PREFACE TO THE FIRST EDITION.

EcoNoMic conditions are constantly'.changing, and each
generation looks at its own problems in its own way. In
England, as well as on the Continent and in America, Eco-
nomic studiea are being more vigorously pursued now than
ever before; but all this activity has only shown the more
clearly that Economic science is, and must be, one of slow and
continuous growth. Some of the best work of the present
genemtlon has indeed appeared at first sight to be antagonistic
to that of earlier writers; but when it has had time to settle
down into its proper place, and ita Tough edges have been
worn away, it has been found to involve no real breach of
continuity in the development of the science, The new doctrines
bave supplemented the older, have extended, developed, and
sometimes corrected them, and often have given them a different
tone by a new distribution of emphasis; byt very seldom have
subverted them.

The present treatise is an attempt to present a modern
version of old doctrines with the aid of the new work, and with
reference to the new problems, of our own age. Its general
scope and purpose are indicated in Book L.} at the end of which
a short account is given of what are taken to be the chief
subjects of economic inquiry, and the chiéf practical issuea on
which that inquiry has a bearing. In accordance with English
traditions, it is held that the function of the science is to collect,
arrange and analyse economic facts, and to apply the know-
ledge, gained by observation and eXperience, in determining
what are likely to be the immediate and nltimate effects of

various groups of causes; and it is held that th
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!indicative_ m°°.d Bﬂd nwpﬁmpemtw-

: - Economic laws and reasonings in fact are merely a part of tHi
material which Conscience and Common-sense have to tumn
acconnt in solving pradtical problems, and in laymg do wi
rules s which may be a guide in life. .

" But"ethical forces are among those of which the economis
has to take account. Attempts have indeed been,made 4
construct an abstract science with regard to the actions of an
“economic man,” who is under no ethical influences and whd
pursues pecuniary gain warily and energetically, but mechani
ally and selfishly. But they have not been successful, not
even thoroughly carried out. For they have never rt-.a.llyI
treated the economic man as perfectly selfish: no one could be
relied on better to endure toil and sacrifice with the unselfish
desire to make provision for his family; and his normal motives
have always been éacitly assamed $o include the family affec-

. tions, “Bus if they inolude these, why should they not include
. all other altruistic motives the action of which is eo far uniform
«in any class at any time and place, that it can be reduced to

' general rule? Thereseems to be no reason; and in the present
book normal action is taken to be that which may be expected,
under certain conditions, frfm the members of an industrial
group; and no attempt is made to exclude the influence of any
motives, the action of which is regular, merely because they
are altruistio. If the book has any special character of its own,
that may perhaps be said to lie in the prominence which it gives

]to_this and other applications of the Principle of Continuity.

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

. And as there is no sharp line of division between conduct
which is normal, and that which has to be provisionally
neglected as abnormal, so there is none between normal values -
and *“current” or “ market” or “ occasional” values. The latter
are those values in which the accidents of the moment exert /
a preponderating “influence; while normal values are those .
which would be ultimately attained, if the economic oonditioni'
under view had time to work out undistitrbed their full effect:
But there is no impassable gulf between these two; they shade
into one another by continuoud gradations. The values which
we may regard as normal if we are thinking of the changes from
hour to hour on a Produce Exchange, do but indicate current
variations with regard to the year’s history: and the normal
values with reference to the year’s history are but current values
with reference to the history of the century. For the element
of Time, which is the centre of the chief difficulty of almost
every economic problem, is itself absolutely continmous:
Nature knows no absolute partition of time into long periods
and short; but the two shade into one another by imperceptible -
gradations, and what is a short period for one pmﬁl&j al
long period for another. ) T
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Thus for instance the greater part, though not the whole,
of the distinction between Rent and Interest on capital turns
on the length of the period which we have in view. That which
is rightly regarded as interest on “free” or “floating capital,
or on new investments of capital, is more properly treated as
a sort of rent—a Quasi-rent it is called below—on old invest-
ments of capital. And there is no sharp line of division between
floating capital and that which has been “sunk™ for a special
branch of production, nor between new and old investments'
of capital; each group shades into the other gradually. And.
thus even the rent of land is seen, not as a thing by itself, but
as the leading species of a large genus; though indeed it has
peculiarities of its own which are of vital importance from the
point of view of theory as well as of practice.

Again, though there i8 a sharp line of division between man
himself and the appliances which he uses; and though the
supply of, and the demand for, human efforts and sacrifices
have peculiarities of their own, which do not attach to the
supply of, and the demand for, material goods; yet, after all,
‘thess material goods are themselves generally the result of
‘human efforts and agerifices. The theories of the values of
labour, and of the things made by it, cannot be separated:
they are parts of one great whole; and what differences there
are between them even in matters of detail, turn out or inquiry
to be, for the most part, differencea of degree rather than of
kind. As, in spite of the great differences in form between birds
and quadrupeds, there is one Fundamental Idea running
through all their frames, so the general theory of the equi-
librinm of demand and supply is a Fundamental Idea running
through the frames of all the varjous parts of the central

problem of Distribution and Exchange.

1 In the Economice of Indusiry published by my wife and myself in 1879 an
endeavour was made 4o show the nature of this fundamental upity. A short pro-
visional account of Lo relations of demand and supply was given balore the theory
of Distribution; and then this one scheme of gensral resscning was spplied in
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Another application of the Principle of Continuity is to
the use of terms, Thare has always been a temptation to classify
economic goods in clearly defined grou‘ps, sbout which a number
of short and sharp propositions could be made, to gratify at
once the student’s desire for logical precision, and the populax
liking for dogmas that have the air of being profound and are
yet easily handled. But great mischief seems to have been
done by yielding to this temptation, and drawing broad artificial
lines of division where Nature has made none. The more
simple and absolute an economic doctrine is, the greater will
be the confusion which it brings into attempts to apply economic
doctrines to practice, if the dividing lines to which it refers,
cannot be found in real life. There is not in real life a clear line’
of division between things that are and are not Capital, or
that are and are not Necessaries, or again between labour that
is and is not Productive.

The notion of continuity with regard to development is
common to all modern schools of economic thought, whether |
the chief influences acting on them are those of biology, as
represented by the writings of Herbert Spencer; or of his_t_ory'
and philosophy, a8 represented by Hegel's Philosophy of
History, and by more recent ethico-historical studies on the
Continent and elsewhere. These two kinds of influences have
affected, more than any other, the substance of the views
expressed iu the present book; but their form has been most
affected by mathematical conceptions of continuity, as repre-
se;nted in Cournot’s Principes Mathématiques de la Théorie des
Richesses. He taught that it is necessary to face the difficulty
of regarding the various elements of an economic problem,—
not as determining one another in a chain of causation, 4
determining B, B determining C, and so on—but a5 all mutually

succession to the earnings of labour, the interest on capital and the Earnings of
Management. But the drift of this arrangement was not made sufficiently clear;
and on Professor Nicholson's suggestion, more prominence hgg been given o it o
the presant volume,
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determining one another, Nature's action is complex: and
nothing is gained in the long run by pretending that it is simple,
and trying to describe it in a series of elementary propositions,

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

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

1 The term “marginal” increment I borrowed from von Thilnen's Der islire
Siaat, 1826—83, end it is now commonly used by German economists, When
Jovons' Theory appeared, I adopted his word “final™; bus I have bean graduaily
ronvinced that “marginal” is she better.
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one but the writer himself. And though Cournot’s genius must
give a new mental activity to everyone who passes through hia
hands, and mathematicians of calibre similar to his may use
their favourite weapons in clearing a way for themselves to the
centre of some of those difficult problems of economic theory,
of which only the outer fringe has yet been touched; yet it
seems doubtful whether any one spends his time well in reading
lengthy translations of economic doctrines into mathematies,
that have not been made by himself. A few specimens of those
applications of mathematical language which have proved most
ugeful for my own purposes have, however, been added in an
Appendix, '

September, 1800,
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Tr1s edition is a reprint of the seventh, which was almost a
reprint of the sixth, the only changes being in small matters
of detail: the Preface is almost the same as in the seventh
edition, '

1t is now thirty years since the first edition of this volume
implied a promise that & second volume, completing the
treatige, would appear within a reasonable time. But I had
laid my plan on too large a scale; and its scope widened, es-
pecially on the realistic side, with every pulse of that Industrial
Revolution of the present generation, which has far outdone
the changes of a century ago, in both rapidity and breadth of
movement. So ere long I was compelled to abandon my hope

__o.f completing the work in two volumes. My subsequent plans
“were changed more thap once; partly by the course of events,
partly by my other engagements, and the decline of my strength.

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

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



PREFACE TO THE EIGHTH EDITION xiii

stracture of industry, employment, and the problem of wages,
it deals mainly with normal conditions.

Economic evolution is gradual, Its progress is sometimes
arrested or reversed by political catastrophes: but its forward
movements are never sudden; for even in the Western world
and in Japan it is based on habit, partly conscious, partly
unconscious. And though an inventor, or an organizer, or a
financier of genius may scem to have modified the economic
structure of a people almost at a stroke; yet that part of his
influence, which has not been merely superficial and transitory,
is found on inquiry to have done little more than bring to a
head a broad constructive movement which had long been in
preparation. Those manifestations of nature which occur most
frequently, and are s0 orderly that they can be closely watched
and narrowly studied, are the basis of economic as of most
other scientific work; while those which are spasmodic, in-
frequent, and difficult of observation, are commonly reserved
for special examination at a later stage: and the motto Natura
non facil saltum is specislly appropriate to & volume on Eco-
nomic Foundations. )

An illustration of this contrast may be taken from the
digtribution of the study of large businesses between the present
volume and that on Industry and Trade. When any branch of
industry offers an open field for new firme which rise to the
first rank, and perhaps after a time decay, the normal cost of
production in it can be estimated with reference to “a repre-
sentative firm,” which enjoys a fair share both of those internal
economies which belong to a well-organized individual business,
and of those general or external economies which arise out of
the collective organization of the district as 8 whole, A study
of such a firm belongs properly to a volume on Foundations,
So also does & study of the principles on which a firmly estab-
lished monopoly, in the hands of a Government department or
8 large railway, regulates its prices with main reference indeed
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to its own revenue; but also with more or less consideration
for the wellbeing of its customers.

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

The Mecca of the economist lies in economic biology rather
than in economic dynamics. But biological conceptions are
more complex than those of mechanics; & volume on Founda-
tiona must therefore give a relatively large place to mechanical
analogies; and frequent use is made of the term * ethbnum,
which suggests something of statical analogy. This fact, som-
bined with the predominant at{ention paid in the present volume
#o the normal conditions of life in the modern age, has sug-
gested the notion that its central idea is “statical,” rather than
“dynamical,” But in fict it is concerned throughout with the
'forces that cause movement: and its key-nota is thaty of
.dynamics, rather than atatica.

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

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

There have been stages in social history in which the special
features of the income yielded by the ownership of land have
dominated human relations: and perhaps they may again
assert 8 pre-eminence. But in the present age, the opening
out of new countries, aided by low transport charges on land
and sea, has almost suspended the tendency to Diminishing"
Return, in that sense in which the term was nsed by Malthus
and Ricardo, when the English labourers’ weekly wages were
often less than the price of half a bushel of good wheat. And yet,
if the growth of population should continue for very long even
at a quarter of ita present rate, the aggregate rental values of
land for all its uses (assumed to be as free aa now from restraint
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by public authority) may again exceed the aggregate of incomes
derived from all other forms of material property; even though
that may then embody twenty times as much labour as now.
Increasing stress has been laid in successive editions up
to the present on these facts; and also on the correlated fact
that in every branch of production and trade there is a margin,
up to which an increased application of any agent will be
profitable under given conditions; but beyond which its further
application will yield a diminishing return unless there be some
increase of demand accompanied by an appropriate increase
of other agents of production needed to co-operate with it. And
a gimilar increasing streas has been Iaid on the complementary
fact that this notion of a margin is not uniform and absolute:
it varies with the conditions of the problem in hand, and in
particular with the period of time to which reference is being
made. The rules are universal that, (1) marginal costs do not
govern price; (2) it is only at the margin that the action of
those forces which do govern price can be made to stand out
.in clear light; and (3) the margin, which must be studied in:
reference to long periods and enduring results, differs in charac-
ter a8 well a8 in extent from that which must be studied in
reference to short periods and to passing fluctuations, .
Variations in the nature of marginal costs are indeed
largely responsible for the well-known fact that those effects
of an economic cause, which are not easily traced, are frequently
more important than, and in the opposite direction to, those
which lie on the surface and attract the eye of the casual
observer. This is one of those fundamental difficulties which
bave underlain and troubled the economic analysis of past
times; its full significance is perhaps not yet generally recog-
-nized, and much more work may need to be done before it is
fully mastered.
The new analysis is endeavouring gradually and tentatively
to bring over into economics, as far as the widely different
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nature of the material will allow, those methods of the science
of amall increments (commonly called the differential ealculus)
to which man owes directly or indirectly the greater part of
the control that he has obtained in recent times over physical
nature. It is still in its infancy; it has no dogmas, and no
standard of orthodoxy. It has not yet had time to obtain a
perfectly settled terminology; and some differences as to the
best use of terms and other subordinate matters are but a sign
of healthy life. In fact however there is a remarkable harmony
and agreement on essentials among those who are working
constructively by the new method; and especially among such
of them as have served an apprenticeship in the simpler and
more definite, and therefore more advanced, problems of
physics. Ere another generation has passed, its dominion over
that limited but important field of economic inquiry to which
it is appropriate will probably be no longer in dispute,

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

Barrion CROFT,

8, MADINGLEY RoAD, CAMBIMDGL.
Oclober 1920,
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soil, §4. In any caze the extra return to additional capital and labour
diminishes sconer or later. . e e e pp. 144—1490
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/ @ Chapter ITI, The fertility of land, continaed. The tendency to Dimin-y
ishing Return, §i. Land may be under-cnltivated and then the return
v/  due to extrs capital and labour will inorease, until a maximum rate has
beén reached; after which it will diminish agein. Improved methods may
enable more capital and labour to be profitably applied. The law relates
*to the amount of the produce, not ita value. §2. A dose of eapital and
labour. Marginal doss, marginal return, margin of cultivation. The
marginal dose is not necessarily the last in time. Surplus produce; ita
relation to rent. Ricafdo confined his attention to the circumstances of an
old ccuntry. §3. Every meseure of fertility must be relative to place and
time. }4. As a ruls the poorer soils rise in value relatively to the richer,
aa the pressure of populstion inoreases. §§ 5, 8. Ricardo said that the
vichest landa were oultivated firet; and this is true in the sense in which
he meant it. But he wnderrated the indireot advantages which & donse
population offers to agrioulture. §7. The laws of return from fAsheries,
mines snd building ground. § 8. Notk on the law of Diminishing Return,
and on & Doss of capital and laboer. . . . .  pp 150—172

Chapter IV. The growth of population. § 1, 2. History of the dootrine
of populstion. §3. Malthus. §§4, 5. Marriage-rate and birth-rate.
§§ 6, 7. History of population in England, . . - .  pp 173182

Chapter V. The health and strength of the population. § 1, 2. General
conditions of health and strength. § 3. The nscessaries of life. §4. Hops,
freedom and change, §85. Influence of ocoupation. §6. Influence of
town life. §§ 7, 8. Nature left to herself tends to weed out the weak. But
much well-meant human aection checks the increase of the strong, and

enables the weak to survive. Practical conolusion. + PP 108—2038
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Chapter VI. Industrial training, §§i, 8. Unskilled Iabonr a relative
term. Skill with which we are familiar, we often do not recognize an skill.
Meres mannal akill is losing importance relatively to general intelligence
and vigour. General ability and specialived skill. §§ 3—5. Liberal and
technical education. Apprenticeships. §6. Education in art. §7. Edu-
oation as & national investment. § 8, Mobility is inoreasing both between
gradea and within grades. . . . . . .  pp 204219

Chapter VII. The growth of wealth., §§ 1-—3. Until recently there was
little use of expensive forma of auxiliary capital; but they are now
increacing fast, as iy siso the power to acoumulate. §4. Sedurily as &
condition of maving. §56. The growth of & money economy gives now
temptations to exiravagance; but it haa emabled people who have mo
facolty for busineay to reap the fruits of eaving. §6. The chief motive
of saving in family affection. §7, Sourcea of actumulations FPublio
sooamzlations. Co-operation. 58.\/ Choicz betwoen prosent and deferred
gratifications, Somns waiting, or postponement of gratification is generally
involved in the Bccumulation of wealth. Interest is ita reward. §89, 10.
The bigher the reward, the greater the rate of saving 84 & rnle. But there
are exosptions. § 11, NoTm on the statistica of the growth of wealth.

pP. 220239 _

Chapter VIII. Industrial organization, 5 1, 2 The doctrine that
organization inoréases efficiency is old, but Adam Bmit] gave it & new
lifs. Economints and biologista have worked together in examining
the influence which the struggle for survival exerts on organization; jta
harsheat features softened by heredity. §3. Ancient tastes sud modern
classes, §54, 5. Adam Smith was cantiona but many of his followers
axaggerated the economy of natural organization. The development of
faculties by use; and their inheritance through early treining, and possibly
in other waya. . . . . . . . . PP

Chapter IX. Industrial orpganization, continued. Division of labour.
The influence of machinery. §1. Practic® makes perfect. §2. In the
lower, but not always in the higher grades of work extreme apecialization
increases eofficiency. §3. The influences exerted by machipery on the
quality of human life are partly good and partly evil §4. Machine.
mads machivery is introducing the new ers of Interchangesble Parta
§ 5. Ilustration from the printing trade. §6. Machinery relieves the
atrain on buman muacles; snd thua prevente monotony of work from
involving monotony Iife. §7. Specialized skill and specialized
machinery compared., JXxternal and Internsl economies, pp- 250—266

Chapter X. Industrial organization, continned. The comtentration
of speclalized industries In particular localities. § 1. Localized
indastriess their primitive forms., § 2. Thelr verious origine, §3. Their
advantages; hereditary akill; the growth of subsidiary trades; the use of
highly specielized maghinery; & local market for special sgkill §4. The
influence of improved means of cormmunication on the geographical dis-
tribution of induatries, Illustration from the recent bistory of England,
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Chapter XI. Industrial organizstion, continued. Prodmetion on a
large scale, §1I. Tho typical industries for our present purpose are those
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. of manufscture. The economy of material. §§2—4. The advantages of
s large factory in the use and improvement of specialized machinery; in
buying and selling; in specializad skill; and in the eubdivision of the
work of business management. Advantages of the small manufacturer in
superintendence. Madera developments of knowledge act in a great measure
on his side, §5. In trades which offer great economiss to production on
a large scale, & firm may grow rapidly; provided it can markst easily but
often it cannot do that. §6. Large and small trading establishmenta.
§ 1. The carrying trades. Mines and quarriea. -« Ppp-278—200

- Chapter XTI. Industrial organization, continued. Business manage-
ment. §1. The primitive handicrafteman deslt directly with the econ-
sumer; snd 4o do ws & rule the lesrned profesgions now. §2. Buk in
moat businesses the services of a special class of nndertakers intervene.
§§ 3, 4. The chief risks of undertaking sowetimes separated from the
detailed work of management in the building and some other trades. The
undertaker who is not an employer. §5. The faculties required in the
ideal manufsoturer. §6. The son of & business man starts with so many
advantages, that one might expect business men to form something like
-& caste; reagons why this result doea not follow. §7. Private partner-
ships. §§8, §. Joint-atock companies. Government undertakings.
§10. Co-operative association. Profit-sharing. §11. The working man's
opportunities of rising. He is hindered lsas than at firat sight appears, by
his want off capital; for the Loan-fand is increasing rapidly. But the
growing complexity of business i3 against him. §12. An able business

" man speedily increases the capital at his command; and one who is not
able generally loses his capital the more rapidly, the larger his business is.
These two foroes tend to adjust capital to the ability required to uee ity
well, Busincas ability in commend of capital has a fairly defined suppl
Pprioce in such a country as England. . -+« . __PP-NI3

Chapter XIIT, Conclusion. Correlation of the tendencles to increasing
and to diminishing return, §1. Summary of the Iater chapters of this
Book., §2. Cost of production should be taken with refererce to a re-
presentative firm, which has normal access to the ecanomies Internal and
External belonging to a given aggregate volume of production. Conatant
Return and Increasing Return. § 3. An increass of numbers is generally
accompanied by & moxe than proportionate inoroase of collective efficiency.
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v BOOK V.
GENERAL RELATIONS OF DEMAND, SUPPLY, AND VALUE.

\/hnpter L Introductory. On markets. §1. Biological and mechanical
notions of the balancing of opposed forces. Scope of the Book. § 3/Defi.
nition of & Market. §3. Limitations of & market with regard to Space.
General conditions which affeot the extent of the market for a thing;

lluitability for grading and eampling;jportability. §4. Highly organized
markets. § 5. Even a small market is often subjeoted to indirect infinences
from great distances, §6. Limitations of market with regard to Time.
PP 323330
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\Fha.pter IL. Temporary equilibriom of demand and supply. §1. Equi-

librium between desire and effort. In a oamal barter thers is generally no
true equilibrivm. §2. In a local com market & true, though temporary,
equilibritm is generally reached. §3. As & rule, the intensity of the need
for money does not appreciably change during the dealing in a corn market,
but it does in a labour market. See Appendix F. . « © Ppp. 331336

jha.pter IIL Equilibrium of normal demand and supply. §1. Neatly

all deslings in commodities that are not very perishable, are affected by
caloalations of the future. §2. Real and money cost of production.
of production. Factore of production. §3. The principls of

" gubatitution. §4. Cost of production by s representative firm. §5. Supply

schedule. §8. Equilibriom-amonnt and equilibricm.price. Loosenesa of
the connection between the supply-price of a commodity and ita real coat
of production. True significance of a position of normal equilibrium.
Meaning of the phrase “in the long rmun” §7. The influence of utility
on valus preponderates during short periods, but that of cost of pro-
duction in the long run, . . e . . «  pp- 337350

Chapter IV, The investment and distribution of resources, §1. Motives

determining the investment of capital in the case of o man who makes o
thing for his own use. Balancing of future gratifications againat present,
§2. Acoumulation of past and discounting of futnre outlays and receipts.
Difticulty of distinguishing between expenditure on current and on capital
acoount, §3./The margin of profitableness, at whioh the principls of
substitution acts, ia not a point on any ons route, hut & line intersecting
all routes. §4. Correlation between ths distribution of resources in
domestic and in businees economy. §5, 6. The division between Prime
and Supplementary Costs variee with the durstion of the enterpriss in
question: and this variation is the chief source of difficulty in the study of
the relations of marginal costs to value. . . . . . pp. 361—362

+ Chapter V. Ethbrlum of normal demand and supply, continned,
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with reference to Iong and short periods, § 1. Elasticity of the term
Normal in popular as well ag in academio uee. §§2, 3. Ths complex
problem of normal value must be broken up. First step the fiction of a
stationary state; modifications of whioh enable us to treat the problem by
anxiliary staticsl sasumptions. §§4, 5. Thus studies of the equilibriam
of normal demand and supply may be divided into thoss which relate to
long periods and to short. §6. For short perioda the stock of appliancea
of production is practioally fixed; and their employment varies with the
demand. §7. But in long periods the fow of appliances for production is
sdjusted to the demand for the produots of those sppliances; and the
unit of production is & process rather than a pa.rool of goods. §8. Rough
elassification of problems of value. . -« PP 363380

Chapter V1. Joint and composite demand. Joint and composite zupply.

§ 1. Indirect derived demand: joint demand. Illustration taken from a
labonr digpute in the building trade, Law of derived demand. §2. Con-
ditions under which & check %o supply may raise much the price of & factor
of production. §3. Composite demand. §4. Joint supply. Derived
supply price, §6. Gompoute supply. §8. Complex relationa between
eommod:ha-. < <« +  « « .« pPp 3l—303
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apter VII. Prime and total cost in relation to joint products.
Cost of marketing. Insurance against risk. Cost of reproduction.
§ 1, 2. Difficulties of assigning to each branch of p mixed business its
proper share of the expenses of production, and -eapecially of marketing.
§3, 4 Insurance against business riska. §5. Cosé of reproduction.
Some of the remaining chapters of Book V. may be provisionaliy omftted.

JChapter VIII. Marginal costs In relation fo valnes. General principles.

§ 1. This and the following three chapters carry further the study of the
relations in which prime and supplementary costa stand to the value of
products, and of the reflex action which the derived demand for products
oxerts on the values of agents employed in their prodection, with special
reference to the influence of the element of time. §2. Nurther illustra-
tions of the principle of snbstitution. §3. Definition of nef produclk
§4 An inappropriate increass in the use of any one agent yields a
diminishing return: this faot is analogoua to bat not identical with the
fact that & well-adjusted increase of capital and labonr of various kinds
applied to land yields & Diminishing Return. § 5. Marginal uses indicate,
but do not govern value: they are governed together with value by the
general relations of -demand and supply. §8. The terms Interest and
Profits are directly appliosbls to fiuid capital; but only indirectly, and on
vertain definite sssumptions, to particular embodimenta of capital. The
oentral dootrine of this group of chapters. . . . PP 403—412

\/Ghaptar IX, Marginal costs in relation to values. Genersl principles,

continued. §1. Reasons for illustrating the problem of value by refer- +
ence to the shifting of the incidence of taxes, §§ 2—4. Illustrations of the
relations of rents and quasi-rents to value, discussed in the last chapter,
§ 6. Scarcity rents and diffsrential rents. e s+« Pp4l3—424

Chapter X. Marginal costs in relation to agricultural values.

§§ 1, 2, The influence gf the element of time in this problem is beat seen
by reference to agricultural produce in general; and to ths emergence
of rent in & new country. §3. Land is but one form of capital to the
individual producer. §§ 4—6. Illustrations from the incidence of special
taxes on all agricultural produce and on a mingle crop. Quasi-rents in
relation to & single orop. . . . «  + Pk $26—439

Chapter XI. Marginal costs In relation fo urban values., §1. The

influencs of situation on agricultural and urban values. Site values.
§2. Exceptional oases in whioh situation value is created by deliberate
individual or associated effort. § 3. Causes that govern ground rents for
long leases. §4 Diminishing return in relation to building land.
§5 Competition of different classes of buildinga for the same land,
§6. Rents of traders in relation to the prices charged by them,
§ 7. Composite renta of urban properties. Ses Appendix G.

PP 440454

Vémpter XII. Equillbrium of normal demand and supply, continved,

with reference to the law of increasing retnrn. § t—38. Modea of
sotion of the tendency to increasing return. Dangers in the use of the
term Elastioity of Supply. Contrast between the sconomise of & whols.

Industry and those of & aingle irm  Ses Appendix B. pp. 455161
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/ Chapter XTIT. Theory of changes of normal demand and supply, in

relation to the doctrine of maximnm satisfaction. §1. Introduotion.

. §2. Effects of an inorease of normal demand. §3. Effects of an increase

of normal supply. §4. The cases of constant, diminishing end increasing
return. §§ 5—7. Statement and limitations of the abstract dootrine of
Maximum Satisfaction.s . . s+ o+ o+« PP 262476

~Lhapter XIV. The theory of monopolies. §1. Wo are now to compare

the monopolist's gaine frém a high price with the benefits to the public of
a low price. §2. The primd facie interest of the monopoliat ia to get the
maximum Net Revenue. §3.'The Monopoly Revenue Schedule. §4. A
tax, fixed in total amount, on & monopoly, will not diminish production;
nor will ons proportionad to monopoly net revenune; but it will have that
effect if it in proportional to the quantity produced. §5. A moncpolist
can often work esonomically. §6. He may lower hin price with a view
to the future development of his business, or from s direct interest in
the welfare of consumera. §7. Total henefit, Compromise benefit.
§8. The pablic importance of the statistical study of the law of demand
and of consumers’ purplus. §9. The problem of $two complementary
monopolies is incapabls of a general solution. « « pp 477406

/Chs.pter XV. Sommary of the general theory of equilibrinm of demand

and gupply. 5 1—5. A summary of Book V. Ses Appendix L
rp. 406503

“BOOK VL
THE DISTRIBUTION OF THE NATIONAL INCOME.

Chapter I. Preliminary survey of distribution. §1. “The drift of the

Book as & whole. §2. The Physiocrats assumed, in accordancs with the
peculiar circnmatances of their country and time, that wages were at their
lowest possible lovel, and that much the same was true of the interest
on oapital. Thess rigid assumptions werd partially relaxed by Adam
Smith, and by Malthus. §§3—8. A seriss of hypothetical illugtrations
of the influence of demand on distribution drawn from a sooiety, in which

, the problem of the relations bstween capital and labour doea not exist,

§ 7. The net product of a partioular kind of labour illustrated by & worker
of normal efficiency, whose employment oauses no additional indirect coat,
but whoss work comes only juet up to ths margin at which the employer
would derive no net gein from it. §8. The demand for capital in general.
§9. Provisional summary. § l({( ‘Further definition of the national
incoms, or dividend, . . . N - pp. b04—524

Chapter T1. Preliminary survey of distribution, continued. §1. The

N e

causes affecting the supply of the agenta of production exert a coordinate
influence with those aflecting demand over distribution. §§ 2—4. Re.
oapitulation of the causes, discussed in Book IV., which affect the supply
of various forma of labour and capital. The irregular influence which
an inoreass in remunerstion exerts on the exertion put forth by an in.
dividual. The more regular correspondence betwesn normal wages and
the growth of the population in numbers and vigour, especially the latter, .
‘The general influence exerted on the acoumulation of capital and other
forms of wealth, by the benefits to be derived from saving. §6. Laud may
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be regarded as a special form of capital in relation both to the influence of
demand in distribution, and to the application of the resources of an
individual in production: but it stands on & different footing from capital
relatively to that normal influence of the forces of eupply in distribntion,
which we are considering in the present chaptor. §8. Provisional gon-
clusion of one stage of the argnment. §7. The mutual relations betwsen
the eamings and efficiencies of different groups of workers. §8. We
assums throughout no more enterpriss, knowledge and fresdom of com.
potition than are in fact characteristio of the particular group of workers,-
employers, etc. at the place and time under discussion. §8. On the
relations between labonr in general and capital in general. Capital aids
labour. And it competes with labonr for the fild of employment: but
this phmu needs to be interpreted carefully. §10. The limited sense in
which it is true that wages depend on advances made by capital. Ses
Appendices J, K. . . . . - . pp.525—545

Chapter IIL. Earnings of labour, §1. The scope of ohapters mi.—x.
«/'§2. Competition tends to make weskly wages in similar employments not;
equal, bat proporticnste to the efficiency of the workers. Time-earnings.
Payment by Piece-work. Efficiency-sarnings. ,Time.earnings do not tend

to equality but effciency-eamninga do. § A Real wages and Nominal
wages. Allowsnce must be made for variations in the purchasing power

of money, with special reference to the sonsumption of the grade of labour
concerned; and for trade expenses and all incidental advantages and
disadvantages. §5. Wages partly paid in kind. The Truck System.
-§6. Uncertainty of sucocess and irregularity of employment. § 7. Supple-
mentary earnings. Family earnings.. §8. The atiractivencza of a trade
does not depend merely on its money-sarnings, but on ita net advantages.
Inflnence of indiridual and national character. Peculiar conditions of the
clowest grade of workers. . . . . . . .  pp. 546658

Chapter IV. Earnings of Iabour, continued. § 1. The importance of
many pesuliarities in thntmtion of demand snd supply with regard to
labour depends much on” the oumnulativeness of their effsots; thus re-
sembling the influence of custom. §§ 2-—4/ Firat peculiarity: the worker
sells his worlk, but he himself has no price. Consequently the investment
of capital in him is limited by the means, the forethought, and the gn.
selfishness of his parents. Importance of a start in life. Influence of
moral forces. § 6./Second peculiarity. The worker is inseparable from his
work. § 8- /Third and fourth peculiaritica Labour ia peml:ablo. and the

- sallern of it are often at a disadvantage in bargaining, Pp. 560—669

Chapter V. Earnings of labour, continged. § IV '.l.‘he fitth peouliarity
of labour consista in the great length of time required for providing addi.
tional supplies of specialized ability. §2. Parents in choosing trndes for,
their shildren must look forward & whole genaration; difficultiea of fore-
caeting the future, §8. Movements.of adult labour are of increasing '
importance in consequence of the growing demand for general ability.
§§ 4—8. Résumd of the distinotion betwsen long and ahort periods with
vefarence to0 normal value. Fluctuations of the special earnings of skill
and ability, as distinguished from those which compensats for the exertion
involved in any particular task. § 7., Tha earnings of rars natural abili.
ties yiold & surplus over soata of mnng and tretning, which resesmbles a
rentinsome respecta, . . . . . . . pp- 670478
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rémpt;ar V1. Intorest of capital. & 1—3. The theory of interest has been

improved recently in many details, but has not undergone any substantial
change. It was misconceived in the Middle Ages, and by Rodbertus and
Marx, §§4, 5. The Gross intarest paid by the borrower includes soms
insuranos against risks, both real and personal, and momo eamings of
management as well aa trun or Nek interest. It therefors does not tend to
equality as net interest doss. §6. The term Rate of Interest neods to be
applied with caution in regard to old investments. § 7. Relations between
changes in the purchasing power of money and ohanges in the rate of
interest. . . e . e . . e Pp. 580585

Chapter VII. Profits of capital and business power. §1. Stroggle

for Survival among business men. Services of thoes who pioneer.

