fourth division-that of world economics.DS 
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The idea is old. Fulda had spoken of international economics; Rau 

had stressed the importance of world wide economic relations, and 
Heinrich Dietzel II had called attention to this problem at the end of 
the century. Harms draws a sharp distinction between political economy 
and world economics. By the term political economy he understands the 
conditions and interrelations of the economic life of a state, made pos­
sible through freedom and technical perfection of transportation, regu­
lated by law and encouraged by political measures. By world economics 
he understands "the conditions and interreiations of the economic life 
of the world regulated and encouraged by perfected transportation 
and by national and international agreements." Since economists 
are becoming more and more interested in the affairs of a par­
ticular state, world economics should become a correspondingly more 
important branch of the science. Its first part is "general," and deals 
geographically with the problems of the international division of labor 
and exchange of goods, other international relationships,· balance of 
trade, and finally with the economic status of colonies. Next come the 
legal and political regulation and encouragement of world trade. The 
special part deals with the details of business and world trade, as well as 
with world production, circulation and consumption. At the end comes 
a study of world-wide economic expansion. All through the system we 
notice the idea of comparative economics which Harms took from 
Ehrenberg. 

Herman Levy's attempt to give a short systematic review of world 
economics is not very successful.10o After a modest preliminary 
study,IOl Sartorius von Waltershausen has succeeded in his recent 
works 102 in giving a good account of the moral and material foundations 
of world economics, as well as in sharply distinguishing its problems 
from those of political economy. 

There has been much discussion on the status of business eco­
nomics and of world economics in scientific systems. Some were 
for making each of the special disciplines an independent science, 
whereas others thought that they could find a place in the tradi­
tional structure. In the former group were W. Prion/03 Rudolph 
Kobatsch,IO" Kurt Albert Gerlach,105 while their opponents num­
bered such men as Karl Diehlrs Karl BUcher,101 Gotz Briefs, 108 
Moritz Julius Bonn/ol Herbert v. Beckerath, 110 Louis Kraft,111 
etc. Their attacks, however, were unable to stem the tide of the 
new science, which continues to develop today. 
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7. Economics of War 

Although business economics and apparently world economics 
have triumphed over their opponents and are becoming independ­
ent sciences, a third movement, that of war economics, has been 
less successful. A few years before the war, when the political 
atmosphere of Europe was already charged with electricity, prob­
lems of war began to engross the attention of economists, and led 
to many stimulating theories. 

We may mention here the prophetic book of H. Volcker,112 and the 
comprehensive war theory of Reinhold Wagner,11s Arthur Blaustein 
has written a detailed bibliography of the subject, arranged according 
to the economic problems involved.1H Naturally enough, the literature 
on the subject increased a hundredfold during and after the war. Johann 
Plenge,l1li Emil Lederer,118 Bernhard Harms,117 Sartorius v. Walters­
hausen 118 and W. Ed. B"iermann,119 are the authors who have dealt 
most searchingly and scientifically with the relations between war and 
economic life. We draw especial attention to the volumes of the Archiv 
fur Sozialwissenschajt und Sozialpolitik 120 which are entirely devoted to 
the problems of war economics. 

While these investigations were going on, a demand in method­
ology was voiced to build a separate economics of war. Otto 
N eurath proposed this· even before the war and demanded an 
independent science which should systematically discuss the eco­
nomic advantages and disadvantages of war.121 In the final year 
of the war he became more concise and demanded that the new 
science should make a comparative study of the influence of war­
time economics on wealth-that is to say, on real income, wages 
of labor, etc., in the widest sense, and their assurance through 
war expenditures. Nevertheless, he always insists that the eco­
nomics of war be treated as an independent science, so long as the 
present systems of economics remain as they are.1211 In the second 
year of the war, Ferdinand Schmid undertook to publish a system­
atic survey of the economics of war.12S He agrees with the pro­
posals of Neurath but believes that the new science should try to 
explain the economic causes of war as well as study its consequences. 
On the whole, however, he too fails to give a comprehensive 
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system of war economics and, like Neurath, has thought out only 
a few of its aspects coherently. Georg v. Mayr, on the other hand, 
tries to give a thoroughly systematic outline of the new science.124 

According to him the economics of war should form the third 
independent part of the general science of economics, while war 
finance, assigned by Schmid to the new science, should be an en­
tirely separate discipline. Mayr assigns to war economics the study 
of the changes undergone by the principal phenomena of economics 
(wants, production, transportation, consumption, etc.) as a con-
sequence of war. . 

Franz Eulenberg was the first to oppose these attempts to found 
an independent science. He tries to prove, in a thorough studyr5 

that war economics is but a modification of the general science of 
economics, which suffers some changes during wartime but remains 
fundamentally unaffected. Therefore, we should view its phe­
nomena as mere deviations from the normal trend of economic 
life, whose laws alone should guide us. Wolfgang Heller too 
rejects the idea of an economics of war, and tries to show that 
traditional political economy is able to cover the field.12G Accord­
ing to him, the specific phenomena of war economics occur espe­
cially in commercial life and could be adequately dealt with, if 
one got rid of the money illusion and made better use of national 
economics and of the dynamic development of business. Recently, 
Adolf Weber has identified himself with the position of Heller, 
and uses the argument that the phenomena of war economics 
belong especially to economic policy, and not to theory, as even 
Georg v. Mayr had to admit. This means that there is no real. theo­
retical foundation for an independent economics of war.12T The 
same opinion is voiced by Gotz Briefs who considers the phe­
nomena of war economics as pathological modifications of normal 
economic phenomena and therefore thinks it as absurd to found· 
a special economics of war as to make a special science out of 
business crises.12s The result of this controversy seems to be that 
the idea of an independent science· of the economics of war has 
been finally stiBed. 



CHAPTER II 

ATTEMPTS TO CREATE SYSTEMS 

I. The Historical School 

WHEN we devote .our attention to the development of economic 
theory in the German~peaking countries in the first quarter of 
the twentieth century and especially to the comprehensive systems 
which were then produced, we are at once struck by the treatise of 
Gustav Schmoller which stands as a symbol of the new age. The 
publication of this work, 1 the fruit of long experience, was epoch­
making. Not that it showed the way to anything new; it repre­
sented rather the high-water mark which the historical school had 
reached. When Schmoller started upon his work, the authority of 
his school was almost unquestioned in Germany, and it still re­
mained strong at the time of its publication. The author's fame 
and the inadequacy of previous works on the same subject were 
sufficient to arouse the greatest curiosity. The founder of the older 
historical school, Roscher, could never free himself completely 
from classicism, whether in his treatise or in his later text books. 
Neither Hildebrand nor Knies wrote a comprehensive treatise. 
Kautz and Cohn were more complete; but while the former 
modestly suppressed his personality and any original contribu­
tions the latter allowed his philosophical and ethical ideas to 
prevail over strictly economic considerations. Thus, when the his­
torical school was in power it possessed no general survey of its 
doctrines. At last this was accomplished by Schmoller. 

It is impossible to describe the contents of this book without 
reciting all the leading ideas of the younger historical school. 
It is a rich store house of histori.l:al and sociological material in 
. which economics is so often illumined by social viewpoints that 
one may with justice call it a comprehensive theory of society, 
looked at from the standpoint of the economist.2 The province 
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which Schmoller allows for the working of economic law is a. 
very small one, and his treatment of pure economic theory is 
decidedly meagre. Not even his adherents have followed him all 
the way in this direction. Inama-Sternegg, for example, reproaches 
him for not giving a real theory of production.8 

After the appearance of Schmoller's treatise, the historical school 
produced no new systematization of its doctrines. Friedrich Klein­
wachter wrote a carefully prepared text book 4 in which he criticized 
past and contemporary theories from an historical standpoint, but of­
fered nothing new. Gustav Ruhland 1\ gives an account rather of his 
practical preferences than of economic theories. His views are concerned 
chiefly with the attainment of a healthy condition of property in land, 
and a corresponding organization of production. Although the influence 
of the historical school began to decline at the commencement of the 
century, the new editions, published even during the war, of the chief 
works of Roscher 8 and Hildebrand 1 testify to the continued interest 
in the systems of this school. 

Heinrich Sieveking has recently published a system'1a which he in':' 
tended to base entirely on the principles of the younger historical school. 
He accordingly emphasizes the social and historical side of economics 
and deals with the phenomena of circulation only insofar as they relate 
directly to the real object of economic theory, that is, to the economic 
considerations of human beings. Consequently, like Schmoller, he gives 
too little attention to the important problems of exchange. 

2. The Pure Theory of Marginal Utility 

The opponents of the historical school, the Austrian school, 
produced in the new century only one comprehensive treatise in 
which their method and their theory of marginal utility are ex­
pounded in their purest form. The work of Friedrich Wieser 8 

is as important in its way as the treatise of Schmoller. He too 
was one of the outstanding leaders of his school, aroused the 
greatest interest, gave the most complete and valuable account of. 
the whole field of economics and, if indications do not deceive, 
his book too was destined to mark the highest achievement of his 
school, after which it disintegrated. It is now possible to say these 
things in all calm. 

The central and creative idea of Wieser's book is the theory of 
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marginal utility, to which he subordinates everything in economics, 
including tpe theory of money. He even goes so far as to found 
a science of economic policy upon this theory. He derives the 
necessity of private property from the theory of utility 9 and bases 
his economic idea, which is an harmonious interplay of unrestricted 
competition and government interference, on the legal institutions 
of private property. It would appear that we have here the miss­
ing link between abstract theory and economic policy. The question 
is, how strong is this link? Nevertheless, one of the main ad­
vantages of Wieser's system is the steady progress it shows from 
the abstract ideas of economic theory to the more realistic con­
siderations of everyday life. First of all he analyses the phenomena 
of simple economic life, and formulates its elementary laws; 
secondly, he studies political economy, in which social power plays 
an important part; thirdly, he presents his theory of national eco­
nomics which describes the influence of the State; and lastly comes 
his theory of world economics. The system is of enduring worth, 
even though parts of it have become antiquated. Wieser published 
before his death (1926) the results of his investigations on the 
law of power, which contain the sociological basis for his doctrine. 
It was not vouchsafed to him to forge the link between his soci­
ology and his economics. 

One of his former pupils, Alfred Amonn, has recently pointed out 
the logical shortcomings in Wieser's system,lO He tries especially to 
show that marginal utility is a phenomenon of individual psychology 
which explains many phases of individual economics but which cannot 
be made the basis of a sound system of political economy. Since there are 
just as many margins of utility as there are individuals, Wieser's doctrine 
is condemned from the outset as fruitless. 

Besides Wieser's, there are in German literature two systems 
built upon the theory of marginal utility which deserve attention. 
One is a translation from the Swedish; the other from the Dutch. 
Knut Wicksell ll as a matter of fact belongs to the mathematical 
school, even partially to the Lausanne. school. His algebraical 
deductions, however, are such that their elimination does not hin­
der a comprehension of his thought. His system is unusual in that 



ATI'EMPTS TO CREATE SYSTEMS 

he introduces the quantitative aspect of consumption by a theory 
of population, which is more statistical than theoretical. After this, 
he presents in order his theories of value and exchange, production 
and distribution, capital, money and credit. Verrijn Stuart,12 too, 
bases his theory upon marginal utility, although he seems to aim 
at a synthesis of the doctrines of the historical school with the ab­
stract deductive theories. Besides the abstract concept of business, 
which is at the bottom of his theory, he advanced other first prin­
ciples, such as nature, mankind, society, etc., which he calls social 
categories. His scientific ideal is one of causality, devoid of the prin­
ciple of value and he recognizes only one standard in economics: 
the general welfare. In sociological matters he is always liberal 
and individualistic and consequently opposed to all organized force. 

It is with some hesitation that we mention here the work of the 
Hungarian scholar, Wolfgang Heller.tB Although he resembles 
Wieser in his insistence on the theory of marginal utility and in 
the formal structure of his doctrine, he is also anxious to do justice' 
to the tenets of other schools. He resembles Spann in his empha­
sis on organic thought at the expense of atomism. Like Diehl, 
Amonn and Oppenheimer, he stresses the social, legal and author­
itative elements "Of economics. Following Cassel, he bases his theory 
of distribution on his theory of price; and he resembles some of 
the American writers in his conception of capital. By reconciling 
such different tendencies and by some of his own researches Heller 
manages to produce a well-rounded system. 

Emil Lederer If has written a concise survey of economics. Al­
though the theory of marginal utility predominates, he do~ jus­
tice to the cost of production theory which explains how the ex­
change of products takes place and how the social dividend. is 
distributed among the different classes of society. Apart from 
value, the other problems are only sketched by Lederer. His atti-, 
tude is, on the whole, mathematical and mechanistic as well as 
functional. Moreover, he seems to come under the influence of 
Schumpeter when he deals with the dynamic phenomena of eco­
nomics. Alfred Amonn considers the Austrian interpretation of 
marginal utility one of the weak points of Lederer's system.1I 
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Besides the second edition of Menger's Grundsatze (1923) and 
the new editions of Phillippovich's text book,.Schullern zu Schratten­
hofen has written a notable survey of economics, viewed from the stand­
point of marginal utility.ls Its purpose is purely didactic, and it does not 
pretend to offer anything new. 

3. Schumpeter's Static and Dynamic Economics 

. The theory of marginal utility is also the foundation of Joseph 
Schumpeter's system; ~ut he is original enough to go beyond its 
traditional limits and to create his own mechanistic and mathemat­
ical system of economics. His main characteristic is a sharp distinc­
tion between static and dynamic economics which produces two 
entirely different attitudes towards economic phenomena. In his 
first important work 11 Schumpeter adopts the static point of view. 
He rejects all political, philosophical and ethical considerations, 
and adopts as a foundation of his pure economic theory the hypoth­
esis that economics is in: a static condition, in which there are no 
new combinations of production and consumption and no modifica­
tions or changes in. the whole of its course. Once this is taken for 
granted; there exists a state of equilibrium between the quantities 
of goods in the possession of various individuals, and the aim of 
Schumpeter is to ascertain how the other quantities within a given 
field of observation will re-act as soon as one of them is affected. 
The more subtle causes which motivate these changes are not ana­
lysed here. He is interested only in their outward, formal rela­
tionships which appear to him functional between the movements 
of individual quantities of goods. According to Schumpeter, the 
relation in which the functions themselves appear is, for econom­
ics, that of exchange, which has its origin in the principle of value 
as determined by marginal utility. Every movement of these com­
modities becomes objectified in the making of price in which the 
laws of the distribution of income hold sway. In static economics 
there are only three kinds of income, which correspond to the 
three possible kinds of production goods: labor, land and the re­
sults of previous production. Schumpeter explains the laws of these 
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B~tions in his mathematical variation method, in which he as­
sumes that other elemests in the equilibrium of static economics 
are constantly being modified, and tries to discover what effects 
these changes exert on the elements which he considers invariable •. 

Schumpeter realizes perfeCtly well that these results can be ap­
plied to the actual phenomena of economic life only for a certain 
point in time or at best for a short period of time, and that this is 

. the only way in which the static viewpoint can be applied. For 
. longer periods, and especially for the modern capitalistic organiza­
tion, only the dynamh: attitude comes into consideration. The 
changing, developing nature of economics is, for Schumpeter, es­
sentially dynamic and at the center of all the new combinations and 
progress stands the entrepreneur who governs the course of all 
production. His activity gives rise to capital which creates a de­
mand for credit. The dynamic aspect of economic life is the subject 
of Schumpeters second large work 18 in which he especially ana­
lyses the categories of income which consist of profits and interest. 

We can gauge the sensation which this work caused by the amount 
of criticism directed against it. Karl Diehl 19 criticizes Schumpeter es­
pecially for having built his theory upon so many hypotheses that it is 
valueless as an explanation of the real phenomena of economics. Othmar 
Spann 20 directs his criticism against the mathematical method in 
general. He doubts the existence.of direct, purely causal, and mechanistic 
relationships between commodities,- since these become economic phe­
nomena only through the primary phenomenon of the economic activity 
of. the individual. Friedrich Wieser 21 defends the psychological method 
of the Austrian school against the attacks of Schumpeter, whereas Hans 
Mayer 211 criticizes him from the point of view of the pure theory of 
marginal utility itself. He opposes in especial Schumpeter's main thesis 
that the change in anyone given commodity will cause changes in all 
of the others. He also attacks Schum peter's concept of value and criti­
cizes the application of differential calculus to economic theory. Ludwig 
Pohle 28 accuses Schum peter primarily of being remote from actual life, 
attacks each separate doctrine, and tries to refute the theory of wages, 
alleged to be based on a caste-like division of the social groups. Wilhelm 
Lexis 24 tries to prove that Schumpeter's theory of economic develop­
ment should not have been made dependent upon the theory of marginal 
utility and that it often contradicts the facts of actual life. Akusius Nav­
ratil 25 sees nothing new in the glorification of the entrepreneur's func-
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tion. More modern critics are Leo Schonfeld 28 and Otto Conrad.21 

The former, from a rather novel interpretation of the subject with which 
we shall deal later, points out several alleged errors in Schumpeter's 
solution of the problem of imputation, whereas the latter bases his at­
tacks on the elements in his work which touch upon marginal utility. 
Nearly all these critics, however, recognize the highly scientific char­
acter of Schumpeter's work. Only Pohle takes an opposite view. 

The Hungarian Karl Schlesinger who was deeply influenced by 
Schumpeter tried to develop on the one hand a theory of price and value, 
on the other hand a theory of the. practical problems of banking, both 
based on modern monetary theory and with the help of the mathe­
matical method.28 He too attempts to view pdces as functions of quan­
tities and discloses an entirely objective attitude to economic phenomena. 
Consequently he does not touch upon their psychological background 
although the concept of marginal utility plays an important part in his 
work. 

4. Cassel and his Adherents 

The Swede Gustav Cassel published in Germany a system 
of economic theory which is as itpportant as that of Schumpeter, 
with which it has many points of contact. 29 He makes frequent 
use of the mathematical method and makes the doctrine of price 
the central part of economic theory. Nevertheless, there are im­
portant differences between the two theories: for Cassel completely 
rejects the theory of marginal utility and, instead of the mechan­
istic relations of quantities of goods, emphasizes economic activities 
themselves. The core of his system is a thorough analysis of the 
concept of economy itself, upon which he builds his theory of 
scarcity. For economics, as for every activity whose end is the satis­
faction of human wants, there come into consideration only those 
means whose amount is limited in comparison with the wants. Com­
bining this pnnciple with the concept of exchange, Cassel takes it 
out of the theory of simple economic life into that of political 
economy and makes of it the foundation of the problem of price. 
He has thus passed over the whole problem of value which he con­
siders an unnecessary part of our science. 

Cassel's system has generally been considered as destitute of the idea 
of value. This characteristic has been attacked by Franz Euhlenburg,BO 
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and defended by H. Mannstiidt.81 In a similar way Hans Neisser SlI 

seeks to explain Cassel's teaching, while Alfred Amonn,88 Hero Mol­
ler," Edgar Salin,81i Eduard Lukas,8o in a comparison between Cassel 
and Ricardo, and finally Karl Diehl 81 have all pointed out that Cassel 
has rejected only the nomenclature, but not the concept, of value. 

The principle of scarcity is already found in Karl Menger at the 
bottom of the subjective theory of value, in the concept of "eco­
nomic relations of quantity." Moreover, Cassel's concept of valua­
tion is fundamentally a representative of economic value. Cassel 
tries, however, to be independent of the formal theory of value 
and endeavors to replace it by a broad price theory. From this he 
derives his doctrines of distribution and money as well as a notable 
theory of crises. These always maintain the closest connection with 
his theory of price. 

Cassel was not spared the reproach of having composed a 
"monograph on prices," rather than an entire system of economics 
with all its organic functions (Eulenburg). 

Diehl's principal objection to Cassel is that his neglect of social and 
authoritative factors leads to absolutism in his solution of economic 
problems. Schumpeter 88 and Wilhelm Kromphardt 89 try to show 
how Cassel contradicts some of his own main theories by retaining some 
of the elements of the imputation theory in his doctrine of distribution. 
Otto Conrad 40 attacks him on the same score, as well as for his con­
ception of cost. Ewald Schams 41 claims to notice an important mistake 
in Cassel's theory of price, in an insufficient distinction between positive 
judgments of necessity and general judgments of choice. A very severe 
foreign critic of Cassel is the American Fabian Franklin, who finds 
Cassel not only deficient in originality but also guilty of a complete mis­
apprehension of Ricardo, as a result of which he seeks to explain Cassel's 
utter lack of influence on American economic thought. 

Cassel's influence is also seen in the survey of Hans Oswalt,42 espe­
cially in his theory of price and in his effort to ascertain the natural 
categories of economics: those which are independent of fortuitous con- . 
ditions. He differs from Cassel in his attempt to retain the theory pf 
value which he supports by means of the theory of marginal utility. 
He has some notable introductory remarks on the concept of economics 
and on the satisfaction of wants. The distinguishing feature of his system 
is the clarity which comes from the pen of an excellent technician. Sieg­
fried Budge 43 builds his system on the theory of scarcity but has a more 
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static attitude towards economic phenomena than Cassel. Like Oswalt, 
he retains the theory of value which he also supports by means of the 
theory of marginal utility. The central part of his theory, however, is 
not price, but production. Some of his ideas are borrowed from the social­
ists; e.g., he explains profits on the surplus value theory. Nevertheless, 
Budge is no social reformer. Like Cassel, his attitude is liberalistic. The 
short introduction of Hans Gestrich H is the last we shall mention as 
coming under the influence of Cassel. He combines in an original way 
the most importal}t attitudes o~ the great economic problems of the 
day with the corresponding theories of other authors, and his own 
opinion. But his system is neither clear nor unified. 

S. The Realistic Theories of Lexis and Adolf Weoer on The 
Economics of Exchange 

If historical perspective allows us to divide the economic systems 
of the first quarter of our century into distinctly separate schools, 
the theories of Wilhelm Lexis 45 should come somewhere between 
the systems of Schumpeter and Cassel, although he also has much 
in common with the historical school. Like Schumpeter, he re­
stricts his investigations to a relatively small and definite field and 
many of the material solutions which he offers remind us of Cas­
sel, while his general attitude reCalls to us rather more of the his­
torical school. Above all, he distinguishes between "abstract" and 
"realistic" theories, rejects the former, is sceptical of all economic 
laws based on natural science, considers the result of the historical 
school the most valuable thus far and concedes that his realistic 
theory holds good only for a definite stage in the development of 
economics. The; object of his inquiry is the question how the pro­
duction of goods takes place as a social activity in a given social 
system and how the various persons engaged in their divers activ­
ities obtain their share of the goods out of this social process. Con­
sequently, production, consumption and the distribution of income 
comprise the entire field of Lexis's study. He is as impatient as Cas­
sel of the theory of marginal utility and shows a certain Marxist trait 
when he explains profits as a deduction from wages. As a rule, 
Lexis is no slave to the traditional classification of the various ele­
ments in the theory of economic circulation, but arranges them in 
an entirely free sequence as they occur to him. This has a refresh-
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ing effect~ The value of his contribution is enhanced by the truly 
realistic way in which he maintains close contact with actuality and 
tries to do adequate justice to the most complicated phenomena of 
practical economic life. 

Adolf Weber too, is above all a realist in economics~ Neverthe­
less, he shows some striking analogies to Cassel in his recently pub­
lished system.48 He too starts with the idea of scarcity, makes the 
theory of price the center of his system and derives from it his 
doctrine of distribution. He retains, however, the theory of value 
and, unlike Lexis, explains it by means of the theory of marginal 
utility, although in another connection he considers this vastly 
overrated. The formal arrangement of his system is entirely his 
own. His book is illustrated with a wealth of historical data and 
social background; and he surpasses Cassel in questions of social 
power and in the general methodological foundation of his system. 

6. Lie/mann's Purely Psychological System 

In striking contrast to the above systems, Robert Liefmann 47 

tries to build a whole system of economics on a purely psychological 
basis. The Austrian school had already made much of the ps:ych~ 
logical element.· Liefmann goes far beyond them and rejects ~ll 
materialism and quantitative aspects in order to interpret economics 
in the light of psychological phenomena. For him the end of ec~ 
nomic theory is to refer everything to subjective judgments of 
value, the desires of the consumers. Like the adherents of mar­
ginal utility he quotes Gossen in order to find a basis lor his theory. 
But the former's subjective theory of value consisted only of the 
varying utilities of the goods themselves. Liefmann is struck by 
the fact that Gossen opposed the idea of cost to that of pleasure, 
which he did not value for its own sake. Therefore Liefmann 
works out a concept of psychological returns which consists of the 
difference between utility and cost, and recognizes economic activ­
ity only where returns can be ascertained: that is to say, where 
utility and cost (not quantities of things or value, but psycholog­
ical units of pleasure and pain) may be compared. 

The idea is not entirely new; but Liefmann deserves praise for 
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his clear and logical development of the subject and for the ab­
sence of technical jargon. 

Another discovery of Liefmann's is the fact that the smallest 
returns, which occur in the satisfaction of our various wants, tend 
to balance each other at a certain minimum height. A man will 
always take care to arrange the costs for the satisfaction of his 
wants in such an order that the smallest item of cost will bring in· 
a return which, according to his own sense of value, could not be 
surpassed by another expenditure. The necessity that all the final 
returns obtained in the satisfaction of various wants will be of ap­
proximately equal height, Liefmann calls the law of the equaliza­
tion of marginal returns. Upon this he builds his theory of price, 
which is followed by a theory of distribution and money erected 
along similar lines. 

Liefmann's haughty attitude toward other economists, and the ar­
rogant way iIi which he extols his own theories led to many disagree­
able debates, often of a personal nature. Both Amonn 48 and Joseph 
Bergfried Esslen 49 tried to prove that he was not original. Amonn en­
deavored to show, point by point, that the essence of Liefmann's law 
of the equalization of marginal returns is contained in the theory of 
marginal utility, which Liefmann did not adequately grasp. Esslen 
stated that Liefmann's idea of utility is only another name for value, 
and that his idea of cost should be takeq in the sense of loss of utility. 
Therefore, there is nothing new in the foundation of Liefmann's system, 
and whatever original contribution he makes is in contradiction with it. 
Similar criticisms are made by Franz Oppenheimer.50 Liefmann an­
swered these attacks with accusations of falsehood and dishonesty. Milder, 
but no less decisive, were the criticisms of J. Steinberg,51 Zwiedineck­
Sudenhorst,52 and Rudolf Stolzmann.53 Steinberg goes to the heart of 
the matter when he says that political economy cannot be isolated and 
treated from a purely psychological point of view, and that the law of 
the equalization of marginal returns means nothing. Zwiedineck criti­
cizes the unhistorical and unsocial attitude of Liefmann and calls his 
psychological foundation of economics a purely individualistic one. He 
bases his scepticism on the fact that there must be a certain materialistic 
and quantitative aspect to the concept of returns. Stolzmann accuses 
Liefmann of wasting time in describing the causal. and individualistic 
side of his theory of returns since in reality it is merely teleological and 
social. 
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Diehl 114 and Lederer lUI reject Liefmann'S law of the equalization 

of marginal returns. Karl Englis severely criticizes the theory of mar­
ginal returns in consumption and reaches the conclusion that a law of 
the equalization of the relatively smallest utilities of the price unit should 
take the place of the law of the equalization of marginal returns.58 

Eduard Kellenberger recognizes this law for consumers, but not for 
producers. IT 

Weyermann 58 draws attention to the sharp separation of economic 
problems from technical, social, ethical and political problems, and the 
building of an economic system on nothing but a psychological founda­
tion in Liefmann's work. Jaffe 59 considers it an improvement on Som­
bart's Modem Capitalism. Otto Mayer's 80 praise of Liefmann has a 
hollow sound. Arnold Kupper's 81 attempt to push Liefmann's pure 
subjectivism to its logical conclusion and to build thereby a new theory 
of value has not been attended with much success. 

7. Organic and Teleological Thouglft 

The three chief economic systems published in Germany in the 
first quarter of the century and mentioned hitherto, those of 
Schumpeter, Cassel and Lie£mann, are built upon a purely in· 
dividualistic social philosophy, a characteristic of which is most 
noticeable in Liefmann. In their conceptions of the essence and the 
functions of society they first study the individual and derive the 
whole from the consideration of the individual parts. Othmar 
Spann starts with the whole of society, which has its own existence 
and should logically be considered before its parts. These. parts, 
the various individuals, are not independent things, but merely 
ancillary units which derive their existence from the whole. In con­
sidering how society functions Spann stresses the reciprocity which 
exists within the multiplicity of individuals. 

In this, he reverts to the social and political philosophy of the 
romantics, especially to Adam Miiller and tries to bring their 
spirit back into modern science and to revolutionize economics with 
their universalistic outlook. In. his chief work 82 he considers eco­
nomics a notional structure in which only the idea of. an end pre­
dominates. He wants to bring our science back to its "natural" 
state and to reject the causal and individualistic innovations of 
Smith and Ricardo. Therefore economic theory should not begin 



76 GERMAN-SPEAKING COUNTRIES 

with a causal and mechanistic concept of value but with the con­
cept of service, which alone corresponds to the facts and which he 
considers the organ of the whole, the purposeful functioning of 
the entire organism. Starting from this idea, Spann makes of 
economics a theory of service in four parts: factual services, spatial 
relation of services, temporal relation of services, and finally, mag­
nitude of service. The first part deals with simple services, such 
as goods, capital, etc., and services of a higher order, as exchange, 
credit, commerce, etc. The next two parts which deal with the 
spatial and temporal relations of services discuss monogenetic and 
polygenetic relations and those of a higher order, such -as the inner 
movement of various economic phenomena and transition. The 
last part is devoted to theories of value and price. This part, how­
ever, is in need of a thorough revision in view of Spann's subse­
quent desertion of the theory of marginal1.ltility with which we 
shall deal later. 

Spann realizes the difficulties involved in this new conception, 
which he considers the only possible one for his teleological atti­
tude. To make it harmonize with the older concepts, he starts by 
analysing the concept of economics itself in which he contrasts, 
from a purely teleological point of view, the close connection of 
the ends with that of the means. One part of his system is con­
cerned with the nature of the formation of economic concepts, the 
theory of method. With his far-reaching transformation of all eco­
nomic theory, Spann tries to compress all the parts of economics, 
and therefore all its phenomena including their formal elements, 
into one co-ordinated and coherent system. Under our traditional 
concepts this had thus far been possible only with the economics 
of exchange (c/. Schumpeter, Lexis). 

The theories of Othmar Spann created a great sensation in Germany 
and they are even to-day the subjects of much discussion. It would take 
too long to mention all the reactions toward his work.us We shall re­
strict ourselves to the more important ones.u 

Rudolf Stolzmann is the most distinguished of the many economists 
who regarded Spann's contributions as a step in advance. Being some­
what similarly disposed, he can appreciate the value of Spann's univer­
salistic outlook. He rejects, however, Spann's solutions of the problems 
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of value and price, thinks that his concept of service retains some causal 
elements and claims priority in the foundations of teleological organic 
economics. Oli The following pupils of Spann have defended him enthu­
siastically: Wilhelm Andreae,oo Jakob Baxa,87 Walter Heinrich,os 
and Gustav Seidler-Schmid.89 The following are sympathetically dis­
posed toward the idea of universalism : Waldemar Mitcherlich TO (with 
his own theory of plurality), Emanuel Hugo Vogel 11 (for the fluctua­
tions of economic life), Ludwig Stephinger,72 Walter Weddigen,73 
and Horst Wagenfiihr." It is also a remarkable fact that many leading 
German historians consider Spann's results a worthy contribution to the 
social sciences. Georg v. Below deems him the most distinguished succes­
sor of the historical school of economics. "IIi Theodor Mayer also considered 
a knowledge of Spann's work of importance for an historian.T8 

Some economists, while they appreciate the teachings of Spann, .try 
to bridge the gulf between his theories and traditional individualistic 
c:conomics. Wolfgang Heller stressed the fact that the individual does 
not become submerged in the economic whole, but retains all the definite 
elements which are independent of the whole.7T Richard Kerschagl, too, 
tries to reconcile Spann's universalism with individualism.f8 Others who 
have attempted this thankless task are Albert Hesse, in the methodolog­
ical studies which. we have mentioned above, and Alfred Amonn in his 
system which we shall discuss later. Hans Honegger recognizes the 
concept of credit as a category of exchange, from a "neo-romantic" 
point of view; but he considers the expression "universalism" unhappily 
chosen, and thinks that Spann's ideas, although correct, are not suf­
ficiently "objectified." 18 

The numerous adherents of individualism are naturally anxious to 
answer Spann's attacks. The most thorough and energetic of these. has 
been, thus far, Fritz Sander.so Liefmann's criticism contains nothing 
new, but surpasses the others in bitterness.81 

It does not seem probable that any of these criticisms· and attacks will 
he able to crush Spann. On the contrary his prestige appears to he in­
creasing, especially among the younger generation. 

Friedrich Lenz's recently published system has many points of 
contact with Spann.82 He too conceives of economics as an organic. 
and social entity which is in direct opposition to traditional individ­
ualism. As Spann was influenced by Adam Miiller, Lenz is influ­
enced by Friedrich List and makes economics the handmaid of 
nationalism. He tries to avoid the opposition between the theo-

. retical and the historical attitudes by his emphasis on the historical 
and cultural, legal and political aspects of· state economy as the 
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central concept of his system. Instead of a mechanistic theory of 
value and price, he gives us List's organic theory of production and 
explains all economic relations by the principle of the political 
whole. The determining goal of economics is the satisfaction of a. 
nation's entire wants; therefore prices and distribution are organ­
ically related to each other. His aim, then, is to do away entirely 
with the analytical and atomistic attitude toward economics. 

In his earlier works, Rudolf Stolzmann 83 had, like Spann, a 
conception of economics as a means toward a social end. Both 
Spann and Stolzmann were influenced in this by the teleologically 
inclined social philosophy of Rudolf Stammler. Spann gave the 
most weight to his social universalism, which was his starting-point 
for the analysis of economic concepts and phenomena. Stolzmann 
is influenced by an idea of social ethics, which somewhat resembles 
doctrinaire socialism and which he uses to solve problems of theory 
as well as of practice. He also tries to illumine his theory by means 
of the "natural categories," which he relates closely from the very 
beginning to the socio-ethical category. He rejects without excep­
tion all that is built upon an unsocial, and untrue utopian hypothe­
sis, since the results obtained in this way cannot be brought into any 
relation with the actual social facts. His attitude toward economics 
is from the outset practical and directed toward a realistic and 
ethical end. It is this which gives Stolzmann's system its peculiar 
aspect of eclectic compromise. He is always trying to find a com­
promise between ,the "natural" theories, which are abstract and 
causal and the socio-ethical attitude which is directed toward an 
end. He tries to do this especially for the theory of marginal util­
ity and that of distribution. Stolzmann is particularly strong in the 
criticism of prevailing theories; but in his own doctrines we notice 
a certain restlessness and lack of finish. We have mentioned 
above how this restlessness caused him to plan a philosophy of 
economics. U 

Stolzmann's teleological attitude has been, on the whole, fairly well 
received in German literature. 

Among his critics, Emil Lederer,85 considers the causa~ attitude .bet­
ter suited to economics. Joseph Schumpeter 88 can see nothmg essentially 
new in Stolzmann's work and Karl Diehl,8T although fundamentally 



A'I"I'EMPTS TO CREATE SYSTEMS 79 
in sympathy with Stolzmann's social outlook, attacks some of his doc­
trines and chides his eclecticism and hesitancy. The value of Stolzmann's 
contribution is, however, fairly generally recognized. 

The only resemblance between the system of Karl Englis,88 which 
has been translated from Czech into German, and the works of Spann 
and Stolzmann is its teleological character. He is, however, rather in­
dividualistic. The great principle which runs right through his book is 
the postulate of the minimum of displeasure. He starts, therefore, on a 
course of psychological analysis which brings him very close to Lief­
mann, especially in his criticism of the theory of marginal utility. His 
price theory represents a compromise between the psyt;hological ex­
planation of utility and the equilibrium idea of the Lausanne school, 
while in his theory of distribution he emphasizes the principle of social 
power. His system, therefore, is eclectic, in the best sense of that word. 
An interesting discussion took place on methodological points of view 
between Englis and Streller.89 . 

Like Stolzmann, Berthold Josephy 90 keeps out of his system all the 
fictions of pure theory and makes of the social aspect the main independent 
category of economics. The philosophical basis of his system, however, does 
not lie in the direction of Stammler and the Marburg school, but con­
sists rather of his own interpretation of Bergsonian metaphysics. He 
resembles Stolzmann in contrasting the "natural" with the social cate­
gory, and advances as the origin of the former the dependence of man­
kind and human society on nature. He considers this "natural" category 
the more elementary and important of the two. In the course of his 
work, however, Josephy stresses more and more the sociological aspect 
and especially the legal premises of economic phenomena. In this again 
he resembles Stolzmann, as well as Diehl, whom we shall mention later. 
It should be noted that there is an historical aspect to Josephy's work, 
and also apparently.some traces of natural law. 

8. The Socio-legal Tendency 

Karl Diehl has all the more reason to approve of Stolzmann, 
since he is himself an adherent of Stammler's social philosophy. 
During the war he started to publish, after a long preparation, a: 
comprehensive survey of economic theory, built upon this founda­
tion. Three of the four volumes have appeared so far.91 Diehl 
himself calls his tendency "socio-Iegal," and considers Rodbertus, 
Marx, Sta.mmler, Stolzmann and Amonn his predecessors in this 
field. It is a characteristic of this attitude to consider each particular 
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economy as a subordinate part of the whole organization of eco­
nomics, frorp which it derives the "manner, extent and pace" of 
its activity. Consequently every effort to found economic theory on 
a study of particular economies, the economic activities of the in­
dividual, his wants, etc., is immediately dismissed, and only a con­
crete legal system is considered a sound basis for the comprehension 
of economic life. The only way to obtain a theoretical knowledge 
that is consistent with the actual facts of economics is to consider 
the most elementary phenomena in close relation to the legal 
structure which underlies them. 

The volumes of Diehl which have appeared up to the present contain 
.first of all a somewhat polemical discussion of the nature and aims of 
economics. This treats of political economy as a part of sociology, dis­
cusses the relation between law and economics and between technology 
and economics; and .finally studies the question of the systematization 
of the economic sciences. There follow· an historical account of the 
development of economic doctrines and a criticism of the leading an­
cient and modern theories. The second volume deals with production, 
discusses its natural and technical foundations as well as its social aspects 
and .finally examines the capitalist method of production. The third 
volume treats of the theory of the circulation of wealth and the prob­
lems of value, price, money and credit. The fourth volume will contain 
a theory of the distribution of income. The difference of Diehl's system 
from that of other economists is noticeable even in the arrangement of 
his material: as in treating price and value under the head of circulation 
of wealth, instead of under the more general and basic problems of 
economIcs. 

Alfred Amonn comes fairly close to the socio-Iegal attitude in 
his fundamental ideas of method. This is very noticeable in his 
early work which we have mentioned above.92 He distinguishes 
between individual and political economy, and tries to prove that 
it is a mistake to base the latter upon the economic principle which 
holds good only for particular phenomena. In political economy 
everything depends upon social and legal necessity. Its central 
point is not the phenomena of value (whether understood sub­
jectively or objectively), but the social problem of price. There­
fore, the subject matter of economics, according to Amonn, consists 
of the phenomena of exchange as determined by private economics 
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and the quantitative relations between prices, wages, interest and 
rent. But as soon as we go into matters which belong to the aim 
of all economiC&-the general welfare-we are entering another 
field which can best be called V olkswirtschaftslehre or, to use an 
expression coined by Adam Smith-lethe pure theory of economic 
welfare." Applied economics or, to use Amonn's favorite' term, 
applied economic welfare, deals with the methods of furthering 
well-being. 

The second of these three spheres, the "pure theory of economic 
welfare,", is explained by Amonn in his latest work. 93 Here he 
studies, from a social point of view, the various divisions of eco­
nomics, such as production, exchange and the distribution of 
income. To these "static" relationships he opposes "dynamic" phe­
nomena which he examines in connection with his theory of busi­
ness cycles and crises, and the general development of economic 
institutions. 

Much attention has been paid by economists to Amonn's methodolog­
ical ideas. In the second edition of his Ohjekt und Grundhegriffe (1927) 
he tried to answer the earlier objections. Karl Diehl has recently blamed 
him for neglecting the legal postulates of economics in favor of the 
social ones, and disagrees with Amonn's partial retention of the theory 
of imputation as well as with some' other aspects of his theory of dis­
tribution.94 Franz Oppenheimer takes exception to Amonn's epistemol­
ogy and claims that he has confused the aim with the concept of the 
science.9G Robert Liefmann accuses him of eclecticism 96 and Hans 
Honegger considers thai: he has not sufficiently noticed the structure of 
our present-day capitalism.9f The present writer considers Amonn's 
threefold division unnecessary and objects to his omission of the economic 
concept.8S 

Helmut Stammler's slight system 88 is chiefly methodological. He tries 
to prove that the socio-Iegal, concept of economic phenomena founded by 
Rudolf Stammler and continued by Stolzmann and Diehl is the only 
correct one. 

9. The Systems of the Social Reformers 

The socio-Iegal idea leads us to a further group of economic 
systems which, while also founded on the social idea, tend in the 
direction of reform. 
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At the beginning of the century, Julius Platter 100 published a system 
based upon the theories and ideals of Marx, which found little favor 
with scientistS. He ignores the recent discoveries of our science, and 
tries to support his socialistic theses with arguments which have been 
abandoned long ago. The slight survey of Robert Wilbrandt 101 is also 
socialistic j smaller in extent but more valuable in essence than Plat­
ter's. His book deals chiefly with the causes of the great increase of pros­
perity in our times, which leads him to discuss the most important prob­
lems of population and of the general organization of our science. The 
second part of his book contains his theory of price and of distribution, 
in which the influence of Marx, and the theory of marginal utility are 
discernible. The same ideas are contained in a small and recent work,102 
in which Wilbrandt tries to develop and simplify Marxism by uniting 
it with the main results of the theory of marginal utility. 

The important work of Franz Oppenheimer lOS also belongs to 
the group of social reform. His social ideal, however, is not that 
of Marx, but that of land reformers. He is even opposed to Marx­
ism and uses much historical evidence to show that the sole cause 
of social evils is private property in land. His entire system of 
economic theory is subservient to this idea and he uses every ar­
gument in favor of the abolition of large landholding. His tend­
ency is apparent at the outset in the general tenor of his whole 
concept of economics. He contends that the motive to satisfy wants 
or the economic urge makes use not only of the economic means of 
labor and exchange, but also of political means. These political 
means are robbery and the state, both of which appropriate alien 
labor without compensation. Similarly, the other elements of his 
theory are arranged in such a way as to lead straight to his theory 
of land reform. The greatest importance, in Oppenheimer'S system, 
is assigned to distribution and crises. We may note the numerous 
analogies to the natural sciences, especially biology, which are char­
acteristic of all of Oppenheimer'S work. This gives his teachings 
almost the same kind of objective coloring which we have noticed 
in Schumpeter. 

In the most recent revision of his system Oppenheimer tries especially 
to develop further its epistemological and methodological aspects. Even 
thus, however, A~onn 104 attacked it severely, and rekindled an old 
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dispute. First and foremost, he is opposed to Oppenheimer's treatment 
of the concept of economy. He attacks next the purely objective ex­
planation of the social theory of power upon which Oppenheimer builds 
his theories of monopoly and of the distribution of income. The rest of 
the discussion over Oppenheimer's system does not interest us much, as 
it deals chielly with its socialistic aspect. Insofar, however, as it touches 
upon certain theories of Oppenheimer, we shall mention it later. A 
most futile dispute was started by Fritz Sander's intellectual attack 
against the naturalistic sociology of Oppenheimer,l05 in which Julius 
Kraft also took part against Sander.108 

In spite of all these attempts to offer systematic surveys of polit­
ical economy, the need has been felt in Germany both before and 
after the war to enrich the economic literature of social reform 
with translations. Omitting the works published first in English or 
in the Romance languages, with which we shall deal later, mention 
should be made here of the works of two Russian Marxists. The 
system of Peter Massloff lOT is suffused with historical materialism, 
and Marxian tendencies are evident in the treatment of individual 
economic problems. The whole system is based on a study of eco­
nomic forces of production, and the laws of their distribution and 
development are the chief considerations which throw light on the 
other problems in the general field. Massloff devotes equal atten­
tion to industry and agriculture, and always supports his statements 
with a wealth of statistical material, drawn chiefly from conditions 
in Russia. The much more important work of W. Gelesnoff 108 has 
met with greater approval in German scientific circles. In his fun­
damental social views Gelesnoff is also a Marxist; but he belongs 
to the left wing of the revisionists who criticize nearly all of 
Marx's fundamental doctrines, and he also assigns a place in his 
system to other doctrines such as those of the classical school and 
of the theory of marginal utility. His is a carefully worked and 
eclectic system of economic theory. One of its advantages is an 
ingenious arrangement of the material, whereby it becomes possible 
to treat in the framework of theoretical economics certain prob­
lems which would otherwise come under the head of economic 
policy. The form chosen is that of lecture, which considerably helps 
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the directness of the exposition. Especially useful are the practical 
examples, taken from statistical material of the most different 
countries. 

The short work on land policy by Alexander Tschajanov 109 

contains suggestions for basing the whole of economic theory on a 
cleverly conceived concept of family economics. 

The last-mentioned writers have offered a system of economics 
based upon socialistic ideas, but the weighty system of Heinrich 
Pesch, of nearly 4000 pages, which was the result of twenty years 
of intensive study, contains the social idea in its orthodox catholic 
form.110 His starting point is twofold. Above all is the religious 
conception of heaven and earth, between which God's moral law 
is the connecting link. This is the supreme law and should always 
be observed in. the conduct of economic life. Man should not be 
considered an object of social life, but an independent subject rul­
ing in sovereignty above the material world, whose one aim in life 
is to follow the path prescribed by God's moral law. Besides this 
fundamental idea, we find in Pesch an anthropological and teleo­
logical conception of the reasonable and unchangeable nature of 
man. By merging these two main viewpoints, he ends by reject­
ing both individualism and socialism and opposes to them his soli­
daristic social ideal, the social labor system in which the "natural" 
end of economics, public welfare, can be achieved by an accord 
between individual and social interests, between individual free­
dom and state regulation. 

In his first volume, Pesch presents the foundation of economic theory 
somewhat in the above sense. In the second volume he criticizes the 
various modern systems in a thoroughgoing manner and discusses con­
ditions of territory and of landed property, questions of population, race 
and classes, as the foundation of the public welfare to be reached by 
solidarity. The third volume is taken up with the various forms and 
factors of economiC life, with especial attention to representation of in­
terest. In the theory of production, price, and distribution of income in 
the last two volumes, Pesch's ethical zeal is especially well exemplified. 
Although he often makes an eclectic use of some of the prevailing ideas 
of economic theory, he especially stresses the solidaristic social idea and 
the demand for the moral behavior of the individual: his results are a 
theory of fair price and just distribution based thereon. In spite of its con-
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stant Christian social character, Pesch's system is marked by a broad 
and tolerant consideration of the opinions of others and a willingness to 
point out their strong as well as their weak points. Thanks to this, his 
system has been on the whole well received by scientific criticism, and 
its good qualities have been universally acknowledged. Pesch also un..; 
folded his social ethical ideas in a smaller work.111 

IO. Outsiders 

Without any political tendency, but also entirely from the. aspect 
of the prevailing social movement, Max Schmidt offers a system 112 

in which he claims to found a new "ethnological" economic theory. He 
thinks that up to the present ethnological aspects have been too much 
neglected, and he accordingly, tries to analyse the social elements of 
trade, reducing them to ethnological considerations. Nearly all of his 
ethnological material is taken from the life of primitive American peo~ 
pIes. Useful contributions from the point of view of ethnology, anthro­
pology and the history of culture are contained in the work of Em­
merich Schubert,118 although it cannot be called a complete economic 
system. The repeated attempt of J. Offner 11' to bring about a closer 
connection between economics and our general modern scientific knowl­
edge has not proved successful. Rudolf Goldscheid's work,115 which is 
also based on natural science, is more logically constructed. In building 
the framework of a new system of chiefly normative economics, he 
places in the center not the interest in the process of goods, not the eco­
nomics of purchasing power, but the further development of the human 
race as an end to be attained with the help of all ecofiomit: means. 

We may notice also the attempt of the Norwegian Wilhelm Keil­
hau,1l8 to transpose all that happens in the realm of economics through a 
well-founded methodology of clear and definite concepts into the realm 
of thought, and to build an original system out of the doctrine of eco­
nomic determination, economic behavior and economic valuation. While 
clarity and logical unity are especially characteristic of Keilhau's work; 
the absence of these qualities is felt in the somewhat similar scheme of 
Edmund Herzfelder.u7 He uses Hans Vaihinger's philosophy of the 
"As if" (A1s ob) as his basis, and tries to discover new truths in our science 
by the use of the fictitious method. He perceives the foundation of the 
law of exchange value not in the actually accomplished transactions, 
but--obviously under the influence of Oskar Englander's price theory, 
to be mentioned later-in the offers on the supply side, as they deVelop 
objectively on the market out of their originally purely subjective shape. 
From these offers on the supply side and the psychological reactions 
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which they occasion on the demand side Herzfelder derives the varia­
tion of values and then tries to build a whole system of economics on 
the theory 'of value changes. He endeavors to give it a strictly mathe­
matical stamp and develops it through a theory of money value right 
up to the boundaries of ethics. Although his work contains some valuable 
thoughts, especially in his examination of the theory of marginal utility, 
it needs to be considerably improved before it will find a wider recog­
nition. 

General ideas at systematization are contained in other works, which 
their authors have neglected to develop in detail. Rudolf Meerwarth, 
for instance, published an interesting book,118 in which he tried to base 
economic theory on the principles of statistics, but succeeded only in of­
feringa business statistics more or less connected with economic ideas. 

BothStephmger and Haenel have planned original systems, but have 
produced what may be considered broader studies of value and of money. 
We shall deal with them, therefore, later. Johann Pienge U9 and Otto 
Neurath,120 without attempting a thorough treatment, sketch the broad 
outlines of new systems, the former with reference to trade, the latter 
with reference to the whole field' of economic life. Plenge shows traces 
of the influence of the younger historical school, especially of Schmoller, 
Bucher and Sombart,and tries to found a "natural" system of ex­
change economics based upon the interacting functions of econom,ic 
structures. Neurath is interested in an entirely original system based on 
an eudaemonistic theory of chance, as free as possible from any con­
sideration of exchange. In this way he attempts to bring all the possible 
forms of economics, e. g., exchange, enterprise, money and land eco­
nomics, under one theoretical treatment. 

II. Text hooks 

After mentioning the more or less independent new systems of 
economic theory which have appeared in the German-speaking 
countries in the first quarter of the present century, we may draw 
attention here to a few works which, although they really make 
no new contributions to our science, offer useful summaries for 
pedagogical PUrp9ses. Besides the various editions of the first part 
of Conrad's Grundriss, which has recently been revised by Albert 
Hesse, as well as the Elements of Wilhelm Neurath, which have 
maintained their popularity, we have also the works of Adolf von 
Wenckstern, Julius Wolf, Josef Gruntzel, Eugen Schwiedland, 
Wilhelm Wygodzinski and Georg Jahn. 
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Wenckstern's introduction to economic theory 121 has had little 
success. It purports to reproduce not the acknowledged principles of eco­
nomics, but only the author's personal views which are opposed to social­
ism and the modern co-operative movement and which favor a bour­
geois policy. This tendency does not appear consistently throughout the 
book. On the whole it has an unpleasant authoritarian aspect and the 
peculiar arrangement is not very lucid. Julius Wolf claims to offer a 
system of economics as an exact science 122 but has no really new theories. 
He considers those sciences exact which, because of their logical nature, 
attain conclusions whose truthfulness cannot be questioned by new 
theoretical investigations and new facts. He tries to reach conclusions 
for economics in order to prove experimentally that it too is an exact 
science. He piles up a great deal of theoretical material, which he illus­
trates with a great many examples, especially from technology, but 
manages to offer only a few stimulating ideas. His larger work, which 
appeared four years after this unsuccessful attempt, is written along the 
same lines.128 

With less pretentions, but with more valuable results, Josef Grunt­
zel published after his earlier popular survey 12~ a system of economic 
theory 1211 in which, basing himself on the organic conception of society, 
he offers a methodologically well founded outline. Gruntzel claims that 
his attitude toward economic phenomena is that of a realist and wars 
against all abstractions which tend to isolation. He recognizes no ab­
solutely valid .economic laws but only certain rules of experience. His 
chief strength is as a critic and he offers little that is positive and creative. 
The most valuable part of his system is its sociological foundation. An­
other Viennese professor Eugen Schwiedland published before the war a 
small text book, well founded historically and socially,126 whiCh he 
followed with a more comprehensive work.127 After a cursory survey of 
general theoretical problems, this deals chiefly with the ethnographical 
and cultural aspects of the subject. The thorough discussions of ques­
tions of organization as well as of problems of social ethics are .other ad­
vantages of the work. Both Wygodzinski 128 and Jahn 129 offer short 
and clear introductions to economic theory in which they try to pay 
equal regard to all the main problems of theory. We may also note the 
excellence of Wygodzinski's numerous technical examples. 



CHAPTER III 

VALUE 

ALTHoYGH the development of economic theory in German­
speaking countries during the last decade seems to have taken a. 
direction in which the earlier importance attached to the problem 
of value appears to be forgotten, at the beginning of the century 
this problem was indisputably the chief one. At the bottom of all 
attempts to solve it was the theory of marginal utility which 
reached its culmination at this time. 

r. Conflict in the Theory of Value as hetween Boh'm-Bawerk 
and Wieser 

To the outer worldthe A,ustrian value theory showed a united 
front, but within it suffered from a. controversy which had made its 
appearance in the closing years of the nineteenth century. The 
difference of opinion was on the valuation of stocks of goods, as 
found on one side in Friedrich Wieser and on the other in Bohm­
Bawerk. Wieser takes the stand that all the units of a. divisible 
stock should be valued according to their marginal utility, and 
that therefore the entire value of a. stock of goods results from 
multiplying the number of Units by the marginal utility. Bohm­
~awerk, on the other hand, holds that, in consequence of the law 
of diminishing marginal utility (i. e., in consequence of the fact 
that the marginal· utility is always dependent on the last unit 
which is used for the satisfaction of wants, and the other units 
of the supply show an ever increasing utility), the entire value 
of a. stock is the sum of the unequal fractional values of the in­
dividual units. These contradictory attitudes had appeared in the 
early works of these two leaders of the Austrian school, and were 
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dev~ped in their later works, 1 sometimes in a polemical spirit, 
to a point which admits still less of reconciliation. Both have had 
their zealous adherents, and the attempts to unite them form 
the chief subject-matter of the development of the value theory 
of pure marginal utility in the first quarter of the twentieth 
century. With regard to the adherents of Wieser's attitude, the 
first one was Robert Zuckerkandl,1 who contributed, however, no 
new ideas to the debate. Ernst Broda II introduced the concept of 
the "marginal fraction," that portion of a stock of which the loss 
in a concrete case is questionable, as well as the concept of the 
"marginal quotient" which shows how many times the marginal 
fraction is contained in the whole amount. On this basis he formu­
lates Wieser's law of value so that the entire value results from 
multiplying the marginal value by the marginal quotient. In this 
he does not keep strictly to the concept of a "given stock" so much 
emphasized by Wieser. Kllire 'Stier-SomIo 4 has recently tried to 
show that Broda's theory is untenable from the point of view 
of the general principle of substitution in economics. Hans Mayer,1I 
Wieser's successor in J:he chair at Vienna, goes further in defending 
his predecessor's attitude. He admits the logical construction of 
Bohm-Bawerk's -value formula, but maintains that it is contrary 
to the valuation of goods in a given stock as it is regularly found in 
actual life. Through a subtle analysis, reminiscent of Spann, of 
the concept of economy as an opposition of systems of ends and 
means, he reaches the conclusion that the time element is a real 
factor in determining economic dispositions in addition to scalel? 
of wants and quantities of goods in their technical and causal as­
pects. Bohm-Bawerk would be right only if we wanted to use the 
entire amount of goods in stock for the satisfaction of our wants, 
which arise in a certain order at a given point of time. As a matter 
of fact, we consider also future wants of the highest intensity, 
so that the actual satisfaction of our wants takes place in certain 
shifts spread out in time. In view of this fact, Wieser's value 
formula is nearer to experimental reality. 

Most of the writers who joined in this controversy sided with 
Bohm-Bawerk. They try to prove that Wieser was misled by an 
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"equivocation" when he thought that he could deduce· from the 
discovery that the value of each unit is equal to the marginal util­
ity the fact that the entire value of the stock corresponds also 
to the sum of these equal and individual marginal utilities. This 
equality of the marginal utility can be conceived only "disjunc­
tively?' and not "conjunctively," and the entire value of the stock 
results from the sum of the different unequal fractional values~ 
This is the gist of Oskar Kraus's 8 argument against Wieser and 
also of the other objections to his law of value, especially those 
of Schumpeter.7 

In this author, the difference of opinion born of this conflict in 
the solution of the problem of. imputation by Wieser and B5hm­
Bawerk is largely clarified. If Wieser wanted to remain consistent 
with his conception with regard to the valuation of goods in a 
stock, he should have adopted the standpoint, in determining the 
value of complementary factors in production by the value of 
the product, that the sum of the imputed fractions of the yield 
should in no case be greater or less than the value of the product 
itself. In opposition to this idea of "apportionment," B5hm-Bawerk 
stresses the fact that the whole advantage of the complementary 
c<K>peration depends on the disposal over each single element of 
production, and that therefore the value of each element of pro­
duction must necessarily be· greater than the fraction of the pro-" 
duction value which it receives from Wieser's apportionment. The 
conclusion which follows, that the total value of a complementary 
group or the product value is smaller than the sum of the values 
of the individUal means of production, is as little a logical con­
tradiction as the fact that the total· value of the stock is greater 
than the values which it contains, considered separately, for in 
these summated values we are dealing with only imaginary quan­
tities, which have no real meaning. Schumpeter 8 then tries to 
offer a solution, strongly reminiscent of Bohm-Bawerk's attitude, 
by means of his ingeniously constructed concept of the value func­
tion and by his value curve. Unfortunately, we cannot here 
further discuss these ideas or the other views of Schumpeter that 
are important in this controversy. To settle the dispute he main-
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tains, as the results of Bohm-Bawerk showed, that a satisfactory 
solution of the problem can be attained only on the basis of 
Wiesers investigations. 

Although Friedrich A. von Hayek leans rather toward Wieser's at­
titude, he too reaches a similar conciliatory conclusion. His aim is to 
clarify the problems of the theory of imputation chiefly by means of a 
rapprochement with the American theory of marginal productivity.9 
Lilly Katser tries to establish the connecting links between the theory of 
imputation and Spann's universalism.10 

Leo Schonfeld has recently subjected Schumpeters stand to a 
sharp criticism (c/. above, p. 70), in which he tries to prove it 
untenable and contrasts it in another work 11 with an original 
conception of the whole problem of marginal utility. Funda­
mentally he endeavors merely to. continue the results that have 
been thus far obtained; but since he also wishes to uncover cer­
tain aspects which have been hitherto neglected, he starts with a 
thorough change in our present-day stock of concepts. First he 
enlarges Gossen's law into a "law of partial utility orders." Then 
he rejects the concept of a given system of wants of the individual 
independent of economic arrangements and derives the individual 
utility of goods from a "general economic utility," by taking into 
equal consideration in their evaluation the judgment delive~ed both 

• on their dedication and on their renunciation. Each time we apply 
goods to satisfy certain needs, in each dedication, there is necessarily 
a sacrifice of other goods or a renunciation, to satisfy other needs, 
which should also be considered in valuation (cf. Liefmann's 
principle of returns!). Proceeding from the said· source Carl 
Landauer is inspired in another direction. His starting point is 
also the conflict of meaning in the theory of imputation 12 but he 
tries to decide it in favor of Bohm-Bawerk. In his positive attempts 
to solve the problem of imputation 13 he undertakes to build a 
systematic foundation for the functionally conceived relationships 
between product value and production fac1;ors. In this .he accepts 
value, price, rent, wages IJ.nd interest as premises, Iond does not 
trouble himself with investigating them. Landauer devotes spe­
cial attention to a study of the workings of extra-economic force 
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on the distribution of the fuhctional produce, that is, on the main 
phenomenon pf theory of imputation. 

Besides these more important attempts to continue the value theory of 
marginal utility other contributions have been made which stand some­
what apart from the main current. The Dane Will. Scharling 14 con­
tinues his former attacks against Bohm-Bawerk's deviations from the 
Menger-Wieser principles of marginal utility. The Russian A. Bili­
mowitsch 111 tries to view the chief phenomena of exchange value and of 
imputation more clearly from general aspects of the theory of marginal 
utility, while Arthur Salz 18 studie~, on the basis of modern American 
literature, the importance of disutility in the formation of value as well 
as the elasticity of value and price' building factors. Klithe Bauer­
Mengelberg has recently made the nature of disutility the object of 
study of the theory of value and distribution.17 Ludwig Mises 18 tries 
to point out a few objective elements which have been retained in the 
subjective system of marginal utility; Otto Weinberger offers an his­
torical survey of the development of thistheory.19 Mention should also 
be made here of the studies of Franz Cuhel 20 and Joachim Tiburtius,21 
in analysing economic wants, as well as of the attempt of Emil Sax 22 to 
develop further the application which he. made about forty years ago of 
the, marginal utility theory to taxation. 

2. Spann's Theory of Equal Importance 

Othmat Spann's struggle with the problem of value deserves 
a chapter by itself~ Originally he was an adherent of the theory 
of marginal utility, and retained this aspect of the theory of value 
in the third edition of his Fundament, published in 1923. Thus, 
although he necessarily had to recognize the subjective origin of 
value, he tried to treat it rather from the objective point of view 
by paying more attention to the objective phenomenon of the 
goal that is reached than to the psychic content of utility as a 
satisfaction of wants. This is the objective concept of value that 
Spann tries to introduce into his· system. One of his followers, 
Richard Kerschagl, undertakes even to prescribe the attitude ,of 
Spann's conception of values to the other theories of value and 
tries to secure a more exact mathematical comprehension of the 
new concept of value.23 The year 1925 witnessed a notable change 
in Spann's ideaS. In eXamining more carefully Gossen's law, he 
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finds that utility does not always decrease with increasing means 
but in certain cases even noticeably increases. He therefore con­
siders the whole theory of marginal utility to be wrong, rejects it, 
and tries to put in its place an entirely original .system of concepts 
as the starting point of economics. 2~ According to this, it is not 
the amount of service of the various members that is relevant for 
theory, but only the state of service reached by an organization 
as a whole; i. e., that approximation toward the goal which is 
given by the services of the members of an organization. Within 
this limit of services there follows the part~al apportionment of the 
share of the individual services according to the principle of equal 
importance, the equal indispensability of each member. This does 
not mean that each member of the whole is equal in importance 
to each other member; it means rather the equality of the members 
within the organization according to their ramifications •. Descend­
ing upon the whole, we have first only the branches of services that 
are equal in importance, then only the sub-units and finally the 
last members. This whole theory o~ equal importance is entirely 
organic in structure and is best understood in connection ~th 
Spann's general universalistic theory of society and economics. We 
refer the reader to the earlier passages where we have dealt with 
them.25 

Spann's sharpest critic was Julius Wyler who tried to prove tbat 
essential elements of the idea of equal importance are already con­
tained in the doctrine of marginal utility. He claims that Spann's efforts 
to be objective led him to misunderstand the sense .of this doctrine and 
that he neglected especially the difference between primary intrinsic 
value and secondary value, or utility, which is derived from it.26 Before 
Wyler, Rudolf Stolzmann had found the weakness of the idea of equal 
importance especially in the fact that it provides no measurement for 
the individual members. i. e., for individual goods; consequently this 
concept means little or nothing for the value and the price of the 
goods themselves.27 . 

3. Return to the Ohjective Theory 0/ Value 

A group of critics of the theory of marginal utility try to 
soothe their consciences by not directly rejecting the main prin-
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ciple of the Au,Strians, the derivation of value from utility, but 
by trying t.o bring it somehow or other into harmony with -the 
ideas of the classical _school on the subject. We shall see later 
that they follow a path which has been especially popular in the 
modern economics of the English-speaking countries. As early as 
1902 Richard Schor 28 had maintained in _ an unpretentious article 
that we should make use of the subjective as well as of the ob­
jective concept of value in order to understand this phenomenon 
correctly. In his studies of the subject, which are derived from 
the criticisms of Liefmann,29 Otto Conrad makes use of the idea 
of cost as well as _ of utility in explaining economic value 30 but 
treats it rather from the subjective point of view. Both Ludwig 
Stephinger- 81 and H. G •. J-Iaenel S2 attempt to bring about a 
synthesis of the subjective and objective theories -of value in their 
works; which are directed toward finding new foundations for all 
economic theory. The former declares war on all nominalism, all 
"isms" in economic theory and, with reference to the problem of 
value, wants to recognize the "stuff of reality" through a parallel 
consideration of subject and object; while Haenel, relying partly 
on the -criticisms of Karl Diehl, tries to overcome the contradic­
tions between the objective and the subjective theories of value 
by deriving the organic origin of value, influenced by social factors, 
from individual valuations. 

H. C. Boden has recently offered a somewhat similar, but smaller, 
study of the subjective origin and the social economic workings of value; 
and he too rejects the pure marginal theory of value.ss 

Besides these efforts to -effect a compromise between the old 
and the new, reactionary attempts to bring back the old suprem­

-acyof the objective theory of value have not been lacking in the 
first quarter of our century. Undoubtedly the most important of 
these was made by Franz Oppenheimer. at He distinguishes prinr 
cipally acquisition, and attributes an active function to the former 
only in evaluating a stock of goods which is ready for the disposal 
of the economic subject. In practical economic life, in modern 
trade, this role is somewhat subordinate, for the main question 
here is the supply of goods destined for the satisfaction of wants 
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on the market. For this kind' of valuation, the use value is in­
adequate, and its place must be taken by the objective acquisition­
value, the source of which is the objective costs of acquisition. 
Oppenheimer understands by costs all expenditureS of energy 
which are not devoted to relaxation (amusement, recreation, etc.). 
Evaluation according to these costs can be transposed also to those 
goods which can be obtained only by relinquishing goods that 
cost something. 