§§ 2—4 The influencs of the principle of Substitution on Earnings of
v

-

Management, illustrated by comparing firstly the services of foremen with
those of ordinary workmen, sacondly those of heads of businesses with those
of foremen, and lastly those of the heads of large and small businessee.
§5. Position of the businsss man who usss much borrowed oapital.
§6. Joint-stcck companies. § %y General: tendenoy of modern methods
of business to adjust earnings of mansgement to the diffonlty of the work
dome. . . . . . <« . .+ . . pp b9—608

Chapter VIII. Profits of capital and business power, continumed.

+§ 1. We have next to inquire whether there is any general tendency of
the rats of profita to equality, In a large bueiness some Earnings of
Management are classed as salaries; and in » small one much wages of
Inbour are clossed as profita; end in consequence profitsa appear higher
in small businesses than they really are. §2,, The normal sunual rate
of profits on the capital employed is high where the cirgulating eapital
is large relatively to the fixed. The economies of production on & large
scale, when generally diffused thronghout an industry, do not raiss the rate
of profits in it. § 3, 4/ Each branch of tréde haa its customary or fair
rate of profits on the turnover. § 6., /Frofits are & conatituent element of
normal supply-prios; but the income derived from capital already invested,
in a material form or in the acquisition of akill, is governed by the demand
*for ita producta. §§ 6. 8. A comparison between profite and other sarn-
ings in relation o fluotustions of pricea; to inequalities between different
individuale; aud to the proportions of the whols which are properly earnings
of effort, and of natural abilities respectively. §§9, 10. The relationa
botween the interests of different classes of workers in the same trade,
and especially in the same business. «+ =« .+ pp 609—828

Cha-ptel' IX. Rent ofland. §1, 2. The rent of land iz & species of a large -

genus. For the present we suppose land to be cultivated by ite owners.
Résumé of earlier discussions. §3. A riss in the real value of produce
generally mises the produce veloe of the surplus, and ita real value even
more , Distinction between the labour value, sud the general purchasing
power ¥ produce. §4 [Effects of improvements on rent §5. The
ventral dootrine of rent in applionble to nearly all systema of land tenure.
But in the modern English system the broad line of division between the
landlord’s and the farmer's shaze is also that which is moat important for
saience. Ses AppendizxL. . . . . . .  pp 620—8630



XXX CONTENTS

Chapter X. Land tenure. §1. Early forms of Land tenure have genorally
been based on partnerships, the terms of which are determined by custom,
rathor than by conscious contrast; the so-called landlord is generally the
sleeping partner. §§ 2, 3. But cnstom is much more plastic than at first
appears, a8 is shown even by .recent English history. Caution is needed
when applying Ricardian snalyzis to modern English Iand problems; as
well as to earlier systema. The terms of partnership in them were
vague, elastie, and capabls of unocnacions modification in many ways.
$§4, 6. The advantages and disadvantages of metayage aund peasant-

- proprietorship. §§6, 7. The English system enables the landlord to
wupply that part of the capital for which he can be easily and effectively
responsible; and it gives considerabls freedom to the forces of selection,
though less than there is in other branches of industry. E§8, 9. Large
and small holdings, Co-operation. §10. Diffionlty of deciding what are
normal prices and harvests. The tenant’s freedom to make snd reap
the fruits of improvements. §1). Conflict between public and privats
interests in regard to building, open spaces, and other mattera.

PP- 631—-—659___

“Chapter XI. General view of distribution. § 1—3. Summary of the
preceding eight chapters, in which is traced & thread of continuity Iying
acroas that traced in Book V. chapter x1v., and establishing a unity between
the causes that govern the normal values of the various agents and
appliances of produotion, material and human. §4. The varicus agents
of production may bs competitors for employmens, but they are also the
sole souroe of employment for one another. How an increase of capital
enriches the field of employment for labonr. § 5. An inoreass either in
the number or in the efficiency of any group of workers generally benefits
other workers; but the former injures, while the latter benefita themselves.
It changes the marginal products of ita own labour and of other kinda of
lebonr, and thus affects ages. Need for grest care in estimating normal
marginalprodact. . . . . . . . .  pp. 660—667

Chapter XTI, Gensral Influences of progress on value, § 1. The
richness of the field of employment for capital and labour in & new country
depends partly on the access to markets in which it can sell its goods
sud mortgage its future incomes for present supplies of what it wantas,
§ 2, 3.. England’s foreign trade in laat century increased her command over
comforts and luxuries, and only within recent years has muoch inereased
her command over neceasaries. § 4. Her direct gains from the progress of
manufactures have been loas than at first sight appears; but those from the
new means of trmnsport have been greater. §5. Changes in the Isbour
values of com, meat, houss-room, fuel, clothing, water, light, news, and
travel. §§ 6-—8. Progresa has raised the labour-value of English land,
arban and rural, taken together; though it has lowered the value of moat
kinds of material appliances; and the inorease of capital has lowered ita
proportionate, bat not ita total income. § 9, 10, Nature and causes of
changes in the eamings of different induatrial olasses. § 11. The sarnings
of exceptional ability. §13. Progress has done more than is generally
thought to raize the wages of labour, and has probably lessened rather than
increased, the inconatancy of employment of free labour. pp- 668—088
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Chapter XII1. Progress in relation to standards of life. §§1,4. Stan-
dards of activities and of wants: of life and of comfort. A rise in the
standard of comfort could have raised.wages considerably in England a
century ago by checking the growth of population: but easy access to
food and rew produce from new countries has Ieft little to be done in that
direction. §§ 3—6. Efforts to regulate sotivities by reducing the hours
of work. Excessive hours are westeful But a reduction of mederate
hours lessens cutpué generally, Therefore thongh its. immediate effect
nay be to give an impetus to employment, it must soon lessen the amount
of employment at good wages, unless the leisure is 8o used as to develop
higher and Iarger activitisa. Danger of the emigration of capital, Diffionlty
of assigning observed faots to their true causes. Immediste and nltimate
reguita are often in opposite directions. § 7—9. The original aim of
trade unions waa to give the workman independence and thus to raise
his standard of life, aa much a8 to raise his wagea. The success of this
endeavour testifiea to the importance of their chief weapon——the Common
Rals. But the rigid enforcement o the lstter of that ruls is apt to cause
falss standerdization of work and to hamper enterprizse; to repel capital;
and in other ways to injure the working classea together with the rest of the
nation. §10. Diffioulties connected with changes in the purchasing power
of money, eepecially in regard to oredit fuoctuations. §§11—15. Pro-
visional conclusion as to the possibilities of mocial progress. An equal
division of the national dividend would lower the incomes of many artisan
households. Excepticnal treatment is needed for the Residuum: but the
beat means of raising the wages of unskitled work is so thorough an educa-
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hand, greatly reduce the numbers of thoss who are incapahls of any but
unskilled work; and, on the other, will inorease the numbers of those
capable of that higher constructive imagination, which is the chief source
of man's command over nature. But a truly high standard of life cannot
be attained till man haa leamnt to use leisure well; and this iu one of many
indications that violent economio ohsnges work mischisf, if they outrun
the alow transformstion of that charaoter, which mankind has inherited
from long ages of selfiahness and strife. » « + Ppp 689—722

Appendix A. The growth of free industry and enterprise, §1. Physical
canses act most powerfully in the early stagea of civiliration, which have
necesarily taken place in warm climates. §2. Divided ownership
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accompanied by great evils; many of which wers, howaver, das to othesi
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APPENDIX A.
THE GROWTH OF FREE INDUSTRY AND ENTERPRISE.

§1. TaE last section of the fimt chapter of Book L describes the arr.s, 1
purpose of Appendioes A and B; and may be taken ag an introduction
to them.

Although the proximate causee of the chief events in history are Individual
to be found in the actions of individuals, yet moat of the conditions :;t:lm;ea
which have made these eventa possible are traceable to the influence character
of inberited institutions and race qualitieg and of physical mature, 3¢t a0d
Race qualities themsslves are, however, mainly caused by the action on one
of individuals and physical causes in more or less rcmote fime, ‘“:;h::
A strong race has often aprung, in fact as well ea in name, from some much
progenitor of singular strength of Lody and character. The usages infuenead
whish make a race strong in peace and war are often due to the g:ul;g_m
wisdom of a few great thinkers who have interpreted and developed
ita customs and rulea, perhaps by formal precepts, perhaps by a quiet
and almost onperceived influence. But none of thess things sre of
any permanent avail if the climate is unfavourable to vigour: the
gifts of nature, her land, her waters, and her skies, determine the
character of the race’s work, and thus give a tone to social and political
institutiona,

These differences do not show themselves clearly so long as man Savage lite
~ is still savage. Scanty and untrustworthy as is our information about 3} u;“ul;’l::’:a
the babita of savage tribes, we know enough of them to be sure that impulse.
they show a strange uniformity of general character, amid great variety
of detail. Whatever be their climate and whatever their ancestry,
we find savages living ander the dominion of custom and impulse;
scarcely ever striking out new lines for themsclves; nover forecasting
the distant future, and seldom waking provision even for the near
fatare; fitful in epite of their servitude to custom, governed by the
fanoy of the moment; ready at times for the most arduous exertions,
but incapable of keeping themselves long to steady work. Laborious
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arp. 4,1, and tedious fasks are avoided as far as possible; those which are
— inevitable are done by the compulsory labour of women.
Physical It is when we pass from savage life to the early forms of civilization
otmogy that the influence of physical surroundings forces itself most on ocur
powerfully notice. This is partly because early history is meagre, and tells us
:“h'g’;zfy but little of the particular eventa and of the influences of strong
civilisation individual characters by which the course of national progress has
been gaided and controlled, hastened onwards or turned backwards.
But it is chiefly because in this stage of his progress man's power of
contending with nature is small, and he can do nothing without her
generous help. Nature has marked out a few places on the earth’s
aurfaco aa specinlly favourable to man's first attempts to raize himself
from the savage state; and the firet growth of onlture and the in-
dusirial arts was directed and controlled by the physical conditions
of these favoured spotsl.
which have  Even Lhe simplest civilization is impossible unless man's efforts
fa':::';ﬁ{em more than sufficient to supply him with the necessaries of life;
inwarm  some gurplus over them is required to support that mental effort in
climates.  which progress takes its rise. And therefore nearly all early civiliza-
tions, have been in warm climates where the necessaries of life are
small, and where nature makes bountiful returns even to the rudest
ocultivation, They have often gathered around a great river which hag
lent moisture to the acil and afforded an easy means of coramunica-
-tion. The rulersa have gonerally belonged to a race that has recently
come ‘from & cooler climate in a distant country or in neighbouring
Ruling ~ mountain lands; for & warm climate ia destructive of energy, and the
g'“i‘::g"g:;? force which enabled them to rule has almost in every case been the
energios to product of the more temperate climate of their early homea. They
Pt have indeed retained much of their energy in their new homes for
]
not Lo eeveral generations, living meanwhile in luxury on the surplus productas
industry.  of the labour of the subject races; and have found scope for their
abilities in the work of rulers, warriors, and pricsts. Originally
ignorant, they have quickly learnt all that their subjects had to teach,
and have gone beyond them. But in this stage of civilization an
enterprising intellectual character has almost alwnys been confined
to the ruling few, it hos scarcely ever been found in those who have
. borne the main burden of industry. .
3‘%% The reason of this is that the climate which has rondered an early
ofawatm Gvilization possible has also doomed it to weaknesst. In ocolder .
climate.

' On the general queation of the influence of physical surroundings on race
character, both direclly and indirectly, by determining (be nature of the dominant
occupations, see Enies, Politische (Ekonomie, Hegel's Philosophy of History, and
Buckle's History of Civilisation. Compare also Atislotle’s Polities, and Montes-
quien's Esprit dea Lota.

* Moatesquieu says quaintly (Bk, xrv, ch. m.) that the superiority of strength
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climates nature provides an invigorating atmosphers; and though are. s, 1L

man has a hard struggle at first, yot aa his knowledge and riches
increase be is able to gain plentiful food and warm clothing; and at
& Iater stage he provides himself with those large and substantial
buildings which are the most expensive requisites of a cultured life
in placee in which the severity of the weather makes it necessary that
nearly all domestie services and meetings for social intercourse shounld
have the protection of & roof. But the fresh invigorating air which
is necessary to the fulness of life cannot be obtained at all when
nature does mot freely give it'. The Iabeurer may indeed be found
doing hard physical work under a tropical sun; the handicrafteman
may have artistio instincts; the sage, the statesman or the banker
may be acute and subtle: but high temperature makes hard and
soatained phyeical work inconsistent with a high intellectual activity.
Under the ¢ombined influence of climate and Juxury the ruling class
gradaally lose their strength; fewer and fewer of them are capable
of great things: and at last they are overthrown by a stronger race
which haa come most probably from & cooler climate. Sometimes they
form an intermediate caste between those whom they have hitherto
ruled and their new rulers; but more often they sink down among the
spiritless mass of the people.

Such a civilization has often much that is interesting to the phile- In an early

gophical historian. Its whole life is pervaded almost wnconsciously

vilization
movement

by a few simple ideas which are interwoven in that pleasant harmony isslow, but

that gives their charm to Oriental carpets. There is much to be learnt
from tracing thess ideas to their origin in the combined influence of
race, of physical surroundings, of religion, philosophy and poetry;
of the incidents of warfare and the dominating influence of strong
individual characters. All this is instructive to the economiat in many
ways; but it does not throw a very direct light on the motives, which
it is his epecial province to study. For in such a civilization the
ablest men loock down on work; there sre no bold free enterprising
workmen, and no adventurous capitalists; despised industry is regu-
lated by custom, and even looks to custom as ita sole protector from
arbitrary tyranny.

The greater part of custom is doubtless but a orystallized form of

caused by a cold climate produces among other effects ‘“‘a greater sense of
superiority—that is, less desire of revenge; and a greater opinion of security—
that is, more [rankness, less suspicion, policy, and cunning.” Thess wirtues are
eminently belpful io economic progress.

* This may hare to be modified a little, but only a littls, it F. Galton should
prove to be right in thinking that amall numbers of a ruling race in s hot country,
en for instance the Englisb in India, will be sbls to sustain their conatitutional
vigour unimpaired for many generations by s liberal use of artificial ice, or of the
cooling effects of the forcible expansion of compresssd alr. See his Presidential
Address o the Anthropological Inatitute in 1887,

there ia
movement.
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oppression and suppreesion. But a body of custom which did nothing
but grind down the weak conld not long survive. For the strong rest
on the support of the weak, their own strength cannot sustain them
without that support; and if they organize social arrangements which
burden the weak wantonly and beyond measure, they thereby destroy
themselves. Consequently every body of custom that andures, contains
provisions that protect the weak from the most recklues forms of
injury®,

In fact when there is littls enterprise and no scope for effective
competition, oustom is a necessary shield to defend people not only
from others who are stronger than themselves, but even from their
neighbours in the same rank of life. If the village smith can sell
his ploughshares to none but the village, and if the village can buy
their shares from no one but him, it is to the interest of all that
the price should be fixed at a moderate level by custorn. By such
means custom earns sanctity: and there is nothing in the firet steps
of progreas that tends to break down the primitive babit of regarding
the innovator as impious, and an enemy. Thus the influence of
economioc causes is pressed below the surface, where they work surely
and elowly. They take generations instead of years to produce their
effect: their action is so subtle as easily to escape observation alto-
gether, snd they can indeed hardly be traced except by those who
have learnt where to look for them by watching the more conspicuoua
and rapid workings of similar causes in modern times?.

§2. This force of oustom in esrly civilizations is partly s cause
and partly a consequence of the limitations of individual righta in
property. As regarda all property more or leas, but especially aa
regards land, the rights of the individual are generally derived from
and limited by, and in every way subordinate to thoae of the housshold
and the family in the narrower sense of the term. The righta of the
household are in like manner subordinate to thoss of the village;
which is often only an expanded and developed family, acoording to
tra.dmonu'y fiotion if oot in fnct.

It is true that in an early atage of civilization few would have had

' Comp. Bagehot's Physics and Politics, also the &hngs of Berbert Spencer
and Maine,

! Thus the “maoderate level™ at which custorn fixes the price of a plonghsham
will be found whea analysed to mean that which gives the emith in the long ran
about an squal remuneration {account being taken of all bis privileges and per -
quisites) with that of his neighbours who do equaily difficult work; or in other:
worda, thal which under ¢he régime of fres enterprise, of easy communications’
and effective competition, we stwuld ¢all u normal rate of pay. If a change of
circumstances makes the pay of smiths, ineluding all indirect allowances, either
leas or more than Ahis, there almost alwaya seta in a change in the mubstance of:
the custom, often almost unrecognized and generally withoud any change in-
form, which will bring i back to thia level.
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much desire to depart for from the practices that were prevalent are. A.ﬂ

around them. However oomplete and sharply defined had been the
rights of individuals over their own property, they would have been
unwilling to face Lhe anger with which their neighbours would regard
any innovation, and the ridicule which would be poured on any one
who should set himself up to be wiser than his ancestors. But many
little changes would ocour to the bolder spirits; and if they had been
free to try experiments on their own account, chonges might have
grown by small and almost imperceptible stages, until sufficient varia-
tion of practico had been established to blur the clear ocutline oi
customary regulations, and to give considerable freedom to individum
choice. When however each head of a houschold was regarded as

only senior partner and trustes for the family property, the smalleat
" divergence from anocestral routine met with the opposition of pecple
who had & right to be consulted on every detail.

And further in the background behind the authoritative reaistance
of the family was that of the village. For though each family had sole
use for a time of ita cultivated ground, yet many operations wers
generally conducted in common, so that each had to do the same
things as the others at the same time. Each field when its turn came
to be fallow, becams part of the common pasture land; and the whole
land of the village was sabject to redistribution from time to timed,
Therefore the village hed & clear right to prohibit any innovation; for
it might interfere with their plans for the collective cultivation; and
it might ultimately impair the value of the land, snd thus injure them
when the time came for the next redistribution. In consequence there
often grew up a complex network of rules, by which every oultivator
was 80 rigidly bound, that he could not use his own judgment and
discretion even in the most trivial details®, It is probable “that this
haa been the most important of all the canses which have delayed the
growth of the epirit of free enterprise among mankind, It may be

 The Teutonic Mark system i indeed now known to have bean much lesa
general than some historians had supposed. But where it was fully developed
one smell part, the home mark, was est sside permnanently for living on, and each
family retained ita share in tijyt for ever. The second part or arable mark was divided
into three large fields, in each of which each lamily had generally several scattered
acre atrips. Two of these were cultivated every yeor, and one left fallow. The third
and [argest part was used as grazing land by the whole village in common; as was
also tha fallow field in the arable mark. In some coses the arable mark was from
time to time abandoned %o pasture, and land to make a new arable mask was cut
out of the comunon mark, and thiz involved & redistribution, Thus the treatment
of ita land by every famijly affscted for good or ill all the members of tle
vi

® Compare the Duke of Argyl’s account of Runrig cultivation in Unseen
FPoundations of Socicty, ch. Ix.
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noticed that the. collective ownership of property was in harmony ‘with
that spirit of quietism which pervades many Eastern religions; and
that its long aurvival among the Hindoos has been partly due to the
repose which is inculeated in their religious writings. -

It is probable that while the influence of custom over prices, wiges
and rent has been overrated, its influence over the forms of production
and the general economic arrangements of society has been underrated.
In the one oase its effects are obvious, but they are not ommulative;
and in the other they are not obvious, but they are cwmulative. And
it is an almoet universal rule that when the effecta of a cause,
though small at any one time, are constantly working in the same
direction, their influence is much greater than at firat sight appears
possible.

But however great was the influence of costom in early eivilization
the epirit of Greeks and Romans was full of enterpriss, and mare
interest attaches to the inquiry why they knew and cared so little for
those social aapects of economic problems which are of so great interest
to us,

§3. The homes of moat of the mlxer civilizations had been in
great river-basina, whose well-watered plains ware eeldom visited by
famine; for in a climate in which heat is never lacking, the fertility
of the soil varies almost directly with its moisture: the rivers also
offered means of easy communivation that were favourable to simple
forms of trade and division of labour, and did not hinder the movements
of the large armies by which the despotic fores of the central government
was maintained. It is true that the Phoenicians lived on the sea. This
great Semitic race did good service by preparing the way for free inter-
course argong many peoples, and by spreading the knowledge of writing,
of arithmetic, and of weights and messores: but they gave their chief
energiee 0 commeros and manufacture.

It waa left for the genial sympathies and the fresh spirit of the
Greoka to breathe in the full breath of freedom over the sea: and to

knowiedge, absorb into their own free lives the best thoughta and the highest arb
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of the Old World, Their numberless gettlements in Asia Minor, Magna
Greecia, and in Hellas proper, developed freely their own ideals ander
the influence of the new thoughts that burstapon them; having cone
stant intercourse with one another, as well as with those who held the
keys of tho older learning; shariog one another's expericnoes, buf
fettered by no authority. Energy and enterprise, instead of bc:ﬁ
represge® by the weight. of traditional usage, were encouraged to fo
& new colony and work out new ideas without restraint.

Their olimate absolved them from the need of exbausting worl:,
thoy loft to their slaves what drudgery had to be done, and gave them-
selves up to the free play of their fancy. House-rcom, olothing and
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firing cost but little; their genial sky invited them to out-of-door life, are.a, 3.
making intercourse for social and political purposes easy and with- expensive
out expense. And yet the cool breezes of the Mediterranean so far and yet did
refreshed their vigour, that they did not for many generations loee the not quiekly
spring and elasticity of temper which they had brought from their strength,
homes in the North. Under these conditions were matured a sense of

beauty in all its forms, a subtle fanoy and an originality of specalation,

an energy of politieal life, and a delight in subordinating the individual

to the State, such aa the world bas never again knownl.

-The Greeks were more modern in many respeots than the peoples Modern
of Medizval Europe, and in some reapecta were even in advance of our &;‘;’3
own time. But they did not attain to the conception of the dignity of they did
man as man; they regarded glavery as an ordinance of Nature, they ;:::':h*'f"
tolerated agriculture, but they looked on all other industriea a8 in- sconomic
volving degradation; and they knew little or nothing of those economic g"&‘:f‘::"
problems, which are of absorbing interest to our own age®. grown up

They had never felt the extreme pressure of poverty. Earth and m‘gf

#ea, and sun and sky had combined to make it easy for them to obtain the dignity
the material requisites for & perfect life. KEven their alaves had ocon- of Iabour.
giderable opportunities of culture: and had it been otherwise, there
was nothing in the Greek temper, and nothing in the lessona that the
world had up to that time learnt, to make them seriously concerned.
‘The excellence of Greek thought has made it a touchstone by which
many of the leading thinkers of after ages heve tried every new
inquiry: and the impatience with which the academio mind has often
regarded the study of economics is in & great measure due to the
impatience which the Greeks felt for the anxious carea and plodding
work of business. Y

And yet a lesson might have been learnt from the decadence of Thelr
Greece; which was brought about by the want of that solid earnest- o bre "
neas of purpose which no race has ever maintained for many genera- discipline
tions without the discipline of steady industry. Bocially and intel- f:d.ut::fyy
lectually they were free: but they had not learnt to use their freedom led to

well; they had no gelf-maatery, no steady persistent resolution. their

1 Compare Neumann and Partach, Physikalische Geographie von Gricchenland,
ch. L, and Grote's History of Gresve, Part 11. ch. 1.

% Ssa above, p. 4. Thus even Plato says:—'*Nature has made neither boot- .
makers nor blacksmiths; such occupations degrade the people engaged in them,
miserable mercenariea excluded by their very position from politie] rights.”
(Laws, x71.) And Aristotls continues:—"In the state which is beat governed the
citizens...must not lead the life of mechanies or tradesmen, for such a lifs is
ignoble and inimical to virtue,” (Politics, viI. 9; see also m1, 5,) Thess paseages
give the key-note of Greek thought with regard to business. But aa thers were
fow independent forlunes in ancient Greece, many of her best thinkers ware
compelled to take some share in business.
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They had all the quickmess of perception and readiness for new
sugyestions which are elements of business enterprise; but they had
not its firity of purpose mnd patient endurance. A genial climate
slowly relaxed their physical energies; they were without that
safeguard to strength of character which comes from resoluts and
steadfast perasistence in hard work; and at last they sank into
frivolity. :

§ 4. Civilization still moving westwards had its next ceatre In
Rome. The Romans were a great army, rather than a great nation
They resembled the Grecks in leaving business as much as possible to
slavea: but in moat other respects were a contrast to them. In
opposition to the fresh fulness of the life of the Athenianas, to the
youthful joy with which they gave free play to all their faculties and
developed their own idicsyncrasy, the Romans showed the firm will,
the iron resolution, the absorption in definite sericus sims of the
mature man’,

Bingularly free from the restrainta of custom, they shaped their
own lives for themselves with a deliberate choioe that had never been
known before. They were strong and daring, steady of purpose and
ebundant in resource, orderly in habit, and clearsighted in judgment;
and thuos, though they preferred war and politics, they bad in constant
use all the faculties required for business enterprise,

+Nor was the principle of association inactive, Trade gilds had
some vigour in spite of the paucity of artisans who were free. Thosé
methods of combined action for business purposes, and of preduction
on a large scale by slave labour in factories, in which Greece had been
the pupil of the East, gained new strength when imported into Rome.
The facul{jes and the temper of the Romans fitted them especially well
for the management of joint-stock companies; and a comparatively
small number of very wealthy men, with no middle class, were able,
with the aid of trained slaves and freedmen, to undertake large con-
tracts by Iand and by sea mt home and abroad. They made capital
hateful; but they made it powerful and efficient; they developed the

! This fundamental! opposition batwean the Greek and Roman tempars was
made clear by Hegel in his Philosophy of History. “Of the Greeks in the first
genuine form of their freadom we may aasert that they had no conscience; the
babit of living for_their country withoui further analysia or reflaction was the -
principls dominank among them...Subjectivity plunged the Greek world into
ruin”; and.the harmonious postry of the Greeka mads way lor “the prose lite of
the Romans,” which was full of subjectivity, and *s hard dry contemplation of
cortain voluntary sims.” A generous, though discriminating, tribute to the services
which Hegel indirectly rendered to Historical Economics is given by Roscher,
Geich. der Nal, Ek. in Deutschland, §188, Compare nlsc the chapters on .
Religion in Mommsen’s History, which seem to have been much influenced by .
Hegel; also Ksutz, Entvickslung der National-TEkonomis, BL. L
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appliances of money-lending with great energy; and partly in ocon-
soquence of the unity of the imperial power, and the wide extent of
the Roman language, there was in some important respeots mare
freedom of commeroe and of movement throughout the civilized world
in the days of the Roman Empire than even now.

When, then, we recollect how great a centre of wealth Rome was;
how monstrons the foriunes of individual Romans (and they have only
recently been surpassed); and how vast the soale of ber military and
civil affairs, of the provision needed for them and of the machinery of
her traffio; we cannot wonder that many writera have thought they
found much resemblance between her economic problems and onr own.
But the resemblance ia superficial and illusory. It extends only to
forma, and not to the living epirit of national life. It does not
extend to the recognition of the worth of the life of the common
people, which in our own time is giving to economio science its highest
interest.

In ancient Rome industry and commerce lacked the vital strength
which they bave sttainel in more recent times. Her imports were
won by the sword; they were not bought with the products of akilled
work in which the citizens took & worthy pride, as were those of Venice
or Florence or Bruges. Traffic and industry alike were pursned almost
with a sole eye to the money gains to be derived from them; and the
tone of busineas life was degraded by the public disdain which ahowed
itself in the “legal and practically effective restriction” -of the
Senators from all forms of business except thoss connected with the
land. The Equites found their richest gains in farming the taxes,
in the plunder of provinces, and, in Iater times, in the personal favour
of the Emperors, and did not cherish that spirit of probity snd
thorough work which are needed for the making of a great national

1 See above, ch. 1. § 2. The misundsrstanding is in some measure attributable
to the influence of the pensrally acute and well-balanced Roscher. He took a
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special delight in pointing out analugies between ancient and modern problems;

and though he mlso pointed out differences, yet the general inftuence of his
writings tendsd to mislead. (His position is well criticized by Enies, Politische
Ekmomia vom  guschichilichen Siandpunkie: especiaily p, 891 of the second
edition.)

¢ Friedlander, Sittengeschichle Roms, p. 225, Mommsen goes so far as to say

{History, Book 1V. ch. x1.):—"0f trades and manufactures there is nothing to be

said, except that the Italian nation in this respect pemsevered in an inactivity
bordering on barbarism....The only brilliant side of Roman private economics was
money dealing and commerce,” Many passages in Cairnes’ Slave Powsr read like
modern versions of Mommsen's History. Even in the towns the lot of the poor free
Roman meembled that of the “mean white™ of the Southern Slave Statea,
Latifundia perdidere lialiam; but they were farms like those of the Southern
States, not of England, The weaknees of free labour at Home is shown in
Liebenam's Geschichis det romischon Fareinrverens.
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aPP, A, 4. trode; and at length privete enterprise was stifled by the ever-growing
—  shadow of the State®.

But th But though the Romans contributed but little directly to the
i‘l’l‘;“tﬂm progress of economic science, yet indirectly they exerted a profound
law of influence over it, for good and evil, by laying the foundations of modern
g’:l’;:;y jurisprudence. What philosopbic thought there was in Rome was
,,.,50..,;;‘,, chiefly Stoio; and most of the great Roman Stoics were of Qriental
d the ~ origin. Their philosophy when t{ransplanted to Rome developed a
;%ﬁ&'; great practical power without losing its intensity of feeling; and in
experience apite of its severity, it had in it much that is kindred to the sugges-
%‘u",':,:,lf' %! tions of modern social sciemce. Most of the greot lawyers of the
lawyers  Empire were among its adherenta, and thus it set the tone of the later
Roman Law, and through it of all modern European Law. Now the

strength of the Roman State had caused State rights to extingmish
those of the Clan and the Tribe in Rome at an earlier stage than in

Greoece. But meany of the primitive Aryan babita of thought as to

property lingered on for & long while even in Rome. Great as was the

power of the head of the family over its members, the property which

he controlled was for a long time regarded as vested in him as the
representative of the family rather than as an individual. But when

Rome had become imperial, ber lawyers became the nltimate interpre-

tera of the legal rights of many nationa: and under Stoio influence they

get themselves to discover the fundamental Laws of Nature, whick

they believed to lie in concealment at the foundation of all particular

oodes. This search for the universal, as opposed to the accidental

elementa of justice, acted as a powerful solvent on rights of commen

holding, for which no other reason than that of local usage couid be

ledthem given. The later Roman Law therefore gradually but steadily enlarged
g'.g‘l’::lg{ the sphere of contract; gave it greater precision, greater clasticity, and
thesphere greater strength. At last almost all social arrangements had come
ol contract. pnder its dominion; the property of the individual was clearly marked

! One aspect of this is deseribed by Schmoller fu his short but excellent account
of the Trading Companies of Antiquity. Alter showing how trading groups
of which all the members belong to one family may thrive even among primitive
peoples, ha argues (Jahrdueh fir Geecisgebung, xVI. pp. T40—2) that no form of
businegs mpsociation of the modern type eould flourish long in such conditions
&8 thoss of ancient Rome unless it had some exceptional privileges or advantages
a8 the Seciclater Publicanorum had, The resson why we moderns succeed in
Lringing and keeping many paople * under the same hat™ to work Logether, which
Antiquity failed in doing, “is %0 be sought exclusively in the higher level of
intellectunl and moral strength, and the greater poasibility now than then of
binding together meu's ogoistic commercinl energiss by the bonds of social
sympathy.” See also Deloume, Ler Manienrs £'4rgent & Roms; an articls oo
State control of Industry in the fourth century by W. A. DBrown in the Politica!
8cience Quarterly, Vol. 1.; Blanqui's Hisigry of Political Economy, cha. v. snd vL;
snd Ingram’s History, t-.b. m
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ont, and be could deal with it a3 he pleased. From the breadth and .ve. s, 5.

nobility of the Stoie charscter modern lawyers have inherited a high
standard of duty: and from its austere self-determination they have
derived a tendency to define sharply individoal rights in property.
And therefors to Roman and especially Stoic influence we may trace
indirectly much of the good and evil of our present economic system:
on the one hand much of the untrammelfled vigour of the individual
in managing his own affairs; and on the other not a lLttle harsh
wrong done under the cover of rights established by a system of law,
which has held itz ground becanse its main principles are wise and
jost.

—t

The strong sense of duty which Stoiciam brought with it from ita Buta new
Oriental homo bad in it something also of Eastam quietism The %Pirlt ¥sa

Stoie, t.huughmhvemweﬂ-dmng,waspmudofbmngmpﬂmrtoﬂm
troubles of the world: he took his share in the turmuil of life because
it was his duty to do so, but he never reconciled himself to it: his life
remained sad and stern, oppressed by the conscionsness of ita own
failures. This inner contradiction, as Hegel says, could not pass away
till inward perfection waa recognized aa an object that could be attained
only throngh self-renuncistion; and thus itsa pursuit was reconciled
with those failares which necesearily accompany all social work. For
this great change the intense religious feeling of the Jews prepared the
way. But the world was not ready to enter into the fulness of the
Christian spirit, till & new tone had been given, to it by the deep
personal affections of the German race. Even among the German
peoples true Christianity made its way slowly: and for s long &mse «
after the fall of Rome there was chaos in Western Evrope.

§5. The Teuton, strong and resolute as he was, found it very Fhe

djEmltmﬁvahimselemthebondsdcmtommdoiignommThem”;
hmsndﬁdehty'whmhganhmhmspemnlstmngth,mchnedmm

him to cherish overmuch the institutions and eustoms of his fa.nuly

and his tribe. No other great conguering race has shown so ht.t.lah,h,d
capacity as the Tentons have done for adopting new ideas from the conguared

more cultured, though weaker, people whom they conquered. They
prided themselves on their rude strength and energy; and cared lLittle
for knowledge and the arts. But theee found a temporary refuge on
the. Eastern coasta of the Mediterranean; until another conquering
rave coming from the south was ready to give them new life and
vigour. .

The Saracens learnt eagerly the boet lessons that the conquered

3 Hegul (Philosophy of History, Part 1v.) goes to the rooi of the matter when
he speaks of their energy, their free spiris, their absohite sell-determination
{Eigeasinn), their beartiness (Gemiith), and adds, * Fidelity is their second watch-
word, as Freedom in the first.”
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THE GROWTH OF FREE INDUSTRY AND ENTERPRISE

had to teach. They nurtured the arts and sclences, and kept alive the
toroh of learning at a time when the Christian world cared little
whether it went out or not; and for this we must ever owe them
gratitude. But their moral nature was not ao full as that of the
Teutons. The warm climate and the sensuality of their religion
oaused their vigour rapidly to decay; and they have exercised very
little direct influence on the problems of modern civilizationt.

The education of the Teutons made slower but surer progrus.
They carried civilization northwards to a climate in which sustained
bard work has gone hand in hand with the slow growth of sturdy
forms of culture; and they oarried it westwards to the Atlantic.
Civilization, which had long ago left the shores of the rivers for
those of the great inland sea, was ultimately to travel over the vast
ocean.

But thess changes worked themselves out slowly. The firet point
of interest to ns in the new age is the re-opening of the old conflict
between town and nation that had been suspendod by the universal
dominion of Rome; which was indeed an army with head-quarters in a
town, but drawing its power from the broad land.

§ 6. Until a few years ago complete and direct self-government; by
the people was impossible in a great nation: it eoculd exist only in
towns or very amall territories. Government was necessarily in the
Rande of the few, who looked upon themselves as privileged upper
clanses, and who treated the workers as lower classes. Consequently
the workers, even when permitted to manage their own local affairs,

- were often wanting in the courage, the self-reliance, and the habits of

mental activity, whioh are required as the basis of business enterprise.
And as a matter of fact both the central Government and the local
magnates did interfere direotly with the freedom of industry; prohibit-
ing migration, and levying taxes and tolls of the moat burdensome
and vexatioms character. Even those of the lower classes who were
nominally free, were plundered by arbitrary fines and dues levied
under nll manner of excnzes, by the partial administration of justice,
and often by direct violence and open pillage. These burdens fell
chiefly on just those people who were more industrious and more
thrifty than their neighbours—those among whom, if the country bhad
beca free, the spirit of bold enterprise would graduslly have arisen to
shake off the bonds of tradition and oustom.

Far different was the state of people in the towns. There t.he
industrial classea found strength in their numbers; and even when
unable to gain the upper hand altogether, they were not, like their

A brillinnt eulogy of their work is given by Drupor, Intallectual Dwdops.J
of Burope, ch. XH0,
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brethren in the country, treated as though they belonged to a different
order of beings from their rulers. In.Florence and in Bruges, as in
ancient Athens, the whole people could hear, and sometimes did hear,
from the leaders of publio polioy a statement of their plans and the
reasons for them, and could signify their approval or disspproval before
the next step was taken. The whole people conld on occasion discuss
together the social and industrial problems of the time, knowing each
other's connsel, profiting by each other’s experience, working out in
common & definite resolution and bringing it into effeot by their
own action. But nothing of this kind could be done over a wide
area till the invention of the telegraph, the railway aund the cheap

By their aid a nation can now read in the morning what its leaders
have said on the evening before; and, ere another day has passed, the
judgment of the nation on it iz pretty well known. By their aid the
oouncil of a large trades union can at & trifling cost submit & difficult
question to the judgment of their members in every part of the countxy
and get their decision within a few days. Even a large country can
now be ruled by ita people; but till now what was called *popular
Government™ waa of physical neceesity the government by a more or
loes wide oligarchy. Only those few who could themselves go fre-
quently to the centrs of Government, or at least receive constant
communication from it, could take part directly in government. And
though » much larger number of people would kuow enough of what
was going on to make their will broadly effeative through their choice
of representatives, yet even they were a amall minority of the nation
till a fow years ago; and the representative system ifself is only of
recent, date.

§7. In the Middle Agea the history of the rise and fall of towns
is the history of the rise and fall of successive waves on the tide of
progress. The medimval towns as a rule owed their origin to trade
and industry, and did not despise them. And though the wealthier
citizens were sometimes able to set np & close government in which the
workers had no part, they seldom retained their power long: the
great body of the inhabitants frequently had the full righta of citizens,
deciding for themselvea the foreign end domeatio policy of their city,
and at the same time working with their hands and taking pride in
their work, They organized themselves into Gilds, thus incrsasing
their cohesion and educating themselves in self-government; and
though the Gilds were often exclusive, and their trade-regulations
ultimately retarded progress, yet they did excellent work before this
deadening influence had shown itselfl,

! What is true of tbe great free twwns, Lhat ware praciically aulonomous, ia
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The citizens gained- colture without losing energy; without
neglecting their business, they -learnt to take an intelligent intereat in
many things besides their business. They led the way in the fine arts,
and they were not backward in those of war. They took pride in
magnificent expenditure for publio purpoees; and they took equal
pride in & careful husbanding of the public resources, in clear and
clean State budgets, and in systems of taxes levied equitably and bagsed
on sound business principles. Thus they led the way towards modern
industrial civilization; and if they had gone on their courase undisturbed,
and refained their firat love of liberty and social equality, they would
probably long ago have worked out the eolutiovs of many social and
economio problems which we are only now beginning to face. But
after being long troubled by tumults and war, they at last succumbed
to the growing power of the countriez by which they were surrounded;
and indeed when they had obtained dominion over their neighbours,
their own rule had often beem harsh and oppressive, so that their
ultimate overthrow by the country was in some degree the result of a
just retribution. They have suffered for their wrong-doings: but the
fruit of their good work remains, and is the source of much that is best
in the social and saonomic traditions that our age has inherited from its
predeceasora.

§8. Feudalism was perhaps s necessary stage in the development
of the Teutonio race. It gave scope to the political ability of the
dominant class, and educated the common people in habits of discipline
and order. But it concealed under formm of some outward beauty
much cruelty and uncleanness, physical and moral. The practices of
ochivalry combined extreme deference {0 women in public with domestic
tyranny: elaborate rules of courteay towards combatantsa of the
knightly order were maintained by the side of cruelty and extortion in
dealing with the lower classes. The ruling classee were expected to
discharge their obligations towards one another with frankness and
generogity’. They had ideals of life which were not devoid of nobility;

true in a less degree of the so-called free boroughs o! England. Their con-
stitutions were even more various shan ihe origing of their liberties; but it
now seems probabls that they were generally more democratic and less oligarchic
:ianmatmﬁmnmppoud. See etpecially Groms, Ths Gid Merchant,
YL .
! But treachory wea common in ltalian cities, and was not wery mare in.
northemn castles, Peopls compassed the death of their acquaintances by assas-
sination and poison: the hoet was often expscied to taste the food and drink
which he offered to his guest. As w painter rightly Alls his canvas with the '
noblest faces ke can find, and keeps as much in the background as possible what '
in ignolle, so the populn historian may be justified in exciting the emulstion of -
the young by historical pictures in which the lives of noble men and women stand ;
oud in bold relief, whils a veil is drawn over much of ehelunwndmgdnpnnty‘
Bub whanwamnoukubekol the world's progress, we muss reckon the avil
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(£

and therefore their characters will always ‘have some attractivences are. a4, 8.
to the thoughtful historian, as well as to the chronicler of wara of

splendid shows and of romantic incidenta, But their consciences ware
satisfied when they had acted up to the code of duty which their own
clasa required of them: and one article of that code was to keep the
lower classes in their place; though indeed they were often kind and
even affectionate towards those retainers with whom they lived in
daily contact.

So far as cases of individual bardship went, the Church strove to The

defend the weak and to diminish the gufferings of the poor. Perhaps gg;;-:gm
those finer natures who were attracted to its servioo might often have growth of
exercised a wider and & better influencs, if they had been free from the $EoROM©
vow of celibacy, and able to mingle with the world. But this is no in some

reason for rating lightly the bensfit which the clergy, and still more &%

the monks, rendersd to the poorsr classes. The monasteries were the
homes of industry, and jn particular of the ecientifio treatment of
agriculture: they were secure colleges for the learned, and they were
hospitals and alms-houses for the suffering. The Church acted aa
a peace-maker in great matters and in small: the festivals and the
markets held under ita authority gave freedom and safety to tradel.

Again, the Church was a standing protest against caste exclusive-
ness. It was democratio in ite organization, as was the army of ancient
Rome. It waa always willing to raise t0 the highest posts the ablest
men, in whatever rank they were born; its olergy, and monastio orders
did much for the physical and moral wellbeing of the people; and it
sometimes even led them in open resistance to the tyranny of their
rulers?,

of past Limes as it really was. To be more than just to our ancestors is to be leas
than just to the best hopes of our race.

! Weo are perhaps apt to lay too much stress on the condemnation by the
Church of “usury” and some kinds of trade. There was then very littls acope
for lending eapital to be used in business, and when there twas, the probibition
could be evaded by many devices, some of which were indeed sanctionsd by tbe
Church itself. Though St Chrysostom sald that “he who procures an article
t make profit by dispoaing of it eatire and unaltered, is ejected from the temple
of God™; yet ths Church encouraged merchants to buy and sell goods unaltered at
fairs and elsewhere. The suthority of Church and State and the prejudices of
the people combined to put dificulties in the way of those who bought up large
quantitios of goods in ordet to sell them retail at a profit. But though much of
the businesa of Lhesa people was legitimate trade, some of it wes certainly
analogous o the “rings” and “comers” in modern produre markets, Compare
the excellent chapter on the Canonist Doctrine in Ashley’s Hisiory and the notics
ol it by Hewins in the Economic Review, Vol. Iv.

8 Indirectly it sided progreas by promoting the Crusades; of which Ingrarm well
says (History, ch, 1.} that they * produced a powerlul economic effect by tranaferring
in many cases the possessions of the feudal chiofs to the industirial classes, whilss
by bringing different nations and races into contact, by eninrging the horizon
and widsning the conceptions of the populations, as well as by aflording & special
stimulua to navigation, thiey teaded to give u new aclivity to internstional teads.”

w . 24
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But, on the other hand, it did not set itself to belp them to develop
their faculties of self-reliance and self-determination, and to attain true
inner freedom. While willing thst those individuals who had excep-
tional natural talents should rise through its own offices to the highest
posts, it helped rather than hindered the forces of feudalism in their
endeavour to keep the working classes a8 & body ignorant, devoid of
enterprise, and in every way dependent on those above them, Tentonie
feudalism was more kindly in its instincts than the military dominion
of ancient Rome; and the laity as weil as clergy were influenced by
the teffohings, imperfectly underatood as they were, of the Christian
religion with regard to the dignity of man as man. Nevertheleas the
rulers of the country districts during the early middle ages united all
that was most powerful in the Oriental aubtlety of theocratio caate and
in the Roman force of discipline and resclution; and they used their’
combined strength in such a manner as on the whole to retard the
growth of atrength and independence of charsocter among the Iower
orders of the people.

The military force of feudalism was however for & long time weak-
ened by local jeslousies. It was admirably adapted for welding into
one living whole the government of a vast area under the genius of &
Charles the Great: but it was equally prone to dissipate itself into its
constituent elements as soon as its guiding genius was gone, Italy was
for a long time ruled by its towns, one of which indeed, of Roman
descont, with Roman ambition and hard fixity of purpose held its
water-ways againat all attack till quite modern times. And in the
Netherlanda and other parts of the Continent the free towns were long
ablo to defy the hostility of kinge and barons around them. But at
length etable monarchies were established in Austria, Spain and
France. A despotic monarchy, served by a few able men, drilled and
organized the military forcea of vast multitudes of ignorant but sturdy
country folk; and the enterprise of the free towns, their noble combina-
tion of industry and culture, was cut short before they had had time to
outgrow their early mistakes.

Then the world might have gone backwards if it had not happened
that just at that time new forces were rising to break up the bonds of
oonatraint, and spread freedom over the broad land. Within a very
short peried came the invention of printing, the Revival of Learning, the
Reformation, and the discovery of the ocean rontes to the New World*
and to Indis. Any one of these svents alone would have been sufficient
to make an epoch in history; but coming together aa they did, and
warking all in the same direotion, they effected » complete revolu-
tion.

Thought became comparatively free, and knowledge ceased to be’
sliogether inaoccssible to the people. The free temper of the Greeks'
rovived; the strong self-determining spirits gained new strength, and
were able to extend their influence over others. And & new continend
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suggested new problems to the thoughtful, at the same time that it are. A,9
offered a new scope to the enterprise of bold adventurera.

§9. The oountries which took the lead in the new maritime The firat
edventure were those of the Spanish Peninsuls. It seemed for a time Denehit
as though the leadership of the world, having settled firat in the most maritime
easterly peninsuls of the Meditetrancan, and thence moved to the discoveries

be
middle peninsula, would settle again in that westerly peninsula which gm‘

belonged both to the Mediterranean and the Atlantic. But the power P

of industry had by this time become sufficient to sustain wealth and

civilization in s nortbern climate. Spain and Portugal ochld not

hold their own for long agsinst the more sustained energy and the

more generous 8pirit of the northern people.

. The early history of the people of the Netherlands is indeed @ Butsoon
brilliant romance. Founding themselves on fishing and weaving, they ;ﬂ:::d

ar

built up s noble fabric of art and literaturs, of science and government. on, to

But Spain set herself to crush out the rising spirit of freedom, as Persia Holland;

had done before. And as Persia strangled Ionia, but only raised yet

higher the spirit of Greece proper; so the Austro-Spanish Empire sub-

dued the Belgian Netherlands, but only intensified the patriotism snd

energy of the Dutch Netherlands and England.

Holland suffered from England’s jealousy of her commerce, but satill
more from the restleas military ambition of France. It soon became
clear that Holland was defending the freedom of Europe againat French
aggreasion. But at a critical time in her history sho was deprived ¥ the
aid she might reasonably have expeoted from Protestant Englund} and
though from 1688 onwards that aid was liberally given, her bravesttand -
most generous sons had then already perished on the baitle-field, and
she was overburdened with debt. She has fallen into the backgroumd:
but Englisbmen above all others are bound to acknowledge what
she did, and what more she might have done for freedom and
enterprise.

France and England were thoa left to contend for the empire of the to France;

ocean. Frence had greater natural resources than any other northern
country, and more of the apirit of the new age than any southern
country; and she was for some time the greatest power of the world.
But shes squandered in perpetusl wars her wealth, and the blood of
the best of those citizens whom she had not slready driven away by
relizions persecution. The progress of enlightenment brought with it
nogeneroaityont.hepmdthemlingelultowudnthomled and no
wisdom in expenditure.

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

§ 10. England’s geographical position caused her to be peopled
by the strongest members of the strongest races of northern Europe; a
proceas of natural selection brought to her shores those membera of
each mufceasive migratory wave who were most daring and self-reliant.
Her climate is better adapted to sustain energy than any other in the
northern hemisphere. She i8 divided by no high hills, and no part of
her territory is more than twenty miles from navigable water, and thus
there was no material hindranoe to freedom of intercourse between her
different parts; while the strength and wise policy of the Norman and
Plantagenet kings prevented artificial barriers from being raised by
local magnatea.

As tho part which Rome played in history it chiefly due to her
having combined the military strength of & great empire with the
enterprise and fixedness of purpose of an oligarohy reaiding in one city,
80 England owes her greatneas to her combining, as Holland had done
on & smaller scale before, much of the fres temper of the medimval city
with the strength and broad baais of a nation. The towna of England
had been less distinguished than those of other lands; but she asaimi-
Iated them more easily than any other country did, and so gnined in
the long run most from them,

The custom of primogeniture inclined the younger mons of noble -
families to soek their own fortunes; and having no special caste -
privileges they mixed readily with the common people. This fosion of
different ranks tended to make politics business-like; while it warmed
the veins of business adventure with the generous daring and romantic -
aspirations of noble blood. Resolute on the one hand in resistance to
tyranny, and on the o.her in submission to authority when it is justified
by their reason, the English have madoe many revolutions; but none
withont a definite purpose. While reforming the constitution they
have abided by the law: they alone, unlees we except the Dutch, have
known how to combine order and freedom; they alone have umted
a thorough reverenoe for the past with the power of living for tha
future rather than in the past. But the strength of character.
which in later times made England the lesder of manufscturing
progress, showed itself at first ohiefly in politice, in war, and in
agrioulture.

The English archer was the forerunner of the English artisan, He:
had the same pride in the superiority of his food and his physique’
over those of his Continental rivals; he had the same indomitable
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perseverance in aoguiring perfect command over the nss of his hands, 4rr. 4, 10.
the same free independence and the same power of self-control and of lm;;:hey
rising to emergencies; the same habit of indulging his humours when showed
the oocasion was fit, but, when & crisis arose, of preserving discipline :;fe'::"‘
even in the face of hardship and misfortunel. modern

But the industrial facultiea of Englishmen remained latent for aﬁm'
long time. They had not inherited much acquaintance with nor much action.
care for the comforts and luxuriea of civilization. In manufaoturcs of
all kindas they lagged behind the Latin countries, Italy, France and
Spain, as well as the free cities of northern Europe. Graduslly the
wealthier classea got some taste for imported luxuries, and England’s
trade slowly increased.

But there was for & long time no sign on the surface of her future Their
commerce. That indeed is the product of her apecial circnmstances as t,l':iﬁ‘h:;l )
much as, if not more than, of any natural bias of her people. They ,:qumc, '
bad not originally, and they have not now, that special liking for of their
dealing and bargaining, mor for the more abstract side of financial ;",,‘,‘J.’lﬁ{i‘,,':,
business, which is found among the Jews, the Italians, the Greeks and and in
the Armenians; trade with them has always taken the form of action avigation.
rather than of mancuvring and apsculative combination. Even now
the subtlest financial speculation on the London Stock Exchange is
done chiefly by those races which have inherited the same aptitude
for trading which the English have for action.

The qualities which bave caused England:in later times under The
different circumatances to explore the world, and to make goods and ::é’;n"‘i‘::f
carry thom for other countries, caused her even in the Middle Ages to tion of
pioneer the modern organization of agriculture, and thus to set the ;f;“;lfe‘:i“
roodel after which most other modern business is being moulded. She the way
took the lead in converting labour duea into money payments, a change :’;’m“";:
which much increased the power of everyone to steer his course in life facturs,
sccording to his own free choice. For good and for evil the people were
set fres to exchange away their rights in the land end their obligations
to it. The relaxation of the bonds of custom was hastened alike by the
great rise of real wages which followed the Black Death in the four-
teenth century; and by the great fall of real wages which, in the
sixteenth century, resulted from the depreciation of silver, the debasc.
ment of coin, the appropriation of the revenues of the monaateries to
the purposea of court extravagance; and lastly by the extension of
sheep-farming, which set many workers adrift from their old homes,
and lowersd the real incomea and altered the mode of life of those who

1 For the purposes of statistical comparison the well-to-do yeoman must be
ranked with the middle classes of to-day, not with the artisans. For thoss who
were better off than he were very few in number; whils the great mass ol the
people wero far below him; and were worse off in almoat every raspect than thay are
now.
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remained. The movement waa further sxtended by the growth of the
royal power in the hands of the Tudors, which put an end to private
war, and rendered useless the bands of retainers which the barons and
landed gentry bad kept together. The habit of leaving real property
to the eldest eon, and distributing personal property smong all the
members of the family, on the one hand increased the size of landed
properties, and on the other narrowed the capital which the owners
of land had at their own command for working it

These causes tended to establish the relation of landlord and tenant
in England: while the foreign demand for English work snd the
English demand for foreign luxuriee led, especially in the mixteenth
contury, to the concentration of many holdings into large sheep.runs
worked by capitalist farmers. That is, there was & great increase in
the number of farmers who undertook the management and the risks
of sgriculture, supplying some capital of their own, but borrowing the
land for a definite yearly payment, and hiring labour for wages: in like
manner a3, latat on, the new order of English business men undertook
the management and the risks of manufacture, supplying some capital
of their own, bat borrowing the rest on intereat, and hiring labour for

.wagea. Free enterprise grew fast and fercely, it was one-sided in its

action and cruel to the poor. But it remains true that the English large
farm, arable and pastoral, worked with borrowed oapital, was the fore-
runner of the English factory, in the same way as English archery waa
the forerunner of the akill of the English artisan?,

§ 11. Meanwhile the English charaoter was deepening. The
natural gravity and intrepidity of the stern races that had settled on
the shores of England inclined them to emhrace the doctrines of the
Reformation; and thess reacted on their habita of life, and gave a tone
to their industry, Man was, a8 it were, ushered straight into the
presence of his Creator, with no human intermediary; and now for
the firat time large numbers of rude and unocultured peopls yearned
towards the mysteries of absolute spiritual freedom. The isolation of
each person's religious responsibility from that of his fellows, rightly
anderstood, was a neceasary condition for the highest spiritual pro-
greas’. But the notion was new to the world, it waa bare and naked,

' Rogers says that in the thirteenth century the value of arsble land was
anly a ihied of the capital required 1o work it; and he belisves that so long aa the
owner of the land was in the habit of cultivating it himasell, the eldest son often
usad various devices for alienating s part of his land to his younger brotbers
in erchange for some of their capital Sis Cemiuries of Work ond Wages,
rp- 51, 2.

* This parsllelism is further developed in Book V1.; see especially ch 1x
§6.

* The Relormation “‘was tha affirmation...of Individuality....Individuality is’

not the wum of life, but it is an essential pars of Life in svery vegion of our nature
swul our work, in our work for the part and for the whole, 1k is true, though it
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not yet overgrown with pleasant instincts; and even in kindly natures are. 13,

individuality showed iteself with a hard sharpness of outline, while
the coarser naturea became self-conacious and egotistic. Among the
Puritans especially, the eagerneas to give logical definiteness and pre-
cimion to their religious oreed was an absorbing passion, hostile to all
lighter thoughts and Hghter amnsements. When ocoasion arose they
could take combined action, which was made irresistible Ly their
resolute will But they took Iittle joy in society; they shunned
public amusements, and preferred the quiefer relaxationa of home
life; and, it must be confessed, some of them took an attitude hostile
to artl,

The first growth of strength had then something in it that was which eup-
rude and ill- mannered; but that strength was required for the next ::“d the
stage upwards. It needed to be purified and softened by much tribu- pecessary

Iation; it needed to become less self-assertive withont becoming weaker,

for the )
next stage

befors new instinets ¢ould grow up around it to revive in & higher form of social
what was most besutiful and most solid in the old collective tendenciea. lie-

It intensified the affections of the family, the richest and fulleat of
earthly feelings: perhaps there never has been before any meaterial of

textare at once so etrong and so fine, with which to build up a nobls .

fabric of social life.

Holland and other couniries shared with England the great ordeal
which was thus opened by the spiritual upheaval that closed the
middls ages. But from many points of view, and especially from that
of the eoonomist, England’s experiences were the most instractive
and the most thorough; and were typieal of all the rest, England
led the way in the modern evolution of industry and enterprise by
free and self-determining energy and will.

§12. England's industrial and commercial characteristica were The

intensified by the fact that many of those who had adopted the new

seriousness
of the

doctrines in other countries sought on her shores a safe aaylum from chamm
religions persccution. By a sort of natural selection, those of the of the

French and Flomings, and others whose character was most akin to

not the whole truth, that we muat live and dis alons, alone with God.” Weatcott's
Social Aspects of Christianity, p. 121. Comp. also Hegel's Fhilosophy of Hislory,
Part 1v. section iii. ch. 2.

3 The licentiousneas of some forms of art created in serious bul narrow minds
a prejudice against all art; and in revenge socialists now rail at the Reformation
as having injured both the social and the artistic instincts of man. But it may be
questionsd whether the intensity of the feclings which were engendored by the
Beformation has not euriched art more than their susterity bas injured it. They
bave developod w-literature and a music of their own; and if they have lsd man to
think alightingly of the beauty of the works ol his own hands, they have certainly
increased his power of spprecinling the beauties of nature, It is ao sccidents that

landscape painting owes most to lands in which the Helfurmed religion has pre-
vuiled.
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the English, and who had been led by that character to study thorough-
ness of work in the manufacturing arts, came to mingle with them, and
to teach them thoss arts for which their character had all along fitted
them’. During the goventeenth and eightesnth centuries, the court
and the upper classes remained more or lesa frivolous and licentious;
but the middle class and some parts of the working class adopted a
severe view of life; they took litile delight in amusements that inter-
rupted work, and they had a high standard as to thoss material com-
forta which could be obtained only by unremitting, hard wark, They
sirove to produce things that had & eclid and lasting utility, rather
than thoss mited only for the purpose of festivities and ostentation.
The tendency, when once it hed set in, was promoted by the climate;
for, though not very soevere, it is specially unsuited to the lighter
amusements; and the clothing, house-room and other requisites
fur & ocomfortable existence in it, are of a specially expensive
oharacter,

These were the conditions mmder which the modern industriai life
of England was developed: the desire for material comforts tends
towards a ceaseless atraining to extract from every week the greatest
amount of work that can be got ont of it. The firm resolution to
submit every, amotion to the deliberate judgment of the reason tends
to make everyone constantly ask himself whether he counld not improve
hih position by changing his business, or by changing his method of
doing it. And, lastly, complete political freedom and security enables
everyone to adjust his conduet as he has decided that it is his interest
to do, and fearlessly to commit his person and his property to new and
distant undertakings.

In short, the same canges which have enabled England and her
colonies to sst the tons of modern polities, bave made them also set
the tone of modern business. The same qualities which gave them
political freedom gave them also free enterprise in industry and
oommerce,

§18. Freedom of industry and enterprise, so far as its action
reaches, tends to cause everyons to seek that employment of bis labour
and oapital in which he can turn them to best advantage; and this-
again leads him to try to obtain a special skill and facility in some
partionlar taak, by which he may earn the means of purchasing what
he himaelf wants. And hence results & complex industrial organization, -
with much subtle division of labour.

Some sort of division of labour is indecd sure to grow up in any’
civilization that has held togethar for a long while, however primitive

1 8miles Las shown that the debt which England owes to these immrgnnuf
;‘ Ell;am than historiana have supposed, though they have alwnys ruted lg.
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ite form. Even in very backward ocuntries we find highly specialized arr. - 4, ] 18.
trades; but we do not find the work within each trade so divided up
that the planning and arrangement of the business, ita management
and its risks, sre borne by one set of people, while the manual work
required for it is done by hired labour. This form of divigion of labour
is st once characteristic of the modern world generally, and of the
English race in particular. It may be merely a passing phase in .
man's development; it may be swept away by the further growth of
that free enterprise which has called it into existence. But for the
present it stands ont for good and for evil as the chief fact in the
form of modern civilization, the kernel of the modern economio
problem.

The most vital changea hitherto introduced into industrial life, especially
centre around this growth of business Undertakers’, We have already ' in "h
seen how the undertaker made his appearance st an early stage in ment of
England’s agricultare. The farmer borrowed land from his landlord, business,
and hired the necessary labour, being himself responsible for the
management and risks of the business. The selection of farmers has
not indeed been governed by perfectly free compstition, but has been
restrioted to a certain extent by inheritance and by other influsnces,
which have often caused the leadership of agricultural induatry to fall
into the hands of people who have had no special talents for it. Buf
England is the only country in which any conaiderable play has been
given to matural selection: the agricultural systeis of the Continent
have allowed the aocident of birth to determine the part which every
man ghould take in cnltivating land or controiling its cultivation. The
greater energy and elssticity obtained by even this narrow play of
selection in England, heas been sufficient to put English agriculture in
advanoce of all othera, and has ensbled it to obtain a much larger
produce than is got by an equal amount of labour from similar eoils in
any other country of Europest,

But the natural selection of the fitteat to undertake, to organize, and the
and to manage has much greater scope in manufacture, The tendency m
to the growth of undertakers in manufactures had set in before the industry.

* This term, which has the suthority of Adam Smith and is habitually used
on the Continent, seems to be the best to indicate those who take the riska
sand the management of busineas as thoir share in the work of organized
industry,

! In thie latter half of the sightesnth ceniury, especially, the improvements
in agriculture moved very fast. Iwplements of all kinds were improved,
draining was earrisd out on ecientific principles, the breeding of farm animals
was revolutionized by Bakewell’s genius; turnips, clover, rye-grass, elc, came
into general use, and enabled the plan of refreshing land by letting it lie {allow to
be superseded by that of “‘alternating husbandry.” These and otber changes
constantly increased the capital required for the cultivation of land; while the
growth of fortunes made in trade increased the number of those who were sble
and willing 40 purchase their way into country socisty by buying large properiies:
And thus iv every way the modemn commaercial spiril apread In agriculture.
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great development of England's foreign trade; in faot traces of it are
to be found in the woollen manufacture in the fifieenth century. But
the opening up of Inrge markets in new countries gave a great stimulus
to the movement, both directly and through itsa influence on the
localization of industry, that is, the concentration of particular
branchea of production in cerfain localitics,

The records of medimval fairs and wandering merchanta show that
there were many things each of which was made in only one or two
places, and thence distributed north and south, east and weat, over the
whole of Europe. But the wares whoss production was localized and
which travelled far, were almost always of high price and small bulk:
the cheaper and heavier goods were supplied by each district for
itself. In the oolonies of the mew world, however, people had not
always the leisure to provide manufactures for themselves: and they
wero often not sllowed to make even those which they comld have
made; for though England's treatment of her colonies was more
liberal than that of any other country, she thought that the expensa
which she incurred on their behalf justified her in compelling them to
buy nearly all kinda of manufactures from herself. There was also a
Inrge demand for simple goods to be sold in India and to savage
races,

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

The factory system, and the use of expensive appliances in manu.
{acture, came at s later stage. They are commonly supposed to be the
origin of the power which undertakers wield in English industry; and
no doubt they increased it. But it had shown itself clearly before their
influence was felt. At the time of the French Revolution there was
not & very great deal of oapital invested in machinery whether driven
by water or stearm power; the factories were not large, and there were
not many of them. But nearly all the textile work of the country was
then done on a system of contracts. This industry was controlled by -
& comparatively small number of undertakers who set themselves to
find out what, where and when it was moat advantageous to buy and
to sell, and what things it was most profitable to have made. They:
then jet out contraots for making these things to a great number of:
people scattered over the country. The undertakers generally supplied:
the row material, and sometimes even the simple implements that
were used; those who took the contract exeouted it by the labour of
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themselves and their families, and sometimes but not always by that are. a, 14,
of o few assistants. —_—

As time went on, the progress of mechanical mvent:on caussd the
workers to be gathered more and more into small factories in the
neighbourhood of water power; and when steam came to be sub-
stituted for water power, then into larger factories in great towns,
Thus the great undertakera who bore the chief risks of manufacturing,
without directly managing and superintending, began to give way to
wealthy employers, who conducted the whole business of manufac-
turing on a large sosle. The new faotories attracted the attention of
the most careless observer; and this last movement was not liable to
be overlooked by those who were not sctually engaged in the trade,
s the preceding movement had been!.

Thus at length general attention was called to the great change in Bui
the organization of industry which had long been going on; and it was fﬁi":ﬂi
seen that the systern of amall businessea controlled by the workers takers col-
themselves Wea being fisplaced by the system of large businessos j2Ctedinte
controlled by the specislized ability of capitalist undertakers. 'I‘holnrile
change would have worked itself ont very much as it has done, even if workezr:.!
there had been no factories: and it will go on working itself out even Hence-
if the retail distribution of force by electric or other sgencies should fortk maz-

) N ufacturing
esuse part of the work that is now dome in factories to be taken to labour
the home of the workers?. b

holesale.
§ 14, The new movement, both in its earlier'and later forms, has v

tended constantly to relax the bonds that used to bind nearly everyone
to live in the parish in which he waa born; and it developed free
markets for labour, which invited people to come and take their chanoe
of finding employment. And in consequence of this change the causes
that determine the value of labour began to take a new chaxaoter. Up
to the eighteenth century manufacturing labour had been hired, as a
rule, retail; though a largo and fluid labour class, which could be hired

! The quarter of a century beginning with 1760 saw improvementa follow ons
anotber in manufacture even more rapidly than in egriculture. During thai
pericd the transport of heavy goods was chisapened by Briudley’s canals, the pro-
duction of power by Watt's steam-engine, and that of iron by Cort’s processes of
puddling and rolling, and by Roebuck’s metbod of mmelting it by coal in lien
of the charcoal that had now become scarce; Hargreaves, Crompton, Arkwright,
Curtwright and others invented, or at least made econormically serviceabls,
the spinning-jenny, the wmule, the carding machine, wnd the power-loom;
Wedgwood gave a grest impetus to the pottery trade that was already growiug
mpidly; snd there were important inventions in printing from cylinders, in
bleaching by chemicul agents, and in other processes, A cotton factory was
lor the first time driven directly by steam power in 1785, the lask year of the
period. The beginning of the mineteenth century saw steam-ships snd steam
printing-presses, and the use of gas lor lighting towns. Railway locomotion, tele-
graphy and photography came a little later, See for further detnils a brilliant
chapter by Protessor Clapham in thn Cambridge Modsra History, Yol X,

$ See Held's Sociale Geschichie Englands, Bk. 1. cbi. L

-
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arp. A, 15. wholesale, had played a considerable part in the industrial history of
—  particular places on the Continent and in England before then. In
that century the rule was reversed, at least for England; and the price
of labour ceased to be dominated by custom, or by bargaining in amall
merkets. During the last hundred years it has ever more and more
been determined by the circumsatances of supply and demand over a

large area—a town, a country, or the whole world.
The nsw The new organization of industry sdded vastly to the efficiency of
tion was  production; for it went far towards securing that each man’s Iabonr
accom-  should be devoted to just the highest kind of work which he wns
;3;1“ capable of performing well, and that hin work should be ably directed
evils; and supplied with the best mechanical and other assistance that wealth
which °f  and the knowledge of the age could afford. But it brought with it great
weredue  evils. Which of theae evils was unavoidable we cannot tell. For just
::::’::' when the change was moving mosat quickly, England waa stricken by a
combination of calamities almost unparalleled in history, They were
the cause of a great part—it is imposaible to sy of how great & part—
of the sufferings that are commonly, asoribed to the sudden outbreak
of nnrestrained competition. The loss of her great colonies was quickly
followed by the great Frenoh war, which cost her more than the total
value of the nccumulated wealth she had at it commencement, An
unprecedented series of bad harvests made bread fearfully dear. And
worse than all, a method of administration of the poor law was
adopted which undermined the independence and vigour of the

people.