The reaction in the scientific world toward Oppenheimer's bold at­
tempt took the shape of much adverse criticism. Alfred Renner 35 and 
Alfred Amonn 88 went furthest in defending the subjective attitude. 
An extremelyiriteresting discussion IT ensued between Amonn and 
Oppenheimer, which seems to lead tow.ard a clarification of the dif­
ferent points of view. Oppenheimer has thoroughly revised his orig­
inal ideas, and Amonn seems to be willing to meet his objective atti­
tude half way. The whole debate then resolves itself into an analysis 
of purely conceptual premises, especially of the concept of "statics." 
Wilhelm Vleugels makes of his criticism of Oppenheuner's theory a 
strong defense of the theory of marginal utility.88 

Besides Masslov and Gelesnoff, who keep more or less to the Marx­
ian theory of labor value in their works which we have already. men­
tioned, Edward Heimann has written an excellent treatise 88 in the 
same vein. For Josef Gruntzel 40 there exists, besides a value in use 
and a value in exchange, a cost value by which he means the impor­
tance of goods for the satisfaction of human wants, measured by the 
expenditure of labor and capital in production. Bernard Rost U tries 
to set up a theory of lasting "intrinsic" objective value of goods, on the 
basis of a more comprehensive criticism of the familiar theories of 
value. The criticisms leveled at the theory of marginal utility by 
Werner Sombart, in the third volume of his Madernet' Kapiialismus, 
then by' Friedrich Kleinwachter 42. and by other adherents of the his­
torical school are mostly concerned with objective representations of 
the nature of value. A similar attempt of Warthold Mohrmann 48 

may be considered a failure because of its insufficient theoretical back:-. 
ground. 

4. Special A·ttempts III Curiftclltion 

The three main tendencies in which the theory of value has de­
veloped in the first quarter of the present century are the subjective 
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and objective attitudes; and the attempt to combine the two. On the 
other hand, we encounter during the same period, experiments to 
treat the problem from another, quite original, side, in order to bring 
about a satisfactory solution. We shall mention only a few of these at­
tempts, which were all doomed to failure. Perhaps the most successful 
is the large work of Alfred Schwoner,u who had pointed out at the 
beginning of the century a useful aspect for the solution of the prob­
lem, the temporal movements of value.45 He has tried recently to con­
tinue the value theory of the Austrian school, gave an original classi­
fication of values, but then lost himself in a tangle of partly clever 
but entirely incoherent ideas on value. The Pole Anton von Kostanecki 
undertook in 1900 an audacious attempt 48 to synthesize dogmatic and 
historical studies of value, but met with little success, partly perhap~ 
because of his unfortunate analogies between medireval tallies and mod· 
ern value theories. Both Johannes Leonhard 47 and Gerd von Ketel­
hodt 48 try to maintain' an independent attitude in their studies of the 
natute of value, but both make the mistake of not distinguishing with 
sufficient clarity, or even noticing the difference between economic 
value and teleological value judgments. 

s. The "Moribund" Theory of Value 

Although we notice on the one hand the most varied attempts 
to develop further the theory of value, we must point out on the 
other hand that the position of this theory in the economics of 
German-speaking countries during the last decade has suffered 
many serious assaults. Heinrich Dietzel and Gustav Cassel started 
their attacks at the turn of the century and tried to prove the 
superfluity of the whole theory of value with even more caustic 
arguments in their later writings.49 Liefmann joins them in his 
earlier works and his Gruntlsatze der V Qlkswirtschaftslehre which 
we have already discussed. These scholars, with their adherents 
and other writers desire to substitute for the theory of value a 
correspondingly enlarged theory of price. 

Gottl-Ottilienfeld, in his fight against the "supremacy of the 
word," attacks not only value but all the other abstract dogmas 
of economics and has recently tried to replace the concepts of 
value and price by a general "economic dimension" comprising 
number as the valid magnitude.lio Only in this shape does he ex-
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pect to make of them organic members of his realistic and em­
pirical "general theory of economics." He works out the theoreti­
cal foundation for this systematically.51 

Many have felt themselves bound to defend the threatened 
position of the theory of value against these attacks. At the turn 
of the century and again recently, Knut Wicksell opposed sharp 
arguments u to Cassel. Otto Neurath tries in an excellent essay 
to determine the systematic place of the theory of value in the 
structure of economics, liB and since the war Hero Moller has 
proved himself one of the successful defenders of value. 54 Karl 
Diehl is similarly disposed and counters the attacks anew with 
his theory of value, composed of subjective and objective ele­
ments.1I On the basis of an episten;l.Ological and philosophical 
foundation of value Andreas Voigt favors the retention of the 
value theory in its modern subjective form.1i8 Alfred Amonn sub· 
jects Gottl's new theory to a harsh criticism to the advantage of 
the traditional theory of value,1iT while,Karl Muhs tries to show, 
more mildly, that the idea of value is contained in the final analy­
sis in Gottl's concept of economic dimension.58 Josef Back gives us 
the whole epistemological pro'blem of this conflict in his methodo­
logical work 1i9 ,and reaches the conclusion that Gottl himself has 
fallen a victim to the "tyranny of words" of which he had so 
bitterly complained and was exaggeratedly one-sided in his criti­
cisms. 

Among the numerous dogmatic histories of the theory of value 
written at this time in German, the work of Rudolf Kaulla 80 is the 
best. He tries to base his positive ideas on value on his socio-Iegal aspect 
of economics, upon which we have already touched.81 



CHAPTER IV 

PRICE 

A NOTICEABLE change has taken place in the German economic 
literature of the first quarter of the twentieth century between the 
positions of the theories of value and price. At first value was al­
most indisputably supreme and all economic investigations were 
constrained to use it as a starting point. But the importance of 
the. problem of price gradually loomed larger and at the same 
time some of the leaders of our science came to consider the whole 
theory of value superfluous. At the present moment the issue has 
not yet been decided, but. everything seems to point to the fact 
that the theory of value will not in the long run be able to with­
stand the attacks of its adversaries. 

I. The Price Theory of Marginal Utility 

We might think that the Austrian school would be the first 
to maintain the traditional equilibrium in science by continuing to 
develop both theories. Unfortunately its accomplishments with 
respect to the theory of price leave much to be desired. Even the 
remarkable performances of Schumpeter and Wieser, upon which 
we have often dwelt, are apparently no longer able to consolidate 
the position of marginal utility in this respect. Schumpeter takes 
as the premise for his theory of price a state of perfectly free com­
petition, through which, by the undisturbed exchanges between 
consumption and production goods, there will be reached in eco­
nomics a state of equilibrium which can be considered the maxi­
mum. He then tries to show that the reciprocal value of the con­
dition of marginal utility of the goods exchanged would be the 
prevailing price. He tries further to show with much subtlety that 
all prices and the quantities of all goods to be exchanged can 
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. thereby be determined without ambiguity, since there are unam­
biguous reciprocal actions between their prices and their quantities. 
In opposition to this objective and mechanistic attitude of Schum­
peter, Wieser tries to restore the position of the psychological, 
and especially of the social, element in the price theory of marginal 
utility, by working out the influence of social forceS on the forma­
tion of prices. In analogy with the classification of income and 
property, he Usumes a graded marginal utility and builds there­
upon his theory of graded prices. According to the goods which 
are available for the widest or only the well-to-do classes, he dis­
tinguishes between mass values, intermediate· values and luxury 
values. In his detailed study of the formation of prices Wieser 
moves gradually from competitive price to monopoly price, and 
distinguishes a market regulated by· free competition, law and 
morality, from one which is without regulations, under the in­
fluenceof panic, anxiety and extortion. In this way he manages to 
treat with much ingenuity the formation of prices in all its social 
and psychological factors. 

The theories of Schumpeter and Wieser, which have been con­
tinued chiefly by Robert Zuckerkandl 1 and in part by Hans Mayer:l 
are the chief cOl1tributions of the theory of marginal utility in the last 
twenty-five years to the problem of price. We may also mention the 
recent attempt of Friedrich A. von Hayek, to bring the element of ti1l:le 
into the theory of price, on the basis of modern American studies, es­
pecially the results of Fetter.' We have no room to deal with outside 
contribution, such as the sketch of Eduard Kellenberger,4. which lim­
its itself chiefly to a criticism of Schumpeter's doctrine. 

2. Lie/mann's "Purely Subjective" Explanation 0/ Price 
• 11/1, ~ •. 

It is only at first SIght that Liefmanri's theory of price seems 
very different from that of the Austrian school. He makes use. 
of some other concepts but finally comes quite close to the marginal 
price theory. We have already discussed the meaning of Lief­
mann's law of the equalization of marginal returns. Upon this 
law he baseS his price theory and develops it first from the"point 
of view of supply and then from that of demand. The costs by 
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which the seller can reach the equalized minimum of marginal 
returns, i. e., the costs which are necessary for manufacturing the 
last good sold Liefmann calls the "marginal costs." These mar­
ginal costs, increased by the marginal returns tof exchange, de­
termine under free competition the "normal price" of goods, be­
low which level they could not- be sold in the long run in actual 
life. This price level determined by marginal costs and marginal 
returns represents only the lower margin of the competitive price 
and is contrasted with the higher margin of demand. Even with 
the consumer comparisons of utilities and costs, made with regard 
to the good to be purChased, are decisive and there too the pnn.. 
ciple of returns, the principle of consumer's returns, is always 
maintained. For every good that is offered on the market there 
is at every price level, theoretically speaking, a consumer, the mar­
ginal consumer, who can just buy it with retention of the prin­
ciple of consumer's returns, and for whom this good represents 
a marginal enjoyment: he would have to do without it if a con­
sumer were found with a greater purchasing power. In the case 
of demand, then, the price level is determined by the marginal re­
turns of the marginal consumer. Under free competition, accord­
ing to Liefmann, both price margins meet, the lower one de­
termined by supply and the higher one determined by demand. 
Thus we see how Liefmann's ideas lead on the whole to the same 
conclusion as that reached by the school of marginal utility through 
its analysis of demand. Closely related to Liefmann's theory of 
price is that of Otto Conrad, although he does not start from the 
idea of returns, but bases his doctrine on a concept of value con­
sidered as a synthesis between the principles of utility and costs.1I 

Recently Herbert Schack has tried, relying on Liefmann's re­
sults, to oppose an empirically concrete, changing price level to 
the theory of absolute price.8 

3. The "Purely Objective" Solution 

Franz Oppenheimer'S ('purely objective" explanation of price, 
which he offers in his works which we have already mentioned, 
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is somewhat similar to Liefmann's "purely subjective" theory, 
although its formal structure is entirely different. In order· to 
study the phenomenon of price exactly and free from all disturb­
ing influences, Oppenheimer assumes a series of bold abstractions. 
He dismisses all social inequality and takes for granted that the 
personal capacities of all men are equal. If all producers worked 
equally long, all incomes would have to be equally high. Conse­
quently a static condition of market economy is presupposed in 
which, in spite of free movement; there are no changes in the 
data, in the given state of equilibrium. Under such conditions, ac­
cording to Oppenheimer, the price of every good and of every 
performance will have to aggregate so much as to assure each pro­
ducer of the same net income after deduction of his prime costs; 
for price consists of prime costs plus· the "load," or profit of the 
producer. From the equal "normal income" the price of goods 
valued on the market can be obtained in such a way that it is 
divided equally among their numbers with the prime costs added. 
This abstract law of price is also the basis for the price which pre­
vails in actual economic life, by again taking into consider~tion 
all the factors that correspond to concrete reality which we have 
omitted in the, course of our abstraction and by examining what 
influence they have on the formation of price.· Oppenheimer's 
studies have been especially fruitful in the various forms of 
monopoly price, which confront us as soon as we let fall the equal 
material or personal qualifications of the producer. The relation 
of this to Liefmann's price theory is seen chiefly in the fact that 
while Liefmann's law of the equalization of marginal returns, the 
foundation of the "subjective" theory of price, contains under 
careful· scrutiny some objective elements, .certain subjective ele­
ments are also apparent in Oppenheimer's "objective" theory, 
based on the equalization of incomes. 

The solution which Werner Sombart offers in the third volume 
of his Moderner Kapitalismus (1927), is based entirely on the 
traditional objective viewpoint, but his realistic analysis of supply 
and demand contains some notable ideas. Thus he distinguishes 
between external (exogenous) and internal (endogenous) demand 
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(p. 479), according as the purchasers stand within or outside of 
the narrower capitalistic circle. In supply he stresses the artificial 
influences which it undergoes from cartels; combines and other 
associations of manufacturers. Sombart finds the" effects of the so­
cial forces of big business on the whole in a ra~ionalization, mech­
anization, systematization and leveling of prices. 

4. Attempts lit Synthesis 

Gustav Cassel tries to solve the problem of price in an en­
tirely different -way.T He takes as his premise exchange values, 
and thus refuses to discuss once and for all the nature and psy­
chological assumptions of these values. These exchange values are 
econonuca1ly founded on the principle of scarcity, which we have 
already discussed, and the prices depending thereon have, accord­
ing to Cassel; the economic function of maintaining the balance 
between the unlimited wants of individuals and the limited means 
of satisfying them. But although these prices depend on exchange 
values, the latter also depend upon prices. This reciprocal de­
pendence is best· expressed by mathematical equations. This first 
system of equations of Cassel, the mathematical aspect of which 
we may here omit, determines price, under a given amount and 
quality of goods as well as a given range of demand, at the level 
where supply and demand meet. Further on he rejects the as­
sumption that supply is known by the amount a~d quality of the 
goods, puts in its place only a knowledge of the means of pro­
duction devoted to the manufacture of the goods offered and pro­
ceeds under these changed assumptions to the determination of 
price. This leads him to the realiZation that a.single definite func­
tion exists between the supply of finished goods and the prices 
of the means of production and that finally a similar relation­
ship exists between the prices of final products and the range 
of the means of production. In the further development of his 
theory, Cassel tries to prove that the various incomes of the mem­
bers of an exchange economy depend also upon the formation 
of prices so that this finally determines all economic distribution. 
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In this universal price theory, Cassel consciously unites objecti!e 
and subjective elements. Among the former are the quantity of 
the given means of production and its technical conditions; while 
the demand for 'finished goods which sets the whole· process of 
price formation in motion is a subjective element. 

We find numerous points of contact with Cassel in the price 
theory of Otto von Zwiedineck:-Siidenhorst, which has .thus far 
not received the attention that it merits.s He too trieii to show 
that the phenomenon of price is of a multiform character and 
that consequently it is equally false to treat it on a purely objec­
tive or a purely subjective basis. He defends this principle against 
Liefmann's theory of price with cogent arguments 9 and developed 
it recently to greater clarity in a critical discussion with Cassel and 
Spann.10 He draws attention also to the relations to be con~idered 
as functional between valuations and prices and to the direct con­
nection of the social problem of distribution with the formation 
of price. His profound methodological studies of the price prob­
lem have been recently continued by Amonn,l1 who had. offered 
interesting views on the subject in his early methodological work 
which we have often mentioned. 

Oskar Englander's 12 attempt to solve the problem resembles 
Cassel's theory in another direction. He too starts with the objec­
tive phenomena of the market and investigates valuations only 
in their effect on the behavior of the parties in the formation of 
prices. He criticites, moreover, the marginal utility theory of price 
partly in the same way as Cassel.13 Englattder, tries (0 explain 
price by the "highest offers" made on the market for the good 
in question according to the individual budgets of. the buyers. In 
the formation of price, the highest limit is reprCl'ented by the 
highest offer of the marginal buyer, and the lowest limit by the 
highest offers of the marginal buyer and of other. buyers for, 
further units of the same good. Englander then tries to develop 
these relationships. between. highest offers and the formation of 
price, by bringing in the element of cost and the connections. be­
tween the income and the highest offer of the marginal buyer, 
to a concise theory of price, embracing many problems of detail. 
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. Hugo Miiller has tried ·to demonstrate the epistemological value of 
Englander's theory of price· for other economic problems.14 We have 
already touch'edupon Herzfelder's theorf 111 which is closeiy akin to 
that of Englander. 

The synthetic theory of price expounded by Karl Diehl in the third 
volume of his text-book (1927) is characterized by its realism. He 
tries to supplement the abstract laws of price by i:he establishment of 
general tendencies of market-price formation according as we deal 
with consllmer's or producer's goods, wholesale or retail prices, agri­
cultural or manufactured goods. In a special theory of price, he also 
works out the tendencies of price formation for certain specific markets. 

Of other independent explanations of price in the first quarter of 
our century, we may call attention to the theory of the Czech Karl 
Englis, who inclines rather to the sUbj.e.ctive attitude. He starts not 
from exchange valuations, but from use valuations, which he con­
siders exactly measurable on the basis of the utility units with which 
they are connected.16 Riedenauer makes a good contribution to the 
mathematical conception of the problem of price,l1 ahd Gruntzel, in 
his work which we have mentioned above, studies by means of his 
"realistic" method, individual cases of price formation as they occur 
in practical life, somewhat in the same manner as Diehl has done more 
recencly. 

-
5. Spann's Organic and Universalistic Theory of Price 

In his most recen~ work, mentioned above 18 Othmar Spann 
sketches a theory of price which completely rejects the concept of 
valuation, and has, .therefore, a purely objective foundation. We 
remind the reader oi.what we said in dealing with Spann's latest 
theory with reference to the equal importance of the members 
within the same degree of articulated structure. He considers 
price the embodiment of equal. importance on the basis of the 
proportions in size of the services of the members, whereby these 
proportions of si7-e, through an equal treatment of the branch­
services and services, result as members of the entire activity. 
If, according to Spann, regroupings of members are to be 
expected in the economic structure, the basis of the formation 
of price is not the actual, but the expected condition of the mem­
bers whereby, according to the expected increases or losses in 
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service, the concepts of greater and less importance appear be­
sides that of equal importance. According to this point of view, 
each price can be explained only by the systematic and temporal 
universal relationship of all prices. From the special character of 
all members and structures in the organic concept of economics 
there is another result, price can be balanced only by a correspond­
ing organization: no equal prices for goods can be attained by free 
competition. If the price is the right expression of a right ar­
rangement of the whole economic organism, Spann calls it a right 
price, and believes that he thus has recaptured in a purely theo­
retical way a concept which was possessed by the universalistic, 
organic, and teleological science of the ancients and the medirevals 
as well as by the moral consciousness of all other times, but which 
was ridiculed by "individualistic science with its mechanistic 
formulas of causality." It is obvious from this that his bold theory 
of price will stand or fall with Spann's general principles of so­
ciology and economicS. This will be decided by the outcome ot the 
active discussioQ now taking place on the subject. The criticisms 
which have been made thus far, and which we have already 
noticed in connection with the theory of eql.ial importance, apply 
also to Spann's theory of price. 



CHAPTER V 

DISTRIBUTION 

I. Marginal Utility and the Theory of Distrihution 

As ALWAYS, the development of the theory of distribution in re­
cent economics is intimately connected with the progress 'made 
in the theory of'value and of price. As long as the theory of mar­
ginal utility still dominated German economics, its doctrine of dis­
tribution, the theory of imputation, was zealously prosecuted. The 
more fundamental, however, the criticisms directed against the 
theory of marginal utility, the more prominent did other theories 
of distribution, besides that of imputation, become. The problem 
of distribution and the theory of value are so closely connected in 
the doctrine of marginal utility that we felt impelled to discuss 
them jointly in the earlier part of the book. The development of 
the theory of imputation is also characterized in the first quarter 
of our century by the conflict between the two active leaders of 
the Austrian school, Bohm-Bawerk and Wieser and their adher­
ents, and so it seemed appropriate to discuss this conflict in one 
group of subjects. In the meantime many members of the Aus­
trian school have devoted themselves to studies of the theory of 
production, and have tried to regain in this direction a counter­
weight to the theory of imputation. 

We shall return later to the investigations of Richard SchUller and 
Josef Schumpeter, in the problem of returns. The Hungarian Paul 
Fleischl keeps closely to Bohm-Bawerk's general ideas, and succeeds in 
erecting on their basis a theory of production based entirely on the prin­
ciple of marginal utility.l Omitting all problems of social organiza­
tion, Hans Mayer has recently outlined a theory of production on purely 
natural and technical foundations, of which the sole theoretical as­
sumption is to be the law of economie utility.2 The last work of Robert 
Zuckerkandl was also to be on production theory. In the first excerpt 
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that has been published I of what was to be a general theory of the 
subject he makes a scholarly attempt to unite the ideas of the Austrian 
school with the new American viewpoints, especially those of the elder 
Clark and his followers. 

Among those which are outside of the theory of marginal utility 
we can mention only briefly the production' theory of Spann which is 
based on an analysis of the productive functions of exchange in, the 
organic structure of economics.4 Jakob Baxa tries to develop Spann's 
ideas in a history of the theory of productivity." Perhaps we should also 
mention for Germany the work of A. Nordenholz, which appeared at 
the beginning of the century, but which remains on the whole within 
the frame of the classical theory of production.8 An ambitious attempt 
was made by Karl Diehl, who devoted the entire second volume of his 
Theoretische Nationalokonomie to a development of his socio-legal 
theory of production. We may also refer to this work in reference to 
the whole recent development of production theories, which we have 
not room to discuss here. Frieda Wunderlich reaches important con­
clusions on the question of productivity in a normative-teleological 
way.' Werner Sombart tries to solve the same problem in his realistic 
manner.8 

The fact that the young Austrian school is increasingly devot­
ing its attention to questions of production theory is undoubtedly 
one of the reasons why they seem somewhat to neglect the do­
velopment and defence of the theory' of imputation, which has 
been attaeked from so many sides. There have been 'some isolated 
attempts-as we have noted':""to unite the theory of imputation 
with the closely related American theory of marginal productivity, 
and thus to prepare the way for the union of the Austrian school 
with the tendency of the elder Clark; but so far these have had 
no success worthy of record. Perhaps J. W. Schiele has been most 
successful in the German-speaking countries in continuing the 
American theory of distribution based on the principle of marginal 
productivity, and in applying original ideas.' His originality lies 
in a clever union of marginal utility with labor-value. Conse-' 
quently he views labor as the only source of value and transfers 
the concept of surplus value which he thus obtains to the theory 
of distribution. He succeeds in this difficult theoretical feat with­
out giving his ideas the slightest trace ofa social reformistic tend­
ency. 
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2. Solutions of the Problem of Distribution on the Basis 
, of the Theory of Price 

. Robert Liefmann criticizes most severely both the theories of' 
distribution which prevailed at the beginning of the century, that" 
of marginal productivity as well as that of imputation.1o 

He tries especially to show that Karl Landauer's studies are untent. 
able, and entangles himself in an unprofitable discussion with the 
latter.ll It is always regrettable when the political attitude of an op­
ponent is drawn into a debate on purely theoretical questions, as Lan-
dauer's socialism was in this case. ' 

According to Liefmann, the greatest mistake of economic theory 
is to refer wages, interest and pure rent to the factors of produc­
tion: labor, capital and land. For these factors bring forth products 
only in a purely technical sense, and it depends on the subjective 
valuation of man whether the products can be considered as eco­
nomic goods showing profits and returns. Therefore we can talk 
of income only on the basis of considerations of profit between 
utility and costs, such as we have discussed more fully above, and 
it is accordingly quite false to impute directly a share of value 
to the factors of production. The actual problem of distribution 
is a purely practical question· of the concrete formation of price, 
and what alone matters is how much of the real returns' accrue 
to those who contribute to production. In distribution, Liefmann 
considers as decisive the method of origin of supply and demand, 
and their interactions on the market, which he tries to explain 
on the theory of price discussed above. 

The idea of explaining distribution directly from the process 
of price formation, has become markedly prominent in German 
science during the last decade. Although Bohm-Bawerk keeps 
largely to the basis of the theory of imputation, he too contributes 
clearly to this attitude in his theory of interest, to be discussed 
below. For instance, he places the element of time in the center 
of the problem of production and investigates first of all how 
the entrepreneur acquires use of the soil, tools and labor, i. e., fu­
ture goods, in exchange for the present goods which he possesses, 
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i. e., for the means of subsistence which he offers· to the persons 
. engaged in production. In this way Bohm comes to analyse. the 
m~rket of productive goods, and draws attention to the two im­
portant facts, that the formation of income really takes place here, 
and that social elements, e. g., especially the conflict between the 
owners of present goods and those of future goods, play an im­
portant role. 

It is in Cassel that we first find a clear and accurate theoretical 
development of the -close relation between price formation and 
the distribution of· incomes. We have already seen in discussing 
his price theory how directly and spontaneously he moves from 
the price of final products to the· price of means of production, 
and thence to the chief aspects of distribution. The idea of a valua­
tion of consumption and production goods does. not appear, and 
the price formation of productive goods, which Cassel considers 
here the same as factors of production, contains the entire distribu­
tion of incomes. He is somewhat influenced in this by the con­
cept of Walras, according to which the entrepreneur stands in the 
center of economic life and, in conformity with the same laws of 
price formation, buys with Qne hand factors of production and 
sells with the other consumption goods. He pays for land, ~apital 
and labor, forced by their "scarcity," a price which is just as muCh 
subject to the general laws of price formation as is the price level 
of final products. Cassel has thus constructed a unitary theory of 
price and of distribution. 

Similarly, both Wolfang Heller and Adolf Weber, in their new 
systems, derive the distribution of incomes directly and entirely 
from the formation of priceS. These scholars also. stress the social 
limitation of the problem. The realistic trait is even more pro­
nounced in the theoretical ideas of Sombart on distribution, based 
on the theory of price (Moderner Kapital1smus, vol. 3, 1927). 

Oppenheimer'S theory of distribution is also derived from his 
theory of price. We have already shown how, in the course of 
uniting his abstract price theory with the actual conditions of so­
ciallife, he came to a thorough analysis of monopoly price. Among 
the various kinds of monopolies which he distinguishes, he devotes 
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especial' attention to class and exchange monopolies. By class 
monopolies,in opposition to personal. monopolies, he means those 
positions o{ power based on constitution and law which constitute' 
a relationship of monopoly between an upper and a lower social 
class. These have appeared in history i,p. three different forms: 
slavery, serfdom and" fin~lly land monopoly, which is the founda­
tion of the conte~porary capitalistic system. Landowners also 
possess an exchange monopoly, since workmen can sell their labor 
only to them or to other capitalists who in the last analysis also rest 
upon a land monopoly. Since c;very exchange monopoly causes a 
rise of price above the level of competitive prices, the income' 
of the monopolist class is increased by the monopoly profit; this 
increase is reflected on the other side in a diminution of earned v 

income. This theory of distribution is indeed curiously builtf and 
has an unusually marked character of social reform; neverthe­
less, it is clearly and directly connected with a theory of price, 
which constitutes its foundation. . 

Among many other writers who deal with Oppenheimer's attempted 
solution of the problem of distribution we may mention especially 
Schumpetet. He criticizes Oppenheimer for having too broad a con­
cept of monopoly, which is consequently false, and maintains that mod­
ern private ownership of land is fundamentally not a monopoly, so 
that Oppenheimer's whole theory of distribution built upon this con­
cept falls to the ground. The latter defended his standpoint and a most 
interesting debate 12 ensued, which for its friendly and courteous tone­
and this unfortunately needs especially to be stressed nowadays-may 
well serve as a model for such discussions. 

Besides these writers, Ernst Schuster ,also envisages a solution of the 
problem of distribution based wholly on a theory of price and has re­
cently made the bold attempt to omit the concept of income entirely 
from economics, on the basis of Kant's critique of knowledge.13 

3. Social Theories 0/ Distribution 

The second point of view which Bohm-Bawerk stresses in his 
theory of distribution, the great importance of. social relations of 
power in the formation of income, had often been considered by 
earlier writers. Many members of the historical school, and espe-
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cially those who were also leaders of professorial socialism, have 

. held distribution to be a problem of social power •. Wt! can see 
this in the earliest writings of Brentano, and Schmoller takes a 
similar view of distribution in his Grundriss. In this circle it has 
been recently Wilhelm. Lexis above all who, in his Allgemeine 
Volkswirlschaflslehre, holds _the social .factor of power as alone 
decisive for the actual level of the various .branches of income. 
On the whole, however, he still follows the principles adopted 
by the classical school in solving the problem of distribution, and 
accordingly he too starts from the.value of production goods. 'Lexis 

. de;lerves much praise for connecting closely the theory of dis­
tribution with a profound theory of production, in which he again 

• stresses against other points of view the fact that the end of all 
the 'media of production is the production of consumption goods, 
wherefore their future marketability alone determines the produc­
ing capacity of all investments. Lexis distinguishes a primary, a 

, secondary and a derived income, according as income is obtained 
from actual production, for personal services or from another 
source (e. g., rent). We have already touched upon the socialistic 
elements in his theory of distribution. • 

In 1913, three y~ after Lexis, the Russian socialist Michael 
Tugan-Baranovsky, active in Germany, published a theory of 
distrib,ution It in which the supremacy of the social element is 
pushed to its furthest limit. The critical basis of Tugan's theory. 
is the principle that the problem of distribution is in the first place 
not a problem of value. Thus his attitude is essentially different 
from that of Lexis. He energetically attacks not only the distribu­
tion theory of Marxism and of the school of marginal utility, 
which depends on a theory of value,' but also all . other theories 
which try to explain distribution by the formation of price. Tugan 
considers that the problem of distribution has absolutely nothing 
to do with that of production or of exchange. Distribution should 
be viewed merely as the process in which the various social classes 
meet, in which are expressed the relations of dependence between 
the income of the social classes joined together by the necessities 
of capitalistic production and of exchange. Tugan sees the real 
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busrness of the· theory of distribution in a systematic study of 
thc:se conditions of dependence. Here again we notice a far­
reaching divergence from Lexis's view of the problem: while the 
latter endeavored to join the theory of distribution with that of 
production, Tugan makes a sharp distinction between production, 
as a purely economic process and distribution, as an historical, so­
cial and polltical category. 

Tugan's theory aroused much interest in economic circles. Wilhelm 
Wirz,l& in spite of his regard for it, rejects Tugan's theory chiefly 
because it considers the process of distribution as a conflict between 
entire and homogeneous classes. Wirz maintains that the class as a 
whole disposes of no power ,over its means of production and that the 
conflict therefore takes place principally between individuals, or at the 
most between groups of limited size. Gerhard Albrecht 16 studies the 
relation between Tugan's distribution and that of other modern writers 
and points out that Eugen Diihring had several decades ago attempted 
a solution of the problem similar to that of Tugan. Rudolf Stolzmann 
went far in this. direction in his earlier and later works, which we have 
mentioned above. Nevertheless, he submits Tugan's work to a com­
prehensive and detailed critical examination 17 and comes to the con­
clusion that he is wrong in trying to solve the problem of distribution 
independently of the concept of value. According to Stolzmann phe­
nomena of distn"bution are phenomena of value, like all other eco­
nomic phenomena, and should be derived not from each ()ther, but 
both together from a third superior entity: from the immanent socio­
organic functions of purpose. Under the influence of Stammler's social 
philosophy, which also affected Stolzmann, Paul Schroder endeavors to 
oppose the idea of institUtional distribution, limited by law and society, 
to the prevailing abstract theory of personal distribution, which refers 
only to the various personal activities.18 The social element is also 
strongly emphasized in the theory of distn"bution of Bernhard Josephy 
in the -small systematic work mentioned above. 

The Hungarian Karl Von Balas comes rather close to the Ger­
man socio-Iegal attitude.19 He is not satisfied with considering 
legal institutions as a mere framework of economics, but tries to 
explain the conditions of distribution by means of the collection of 
legal concepts which have developed through the ages. He con­
siders income in its modern shape of purchasing power and then 
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develops the procesl of distribution entirely from its aspec~ of 
social power. It should be noted that these ideas of Balas were 
published in Hungarian in 1913 at the same time as the partly 
analogous theory of Tugan-Baranowsky. 

Spann also £onsiders the process of distribution as socio-organic 
function of purpose but goes even beyond the modern point of 
view on the subject in his universalistic study of this' entire com­
plex of problems. He sees the basis of distribution, not in sub­
jective valuations and in the formation of price but in the economic 
whole and its articulated arrangement. In the general economic 
organization it is already determined what goods will be produced 
and in what order; what goods therefrom fall to income and to 
what branches of income. Therefore distribution is already con­
tained in the process of production, and it is the sign of an in­
dividualistic and materialistic mind to want to interpose here a 
special theory of wages, interest, and income based on the theory 
of price. The truth lies rather· in the fact that distribution is only 
facilitated by the process of price formation, since in distribution 
the principle of equal importance based on the principle of the 
relativity of the members is decisive. The individual branches of 
income share equally according to the requirements forrestor:ll­
tion and the surpluses: what is decisive here is only the relativity 
of all members and means. Where there are only a few work­
men, for instance, each may receive a relatively larger share from 
the surplus which is allotted to the productive branch of "labor," 
and also within this branch the individual labor functions receive 
a corresponding share according to their equal importance in the 
articulated organization, i. e., in the given organization of labor.­
Was not, mutatis mutandis, a similar idea contained in the wage­
fund of classical economics? 

4. The Derivation of Rent from the Formation of Price 

The first quarter of the twentieth century has witnessed no new 
theory of rent of land in the German"speaking countries. We can, 
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at most, see an original solution in a negative tendency: namely, 
that the scholars abandon the attempt to explain rent of land in 
a special way. In our discussions of the development of the theory 
of distribution, we have seen that the tendency is to find if pos­
sible a single explanatory principle for all branches of income; 
consequently all special theories of rent of land automatically dis­
appear. This tendency is especially. noticeable in those systems 
which derive the whole process of distribution directly from the 
forrr-tion of price. With Cassel the problem of the rent of land 
is treated principally according to the aspects of the general 
formation of price, where the supply and demand of the productive 
factor land play the chief roles. Cassel, however, clings to the 
concept of the classical differential rent, applying his principle 
of scarcity, and tries to develop it further and more exactly. He 
achieves this by considering in his theory of rent the possibilities 
for substitution of land on one side and of capital and labor on 
the other.20 Liefmann generalises RiCardo's law of rent, and lets 
it prevail everywhere where products manufactured at various 
costs are brought to the market by numerous sellers. On the whole 
he endeavors to derive rent, like interest on capital, entirely from 
the concept of interest on lent goods. Otto Conrad accepts 
fundamentally the classical theory of rent,21 but also gives it an 
entirely general meaning. Because of the scarcity of good land, 
its owners possess a monopoly, which enables them to attain a 
greater or a smaller margin between price and costs. Wherever 
the restriction of free competition leads to such a margin in the 
traffic of goods, a rent arises, and the rent of land is only one 
of its special cases. This monopoly theory of rent-as we have 
already seen-is logically developed by Oppenheimer, and applied 
to the other branches of income. Tugan-Baranowsky, and all 
economists who derive distribution only from the social re­
lationship of power are even more clear in giving an explanation 
of the rent of land which is essentially like that of the other 
branches of income. 
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5. The Generalization of the Law of Diminishing Returns 

Schumpeter urges emphatically the unification of the whole 
theory of distribution. He tries to suppress the special position 
which rent of land has always held by showing that the law of 
diminishing returns is not peculiar to agriculture: when industrial 
methods, organization, technique and capital power remain the 
same, i. e., in static economics, it applies even more to industry, 
and in dynamic economics it is valid neither for agriculture nor 
for industry. Consequently Schumpeter holds that it is meaning­
less to speak further of a special law of diminishing returns on 
land.22 While Schumpeter is influenced by modern American 
theorists ,in these respects, Richard Schiiller seems to have pro­
ceeded independently on his parallel investigations, which he 
began a few years previously. In his detailed study of problems 
of tariff policy, he recognizes first that the special natural and 
other advantages which enable certain industries to produce more 
cheaply are available only up to a certain limit of production. 
If production is extended beyond this limit, this is possible only 
with comparatively higher costS.28 In this way Schiiller develops 
a general law of diminishing returns applicable also to industry. 
Walter Weddigen reaches similar conclusions, although he starts 
from essentially different premises.24 On the basis of a thorough 
methodological study, he formulates from the subjective psycho­
logical point of view the "exact law," which is to the effect that an 
increasing amount of consumption goods produces at first a com­
paratively increasing utility but, after a certain level, a compara­
tively decreasing utility. He also makes use here of the marginal 
analysis. Weddigen's exact laws of productivity and yield then, 
which are intended to solve the objective material problem of the 
formation of profits, corresp'ond in their total organic conception to 
the generalised theory of diminishing returns. This solution is 
distinctly based on Spann. Individualistic (Schumpeter, SchUller) 
and universalistic (Weddigen) attitudes meet here. 

The studies.of Schumpeter and Schiiller provided occasion in 
the German-speaking countries for a more thorough examination 
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of the law of diminishing returns on land, which led to an in­
teresting djscussion. Otto Auhagen 26 and Zwiedineck-SUden­
horst 28 adopt attitudes which resemble that of Schumpeter, while 
Friedrich Aereboe, Knut Wicksell, Joseph Esslen, Hans Neisser, 
Theodor Vogelstein, Karl Diehl, Rudolf Stucken, Franz Xaver 
Weiss, etc., stand for the traditional form of the law. • 

Aereboe 27 and Esslen 28 devote their attention especially to the 
purely technical and agrochemical aspects of the problem, and try to 
prove that the law of diminishing returns on land is based on the im­
perfection of our scientific knowledge or on the impossibility of a com­
plete utilization of natural forces. Wicksell 29 and Neisser 30 approach 
the question rather from the point of view of political economy. The 
former proposes to start from a given amount of labor and capital 
instead of from a given area of land while Neisser, through his studies 
of price and money, also reaches the conclusion that a special law of 
returns on land should at all costs be retained. Vogelstein 31 is of the 
opinion that diminishing returns in industrial production can take place 
only in cases where this is somehow inwardly dependent on limitations 
ofsoi!. Karl Diehl considers all efforts to formulate a' single law of 
returns for agriculture and industry a retrogression, since returns in 
each branch of production should be examined according to the special 
conditions and peculiarities of the case. 32 Working from the same 
premises, Rudolf Stucker shows some of the typical differences between 
the agricultural and the industrial problems of return.S3 Franz Xaver 
Weiss believes in a special category of land rent since land is one 
of the original factors of economics to which the theories of value 
and price must always be directly applied.a. 

All these important objections to extending the law of dimin­
ishing returns on land to industry have contributed, at least for 
the' present, toward the prestige of the special theories of land 
rent in the German-speaking countries.' It is likely, however, that 
the influence of Anglo-Saxon and Romance science on a unification 
of the theory of distribution will before long overcome the pres­
ent German tendency. 

6. Municipal Ground Rents 

The last century witnessed the beginning of the discussion of the 
views of Rudolf Eberstadt concerning municipal housing policy and 
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municipal ground rents. Adolf Weber all and Andreas Voigt 88 take 
part in this with their detailed investigations published in 1904 and 1905 
respectively. Both reach in the main the conclusion which Philippovich 
expounded in 1901 in his report to the League for Social Politics, 
namely, that both municipal land prices and' municipal ground rents 
are to be explained by the general theory of rent. Relying pardy.on a 
pamphlet of Friedrich Wieser,aT Friederich Kleinwachter Jr. later 
made a similar attempt to give a satisfactory solution of urban ground 
rents from the most general aspects of the theory of marginal utility.sS 

7. The Discussion of Biihm's Agio Theory 

While the problem of land rent is one of the questions which 
have been most neglected in German-speaking countries during 
the first quarter of our century, the problem of interest has been 
constantly in the foreground and has aroused great interest in all 
quarters. Bohm-Bawerk's famoU41 agio theory of interest was pub­
lished at the end of the last century, but the discussion which 
developed around it held our interest until the World War; and 
even beyond. We can mention here only the most important as­
pects of the voluminous discussion which took place, and the names 
of only those authors who took a leading part in it. As is well 
known, Bohm-Bawerk founded the difference in value between 
present and future goods; to which he referred interest, not only 
on the difference of provision in the present and the future and 
on the systematic undervaluation of future needs, but also on the 
greater productivity of roundabout production. Here we see the 
element of time as the foundation of a superiority in value. Bohm's 
critics have correctly recognized in this principle of the greater 
yield of roundabout production the weakest part of his theory, 
and concentrate their attacks on this point. 

Otto Conrad 811 holds that, in comparing the two methods of pro:: 
duction, we can take as a standard either the requisite time or the 
quantity of goods produced, but not both. Since B1ihm makes this logical 
mistake, his formula is devoid of meaning. Diehl 40 also attacks this 
point of B1ihm's doctrine and consider that on general methodological 
grounds it is impossible to solve the problem of interest, which he deems. 
part of a historical and legal category, in an abstract-deductive way 
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as Bohm has attempted. We find similar views in the comprehensive 
criticism of Emil Sax 41 which greatly influenced the supporters of the 
doctrine. Sax is one of the strongest adherents of marginal utility; 
nevertheless he tries to contradict the arguments of his Viennese col­
league point by- point and endeavors to show that a distinction of value 
between present and future goods has been rendered possible only 
through an erroneous private economic interpretation of the whole 
problem of interest. In real economics the source of interest is rep­
resented by the unequal distribution of property with its unequal re­
actions of social power. These critical and positive views of Sax are 
followed in the main by Michael Hainisch.42 Perhaps the most typical of 
the remaining German critics of Bohm is Bortkiewicz 48 who rejects 
categorically the principle of the greater yield of roundabout produc­
tion and considers Bohm's other arguments for the explanation of 
interest irrelevant. Consequently he denies the value superiority of pres­
ent over future goods and tries to prove that Bohm's theory of interest 
belongs eSsentially to the well-known productivity theories. Among 
foreigners, J. B. Clark 44-to whose famous discussion with the Aus­
trian scholar we shall return later-attacks Bohm's doctrine from the 
point of view of a productivity theory of interest, while others such as 
N. Schaposchnikoff,45 Z. Zankoff,48 and more recently important fig­
ures such as Knut Wicksell 47 and L. V. Birck,48 devote themselves en­
tirely to criticizing the principle of the greater yield of roundabout pro­
duction. Bohm himself answered the objections raised up to the summer 
of 19 II, 49 and recently one of his most zealous disciples, Franz Xaver 
Weiss, has undertaken to defend the master's teachings, GO and also to 
perfect them further independently. F. A. von Hayek tries to accomplish 
this by bringing the element of time into the static theory of interest. 51 

Erik von Sivers gives a clear, if somewhat incomplete, survey of the 
German critics of Bohm's theory.G2 

8. The Dynamic Explanation of Interest 

The only original theory of interest in the German literature of 
the first quarter of the twentieth century is to be found in Schum­
peter. Relying upon recent American theorists, he is unable to 
seethe sole source of interest in the time element stressed by 
Bohm-Bawerk. According to him, there must be a further factor 
which guarantees more surely a value premium of the capital spent, 
and at the same time effectively opposes the tendency of com­
petition to level values as well as to engender the equalizing 
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revaluation of production goods. Schumpeter believes that he has 
found this factor in economic development which can continuously 
guarantee the creation of surplus values through the perpetual 
transformation of the processes of production. There is no in­
terest on capital in static economics, since interest can arise only 
in the dynamic form of economic life. 

Schumpeter develops his theory with unusual logic and is able to 
defend it eve~ in a dispute with Bohm-Bawerk. G8 Rudolf Stolzmann 
rejects Schumpeter's theory of interest on general methodological con­
siderations and tries to derive capitalism solely from the interplay of 
social relationships of power.1i4 Georg Halm, in connection with Bohm­
Bawerk's objections, tries to show that Schumpeter's economic system 
would collapse as a result of the tremendous inflation caused by the 
constant product of value surpluses. GIl Oskar Englander's chief ar­
gument against Schumpeter is the fact that loans, for which interest 
is paid, are quite generally accepted,li6 even from capitalistic producers, 
who are not dynamically efficient entrepreneurs in the sense of Schum­
peter. G. Heinze has recently tried to prove that interest exists in static, 
as well as in dynamic economics.1iT 

Karl Muhs liB offers a theory of interest which is related in part 
to that of Schumpeter and recognizes the possibility of interest neither 
in manual trade nor in smaIl landownership, but only in the branches 
of production of big business. For here the greater yield of material 
means achieved in production appears as a function of the monopolistic 
accumulating process of capital. Emanuel Hugo Vogel's 59 studies are 
on similar lines and deal with the relations between interest and the 
business cycle. 

9. Monopoly, Abstinence, lind Productivity Theories of Interest 

The interest theories of the new century which are based on social 
reform are not different from the older ones. Otto Conrad 60 bases 
interest on the monopoly of capital belonging to the propertied class 
and allows certain considerations of technical exchange such as that· of 
friction only tentatively as a secondary source of interest. A very sys.­
tematic monopoly theory of interest is offered by Oppenheimer, and a 
similar tendency is expressed in numerous less important attempts, such 
as that of the Marxist Wilhelm Hohoff.61 Oppenheimer's theory is sub­
jected to a thoroughgoing criticism by Siegfried Budge,62 who contrasts 
it with his own theory of interest composed of elements of the classical 
labor theory and Senior's abstinence theory. With reference to the rate 
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, of i~terest, he takes into consideration Schillnpeter's di$tinction between 
.static and dynamic economics; , • . . 

The element of abstinence, the capitaust's "waiting," also plays an 
important role ,in Cassel's interest thc:ory, but he makes the concrete 
rate of interest depend' only on the process of price formation. This is 

. also true of Liefmann; but, following his sUbjective attitude, he refers 
the origin of ·i{lterest to the consumer points of view. Richard Strigl 83 

. tries his luck with a residual theory of interest modeled somewhat after 
modern American writers and brings the old productivity theory back 
into honor. Besides Bohm-Bllwerk, Max Gebauer 6i stressed the im­
portance of the element of productivity much .earlier and Oskar Eng-· . 
lander 65 rejects B5hm's agio theory in favo( of tli"1S attitude. Gotz 
Briefs criticizes very severely the classical theory of interest in his his­
torical work,66 whereupon Knut Wicksell succee4s in defending' the 
real essence of the productivity theory of interest with well-considered 
arguments and much polemical skill.67 

IO. Further De'1Jelopment of IdelJS of Wages Theory 

Among theories of individual branches of income in German­
speaking countries in the first quarter of our century, the most 
unified development has taken place in the theory of wages. In 
the op.ening years We find many expositions of which the roots 
are to be sought in the wages-fund theory of the descendants of 
classicism: e. g., especially in Bohm-Bawerk, Arthur Spiethoff;and 
later in Karl V. Balas. This theory, 011 the whole, comes to an 
end with the extremely thorough criticism of Arthur SalZ.88 He 
has recently contrasted it emphatically with the modern price­
theoretical analysis of the formation of wages.8S Heinrich Sieve­
king also advances some telling arguments against the wages-fund 
theory in his recently published text book. 

Thiinen's productivity theory of Wages has recently been 
strongly emphasized by Paul Arndt 70 and, among others, by 
Adolf Weber in his text book. More fruitful, however, has proved 
to be another tendency which most successfully unites the leading 
points of view of this doctrine with the Ricardian theory of wages. 
In his work which appeared at the turn of the century, Zwiedineck­
Siidenhorst'11 emphasizes demand on the part of the employer 
and supply on the part of the laborer as of equal importance for 
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determining wages. He does not forget the important role played 
by the traditioniU schem\: in the formation of wages. Ernest. 
Klien T2 devel~ps c!earlythe principle that the ·process of price 
formation, whiCh produces wages, is determined by. two factors: 
an historical one, tradition, and a contemporarY one, the inter': . 
play -of supply and demand. Schmoller stresses s\ulllar views, 
especially in the seco!ld edition of his survey, and attributes gteat 
importance to th~ historical factors. 

.. In addition· to other. less important;· attempts like that of Franz 
. Saspach 13 to interpret the problem of wages within the framework of 
the general process of price formation, but qlore from the abstract the­
oretical side, we may mention the work of Cassel, who offers an ex­
cellent analysis of supply and demand in the formation of wages. 

. . 
II. The. Explanation 0/ W tlges on lhe Theory of Mtlrginal Utility 

From the standpoint of analysis, two adherents of the marginal 
utility theory, Richard Schiiller and Verrijn Stuart, are espe­
cially prominent •. Schiiller 7t studies in detail what value labor 
po~esses for the entrepreneur and how demand will in consequence 
shape itself on. the labor market. In this way he reaches the con­
clusion that, for the shaping of demand in the formation of wages, 
not only the marginal value-the value 'Yhich the employed laborer 
has for the entrepreneur-is decisive, but also the whole inner 
structure, the interior arrangement of demand itself. After study­
ing the unequal intensity of demand, he formulates the principle 
that increasing the wages causes no noticeable decrease, and re­
ducing the wages causes no noticeable increase, in the demand for 
labor. Schiiller then analyses supply on the labor market and studies 
the psychological and social conditions on which the laborer's. de­
mands depend, and which lead to a classification of these demands. 
Decisive, for the level of wages, according to Schiiller, is the sup­
ply of that class of laborers employed by the entrepreneur which 
upholds the highest demands. Under a given demand, a class 
with higher demands is the standard for s~pply according as the 
classes claiming more favorable conditions are wider and more 
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profitable fo~ the employer in proportion to those who make more 
modest claims. This is all the more the case, the more excellent 
workmen predominate, the more performance is increased by 
higher wages or oy better labor conditions, and the more com­
plete and the better the organization ~f lapor is. 

Hilde Oppenhejmer '15 investigates in a 'successful dissertation the 
importance of the 'last-named factors, the-organization of labor, in 
the formation of w~ges. Richard Strigl is convinced that .the, marginal 
analytic theory of wages is also able to explain the effects of the 
factor of power in the wage· stniggle. Consequently he tries to em­
phasize the ideas of social p·olicy in the resultS of the Vienna school 
on the theory of wages. '18' • 

Verrijn Stuart reaches a similar conclusion'l'l as. Schiiller. First 
he posits the main question,' whether the origin of wages is to be 
sought in the needs of the laborers or in the v:due of the work 
performed. After. rejecting. all the arguments in favor of the 
first solution, .he '.recognizes only the value of the performance 
as a foundation for wages, relying partly on the investigations 
of Wieser. The marginal productivity of labor is the standard 
of the entrepreneur's valuation; and the 'supply of the laborer 
depends also on the valuation of his ?wn performance. The 
needs and the traditional standard of life of the laborer enter 
only as an element in this valuation. The actual level which wages 
will reach between these two marginal values depends, according 
to Stuart, on the psychological, technical and social factors which 
SchUller had already pointed out •• 

12. The Socialistic Theory of Wages 

The socialistic theories of wages of the new century, such as 
those of Otto Conrad, Oppenheimer,78 Tugan-Baranovsky, David 
Lewin,'19 etc.-like the similar theories of interest-<)ffer no es­
sentiatiy new ideas. We always have in the foreground, with more 
or less hlodifications, the concept that the social relations of power, 
which are Unfavorable for the labor class, depress wages to the 
level of minimum subsistence. In the last analysis, the needs of 
the laborer are decisive for determining the wage level-an idea 
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which, as we have just seen, Verrijn Stuart and other adherents 
of the theory of marginal utility do their best to combat. 

Rudolf Stucken offers a good survey Qf the. recent development of 
socialistic wage theories. 80 He deals also with the ~octrines of the pro­
fessorial socialists, but is, unable to share their optimism with respect 
to the increase in wages to be! expected from changes in social power. 
Joachim Staberow has re~ently stressed the eleD,lents,of power in the ' 
formation of wages in opposition to the theory of productivity.81 

" . 
. 13. The Dynamie,Tneory of Profit 

The only progress 'in the theqry of profit in the German litera­
ture of our period is to be found in Schumpeter. Other studies 
of this subject have led to no resul~ worth mentioning. Schum­
peter derives profit like interest solely from the economic develop- -
~ent, of which· the leaders are according to his opinion-as we 
have already pointed out-the ~trepre:neurs. In static economics 
there is no profit; it is only in the transition from one economic 
form to another, i. e., in a dynamic state of economies, that a sur­
plus results from the price of production beyond the prices of the 
means of production, from which alone profit arises. Since the 
entrepreneur's activity consists essentially in the dynamic further 
development of economic life, the sOurce is formed of a special 
permanent income. We have already mentioned that this theory 
is largely based on the recent American literature of the subject. 

A considerable part of modern German literature on the theory of 
profit centers around Schumpetet's doctrine. Eduard Kellenberger 82 

and the more profound Adolf Lampe 88 are of the opinion that profit 
can arise also in static economics, for it comes under .the same aspect 
~ rent, since both kinds of income can be referred to special, monop­
olistic, personal (or material) characteristics which are above the aver­
age. Oskar Englander tries to prove the presence of profit in static 
economics on the basis of considerations of price and wages theories, 84 

while Rudolf Streller, who is generally successful in analysing the 
income of the entrepreneur in dynamic economics, trie:; to interpret 
profit in static economics as a residual income.85 A residual explanation 
is also given in We[ner Sombart's Moderner Kapitolismus (vol. 3, 
1927). The recent attempt of Bruno Moll 88. to refer profit again for 
the most part to an exploitation of the laborer, is based on the tradi-
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tional socialistic attitude. Ludwig Pohle offers a good short historical 
survey of the dynamic role of the entrepreneur in modern capitalistic 
development'; 87 Kurt Wiedenfeld published a comparative study on 
the nature and importance of entrepreneurship in its typical differences 
between individual nations on the one side, and between individual 
branches of industry on the other,ss while E. H. Vogel studies the 
connections between the level of profit and the variations of the busi­
ness cycle 89 in much the iame way as he has done concerning the 
problems of interest. 
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CHAPTER I 

METHOD 

r. Absence of Methodological Controversy in the Romance 
Countries 

IN ROMANCE economics, there has never been a controversy be~ 
tween inductive "and deductive methods such as was known in Ger­
many toward the end of the last century. This can only in part be 
explained by the fact that scientific interests are different and that, 
as far as pure theory is concerned, discussions are conducted in a 
more quiet and friendly tone. The real reason is that the influence 
of the historical school, which is of German origin, was unable to 
displace the classical tradition in France or in Italy. The small 
number of adherents of the historical attitude were aware of their 
weakness and wisely refrained from attacking the dominant classi­
cal method too openly. Consequently they also remained aloof 
when at the end of last century the abstract-deductive method 
underwent a renovation, which partly transformed it into a mathe­
matical one. 

2. The Method of the Lausanne School 

It was not long before the Latins adopted the mathematical 
method with such enthusiasm that in the first quarter of our cen­
tury it became in Italy and later in France the chief instrument 
of scientific development. In his long scientific career, terminated. 
by his death in 1924, Maffeo Pantaleoni published numerous es­
says,l all of them the products of a distinguished mind, in which 
he discussed problems of economic method from every angle and 
gave special consideration to the mathematical method. We may 
ascribe to him the growth of this method in modern times, at 
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least on the Continent, for it was he who induced Vilfredo Pareto, 
the acknow~edged leader and champion of the movement, to study 
economic problems. 

Although Pareto started as a. mathematician and an engineer 
and was thus naturally inclined toward· a mathematical attitude, 
he was not blindly prejudiced. His whole career exhibits a striving 
toward the most perfect attainment of truth, so that he does not 
hesitate, where necessary, to sacrifice former principles and atti­
tudes for the sake of newer and more accurate knowledge. He 
repeatedly tests the foundations of his mathematical method and 
is always ready to reconsider as well as to defend it with new 
arguments. . 

The basis of his economic attitude may best be illustrated by the­
following anecdote: Once, during a speech which he was making at 
a statistical congress in Berne, Pareto spoke of. "natural economic 
laws," whereupon Schmoller, who was present, said that there was 
no such thing. Pareto said nothing, but smiled and bowed. Afterward 
he asked Schmoller, through one of his neighbors, whether he was well 
acquainted with Berne. When Schmoller said yes, Pareto asked him 
again whether he knew of an in:n where one could eat for nothing. 
The elegant Schmoller is supposed to have looked half pityingly and 
half disdainfully at the modesdy dressed Pareto--although he was 
known to be well off-and to have answered that there were plenty 
of cheap restaurants, but that one had to pay something everywhere. 
At which Pareto said: "Les lois naturelles de l'economie politique, les 
voila." 

A general economic law may be easily derived from the fact 
that food is nowadays prepared only for a consideration. We 
could, if so desired, iD.terpret this as a law of nature. Every eco­
nomic investigation involves the recognition of certain economic 
laws. For-according to Pareto-we bring certain phenomena 
A, B, and C •.• into relation with certain other phenomena A', 
B', C'. Why especially with these, and not with A", B", C"? The 
reason is that we consider the relationship II priori as determined 
by law. Any further investigation makes an unconscious and spon­
taneous use of mathematical deduction, In addition to the sys-
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tematic works, which we shall mention later, Pareto has developed 
and defended his ideas in a number of small and large treatises 2 

which were later collected in one volume.s 

The influence which the methodological views of Pantaleoni 
and Pareto exerted even in France is not generally appreciated. 
In the latest edition of his history of economics in collaboration 
with Charles Rist and in his contribution. to the publication in 
honor of Brentano, Charles Gide complains that Cournot and 
Walra.s have been especially ignored in their own country.5 We 
shall now mention the works of some of the younger French 
economists who have been ardent promoters of the mathematical 
method. 

At the beginning of. the century, we find the essay of Emile Bouvier 8 

who, while admitting then that he did not possess the necessary mathe­
matical qualifications himself, was all the more persuasive in bringing 
others over to his way of thinking. In a notable essay,' Charles Rist 
demands a sharp separation between the various sections of economic 
theory. For him the chief ~istake up to the present has been the 
tendency to attack all problems according to some one or other of the 
various methods, with .the result that certain elements have had to be 
distorted in order to fit into the particular Procrustean bed which had 
been chosen. To avoid this, Rist desires a: sharp separation tobe made 
between questions of social ethics and of social law, between theories 
of social organization and matters of political economy on the one hand, 
and all those problems of pure theory which are grouped under the 
head of the mechanism of exchange on the other. For the first class, 
he accepts the historical and inductive method, but for the second 
he recommends the mathematical method as it is applied by the Lau­
sanne school.-The dissertation of Pierre Bovens 8 has the same content 
as the work of Bouvier, but is also mathematically well founded. The 
Pole, W. L. Zawadawski,lI tries to justify, in a comprehensive work, 
the mathematical method chiefly by dogmatic and historical expositions. 
All these attempts, however, have been surpassed in precision and 
clarity by the works of the engineer, Jacques Moret,1° written before: 
the war, in which the author undertakes to defend the mathematical 
method by every possible means and to dispose systematically of all the 
objections which have been raised against it. The practician, A. Le­
roux, demands, in a short pamphlet, a more intensive application of 
this method through graphical illustrations in university teaching,u 
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These works go to prove that the French were more interested 
in the mat,hematica1 method before the war, than is commonly 
supposed. 

A few isolated mistakes; e. g., that of Professor Sp. C. Haret,12 
who instead of the m~thematical explanation uses the laws of pure 
mechanics, which he tries to apply to sociology and economics, do not 
change the general situation. 

Not even in Italy, where it has been so widely used, has the 
mathematical method been so extensively discussed, and defended. 
Luigi Amoroso is about the only follower of Pareto who seizes 
every opportunity to justify his method.13 

It was he who so spiritedly refuted the assertion of Pasquale J annac­
cone 14 that modern Italian economics was largely degenerating into a 
servile imitation, even a plagiarism, of Pareto.15 Like most other fol­
lowers of the mathematical method, Amoroso knows perfectly well 
that we can use it to explain only a relatively small amount of eco­
nomic phenomena, and even then only by observing the utmost ab­
straction. Vito Volterra sketched rather accurately the boundaries in­
volved in this attitude, at the beginning of the century,16 and tried to 
define in his rectorial address what could be expected of the mathe­
matical procedure and what lay outside of its scope. 

Most economists will be interested in the efforts of Erminio Juvalta 
to introduce the mathematical aspect of pure economic theory into 
ethics,lT by studying the behavior of a "homo justus" as our theorists 
had studied the "homo economicus." Domenico Berardi contributes to 
the spread of the mathematical procedure by studying the purely causal 
aspect of economic relations.18 Augusto Graziani, one of the leaders 
of modern theory who stands outside of the Lausanne school, had 
stressed the fact, a few years before, that there are economic problems 
which are not subject to strict causality.lII Consequently, as we shall 
see later, he does not expect unusual advantages to result for our science 
from the mathematical method. 

3. The Non-mathematical Deductive Method 

In Italy the adherents of the mathematical method have been 
on the whole successful in their struggle for supremacy. Not so 
in France. Although, as we have seen, the new method had several 
champions, it still remains in the minority: even today, the leader-
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ship belongs to a different kind of abstract-deductive method-the 
one which had been used by the Physiocrats and the classical 
school, and which makes use only of verbal expressions, not of 
mathematical symbols. The reasons for its survival are the same 
today as they were in the past, as may be seen from the historical 
and dogmatic literature on the subject. It survives because it cor­
responds more than any other to the whole structure of French 
economic life: the Academie des Sciences Morales et Politiques 
is still the decisive factor in the development of the science; and 
the other scientific institutions, which cherish and guard orthodoxy 
with the greatest care, are still flourishing. The foremost leader 
of this method in the present century was until his death in 1928, 
Yves Guyot, an old jouster, a redoubtable fighter and to the end 
a courageous champion of his scientific creed. 

His belief in the supremacy of natural economic law recurs like a 
refrain in all his voluminous writings. The liberalism founded upon it 
he maintains methodologically against all other tendencies like pro­
tectionism, but especially socialism. He maintained his views during the 
war with iron determination: even in these critical days, he thinks of 
nothing but the eternal, natural, economic laws, and warns against 
their being overlooked.lIo 

The most important adherent of classical traditions after Guyot is 
Gustave Schelle, who has also passed away recently. He dealt with 
questions of method from the liberal point of view, and finally decided 
against the mathematical method,!I1 objecting that it demanded, as a 
rule, too much abstraction and that 'certain important economic laws 
could not possibly be represented by mathematical formulas. In a dis­
cussion by the Societe d'Economie Politique, which took place in Jan­
uary, 1907, on the modern method of teaching economics, the tra­
ditional liberal school again seized the opportunity of formulating their 
principles with the utmost precision; we might almost say with un­
bending dogmatism. The reporter, Auguste Bechaux, led the way, and 
received all possible support from Guyot, who desired to anticipate any 
objections that might be made by the opponents of the classical school.2~ 
Less important contributions toward a defence of this view have been 
made by M. Rouxel,lla Edmond Villey 114 and Louis Baudin,21i who at­
tempted to justify it either in connection with distribution, or within 
the more general framework of liberalistic discussion. In this connec­
tion, special mention should be made of the works of Albert Schatz,26 
and of the Italian, Oliviero Zuccarini,27 who stresses the "eternal" 
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laws of econ~mics. More recently the Russian emigrant Peter Struve 28 

has made a thorough historical study of these laws, which he cleverly 
interprets in the sense of Marxist economic determinism. 

Besides the two leading schools of the mathematical and the 
non-mathematical deductive methods, there are other economists 
in the Romance countries who, though they show leanings toward 
one or the other method, maintain their own individuality. Per­
haps the most important of these is Graziani, whose psychological 
attitude is. most closely akin to the Austrian school of marginal 
utility. There is also a small group of Italian theorists who lie 
somewhere between the· modern mathematical attitude and con­
servative classicism. 

Camillo Supino recogni~es the existence of economic laws, but is 
emphatic in stating that they are not of mathematical precision.29 Ac­
cor<ling to him, there are differences of time and place in economic life, 
which should be taken into account by theorists. Vincenzo Tangorra 
attacks the problem of subjective or objective economics: Although he 
defends the subjectivism of the Austrian school, he recognizes also the 
value of some of the views of the more objective classical and mathe­
matical economics.so The sociologist, Roberto Michels, has recently 
tried to determine the bounds of psychological investigation in econom­
ics by comparing it with the objective attitude.81 We may finally men­
tion Ghino Valenti with his attitude of independent criticism midway 
between the mathematical and the classical methods.82 

4. Logical and Epistemological Attempts 

Another group of writers bury themselves in studies of logic 
and epistem010gy which tend more or less toward a criticism of 
the classical as well as of the mathematical school. The most 
penetrating of these is Fran~ois Simiand, who tries to lay the 
foundations of a modern "positive" method of economic inves­
tigation.88 According to him, the chief methods of our science 
are all in some way normative and' nnalistic. They are interested 
merely in the relationship of the means to the end. The classical 
school, for example, concerns itself with the way to the greatest 
wealth, by the best method of distribution, etc.; and even the 
mathematical school ha.s in mind, in the theory of equilibrium, a 
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p~ulate which it tries to realize. Sirniand, on the other hand, en­
deavors to comprehend economic life only from the point of ~iew 
of ause and effect and gives a purely causal explanation of eco­
nomIc phenomena. It is easy to recognize in this "positive" method, 
an eCho of Max Wehers postulate of freedom from. value judg>­
ments. We shall see later how Sirniand's idea of causality is entirely 
different from that which we have noticed above in connection 
with the mathematical method, as for instance with Berardi. 

The same tendency, leading to somewhat different results, is found 
in the studies of the Italian, Emanuele Sella, which were published at 
about the same time as the investigations of Weber.u Under the in­
fluence of Pantaleoni, he dismisses from the field of pure theory all 
value judgments, but allows them some space in applied economics so 
long as they do not go beyond the measure of purely economic, i. e. 
not also moral, postulates. His attitude toward economic laws is that 
they have only a relative or logical importance but no absolute validity. 
Sella has also made other important methodological studies in which 
there is expressed his organic conception of economics.85 

The critical studies of Guido de Ruggiero 88 are based upon an in­
adequate acquaintance with modern economics and a dissatisfaction 
with its results, which is not sufficiently well grounded. He does not 
go beyond a somewhat nebulous demand for a better logical founda­
tion of our science. In a similar vein but, owing to post-war condi­
tions, with somewhat more justification, Charles Bodin thinks that the 
loftiest aim of economics consists in ascertaining the meanslWhereby 
the sufferings of mankind may be diminished and their productivity in­
creased.81 

Uopold Leseine has accomplished a useful work in trying to es­
tablish the logical limits within which the different economic theories 
supplement each other and contribute toward an integral whole.8s He 
omits in his historical survey the critical parts of each doctrine and 
tries to bring their positive contributions into harmony with each other. 
His ideas were well received, and even induced Guyot to write an es­
pecial study of method, in which he merely develops the principles 
which we have already mentioned.1II In an essay written with the 
collaboration of Louis Suret, to Leseine gave a short description of the 
mathematical requirements that are necessary for a comprehension of 
the theories of the mathematical school. 
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5. The Statistical and the Historical-Inductive Viewpoints 

In the present century the statistical method has come to be 
held in increasing regard in France arid in Italy by economists of 
all complexions. It is a kind of neutral zone where the most dif­
ferent minds may meet and work in peace. The most important 
students of this method are Rodol£o Benini 41 and Lucien 
March.42 

The former tries to make use of the results of the statistical method 
for economics even from a mathematical point of view, whereas the 
latter is especially interested in pointing out the limits up to which this 
method can be at all relevant, i. e., useful. Jacques Rueff has recently 
called economics a statistical science in which theoretical laws can 
be applied only to a majority of isolated individuals living next to each 
other; whereas the economic life of an organic whole can be studied 
only by means of the statistical method.u 

We come now to those students in the Romance countries, who 
are well disposed toward the historical-inductive method and 
whose methodological views lie somewhere between it and the de­
ductive method. 

Examples of these are Maurice Defourny,44 and Roberto Murray.45 
The former is of a compromising disposition, and seeks--although some­
what obscurely~o bring about an understanding between the leading 
methods in our science. The latter, although an ardent adherent of 
the Lausanne school, narrows the scope of the mathematical method 
and assigns to the historical-inductive method the leading place in 
economics. 

Even G. H. Bousquet gives the historical attitude its due, although 
his views are largely molded by those of Pareto.48 Emilo Cossa,4T who 
has evidently more than his name in common with the great Italian 
economist of the 19th century, is an extreme critic of the abstract 
deductive methods in his varied writings. 

Another critic of the abstract method is Achille Loria, one of the 
most distinguished figures in the recent development of our 
science. His numerous works represent the historical attitude, 
although he holds no brief for an unrestrained relativism, such 
as Schmoller, in the criticism of economic phenomena. In his 
methodology, Loria is influenced by sociological rather than by 
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epistemological considerations and he makes an unusual synthesis 
of historical materialism " and an idealistic conception of the ends 
of all sciences." This is tpe explanation of his attitude toward 
method; the insistence on differences of time and place in all socio­
economic phenomena, while recognizing certain historical laws of 
society.lo His attitude in this question is perhaps most closely re­
lated to that of the older historical school in Germany, especially 
to the methodological doctrines of Roscher and Hildebrand. 

In France too we find a few more uncompromising adherents of 
the historical and inductive method. For instance, the historian, Charles 
Seignobos, in his lectures at the College Libre des Sciences Sociales 
at the turn of the century, attacks every abstract method, whether it 
be mathematical, biological or psychological and admits only the his­
torical method.u Even here he rejects all tendencies to explain every­
thing by a single historical principle, such as race, religion, matter, etc., 
and demands an historical method which takes cognizance of every 
phase of cultural development. One of the leading adherents of the 
historical method in France, which is disappearing, is Henri Hauser, 
who has tried to defend it in numerous writings.1I2 His methodological 
thoughts, however, are only too prone to merge into considerations 
of practical politics, whereby he attacks the classical school not only 
in its scientific method, but also in its liberalism, and opposes to it his 
doctrines of state protectionism. On the whole, however, he stands for a 
rejection, based upon epistemology, of the laws of nature, and a cor­
respondingly relativistic attitude toward the phenomena of economic 
life. The Belgian Guillaume de Greef 118 has attacked the abstract 
method just as vigorously with his "myth of the economic man" and 
his "Robinsonades." Relying upon certain ideas of Comte, he tries to 
consider economic life only from an historical and sociological point of 
view, partly placing it in the historical stream of development and 
pardy bringing it into close connection with its juristic, political and 
general social environment until in this shape it has again become a 
proper subject for investigation. In his remarks on the theory of dis­
tribution, he has developed his pious methodological intentions in a 
somewhat unsatisfactory manner. 

Arturo Labriola exhibits certain similarities with the method of 
Loria. While in the latter, the sociological aspect, historical ma­
terialism, is only of secondary importance, it is the chief thing 
with Labriola, and his disquisitions on method are placed entirely 
at the service of his general socialistic doctrines. To the abstract, 
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rationalistic'll.ttitude, which has developed steadily from Quesnay to 
Pareto, he wishes to oppose a realistic, historical and social attitude. 
He transfers the center of gravity from here into the criticism of 
the individualistic and liberal attitude, which is generally associated 
with the deductive metqod and he hastens at once to attack it from 
the point of view of his socialism. 54 

6. The Influence of Sociological Tendencies 

The methodological tendencies of the last-named writers lead 
us to a further group of economists who work entirely with soci­
ology and who wish to apply the principles of method which they 
have acquired in that broader field to the more special one of po­
°litical economy. To begin with, we must again refer to the work of 
Simiand, in which the sociological ideas of Emile Durkheim (pub­
lished at the end of the last century) find their most mature ex­
pression for economic method. The purely causal concept of eco­
nomics, which has· been discussed above, is only one half of the 
demands which Simiand makes upon what he considers the only 
"positive" method. According to the second half of his postulate, 
it is just as important that it be from the start social; i. e., it must 
examine economic phenomena only in their social connections, in 
order to get a correct picture. Consequently Simiand rejects every 
kind of abstract procedure in so far as it is connected with an hypo­
thetical isolation. In his comparison of concomitant variations, 
taken from Durkheim, i. e., in his comparative study of the re­
lations between economic phenomena and their various accompany­
ing phenomena, certain points of similarity appear with the 
method of Richard Ehrenberg. We may add that Ehrenberg 
found an enthusiastic adherent in France in the person of Maurice 
Bellom. 

Of the followers of Durkheim, after Simiand, we may mention 
Rene Maunier, who tried in a promising opening work 55 to state 
systematically the relations between economic phenomena and all other 
fields of human endeavor, which he considers the proper .field of 
sociology. He too comes to the conclusion that these various fields of 
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endeavor should not be separated from dch other in 'Scientific re­
search and consequently that the only correct method in economics 
is one which is socially directed. Arthur Bochard attempts to reconcile the 
teachings of Durkheim with- those of Gabriel Tarde in the field of 
economic method, by adapting to the system of Durkheim certain 
elements of Tarde's interpsychological sociology-the socially impor­
tant factors of invention and imitation, adaptation and repetition­
and by utilizing his results for the method he advocates in economics.56 

The sociologist, Rene Worms, too, stresses the importance which a 
sociological attitude can have for the development of our science: it 
broadens our horizon, and places all the well-known facts in a new 
and truer light.67 For the time being, Worms is decidedly against the 
deductive method. According to him we should content ourselves with 
the inductive method, within which he enjoins the statistical and mono­
graphic procedure for the immediate environment-the ethnographical 
for the countries which are not yet quite civilized, and the historical for 
distant epochs. tmile Worms, an older writer probably related not 
only in thought to Rene Worms, suggests a closer union of economics 
with sociology, even in university teaching.58 

In Italian literature we may mention the interesting attempts 
of Benedetto Croce, at the beginning of the century, to arrive 
at a satisfactory solution of the problem of economic meth()d from 
the point of view of sociology. He starts with a criticism of Marx­
ian historical materialism,58 which he considers but a partial ex­
planation of social development, and then makes a sharp distinc­
tion between the moral and the purely economic theory, having 
established a few years before the principle of de gustibus non 
est disputandum for economics,60 by stressing which Sombart 
later created such a sensation at the Vienna meeting of the 
Verein fUr Sozialpolitik. Croce discovers the first principle of pure 
economics in constantly following an egoism which is independent 
of all moral considerations, whereby he necessarily reaches a sub­
jective attitude toward economic phenomena. This leads him into' 
a heated discussion against the objective attitude of Pareto and 
consequently against the mathematical method in general, his ob­
jection being that it can offer at best only a more or less imperfect 
representation but never at the same time also an explanation of 
socio-economic relationships. 
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7. General Tendencies in the Development of Method 

The various procedures which we have mentioned above,-the 
mathematical, the unmathematically deductive, the "positive," the 
statistical, the historically inductive and the sociological,-have 
been the chief tendencies in the development of French and 
Italian economics in the first quarter of the twentieth century. It 
is a program which is rich in material and which is not so easily to 
be summarized. Its manifold variety is increased by the fact that 
the types, as we have had ample opportunity to notice, are repre­
sented in their purest state by only a few writers. Most economists 
stand somewhere in the middle between two or even more of these 
main tendencies and, owing to their eclecticism, show marked dif­
ferences from one another. This very eclecticism, however, brings 
about by degrees a reconciliation of the various methods, and the 
scholars gradually agree as to what may be expected from this or 
that method for the furtherance of our science. In this way a di­
vision of labor is attained, whereby the different methods become 
parts of a larger entity, developing systematically, in which they 
meet, no longer in a spirit of enmity but in more or less friendly 
and peaceful integration. If one wishes to discover the position of 
the opposing forces, it would appear that the chief tendency, in 
france as w.ell as in Italy, is the steadily increasing predominance 
of the mathematical method, whereas the purely historical method 
is slowly losing ground. Between these opposite poles, the posi­
tive, the statistical and the social methods hold their own with 
tenacity. 

8. No Innovations in the Systematization of Economics 

No worth-while discussions about the systematization of the 
economic sciences have taken place in France or in Italy since the 
beginning of thJ century, nor has a new branch of our science ap­
peared. The development continues in more or less fixed grooves, 
and the science is not in such a perpetual state of ferment as we 
have noticed in the German-speaking countries. We shall touch 
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later upon the various attempts at reform with reference to the sys­
tematic arrangement· of the individual groups of problems within 
economic theory. The weak skirmish which takes place in Italy 
over the closer union of the "Ragioneria" (corresponding approxi­
mately to what is called in America business economics) with 
economic theory, has not been able to claim ,the attention of 
broader scientific circles.81 Gino Aria published during the war a 
thorough and theoretically well-grounded system of business 
economics, which appeared as an independent EconomitJ commer­
CialB,1I a separate science which corresponds to the newer and 
similar book of the Frenchman, P. Clerget.88 The validity of this 
was as little discussed from the point of view of system as .the 
similar, though much more modest, attempt of V. Tosi to build a 
system of Industrial Economics,8t a theory of industry based on 
private economics. Exhaustive researches have also been made in 
problems of world economics, and the World War has given birth 
in the Romance countries to some excellent studies of its eco­
nomic aspects; but no one dreams of maintaining the validity of an 
independent world or war economics. Neither the French nor the ' 
Italian mind has any disposition for discussions which deal only 
with the method and systematization of the sciences. 



CHAPTER II 
. 

SYSTEMATIC IDEAS 

IN THE first quarter of our century both France and Italy have 
been fairly productive of new theoretical systems. The very vari­
ety of the leading methodological tendencies was bound to bring 
forth a large body of doctrines which attempt to embrace system­
atically the . whole of economics from the point of view of one 
particular method. It is largely through the power of logical per:' 
suasion and the scientific success of these systems that the method 
which underlies them finds its relative position in the struggle 
with others. 

I. System 0/ the Lausanne School 

Undoubtedly the most important recent economic development 
in the Latin countries has been the mathematical school. It had re­
ceived a rich inheritance from the writings of Walras and, later, 
of Pantaleoni in the closing decades of the nineteenth century 
and henceforth it was merely a question of managing and increas­
ing this inheritance worthily. The man who appeared for this task, 
Vilfredo Pareto, accomplished a highly important work. The 
course of his development went first from mathematical studies to 
theoretical economics, which he began by treating quite dogmati­
cally. Besides the strictly abstract and mathematical character of 
his pure economic doctrine, liberalism appeared to him in his 
Cout's d'economie 'P0lit;que (1896) as an incontrovertible dogma 
which no one must touch. Later on, he devoted himself more than 
ever to the analysis of economic phenomena, thus separating him­
self still further from the great facts of real social life. His in­
tellect, however, was too honest not to perceive this soon, so that 
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the second half of his development is taken up in recovering the 
way to a knowledge of actual social-economic phenomena. He de­
votes his attention more and more to other fields of social life 
outside the realm of pure economics and tries to find out, with 
an increasing range, how his economic man behaves in other social 
relationships-how for instance the other half of his being, homo 
elhicus, influences his actions. This course can be clearly seen in 
the last two decades of Pareto's activity until finally, during the 
World War, he published the crowning achievement of his studies, 
his great sociology.l Indeed, a great deal remained for Pareto to 
do. His economic theory, which appeared before his sociology but 
logically follows it, should have been brought into closer relation­
ship and in full harmony with it. To other fields also, namely, to 
the theory of finance, Pareto intended to apply the results of his 
sociological investigations for their further development. But fate 
did not grant him this, for in 1922 he died. 

Notwithstanding the looseness of Pareto's whole system, and 
its consequent lack of temporal sequence, we shall, even in a 
short survey of his economic doctrines, deal first with the princi­
ples of his general sociology. This is all the more necessary since 
its chief ideas are clearly to be found, although in an undeveloped 
form, in his earlier works. The first thing is to distinguish in hu­
man actions the unlogical ones-those which cannot be referred 
to reason, and in which beliefs and feeling predominate-from the 
logical ones, in which the means tend in an orderly way toward 
a goal. Pareto then analyses clearly the inner workings of these 
various activities and their influence on human culture and attains 
in this way, by synthesizing the results of his study, a theory of 
social equilibrium. By this he understands the equalization of all 
forces which operate in social life and of the obstacles which 
hinder them; an equilibrium that not only is static, but also ap~ 
pears, in the process of social evolution, as dynamic. Throughout 
this whole process of thought one can detect a flirtation with his­
torical materialism. 

That which corresponds to this conception of general social life 
in Pareto's economic theory is the central doctrine of economic equi~ 
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librium, which is supposed to explain immediately all those 
phenomena, about which economic theory has up to the present 
been totally in the 'dark or else turning helplessly in a circle, Here 
too economic forces such as wants are opposed by obstacles, such as 
the wants of others just as i~ commercial life productio~ and con­
sumption, in the distributioJ?- of goods the prices on the labor 
market and those on the produce matket, have a tendency to re­
main in constant equilibrium. Walras.had already used this idea of 
a tendency toward equilibrium to explain the most important social­
economic relationships and Pareto's. merit is to have compre­
hended it more exactly, to ~ave enlarged its horizon by applying 
it to the interplay of mere desires and obstacles and to have used 
it in certain fields of economic life which Walras had not analysed 
mathematically to a sufficient extent. According to the last point 
of view the most important facts to be considered are the theories 
of production, of international trade and of foreign exchange, all 
of which Pareto endeavored to develop with reference to the prin­
ciple of economic equilibrium. 

In his chief economic work, the Manuale,2 Pareto offers us a 
complete theoretical system based upon these principles, which 
differs from the above-mentioned Cours (published ten years be­
fore) not only in arrangement, but also in a few leading ideas. 
Pareto refers to his own previous work in the introduction and 
readily admits that he is not in a position to prove empirically the 
sole validity of liberalism of which he had formerly been such 
an ardent advocate. Fundamentally, even in this work his theories 
are based upon the idea of marginal utility but, in order to avoid 
a disturbing ambiguity of expression, he coins the word "ophelim­
ity" for subjective utility. Whereas· in the Cours he still looks 
upon· the ophelimity which has reference to a particular good and 
to a particular moment as a certain magnitude, in the Manuale he 
merely retains the assumption that the individual can judge at 
any time which of two or more goods gives him the greatest 
ophelimity. In order to throw more light on wants, Pareto also 
makes use of the curves of indifference which he found in Edge­
worth and then 'develops, principally with their help, his indi-
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vidual theories. In his exposition he makes use to a high degree­
as we have already said~f mathematical signs; although in his 
restless efforts to attain the truth in economic life, he occasionally 
employs other methods as well. It would do Pareto an injustice to 
accuse hi~ of methodological bias or narrowness. 

Although Pareto's system made a great impression on scientific circles 
in Italy and France, it was followed by no such discussion as we have 
noticed after the publication of important systems in German science. 
His adherents, as for instance,' Luigi Amoroso,8 burst into torrents of 
praise of the master's work and try to comment and enlarge upon his 
individual theses, whereas more distant economists, as for instaJtce Vito 
Volterra,' at most merely point out a few holes in his theory. The 
Frenchman G. H. Bousquet is the one who deals most thoroughly 
with the doctrines of Pareto. Although he brings out all the merits 
of the master, he cannot suppress some qualms with reference to his 
excessive use of the mathematical procedure.;; The recent criticism of 
U. Spirito. -is.directed especially against Pareto's social-philosophical 
views.8 Besides these writers, even the adherents of partly opposed 
tendencies are somewhat reserved in their objections ,against Pareto, as 
we have already mentioned when speaking of Benedetto Croce. This 
can be traced back to the extraordinary importance of Pareto's work, 
before which even his enemies had to bow. 

Pareto's influence is felt in the compact, but for that reason all 
the more substantive, system ot Enrico Barone.7 In the arrange­
ment of his material, as well as in his mathematical exposition he 
follows his master, though he is able at the same time to advance 
some original ideas in his concise synthesis. 

If purely theoretical discussions play a considerably more important 
role in Pareto's system than the presentation of actual facts, this is 
still more the case with Barone. He emphasizes the fact, however, 
that his work although meant as a text-book can only be considered by 
such readers to whom the necessary factual material is already known. 
As with Pareto, his central doctrine is the theory of economic equilib­
rium and it is from this aspect that he undertakes to' determine the 
rules to be observed in the various divisions of economic life. The 
best parts of his book are the fifth and the' sixth where he offers an 
explanation of the formation of prices under producers' monopolies, 
as is the case in an age of modern trusts and combinations, and where 
he analyses economic crises. Here he starts with a searching criticism of 
the doctrines of Rodbertus and Marx and tries to ·explain the period-
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ically recurring crises through the cyclical movement which results 
from the te~porarily uneven possibility of a corresponding investment 
of savings. Unfortunately the formal structure of Barone's work is 
far below its intellectual level in excellence. This is the only reason why 
it has not attained the popularity which it really deserves for its scientific 
merits. 

In _a similar frame, with the same intentions and, we can add, with 
a success not far below that of Barone, A. Roberto Murray published a 
small systematic survey of the main problems of economic theory.8 We 
have mentioned above how Murray, in the course of his methodological 
studies, clearly recognized how narrow was the field in which mathe­
matics could. be applied. In this narrow field, however, he moves all 
the more surely. Relying on Pareto's theory of equilibrium he deals 
not only with the questions treated by Barone but throws light espe­
cially on the problem of credit and a few difficult points of international 
trade in which he attempts a solution from the unitary point of view 
of the economic equilibrium. After the war Murray published his system 
in French in a considerably augmented form.9 Luigi Amoroso, in his 
university lectures, made a successful attempt to create a compact the­
or~tical system out of the principles of the Lausanne school.lo He too 
is one of those adherents of the mathematical school who never for­
get what is to be expected from their method and where those economic 
problems begin in the study and solution of which other methods must 
be employed. He makes independent contributions to the theory of 
economic equilibrium especially through a careful and delicate working 
in of the time-element with respect to problems of equilibrium. To 
this is joined his analysis of interest based on the same principles. No 
less interesting is his analysis of value as well as his theory of consumer's 
equilibrium and producer's equilibrium, the scientific importance of 
which has been recognized by authorities such as Edgeworth.ll Amoroso 
has recently had an interesting discussion with U go Broggi, which 
turned around fundamental aspects of the mathematical theory of the 
Lausanne school.12 

The outline of E. Caesari,l8 which keeps fairly close to Walras, is 
remarkable for its clear and concise formulation of ideas. Next to a 
faithful reproduction of the theories of the Lausanne school he 
lays the most stress on those problems of economics which have not 
been exhaustively treated by this school. For instance, by means 
of his mathematical procedure he advances a theory of international 
exchange rates which is more far-reaching than Pareto's. The one 
disturbing element in his work is the fact that through discussing 
separate goods, utility, wants, etc., both in general and again in the 



SYSTEMATIC IDEAS 145 
specific manifestations of these categories there is necessarily much 
repetition and unevenness. A short mention should also be made of the 
Lectures of Gustavo del Vecchio. If In these lectures too we find a 
comp~ete mathematical system of economics in the manner of the 
Lausanne school, in which the attempt is made to solve every eco­
nomic problem by means of the one cardinal principle: that of economic 
equilibrium. The fact that because of this attempt the problems of 
static and dynamic economics, so different in themselves, are inter­
twined and offered as a unit, strikes the reader occasionally as some­
what artificial and doctrinaire. The chief strength of Vecchio lies 
in the union of Walras's and Pareto's ideas with the results of modern 
American theoretical investigation as well as in his consistent regard 
for the facts of economic life. Thus he is able to harmonize' with his 
system the problems of applied economics. Politically del Vecchio leans 
to government interference in economic life. 

Contemporary French literature does not lack concise summaries 
of the teachings of the Lausanne school. First in point of view of time 
is the pamphlet containing the lectures that Hermann Laurent delivered 
at the technical high school in Paris. In this booklet, published at the 
beginning of the century, he claims to keep in mind not so much the 
usual literary point of view but above all a scientific one.15 In sixty 
pages Laurent undertakes to offer not only a solution of the prob­
lems of pure economics, but in addition his views on a series of ques­
tions of organization, even on evolution, civilization, population, pub­
lic education, socialism, etc. He is naturally compelled to express his 
views quite apodictically and generally without the slightest proof 
of their validity, a fault that impairs the scientific quality which he 
intended. We really do not know what to make out 'of the statement 
in which he laconically declares that he is theoretically a socialist, a 
collectivist, an opponent of nationalism, but practically a liberal, and a 
good patriot. NeverthelesS, the attempt to keep as close as possible to 
Walras and to Pareto, which appears in the subtitle, is very evident 
here. The Lausanne professor, Boninsegni, blames Laurent especially 
for behaving as a mathematician rather than as an economist and for 
having sorely neglected the specific economic points of view through 
a kind of "chrematistic" bias.1s A few years later Boninsegni himself 
issued a concise Handbook,1T in which he deals more thoroughly and 
scientifically but with considerably less clarity and acuteness than did 
Laurent with the theories based on economic equilibrium and on the 
principle of ophelimity.18 The system of E. Antonelli, is less independ­
ent, but more useful. IS He goes back to the teachings of Walras and 
sets himself the task of giving a clear exposition of the main tenets 
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of that scholar, defending them in their original form against newer 
interpretatio-\ls. He retains Walras's assumption of an independent stand­
ard of subjective utility, a somewhat shaky hypothesis, which has 
meanwhile been successfully criticized by American theorists and, as 
we have already mentioned, also by Pareto. Contrary to most of the 
mathematicians whom we have already named Antonelli limits him­
self to problems of pure economics in the narrower sense: exchange, 
production, distribution, credit and circulation of wealth. For this he 
presupposes individual responsibility and perfecdy free competition. 
More recently Antonelli showed himself especially anxious to lay a 
proper philosophical and theoretical foundation for a more elaborate 
development of his system.20 His attempts' at a realistic, historical social 
exposition are quite successful. The Lausanne idea of economic equilib­
rium lies also as the heart of the system 21 in which F. Divisia tries 
to develop the traditional economic theory by adding to it a further 
equation between the quantity of money and the exchange of goods, 
somewhat like the well-known formula of Irving Fisher. Although he 
makes ample use of the mathematical method, Divisia also points out 
the limits beyond which more is to be expected from other methods. 

2. EclectiCally built Ahstract-deductive Theories 

.We cannot sufficiently praise the small book in which Bernard 
Lavergn~ boldly sketches a system of economic theory.22 Of the 
Lausanne school he retains only a few more formal viewpoints. 
On the whole, he relies upon the pure theory of marginal utility, 
and tries to work out its principles in every problem of economic 
theory. Besides a few original ideas, to which we shall return 
later, the clever structure of Lavergne's system is especially note­
worthy, since through it he gives us an entirely individualistic 
continuation of the main tenets of the Lausanne school. He tries 
to deal with the phenomena of economic life according to different 
markets, such as the market for consumption goods, the gold and 
credit markets, the producers' market (raw materials, labor, cir­
culating capital, etc.), or the market of "capitaux producteurs," by 
which he means fixed capital: land, buildings, machinery, etc. This 
last market is governed by the principle of differential utility or of 
absorption of excess profits, according to which all savings which 
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are made possible by production are absorbed in the rent. If Ri­
cardo's theory of rent is noticeable here, Lavergne tries to bring 
the rest of his work into close contact with the most modern re­
sults of psychological economics as well as into harmony with the 
position of the Lausanne school. 

Entirely different from these slight systematic surveys is the 
imposing system published by Leon Clement Colson, professor 
at the Ecole des Ponts et Chaussees.23 First of all we can see, if 
only from its outward appearance, that it is by far the most com­
prehensive economic system published in France in the present 
century. Colson's position is essentially different from that of the 
other adherents of the mathematical method which we have men­
tioned. He descends from the liberal school of French economics 
and remains on the whole, however much he may make use of 
mathematical exposition, an adherent of classical economics. He 
considers the mathematical method useful for exposition only 
and not, as the Lausanne school does, as a method of investigation. 
He tries to reach his theoretical conclusions through simple de­
ductive processes of thought and then translates these conclusions 
into geometrical form, in order to make them more intelligible. 
Substantively,. too, his theories are nearer to classical views than 
to modern tendencies: his theory of value is based on Adam 
Smith. He is closest to Marshall of modern economists, especially 
in his theory of price, although he claims not to have known the 
Englishman'S theories when he wrote his book. Undoubtedly the 
influence of Leroy-Beaulieu is evident, as well in the treatment 
of individual questions of theory as in a great part ··of Colson's 
views on economic policy. 

Only the first volume of his work deals with pure economic theory. 
The other five volumes take up questions of practical economics, includ­
ing public finance. They contain a wealth of factual data, part of which 
is of interest only for technical teaching. This is especially true of the 
last volume where questions of transportation are treated with great 
thoroughness and knowledge of the facts. The leading aspect of Col­
son's work is its liberalism, the principles of which he developed also in 
a separate work,24 although he did not cast it in a stiff dogmatic form. 
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He shows much acuteness as well as party spirit in his attacks on govern­
ment interference, but in certain questions such as protection of workers 
he realizes the necessity of moderate state legislation. 

After the Manuals of Pareto, the most important system in 
modern Italian economic theory is the well-known comprehensive 
text book of Augusto Graziani.25 It stands below Pareto's work 
from the points of view of profundity and originality. His in­
tention to write a text book has occasionally prevented him from 
going to the root of certain problems and a certain eclecticism, 
although in the best sense of that word, is very evident in his 
work. He is not even so partial to the mathematical method as 
Colson, for although he recognizes its validity he has a poor 
opinion of the services which it has already rendered to economics 
or which one may expect from it for the future. He believes that 
even the most abstract theories can be expressed in ordinary speech 
just as well as in mathematical formulas and more simply. 
Graziani is today one of the most distinguished representatives of 
the theory of marginal utility as expounded by Menger and 
Bohm-Bawerk. In certain problems; however, he willingly resorts 
to the classical school, in which cases it would be hard not to recog­
nize the influence of Marshall. Thus in his theory of value he is 
impressed by the idea of a kind of natural or normal value which 
is to be referred to the greatest costs of production, i.e., ~o the 
costs of marginal producer. Although we find in Graziani's work 
a few other similar attempts to synthesize old and new theories, 
he is as a rule interested in the most modern problems of economic 
theory in which he exhibits unusual knowledge and skill. Espe­
cially noteworthy is the way in which he applies the idea of mar­
ginal utility to his theories of production and distribution, thus 
making a valuable contribution to our science. Graziani follows 
the classical system in the arrangement of his system, starting, 
after a preliminary exposition of the function of economics, with 
the theory of production, going through the circulation of wealth 
to the theory of distribution, and ending with a study of the tech~ 
nical side of commercial life. He claims to be an adherent of liber-
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alism though at times he seems to join to it certain tendencies 
toward socio-political ideas. 

The works of Colson and Graziani lead us to consider those new 
systems which stand between modern theory and the doctrines of 
the classical school. Viewing on the one hand his mathematical 
method of exposition and on the other the general tendencies of 
his teachings, Colson really belongs to this group and even Gra­
ziani discloses certain endeavors to unite these two tendencies. 
Perhaps the most fruitful inherent union of classical theory and 
the modern school of marginal utility is to be found in the sys­
tematic outline of Camillo Supino.28 

Supino exhibits a conscious eclecticism by trying to give a systematic 
survey of the latest results in all the different schools of economiC in­
vestigation. In his views on economic policy he is inclined to be a pro­
fessorial socialist; for the solution of some of the problems belonging 
to practical economics he uses the results of the historical school; 
whereas in theoretical questions, with which most of his books deals, his 
position midway between the classical and the modern psychological 
schools is most evident. In his theory of value, for instance, he is an 
adherent of the latter, whereas in his theory of wages he is influenced, 
with certain limitations, by the classical wage-fund theory. Noteworthy 
is his attempt to derive the validity of the lex minimi for economics 
from the feeling of pain associated with work and effort. 

This idea, somewhat differently presented is one of the first principles 
of the system which Ghino Valenti 21 published two years later. With 
him the principl~ of hedonism becomes the law of tornaconto which 
he makes the basis of his theory of production: the producer endeavors to 
secure the greatest possible return or, in other words, to attain the great­
est possible producer's surplus. Valenti deals with this theory and with 
others, such as that of wants, of economic goods, etc., in the first part of 
his work, which is devoted to problems of "individual economics." This 
treats of questions of isolated individual' economics, as well as of those 
which arise from the special relationships between society and the indi­
vidual. In the second part, value, price, circulation of goods, distribu­
tion, etc., are studied as phenomena of social economics. Whereas 
Supino tends more toward the Austrian school Valenti, in so far as he 
takes stock of modern theory, is closer to Pantaleoni and the Lausanne 
school. For instance, he uses certain elements of the theory of economic 
equilibrium, which he applies especially to his explanation of price. 
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While the modern parts predominate in the system of Supino, in the 
case of Valenti they are overshadowed by the classical school. As an 
example, he explains value quite according to the classical pattern by 
the cost of production, and in distribution he is unable to accept the mod­
ern theory of imputation. Consequently he attacks the mathematical 
school on many points. This provoked numerous answers; e. g., that 
of U mberto Ricci 28 who blames Valenti for decrying the mathematical 
method although he recognizes his contribution to science. 

More recently G. H •. Bousquet has outlined a system 29 which ex­
hibits an attempt to form a logical union of the Lausanne tenets with 
the results of the Austrian school of marginal utility; even the many 
years which he devoted to fathoming Pareto's viewpoints could not 
induce him to become an adherent of the pure mathematical attitude. 
In addition, Bousquet is inclined to diminish the importance of pure 
theory in relation to the other parts of economic science. He thinks, for 
instance, that the theory of applied economics should be taught before 
pure theory. 

C. Bodevelle has had little success with his attempt to mediate be­
tween the old and the new theories. In an original, but quite inadequate, 
systematic frame he places the theory of division of labor in the fore­
ground, develops a subjective theory of value and, in questions of eco­
nomic policy, claims to be an interventionist. 

3. The Classical Liberal Group in France 

In Italy, the doctrines of the classical school have been able to 
hold their own only by remaining in close connection with modern 
theories. The case is different in France where, besides defences 
of the unmathematical method, the new century has seen some re­
markable systems of economics which are almost entirely based 
on classical theory. 

First of all we must mention the new editions of the works of Paul 
Leroy-Beaulieu,80 and of Yves Guyot,81 which were first published in 
the last century. In these the natural laws. of classical economic theory 
appear in their perfect_ original form. The more uncompromising is 
Guyot who mercilessly attacks all forms of socialism and government 
interference, whereas Leroy-Beaulieu has some respect for the historical 
method and in certain questions makes concessions to government inter­
ference. He does not wish to be associated with any school and recog­
nizes only Adam Smith as his master. At the beginning of the century 
Gustave de Molinari published as a defence of the fundamental prin-
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ciples of liberal and individualistic economics a few works which did 
not embrace the whole field of the science, and in his last book 82 he 
again expounds his principles, defended during two generations, and 
this time applied to modern questions: "Presque arrive aux limites de la 
vie humaine-je suis main tenant dans rna 92° annee-je vais publier 
mon dernier ouvrage. n concerne tout ce qui a rempli rna vie: la liberte 
des echanges et la paix ••• " Another enthusiastic defender of eco­
nomic liberalism is the Italian, Luigi Einaudi, in some of his rather un­
systematic works." Einaudi's chief contributions lie, however, in the 
field of public finance. 

Among the more important new systems, also classical and liberal, 
which have appeared in France in the last twenty-five years, we must 
mention first in point of time the work of Octave NoiH,u a professor at 
the tcole des Hautes ttudes Commerciales. He is a faithful adherent, 
in his whole intellectual complexion, of the school of Bastiat. He refers 
all economic eVIls to an ignorance and neglect of the eternal economic 
laws which the classical school recognized and which he tries to present 
in a new light. Nevertheless he relies upon thorough historical investiga­
tions and he has gathered together a goodly store of factual data. He is 
also able to make his demands for the protection of labor harmonize in 
theory with his consistent liberalism. 

Two other professors, a Parisian, Henri Truchy,811 and one from 
Brussels, Maurice Ansiaux,88 published after the war systems which 
belong to the classical liberal schoo1. Both retain certain elements of 
the theory of marginal utility, especially to explain economic value. 
This is, however, only a forced concession to modern theoretical 
tendencies and both writers hurry back to protect themselves be­
hind the walls of classical thought. 

Truchy compresses the thedretical part of his work to a minimum: the 
most important problems are disposed of in one or two pages; a few 
words suffice for an explanation of supply and demand as well as for 
the formation of prices; whereas he plunges into hundreds of pages 
over problems of practical economics. The whole value- of the book lies 
in the amount of data which he has amassed. Truchy has also worked 
out with remarkable care the role of capital in production and he has 
successfully emphasized the relation of distribution of income to the 
formation of prices. His liberalism is by no means dogmatic: at times 
he allows other attitudes full scope, and he is especially partial to the 
ideas of Gide of whose system, to be mentioned later, Truchy's work 
often reminds us, even in its outward form. Ansiaux goes considerably 
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deeper into the study of theoretical problems, and the thorough method­
ological foundation of his system is especially successful. He tries to build 
his theoretical structure on a secure foundation from the psychological, 
technical and legal points of view as well as from a profitable study of 
a few questions of economic organ.ization. The fine distinctions which 
he draws in discussing the interplay between supply and demand and 
the elasticity of these two factors is of lasting scientific value. In general, 
his theoretical system is characterized by a constant realistic trait: he is 
always trying to illustrate his theories from the social point of view and 
to make them harmonize with the experience of practical economic life. 

4. Rationalistic Systems without Theories of Value 

Before we go on to those economic systems which exhibit even 
more realistic tlflits, so that the deductive method is almost dis­
placed, we shall deal briefly with a few attempts whieh are in­
deed far removed frorri classical theory in essence but which, 
owing to their rationalistic strain, possess some close points of con­
tact with it. The concise system which Alberto Zorli published at 
the beginning of the century 87 remained almost unnoticed, in 
spite of the high reputation which the author enjoys among Italian 
scientists. The original and noteworthy ideas of the work have 
suffered from the unusual form in which they were couched. Zorli 
comes from the study of public. finance and, true to his general 
theories, tries to form out of this field a principle for the explana­
tion of all eco~omic activity. He considers state finance a great co­
operative undertaking characterized by compulsion, in the manage­
ment of which the balancing of assets and liabilities appears as in 
any private enterprise. The undertaking, or the business, is the final 
irreducible social unit for economics as well as for theoretical re­
search. Economic theory, therefore, has to deal not with aggregates 
of goods but always with aggregates of persons and g2.ods and 
it should study the interactions of these: the manner in which an 
asset or a liability arises for private undertakings and for the sum 
of these constitutes political economy. In this framework, there 
is no place for the traditional theory of value, which is replaced by 
a theory of "economic convenience." 

The founder of the theory of economic convenience, which 
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Zorli uses in place of value and which we shall discuss more fully 
later, is Ulisse Gobbi. Whereas Zorli endeavored at the beginning. 
of the century to work this theory into a system which covered all 
of economic theory, Gobbi did not publish till after the World Vfar 
a system based upon this doctrine.88 

In his comprehensive work, Gobbi expounds his own independent 
system, which is quite different from the one usually followed by the 
French and Italians and which closely resembles that of German text­
books. He emphasizes especially, and has a preference for, questions of 
private economics and law and neglects the historical aspect in his entire 
exposition. In the first part, which deals with pure abstract theory and 
makes use of the mathematical method, he develops above all his funda­
mental principle of economic convenience and supplies an introduction 
which is thoroughly methodological, analysing the fundamental con­
cepts of economics. Next come the theories of price and distribution; in 
which the various kinds of income are referred to the mechanism of de­
mand and supply. Not till the second part of his work does he bring in 
the social environment and the aspects of practical economics and in 
this he starts with a discussion of questions of organization and of prob­
lems of political economics. This arrangement engenders a certain 
amount of repetition: the same problem is sometimes treated theoreti­
cally in the first part of the work and practically in the second. Socially 
Gobbi claims to be a mutualist. 

Like Zorli and Gobbi, the Frenchman, Charles Bodin,S9 has dis­
missed the theory of value from his system. He still holds to the 
concept of value but assigns to it a very subordinate place. He de­
clares war on the theory of marginal utility as well as on the clas­
sical theory, reproaching the former for confusing the concepts of 
utility and desirability and the latter for not distinguishing suffi­
ciently between the pure psychological concept of value and objec­
tive economic relationships of exchange. His system is based on. a 
theory of exchange of which the starting point is the assumption 
of an equilibrium between the mutual advantages of the exchang~ 
ing parties. 

As we have already remarked, he considers economics the science 
of the working of human endeavors and. in this light he tries to arrange 
the concepts of economics with the help of a new and difficult terminol­
ogy and arrangement. Although he goes about it in the most abstract 
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way"he is ~f the opinion that our science is in the last analysis teleological 
and practical in character. We shall have to wait for the publication of 
the second volume of Bodin's work in order to judge the value of his 
views. Those which have appeared so far are principally morphological 
and methodological. We shall then be able to see how far he succeeds in 
using the extremely difficult ideas of this "economie simple," to explain 
the complicated phenomena of real economic life: with these he intends 
to deal under the title of "economie complexe." 

5. The After-Effects of Historical Relativism 

Among the systems which stand between classical deduction and 
historical relativism, we may mention those of Camille Perreau 40 

and Bertrand N ogaro. 41 

Perreau is still very much influenced by classical theory. He recog­
nizes the validity of most of its laws but uses these in his system only 
insofar as they seem to throw light on the phenomena of practical eco­
nomic life. As regards the remainder his attitude is thoroughly realistic 
and consequently he always studies the problem of economics from their 
historical and practical social side. On the whole Perreau claims to be 
a liberal. In certain cases, however, he makes use of induction, and 
points out the natural and social factors which justify, for instance, 
agrarian or industrial protection. He does not pretend to offer new and 
original theories and looks upon his work merely as a text-book. Nogaro 
stands even closer to realism. He gives his system a broad social basis 
and resorts to abstract theorems only in case of' need and even then, as 
in his curves of supply and demand, only very cursorily. With reference 
to the problem of value, in accordance with his realistic social attitude he 
is interested only in the question of exchange value which he is inclined 
to solve in a rather objective sense. At the core of his whole system is his 
well-known "chartalistic" quantitative theory of money, with which 
he tries to associate the remaining problems of political economy. He 
takes an especial interest in questions of organization which leads him to 
a noteworthy theory of crises. This is built upon the idea of a constantly 
necessary equilibrium in production. 

The modern French literature possesses a system devoid of all 
abstract theories in the comprehensive outline of Professor Charles 
Brouilhet U of Lyon. Even before this, he published a work in 
which he claimed to offer a purely objective account of the pre­
vailirig economic controversy; but between the lines he attacked 
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all abstract-theoretical doctrines and all hypotheses.4a Brouilhet's 
attitude is fundamentally the same as that of Stammler and Diehl 
in Germany. His chief idea also is the constant stressing of the so­
cial and especially the legal conditions of all national phenomena. 
But whereas in Germany an attempt is made to unite this attitude 
with the leading contemporary theories, Brouilhet abandons him­
self to a complete relativism, under the influence of which he is 
inclined to recognize a provisional validity, depending on time and 
place, in the laws of value and price as well as in all other economic 
theories. 

He considers an analysis of the phenomenon of value quite unneces­
sary for an understanding of economic factors. He refers· the origin of 
prices and of distribution to social forces: to the contest between buyers 
and sellers on one side and those interested in production on the other. 
Brouilhet also rejects the general arrangement of economic theory 
which he replaces by a new attempt to treat the main fields of economic 
life in independent divisions. He expects to find the solution of social 
questions in a kind of unrevolutionary syndicalism; a union of em­
ployers and employees in a great, integral league of interests, without 
believing in the possibility of a perfect concentration of production or 
consumption which would quite suppress the mediating activity of com­
merce. 

6. Solidarirtie Social Ideas 

Gabriel Tarde approaches economics with the aim of studying 
social life in its broadest aspects. The economic system which he 
has outlined is characterized by a remarkable unevenness.44 On the 
one hand we perceive Tarde's extraordinary broad horizon, which 
embraces parts of nearly every science besides possessing a brilliant 
philosophical equipmentJ and. on the other hand we note his in­
adequate knowledge of the real meaning of economic life as well 
as of the latest results of economic theory. This inner discord gave 
birth to a hybrid, "economic psychology," which contains certain 
brilliant, detached ideas and an artificial systematic framework 
which i~contrary to truth, and unadapted to the specific quality of 
economic phenomena. Tarde's system is above all metaphysical, 
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well suited to all the phenomena of being, and sufficient as a 
framework for his "interpsychological" sociology: all the more 
reason why his attempt to force a system of economics on the same 
Procrustean bed should be dOOlned to failure . 

. The three categories of adaptation, repetition and- opposition 
prevail, according to Tarde, in the whole organic and inorganic 
world, and the phenomena of social and spiritual life are also 
ruled by these three same categories. The manner in which he 
founds his sociology upon this basis reminds one in part of the 
corresponding views of Othmar Spann. Tarde too stresses the 
spiritual bond which exists between separate individuals; but he 
calls this bond "interpsychological," whereas Spann calls it "uni­
versalistic." Within this bond, there is, according to Tarde, a uni­
versal tendency for the behavior of an individual to be imitated by 
the rest. If the evolution ~f the environment compels man to 
adopt a new and different behavior; i. e., to adapt himself, and if 
the way to this appears in the shape of an invention, this is imi­
tated by the others; i. e., repeated. Therefore the categories of 
adaptation and repetition appear in social life as discovery and 
imitation. If different harmonious entities, composed of invention 
and imitation, come together in social life, either they can supple­
ment each other or else a sundering is possible only through a con­
flict which is the sole way in which they can attain a still higher 
harmony. Wherever such a conflict takes place in social life, we 
have the third' universal category-that of opposition. 

Tarde tries to make economics, like all the other sciences, fit 
into the scheme of these three fundamental categories. First of 
all he is bold enough to try and prove that all traditional eco­
nomics has worked with erroneously formed concepts, and that 
therefore its whole structure is wrong. He attempts to show espe­
cially that the concept of value is not specifically an economic one, 
but a much more general one, which can be met in various forms in 
all the social sciences. In the same way, he blames traditional eco­
nomics for treating production and consumption, the circulation 
of wealth, distribution, etc., from totally wrong angles. In order 
to erect a satisfactory new structure in place of what he has de-
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molished, Tarde separates all economic phenomena according to 
the three categories' and tries to build his system upon this founda­
tion. Under the category of imitation he places wants, since one 
is always stimulated by them to continuous production, as well as 
labor, money and capital, all of which increase in importance with 
production. Under the category of opposition belong phenomena 
which arise from economic conflict: the formation of prices, com­
petition, crises and the various other phenomena of bUsiness cycles, 
rhythms. Under economic adaptation he treats finally of inven· 
tion, property, exchange, and unions. In discussing these, he also 
exhibits his views on economic policy, which tend toward a realiza­
tion of the real idea of solidarity in the shape of a thorough co­
operation of all activities in economic life. 

We can see, even from this slight sketch of Tarde's system, that it 
contains some fruitful ideas, which open out onto broad horizons, but 
which are mixed with factual errors and an artificial scholasticism. This 
distinguished sociologist has been praised for his economic endeavors by 
certain authors; e. g., Ernest Mahaim,u August Dupont 48 and Maurice 
Roche-Agussol; <IT but some of the most important writers in the field 
of political economy have accused him-not without reason--of dilet­
tantism. 

Tarde's economic doctrine culminates, as we have seen, in the 
praise of the idea of solidarity. Following his work, we come to 
the scientific leader of solidarity and the co-operative movement in 
contemporary France. The economic system of Charles' Gide was 
published, it is true, in the preceding century,'" an:d has appeared 
since then in numerous editions and translations. Before the war, 
however~ Gide published, besides repeated editions of his earlier 
survey, a new one, twice as large, in which he expounds his system 
more thoroughly.n This book gives us the opportunity to discuss 
Gide's economic views within the framework of our present con­
siderations. 

Gide comes from the historical school of economics, although 
his teachers were Auguste Comte and other French sociologists. 
Of the two German historical schools, Gide is closer to the older 
one. He studied for some time with Roscher but could not accept 
him unreservedly. Although he naturally considers the problems 
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of economics first of all according to their historical and social as­
pects, he recognizes the validity of economic laws, although not 
in their naked, apodictic form, and can give excellent reasons for 
their defence. He tries to realize this conciliation, which he has 
effected between the historical and the theoretical attitudes, also 
in his own theoretical views between classical and modern doc­
trines. The way in which he does this is somewhat similar to that 
of Marshall. This is especially the case in' his theory· of value 
where Gide tries to draw upon and harmonize both the subjective 
and the objective principles of explanation. Gide's larger' work 
owes its popular success also to this impartial regard for all the 
main currents of economic investigation, the clarity of its exposi­
tion and the perfection of its style. Whenever he comes upon 
problems which touch upon his own solidaristic attitude toward 
economic policy, he always criticizes himself, so that his discourse 
never appears to be inspired by prejudice or propaganda. This is 
not the case, indeed, with his numerous other writings, in which 
he defends the idea of solidarity with singularly perfect dialectic, 
and awaits the abolition of the wage system and of all other in­
stitutions which he considers as not entirely ethical and under 
which society is now suffering, from the future development of 
the co-operative movement; 

The slight survey of all economic theory that Georges Valois 110 

published after the World War expresses the idea of a social re­
form based upon mutual help, not in a co-operative form but in 
one of unrevolutionary syndicalism. This booklet cannot be men­
tioned in the same breath with the work of Gide. The latter offers 
us the ripe fruits of long and studious experience whereas Valois, 

. insufficiently acquainted with economic literature and intoxiCated 
with the sense of victory engendered by postrwar days, olfers us 
the outline of a bold system which contains interesting points but 
which also exhibits obvious imperfections and contradictions. 

He is especially opposed to Marxian socialism, and tries to replace the 
main principle of this tendency, historical materialism, by an entirely 
idealistic conception of cultural evolution. He objects as strongly to 
liberalism, the origin of which, as well as of most of the chief social 
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errors of the 19th century, he traces to the basic evil of the subjective 
theories of value. A, similar evil is the explanation of the formation of 
prices as due to supply and demand; for, according to him, these theories 
obscure the idea of one right normal price which can only depend upon 
the degree of costs of production. In the economic structure which he 
built upon these foundations and which deals partly with practical 
problems of contemporary politics, many heterogeneous elements are 
united under ,the same heading; the most difficult questions are simply 
omitted; and the whole process of thought resolve~ itself into what is 
at times but a verl;lose prophecy of nationalism and syndicalism. Valois's 
position as leader of the French Fascists has enabled him to make a great 
deal of propaganda for his work. This is also the purpose, 9f his periodi­
cal, L'Economie Nou,!!elle. 

Not only did scholars~ such as Rene Gonnard,U object to the U/l­
scientific character of his work, but writers of Christian-socialist tenden­
cies accused him of a hypocritical idealism, ancl of falling into a material­
ism similar to the one which he attacked through his separation of the 
scientific, aspect of economics from general philosophical questions. An 
enthusiastic adherent of Valois, Nel Aries, has tried to defend him from 
the last accusations ,in a special work.152 

The system of Gaetano Napolitano 08 has many close analogies with 
that of Valois, for which reason we think it best to mention it here. He 
too has an almost sovereign contempt for many of the most important 
results of recent economic investigation, and objects strongly to the law 
of supply and demand, the idea of free competition, and the other prin;., 
ciples of liberal economics. On the other hand, he also attacks socialism, 
and considers the theory. of class conflict an ab~urdity. The foundation 
of his new system. is not the idea of syndicalism, as with Valois, but that, 
of Fascism, especially as expressed in the thirty articles of the new Italian 
labor law: the co-operation of employers and employees, regulated by 
the state. Instead of explaining the economic/phenomena of fascism as 
far as possible in the light of the recent developments of our science, 
Napolitano follows the opposite course and tries to do, away with all 
economic theory 'on the ground of the economic demands of Fascism. 
The futility of his attempts is har4ly altered by thefact that he is bound 
to retain, in his positive structure, many elements of traditional, and 
especially of classical, theory. 

7. The Religious and Ethical Tendency 

, Among those economic systems influenced by religion whiCh 
appeared in the Latin countries in the first quarter of our century, 
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the work' of the Belgian Victor Brants 114 stands foremost. To 
him, the most important principle of economic theory is the recog­
nition of' the divine laws of social life. All economic life is sub­
ject to religious and moral law and it is the business of sci~nce to 
investigate. how the most perfect harmony may reign under this 
rule. 

Btants is more inclined to the inductive method, but he rejects the 
exaggerations of historical relativism and recognizes also the right of 
the deductive method in economies. In his theory of distribution, he 
criticizes the proposals of the socialists but willingly justifies, on the 
other hand, the increment value tax. He considers free competition 
harmful, since it leads to rank materialism and is one of the causes of 
the periodic economic crises. In other questions, too, he is against liberal­
ism and stresses the importance of state intervention to protect the in­
terests of the socially and economically weaker claSses. He looks for the 
solution of social questions to a general return toward the ideals of the 
inner, religious life. This should be accompanied by the abolition of lux­
ury,the amelioration of the condition of labor, and other reforms, the 
main lines of which Brants derives from Thomas Aquinas.-The 
small book of the Belgian, F. Denoel,55 written in the form of ques­
tions and answers, tries to solve the most important problems of eco­
nomics according to the papal encyclical Rerum nO'lJarum, and has no 
scientific pretensions. Even less scientific is the system of the French­
man, F. Jollivet-Castelot,56 which contains a program of Christian and 
spiritualistic communism. He attacks not only materialistic and atheistic 
socialism, but also the social and economic teachings of the Catholic 
church. 

In Italy Guiseppe Toniolo planned to publish an ambitious sys­
tem of economics, based on Christian social ideas, but did not carry 
it out beyond two volumes.1iT His ideas have a broad philosophical 
and sociological foundation, and start with a definition of eco­
nomics in which the supernatural aims of man, his subjection to 
the higher laws of God, are the main factors. 

He thereby consciously sacrifices the whole independence of economic 
science for which we have struggled so arduously for five generations. 
In details Toniolo tries to adapt himself to the discoveries of modern 
theory; e. g., in his theory of value which he founds upon the principle 
of marginal utility, or in his theory of price which he derives from a 
twofold equilibrium between supply and demand, between the costs of 
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production of the seller and the marginal utility of the buyer. In the 
accond volume Toniolo expounds his theory of production. 

In structure, and in its philosophical and ethical-social frame­
work, if not in its Christian foundation, the broad systematic out­
line of Giulio Alessio, of which the first parts appeared in the 
form of a student's note-book,58 is most closely related to the un­
finished work of T oruolo. 

Alessio attracted the attention of scientific circles forty years ago 
with a work which was in essence dogmatically historical,1I in the posi­
tive part of which he tried to reconcile subjective and objective theories 
of value in an eclectic theory of social use-value, founded largely upon 
ideas of Turgot, Rau, Hermann, Bernhardi, Neumann, Schllffie and 
Knies. In that part of his system which has been thus far published Ales­
sio's chief aim is to consider the essence of national wealth from general 
social points of view. He therefore studies the ethical, social and cultural 
conditions of the economic mechanism, as expressed in the formation of 
prices, in distnoution, in the circulation of wealth and in international 
trade. An adequate criticism of Alessio's system will, of course, be possi­
ble only when it is completed. Another incomplete system is that of M. 
Houques-Fourcade,eo which is also based on social ethics. He blames 
classical as well as modern economic theory, the objective as well as 
the subjective theory of value, for not concerning themselves with jllS­
tice or morality. He confronts them with his principle of a just price, the 
standard of which is the continuance of the present social order. We find 
here the same conscious negation of scientific "objectivity," which ap­
peared at the beginning of the century with Brants. On the same founda­
tion Houques-Fourcade builds his system, of which the chief characteris­
tics are a realistic stressing of the social aspects, and a far-reachipg 
consideration oY.J>roblems of economic policy •. The two volumes which 
have been published thus far contain no theory of distribution. 

8. Socialistic Systems 

Among the comprehensive surveys of political economy written 
in Latin countries in which the idea of social reform becomes more 
prominent the most important is the work of Achille Loria.81 This 
contains an exposition of his well-known views of land reform: 
his conviction that social questions can be solved only by the free­
dom of the soil and the abolition of private property. His histori-
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cal materialism, which we have mentioned above, is also perme­
ated by this idea: he refers all human cUltural development, not 
to econonuc factors in general, but especially to the institution of 
private property. His ideas are based above all on a morphology 
of economic phenomena, and in his theory. of production he deals 
at great length with· the technicil aspects of the case. His his­
torical attitude and his modern social illustrations of economic 
problems give his work a realistic. aspect. Noteworthy also is his 
wealth of factual data. 

The actual text was put together from Loria's lectures by one of his 
disciples, Giulio Fenoglio. The new editions contain, after the earlier 
chapters on production, distribution, circulation of wealth, population 
and the state as an economic factor, three more sections, which deal 
with rent, income and insurance. Loria's system is remarkable, on the 
whole, for its proportion and for its attention to the latest results of eco­
nomic theory which, in spite of his' historical and reformatory attitude, 
he does not neglect. 

In France, the nearest approach to the work of Loria is the sys­
tem of Adolphe Landry.82 Landry is a pupil of Charles Andler, 
who did. much in France for the dissemination of state socialism, 
and an enthusiastic adherent of the German socialist, Qtto Ef­
fertz, whose doctrines have found greater favor in Latin countries 
than in his own. 

Effertz tries to treat the question of social reform in a scientific and 
unprejudiced spirit. He discusses with subtlety the possibilities of devel­
opment of a hypothetical society with absolutely equal economic rights 
and duties among its individual members.68 By distinguishing between 
means of existence and the media of civilization he reaches the conclu­
sion that in a socialistic society the decline of civilization can be prevented 
only when its members maintain the necessary means of existence by 

. dint of a quantity of labor which will at the same time suffice to produce 
the necessary media of civilization. But even this forced union of the two 
main groups of productive activity does not do away with certain diffi­
culties caused by the problem of population. The "ponophysiocratic" 
system of economics that Effertz finally proposed is something inter­
mediate between industrial and agrarian socialism. 

Landry undertook, at the beginning of the century, to give a 
clearer and more concise exposition of Effertz's doctrines in: a 
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book which was primarily a criticism of private property in pro­
ductive goods," and even in his principal work, which interests us 
here, . he is perpetually referring to the ideas of the Gentian 
socialist whom he admired so much.811 After an introduction which 
discusses the psychological and sociological foundations in general, 
he makes some interesting dogmatically historical remarks, in 
which he recognizes the former supremacy of German science, at 
least in so far as it consists of the investigation of facts and indi.­
vidual matters, but prophesies a marked change of intellectual 
leadership in the immediate future and especially an advance in 
French economic theory. He tries to show that the mathematical 
method, which he considers a branch of the general deductive 
method, cannot be used for research; but he himself employs it 
to explain matters which are already known. He has an especial 
predilection for the study of statistics and offers in his work a 
wealth of relevant material. Landry has a wide regard for modern 
theories, quotes everywhere the latest foreign works on his sub­
ject, and discusses their ideas, as for instance, the doctrine of mar­
ginal utility. We shall revert later to some of his own more im­
portant theories. On the whole we notice in his work the effort to 
harmonize the points of view of the abstract-theoretical method 
and the experimental facts of practical economic life. Of lasting 
value, for instance, is the part in which he opposes to the economic 
man of pure theory the real individual as he appears in practice. 

The Italian, Enrico Leone, although one of the most ardent 
. adherents of syndicalism, tries in his popular outline 88 to suppress 
as far as possible his socialistic views and to offer an objective and 
purely scientific treatise. As a matter of fact, his attempt is not 
always successful and there are parts especially in the second half 
of his book which are clearly socialistic. 

The first part of his work contains a purely scientific 'theory of eco" 
nomics, largely in the manner of the Lausanne school. He is careful, 
however, to make eclectic use of certain elements of classical doctrine 
and of A,ustrian theory for the solution of the more complicated prob­
lems. Nothing better proves the purely theoretical attitude of Leone, 
undisturbed by practical and political considerations, than the fact that 
he fully estimates the value of economic individualism. He even tries 
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to prove, With the help of his mathematical demonstration, that free 
competition causes the greatest benefit to all producers. This, indeed, is 
true only, of pure economic theory, in dealing with which all ethical 
considerations must be neglected. These, as well as the political and 
legal aspects of the subject, he also omits from the second part of his 
work which deals with production, circulation of wealth and distribu­
tion; and he tries to treat the questions which arise from these as purely 
quantitative problems of equilibrium. We have already hinted that he 
is less successful here than in the first part of his book. The dynamic 
problems of economic theory, which received only a summary treatment 
in the first edition of Leone's work, are studied more thoroughly in the 
second. In dealing with crises and economic evolution in general, he not 
only analyses the principal theories on the subject but also is able to 
grasp theoretically some of the practical problems of the most recent 
social-economic development. 

Entirely different is the system, which was published after the 
war, of Arturo Labriola,67 a no less ardent Italian socialist. 
Whereas Leone is anxious to remain as objective as possible, Labri­
ola emphasizes as much as possible his Marxian views. He accuses 
the whole of modern economic theory of falling, because of its 
subjective theory of value, into psychological prejudices, and of 
neglecting its specifically social character. As the master, Marx, 
taught, value can be referred back only to human labor as the sole 
means of satisfying our material wants. Labriola, nevertheless, 
does not continue to follow the theoretical path pursued by Marx. 
He follows rather a relative and "realistic" lead, and takes for 
the object of our science, "the study of the economic aspects of 
contemporary social life," which may be quite different from the 
past or the future and consequently limits himself to a study of 
modern capitalism with its industrial, agricultural, commercial and 
financial implications. He admits that social life has certain laws, 
but he thinks that they do not affect economics to any extent, and 
considers it sufficient to dispose of them in thirty pages of his 
work, under the collective title b( "Economic Logic." At the end 
of his system, Labriola tries to explain again the relative validity 
of the traditional theories of economics, by, illustrating them 
through the relations between the state and the individual. 
For instance, in the present age of state<apitalism, where the state 
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has frequently a great deal of influence on the formation of prices, 
where paper money is flourishing, and where wages are generally 
decided on ethical and political grounds, the traditional theories of 
price, money and wages, which rested upon the acceptance of free 
competition, intrinsic value of money and free understanding be­
tween employers and employes are, according to him, quite anti­
quated. It is the same with the other theories of the prevailing 
economics.-Perhaps . Labriola's system is beSt characterized by 
this exaggerated relativism. 

9. Text hooks 

After these systems, which purport to be the results of more 
or less independent scientific studies, we may mention, as we did 
for German literature, a few works which also offer a survey of 
the whole field of economics, but can be considered, only as text 
books with a pedagogical value. These books contain neither new 
theories nor an originalarrange~ent of material. As a rule they 
do not pretend to hav~ any independent scientific value. 

To begin with the works of mathematical tendenCy, We. may men­
tion the book of Giuliani Balbi,88 in which he attempts merely to give 
a clear exposition of the results of mathematical investigation. On the 
whole, he limits himself to reproducing the doctrines of Cournot and 
Pareto and almost ignores the other chief representatives of this tend­
ency such as Walras and J evons. A very useful work is the larger text 
book, of' almost a thousand pages, which Alfonso di· Pietri-Tonelli 
published after the war.U9 In this he outlines a well-built structure of 
economic theory which is based entirely on the views of Pareto. He illUs­
trates these with elaborate examples, and tries even to develop them by 
making an extended use of statistics. The outline of Lamberto Paoletti,70 
which is built upon the standpoints of the Lausanne school, has the ad­
vantage that it undertakes to conceive the questions of ,production as 
problems of equilibrium and thereby extends the theory of economic 
equilibrium. . 

The popular university lectures which H .. L. Follin, a zealous ad­
herent of individualistic and liberal views, published in the shape of a 
booklet,71 are founded upon the ideas of Bastiat and claim to follow 
Yves Guyot. Exchange, distn'bution of labor, law of supply and demand 
are the main headings according to which this system is divided. In his 
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strongly liberalistic emphasis on the importance of the economic factor 
for ·the ot.her departments of human culture, Follin approaches even a 
materialistic· interpretation, such as one is accustomed to find-in quite 
different surroundings-with the Marxists. Paul Ghio, in the short es­
says which he entitles an outline of economic theory,72 tries to defend 
the philosophical foundations, based on natural law, of moral, political 
and, above all, economic liberalism. He finds in .the principle of liberty 
the quintessence of all economic theory, which has nothing to do with 
the discussion of practical questions. U nfortunatel y Ghio opposes liberal­
ism to the S(Jcial doctrines of the church, thereby falling into fruitless . 
hair-splitting arguments. . 

The great text book of Professor Georges Blanchard,78 of Cairo, is 
quite eclectic. Theoretically he is influenced principally by the older 
systems of Gide and Cauwes, and by the more modern Colson. Above 
all, he interprets theoretical problems in the light of dogmatic'history, 
studies all the solutions that have. been proposed in international litera­
ture and then concisely gives his own opinion. This opinion generally 
consists of his adhering to one or· another of the parties without even at­
tempting to solve the problem according to his own lights. Thus, with 
respect to value, after explaining at length all the relevant theories he 
throws in his lot with the objective attitude. His work is noteworthy, 
nevertheless, for its wealth of historical and statistical material. This is 
its chief importance. In his arrangement Blanchard keeps to the tradi­
tional divisions according to production, consumption, distribution and 
circulation of weaIth.-Theeclectic work of P. Reboud'l4 has chiefly 
a didactic value. In his explanation of the elementary phenomena of 
economics he retains certain aspects of the theory of marginal utility but 
on the whole he remains faithful to the traditions of classical political 
economy. The best parts of his work are those which deal with the prob­
lems of applied economics; we find intelligent solutions here for some 
of the most recent questions.-Agatino Amantia 75 devotes more atten­
tion to theoretical questions. The influence of Marshall and of Gide, 
which does not harm his sociological basis and his general social attitude, 
is very evident in his book • 

. ·The expert Maurice J ourne addresses the general public in his com­
prehensive·work,76 which attempts to popularize economics. He touches 
upon questions of the most varied social sciences but keeps close. to con­
temporary economic events and considers as antiquated all theories which 
fai~ to deal with the burning questions of the post-war period. In this 
way he lets· the actual theory of economic science crumble and offers 
only a series of more or less connected opinions on questions of economic 
l'olicy;·· . 
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Leaving aside the other text-books which have appeared fairly fre­
quently in the first quarter of our century, occasionally intended even 
for high schools, we may mention the lucid and well-arranged popular 
university lectures of Alberto Carlo Giovannini,TT which as a matter of 
fact do not touch upon all the questions of economic theory. Giovannini 
is an enthusiastic disciple of Mazzini but counts neither his master nor 
himself as a socialist. He is friendly to municipal socialism and recognizes 
the ethical functions of the state in the regulation of economic life­
fundamentally, however, he claims to be a liberal. 



CHAPTER· III 

VALUE 

I. The Lausanne School and the Theory of Value 

SI~CE WE have just shown that the most important contribution of 
the Latin countries to e<;onomics in the first quarter of the century 
was the application of mathematics, we shall now come to the de­
velopment of the theory of value in these countries and examine 
the attitude of the Lausanne school toward this subject during 
the last two decades.-Since Walras, the efforts of mathematical 
economists have been directed toward minimizing the concept of 
value, in order to become independent of it and to avoid as far as 
possible all the theoretical discussions which gather around it. The 
Lausanne school tries to explain all economic processes in the light 
of ex<;hange and to place production, consumption and distribu­
tion of wealth in a series of acts of exchange in which one merely 
gives goods for goods. Therefore the question is one of objective 
relationships of exchange between the various goods and groups 
of goods, and value as a subjective phenomenon may readily be 
omitted. We have already pointed out, in discussing the similarly 
objective theory of Cassel, that this attitude can easily avoid 
using the expression "value" and a separate theory of value when 
its meaning is already contained in the concepts "evaluation," 
"relations of exchange," etc., employed by them. 

Likewise the question of utility, which is the basis· of con­
ditions of exchange between various groups-or in other words: 
the fundamental problem of the modern subjective theory of 
value-caused Pareto much difficulty. In his Cours he still tried 
to flirt with the idea of "elementary ophelimity," by which he 
means the enjoyment which arises in the course of using goods 
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and which he considers a "function of all complementary goods 
which come into consideration." He realizes quite, clearly that 
the range of this "complement" is extremely large and that it 
can, taken literally, embrace all goods~ For the pleasure-I>areto 
teaches-which we get from a cup of coffee depends not ,only upon 
the mixture of coffee and sugar, the heat of the drink, etc." but 
also upon the fact whether the cup itself from which one drinks, 
the room in which one sits, its: temperature, the people who sur­
round one, the servants, etc., are to a greater or to a less degree 
pleasant to us. That the range can be extended still further is a 
fact of everybody's experience. As a £unction of the already used, 
or still to be used, crowd of relevant goods, we have ophelimity as 
a basis for the conditions of exchange. There has qeen much argu­
ment about the validity, of the expression "ophelimity." Many 
think: that "ophelimy" would have been grammatically more cor­
rect; others wish to retain the traditional names such ~ "subjec­
tive utility" or "enjoyment." On the whole, Pareto does not seem 
to have had much success, with it for, with the exception of a few 
enthusiastic students, his innovation has not been followec:i. 