The first part of last century therefore saw iree enterprise establish-
ing itself in England under favourable circumstances, its evils being
intensified and ita beneficial influences being hindered by external
misfortunes.

Thers wore § 16. The trade customs and the gild regulations, by which the
Attempta to Weak had been defended in past times, were unsuitable to the mew
reviveold industry. In some places they were abandoned by common consent:
°'d“l":n°°’ in others they were successfully upheld for a time. But it waa a fatal
lnbour, = mucoess; for the new induatry, incapable of flourishing under the old
bonds, left those places for others where it could be more free'. Then
the workers turned to Government for the enforcement of old laws of
Parliament preacribing the way in which the trade should be carried,
on, and even for the revival of the regulation of prices and wages by
" justicea of the peace. ;
which had These efforts could not but fail. The old regulations had been tho
doneboth o pression of the social, moral and economic idoas of the time; they

good and
evilin bad been ielt out, rather than thought out; they were the almosi

1 The tendency of indusiries to flee away from places where they were 0'@!3,'
regulated by the gilds was of old standing, and had shown itsell in the thirteenth
cantury, though it was then comparutively feebls. See Groms' Giid H.m-hauﬁ
Yol. L. pp. 43 and 53,
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instinctive results of the expcrienos of generations of men who had arr. a,15.
lived and died under almost unchanged economic conditions. In the ;.0
new age changes came so rapidly that there was no time for this. but were
Each man had to do what was right in his own eyes, with bat little “n:fm:g
guidance from the experience of past times: those who endeavoured £0 era of rapid
cling to old traditions were quickly supplanted. cbange.

The new race of undertakers consisted chiefly of thoss who had The manu-
made their own fortunes, strong, ready, enterprising men: who, looking ':ﬂ“m‘
at the success obtained by their own energiea, were apt to assume that chiefly
the poor and the weak were to be blamed rather than to be pitied stong self-
for their misfortunes, Impressed with the folly of those who tried to who sam
bolster up economic arrangements which the stream of progress had only "_15
undermined, they were apt to think thafé nothing more was wanted E?:f,‘;.‘.‘“
than to make competition perfectly free and to let the atrongest have petition.
their way, They glorified individuality of character, and were in no
hurry to find » modern substitute for the social and industrial bonds
which had kept men together in earlier times.

Meanwhile misfortune had reduced the fotal net income of the The
people of England. In 1820 s tenth of it was absorhed in paying the PIesre of
mere intereat on the National Debt. The goods that were cheapened and the
by the new inventions were chiefly manufsctured commodities of which :::d“t':zc:{i
the working man was but a amall consumer. As England had then dowa real
almost a monopoly of manufactures, he might indeed have got his food ¥*&%%
cheaply if manufacturers had been allowed to change their wares freely
for corn grown abroad; but this was prohibited by the landlords who
ruled in Parliament. The labourer's wages, so far as they were spent
on ordinary food, were the equivalent of what bis labour would produce
on the very poor soil which waa forced into cultivation to eke out the
insufficient supplies raigsed from the richer grounds. He had to sell his
labour in a market in which the forces of supply and demand would
have given him a poor pittance even if they had worked freely. But he
had not the full advantage of economic freedom; he bad no efficient
union with hie fellows; he had neither the knowledge of the market,
nor the power of holding out for a reserve price, which the scller of
" commodities has, and be was urged on to work and to let bis family and
work during long hours, and under unhealthy conditions. This reacted m’gh,
on the efficiency of the working population, and therefore on the net and sxces.
value of their work, snd therefore it kept down their wages. The ":;;J:"k’
employment of very young children for long hours was no new thing: lowared
it had been commeon in Norwich and slsewhers even in the seventeenth :I;:n'."“;‘g*
century. But the moral and physical misery and disease caused by power.
excesaive work ander bad conditions reached their highest point among
the factory population in the first quarter of the cemtury. They
diminished slowly during the escond quarter, and more rapidly sincs
then.
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THE GROWTH OF FREE INDUSTRY AND ENTERPRISE

After the workmen had recognized the folly of attempts to revive
the old rules reguiating indnstry, thers was no longer eny wish to
curtail the freedom of enterprise. The sufferings of the English people
at their worst were never comparable to thoss which had been cansed
by the want of freedom in France before the Revolution; and it was
argued that, had it not been for the strength which England derived
from her new industries, she would probably have succumbed to a
foreign military despotism, aa the free cities had done before her.
Small as her population waa she at some times bore almost alone the
burden of war againat a conqueror in control of nearly all the resonrces
of the Continent; and at other timea subsidized larger, but poorer
countries in the struggle sgainst him. Rightly or wrongly, it waa
thought at the time that Europe might have fallen permanently under
the dominion of France, as she had fallen in an earlier age under that
of Rome, had not the free energy of English industries supplied the
ginews of war against the common foe, Little was therefore heard in
complaint againat the excesa of free enterprise, but much against that
limitation of it which prevented Englishmen from obtaining food from
abroad in retarn for the manufactures which they could now so easily
produce.

And even trades-unions, which were then beginning that brilliant
though chequered career which has been more full of intereat and
inatruction than almost anything else in English history, passed into
the phase of seeking little from authority except to be left alone. They
had learnt by bitter experience the folly of attempting to enforce the old
rules by which Government had directed the course of industry; and
they had as yet got no far-reaching views as to the regulation of trade
by their own aoction: their ohief anxiety was to increase their own
economic freedom by the removal of the laws against combinations
of workmen.

§16. It has been left for our own generalion to perceive all the
evils which arose from the suddenness of this increase of economio
freedom. Now firat are we getting to understand the extent to which
the capitalist employer, untrained to his new duties, was tempted to
subordinate the wellbeing of his workpeople to his own desire for
gain; now first are we learning the importance of insisting that the
rich bave duties as well as rights in their individual and in their
collective capacity; now first is the economio problem of the new age
showing itself to us aa it really is. This ia partly due to a wider know-
ledge and a growing earncstness. But howsver wise and virtuous our
grondfathers had been, they could not have asen things aa we do; for
they were hurried along by urgent necessities and terrible disastersl,

* In times of peacs no one ventures openly to rank money aa of high import- .
ence in comparison with buman lives; bub in the crisis of un expenisive war
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We must judge oumselves by s severer standard. For, though arr.a,l8.

England has recently been called on to struggle once more for national o =
existence, hee powers of production have been immensely increased; now bave
free trade and the growth of steam communication have enabled a EToter o
largely inereased population to obtain aufficient supplies of food on mustaim
easy terms. The average money incoms of the people has more than higher.
doubled; while the price of almost all important commodities except
animal food and house-room has fallen by one-half or even further.
It is true that even now, if wealth were distributed equally, the total
production of the country would only suffics to provide necessaries
and the more urgent comforta for the peopls, and that as things are,
many have barely the necessaries of life. But the nation has grown
in wealth, in health, fn education and In morality; and we are no
longer compelled to subordinate almost every other consideration to
the need of increasing the total produce of industry.

In particular this increased prosperity has made us rich and strong The new
encugh to imposs new restraints on free enterprise; some temporary o“’::':;ﬁz"m
masterial loss being submitted o for the sake of a higher and ultimate are chicly
greater gain. But these new restrainta are different from the old. inthe =~
They are imposed not ss » means of class domination; but with the women and
purpose of defending the weak, and especially children and the mothers children.
of children, in matters in which they are not ables to use the forces of
competition in their own defence, The aim i3 to devise, deliberately
snd promptly, remedies adapted to the quickly vkanging circumstances
of modern industry; and thus to obtain the good, without the evil, -of
the old defence of the weak that in other ages was gradually evolved
by custom.

Even when industry remained almoat unchanged in character for The
many generations together, oustom was too slow in its growth and too :‘:};g;’nll’";_
blind to be able to apply pressure only when pressure was beneficial: ing-press
snd in this Iater stage custom can do but little good, and much harm. S22 e the
But by the aid of the tclegraph and the printing-press, of represantative now to
government and trade sssociations, it is possible for the people to think deeideon
out: for themselves the solution of their own problems. The growth of ramedies
knowledge and self-reliance has given them that true self-controliing ‘:'“’W
freadom, which enablea them to impose of their own free will restrainta
on their own actions; and the problems of collective production, col-
lective ownership and oollective consumption are entering on a new
phase.

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

money cad aluays be used so as to save them. A geners] who st a critical Lime
sacrifices lives in order to protect materiat, the loss of which would cause the
loas of many men, is held to havo wcted rightly, though no one would openly
defend a sacrifics of soldiers’ lives in order to save a few army stores in time of
poucin,
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true that human nature can be modified: new idesls, new opportunities
and new methods of action may, as history shows, alter it yery much
even in a few generations; and this change iu human nature has
perhaps never covered so wide an arca and moved so fast as in the
present generation. But still it is & growth, and therefore gradual;
ond changos of our social organization must wait on it, and therefore
they must be gradual foo.

But though they wait on it, they may always keep a little in
advance of it, promoting the growth of our higher social nature by
giving it always some new and higher work to do, some practical ideal
towards which to strive. Thus graduslly we may attain to an order
of social life, in which the common good overrules individual eaprice, -
even more than it did in the early ages before the sway of individuralism
had begun. But unselfishness then will bo the offspring of deliberate
will; and, though aided by instinct, individual freedom will then
develop itself in collective freedom:—a happy contrast to the old
order of life, in which individual slavery to custom caused collective
slavery and stagnation, broken only by the caprice of despotiam or
the caprice of revolution.

§17. We have been Jooking at this movement from the British
point of view. But other nations are hastening in the same direc-
tion, America faces nmew practical difficulties with such intrepidity
amd direotness that she has already attained leadership in some eco-
nomio affairs; she supplies many of the most instruotive instances
of the latest economio tendencies of the age, such as the development
of speculation and trade combination in every form, and she will
probably before long take the chief part in pioneering the way for the
rest of the world.

Australin also shows signa of vigour, and she has indeed some
sdvantage over the United States in the greater homogeneity of her
people. For, though the Australians—and nearly the ssme may be
said of the Canadians—come from many lands, and thus stimulate one
another to thought and enterprise by the variety of their experiences
and their habita of thought, yet nearly all of them belong to ane race;
and the development of social institutions can prooeed in some respecta
more eadily, and faster than if they had to be adjuated to the capsacities,
the temperaments, the tastes, and the wanta of peoples who have little
affinity wilh one another,

On the Continent the power of obtaining important reeults by free
asgocintion is leas than in English-speaking ocountries; and in con-
scquence there ia less resource and lees thoroughness in dealing with
industrial problems. But their treatment is not quite the same in any -
two nations: and thore is sumething characteristic and instructive in
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the methods adopted by each of them; puﬁc;:lnrly in relation to the are. a,17.

sphere of governmental sotion. In this matter Germany is taking the
lead. It has been a grest gain to her that her manufacturing industrics
developed later than thoss of England; and she.has been able to profit
by England’s experience and to avoid many of her mistakesl.

In Germany an exceptionally large part of the best intellect in thoe Germnny

nation eseks for employment under Government, and there ie probably ,

has apecial
ncilities

no other Government which contains within iteelf so much trained forexperi-
ability of the highest order. On the other hand the energy, the ﬁ'ﬁ”‘
originality and the daring which make the best men of business in manage-
England and America have but recently been fully developed in [entol
Germany; while the German people have a great faculty of obedience. by tbe
They thus differ from the English; whose strength of will makes them Govern-

H
capable of thorough discipline when strong oocasion arises but who are ?h:n;a:;h

not naturally docile. The control of industry by Government is seen in
it best and most attractive forms in Germany; and at the same time
the special virtues of private industry, ita vigour, ita clasticity and its
resource are beginning to be seen in fall development there. In con-
sequance the problema of the economioc functions of Government have
been atudied in Germany with great care, and with results that may
be very instructive to English-apeaking people; provided they recollect
that the arrangements beet guited for the (German character are
perbaps not quite the best for them; since they could not, if they
would, rival the Germans in their steadfast docility, and in their sasy
oontentment with inexpensive kinds of food, clothing, house.-room and
amusements.

And Germany contains a larger number than any other conntry of
the most cultivated members of that wonderful race who have been
leadera of the world in intensity of religious feeling and in keenness of -
businees speculation. In every country, but especially in Germony,
much of what is most brilliant and stiggeative in economic practice
end in ecomomic thought is of Jewish origin, And in particular to
German Jews we owe many daring specnlations as to the conflict of
interests between the individual and society, and as to their ultimate
economio causea and their poesible socialistic remedies.

But we are trenching on the subject of Appendix B. Here we
have seen how recent is the growth of economic freedom, and how now
is the substance of the problem with which economio science has now
to deal; we have next to inquire how the form of that problem has
been fashioned by the progress of events and the personsl peculiarities
of great thinkers,

1 List worked out with much suggesiiveness the notion that a backward nation
- must leart its lossons not from the contemporary conduct of more forward nations,
but from their conduet when thoy were in the same state in which it is now. But,
as Knies well shows (Politische (Ekomomie, I &), the growth of trade and the

improvement of the means of communication are making the developments of
. different nutions tead to synchroniza,
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APPENDIX B!
~/ THE GROWTH OF ECONOMIC SCIENCE.

§1. Wz have seen how economic freedom has its roots in the .
past, but ia in the main a product of quite recent titnes; we have next :
to trace the parallel growth of economioc science. The social conditiona
of the present day have been developed from early Aryan and Semitio
institutions by the aid of Greek thought and Roman, law; but modern -
economio speculations bave been very little under the direct inflnence
of the theories of the ancients. ) :

It is truo that modern economics had its crigin in common with
other sciences at the time when the etudy of classio writers was
roviving. But an industrial eystem which was based on slavery, and
a philosophy which regarded manufacture and commercs with ocon-
tempt, had little that wea congenial to the hardy burghers who were
as proud of their handicrafta and their trade as they were of their
share in governing the State. Thess sirong but uncultured men -
might have gained much from the philosephic temper and the broad
interests of the great thinkers of past timee. But, as it was, they set
themselves to work out their own problems for themaelves; and modern
economios had at its origin a certain rudeness and kimitation of scope,
and & bias towerds regarding wealth &8 an end rather than a means
of man’s life. Its immediate concern was generally with the publio
rovenue, and the effects and yield of taxes; and here the stateamen
of the free cities and the great empires alike found their economio
problems more urgent and more difficult, as trade became broader
snd war more expensi¥a. :

In all ages, but especially in the early middle ages, statesmen and”
merchants had buaied themsslves with endeavours to emrich the State
by regulating trade. Ono chief object of their concern had been the
supply of the precious metals, which they thought the best indication’
if not: the chief cause of material proaperity, whether of the individuak
or the nation. But the voyages of Vasco da Gama and Columbus
raised commercial questions from & secondary to s dominating position
among the nations of Western Europe. Theories with regard to thd

18w ltrs
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importance of the precious metals, and the best means of obtaining
supplies of them, became in some measure the arbiters of public policy,
dictating peace and war, aud determining alliances that issued in the
rise and fall of nations: and, at times they largely infiuenced the
migration of peoples over the face of the globe.

Regulations as to trade in the precious metals were but one group
of & vast body of ordinances, which undertook, with varying degrees
of minuieness and severity, to arrange for each individual what he
should produce and how he should produce it, what he should earn
and how he should spend his earnings. The natural adbesivenecas of
the Teuntons had given custom an exceptional strength in the early
middle sges. And this strength told on the side of trade gilds, of local
suthorities and of national Governments when they set themselves to
cope with the restless tendency to change that sprang direcily ar
iudirectly from the trade with the New World, In Frence thia
Teutonis bias was dirgeted by the Roman genius for system, and
paternal government reached its zenith; the trade regulations of
Colbert have become a proverb. It was just at this time that eco-
nomijc theory firet took shaps, the so-called Mercantile system became
prominent; and regulation was pursued with a maaterful rigour that
had not been known before,

As years went on there et in & tendency towsrds economic free-
dom, and those who were opposed to the new ideas claimed on their
gide the authority of the Mercantilists of & past generation. But the
epirit of regulation and restriction which is found in their systems
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belonged to the age; many of the changes which they set themselves irade.

to bring about were in the direction of the freedom of enterprise. In
particular they argued, in opposition to those who wished to prohibit
absolutely the exportation of the precious metals, that it should be
permitted in all cases in which the trade would in the long run bring
more gold and ailver into the country than it took out. By thus
raising the question whether the State would not bepefit by allowing
the trader to manage hie busincas as he liked in one particular case,
they had started & new tendency of thought; and this moved on by
imperceptible steps in the direction of economic freedom, being
aasisted on its way by the circumstances of the time, no less than
by the tone and temper of men’s minds in Western Europe. The
broadening movement did go on till, in the latter half of the eighteenth
century, the time was ripe for the dostrine that the wellbeing of the
community almost always suffers when the State attempts to oppose
its own artificial regulationa to the “natural™ liberty of every man
to manage his own affairs in his own wayl,

! Meanwbile “Cameralistic” studies were developing the acientifc analysis of
public business, at Grst on the financisl side slone; but from 1750 enwards in-

creazingly in regard to the material, as distinguished from the buman, conditiona
of the wealth of nationa.
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arr.n, 3  §2. The firat systematio attempt fo form an economic acience on
Tha—i'ryni- a broad basia was made in France about the middle of the eighteenth
ocratain- century by a group of statesmen and philosophers under the leadership
d’:@ﬂ'ﬁ?ﬁf of Quesnay, the noble-minded physician to Louis XV.* The corner-
i.ugiﬁcmdpﬂe of their policy waa obedience to Nature3,

sndliberty ~ They were the first to proclaim the doctrine of free trade as a
"_broad principle of action, going in this respect beyond even such

advanced English writers as Sir Dudley North; and there was much
in the tone and temper of their treatment of political and -aocial
guestions which was prophetic of a later age, They fell howover
into a confusion of thought which was common even among scientifie
men of their time, but which has<been banished after a long atruggle
from the physical sciencea. y confused the ethical principle of
conformity to Nature, which is expressed in the imperative mood, and
prescribes certain.lawe of action, with those causal laws which science
discovers by interrogating Nature, and which are expressed in the
indicative mood. For this and other reasona their work has but Little
direct value.

They But its indirect influence on the present poeition of economics has

E::;o::ica bean very great. For, firstly, the clearncss and logical songistenoy

! Cantillon’s essay Sur la Nature de Commerce, written in 1755, and covering a
wide range, has indeed some claims to he called systematic. It is acute and in some
respects ahead of his time; though it now appears that he had been anticipated
on several important pointa by Nicholas Barbon, who wrote sixty years ehrlier.
Iiautz was the firat to recognize the importance of Cantillon’s work; and Jevons
declared he was the trus founder of Political Economy. For a well-balanced
eatimate of his place in sconomics, ses an article by Higga in the Quarcerly Jowrnal
of Economics, Vol vL.

* In the two preceding centuries writers on economic guestions had wntinually
appealed to Nature; each disputant claiming that his scheme was more natural
than that of others, and the philosophers of the eighteenth century, some of
whom exorcised a great influence on sconomics, wers wont to find the gtandard
of right in conlormily to Nature. In particular Locke anticipated much of the
work of the French economists in the gensral tons of his appesals o Nature,
and in some important details of his theory. But Quesnay, and the other French
economists who worked with him, were drawn to the pursuit of matural laws of
social life by several forcos in addition to those which were at work in England.

The luxury of the French court, and the privilsges of the upper classes
which were ruining anca, showed tho worst side of an artificial civilization,
and made thoughtfut men yearn for a return to a more natural state of society.
The lawyers, among whom much of the best mental and moral strength of the
country wae to be lound, were full of the Law of Nature which had been developed
by the Stoic lawyers of the Iater Roman Empire, and as the century wore o,
the sentimental admiration for the “*natural™ life of the American Indians, which
Rousseau had kindled into flame, began to influence the ecopomiste. Before
long they were called Physiocrats or adherents of the rule of Nature; this name
boing derived from the title of Dupont de Nemours’ Physiocratis ow Constitution
Naturelle du Gouvernement ls plus avaniageus ou Genre lumain published in
1708. It may be mentioned that their enthusinsm for agriculture snd for the
antursiness and aimplicity of rural life wea in part derived from their Stoic
masters.
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of their arpuments bave caused them to exercise a great influence on arr.n, 3
Iater thought. Aud, secondly, the chief motive of their study was not, ,,, o
as it had becn with moet of their predecessors, to incresso the riches philanthro-
of merchants and £l the exchequers of kings; it was to diminish the Pi* tons.
suffering and degradation which was caused by extreme poverty.

They thus gave to economics its modern aim of eeeldg after such
knowledge as may help to raise the quality of human lifel.

§3. Thoe next great step in advance, the greatest step that Adam

economics has ever taken, was the work, not of a achool but of an Smith’s
individual. Adam Smith woa not indeed the only great English
economist of his lime. Shortly before he wrote, important additions to
economic theery had been made by Hume and Stenart, and exceilent
studies of economic facts had been published by Anderson and Young,
But Adam Smith's breadth was sufficient %0 include all that was
best in all his contemporaries, French and English; and, though he
undoubtedly borrowed much from others, yet the more one comparcs
him with those who went before and those who came after him, the
finer doea his genine appear, the broader his knowledge and the more
well-balanced his judgment.

He reeided a long time in Franoe in personal converse with the

Physiocrata; he made a careful study of the English and French
philosophy of hia time, and he got to know the world practically by
wide travel and by intimate association with Scotch men of business.
To thess advantages he added unsurpassed powers of obeervation,
jadgment and rensoning. The result ia that wherever he differs from
his predecessors, he is more nearly right than they; while there is
scarcely any economic truth now known of which he did not get some
glimpse. And eince he waa the first to write a treatise on wealth in
all its chief social respects, he might on this ground alone have a
claim to be regarded as the founder of modern economica?,

} Even the generous Vauban (writing in 1717) had to apologize for his interest
in the wellbeing of the peopls, arguing that to enrich them -was the only way
wnrich the king-~Pauvres paysans, pauvre Roysume, paurre Royaume, paurre Roi.

Ou the other hand Locke; who exercised & great influence over Adam Smith,
anticipated the ardent philanthropy of the Physiocrats as he did also some of their
peculiar economic opinions. Their favourite phrase Laisses faire, laisrer aller,
is cothimonly misapplied now. Latsser fatre means that anyons should be allowed
1o make what things he likes, and as he Likes; that all trades should be open to0
everybody; that Government should uot, sz the Colbertista insisted, prescribe to
manufacturers the fashiona of their cloth. Laissex eller (oF pazzer) means that
persons and pgoods should be allowed to travel freely from one place to another,
and especislly from one district of France to anothor, without being subject to
tolls and taxes and vexatious regulations, It may be noticed that laisser alier was
the signal usad in the Middls Ages by the Msrshals 0 slip the leash trom the
combatants at a loumnament.

% Compare tha short but weighty atatergent of Adam Smith's cla’ms to supre-
macy in Wagner’s Grundlegung, Ed. 8, pp. 6, eic.; also Hasbach’s Untersuchungin
@ber Adam Smith fin which the notica of the infAuence of Dutch thought on both
English and Preach is of special intarest);- and L. L. Price’s ddum Smizh and his



768

iPP. B, 3.

He groatl
develop
the doe-
trine of
Iree trade,

but his
chiaf work
was to
find in tbe
theory of
valus &
common
cenire
that gave

&r

THE GROWTH OF ECONOMIC SCIENCE

But the ares which he opened up was too vast to0 be thoroughly
surveyed by cne man; and meny truthe of which at times he caught
sight escaped from his view at other times. It is therefore possible to
guote bis authority in support of many errors; though, on examination,
he is always found to be working his way towards the truthl,

He develaped the Physioeratic doctrine of Free Trade with so much
practical wisdom, and with 80 much knowledge of the actual conditions
of buginess, ws to make it a great force -in real] life; and he is most
widely known both here and abroad for his argument that Government
generally doea harm by interfering in trade, While giving many
instances of the ways in which self-interest may lead the individual
trader to ot injuriously to the community, he contended that even
when Government acted with the best intentions, it nearly always
served the public. worse than the enterprise of the individual trader,
however gelfish he might happen to be. So great an impression did he
make on the world by hias defence of this doctrine that most German
writers have it chiefly in view when they speak of Smithianismus®,

But after all, this was not his chief work. His chief work was
to combine and develop the speculations of his French and English
contemporaries and predecessors as to value, His highest olaim to
have made an epoch in thought is that he waa the first to make a

* careful and scientific inquiry into the manner in which value measures

human motive, on the cne side measuring the desire of purchasers to

relations o Recen! Ecomomics in the Ecomomic Jourmal, Vol. m. Cumnningham,
History, § 300, argues forcibly that “his great achievement lay in isclaling the
conception of nalional wealth, while previous writers had treated it in conscious
subordinatssn to national power"; but perbaps each balf of this contrast is drawn
with too sharp outlines, Cannnn in his Introduction to the Lecturu of Adam
Senith, shows the importance of Hutclieson’s influence on him,

* Porinstance, he had oot quite gat rid of the confusion prevalent in bis time
between the laws of economic science and the ethicel precept of conlormity to
pature. *‘Natursl” with him sometimes means that which the existing forces
actually produce or tend to produce, sometimea that which bis own human nature
makea him wish that they should produce. ln the same way, he somstimes
tegurds it a8 the proviuce of the economist to sxpound a science, and at others to
set forth & part of the art of government. But loose as his language often ja,
wa find on cleser sludy thut he himsell knows pretty well what he is about
When he is sceking for causal laws, that is, for laws of nature in the modemn use
of the term, he uses scientific methiods; and when he utters practical preeepts be
genorally knows that he is only expressing hia own views of whak ought o be,
even when he seems {0 claim the authority of nature for Lhem.

! The popular use of this term in Germany implies not only that Adam
Smith thought that the free play of individual interests would do more for the
public weal than Government interference could, but further that it almost always
acted in the ideally best way. But the leading German economisis are well
aware that he steadily insisted on the frequent opposition that thers is between

private interesta and the public good: and the old use of the term Smithianiomus

is becoming discredited. See for instance a long list of such conflicts quoted from
the Wealth of Nations by Knies, Politische Gfkomomie, ch. tn. §3. See alw
Feilbognn, Smith wad Turgol, and Zeyw, Smith und der Eigyennuis,
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obtain wealth, and on the other the efforta and sacrifices {or “Real arr. B, 4.
Cost of Production™) undergons by ita producerst, unity 10

Possibly the full drift of what he was doing was not seen by him, economic

oertainly it wes not perceived by meny of bis followers, But for all *-ieat
that, the best economio work which came after the Wealth of Nations in
distinguished from that which went before, by a clearer insight into ths
balancing and weighing, by means of money, of the desire for the pos-
session of a thing on ths one hand, and on the other of all the various
efforts and self-denials which directly and indirectly contribute towards
making it. Important as had been the steps that others had taken in
this direction, the advance made by him was so great that he really
opened out this new point of view, and by so doing made an epoch.
In this he and the economists, who went before and came after him,
were not inventing a new academic notion; they were merely giving
definitencss and precision to notions that are familiar in common life.
In fact the ardinary man, without analytical habita of mind, ia apt to
regard money as measuring motive and heppiness more olosely and
oxactly than it actually does; and this is partly becsuse he does not
think ont the manner in which the measurement is effected. Economio
language ssema technical and less real than that of common life. But
in truth it is more real, becanse it is more careful and takes more
account of differences and difficulties®.

§4. None of Adam Smith's contemporaries and immediate suo- The study
ceasors bad a mind aa broad snd well balanced &s his. But they did % (3!
excellent work, each giving himself up to some class of problems to
which he was attracted by the natural bent of his genius, or the special
eventa of the time in which he wrots. During the remainder of the
eighteenth century the chief economio writings were historical and
deacriptive, and bore opon the condition of the working classes,
especially in the agricultural districts. Arthur Young continued the ‘
inimitable records of his tour, Eden wrote a history of the poor which

3 The relations of Value to Cosk of Production bad been indicated by the
Physiocrats and by many earlier writers, ameng whom may be mentioned Harris,
Cantillon, Locke, Barbon, Petty; and even Hobbes who hinted, though vaguely,
that plenty depends on labour and sbstifence applied by man o working up and
accumulating the gifls of nature by lazd and by sea—provenius lorra o aque,
labor  parsimonia,

8 Adam Smith saw clearly that while economic science must bs based on
a study of facts, the fucts are so complex, that they generally can teach nothing
directly; they must be interpreted by carefnl reasoning snd analysis. And ms
Hume said, the Wealth of Nations “ia 80 much illustrated with curious facts that
it must take the public atiention.” This is exactly what Adam Smith did: he -
did not very often prove & conclusion by detailed induction. The data of his proofs
were chiefly facts that were within everyone's knowladge, Iacts pbysical, mental
and moral. But be illustrated his procfs by curious and instructive facta; he thus
gave them life and force, and made his readers feal that they were dealing with
problams of the real world, and not with abstraction; and his book, though nct
well arranged, is & model of method. Tha supremacy of Adam Smith and of Ricurde,
sach in his own way, ia well set forth by Prol. Nicholson in The Cambridpe Modern
History, Vol X. ch. XXIV.



760

APF. B, 4,

Bentham's
opposition
to custom-
ary reatric-
tions on
trade for
which no
valid
reason
could ba
s’i"':f

y
maneed
English
sconomists
early
in last
cantury.

THE GROWTH OF ECONOMIC SCIENCE

has served both as a basis and as a model for all suoceeding historians
of industry; while Malthus showed by a careful investigation of history
what were the forces which had as a matter of fact controlled the
growth of population in different countries and at different timea.

But on the whole the most influential of the immediate successors
of Adam Smith was Bentham. He wrote little on economics himself,
but he went far towards setting the tone of the rising school of English
economists at the beginning of the nineteenth century. He was an
uncompromising logician, and averss to all restrictions and regulations
for which no clear reason could be given; and hig pitiless demands that
they should justify their existence received support from the eircum-
stances of the age. England had won her unique position in the worid
by her quickness in adapting herself to every new economic movement;
while by their adherence to old-fashioned ways the nations of Central
Europe bad been prevented from turning to account their great
natural resources. The business men of England therefore were
inclined to think that the influence of custom and eentiment in busi-
ncas affaire wns harmful, that in England at least it had diminished,
was diminishing, and would scon vanish away: and the disciplea of
Bentham were not slow to conclude that they need not concern
themsclves much about custom. It was enough for them to discuss
the tendencies of man's action on the supposition that everyone waa
always on the alert to find out what course would best promote his
own interest, and waas free and quick to follow it

There is then some justice in the charges frequently brought
againat the English economists of the beginning of last century, that
they neglected to inquire with sufficient care whether a greater range
might not be given to collsctive as opposed to individual sction in
social and economio affairs, and that they exaggerated the strength
of competition and its rapidity of action: and there is some ground,
though a very elight one, for the charge that their work is marred by
& certain hardnoss of cutline and even harshness of temper. Theso
foults were partly due to Bentham's direct influence, partly to the
spirit of the age of which he was an exponent. But they were partly”
also due to the faot that economic atudy bad again got a good deal
into the hands of men whose strength lay in vigorous action rather
than in philosophical thought. .

! Another way in which he influsnced the young economists around him was
through his passionate desire for security. He was indeed an ardent reformer.
He was an onemy of all artificial distinctions between different classes of men;
he declared with emphasis that any one man’s happiness was as imporiank as
any other's, and that the aim of all action shoull be to increase the sum total-
of happiness; he admitted that othier things being squal this sum total would”
be the greatar, the more equally wealth was distributed. Nevertheless so full -
was his mind of .the terror of the French revolution, and so great were (he
evils which he attributed to the smallost attack on security shay, daring analyst
&8 ho was, he lelk bimself and he fostered in his disciples an almost superstitious
reversncs for the exiating inatitutions of private property.
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§5. Statesmen and merchanta agein threw themselves into prob- are. », 5.
lema of money and foreign trade with aven more enmergy than they Mnny_ol
wsed to do when these questions were first started in the earlier period whom had
of the groat economic change at the end of the Middle Agea. It might :D“’:::d‘
st first sight seem probable that their contdct with real life, their wide m,iid gene-
experience, and their vast knowledge of facts would have led them to zation.
take a wide survey of human natare and to found their reasonings on a
broad basis. But the training of practical life often leads to a too rapid
geaeralization from personal experience.

So long as they were well within their own provincs their work was Their work

excellont. The theory of eurrency ia just that part of economio sciencs m:ﬁ;g

in which baut little harm is done by neglecting to take much account of as they
any buman motives except the desire for wealth; and the brilliant :;‘n':;“‘
school of deductive reasoning, which Ricardo led, waa here on safe
groundl, -

The economists next addressed themselvea to the theory of foreign and foreign
trade and cleared awsy many of the flaws which Adam Smith had left tr3d%
in it. There is no other part of economics, except the theory of money,
which so nearly falls within the range of pure deductive reasoning. It
is true that a full discussion of a free trade policy must take account of
many cousiderations that are not strictly economio; but most of these,
though important for agrioultural countries, and especially for new
countries, had littls bearing in the case of England.