We have already mentioned, in dealing wit~ the general foun­
dations of his, system, how Pareto was dissatisfied with these 
thoughts in his Manuale, and how he went on to build an oppo­
sition of mere wants and obstacles until he comes to his curves of 
indifference. Especially subtle is the way· in which he analyses 
wants on the one hand and obstacles on the other. In dealing with 
wants, it is all the same to him whether the enjoyments to which 
they tend' are measurable or mathematically comparable among 
each other. He finds it enough to ~ow what series the individ1,1al 
chooses for the satisfaction of his wants in all the po~sible com-, 
binations of consumptiolll-goods, or~inte each of these combina­
tions has an index-what is the series of these indices. Once this, 
is known, the individual can go away: even if we were to subtratt 
from his own person, we should be able to compute his economic 
activities, his acts of exchange and his whole economic behavior, 
and derive them with mathematical exactness. Among the ob­
stacles Pareto distinguishes, those of the first and those of the 
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second order. The obstacles of the first ·order embrace the wants 
of the person with whom we come economically in contact, the 
quantitati\Te limitations, the spatial' and temporal condition of the 
goods at our disposal, or to be sacrificed in the course of production, 
as well 'as the limitations which are rooted in the structure of social 
life. Obstacles of the second order are those circumstances'which 
cause changes in' price immediately before or during the exchange. 
A further study of this analysis will lead one to the conclusion 
that, with the exception of his wants, everything else is an obstacle 
for the individual. 

Unfortunately we cannot here go into a more complete exposi­
tion of these interesting ideas by which Pareto unfolds the whole 
mechanism of the interplay between wailts and obstacles. Our brief 
remarks will at' least show that, in spite of Pareto's attempts to 
treat his the~ry objectively, his main ideas are essentially similar to 
those 'of modern . subjective theorists of value. Pareto's analysis 
also' contains useful contributions to the theory of value which 
rests upon thec':oncepi: of marginal utility. 

In ,t~is connection some of Pareto's followers have accomplished 
some notable work. We may mention above all U mberto Ricci who 
has often successfully continued the master's thought. ' 

He constructs out of a .few stray remarks of Pareto, and Marshall a 
law of increasing utility, of growing ophelimity, which he opposes to 
that of decreasing ut11ity and which means that iIi certain exceptional 
cases the enjoyment' which corresponds to the ever larger quantities of 
goods applied to the satisfaction of wants does not perish, but on the 
contrary constantly increases.1 He tries to prove. that enjoyment can 
t~eoretically ,be measured with precision and that the minimum semi­
hile can be taken as a theoretical standard. In practice, however, l).e ad­
mits 'that only the comparison worked out by Pareto, between two or 
more satisfactions is to be considered since evidently' one cannot con­
struct a "hedonimeter" as one can a thermometer.2 Antonio Osorio, on 
th«;: other hand, goes back to W alras, and tries to prove his principle of 
the, presence of a general standard of utility .8. Arrigo Bordin is of the 
opinion that Pareto's inde~ of ophelimity is notable to deal with the 
satisfaction of wants quantitatively. He tries to replace Pareto's ho1TW, 
oeconomicus by the less abstract assumption of a subject who acts ac-' 
cording to, certain pre-ordained tendencies (preferences), and on this' 



VALUl!! 

assumption he tries to build the theory of equilibrium of exchange.4, 

V. Furlan again attempts ,to transfer the idea of ophelimity .from pure 
theory to the theory of social economics as well,G whereas Corrado 
Gini tries to treat the same concept objectively.' Roberto Murray con­
siders Gini'. ideas erroneous, and tries to prove that such efforts can 
never lead to satisfactory results. 'f 

2. Slight Success 0/ the Pure Theory 0/ Marginal Utility in the 
Romance Countries 

It is a curious fact that ,the results attained by French and 
Italian economists in the 6rst qUarter of our century With reference 
to the subjective theory of value renlain far behind those with 
which the mathematical economists of the same nations enriched 
this doctnne-as we have just seen" unwittingly. The reason for 
this contradiction is to be found in the lact that whereaS the 
modem mathematical, theory, through the haIf French and half 
Italian school of Lausanne, is a national one, predestined to a 
wide expansion, the purely psychological modern subjective theory 
of value had to be imported from foreign literature and was able 
to obtain a position only gradually, after much heated conflict. 
Even today, it has not been able to maintain itself independently 
of foreign influences. , " 

As regards the purely psychological and not niech~istically, mathe­
matical theory of wants, we have atthebeginning of the. century the re­
searches of Camillo Trivero who tries to prove that the: theory of wants 
is the solid foundation, not only of economics,' but oiall other social 
sciences.8 By working out logical, ethical and restheti,c needs he ~~nages 
to avoid the attitude of historical materialism. He co~siders. the sequence 
in the satisfaction of our wants a "normal" one, given by na!ure. 
Charles Bodin wrote a lucid sketch of the relations between t~e intensity 
of our wants, the available or requisite quantitic;s o~ goods; and ,the en .. 
joyments attained," but he had,little to say, that was new. Upon this. 
foundation he comes, in his recent, systematic work, to a conception of 
value which is closely related to the American theory of disutility~ ,es­
pecially as expounded by Daven}>ort. 

Of considerable importance are the researches on the satisfac­
tionof wants and on the magnitude, of the pleasure ·which' results 
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therefrom hy Antonio Graziadei, who published them at the be· 
ginning of the century in· a booklet of scarcely fifty pages.10 He 
tries to show, with admirable arguments, that the conception of 
the modern hedonistic theory as resulting from a decreasing curve 
of satisfaction is only one side of the picture. For in reality, with 
the increasing satisfaction of wants, the intensity of enjoyment 
shows at first a rising curve, which does not start to fall until it has 
reached a certain high point •. Only the first half of the curve, in 
which enjoyment constantly rises, is of importance for practical 
economic life, for one does not usually push the satisfaction of 
wants beyond the point where the proportional enjoyment reaches 
its mdimum. But if the law of decreasing enjoyment is useless 
for practical life, thenthe whole hedonistic theory is built on sand 
and the doctrine of marginal utility falls to the ground. 

Besides this, Graziadei tries to show that. the doctrine of marginal 
utility cannot possibly remain valid even if the law of diminishing 
utility really had the importance which is attributed to it, since this law 
is connected with the idea of marginal utility only through a logical 
fallacy.--Graziadei's criticism caused a sensation among the adherents 
of marginal utility and many different .attempts were made to dispose 
of his arguments. Among these, we shall mention the most important: 
that of Augusto Graziani,who, in his Istituzioni, which we have already 
mentioned, gives JIluch attention to the endeavor to overcome Graziadei's 
objections, although even he regards the principle of marginal utility in­
adequate as a single explanation of value. 

The Bohm-Bawerk theory of value found an enthusiastic adherent 
in Riccardo dalla Volta. Like most followers of the Austrian school in 
the Latin countries, he ~imits himself to a repetition of theil' views, with­
out making any noteworthy contributions himself.ll Maurice Roche­
Agussol undertakes the difficult task of finding the essential kernel of 
the modern subjective theory of value, as represented by the English, 
the Americans and the Austrians, and of interweaving in his synthesis 
the ideas on value of Tarde, Durkheim and other philosophers.12 In self­
interest on the one hand and subjective desire on the other he sees the 
opposite poles of thought to which all differences between objective and 
subjective theories of value should be referred. 

While the Italian adherents of marginal utility have a prefer­
ence for the most subtle abstractions, the French try,.as far as 
possible, to simplify this theory. Albert Aftalion tries to enrich 
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it especially with aspects of the American theory of marginal 
productivity, and to work out its meaning for the explanation of 
price-formation and money-value.18 We find an attempt to simplify 
the doctrine of marginal utility and to continue the eclectic con­
tributions of the old French theory of value, joined to some un­
favorable criticism, in the comprehensive works of Charles and 
Charles-Henry Turgeon.a Both father and son try ~o make the 
theory of value the cardinal point of all economic theory, analyse 
thoroughly the old and the new' doctrines, and expound in this 
way the whole problem of value. 

They recognize that the general idea of the value theory of marginal 
utility is correct. They point out, however, that the two chief-factors 
of this explanation of value, utility and scarcity, have always been ac­
knowledged by French economists, and that ther~fore one should not 
attribute too much importance to the discovery of the Austrians. The 
Austrian far-reaching abstractions and their deductions, however subtle 
and flawlessly logical, which may be looked upon as progressive, would 
lead them, according to the Turgeons, because of" their frequent arti­
ficiality, to contradict the complicated phenomena of real economic life. 
Therefore the Turgeons try to explain the phenomenon of value on a 
subjective basis, while avoiding as far as possible the difficulties of mar­
ginal utility. They thereby make some use of the objective factors of 
value and attempt to construct in this way a realistic foundation for 
the explanation of all economic facts.--Gaetan Pirou 15 is of "the opin­
ion that they have exaggerated the subjective contributions of the French 
theory of value and have thus, in spite of their eclectic attitude, neglected 
the objective side of the problem. 

3. Attempts at a Reconciliation hetween Objective and Sub­
jective T endemies 

Christian Cornelissen criticized the theory of marginal value 
at the beginning of the century 18 still more thoroughly than the" 
Turgeons and leads us to those French theorists who consciously 
strive after a reconciliation and union between the subjective and 
objective theories of value. 

Cornelissen blames the theory of marginal utility especially for its 
exaggerated and artificial abstractions and also thinks that it contains 



174 ROMANCE COUNTRIES 

some logical f~llacies. Especially noteworthy is his objection that the 
substitutio~ utility, with which the representatives of marginal utility 
used to work is, in reality, a valuation according to the price. Therefore 
in explaining value as the basis of price formation, the knowledge of 
the price is already presumed. If Cornelissen also in this way rejects 
the theory of marginal value, he starts to build a theory of use value, 
which should be determined by the advantage that goods have for the 
individual on the ground of their quantity, quality and other character­
istics. To this subjective use value, he opposes an objective production 
value which, in the present economic organization, is composed of the 
socially necessary costs of production and circulation of goods as well 
as of the average profit. In order to give a complete explanation of value, 
CorncHissen draws upon both use value and production value, since the 
for~er arises from the relation between goods and consumers and the 
latter from that between goods and producers; so that both should be . 
equally· recognized. 

Next to this somewhat difficult and halting theory of Cornelis­
sen we may mention here Charles Gide's theory of value, in which 
the union between the subjective and the objective attitudes is ac­
complished with unequaled elegance. Originally Gide was an 
adherent of the theory of labor value, and was only gradually in­
fluenced by the Viennese and the Lausanne schools. In his Cours 
he reaches an attitude which-as we have already mentioned-is 
closely akin to that of Marshall. He considers it a mistake to 
determine value from one point of view only: either that of the 
enjoyment which a good can give us, or that of the sacrifice which 
is necessary for procuring it; i. e., from the point of view of costs. 
Just as the most intense of all loves, mother-love, consists of both 
elements, so also does the valuation of economic goods. as well 
as of the enjoyment that their possession procures and of the 
sacrifice that must be made to obtain them. Value flits between 
these two poles, like it ball hit by two racquets. 

In Italian literature, the theory of value of Graziani corresponds 
to that of Gide. While Gide accepts the subjective and the ob­
jective explanations of value as something entirely parallel, 
Graziani selects only certain elements from both theories and com­
bines these, in the way that we have already mentioned, to form 
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a single theory. What Graziani offers us is a kind of theory of 
cost value built upon the principle of marginal utility.1T 

Fabrizio Natoli proposes a further kind of .compromise.18 According 
to him, the source of value is entirely subjective, for it is to be found 
in the utility that goods have for us. The amount of value, on the con­
trary, is determined only by cost of production. Although Natoli tries 
to relate this to exertion as the only immediate sacrifice that man makes 
in production, he is bound to admit that not the amount of labor is the 
standard, but the manner in which it is related with capital and land 
to production. Recently Filippo Carli has made a sharp distinction on 
the basis of value on the one hand and the measurement of its height 
on the other, while attempting at the same time--like some modern 
American scholars--to treat the whole problem of value from a social 
angle.19 In solving the first problem, he opposes the concept of social 
utility to that of individual utility, whereas in answering the second 
question with the social eler;nent of cost he stresses the importance of cost 
of reproduction.-In opposition to all these attempts at reconciliation, 
Domenico Berardi pointed out the other side of the picture at the begin..; 
ning of the century, and tried to show the contrasts which separate the 
subjective from the objective theory of value.20 These contrasts exist 
not only--as is generally assumed-in the question of the degree or the 
quantitative determination of value, but also in the questions of the 
knowledge and the origins of the phenomenon of ~alue. In all three 
points we must reach essentially different conclusions, according as we 
view the problem of value subjectively or objectively. Although Berardi 
offers no positive theory of value in this book, he discloses more or less sym­
pathy for the theories of cost value, but rejects the theory of marginal 
utility even in an earlier critical work. 

4. The Conflict over Cost of Reproduction 

Berardi also took part in the heated discussion which occurred. iri 
Italian science at the beginning of the century about the theory of repro­
duction costs, as represented by Francesco Ferrara. A slight passage of 
arms first took place between Vincenzo Tangorra and Ottilio Cabiati. 
The former remarked. in al\ exhaustive critical study,21 that Ferrara 
had assigned too much importance to his theory of reproduction costs, 
and he emphasized the epistemological value of the modern subjective 
theory of value. Cabiati then tried to defend the theory of Ferrara in all 
its dignity/.l2 Barone too recognizes its importance, even though he feels 
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obliged to say that it throws light on only one of the numerous prob­
lems of economic equilibrium.23 The discussion did not become acute 
until Loria published an essay,2. in which he severely criticized the 
theory of reproduction costs, considering its inner structure illogical, and 
regarding it as useless for the explanation of value, since we are in no 
way infiuel}ced, in a transaction, by the hypothetical costs of production. 
The harsh tone of this criticism challenged Ferrara's adherents, who 
saw in it a depreciation of the scientific contribution of their master 
and who now made a passionate defence. Tullio Martello's attack on 
Loria 25 is marked by personal animosity and Berardi too undertakes 
to defend Ferrara by trying to represent the theory of reproduction costs 
in its true light.26 

5. More Recent D8'!Jelopment of the Theory of Cost-Value 

We are now in the midst of the attempts to explain value ob­
jectively, in spite of all the efforts of modem theorists to the 
contrary. Neither the French nor the Italian literature on the 
subject offers any new views: both merely revive older theories, 
which they try to harmonize with the results of modem theoretical 
investigation. 

Among the ·most recent comprehensive investigations we might call 
especial attention to Salvatore Majorana's 27 study which also takes a 
position as to this theory. In the main he seeks to emphasize that while 
marginal utility explains only the demand side and while cost of produc­
tion explains only the supply side in the promotion of value, the cost of re­
production is of equal importance for both sides. 

Perhaps the best study is that of U mberto Ricci, who develops the 
sound kernel of Senior's abstinence theory and illumines it by means 
of his mathematical attitude.28 Labriola, on the other hand, in his above­
mentioned text-book, represents himself as an adherent of the theory of 
labor value as propounded by Marx and is not inclined to make the 
slightest concession to modern views. Antonio Graziadei has recently 
achieved some success in continuing the revisionistic criticism of this 
theory of value/~D The careful analysis which caused so much trouble 
to the school of marginal utility is again presented here, and hi! points out 
the logical reasons for which, in the third volume of Kapital, Marx him­
self was forced to dilute his theory of surplus value. According to this, 
surplus value is regarded only as a class phenomenon, which is related 
not directly to the individual worker, but merely to the difference 
between the value of the entire production of society and the entire 
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amount of wages. Graziadei regrets that even this social conception of 
surplus value cannot possibly be measured with precision. Thus we find 
the traditional objection to the theory of marginal utility also turned 
against the Marxian theory of value. 

• In connection with the objective theories of value, there are some 
interesting studies by Jannacone,ao in which he investigates the costs of 
production as an independent economic category according to their social 
nature and measurability, and tries to posit as their basis the modern 
organization of enterprise. He sees in the concentration, the increase and 
the acceleration of production, the true explanatioo of diminishing costs. 

The cost theory of value has naturally found a strong support 
in the French followers of the classical liberal school. Neverthe­
less, even these economists have recently become less prejudiced, 
and at times make important concessions to the subjective theory of 
value. Thus, a few years before his death, their leader, Yves 
Guyot, defined value as the relation between the utility which is 
in possession of one person and the wants as well as the purchas­
ing power of another person. For the objective basis of value he 
accepts the costs of production unchanged.81 

The reduction of value to the costs of production, which Valois op­
poses in his Economie Nouvelle to the SUbjective theory of value, one 
of the reputed sources of all the ills of our day and in which he finds 
a new theoretical discovery~ can only be ascribed to his ignorance of the 
literature of economics. It is consequently of no scientific value. 

6. Tarde's Theory of Value Based on Cultural Philosophy 

Tarde's theory of value, expounded in his Psychologie econorrUque, 
has, like the theory of Valois, made little use of previous discoveries. 
Nevertheless it is of considerable interest, because of its cultural and 
philosophical basis; Tarde distinguishes first between a cost value de­
pendent on the evaluation of the sacrifice to be made and a use value 
dependent on utility. He believes that goods constantly increase in util-, 
ity; i. e., in use value, through discoveries and cultural progress, but 
that their cost value diminishes because of the technical improvements 
of production. Since, however, cost value, because of the sacrifice or 
spiritual conflict which pertains to it, belongs to the category of opposi­
tion, whereas use value belongs to that of adaptation, the change in the 
importance of both forms of value advances parallel with the develop-
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ment of culture toward the universal harmony which is the key-stone 
of Tarde's sociology. 

More recently, S. Theodotou has offered a theory of value, in which 
he regards value as a relation between the good and bad characteris­
tics, the advantages and the disadvantages of the object which is to be 
valued.82 It is not likely that this theory will arouse much interest. 

7. The Theory of "Economic Convenience" 

To complete our exposition of the French and Italian theories 
of value in the first quarter of the twentieth century, we may say 
a few words about the theory of "economic convenience" of Ulisse 
Gobbi.88 Although it is meant to supplant the theory of value, yet 
its main idea is closely related to that which is at the bottom of 
every theory of value and is contained in 'the very concept of 
evaluation. In its original form, Gobbi's theory starts with the 
fact that the individual must always in his economic activity utilize 
certain things and personal energies which are in his own posses­
sion. In undertaking a given action, the individual will let himself 
be determined by a judgment of convenience which arises from 
a comparison between the importance of the good which is to be 
obtained and the energies which are to be sacrificed. This basic 
comparison, in its turn, always appears as a function of certain 
physical quantities. Gobbi believes that this idea of economic con­
venience provides a more real and stable foundation for the 
theories of price and distribution than is possible with the more 
or less abstract theories of value. 

Although his innovation was generally well received; e. g., by Bene­
detto Croce 84 and Montemartini,8li Boninsegni 86 reproached him that 
the concepts which build up his theory, such as those of personal en­
ergies, importance and physical quantities, are not defined with the 
mathematical precision which one should always observe in a science like 
economics. Gobbi tried to defend his ideas vigorously against the attacks 
of Boninsegni in an interesting discussion,sT but the form which he gave 
his theory in the text-book published after the war shows that he has 
taken stock of his opponent's objections. 



CHAPTER IV 

PRICE 

r. The Mathematical Theory of Price 

THE PROBLEM of price is the axis around which the whole modern 
mathematical theory of economics turns. Neglecting the phenome­
non of value, its adherents devote all their attention to the analy­
sis of price in which they perceive the element which can be 
apprehended quantitatively, with the help of which the whole 
mechanism of economic life becomes accessible to mathematical 
formulas. In price they find incorporated all· the conditions of 
exchange which comprise production, distribution and consumption, 
and by means of which all the questions of economic theory can 
be regarded as problems of equilibrium. It is self-evident that as a 
result of this central position of price in mathematical economics 
the Latin countnes should have become more and more interested 
in it in the present century. The greatest interest was shown in 
Italy where the renaissance of the Lausanne school, instigated by 
Pareto, made some notable contributions toward the development 
of this theory • 
• With regard to the master himself, Pareto took advantage of I 

the broadening of his horizon which he had attained in the Man­
uale for enriching the theory of price. Perhaps Pareto's contribu­
tion can be summarized as follows: Walras assumed that the 
exchanging members must always approach a certain point in which 
the stable economic equilibrium establishes itself. Marshall and, . 
under his influence, Pantaleoni studied the problems of stable 
as well as of unstable equilibrium but always limited themselves 
to the treatment of single problems of equilibrium. Pareto, on 
the contrary, through his far-reaching abstractions arrives at a 
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system of' thought in which he embraces the problems of stable 
and unstable equilibrium in a single theory; or, in other words, 
he constrUcts a theory to which the phenomena of both equilibria 
are equally subjected. For his predecessors, the phenomenon of 
exchange was a problem by itself; but Pareto builds upon it a 
theory of "general economic equilibrium," in which only wants 
and obstacles stand opposed to each other and into which the prob­
lem of exchange can easily be fitted even though the prices change 
during the exchange. The general laws of equilibrium unite espe­
cially for Pareto the two fields of economic theory: the theory of 
exchange and that of production, two systems of equations each 
of which leaves indeterminate another group of unknown factors. 

The special problems which Pareto studies within the theory 
of exchange on the basis of his mathematical equations are the 
conditions of exchange under free competition with fixed and vari­
able prices, as well as· the conditions of exchange with fixed prices 
in case of monopoly. Within this second group of phenomena of 
exchange, he distinguishes various individual cases, according as 
there are one or more monopolists or one or more monopolized 
goods respectively. Pareto sees the "maximum of social ophe­
limity" only in exchange, which takes place under free competi­
tion. This attitude is expressed somewhat apodictically in the Cours . 
but with great care and considerable limitations in the Manuale. 

This last-mentioned change in the attitude of Pareto may partly 
be due to the sagacious criticism which Gaetano Scorza directed to parts 
of the C ours in which, although recognizing all the merits of the Lau­
sanne school, he tries to show that their attempt to connect the mam.­
matical theory of exchange with the postulate of free competition is 
based upon false logic.1 Among the immediate adherents of Pareto, with 
reference to the further development of his theory of price, we must 
mention first Ricci who works out carefully the differences between 
the corresponding doctrines in Marshall and the Lausanne school, as 
well as the results of his theory of increasing ophelimity- for the forma­
tion of the demand curve. He has also started some interesting re­
searclres on the elasticity of the two factors of price formation: supply 
and demand/l Boninsegni has made a clear and concise formulation of 
the law of price, as it follows from the basis of Pareto's theory of equi­
librium.s 
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The powerful work which Graziadei, the sagacious critic of the 
theory of marginal utility, published after the war, moves on the 
same lines. t He manages to maintain a certain independence of the 
Lausanne school, from which he borrows only the principle of 
economic equilibrium. In erecting his theory of price, Graziadei 
goes back to the analysis of the problem of utility, and then comes 
to the study of supply and demand, which he examines especially 
with reference to its elasticity and to its varying aspects under free 
competition or under monopolies. In the course of his abstract 
mathematical procedure, he is especially anxious to maintain the 
connections with the phenomena of practical economic life. This 
is the reason why he tries to demonstrate his results in a branch 
·of practical industry. 

Among the other contributions of Italian mathematical econ­
omists to the theory of price in the first quarter of our century, 
the most interesting is the work of Pantaleoni on the nature and 
the socio-economical effects of "political prices." By political prices 
he means all prices, as distinct from economic prices, which change 
for the same object aCcording to the political, social, ethical, re­
ligious, national, psychological, etc., condition of the buyer or seller, 
such as the more favorable prices which are made to employees 
or poor people, special prices which serve for boycotting, etc.G 

Amoroso tries to give a mathematical and graphical exposition of the 
t laws of monopoly prices by developing the doctrines of Cournot on the 
.. subject.8 Marco Fanno has made valuable studies in which, founding 
·himself upon various premises, he investigates the condition of supply 
61ncler joint costs of those goods of which the production is necessarily 
interconnected.T He has recently considered the problem from the other 
side and offered a theory of "substitute goods": goods which replace 
each other in the satisfaction of the same or of different wants.8 The 
works of Corrado Gini 8 and Costantino Bresciani-Turroni 10 are es­
sentially statistical. In these they examine the manner in which the con­
sumption of various goods re-acts upon the changes in their prices or the 
differences which usually arise between the height which had been 
previously calculated and the future condition of the prices in fact. Gini 
has also more recently published a similar searching analysis of the re­
lations between cost of production on the one hand and the formation 
of prices and size of income on the other.ll Del Vecchio interests 



182 ROMANCE COUNTRIES 

himself 12 in' the movement of prices; namely, in the problem whether 
a slow and gradual decline of prices is possible. Pietro Sc:;raffa has devoted 
a more co~prehensive work to the reciprocal relations between the cost 
of production, t~e price-level, and ~he extension 0/ production.13 In this 
he has principally continued the results of Marshall, Edgeworth and 
Pareto. Del Vecchio directed some well chosen arguments against 
Scraffa, objecting, among other things, that he had not sufficiently dis­
tinguished the static conditions from the dynamic developments.1 ' In 
this dyna~ic connection, G. M. Papi has enlarged our knowledge by 
trying to consider realistically the concept of money costs by applying 
the tools of the modern investigation of business cycles in the process 
of price lluctuations.15 Attilio da Empoli has published a survey, for the 
time bleing only abstract, which offers a noteworthy development of 
the theory of production costs.16 In this he tries to explode the tradi­
tional theory that normal exchange value is determined by the marginal 
costs of production in agreement with marginal utility. He believes that 
there arise from the nature of the technique of production additional 
factors of price formation: the "ultramarginal costs," and "ultramar­
ginal utility," the reciprocal relations of which can, under certain condi­
tions, cause a special producer's or consumer's surplus. Antonio Osorio 
offers a systematic exposition of the teachings of the Lausanne school, 
centered around the theory of exchange and price. He goes back to the 
theory of Walras; and defends some of its propositions against Pareto, 
but has no original views.17 Marcel Lenoir, on the other hand, is influ­
enced more by the Cambridge school. He makes use of Edgeworth's 
famous curves of indifference, sets himself many abstract problems of 
price and tries to solve them with the help of mathematical formulas.18 

A successful study is that of J. Moret on the mechanism of supply, de­
mand and price, the mutual interplay of which he works out with great 
clarity.1o Although the work is intended to be primarily a practical 
explanation of the mathematical method, it contains also some useful 
points of view. In theory it tends toward a confession of the liberal faith. 
Gaston Leduc has recently published a scholarly work on the theory of 
monopoly in which he considers, during the formation of price, the 
effects of absolute as well as of relative monopoly and throws much light 
on his problems from both the static and the dynamic sides.20 

The modem literature of France is rather poor in mathematical 
investigations of the theory of price. Interesting studies like that 
of J. Delevsky, in which he tries to justify the once celebrated 
law of Gregory King on the relationship between the harvest 
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yield and the price of wheat,21 are very few and "far between. AlI 
the more remarkabl.e, then, is the clear .exposition of a purely 
psychological theory. of price, based on the principle of marginal 
utility, which Lavergne includes in the text-book which we have 
already mentioned. The subtle psychological points which he 
develops in his theory of marginal demand, his intelligent treat­
ment of consumer's surplus and his analysis of supply, for which 
he gives the size of production cost as a secure quantitative basis, 
are a delight for anyone who has a taste for economic theory. The 
central position which he assigns to the idea of exchange, by means 
of which he divides his whole system according to different mar­
kets, is derived from the Lausanne school. We have already 
noticed the importance of Aftalion's researches into the theory of 
exchange. He tries by means of psychological analysis, which is 
connected with the marginal idea, to probe those elements in the 
formation . of prices and in the dynamic development of price, 
which are not amenable to the statistical method. He calls them 
qualitative elements, and contrasts them with the quantitative ele­
ments, which can be treated by statistics. Both Lavergne and 
Aftalion remain more or less on the basis of the traditional theory 
of marginal utility. Mentor Bounatian, however, makes the psycho­
logical assumption of the formation of prices the object of an 
investigation which is supposed to lead to revolutionary results.22 

He starts with the distinction, coined by Gide in the last century, 
between "utilite" and "desirabilite," and believes that, in the case 
of numerous goods, the latter decreases in geometrical proportion 
when the amount of goods increases in arithmetiCal proportion. 
In order to reach a generalisation of these relations, he finally 
concludes that a geometrical change often corresponds to an arith­
metical one betwfen price, supply and demand; e. g., it often 
happens that prices increase geometrically if the demand decrease~ 
only arithmetically. King's law and the quantitative theory of 
money, as well as most of the results of mathematical economics, 
would be supplanted by this discovery,-if it could have been made 
more persuasive by factual material than Bounatian made it. 

I 
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2. The Conflict over the Classical Law of~Supply and 
Demand 

As in his theory of value, Cornelissen trieS also in his theory of 
price to connect elements which he has taken on the one hand from 
the subjectivistic tendencies and on the other from the older ob­
jectivistic attitude. According to him the exchange value which 
determines price is a result of the co-operation between use value 
and production value. We have explained above the meaning 
which Cornelissen ascribes to these two kinds of value. This co­
operation takes place in many different ways: the value of exchange 
approaches sometimes the value of production, sometimes that of 
use. On the whole, with goods that can be reproduced at will 
the determining factor is production value, whereas with goods 
that are not reproducible the exchange value will be very close 
to the use value, or else coincide with it. In the first case the 
element of personal sacrifice, of labor, with which the production 
of goods is connected, is more evident, whereas in the second case 
our attention is directed to the end of goods, or their use, which 
is consumption. Cornelissen considers the law of supply and de­
mand meaningless but uses its fundamental principles in part in 
order to explain price. 

Although Colson's theory of price also belongs to those which 
try to unite classical and modern tendencies, it is essentially dif­
ferent from that of Cornelissen. Colson believes thoroughly in 
the law of supply and demand and it is only on this solid founda­
tion that he tries to utilize some of the ideas of the modern theory 
of price. 

This is especially true of his analysis of supply and demand in which 
the results of modern science are given a certain amount of considera­
tion. In this way he arrives at the· construction of his theory of con­
sumer's surplus, one of the most valuable parts of his learned treatise. 
The importance of Colson's theory of price is largely limited by the 
fact that it is closely related-if only by chance-to Marshall's theory 
which was published much earlier. The solutions of the problem of 
price which we find in most of the French surveys; e. g., in those of 
Antonelli, Reboud, etc., run along somewhat similar lines. In this con-
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nection we may mention the ideas on price of the Russian Peter Struve, 
which were publis){ed in French in the form of an extract. He claims to 
stand on the same ground as Turgot, Simmel, Pareto and a Hungarian 
writer, Oliver Gomory.28 He considers price an entirely independent 
category of economics, and tries to· contrast it, as the expression of a 
"real" relation between exchangeables, with value which is a norm and 
the expression of a merely ideal connection between exchangeable goods. 
He clings, nevertheless, to the law of supply and demand. 

In Italian literature, Graziani's theory of price is the most im­
portant attempt at a synthesis between classical and modern sci­
ence. Although he makes use of the idea of marginal utility in 
his analysis of price, he is of the opinion that the basis of a theory 
of price must always be sought in the classical law of supply and 
demand, and that all the new viewpoints can only serve to perfect 
this fundamental doctrine. 

On the whole, even the French liberal school exhibits an effort 
gradually to take more account of some of the aspects of the 
modern theory of price. Colson, as we have just seen, Was the first 
to give the good example, which was followed by Ansiaux in his 
text book. Especially noteworthy is the way in which the latter 
analyses the elasticity of supply and demand. With regard to 
demand, he recognizes that in respect of many, and especially the 
most important, articles it does not diminish much in spite of 
important increases in price, whereas the elasticity of supply is 
generally much greater. As a matter of fact, there are certain 
absolute limits beyond which the elasticity of supply, for instance, 
cannot be stretched. In his lecture of 1924, quoted above, Yves 
Guyot did not shut the door on modern ideas of price so tightly 
as he had formerly done. The law of supply and demand, however, 
still holds its own as much as before. Jean Lescure tries to show 
the practical importance of this law in an historical study of 
economics.24 Herman Schoolmeesters 25 has recently made a useful . 
contribution to the law of supply and demand. He starts with a 
study of the internal relations between production costs and 
returns, inquires into the consequences that necessarily follow for 
the shaping of supply, and finally works out the relations of price 
formation to the changes demand. 
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3. The Explanation of Price hy Social Ratios of Power 

The law of supply and demand naturally plays an important 
part in the price theories of the socialistically inclined economists, . 
with whom ideas of social ethics or. of social reform are funda­
mental. Landry studies, with his mathematical procedure, all the 
particularities of supply and analyses with equal thoroughness the 
nature of demand. He does this, following the ideology of Effertz, 
by taking first the case of "monoonium," or of buyer'S monopoly, 
and next that of sellers monopoly and then calculating all the 
consequences that follow therefrom for the formation of price. 
Not till the end does he take up free competition on both sides. 
The price equilibrium is for Landry the level upon which supply 
and demand are equal. If the latter is crushed, the equilibrium is 
disturbed and all economic life suffers: general economic crises 
ensue in this case, with all their devastating social and economic 
consequences.-Emanuele Sella tries to explain price entirely. as 
a result of the social conflicts between various groups of interests.26 

Nevertheless, he recognizes the correctness of the fundamental 
principles of the classical theory of price and even tries to show 
how their validity is apparent at the back of the social conflicts. 
Labriola is much more radical; engrossed in his relativism he re­
jects the theoretical law of supply and demand and endeavors to 
explain the phenomenon of price only by the given social and eco­
nomic ratios of power of the modern capitalistic system. Raymond 
Sachot has recently stressed monopoly in the theory of price, and 
attempts to solve it by means of the subjective and mathematical 
doctrines of older French economists, such as Cournot and Dupuit.27 

4. The "F t»r" Price 

The theory of price which Gabriel Tarde sketched in his "eco­
nomic psychology" has its origins in a purely sociological trend 
of thought. According to him, price belongs to the category of eco­
nomic contrasts, since its source is the internal and exterior con­
flicts which take place partly in the individual's mind and partly. 
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between buyers and sellers. In the final conflict the s~ller is nearly 
always the stronger and all economic development tend!i toward a 
constantly increasing monopoly of sellers. Consequently we· may 
say that the seller alone determines the amount of the price. In 
his opinion, the determining factor is not only, as the school of 
marginal utility supposed, the intensity of the wants that are least 
felt as they reach their satisfaction in the presence of a given supply 
of commodities, but also the purchasing power possessed by the 
subjects of these marginal wants, as well as the greater or less 
range of the wants in question. Besides this purely chrematistic, 
quantitative moment, Tarde recognizes a further, essentially ethi. 
cal £actor, which is of great importance for the actual determination 
of price. This is the idea of a "fair price," an interpsychological 
phenomenon, which has its foundation in our deep-rooted and in­
extinguishable moral conviction that the advantages arising from 
a transaction must somehow be divided equally among the con­
tracting parties. The seller, therefore, cannot avoid considering 
this idea in some way or other in determining the price. Even if 
he suppresses. it entirely, he still has the consciousness of having 
acted unjustly. 

With these ideas as a foundation, Alfred de Tarde, probably a near 
relation of Gabriel Tarde, attempts in his comprehensive Paris dis­
sertation,28 to include nearly all the problems of economics in a single 
theory of a fair price. This is for him not a mere ethical postulate, but 
rather a practical fact, which should be considered on one hand as an 
important element of economic judgment of value and on the other as 
a noteworthy factor in the price of special individual goods. Therefore 
he undertakes in the first part of his work the bold attempt to prove the 
presence of the idea of a fair price in all theories of value, from the 
medireval canonists to the most modern doctrines, a task which he 
can achieve at times only with the help of hair-splitting sophistry. He is 
led by the notion that the valuation of a good arises in the'individual· 
consciousness only in virtue of this idea; through imitation, social or 
general value arises from this individual value, which in turn becomes 
the foundation of the actual prices. In the second part of his book, 
de Tarde investigates what practical influence the idea of fair price 
exerts on the level of wages, interest, etc. He thus reaches the concepts 
of "fair wage," "fair interest," etc., to which he attributes an impor-
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tance which seems scarcely to correspond to the facts of actual economic 
life. 

In the years following the war, in which the exaggerated profits 
of a few speculators contrasted with the general rise of prices and 
the necessary restriction of the wants of entire classes of the popu­
lation, the idea of a fair price became increasingly prominent, and 
numerous demands were heard, especially in France, that its ethi­
cal requisites should likewise receive a foundation in economic 
theory. 

Of these demands, we may here mention again the Econom4e nou­
velie of Valois, in which the law of supply and demand is called the 
"worst nonsense" (La plus creuse souise) that economic theory has ever 
invented. Apart from the fact that it contains an untruth, it tries scien­
tifically to justify cheating, deception and the exploitation of one social 
class by another. The "fair price," on the contrary, can be founded only 
on the costs of production, the sum of which augmented by a small 
amount, the usual profit of the producer or of the merchant, must at 
the same time represent the actual price. The theory of a fair price of 
Houques-Fourcade, upon which we have already touched, is founded 
entirely on socio-ethical considerations. The price of every product 
should be setded so that the material foundation' of a suitable livelihood 
can be offered to all.-These and similar views have been recently op­
posed by Charles Turgeon.211 He states with convincing arguments that 
the blame for the social ills of our day should be laid not on the tradi­
tional doctrines of economics, which are in themselves correct, but on 
the general decay of the moral sense. He appeals to the voice of con­
science, to which more attention should again be paid in economic life 
and he proposes, in case it is not listened to, the intervention of the state 
by means of strong legal sanctions. In another study,SO Turgeon takes 
up the defence of the law of supply and demand and tries to show that 
it is not a rigorous and mechanical law of nature, but only a social rule 
which must therefore be subject to higher moral considerations, and­
if necessary~give way to them. 



CHAPTER V 

DISTR.IBUTION 

z. The 1 talUm T heary of Distribution hased on the Theory 
of Economic Equilibrium 

ALTHOUGH WE have stated, in dealing with theories of value and 
price, that the adherents of the Lausanne school made important 
and fruitful contributions in the present century, the matter is quite 
different with respect to distribution. Although the whole theory of 
economic equilibrium culminates in this, the founder of the school, 
Walras himself, wrote his finest work on this subject, which he 
apparently definitely exhausted. Even today, one still keeps to 
the essence of Walras's distribution and it is hardly likely that the 
immediate future will see any important changes made. The doc­
trine of the two markets of products and of productive factors, to 
which is annexed the third market of the formation of capital, is 
still the back bone of the Lausanne theory. In the market of pro­
ductive services, land, labor and capital receive from the hands of 
the entrepreneur their shares of the output, the level of which is 
determined by the general laws of price formation and the sum of 
which must be in equilibrium with the entire price of the products 
sold by the entrepreneur. The entrepreneur's profits are explained 
by the friction and unevennesses which result from the oscillations 
of this equilibrium. 

The relatively slight contributions which Pareto made to this' 
trend of thought, are contained in essence in his Cours, which was 
published in the last century. Since the Manuale contains on this line 
nothing new that is of importance, we shall deal with it very briefly 
here. Pareto works the principle of marginal productivity into 
Walras's theory of distribution with much clarity and points out in 

ISg 
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this connection the fact that the coefficients of production are partly 
constant and partly variable in different ways. Many depend on 
the amount of the products whereas others are interconnected in 
various relations. For instance, if a change takes place in the 
amount of capital used in production, one will also necessarily 
take place in the quantity of labor required. On the whole, 
however, there is a tendency for the amounts of all factors in pro­
duction to balance on the level of equal marginal utility. There 
corresponds to this equal marginal utility the equal marginal pro­
ductivity of the factors of production on the basis of which the 
distribution of goods takes place. Barone perfects these ideas of 
Pareto in an extensive synopsis and develops it in all its details by 
means of mathematical analysis and graphic representation. In cer­
tain parts of his text-book he comes very close to the doctrines 
of Marshall. 

Among Italian economists of mathematical tendencies, Pareto's 
income curve is the object of general admiration. Nevertheless, a 
few writers point out certain respects in which it could be improved. 

Bresciani, for instance, relies upon English and German, as well as 
Italian, statistical material to show that the master's curve of income is 
too rigid and does not take into sufficient consideration the social and 
economic conditions of the formation of income which differ according 
to time and place.1 Both Alberto Beneduce 2 and Furlan S advance 
similar objections. Giorgio Mortara aligns himself with Pareto in a 
polemic directed against Gini, in which he presents some interesting 
views with regard to the whole external picture of the distribution of 
incomes of various levels: their average, concentration, density, etc.· 
The most valuable contributions are here again made by Ricci who, be­
sides studying the nature of income and its various forms in "static" and 
"dynamic" (or, as he calls it, "progressive") society,6 examines the cor­
rectness of Pareto's curve of income.6 On the basis of well-founded 
mathematical considerations, he too reaches the conclusion that Pareto 
has not devoted enough attention to the multiplicity of the phenomena 
of actual economic life. For the distribution of income not only has a 
different character in different countries, but changes also in the same 
country according as differences occur in the number and the social 
order of the population, in the Finance acts, or in the general level of 
prices. 
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2. The Modern and the ClfJSsical Theory of Distribution in 
France 

Although a few French writers, such as Rist,T accepted the main 
doctrines of the Lausanne school on distribution, none of them has 
made any original developments of the idea in the last twenty~ 
five years. 

All the more remarkable, however, is the attempt of Albert 
Aftalion to perfect the Austrian theory of distribution, that of 
imputation.8 He first distinguishes between three kinds of produc~ 
tivity: general productivity and the special physical and economic 
productivities. By general productivity (productiv;te globale) he 
means the relation between the entire production achieved in a. 
given period of time and the sum of all the factors of production 
in which each factor is evaluated by its own particular unit. The 
special physical productivity of a factor of production is the share 
in the material production achieved within a given period of time 
which can be imputed to the unit of this factor. Economic produc­
tivity, finally, is the share which falls from the value of a. product 
to the cooperation of the factor of production in question. Since 
this share is dependent on t4e marginal yield" the economic pr~ 
ductivity of a factor of production becomes the same as the net 
yield which is achieved in a given period of time by utilizing the 
final unit of the factor in question. Aftalion derives the individual 
branches of income from this third kind of productivity, making 
use of the principles of the doctrine of imputation as expounded by 
Wieser and Bohm-Bawerk. He refers all the discord and disorder 
that prevail in the leading theories of distribution to the fact that 
we always confuse these three kinds of productivity. Therefore he 
tries in the third part of his book to ascertain where they corre­
spond and where they differ in space and time. We cannot over~ . 
estimate the value of his well-knitted studies for the theory of 
imputation. In a recent essay Aftalion tries to show that Wieser's 
theory of imputation is in need of revision in view of our modern 
experience with regard to the nature of money.D 
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Lavergne, whose system we have- often mentioned,:offers an original 
interpretatio,n of marginal productivity in his doctrine of distribution. 
In hiS criticism of Liefmann's theory of distribution, Maurice Bel10m 
broaches the, question of a theory of remuneration which is meant to 
replace the theory of distribution and which will also make use of the 
principle of residue.lO 

The attention of the vast majority of French economists, how­
ever, is directed, even today, to the distribution theory of the clas­
sical school. At the beginning of the century, the theory. was 
represented, as for instance by M. Rouxel,11 in its original shap~. 
More recently, and especially since the war, attempts have been 
made, even by the liberal group, to take modern theoretical ideas 
into consideration and to use them in their own theories of 
distribution. 

The influence of subjectivistic and mathematical literature is very 
noticeable in the text-book of Truchy who tries to explain the entire 
process of distribution by the formation of price, much more directly 
than the classical school did. The principle of productivity upon which 
An!ftaux bases his theory of distribution contains many modern views, 
besides classical ones.:-As a matter of fact modern French literature is 
not lacking in refutations of the classical theory. Paul Cahen 12 tries 
to refute the optimistic ideas of Bastiat's theory of distribution: that the 
proportion between interest and wages gradually changes in the course 
of economic development to the advantage of the latter. Charles Rist 
too is of the opinion that neither this theory nor the pessimistic view of 
Ricardo, developed by the socialists, can be positively proved by the facts 
of aCl\!al economic life.1s • ' 

3: Ideas of Power and of Social Ethics in the Theory of 
Distrihution 

Among the modern writers in the Latin countries who make the 
idea of social power'the first principle of their theory of distribu­
tion, the most important is Loria. In his famous work, which has 
since been translated into many lan~ges and in which he gathers 
the results of years of social and economic research,H he tries to 
'explain distribution in the light of historical ~ateria1ism as well 
as of his famous proposals of land reform, upon which we have 
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already touched. Accordingly the entire yield of production falls 
into two different parts. The first is the yield that "isolated labor" 
could achieve and the. second is t1}e result of the organizatien of 
labor. In our pre$ent economic system this second part is. only 
partly due to labor; most of it being divided among interest, rent· 
and monopoly profit. Loria then tries to show the important part 
that this monopoly profit has always played in the distribution of 
wealth, in the framework of his historical and sociological studies. 
Th.e source of monopoly profit is only the socio-economic power 
which is always in the hands of the monopolist and which remains 
the fundamental principle of distribution so long as private prop­
erty in land is not abolished. 

Gino Arias correctly points out the fact that it is this idea which 
renders insecure the foundations of Loria's system, so excellent in its 
details.lll Labriola inclines toward a theory of social power and seems to 
depart from his earlier attitude that distribution takes place only in pro­
portion to the relative importance of the services rendered in produc­
tion.18 Natoli tries to explain the distribution of income principally by 
the social conflict between capitalists and workers. He was not able, 
however, to reach a perfectly clear conception of these problemsYi 

Landry worked out the socia-ethical aspects of the distribution of 
wealth in his book: L'utiJite sociale, which appeared at the turn of the 
century and which we have already mentioned. There are also some 
stimulating ideas on the subject in the text-book of Tarde, in which the 
distribution of goods is subordinated to the phenomena of adaptation. 
Unfortunately, the theory is not developed in a consistent way. 

4. The Unijicatiol$ of the Laws of Returns 

In dealing with the theories of the individual kinds of incomes, 
and especially with the development of the theory of rent, we'may 
state at once that in the Itali:ln economic theory of the last twenty­
five years it w~ the criticism of the classical law of diminishing 
returns on land which led to new and fruitful ideas in the theory. 
of rent. In France, too, attention was directed to the laws of re­
turns, but as a rule no new consequences were drawn for the theory 
of rent. 

Antonelli, for instance, is content to show the boundaries which sepa .. 
rate the purely technical, agronomic aspects of the law of diminishing 
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returns on land' from its economic consequences. is Relying upon the 
researches of foreign scientists, Pierre Aubry recognizes that the law of 
diminishing'returns applies not only to agriculture but also to a certain 
extent to industry. He uses this knowledge only to combat socialism and 
to defend his own liberalistiC ideaJ.19 The Italians go much more deeply 
into the problem .. In his work on the theory of production, Jannacone 
arrived a few years before Richard SchUller and Alfred Weber at an 
analysis of the causes in the technique of production of the law of re­
turns. As we have already mentioned, he works out with care the rela­
tions between, and the mutual effects of, concentration, increase and 
acceleration, the three means through which a decrease can be brought 
about in the costs of production and mentions the discord of these mutual 
effects as the real reason for the proportional decrease of return in all 
branches of production. The work of P. A venati 20 on private eco­
nomics which appeared immediately after the war contains some valu­
able ideas with similar tendencies. It was the remarkable studies of 
Ghino Valenti which directed general interest in Italian literature to 
the law of returns. As early as the nineties, he interested himself, with 
the help of Liebig's studies, in the agronomic problems of agricultural 
production,21 and later, in his text-book, utilized his results for eco­
nomic theory. At first he states the law of definite proportions (legge 
delle proporzioni definite), according to which the factors of produc­
tion must always stand to each other in a definite quantitative and 
qualitative proportion, in order to achieve a given favorable yield. The 
only difference in this connection between agriculture and industry is 
that, whereas in the latter even a slight deviation from the given pro­
portions may lead to a marked decrease in production, in agriculture 
there is often more room for changes in these proportions. If we only 
had an exact knowledge of its technical laws, production could be ex­
tended with constantly increasing returns in both agriculture and in­
dustry. There is of course everywhere a certain limit of absolute satiety, 
beyond which a further extension of production is possible only with 
diminishing returns. This absolute limit, however, is still fairly distant 
in agriculture, in view of the progress which we may expect in our tech­
nical knowledge. Consequently the law of diminishing returns on land 
need not worry us for the time being. Valenti would prefer that atten­
tion be concentrated on the law of definite proportions, on a closer ac­
quaintance with which we could after all speak only of increasing pro­
ductivity in general. Graziani opposes in his text-book this theory of 
Valenti, as well as the analogous views of Cabiati and Virgilii and tries 
to show that the limit of absolute satiety admitted by Valenti is much 
nearer in practical agriculture than these writers admit. 
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5. The Generalisation of the Theory of Rent 

On the whole, the studies in the theory of production which 
have been mentioned, succeeded in proving that there is some kind 
of a uniform law of returns for industry and agriculture. This 
provided the basis for a generalisation of the rent concept. The 
foundation for this had already been laid in the preceding century 
by the mathematical school, and even Pareto was able at most to 
give a more concise exposition of the theory of rent in his Cours, 
without adding any essentially new points. According to this, rent 
is exclusively a phenomenon of dynamic economics, of the transi­
tion from one state of static equilibrium to another. For, according 
to Pareto, in static economic equilibrium, the costs of production 
exhaust the entire price, so that any further constituent of price 
can appear only in the course of development. The existing savings 
can be brought into the required shape of capital only with more or 
less difficulty, wherefore the capital which is always ready at hand 
enjoys so to say a transitory monopoly. This is all the more notice­
able in land, because of the relatively great difficulty of changing 
the savings into this form of capital. Because of its situation as a 
monopoly, capital can attain a price for its co-operation with produc­
tion, which is greater than the strict costs of production: a differ­
ence which is the origin of rent in general. 

Guido Sensini confines himself on the whole to a more complete de­
velopment of this rent theory of Pareto,22 but also ruthlessly criticizes 
the earlier theories of Ricardo and Carey and even the theory of Loria,28 
which is based on the idea of private land-monopoly. By extending the 
old concept of rent to that of a general producer's return, in which every 
surplus attained by the producer above the level 'of costs of production 
is considered a rent,24 Sensini himself has recently drawn very· near to 
the monopoly theories of rent. He also deems it necessary in a special 
study to point out the differences between rent and monopoly earn­
ings, which he considers slight.25 The smaller book of another follower' 
of the Lausanne school, the Russian, Basile Samsonoff, which appeared 
earlier than Sensini's, is somewhat similar.26 He too starts out with the 
dogmatic historical development of the rent concept, but deals more 
thoroughly with German theorists, such as Hermann, Mangoldt, Schaf­
fie, Oppenheimer, etc. His positive theory is based on Pareto. Very note-
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worthy is his 'effort to find the source of the phenomenon of rent directly 
in the economic functions of private property. . 

A more Useful work than either of these, is that of the French­
man, Paul Frezouls,27 who does not confine himself to a curt rejec­
tion of earlier theories, but endeavors rather to show genetically 
how the concept of rent develops from its narrow meaning with 
Ricardo to its present-day genera~ shape. Frezouls himself under­
stands by rent every derived earning that cannot be referred in 
the theory of distribution to cost of production. He distinguishes 
from "true" rent, which exists as well in a state of ideal economic 
equilibrium, "quasi rents," which exist only until this equilibrium 
has again been reached after some disturbance. With these ideas 
he departs somewhat from the strict Lausanne doctrine, and closely 
resembles Anglo-Saxon theorists. Frezouls works out especially 
well the.concept of tent as depending on unusual personal abilities 
as well as that of consumer's rent. An analogous theory of rent is 
offered by Lavergne, who also stresses the importance of consum­
er's surplus. Other French writers are unahle to familiarize them- • 
selves completely with this modern extension of the rent concept. 
Landry, for example, rejects it, as well as the idea of a special 
consumer's surplus and prefers to analyse rent in the traditional 
sense, as land rent. 

The attempt t~. generalize the idea of rent reached its culmina­
tion in the bold attempt of Mario Calderoni, which remained un­
imitated, to outline the plan of a special new science, "proeretiks," 
or the science of exchange on the basis of the theory of rent.28 

According to this, there exists in the ethical world too a law of in~ 
difference by which we can judge the moral behavior of individuals 
only by means of an uniform, general standard, without regard 
to what it may have inwardly cost them. From this arises ethical 
rent. It would be enjoyed by somebody who accomplis~es a good 
deed from an inner impulse, while he who could accomplish the 
same deed only through inner compulsion, would have no ethical. 
rent. Calderoni considers these wide horizons as we.!l as the social 
discords engendered by.the general prevalence of the phenomenon 
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of rent, which appears in so many different forms, suflicient to con­
stitute a new and special branch of science. 

6! Consumer's Rent 

We have repeatedly mentioned ~iters who, partly in analysing 
the problems of price, partly in the extension of the concept of 
rent, arrive at a theory of consumer's rent. This theory becomes 
of marked importance in the French and Italian literatures of the 
last twenty-five years, and is enriched by many original discoveries. 
Go~bi states, in a noteworthy study of the subject, that every con­
sumer's rent, in relation to the whole amount of consumption, re­
duces itself to zero, since one always spends the savings thus 
attained in buying other goods.28 Graziani criticizes this theory 
with justice as being derived from a falsely objective attitude 
which looks upon consumer's rent as the difference between the 
amount of money paid and that which the individual would be 

.willing to pay. In reality, consumer's rent is a purely subjective 
quantity; namely, that of the difference between the utility sacri­
ficed and the utility received. Luigi Amoroso tries to deal math­
ematically with the interconnections between different consumer's 
rents and with their quantitative limits. so U mberto Ricci attempts 
to prove that, in the case of a change in the ecol:1omic equilibrium 
as a result of changes in the price of a consumption-good, the users 
of this good receive a positive or a negative consumer's rent. This 
kind of rent is always dependent on changes in some condition of 
~onomic equilibrium. We may note the distinction which Ricci 
makes between natural and psychical consumer's rent.n 

The Hungarian, Bela Ambrorovics, approaches consumer's rent 
through the problem of railway tariffs and customs duties.82 He has 
some intereliting things to say in the course of his mathematical analysis 
but nothing of the sensational importance which the author himself· 
claims. Gino Borgatta has written a useful study, in which he analyses 
~onsumer's rent from the point of view of the Lausanne school and 
shows how this kind of rent can be made the object of taxation.8S 

In connection with the problem of consume,'s rent, we have also the 
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investigations of Del Vecchio on the relation between rent and consump­
tion.84 He tries, in connection with the well-known law of Engel, to 
state mathematically in what proportion the amount spent on means of 
livelihood stands to the whole amount of consumption. Some of the best 
works in Italian literature on the theory of consumption are that of 
Eugenio Slutsky,85 a mathematical analysis, connected with the Lau­
sanne doctrine of· equilibrium, in a supposed consumer's balance, and 
that of Giovanni de Francisci Gerbino.86 The latter confines himself to 
making a sharp logical distinction between the concept of rent and that 
of consumption. The Frenchman, Z. Georges Strat, offers an historical 
survey of the importance and the protection of the consumer in the 
economics of different epochs. In regard to the present epoch, he tends 
to glorify the idea of consumers' association.87 

7. The Attitude of the Lausanne School to the Prohlem of 
Interest and Theories of Savings 

In regard to the theory of interest, two main tendencies can be 
discerned in French and Italian economics of the past twenty-five 
years. The first is influenced by the Lausanne school and the sec­
ond, which is more fruitful, starts with the teaching of BBhm­
Bawerk and reaches its own theories of interest partly by relying 
on him and partly by differing from him.-To begin with the 
Lausanne school, it has really little to say about this problem. Like 
other kinds of income, it considers interest a compensation for co­
operation in production, with its level determined according to 
the law of economic equilibrium by the supply and demand of 
capital. As concerns the problem of price, the question of interest 
has a special position only in so far as, according to Walras's theory, 
it is decided in a special market, that of the formation of capital, 
in which that part of income which is not immediately needed 
for consumption, is saved according to the level of the expected 
interest-rate, and placed as capital at the disposal of production or 
else again given over to consumption. An equilibrium reigns also 
in this market, which maintains itself by means of the changin~ 
levels of interest. When production needs more capital, the rate 
of interest rises and stimulates the formation of capital and there­
fore of savings. An over-supply of capital is naturally accompanied 
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by a fall in the rate of interest, which diminishes savings and halts 
the further superfluous formation of capital. 

Pareto himself seems to be embarrassed in explaining the real 
source of interest on capital. He is not satisfied with the mere idea 
of productivity, and so he looks eclectically for other principles; 
e. g., the main ideas of Bohm-Bawerk's agio theory. Interest then 
is a result of the cooperation of these different factors. The origin 
of interest, however, is of secondary importance with Pareto; only 
the problem of changing rates of interest absorbs him, and he 
makes this part of economics also accessible to the idea of 
equilibrium. 

It was natural, with this theory of interest, that the adherents 
of the Lausanne school should gradually turn their attention from 
the actual problem of interest to that of capital formation and of 
savings, for in this they rightly perceived a suitable point of depar­
ture for applying the idea of equilibrium. 

Walras assumed that, in the course of creating capital, the application 
of savings to some branch of production is determined only by the level 
of pure income which is expected therefrom. Pareto agrees with this in 
theory but emphasizes in his applied economics the fact that the various 
possible applications of savings may have the same relations to each other 
in certain cases as goods of different qualities and therefore the level of 
pure income which can be obtained is not the only decisive factor. Con­
sequendy in these cases Walras's theory of an equalization of the average 
of all pure incomes is also invalid. Felice Vinci points out, in a short but 
interesting study,88 the fact that individual tastes playas a rule an im­
portant role in the application of savings, and that the supply of new 
capital is not directed to the various branches of capital only by the 
interest rate. Naturally, we can talk even less of a tendency toward a 
general equalization of the average incomes from capital. 

Charles Rist, who is in general well disposed to the mathematical 
tendency, offers some noteworthy studies on the problem of savings.s9 

He distinguishes first between reserves of savings which remain for pur-. 
pose of consumption and productive savings which are meant to become 
sources of income for the individual and an increase in wealth for society. 
He then examines these productive savings according to the manner of 
their appearance, their composition and the general importance of their 
role in the mechanism of economics, by analysing their relation to the 
other factors in production. In conformity with his theory of savings, 
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Rist attacked in an earlier essay the view that capital originates only in 
labor.40 In this connection we may also mention the recent studies of 
Charles Bodin in which he discusses' the internal connections between 
the concepts of capital and income from original points of view, which 
also present stimulating ideas for the theory of interest.41 Mourre tries 
to ascertain with the help of mathematic]! the causes for the fluctuations 
in the rates of interest but, reaches only mediocre conclusions.42 Recently 
he has gone back to the problem of the formation of capital and tries to 
discover, with the help of the mathematical method, the manifold rela­
tions in which the supply of savings is dependent on all elements of the 
equilibrium in the economics of the consumer.43 The equilibrium, then, 
in which the entire supply of and the entire demand for savings pteet 
determines-in the sense of the general Lausanne theor}'.--the rate of 
interest. . 

The best theory of capital in French and Italian economics of the 
first quarter of the 20th century, is that of Ricci,44 who criticizes all the 
modern views on the subject in his survey, which also embraces the 
general theory of production and consumption. G. H. Bousquet, in a 
clever criticism, is convinced that the theory which is based on equi­
librium and developed on psychological lines can interpret interest 
for an hypothetical static economics but is inadequate to explain the 
actual social phenomenon of interest in dynamic econoptics.45 Amoroso 
is not content with analysing the concept of capital, but also examines 
the accuracy of the modern theories of interest, in which matter the 
standard of value of his criticism is the eclectic attitude toward the 
problem of interest adopted by Pareto.46 In his positive exposition he ap­
proaches most nearly Cassel's theory of interest. 

Del Vecchio also starts with a. basic criticism of the prevailing 
theories of interest but reaches more independent positive con­
clusions than Amoroso. In the main, his attitude is also somewhat 
eclectic but he manages very cleverly to combine elements from 
different doctrines into a new and independent theory. He works 
out especially the extra-economic, the social and psychological, re­
lations of interest and tries to prove that a. satisfactory solution of 
this problem can be achieved only by constantly considering these 
aspects. Del Vecchio attributes a. decisive role to custom in the ori­
gin of savings and consequently in the formation of capital and in 
the fixing of the interest rate and considers that its importance in 
economics is too often underrated. Besides this, he also draws upon 
ideas of the dynamic theory and of the agio theory.47 
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8. The Influence of Bohm's Agio Theory in the Romance 
Countries 

The views of del Vecchio, and partly also those of Bousquet 
and Amoroso, lead us to the second main group of theories of 
interest in recent Italian literature, which are based on the theory 
~f Bohm-Bawerk. While the Lausanne school gave only partial and 
eclectic consideration to this doctrine, it here comes to the front. 
Among the economists who most closely resemble Bohm, we must 
first mention Graziani who, following the lead of Ricca-Salerno, 
appropriates the main ideas of the agio theory and makes only 
formal changes. He tries to reduce Bohm's "absolute" difference 
of value between present and future goods to a relative one by 
referring it to the different evaluations of the capitalist on one· side 
and of the employer on the other. The capitalist who is sufficiently 
provided with present goods values future goods more than the 
employer who needs present goods for production, but hopes to 
have a surplus of future goods. It is by means of this relative dif­
ference of the two evaluations that Graziani and his adherents ex­
plain the interest on capital.48 The theory of interest propounded 
by Tangorra 4& at the beginning of the century is also in its essence 
founded on the time element, but relies on the ideas of Ferrara 
rather than on those of Bohm. His attempt to justify interest on 
ethical and socio-economic grounds strikes one as rather futile. 

Bohm's theory of interest also had a great deal of influence on 
French economics in the first quarter of the twentieth century. 
Landry, who has undoubtedly been responsible for the finest con­
tribution, makes a desperate attempt to rid himself of Bohm's 
thoughts;iO but is able to criticize him only for insisting on the de­
rivation of interest from a single source. He himself is more in­
clined to return to the productivity theory of the classical school, . 
which has remained unchanged to the present day among most 
French economists; formally, however, he tries to treat the ques­
tion of interest as purely a problem of price. He starts by analysing 
the demand and supply of capital. The former he refers, in addition 
to the productivity of capital, especially to psychological reasons 
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which bring about a higher evaluation of present goods in compariM 
son with fl,lture goods. Most of this is taken from Bohm-Bawerk. 
The factors in the supply of capital are, on the one hand the desire 
to counterbalance the sacrifice made in the formation of capital by 
a corresponding enjoyment of its fruition, and on the other hand 
the fear of a future depreciation of goods. These factors in the 
demand and the supply of capital have many complicated relations 
to each other, from which result the two curves; the intersection 
of which represents the actual level of the rate of interest. To be 
more precise, this intersection takes place with Landry at the point 
where the marginal surplus value expected from the application 
of capital to production meets the marginal sacrifice of capitali­
zation. 

9. Partial Weakening of the Theory of Interest 

Not even in France did the clever, but unusually complicated theory 
of Landry find favor. More attention was paid to those writers who 
try to explain interest as simply as possible. An example of the latter 
is Ansiaux, who sharply criticizes Bahm's doctrine in his text-book, and 
reproaches it with being too complex and artificial. In his positive ex­
position on interest, Ansiaux develops a productivity theory of a classical 
kind, in which his attempt to merge the whole question of interest with 
the problem of value justly incurs the charge of superficiality.-A much 
more primitive explanation of the income from capital is concealed be­
hind the brilliant dress which Lavergne gives to his own peculiar theory 
of interest. According to him, there is no immediate productivity be­
longing to monied capital j nevertheless, the entrepreneur needs it in 
order to acquire the immediate means of production. In the case where 
this monied capital is placed at his disposal by others, we have the con­
sent of economics to individual production; a consent for which the 
entrepreneur has to pay a price: interest. It does not take much study to 
show that Lavergne, on the whole, discusses nothing more than the ap-

t pearance of loan interest and consequently explains nothing more than 
the theory of interest was able to do in its very beginnings. 

10. Socia-ethical Wage Theories in Italy 

The Lausanne school has devoted considerably less attention 
to the theory of wages than to the theory of interest. Whatever 
can be said about wages from the point of view of pure theory has 
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been said by Pareto and his followers in their general theory of 
distribution. The special socio-ethical aspects, however, which come 
into consideration with wages are not amenable to the mathemati­
cal attitude. Consequently, Italian economists of the first quarter 
of our century have contributed relatively little on this point. 
Those who stood outside the 1.ausanne school and who devoted 
more attention to the problem of wages tried, with few exceptions, 
to work out principally its socio-ethical side, thus neglecting more 
or less its purely economic aspects. 

Supino has made some noteworthy attempts to comprehend the 
essence of the classical wage-fund theory. 51 He wishes to develop 
this doctrine from the point of view of a dynamic conception of 
economics; and therefore he not only derives wages from the 
wage fund but also studies the relations by which the wage fund 
itself in the course of economic development originates in the pro­
duce of labor, grows and completes itself. Supino then enters upon 
a consideration of social ethics, laments the discord that prevails 
in consequence of the present organization of labor as between 
production and consumption and permeates his theory of wages 
with the ideas of social-reform.-Guiseppe Ricca-Salerno also pub­
lished his great work on the theory of wages at the turn of the 
century. G2 The chief .value of this is its unusual wealth of statisti­
cal and historical material. In his theoretical exposition, he endeav­
ors to connect the theory of wages directly with that of value; he 
flirts with the wage-fund theory, and devotes much attention to 
the ideas of productivity. He considers the difference in the value 
between present and future goods the basis for determining the 
level of wages. The main characteristics of the book, however, are 
its compassion for the socially oppressed classes and its socio-ethical 
demand for the improvement of the economic condition of the 
working man. Ricca-Salerno's disciple, Graziani, accepts this doc- . 
trine with slight alterations,GSand attacks in his text-book chiefly 
the iron law of wages and the application of the principle of mar­
ginal productivity to the theory of wages. 

Considerations of social ethics are paramount in the wage theory of 
Loria. &4 He starts from the main principles of his well-known doctrine 
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of land-reform. In consequence of private property in land, the worker 
is robbed of his economic independence and capitalists are in a position 
to force wages down to the minimum necessary for existence. This is 
the old, well-known attitude which socialist theorists have always 
shown toward wages.-Here we may point out that Antonio Graziadei 
has recently made Marx's wage theory the object of a thorough ex­
amination, in connection with his criticism of the doctrine of surplus 
value. 55 On the whole, he reaches the conclusion that a sound and last­
ing rise of wages is possible only on the basis of a corresponding increase 
in production. Frederico Chessa, on the other hand, studies the influence 
which trade unions exert on settling the wage level. 56 

II. The Realistic Explanations of Wages by L8'1JfJSseur, 
Cornelissen and Simiand 

The theory of wages is one of the few fields of economic theory 
in which the French have contributed more than the Italians in 
the first quarter of our century. The reason for this is that while 
Italian economics lost here its best men through the indifferent 
standpoint of the Lausanne school, French economists found in 
the theory of wages a set of problems which were especially suited 
to their constant interest in economic and social conflicts. At first 
the writers who dealt with this subject were those who reject the 
mathematical method. Levasseur, Cornelissen, and Simiand all 
three published their works at about the same time and represent, 
with certain different shadings, a decidedly social and realistic 
tendency. 

Emile Levasseur was the last to publish his book on the wage 
theory; but, in the course of his long and fruitful scientific career, 
he often treated the question of wages, years earlier and in approx­
imately the same way. His work liT can best be compared with 
Ricca-Salerno's, which we have just mentioned. He deals with a 
great deal more than with the actual question of wages, touches 
upon nearly all the problems of social policy, and exhibits strong 
socio-ethical traits-even though he attacks all utopistic social re­
form. He considers wages the result of the cooperation of six dif­
ferent factors: the productivity of labor, the general wealth of the 
country, the cost of maintenance of the workers, their mutual com-
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petition, state regulations and custom, should all be taken into con­
sideration, if we seek to discover the origins of wages. We can 
reduce these different factors to a commOn denominator: the law 
of supply and demand, and can consequently solve the problem of 
wages from one comprehensive point of view. 58 Cornelissen also 
derives wages from similarly manifold sources,68 but especially 
emphasizes the importance of the social environment. His prin­
ciple is to solve the problem of the wage theory in a purely induc­
tive way, by minutely studying individual cases; but he also tries, 
in evident contradiction to this, to offer a general and complete 
explanation of wages by utilizing his theories of value and of price, 
which we have already mentioned. According to this, the price of 
labor, wages, results from the combination between cost of pro­
duction and the use value of the labor, approaching now the one 
now the other limit 1lCCording to the particular case. In dealing 
with the level of the production cost of labor, we must also consider 
the cost of subsistence of the laborers with the lowest standard of 
life, who are still employed by the entrepreneur. Cornelissen has 
nothing very new to say in this stressing of the marginal factor, 
since the idea of the origin of the real wage level as midway be­
tween use value and cost value had already been expressed much 
earlier by German writers. We may notice, however, the large 
mass of inductive material that Cornelissen has marshalled in his 
work. 

Simiand's investigations cover a narrower field,60 but are all the 
more independent. He tries above all to offer a concrete applica­
tion of Durkheim's positive method. The object of his study is the 
fluctuations in the wage level in the French coal mines. Simiand 
utilizes a mass of statistical material covering fifty years in order 
to work out certain regularities in the fluctuation of wages. These 
he refers to the actions of individuals and groups motivated by, 
certain tendencies. The actions of employers as well as employees 
revolve around profit and effort and on both sides we notice the 
effort to maintain both factors at the level already attained. The 
tendency to increase profits and to diminish effort is of a secondary 
character. Out of the conflict between these different and contrary 
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forces there result the relations between changes in the price of 
theprodu~t on one side and the wage level on the other which 
also throw much light on the nature of wages. In the main Simi­
and's subtle investigations resolve themselves into a theory of 
wages of which the chief explanatory principles are the produc­
tivity of labor and the conflict between employer and workmen. 

12. The Marginal Principle and Socio-ethical Viewpoints in 
the French Theory of Wages 

Landry and Lavergne build their theories of wages on the prin­
ciple of marginal productivity. For the latter, this principle is 
sufficient to explain wages in its entirety since, according to him, 
labor has no cost price of production. It cannot be increased at 
will: the present generation of workers always enjoys a monopoly, 
since the next one will not attain the working age for from twenty 
to twenty-five years. Landry, on the other hand, thinks that the 
theory of marginal productivity of labor throws light on only one 
side of the problem of wages; namely, demand. The other side, 
supply, is of equal importance in the labor market, and represents 
a pure problem of population. Landry refers the main ideas of 
this wage theory, expounded in his Manuel, in a special work 81 to 
Cantillon and to Effertz. 

In the French literature of the first quarter of our century, too, we 
meet with many studies which deal with their subject from the socio­
ethical aspect. For instance, Leon Polier published a book,82 at the 
beginning of the century, in which he sharply criticized in parts the 
Christian and socialistic doctrines of a "fair wage," and tries to derive 
them from the sentimental postulate of the socio-ethical idea of equality, 
which has nothing to do with science. Barthelemy Raynaud proposes, 
in his thoroughly well grounded study,88 a minimum wage, settled by 
the state, and tries to justify it and prove its necessity. Max Lazard, 
who is also inspired by social ethics, tries to show the Haws in all deduc­
tive theories of wages.64 Relying partly, but always with a critical 
spirit, on the American, Clark, he works out the manifold individual 
relations of the problems of labor and of wages, and complains finally 
of the great injustice of the prevalent distribution of wealth. Charles 
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Gide tries, in a recent work, to point out the difficulties which would 
attend the abolition of wage labor.66 

r3. Monopoly Theories and Eclectic Explanations of Profits 

French and Italian science of the first quarter of our century, 
has brought forth no essentially new and creative thoughts on the 
theory of profits. The reason probably is that the Lausanne school 
has hitherto paid no particular attention to this problem, although 
their method was better adapted to it than to the problem of 
wages. The other writers offer first of all a few monopoly theories 
of profits. Etocle Lorini 66 tries to give his theory too broad a basis, 
with which his final conclusions do not agree. He reaches the prob­
lem of entrepreneurship by way of the principles of economy and 
of diminishing returns, as well as of Malthus's law of population. 
He sees in the problem of the entrepreneur the kernel of the 
whole social problem. The big industrialist abuses his paramount 
position in modern economic society and exploits even the capital­
ist because of his exaggerated profits. According to Lorini, social­
ists as well as liberals are wrong since the fundamental social evil 
is to be sought not in capitalism but in modern large scale industry. 
-The theory .of Loria, which contains an original idea, appears 
more plausible. First of all men produced in isolation; then, under 
the compulsion of want, when the means of production, especially 
land, had been seized by a few powerful individuals, they had 
united themselves for combined production. That portion of the 
surplus produced by this combined labor which falls as profit to 
the entrepreneur is to be considered in its origin as a monopoly 
profit caused by social power. 

Landry too proposes what is essentially a monopoly theory of 
profit, which sees the basis of the entrepreneur's monopoly not 
only in the social conditions of power but also in the relatively in­
frequent union of capital and administrative ability in one person~ 
Landry underestimates the importance of the numerous cases in 
which modern entrepreneurs have neither their own capital nor 
especial abilities when he says that they are only exceptions, which 
may be neglected. Emilio Cossa sees the source of profits in the 
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intellectual Capacities as well as in the special aptitude of the entre­
preneur, but at the time relies upon the chief principles of the 
theory of economic friction.61 Christian Cornelissen has recently 
offered an even more eclectic monopoly theory of the entrepre­
neur's profit,68 in which he also strongly emphasizes the idea of 
social force. The entrepreneur can dispose of natural, legal or ma­
terial monopolies, which assure him a profit. The exploitation of 
human labor comes then into consideration as a factor of social 
force. The efficient organization and direction of the business; 
that is to say, the personal activity of the entrepreneur, also plays 
an important role; finally the element of risk, the speculative man­
agement of the competitive relationships, should also be regarded 
as a source of the entrepreneur's profit. Since for Cornelissen profit 
is a residual income, he lets its level be determined by the state 
of the other branches of income.-Whereas this theory is prima­
rily based on induction, and does not take much of the literature 
on the subject into consideration, a young Frenchman, Fran~ois 
Perroux, starts with an extremely careful examination of all pre­
vious theories of profit.69 In his positive solution of the problem, 
he too reaches an eclectic conclusion: risk, personal activity and 
economic power are the three most important sources of profit. 

Guido Sensini is of the opinion that the problems which Perroux 
sets himself can be solved more accurately and clearly by using the 
mathematical method. 'l°-Gustavo del Vecchio, a master of this method, 
stresses, besides the dynamic character of the entrepreneur's profit, 
especially its element of risk according to its different forms of appear­
ance.'l1-Frederico Chessa throws much light on the general im­
portance of the element of risk in economic life.'12 

I4. Differential Profits 

At the beginning of the century, Costantino Ottolenghi pub­
lished a theory of profits, which differs from those which we have 
already mentioned.7S He too makes much of the element of ability 
in the entrepreneur, but gives it a somewhat different treatment. 
There is for Ottolenghi no absolute profit, but only a differential 
one, which-somewhat like Ricardo's differential rent-exists in 
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the difference between the income of anyone entrepreneur and 
that of the marginal entrepreneur in the same branch of produc­
tion. Indeed, a certain ability is necessary to achieve a profit beyond 
that which replaces costs of production. Such a profit, however, 
can arise in certain circumstances through a more favorable general 
external condition of the entrepreneur. Nevertheless, there is, ac­
cording to Ottolenghi, also an absolute upper limit of profit, which 
is dependent on the "law of definite proportions." On this assump­
tion of tJte most favorable coordination of the elements required 
for production, he relies upon Valenti's theory of production which 
we have already mentioned. A special value is attached· to Otto­
lenghi's theory by the inclusive statistical material, take~ from 
different countries, upon which it ill built.-Profits possess a similar 
differential character in the works of Lavergne, who treats them 
in the same manner as rent in general. Whether entrepreneurs are 
capable or not, the means of production are at their disposal for 
equal prices. It depends upon the business ability as well as upon 
the business condition of the individual entrepreneur if and to 
what extent he will_be able to use these means of production for 
profit. Lavergne calls the special personal capacity, which assures 
the entrepreneur of profit, "the idea of production" (l'idee de pro­
duction).-This theory of differential profits offers no essentially 
new doctrine: its main ideas are expressed with great clarity by ear­
lier German authors, such as Mangoldt and Schiiffie. 
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CHAPTER I 

METHOD 

z. The Mathematical Procedure 

THE CONDITIONS under which economics developed in England and 
in America in the twentieth century differ widely .. In spite of a 
common language the difference between French and American 
economists at the turn of the century was about as marked as that 
which we noticed between German and Austrian theorists. In Eng­
land at this time the "theoretical investigation" founded by Jevons 
reached its highest development and the scientific success of the 
mathematical method had assured it a leadership which it has re­
tained. On the other hand, American political economy was almost 
revolutionized around 1900. The doctrines of Carey, Walker and 
George were falling into oblivion, making way for an energetic gen­
eration of yoUng American economists who had been trained in 
German universities by such men as Roscher, Knies, Held, 
Schmoller, Wagner, Cohn, Knapp and Conrad. The scientific 
method which they imported from Germany was of course histori­
cal. But as early as the late eighties these young .men were turning 
their eyes with steadily increasing interest toward the Austrian 
school. They brought the deductive method into prominence and 
were able effectively to develop the mathematical theories of Eng­
land and Italy. In the year 1899 ther~ appeared the most important 
result of this movement----the publication of Clark's work on distribu­
tion, by which the deductive method was assured of its position 
in modern American economics. The years which follow, however, 
witness a strong reaction: the practical business mind of the Amer­
ican harks gradually back: to realism. And the post-war generation 
of economists seems to be turning away from the abstract deduc­
tive method. 

While in America, the discussion of method was a lively one in 
213 
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the first quarter of the century, in England it caused no commotion. 
The authority of the Cambridge school-founded by Marshall and 
directed by' him for many years-:-was practically unquestioned, and 
its moderate mathematical· procedure is even today the authorita­
tive force in British economics. In the present century leadership 
passed from Marshall, who devoted his latest energies to a literary 
solution of practical economic problems, to Francis Y. Edgeworth 
who had always busied himself with methodological questions. 
Edgeworth has recently died, but his works ,on 'method seemed as­
sured of lasting influence in his country. 

Notwithstanding a similarity in their attitudes toward method, 
there is a marked difference between the uses which Marshall and 
Edgeworth made of mathematical procedure. Marshall employs 
mathematical analysis with prudence and moderation. He is always 
especially concerned with the practical phenomena of economic life 
and he does not employ mathematics until,the position which he has 
taken has been firmly buttressed by "realistic" considerations. Even 
then he is unwilling to become absorbed in his mathematics and 
returns as quickly as he can to the practical problems-which, in­
deed, he has never abandoned. Marshall's advice on the use of the 
mathematical method is characteristic: one should use mathematical 
formulas as an abbreviated language, not as a means of research, 
but as soon as one has attained the expected results, one should 
translate the mathematical formulae into ordinary language, and 
theri burn them. l Edgeworth's attitude is quite different. Allowing 
full scope to his mathematical tastes, he is passionately fond of the 
wildest abstractions, which he develops for their own sake, for­
getting that they are merely a means toward a better understand­
ing of practical economic affairs. At times he is too far removed 
from genuine economic experience, but at other times he is capable 
ot most fruitful ideas which he could not have attained without 
this use of mathematical procedure. An example is the important 
results which have been reached by his application of the reckon­
ingof probability to economic problems. Marshall uses mathemat­
ical research unwillingly and as a last resort; for Edgeworth it is 
an end in itself. 
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It would be an error to conclude that Edgeworth, in his en­
thusiasm for mathematical procedure, exaggerates' its importance. 
On the contrary: he never forgets its limitations and he repeatedly 
says, in his methodological works, that we should not expect too 
much from its application. The.most important discussions in which 
he champions these views have been republished in the second 
volume of his complete works.! 

Between these two extremes, represented by Marshall and Edge­
worth, we have all the other more recent adherents of mathematical 
economics in England. The most successful of these are A. C. Pigou 
and ]. M. Keynes. 

At the beginning of the century, H. Cunynghame made a spirited 
attempt to express the most important economic theories in the form 
of geometrical figures.s More recently, Arthur L. Bowley has de­
veloped the main tenets of modern mathematical economics in a clear 
and penetrating sketch." It is characteristic that special text books 5 

have recently been published in England; for the purpose of familiariz­
ing students with the mathematical method. 

In America, the mathematical method, in its original purity, has had 
comparatively few adherents. Nevertheless, some valuable contribu­
tions to this procedure have been made. Its two most important practi­
cal exponents have been Irving Fisher and Henry L. Moore. These 
have also taken an occasional part in methodological discussion. Moore 
gives an excellent exposition of the connection between statistical re­
search and deductive mathematicaltheory.8 Thomas Nixon Carver 
makes an interesting attempt toward an improved quantitative concep­
tion of economic phenomena,T whereas Willard C. Brinton, following 
Cunynghame, give a broad and graphic description of economic princi­
ples, without introducing the language of mathematics.s Also worthy 
of mention is the older treatise of Frederick Kellog Blue,9 which at­
tempts to cover the psychological principles of .economics with a cloak 
of mathematics. 

2. Logical Attempts 

The next of kin to the adherents of the mathematical method 
in England and America are those writers. who seek to improve 
our science by means of logic. The concrete points of vieW' from 
which they start vary widely. . 
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At first we find a return to classicism and an attempt to borrow logi­
cal unity from the standpoints of natural science. Charles A. Tuttle 
studies the'relations which emerge out of man's physical needs and his 
dependence on the physical· environment and tries to' rest the entire 
structure of economics on these relations.1o Arthur H. Gibson, who 
published at the beginning of the century the first part of an ambitious 
system of economics which he nevef completed,11 makes the physical 
laws of production and consumption the bases of his abstract specula­
tions. More recently, Julius Davidson 12 and L. Southern' IS have 
come to somewhat similar conclusions, with reference to the problems 
of the law of profits and especially to the abstinence theory of interest. 
Southern works symbolically with the concept of independent economic 
substances and tries by this means to reach a coherent solution of certain 
problems. Of more importance than these almost forgotten attempts 
are the works of the Englishmen W. W. Carlile if, and James Bonar.15 
They demand a system of economics that is logically flawless and sharply 
attack the lack of coherence and the logical mistakes which appear even in 
the most practicable .economic theories. Bonar's achievements are es­
pecially illuminating. Leverett S. Lyon, an American, follows the 
example of German scientists. when he tries to view economic factors 
as functional relationships.1G In this direction he has recently been 
followed by an increasing number of American economis~s. Lyon first 
devotes himself to ~ thorough study of a few elementary factors, and 
hopes to probe by degrees the more 'complex phenomena of the science. 
John A. Hobson, the Englishman, in one of his recent studies, opposes 
the traditional classical and neo-classical attitude with an entirely new 
critical philosophy. IT After having analysed the behavior' of the eco­
nomic man, he comes to the conclusion that resthetic interests play a 
more important part in economic affairs than has hitherto been sup­
posed. Consequently, this viewpoint ptust be takell. into account in 
theoretical investigations. 

3. The Q1I4"el O'l)8f Psychological Principles 

HobsQn's attempt leads us to the recent movement in American 
literature to revise the principles of economics from the point of 
view of psychology. The exponents of, this movement rely on the 
"new Americin psychology," which originated at the end of the 
nineteenth century out of a union of associationist psychology, 
Spencerian evolution and German experimental psychology, and 
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which rejects .the abstract deductive system of traditipnal hedonistic 
and utilitarian economics. Among the m,ost polemical adherents 
of this movement are Charles H. Par~i:r/8 Carl E. Parry III and 
o. Fred Bouck:e.20 These three are •. of the opinion that deductive 
economics, founded pn margin~ :malysis, has been superseded by 
the latest findings in psychology~ They therefore demand a return 
to the psychological origins of man's. needs, in the light of which 
can best be recognized the real connections between economic be~ 
havior and the social-economic environment. Similar ideas have 
been advanced, more succintly, by L. K. Frank II and A. J. Snow/oIll 
The latter attacks the doctrines of Z. C. Dickinson. 

As Carver 28 Jiad done more concisely, Dickinson 24 tries to prove 
that, notwithstanding the new developments of psychology, the old 
hedonistic doctrine is still essentially suited to our needs, since it con­
siders the phenomena of mental life in the only aspect that is possible 
from the point of view of the economist. Proceeding from this convic­
tion, he subtly analyses the psychological motives of economic behavior, 
around which revolves the whole machinery of production and con­
sumption. He follows Irving Fisher in his conceptions of saving, capital 
and interest and in his consistent adherence to a subjective theory of 
value. F. A. Fetter also attacks the psychological arguments of the 
institutionalists, and tries to show that hedonistic assumptions are not 
at all the foundations of modern economic theory. They had been 
included in the theory of marginal utility only through faulty English 
translation.25 Somewhat similar to the attitude of Fetter is that of the 
Englishman P. S. Florence, who studied in the United States and who 
thinks that economic theory should be independent of all difference of 
opinion in the realm of psychology. As long as this was not the case, tra­
ditional economics was on the wrong track; institutionalism; too, is just 
as mistaken when it unites its ·fate with that of the new American psy­
chology. Nevertheless, .Florence expects much from the new statistical 
and realistic methods of research.lll 

It seems unlikely that the efforts of Dickinson and Fetter, or 
the attempts of some of the older orthodox leaders to alter. or 
to consolidate the psychological foundations of their system by a 
thorough analysis of the concept of wants and its relations to the 
primary objects of economic life, will be able to withstand the 
onslaughts of their young opponents~ 
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4. The Realistic Current in America 

As WI;! have already remarked, the Institutionalists start their 
plan of positive reform by investigating economic institutions in 
their essence, their growth and. their interactions with the eco­
nomic behavior of man. Their methodology is' marked by metic­
ulousness of description, and by a wealth of historical and statisti­
cal data; while their general work is characterized by a retention 
of the "veil of money." It is partly owing to these efforts that 
the study of business cycles has come into such prominence in the 
last fifteen years. During the first quarter of the century there 
has been a parallel movement toward greater realism; so that 
most of the younger American economists, including many who 
are not specially interested in psychology, agree, as did the Eng­
lish 'in their development of the mathematical method, upon the 
necessity of a social and practical orientation of economic theory. 
This is the reason that America has not seen those disputes over 
method, such as were experienced in Germany. Whereas the Eng­
lish are always conscious of the limitations of their mathematical 
procedure, the new American realists-with the exception of the 
left wing institutionalists-recognize the rights of abstract research: 
their proposals, therefore, all tend toward a realistic interpreta­
tion of economic theory. The necessity of a "division of labor" 
between more abstract and more realistic investigations, is as a 
rule not disputed in the economic literature of English-speaking 
people. But while most English economists are especially interested 
in abstract procedure, the Americans are more and more showing 
signs of realism in their conceptions of method. 

A balance is found in Allyn A. Young-to mention but one of the 
foremost defenders of the classical tradition.27 To him, the question of 
deduction or induction is quite futile. Jacob Viner tried, in one of his 
earlier articles, to show the logical necessity of using both methods.28 
Compare these two with one of the leaders of institutionalism, for 
example Lionel D. Edie: 29 with him, the various currents of economic 
investigation, which differ so widely in their methodology, are beauti­
fully harmonized. He tries to show that the chief positive viewpoints of 
Institutionalism are present in the works of some of the modern 
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leaders in abstract theory. Paul T. Homan is, on the whole, sceptical 
of the future of American economics; nevertheless, his most recent 
researches in the history of theory 10 show signs of methodological rec­
onciliation. 

s. Methodological Discussions among American Economists 

This development becomes clear, if we examine the yearly 
Records of Meetings of the American Economic Association. This 
leading association of American economists was founded about the 
middle of the eighties, with a program which clearly reflected the 
main principles of the historical school, that had been learned in 
Germany. A change soon became noticeable in favor of the mod­
em abstract theoretical attitude. At about the turn of the cen­
tury the adherents of this tendency predominated in influence if 
not in numbers. . Yet a gradual reaction, and a partial return to 
the original program, set in. 

Edwin R. A. Seligman, who is one of the leading American figures in 
economic research and public finance and who has also made some valua­
ble contributions to theory. exemplifies this reaction. In a report made 
before the Association at the beginning of the century. he stressed the im­
portance for theoretical as well as practical investigators of taking into 
consideration the leading social. political and ethical attitudes in eco­
nomic life. if they wish to keep on the right track.31 This thought ap­
pears in other works of Seligman. in which 'he interests himself especially 
in the relations between social life and economic phenomena. He arrives, 
thus, at a thoughtful. moderate and considered "defence of historical 
materialism.82 

Two years after Seligman. Jacob H. Hollander discussed, in the 
association. with much penetration the. practical references in the pre­
dominating theories of distribution and emphatically demanded that 
economists should return from the "metaphysical speculations" of pure 
theory to economic reality. He therefore recommends a more realistic 
tendency in the development of the theory of distribution.8s In the 
discussion which followed _ Hollander's report, Victor Rosewater and 
David Kinley were among those who seconded him, whereas J. B. 
Clark and H. R. Seager (who as a matter of fact has recently shown 
leanings toward a social attitude) try to show that every economic 
theory, however abstract, is in the long rUn a means toward the clarifi­
cation of practical reality. Opposed to this moderate position, we have 
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the attitude of Frank Albert Fetter, who rejects Hollander's attack, 
and seeks to justify abstract theory. It should be mentioned here that 
Fetter himself has recently reverted to a more realistic conception of 
economic theory through his "ideal of welfare," which he enthusiasti­
cally advanced as destined to take the place of the problem of price at 
the center of theoretical economics. We shall deal with this more fully 
below. 

In a somewhat later report, Simon Nelson Patten defended the view 
that economic theory would win much by greater simplicity of diction 
and clarity of exposition.u This would easily be attained if economists 
used moderation in abstractions, and adhered more closely to the phe­
. nomena of economic life. He believed that this procedure would not in­
jure the scienti.fic character of our theoretical studies. Some years earlier 
Patten had adopted a similarly unfriendly attitude toward ultra­
abstract research in his discussion of the criticism which Charles W. 
MacFarlane made of J. B. Clark's theory of distnoution.35 He tried to 
show that it was impossible to reach any really new conclusions in 
economic theory by the mathematical method. He expressed similar 
opinions in a discussion by the society of the theory of distribution.36 At 
this time, in a small special treatise on methodology, Patten demanded 
a reconstruction of economic theory on realistic, inductive and statistical 
foundations, instead of the earlier deductive doctrines, which to him 
were already obsolete.ST 

In a paper before the association, David R. Dewey favored, in more 
moderate tones, the construction of economic theories only on the care­
fully proven results of practical observation; he does not, however, 
deny all right to deductive procedure.ss During the war, Hollander 
appeared again upon the scene, and in some interesting discussions of 
method, voiced the opinion that economics had made no progress in 
the last thirty years, owing to the plethora of abstract theories.3D Ac­
cording to him, abstract speculations could be really productive only 
when they are balanced by a parallel development of factual investiga­
tions. In the colloquy; even Irving Fisher felt bound to agree with 
Hollander's main thesis, and ventured only modestly to show the other 
side of the picture: the dangers which attend an untheoretical gather­
ing of undigested facts. If Hollander judged with pessimism the recent 
past of our science, Thorstein Veblen, whom we have mentioned as 
. the leader of Institutionalism, and one of the most profound thinkers • 
of modern American economics, has more recently prophesied, no less 
dismally, its calculable future. In his report to the association, at its 
37th session, .held in Chicago in December 1924, he pointed out the 
flaws in the inner structure of present-day economic theory, and prophe-
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lied that, before long, the specialized investigation of facts would de­
velop into the viewpoints of private economics and the devouring spirit 
of commerce, while economic theory itself would become OSliified in a 
scholastic traditionalism.40 John Maurice Clark and Raymond Taylor 
Bye are right in contrasting with this depressing picture first of all the 
original and profound researches w,hich have been made in recent years, 
especially in the very workshop of Veblen himself. Although they 
realize that the fears of their older colleague are partially justified, they 
believe that the vital force of our science conceals its further develop­
ments. Of much importance for the change which has taken place in 
American economics to the advantage of realism is the fact that, at the 
last two methodological discussions of the association at St. Louis, 
December 1926,41 and at Washington, December 1927,42 the disposi­
tion of the parties was the opposite of what had taken place hitherto. 
From the beginning of the century the attacks had been made, as we 
have seen, against the ruling abstract-theoretical tendency, in behalf of 
a more realistic attitude. Now that the realists have become the leaders, 
they can in turn adopt a comfortable position of defence. For instance, 
Hollander, who had always spoken against the exaggerations of the 
deductive method, strikes us today as rather defending it against the 
overflow of realism. Similar is the standpoint of F. W. Taussig and 
John D. Black, F. H. Knight and T. S. Adams. Although they follow 
the golden mean, the last two stress the dangers which may result from 
an incautious use of the statistical method. Only the two Chicago pro­
fessors, Jacob Viner and Henry Schultz, take up the cudgels in defence 
of deduction. Viner says that without it one ~annot dream of a fruitful 
application of statistics for the further development of economics; while 
Schultz quotes the works of Cournot, Walras, Auspitz and Lieben, to 
prove the necessity of a mathematical theory of economics. Their voices, 
however, do not attract much attention, for the leading personality in 
both these discussions was Wesley Clair Mitchell, a champion of Insti­
tutionalism. We shall come back to a consideration of his views later. 
He is supported in his defence of statistical economics by several writers, 
including Frederic C. Mills, Horace Secrist, Kemper Simpson and Carl 
Snyder. John Candler Cobb, in his papers on the subject 48 has some 
fine distinctions to make with regard to the use of statistics in solving 
economic problems. In this he follows Marshall, and stresses the means' 
whereby the result of quantitative analysis may be developed in theory. 

Out of all these discussions of the American Economic Asso­
ciation, held in the last few decades, there emerges the effort to 
bring economic theory back into more realistic and practical paths, 
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and to restore the balance between deductive speculation and in­
ductive research, which was "almost lost before the war. The same 
idea is at the bottom of the reform attempted by the Institu­
tionalists. Whenever their demands became too reactionary, the 
adherents of pure theory would enter a protest; these are, however, 
becoming more and more timid and are making more and more 
concessions to the new realistic trend. 

6. "Young America" 

This gradual retreat of pure abstract method is most evident 
in the compilation H recently published by Rexford Guy Tugwell, 
in which the "younger generation U of American economists" of­
fer their methodological ideas in a general manifesto. The at­
titudes which they represent vary considerably: from natural science 
to purest rela,tivity, through every intermediate stage. The result, 
however, and the main tenor of the book, is a settling of accounts 
with exaggeratedly abstract and purely theoretical investigation. 

R. T. Bye,48 alone, comes to the rescue in an energetic attempt to 
make of pure theory a scientific end in itself. He tries to prove," by the 
results of the recent doctrines of value and distribution, that only by 
this means can our science in the long run contribute to the welfare of 
society. Frank Hyneman Knight 41 is more moderate. By means of a 
thorough-going logical and psychological study, he arrives at the con­
clusion that the laws of exchange and price allow for a narrow realm 
in which economic relations may be studied deductively. He does not 
wish to be blind to the realistic reforms, but he thinks that their justifica­
tion must be thoroughly proved before we give" up the theoretical doc­
trines which have been won by so much intellectual labor. Knight be­
longs to those American writers who are especially interested in the 
ethical aspect of economics. He considers Ethics and Economics axio­
logic· sciences and submits the connection between them to psychologi­
cal analysis. He has also made interesting researches on the role and 
importance of ethical viewpoints in practical economic life, especially 
in the origin and progress of competition.48 Knight holds himself aloof 
from the school which relies on the new psychology and set forth his 
view before Parry and Clark Jr. in the discussion of the American 
Economic Association of December 1920.411 In his latest writings; he 
has even sharply attacked radical innovators. They pay him back in his 
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own coin: Morris Albert Copeland especially has recendy tried to 
destroy Knight's arguments systematically.5o 

A strongly realistic tone is shown, in the Tugwell collection, by 
Albert Benedict Wolfe, who upholds the opposite of Bye's thesis.51 
For him, pure economic theory, as an end in itself, is nonsense, for our 
knowledge becomes such only through its relation to some sphere of 
human interests. The only true science is that which is causal; never­
theless a teleological viewpoint lies at the back of its sphere of activity. 
Therefore either economics should deal with problems which concern 
practical or ethical relations or it should be approached from a ready­
made ethical viewpoint. From this springs .the only valid system of 
thought, which Wolfe calls "functional economics" and which has an 
ethical and practical tinge even in its theory. John Maurice Clark fol­
lows the golden mean, and develops the work of his famous father 
more realistically. In his report at the 3ISt annual meeting of the 
American Economic Association at Richmond in December 1918, he 
warned against the two extreme tendencies in economic theory. He 
recommended for the future a realistic theory; this was, above all, 
to be a theory, and not a mere collection of facts. In the same. year, 
he published a study Ii2 in which he advocated the necessity of econo!llic 
theory being based on the results of the new psychology. Two years 
later, at a meeting of the association at Adantic City, he showed clearly 
his sympathy with the doctrines of Veblen.G3 The same spirit can be felt. 
in his logically well-constructed contribution to Tugwell's collection,5i 
in which he develops a notable dialectical theory of the history of eco­
nomic doctrines. His recent investigations into the relation between the 
static and dynamic attitudes have led to conciliatory results: the more 
inductive advantages of the latter are offset by the deductive explana­
tions of the former, to make a perfect picture of the process of economic 
life. 511 , 

Tugwell, 68 who edited the collection, and Sumner Huber Slichter 57 

take a decided stand against abstract economic theory. The for!ller es.­
pecially attacks the concept of natural economic laws, and tries to show 
in general terms that all dogmatism in our science contains logical· con­
tradictions. Therefore, we should endeavor to know-as far as we can­
real economic relations through practical observation, in the experi­
mental way. In an earlier work,68 Tugwell brings the argument to bear' 
against the narrowness of hedonistic political economy but declares him­
self opposed to the radical exaggerations of some of the institutionalists. 
Schlichter is no less zealous in denouncing hasty deductive generalization 
and tries to show the falsity of some widespread doctrines, based on un­
sound induction. F. Cecil Mills attempts to prove in his contribution 1i9 



ANGLO-SAXON COUNTRIES 

the concrete' possibilities of adapting the statistical method to economic 
research. The places where, following Marshall, he treats economic laws 
as mere tendencies and conceives of them from a statistical point of view 
as the expression of average relationships, and his great statistical work 60 
in which he expounds more fully his leading thoughts may be read with 
profit by all economists. Similar researches are those of William Ernest 
Weld,61 in which he studies the foundations of general welfare statisti­
cally. Passing over the other essays in the collection, we shall only men­
tion the leading article of Wesley Clair Mitchell.62 In some of his 
earlier works he made important contributions to contemporary eco­
nomic theory and in a more recent article 63 he has compared the 
relative value of realistic research, directed by statistics, and the attitude 
of Marshall. Here, however, he takes hold of the fundamental princi­
ples of all modern economic theory. Continuing the trend of ideas 
exhibited in som~ of his earlier investigations,64 he appears here as a 
radical adherent of Veblen. He attacks without mercy the leading 
hedonistic and utilitarian economic theories, his arguments culminating 
in the one reproach that its first principles have been superseded by the 
new psychology. Consequently, all our theories of value and distribu­
tion of which we are so proud are just so much junk. A new theory 
should take into consideration the latest results of psychology and, 
instead of being historical or mere propaganda, should be founded upon 
a "scientific," theoretical study of the development of economic institu­
tions, such as has been done in England by Webb, in Germany by 
Sombart and in America by Veblen. This is what Mitchell means by 
the "institutional" method. 

We see then that American economics on the whole tends to 
go back to the methodological program of the nineteenth century 
historical school in Germany. One can argue that the Tugwell col­
lection is not a methodological manifesto of the younger generation. 
As a matter of fact, the nUIIiber of open adherents of institutionalism 
is small A short survey, however, of economic results in Amer­
ica since the world war, will unmistakably show the great influ­
ence of the new tendency and the importance of its results as 
compared to those of the abstract-deductive method. Moreover, 
institutionalists are responsible for the remarkable work that is 
being carried on in New Y orkby the National Bureau of Economic 
Research, in Washington by the Institute of Economics, in Chicago 
by the Institute for Research in Land Economics and Public UtiI-
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ities, and in the many other American institutes of scientific r~ 
search. These scholars will often not admit that they are flirting 
with the historical school, especially with its older branch, and 
they endeavor to give their methodological views the air of a 
"modern acquisition" by employing a glittering exterior and a new­
fangled name. The essence of the movement, however, is old and 
familiar to us. 

7. The Legal, Historical and Socia-ethical Attitudes 

It is in John R. Commons that we see most clearly the return 
to a realistic viewpoint. With reference to his work on the theory 
of distribution, published some thirty years ago, he now says that 
he then tried to "mix" things which could not be mixed. Now he 
is a staunch supporter of the new behaviorism. He does not, how­
ever, follow the example of some of its adherents who lose them­
selves in methodological disputes. He follows rather the path of 
positive investigation for which he chooses a legal and historical 
attitude. He buries himself in an historical study of Anglo-­
American legal procedure in its connection with social and eco-­
nomic problems, and tries to distil from this the concepts which 
may illuminate modern economics more truly than do the tradi­
tional theories based on abstract-deduction.61 

The open adherents of the historical school also give expres­
sion now and then to their methodological views in Anglo-American 
literature. 

W. }. Ashley, who was perhaps the most distinguished representative 
of the historical school in England, recognized in his studies of the 
modern development of economics,66 the importance of the new. theo­
retical movements but recommended a more frequent return to historical 

. and practical economic research. In advising the building of a new 
science: "Business Economics," from a development and elaboration 
of private economics, of which he stresses the importance, Ashley came 
into contact with some corresponding currents in modern German and 
American economics. One of the well known historians of economic doc­
trine in America is.Lewis H. Haney, whose researches in method should 
be mentioned here. Starting from an eclectic·set of principles, derived 
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in pait from' organic, in part from individualistic sociology, he considers 
a social point of view the only correct one for judging economic phe­
nomena. He endeavors to prove that the concept of economic. value as 
well as the phenomena of price and distribution form essentially social 
categories and that a study of these will produce satisfactory results 
only when it is attempted from the outset from a social point of view.61' 

In modern English literature, comparatively little is said on the 
ethical aspect of methodology. 

Besides the studies of Hawtrey, and others, which we have already 
mentioned; or upon which we shall touch later, the only names worthy 
of mention are John G. Murdock 68 whose book was published before 
the war and J. A. R. Marriot 811 whose treatise appeared a few years 
ago. The former bases himself on Marxian historical materialism, tries 
to show the dependence. of traditional ethical views. on economic 
premises and sharply criticizes the system of capitalistic profit by draw­
ing upon anthropological, biological, psychological and. sociological 
viewpoints. Marriot endeavors to explain the connections, as well as 
the contradictions, between classic economic theory and Christian ethics. 
Apart from the result he reaches, that the two do not get along well 
together, he presents some stimulating reflections; but from the point 
of view of method he has nothing essentially new, to say. 

8. The Problem of Value Judgments 

English and American economists have on the whole been little 
worried by the problem of the possibility of forming scientific 
value judgments in economics. Some of them have had only an 
occasional interest in the quarrel which was waged so bitterly 
in German literature. Of these, Marshall and his school were 
for, while Shield Nicholson was against, value judgments. At the 
turn of the century, however, a stimulating and methodologically 
important discussion of the subject took place in the American 
Economic Association. Only socio-economical arguments were used, 
and epistemological depths were avoided. 

Arthur T. Hadley, as reporter, contended that the real end of 
economics. was the promotion of the 'welfare of the community, and 
that consequently the economist should be above all factional interests 
and furnish a bright, fixed light in the darkness of social and economic 
strife. TO In the discussion, both Seligman and Mayo-Smith agreed with 
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Hadley. J. R. Commons tried to prove that, in general, scientific disa­
greements between economists could be reduced to differences of party 
or of class, for man can think in social questions only according to his 
political party. The ideal then is the "associated economist" who stands 
in the midst of the social fray and not the "individual economist" 
who spends his life in lonely and contemplative seclusion. In, the long 
run the factional politician works for ~he good of the community which 
is a result of the contest between different political views. 

In this debate not only Commons but also his opponents based 
themselves upon value judgments, since they too were fighting 
for the general welfare. Nevertheless, this contact helped to 
clarify opinions concerning the attitudes of economists to this 
question. Later on, the result of the German methodological dis­
pute over the possibility of scientific value judgments gradually 
reached America. Although the younger generation in America 
does not worry much over such epistemological questions, they 
are leaning more or less toward the attitude of Max Weber. This 
became clear in the discussion which took place on the relations 
between economic theory and ethics at the meetings of the Amer­
ican Economic Association at Pittsburgh, in December 1921.71 

F. H. Knight, the president, and to a certain extent H. G. Hayes, 
G. A. Kleene and W. J. King, desired a sharp separation between the 
ascertainment of facts and the expression of value judgments in eco­
nomics. Only a small minority-A. B. Wolfe and, to a certain extent, 
J. Viner-were sceptical of the possibility of such a distinction. 

9. Business Economics, Science of Management, and the 
Economics of War 

The first quarter of the twentieth century saw no greater changes 
in the systematization of our science in England and America 
than it did in France or Italy, and consequently no discussion worthy 
of mention on related topics. The literature of the new branch· 
called "Business Economics," which corresponds approximately to 
German private economics, has grown considerably in importance 
within the last few years, without arousing any counter-attacks on 
its independence. 
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We may mention here, as newer and more significant contributions 
to this field, the works of the Englishman James Stephenson 72 and of 
the American H. B. Vanderblue.7S They both exhibit a sound knowl­
edge of their subject and try to explain the relation of private to political 
economy by practical description rather than by criticism. Especially 
noteworthy is what Vanderblue has to say on the relation of the 
problems of business cycles and crises to private economics. 

Frederick Winslow Taylor's Science of Management, a branch 
of business economics, has en joyed an undisturbed development and 
today, especially in America, it is a. mature and independent 
science. with a. vast library of books at its disposal. Its bible is 
Taylor's famous work 76 which appeared in I9II and in which he 
expounds, with literary skill, the fundamental ideas of his sys­
tem, based upon clearly defined rules arid principles and applicable 
to every kind of human activity. This new science, which teaches 
the promotion of productivity in general business, but especially 
in technical industry, has been adopted and elaborated with much 
success even in the old world. In its broader aspect Taylor'S system 
tends to absorb the whole of private economics. 

English and American economists have been spared all discus­
sion as to the necessity of a special doctrine of war economics. 

Soon after the outbreak of the W orId War, studies were made­
especially in England-of war economics, which were far-reaching in 
theory. Of these, we need only mention F. W. Hirst's study,T5 and a 
smaller work of R. A. Lehfeldt. 76 Even distinguished economists such 
as Seligman,TT Edgeworth,'l8 Keynes,T9 Pigou,80 and Allyn A. 
Young,81 did not disdain interesting themselves in the economic 
problems of the war, especially of the peace treaties. All these writers, 
however, as well as many others who dealt with similar subjects, were 
content to note the transient changes to which general economic phe­
nomena were subject during and following the war. Not one of them 
attempts a basic and comprehensive study, such as Pigou's work, with 
the idea of founding an independent science of the economics of war. 
The appearance of such a tendency must accordingly be considered an 
especial characteristic of German literature. 



CHAPTER II 

ATTEMPTS TO CREATE SYSTEMS 

r. The Cambridge School, and Other Abstract Theoretical Systems 
;n England 

IN NO country has economic theory in the first· quarter of our 
century developed so straightforwardly as in England. While 
German science is in a state of flux and in Italy the doctrines of 
the Lausanne school penetrate with difficulty; while France shows 
marked changes in the direction of the modern theory and in 
America, as we shall see later, a contrary change is taking place 
in the direction of greater realism, English economics continues 
the same traditions handed down from Adam Smith. through. 
Ricardo, Mill and J evons. We can clearly notice here the sure 
and gradual progress, the dislike of sudden and radical change, 
the appreciation of tradition, which are such characteristic traits of 
English culture. 

The influence of the historical trend, which made its appear­
ance only during the transition from the old to the new theory, 
has left slight traces in the development of English economics. 
The few English scholars who belonged to the historical school 
did not practice an f!xaggerated relativism, but tried to keep as 
close as possible to the achievements of the classical school. Ashley 
himself, in 1909, provided a new edition of John Stuart Mill's 
Principles •. Consequently, it was comparatively easy to overcome 
this temporary reaction against theoretical investigation. The 
strong personality of William Stanley J evons has had 4 direct 
influence in England, even up .to the beginning of the present 
century. 

In 1911 his son, Herbert Stanley Jev-ons, issued the fourth edition 
of his father's chief economic work,1 and tried to defend the latter's 
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theory of int~rest against Marshall's criticism in a supplement which 
contains some interesting historical facts. Six years earlier, at the same 
time that a -long-awaited fragment of his father, embracing all eco­
nomic theory, appeared under the editorship of Henry Higgs,2 the 
younger J evons published a largely methodological work which was 
on the whole very favorably received. In this he tries to develop the 
method by his father from the psychological aspect and to apply it in 
this shape to the study of a few phenomena of production, marketing 
and the distribution of goods. II 

The most famous and valuable economic system in modern 
English literature is contained in Alfred Marshall's Principles, 
first published in 1890. For maturity of thought and logical 
presentation, it can be compared only with Mill's Principles, the 
scientific position of which it inherited and assumed also far be­
yond England's boundaries. J evons's contribution was soon over~ 
shadowed by that of Marshall, though the former was undoubtedly 
the first one in English literature to work out the main principles 
of modern economic theory; he also deserves credit for greater 
originality. Marshall, however, saw more widely and had a 
more systematic mind. He was the first to accomplish the much 
imitated synthesis between modern and classical economics and at 
the same time he did not neglect the ideas of the historical school. 
It is to this summarizing of the results of different tendencies and 
also to the important new solutions which it contains that Mar­
shall's Principles owes its great scientific and literary success. This 
is best illustrated by the numerous editions and translations which 
have so far appeared. 

Inasmuch as, according to its first publication, Marshall's great 
work: belongs to the last century, we shall not deal with it more 
fully here. We shall merely mention the fifth edition/' which 
falls within the period covered by this book. This contains some 
important revisions concerning the arrangement of the material 
and some of the more outstanding theories such as that of marginal 
costs in the explanation of value. What should be especially noted 
is the clever and successful use made by Marshall in this edition 
of. the time element in the theory of distribution. He thereby 
shed much light on the difficult concepts of rent and lJuasi-rent and 
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helped notably to clarify all those incomes which are based on 
the possession of material means of production. He also devel­
oped more lucidly the concept of a "national dividend," which 
is closely connected with the element of time, and which had re­
mained somewhat unclear in the first editions of his work. In this 
new form he understands by. that term the amount· of economic 
goods and productive services which are made available each 
year and he is able to draw from this central concept important 
conclusions for economic and social policy. The growth of a nar 
tion's income depends above all on the perfection of production; 
this is carried on by technical discoveries which almost always 
originate in private initiative and are only seldom due to a 
common activity. According to Marshall, this should never be 
forgotten when we discuss the advantages and disadvantages of 
equalitarian social reform, such as the abolition of private property, 
which is the life-source of all private initiative. 

The Principles, as they appear even in the latest edition, are 
meant only as the first and theoretical paft of a more compre­
hensive system. Marshall's spiritual conflict over. the continWt­
tion of his work may perhaps be compared with that of Goethe 
over the seconq. part of Faust. Marshall was perpetually concerned 
with the completion of his work, but other writings, teaching and 
his participation in practical economic policy took up his time. 
Like Goethe, he was constantly changing the formal plan of his 
continuation, and more than thirty years elapsed before parts of 
it were published. Meanwhile Marshall had reached the age of 
eighty, and so the two recent volumes bf his work Ii show in in­
creasing degrees the stamp of age. Marshall was aware of the 
gradual loss of his spiritual energy, and consequently limited him­
self chiefly to a summary and repetition of his earlier essays, 

, some of which had appeared almost a half century before, deal­
ing with practical problems of economics. The gaps are almost 
entirely 1illed with descriptive data and the theoretical spirit 
which animated the Principles is visible here only in sparks. 
Nevertheless the aged scholar succeeded in offering to the public 
in one unified system . most of his ideas on the, organization of 



232 ANGLO-SAXON COUNTRIES 

economic life, his theory of money and especially his theory of 
foreign trade. Fighting tirelessly against advancing age, Marshall 
worked up' to the end on another volume which was to be pub­
lished uneler the title Progre$s: its Econom4c Conditions. In the 
summer of 1924 he died, and the work remained unfinished. 

The other leader, next to Marshall, of Englisheconomic theory 
in the first quarter of our century, Edgeworth, did not succeed 
during his long life in publishing a unified system of his princi­
ples. Separate investigations, methodological studies and his as­
tonish,ing activity as a critic made too many demands on his en­
ergy. The' three-volume edition of his collected essays, published 
by the English Royal Economic Society shortly before the au­
thor's death, contains a rich fund of new ideas which Edgeworth 
sought away from the main current of theoretical investigation 
and in the study of apparently unrelated details. It is scarcely 
possible, however, to construct from' them a closed and unified 
system. 

Among other eminent British economists of this generation, 'the 
recently deceased Joseph Shield Nicholson started to publish, in the 
nineties, a comprehensive system of which the last volume appeared in 
the present century.8 Theoretically. Nicholson closely resembles Mar­
shall. This is especially, noticeable in the development of the concept of 
consumer's surplus. With reference to his theory of quasi-rent, Nichol­
son himself admits that it is identically the same as Marshall's. The 
tneories of the classical school are even more prominent in Nicholson 
than in Marshall; 'he makes use of much historical material and is in 
general well disposed to the ideas of the historical school. He lost no 
opportunity of attacking the stagnation of our science through theoreti­
cal dogmatism.7 He could not accept the mathematical method which 
he even sharply criticized on occasions.s 

Nicholson's chief work is eclectic in the best sense of the word. He 
takes 'for his model John Stuart Mill's Principles which he follows even. 
in the formal distribution of his material; he is thus attracted to the 
historical viewpoint but cannot escape the influence of modern tenden­
cies. Although he succeeds in uniting these different points of view in a 
more or less unifi~d system, his work did not meet with the literary 
success which many had expected. Nicholson published also an excerpt 
of his great work in the shape of a one-volume text book.9 In this he 
tried to give a simpler and clearer exposition and made some important 
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changes in the arrangement of his material; but the treatment of the 
theory of distn'bution before that of exchange does not seem to be very 
successful and did not help the author's didactic aim. 

A. W. Flux makes considerable use of the mathematical method In 
his concise system.10 The subtitle of the book, "An . Introductory 
Study," does not correspond to the· contents, for his ideas are difficult 
to grasp and presuppose much technical knowledge, so. that it is useful 
only for those who are somewhat advanced in the study of economics. 
Flux follows a strict plan of composition. The starting point of his 
system, and the central idea which is always kept in sight. is the problem 
of value which he tries to solve according to the principles of marginal 
utility. Other economic problems interest him only in so far as they 
are directly related to value. Consequently he treats the theory of price 
and distribution, money, international trade, as well as a few questions 
of public finance, equally from the point of view of the problem of value 
and tries to give them all a single explanation based on the marginal 
principle. He is able thereby to offer some useful ideas for the unification 
and extension of the theory of· marginal utility. Without entering into 
discussions with other authors Flux considers the most recent dis­
coveries of theoretical investigation and is strongly influenced by Mar­
shall. In the second edition of his work which was published after the 
world war the .only chapters which he revised and developed were 
those on the theory of money and on international trade. In both, 
Flux devotes his attention especially to changes in' the general price 
level, their causes and consequences. He brings his theory of money into 
direct connection with them and rejects his earlier use of the term 
"quantity theory." 

In spite of the works of Nicholson . and Flux, and the prestige 
enjoyed by Marshall's system, the English, at the beginning of 
the century, seemed to be ~tilllooking for a substitute for Mill's 
Principles. Foreign literatures were. scanned and a translation was 
finally made of N. G. Pierson's famous Leerboek derStaathuis­
houdkunde, whereby the work was made available for the inter­
national reading publiC. The various volumes of this work were 
published in the original Dutch from 1884 to 1902, and A. A., 
Wolzel's English translation in two volumes, owing to unfortu­
nate circumstances, took ten years to appearp· Since this work also 
belongs, according to the date of its first publication, to the last 
century, we shall deal with it very briefly here. We have already 
stated that Nicholson kept closer to the theories of the classical 
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school than did Marshall, and this is still more the case with 
Pierson. T~e foundation of Pierson's work is taken entirely from 
classical economics and the ideas of marginal utility are added 
as an element of secondary consideration. 

Of importance are Pierson's independent theoretical solutions of 
problems, among which we draw attention only to the close union of 
the theory of distribution with the formation of price as well as to the 
subtle analysis of profit and its arrangement in three parts: the entre­
preneur's compensation for his risk, the reward for his activity and. a 
surplus income, which is often 'present, resembling rent. Many of the 
most successful young economists, as we' shall see later, have adopted 
these ideas. A special charm is lent to Pierson's work by its close contact 
with actual economic life, with the smallest details of which the author, 
who has had much practical experience, was well acquainted. His 
criticism of socialistic ,theorists is unusually penetrating: he claims to 
.find '-astonishing mistakes of logic in LassalIe- and' denies to Marx the 
title of a serious sCientific thinker. His sympathies with the classical 
school are especially -visible in his enthusiastic defense of free trade 
against protectionism. 

Contrary to Nicholson and Pierson who, though they accepted 
the principles of marginal utility, remained adherents of classical 
theory, Philip Henry Wicksteed, like Flux, belongs to modern 
theory. He devotes himself above all to a logical study of the 
theory of marginal utility, in order to clear up certain ambiguities 
which generally obscure its principles. He also pursues other vague 
concepts and logical contradictions which are scattered over eco­
nomic theory and will allow only those principles which are im­
mediately intelligible. The thick' volume which he dedicated to 
this purpose 12 offers no closed system of economics, but treats its 
problems in so many different cases that it seems fitting to· dis­
cuss it here. No adherent of marginal utility should neglect to 
read the passages in which Wicksteed tries to show its central ideas 
in the elementary phenomena of daily life. Perhaps no one has 
possessed to a more perfect degree than Wicksteed the gift of ex­
pounding abstract theories, such as that of the "equilibrium of 
marginal values," in a fascinatingly simple style, as a truth which 
is obvious to common sense. With reference to marginal utility, he 
stresses the fact that it is not' the special characteristic of a last 
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unit, but merely a differential concept. or one of relationship which 
expresses what is the importance of the last unit with reference. to 
the whole homogeneous stock. In order to correct the numerous 
errors which result from confused concepts on this point, he pro­
posed instead of the ambiguous expression "marginal utility,"· that 
of "proportional utility." 11 Besides this analysis of the funda­
mentals of modern economic theory, Wicksteed's large work con­
tains valuable ideas on distribution, wlUch he considers it pure 
problem of value, on the theory of money, and against the ideal of 
free trade. 

While Nicholson and Flux, in so far as they based themselves 
on Marshall, were content to simplify his ideas and Wicksteed 
took a more radical path to modern theory, A. C. Pigou's work 
represents a direct continuation of Marshall. As Marshall's pupil 
and successor in the Cambridge chair, Pigou sees his chief scientific 
duty in a further development of the master's doctrines and is 
the worthy leader of the literary movement which is devoted to 
the care of the Marshall traditions. a His system (first published 
before the war, then eight years later under a new title and twice 
as large, and again recently in a shorter form),u .shows the most 
mature results of the Cambridge school and is at the same time 
one of the outstanding works of modern economic theory. In its 
method, the work follows the same paths as Marshall's Principles. 
Although Pigou attempts to build his theory as far as possible on 
actual facts, he is not as successful as Mar~hall in creating a har­
mony between theory and reality. In places his work creates too 
abstract an impression. He makes no greater use than did his 

. master of the mathematical method and in the last edition most 
of the mathematical exposition is given at the end of the text. as 
addenda. 

Pigou's main ideas are directly related to Marshall's doctrine of 
a connection between. national income and. general welfare.· TIie 
manner in which he treats his fundamental postulate of general 
welfare is strongly reminiscent of modern English utilitarianism, 
especially that of Henry Sidgwick. Satisfaction and dissatisfaction 
are also Pigou's two psychological bases, the mutual relation of 
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which dete~mines individual welfare, and each additional. indi­
vidual welfare increases that of the communitY. Pigou's underly­
ing fundamental principle is the well-known utilitarian postulate 
of the greatest possible welfare of the greatest possible number. 
This concept of welfare is entirely measurable, for on the one 
hand the sum of individual welfares, upon which general wel­
fare depends, is measurable and· on the other hand the relation 
between satisfactions and dissatisfactions can be treated quanti­
tatively for each person. Like Sidgwick, Pigou avoids the reproach 
of materialism by referring the concept of welfare to a psychic 
state, and not to the disposal of material goods . 
. The amount of the general welfare depends for Pigou on the 

size of· the national· income. Here he adopts the concept of a 
"national dividend," which Marshall had introduced in the first 
edition of his Principles, and further developed in the subse­
quent editions. This concept has nothing to do with those divi­
dends which are paid by joint stock companies. In choosing this 
rather unfortunate expression, Marshall's idea was that a nation's 
yearly incople is divided, just as .are the earnings of a company. 
With Pigou, too, "national dividend" is merely a metaphorical 
expression for national income. Of what does this consist? Pigou 
defines it, like Marshall, as the sum of objective services which are 
offered partly indirectly, through economic goods, and partly 
directly~ These must be expressible in money value, just as the 
economic welfare depending on national income represents only 
the balance-sheet of satisfactions and dissatisfactions which can be 
valued either directly or indirectly in terms of money. Consider­
ing this conception, those who, like Cannan and Knight, criticize 
Pigou and ·see at the center of· his system only the category of 
exchange value or, more generally expressed, the traditional prob­
lem of value, do not seem to be entirely wrong. 

General welfare, however, -depends not on the size of the na­
tional income but on the manner in which it is distributed among 
the various members of the community. Pigou is, like Sidgwick, 
of the opinion that a decrease of the inequalities in distribution is 
necessarily connected with an increase of general welfare. 
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After discussing the relation between welfare and national income, 

and the problem of the size of the national income, he studies its 
distribution in the third part of his system. Originally the fourth part 
dealt with the question of changes in the national income, since he 
considers that general welfare increases with a diminution in the temporal 
inequalities of distnDution. In the revised edition, which appeared after 
the war, the two first parts were considerably enlarged and two new 
parts were added on national income and labor and on national income 
and public finance. In the third edition of his work, the last mentioned 
part, of which the essence had appeared in his Political Economy of 
W., was omitted, as well as the original fourth part on the changes 
in the national income, of which Pigou had included the main ideas 
in his recent work on business crises.18 In this new system, which 
centers on the concept of welfare, Pigou introduces his individual con­
tnDutions to the study of marginal utility, especially his ideas on price 
and distribution. We shall return to these later. Pigou has also published 
a small volume of collected essays on various problems of practical 
economic life.1'f 

On no other system in the Anglo-American literature of the last 
twenty-five years has criticism waxed so intensive as on Pigou's work. 
Edgeworth recognizes its great originality and objects to only a few 
minor characteristics such as his use of the mathematical method, his 
disregard of scientific authorities and a few unimportant theoretical 
errors.18 Shield Nicholson misses the actual relationship between Pigou's 
abstractions and the phenomena of practical economic life,19 while 
Edwin Cannan, the worthy historian of distnDution theories, objects 
especially to Pigou's concept of national income and tries to show its 
obscurities and inconsistencies. to Among the Americans, Allyn A. 
Young 21 points out mistakes in his theory of rent. In the latest edition 
of his work the distinguished English scholar took account of these 
criticisms, especially of Young's suggestion in his theory of diminishing 
returns. Frank H. Knight, who criticizes especially the ethical and 
psychological principles of Pigou's system, adopts a tone of the greatest 
appreciation.21 

Pigou's colleague, S. J. Chapman, shows less originality. Although 
he refers partly to Walras and to Jevons, he bases himself chiefly on 
Marshall, but tries to express Marshall's ideas without the help of the 
mathematical method. He has new ideas to offer only in secondary 
matters, such as in some subtle distinctions in his theory of returns and 
rent. His system, which has been published in several forms,23 is marked 
by much profundity of thought but, because of its difficult abstractions, 
is useful only for advanced students. In his more recent editions, how-
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ever, Chapman attempts to give his system a more realistic aspect by 
introducing more factual data. 

Professor L. V. Birck, of Copenhagen, published a more independent 
system, which ennched the theories of the Austrian and Cambridge 
schools with some stimulating ideas.2~ Starting from Marshall's theory 
of value, he develops in succession all the more important ideas which 
have been produced by the theory of marginal utility and unites them 
into a good, compact, systematic survey. The only fault is that Birck 
neglects almost entirely the latest achievements of America!l economics. 

We mention only in passing the work of W. A. Robson 25 who 
makes a noteworthy attempt to extend the concept of welfare as the 
central point of economic theory. According to Robson scientists should 
notice that not only wealth, but also health, art, education, etc., are 
parts of welfare. 

2. Clark's School in America 

Unlike the English literature of the first quarter of our century 
which produced only one really satisfactory, new and up-to-date 
system of economic theory (that of Pigou), American economists. 
have produced a long list of excellent systems, based upon the 
most recent theoretical discoveries. Modern Ameri~an economics 
comes of age with the new century and, conscious of its vigor, tries' 
to free itself from European science and literature. The teaching 
of economics in the universities has assumed. undreamed of pro­
portions and more text books are needed each year, so that nearly 
all the leading economists have been 'compelled to impart their 
doctrines to their pupils and to the public in succinct summaries of 
the whole field of economics. 

John Bates Clark's study 28 is not one of the most popular of 
American text books. Nevertheless, because of the great reputa­
tion which it enjoys even outside of his own country, it should 
be mentioned here first. Clark's importance lies in tb,e fact .that . 
he stands in the middle of the two extrem<!s which we have noted 
above: between Jevons on the one hand and Marshall on the other. 
He may be compared with Jevons in respect of Dis creative gen­
ius, which led him to discern the fundamental principles of con­
temporary economic theory; at the same time as, but independ-
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endy of, the European scholars. Like Marshall, he has the 
greatest respect for classical political economy, as well as for the sys­
tematic methods which have enabled him to create a thorough 
and coherent structure out of his various theories. He was consid­
erably helped in this by the fact that he was a conscious admirer 
of classical tradition and was, to a certain ~xtent, filling old bottles 
with new wine. There is little in Clark's text book which is not 
already contained in his famous work on the theory of distribution, 
at the end of the nineteenth century. Here too, distribution is the 
important thing, and the whole book is colored by Clark's char­
acteristic theories: a conscious union of the subjective and objective 
attitudes, and the consequent distinction between static and dy-
namic economics. . 

The widely-read treatise of Seligman,27 which is well-known to 
European economists ·also, is partially dependent on Clark's teachings. 
In solving problems of theory he is also indebted to Bohm-Bawerk, and 
he gives an attractive and well-rounded exposition to the theory of 
marginal utility. Unlike Clark, however, who is apt to play with the 
"idea of the economic man and even to dally with "Robinsonades," 
Seligman discloses a decided trend toward realism. He 'shows a thor­
ough familiarity with the German historical school, especially that of 

. Karl BUcher and is inclined, therefore, to stress the social aspect of 
economic problems. The comprehensive economic and sociological in­
troduction of his work is full of excellent ideas, and the chief didactic 
value of his system lies in the rich collection of facts, which he has il-

• lustrated with numerous tables and diagrllms. Of especial importance is 
the vast amount of explanatory data and remarks on the economic life 
of America which lends his book a typically American flavor. In the 

. same way, in his latest work on installment selling,28 he is able, with 
true American optimism, to regard this practice, which Europeans still 
distrust, as a source of further prosperity for his nation. Seligman also 
shows his Americanism in dealing with social problems in an individ­
ualistic, equalitarian and democratic manner. His dislike of socialism is 

. just as pronounced. . 
Altho\lgh Seligman's work was received with considerable favor by 

critics, including those in foreign countries, Frank· W. Taussig made a 
series of strong qbjections.2D He criticized in part the general arrange­
ment of the %Jlaterial, and blamed his colleague for a lack of theoreti­
cal acumen and for a partly superficial presentation of the facts. For 
these reasons he thought that the work djd not Pleet the demands of a 
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text book. The Iliscussion 80 which followed between the two remained, 
as usual, fruitless. Taussig's criticism was justified only in so far as his 
own text book, which appeared a few years later 81 proved to be a fine 
piece of work. It is not only a broad survey of modern economic 
thought, but it is entitled to rank among the best American text books 
from the point of view of exposition and structure. The work takes only 
a general knowledge for granted in the reader, and demands no techni­
£al familiarity with economics at all. One is led, step by step, through 
the fundamental phenomena to the· most complicated situations. The 
difficult task has scarcely ever been accomplished with so much success. 
Taussig's general theoretical outlook most closely resembles that of 
Marshall: as a rule he derives his views directly from John Stuart Mill, 
and manages to maintain a complete independence of Clark. He makes 
considerable use of the mathematical method, and the distinction which 
he draws between static and dynamic economics is remarkable. When 
he adopts the usual hedonistic and utilitarian views, his psychology is 
not always so sound, and we need not look for new light from him on 
the problem of marginal utility. His strength lies in another direction: 
in an accurate grasp of the complicated relations of modern industry 
with ref~rence to the theory of distribution. This is his most valuable 
contribution to economics. His quantitative theory of money and his 
conservative views on public finance fall far below the level of the rest 
of the work. In the third edition, published in 1921, Taussig is com­
pelled to make concessions to the realistic current which had, in the 
meantime, grown so strong in America. He therefore now stresses the 
practical facts of economic life and their relation to society. Twenty 
years have passed since his attack on Seligman's book; Seligman, how­
ever, seems to remember it with some degree of sensitiveness. At least 
we may so infer from his recent remark that the Principles of Taus­
sig is not distinguished by the same originality which is found in some 
of the other American treatises.&:I 

In contrast to Taussig, we may mention Henry Rogers Seager's 
text book.88 This was intended to supplement the author's lectures; 
consequently it is not very elementary, and does not attempt to give so 
much a complete explanation of economic phenomena as an introduc­
tion to the problem of the v?lrious viewpoints by which these may be 
judged. Seager does not try to impress his own opinions on his readers; 
he endeavors to stimulate them to think for themselves on economic 
que$tions. In this respect he is successful. He gives a good review of the 
development of modern industry in England and the United States, 
discusses consumption,· production, exchange and distribution, and 
finally presents his theories of money and credit. It is clear that Seager's 
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plan is to start from practical questions and to move, through the more 
simple, to the more complicated problems of theory. More than any 
other writer today, he stresses the importance of human wants as the 
fundamental motive of all economic activity. What the consumer thinks 
good, then, becomes the most important fact in economic life: Produc­
tion, exchange and distribution are all dependent upon the important 
fact of consumption. In his methodology and theoretical views, Seager 
is often influenced by Clark, but he also makes considerable use of the 
idea of static economics, developed by the Lausanne school. In his 
political views, he steers a middle course between liberalism and govern­
ment interference. 

A subsequent presentation of his doctrine shows a return to realism. 
The abstract traits of his former theories of value and distribution are 
abandoned; the influence of Patten is often visible and his whole 
mental attitude turns more towards practical economic life. Conse­
quently he devotes considerably more attention to social problems, social 
politics and socialism. Besides his larger work, Seager has also written a 
short summary of his economic views." 

3. Fi.rher on Money and Interest 

Undoubtedly the best known contemporary American student 
of mathematical problems in economics is Irving Fisher. Before the 
war, he published a system of political economy 14& which differed 
considerably from other works with the same title. First of all, 
Fisher believes that it is impossible to compress the whole of 
economic theory into one coherent system, since every author has, 
to some extent, his own pet standpoint from which he regards 
economic relations. In accordance with this view he shapes his own 
expositions j as a result some portions of his work are over­
burdened, while others receive only inadequate treatment. He 
considers the common American idea of a central theory of dis­
tribution as a mistake, since this cannot possibly give a complete 
explanation of all economic phenoinena. He therefore picks out 
the problem of the value of money and of interest, and thinks 
that he can thus construct a theory of modern social and economic 
life. In interest he sees a much more general phenomenon than 
one is accustomed to admit, and in the variations in the value of 
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money he finds one of the worst evils of our economic organization, 
to be attacked with every possible weapon. These thoughts he de., 
veloped more thoroughly in his earlier works, which we shall 
mention below, so that he offers nothing essentially new in his 
Elementary Principles. As a representative of the mathematical 
school, Fisher naturally based this work on their principles. 