Daring all this time the study of economio fa¢is was not neglected nor did
in England. The statistical studies of Petty, Arthur Young, Eden, and :’:3 et
othere wers ably continued by Tooke, M*Culloch and Porter. And statistics

* He in often spoken of as a reprosentative Englishman: but this is just what
he was not. His strong constructive originality is the mark of the highest genius
in all nations. But his sversion to inductions and his delight in abstract reason-
ings are due, not to his English educstion, but, as Bagehot points out, to his
Semitic origin. Nearly every branch of the Semitic race has had some special
genius for dealing with abstractions, and several of them have hoad a bias towards
the abstract calculations eonnectad with the trade of money dealing, and its
modern developments; and Ricanilo's power of threading his way without slip
through intricate paths to new and unespected results has never been surpassed.
Bul it is diflicult even for an Englishowan to follow his track; and his foreigu critics
have, as a rule, feilad to detect the real dritt and purpose of his work. For he never
otplains himsell: he nesver shows what his purpose is in working first on one
bypothesis and then on another, nor how by properly combining the results of his
different hypothesis it is possible to cover a great variety of practical questiona.
He wrote originally not for publication, but to clear away the doubis of him-
self, and perhaps a few friends, on points of special difficulty. They, like himsell,
were men of affairs with a vast knowledge of the [acts of life: and this is one
cause of hiz preferring biroad principles, consonant with general expeorience, to
particular inductions from selcct groups of facts. But his knowledge was one-
sided; be understood the merchant, but not the working man. His aympathies
bowsver were with the working man; and he supported his friend Ilume in the
delence of the right of the working men to combins for mutual aid v the same
wag s their empluyers wero able 40 do. Comapare Appsndia 1 below.
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though It may be true that an undue prominence [s given in their
writings to thoss facts which were of direct Interest to merchants and
other capitalists, the same cannot be said of the admirable series of
Parliamentary inquiries into the condition of the working alaases, which
were brought about by the influence of the economists, In fact, the
publio and private collections of statistics and the sconomio historiea
that were produced In England at the end of the eighteenth century
and the beginning of the nineteenth, may fairly be regarded as the
origin of systematio historical and statistiosl studies In sconomloa,

Neverthelees thers was a certain narrownees In their work: it was
truly bistorical; but for the greater part it was not “ocomparative.”
Hume, Adam Smith, Arthur Young and others had been led by their
own instinotive genius and the example of Montesquien occadonally to
compare social facts of different ages and different countries, and to
draw leasons from the comparison. But no one had grasped the notion
of the comparative study of history on a systematio plan, In eonse-
quence the writers of that time, able and earnest as they were in their
search for the aotual facta of life, worked rather at haphazard. They
overlooked whole groupe of facts which we now see to be of vital
importance, and they often failed to make the best use of those which
they colleoted. And this narrowness wae intensified when they passed
from the collection of facts to general reasonings about them.

'§8. For the eake of simplicity of argument, Ricardo and his
followers often spoke s though they regarded man sa & constant
quantity, and they never gave themselves snough treuble to study his
variationa. The people whom they knew most Intimately were city
men; and they sometimes expressed themselves 8o carelessly as almost
to imply that other Englishmen were very much like those whom they
knew in the city.

They were aware that the inhabitants of other countries had
peculiarities of their own that deserved study; but they seemed to
rogard such differences as superficial and sure to be removed, aa soon as
other nations had got to know that better way which Englishmen were
ready to teach them. The sama bent of mind that led our lawyers to
impose English civil law on the Hindoos, led our economists to work
out their theories on the tacit supposition that the world was made up
of city men. And though this did little barm so long aa they were’
treating of money and foreign trade, it led them astray as to the
relationa between the different industrial olasses. It caused them to
speak of labour as a commodity without staying to throw themselves .
into the point of view of the workman; and withoat dwelling upon the
allowances to be made far his human passions, his instinots and habits, .
his sympathies and antipathics, his class jealonsies and olass adhesive-:,
Dess, his want of knowledge and of the opportunities for free and’
vigorous action. They therefore attributed to the forces of supply and
domacd & much more mechasnlosl wnd regulur actioa than is %0 be
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found in real life: and they laid down laws with regard to profits irr.w,8
and wages that did not really hold even for England in their own —
timet,

But their most vital fault waa that they did not sse how liable to They did
change are the habits and institutions of industry. In particular they n°::éll““'
did not see that the poverty of the poor is the chief cause of that weak- for the
ness and inefficiency which are the csuses of their poverty: they had dfpmden“

not the faith that modern economiata have in the possibility of & vast eh:::;:,
improvement in the condition of the working classea, °n h’-'

The perfectibility of man had indeed been asserted by the socialista. gya lhnm
But their viewa were based on little historic and ecientific study; and The
ware expressed with an extravagance that moved the contempt of the Socialists,
business-like economists of the age. The socialists did not study the
dootrinea which they attacked; and there was no difficulty in showing
that they had not understood the nature and efficiency of the existing
economio organieation of society. The eccnomists therefore did not
trouble themselves to examine carefully any of their doctrines, and
least of all their speculations as to human nature?,

But the socialists were men who had felt intensely, and who knew
something sbout the hidden springs of human action of which the
economists took Do account. Buried among their wild rhapsodies there .
were shrowd observations and pregnant suggestions from which philo-
sophers and economists had much to learn. And gradually their

* As regards wages thers were even some lopical ertors in the conclusions
they deducad from their own premisses. Thess errors when traced back to their
origin ore little more than careless modes of expression. But they were ssized
upon eagerly by those who cared little for the sciantific study of economics, and
eared only to quote ite doctrinea for the purpose of keeping the working classes in
their place; and perhaps no other great school of thinkers has ever suffered so
much from the way in which its “parasites™ (to use a term that is commonly
applied to themyin Gennany), professing to simplily economic doctrines, really
enunciated them without the condilions required to make them true. Miss Mar
tineau gave some colour to these statements by her vehement writings against the
Factory Acts: and Senior also wrote on the game side, But Mins Mariineau was
not an economist in the proper sense of the word: she confessed that she never
read more thian ons chapter of so economic book st a time before writing a story
to illustrate sconomic principles, for fear the pressure on her mind ghould be too
great: and belfore her death slie expressad s just doubt whetber the principles of
economics {as understood by her) had any validity. Senior wrote against the Acts
when be had only just begun to study economics: a few years later he formally
recanted hin opinions. It has sometimes been said that M*Culioch was an opponent
of tlie Acts; but in fact he heartily supported them. Tooke was the chief of the sub-
Commissioners, whoss report ob the employmens of women and children in the
minee roused public opinion to decisive action agninst it.

* A pariial exception muat be made for Malthus, whoss studies of population
were suggesied by Godwin's essay. But he did not properly belong to the
Ricardian school and he was not & man of busineas. Hall » century lster Bastiat,
s lucid writer but nod s profound thinker, maintnined (he extravagant doctrine
that the oatural organization of society under the influence of competition ia the
best not only wnat can be practically sffected, bus svan that can ba thaoretically
conceivad.
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are, 8, 7. influence began to tell. Comte’s debts to them were very great; anc
™  the crisis of John Stuart Mill's life, a8 he tells us in his autobiography
oame to him from reading them.
The §7. When comparing the modern view of the vital problem o
md&ncy of the Distribution of wealth with that which prevailed at the beginning
economists of last century we have found that, over and above all changes ir
totake  getail and all improvementas in scientific accuracy of reasoning, ther
of the is & fundamental chnnge in treatment; for, while the earlier sconomist:
E:‘;ﬁ,‘{:t’ srgued as though man’s character and efficiency were to be regarded a
nature a fixed quantity, modern economiste keep constantly in mind the faci
that it is a product of the ciroumstances under which he has lived
This change in the poini of view of economica is partly due to the faol
that the changes in human nature during the iast fifty ycars have beex
go rapid as to force themselves on the attention; partly to the direol
influence of individual writers, socialiats and others; and partly to the
indirect influence of & similar change in some branches of natural
science.
in parily At the beginning of last century the mathematico-physical group of
&?u?ng:eol sciences were in the ascendant; and these sciences, widely as they
biclogical differ from one another, bave this point in common, that their subject-
wudies. matter in constant and unchanged in all countrics and in all ages. The
progress of science was familiar to men’s minda but the development o
the subject-matter of acience was atrange to thom. As the century
wore on, the biological group of sciences were slowly making way, and
people were getting clearer ideas as to the nature of organic growth,
They were learning that if the subject-matter of a science passes
through different stages of dovelopment, the laws which apply to one
stage will seldom apply withont modification to others; the laws of the
svience must have a development correaponding to that of the things
of which they treat. The influence of this new nokion gradually
spread to the sciences which relate to man; and showed itself in the
works of Goethe, Hegel, Comte and others.

At laat the epeculations of biclogy made a great stride forwards: ita
discoveries fascinated the attention of the world sa those of physice
had done in earlier years; and there was a marked change in the tone
of the moral and bistorical sciences. Economics has shared in the
general movement; and is gotting to pay every year a greater
attention to the pliability of human nature, and to the way in which
the character of man affeots and is affected by the prevalent methods
of the production, distribution and consumption of wealth. The first

John important indication of the new movement was seen in John Stuart
%illll.m Mill's admirable Principles of Political Economy?. §

!

! James Mill had educated his son in the straitest teaets of Bentham and
Rlcardo, and had implanted In his mind s zeal for clearness and definileneat
And in 1830 John Mill wrote an essay on sconomic method in which be propossd
to give increased sbarpassa of cuMine Vo sbhe wbekractiony of the sciscos. He
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Mill's followers have ocontinued him movement away from the are. . B, T
position taken up by the immediate followers of Ricardo; and the Recent
human as distinguished from the mechanical element is taking a more English
and more prominent place in economica. Not to mention writers yet oooi="
living, the new temper ia shown in Cliffe Leslie’s historical inquiries,
and in the many-sided work of Bagehot, Cairnes, Toynbee and others:
but above all in that of Jevons, which has secured a permanent and
notable place in economio history by ita rare combination of many
various qualities of the highest arder.

A higher notion of social duty is spreading everywhers. 15 Charavter

Parliament, in the press and in the pulpit, the epirit of humanity isticsof
speaks more distinctly snd more earnestly. Mill and the economists Eaglish
who bave followed him have helped onwards this general movement, WOk
and they in their turn have been belped onwards by it. Partly for
this reason, partly in consequence of the modern growth of historical
scionce, their study of facts bas been broader and more philosopbie,
It is true that the histerical and etatistical work of some of the earlier
economists has seldom if ever been surpassed. But much information,
which was beyond their reach, i# now aocessible to everyone; and
eoonomists who bave neither M°Culloch's familiarity with practical
business, nor his vast historical learning, are enabled to get a view of
the relations of economic dootrine to the true facta of life which is both
broader and clearer than his. In this they have been helped by the
general improvement which has taken place in the methods of all
scienoes, inoluding that of history.

Thus in every way economio reasoning is now more exact than it The aban-
was; the premisses assumed in any inquiry are stated with more rigid d"“m:“:h‘f
precision than formerly. But this greater exactness of thought is develop- -
partly destructive in its action; it is showing that many of the older m;:i_
applicationa of general reasoning were invalid, because no care had been
taken to think out all the assumptions thet were implied and to see
whether they could fairly be made in the special cases under digoussion.

As 8 result, many dogmas have been destroyed which appeared to be
simple only becauss they were loosely expressed; but which, for that

Iaced Ricardoe’s tacit sssumption that no motira of action except the desire
for wealth peed be much considered by the economist; he held that it was
dangercus 80 long ss it was nob distinctly stated, but no longer; and he half
promised a treatise which sbould be deliberately and openly based on it. But
he dil Dot redeem the promise, A change had come over his tons of
thought and of feeling before he published in 1848 his great ecopomic work.
Ho colled it Principler of Political Economy, with soms of their Applications
10 Social Philosophy [it is significant that he did not say o other branches of

* Social Philosophy; comp. Ingram's History, p. 154], and be made in it no attempt
to mark off by a rigid line those reasonings which assums that man's sole motive
in the pursuit of wealth Irom thoss which do not. The change in his attitude was
s part of the greal changes that were going on in the world around him, though
be was not fully aware of their influence on himaelt.
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aPP, .,a very reason, served ag an armoury with which partisan disputants
(chiefly of the capitalist clasa) have equipped themsslves for the fray.
This destructive work might appear at first sight to have diminished
the value of processes of general reasoning in economios: but reslly it
baa had the opposite result. It has cleared the ground for newer and
stronger machinery, which is being steadily and patiently built up, It
bae sanabled na to take broader views of life, to procoed more surely
though more slowly, to be mere scientific and much less dogmatie than
thore good and great men who bore the first brunt of the battle with
tho chufficulties of economio problems; and to whoss pioneering work
We OWe OliF WA INOTO BASY CONISe,

The change may, perhapa, be regarded as a passing onward from
that early stage in the development of scientifio method, in which the
operations of Nature are represented as conventionally simplified for the:
purpose of enabling them to be described in short and easy sentences,
to that higher stage in which they are studied more carefully, and:
represented more nearly as they are, even at the expense of some loss
of simplicity and definitenees, and even apparent lucidity. And in
consequonce general reasoning in economics has made more rapid
progrees, and established a firmer position in tbis generation in which
it is aubject to bostile criticism at every step, than when it was at the
height of ite populerity and its authority was seldom challenged. '

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

::::_h § 8. English economists have had many followers and many critics
mists. in foreign countries. The French scheol has had & continuous develop-
ment from its own great thinkers in the eighteenth century, and has
avoided many errors and confusions, particularly with regard to wages,
which have been common among the sccond rank of English economista.:
From the time of Say downwards it has done a great deal of useful
work. In Cournot it has had a constructive thinker of the highest
genius; whils Fourier, St Simon, Prondhon and Louis Blano hava
made many of the most valuable, as well as many of the wildess
suggestions of Sooialism.
American The greatest relative advance during recent years is perhaps thay
School.  which has been made by America. A generation ago, the “American
sohool™ of econormists was supposed to consist of the group of Pro«
teotionists who followed Carey's lend. But new schools of vigorous
thinkers are now growing up; and there are signs that America is on
the way to take the same Ieadmg poeition in economio thought, that lhl
has already taken in economio practice.

Eoconomic science Is showing signs of renswed vigour in two of lt!
old homes, Holland and Itsly. And more especially is the vigorous
snalytical work of the Austrinn economists attraoting much attention
in all countriea
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But on the whols the most important economio work that has heer are. w, 8.
-done on the Continent in recent times is that of Germany. While g, 00

recognizing the leadership of Adam Smith, the German economista econo-
have been irritated more than any others by what they have regarded ™
as the insular narrowness and seif-confidence of the Ricardian sohool. .
In particnlar they resented the way in which the English advocatea
of free trade tacitly smssumed that a proposition which had been
established with regard to & manufacturing country, such as England
was, could be carried over without modification to agrioultursal
countries. The brilliant genius and national enthusiasm of List over- Liat.
threw this presumption; and showed that the Ricardians had taken but
little account of the indirect effects of free trade. No great harm
might be done in neglecting them so far as England was concerned; -
because there they were in the main beneficial and thus added to the
strength of its direct effects. But he showed that in Germsny, and
still more in America, many of ita indirect effects were evil; and he
coniended that these evils outweighed ita direct benefita. Many of his
arguments were invalid, but some of them were not; and as the
English economists scornfully refused them & patient discussion, able
and public-epirited men, impreased by the force of thoss which were
gound, soquiesced in the use for the purposea of popular agitation of
other arguments which were unscientifio, but which appealed with
greater force to the working classea,

Awmerican manufacturers adopied List as their advocate: and the
beginning of his fame, as well as of the systematic advocacy of pro-
teotionist dootrines in America, waa in the wide circulation by them of
& popular treatise which he wrote for them?,

Tha Germans are fond of saying that the Physiocrats and the school The
of Adam Smith underrated the importance of national life; thet they pree the
tended to saerifice it on the one hand to & selfish individualism and on claimaof
the other to a limp philanthropic cosmopolitanism. They urge that ?;:':l;:li;m
List did great service in stimulating & feeling of patriotiam, which is those of
more generous than that of individualisme, and more sturdy and definite }:‘::’:""’

' i bas slrendy boen observed that List overlooked the tendency of modera
inter-communication to0 make the development of different nations synchronize.

His patriotie fervour perverted in many ways his scientific judgment: but Germans
listened eagerly to bis argument that every couniry had to go through the same
stages of development that England had gone through, and that she had protected
her manufacturers when she was in transition from the agricultural to the manu-
factuting stage. He bad & genuine desire for truth; his method was in hammony
with the comparative method of inquiry which is being pursued with vigour by all
classes of studenta in Germany, but especially by her historians and lawvers; and
the direct and indirect influsnce of his thought hay been very grent. RHis Quilines
of & New System of Political Economy appearsd in Philadelphis in 1827, and bis
Das wationals System dar Pelitischen Ekonomis in 1840. It is a disputed point
whether Carey owed much to List; see Miss Hirst’s Life of Zist, ch. tv, As %0

the genernl relations between their doctsines, sse Knics, Pol Bk, 2nd sdition,
pp. 440, ehe.
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app. B, 8. than that of cosmopolitanism. Tt may be doubted whether the coamo-
beons  Dolitan sympathies of the Physiocrats and of the English economista
bandand have been as strong as the Germans think, But there is no question
cosmopoll- that the recent political history of Germany has influenced the tone
theother. of her economists in the direction of nationalism. Surrounded by
powerful and aggreesive armies Germany can exist only by the aid
of an ardent national feeling; and CGerman writers have insisted
eagerly, perhaps too eagerly, that altruistic feelings have a more
limited scope in the economio relations between countries than in
those between individuals, - '
Theirgreat  But though national in their sympathies, the Germans are nobly
ek 05 international in their studies, They have taken the lead in the “com-
economic  parative” study of economiec, ss well sa of general history. They have
history bY brought side by side the social and industrial phenomena of different
parstive countries and of different ages; have so arranged them that they
::’;hl:d’ throw light upon and interpret one another, and have studied them '
relationto all in connection with the suggestive history of jurisprudence!. The
.';;';' work of a fow members of thia school is tainted by exaggeration, and :
a:ﬂ;::ia- even by a narrow contempt for the reasonings of the Ricardian school, -
P C®. the drift and purpose of which they have themselves failed to under-
stand: and this bas led to muoh bitter and dreary controversy. But .
with scarcely an exception, the leaders of the school have been free .
from this narrowness. It would be difficult to overrate the value of
the work which they and their fellow-workera in other countries.
have done in tracing and explaining the history of economic habits -
and institutions. Xt is one of the great achievements of our age;’
and an important addition to our real wealth. It has done mare
than almost anything else to broaden our ideas, to increase our-
knowledge of ourselves, and tc help us to understand the evclution
of men's moral and social lifs, and of the Divine Principle of whioh:
it is an embodiment.
Their They have given their chief attention to the historical treatment of
otkid.  the science, and to its spplication to the conditions of German social
theoryand and political lifs, especially to the economic dutics of the German
analyais, bureaucracy. But led by the brillisnt genius of Hermann they have
made careful and profound analysea which add much t¢ cur knowledge,
and thoy have greatly extended the boundaries of economio theory?,

} The excellence of this work may perhapa partly be attribuled to the union of
legal and economic studies in the avenues to many careers in Germany as in other
countriss of the Continent. A aplendid inatance is to be found in Wagner's con-
tributions o economica,

¥ In such matters, the English, the Germans, the Austrians, snd indesd every
nation claim for themselves more than others are willing to allow them, Tlis is
partly because each nation hos its own intellectual virtues, and misses them in the
writings of loreigners; whils it does not guite undersiand the complainis which
others make aa to ita ahortcomings, But ths chiol reason is thal, aince n new idoa
is generally of gradual growth, and is often worked aut Ly more than one nation
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German thought has also given an impetus to the study of socinlism are. 5, 8.
and the functions of the State. It is from German writers, some of , ——
whom have been of Jewish origin, that the world has received the Socialism.
greater part of the most thoroughgoing of recent propositions for .
utilizing the property of the world for the benefit of the community
with but Little refcrence to the existing incidenta of ownership, It is
true that on oloser investigation their work turns out to be less original
a8 well as Jess profound than at first sight appears: but it derives great
power from its disleotic ingenuity, ita brilliant style, and in some caacs
from its wido-reaching though distorted historical learning.

Besidea the revolutionary socialists, there is a large body of thinkera
in Germany who are seiting themselves {0 insist on the scantiness of
the authority which the institution of private property in its preseut
form con derive from history; and to urge on broad scientific and
philosophic grounds a reconsideration of the rights of socicty as against
the individual. The political and military institutions of the German
people have recently inoreased their natural tendency to rely more on
Government and less on individual enterprise than Englishmen do.

And in all questions bearing on social reforms the English and German
nations bave much to learn from one another, -

But amid all (he historical learning and reforming enthusiasm of There
the age there ia danger that.a difficult but important part of the work -;‘; :"l’g“;:
of economie science may be neglected. The popuiarity of economics that the
has tended in some moasure to the negleot of careful and rigorous $*v*re
ressoning. The growing prominence of what has becn called the popular
biological view of the scicnce has tended to throw the motions of task of
economijo law and measurement into the background; as though such gientific
notions were too hard and rigid to be applied to the living and evex- mgeins
changing economic organism. But biology itself teaches us that the :‘é{mm,
vertebrate organiams are the most highly developed, The modern
sconomio organiam is vertebrate; and the science which deals with it
should not be invertebrate, It should have that delicacy aud sensitive-
nesa of touch which are required for enabling it to adapt iteelf olosely
. to the real phenomens of the world; but none the less must it have

* a firm backbonse of careful reasoning and analysis.

8t the same time, each of thoee nations is likely to claim it: and thus each is aph
o under-estimnte the originality of the others.



APPENDIX C#,
‘THE SOOPE AND METHOD OF ECONOMICS.

wrol  §1 Taxre are some who hold, with Comte, that the scope of any
Aunifieg  Profitable study of man's action in society must be coextensive with the
Social whole of social science, They argue that all tho agpecta of social life
Ez'::::; ure 50 closely connected, that a pecial study &f any one of them must ‘
desirable, be futile; and they urge on economists to abandon' their distinctive
rb"‘l:""‘“‘ réle and to devote themselves to the general advancement of a unified
and all embracing social acience. But the whole range of man’s actions

In society is too wide and too various to be analysed and explained by ‘

asis a gingle intelleotual effort. Comte himself and Herbert Spencer have
:':;‘:“m‘fu brought to the task unsurpassed knowledge and groat gemius; they
* have made epochs in thought by their broad surveys and their sug-

goestive hints; but they can hardly be said even to have made a com-
mencement with the construction of a unified social acience. ’
and aa rmdy The physical sciences made slow progrees so long aa the brﬂ]iant.;
}’;::‘:he but impatient Greek genius insisted on searching after a single basis
history of for the explanation of all physical phenomena; and their rapid progress.
Phyaical  jn the modern age is due to & breaking up of broad problems into tha:lr
component parts, Doubtleaa there is & unity underlying all the forces.

of nature; but whatever progress has heen made towards discovering '

it, haa depended on knowledge obtained by persistent specialized study,
no less than on cccasional broad surveya of the field of nature ag a:

whole. And similar patient detailed work is required to supply the:

materials which may enable future agee to understand betier than we

oan the forces that govern the development of the sovial organism,

*Comte But on the other hand it must be fully conceded to Comte umt..
lh‘h":: even in the physical sciences, it is the duty of those who are giving'
ovils ot their chief work to a limited field, to keep up close and constant
extreme  correspondence with thoss who are engaged in neighbouring fields.
:‘P:::HM Specialists who never look beyond their own domain are apt to see
things out of trme proportion; much of the knowledge they gew

together is of comparatively little use; they work away at the details

of old problems which have lost moat of their significance and haw

! See L n,
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been supplanied by new quesuonu rising out of new points of view; ,pp e.s,
and they fail to gain that large illumination which the progreas of every

science throws by comparison and analogy on those around it. Comte

did good servioe therefore by insisting that the solidarity of social
phenomena must render the work of exclusive apecislists even more

futils in social than in physical science. Mill conceding this con-
tinues:—*“ A person is not likely to be & good economist who ia nothing yy4 failsd
else. Socinl phenomena acting and reacting on one another, they can- ;“ﬁf::h':n
not rightly be understood apart; but this by no means proves that the gp,uid be
material and industrial phenomena of society are not themselves none
suaceptible of useful generalizations, but only that these peneralizations

must necessarily be relative to & given form of civilization and a given

stage of social advancement?,”

§ 2. It is true that the forces with which economics desla have on® Eegnomic
advantage for deductive treatment in the fact that their method of forces
combination is, as Milk cbserved, _that of mechanics rather than of :,?mbme
chemistry. That is to say, when we know the action of two economio ally "
foroes separately—aa for instance the influences which an increase in mw;l
the rate of wages and & diminution in the diffioulty of the work in a
trade will severally exert on the supply of labour in it—we can pregdict
fairly well their conjoint action, without waiting for specific experience
of it%, '

But even in mechanics long chains of deductive reasoning are
directly applicable only to the occurrences of the laboratory. By
themselves they are seldom a sufficient guide for dealing with the
heterogensous materials and the complex and uncertain combination of -
the forces of the real world. "For that purposs they nsed to be supple-
mented by specifio experiencs, and applied in harmony with, and often
in subordination to, a ceaseless study of new Iacts, & ceaseless gearch
for new inductions. For instanoe, the engineer can ocalculate with fair

' Mill, On Comte, p. 82, Comite's attack on Mill illustrates the general rule thai
In discussions on method and scope, & man is nearly sure to be right when affirming
Lhe usefulness of his own procedure, and wrong when denying that of others. The
present movement towards Soriology in America, England and other countries
recognizes the need lor the inlensive study of economics and other branches of
wcial science. But perhaps the use of the term Sociclogy is premature. For it
seema Lo claim that a unification of socia} sciences iv already in sight: and though
poms excellent inteasive atudies have been published under the name of Sociology,
It is doubtful whether those efforts at unification which bave beso made so far
have achisved any great success bsyond that of preparing the way and erecting
danger posta at ita pitlalls tor the guidsace of later generations, whose resources
will be less inadequats tor the gianl task than our own.

8 Mill exaggerated the extent to which this can be done; and be was thereby
lod tc make excessive claims for the deductive methods in economics. Ses the last
of his Essays; Book vi. of bis Zogic, and especially ils ninth chapter; also
pp- 157-161 of his dulobiography. His practice, like that of many other writers
on economic method of all ahades of opinion, wes less extreme shan hia pro-
leanion.



172 THE SCOPE AND METHOD OF ECONOMICS

arr. 8. precision the angle at which an i.ronola.d\mll lose her stability in still
But econo- Whtez; but before bo prediots how she would behave in a storm, he
micshas  will avail himself of the observations of experienced sailors who have
'k';'n:;;" watched her movements in an ordinary sea; and the foroes of which
witbsny economics has to take socount are more numerous, less definite, lees
physic well known, and more diverse in character than those of mechanics;
while the material on which they sot is mors unceriain and less
homogeneous. Again the cases in which economio forees combins with
more of the apparcnt arbitrariness of chemistry than of the simple
regularity of pure mechanics, are neither rare nor nnimportant. For
instance a emall addition to a man’'s income will generally increase his
purchages s little In svery direction: but a large sddition may alter his
habits, perhaps increase his self-respect and make him cease to care for
some things-altogether. The spread of a fashion from a higher social
grade to a lower may destroy the fashion among the higher grade. And,
again inoreased earnestness in our care for the poor may meke oharity -
more Invish, or may destroy the need for some of its forms altogether.

ll;:n!’h:h d Lastly, the matter with which the chemist deals is the same always: ;
biol but econcmics, like biclogy, deals with a matier, of which the inner;

a':;nm' natyre and constitution, as well as the outer form, are constantly:
changing. The chemist's predictions all reat on the latent hypothesis:
that the specimen operated upon is what it is supposed to be, or at least:
that the impurities in it are only such as may be neglected. But even:
be, when dealing with living beings, can seldom sail safely any oonaider-
able way out of sight of the firm land of specifio experience: he must:
rely mainly on that to tell him how a new drug will affect a person in:
health, and again how it will affect & person with & certain disease;
and even after some general experience he may find unexpected results
in its action on persons of different conatitutions or in & new combina-

- tion with other drugs.

If however we lock at the history of snch strictly economio relations
a4 those of business credit and banking, of trade-unionism or co-
operation, we sce that modes of working, that have been generally
succesaful at some times and places, have uniformly failed at others:
The difference may sometimes be explained simply as the reeult of
variations in general enlightenment, or of moral atrength of character
and babita of mutua] trust. But often the explanation is more diffioult.
At one time or place men will go far in trust of cne another and in
saorifice of themselves for the commaon wellbeing, but only in cortain
directions; and at another time or place there will be a simila¥
limitation, but ths directiona will be different; and every variation ot
this kind limita the range of deduotion in economios.

For our present purpose the pliability of the race is more importani
than the plisbility of the individual. It is true that individual
churacter changes, partly in an apparently arbitrary way, sad partly
acoording to well-known rules. It is true for instanoe that the average
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age of the workmen engaged in a labour dispute is an important are.c, 3.

element in any forecast of the lines on which it will run. But as,

generally spesking, young and old, people of a sanguine and a

despondent temperament are found in about like proportions at

ons place s at another, and at one time as at another, individual

peculiarities of charaoter and ohanges of charaoter are a less hindrance

to the general application of the deductive method, than at firet sight

appears, Thus by patient interrogation of nature snd the progress

of analysis, the reign of law is being made to invade new fields in both

therapeutios and economica: and some sort of prediction, independent

of specific experience, is becoming possible as to the separate and

oombined notion of an ever-increasing variety of agencies.

§ 8. The function then of analysis and deduction in economica ia The

not to forge & few long chains of reasoning, but to forge rightly many :'::1::1!.
_short chains and single connecting links, This howsever is no trivial and

tesk. If the sconomist reasonf rapidly and with a light heart, he is erjoner

apt to make bad connections at every turn of his work. He needs to tion and

make careful nse of analysis and deduction, because only by their aid Prediction

can he seleot the right facts, group them rightly, and make them same

serviceable for suggestions in thought and guidance in practice; undfl’l'.’:;'ptg‘:;'u

becanse, as surely a3 every deduction muat rest on the basis of induo- directions.

tions, eo murely, does every inductive process jnvolve and include

analysis and deduction. Or to put the same thing in another way the

explanation of the psst and the prediction of the future are not

diffierent operations, but the same worked in opposite directions, the

one from effect to cause, the other from eauss to effect. 1As Schmoller

well says, to obtain “a knowledge of individual ceuses™ we need

“induction; the final conclusion of which ia indeed nothing but the

inversion of the syllogism which is employed in deduetion....Induotion

and deduction reet on the same tendencies, the same beliefs, the same

needs of our reason.” '

We can explain an event completely only by firat discovering all the

events which can have affected it, and the ways in which they can

soverally bave done so. In so far as our analysis of any of theee facta

or relations is imperfect, in so far is onr explanation liable to error;

and the inference latent in it is already on its way to build vp an

induction which, though probably plausible, is false. While in so far

ag our knowledge and analysis are complete, we are able by merely

jnverting our mental process to deduce and prediot the future almoat

as certainly aa we could have explained the past on & similar baais of

knowledge. It is only when we go beyond a first utep that a great

difference arisas between the certainty of prediction and the certainty

of explanation: for any error made in the first step of prediotion, will

be acoumulated and intensified in the second; while in interpreting

the past, errar is not so likrely to bs accumulated; for obsorvation or

recorded history will probably bring a fresh check at each step. The
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arr. c,(. same prooessed, both Induotive and deduotive, are usod in nearly the
aame way in the explanation of & known fact in the history of the
tides, and in the prediction of an unknown fact®,

TI'h!.E ltyof . Lb most then always bs remembered that though observation or

inurpre%» bistory may tell vs that one event happened at the same time aa

ing lacts. pnother, or after it, they cannot tell us whether the first waa the
canse of the second. That can be done only by reason acting on the
facta. When it in said that & certain event in history tesches this or
that, formal reckoning is never made for ali the conditions which
were present when the event happened; some are tacitly, if not
unconsciously, assnmed %o be irrelevant. This sssumption may be
justifiable in auy particular case; but it may not. Wider experienoce,
more careful inquiry, may show that the causes to which the event is
attributed could not have produced it unsided; perhaps even that
they hindered the event, which was brought about in spite of then:r
by other canses that have escaped notide.

This difficulty has been made prominent by recent controversies sa
to contemporary events in our own couniry. Whenever a conclusion
is drawn from them that meets with oppoeition, it has to stand & sort
of tnal rival explanations are offered; new facta are brought to light;
theoldfmmmtestedandrean‘mged and in some cases shown to
suppert the opposite oonclusion from that oo behalf of which they
were at firet invoked.

- Both the difficulty of analysis and the need for it are increased by

the fact that no two economic eventa are exaotly alike in all respecta.

Of course there may be a close resemblance between two simple inci-

denta: the terms of the leasea of two farms may be governed by nearly

the same causes: two references of wages questions to Boards of

Arbitration may raiss substantially the same question. But there is

no exaot repetition even on s small scale. However nearly two cases

correspond, we have to decide whether the difference between the

two may be neglected as practically unimportant; and this may not

bs very easy, even if the two oases refer to the same place and time.