4. Davenport and the Point of View of the Entrepreneur 

Like Fisher, Herbert Joseph Davenport 85 bUilt his system on 
his own. peculiar view of the economic process. His chief effort 
is directed to an analysis of fundamental contrasts and differences 
between the desire for gain of the individual entrepreneur, and 
the economic interests of the group. The result of his discussion is 
to show what latitude may be allowed to the individual quest for 
profits, without injury to economic life. Developing this idea on 
an extremely profound theoretical and psychological basis, he 
proceeds to analyse the fundamental principles of economic theory, 
and to subject its chief doctrines to an acute criticism. He is 
especially opposed to the prevailing concept of the marginal util­
ity theory which he tries to improve; and he points out some ques­
tionable practices in the common mathematical explanation of the 
theory of price. Like Fisher, he is not in favor of a general 
independent theory of distribution, for he identifies the theory of 
distribution with an analysis of market phenomena. 

Alvin Saunders Johnson correctly notes Davenport's close relation 
to the classical school in general structure and method, and especially 
in his emphasis on the point of view of the entrepreneur and the impor­
tance of exchange.8s Johnson, too, shows great regard for the classical 
attitude in his system, which appeared several years earlier,87 by stress­
ing the importance of the element of cost for the theory of price and 
distribution. In this respect he is greatly influenced by Clark, while in 
his theory of value he relies on the Austrian school. His eclecticism pro­
vides a bridge between the pure theory of marginal utility and later 
American doctrines. His system is, on the whole, very abstract, but 
logical and concise. In the later edition of his work (published under a 
different ticle),88 apart from merely formal changes he tried to im-
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prove his exposition by the addition of numerous examples drawn from 
practical economic life. 

s. Fetter's Development 

All the American systems of the pre-war period which we have 
mentioned have, with the exception of some definite individual 
traits, followed more or less parallel lines. Sometimes they lean 
more to classicism, sometimes to Clark, sometimes to modern 
European theories. Frank Albert Fetter, however, stands alone in 
the history of modern American economics. He has a most inde­
pendent mind and for originality of thought may perhaps be best 
compared with Othmar Spann among his contemporaries. Like 
him, Fetter objects to the increasing materialism and "chrematis­
tics" of economics, and draws attention to the fact that our science 
is but a means to help man to his goal. As to the contents of his 
views, he is really more cl6sely related to Liefmann,. Spann's 
bitterest enemy, since he attacks, with him, the present structure 
of economic theory which he desires to replace by a new one 
founded on psychologically reformed bans. The object of his at­
tacks is the utilitarian and somewhat hedonistic attitude which 
goes back to Bentham. According to him voluntaristic psychology 
provides the proper foundation upon which a theory of value and 
consequently the whole of economic theory, may be securely 
built. 

At the beginning of the century, a report which he read at a 
meeting of the American Economic Association· caused quite a 
stir. He predicted radical changes in the future development of 
the science and gave a sketch of his own theories.89 Soon after­
ward, he developed this more systematically and published it 
in the form of a book, which has since become deservedly fa­
mous,4° 

Fetter accuses modern American economic theory of flounder~ 
ing uncertainly between the Austrian theory of marginal utility 
and the older classical view. It. remains, therefore, eclectic and 
imperfect. He also accuses the Austrians of lacking the courage 
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to follow their fundamentally correct principles to their logical 
conclusion. According to him, they became afraid of the vast vista 
before them and reverted mid-way to classical thought. In this 
he finds the cause of the discord- which exists between their sepa­
rate theories and of the lack of harmony in their whole doctrine. 
Fetter's next attempt was to develop psychologically some of the 
doctrines of the Vienna school. In this way he proposed a theory 
of value which he considers entirely original and self-sufficing and 
which provides the background for his theory of distribution. Even 
his opponents cannot deny the logical unity which pervades his 
whole economic system. 

Fetter had always realized that the criticisms levelled against 
the narrow hedonism of the marginal utility theory were due to a 
misinterpretation of certain verbal expressions. Nevertheless, he 
has never been an adherent of the Austrian school. He accepts the 
views of voluntaristic psychology, in the light of which the entire 
theory of utility seems outworn.41 To him the most elementary 
activity in economic life is the free choice among the means at 
one's disposal. This is the basis of his theory. Later on he lays more 
stress on the distinction between static and dynamic economics and 
grows more interested in problems of welfare. According to him 
Adam Smith was right in studying the relation between wealth and 
welfare. Emphasis on the problem of price was due to the 
chrematistically-inclined mind of Ricardo, and economics has not 
yet recovered from this disease. A more reasonable attitude was 
indeed introduced by Mill; but only the future can show whether 
economists will return to the correct and original path. Fetter 
asks: shall we have a price economics or a welfare economics? In 
recent years, he has' ceaselessly emphasized the fact that an eco­
nomics which is built upon the concept of price can serve only to 
clarify the economic problems of private property. Against this 
it should set up a concept of social wellbeing if it wishes to attain 
its highest ends. Therefore the problem of welfare should be put 
at the center of our science. U We see here the points of resem­
blance between Fetter and Pigou. 
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6. CIlrfJW fJM Other TheoreticriJ Systems in Post-W fJr Americfl 

Thomas Nixon Carver 48 deserves without doubt the most 
eminent place in the construction of economic systems that have 
appeared in America since the war. Like his colleague, Fetter, he 
was at the beginning of the century one of the keenest champions 
of abstract theory, being considerably inlluenced by Clark. Unlike 
the latter, however, he retains the Austrian theory of marginal 
utility and tries to explain through it all the phenemona of eco­
nomic life. How far Carver succeeded in his aim we shall see 
later. The theories which he devdoped at this period are worthy 
of notice from a methodological point of view and provide co~ 
siderable support for the abstract-deductive procedure. H At the 
beginning of the World War he devoted himself to a study of the 
ethical problems of economics!1I Taking also into account the ex­
amples of social ethics and folk biology which the war afforded, 
he related the results of these studies to his earlier economic 
theories. The outcome was an all-embracing synthesis, which he 
published under the title of Principles. His rdation to Fetter 
appears even in the dedication: "To all those who care to see their 
country grow. strong and great!' His chief aim is the nation's 
welfare. He perceives the way to this in a harmony between the 
lowest possible cost of living and the greatest possible productivity. 
He is preoccupied with problems of rdigion and ethics, devotes 
his attention to the moral and spiritual qualities of the population, 
as well as to the geography of the country and tries to show how 
dependent economic wdfare is on all these factors. Neverthdess, 
in the theoretical parts of his work Carver retains the essential re­
sults of his earlier investigations. He devotes much space to re­
futing the various forms of socialism, as to which he shows a 
moderatdy liberal attitude based upon typically American op­
timism. He also takes stock of the advantages of the co-operative 
movement, in so far as it deals with production. 

Apart from a simple outline of his system. fa Carver haS recendy 
published a more or less prophetic work U in which he expounds the 
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ideal of an intensive transformation of forces into human energy. For 
this he demands an increase in general spiritual and material wellbeing 
through a continual growth of population. This growth, considering 
the room for food, he deems possible for still a long while. He is most 
llptimistic when dealing with the present and future prosperity of his 
own country. Even though Carver hardly ever rises to an historical 
attitude, the use which he makes of his factual material is worthy of 
notice. 

Carver's: leanings towards protectionism are attacked by Harry 
Gunnison Brown, who tries to show how Carver confuses economics 
with business.48 The short treatise which Brown himself published has 
a misleading title,49 since he does not make economic welfare the center 
of his investigation but devotes himself rather to an analysis of the 
objective phenomena of price to which he co-relates distribution. His 
psychological analysis of the problem of value is· fruitful, since he is 
able to derive from the principle of marginal utility not only utility 
but also cost. 

John Roscoe Turner 60 also explains distribution in terms of market 
prices and reduces the separate shares of income to one common de­
nominator. He follows Fetter in his solution of the problem of value 
but also takes into consideration the traditional theory of marginal util­
ity, Being moreover convinced of the importance of the historical atti­
tude in economics he devotes four chapters of his treatise to the de­
velopment of economic life from the earliest times to modern industrial 
capitalism, with the evident intent of making concessions to modern insti­
tutionalism. Notwithstanding his eclecticism Turner has some independ­
ent theories of his own; especially the law of proportion, which is offered 
as the most important foundation of modern economics. 

In the system of Fred Manville Taylor,51 we find a markedly 
abstract-deductive procedure. He is an enthusiastic and learned champion 
of the mathematical method which he uses with great skill in order to 
explain the process of price formation. It is on this, with the help of the 
marginal principle, that he bases his whole system which extends into 
every sphere of economics. Although Taylor's work is the result of 
care, erudition and long practical experience as a teacher, it is too 
technical to be used as a text-book by any but advanced students. 

Besides Taylor, Fred Rogers Fairchild 52 has also come under the 
influence of Irving Fisher. On the whole, however, he may be called 
an admirer of Marshall. He is a devoted adherent of the theory of 
marginal utility; nevertheless a classical strain is recognizable in all his 
works. His finalistic attitude stn1ces a new note in American literature 
and even the arrangement of his material has a certain originality. 
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.Although he uses the deductive method, Fairchild knows how to give his 
work an attractive appearance by the use of historical and practical 
examples. The comprehensive text books which Fairchild has recendy 
published with Edgar Stevenson Furniss and Norman Sidney Buck 5S 

also contain inductive points. Mention should likewise be made here of. 
Raymond T. Bye,a. another outstanding young American theorist. He 
dwells especially on questions of organization and deals particularly 
well with monopolies and corporations. In pure theory his ,work is char­
acterized by the supremacy of the marginal theory. There are useful 
ideas in his doctrine of price in which his analysis of demand is prin­
cipally used to explain market prices, whereas "normal prices" are 
made dependent on costs and supply. The idea of welfare is at the cen­
ter of the economics, the principles of which he learnedly expounded 
together with W. W. Hewett, 'his colleague in Philadelphia. 55 The 
1imer too has given a good example of the prevailing economic theory 
in America.58 

7. Realistic and Ethically Religious Systems, and Those DeVoted 
to Social Reform 

The English and American systems which we have hitherto 
mentioned have been predominantly theoretical, while an em­
phasis on the realistic social attitude has been comparatively rare. 
In America the Institutionalists, when they have not been ab­
sorbed in methodological disputes, have devoted themselves to 
special branches of research. It is only recently that O. Fred 
Boucke liT and Lionel D. Edie 68 have published two treatises, 
which illustrate the general critical attitude of the new movement. 

Boucke's chief aim is to give a description of the social background of 
economic phenomena, with much stress on psychological and biological 
factors. In his endeavors to avoid mathematical and mechanical ex­
planations he neglects the problem of price and distribution but em­
phasizes produc,tion. The physical factors of this are dealt with 
thoroughly, but perhaps his most useful contribution is his description 
of the alternation between productivity and business cycles. Edie tries 
harder to remain traditional, takes stock of the most important results 
of classical economics and willingly applies the modern marginal prin­
ciple. He endeavors to view the forces which are active in economic life, 
in their real diversity; thus diluting the so-called economic laws and 
showing an entirely realistic attitude. He stresses, for instance, the fact 
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that all the elements which playa part in the formation of prices do not 
aim in the long run at an equilibrium between supply and demand. Edie 
uses a great mass of historical and statistical data on our economic in- , 
stitutions as a basis for this relativistic attitude. The introduction for 
beginners 69 in which Rexford Guy Tugwell, Thomas Munro and 
Roy E. Stryker attempt to show the paths to economic welfare, with es­
pecial reference to American conditions, is entirely institutionalistic. 

Among the few English economists who are realists, only Edwin 
Cannan has published in the new century a worthwhile treatise.80 

This is chiefly historical; Cannan tries to explain socio-economic 
phenomena in terms of economic history, and stresses the social and legal 
aspects of our science. Especially noteworthy is the way in which he 
refers differences in income to the laws of inheritance, and his researches 
on the economic relationships of private property. Every page reminds 
one of Schmoller; likewise, the two volumes in which Cannan has pub­
lished his collected essays.81 

A most original treatise is that of the Hindu Radh~akal ,Mukerjee,82 
who studies the relationships with economic theory and social sciences 
as psychology, biology and sociology. Although he is not fully acquainted 
with the latest theories, many of his criticisms are worthy of notice. 
In the main, he reaches a relativistic conclusion, which corresponds to 
the historical attitude. In economics, certain categories and types cor­
respond to the changing conditions of psychology, biology and social 
science. He criticizes European individualism, with a certain amount of 
prejudice, and tries to show the ethical and social advantages of a 

~ peculiar system of communalism for the Orient. The whole second 
volume of his work is an encomium of Hindu communalism. His two 
most recent works,88 of which the latter deals especially with Indian 
affairs, present the same ideas but show the influence of the latest Amer­
ican tendencies, especially in his criticism of the theory of marginal util-

~ ity, in which the arguments of the Institutionalists are repeated word for 
word. 
. During the war, and under the influence of the Paris economic con­
ference, there appeared a book from the pen of J. Taylor Peddies,64, 
which promised much but offered little. It is not worth our while to 
waste time over the author of a national system of economics who 
chanced upon the works of Friedrich List only after the completion 
of his book and who is not acquainted with the principal works of 
classical or modern economics. The rest of his criticism of economic 
principles is entirely worthless, as is also his demand to replace by a 
nationalistic policy the international and liberalistic principle of laissez-
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faire. Considerably more scientific are the attacks which Cannan made 
on every mention of nationalism in economics. 

Henry Clay is influenced by the social and ethical idealism of 
Carlyle and Ruskin. As everyone knows, these philosophers are 
practical rather than speculative. They mingle religion and ideal­
istic metaphysics to form an attitude which is akin to Christian 
socialism. Thus, Clay too is opposed to all chrematistic attempts 
in economics, a tendency which he shows especially in his theory 
of distribution. His treatise 85 is based upon the results of modern 
theory, which he tries to popularize. Although he is much in­
debted to Marshall, he does not overlook Marx, of whom he gives 
a notable criticism. The clarity of its thought is not the least of 
qualities which justified the publication in the United States of 
Clay's work, with the necessary alterations.68 

Recently, another Englishman, R. G. Hawtrey, has published 
an original systematic survey,87 which is entirely inspired by social 
and ethical considerations. Notwithstanding all that has been said 
about the matter, especially in Germany, Hawtrey is still of the 
opinion that economics cannot be divorced from ethics. The gen­
eral welfare is the highest aim of economics, before which all 
abstract theorems must give way. The individualistic idea of free 
competition should be discarded and the chief aim of the future 
should be to abolish war and economic crises. 

There are a few satisfactory economic treatises in modern Eng­
lish literature which are based on religion. 

Charles S. Devas 88 finds his inspiration in the teachings of the 
Catholic Church and attacks liberalism and materialism in economics. 
On the whole, he clings to the well-known critical arguments and 
makes some curious theoretical mistakes. For instance, in his theory of 
productivity, he confuses the ideas of real income and money income. 
The theories of the American E. ].Burke,8D are even more insecure. 
The moral law, in the Catholic sense, is for him the only solution of 
economic problems. Since he means by this the economic law as well, 
his system resolves itself into chaos. Although he is somewhat bewildered 
by the law of marginal utility, he has a few original ideas on the subject. 

Simon Nelson Patten's doctrines are a curious mixture of re­
spectable theory and utopian speculation. His genius was too un-
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ruly for hi~ to produce a coherent system. He devoted himself 
to special studies, of which the results have been published in one 
volume.70 He touched upon nearly all the problems of economics 
in his famous work,Tl published at the beginning of the century, in 
which he expressed his unusually optimistic view of society. On 
the whole, he is critical toward the modern abstract and hedonistic 
attitude and more indulgent towards realistic ones. He even ac­
cepts the principle of marginal utility in a corresponding social 
environment. He concludes that a great deal of labor cannot be 
accounted as cost, since it is an outlet for our superfluous energy 
and is, therefore, a pleasure in itself. In the course of economic 
development the element of pleasure finally absorbs all necessary 
economic labor so that the concept of cost is entirely eliminated. 
Patten finds a similarly optimistic state of equilibrium in the 
mechanism of exchange of commercial life, in the antithesis of 
supply and demand and in the continuous reproduction of capital. 
The harmonious ordering of society which is approaching, despite 
capitalism and the systems of rents and wages, is at present con­
siderably. hindered by "heredity": the bonds placed on the in­
dividual by race and the natural conditions· of life. The obstacles, 
however, will soon be removed by the forces of American economic 
life. We can not here discuss the plan for social reform which 
Patten develops. 

Charles Lee Raper 72 is another social reformer. He starts from the 
utopian premise that every factor in production plays a role in distn'bu­
tion which exactly corresponds to its productivity. He does not succeed 
in. explaining how this ideal may be made practicable but tries to build 
on it his entire system. This is only one of the reasons which have pre­
vented his work from appealing either to students or to the public. The 
Englishman John Atkinson Hobson is a more zealous social reformer. 
His outline of modern industry,73 which is directed against profit mak­
ing can hardly be called thorough, since it deals principally with dis­
tribution. We shall deal with him more fully later on. 

8. Text books 

One cannot overlook the number of text books in English wl;tich 
have appeared in the first quarter of the century, which contain 
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no new discoveries and do not even lay claim to any special sci­
entific value. The lion's share of these belongs to the United 
States where, owing to the development of economic teaching, they 
have been appearing by the score •. We shall take a few examples 
of each kind in order to show the main characteristics of this type 
of literature. To avoid misunderstanding, however, we wish again 
to stress the fact that these text books play no part in the actual 
development of our science. Nevertheless, we find, in England as 
well as in America, valuable compilations of the leading economic 
theories. Even when they come from the pen of eminent au­
thors, however, their value is chiefly didactic. 

For instance, the Englishman James Bonar has written an ex­
cellent introduction to economics 74 in which he deals with both 
theoretical and practical problems. 

This book may be compared with the famous Outlines of Richard 
T. Ely, which appeared in America in the last century. The chief 
characteristic of this work is its historical and ethical attitude toward 
economic phenomena. Its theoretical parts, where the theories of con­
sumption and production are placed in the foreground, are also valuable, 
especially in the way he contrasts value with utility and develops the 
theory of price •. Ely had the help of his students for the later editions 
of his work. He secured the aid of George Ray Wicker for a shorter 
version,TG and later published, with Thomas S. Adams, Max O. Lor­
enz, and Allyn A. Young, a comprehensive and more penetrating account 
of his system.T8 After Ely, we should notice especially C. J. Bullock,7T 
whose text books are marked by clarity and a valuable account of dis­
tribution, and Charles M. Thompson.'18 The latter owes much to Ely 
and Bullock, but makes use of the thoughts of Fetter, Fisher, Seligman, 
Seager and Taussig in his text book which is supplied with a wealth of 
factual data. James Dyart Magee's Introduction has valuable qualities 
from a didactic point of view.'19 At the end of each chapter, there are some 
well chosen questions, which make the discussions easier for the student 
to grasp. In his theory, Magee is very much under the influence of 
Turner. As a rule he is more successful when describing socia-economic 
conditions than when dealing critically with scientific problems. The 
influence of Fetter and Turner is also strongly felt in the noteworthy 
text book of A. L. Faube1.80 

. We may now deal with the more theoretical text books •. Before the 
war there appeared an optimistic work by Frank Watson and Scott 
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Nearing,81 written under the influence of Patten, and to a lesser de­
gree of Clark. It is primarily descriptive, and well suited to the needs of 
the beginners. Nearing also wrote an original work in ,conjunction with 
H. R. Burch,82 in which the authors create unnecessary theoretical dif­
ficulties for themselves. Both works are illustrated with numerous 
examples taken from American life. Mabel Atkinson's and Margaret 
McKillop's introductory text-book 83 contains the most modern the­
oretical developments but avoids complex matters. The best part of it 
is the treatment of the problem of value. The first part of Sir T. Henry 
Penson's text-book has an illuminating account of distribution; and the 
second part, published after the war, consists of theoretical analysis, 
well done even if a little too abstract.8* 

After the war there appeared the book of W. M. W. Splawn and 
W. B. Bizzel,85 which consists of a somewhat eclectic collection of clas­
sical and modern theories. J. H. Todd's book,86 and Robert Jones's,8T 
are both popularizations of Marshall's theory, although the latter lays 
more emphasis on marginal utility' and has tiresome classifications, e. g., 
the five advantages and the six disadvantages of the division of labor. 
We find the same defect in the text-book of S. Evelyn Thomas,88 
which contains, however, a lucid exposition of the theory of marginal 
utility in its particularly Anglo-Saxon form. Although it is occasionally 
dogmatic, the author's vigorous personality is felt throughout. M. 
Brigg's work,811 which also discusses the theory 'of marginal utility, is 
valuable for its historical and dogmatic side. Among the followers of 
Jevons and Marshall we may mention R. G. Richards; 90 whereas C. 
A. Fay,n R. E. Curtis,1I2 and L. A. Rufener 83 come under the in­
fluence of Clark. The last named makes much out of Taussig's idea of 
marginal vendibility. While these text books are intended for students, 
Henry P. Shearman addresses the practical man.1I4 He makes full use 
of charts and tables of statistics, is opposed to monopolies and is devoted 
to the interests of the working man. George W. Gough, the son of a 
railroad man, is without a rival in explaining the most difficult prob­
lems in the simplest words.811 He even succeeds in bringing the theory 
of marginal utility directly home to the lay reader. 

Of all the text books' which deal primarily with the practical prob­
lems of economics, the best is undoubtedly that of L. C. Marshall, C. 
W. Wright, and J. A. Field, published before the war, in which the _ 
wealth of material is matched only by the depth of knowledge.1I6 An­
other excellent book is that of H. G. Hayes, 97 which is basically institu­
tionalistic. Of less value is the book of E. S. Meade,98 which is rather 
superficial in its treatment of the problems of production, organizations 
of labor and of exchange, as well as prices and distribution. A similar 
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attempt of C. ]. Melrose, also intended for the lay reader, is scarcely 
more satisfactory.1UI He tries to lift the money veil and to recognize 
the real economic activities behind it. His material is rather well ar­
ranged. ]: M. Robertson's book 100 consists of lectures delivered be­
fore the National Liberal Club. Its chief emphasis is on the question of 
population, and it is full of errors and theoretical inaccuracies. There 
is a better and more practical work by James E. Le Rossignol,lOl who 
is especially interested in questions of organization which he always 
considers in their actual social and historical settings. This is also the at­
titude of T. R. Williamson,102 who deals more thoroughly with 
theoretical problems. We may also mention here a book translated from 
the Russian of A. Bogdanoff, loa which has had much success in com­
munistic Russia, which also emphasizes problems of organization and 
answers them in a Marxian sense. 

Finally, there are a few elementary books which deserve to be men­
tioned. J. Johnston promises much but accomplishes little.104 He is espe­
cially interested in Irish conditions. More stimulating is the booklet of 
Henry Higgs,1011 which is predominantly nationalistic and takes into 
consideration the changes brought about by the world war. Miss M. C. 
Buer,108 A. R. and Mrs. E. M. Burns/07 and J. Cunnison/o8 have 
popularized the theories of Marshall. The Burnses deal merely with 
production and distribution. Cunnison goes back to Ricardo, and de­
votes some space to Pigou's idea of welfare. Frank Tracy Carlton 109 
has an almost uncanny ability to touch upon nearly all the problems, 
both practical and theoretical, of economics, in an astonishingly small 
space. He has some stimulating ideas on the problem of the organiza­
tion of labor. This theme is successfully treated by J. Harry Jones in his 
realistic introduction to economic theory/10 which is however more 
practical than theoretical. John Lee is a moralist in his short survey: 111 
fair value, fair price, and similar expressions, are perpetually recurring. 



CHAPTER III 

VALUE 

I. The Prevalent Tendency Toward Compromise in the 
Anglo-Saxon Theory of Value 

THE GREAT discussions which took place in English-speaking 
scientific circles during the eighties and nineties over the concept 
of value seem to have reached a standstill around the turn of the 
century. In England the debate between Jevons and Marshall was 
decided in favor of the latter. Marshall successfully refuted 
Jevons's attack on Ricardo's doctrine of value by combining the 
real essence of the classical objective theory of value with the 
modern subjective doctrine. He also managed to show that the 
chasm between the old and the new theories of value is not so wide 
as the founders of the theory of marginal utility had assumed and 
that the idea of cost can be used as a practical principle to com­
plete the subjective explanation of value. In the main, his attitude 
was accepted by Edgeworth, who did pioneer work for the per­
fection of the mathematical conception of the modern theory of 
value in his Mathematical Physics (1886), through the develop­
ment of his so<alled curves of indifference which we have already 
mentioned in connection with Pareto. With very few exceptions, 
the whole present-day generation of English economists accepts a 
theory of value in which marginal utility and cost stand together 
in harmony. 

Under the leadership of Clark, American economics had reached 
a similar state of compromise. Here, however, the element of cost 
was patterned to suit the hedonistic taste of the modern theory 
of value and no longer formed a foreign part of its structure. 
This 'was accomplished by a clever subjectivistic conception of the 

:aS4 
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objective idea of cost: it was opposed to utility as disutility, the 
element of displeasure or pain, which appears especially as labor 
and as sacrifice, i. e., as renunciation of all other applications. 
Practical experience shows us that every additional increment of 
the sacrifice is felt more deeply than all previous increments, 
and that therefore the entire sacrific~insofar as it is divisible 
with its increments susceptible of substitution-is valued on the 
basis of the final unit which has been sacrificed. Or, in other 
words: it is recognized that disutility or sacrifice of utility is also 
subjected to the marginal principle, and that it works in the op­
posite direction to marginal utility. For, as the Americans teach, 
the greater the sacrifice, the more economic good can be produced. 
If the quantity increases, the marginal utility decreases, just 
as the marginal utility increases when the quantity of goods 
diminishes, that is, when only moderate sacrifices are made for 
their production. In this case increasing marginal utility is ac­
companied by decreasing marginal sacrifice. In the course of their 
contrary motions, utility and sacrifice must meet somewhere, and 
it is at this meeting point that valuC? arises. 

2. Developments of the Theory of Disutility, especially in (I 

Social Direction 

We have sketched above the main outlines of the American 
disutility theory which attained pre-eminence at the turn of the 
century, and has maintained its position ever since. The younger 
generation calls it today the "orthodox" theory of value. Clark 
had suggested it in his earlier works, but gave it a more mature 
and classical development in his Essentials, which we have already 
mentioned. After him, Irving Fisher, Taussig, Seager and Selig­
man are the most distinguished adherents of this direction of the 
theory of value. Fisher has recently proposed to substitute for 
"utility" the more appropriate expression of "wantability," which 
corresponds to the concept of "marginal vendibility" recently ino­
troduced by Taussig, which we shall mention later, and which is 
supposed to remove the ambiguities of the modern doctrine of 
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value.1 Fisher has also recently published a new edition of his 
work 2 written on the mathematical basis of the modern theory of 
value, which at one time influenced even Pareto. In his most rOo 
cent writings, Seager tried to provide a realistic and social founda­
tion for the theory of value, by excluding as far as possible all 
abstract isolating ideas. Seligman took the same direction consider­
ably earlier, and attacked with great vigor the ordinary Robinson 
Crusoe fables used in founding the theory of value. 

If a wealthy fool, says Seligman, takes it into his head to give a thou­
sand dollars for an ordinary spoon which can be had for five cents, 
his subjective evaluation would .have no influence on the value of the 
spoon. For in the formation of value, it is a question not of individual 
but of social utility, and not of individual but of social costs, just as 
individual welfare and individual ethics can be referred only to social 
welfare and to social ethics.8 Seligman has also in his well-known text­
book made notable attempts to develop the social relationships of the 
theory of value. 

Hannah Robie Sewall, apparently stimulated by Seligman's ideas, 
will hear, in her dogmatically historical work, 4 only of a division be­
tween social and individual value. In a discussion with the Cambridge 
school, and especially with Henderson, L. T. Hobhouse has recently 
emphasized the social aspect of the real problem of value, whereby his 
attitude strongly resembles that of modern American Institutionalism.5 

On the basis of similar considerations, Charles E. Persons has come 
to the conclusion that neither the element of utility nor the element of 
cost can in their individualistic garbs afford a positive standard of value, 
since the great social and economic divisions of the prevailing socal 
order make such an assumption from the first impossible.6 A similar 
idea already appears in Taussig's doctrine of "non-competing groups," 
and Davenport,! with whom we shall deal later, is partly in the same 
vein. Nevertheless, Davenport severely criticizes Seligman's theory of 
social value. 

Patten too gives his theory of value, in which he develops 
Clark's doctrine, an entirely social character. We have mentioned 
in an earlier connection, how he brings the element of cost first 
to the same level as that of utility, by which he then lets it be 
partially absorbed. In this way, according to Patten, there results a 
perpetual surplus of social utility, i. e., of usable goods since, 
through the satisfaction· of our natural desire to· work, that IS, 
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through a productive activity, which provides pleasure in itself 
without causing any costs at all, that amount of goods can always be 
produced, through the consumption of which a new desire to 
labor is reborn in constant rotation. The fact that in the modern 
economic organization we procure the greater part of our need for 
goods not directly in the way of production but by giving away 
other goods, by exchange, does not alter the level of the social 
surplus, since only individual surpluses are there interchanged. 
The fact that goods in spite of this constant surplus have a value 
is because our wants increase in intensity and variety more rapidly 
than our power to produce. 

Like this doctrine of Patten, the noteworthy studies of Ludwig Ko­
tany,· and of Lindley M. Keasbey,' date from the beginning of the 
new century. The former analyses fruitfully the "productive capacity," 
on the basis of which goods of the second order are valued, while Keas­
bey tries to insert between use value and exchange value the new con,,: 
cept of "prestige value." This does not result from the satisfaction of our 
wants which are connected directly or indirectly with consumption, as 
do use and exchange values, but spring from our desire "to become a 
proprietor," which plays an important part in our practical economic 
life. Little attention was paid in scientific circles to this proposal. Since 
the war Fairc~ild has continued Clark's theory- of value in his text 
book which we have already mentioned. Instead of value of goods he 
proposes the not very happily chosen expression "intrinsic value." 

More useful appear the attempts of those students who, instead of a 
further dismembering of the abstract concept of value, investigate the 
possibility of a practical measurement of value. Thus Irving Fisher, in 
a mathematical study of marginal utility conducted along these lines, 
comes to the conclusion that progressive taxation is justified from the 
point of view of the theory of values.IO 

Other Americans try to investigate the question of the measurement 
of value with relation to various problems of public industries, railways, 
tariff policy, etc. A one-sided, but stimulating, attempt has been made 
by the engineer David Atkins, 11 to treat value on the basis of purely 
scientific and technological considerations and thereby to solve the prob­
lem of its measurement. He lets value itself result from the mechanical 
interworkings between forces and opposing forces. In this respect he is 
not far from the ideas of Pareto. He suggests as the best unit for measur­
ing this value the man-acre-hour, a peculiar combination of units 
of land, population and time. The use of gold to measure value 
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leads, according to Atkins, to economic crises and to other social evils. 
In accordance with the attitude of Bohm-Bawerk, Fetter, etc., James 

G. Smith tries to do justice to the element of time in the formation of 
value.12 G. P. Watkins refers the problem of the difference between 
the valuation of the present and future goods rather to the theory of 
price.1S 

3. Efforts to Save the Lahor Theory of Value 

The large work of Logan G. McPherson,14 which attempts to offer 
a picture of the historical development of the formation of value within 
the frame of the distribution of goods, is sadly confused. As far as one 
can judge through the mist of his new-fangled nomenclature, McPher­
son tries to refer the theory of disutility back to the idea of the labor 
theory of value. In their jointly written work,15 Percy and Albert Wal­
lis decide that only a constant recognition of labor as the source of 
value can lead to an amelioration of the prevailing social ills. Obvious 
reminiscences of the labor theory of value can be found in the Scandi­
navian Birck, an adherent of the doctrine of marginal utl1ity. In his 
fundamental principles, he bases himself entirely on Marshall's theory of 
value, since he assumes in the elementary economic activity, in the process 
of dedication, that is, in the application of goods to the satisfaction of our 
wants, a state of equilibrium between use and sacrifice. Here he has a 
few subtle and successful analyses, e. g., the differentiation between use 
and utility. In studying the element of cost, he lays too much stress on 
the pain of labor, so that his thought approaches, if not in form at least in 
substance, the labor theory of value. This theory has been thoroughly 
rejected by the American, Albert C. Whitaker.16 While Whitaker 
defends the modern theory of value· against the conceptions of earlier 
English writers, the Englishman H. W. B. Joseph 17 defends it, against 
the Marxian labor theory, which he tries to prove untenable with con­
vincing arguments. In this he bases himself largely on the critical views 
of Bohm-B'awerk. 

4. Davenport's Pseudo-ohjective Theory of Value 

Davenport occupies a peculiar position in the modern American 
theory of value. He started from the theory of disutility, which 
he tries to bring in closer contact with practical economic life. In 
the course of his investigations he came to the conclusion that the 
whole theory of marginal utility is based on a false conception of 
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real economic. relationships. The· marginal principle in itself is 
correct, since value and price actually arise on the level of mar­
ginal utility or of marginal sacrifice; but they are by no means 
decided thereby. The fundamental mistake of the theory of mar­
ginal utility and of all the erroneous calculations of the math­
ematical school built on it lies in the assumption of such a causal 
relationship •. 

Going back to the attitude of MacVane, Davenport is rather 
of the opinion that the determination of marginal utility is ac­
complished on the ground of considerations of value and price. 
Therefore he devotes his attention to a direct analysis of these 
subjects, translates them immediately with a certain realism into 
the language of money, and tries to solve their problem especially 
by means of a corresponding change in the traditional concept of 
cost. In using a commodity to satisfy a certain want, or in using our 
labor and time for a certain productive activity, it is not, according 
to Davenport, the absolute cost of manufacture of the commodity 
used which comes into consideration, but only the sacrifice which 
is incurred by a refusal of the eternal second-best possibility of 
use. He calls this sacrifice-using an expression taken from the 
literature of th.e last century-"opportunity cost." From the point 
of view of the entrepreneur, which is always the lea:ding one with 
Davenport, the costs of production do not consist of the sums ex­
pended for raw materials, wages of labor, etc., but are the same 
as the income which the entrepreneur could have obtained by the 
second-best expenditure of his knowledge, his power and his 
capital. Davenport claims, by referring this marginal utility to the 
relative marginal sacrifice, to have solved the problem of value 
in an entirely new fashion which has nothing in common with the 
old cost theory of value,18 

Davenport's studies have left a deep imprint on the science of English' 
speaking countries, and especially on those writers who cling even today 
more or less to the modern subjective theory of value in its original 
form, owe him a great deal of recognition. Among these we may men­
tion Wicksteed,19 undoubtedly the most important follower of Jevons 
and Menger,20 who had reached the idea of "opportunity cost" even 



ANGLO-SAXON COUNTRIES 

before Dav~nport; Alvin S. Johnson, whose criticism of Davenport we 
have mentioned above, and Carver.21 The last-mentioned author pays, 
indeed, some attention to the ideas of Marshall and Clark but at the 
bottom he belongs to the pure marginal utility school. 

In this connection we should also mention the work of W. E. John­
son;22 who tries, with much elegance, to place the subjective theory of 
value on a more profound mathematical basis, the merit of which was 
recognized by the master of this tendency, Edgeworth himself.23 Re­
cently A. E. Moore has interested himself in working out the relations 
between entrepreneur's cost and the formation of value.24 

5. Fetter, Anderson and the Struggle against the Marginal 
Utility Theory of Value 

Fetter's theory of value, especially as he expounded it in the 
early period of his scientific development, is based on purely sub­
jective foundations. He would have suffered little loss of his own 
attitude if he had accepted the teaching of the Austrian school on 
value in its entirety. But Fetter is, in what concerns science, a 
revolutionary spirit-approximately what Liefmann is in the most 
modern German economics-and so he goes his own peculiar way 
in solving the problem of value. First he works out the concept 
of "psychic income," which tries to treat economic utility, free from 
all materialistic connotations, on a purely psychic basis. Value 
therefore· arises only from the capacity of goods to satisfy our 
wants. Fetter's thought then follows more or less the path of the 
Austrian theory of value: his conclusions are also the result of 
the law of diminishing marginal utility and of the element of 
scarcity. The element of cost is important in Fetter's explanation 
of value only insofar as the quantity of goods to be disposed of is 
brought into connection with the costs of producing them. But 
even in this point, to which we shall return later, he agrees mainly 
with Wieser. Only gradually did Fetter succeed in making the 
fundamental principles of his economics more or less independent 
of those of the Austrian school. In this more recent stage of his 
development, he bases his theory of value on the free choice which 
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in the course of human development becomes even more perfect 
among the means at our disposal, which in their turn are subjected 
to the principle of scarcity. In this way Fetter arrives at the con­
cept of "marginal valuation" which, according to him, represents 
a different category from marginal utility. For the rest, he clings 
to most of the superstructure of his earlier theory of value, and 
only emphasizes rather more strongly the element of cost. Eco­
nomic value appears to him only as a derivation, or a special form 
of the general concept of value in the axiological sense. 

In this point Fetter resembles a group of young American 
economists whose efforts are directed toward an extension of the 
economic concept of value. In this they go back especially to the 
doctrines of the elder Clark and of Seligman, in whom-as we 
have just seen-the socio-organic attitude is strongly emphasized. 
B. M. Anderson Jr., is at the head of this group and teaches that 
value as a general fundamental concept of all social sciences can­
not be limited to serving as a standard of economic relationships 
of exchange.25 Relying upon some ideas of the social psychologist 
C. H. Cooley, he here speaks of an absolute social value, which he 
opposes to the narrower, relative concept of value of leading eco­
nomic theory,. and which he considers the only correct basis for 
the future development of our science. 

An interesting discussion took place on this theme between Anderson 
and the younger Clark.28 On Anderson's side, Ralph Barton Perry,27 
and Abbott Payson Usher,28 offer modest contributions toward explain­
ing the difference between the concepts of the general "axiological," or 
the ethical and economic value. The Englishman George Binney Dib­
blee also comes under the influence of Anderson and has recently at­
tempted a thorough analysis of the problem of value resting upon com­
prehensive practical economic experience.29 In this he has succeeded 
in pointing out a few social psychological elements, such as the attempt 
to awake from within the appearance of welfare, which generally re­
mains unnoticed as a source of value. His ideas on the subject resemble 
in part the theory of prestige value sketched by Keasbey, which we 
have mentioned above. . 

For Correa Moylan Walsh, who attempts to keep the four different 
kinds of use value, esteem value, cost value, and exchange value 
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strictI y separated,80 there can be no greater retrogression. in economic 
theory than the effort of Anderson and his followers to integrate and 
to unify the. concept of value. 

Dickinson has recently opposed with great vehemenc~ all these 
attempts to build a value theory on a new psychological basis; he 
tries, as we have already seen, to come to terms with the tradi­
tional hedonistic attitude' and acknowledges himself as the psy­
chological defender of the leading American theory of value ac­
cording to Clark. In this he has against him the whole army of the 
institutionalists who devote their criticisms especially to the over­
throw of the marginal utility theory of value. Their leader is 
Veblen 81 and E. H. Downey 82 follows him enthusiastically. 
Walton H. Hamilton tries to prove on the ground of dogmatic 
historical studies that not only the idea of utility, but also the whole 
theory of value, has at most only a formal importance in modern 
economics: their former central positions are to be considered taken 
by the problems of institutionalism.33 The other adherents of the 
new tendency also seize every opportunity of giving a kick to 
marginalism in value theory. Knight is a critic of institutionalism, 
but always opposes a value theory based upon marginal utility 
from another point of view: that of his socio-ethical ideals.84 Thus 
it is that David Friday could, in view of this concentrated attack 
and relying upon parallel phenomena in European science, talk 
of a "moribund" value theory,35 the resurrection of which he 
awaits, like Anderson, only from an extension of the concept of 
value. 

Fetter's peculiar position is to be seen in the fact that, in spite 
of rejecting hedonistic and utilitarian psychology and starting 
from a voluntaristic attitude, he reaches a solution of the value 
problem which closely resembles the essential conclusions of the 
marginal utility theory. It is to this synthesis that he owes the in­
fluence which he exerts on modern American writers. Thus J. R. 
Turner completely acknowledges Fetter's theory of value, and 
H. G. Brown, on more independent grounds, tries. to achieve a 
connection between it and Davenport's views. 
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6. Gradual 'Retreat of the Whole Value Theo,y ;n Anglo-Saxon 
Econom4cs 

In vie~ of the. powerful support which the value theory based 
on marginal utility found, especially in Fetter's earlier work and 
in his followers, its position still seemed fairly strong in America 
a few years ago. One was justified in assuming that the combined 
forces of Clark and Fetter would be successful in defeating the 
ever increasing opposition manifested from' different sides against 
marginal utility and in being able to continue their theory of value. 
Another situation, however, was brought about by the fact that a 
gradual change took place in the interests of Fetter himself. As a 
result of this change he brought the idea of welfare into the center 
of economic theory and the whole theory of value was, so to speak, 
dethroned by him. He now thinks that the historical task of marginal 
utility was only to conquer at last the Marxian labor theory of 
value.80 But he is forced to add: "A solar-plexus knockout is no less 
decisive because both boxers were weak in their foot-work." For even 
the position of the conquerer, marginal utility, does not seem par­
ticularly secure in Fetter's eyes. He himself now teaches that this 
theory can explain economic phenomena only in a narrow radius, 
and even then only hypothetically. For the explanation of wel­
fare, which is not only an economic but also a socio-ethical problem, 
the utility theory of value and the money theory of price based 
upon it are no longer sufficient. Fetter still holds to a value theory 
which is closely related in its results with that of marginal utility, 
but he relegates it in importance to economic problems of the 
second class. 

The theory of value fares the same way with the other English­
speaking economists who wish to put the problem of welfare at 
the center of our science. Thus value theory has less importance 
with Marshall than with Jevons, and even less with Pigou. The 
idea of welfare is built by these authors principally upon the 
satisfaction o{ wants, on utility, and so the value theory based on 
marginal utility is able here-as Jacob Viner 87 has recently 
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pointed out-to maintain itself as an intermediate organ of sec­
ondary importance. This cannot conceal the fact that it has lost its 
former central position even in Pigou's system, and that its star 
is beginning to set in the most recent development of English 
economics, too. In the long run the idea of welfare will scarcely 
be compatible with the theory of marginal utility. This is best 
shown by the American example where, in the criticism of modem 
value theory, especially with Knight, arguments are advanced 
that are based upon the idea of welfare as the central point of 
economic theory. A similar note was struck: by Young even before 
the World War.sa 



CHAPTER IV 

PRICE 

I. MarsluJll's Theory of Price, and its Developments 

ON THE whole, the development of price theory in the economics 
of the English-speaking world in the first quarter of our century 
presents a more quiet picture than that of value theory. For al­
though all changes in value theory necessarily influenced the price 
theory based on it, the eagerness of the reformers generally gave 
way here. With few exceptions, the scholars were content with a 
criticism of the prevailing price theory derived from value theory, 
and offered no new positive solutions of the price problem. The ex­
penditure of energy was therefore less and a detailed and gradual 
development of the heritage of the last century can be more 
clearly noticed.in this field. 

Most writers in England to the present day· are, as far as re­
gards the price theory, under the mighty influence of Marshall's 
studies. After he had accepted the fundamental principle of the 
subjective doctrine of price based on the marginal idea, he de­
voted all his attention to the classical doctrine and wove its ob­
jective aspects into the price theory of marginal utility. He .en­
larges the doctrine of minimum and maximum costs as price 
determining factors by the laws of constant returns, which operates 
as soon as equally strong tendencies of diminishing and increas­
ing costs meet in the same branch of production. Marshall con-. 
siders marginal costs of prime importance for the determination 
of price, but only in agricultural commodities. In those prod­
ucts which are subject to the law of constant or increasing reo 
turns, he lets market price result from the usual average cost. 
The final price on the market is influenced by subjective considera-

265 
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tions of utility; It is upon this that the equilibrium in the price 
mechanism rests, the play of which, influenced by many secondary 
factors, determines the point at which the price will finally be 
settled. Edgeworth also reached the same conclusion; a coincidence 
to which Loria draws attention.1 In general, Marshall is more in­
terested in the problem of the free formation of price, whereas 
Edgeworth prefers the study of monopoly prices. 

Pigou continued Marshall's analysis of the factors which oper­
ate on the market, and convincingly proved the necessity of a sepa­
rate investigation of the various sources from which the individual 
elements of supply and demand spring.2 He also tries to develop 
further Marshall's studies of the relations betwe.en the costs of an 
enterprise and the price formation on the market.8 Lionel Robbins 
criticizes these results of Marshall unfavorably! 

In contrast to the mathematical and schematic studies of Cunyng­
harne, mentioned above, Chapman Ii stresses the fact that within 
the costs of production of many articles of industry there are mani~ 
fold heterogeneous tendencies which all work together in the 
forII).ation of their supply on the market. Noteworthy too are 
Pigou's investigations, in which he tries to determine mathe­
matically the elasticity of demand in the most important articles 
of consumption, on the basis of a few household budgets of work­
men's families.lia 

In the American literature, Carver accepts Marshall's doctrine 
of an equilibrium between supply and demand. Patten is especially 
successful in developing it. He makes the objective equilibrium in 
the mechanism of market price result from the meeting of two 
further subjective equilibria which exist on the one hand with the 
buyer and on the other with the seller, between marginal utility 
and marginal expenditure and which are connected with exchange. 
In· his judgment of this mechanism of price Patten's well known 
optimism reappears: he teaches that the whole formation of price 
is dependent only on the attitude of the consumers, that in most 
cases they are at liberty to replace the object of their consump­
tion by other goods, and can then exercise a decisive influence on 
the shaping of the market. According to him even monopolies can 
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do little to counteract this for, in the course of modern economic 
development, they show a tendency of mutual compensation. 

2. The Explanation of Price from the Point of View of 
Demand. F ett8f' 

Patten's idea of the supremacy of the buyer in the market is 
especially stressed in English literature by Wicksteed. Wicksteed's 
studies, however, do not have the optimistic social background 
which we find in the works of the American. In close connection 
with the Austrian school, the idea is worked out that the real source 
of price formation is to be found on the side of demand. Fetter's 
price theory, especially in his earlier years, is characterized by a 
marked dependence on the Austrian theory. In his analysis of 
supply and demand, he is always emphasizing the sovereign role 
of subjective evaluations, and derives price only from these. 
Nevertheless, as Robert F. Hoxie has shown 6-the objective ele­
ment of cost also has a certain importaqce in his theory. Nature 
furnishes the goods which we need to satisfy our wants only in 
limited quantities, and we must exert ourselves, and work, in order 
to increase thi,s quantity. Here Fetter makes use of his general 
law of diminishing returns and subjects the labor sacrifice to the 
marginal principle to which, on the other side of the process of 
valuation, the law of diminishing marginal utility corresponds. 
Therefore, according to Fetter, the objective element of cost is 
already contained in the purely subjective evaluations which the 
parties bring to the market. 

Fetter has done much to clarify the concept of price by his thorough 
dogmatic historical studies, which result in a comparison of 177 price 
theories of old and new economists, especially from the point of view 
of their subjective or objective characters.' An interesting dispute took, 
place at the Washington meeting of the American Economic Associa­
tion in December 1911, following Fetter's report on definitions of 
price.8 Of late the principle of marginal utility has played a minor role 
in Fetter's theory of price, and the whole doctrine of price has some­
what given way in importance as compared to the idea of' welfare. 
Nevertheless, Fetter has still produced some notable works on the sub-
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ject, although their tendency is more practical, Thus he reaches the con­
clusion that the geographical boundaries between various market areas 
which compete with respect to the same kind of goods, have the shape 
of hyperbolas.9 

3. Clark's Theory of Price, ana the Analysis of Price BoundtWies 

Fetter's contribution of showing how considerations of scarcity 
in the process of valuation bring the element of cost into the 
otherwise purely subjective price theory is the link: with the main 
tendency of modern American price theory. Like Marshall, the 
elder Clark strove above all for a synthesis between the new 
subjective and the old objective solution of the problem of price. 
He attains this by strongly emphasizing the quantitative propor­
tions of the goods produced among those factors which co-operate 
to cause supply. These, he teaches, depend in turn on market de­
mand, for it is that which first of all decides the level of the price 
that can be obtained. A quantitative extension of production can 
proceed only as far as production costs remain within the price 
which is to be expected for the goods on the market. Nevertheless, 
Clark is able to give the quantitative element in supply a par­
tially independent character whereby the cost element is again 
lifted into the rank of a direct, effective factor of price formation. 
The second most important characteristic of Clark's price theory 
is the emphasis on the social relationships which determine the 
formation of price. In this direction, Seligman especially con­
tinued his researches and produced important new results for 
economics. Whereas the theory of marginal pairs, as developed 
by the Austrian school and especially by Bohm-Bawerk, men­
tioned only individual marginal buyers and marginal sellers, who 
arrived at an exchange in a given state of the market, this idea was 
now applied by Seligman to the social levels which are really 
present in practical economic life and should always be considered. 
The various social classes appear on the market as divers classes 
of buyers and sellers who are capable of exchanging. The level of 
supply arises in the main from advantages or disadvantages in the 
technique of production, but in demand what is of prime impor-
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tance is the nature of the social condition of the purchasing pub­
lic. Since demand has the deciding word in the market, price will 
have to correspond to the purchasing power of the marginal level 
which demands, i. e., of that social class which can just reach an 
exchange under the given conditions of supply. In this way the 
law of price of the marginal utility school, which was constructed 
with special reference to individual economic conditions, is trans­
lated by Seligman into the language of social reality. 

Seager offers us. a "social" theory of price, built upon similar 
lines. He draws attention in addition to the fact that price can 
reach different levels in the market owing to the eventual inter­
action of the last effective demand with the last effective supply 
and that within this range technical market factors are always 
in the long run decisive. John A. Hobson built his "Bargain 
Theory of Wages" which appeared at the end of the last century 
on the idea that between the lowest wage which a laborer will 
accept and the highest wage that the entrepreneur is ready to 
pay there is generally a fairly large difference which theory should 
not neglect. According to Hobson the question as to who will 
profit most from this broad difference is decided not by supply 
and demand but by the skill with which both parties act in the 
labor market. Hobson later generalized this idea 10 and extended 
it to cover all cases of price formation. For the shares which the 
exchanging parties are able to secure for themselves from the 
variation between the "marginal demand price" and the "margi­
nal supply price," he coins the expression "forced gains," and 
makes their level depend on the market knowledge and the bar­
gaining skill of the parties. 

E. W. Kemmerer expresses the idea more concisely when he says 
that price will arise at that point between the two limits in which the 
disadvantages c~nnected with further bargaining seems greater to both 
of the exchanging parties than the advantages expected therefrom.ll 
The Englishman Flux on the other hand holds that an appreciable 
range between the level of. marginal demand and of marginal supply 
occurs much less frequently in practical economic life than Hobson 
and other writers assume.12 For this reason alone we should not attach 
too much importance to Hobson's solution of the problem of price. More-
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over Flux blames him for falling into the error of attributing activity 
to the condition of the marginal pairs in exchange, qualities which in 
reality belong only to the other parties to the exchange and not to the 
marginal pairs. For the marginal level of the marginal pairs can have 
no other meaning but that they have no further range of activity in the 
formation of prices. In the mathematical exposition of price theory 
which he offers in his text book Flux keeps close to Marshall's attitude. 

In American post-war literature F. M. Taylor's studies, which deal 
with the most abstruse points of price mechanism, deserve especial atten­
tion. Unfortunately he is unable to escape the danger of exaggerated 
abstraction and his mathematical explanation of price formation in the 
text-book mentioned above is often inflexible, too schematic, and there­
fore artificial. Nevertheless, his distinctions, in which he feels bound to 
assume an "extra-marginal" supply and an '''extra-marginal'' demand by 
the side of marginal supply and demand, remain stimulating and instruc­
tive for every theorist. It is in the interplay of these four factors that 
Taylor looks for an explanation of price fluctuations. Frank H. Knight 
takes a somewhat opposite path and instead of working out further dis­
tinctions proposes a simplification of traditional price theorv.lS He tries 
to prove that the idea of utility and the theory of cost are incompatible in 
price theory since, for example, in the cost explanation of diminishing 
returns the idea of marginal utility is already implicit; therefore it is use­
less to continue arguing about this so-called problem since the scholars 
have long ago agreed as to the essential explanation of the phenomenon 
of price. 

American price theory has recently received a marked impulse 
.. from the contributions of those writers who make a study of the 
quantitative analysis of the factors in price formation. One group 
of these writers is influenced by the Lausanne school and lays most 
stress on the mathematically deductive continuation of their re­
sults, whereas the others are more realistic and devote their atten­
tion rather to a statistical and descriptive point of view. At the 
head of the first group are the Columbia professor, Henry Lud­
well Moore, and his pupil, Henry Schultz; the second is led 
by Frederick C. Mills, also of Columbia, while James W. Angell 
now also at Columbia and a few others stand somewhere in the 
middle between these two tendencies. 

Moore studies the question of elasticity of supply and demand. He ap­
plies his conclusions to the problem of price fluctuations, and works out, 
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somewhat in the sense of the Lausanne doctrine, the concept of a moving 
equilibrium between both price-forming factors.14 Schultz joins himself 
to Moore's investigations of the problem of elasticity, makes a thorough 
statistical analysis of the price of sugar in the United States during the 
last quarter of the nineteenth century and thus arrives at his mathematical 
laws as to the formation of supply and demand. These laws he tries to 
defend especially against institutionalism and endeavors to show that he 
is dealing with objective facts, which are independent of the entire 
psychological foundation of economic theory.1G C. F. Ross, one of 
Schultz's pupil,., endeavors to develop dynamically his theory of price.10 

Norman J. Silberling tries to give an exact mathematical explanation of 
price formation with the help at times of three dimensional curves. On 
the whole, he keeps close to Marshall's views.17 

Mills has recently published, with the help of the New York National 
Bureau of Economic Research, a most noteworthy work in the field 
of a statistical-descriptive investigation of price.1S He is especially in­
terested in prices from 1890 to 1925 and compares the development in 
the United States to America with that of other countries. The result 
of this is to be an inductively planned outline of a great system of price. 
Jacob Viner is not entirely wrong when he objects that; Mills's theoretical 
results stand in no relation to his broad statistical foundation.1s G. F. 
Warren and F. A. Pearson, the agricultural experts of Cornell Univer­
sity, make use of Mills's idea in the investigation of the interactions be­
tween land produce and the movement of prices with respect to a few 
agricultural products.lIo They too throw much light on the elasticity of 
supply and demand. Frank M. Surface tries to examine theoretically 
the effects of the American government's control over the price of 
wheat in the years 1917-19.21 In these matters Warren and Pearson. 
as well as Surface, follow the lead taken by the South African R. A. 
Lehfeldt immediately before the war.lIlI Holbrook Working tries to de­
termine by statistics the differences which exist between demand caused 
by consumption and that caused by speculation.lIa E. J. Working,U R. 
S. Merriam lIli and Mordecai Ezekiel of Washington lI8 should also be 
mentioned among those who devote themselves to an analysis, partly 
theoretical and partly statistical, of supply and demand. 

Both these methods are united in the comprehensive studies which. 
James W. Angell has made of the international relationships of price 
formation. liT He makes a wide use of points of view taken from theories 
of money, banking, credit and commerce" which he treats institution­
ally, and is able too, as a pupil of Taussig, to make notable contribu­
tions to the development of pure theory: he expounds, for instance, with 
success, the connections between wants and demand.2s The theory of 
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dumping has been recently expounded by Jacob Viner of Chicago; 29 

that of comparative costs especially by F. W. Taussig,80 followed by 
Frank D. Graham,81 with whom the following entered into a discus­
sion: F. H. Knight,82 Kemper Simpson,83 Edward S. Mason,84. etc. 

4. The Point of View of Costs 

Contrary to Fetter, who strongly emphasized the subjective 
element in his theory of price, all these American scholars lay 
a more or less equal weight on the subjective and objective ele­
ments in explaining price. We can distinguish a further group 
of writers who, systematically renewing the classical theory, de­
vote their attention especially to costs. of production in price the­
ory, which they develop analytically. The most important mem~ 
ber of this group is Davenport, who lets his price theory spring 
directly from his original explanation of value.85 The level of 
production costs, which represents the lower limit of the evalua­
tion placed by the seller on the commodities brought to the market 
by him, is accordingly equal to the utility which he could achieve 
by the second best employment of his productive activity. But since 
this utility can be realized only on the market, and is in this way 
dependent on the demand represented by every other product, 
the seller's marginal evaluation, or the supply curve, can also. 
be in the last analysis referred to a demand curve. This has the 
same function in the formation of price as the direct and primary 
market demand curve. Davenport accordingly considers it super­
ficial and misleading to seek price at the intersection point of 
supply and demand curves. 

The theory of opportunity-cost, touched upon by Wicksteed, but 
first developed by Davenport, has recently been taken up by the Eng­
lishman Hubert D. Henderson, who tries to inject it into the theory of 
equilibrium between supply and demand, and thus to put new life into 
the price theory of the Cambridge school. 86 Another younger member 
of this school, D. H. Robertson, stresses the importance of supply as well 
as of production costs in the formation of price.S7 

Before the World War, John Maurice Clark, then at Chicago, 
made a praiseworthy attempt to bring the element of time into 
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the theory of production costs and, by taking stock of the various 
lengths of the production and business periods, reached the con­
clusion that in dynamic economics price does not necessarily have 
to remain on the same level as production costS.88 

He devoted himself later even more completely to this type 
of problem, and finally published his work on the theory of pro­
duction, III which is perhaps the most valuable contribution of 
recent American economic theory. While most theories which as­
sign both a subjective and an objective origin to price lose them­
selves in deductive abstractions, Clark attacks inductively the 
question of what are the concrete roles played by production costs 
from the point of view of price formation. He distinguishes two 
main classes of goods according as their market prices are de­
termined by production costs or by subjective evaluations. In the 
fu-st class are all those branches of production the price of which, 
because of their great public importance, is subject to government 
control as well as those which produce staple commodities. In the 
second class are those commodities which are intended to satisfy 
higher wants and in which individual style, taste and artistic finish 
are of more consequence. Since the first class is by far the more 
important, costs of production become the central economic prob­
lem in price formation. Within these the constant· costs, or "over­
head costs" are especially prominent. These cannot be referred to 
the unit of production, since within definite periods of production 
they are independent of the amount of units produced. The vital­
ity and success of productive branches depend on the relationship 
into which these constant costs are brought with regard to the 
variable ones: on the question whether producers can make full 
or only partial use of the capacity contained in their "overheads," 
or constant costs. The changes in this ratio exert a decisive in­
fluence on the price formation of products. Since, however, accord~ 
ing to Clark, in the most important economic relationships all 
labor belongs more or less, from a social point of view, to the 
"overhead"-for laborers must eat, whether they work or not-it 
is not only the obvious interest of each individual, but also the 
social duty of every enterprise, to make the most of its capacity, 
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even with temporary sacrifices, in order to check unemployment. 
In this way Clark gradually enlarges the scope of his problem, 
until he touches upon most of the important questions of econom-

. ics, which he illumines with social and ethical viewpoints!O His 
main contribution lies in the advice which he gives to the indU&­
tries for the full development of their capacity, by means of which 
he brings the concept of private business into economic theory. 
He is especially fond of drawing his examples from the manage­
ment of American railways. 

Other American economists have also devoted their attention since 
the war to a study of the practical relationship between production costs 
and the price level, and make use especially of the experiences of war­
time industry. Thus Taussig 41 explains how right it was that during 
the war the official fixing of prices was made on the level of the cost of 
the marginal producer. Although he acknowledges here that the law of 
supply and demand is in most cases overruled by compulsory regulations, 
he admits elsewhere 42 that in view of the manifold variety of practical 
economic phenomena neither this law nor the . general construction of 
supply and demand curves should be interpreted too rigidly. In the third 
edition of his text book, which appeared after the war, Taussig intro­
duced the idea of marginal vendibility, hoping to free the theory of 
price from the disturbance of one-sided, subjective interpretations. 
Philip G. Wright points out the close connection between Taussig's 
ideas and the neo-classical theory of price in America (Walker). 43 

Kemper Simpson's investigations ran parallel with those of Taussig. 
He points out especially, with the help of statistics, the tension which 
might have resulted during the war from the abnormal market con­
ditions between the level of the average costs of production and the 
prices which were actually attained.44 

Raymond T. Bye has recently given us what appears to be a useful 
analysis of production costs. All costs may be referred, according to him, 
to compensations for the following eight elements: effort, ability, wait­
ing or saving, uncertainty-bearing, land-space, natural materials, pro­
duction goods naturally fixed in supply, and monopolies for excess 
profits on goods under their control. Out of these elements are formed 
wages, interest, rent, losses, insurance-premiums, taxes, and profits, as 
well as any sums which are considered by the entrepreneur as costs.411 
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5. Monopoly Pric8 

While Americans have distinguished themselves in the study 
of costs, Englishmen have taken the lead in continuing to de­
velop the theory of monopoly price. This field is especially well . 
suited to the mathematical procedure, and Edgeworth could give 
his keen intellect full play here. In refutation of Cournot's doc­
trine, he concludes that the economic equilibrium is indeterminate 
if two or more monopolists are pitted against freely competing 
groups. In consequence of this Edgeworth emphasizes that in a 
system of monopoly which comprises all fields of economics, 
abstract theorists must forfeit their occupation, since here there 
are purely economic conditions which can be approached only by 
empirical investigation. Of prime importance is his statement that 
a seller's monopoly, which generally includes only slight sacrifices 
on the part of the monopolist, is not necessarily associated with 
detriment to the buying public, which often fares even better in 
this situation than under free competition. For instance, the classi­
fication of prices, often adopted by monopolists in contrast to the 
uniform prices of free competition, possesses advantages for the 
public which should not be underestimated. This is best exempli-
fied in the monopolistic fixing of railroad and shipping rates. ~ 

As a practical consequence of Edgeworth's ideas, Pigou has 
recently drawn attention to the fact that a disruption of big busi­
ness combinations would lead, not to free competition, but merely 
to the indeterminateness of many monopolies.411 Edgeworth's suc­
cessful analyses of the laws of price formation in the presence of 
monopolies were worthily continued by Pigou who by means of 
his mathematical analysis was able to grasp with accuracy the case 
of bilateral monopoly.iT A. L. Bowley has recently made a useful 
contribution to this subject.<18 

On the basis of Edgeworth's and Pigou's optimistic conception, 
. F. Lavington tries to prove that, with reasonable behavior on the 

part of the monopolist, monopolies can lead not only to a per­
manent insurance against the instability of labor and to a lowering 
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of the costs of production but also to a strengthening of the equi­
librium in business life.49 

We have already mentioned, in American literature, Patten's theory 
of monopoly. His doctrine that monopolies fight against and offset one 
another is accepted by Frank T. Carlton, who sees in it a weakening 
of "absolute intensive rents," the origin of which he traces to the forma­
tion of price by a monopoly.50 Ely is less optimistic,51 and depicts the 
clashings between monopolists and consumers in rather dark colors. 
Alvin S. Johnson agrees in his text book with the main principle of 
Ely's theory of price: that in the long run prices tend in the direction 
of the cost level of those who produce under the most favorable cir­
cumstances. In his theory of monopoly Johnson distinguishes especially 
between temporary and permanent monopolies, according as they have 
their origin in the commercial situation or in the conditions of produc­
tion.52 He also asks for a different politico-economic treatment of the 
two kinds of monopolies. Harry Gunnison Brown tries to bring the 
theory of competition and that of monopolistic price formation under 
the same single principle, and to find identical mathematical formulaS 
for both.58 John R. Commons objects to the absence of social view': 
points in Brown's theory of price,54 and attempts to show that the real 
difference between the two kinds of price formation lies in the discon­
tinuance of production on the part of the monopolist when a higher 
marginal utility is reached than that with which the producer under 
free competition,must be satisfied. 

6. Normal Price and Price Fluctuations . 

The idea of a normal price seems to have undergone a t:enais­
sance in recent American literature. Knight draws an interesting 
parallel between Marshall's concept of normal price and Clark's 
doctrine of a static condition. 55 He sees in market price a sim­
plified picture of the market condition prevailing at a given pe'­
riod of time, while in normal price he sees a cross-section of the 
whole industrial system in a continual process of development. 
Knight considers the attitudes of Marshall and Clark too narrow 
and artificial, since they try t6 expel from their "purely eco­
nomic" views on mechanical economic eqUilibrium the social an~ 
"ethical" elements of normal price, generally considered extra-
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economic. But without these elements our author thinks that we 
can get but a caricatpre of the concept of normal price. 

E. G. No~ keeps closer to Marshall's theory, and directs his at­
tention, in addition to the distributive functions of normal price, espe-

• dally to the equilibrium which occurs here between production and 
consumption.lo The Englishman, G. B. Dibblee, outlines a picture of 
the mechanism of price, IT from the point of view of the practical busi­
ness man, in which we find precise knowledge of the system of big 
bUsiness before the war and some accurate psychological analyses, but 
also exaggerated and somewhat unscholarly criticism of the prevailing 

. abstract theories. 
. It is chiefly the influence of the modern institutional tendency that 

has brought the problem of price fluctuation since the war to the front 
in American economics. Wesley Clair Mitchell laid the foundations 
for this even before the war.DB We have already drawn attention to 
the workll of his followers which are more closely related to the static 
theory of price. Among those whose studies are more theoretical, the 
most important, for the problems of price fluctuations; is Irving Fisher.G9 
tn regard to details, we must refer the reader to the extremly volu­
minous new literature on the theory of business cycles. 



CHAPTER V 

DISTRIBUTION 

I. The Problem of Distribution in Modern English Theory 

THE CHIEF emphasis in the economic theory of English-speaking 
countries lies in the doctrine of distribution. The tendency to re­
introduce the idea of welfare at the apex of economic theory, 
begun by Marshall, and apparently fast winning ground in the 
United States, implies a decided advance of the theory of distribu­
tion at the expense of the other divisions of economics. Modern 
American theory is derived, not like European, from the doctrine 
of value but from a study of the problem of distribution; conse­
quently the American trend of development is only further con­
firmed by the movement in English economics toward distribution. 