The And if we are dealing with the facts of remote times we must allow

a‘,:“h::'m for the ohangea that have meanwhile come over the whole oharacter

of primd  of economio life: however closely a problem of to-day may resemble

facts . in ita ontward Incidents another recorded in histary, it i probable

wnirom that a closer examination will deteot a fundamental difference between

;h.:f“m' their real characters, Till this bas been made, ne valid argument
can be drawn from one case to the other.

§4. This brings us to consider the relation in which economios
stands to the facta of distant times,

3‘:::'1 :ork ‘The study of economio history may have various aims, and oorre-

econcmic  Wpondingly various methods. Regarded as a branch of general history
¥ Compare Mill, Lagne, Book WL oh. i,
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ft may aim at helping ua to understand “what has been the institn- arre.c, 4
tional framework of society at the several periods, what has been the . Foun
oonstitution of the varions social classos and their relation to one is varions.
another™: it may “ask what has been the material basis of social
existenoe; how have the necessities and convenicnces of life been
-produced; by what organization has labour been provided and
directed; how have the commodities thus produced been distributed;

what have been the institutions resting on this direction and distriba-

tion"”; and so onl. .

And for this work, interesting and important as it ia on ita own Thesid
aoccount, not very much analysis is essential; and moat of what ia::.:l“:d“:h
needed may be supplied for himsell by a man of aotive and inquiring aut aeeded
mind. Saturated with a knowledge of the religious and moral, the for all:
intellectual and esthotlo, the “political and socinl environment, the
sconomio historian may extend the boundaries of our knowledge and
may saggest new and valuable ideas, even though he may have con-
tentod himself with obeerving those affinities and those causal relations
whioh lie near the gurface,

* But even In spite of himself, his aimn will surely run beyond these butitis -
limits; and will include some attempt to discover the inner meaning M‘”
of economio history, to unveil the mynteries of the growth and decay guidance
of custom, and other phenomens which we are not any longer contented pl:?t:l:.she
to take as ultimate and insoluble facts given by nature: nor Is he present.
likely altogether to withhoid himself from suggesting inferences from

the events of the past for guidance in the present. And Indeed. the

buman mind abhors a vacuum in §ts notions of the oausal relations

between the eventa that are presented vividly to it. By merely placing

things together in & certain order, and consciously or nnccnsciously
wuggesting post Aoo ergo propler Roc, the historian takes on himself

some responsibility as a guide.

For example:—the introduction of long leasea at fixed money renta
in North Britain wae followed by & great improvement in agriculture,
and in the general condition of the peopls there; but before inferring
that it was the sole, or sven the chief cause of the improvement, we
must inquire what other changes were taking place at the same time,
and how much of the improvement is to be referred to sach of them.

We must, for inatance, allow for the effecte of changee in the prices
of agricultura] produoe, and of the establishment of civil order in the
border provinces To do this reguirea oare and scientifio method; and
till it has been done, no trustworthy inference can be drawn as to the
general tendency of the system of long leases. And even when it has
been dons, we cannot argue from this experience to s proposal for
a system of long leases in, say, Ireland now, without allowing for
differences in the character of local and world markets for varions
kinda of agrioultural produocs, for probable changes in the prodnotion
b} Ashlsy, On the Stxdy of Bconomic History.
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arr. c,d and consumption of gold and zilver, and so on./ The history of Land

An an:
{rom nav
bistory.

Tenures is full of antiquarian interest; but until carefully analysed
and interpreted by the aid of economic theory it throws no trustworthy

‘light on the question what is the beet form of land tenure to be

sdopted now in any country. Thus some srgue that since primitive
sovieties nsually held their land in common, private property in land
must be an unnatural and transitional inatitution. Qthers with equal
oonfidence contend that, since private property in land has extended
ita range with the progress & civilization, it is & neoeesary condition
for further progresa. Bui to wrest from history her true teaching on
the subject requires tho effccts of the common holding of land in the
past to be analysed so sa to discover how far each of them is likely to
oot always in the same way, how far to be modified by changes in
the habits, the knowledge, the wealth, and the social organization of
mankind,

Even more interesting and instructive is the history of the pro-
fesgions, made by Gilds and other Corporations and Combinations in
industry and in domestic and foreign trade, that they used their
privilegea on the whole for the benefit of the public. But to bring in
& complete verdiot on the question, and still more to deduce from it
sound guidonoe for our own time, needs not only the wide general
knowledge and subtle instinots of the practised historian, but also
a grasp of wany of the most diffionlt analyses and reasonings relating
to monopolies, to foreign trade, to the incidence of taxation, ete.

If then the economic historian aims at discovering the hidden
aprings of the sconomioc order of the world, and at obtaining light from
the past for guidanoe in the present, he should avail himself of every
resource that may help him to detect real differcnces that are dis-
guised by @ mimilarity of name or outward appearance, and real
similacities that are obscured by a superficial differcnce, He should
strive to select the true causes of each event and assign o each ita
proper weight; and above sll to detect the remoter couses of change.

An analogy may be borrowed from naval affaira. The details of a
battle with appliances that have passed away may bo of great intereat
to the stuadent of the general history of those times; but they may
afford little useful guidanoce for the neval commander of to-day, who
has to deal with a wholly different maferial of war. And therefore, as
Captain Mahan has admirably shown, the naval commander of to-day
will give more attention to the sirategy than to the factics of past
times. He will concern himself not eo much with the Incidenta of
perticular combats, as with practical illustrations of thows leading
principles of action which will enable him to hold hia whole force
in hand, and yet give to each patt of it adequate initiative; to keop up
wide communioation, and yet be able to concentrate guickly, and
golect & point of attack at which he can bring an overwhelming foros.

Similarly s man saturated with the general history of » pr.rioa
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may give & vivid pioture of the tactios of a battle, which will be true in arr. ¢, 4.

its main cutlines, and almost harmless even if occasionally wrong: for
no one is likely t0 copy tactics, the appliances of which bave passed
away. But to comprehend the strategy of a campaign, to separate the
real from the apparent motives of & great general of past timea, a man
must be a strategist himeelf. And if he is to make himself responsible
for enggesting, however unobtresively, the lessons which the strategists
dto-dnyhnvemlenmﬁomthaneorywhchhemds then he is
bound to have analysed thoroughly the naval conditions of to-day,
as well ag those of the time about which he is writing; and he must
neglect no aid for this end thet is to be had from the work of many
minds in many countries studying the difficult problem of strategy.
As it is with noval history, so it is with economic,

It is only recently, and to a great extent through the wholesome
influence of the criticisms of the historical school, that prominence has
been given to that distinction in economics which corresponds to the
distinction between strategy and tactios in warfare, Corresponding to
tactics are those outward forms and accidents of economio organization
which depend on temporary or Jocal aptitudes, cnstoms and relations
of classes; on the influence of individuals; or on the changing
appliances and needs of production. While fo strategy corresponds
that more fundemental substance of economic organization, which
depends mainly on such wants and activities, such preferences and
aversions as are found in man everywhere: they are not indeed always
the samse in form, nor even quite the same in substance; but yet they
have a sofficient element of permanence and universality to enable
them to be brought in some measure under general statementa, ‘where-
by the experiences of one time and one age may throw light on the
difficulties of another.

This distinction is akin to the distinotion between the uses of
mochanical and of biolegical analogies in economics. It was not suffi-
ciently recognized by socnomists at the beginning of last century. It is
markedly absent from Ricardo’s writings: and when attention is paid,
not to the principles which are embodied in his method of working,
but to particular oonclusions which he reaches; when theso are con-
verted into dogmas and applied orudely to the conditions of times or
placea other than his own, then no doubt they are almost unmixed
evils. His thonghta are like sharp chisels with which it is specially
easy to cnt one’s fingers, becatise they have such awkward handlea.

——

But modern economista distilling his crode expressions; extracting The Many

their essenve, and adding to it; rejecting dogmas, but developing

in the Ons,
the Caein

principles of analysis and reasoning, are finding the Many in the One the Many.

and the One in the Many. They are learning for instance that the
principle of hias analysis of rent is inapplicable to much that commonly
goes by the name of rent to-day; as well as to & much larger part of
those things which are commoaly, but incorrectly, desaribed as rent by
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are. o, 5. historians of the Middle Ages. But yet the application of the principle
== I» being axtended, and not contracted. For economists are also learn-
Ing that it Is applicable with proper care to a great variety of things
in every stage of civilization which do not appear at first sight to be
of the nature of rent at all.
But of oourse no studont of strategy can ignore tactics. And,
though no one life will reach out to a study In detall of the taotios
of every fight which man has waged with his sconomio difficulties; yet
oo study of the broad problems of economio strategy is likely to be
worth much unless it is combined with an intimate knowledge. of the
taotios ag well as the strategy of man’s struggles against his diffionlties
in some partioular age and ocountry. And further every student
should make by personal observation a minute study of some par-
tioular set of details, not neocessarily for publication, but for his own
training; and this will help him much to interpret and weigh the
ovidence which he obtains in print or writing, whether with regard to
present or past times. Of course every thoughtifu] and obaervant man
is always obtaining, from conversation and current literature, & know-
ledge of the economio facts of his own time, and especially in his own
neighbourhood; and the atore of facts which he thus imperceptibly
geta is sometimes more full and thorough in certain epecial regards
than is to be distilled from all the records in existencs as to soms
clagses of faots in remote places and times. But independently of
this, the direot and formal study of facta, perhaps mainly those of his
own age, will much exceed the study of mere analysis and “theory,”
In its demands on the time of any sericus economist; even though he
may be one of thoss who rank most highly the importance of ideas
rolatively to facts, even thoogh he may think that it is not so much
the collection of new facts as the beiter atudy of those already ool-
lected, that is our most argent need now, or that will help us most in
improving the tactics as well as the sirategy of man’s contests with
his difficulties,
Common § 5. It is doubtless frune that muoch of this work has less need of
o and  elaborate soientifio methods, than of & shrewd mother-wit, of » sound
cangofar sense of proportion, and of a large experience of life. But on the other
inanalysi%, hand there is much work that is not easily to be dene without such
machinery. Natoral instinot will seleot rapidly, and combine justly,
conziderations which are relevant to the issue in hand; but it will
select chiefly from those which are familiar; it will seldom lead & man -
far below the surface, or far beyond the limits of his personal experience.
bubnot tar And it happens that in economics, neither those effects of known
Tors camses, nor those causes of known effecta which are most patent, are’
purposes. pgenerally the most importans. “That which is not scen™ is often,

bettar worth studying then that “which is seen.” Eapecially In thia

the osse If we are not dealing with some question of wmerely local

or temporary interest, but are seeking guidance in the construotion of
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a far-reaching policy for the publio good; or if, for any other reason,
we are poncerned less with Immediate causes, than with causes of
canses,—cause causanies. For experience showa, as might have been
anticipated, that common sense, and instinot, are inadequate for this

work; that even a busineea fraining does not slways lead a man to

search far for those causes of causes, which lis beyond his immediate
experience; and that it does not always direct that search well, even
when he makes the attempt. For help in doing that, everyone musat
perforoe rely on the powerful machinery of thought and knowledge that
has been gradually built up by past generations. For indeed the part
which systematio acientific reasoning plays in the production of know-

m

APP. C, 5.

ledge resombles that which machinery plays in the production of goods.

When the same operation has to be performed over and over again Analogy
in the game way, it generally pays to make a machine to do the work; b’:m
though when there is so much changing variety of detail that it machinery
is anprofitable to nse machines, the goods must be made by hand. ofscisace

and that of

Similarly in knowledge, when there are any processes of investigatiot material
or reasoning in which the same kind of work haa to be done over and Production.

over again in the same kind of way; then it is worth while to reduos
the processes to system, to organize methods of reasoning and to
formulate general propositions to be used aa machinery for working on
the facts and a8 vices for holding them firmly in position for the work:
And though it be true that economic ocanses are intermingled with
others in 8o many different ways, that exact scientific reasoning will
seldom bring us very far on the way to the contlusion for which we
are seeking, yet it would be foolish to refuse to avail ourselves of its
aid, 20 far ns it will reach:—jnat aa foolith as would be the opposite
extreme of supposing that scisnce alone can do all the work, and that
nothing will remsin to be done by practical instinot and trajned
common sense, An architect whose practical wisdom and sathstio
instinots are undeveloped will build but a poor house however thorough
his knowledge of mechanics: but one, who is ignorant of meohanica,
will build insecurely or wastefully. A Brindley, without scademic
instruction, may do some engineering work better then a man of
inferior mother-wit, however well he may have been trained., A wise
nurss, who reads her patients by instinotive sympathy, may give
better counsel on some points than a learned physician. But yet the
study of analytical mechanios should not be neglected by the engineer,
nor that of physiology by the medical man,

For mental faculties, like manpal dexterity, die with those who
possces them: but the improvement which each peneration ocon-
tributes to the machinery of manufacture or to the organon of scienoe
is handed down to the next. There may be mo ablor seulptors now
than those who worked om the Parthenon, no thinker with more
mother-wit than Aristotle. But the appliances of thought develop
curnulatively as do thoss of material production.
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aPP. €, 6. Ideas, whether those of art and science, or those embodied in

T  practical appliances, are the most “real” of the gifts that each geners-

tion receives from its predecessors, The world's material wealth would

quickly be replaced if it were destroyed, but the ideas by which it

was made were retained. If however®the ideaa were lost, but not

the material wealth, then that would dwindle and the world would ga

back to poverty. And most of cor knowledge of mere facts counld

quickly be recovered if it were lost, but the constructive ideas of

thought remained; while if the ideas perished, the world would entex

again on the Dark Ages. Thus the pursuit of ideas is not less “real”

work in the highest sense of the word than is the collection of faocts;

though the latter may in some cases properly be called in German

& Realstudium, that is, a study specially appropriate to Realschulen.

In the highest use of the word, that study of any field of the wide

- realm of economica is most “real™ in which the collsotion of facts, and

- the analysis and construction of ideas connecting them are combined

" in those proportions which are best calculated to increass. knowledge

and promote progrees in that particular field. And what this is,

cannot be ettled offhand, but only by careful study and by specifio

experience,

Every § 6. Economics has made greater advances than any other branch

Tni%8  of the social sciences, bacanse It is more dofinita and exsct than any

scopeof  other. But every widening of its scope involves some loss of this

brings good 80ientifio precision; and the question whether that loes is greater or

and ovEOd lees than the gain resalting from its greater breadth of outlook, is not
to be decided by any hard and fest role.

It is best ‘There is a large debateable ground in whioh economio considerations

:ﬁ::;l“b are of considerable but not dominant importance; and each economisk

workas  may reasonably decide for himself how far he will extend his labours

ifeiineg, Over that ground. He will bo able to speak with less and lees confidencs

mever [or- the further he gets away from his central stronghold, and the more he

tungbis concerns himsolf with conditions of life and with motives of action

which oannot be brought to some extent at least within the grasp of

scientific method. Whonever he oocupies himself largely with con-

+ ditions and motives, the manifestations of which are not reducible to

any definite standard, he must forego nearly all aid and support from

tho obeervations and the thought of others at home and abroad, in

thin and earlisr generations; he must depend mainly on his own

instinctsa and oonjecturea; he must speak with all the diffidence thal

belongs to an individual judgmopt. But if when straying far inte

less known and less knowable regions of social study he does hiz wuork

carefully, and with a (ull conaciousnees of its limitations, he will have

done excellent sarvioe®. i

i

* As the imitators of Michasl Angels copied only his faults, @ Curiyle, Ruskin
and Morris find to-day ready imitators, who lack their fine inapirsticos and
miuilions. '



APPENDIX D °
USES OF ABSTRACT REASONING IN ECONOMICS,

§ 1. Deoyarior, aided by analysis and deduetion, brings together are. p, 1.
appropriste classes of facts, arranges them, analysea them and infers g.o o000
from them general statements or laws. Then for a while deduction plays contains
the chief rile: it brings some of these generalizations into association :l?ali:[;gof
with one another, works from them tentatively to new and .broader deductive
generalizationa or laws and then calls on induction again to do the majn ™820%1%8
share of the work in collecting, nft.mg and arranging these faots so as
to test and “verify™ the new law.

It is obvious that there ia no room in economios for long trains Benefits
of deductive reasoning: no economist, not even Ricardo, attempted °f ‘E::IIW
them. It may indeed appear at first sight that the contrary is sug- h-umng.
gested by the frequent use of mathematical formul® in economio
studjes. But on investigation it will be found that this suggestion is
illusory, exoept perhaps when a pure mathematioian uses sconomio
hypothesea for the purpose of mathematical diversions; for then his
concern is to show the potentialities of mathematical methods on the
supposition that material appropriate to their use had been supplied
by economic study. He takes mo technical responsibility for the
material, and is often unaware how inadequate the material is to bear
the straine of his powerful machinery. But a training in mathematica
is belpful by giving command over a marvellously terse and exact
language for expressing alearly some general relations and some short
processes of economic reasoning; which can indeed be expressed in
ordinary language, but not with equal sharpness of outline. And,
what is of far greater importance, experience in handling physical
problems by mathematical methods gives a grasp, that cannot be
obtained equally well in any other way, of the mutual interaction of
economies changes. The direct application of mathematical reason-
ing to the discovery of ecomomic truths hsa recently rendered groat

lSaol.m.
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servicee In the hands of master mathematicians to the study of sta-
tistical avorages and probabilities and in measuring the degree of
consilienoe between correlated statistical tables,

§ 2. If we shut our eyes to realitics we may construct an edifice
of pure crystal by imaginations, that will throw side lighta on real
pmblemu, and might conceivably be of interest to beings who had no
economic problems at all like our own. Such playful exoursions are
often suggestive in unexpected ways: they afford good training to the
mind: and seem to be productive only of good, so long as their purpose
ia clearly understood,

For instance, the statement. that the dominant position which money

Iholds in economics, regults rather from its being a messure of motive

than an aim of endeavour, may be illustrated by the reflection that the
almoet exclusive use of money as a measure of motive is, 80 to speak,
an sccident, and perhaps an accident that is not found in other worlds
than onrs. When we want to induce & man o do snything for us we
generally offer him money. It is true that we might appeal to his
generogity or sense of duty; but this would be calling into action
latent motives that are already in existence, rather than supplying new
motives. If we have to supply a new motive we generslly consider how
muooch money will just meke it worth his while to do it. Sometimes
fndeed the gratitude, or esteem, or honour which is held out as an
inducement to the action may sppear as & Dew motive: particnlaly if
it can be crystallized in some definite cutward manifestation; aa for
instance in the right to make use of the leiters C.B., or to wear o star
or » garter. Such distinctions are comparatively rare snd connected
with but few transactions; and they would not serve as & measure of
the ordinary motives that govern men in the acts of every-day life.
But political services are more frequently rewarded by sach honours
than in any other way: 8o we have got into the habit of measuring them
not in money but in honours. We say, for instance, that 4's exertions
for the benefit of his party or of the State, as the case may be, were
fairly paid for by knighthood; while knighthood was but shabby pay
for B, he had earned a baronetey.

I¢ in quite possible that there may be worlds in which no one ever
beard of private property in material things, or wealth as it is generally
anderstood; but public honcurs are meted out by graduated tables as
rewards for every action that is done for others’ good. If these
benours can be transferred from one to another without the interven-’
tion of any axternal authority they may serve to measure the strength
of motives just as conveniently and exactly as moncy does with us. In,
such & world there may be a treatise on economio theory very sirilar
to the present, even though there be little mention in it of materisl
things, and no mention at ail of money.

It may seem almost trivial to insist on this, but it is not so. Fon
& misleading association has grown up in people's minds betwean that
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measurement of motives which is prominent in economio science, and svp, v, 3.
an exclusive regard for material wealth to the negleot of other and ——
higher objecta of desire. The only conditions required in a meaaure for
eoconomio purposes are that it should be somsthing definite and trans-

ferable. Ita taking & material form is pmtioally oonvenient, but is

nwot essential.

§ 8. The pursuit of sbeiractions is & 3uod t.hmg. when ocafined Butin
to its propex place. Bus the lreadih of those strains of human '“‘";“'
character with whioh economice is concerned has been underratod pyalisies
by some writars oo economiocs in England and ether pountries; and m“'””
German economists have dons good service by emphasizing is. 'I'hey |,,u.,.,d_
scem however to be imistaken In supposing that it was overlooked by
the founders of Pritish pconomios. It ia s British babit to leave
much to be supplied by the common sense of the reuder; in this case
retiocnce has been oarried too far, and has lsd to frequent misundep.
standing at home as well a8 abroad. it bas led people to suppose the
foundationa of economics to be narrower and less closely in touch
with the actual conditions of life than they really are,

Thus prominence has been given to Mill's statement, that *“ Politioal Germans
Economy considers man as oocupied solely in acquiring and consuming ::o'; done
wealth” {£s20ys, p. 138, sud sgain, Logic, Bk v1. ch. Ix. § 3). But it serviceby
is forgotten Lhat he is there referring to an abetraot treatment ofmu':.sd';g
economio guestions, which he onoe indeed contemplated; but which he ofeconomic
tever executed, preferring to write an ** Political Economy, with some of motives,
ita applicstions to Social Philosophy.” It is forgctien also that he goes
on to say, “There is, perhaps, no action of 8 man's life in which .he i
neither undez the immediate nor under the remote influence of any
impulse but the mere desire of wealth'; and it is forgotten that his
treatment of economio questions took oconstant accouns of many
motives besides the desire for wealth (see above, Appendix B, 7). His
disousaions of economio motives are, however, inferior both in substance
and in method to those of his German contemporaries, and notably
Hermann, An instructive argument that non-purchasable, non-
measurable pleasures vary at different fimes and tend to increase
with the progress of civilization is to be found in Knies' Politischs
Ekonomie, L 3; and the English reader may be referredio Syme’s
Outlines of an Indudirial Science.

It may be well to give bere the ohief heads of the analysis of Wagner’-
economic motives (Motive im wirthschafdichen Handeln) in the third m"’"
edition of Wagner's monumental treatisa. He divides them into motives,
Egoistio and Altruistio. The former are four in number, The firat and
least intermittent in its action is the striving for one's own economio |
advantage, and the fear of one's own economio need. Next comes the 4
fear of punishment, and the hope of reward, The third group consists
of the feeling of honour, and the striving for recognition (Geliungs-
sreben), inoluding the deaire for the moral approbation of others, and
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,m o, 8./ the fear of shame and contempt. And the last of the egoistic motives
is the oraving for ocoupation, the pleasure of activity; and the pleasure
of the work itself and its surroundings, including the * pleasures of the
chase.” The altruistio motive is “the impelling force (Tried) of the
inward command to moral actjon, the pressure of the feeling of duty,
and the fear of one’s own inward blame, that is, of the gnawings of
conscienca, In ita pure form this motive appears as the *Categorical
Imperative,’ which one follows becanse one feels i one’s msoul the
command to act in this or that manner, and feels the command to be
right....The following of the command is no doubt regularly bound up
with feclings of pleasure (Lustgefithle), and the not following it with
feclings of pain. Now it may be, and often is, that these feelings act
as strongly ss the Categorical Imperative, or even more strongly, in
driving us, or in taking part in driving us on to do or to leave undone.
And in so far aa this is the cnse this motive also bas in it an egoistic
elament, or at least itself merges into one.”



- APPENDIX E.
- DEFINITIONS OF CAPITAL

§1. Ir was observed in Book II. chapter 1v. that economists have are.®m, 1.
no choice but to follow well-established customns as regards the use of yoie has
the term capital in ordinary business, s.e. trade-capital. The die- llrmdr
sdvantages of this uss are however great and obvious. For inahnoeoldlm
it oompels us fo regard as oapital the yachts, but not the carriage, cultiesin
belonging to & yacht builder. If therefore he had been hiring a fousof
mnagebythayeu a.ndmstmdofeonunumgtodom,noldaymhtmda-
to a carriage .builder who bad been hiring it, and bought a carrisge capital.
for his own use; the result would be that the total stock of capital in
the country wounld be diminished by a yacht and & carriage. And this,
though nothing had been destroyed; and though there remained the
same products of saving, themselves productive of aa great benefite to
the individuals concerned and to the community as before, and prob-
ably even of greater benefita.

Nor can we avail ourselves here of the motion that capital iB It doesnot
distinguished from othor forms of wealth by its superior power of :'":i‘l'ﬂ:ﬂt
giving employment to labour. For in fact, when yaohts and carriages promotes
are in the hands of dealers and are thus counted as capital, leas employ- m;“ol;b"

.ment is given to labour by a given amount of yachting or carriage jahour.
driving than when the yachts or carriages are in private bands and

are not oounted as capital The employment of labour would not be
increased but lessensd by the substitution of professional cookshops

and bakeries {where all the appliances are reckoned as capital) for
private kitchens (where nothing is reckoned aa eapital). Under a
profeesional employer, the workers may possibly have more personal
freedom: but they alwmoat oortainly have less material comfort, and
lower wages in proportion to the work they do than under the laxer
régime of a private employer.

But these disadvantages have been generally overlooked; and Canses that
several causes bave combined to give vogae to this use of the term.h‘"g'““
One of thess couses is that the relations betwsen private employers umnnot
and their employecs seldom enter into the strategical and tactical the term.

¥ Ses ahove, p. 82.
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arr. %, 3. movements of the confliocts between employers and employed; or, as
—  is commonly aaid, between capital and labour. This point has been
emphasized by Karl Marx and his followers. They have avowedly
made the definitlon of capital turn on it; they assert that only that
fs oapital which {s & means of production owned by one person (or
: gronp of persons) and used t0 produce things for the benefit of another,
generally by means of the hired Iabour of a third; in such wise that
tho first has the opportunity of plundering or exploiting the others.
Secondly this use of the term Capital is convenient In the money
market na well as in the Inbour market. Trade-capital is habitually
conneotsd with loans. No ons heaitates to borrow in order to Increase
the tzade-capital at his command, when he can see & good opaning for
its use: and for doing this he san pledge his own trade-capital more
vasily and more regularly in the ordinary oourse of busineas trans-
wctions, than he-bould his furnitore or his private carrisge. Lastly, &
. man makes up the accounts of his trade-capital carefully; he allown for
depreciation as s matter of conrse: and thus he keepa his stock intact
Of course & man who bas been hiring a carriage by the year, can buy
it with the produce of the sale of railway stock that yields very much
leas interest than he has paid sa hire, M he Jets the annual {ncome
scoumulate till the carrisgs 18 worn out, it will more than suffice to
boy him s new one; and thus his tatal stock of capital will have been
increased by the change. But there is a chance that he will not do
this: whereas, so long &s the carriage was owned by the dealer, he
provided for replacing it in the ordinary course of his business
Differen §2. Let us pass to definitions of capital from the soctal point of '
as o the | giew, It has already been indicated that the only strictly logical
l.lonof pogition is that which has been adopted by most writers on mathe-
uplml matioal versions of economics, and which regards “social capital™ and
causs loss  ''social wealth” as coextensive; though this course deprives them of
:gnlmion a useful term. But whatever definition a writer takes at starting,
mightbe- boe finds that the various elementa which he includes in it, enter in
expected.  dijfferent ways into the sucoessive problems with which he has to deal
If therefore his definition pretended to precision, bhe is compelled
*o supplement it by an explanation of the bearing of each several
dement ‘of capital on the point at issue; and this explanation is
b substance very much like those of other writers. Thus ultimately
here>is a-general convergenco; and readers are brought o very much
the same:conclusion by whatever route they travel; though it may
ndeed require a little trouble to discern ths unity in substance, under-
ying differences In form and in words. The divergence st starting
turns out to be a lees avil than it seemed.
We Further, in spite of these differences in words there is a continuity
sdhere 40 of tone in the definition of capital by the economists of several geners.
inwing * tlons and many countries. It is true that some have Inid greater
theterr ¢ oan on the “productivity ™ of capital, some on Ita “ prospectiveness™;
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and that neither of these terms is perfeotly precise, or points to any arr.m 2,
hard and fast line of divizion, But though these defecta are fatal Cap—i-uT
to precise classification, that is a matter of sscondary lmportance. when
Things relating to man's sotiona never can be classified with precision *E2ring
on any soientific principle. Exact lists may be made of things whioh an sgent
are to be placed in certain classes for the guidance of the police officer, 9 PI&-
or the collector of import dugiss: but wuch lista are frankly artificial
It is the apirit and not the letter of economio tradition, which we
shounld be moat oareful to preserve., And, as was suggested at the end
of Book IL chapter Iv., no intellizent writer has ever left out of
account either the side of prospeotiveness or that of productivenees:
but some have enlarged more on the one side and others on the other;
while on either side difficulty has been found in drawing a definite
line of demarcation. o

Let us then look at the notion of capital as.a store of things,goci-!
.the reault of human efforts and sacrifices, devoted mainly ta seeuring :é’;:;ld
benefita in the futere rather than in the present. The notion itself isass
definite, but it does not lead to a definite classification; just as the f:::::m
notion of length is definite, but yet does not enable us to divide off tuture.
long walls from short walls save by an arbitrary rule, The savage
shows some prospectiveness when he puts together branches of treee
to protect him for s night; he shows more when he makes & tent of
poles and skins, and yet more when he builds a wooden hut: the
civilized man shows inoreaxing proapectiveness when he substitutes
solid housea of brick or stone for wooden shanties. A line could be
drawn anywhere to raark off those things the production of which
shows a great desire for future eatisfactions rather than present: but it
would bo artificial and unstable. Those who have sought one, have
found themselves on an inolined plane: and have not reached a stable
resting-place till they have included all acoumulated wealth as capital

This logical result was faced by many French economisis; who,
following in the lines laid down by the Physiocrats, used the term
Capital very much in the sense in which Adam Smith and his im'mo-’
diate followers used the word Stock, to include all accumnulated wealth |
(valeurs accumulées); i.e. all the result of the excees of production
over consumption. And although in recent years they have shown &
decided tendency to wse the term in the narrower English sense,
there is at the same time & considerable movement on the part of
some of the profoundest thinkers in Germany and England in the
direction of the older and broader French definition. Especially haa
this been remsrkable in writers who, like Turgot, have been inclined
towards mathematical modes of thought; among whom Hermann,
Jovons, Walras, and Professors Pareto and Fisher are conspicuous,
The writings of Profesgor Fisher contein a masterly argument, rich
In fertile suggestion, tn favour of a oomprehensive use of the term.
Regarded from the abstraot and mathematical point of view, his
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Arp, 2, 3. position is incontestable. But he scems to take too little account of
™  the necessity for keeping realistic discussions in tomch with the
language of the merket-place; and to ignore Bagohot's cauntion
against trying “to expreas various meanings on complex things with
a scanty vocabulary of fastencd uses!.”
s:cg::! §3. Most of the attempts to define capital rigidly, whether in
,,g,,d,d Englnnd or other countries, have turned mainly on its productivity,
l;ﬂmw'l to the comparative neglect of ita prospectivity. They have regarded
duetion,  8ocial capital as a means for soquisition (Frwerbskapital) or as a -stook
and fist  of the roquisites of production (Productions-mitlel Vorrath). But this
::pm:fh-ng general notion has been treated in different ways.
andaiding  According to the older English traditions cepital consists of those
¢ labour; Ithi.ngs which aid or supperi labour in production: or, a& has been
#aid more recently, it consiata of thoss things without which produe-
tion could not be carried on with equal efficiency, but which are not
free gifts of nature. It is from this point of view that the distinetion
already moticed between consumption capital and auxiliary capital,
has been made.

_This view of capital has been suggested by the affairs of the labour
market; but it has never been perfectly consistent. For it has been
made to include as capital everything which employers directly or
indirectly provide in payment for the work of their employees—uage
capital or remuneralory capital, as it in called; but yet not to include
any of the things needed for their own support, or that of architeots,
engincers, and other professional men. But to be conaistent it should
bave included the necessaries for efficiency of all classea of workers;
and it should have excluded the luxuries of the manual labour classes
as well as of other workers, If, however, it had been pushed to this
Iogical conclusion, it would have played a leas prominent part In the
discussion of the relations of employers and employed®

? See above, lootnote on p. 52,

Bermann said {Staatswirihschaftliche Untersuchunges, chs. mr. and v.) ihat
eapital consista of goods “which are s lasling source of satislaction that has
exchiange value.” Walras (Eléments d’Economis Pplitique, p. 197) defines capital
as “every kind of social wealth which is not conrumed at all, or is consumed but
slowly; every utility limited in quantity, that survives the first use which is made
of it} in one word, which can be wsed more than once; s houss, a pisce of furni-
ul“.ll

Kniea definsd capital as the existing stock of goods “which s ready lo be
applied to the satisfaction of demang in the future,” And Prol. Nicholson says:—
"The line of thought suggested by Adam Smith and developed by Knice is found
to lead to this result: Capital is wealth set aside for the satisfaction—directly or
indirectly—of future needs.’” But the whole pbrase, and especially the words
“‘got atide,” seem t0 lack definitensss, and o evade rathar than overcome ibe
difliculties of the problem.

* The following are among the chiel definitions of cepital by Adam Smith's
English followers:—Ricardo said:—"Capital is Lbat part of the wealth of a
ocuntry which is employed in production and consists of food, clothing, tools, mw
materials, machinery, eie. necessary &0 give effecs so labour” Malthus said:—
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In some countries however, and especially in Germany and Austria, are. x, 3.
there has bean some tendency to confine capital (from the social point -m‘rﬂy
of view) to auxiliary or instrumental capital It is argued that in axaiding
order to keop clear the contrast between production and consumption, but not.
nothing which enters direotly into consumption should be regarded as 7.'.’1‘,’3.‘.’,’“"‘
& means to production. But there appears no good reason why a thing
should not be regarded in a twofold capacity?. ’

It is further argued that those things which render their gervices to
man hot directly, but through the part which they play in preparing
other things for his use, form & compact class; because their value is
derived from that of the things which they help to produse. There is
much to be said for having & name for this group. But there is rocm
for doubt whether capital is & good name for it; and also for doubt
whether the group is as compact 58 it appears at first sight.