In Marshall's theory of distribution we find, closely connected, 
the two points of view which have proved most fruitful in the more 
recent phases of our science for solving that problem. On the one 
hand he makes a clever use of the marginal principle, whereby he 
comes close to the American theory of marginal productivity to be 
dealt with later, and on the other hand he brings the process of 
distribution at times into immediate connection with the formation 
of price, somewhat in the same manner as Pierson did at the same 
time and with more consistency. At times Marshall's doctrine of 
distribution springs directly from his theory of· value, in which 
he especially resembles Wicksteed who holds that the solution of 
this problem is possible only on the basis of the new analysis of 
val~e. Edgeworth deals with distribution entirely from the view­
point of price 1 and is interested not so much in the general 
equilibrium problem of distribution as in the influences which 
the various limitations of fr:ee competition and the one and two 
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sided monopolies exert on the distribution of goods. The prac­
tical consequences which he draws as a result of his theoretical 
analyses of questions of economic policy, especially of wage-policy, 
are of great value. Pigou, who keeps closer to Marshall, brings 
the problem of distribution consciously into the center of all 
economic theory. The national "welfare," which he considers the 
highest aim of economic life, depends according to him not only on 
the absolute size of the national income but also on its most equable 
distribution. For the shaping of this whole process he attributes 
decisive importance to the economic regulations by the state. Henry 
Clay tries to prove, by means of the most recent English economic 
legislation, that state regulation of the distribution of incomes could 
materially increase the welfare of the community, without endan­
gering to any extent the principle of business freedom. 2 

We may mention here a few· of the less successful attempts at a 
theory of distribution in recent English literature. Rossington Stanton 
tries to explain the process by the somewhat unsuitable expedient of go­
ing back to the historical origins of economics, and explaining thus 
"rationalistically" the nature of the various kinds of incomes.s The 
collected essays of T. Lloyd, also published before the war under a 
misleading title,4 do not deserve consideration from the point of view 
of theory, but contain some noteworthy ideas with relation to the prac­
tical side of the problem. M. A. Kirkaldy offers a pure productivity 
theory of distribution, when the "law of fungibility," according to which 
the producer bring the factors of production into the most favorable 
relation to each other, also becomes the foundation of the distribution of 
wealth.1I 

2. The American Theory of Marginal Productivity 

The leading theory of distribution in America today is still 
that of marginal productivity, propounded by Clark at the end of 
the last century. According to this, in a state of perfectly free, 
competition, each of the three factors of production, land, capital 
and labor, receives a share of the whole production, measured ac­
cording to that increase in production which can be brought about 
by a slight increase in one factor, the others remaining the same. 
This is essentially but a generalization and logical development 
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of theories worked o,ut by earlier investigators .. His most impor­
tant independent contribution is undoubtedly the extension of the 
theory of diminishing return on land to all factors of production, 
through which their marginal contributions first became decisive 
for the whole of distribution. We shall come back to this later. 
Fifty years before, von ThUnen had applied the marginal prin­
ciple to the theory of distribution, with some restrictions in the 
case of the theory of wages. Walras and Marshall continued his 
work. Clark, however, hit upon his theories of distribution in­
dependently of these authors and did not know that others had 
previously followed the same path until after he had developed 
them. He then tried t~ defend his priority against von ThUnen by 
giving his .theory of marginal productivity an ethical aspect which 
he found lacking in the doctrine of the great German. In mar­
ginal productivity we should see, according to him, not only a 
mechanistic principle of distribution but also the principle of jus­
tice. That which the separate factors of production get from the 
whole produce on the basis of their marginal productivity is, 
Clark teaches, their equitable share. Here we see a marked strain 
of American optimism which, as we have already stated, is sur­
passed only by the optimism of Patten's theory of distribution. The 
historian of dogmas must, however, point out that for ThUnen 
the "natural wage" is also the "just" wage. The social strain, which 
is present in Clark's marginal productivity, is especially emphasized 
by Seligman ~d Seager, who see in it the expression of the social 
valuation of the productive services of land, labor and capital. 
Whereas Seligman lays the greatest emphasis only on this social 
aspect of distribution, Seager devotes his attention also to the 
equilibrium concepts of the Lausanne school. Important contribu­
tions to the theory of distribution have been made by Taussig 
who, taking into consideration the experiences of modern indus­
trial capitalism, gives a more prominent position to social ethics. 
Carver has gom; even. further in this direction. He agrees with 
the general principle of marginal productivity (ct. also his earlier 
works) but criticizes certain parts of Clark's doctrines.6 His own 
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theory of distribution,' which makes successfui use of some of 
the ideas of Marshall and the Austrian school, is one of the best 
synthetic works that have appeared in American economic theory 
in the first quarter of our century. 

Charles W. MacFarlane points out, like Carver, certain flaws and 
contradictions in the logical structure of Clark's theory of distribution.s 
In the discussion which ensued, il\ the American Economic Association. 
Alvin Saunders Johnson successfully defended the theory of marginal 
productivity, and adopted it later in his text book. R. S. Paden sharply 
criticized Clark's Distribution, and tried to prove that all the phenomena 
of distribution are dynamic, and as such explicable by the eternally fluc­
tuating forces of business life, and not abstractly of universal applica­
tion.1I A.more recent criticism, by Walter M. Adriance, is similar in 
tendency. He rejects the theory of specific productivity, which Clark 
attributes to the \'arious factors of production, and directs attention to 
the fact that distribution is not merely a problem of value, but also one 
of social power.10 Thorstein Veblen also is opposed to the sharp defini­
tion of specific productivity, and doubts whether a direct physical rela­
tionship necessarily exists between the increase of one factor of produc­
tion and the consequent increase in the amount produced.l1 This 
argument is part of his general attack of the hedonistic and utilitarian 
substructure of Clark's entire system. Paul H. Douglas on the other 
hand, who is on. the whole well disposed toward Veblen's institutional­
ism, accepts the chief conclusions of Clark's theory of distribution, and 
contents himself with saying that they should be founded also on induc­
tion and rendered more concrete.12 Noel Morss even attempts a mathe­
matical treatment of specific productivity with reference to distribu­
tion.18 A stimulating discussion has recently taken place on the problem 
of marginal productivity Ii between l(night, a critic of Veblen's in­
stitutionalism, and the younger Clark, who is undertaking an onginal 
mathematical exposition of his father's teachings. 

3. Distribution 0/ Wealth and the Social Conflict O'1)er 

Prices 

The Englishman Hobson touches the weakest spot of Clark's 
distribution when he blames the American for having too ~echanis­
tic a view: of the process of production. Hobson sees in it an or­
ganic cooperation, in which there can be no question of a specific 
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productivity that Can be formulated in figures. The· central idea 
of . Bobson's distribution is a broad generalization of the concept 
of "forced gains," which we have already mentioned in connec­
tion with his theory of price. Rent, interest and wages are thereby 
brought down to a common denominator and the whole process 
of distribution is seen as the direct result of the social conflict 
over price. Another eminent Engli~h economist, Cannan, who also 
stands outside of the Cambridge school, assigns an important place 
to social views especially as to the unequal distribution of property 
in his theory of distribution.1II Cannan is also noted for his ex­
cellent theoretical history of distribution, published at the end of 
the last century.18 

The theories of Hobson and Cannan lead us to Davenport. 
Here too we find an emphasis on extra-economic elements which 
influence distribution, e. g., the difference in law between prop­
erty in land and capital. Davenport also derives his theory of dis­
tribution directly from the process of price formation. Whereas. 
Hobson. finds a special explanatory principle for distribution in 
his three fold Jaw of rent, Davenport will have nothing to do 
with this and lets the simple market law rule. He thinks that the 
origin of the various branches of income can be explained by the 
well-known experimental fact. that the. factors of production can 
to a certain extent replace each other .. Just as the entrepreneur 
is able to evaluate the marginal importance of each factor which 
he uses in relation to the others and with reference to the market 
price of the product, the whole process of distribution in economics 
works on the same principle. 

The disciple of the Cambridge school, Henderson, who was appar­
ently influenced by Davenport in his works on the theory of price, 
mentioned above, also explains distribution as a direct consequence of 
the mechanism of the market, thus resembling Hobson to some extent. 
The problem is treated in the same way in Turner's text book. Most 
institutionalists, e. g., Boucke and Edie, derive the distribution of income 
directly from the process of price formation and emphasize especially 
the social factors of this relationship. The theory of marginal productiv­
ity still plays a certain role with Edie, e. g., in his theory of wages, but 
Boucke rejects it completely. 
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4. D8'CJelopment of the Austrian Theory of Imputation 

In contrast to these attempts to make of the process' of distri­
bution a pure problem of price, Fetter goes back to the viewpoints 
of the Austrian school and subordinates distribution, to the gen­
eral theory of value. Here we find a repetition of what we saw 
in his theories of value and of price: although his theoretical 
foundation appears different and he works with what seem to be 
original concepts, Fetter comes in last analysis very' close to the 
conclusions of. Menger, Bohm-Bawerk and Wieser. He, accuses 
the Austrians of having committed the great mistake, after devel­
oping correct ideas on the theories of value and of price, of re­
maining stuck in the strait jacket of rent, interest and wages. This 
three fold division contradicts in every way their general the­
oretical ideas which he, Fetter, intends to apply with greater 
precision to the theory of distribution. He teaches first of all that 
only consumption goods are amenable to a direct evaluation rest­
ing on the principle of marginal,utility, since only they come into 
consideration for the direct satisfaction of wants. With reference 
to instrumental goods, these consumption goods may be considered 
as their fruit.' Since the law of diminishing returns is universally 
valid for all production and since moreover the expression rents 
is traditional for the fruits which result from the use of produc<­
tion factors that are subject to this law, we can perceive in every 
consumption good a rent which is yielded by the production goods. 
Their value is determined by the value of their rents or, in other 
words, by the value of their usufruct. In this way,' the value of 
production goods is referred to the value of consumption goods. 
From this point Fetter takes a course which lies somewhere be­
tween the Austrian theory of imputation arid the American theory 
of marginal productivity. Since much instrumental capital is needed 
to produce goods for consumption, a key is needed by means of 
which the productive contributions in ,a consumption, good may 
be attributed to each one of those factors which' help to produce 
it. This key is found, according to Fetter, in the principle of mar­
ginal productivity which is the basis for the entire distribution of 
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wealth. There is a formal distinction between rent in the narrow 
sense on one side and wages and profit on the other: the first springs 
from tangible instrumental goods, the other two from personal 
services. Nevertheless all are branches of income-with the ex­
ception of interest on capital-and subject to the one universal law 
of rent, which rests upon marginal productivity. 

Is not the main idea of the Austrian theory of imputation the 
attribution, with the help of the principle of marginal utility, 
of the value of goods of a higher order to that of goods of the 
first order? Did not Clark stress the general character of the law 
of diminishing returns and the principle of marginal productivity 
which rests upon it? Finally, did not Hobson propose a general law 
of rent? Fetter himself sees the chief value of his theory of dis­
tribution in his new and original terminology. When he proposed 
this to the American Economic Association,l T he was greeted with 
some sharp criticisms. Carver, Hollander and MacFarlane saw no 
reason for abandoning Clark's terminology, and W. G. Langworthy 
Taylor and Ely even voted to retain the expressions coined by 
Ricardo. Nevertheless, Fetter still clings to the main traits of his 
earlier theory of distribution. Instead of "evaluation according to 
marginal utility," he now says "marginal evaluation"-and thinks 
that he thus avoids the principle of hedonism. In general, he is 
trying nowadays to give, if possible, an even more uniform picture 
of distribution, by distinguishing the factors of production which 
come into consideration in distribution only according to their 
economic peculiarities, and not according to their physical natures. 

During the World \Var, George Pendleton Watkins made a 
notable attempt to perfect the Austrian theory of imputation. With 
much subtle psychological analysis, he reaches the conclusion that 
Wieser's concept of imputation is too narrow; he therefore con­
trasts with it what appears to be a more perfect transputation.18 

Starting from the consideration that every instrumental good would 
be quite valueless if it stood alone, he draws attention, in valuing 
a production good, to all the goods which are directly connected 
with the production. In this way he comes to the concept of trans­
puted utility which is supposed to be decisive for distribution also. 
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In detennining the productivity of goods he makes use of 'a 
neglected element, the load factor.19 Watkins took this expression 
from electrical theory and m~s by it the ratio which exists be­
tween the average demand for a good within a certain pet:iod and 
the maximum demand for it at any moment of the same period. 
Unfortunately, we cannot here enter more deeply into'this note­
worthy idea, which Watkins has also illustrated with practical 
examples. 

Watkins also made successful investigations in variability in the 
distnbution of goods, and in the prQblem of measuring it statistically 
and mathematically. Especially interesting is his discussion on this sub­
ject with Warren M. Persons.20 Wilford J. King deals with a kindred 
subject when he points out the fundamental difficulties which lie in the 
way of an exact measurement of income and private wealth.21 . Here 
we may also note that Clark Warburton has explained the changes 
which have taken place in the latest development of the American 
theory of distn"bution in an analytical discussion,2l1 while Irvipg Fisher 
tries to give a clearer concept of income principally from .the stand­
point of taxation.28 

s. The PQSsing of the Na"o'Wer Conception of Rent anJ 
the Problem 0/ Returns 

If the studies of Marshall have been of great importance for the 
general development of modem economics, they have beenprac­
tically decisive for the modern form of the theory of tent. The 
revolution started with the important realization on the part of 
the great English economist that the origin of rent like income 
of rent is not a phenomenon restricted to agricultural land. Mar­
shall himself proceeds carefully from this point. First he studies 
the role of capital used in agricultural industry, and only gradually 
does he come to the concept of quasi-rent.24 By this he means the 
income of the producer, which comes to him through an increased, 
application of capital. The inlluence of this on price will be felt 
only in a certain period of time; in the interval the producer en­
joys, in consequence of his diminished costs of production, a rent 
which is similar in structure to the differential income based on the 
possession of better lands. 
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Thus was the classical theory of land rent as a branch of income 
subject to special rules- wrecked in its foundations. The blow dealt 
by Marshall. was followed up by the Americarl theorists and they 
were able to pro~e that the fundamental fact which led the classi­
cists to a particular attitude concerning land rent and 'which they 
conceived as the law of diminishing returns was a much broader 
and more general phenomenon which touches upon all forms of 
productive, activity. Marshall speaks of three different laws of re­
turns, which run parallel to each other: the laws 'of diminishing" 
increasing and constant returns. The other leading English the­
orists keeps more or less close to this distinction: Edgeworth plays 
it off against Seligman's teaching; 211 Chapman ~8 receives it from 
Edgeworth, and it is also retained by Pigou, whom it led to an 
interesting methodological discussion with J. H. Clapham.27 A sim­
ilar idea is at the bottom of G. F. Shore's notable analysis of costS.28 

The Americans at first follow the same course, but ascribe much 
greateJ; importance -to Marshall's first-mentioned law of retu~s 
and grant the validity of the others only within the framework of 
the broadened general law of diminishing returns. According to· 
them, increasing and constant returns can exist only in a narrow 
field. Beyond a certain limit, an extension of productive activity 
will everywhere cause a diminishing tendency to appear in the pro­
portional returns. We find in Clark, but especially in Seligman the 
idea that we are dealing here only with a "ariation of the general 
modern law of value: in the case of increasing increments in a con­
sumption good f<;lllowing upon each other, the marginal utility 
decreases and in consequence of the same law, the returns which 
correspond to the increases in. the means of production, decrease 
proportionally. In his Distribution of Wealth, ',V'hich appeared in 
1893, John Rogers Commons gives a still more general and uni­
form shape to this assumption by referring the importance of 
diminishing returns directly to the diminishing marginal, utility 
brought about by increased production. Fetter then criticizes with 
great severity all the known narrower concepts of rent, which he 
rejects,211 ~d assigns the highest place in his "Principles" to the 
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generalization of the law of diminishing returns, in which he per'­
ceives one of the first principles of economip;. 

Charles J~ Bullock has written a sketch ofthis:whol~ development, 
which is interesting from an historical point of view,~o in which he goes 
back to the principal works of the classical school, and; finally reaches 
the conclusion that it is futile to extend the law of diminishing returns 
unchanged from agriculture to business since some diff~rent tendencies 
are at' work here. Besides Charles W. Mixter,81 who later entered the 
lists for the supremacy of the law of diminishing returns in industry,S2 
the Englishman. Flux has also criticized Bullock's attitude and ac­
cused him of having misinterpreted Marshall's position,S8 whereas 
Carver, one of the leaders of the generalized theory of diminishing re-

. turns, defended it against Bullock in a sharp counter attack.a~ T;tussig 
brings weighty arguments to bear against the unification of the laws of 
returns and, continuing the famous discussion between Clark and Bohm­
Bawerk, points out the man!fold limitations and the very special char­
acter of capitalreturns.85 The view, held especially by Fetter .and 
Carver, that the diminishing returns-of productive goods are but a special 
case of diminishing marginal utility, Taussig considers a 'gross errot. 
Davenport recognizes the existence of a general law of diminishing re-

• turns, but refers it to imperfections in production, and opposes to it a 
law of proportions, dealing with the. correct distributioa.and a:rrange­
ment of the various factors in production.as In post:-war literature, E. 
Dane questions the validity of the law of diminishing returns, not only 
for industry but also for agriculture.BT His ideas run very. much in the 

. same lines as Patten's and Carey's optimism, as well as Bastiat's doctrine 
of economic harmony. He considers human reason and inventive power 
the inexhaustible source' of new technical progress,· from which must 
spring ever increasing returns in all branches of industry. The joint 
work of W. J. Spillman and E. Lang is more realistic •. They accept the 
general law of diminishing returns, but distinguish sharply within it 
between the purely technical aspect of productivity and the business 
aspect of remunerativeness. a8 They are also careful not to put their law in 
the same category with the law of diminishing marginal utility, with 
the Weber-Fechner psychological law or with the decrease in atmos­
pherical pressure that accompanies· an increase in height. 

Greater attention has recently been devoted in America to the other 
questions' of production, in connection with the problem of returns. 
Thus Allyn A. Young works out the somewhat neglected relationships 
between industrial returns on one side and distribution of labor and 

.extension of themarke~ on the other.BD Charies W. Cobb.:nd Paul H. 
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Douglas study from an historical and statistical point of view, the inter­
connections of the various factors, in production, and especially the 
problems of marginal productivity of capital and of labor.40 .T. M. 

, Clark agrees with their chief points of view.41 In his work on the theory 
of cost he tries to prove that considerable distances or changes in time 
can exist between the maximum intensity of consumption and that of 
production. In the large volume on private economics by John D. 
Black,u questions of agricultural production are treated with thorough­
ness. The studies of the Englishman Dennis Holme Robertson are 
largely of an industrial nature,48 while the theory of production ad­
vanced by the Norwegian banker P. H. Castberg before the world 
war 44 throws light on the practical aspects of the problem, but makes 
no new contribution to theory. 

6. Newly Recognized Incomes Resembling Rent 
I 

In spite' of all the conflicts which have opposed the attempts 
to generalize the law of returns, the concept of rent in Anglo­
Saxon science. has gradually lost its special aspect as limited to 
land and has been step by step enlarged. Here again Marshall's 
leadership must be stressed. His theory of consumer's surplus, to 
which we have often referred, quickly triumphed to an unusual 
degree in international literature. This theory was developed, and 
the venerable scholar even lived long enough to be corrected in 
it and taught by others. ' 

In the work of his old age, Money, Credit and Commerce; he ap­
plies his theory to international trade and adds the surpluses of the Same 
consumer to each other. We have already mentioned how the Italian 
Gobbi had meanwhile noticed the canceling tendency of positive and 
negative rents, i. e., of savings and expenditures. Loria does not miss 
the opportunity of correcting Marshall's ideas from this point of view, til 
and the same course is taken, independently of the, Italians, by the 
American Young,46 who had formerly criticized Pigou with success. In 
the further development of the theory ,of consumer's surplus, Pigou is 
chiefly to be noted after Edgeworth. On the same subject we have 
the less important discussion between Edwin Cannan 47 on one side, 
and D. H. MacGregor,48 and A. L. Bowley,n on the other. The 
American Harry E. Miller tries .to prove that Marshall's theory of 
consumer's surplus contradicts the meaning of the marginal theory,60 
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while Joseph Mayer III and G. W. Terbourgh,GII consider the whole 
theory illogicaL 

During the World War, the American Philip G. Wright approached 
the conclusions of Young, but subsequently departed from this direction. 
He explains how consumer's surplus can stimulate the production of 
goods to satisfy higher needs, which would never find a demand if in­
comes were equally divided.6I Miss Hazel Kirk has recently made a 
noteworthy contribution to this set of problems.u She works out clearly 
the relationships between income and consumption, and shows how 
much the consumer's needs, which are the preliminary conditions of 
production, are influenced by the general state of society and by the 
whole environment. In this way she builds on the principles of the 
modern institutional tendency and explains economic activity as the 
result, not of an innate hedonistic urge, but of social influence. The text 
book on consumption of W. C. Waite is also behavioristic.li5 He stresses 
especially the application of individual income in private business. 

Extending the concept of rent, there has been talk in recent 
American literature of a rent of business .ability. By this A. B. Wolfe 
means the special income beyond the usual rate of profits which ac­
crues to the entrepreneur because of his special business ability. He 
considers this a monopoly profit, by means of which the traditional 
ideal of perfectly free competition is exploded.1i8 His attempts, 
in connection with the studies of Silberling mentioned above, to 
illustrate certain questions of the generalized theory of rent by 
means of three-dimensional curves, liT have been attacked by the 
younger Clark, who considers this' procedure much too compli­
cated, obscure and inadequate;1i8 

The generalization of the law of diminishing returns led Amer­
ican economists at the end of the last century to oppose to Mar­
shall's consumer's surplus a general producer's surplus. The elder 
Clark makes a parallel use of both concepts, understanding by 
consumer's surplus the differential income which, as a consequence 
of the uniform market price, acCllles in varying degrees to all 
producers except the marginal ones. In spite of the adverse criti­
cism which this interpretation received, especially from Veblen, 
it spread quickly among Clark's followers. 

Alvin S. Johnson's theory of rent Gil is, in. the main, built upon this 
foundation, although he has some noteworthy original ideas when he 
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criticizes other theories. We have already drawn attention to the ex­
treme generalization which Fetter's consumer's surplus underwent. The 
idea of rent is somewhat narrower in Turner's text book. By rent he 
means remuneration for the use of lasting production-goods, but ex­
cepts human labor. Turner also presents a good survey of the history 
of the theory of rent in earlier American writings.80 

In England a. similar tendency is represented principally by 
Hqbson. With reference to price formation, both interest and wages 
seem to him to be but variations of rent in general, and it is only 
gradually that he recognizes in them certain definite characteristics. 
'Since he bases himself partly on the studies of the American Com­
lJ}ons, he assigns prominence to the element of restriction of free 
competition in producer'S surplus, and thus gives it the appear­
ance of a monopoly-rent. Although lacking the socia-ethical frame­
work given it by Hobson, the concept of producer's surplus has 
acquired .. a decidedly monopolistic tinge, not only with American 
but also with some English economists, e. g., Pigou 61 and D. H. 
MacGregor.62 The former continues to use his mathematical analy­
sis in this application, whereas the latter draws attention to the mani­
fold logical difficulties in such theoretical discussions. 

7. The Classical Differential Rent 

In view of this widespread tendency to broaden the concept of rent, 
we find scarcely any attempts in the modern literature of the English­
speaking countries to keep to ~he narrower field of the classical theory. 
We may note the work of Henry C. Taylor, who tries to show the in­
fluence of the cultural environment as well as of the farmer's knowl­
edge on the level of the land rent in farming; 68 and we also have 
the investigation of Lewis Cecil Gray into the connection between the 
rate of interest and agricultural rent, in which he goes back 'directly to 
;Ricardo but is also well disposed on the whole to the broader concept 
of rent.64 Lewis H. Haney tries to revivify Ricardo's theory of rent 
with the aid of a few of the ideas of modern value theory,65 but is con­
tradicted by Frank T. Carlton 66 who accepts the new tendency ~n­
tirely.6T A reform of the old theory of rent has been recently attempted 
by Harry Gunnison Brown in his text book, and it receives a' new 
foundation in the shape of Davenport's theory of production costs. The 
latter is still influenced by the old differential idea when he tries to 
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show the justification and the social advantages of the increment tax on 
land.t18 On the other hand, Richard T. Ely, an old connoisseur of these 
matters, points out the fact that "unearned" or easy, and especially 
quick, profits from movable capital are in £a~t usually larger t.han those 
from property in land.'1 Other adherents of Ricardo's attitude are 
Fairchild, Furniss and Buck, who aresenrely criticized by H. Gor­
don Hayes.TO At the end of a good historical survey of theories, 
the Indian J. Gosh declares himself decidedly against the broadening 
of the concept of rent, and tries to strengthen his position by a thorough 
exposition of the special characteristics of land rent.11 His ideas are not 
novel, but they are clearly and systematically arranged. The Amer­
ican F. L. Patton has recently thrown light on the law of diminishing 
returns from the technological side, as well as in its practical work­
ings.TI 

8. No New Theories of Interest in England 

It is useless to look for a new interest theory in English economics 
in the first quarter of our century. Marshall himself took a some­
what eclectic attitude toward this problem, joining the idea of 
productivity to the mathematical theory of· equilibrium, and mak­
ing use of other explanatory principles. The whole interest theory 
of the Cambri?ge school moves along· these lines, and their atti~ 
tude here is very close to that of the Lausanne school. Edgeworth. 
assigns a greater role to the marginal principle, while Pigou is more 
interested in the social aspect of the problem. In the systems of 
both writers, however; the theory of interest is treated with 
neglect. 

F. Lavington bases himself on Pigou, but stresses more strongly the 
uncertainty of future events and its effects· on interest • .,a 

Of the Americans, Clarence Gilbert Hoag stands closest to the Cam­
bridge theory.T4 He tries to solve the problem of interest from the point 
of view of Marshall's conception of normal price. and with the help of 
an assumption of equilibrium between the supply of land and demand 
for capital. At the same time he takes stock of Irving Fisher's ideas on 
income, which we shall mention later. F. H. Knight resembles Hoag 
in his criticism of Bohm-Bawerk's theory, and also stresses the ideas of 
normal interest and. of equilibrium; 'lIi but on the whole he tries to 
develop a pure productivity theory of interest. To illustrate his abstract 
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ideas he makes use of three-dimensional curves, but even then he is fully 
conscious of the hypothetical nature of this procedure. 

Among 'the English economists who are above all interested in 
social questions Hobson stepped forward at the turn of the century 
with a well-grounded theory of interest. FirSt he subordinates 
it to his general theory of rent and continues, with a. sure in­
stinct, to trace the specific sources of capital income. In the fore­
ground he places the idea of abstinence, and considers interest prin­
cipally a reward of thrift, which incites to the formation of new 
capital. ln this point he resembles Cassel who first published his 
income theory, which we have already mentioned, in English.T6 

Whereas Hobson derives all kinds of income from the formation of 
prices, and consequently does not consider interest a price forming fac­
tor, ~e American Clinton H. Scovell has recently written a book to 
prove that interest is an active element in cost.77 He attacks the con­
trary opinion, and draws especial attention to the private economic as­
pects of the problem. Raymond T. Bye tries to justify Scovell's results 
in so far as in social economi~ and therefore in respect to the forma­
tion of value and of price, interest is a part of costs, while the contrary 
is the case in private economics where in accounting income is contrasted 
with the losses or gains of the enterprise.T8 Interest is also treated as an 
element of cost by Waldo F. Mitchell,78 who, partly in a discussion 
with Carl Snyder,80 considers the level of the interest rate an impor­
tant factor in the fluctuations of the business cycle. 

9. The Idea of Productivity and the Theory of Interest in 
America 

In spite of the great influence of Bohm-Bawerk's ideas on mod­
ern American economics, the leading theory of interest is still based 
on the principle of marginal productivity. In the idea of interest 
as a return, subject to the marginal principle for the power of cap­
ital in production, we find the full expression of the seductively 
simple uniformity of the theory of distribution, as expressed by 
Clark. Most American economists accept this doctrine unreservedly. 
Seligman is one of its principal adherents; Seager defends it against 
the attacks of Irving Fisher,81 and H. G. Brown tries to bring 
about a synthesis between the pri~ciples of productivity and of im-
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patience.8lI His doctrine that all production which is based on the 
co-operation of capital requires a longer time and that therefore 
the element of waiting, or of impatience, is already contained in 
the concept of capital, seems to effect the union of both explanatory 
principles in a more satisfactory manner than does Ely in his text~ 
book, who sees in the productivity of capita! only the possible, in 
the impatience of the capitalist the necessary, source of interest. 
To this class belongs also Davenport's well-founded interest theory. 
In the main it is built on the idea of productivity but concedes 
much importance to the element of time, in the sense of Bohm­
Bawerk.88 

On the basis of factual research, L .. Kotany has offered an independ­
ent theory of productivity, which is built on the assumption that produc­
tion costs can be diminished in all .cases by a corresponding application 
of capital. 86 The foundation which Kotany gives to these ideas from 
the point of view of production technique .is noteworthy. Fabian Frank­
lin also tries to offset Cassel's theory of interest with the idea of pro­
ductivity.8I 

zo. The Conflict ove, the Concept of Capital 

The pure agio theory of Bohm-Bawerk was enthusiastically. re~ 
ceived in America and numbered many adherents at the close of 
the last century. A quarrel soon broke out between them and the sup~ 
porters of the theory of marginal productivity. Since both sides soon 
realiied that the real source Qf the different interpretations of the 
interest problem was to be found in the different meanings given 
to the concept of capital, the discussion gradually centered upon this 
difference. The most important phase of this conflict is the long 
and famous duel, mentioned above, between the leaders, Bohm~ 
Bawerk and Clark, which is the most important· discussion that 
has taken place in modern economic theory after the methodological 
dispute in Germany over value judgments. 

We shall here briefly summarize the object of the dispute. For the 
Austrian capital is a material concept, by which he means a group of 
concrete production-goods. The American sees in capital an immaterial 
financial eXpression of production goods, that is to say, a productive 
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~orce and Calls the concrete production goods capital goods. Not to 
mention the complications which arose over the further distinction of a 
concept of social capital, both causes were fought with an unusual 
amount of polemical skill. Toward the end of the last century it seemed 
as if a draw had been reached: each side approached the other and came 
near to realizing that they were disputing only over the outward form 
although their attitudes were in essence closely similar. After a few 
years the dispute started again by the skirmishes between the adherents 
of both sides, broke out even more acrimoniously 8«1 and up to the time 
of Boh.rn's death no agreement ~ould be reached between the two 
emine~tscientists who had both formerly studied with Knies at Heidel­
berg. A meeting between the two at Geneva was unable to clarify the 
situation. 

To mention only the three most important writers who continued 
the discussion in the present century, Fetter 81 and Charles A. Tuttle 88. 

recognize Clark's immaterial concept of capital with reservations, 
whereas Irving Fisher,88 approaching Bohm's concept, attempts a 
reconciliation. Fetter sees a capital in concrete wealth only in so far as 
its quantity is expressed in the general unit of value. Tuttle stresses the 
element of superfluous wealth as property in the immaterial capital con­
cept; whereas Fisher considers the total amount of goods in stock at a 
given moment capital. This definition of Fisher's is accepted by Fair­
child and his collaborators in their text book. Although Veblen criticizes 
Fisher's attitude,'o he takes a mediating position in the discussion. In 
his careful and profound exposition~ he goes his own way, and sees the 
essence of capital in the relationships between creative human intel­
ligence aJ}d material goods.91 A related attitude is that of Frederick B. 
Hawley who, following a purely deductive method, comes to the con­
clusion that the main aspect of the capital concept lies in the productive 
activity of the capitalist or of the entrepreneur.u 

II. The Rec.eption of Bohm's Interest Theory in America 

The best result of the discovery over the capital concept in 
America is the interest theory of Irving Fisher. Above all he makes 
a meticulously planned distinction, according. to the accounting 
practice of private economics, between capital and income.83 Hark­
ing back to the theory' of Newcomb, he perceives the essential 
difference between these two concepts in the element of time. 
Whereas, as we have just seen1 capital iS1 according to Fisher, the 
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amount of goods in stock at a given time, income is the perpetually 
accruing stream of services and is therefore to be sharply distin­
guished from capitaL Consequently ,he separates the increase of 
capital, i. e., savings, from income and defends this procedure in a 
stimulating discussion lit in the American Economic .'Associa~on 
against Daniels, Maurice H. Robinson, etc., who count savings as 
income. The Englishman Flux took a mediating part in the dis­
cussion; his objections to Fisher's theory 011 have been generally 
made from the standpoint of terminology. Fisher has treated the 
objection that his concept of income is sufficient only for the process 
of production but not for the physical product of capital, with as 
much attention 118 as he devoted to Commons's criticism,n that .in 
his theory he did not sufficiently distinguish the aspects of private 
economics from those of political economy. Fisher's theory of in­
terest is directly connected with his studies of capital and income, 
is marked by the same prominence given to the element. of time, 
and rests upon the assumption that present income is generally 
valued more highly than future income.88 Although Fisher took this 
central idea of his theory from Bohm-Bawerk, he criticizes some 
of the Austrian's ideas, e. g., the doctrine of the productivity of 
round about production, and mak:~s use of other elements, e. g., 
changes in market mechanism and in individual incomes, as factors 
in generating and determining interest. Two of the chief charac­
teristics of Fisher's interest theory are its clear and logically con­
cise structure and the many examples which he employs to illus­
trate interest as a phenomenon of actual economic life. 

Fetter disagrees with Fisher's concept of income and disapproves 
of the way in which his colleague exaggerates the importance of 
the process of price formation in the growth of interest. He considers 
that Bohm had the right idea of interest but fell back into the old 
errors of productivity theories through his theory of round about. 
production.1I11 His main objection to modern theories of interest 
is their unfruitful eclecticism. This led him into a somewhat sharp 
controversy with H. G. Brown, against whom he had directed this 
accusation.loo In answer to this, Fetter himself tries to give an ex­
planation of interest which rests upon a 'single uniform principle. 
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According to him, only rent, as a fundamental category of value, has 
anything ~o do with the concept of productivity. Quite independent 
of this is the time value-another, purely psychological, fundamen­
tal principle of all economic theory, which expresses the universal 
distinction between the valuation of present and that of future "psy­
chic income,"i. e., utility. Interest arises only from this time value, 
as the difference between the present value of capital at two dif­
ferent periods and is seen in the fact that, in the purchase of future 
goods for present ones, it is already discoUnted in the price. Thus 
Fetter's theory is essentially the purest theory, based only on psychol­
ogy which has nothing to do with the idea of p~oductivity which even 
Bohm employed. 

As' a consequence of the great importance which Fetter attributes 
to time value for the whole field of economics, he has recently tried 
to show the relations which exist between interest on one side and 
price formation, the general price system, and fluctuations in price 
due to-the business cycle, on the other. He attempted to prove be­
fore the American Economic Associll-tion that these relations are 
~t understood on the basis of his purely psychological conception 
of interest.IOI The discussion which followed,lo2 and i~ which Irving 
Fisher, Wesley C. Mitchell, Waldo F. Mitchell, Frank H. Knight 
and others took part, centered more on questions of the theory of 
business cycles than on actual interest. W. F. Mitchell again ex· 
pounded the ideas which we have mentioned above in connection 
with his diJcussion with Carl Snyder. 

Besides Fetter. both Taussig and Patten have accepted Bilhm's 
interest theory, in their systems which we have frequently mentioned. 
The former makes the level of the interest'rate depend on the out­
come of the conflict between accumulation and ameliorations in the 
process of production and tries to connect the theory with the prin­
ciple, of marginal productivity as well as with the idea of abstinence. 
Patten makes an interesting and original contribution to Bilhm's theory 
in trying to find. the yield of round about production in the multiplicity 
of products. This multiplicity makes possible the satisfaction of various 
wants, whereby the marginal utility of the goods is increased: an in­
crease which can be bought by the consumer only by a payment for 
the capital ·which makes time-consuming round about production pos-
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sible. R. S. Padan is of the opinion that interest represents a sub­
stantial economic category and therefore cannot possibly spring from 
value, which is only a relationship, an idea and at most an explanatory 
principle. From this standpoint he subjects Bohm-Bawerk's theory to 
a sharp criticism. loa In spite of other attacks, equally well-founded, 
the agio theory of the Austrian scholar has enjoyed great popularity 
in the new world and to it are due many new minor branches of in­
vestigation. To take but one example, there is the slight practical study 
of George R. Davies, in which he investigates the causes of the ~ove­
ments in the bank rate in post-war inflation. lOt 

12. Alm;nence, Risle, 11M the ResiJutd Principle in the Atherica1l 
T lIeory of 11Iterest 

Carver's theory of interest stands apart in American economics. 
He adverSely criticizes Clark's theories of capital and interest 10$ 

and at the same time separates himself from Bohm-Bawerk in cer­
tain main principles. Eleven years before the: publication of his 
Theory of Distrihution, in an essay which appeared in the Quar­
terly JOUNJQI, he adopted an abstinence theory of interest some­
what like those of Senior or of MacVane. In this way~ he approached 
the theory which we have already mentioned .of Hobson, Ely and 
Brown. Later on, in the face of Bohm's criticism, Carver lost no oc­
casion to defend his doctrine against the Austri~108 NeverthdeSs, 
he agrees with Bohm, in so far as he closdy connects the idea of ab­
stinence with the agio principle and derives interest from a co­
operation of the two £actors. Carver has recently also given promi­
nence to the idea of productivity and tries to base his theory of 
interest likewise on a foundation of social ithics.10'l 

A. F. McGoun is directly related to Carver. but devotes more 
attention to a productivity theory, stressing the labor-saving role of 
capital}OI Besides C. W. Mixter, in an article which appeared at the 
end of the lastcentury,108 both E. C. K. Gonner,110 and A.-B. Wolfe.111 

develop Carver's ideas that interest should be considered in part as 
a reward of saving. The former, after an analysis .of the psychological 
and economic motives of saving, emphasizes the element of risk _ as 
a factor in the creation of interest, while the latter. who is able to 
make use of the latest experiences of war economics, ends by recom­
mending the social expropriation of the saver's surplus. The English-
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man F. ,P. Ramsey has recently tried,to build a complicated mathe­
matical formula according to which the rate of saving multiplied by 
the marginal utility of money should always be equal to the amount 
by which the' total· net rate of enjoyment· of utility falls short of the 
maximum possible rate of satisfaction.113 

Neither the agio nor the abstinence nor the productivity theories 
of interest satisfies G. A.. Kleene, who tries to prove that they are all 
fallacious, and who finally offers a residual theory of capital inter­
est.1l8 He considers wages a fixed quantity independent of capitalistic 
production, assigns a relatively fixed origin to rent and profits and 
'findS the interest on Capitann what remains of the result of pro­
duction. 

I3. The Problem of Wilges ;n English Literature 

The development of the theory of wages in the English-speaking 
countries in the first quarter of our century, like that of the theory 
of interest, has been carried on chiefly in America. The Cam­
bridge school followed the old path which led, between Ricardo 
~d J evons, to a synthesis of apparently dissimilar viewpoints; From 
the classics they learned to appreciate the supply aspect of wages 
formation which finds expression in the costs of maintenance of the 
laborer at his accustomed standard of living; from Jevons they 
took the demand aspect of labor which is determined by its pro­
ductivity. Between theSe two general price-forming factors they let 
. the actual wage arise. Consequently, socio-ethical tendencies already 
appear in Marshall and are even more pronounced in Pigou. . 

Although the abstract theory of, wages has led to no new results 
in England, important contributions' have been made toward an un­
derstanding of the practical' side of the problem. Among the authors 
who have especially distinguished themselves in this direction are Ash­
ley, the leader of the English historical school, who offered valuable 
socio-ethical suggestions in' a special study,lH Arthur L. Bowley, 
whose statistical and historical studies of wages are among the best, 1111 

and Sidney J. Chapman who, continuing the works of Lord Brassey 
that were published in the seventies, constructs a monumental system 
of practical economics around the central problem of wages.U6 
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14. The Modem American Productivity Theory of Wages 

In the United States the doctrine which is based on the principle 
of marginal productivity reigns supreme in the theory of wages. 
Starting from the fact that labor and capital must be united to pro­
ceed to production, Clark perceives that, where few groups of work­
ers are employed, their productive importance would be very great 
in view of the large sums of capital apportioned to each one. If ad­
ditional groups of workers are employed, the existing capital is 
divided among more hands, and so their relative importance in the 
whole results of production correspondingly diminishes. Since each 
of these groups can be substituted for the other, the productive im­
portance of each is equal to that of the last one employed. This im­
portance is the marginal productivity of labor and only when wages 
are measured on this basis can the requisite amount of labor be at 
the disposal of capital. As there are limits to the increase of labor, 
while the capital which is socially available always increases more 
rapidly, the mutual relationship changes from the point of view of 
production to the gradual advantage of labor; its marginal pro­
ductivity increases and consequently the average wage in a dynamic 
social development must show a tendency constantly to rise. 

This idea, the optimism of which closely resembles that of Pat~ 
ten's theory of wages, published at about the same time, was outlined 
by Clark in a report made to the American Economic Association 111 

and gave rise to a stimulating discussion. His chief opponent was 
Hobson, who pointed out that wages did not. originate so simply 
but were much more the result of severe social conflicts. Hobson 
also stresses the element of sociai power in his other works 118 and 
teaches that under our present industrial system everything is to the 
advantage of the capitalist, through whose various unearned in­
comes wages are diminished and held far below the level of their. 
marginal productivity. Society should not tolerate this since labor 
should not be considered from the simple angle of production costs, 
as are raw materials. Behind it are human values and the welfare of 
our fellow men depends upon wages, a consideration which, for its 
social and ethical aspects, should dominate all others in economics. 
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In this connection it is interesting to note that the younger Clark, 
in his wo~k on overhead costs mentioned above, partly through con­
siderations similar to those of Hobson, also reaches the conclusion 
that, under perfectly free competition and especially under a limited 
use of the capacity of labor-even if only temporary,-wages have 
a tendency to sink below the level of marginal productivity. 

carver defended the productivity theory of wages against Hob­
son's attacks and supported Clark's optimism with a telling argu­
ment. According to him, human labor is being more and more re­
placed by machinery and removed to higher technical regions where 
its marginal productivity must also be greater. If labor succeeds in 
always remaining a step ahead of the machine, wages and the labor­
er's standard of life will have a tendency perpetually to increase. 
In the system which he published after the World War, Carver 
generalized this idea into the thesis that the raising of the general 
level of labor causes a decrease of unskilled labor and consequently 
a rise of wages. 

More recently H. Gordon Hayes has approached Carver's concep­
tion, and has attempted, in opposition to Seager, Cassel, Fetter and 
others to prove that in modern economics wages will' increase at the 
same time that the use of machinery becomes more prevalent.l1O He 
starts from a consideration of the actual fact of rising wages which, 
through the greater purchasing power of the masses, have made pos­
sible a 'general increase of price and consequently the ability of the 
entrepreneur to use new and costly machines. On the other hand 
the assumption that the entreprenuer has been moved to introduce 
machines directly by the rise of wages is false •. Thereupon a discussion 
ensued, in the course of which Clyde Olin Fisher,no L. A. Morri­
son,121 ~artin A.Gearhart,121l and Willis Wissler 123 offered various 
objectio~s to Hayes's vie~s, while Frank D. Graham 124 and George 
E. Bigge 121 try rather to complete them and to perfect their theory. 
Graham's contribution is especially useful. He points out that in the 
relation between increased use of machinery and wage level what is 
decisive is the level of the whole share of labor in the distribution of 
the social results of production. George E. Barnett takes an induc­
tive view of the matter and shows that the consequences of the in­
creased use of machinery for the formation of wages' differ in the 
various branches of industry according to. time and place.128 The 
Englishman E. Dane is optimistic as to the spread of machinery. Like 
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Carver he sees in this a change from the physical labor to the ad­
vantage of intellectual work and consequendy a. general rise of 
wages.12! 

Most modern American theorists accept, like Carver, the main 
principles of the wage theory based on marginal productivity, with 
the addition of more or less individual points of view, e. g., Fetter, 
for whom earned income comes under the general law of rent but 
who had litde luck in. trying to balance the idea of productivity with 
the discounting effect of time in his wage theory. Besides emphasizing 
the principle of productivity, Seligman devotes even greater attention 
to the supply aspect of the wage question and stresses the laborer's ac­
customed standard of living as a decisive factor. The Englishman 
W. T. Layton also tries to solve the wage problem from the point 
of view' of marginal productivity 128 but goes off too soon into tech­
nical and social fields. in which he recommends scientific manage­
ment and profit-sharing of the laborers respectively. H. A. Silverman 
has published a wage theory based on marginal productivity, prac­
tical in character, in which he evinces sympathy for modern trade­
unionism.lID On the other hand, Solomon Blum rejects Clark's theory 
of wages somewhat in the manner of Hobson, and sees in wages the 
expression of the social relationship of power and force. ISO 

A noteworthy criticism of Clark's wage theories has recendy been 
made by the Dutchman Willem L. Valko He accepts the. principle 
of marginal product'ivity as a passable explanation of the formation 
of value, but rejects it for the price formation of the factors of pro­
ductivity. His reason is that if every factor of production were rewarded 
according to its marginal productivity the sum of incomes thus se­
cured would exceed the amount ready for distribution. Valk there­
fore turns to Walras's theory of equilibrium, especially as simplified by 
Cassel's equations, and tries to build upon it a wage theory adapted 
to static economics. He considers another factor in the formation of 
wages to be the appraising choice which the entrepreneur makes be­
tween the various labor forces which can be substituted for each other 
and other kinds of production factors.181 

IS. The Wage Fund Theory 

Taussig is more successful than Fetter in combining the element 
of time with the theory of productivity. He starts from the fact that, 
in the hands of the entrepreneur, labor is a future good that can 
be realized only later but for which he. must give present goods, 
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in the form of wages. Since the amount of these present goods is a 
fixed su~, depending on the work which has been previously done, 
it is for the time given a definitely limited cash discount so that only 
a restricted amount of future goods can be afforded and out of which 
only a limited amount of new labor can be paid. In this idea of 
Taussig we see the spirit of the classical wage-fund theory. He first 
expressed this thought in his famous Wages and Capital, published 
at the end of the last century, and offered it later with slight changes 
(e. g., greater emphasis placed on the principle of marginal pro­
ductivity) to the American Economics Association.182 In the dis­
cussion which followed, Hollander attacked this principle and <;le­
manded a return to the more realistic theory of Ricardo, in which 
the picture of the practical conflict of wages, not dependent upon 
marginal productivity, is more vividly delineated. As we have just 
seen, Hobson had advanced similar objections to Clark's theory a 
few years previously. J. G. Thompson attacks Taussig's statement 
that the laborers depend for their subsistence only upon the results 
of the period of production which has just passed, i. e., on the con­
temporary wage fund. He points out, with the help of statistical 
data, the very important savings at the disposal of the present-day 
working classes.1S3 To this Taussig could give only an embarrassed 
reply.184 

Perhaps it is because of other criticisms also that Taussig has up­
held his theory, first propounded more than a generation ago, with 
continually more timidity. Thus he gradually discards the expres­
sion "loan fund" and when Kleene, inspired probably by Taussig'S 
own Wages and Capital, brought out during the war a wage fund 
theory, logically elaborated in all its details and based on the re­
sults of the most recent theoretical investigations, Taussig was un­
able, in the criticism which he wrote, to agree entirely with 
Kleene.1S5 For the latter, the supply price of labor is today deter­
mined by its own production costs only in economically backward 
countries. In America this supply price is to be found in the standard 
of living attained by the lowest class of the latest immigrants. Kleene 
himself had to retire, however, before Taussig's very just objection 
that this does not hold for England, Germany, etc., which are no less 
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advanced economically.18s At the meeting of the American Eco­
nomic Association in December 1925 in New York, Kleene aban­
doned still more of his earlier loan fund theory but showed, in 
opposition to Richard S. Meriam and Raymond T. Bye, the defects 
of the loan theory which is based on the principle of marginal pro­
ductivity. In the same discussion,uT this theory was also sharply 
criticized by Sumner H. Slichter and A. B. Wolfe. 

Besides the theories of Taussig and Kleene, we find in the works 
of other American theorists echoes of the old wage fund theory, 
e. g., in the favorite idea of Davenport that wages are diminished 
through every kind of parasitism.la8 Formally, however, he criti­
cizes the wage fund theory. 

Elements of the classical wage fund theory lie behind the thoughts 
of all those who await a lasting general wage increase only from a 
corresponding increase df labor productivity,. and not from the 
conflict of wages determined by power. Such thinkers are quite 
numerous in modern Anglo-Saxon literature. A good example is 
to be found in the Englishman Lionel Robbins.189 The attempt of 
Nora Milnes 140 is logical and well founded historically, but other­
wise is built chiefly on Marshall's wage theory. A similar idea, based 
on induction, appears in the work of J. D. Cox Jr. who tries to ex­
plain wages as a residual income. HI Among other authors who have 
treated the subject we may mention S. S. Garrett, who points out 
especially the economic dangers which may attend forced 'increases 
of wages not based on production, through collective bargaining.1U 

z6. Moore's Inductive Explanation of Wages 

Unlike the more or less deductive investigators which we have 
thus far mentioned, Henry Ludwell Moore treats the problem of 
wages inductively, and offers through the mathematical handling. 
of comprehensive statistical data a universally recognized contribu­
tion148 which can be worthily compared with the work of the French­
man Simiand that appeared a few years earlier. His studies lead him 
to verify by statistics the productivity theory of wages, a verification 
the importance of which Moore stresses lU in opposition to the 
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contrary attitude of Edgeworth.HI In spite bf this· general conclu­
sion, Moore pointed out in an earlier work 148 the limited value 
from the standpoint of knowledge of the principle of productivity 
in certain special cases of wages. Accordingly labor is not rewarded 
on the basis of its ·marginal produce not only in those branches of 
inslustry where the law of increasing returns prevails but especially 
in those in which there are complete or partial monopolies. In this 
conceptiqn the question obviously is how broad the idea of monopoly 
is. The more we extend its meaning, the more illusory becomes the 
whole productivity theory of wages and the more are we forced to 
accept the idea which Hobson and Hollander opposed to it: namely, 
that wages are the result of the social conflict between the entre­
preneur and the laborer. 

X7. The Prohlem of the Wage Level 

The social conflict is the chief subject of the branch of investigation 
in recent Anglo-Saxon literature which aims to discover the ways 
and means whereby wages can in general be increased. At the begin­
ning of t~e century the American John Augustine Ryan worked out 
on religious grounds the social and ethical demands of the wage 
level.HT Walton H. Hamilton offers a noteworthy study. Viewing 
the problem institutionally he reaches. the conclusion that we should 
not proceed along rigid general principles. but should work for a 
wage increase flexibly, through the means: which best suit the par­
ticUlar case.us Robert W. Woodbury thinks that the development of 
popUlar education and the resUltingly greater intelligence of the la­
boring classes is the surest way to increase the general rate of wages. us 
With the help of practical arguments Edward A. Filene favors a law 
of minimum wages, and expects from this a marked increase of the 
general productivity of labor.uio On the other hand. both Mrs. E. M. 
Burns 1111 and J. H. Richardson 1112 display much more caution in their 
detailed studies of the subject. Mrs. Burns keeps entirely to the pro­
ductivity theory. which explains it rather in the American sense,158 
while Richardson tries to treat wages on the basis of the general 
formation of price. Alvin S. Johnson is not able to speak entirely in 
favor of a governmental determination of the minimum wage.1II

' 

while Commons again demands a vigorous governmental policy of 
wages.1611 Bertram Austin and W. Francis Lloyd. two young Eng­
lish engineers. through their studies of the American wage systept 168 
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see the solution of the social question in a general extension of profit­
sharing. In Of more scientific value is the attitude of Paul H. Douglas, 
based upon institutional practice, in favor of family subsidies for work­
men.1I1 Douglas points out a not inconsiderable increase of Ameri­
can real wages in the last generation. lIIl The same conclusion is 
reached for the period from 1914- to 1920 by DaVid Friday,UIO and 
for the years after the war by Alvin H. Hansen.181 Friday stresses 
especially the change in the whole distnDution of income to, the ad­
vantage of wages j Hansen proposes a special consumption index, to 
me3$ure real wages. 111 In his statistical study of the averag& rate oE' 
industrial wages in the American distribution of income for the years 
1904-1925, Jiirgen Kuczynski 18S reaches few definite theoretical 
conclusions. We may note, however, his discovery that wages tend 
to fall lower beneath the average level of the whole costs of pro­
duction than they are accustomed to rise above it. George Soule uses 
the actual development of Amer~can real wages ,as a weapon against 
the productivity theory and tries to prove that the recent marked in­
creases of wages cannot possibly be referred only to the increase in 
productivity of labor.lI' 

:/8. The Afier-eflecis of Ihe Classical Uea of Proaucl;wly ;n Ihe 
T heary of Profits 

In regard to the theory of profits the English have not been able 
to rid themselves completely of the classical traditions. They still 
tend to neglect the sharp distinction between interest and profits 
and to treat these two kinds of income from the same angle. Like 
the classical economists Marshall sees in profits a pure element of 
cost, which is the entrepreneur's reward for his activity in the con­
duct of production. Edgeworth points out correctly that profit can­
not be measured on the basis of marginal productivity, since there 
is no factor in economics which could prescribe such a measurement. 
Matters are different in the productive contributions of other fac­
tors, since the entrepreneur himself rewards them on the basis of 
their marginal productivity. Moreover the salaried managing di~ 
rector renders about the same services as the independent entre­
preneur and yet their incomes are generally widely different. 
Edgeworth also makes use of this argument, in order to prove that 
profit cannot possibly correspond exactly to marginal productiv-
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ity.181i Chapman reaches the same conclusion.18s In order to repair 
the loss of exactitude caused by this deficiency of the marginal prin­
ciple, recent English writers have, like the Dutchman Pierson or 
the Scot Nicholson, made use of other well-known principles be­
sides the element of productivity to explain profits. These we shall 
discuss later. The same attempt is apparent in the works of R. A. 
Lehfeldt 18T and D. H. MatGregor,168 who try to 'unite in an eclec­
tic manner the idea of productivity with the element of risk. Both of 
them draw a careful distinction between the concepts of profits and 
interest. 

Among recent American theorists who come nearest to the old 
classical conception with its uniform theory, in which interest and 
profit are closely united, are Taussig and Kleene. Like most of their 
contemporaries they emphasize the element of risk as the most im­
portant source of profits. In his studies published immediately after 
the war, C. J. Foreman distinguishes earned from unearned profits, 
meaning by the former an income covered. entirely by the principle 
of productivity, and by the latter a monopoly gain which is to be repro­
bated from the viewpoints of social ethics.169 He refers the first kind 
of profit to the knowledge and business ability of the entrepreneur, 
as well as to the new and better technical methods by which he makes 
production more intensive and productive. Ely, who even talks of 
wages of management, and Bullock, who treats the wages of labor 
and enterprise under the same headings, both .see in profit a reward 
for this personal activity. Fetter views profits only as a special form 
of the general rent resulting from marginal productivity, while Carver 
skillfully introduces into the theory of profit the marginal principle 
neglected by Englishmen in this connection. According to him, the 
entrepreneur enjoys the results of the work of variously productive 
laborers. Since these receive only the wage of the marginal worker, 
the differential productivity of all the other workers is to the ad­
vantage of the entrepreneur. F. M. Taylor explains profits eclecti­
cally in his text book and stresses, in addition to the idea of productivity 
as the source of profit, the responsibility which the entrepreneur has 
to bear in the management of production. 

19. Risk and Profit 

About a generation ago the idea of risk was predominant in the 
American literature on profit. Discussions upon this subject were re-
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kindled at the turn of the century. H. C. Emery, in a report of the 
American Economic Association, referred speculators' profit to the 
risk which the speculator assumes on the market.170 This he considers 
a special kind of risk based upon proprietary right, which should be 
sharply distinguished from the risk assumed by the capitalistic em­
ployer in the management of production. The validity of this dis­
tinction was disputed by Carver, Hadley and Commons in the discus­
sion which followed. These tried to treat the profits of the speculator 
as well as of the employer in the same way. Thereupon Frederick B. 
Hawley, who had expounded a noteworthy risk theory of profits in 
his earlier writings, again came upon the scene and in a debate with 
Carver 171 worked out the concept of a special entrepreneur's risk dis­
tinct from pure speculation and tried to make of his theory on the 
subject the positive basis of all economics.172 The entirely deductive 
and apodictic system which he built on this 178 has met· with little 
approval in scientific circles.ut 

The risk theory of profit propounded by F. H. Knight leads to 
similar broad perspectives.176 Although he derives profit from the 
risk of the entrepreneur, yet he distinguishes risk in the narrower 
sense of the word from the concept of uncertainty. Whereas risk, 
according to Knight, is a factor that can be measured quantitatively 
and which can, if necessary, be eliminated by insurance or by reduc­
ing it to the average-that is, by self-insurance-the element of 
uncertainty in its undeniable complexity can be grasped only by the 
clear judgment of the business man. This judgment can be trained 
and developed by practice, but it is due essentially to an inborn dis­
position, the capacity to be an employer, which is the real source of 
profit. Knight builds a whole theoretical system around this idea 
and the subtle distinctions which it contains reach from the first 
aspects of economics to an analysis of modern big business. In this 
he makes full use of those methodological and socio-ethical views 
upon which we have often dwelt. 

Charles O. Hardy's work on the general economic relations be- . 
tween the bearing and the elimination of risk in production and dis­
tribution 178 is inferior to the more recent investigations of the 
Italian Chessa. More useful are the solutions which Hardy pro­
poses for the problem from the point of view of private econom­
ICS. 
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20~ The Residual Principle and the Dyna1'l14c Element in Profits 

Although all the Anglo-Saxon theories of profits which we have 
already mentioned attribute an independent origin to this branch 
of income in the process of distribution, Clark, as Hollander had 
remarked/77 treats it merely as a residual income. Given a state 
of perfect, undisturbed, free competition in a static economic system 
the result of social production would be divided on the basis of the 
principle of marginal productivity between land, capital and labor 
without any remainder. But actual modern economic life is not 
static, nor can free competition develop undisturbed. Thus it hap­
pens that, in the distribution of wealth, after the three above men­
tioned factors of production have been rewarded, there is a re­
mainder which the entrepreneur appropriates. This had already 
been realized by the Lausanne school, but Clark stresses the dynamic 
character of modern economic development and sees its leader in 
the entrepreneur. According to him the constantly new shaping of 
the production process bring forth all the more easily the distribu­
tion residues, which are to be considered the source of profits. This 
is the dynamic theory of profits which was introduced into German 
science by Schumpeter, as we have mentioned in the appropriate 
place. 

This theory was clearly and logically developed by Seligman, who 
sees in profits only the results of the fluctuations of the market prices 
and correspondingly allows no profit at all in a normal state of 
equilibrium. Patten also explains profits entirely from the fact of 
economic development, from the perfection of the process of produc­
tion. According to Seager, perfectly free competition would absorb 
only one part, the dynamic element, of'profits, which include, however. 
other ingredients, based upon the principles of productivity and monop­
oly. A similar view is held by A. S. Johnson. who thinks it quite 
obvious that profits should contain an element of wage besides the 
interest on the capital invested by the entrepreneur. When this is with­
drawn there still remains in the entrepreneur's hands a residue, a "sur­
plus," which is. to be considered the "pure profit." Turner offers a 
consistent residual theory of profits. 

Clark's theory of profits has recently undergone a thorough over­
hauling, but also a development at the hands of Charles A. Tut-
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tIe.ITI Clark had already seen a source of profits in productivity 
under perfectly free competition and with the use of new and more 
productive methods, but Tuttle develops this idea to a logical ap­
plication of the theory of marginal productivity for the formation 
of price. Therefore he admits profits even in a static economic con­
dition: they come from the "supra-marginal" use of the units of 
labor (Carver!) and capital united for production, and also from 
a unique activity, as the functional income of the entrepreneur. 
Ideas of margin, productivity and friction are blended here into a 
happy synthesis. 

2I. Profits tIS II Monopoly Income 

Hobson is the only Englishman who has developed the dynamic 
theory of profits, illustrating the problem with aspects of modem 
industrial investigations. But he holds that, in the present day eco­
nomic situation, only a relatively small part of the profits earned can 
be really ascribed to the imaginative, dynamic leadership of the en­
trepreneur. The greater part of profits consists of a monopoly-like 
income derived from the formation of prices which, according to 
the social reform that Hobson advocates, should be eliminated. 

Maurice Dobb, a young writer who belongs to the London School 
of Economics, treats profits entirely as a monopoly income. While it 
is customary to deal with this branch of income from the aspect of 
demand, Dobb continues the analysis of supply begun by Marshall, 
which stressed the activity of the entrepreneur as a factor of produc­
tion on the market and thus reaches noteworthy theoretical con­
clusions.lTtI Unlike Hobson, however, Dobb does not see in the en­
trepreneur's monopoly a necessary social evil. This is also the attitude 
of the Americans William T. Foster and Waddill Catchings, who, in 
the work which they published jointly 180 on the practical origin and 
importance of profits in economics, assign paramount importance to 
the study of free and monopolistic formation of income. They try to 
found, principally by means of the theory of the business cycle, the 
principle that saving leads to disturbances of the equilibrium in mod­
ern market economy. This idea has given rise to an extensive dis­
cussion. 
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IN THE three main divisions into which we have thought fit to sep~ 
arate the development of economic theory in the first quarter of the 
twentieth century according to the three chief linguistic groups, we 
pointed out the individual trees of the forest and in some cases made 
them the object of detailed study. Now in conclusion, we shall en­
deavor to outline a comprehensive picture of the forest itself and 
try to point out the most general tendencies of economics for the 
period in question. 

First of all we must notice the fact that, in spite of the general 
isolation which exists in the German, Romance and English speak­
ing divisions, there are certain points of contact and of correspond­
ence. In time certain revolutionary theories filter through into the 
science of the other countries and before the W orId War there was 
an occasional direct discussion on the more important newer theories 
between the scholars of different nations. One need only mention the 
famous debate between Bohm-Bawerk and Clark on the problem of 
capital and interest. The war and the immediately ensuing years 
caused a great interruption; it is only since 1924 and 1925 that the 
former international relations have been gradually renewed. A few 
theorists seized the opportunity even earlier to expound their views 
in foreign languages. Thus we find before the World War Italian 
works by Edgeworth,· French and English ones by Loria, English 
publications by Schumpeter, etc., and recently G. H. Bousquet, 
Mentor Bounatian, Robert Michels, etc., have done the same thing. 
Translations have served the international exchange of scientific 
thoughts since as before the war. The period of revival in the last 
three or four years has witnessed German translations of the works 
of Cournot, Gide, Cornelissen, Loria, Barone, Graziadei, Seligman 
and Henderson; English translations of the books of Cournot, 
Wieser and Max: Weber; Italian tnLnslations of the works of Karl 
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Menger, and Sombart; and French translations of the books of 
Seligman" Schwiedland, etc. The greatest contribution toward an 
international rapprochement has, perhaps, been made by the theo­
retically inclined economic periodicals and in their reports, often 
thorough, of the more important foreign publications. German 
periodicals lead here; but foreign writers, too, occasionally publish 
detailed accounts of a few important German works. 

To mention only isolated examples, Thorstein Veblen tested his 
economic ideas, based on modern. American psychology, on the view­
points expressed by Schmoller in his Grundriss.1 Rist disposes of Schum­
peter's Hauptinhalt in one and a half pages, remarking that the book 
would be more stimulating if reduced to half its size and that the 
author is not sufficiently sparing of his reader's time.2 The American 
R. C. McCrea, on the other hand, makes a thorough analysis of 
Schumpeter's system and praises the Austrian scholar for having given 
an agreeable, mature and logical form to his theories, which are 
derived in the main from America.8 R. S. Meriam has correctly 
understood and developed the main ideas of Karl Diehl's Theoretische 
NationalOkonomie.4 Liefmann was dissatisfied with the detailed, but 
adverse, criticism of G. A. Kleene,6 and tried to answer his argu­
ments, claiming that his own teachings have penetrated not only into 
Germany but also into Switzerland, Holland and Japan.' A. B. 
Wolfe,' Fabian Franklin,8 and F. H. Knight II discuss in detail the 
German publications of Cassel, and studies are made of the ideas of 
Sombart by Wesley C. MitcheU,l° John R. Commons and Selig Perl­
man,l1 as well as by Talcott Parsons.12 

On the. whole we see that the interest in new foreign economic 
doctrines, both in recent years and at present, is strongest in Amer­
ica. Italy, Germany and Austria come next, while England and 
France seem to concern themselves the least with the economic 
achievements of foreign countries and, in the last few years, es­
pecially little with those of German-speaking countries. It was 
typical of the American Economic Association to have started their 
own discussion,tB before the war, on the dynamic economic theory 
of the absent Pantaleoni in which important figures such as 
Clark, Patten, and Fetter took part. It could only promote the 
uniform development of international science to point out that the 
dynamic ideas of Pantaleoni are essentially identical with those 



SUMMAR.Y AND PR.OSPECTS 315 
which have prevailed in American economic theory since Carey. 

Besides these various forms of a deliberate connection with 
foreign doctrines, we may notice numerous cases where scholars 
of various nationalities, starting from different premises inde­
pendently of each other and often at the same time, have reached 
the same or similar conclusions. The classical example of this is the 
temporal coincidence, so often discussed, of the investigations of 
Menger, ]evons and Walras, from which came the renaissance of 
economic theory in the seventies. Similar, though less complete 
and less important, parallelisms have also appeared in the modern 
history of economics. Although we have touched upon soine of 
them in the course of our narrative, we shall try to summarize 
their most general traits. 