Thus we may define instrumental goods so a8 to include tramways
and other things which derive their value from the personal services

-which they render; or we may follow the example of the old use of the
phrase productive labour, and insist that those things only are properly
to be regarded as instrumental goods the work of which is directly
embodied in & material product. The former definition brings this use
of the term rather close to that discussed in the last seotion and sharea
with it the demerit of vagueness. The latter is a littls more definite:
but seems to make an artificial distinetion where nature has made none,
and to be us unsuitable for scientific purposes a8 the old definitions of
productive labour. . -

To conclude:—From the abstraet point of view the French
definition, advooated by Professor Fisher and others, holds the field
without a rival. A man's coat is a stored up product of past efforte

*Capital is that portion of the stock of a country which is kept or employed with
a view to profit in the produciion and distribution of wealth,” Senior said:—
“Capital is an ariicls of wealth, the result of human exertion, employed in the
production or distribution of wealth.” Jobn Stuars Mill eaid:—" What eapital
does tor production, is to afford the shelter, protaction, tools and materisls which
ths work requires, and to foed and otherwise maintain the labourere during the
procesa. Whatever things are destined for this nse are capital,” We shall have
to returmn to this conception of capitel in connection with the so-callsd Wages
Fund docirine; see Appendix J.

As Held remarked, the practical problems which wers prominent early in the
Inst century suggested some such conception of capital as this, Peopls were
anxious to insist that the wellare of the working classes dependsd on a providion
of the menns of employment and sustenance mede beforshand: and to emphasae
the dangers of ailampting t0 make employment for them srtificially undar the
extravagance of the Protective system and the old Poor-law. Held's point of view
has been developed with great acumen in Canman's suggestive and interesting
Production and Distrbution, 17T6—1848; though some of the utterances of the
earlier economists seemn capable of other and more reasonabls interpretations than
those which he nssigns to them.

' For an argument 0 this sffect, and an excellent discussion of the difficultiss
of the whols gubject, sse Wagner, Grundlequng, Ed. 3, pp. 815—8.
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srr. 3, 3. snd sacrifices destined as » means to provide him with fature gratifi.

cations, just as much as a [sotory is: while both yield immediate
shelter from the weather. And If we are seeking s definition thai
will keep realistic esconomics in touch with the market-place, then
careful acoount needs to be taken of the aggregate volume of those
things which are regarded as capital in the market-place and do not
fall within the limits assigned to “intermediate” products. In ocase

of donbt, that counrse i to be preferred which is most in accordance

with tradition. These wers the oonsiderations which led to the
adoption of the twofold definition of capital, from the business and
the sooial point of view, given abovel,

3 Boe 1L v, 1, 6. The connection of the productiveness of capital with the
demand for it, and of its prospectiveness with the supply of it has long been
latent in men’s minda; though it has been much overlaid by other considerations,
many of which appear now to be based on misconceptions. Some writers hava
laid more stress on the supply sids and others on the demand side: but the
difference between them has often been littls more than & difference of emphasis.
Thoss who have laid stress on the productivity of capital, have not been ignorant
of man's unwillingoess to save and sacrifice the present for the future, And on
the other hand, those who have given their thought mainly t0 the nature and
exient of the sacrifice involved In this posiponement, have regarded as obviows
such facts as that a siove of the implements of preduction gives mankind a
largely increased power of satisfying their wants. In short there i no reason o
believe that the accounts which Prol. BShm-Bawerk has given of the *“'naive
productivity theories,” the “use theoriea™ elo. of capital and interest would have
been. accepted by the older writers themseives ms well-balsnced and complete
presentations of their several positions. Nor does he seam to have succesded in
finding » dofinition that i8 ¢lenr and consistent. He says that “Social capital is
a group of products deatined Lo serve towards further production; or briefly a
group of Intermediate products.” He formally excludea (Book L c¢h. vL) “dwelling
houses and other kinds of buildings such as serve immediately for any purposs of
enjoymeni or education or culture.” To be consistent, be must exclude hotels,
tramways, passenger ships and trains, ete.; and perhaps even plan for supplying
the electric light for private dwellings; but that would ssem (o deprive the notion
of capital of all practical interest. There seems mo good ground for excluding
the public theatre whila including the tramesr, which would not justify the
inclusion of mills engsged [n making home-spun and the exclusion of those
engnged in making Ince. In answer to this objection he urpes, with perfect
reason, that every economic classification must allow for the existence of border
lines between any two claases, to contain things which belong in paré 40 each of
ths two. But the objections submitted o his definition ave thai its border lines
are too broad relatively to the area which they ineloss; that it conflicis violently
with the uses of the market-place; and that yei it doss not embody, as she French
definition does, & perfectly consistent and coherent absiract idea.



“VAPPENDIX F.
BARTER®.

LET us oonsider the case of two individuala engaged in barter. 4 are.r.
hag, say, a basket of apples, B a baskst of nuta; 4 wants gome nuta, g, e
B wants some applea. The satisfaction which B wonld get from one ol barter
apple would perhapas outweigh that which be would lose by parting with D m, il
12 yuts; while the satisfaction which 4 would get from perhaps three vidualais
nuts would cutwelgh that which he would lose by parting with one i‘;’::;fd
apple. The exchange will be started somowhere between these two dent.
rates: but if it goes on gradually, every apple that A loses will Increass
the marginal utility of apples to him and make him more unwilliug to
part with any more: while every additional nut that he gets will
lower the marginal utility of nuta to bim and diminigh his eagerness
for more; and vice versd with B. At last A's eagernees for nuts
relatively to apples will no longer exceed B’s; anH exchange will
ceans becanze any terms that the one Is willing to propose would be
disadvantageous to the other. Up to this point exchange has fncteased
the satiafaction on both sides, but it can do eo no farther. Equilibriuin
has been attained; but really it is not the equilibrium, n u an woxdant.al
equilibriom. ’

Thexs is, however, one equilibrium rate of exchange whick has 5omé There s &
sort of right to ba called the true equilibrium rate, becanse if onoe hit ™t “g“‘h
upon It wonld be adhered to thronghout. Itis clear that if very many caliod the
nuts were to be given throughout for an apple, B would be' willing to truerate;
do but little busineas; while if but very few were to be given, 4 would
be willing to do but little. There must be some intermediate’ rhte &t
which they would be willing to do business to the same extent. Suppogs
that this rate i= six nuts for an apple; and that A is willing to give
eight apples for 48 nuts, while B is willing to receive eight apples at
that rats; but that 4 wonld not be willing to give s ninth apple for
another six nuts while B would not be willing to give another six nuis
for a ninth apple. This is then the true position of equilibrium; but
there is no reason to suppose thet it will be reached in praotice. 4

Suppose, for instance, that A's basket had originally 20 apples in it butitis
and B's 100 nuts, and that A at starting induced B to'bolieve that he “"‘b:"“l"
does not care much to have any nuts; and so msnages to barter four attained in
apples for 40 nuts, and afterwards two more for 17 nuts, and afterwards prastice,

* Ses p. 336,
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one more for cight. Equilibrium may now have been reached, there
may be no further exchange which is advantageous to both, A has
05 nuts and does not oare to give ancther apple even for eight; while
B, having only 35 nuts, sets & high value on them, and will not give
as many s eight for another apple,

On the other hand, if B had been the more ekilful in bargaining
he might have perhaps induced A to give six apples for 15 nuts, and
then two more for soven. 4 has now given up eight apples and got
22 nota: if the terms at starfing had been six nute for an apple and
he had got 48 nuts for his eight apples, he would not have given up
snother apple for even seven nuts; but having so few nuts he is
anxious £o get more and is willing to give two more apples in exchange
for cight nuts, and then two more for nine nuts, and then ons more
for five; and then again equilibrinm may be reached; for B, having
13 apples and 56 nuts, does not perhaps care to give more than five
nuta for an apple, and A may be unwilling to give up one of his fow
remaining applea for lesa than six.

In both thesa cases the exchange would have increased the satis.
faction of both as far aa il went; and when it ceased, no further ex-
change would have boen possible whioh would ot have diminished the
satisfaction of at least one of them. In each csse an equilibrium rate
would have been reached; but it would be an arbitrary equilibrium,

Next supposa that there are a hundred people in a similar poeition
to that of 4, each with about 20 apples, and the eame desire for nuts
as A; and an equal number on the other side similarly situated to the
original B, Then the acutest bargainers in the market would probably
be some of them on A'a eide, some of them on B's; and whether there
waa free communication throughout the market or not, the mean of
the bargains would not be so likely to differ very widely from the rats
of six nuts for an apple as in the case of barter between two people,
But yet there would be no such strong probability of ita adbering very
olosely to that rate, as we saw was the casc in the corn-market. It
would be quite possible for those on the A side to get in varying
dogrees the bettor of those on the B side in bargsining, so {hat after
a time 6500 nuts might have been exchanged for 700 apples; and then
those on the A eide, having o many nuts, might be unwilling to do
any more trade except at the rate of at lcast eight nuta for an apple,
while those on the B side, having only 35 nuts apicce left on the
average, might probably refuse to part with any more at that rate. On
the other hand, the B’s might have got in various degrces the better
of the A’s in bargaining, with the result that afier & time 1300 applea
had been exchanged for-only 4400 nuts: the B's having then 1300 apples
and 5600 nuots, might be unwilling to offer more than five nuta for
on apple, while the 4's, having only seven apples apicoe left on the
nvernge, might decline that rate. In the one case equilibrium would
be found at a rate of sight nuta for an apple, and In the other at the

L
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rate of five nuts. In each case an equilibrium would be attained, but aer. v
not the equilibrium, -

This uncertainty of the rate at which equilibrinm i is reached depends Much
indirectly on the fact that ane commodity is being bartered for another % £ 0~
instead of being sold for money. For, since money is a general purchasging r remov
medium, there are likely to be many dealers who can conveniently take mﬂ
in, or give out, large supplies of it; and this tends to steady the market. uuhty of
But where barter prevails apples are likely to be exchanged for nuts in Jn® °f be
one case, for fish in another, for arrows in another, and s on; the modities
steadying influences which hold together a market in which values are ;:;::11:{.
set in money are absent; and we are obliged to regard the marginal
uniilities of all commodities aa varying. It is however trae that, if nut-
growing had been & chief induatry of our barter-distriet, and all the
tradere on both gides had large atores of nuts, while only the 4's had
apples; then the exchange of a few handfuls of nuta would not heve
visibly affeoted their stores, or changed appreciably the marginal utility
of nuts. In that case the bargaining would have ressmbled in all
fundamentala the buying and selling in an crdinary corn-market.

Thus, for instance, let a single 4 with 20 apples, bargain with a
single B, Let 4 be willing to sell 5§ apples for 16 nuts, a asixth for
4 nuts, a seventh for 5, an eighth for 6, a ninth for T and o on; the
marginal utility of nuts being always constant to him, so that he is
just willing to sell the eighth for 6 and so on, whether in the earlier
part of the trade he has got the better of the bargaining with B or not.
Meanwhiles let B be willing to pay 50 nuts for the first five apples rather
than go without them, 9 for & asixth, 7 for & seventh, 6 for an eighth,
and only 5 for & ninth; the marginal utility of nute being constant to
him, so that he will just give 6 nuta for the eighth apple whether he has
bought the eerlier apples cheaply or not. In this case the bargaining
must issue in the transfer of eight apples, the eighth apple being given
for aix nuts. But of course if A had got the better of the bargnining
at first, he might have got 50 or 60 nuts for the first seven apples;
while if B had got the better of the bargaining at first, he might have
got the firat seven apples for 30 or 40 nuts. This corresponds to the
. fact that in the corn.-market discussed in the text, about 700 quarters
would be sold with & final rate of 36s.; but if the sellers had got the
best of the bargaining at first, the aggregate price paid might be a good
deal more than 700 times 30s.; while if the buyers had got the better
of the bargaining at first, the aggregate price would be a good deal less
than 700 times 36s. The real distinction then between the theory of
buying and selling and that of barter is that in the former it generally is,
and in the latter it generally is not, right to assume that the stock of
one of the things whioch is in the market and ready to be exchanged
for the other is very large and in many henda; and that therefore
ita marginal utility is practically conslant. See Noile XII bis in the
Mathematioal Appendix.
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THE INCIDENCE OF LOCAYL RATES, WITH SOME
SUGGESTIONS AS TO POLICY.

‘4fr-6,1.  §1, WE have seen? that the incidence of a new local tax on
The printing would differ from that of & national tax mainly by caunsing
m tuch parts of the local printing industry sa could conveniently migrate
taxesis  Dbeyond the boundaries of the local tax to do so. Those customers who
Eﬁﬁm needed their printing to be done in the locality would pay rather higher
m’,rgu:i“ for It. Compositors would migrate till only enough remained to find
of “‘:; slon, “Ployment locally at about the eame wages aa befors; and some
£a0 by the’ Printing offices-would be transferred o other industries. The incidence
:m:hm of general local rates on immovable property follows different. lines in
tatesars  80me respects, The power of migration beyand the boundaries of the
expended. rates is & very important factor here, as in the case of & local tax on
printing. But of perhaps even greater importance is the fact that a
lnrge part of the local rates is spent in ways that conduce directly to
the comfort of those very residents and workers In the locality, who
. might otherwise be driven away. Here two technical terms are needed,
OM'WJ Onercus rates are those which yield no compensating benefit to the
persons who pay them, An extreme case in that of rates devoted to
paying interest on a loan incurred by a municipalily for an -enterprise
which failed and has been abandoned. A more representative case is
that of a poor-rate levied mainly from the well-to-do. Onerous ratea
tend of course to drive away those persons on whom they would fall
gf;':mﬁz" On the other hand beneficial or remunerative rates are those spent
nerative  OD lighting, draining, and other purposes; so as to supply the people who
rates. pay the rates with certain necessaries, comforts and luxuries of life,
which can be provided by the local authority more cheaply than in any
other way. Such rates, ably and honeatly administered, may oonfer &
net benefit on those who pay them; and an inorease in them may
attraot population and industry instead of repelling it. Of course a
rate may be onerous to one class of the population and beneficial to
another. A high rate spent on providing good primary and secondary
echools may attract artisan residents, while repelling the well-to-
do. *Services which are preponderantly Nationsl in character™ are
“generally onerous™; while “those which are preponderantly Local in
oharacter generally confor upon rate-payers a direct and peculiar benefit
more or less commensurate with the burden®.”
But the term “rate-payer” needs to be interpreted differently in
! See pp. 453 and 658,
" Above V, Ix. 1. This Appendix is largely bassd on the Memorandum there
mentioned.
* Final Report of Royal Commission on Local Tasation, 1001, p. 12,
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asp. 0,3. the movement of the ball could be calculated. But bolore any one
——  tondency has had time to produce muck result it will have ceased .
to exist, and ite successor canunot be predicted. Just so, though econo- .
mists settled once for all, nearly a century ago, the general tendenaics -
of the shifting of taxation; yet the relative weight of onerous rates in
different places often changoa &0 rapidly that & tendency may make
but little headway before it is stopped off, or even reversed, by changea
whioh cannot be predicted.
The term § 2. We have already seen that the ground rent which & builder ia
:::id:.”’ willing to pay for any site is governed by his estimate of the additional
value which that site will give to the buildings erooted on it. Before
taking the lease his capital and that which he will borrow for the
purpose is “free” and expressed in terms of money. The anticipated
income from his inveetment is expressed also in money. He sets on
the one side hia ontlay for building; angd on the other side, the excess
of the rental value of the building with its site over the ground remt
to which he is about fo commit himself. He works out—perhapa
roughly and by instinct rather than definite arithmetical calculations
~—the present (discounted) value of this exceas for the (say) 99 years of
his lease. Finally he takes the iease if he sces his way to a good
margin of profit; and no better opening for his enterprise is at hand?.
He contrivea to the best of his ability that the site and the house
{or other building), which he puts upon it, shall be permanently appro-
priate tho one to the other. In so far as he sucoeeds, the rent of the
property at any future time is the sum of its annual site value and the
annual value of the building: and this he expecta to yield him full
profits on his outlay, allowing for insurance against the risks of a °
rather hazardous industry. This second part of the rent is commonly,
though perhaps not with striot propriety, called the (annual) building
value, or the building rent of the house. '
Ita As time goea on, the purchasing power of moncy may change; the
puilding  class of house for which that site is suitable is likely to change; and
inappro-  the technique of building is certain to be improved. Consoquently the
P“:i‘;‘“ total annual value of the property at a later date conaista of ite annual
the whols aite value, together with profits on the cost of building & house giving
"1“° mﬁ!’ acoommodation equally desirablo at that date with the exiating house.
tbato{aha But all this is subjeot to the dominant condition that the general
e character of the house has remsined appropriate to its site: if it
has not, no precise statement as to the relation between total value,
gite value and building value can be made. If for inatance a ware-
house or & dwelling kouse of quite a difforent character is neoded

! Sos above, V. x. 8 and 8 The builder generally looks 4o sell his leans
before much of it has nm outk. Bui the price which be expects %o get is the
{discounied) excoss of the renial value of the property over the ground rent for
the remaining years: angd therefore the substance of his calculations ia nearly the
sams as it would be il ha intended to heap the property in bis own bands,
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to develop the full rescurcea of the aite, the total value of the property 4re. e,
as it stands may be less than its site value alone. For the site value 3'__"_
cannot be developed without pulling down those buildings and erecting

new, And the value of the old material in those buildings may be leas

than the ooet of pulling them down, jallowance being made for the
obstruction and loss of time incident thereto.

§8. As between two buildings equally eligible in other respeots, Onesrous
the occupier will pay for that which has the better sjtuation an annual :?;e:a‘::“,
gum equivalent to its special advantages: but be does not oare what in so fax
part of this sum goes aa rent and what as taxes. Therefore onerous taxes :;::":‘m
on gite valucs tend to be deducted from the rental which the owner, or deducted
Iessee receives: and they are accordingly deduoted, in so far as they can o™
be foreseen, from the ground rent which a builder, or anyone else, i3 rentsin
willing to pay for a building lease. Such local rates as are remunerative, 26 leases.
are in the Jong run paid by #he occupier, but are no real burden to
him. The condition “in the long run” is esacatial: for instance,
rates levied on account of interest and sinking fund on & town im-
provemont, which will for several years to come disturb the publio
thoronghfares, and yield none of ita good fruit, will be onerous to the
ocoupier, if he paya it. In striot justice it should be deducted from his
rent; becanse when the improvement is in full working order and
eapecially when the debt has been paid off, so that the rate in queation
lapees, the owner of the property will reap the benefit of the onerous
rates levied on account of it from the firatl. .

§4. Taxes on building valuee are on & .different footing. If Taxeson
uniform all over the country, they do no alter the differential ',’m'i,"ﬁ,
advantages of favoured gites; and therofore do not—directly at leagt— uniform all
make the builder or anyone else less willing to pay & high ground rent z::;,:.h;
for a good site. If they are so heavy aa materially to narrow the area cannot be
of ground built upon, they will indeed lower the value of all building Sy2ded by
ground: and special site values will fall with the rest. But their effect cupier, ex-
in this direotion ia so small, that no great error is made by saying that ?:f::“h':
uniform taxes on building values do not fall on the ground owner. selects a
The builder, in so far a8 ho anticipstes such taxes, adjusts his plans to 122 °x-
them: he sims at putting up buildings of only such expense as can be Eu.ilding.
let to tenants at zenta that will yield him normal profits; while the
tenant pays the rates. He may of course miscaleulate. But in the
long rn builders aa & olass, like all other able business men, are nearly .

right in their calculations, And in the long run, uniform taxea on

! This assumes that the land is assessed to the tax at the same amount, what-
ever the use to which it is put. The cass of an extr tax for a special use can be
treated as in V. x. 6. I agricultural land were exempt from the tax, then ke
tenant of s house or lactory in the country would escaps that part of the mite tax
which is assessed on the excess of the valus of the land for building uses over its
value for agriculture. This might slightly increase concentration in towns, and
thus take s little trom the burden on site owners in them: but it would not
materially aQact the valuss of sites in the cantre of towns, Ses alss below § 6.
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aer. 0, 5. building values fall npon the cooupler; or at the last on his customens
= it ho unes the building for trmde purposes, and his competitors are
subject to similar rates.
Remuners- - But the case is quite different In regard to special high onerous local
Liversl* rates on building valves: and bere comes in the chief difference
course between the incidence of national taxes on immovable property and
B . local rates on it. Remunerative expenditure trom ihs rates, which
adds more to the convenienoces of life than the equivalent of its cost, do
not of couree repel the ocoupier: that part of them which {8 saseased
on building values is paid by him, but is no real burden on him; as
we have geen in the case of remunerative rates on sits values,
Exception-  But that part of the zates on building values which is onerouns, and in
:‘Plf,ﬁ:; excoas of corresponding oharges in other localities, does not fall mainly
on building on the occupiern, Any exceptional pressnre will cause them to migrate
;‘;‘é’:o be Peyond ita reach in mfficient numbers to reduce the demand for housea
shiftedon and other bulldings in the locality, till the burden of thews axceptional
Yo ownors, , rates falls upon the leesees or owners. Builders therefare, in so far as
wayasif they can foresee the fuinre, deduct the equivalent of these exoeptional
sita valuss. ODErOUs rates on building values, together with all rates and taxes on
#ite values from the ground renta which they are willing to pay.
Gn:hu in~ But the cases, in which great deductions of this kind are made, are
o :m:::. not numerous and important. For permanent inequslities of onerous
rates rateq, though considerable, are less than is commonly thought: and
ﬁf‘l’:’n& many of them are dus to socidenta which cannot easily be foreseen,
stuch as mismanagement by & particular group of local administrators.
There i4 indeed cne broad and perhaps permanent cause, which throws
ita shadow before, namely the tendency of the well-to-do to move away
from crowded distriots to roomy and fashionable suburbs: thus leaving
the working classes to bear an undue share of the national duties
towards the very poor. But no sooner does this evil become con.
spicuous, than legislation is invoked to remedy it, by widening the
areas of rating for some purposes, so aa to include poor and rich
districta under the same budget; and in other ways.
Specially ‘It in of greater importance to remember that exceptional onerous
o tamin one Tétea on building values, while tending to lower site rents, and to lower
districtare the gronnd rents on new leases in the districts to which they apply, are
:o":':nu‘n’d not a8 great & burden on the whole body of owners of land as seems a$
landlords firet sight. For much of the building enterprise, which is checked by
inothess. g0k rates, is not destroyed but directed to other distriots, and raises
the sompetition for new building leases there.
Old eates §5. The incidence of a long-established vate is little affected by

and tazod | ita being collected from the tenant, and not from the owners; though it

bafore the s vitally affeoted by the praportions in which the rate Is sssessed on

Seoporty  fite and building values reapectively. On the other hand, the incidence
are no for the first few years of an increase in onerous rates is much affeoted

burded ¥ |y the mods of oollection. The ccoupier bears more of the new burden
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than be would if part of the rates were oollected from the owners, or he arz. 8, 6.
swere allowed to deduot a part of them from his remt. This applies thﬂ;u:
only $o neighbourhoods that are making progrees.. Where the popu- chaser.
Iation is receding, and building has ceased, oneroua rates tend fo press

wpob -ownera, But in such places economio friction is generally

strong. .

It seams probable that the total pressure of onerous rates on Theervils
the enterprise of building speculators and other interim owners is not :::::‘d“
vory groat; and that many rates, of which they have complained, have changea
really enriched them., But vicissitudes of the rates increase elightly inretes.
the great riaks of the building trade, and inevitably the community
pays for such risks more than their sotuarial equivalent.: All this
points to the grievous evils which arise from great and sudden inoreases
in the rates, expcoially in regard to premises the rateable value of which

- is high relatively to the net income of the occupier. '

The trader, especially if a shopkeeper, i3 often able to throw some The
part of the burden of his rates on his customers, ab all events if hei::"g:p_
deals in things which cannot be easily got from s distance. But the keeper.
shopkeeper's raies are very large relatively to his income; and some
of that expenditure from the rates, whioh is remunerative from the
point of view of well-to-do residents, appears cnerous to him. His
work belonga to that group in which economio progresa is raising supply
relatively to demand. A littls while ago his remuneration waa artifici-
ally high, at the expense of socicty: but now it ia falling to a lower
and perhaps more equitable level, and he is alow to recognize -the new
conditions, His mind fastens on the real injusfice which he suffera
when rates are suddenly raised much; and he attributes to that some
of the pressure on him whioh is really due to deeper causes. His sense
of injustice is sharpened by the fact that he does not always bargain on
quite even terms with hia landlord; for, to say nothing of the cost of

" fixturea and the general expense of a change, he might lose & great part
of his custom by moving to equally good premises even a little way off.
It must however bs remembered that the shopkeeper does migrate
sometimes, that his mind is alert, and he takes full account of the
rates; and thus, after a few years, he shiftsa the burden of onerous
rates on to the owners and customers more fully than a man of
almost any other ciass does. (The hotel and lodging-house keeper
may rank here with the dhopkeeper.)} _

§ 8. Land near to a growing town, which is atill used for agrioulture, The
may yield very little net rent; and yet be a valuable property. For its 25°25ment
future ground rents are anticipated in its capital value; and further its building
ownership in likely to yield an income of satisfaction outeide of the ‘:’?;?'“
money rent received for it. In this case, it is apt to be under-assessed nfuo,
even when rated at its full rental value; and the question srises
whether it should not be asscased at a percentage on its capital value
inatead of at & peroentage on its rent.
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arr, g, 6, Such a plan would hasten on building, and thus tend to glut the
——  market for buildings. Therefore rents would tend to fall, and buildera
would be unable to take building leases on high ground rents. The
change would therefore transfer to the people at large some part of
*the public value™ of land which now goes to owners of land, that is
built upon or is likely to be built upon. But unless accompanied by
energetio action on the part of urban authorities in planning out the
linos on which towns should grow, it would result in hasty and in-
appropriate building; a mistake for which coming generations would
P&y & high price in the loss of beauty and perhaps of health.
and a par- The principle which lLiee at the base of this scheme is capable of
,“;ﬂﬁ;‘:‘;"' Iarger application: and something may be said aa to one suggestion
nevess- of an extreme character, which has recently attrscted some attention,
n;:“,:uy to the effect that in future rates should be assessed muinly or even
from build- wholly on eite values, with littlo or no reference to the value of the
g relist puildings. Its immediate effect would be an addition to the value of
values,  some properties at the expense of others. In particular it would raise
might work tho value of high and expensive buildings in districts in which the
: rates were heavy, even more than those in which they were low;
because it would afford relief from a greater burden, But it would -
lower the value of low obsolete buildings on large sites in heavily rated
distriots, After a time, the amount of building put upon a site would
vary geuerally, subjeot to the bylaws, with ita advantagea of situation;
instead of as now partly in proportion to these advantages, and partly
inversely as the rates. This would increase voncentration and tend to
raise gross gite values in advanfageons districts: but it would also
increase the aggregate expenditure from the rates; and, as this would
fall on site values, the net site values might be very low. Whether on
the whole the conceniration of population would be increased, it is
diffionlt to eay: for the most active building would probably be in the
suburbs, where vacent land no longer escaped heavy rating. Much
would depend on the building bylaws: the concentration might be
much leesened by & rigorous rule that there shonld be a large free
space at the back as well a8 in front of all high buildinga®.

! For inatance suppose an arca of a million square feel 40 be covered with
rows ol paralle! buildings 40 feek high and 40 fees deep; a bylaw, thaj the sky
must subtend half s right angle ak ihe ground looking straight back as well as
front, will cause the distance between sach row and the nesh o be 40 foel: and
the aggregate volume of building will be 40 fees mulliplied into half the total area,
f.6. 20,000,000 cubie feet. Now suppose the height of the buildings 4o be trebled.
Under the same bylaw, the distances beiween the Tows must be 120 fees: and,
on the supposition that it is nok convenient o increass the depth of the houses
beyond 40 feet the aggregate volume of building will be 120 fest multiplied inte
& quariar of the total area, that is, 30,000,000 cubic teet. Thus the total sccom-
modation will be increased by only ons hall; instead of being trebled, e would
bave been the case §f the old distances of 40 feet betwsen the rows had been
maintained.
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§7. Reference has alrendy been made to the latent partnership aer. s,
between tenant and landlord in British agriculture generally’, Com- T &
petition is less effective in rural than in orban districts. But on the Rural
other hand the contributions which the landlord makes to the effective Taies.
ocapital of the farm are elastic, and liable to variation according to the
gtress of circumstances. These adjustments obscure the incidence of
agrioultaral rates, as the eddies of wind rushing past & house will often
carry snow-flakes upwards, overbearing, but not destroying, the ten-
dency of gravitation; and hence arises the common saying that the
farmer will pay both hia and the landlord's share of new rates, if the
competition for farms is strong; while the landlord will pay all, if he
has reason to fear that farms will be thrown on his handa,

However, rural populations probably bear less onerous rates than is

oommonly supposed. They have gained by improved police service and
the abolition of tarnpikes, and they have increasing access to advantagea
purchased by rates in the neighbouring towns, to which they do not
contribute, and which are generally much bigher than their own ratea.
In 8o far a8 the rates are remunerative in the immediate present, they
are no net burden to the vecupier, though he pays them. But rates are
a considerable percentage on the farmer's net income; and the burden
on him fs apt to be heavy in thoss very rare cases in which onerous
rural rates are increased greatly. As already indicated, an onerous rate
confined to one district is likely to press more heavily on the local
landlorda and farmers than if general throughout the country®.

§8. This volume is mainly oocnpied with scientific inquiries; but Reasons
yot not without some glances at the praotical imsues, which supply g:;':,?;"‘
& motive to economic studies®. And here some consideration of policy the general

"seama degirable in regard to rates. For all economists are ngreedﬂmg:l
that land in an old couniry resembles other forms of wealth in many applying
reepeots, and that it differs in others: and in some recent contro- i=° <t
versial writings there haa appeared a tendency to relegate the poinis to some
of difference to- a secondary place, and to give almost exclusive L’:":;_“l
prominence to those of similarity. A moderate tendency in that
direction might be judicious, if the points of similarity alone were
of high importance in urgent practical issues. But the contrary is
the faot. And therefore it may be well to consider some great issues
of administrative finance, in which & leading part is played by those
sttributes of land which are not largely shared by other forms of
wealth. But first a little must be said aa to equity.

When & special tax is levied for a particular purposs and the case is Particular
not ons for any interference by publio authority with existing rights of FFav"00
ownership—as, for instance, when an arterial syatem of land drainage to bs
is created—the owners of the properties to be benefited may fitly judeed |
be asseased on the “joint stock principle,” sccording to which calls orierous v
are made from shareholders in proportion to their stake in the *;x.:;ii;gdw
common venture. The equity of every suoh charge must bo judged a5 2 whole.

18 VL £ 10. ¥ Bee shove, p, 437. * Bes L 1v. 3—4.
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arr. o, 8. separately. But ou the other hand all onerons taxes and rates must

Taxes on
bhougeas are
roughly
proportion-
ate to ox-
penditure
and equi-
table in
them-
selves.

But heavy
. taxeson
4rade pre-
mises are
squitable
only in go
:;r "]
are
lhi?i.ed :
and new
taxes
cannot be
shifted
quickly.

The
itateaman
hea heavy
and many-
sided

be judged in equity as a whole.. Almosat every onerous tax taken by
itaell pressce with undue weight on some olass or other; but this is
of no moment so long as the inequalities of each are sompensated by
those of others, -and variations in the severnl parts synchronize, If
that difficult condition is satisfied, the system may be equitable,
though any one part of it regarded alone would be inequitable.

Secondly, there is a general agreement that & system of taxation
phould be adjusted, in more or leas steep gradmation, to people’s
incomesa: or better still to their expenditures, For that part.of &
man's income, which he saves, contributes again to the Exchequer
until it is consumed by expenditure. Consequently, wheun considering
the fact that our present system of taxation, general and local, bears
heavily on houses, it should be remembered that large expenditure
generally requires large house-room: and that while taxes, and
eapocially graduated taxes on expenditure in general, present great
technical difficulties to the tax collector; and further oost mmuch more
to the consumer directly and indirectly then they bring into the
revenune; taxes on houses are technically simple, cheap in collection,
not liable to evagion, and easy of gradustion®.

But, thirdly, this argument doee not apply to buildings other than
houses. And for that reason it may be equitable to tax shops, ware-
houses, factories, ete. on & Jower scale than homses, at all events as
far as new rates are concerned: the burden of old rates is already
ghifted from the occupiers of businesa premisea partly on te their
landlords and partly on to their customers, This process of shifting
is constantly going on; and therefore no great hardehip would be
inflicted on the trading classes in urban districts if they were eharged
at once with a farthing for every penny of new rates; while a part,
or the whole, of the remaining three farthings were left to be added
to their burden gradually by small annual percentages. It may be
that some such plan will be neoessary, if the expensce of urban local
government continue to inorease fast.