First with regard to the philosophical foundations of contem­
porary economic theory, coincidences which appear at first sight 
accidental can be in most cases easily referred to common sources. 
We have already shown how the ideas of the modern theory of 
value, then the theory of economic equilibrium, and in general the 
modern mathematical view of economics spring more or less from 
the same philosophical sources. Nevertheless, coincidences occur in. 
these fundamental philosophical ideas which cannot possibly be 
referred to a common intellectual influence. The Austrian Spann 
and the American Fetter differ widely in their general philoso­
phies; yet they agree in devoting their attention in economic 
theory always to the primary values and -ends of life and consider 
the economic system only as a subordinate means. Both are sworn 
enemies of the materialistic interpretation of economics and Fetter 
is anxious, like Spann, to substitute a teleological attitude for the 
purely empirical and causal one in our science. Both, therefore, are 
partly opposed to the prevailing doctrines and both are able to 
defend their views of reform with a talent for propaganda. If. 
both Fetter and Spann appear in their latest development to have 
come strongly under the influence of the most recent social and 
economic changes, the Econom4e N ouvelie of the Frenchman 
Valois is due entirely to the post-war mentality. Although his book-

. let, which is of slight scientific value, cannot be compared with 
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that of Spann,' we think it necessary to point out the close relation­
ship of th~ir thoughts, which interpret the cultural development of 
mankind in it thoroughly idealistic way, and combat all material­
ism, liberalism and socialism. In this way both come to a rejection 
of mechanistic, individualistic and subjective economic theories. 
While Spann replaces these with constructive ideas, Valois's contri­
bution to theory is weaker than his critical activity. We have 
noticed above the points of contact between Spann and another 
Frenchman, Tarde, and the partial relationship which exists be­
tween the former's universalistic and the latter's interpsychological 
conceptions. 

While Tarde, on the basis of his interpsychological sociology, . 
arrives at a generalization of the value theory, in which the eco­
nomic value concept appears to him only as a partial problem of 
the great phenomenon of value which embraces all the social 
sciences, the American Anderson, under the influence of Clark 
and Seligman, works his way to a similar broad extension of value. 
In this he starts chiefly from the new American psychological and 
voluntaristic sociology, as represented by Ward, Giddings and es­
pecially by Cooley. A conscious agreement exists between the fun­
damental ideas of Tarde and Hobson, for the English socialist 
borrows from the French sociologist the ideas of repetition and in­
vention and tries to use them as a key to the practical achievement 
of the whole social reform. Hobson wishes, namely, to deliver that 
part of production which relies on an essentially repeating activity 
into the hands of the community, while productive activity, in 
which invention plays a relatively large role, should be entrusted 
to private initiative, that is, to free enterprise. Relying upon 
Tarde's sociological doctrine, Hobson hopes that such a dual ap­
portionment of production can be worked out in practice. -There are 
also points of contact in the ideas of social reform in the systems of 
Oppenheimer and Loria. In both the project of land reform runs 
through their whole sociological and economic doctrines. Both.try 
to prove historically that the root of all social ills has always been 
private property on land, and both expect a general social renais­
sance from its abolition. What interests us most is that both Loria 
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and Oppenheimer interweave this idea of land reform throughout 
their economic systems and formulate its premises in a corre­
sponding manner. In spite of this relationship, each scholar de­
veloped his system independently. 

From the methodological point of view, the most important 
agreement has been that of Max Weber, Croce and Simiand in de­
manding a ".alu~less" economics. All three start from different 
philosophical principles and all three make use of different ex­
pressions,-but essentially they agree in thinking that one can and 
must separate "scientific" doctrines, limited by pure causality, from 
the ethical or any teleological ideas in economic theory. Another 
Italian, Emanuele Sella, arrives at the same methodological con­
clusion, apparently uninfluenced by Croce. Durkheim's method of 
"concomitant variations," successfully applied by Simiand to eco-­
nomic problems, which deals with a comparative study of economic 
phenomena under various conditions of environment and which is 
meant to replace the directly experimental procedure that is not 
applicable to economics, is closely connected in its contents with the 
methodological principles of Ehrenberg. The Rostock scholar also 
desired to recognize as the conditions of his thinking the typical 
causal relationships of economics through the arbitrary grouping 
of precise and measurable units of comparison. Both the exact­
comparative procedure and the comparison of concomitant varia­
tions proceed along the lines of induction but expect to reach the 
causal rulings of economic phenomena through their experimental 
nature from within and thus to understand them more perfectly 
than is possible with the help of the equally inductive historical 
method. 

Ehrenberg studies first of all the management of single private 
enterprises, and tries to reach a comprehension of economiccondi­
tions in this way. The Italian Zorli brings a similar viewpoint of 
private business to bear on economic theory. He sees in economics 
a collection of many enterprises, of which the private appearances, 
the aspects of assets and liabilities are in the last analysis decisive. 
This subjective comparison of profit and loss is related to the fun­
damental principles of Liefmann's theory of returns. Liefmann 
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places at the center of his system the difference between utility and 
costs ancJ tries to explain the important phenomena of economic 
life by means of this point of view. As a matter of fact, Liefmann 
speaks of a purely psychic yield which arises from the comparison 
of pleasure and pain while Zorli's idea, applied externally, is to 
be taken quantitatively and materialistically. The entrepreneur's 
interpretation of economic conditions appears to Liefmann in vari­
ous connections. Noone has worked out this entrepreneur aspect 
more completely than the American Davenport. He too makes use 
of socio-ethical considerations and tries to show the limits up to 
which free play can be accorded to private desire for gain without 
harming the community. Liefmann shares his purely psychic eco­
nomic theory with another American, Fetter. The latter also en­
deavors to explain all the phenomena of economic life on a psychic 
basis. His concept of "psychic income" is related to Liefmann's doc­
trine of "psychic yield." While the German makes equal use of the 
elements of cost and of utility, the American considers merely· 
utility-even though he avoids the term-and assigns only a sub­
ordinate and indirect importance to the element of cost. 

A similarity can be seen in the starting points of the systems of 
the German Diehl and of the Frenchman Brouilhet. Both think 
it false to derive economic theory from ~ abstract study of i~divi­
dual enterprises, since in this way we can obtain only an incorrect 
picture which does not correspond to real economic life. Economic 
theory should begin by considering the social, and especially the 
legal, conditions of economic life, since these form an essential ele­
ment of the simple, actual economic phenomena. Although both 
scholars make common use of this general attitude, they differ 
in the further development of the doctrines. Diehl endeavors to 
build a theoretical system on his socio-Iegal foundation, while 
Brouilhet takes an entirely relativistic direction and, somewhat like 
the younger historical school, turns his back on all theory. The 
American Commons and the Hungarian Balas are related to Diehl 
and Brouilhet through their attempts to explain economic condi­
.tions with the aid of legal points of view. 
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The next connecting link: which we ~hould like to point out be­

tween the economic theories of different countries has been delib­
erately forged by means of detailed literary studies. Schumpeter 
gave himself an exact account of his plan to act as an intermediary, 
before he transplanted one of the chief viewpoints of modern 
American theory into German economics. We refer here to the 
idea of the distinction between static and dynamic economics, which 
predominates in all of Clark's school and which Schumpeter.. made 
the central idea of his whole system. It is from this that he derives 
the explanation which he gives of the phenomena of interest and 
profit. Schumpeter also imported ideas from the Romance coun­
tries. He takes the theory of equilibrium ;md his mathematical 
attitude from the stock in trade of the Lausanne school. His chief 
merit in transplanting foreign theories is that he gave them an in­
dividual and partly original shape by his logical revision. 

The teachings of Cassel, which were published·partly in English 
. and partly in German, show a union similar to that in Schum­
peter's system between American and Romance economic theories 
on the one hand and German science on the other. Cassel's whole 
intellectual background is essentially English. He shows certain 
points of contact with modern German philosophy, but here too 
he. allows £ull rein to his ~nglish empiricism. His whole system is 
based on one idea: the justification of individualistic liberalism 

• as handed down to him by English political economy. His whole 
theory of the mechanism of price, his theory of saving and of in­
terest, and finally his solution of the problem of crises are in the 
service of this idea. The skil1£ul and uniform liberalism of all these 
theories, to which Cassel owes his great success, is a traditional 
characteristic of English political economy and even the Swede 
learnt it here. The English themselves, especially Edgeworth,14 
have recognized and stressed the role of Cassel as an intermediary 
between English and German economic theories. 

At the turn of the century, Cassel published a sharp criticism of 
the theory of marginal utility. He finds fault with it in the main 
because a direct comparison as well as a measurement of different 
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needs,. as well 'with one and the same person as among sevetal per­
sons (one of the fundamental assumptions of this theory), is im­
possib.1e bec~use of the lack of a' common unit of measure. The 
theory of marginal utility also rests upon the fallacy that con­
sumption goods CaQ be shared at will and that our .valuations are 
continual functions Df the amount which has been previously: pos­
sessed. About the same time, Graziad~i subjected .the theory. of 
'marginal. utility to 'a similar criticism. While: the Swede rejects it 
completely, the Italian enters into its main idea and tries to show 
its deficiencies from within ... In spite of this difference of content, 
the resemblance between ,these tw~. critics' is' very' great. Both 
aroused international .interest in scientific circles within a short , . . 
time. • 

Cassel not only rejects the theory of marginal utility but also 
believes th.at ·he can expel with it the wh~le" theory of value from 
economics. Although they start from diffe~ent considerations, 
Dietzel, GottI-Ottlilienfeld, and t.iefm~nn agree with Cassel on 
this point, while Amonn and, in rus latest development, Spann, 
by his emphasis bn the' theory of price, readi an essent\ally re­
lated position. A similar, if weaker, tendency is to be noted in the 
Romance countries. Brouilhet considers th:e wh?le theory of value 
a mistake of artificial, abstract speculation, and .the Italians Gobbi 
and Zorli think that theY'can do without it in their systems. We 
must not overlook the fact, however, that the idea;'Of value is ifl. 
its essence contained, in spite of this formal rejection, in Ca,ssel's 
concept of. valuation and in the theory of "economic convenience" 
of the two last-mentioned authors. Ip American ,economics the in­
stitutionalists direct. their attacks especially against the theory of 
marginal utility; parallel with this is the tendency to oust the 
theory of value even further from the central position which 'it, 
formerly occupied in economic theory. The same result is' ob-' 
tained by the increasing promience of the idea of welfare, which 
we notice especially in Fetter, and partly in modern English liter­
ature. As a result of all these tendencies, the A.merican Friday ex­
pressed the idea in 1921 that the whole theory or value was "mori­
bund," and German scientists such as GottI, Diehl, etc.~ have. 
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reechoed his thought in speaking ever more often' of a "dying" 
theory of value. 

Besides these parallelisms ill the method and general structure 
of economic theory, numerous points of contact exist between the 
various countries in the solutions of individual t>roblems. We !)lay 
mention first those new theories whic~ hav~ succeeded in spread­
ing beyond the frol}tiers of language and have: taken root in {oJ:'­

eign science. We shall, howevel", refrain from treating anew the 
spread of· those theories, such as the Austrian theory of valu~ and 
price, Bohm's theory bf inter~t, t.ne Lausanne theory of economic 
equilibrium, Marshall's- theory of value and the extension of the 
theory of rent, or,the Am~rican theory of marginal productivity. 
Our concern .ht!re is not so much with the connection that is made 
by simply accepting f~reign ideas, as with the parallel and more 
or less independent apPearance of new and creative theoretical 
thoughts, so closely related .as; t9 justify our belief in a uniform 
development of economicS as a whole. 

The first important point of contaCt of this kind is to be found 
in ~he theory of wlue 'and price. With'tne development of. their 
new economic theory, the Americans endeavor to make equal 
use of the element :of utility and of the ide"a of cost in explaining 
the phenomenon of value ana price. Costs are. vi'ewed as a loss of 
utility, as .displeasure, as economic· paid, as contrasted with the 

, element of ub1ity, and are also reduced to the common denomina­
tor ()f the marginal principle. In Euro}?ean science, this reconcili­
ation between the subjective ~d objective theories of value is even 
more apparent; in the Romance and German countries it is gen­
erally accompanied by a more or less sharp criticism of the theory 
of marginal utility. In Romance science we may remind the reader 
.only of the theory: of Cornelissen, which is perhaps the most typi­
Cal example of these views. In German literature, Otto Conrad's" 
value theory especially is oriented in. a similar direction and re­
sembles the American attitude in his new subjective interpretation 
of the concept of costs. In Liefmann's theory of price we again 
find a union of the subjective and objective viewpoints, since the 
,elemellts of both utility and cost appear in his principle of returns. 
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In his final conclusions, his purely "psychic" interpretation leads 
him into, the close neighborhood of the price theory of marginal 
utility. 

Colson, one of the foremost contemporary French theorists, 
works out a theory of price in which, while retaining the principles 
of the classical theory of supply and demand, he is able cleverly 
to unite objectivism and subjectivism. The fact that an English­
man called Marshall, or whatever his name may have been, ap­
peared with exactly the same theory twelve years earlier, does 
not appear to perturb the French ,in their joy over the achieve­
ment of their compatriot. Colson claims that he did not know 
Marshall's theory of price when he planned his own-this should 
suffice for anyone. The French are only too prone to chide the 
customary German practice, which has been accepted by many 
Italians since Cossa, of discussing the more important native and 

. foreign theories before expounding their own. This kind of scien-
tific writing may have its drawbacks, 'but a prominent German or 
Italian theorist could scarcely fare as unhappily as did Colson with 
his theory of price. Other French economists, such as Gide, have 
adopted Marshall's theory of value and price but do not pretend 
to have created a new and independent one. 

While most American economists and their German analogues 
manage to unite the objective and the subjective viewpoints in the 
theory of price by dealing with the element of co~t, which is in. 
itself objective, from the subjective side, Davenport takes the 
contrary direction in his theory of "opportunity" costs. He pro­
jects the subjective element of utility on to costs, which are the 
sacrifice that results from a rejection of the second-best possibility 
of application and also reaches in this way a union between the sub­
jective and objective attitudes. This idea was suggested earlier by 
the Englishman Wicksteed. The Frenchman Bodin has offered in 
his recently published text book a solution of the price problem 
which is similar to, but independent of, those of Davenport and 
Wicksteed. Contrary to Davenport, he tries to obtain his results 
without the foundation of a real value theory. This is perhaps also 
the place to point out that the distinction between "processus satis-
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factoire" and "processus presatisfactoire," which Bodin makes in 
his theory of production, has a certain relationship with Spann's 
"maturity grades in economics." 

When Spann, in his latest stage of development, reaches the 
concept of a just price through his universalistic theory of equal 
importance, he approaches the Frenchman Valois who, starting 
from similar ideals, also dreams of a "single just normal price." 
Theoretically, however, Valois is superficial, and simply explains 
the level of the just price as identical with that of production costs. 
We have often mentioned how closely related another French­
man, Tarde, is to Spann with his concept of a normal price. Along 
somewhat parallel lines, we have the recent investigations of the 
American F. H. Knight, who sharply contrasts the socio-ethical 
postulates of actual economics, which are operative in the forma­
tion of price, with the purely mechanistic theory of a normal price 
such as we find in modern economics, and especially in Marshall. 

Out of the mass of similar points of contact we shall take only 
one more, which relates to the theory of returns and which is of 
fundamental importance for the recent development of the theory 
of rent. At the turn of the century, the Italian Iannacone devoted 
himself to an ~ysis of the question of returns in production 
and worked out the various factors which contribute towards di­
minishing production costs and at the same time increasing re­
turns. A few years later, Richard Schiiller followed the same path • 

. While the Italian pointed out the general difficulties in production 
technique which hinder the factors for increasing returns being 
brought into harmony with each other, the Austrian believes that 
such a harmony is quite possible up to a certain limit. It is only 
when production is extended beyond this absolute limit that in­
dustries which have been producing under favorable conditions 
lose their technical advantages. Alfred Weher's famous theory of . 
the localization of industries contains essentially the same thought. 
Starting from partly different premises, both ] annacone and 
Schiiller arrive at a generaUzation of the law of diminishing re­
turns on land and thus provide further arguments for the broad, 
international stream of theory which arose at the end of the pro-
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ceding century, especially with the Englishman Marshall, and 
which is directed toward an extension of the traditional theory of 
rent. 

It is to be assumed that neither Jannacone nor SchUller knew of 
each other, although their investigations t~ok them along the 
same paths. The same is probably true of the other theoretical 
ideas which have made parallel .and often simultaneous appear­
ances in various countries. Although we have touched upon some 
of them, the list could be continued for a long time. In reply to 
the question whether these parallelisms have been quite fortui­
tous, we must answer, with reference to the personalities of the 
different scholars, undoubtedly yes. With reference to the general 
development of our science, these very coincidences point to the 
element of a great international unity. Under this condition, the 
web of more or less fortuitous parallelisms was hound to spread 
over all the details of economic investigation or at least over its 
most important conclusions. In the most recent development of 
economic theory, however, the situation is different. Points of con­
tact ocCur quite frequently, but as a rule they have no reference 
to the leading ideas. They are detached and do not form part of 
a unified picture of parallel development. On the whole, we may 
say that these parallel phenomena can break through the great 
cultural barriers that exist between the various language groups, 
even in economics, only in isolated points and are unable to de­
stroy them entirely. 

The barriers between the great cultural groups are on the whole 
higher today than ever, and within them political economy fol­
lows along different directions. Apart from some sporadic excep­
tions, these directions are determined by the general cultural and 
spiritual condition of the various peoples and groups. The first 
quarter of the twentieth century has seen no change in this rule, 
if we consider the main lines of theoretical development. 

The Romance countries are thosel which have least felt the 
traces left by the social, economic and cultural changes caused by 
the World War. Italian economics, which, had in former times 
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always been strongly marked by social ethics, was decisivdy in­
fluenced by the new abstract theory, especially by the achieve­
ments of the Lausanne school. Toward the end of the last cen­
tury all other tende!lcies were being pushed aside in Italy by the 
mathematical method, and since then this has been still more the 
case. In France, traditional classical and liberal economics has sur­
vived only in the hot-house atmosphere provided by the Academie 
des Sciences Morales et PolitifJues. This academy, which was 
founded at a time when the classical theory was in full bloom, re­
places each of its eight members on his decease by its own free 
dection. Since it was founded on the crest of the classical theory, 
it is easy to understand that the same spirit continues, for only 
those scholars are dected who are acceptable .to the old members, 
i. e., who represent the same economic theories. Because of the 
high repute in which the academy is hdd in France, not only do 
those who desire to become members or to receive one of its num­
erous prizes try to remain modern guardians of classical doctrine, 
but larger circles too revere traditional theory. This contains a 
motto which has a fascinating appeal for the French: "liberte." 
Liberty is the Frenchman's first and highest political and social 
requirement, ~hich can be limited only by coming into opposition 
with the postulate of "egalite" and "fraternite." 

In the present century, however, one can notice in France, in 
addition to the classical liberal school, a decided rapprochement 
with the Lausanne theory. While those economists who are out­
side of the academy-and among them we find some of the best 
brains-were formerly more occupied with historical and socio­
political ideas, they have been leaning, since the turn of the cen­
tury, more decidedly to the Lausanne theories. After the war of 
1870-71, the spiritual influence of Germany was introduced by 
the prestige of Prussian arms; but this gradually disappeared in 
the different cultural environment and gave way to a new theoret­
ical tendency which was more in harmony with the French spirit. 
It would have been surprising if the mathematical doctrine of the 
Frenchman Walras had long remained unnoticed in his country. 
The French recognize in this theory their own attitude to life and 
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begins to speak of a new "positive" scientific method, meaning 
thereby the mechanistic and mathematical tendency, and not the 
earlier historical positive method. 

The outcome of the World War was of course favorable to this 
development in the Romance countries. The flush of victory was 
at its highest here, and we are always prone to attribute success in 
war to the original forces which are innate in our own. traditional 
and national brand of culture. This had always been directed in 
France to a belief in great, universal laws, to the treatment of 
materialistic and mechanistic relationships and to a mathematically 
exact method of expression. The Lausanne doctrine contains all 
these qualities and thus it is easy to understand that it should have 
becpme ever more popular in France. It is probable that this will 
continue to be the tendency of development in the immediate 
future. 

The Anglo-Saxons treated the World War and its outcome much 
more realistically. The outbreak of national feeling, caused by the 
victory, was quickly overcome, and with th& soberness and 
empirical training scholars began to utilize the experiences of the 
war and of the social and economic conditions which it had caused 
for the benefit of science and especially for political economy. 

With refer~ce to England, a firmly rooted and sane conserva­
tism prevails even in the most recent development of our science. 
In the theories of the Cambridge school, the chief thoughts of 
modern theory have been brought most successfully into harmony 
with the specifically English tendencies of epistemological em­
piricism, .ethical utilitarianism and economic· liberalism. This syn­
thetic syst~m conquered economic science in the Island Kingdom 
with astonishing speed, and everything seems to point to the proba­
bility that its supremacy will remain undisputed for some time. The 
change in the points of view of economic theory, which appeared 
as a consequence of the World War, took place in England within 
the narrow limits of the Cambridge school and did not at all affect 
its leading position. While formerly a more or less abstractly con­
ceived price theory formed its center, which gave the whole system 
a certain chrematistic appearance, recent social and economic 
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events, with their profound changes, have brought about a closer 
realization of social reality. The Englishman's traditional practical 
sense discounted these events in their socio-ethical relationship, 
and so the utilitarian trait of the Cambridge theory became more 
prominent. Shortly before the war, the utilitarian idea of welfare 
played an important part in the system of Marshall and of his 
pupil Pigou; but at that time it had to contend with other principleS. 
As a consequence of the experiences of the World War, it has 
triumphed over its competitors and the system of its expounder, 
Pigou, has been lifted to the summit of contemporary English 
economics. 

This change took place in a more radical form in American 
economics. The American is above all a soberly calculating, ever 
active, practical man: once he recognizes the superiority of one 
practical method or of one theoretical idea over another, he rejects 
the latter-however, reputed and traditional it may be-and looks 
toward the better and more profitable one. Consequently American 
science is much more amenable to revolutionary reforms than is 
the English. This trait can be seen in two different tendencies of 
the most recent development of American. economics. 

Fetter has had a special position in the economic theory of his 
country ever since the beginning of the century. First he worked 
out his own theory of value on a new and purely psychological 
basis and then attempted to build an independent system on its 
foundation. In his conclusions he came nearer than any of his 
compatriots to the ideas of the pure theory of marginal utility. 
In his more recent development he constantly lays more emphasis 
on the idea of social welfare and now he realizes clearly that a 
study which is limited to the theory of value and price can solve 
only a relatively small part of economic problems. The central 
question of the production and safeguarding of the nation's wel­
fare, which cannot be treated by a purely monetary attitude, Fet­
ter tries to consider in its living social conditions, avoiding atomistic 
abstraction. 

_ The other, much more important, reform movement in Ameri­
can economic theory can perhaps be best illustrated by a paral-
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lelism between the older and the younger Clark. The former be­
longs to that great generation of American economists who, full of 
enthusiasm for the scientific ideals borrowed from Germany, 
founded the American Economic Association in 1886 and, without 
having published much previously, without material means, and 
without important academic chairs, determined to breathe a new 
spirit into the economic theory of their country. This bold attempt 
was crowned with success, and in a few years they had everywhere 
conquered: through them American economics entered upon its 
classical age. The older Clark is at the head of this movement. He 
considered the widest perspectives of economic phenomena, dealt 
with them from the deductive side and produced thereby a pleas­
ing, optimistic, and abstract-deductive system. His son, who en­
tered upon his scientific career with the purpose of further 
developing his father's thoughts, could not free himself from the 
influence of a new tendency which had meanwhile arisen and had 
to admit that economic theory should be based on the results of the 
"new psychology." The first quarter of the twentieth century be­
gins in American economics with the great work on distribution 
of the older Clark, and closes with his son's work on the theory 
of production, which is perhaps of no less importance. The great 
change which has taken place since then in the science of the new 
world, is clearly reflected in the general spirit of these two books. 
At the present moment scholars are again devoting their attention 
to the investigation of facts: the younger Clark starts again with 
an exact investigation of the most minute relationships of real 
economic life, as it appears in present-day questions of economics 
and sociology, and from here arrives, by means of gradual induc­
tion, at the knowledge of more general truths. The radical wing of 
young institutionalism rejects all theory that is based on deduction, 
and especially the whole hedonistic and utilitarian structure of 
classical American economics which the older Clark and his group 
took such pains to build, and proceeds to investigate the laws of 
historical development of economic institutions and their compli­
cated and constantly changing relationships to the practical eco­
nomic behavior of mankind. 
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A clear trait has recently become noticeable, even within the 

American classical group, of transplanting more realistic, social, 
and ethical viewpoints into their theory. Seligman had made these 
demands at an earlier date, while Carver, Seager, etc., have re­
cently shown a somewhat similar disposition. The World War has 
led American economics from its abstract deductive heights down 
to sober, realistic study. Here we have a plastic represen~ation ·of 
the great wave motions in the general development of thought. 
Wonderfully speculative systems, dealing with only the broadest 
conditions, are always followed by a period of realistic investiga­
tion of details: in the modern development of American economics, 
the older Clark is on the crest of the first wave, while the second, 
realistic one may be characterized by the recent activity of his 
son. America is the country of quick and sudden progress; there.; 
fore it is not impossible that the present Wave will soon be fol­
lowed by another one, of new deductive speculation. 

The main courses which we have mapped of the most recent de­
velopment in the economic theory of the Romance and English­
speaking countries are crossed and surrounded by a whole network 
of smaller streams. These, however, are phenomena of . lesser im­
portance, which are unable to disturb to any appreciable degree the 
picture of a straight and uniform development. 

In the German-speaking countries, we can discover in the first 
quarter of our century, no trace of a uniform development, di­
rected according to central thoughts. The World War found the 
scholars already in a state of indecisi~n, in which· one was on the 
verge of a period of transition. After the historical school had 
finally passed away, there was an interregnum and the struggle 
between the various claimants to the position of leadership 
wavered with varying luck in all directions. The Austrian abstract 
theoretical school seemed to have the greatest prospects of winning 
out, and it reached its highest point in 1914 with the publication 
of Wieser's Theorie der gesellschaftlichen Wirtschaft. The socio­
legal tendency of Stammler, Stolzmann and Diehl was helped by 
its close relationship to the historical school, and the Marxist 
theory in its revised form also had some chances. Little attention 
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was paid to Ehrenberg's exact comparative method; and Liefmann's 
purely psychic system was only just beginning to appear. 

All of a sudden the alarum of war was heard in economic circles. 
The first impulse to found a special theory of the economics of 
war was soon overcOlp.e, but demands were all the more insistent 
for a new direction, an -"entirely new doctrine" in economic theory, 
and the defeat in the war acted like oil on the fire of this new 
tendency. It was much harder to answer the question as to what 
positive new directions should be taken. The Germans lost their 
great leaders, Schmoller and Wagner, Bohm-Bawerk and Philip­
povich during the war, and since then Max Weber and Knapp, 
Karl Menger and Wieser have died. The Italians and the English 
have also lost their leading economists since the war: Pareto, 
Pantaleoni and Barone, Marshall, Edgeworth, Wicksteed and 
Nicholson. While a strong group of the younger generation con­
tinues in those countries the development along the traditional 
lines of the Lausanne and the Cambridge schools, this does not 
. exist in the German-speaking· countries. The inheritance of the 
illustrious departed is rather the cause of debilitating conflicts. 

As regards the socialistic theory, this seems to have lost a great 
deal of its remaining strength as a consequence of the disappoint­
ments undergone with respect to socialism in the practical economic 
life of the post-war period. At the same time there seems to be a 
confusion over: the traditional ideals of German culture, and we 
notice more attentio1J. paid to foreign tendencies. Despondency 
seems to have taken hold even in scientific circles and the Germans 
are inclined to view the defeat in war as a defeat of their own 
cultural and scientific fundamental ideas. The general disenchant­
ment which was bound to follow as a reaction to the war-time 
enthusiasm contributed to paving the way for realism. This ap­
pears in economic theory in markedly pragmatic tendencies which 
are directed toward building up positive systems rather than to­
ward "fruitless" methodological disputes, and toward the rejection 
of all theories which do not immediately serve the elucidation of 
economic phenomena. Cassel's profound system unites all these 
traits and has the added advantage of coming from a foreign 
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author schooled in a foreign culture. His wide success in Germany 
is an eloquent, and perhaps the most characteristic, phenomenon 
in post-war German economics. 

Liefmann's purely psychic system, which reached its final form 
after the war, is similarly realistic and pragmatic and, in order 
to make a greater appeal, contains many of the aspects of the 
theory of marginal utility. Nevertheless: nemo propheta in patria 
sua. Liefmann is a German and perhaps that is the reason why he 
does not today enjoy in his own country the reputation which he 
deserves. The sharp tone of his criticism has earned for him many 
enmities and the spread of his economic ideas naturally suffers in 
consequence. The socio-Iegal tendency has not found much greater 
favor since the World War, although some excellent minds direct 
it. Perhaps the large text book of Diehl, which it is to be hoped 
will soon be concluded, will succeed in spreading the ideas of this 
tendency which is so close to the German spirit into wider circles. 

Spann's universalistic system appears almost as a reaction to 
the individualistic, material, mechanistic and empirical currents 
which~lthough they are rather of western European origin­
have been becoming ever more predominant in modern German 
economics. In. its structure it attempts especially to carry on the 
great traditions in which German culture has been perhaps most 
successfully represented: it deals with totality, and has therefore 
an universalistic as well as an idealistic, teleological and romantic 
stamp. In a certain way the post-war period seems to be favorable 
to this tendency as well. He who has once stood for years in the 
field, as the majority of the presenli-day German generation has 
done, in trenches, where it was no longer a question of earnings 
and gain or material loss, but of life and death, is forced, even un­
willingly, to consider the problems of human existence. The great 
political and social upheavals of the years after the war are also 
conducive to leading economic investigators to the deepest founda­
tion of their science, where it is bound up with the large, general 
questions of social life. Spann's universalistic social philosophy and 
his economic theory which is built upon it seem, on this plane, 
to be able to maintain their right to exist from the point of view 
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of cultural history. The radical reforms which the Austrian scholar 
has demanded in the most recent stage of his development in 
economic theory have aroused widespread opposition. His attempt 
to make his universalistic thoughts absolutely predominant in 
economic theory and to replace the most fundamental discoveries 
of scientific development with entirely new theories has rendered 
his position difficult. This is especially so in the case of the 
Romance and Anglo-Saxon countries in which economists gener­
ally have a different intellectual background: even the attempts 
to understand Spann's new and over-complicated concepts often 
involve considerable difficulties for them. Any further develop­
mentof Spann's tendency will have to take this fact into account. 

And the theory of marginal utility? Since this problem has 
stood for over a half century in the foreground of economic discus­
sions,. we think that we should devote a few words here to a con­
sideration of its course, its rise and gradual decline. 

The theory of· marginal utility as an economic system was cre­
ated and developed principally by Austrian economists in the last 
three decades of the nineteenth century. Its historical contribu* 
tion consists in the fact that it raised German economics out of the 
decline into which it had been brought by the one-sided exaggera­
tions of the younger historical school and led it back into sound 
theoretical paths. It succeeded in giving convincing explanations 
of several economic phenomena, but it was never able to fin,d a 
secure bridge to economic policy out of its own self and without 
the help of other, unrelated, viewpoints. Various attempts have 
been made to answer a few applied economic questions from the 
point of view of the law of marginal utility; but a uniform and un­
ambiguous position toward the whole complex of problems of 
economic policy cannot be reached simply by the theory of mar­
ginal utility, both on the basis of previous historical experiences 
and for purely logical reasons. The great conflict over the pos­
sibility of a "value-less" economics has shown that most, and 
especially the most important, economic problems contain socio­
ethical and other uneconomic elements. Nothing can be expected 
toward their solution from a theory which tries above all to be 
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"purely economic." All properly conceived economic systems are 
more or less purely economic in the sense that they try to dis­
cover only the formal relations of economic means and say little 
or nothing directly about the nature of the ends which animate 
economic life. The objectivism of most leading economists, how­
ever, offers in itself a favorable foundation for applied economic 
theory. This is not the case with the essentially subjective aspect 
of a theory which is based· only on the ideas of marginal utility: 
its subjective, individualistic and atomistic abstractions afford in 
themselves alone no key to explain organic social economic condi­
tions. There are from the ethical point of view hedonistic, and 
from the sociological point of view, individualistic elements in the 
theory of marginal utility. Relying upon these, some have tried, 
especially its opponents, to read economic liberalism into it. In 
reality, however, these uneconomic elements are found in an 
entirely different field: they are contained only in the psychologi­
cal analysis' of isolated private economics, and consequently are 
much too weak to unite with it a definite attitude toward questions 
of applied economic theory. Practical experience has also shown by 
many examples that men who theoretically accept marginal utility 
can be enthusiastic liberals as well as radical socialists. The end of 
all scientific research is pure knowledge. An abstract economic 
theory, however, which affords no unified basis toward applied 
economic theory has failed in its purpose.lIi 

This failure to form a unified connection with economic policy 
was the first element which was in time to shake the pure theory 
of marginal utility. We have several times pointed out the 
numerous other objections that have been made against it. We 
shall here only recall the surprising fact that the idea of mar­
ginal utility has been received with applause in nearly all the 
fields of western European culture, whereas in Germany itself it 
has met with little favor. At the outset we must emphasize that 
every schematic attempt to explain this phenomenon must neces­
sarily be clumsy. In practical reality the various cultures canno~ 
be divided into categories. On the whole, however, we may never­
theless distinguish certain traits, according to which the theory 
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of marginal utility does not harmonize with the whole traditional 
and specific cultural history of Germany. The German mind is 
first of all synthetic, then idealistic to the verge of mysticism, 
organic and historical, while the theory of marginal utility is above 
all analytical, and inclined, through its hedonism, to a materialistic 
conception. It is soberly calculating, individualistic and unhistori­
cal. It seems to be no mere coincidence that this theory originated, 
among the German-speaking countries, in Vienna and reached a 
really high state of development only in Vienna. For centuries the 
various peoples under the domination of the Hapsburgs have been 
streaming into this city, and conglomerate there in a German­
speaking but extremely heterogeneous mixture of races. Oswald 
Spengler exaggerates when' he states that, in consequence of the 
long reign of the Hapsburgs, Vienna still bears the stamp of a 
Spanish court. We may agree with him in so far as strong charac­
teristics which are not of German origin are contained in the highly 
developed cultural life of this city. In this environment the theory 
of marginal utility could reach a high degree of development. 
Foreigners quickly adopted some of its elements, but in Germany 
itself it encountered suspicion. 

Even there, however, it enjoyed a partial success. It triumphed 
in the great dispute over method at the end of last century. Its op­
ponent, the historical school, tried to maintain an untenably rigid 
standpoint, and so the victory was fairly easy to obtain. Since the 
turn of the century, however, critics have attacked the theory of 
marginal utility on its own ground, that of abstract theory, and 
have joined in part those economists who still combat marginal 
utility from the methodological point of view. It still possessed a 
firm stronghold in Vienna and its situation did not become critical 
until recently, when Spann, one of the leading Viennese econo­
mists, attacked it. Amonn, another prominent disciple of the old 
Vienna school, rejects the atomistic elements in the theory of 
marginal utility, a fact that has also contributed to the weakening of 
its position in the German-speaking countries. 

Even in other countries the pure theory of marginal utility was 
unable to lift itself to the position of a predominant, unified doc-
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trine, productive of systems. Walras made use of it in his system, 
and since then it has become a part of the Lausanne theory of 
economics, which is increasingly influential in Italy and in France. 
But at the center of this is another theory: that of economic equi­
librium, which has no necessary connection with the idea of 
marginal utility. The latter is no essential part, but merely an ac­
cessory of the Lausanne doctrine, and could be replaced at any 
time by another explanation of the phenomena of value and 
price without necessarily causing any essential change in the mathe­
matical theory of economic equilibrium. This is best illustrated by 
the attitude of Cassel. The Lausanne school recognizes the validity 
of the law of marginal utility but in no way bases its system upon 
it. It would be false, therefore, to call their theory one of marginal 
utility in the sense that one uses this expression to designate the 
system of the old Vienna school. 

The situation is very much the same today in England. The 
original form of J evons's theory, in which the principle of mar­
ginal utility played an important role, though not such a decisive 
one as with Menger, was more or less supplanted by the appear­
ance of Marshall's Principles not quite two decades later. In Mar­
shall the supremacy of the idea of marginal utility seemed to be 
undermined and limited in two different directions. First he makes 
full use of the historical inductive method by the side of deductive 
theory, and secondly he places within the theory of price and value 
the objective element of cost in an equal position by the side of 
the subjective principle of marginal utility. In the foreground of 
his whole economic theory stands the doctrine of economic equi­
librium, which is independent of the theory of marginal utility. 
Recently Pigou has placed the socio-ethical viewpoints contained 
in Marshall at the center of the Cambridge theory, and the idea 
of marginal utility is thereby removed one step further toward the 
background in its system. Under the present conditions of things 
in English economics, we think it safe to predict that it will con­
tinue to retreat in the near future. 

The position of the theory of marginal utility is even worse 
in America. The older Clark and his adherents placed much im-
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portance on the general marginal principle, and in their theory 
of value. and price the principle of subjective marginal utility 
has the deciding word by the side of the objective element of cost. 
Fetter emphasized this theory still more in the early stages of 
his development, and tried to base his whole economic system on 
a purely subjective theory of value. It is true that he started from 
different psychological premjses, but his conclusions closely re­
sembled the Vienna theory. In his more recent development he 
decidedly rejects the hedonistic foundation of marginal utility 
and, as we have often pointed out, places the whole value theory 
which is connected with it in the class of economic problems of 
secondary importance. On the other side, the classical theory of 
the older Clark is being attacked by institutionalism. This tendency 
rejects all theories based on abstract deduction, and especially that 
of marginal utility. It cannot be denied that this new movement 
has had an appreciable effect on the development of American 
economics since the World War. This represents a corresponding 
retreat of the theory of marginal utility. 

Thus, in the countries of western European culture, the theory 
of marginal utility either is on the decline or else plays a sub­
ordinate role in the prevailing economic systems. Nevertheless, a 
few· scholars try further to develop the marginal idea in these 
countries or to bring it into harmony with the old classical doctrine. 
For instance, the Americans F. M. Taylor and Tuttle, and the 
Italian Empoli have recently worked successfully with the concept 
of extra-, supra-, and ultra-marginality respectively. 

The last few years have seen renewed attempts on the part of 
the old Vienna school to regain their former influence. They 
answer new editions or translations of the works of Cournot and 
Walras with the similar new editions of Gossen and Karl Menger. 
At the same time two other important literary events have favored 
their resuscitation. Both events rely upon the personal prestige of 
Wieser, the last member (who has recently died) of the great 
Viennese triumvirate. First of all Wieser was, with Ludwig Elster 
and Adolf Weber, one of the editors of the fourth edition of the 
Handworterhuch der StaatswissenschaftenJ and as such he-was 
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in a position to have most of the articles that were of importance for 
economic theory written by his pupils and adherents. Consequendy 
this edition of the Hllndworterbuch, which will probably be in 
every one's hands for another decade, is stamped by the theory of 
marginal utility. Moreover, the adherents of this theory published 
in Vienna the collection on Die Wirtshaftstheorie aer GegenwIWt, 
which we have often mentioned, w4ich was originally planned to 
be a birthday offering for Wieser's seventy-fifth anniversary and 
in which the intention was to give a picture of the present condition 
of economic theory with the help of numerous contributions from 
distinguished foreign economists. The history of the theory of 
marginal utility in the second quarter of our century begins with 
these two achievements. Will it succeed in giving a new birth to 
the old Austrian school? In all likelihood, as litde as the large, im~ 
portant work of Letrosne or Schmoller's survey succeeded in re­
viving the decaying prestige of the physiocratic or of the historical 
school respectively. The age of the pure theory of marginal utility, 
as an economic system built entirely on the principle of marginal 
utility, seems to be irrevocably gone. 

Those who fear a weakening in the international position of 
German economic theory from this loss seem to start from false 
assumptions. It is undoubtedly true that the history of economics 
shows only two tendencies, the historical and that of marginal 
utility, both of which, starting from German-5peaking countries, 
have been widely adopted abroad. The success of these two ten­
dencies has a fundamentally different character. While the ideas of 
the historical school, trained in the social philosophy of German 
idealism, were adopted abroad under the influence of the political 
and cultural prestige which Germany had then attained, the theQry 
of marginal utility was able to spread in foreign countries since 
it was originally more or less in accord with their fundamental 
ideas. Today, when Germanic prestige is generally at a low 
ebb, it would be useless to expect that any economic system which 
breathes a German spirit would find much approval in western 
Europe. Does this imply the small value of systems such as those 
of Stammler and Diehl, of Stolzmann, Amonn or Spann? Are the 
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spread and reputation which an idea finds 'among contemporaries 
the right. standard for its real cultural value? The whole history 
of the human mind seems to prove with hundreds of examples 
that t4is is not so. 

The outward success of an. econo~c system depends only on 
whether it is able more or less to suit the mental disposition pro­
vailing in the respective scientific circles. Schumpeter's system, for 
instahce, was from the first attuned to tHe western European spirit 
and thus met with much favor where this spirit prevails. Ten 
years later, the partly similar system of Cassel was quickly adopted 
in Germany, where a great cultural change had in the meantime 
taken place. The ideas of socio-Iegal, of teleological or of universal­
istic economics are meant for entirely different minds and only 
among these will they find acceptance. The mechanistic and mathe­
matical, realistic and empirical tendencies are related to these some­
what in the same way as modern aviation is related to the ascension 
of a saint into heaven. For the majority of men, the former is the 
only sensible and possible method; but there will always be souls 
to whom it is given to see a deeper truth in the latter. 

In spite of its gradual retreat, the theory of marginal utility re­
mains one of the most brilliant achievements that economic theory 
has created in the course of its development. It can be compared in 
its whole course with Ricardo's profound doctrine. Just as many of 
the ideas of the latter survived the collapse of the classical school, 
the real essence of the theory of marginal utility is preserved in the 
Lausanne and Cambridge theories, in Clark's school as well as in 
other modern economic tendencies, and it must henceforth be reck­
oned among the positive contributions to the development of science. 

It is not the theory of marginal utility that has outlived itself, 
but only the attempt to found upon it alone the entire system of 
economic theory. This fact will do no damage to the international 
importance of German economics. For the moment it loses the 
leadership in a certain tendency which was not native, and into 
which it fell rather by chance. What matters in the development 
of economics as a whole is not the supremacy of this or that 
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cultural group, but nther the most complete distribution and co­
ordination of work that is possible. rhis happens when one strives 
in the various great linguistic divisions to direct the main stream of 
economic investigation into the channels of one's own spiritual 
and cultural gifts. It is probably in this way that one can make the 
most valuable contributions to science. The boundaries here are 
indeed often vague: it is proved by many examples that various 
cultural circles are able tp exploit with great success certain .fields 
of knowledge which are generally better suited to the spiritual 
traits of other cultural groups. We can speak here of only average 
and approximate tendencies. In the Romance countries economic 
phenomena are most perfectly viewed from the rationalistic and 
mathematical, materialistic and mechanistic side; the Anglo-Saxon 
probably sees best when he is soberly empirical, individualistic 
and interested in immediately practical relationships; the German 
is usually superior when he studies the historical background, the 
broad organic relations, and the idealistic philosophical super­
structure of social economic life· and tries to discover its laws from 
these points of view. It is through this division of work that the 
one and supreme economic tru~ will be most completely recog­
nized from different angles. 

A further development of all economic theory will result only 
when a coordination of work takes place at the same time as this 
distribution: as soon as the theoretical results attained in different 
ways are analysed in discussion and thus gradually clarified. Of 
equal importance for the development of our science are: the 
thesis, theoretical investigation in itself; then the antithesis, theo­
retical investigation from another point of view; and finally, the 
synthesis, which can result only from the conBict.between different 
economic attitudes. We have, accordingly, no reason for despair­
ing of the future of our science in view of the numerous cleavages 
and the bitter theoretical disputes. The more the battles rage, the 
surer are we that the dialectical development will produce a more 
unified and positive economic doctrine. For this it is above all 
necessary that economists should maintain constant intellectual 
contacts with those of alien tongues. 
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CHAPTER III 
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lern," Ztschr. f. Volksw., vol. IS, 1907, p. 79. " 
I "Bemerkungen zum Zurechnungsproblem," Jahrb. f. Nat. u. Stat., 3 F., vol. 

69, 1926, p. I. 

10 "Die Frage der Zurechnung in der deutschen Volkswirtschaftslehre," lahrb. 
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11 Grmlllnflllllen und Wirtschaftsrechnung, parts I and II. Vienna, 1924; also 
"Nutzen und Wirtschaftsrechnung," Ztschr. f. Volksw., N.F., vol. 3, "1923, p. 
~~ " 

11 "Der Meinungstreit zwischen Bohrn-Bawerk und Wieser fiber die Grundsitze 
der Zurechnungslehre." Arch. filt' So!llwiss., vol. _ 46, 19I5- 19, p. 449. 
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Jena, 191', 3rd ed. 29:&6 • 
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!IS and 32.8 • 
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,. Dogmengeschic,," aer ZlIrllchnungsllllwll, Jena, 1914. 
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ulw., Jena, 19"3. 
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88 "Von der sterbenden wertlehre," Schmolters Jalwb. N.F., vol. 49, 19:&5, 
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CHAPTER IV 

I CI. the article "Preis," in H.nhiirlerb. tl. StaIItsWs., ~th ed., vol. 6, 19"5, 
~9~ , 
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55, 1199, p. 395. This also contains Cassel'. much discussed criticism C?f marginal 
utility. • 
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e "Uber den Subjektivismus in del' Preislehre. Ueberlegungen im Anschluss an 
Liefmanns Preistheorie," Arcn f. Sozwiss., voL 38, I'I~, p" I. " 

10 "Preislehre nnd Konjunkturforschung," ZtSCM. I. tl. ges, StaatMls., vol. 
8:&, 192 7, p. "SS. 

u"Der Stand der reinen Theorie," .in Festgabe Iiii' Luio Br~latIo 1;_ 80 
Geburtstag. Munich and Leipsic, .19"5 •. vol. z, p. 3091 also in part his Yolks-
9JJo!JJstandsleM., in which he bOlTQWS Cassel'. equations. 

12 Best;",mu"gsgruntl. des Preises. Reichenberg, 19:&1. 
11 For the resemblances anel differences betweell Englander and, Cassel, cf. 

Andreae Predohl: "Zur Prewehre Oskar Englanders," JaMb. I. Nal •. u. Stat., 
3 F., voL 66, 192 3, p. 345. . 

16 "0. Englanders Bestimmungsgriinde des Preises," Sc"",oller's JaMb., N.F., 
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vol. 119, 192:&, p. "90, and vol. .1:&0 (19"3), p. 1:&3. 
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CHAPTER V 

1 Yersuc" .iner Tkone tier Protluktion. Munich and Leipsic, 1915. 
I CI. the article "Produktion," in Hantl9JJtb. il. StaIItsWs., ~th ed., vol. 6, 

19"5, p. 1101. 
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• cl. "Zur Produktionslehre," Sc"molZert, JaMb. N.F., vol. 49, 1915, p. 
U31.-AlSO hi, posthumous: "Weitere Beitrige zur Produktionslehre," Sc"mol­

lertJaMb. N.F., vol. 51, 1918, p. 961. 
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11 CI. Landauer: "Wert, Preis und Zurechnung. Betrachtungen zu Robert Lief­
manns Aufsatz:Zurechnung und Verteilung," Sc"moUers JaMb., N.F., vol. 49, 
1915, pp. 80H Liefmann: "Nutzen und Kosten, Wert und Preis" ibid., p. 993-

11 Cf. Schumpeter: "Das Grundprinzip der Verteilungstheorie," Arc". f. Soz.. 
wiss., vol. 41, 1916, p. 11 Oppenheimer: "Das Bodenmonopol, usw.," ibid., vol. 
44, 19 1 7""18, p. 48n Schumpeter: "Entgegnung," ibid •• p. 4951 Oppenheimer: 
"Das BodenmonopoI usw .... ibid., vol. 47. 1910. p. 866. 

II Das Einkommen. Eine kritisCM Studie. Tiibingen. 1917. 
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11 Der Preis als Grundlage der Verteilungstheorie." ZtsCM. f. d. ges. Suats­

wiss., vol. 71, 1915. p. 588. 
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n "Die soziale Theorie der Verteilung und des Wertes," JaMb. f. Nat. u. Stat., 
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. of Ricardo and Cassel, mentioned above: W. Robeck, "Das Bodengesetz als 
mathematisches Gleichungssystem," JaMb. f. Nat. u. Stat •• 3 F., vol. 64. 1911. 
p. 136, and "Das Bodengesetz und das Substitutionsprinzip." ibid •• p. 495. 

11 Lo"" unJ Re"te. Leipsic and Vienna. 1909. I 
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prinzip in der Verteilungslehre," Sc"moUers JaW. N.F. vol. 31, 1907. pp. 31 
and 5901 also: "Das Grundprinzip der Verteilungslehre." Arc". I. Sos:wiss., 
vol. 41, 1916. p. J. 

II Sc"utes:oll und Freihandel. Vienna and Leipsic, 1905. 
86 TMone del Ertrages. Jena, 19:&n "Entsprechung als Grundlage der Er­

.tragstheorie," JaM". f. Nal. u. Sta,., 3. F., vol. 73. 1917, p. 5971 "Ertrags­
theorie und Verteilungstheorie," ibid., vol. 73, 1918. p. 1.--Cf. also Weddigen's 
discussion with Franz Oppenheimer. Schmollers JaMb., N. F •• vol. 51. 1928, 
pp. :&49 and 883. 

II "Die tatsachliche Bedeutung des Gesetze. des abnehmenden Bodenertrages," 
Thiels LanJw. JaMb •• vol. 38, 1909, Suppl. vol. 5, p. 491. 

18 "Kritieche Beitrige zur Grundrententheorie." ZIS,M. f. d. ges. Suatswiss., 
I. vol. 67. 1911, p. 474. 
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and Formen wecMelndel' Betriehsintensitit in del' Landwirtschaft," Ar,h. I. eJr. 

W;"'sc""ltrforlt:h .. voL s, 1901, p. 36]. 
I. DdS Gesetc tiel IIbneA"",,",, Botlenertrllges leit Justus Liebig. Em. Jog­

_glJlchichllicM UtllerlflCh""g. Munich, 1905, and "Du Gesetz des abnehmen­
den Bodenertngel im landwirtschaftlichen Betriebe," Ar'''. I. Sor.wiss •• vol. ]0; 
1910, pp. 333 and 711 • 

•• "Noch Einiges ZUI' VeriJikation des Bodengesetzes," Arch. I .• ;t. Wirls,""/ls­
lor,,"., vol. s, 1908, p. 561 (a discussion with Watentradt). 

so "Du Geeetz yom abnehmendea Bodenertrag und die wirtschaftlicbe Ent­
wicltlung," Ar'''. I. Sor.wiss., voL 49, 19n, p. 4U. 

at"Du Ertragsgesetz in del' IndUitrie," Ar,1I. I. Sor.wiss., vol. 4si 1912, p. 
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I. "Gibt el cin allgemeine.- Ertragsgeaetz fUr alle Gehiete des Wirtschafts-
lebeDll" J4Iwb. I. NIII. ". SIoI., 3 F., vol. 65. 1923, p. I.-In the second volume 
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la ''Gibt es ein allgemeinea Ertragsgesetz fiir aIle Gebiete des Wirtschafts­
lebeDll" J4Iwb I. NIII.fI. SIoI., ] F .. voL 68, 1925, p. 638 • 

•• "Die Grondrente im System del' Nutzwertlehre,u in the collection _Die 
Wirlsc""!tstMorie Jer Geg_I, ed. by Hans Meyer, Frank· A. Fetter, and 
Richard Reisch, vol. ]. Vienna, 19d, p. SIO. 

aa Ueber Botle",.mu flM Botlenspe!tuJ.tion in tier motlernen Stotll. Leipsic, 
1904; 'I. also "Die atidtische Gnmdrente," in the collection: Die Wirts,""lu­
IMOrie tier Gegm'WII", ed. by HaDl Meyer, Frank A. Fetter, and Richard 
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Volle,..,., vol. la, 1911, p. 699 • 

.., Jalarb. I. Nal. ". SIoI., ]. F .. vol. 21, 190i. p. 833, and vol. So, 1915, 
p. 584-

.. Der Kapitalzins. Kritis,'" Stud;"" Berlin, 1916 • 
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.. "Der Kardinalfehler der Bohm-Bawerkschen Zinstheorie," S,h",QUerl 
J4Iwb., N.F .. vol. 30, 1906, p. 942. CI. also Hans Oswalt: "Zur Zinstheorie,"­
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Ztsclar. f. VolleJ'llAl., vol. 16, 1907, p. 426. What directly precipitated this debate 
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.. "Die Bohm-Bawerksche KapitalziDItheorie." Jalarb. I. Nat. fl. SIoI., 3 F .. 
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p. 5J 7· 

es Die Zimtheorie Euge" ~. Biihm-Bawerks im Lichte der aeutschen Kritik. 
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377· 

18 Der A,beitslolm. K";#sc!Je StuJu. Jena, 19:&6. 
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PART THREE 
CHAPTER I 

1 These were first published in collection. (1904, 1910 and 19:&3); finally 
as E,oUm; Ji ecorlOm;', of which :& vols.· have thus far appeared, Bari, 19:&5.­
On Pantaleoni esp. Gaetan Pirou. "M. Pantaleoni et la theorie economique." 
RII'D. J'Ec. Pol., vol. 40, 19:&6, p. 1144. 

I Esp. ''I.e nuove teorie economiche. Appunti," Gio".. tl. Ee., vol. &3, 1901. 
p. :&3Si "Di un nuovo errore nello interpretare Ie teorie dell'economia mate­
matica.". ihiJ. vol. :&5, 190'", p. 401; "AppIicazioni della matematica all'economil!. 
politica.", ihiJ., vol. 33, 1906, p. 429, which appeared earlier in the E"c,clo­
p/iJu Ih, mIItlJemtltuchm W;ssmsclulftm; ''L'interpolazione per la ricerca delle 
leggi economiche," ihiJ., vol. 34, 1907, p. 366 and vol. 36, 1908, p. 4&3; 
"Economia ·eperimentale.". ihiJ., vol. 57, 1918, p; I; ''L'economie et la so­
ciologie au point de vue acientifique.", Rw. J. Scietrr.a, vol. 'I. 19°7; p. 293. 

• F"tt; II TeoNe. Florence, 1920. 
'"Die IOzialiikonomische Literatur in frankreich aeit dem Beginn dieses )ahr-



NOTES 

hunderts" in'the Festgabe fUr Lu;o Brentano.Munich and Leipsic (1915), vol. 
1, p. 31. -

• Rist--as he has personillly assured the author-does not share the atti: 
tude of hi. collaborator, and stresses the success of the recent mathematical school 
in France. 

S La metnoae matMmatique en economie politique. Paris, 1901. This ap­
-peared previously in the R~. a'Ec. Pol., vol. 15, 1901, p. 819 and 1°31. 

'''Economie optimiste et economie scientifique," R~. ae Met., voL 11, 1904, 
p. 643 and vol. IS, 1907, p. 596. 

8 Les applications matMmatiques a l'economie politique. Lausanne, 191:1. 
II Les matMmatiques appliquees a l'economie politique. Paris, 1914. 
10 L'emplo; aes matMmatiques en economie politique. Paris, 1915. 
11 Valeur ae l'enseignement economique. Paris, 191:1. 
11 Mipamque sociale. Paris, 1911. 
18 Among his treatises, "L'applicazione della matematica alla economia 

politica.", Giorn. tl. Ec., vol. 40, 1910, p. 56; "L'applicazione della matematica 
allo studio dei fenomeni economici e sociali," ibid., vol. 41, 1911, p. 349.; ''La 
meccanica economica,"ibid., vol. 64, 19"4, p. 45; Cia che e scienza e cia che 
e fede nel campo della dottrina economica," ibid., vol. 67, 19,,6, p. 365; "W. S • 

. Jevons e la economia pura," Ann. a. Ec., vol. 1, 19"5-"6, p. 83. 
14 "11 Paretaio.", Rif. Soc., vol. "3, 191:1. 
11 "Paretaio e spirito. paretiano," Giorn, tl. Ec., vol. 45, 1912., p. 76. 
18<CSui tentativi di applic.azione delle matematiche alle scienze biologiche e 

sociali," Giorn. a. Es., vol. "3, 1901, p. 436. 
1T "11 metodo dell'economia pura nell'etica," Ri'Dista fi/.osofica, vol. 10, 1907, 

p. S77· 
18 "Salla dottrina. matematica della dipendenza riciproca dei fatti economici," 

Giorn. tl. Ec., vol. 47, 1913, p. :1.05. 
18 "Correlazioni e causalita. nei fatti economici," Giorn. tl. Ec., vol. 35, 1907, 

p •. 10:1.9· . 
20 Les causes el les consequences ae la guerre. Paris, 1915. Cf. also "La guerre 

et les lois economiques," Journ. d. Ec., ser. 6, vol. 50, 1916, p. 3 and ''La doctrine 
de l'utile," ibid., vol. 54, 1917, p. 3. 

21 L'Economie tolitjque elles iconomistes. Paris, 1916. 
12 The minutes of the conference in the ]ourn. tl. Ec., Ser. 6, vol. 13, 1907. 

p. 106. 
liB "La loi de la distribution," ]ourn. d. ic., ser. 5. voL 4-1, 1900, p. 36. 
U "Le droit dans l'economie lociale," Rw. d'Ec. Pol., vol. "7, 1913, P. "90. I' ''La loi ecoilomique," Rev1. «.'ic.,Pol., vol. 38, 19"4-, p. 635. 

·IIS Cf. esp. his important historico-dogmatic essay, L'indWidualjsme economique 
et social. Ses origines. SO" ivolutio". Ses formes eontemporaines. Paris, 1907. 

11 "La liberta. nell'economia. Forli, 1907. 
18 ''L'id~e de la loi naturelle dans la science economique," Rev1. a'ie. Pol., 

vol. 35, 19:1l, p; "94-and 4-63. A French translation of a chapter from his 
work on price theory which appeared in Russian. 

It Cf. esp. "11 caratteredelle leggi economiche," Riv. di Scienza, vol. I, 1907, 
P·99· 

10 Degli ;ntlirizzi oggett;vo e soggett;vo aell'economia politica; Rome, 1900. 
II "11 coefficiente psicologico dell'econom'ia politica," Rif. Soc., vol. 39, 19d, 

p. 4-°3· 
IB Cf. esp. his inaugural speech at Padua, "Ilvalore pratico delle dottrine 

-economiche," Giorn. tl. Ee., vol. 26, 1903, p. 300. 
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II. Ec., vol. ai, 1904, p. 401. 
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mica," Gia,.". tl. Ec., vol. 4:1, 19B, p. 139 and "L'economia e Ia meecanica," 
witl., p. :118. 

""Eaquiue d'une conception et d'une ordonnance! scientifique de l'economie,'" 
Rw. tI'Ec. Pol., vol. 14, 19:10, pp. :1:1 and 189 • 

• I/"trotluclio" giflirlllll • l'lcrmomill polilique. Parie, 19JJ. 
II "La methode et la science economique," JOfINI. tl. tc., Ser. 6, vol. 37, 1913, 

p. 177· 
,o/"lrotluc';o" mallUmaliqUil • I'llwll tlll 1'lco"omiII polilique. Paris, 19B. 
""SuU'uao deUe formole empiriche neU'economia. applicata." Gio,.". J. Ec., 

voL H, 1907, p. Ion and "Una possibile creazione del metodo statistico. L'econ~ 
omia politica induttiva," Entrance speech, witl.,-vol. 36, 1908, p •. II. 

'" "La methode statistique en economie politique," in the rollection: Probunul 
IIClfIIIls u l'lconomiqflll, par Mllrc", Morlll, II'C. A special number of the R_ 
U Mllop"ynqflll III u Mortllll. Paris, 19:11. 

,. "L'economie politique, science Itatistique," Ref). tl. Mit., vol. 3", 19"5, 
p.475· 

"lII "","ou J.", 1111 Scillnclll socioles. Louvain, 19 I 3. 
,. "L'applicazione dei procedimenti matematid alle sdenze IOciali Del mo­

mento attuale," Gio,.". tI. Ec., vol. 51, 1915, p. au • 
.. "Critique de l'economie pure." RII'O. tl'tc. Pol., vol. 40, 19,,6, p. B66, 

Essa' IW' l'l.,olulio" till la pmsill ico"omiqflll. Pam, 19"7. 
""La dottrina dell'egoismo di H. Spencer come interpretazione dell'economia 

politica e delle forme .toriche degli istituti industriali," GiONl. J. Ec., vol. 33, 
1906. pp. 133 and :l79i "Della obiettiviti dell'economia politica come sdenza," 
'bitl., p. 345 I "L'~conomia politica e il aistema delle. scienze," 'bitl., vol. _3S, 
1907, p. 1047. 

'I ct. esp. ''I.e baai economiche della costituzione IOdale," 4th ed. Turin­
Milan-Rome, 1913. 

"C/. hi, famous speeeh for the opening of the academic year, 1907-08 at 
the university of Turin: La crist tUlla scieMa, pubiishedin an enlarged edition: 
Turin, 1908. 

60 ct. "L'indirizzo atoneo nella scienza economica," Rif). tI. IciIIrIl:O, vol. 3, 
1908, p. 107, also a few other easaya, in the collection which has often been 
republiahed: V IIrSO la giustizia socia/e (itlee, balloglill ed aposloli). Milan, 1904. 

61 La ""thotlll historique tI-p-pliquie tlUJt: sCfmces socialils. Paris, 1901. 
18 They have now aU been collected under the title, La "oUf/elle .orfmlotion 

IcofJomique. Paria, 19a4. 
II L'ieofJomill 10ciole J'aprel la me,hode. historiqflll III afl poi", tk flue so-

e'ologiqflll. Bruxelles, 19:&1.. . 
I. Il flalore ulla sefml:O economica. /"lroduzionc e una critica tleU'eco1JOmia 

;olitiea. Naples, 19:1:&.-University lectures, delivered 15 years- previously, and 
published with only slight changes. . -

16 L'ieofJomill poliliqflll el IIIlociolog;e. Paris, 1910. 
I. Les 1o;, tle 1II,0ciologie ie_omiq"', Paris, 1911 •. 
II'f ct. hia great work, in 3 vols.: Philosophie ties Idmces socialll,. Paris, 1903-

07, esp. the and vol. Milhotle tillS sdmces ,ociallls, Parie, 1904. I. LtI ml'hotle tl'mseignemen' m Ico"amie politi'lue. Paris, 1907. 
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Ge Mat~lismoltorico ed economia, marxistica. Palermo, 1900. A. collection 
of previously published essays. 3rd ed;, Bari, 1918. 

eo Riduzion. d.lla- filoso/ia d.l diritto alla filoso/ia dell'economia. Naples, 
190 7. .' 

81 cf, Giovanni Carano-Donvito: "Economia e Ragioneria," Giorn. d. Ec., 
vols. 6z-63, 19zz, p. 173 and also the partly repudiating remarks of Vincenzo 
Vianello, ibid., p. 335. 

82 Principii di "onomia commerciale. Milan, 1917. 
81Manuel d'Ieonomi. eommerciale. Paris, 1919; znd ed., Paris, 19,zS. 
64 Economia industriale. Milan, 19,z0. ' 
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1 Trattattl d;',ociologia gmeraie. Florence, 1916. Also the slightly different 
,French edition entitled Traitl de sociologie glnirale. Paris and Lausanne, 1919. 

2 Full title: Manual. di economia politica con unaintroduzione alla 'scienza 
sociale. Milan. 1906.-ln .the French edition: Manuel d'iconomie ·politique. 
Paris, 1909, the mathematical supplement of the work has been remodeled. 

I ''La teoria dell'equilibro economico secondo il prof. V. Pareto," Giom. d. 
Ee., vol. 39" 1909, p. 353. 

• "L'economia matematica cd il nuovo manuale del prof. Pareto," Giom. d. 
Ee., vol. 3", 1906, p. 196.-.-As an answer to it, Pareto's "L'ofelimita. nei cieli 
Bon chiusi," ;bid., vol. 33, 1906, p. IS. - , 

G Prlcis de sociologie d'apres V. Pareto, Paris, 19,z s; "Vilfredo Pareto, seine 
Bedeutung fur die Osterreichische Schule," Ztschr. f. Volks., N.F., vol. 5, 19,z5-
z6" p. 3+Z; Introduction a I'itude du manuel d. V; Pareto, Paris, 19:&7; ''Vil­
fredo Pareto, sa vie et son oeuvre," Paris, 19:&8. 

, Principii di "onomia politica. Florence, 1 911. 
I ''Vilfredo Pareto." Roma, 19:&8 • 
. ' Sommario di lezioni di "onomia politica. Florence, 1911, 
8 Lefons d'iconomi. politique suif/ant la doctrine de l'icole de Lausanne, 

edition fran!;l1ise par Pierre Boven. Paris, 19:&0. 
10 Lezioni di 1C0nomia matematica. Bologna, 19ZI. 
11 The Economic Journal, vol. 3", 19zz, .p. 400 .. 
12 Giom. d •. Ee., vol. 65, 19:&5, 'FP' 38. and 498. 
11 Elementi ai .eonomica: introdu!t.ione 'all'lConomica, economica statica gen-. 

wale. Ascoli Picen'!, 19"5 •. 
16 Lezioni di, 1C0nomia politica. Padua, 19:&5; the second ed. appeared in 1 

parts: Ler.ioni tii .eonomia pura. Padua, 19,z7, and Lezioni di leonomia ap-
plicata. Padua, 19:&8. , 

.11 Petit traiti a'Ieonomie politiqu. mathimatique. Paris, 190:&. 
18 "Un nuovo trattato d'economia matematita," Giorn. d. Ee., vol. il6, 1903, 

p. 3"7. 
11 Pricis d'iconom;e politiqu •• Paris, 1909. 
11 Traiti d'/conomie politiqu •• Lausanne, 19:&5. 
18 Principes a'/eonomi. politique pur •• La thlorie de l'ichange sous Ie rlgime 

a. la libr. cottcurranc'. Paris, 19 I o. 
20 Traitl d'iconomi. politique. Paris, 19"7. 
21 Economie rationell •• Paris, 1917. , 

,22 L. theorie d.s mareMs Iconomjques. Paris, 1910. 
IS COUl'S d'/conomie politique, 6 vols. Patis, 1901-07; final edition, Paris, 

19 1 5-1 9"4. - . ' . 
.. Organisation Iconomique til tilsorde social. Paris, 19U' 
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II C_, tI'icono"';' ,"';,1. Parit, 1911. 
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and vol. 19:&71 a .hort abridgment of the work: Precis ili",."",wlI tllicono"';' 
,0IitiqfU. Paris, 19 d • 
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