Theas conaiderations icad oa to repeat that, whether in an old or
& new country, a far-seeing atatesman will fecl a greater responsibility
to future generations when legislating as to land than aa o other forms
of wealth; and that, from the economio and from the ethioal point of

! In old times the windows of a house were taken as reprosentative of the
houss, and were tnxed heavily: but the tax did not sirike, and was not intended *
to strike, persons as owners and users of windows only; it was intended to strike -
them, and did atrike them, &3 owners and users of houses. And, just as the
window is & more or less good representative of the house; 80 the houss is
» representative, perhnps a better representative, of a certain acale and siyle of
household expenditure in general; and when houses are taxed, the kaz is, and is |
intended to be, & tux upon the ownership and use of the means af living in certain |
renoral conditions of comfort and social position. T¢ part of the tax amessod on
bouses were removed, and the daficit made up by tates sasessed on furnitare and ¥
indoor servanta, the true incidence of the taxes would be nearly the same a8 vow.
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view, land must everywhere and elwayas be olsased as & thing by arr.q,9.
iteelt. M from the first the State had retained true rents in itampoTﬂ-
own hands, the vigour of industry and accumnlation need not have bilitiesin
been impaired, though in & very few cases the settlement of mew E':fi:’ﬁ.”
countries might have been delayed a litile, Nothing at all like thia -
cen be maid of the incomes derived from property made by man. But
the very greatness of the publio interests concerned makes it #pecially
necessary to bear in mind, when disoussing the equities of the public
value of land, that a sudden appropriation by the State of any inoomes
from property, the private ownership of which had once been recognized
by it, would destroy Beourity and shale the foundations of society.

‘Sudden and extreme measures would be inequitable; and partly, but
1ot solely for that reason, they wounld be unbusinees-like and even
foolish. -

Caution is necessary, But the oause of high mite values is that
conocentration of population, which ia threatening a soarcity of fresh
air and light and playroom so grievous as to lower the vigouwr and
the joyousneas of the rising generation. Thus rich private gains
acorue, not merely through canseas which ars public rather than private
in their oharacter, but also at the expenss of one of the chief forms of
publio wealith. Large expenditure is needed to secure air and light
and playroom. And the moat appropriate source from which that
expense can be defrayed seems to be those extremo righte of private
property in land, which have grown up almost imperceptibly from the
time when the king, representing the State, waa the sole landowner.

" Private persons were but landholders subject to the oblization to work
for the publio wellbeing: they have no equitable right to mar thet
wellbeing by congeated building.

§9. Accordingly the following practical soggestions seem to Sudden
emerge:—As regards old rates s sudden change in the person ﬁ'om‘:’::e“:z;
whom they are collected seems unadvisable: but edditional rates old rates
should, as far a8 may be convenient, be ccllected from the person ::‘;m
on whom they are ultimately to fall; unless, like the income tax
under Scheduls A, they are collected from the tenant with the
instruction that they are to be deducted from his rent. .

The reasons for this are thet mearly the whole of that part of Newrates
old rates, which is assessed on publio or ite value of Iand, is already Shoucbe
borne by owners (including lessees, so far as those rates go, which, farasr sy
though old, were not anticipated when their leases were taken); and ll;;?h:':nm
nearly all the remainder of it is borne by tenants or their customers. they sre
Thia result would not be very greatly disturbed by allowing the tenant g“;g;ﬁ}{
to dednet a half or even the whole of his rates from his rent: though such
a law would run some risk of handing over some of the property of the
owners to lessees, who had reckoned for paying those old rates when
taking their leases. On the other hand, & provision for the division
of vew, that is additional, rates would have great advantages: the
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aep. 0, 8. ocoupier whether of a farm, of buasiness premises or a house would
deduct one half of the new rates from his rent; his immediate land-
Jord wounld deduot in proportion from his payments to the superior
holder next to him; and so on. And in addition new looal taxes on
business premises of all kinds might be assessed, as has just been
suggested, at Jess than full rates in the first instance; and gradually
increased. By these provisions farmers, shopkeepers and other traders
would be relieved from the occasional injustice, and the constant fear
of injustios, which are now associated with sudden, disproportionate
additions to the public burdens thrown upon particular classes.
Orbanland  In regard to site valaes, it would seem well to ruls that all land,
2‘.‘,’51‘;3’ whether techuically urban or nof, should be regarded as having a
with & special gite value if when cleared of buildings it could be gold at even
Ef;m a moderately high price, say £200 an acre. It might then be subjected
and 8 to a general rate assessed on ita capital value; and, in addition, to
TRl & “fresh sir rate” to be spent by local suthority under full central
airrate.” control for the purposes indicated above. This fresh air rate would
not be a very heavy burden on owners, for a good deal of it would be
returned to them in the form of higher values for those building sites
which remained. As it is, the expenditure of such private societies
aa the Metropolitan Public Gardens Association, and much of the rates
raised on building values for public improvements, is really a free gift
of wealth to owners who are already fortunate.
Rates For rural and wrben distriots alike, after reckoning for the initial
should b°d rates on land, the remainder of the neceasary funds would perhaps best
utnoone be obtained by rates on immovable property, supplemented by some
::&";’M minor local taxes at the discretion of the looal authoritiea The
Inhslited Honse Duty might be suppressed, unless it was needed for
any great new expenditure such as old age pensions: and the main
rates xaight be graduated as the presont Inhabited House Duty is; but
more gently for housss of moderate size, and more severely for very large
houses. But no one should be_exempted altogether: for so long as
& person retains the right of voting on the levying and expenditure of
rates, it is not safe that he should wholly eacape their pressure. It may
, however be safo and reasonable to return to him or his children the
oquivalent of his payments in such benefita as will increass physical
and mental health and vigour, and wxll not tend towards political
corruption?,

! The recent Commission on Local Taration was much occupied with the
difficulty of assessing site values; and with the even greatar difliculty of making
ad inlerim armangements by which an equitable share {whether more or less) of
the ratea, which were designed in the long run o0 be paid by the ultimats land-
owners, might be transferred Irom the occupiers to lossees. (Seo wpecially
PP. 153-—176 of the Final Report) ‘The difficulty of assessment, Lhoﬂgh
undoubtedly very great, is of m kind qu be diminished rapidly by experience:
the firsé thousand such esseasments might probably give more troubls, and yet
b¢ lesa accurately made than he next dwenky thousand.



APPENDIX H*,

LIMITATIONS OF THE USE. OF STATICAL ASSUMPTIONS
IN REGARD TO INCREASING RETURN.

§1. Some hints have already been given of the diffioultiea which aep. n,
besat the theory of equilibrium in regard to commodities which obey ﬁ
the law of incressing retwrn. Those hinta are now to be developed a Nature
little, S{é:&ay

The eentral point is that the ferm “margin of production™ has notobs ~ °*
significance for long periods in relation to commeditiea the coat of pro- considered.
duction of which diminishes with a gradual increase im the output:
and a tendency to increasing return does mot exist generally for short
periods. Therefore, when we are discussing the special conditions of
valoe of those scommodities which conform to.tbat tendenacy, the term
“margin"” should be avoided. Yt may be used of course for these
commodities a8 for all others, with regard to a short and quick fuctus-
tion in demand; because in relation to such fluctuations the production
of those commodities, as well as others, conforma to the law of
diminishing and not increasing return. But in problems in which the
tendency to inoreasing retwrn is in effective force, there is no clearly
defined marginal product. In such problems: cur units have to be
larger, we have to consider the.conditions of the representative firm
rather than a given individual firm: and above all we have to consider
the oost of a whole process of production, without any attempt to
siolste that of a single commodity, such a8 a single rifle or yard of
cloth. It is true that when nearly the whole of any branch of industry
is in the hands of a few giant businesses, none of them can be fairly
described as “‘representative.” If these businessea are fused in a
trust, or even closely combined with one another, the term *‘normal
expenses of produotion™ ceases to have a precise meaning, And, as
will be argnod fully in a later volume, it must be regarded as primd
Jacie 8 monopoly; and its procedure must be analysed on the lines of
Book V. chapter x1v.; though the last years of the nineteenth century
and the early years of this have shown that even in such cases com-
petition has & much greater force, and the use of the term *“normal”
is less inappropriate than seemed probable & priori,

§2. Let us return to the instance of an increased demand for Anillus-
aneroid barometers, cansed by a movement of fashion, which after g Weto™
while had led to improved organizaticn and to a lower supply price®.

When at last the fores of fashion died away, and the demard for
nnercids was again based solely on their real utility; this price might

' Bee p. 461. * See V. xm, 1.
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ivr. 5, 3. be either greater or less than the normal demand price for the corre-
sponding scale of production. In the former case capital and labour
would avoid that trade. Of the firme slready started some might
pursue their courss, though with less net gaina than they had hoped;
but others would try to edge their way into some nearly related branch
of production that was more prospercus: and as old firma dwindled,
there would be few new ones to take their place, The scale of pro-
duction would dwindle again; and the old position of equilibrivm
would have shown iteelf fairly stable against assaulta.

But now let ua turn to the other case, in which the long-period
spply prics for the increased output fell so far that the demand price
remained above it. In that case undertakers, looking forward to the
life of & firm started in that trade, ocnsidering ita chanoea of proaperity
and decay, discounting its future cutlays and ita future incomings,
would conolude that the latter showed a good balance over the former.
Capital and labour would stream rapidly into the trade; and the pro-
duction might perhaps be increased tenfold before the fall in the
demsnd price became as great ae the fall in the long-period supply
price, and a position of stable equilibrium bad been found,

Two For indeed, though in the account of the oscillations of demand
 Positions 13 supply sbout & position of stable’ equilibrium, which was given
equilibrium in the third chapter, it was tacitly implied, as is commonly dons,
:;:ic'fﬁ;' that there conld be only one position of stable equilibrinm in & market:
possible.  yet in fact under certain conceivable, though rare, conditions there can
be two or more positions of xeal equilibrinm of demand and supply,
any one of whioh is equally conaistent with the general ciroumstances
of the market, and any one of which if onco reached would be stable,

antil some great disturbance oocourred?,

! Besides positions of stabls equilibrium, there are theoretically at least
positions of unstable equilibrium: they are the dividing boundariea between two
positions of stable- equilibria, the watersheds, o to speak, dividing two river
basins, and the price tends to fow away lrom them in either direction.

When demand snd supply sre in unstable equilibrium, then, if the scals of
production be disturbed ever so little from its equilibrium position, it will move
rapidly away to one of its positions of stable squili-
brium; as an egg it balanced on ons of ita ends Y
would at the smallest shake fall down, and lis
lengthways. Jusé aa it is theoretically possible,
but practically impossible, that an egg should stand
balanced on its end, so ik is sheoretically possibles,
but practically impossible, that the scals of produo-
tlon should stay balanced in unstable equilibrium.

Thua in fig. 38 the curves intersect several times
and ihe arrow heads on Oz show the directions in |
which, according tc its situation, R tends to move O H UK VL 2
along Oz. This shows that { Ris at Horat L
and is displaced alightly in either direction, it will, as soon as the disturbing
cause is over, relurn to the equilibriwn position from which it was displaced:
buk that if it is wb X sod is displaced towsrds the right, {4 will continue, wven
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§ 3. It must however be admitted that this theory in out of touch are. &, 8

with real oonditions of life, in so far as it assumes that, if the normal
production of g commeodity increasea and afterwards again diminishes
to ita old amount, the demand price and the supply price will return
o their old positions for that amountl.

Whether » commodity conforms to the law of diminishing or Nogreat

ncreasing return, the incresse in consumption arising from a fall m;&ﬁ‘;‘;“

price is gradual: and, further, habits which have onoo grown up intheas-
wound the use of a commeodity while ita price is low, are not quickly :ﬂﬂl’&:ﬂ
ibandoned when its price rises again. If therefore after the supply list of

ras graduslly increased, some of the sources from which it 1a derived d‘m‘md

jhould be elosed, or any other camse should occur to make the ngld-

sommmodity scarce, many consumers will be reluctant to depart from
their wonted ways. For instance, the price of ootton during the
American war was higher than it would have been if the previous low
price had not brought cotton into common use to meet wants, many
of which had been created by the low price. Thus then the list of

star the cessation of the disturbing cause, to move to the right till It reaches
L, and il displaced towards the left it will continue to move to the lefi till it
reaches H. That in to say, H snd L are points .of atable equilibrium and K
is & point of unstable equilibrium. We are thus brought to the result that:—

Ths equilibrium of demand and supply corresponding to the point of intersection
of the demand and supply curves is stable or unstable according as the demand
purve lies above or below the supply curve just to-the left of that point; or,
which is the same thing, according as it lica below or abovd the aupply curve just
to the right of that point,

We hsve seen that the demand curve ia inclined throughout negatively, From
this it follows that, if just to the right of any point of intersection the supply curve
lies above the demand curve; then, if we move slong the supply curve to the right,
we must necossarily keep above the demand curve till the next point of inter-
section is reached: that is to say, the point of equilibrium next on the right-hand
side of & point of stabls equilibrium, must be a point of unstable equilibrium;
and, it may be proved in like manner, that so must the adjacent point of inter-
section on the left-hand sjde. In other wards, in cases in which the curves cut
each other more than once, points of stable and unstable equilibrium aliernate.

Also the last point of intersection reached, as we move to the righi, must be a
point of stable equilibrium. For if the amount produced were increased indefi-
nitely, the price at which [¢ could be sold would neceasarily fall almost to zero;
but the price requited 40 cover the expenss of producing it would not so fall
Therefore, if the supply curve be produced mufficiently far towards the right, it
must st last lis above the dsmand eurve.

The firat point of interssction arrived at as we proceed from left to right may
be » point either of stable or of unstable equilibriwm. If it be a point of unstable
squilibrium, this fact will indicste that the production of the commedity in ques-
tion an s small scale will not remunerate the producers; so that its production
cannot ba commenced at all unleas some passing accident hes caused temnporarily
an urgent demand for the commodity, or has temporarily lowered the expenses of
producing it; or unless soms enterprising firm is prepared to sink much capital
in overcoming the initial diftculties of the production, and bringing out the com-
modity at & price which will ensure large sales.

! Bos V.1 6, 2 Bes IIL rv. 8,
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LIMITATIONS OF THE UBE OF SBTATICAL ASSUMPTIONS

demand prices which holds for the forward movement of the produc-
tion of & commodity will seldom hold for the return movement, but
will in general require to be raised?,

Again, the list of mupply prices may have fa.u'ly ropreaanted the
actual fall in the aupply price of the thing that takes place when the
supply is being increased; but if the demand should fall off, ar if for
any other reason, the supply should have to be diminished, the supply
price would not miove back by the conrse by which it had come, but
would take a lower course. The list of supply prices which had held
for the forward movement would not hold for the backward movement,
but would have to be replaced by a lower achedule. This is true
whether the production of the commodity obeys the law of diminishing
or increaging return; but it is of special importance in the latter case,
becauss the fact that the production does obey this law, provea that its.
increase leads to great improvements in arganization.

For, when any casmal distorbanoco has caused a great increase i m1
the production of any commodity, and thersby has Jed to the introduo-:
tion of extensive economies, thess economies are not readily lost.,
Developments of mechanioal appliances, of division of labour and of;
the means of transport, and improved organization of all kinds, when)
they have been once obtained are not readily abandoned. Capital and’
Inbour, when they have onoe been devoted to any particular industry,
may indeed become depreciated in value, if thers is a falling off in the:
domand for the wares which they produce: but they cannot quickly
bo converted to other ocoupations; and their competition will for a:
time prevent & diminished demand from causing an increased price
of the wares®.

1 That is, for any backward movement of the amount offered for sale, ¢he lef
ando!thedemandeurvewnuldpmbablynmdhbomdinorduhmmn
represent the new conditions of dernand,

® Por instance, the shape of the supply curve in fig. 38, implies that it tbc
ware in question were produced on the acsle OF annually, the sconomies intros
duced into its production would be so extensive as to enable it o bo sold at w
price TF, It these economies were once effected the shaps of the curve §§*
would probably cease to represent accurately the circumstances of supply. The
expenses of production, for instance, of an amount O would no longer be much
greater proporiionately than those of an amount OF. Thus in order thak the
curve might again represant the circumatances of supply it would be necessary t¢
draw it lower down, as the dotied curve in the figure. Professor Bullock;
Quarterly Journal of Economics, Aug. 1903, p. 508, argues that this dotted curve
should nos slope upward from T however gently: but should alope downward;
to indicate shat the diminished production will lower marginal cost, “by forcing
out of business the weakost producors,” so that the marginal cost will in future
be that of more competent produccrs than before. This result is poasible, Bul
it must be remembered that the marginal coat of the weakest producer does nod
govern value, but only Indicates the force of the ceuses which govern . In
{ar as the economiss ol production on a large ecale ars “inlemal” f.e. belonging
to the internal ovganieation of individual firmas, the weaker firms must apeedily
be driven oup of existence hy the stronger. The continued sxistence of weske
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Partly for this reason, there sre not many casea in which two are. m, 8.

positions of atable equilibrium would stand out as possible alternatives , = -
at one and the aame moment, oven if all the facts of the market could change in
bo ascertained by the dealers concerned. But when the conditions of a ﬁ:’::l"l:‘pdly
branch of manufacture are such thet the supply price would fall very often
rapidly, if there should be any great increase in the scale of production; :""’::ﬁ"
then & passing disturbance, by which the demand for the commodity the equi-
was increased, might csuase a very great fall in the stable equilibrium “:’i‘:&‘““
price; & very much larger amount than before being henceforward P
produced for sale at & very much lower price. This is always possible
when, if we could trace the lists of demand and supply prices far abead,
wo should find them keeping close together®. For if the supply priccs
for largely ineveased amounts are but very little above the gorrespond-
ing demand prices, 8 moderate increase in demand, or a comparatively
slight new invention or other cheapening of produection may bring
supply and demand prices together and make a new equilibrium.
Such a change resembles in some respects a movement from one
alternative position of stable equilibrium to enother, but differs from
the latter in that it cannot ocour except when there is gome change in
the conditions of normal demand or normal supply. -

The unsatisfactory chsracter of these results is partly duoo to
the imperfections of our analytical methods, and may conceivably be
much diminished in & later age by the gradual improvement of omr
scientific machinery, We should have made a great advance if we
conld represent the normal demand price and supply price as functions
both of the amount normally produced and of the time at which that
smount became normal®.

firms is an evidence that & strong flrm cannot indefinitely increass ita output;
portly because of the difficulty of extending its market, and partly because the
atrength of n firm is not permanent, The stroug firm of fo-day was probably
weak, becsuse young, some time back; and will be weak, becauss old, some time
hence. With a emaller cuiput there will still be weak firms at the margin; and
they will probably in the courss of time be weaker Lhan il the scale of total
production had been maintained, Also the external economies will be less. In
other words the represantative frm will probably be smaller, weaker, and with less
access to external economies. See Prof. Flux in the same Journal lor Feb. 1004,

! Thet is, when at & good distance to ths right of the equilibrium peint, the
supply curve is but little above the demand curve,

% One difficulty arises Irom the fact that a suitable time to allow for the
introducticn of the economies apperiaining to one increase in the scale of pro-
duction is not long encugh for another and larger increass, s0 We muat fix on
some fairly long time abead, which is likely to be indicated by the gpecial problem
in hand, end adjust the whole scries of supply prices to it.

We could got much nsarer 1o nature il wa allowed ourselves & more complox
tlustration. We might take a serice of curves, of which the Orst allowed for the
economies likely to be introduced as the result of each increase in the scale of
production during cne year, a second curve doing the same lor two years, s third
for thres years, and so on. Cuiling them out of cardboard and standing.them wp
aide by side, we should abiain o surface, of which the threa dimsnsions represented
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Arr. m, 4. §4. Next let us revert to the distinction between aversge values

Onl;a. and normal valuesl. In a stationary state the income earned by every

stationary applisnoe of production being traly anticipated beforehand, would

;‘:ﬁd represent the normal measure of the efforts and sacrifices required

avernge  to csll it into existence

bt The aggregate expensca of production might then be found either

equal to Ml . .

margina) by multiplying thess marginal expenses by the number of units of the

sudée  commodity; or by edding together all the actual expenses of produo-

expenses, lion of ita several parts, and adding in all the rents earned by differ-
ential advantages for production. The aggregate expenses of production
being determined by either of these routes, the sverage éxpenses coutd
be deduced by dividing cut by the amount of the commodity; and
the result would be the normal supply price, whether for long periods
aor for short,

But in the world in which we live, the term “average” expensea of
produotion is somewhat misleading. For moat of the appliances of
production, material and personal, by which a commodity was made,
came into existence long before. Their values are therefore not likely
to be just what the producers expected them to be ariginally; bmt
some of their values will be greater, and others leas, Thus present
incomes earned by them will be governed by the general relations
between the demand for, and the supply of, their products; and their
values will be arrived at by capitalizing these incomes. And therefore,
when'making out a list of normal supply prices, which, in conjunction
with the list of normal demand prices, is to determine the equilibrinm
position of normal value, we cannot take for granted the values of
these appliances for production without reasoning in a circle.

Thia This caution, which is of special importance with regard to indus-
E:Z&:M tries that tend to inoreasing return, may be emphasized by & disgram.
g’yn matio presentation of the relations of demand and supply which are

€T posaible in a stationary state, but only there. There every particulsr
thing bears its proper share of supplementary costs; and it would not
over bo worth while for a producer to accept a particular order st a
price other than the total cost, in which is to be reckoned a charge for
the task of building up the trade connection and external organization
of a representative firm. The illuatration hes no positive value: it
merely guards against a possible error in abstract reasoning®.

amount, price, and time repectively. If we bad marked cn each curve the point
corresponding e that amount which, so [ar as can be foreseen, seems likely 0 be
the normal amount for the year o which thak curve related, then theso poinia
would form a curve on the surface, and thas curve would be a fairly true long-
period normal supply curve for s commuodity obeying the law of increasing refurn,
- Compare en article by Mr Cunynghame, in the Ecomomic Journal for 1803.

1 See above V. m. 8; v. 4; and rx. 6.

* In the adjoining diagram, 8§’ is not a true qupply curve adapted to the
conditiong of the world in which we live; but it has properiies, which are often
arroneoualy attribuied to such & curve. Wo will call it the periicwlor sapensss
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curce. As usual the amount of a commodily is measured along O, and ita price apr. m, 4. '

slong Oy, OH ia the amount of the commodity produced annually, 4H is the
equilibrivm price of s unit of it, The producer of the GHth unit is supposed to
have no differential advantages; but the producer of the OAth unit has differ-
ential advantages which enable him to produce with an outlay PM, e unit which
it would bave cost hira an outlay 4 H to produce without those advantages. The
lIocus of P is our particular expenses curve; and it is such that any point P being
taken on it, and PM being drawn perpendienlar to Oz, PM represants the par-
ticular expenses of production incuzred for the production of ths O3Mth unit.
Tha excess of AH over PM=QP, and iz a producer’s surplus or rent. For
convenience the owners of differential advantages oy be srranged in descending
order from lefi to right; and thus S8’ becomes a curve sloping upwarda to the
right.

Proceeding as in the case of consumer’s surplus or rent (IIL. v 3), we
may regard MQ a8 a thin parallelogram or ¥
a3 & thick straight line. And as M takes
consecutive positions along OH, we get & D
number of thick straight linea eut in $wo by
the curve SA, the lower part of each repre-
senting the expenses of production of a unis
of ths commodity, and the upper the contzi-
bution which that unit affords towards rent,

The lower set of thick linea taken together F
fill up the whols space SOH A ; which there-
fore reprasenta the aggregate of the expenses
of production of an amount OH, Tha upper
st of thick lines taken together Sl up the Producery
epace F&4, which therefore representa pro-- Ezpmder.
ducer’s surplus or rent in the ondinary sense
of the term. Bubject to the corrections o M K .-
mentioned sbove (IIL vr 3), DFA4 represents the lurplua satisfaction which
congumers get from an amount OF over that, the valus of which is represented
to them by a sum of money equal to OH x H4,

Now the difference between the partlicular expenses curve and a normal
supply curve liea in this, that in the former we do, and in the latter we do not,
taks the general economies of production as fixed and uniform throughout. The
particular expenses curve is based throughout on the assumption thal the apgre-
gate production is O, and that all the producers bave access to the internal and
external economiea which belong 4o this acale of production; and, these assump-
tions being carefully borne in mind, the curve may be used to represent a
particular phase of any industry, whsther agricultural or manufacturing; but
they cannot be taken to represent ils general conditions of production,

That car ba done only by the normal supply curve, in which PA represents
the normal expenses of production of the (Afth uni$ on tha supposition that OM
unita {not any other amount, as OH) are being produced; and that the availabls
economies of production external and internal are thoss which belong to a repre-
sentative firm where the aggregate volume of production is OM. Thess economies
will generally be less than il the aggregate volume of production were the larger
quantity OH; ond therefors, M being to the left of H, the ordinate at M for the
supply curve will be greater than for a particular expensea curve drawn for an
aggregate production OH.

It follows that the area SAF which represents aggregate rept in tur present
diagram would have representsd something less than the agpregate rent, if §8'
bhad been s normal supply curve even for agricultural produce (DD’ Leing the
normal demand curve), For even in sgriculture the general economies of pro-
duction increase with an increase in the aggregate scale of production. [
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PROBLEMS RELATING TO INCREASING RETURN

If however we chooss to ignore Lhis Iact for the sake of any particular srgu-
ment; that is, il we choose to assume that AP being the expenses of production of
that part of the produce which was raised nnder the most difficult circumstances
(80 as to pay no rent) when OAf unite were produced, it rémains aiso the expenses
of production (other than rent) of the OMih unit sven whan OF is produced; or,
in other words, if we assume that the increase in production from the amount OM
to the emount OH did not alter the expenses of production of the OMth unil,
then we may regard S4F as representing Lhe aggregate rent even when 85 i
the notmal supply curva, 1t may be occasionally convenient to do this, attention
being of eourse callod every time to the nature of the special assumption made.

But no assumption of the kind ean be made with regard to the supply curve of
a commodity that obeys the laws of inereasing retumn. To do so would be = eon-
tradiction in terms. The fact that the production of the commodity obeys that
law, implies thet the general economics available when she aggregate volume of
production is large, are s0 much greater than when it is mnall, aa to override the
increasing resistance that mature offers to an increased production of the raw
materials of which the industry makes use. In the case of a particular expenses
ceurve, AP will always be lesa than 4H (M being to the lnft of H) whether the
commodity obeys the Iaw of increasing or diminishing returm; bué on the other
hand in the case of u supply curve, lor » commodity that obeys the law of
increasing return, 3 P would generally be greater than AH.

It remaing to say that if we are dealing with a problam in which somas even of
those appliances for produclion which were made by mnn, have to be taken as a .
given quantity lor the time, 0 that their earnings will be of the nature of »
quasi-rent; we may then draw & particular expenses curve, in which MP stands
for the expensss of produclion in the narrower sense in which such quasi-rents
are oxcluded; and the area SAF would thus represont the aggregaie of rents
proper and of these quasi-rents. This method of treating short-period normal
value problemns has attractions, and may perhaps ultimately be of service: but it
requires careful handling, for the assumptions on which it reats are very slippery.



APPENDIX I
.~ BICARDO’S THEORY OF VALUE.

§1. Waen Ricardo was addressing a general andience, he drew arr.1,
largely upon his wide and intimate knowledge of the facta of life, using ,. — =~
them *for illustration, verification, or the premises of argwmnent.” But had
in his Principles of Political Economy “the same questions are treated !:;;‘:":iﬁ"'
with a singular exclusion of all reference to the actnal world around bus was
him®” And he wrote to Melthus in May, 1820 (the same year in Sbetract
which Malthus published his Principles of Political Economy con- systematio
sidered with & view fo their praciical application), “Our differences ;’n‘:"
may in some respeots, I think, be sscribed to your considering my )
book as more practical than I intended it to be. My object was to
elucidate principles, and to do this I imagined strong cases, that
I might show the operation of those principles.” His book makes no
pretence to be systematic. He was with difficulty induoced to publish
it; and if in writing it he had in view any readers at all,.they were
chiefly those statesmen and business men with whom he associated.

Bo he purposely omitted many things which were necessary for the
logical sompleteness of his argument, but which they wounld regard as
obvious. And further, as he told Malthus in the following Oclober,
he was “but a poor maater of language.” His exposition is as con-
fused as his thought is profound; he usee words in artificial senses
which he does not explain, and to which Le doea not sdhere; and he/
ohanges from one bypothesis to another without giving notice.

If then we seek to understand him rightly, we must interpret bim

generously, more generously than he himself interpreted Adam Smith.
When his words are ambiguous, we must give them that interpreta-
tion which other passagee in bis writings indicate that he would have
wished ws to give them. If we do this with the desire to mscertain
what he real¥ meant, his dootrines, though very far from completa,
are free from many of the errors that are commonly attributed to
them.

' Compare the concluding remarks of Book V.: and Appendix B, 5.
* Soa an admirable article on Ricardo’s Use of Facls in the first volume of the
Harvard Quarterly Joumal of Bconomics, by ihe late Professor Dunbar.
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arp, 1,3, He considers, for instance (Principles, Ch. 1. § 1), that ntility is
Hotook  Bbsolutely essential” to (normal) value though not its measure; while
utility for the value of things *““of which there is a very limited quantity...varies
graoted, ' with the wealth and inclinations of those who are desirous to possess
infiuenceis them.”" And elsewhere (Ib. Ch. 1v.) he insists on the way in which the
ﬁ:l:fly market fluctuations of prices Mm@_lggmmwb_l;
! /{ for sale on the one hand, and “the wanta and wishes of mankind
on
Again, in & profound, though very incomplete, discusaion of the
difference between *“Value and Riches” he seems to be feeling his way
towsrds the distinotion between marginal and total utility. For by
Riches he means total utility, and he seems to be always on the point
of stating that value corresponds to the increment of riches which
results from that part of the commodity which it is only just worth
the while of purchasers to buy; and that when the supply runa short,
whether temporarily in consequence of & passing eccident, or per-
manently in consequence of an increase in cost of production, there is &
rise in that marginal increment of riches which is measured by value,
ot the same time that there js & diminution in the aggregate riches,
the total utility, derived from the commodity. Throughout the whole
discussion he is trying to say, though (being ignorant of the terse lan-
guage of the differential caleulus) he did not get hold of the right
words in which to say it neatly, that marginal utility is raised and
total utility is leasened by any check to supply.
and he *§ 2. But while not thinking that he had much to say that was
3’:’;’,“ of great importanco on the subject of utility, he believed that the
mducﬁpn connection between cost of production and value was imperfectly
infoeocat® understood; and that erroneous views on this subject were likely
is less to lead the country astray in practical problems of taxation and
Obviows  france; and 8o Le addressed himself specially to this subject. But
here also he made short cuts.
For, though ke was aware that commodities fall Into three classes
according as they obey the law of diminishing, of constant, or of in-
creasing return; yet he thought it best to ignore this distinotion in a
theory of value applicable to all kinds of commodities. A commodity
chosen at random was just as likely to oboy one aa the other of the
two laws of diminishing and of increasing return; and therefore he
thought himself justified in assuming provisionally that they all obeyed
the law of constant return. In this perhaps he was justified, but be
made & mistake in not atating explicitly what he waa doing,

/1-'0?10“91 He argued in the Grat Section of his first Chapter®that “in the
s,p,:'é:',?f early atages of society” where there is scarcely any use of capital, and
onquantity where any one man's labour has nearly the same price as any other
oflabaur * ;an's, it is, broadly speaking, true that “the yalue of  commodity, or
directly:  the. quanlity of & commodity for which jt will exchange, depends on

the relative quantity of labour which is necessary far its produotion.”
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That is, if two things are made by twelve and four men’s labour for 4¥F-5L3.
a year, all the men being of the same grade, the normal value of the

former will be three timea that of the latter. For if ten per cent. has

to be mdded for profite on the capital invested in the one case, ten

per cent. will need to be added in the other also. [If w be a year's

wagea of a worker of this class, the costa of production will be 4w.119,

and 12w.}}§: and the ratio of thesein 4 : 12, or 1 : 3.]

But he went on to show that thess assumptions cannot be properly 32, also on

made in later stagea of aivilization, and that the relation of valoe to d5ality
oost of production is more complex than that with which he started; labour;
and hin naxt step was to introduce in Section m. the consideration
that “labour of different qualitiee is differently rewarded.” If the
wages of a jeweller are twice as great as thoss of a working labonrer,
sn hour’s work of the ons must count for two hours’ work of the other.
Shouid there be a change in their relative wages, there will of counrse
be a corresponding change in the relative values of things made by
them. But instead of analyeing, a8 economists of this generation do,
the ocauses which make (say) jewellers’ wages change from one gene-
ration to another relatively to those of ordinary labourers, he contented
himself with stating that such variations eannot be great.

Next in Seotion nr, he urged that in reckoning the vost of pro- 3, m
duction of a commodity, account must be taken not only of the labour :a‘;‘:'
applied immediately to it, but also of that which is bestowed on the previously
implementa, tools and buildings with which such labour is msted_mpl*
and here the elomont of time, which he had oarefully kept In the !
background at starting, was necessarily introduced.

Acoordingly in Section v, he discusses more fully the different 4, on the
influencee exerted on the value of “a set of commedities™ [he usee this mﬁgfch
gimple method sometimes to evade the difficulties of the distinctions mual
between prime cost and total cost): and especially he takes sccount %12 be!on the
of the different effects of the application of circulating capital which is goodscan
vonsumed in & single use, and of fixed eapital; and again of the time w::rukgel:t
for which labour must be invested in making machinery to make com-
modities. If that be long, they will have a greater oost of production
and be “more valuable to compensate for the greater length of time,
which must elapss befors they can be brought to market.”

And lastly in Section v. he sums up the influence which different 5, an the
lengths of investment, whether direct or indirect, will have upon ““regg:“‘
relative values; arguing correctly that if wagee all rise and fall of the rata
together the change will have no permanent effect on the relative ﬁlm;"u
values of different commodities. But he argues if the rate of profita valus.
falls it will lower the relative values of those commodities the
production of which requires capital to be invested a long while
before they can be brought to market. For if in one case the average
investment is for a year and requires ten per cent. to be added to the
wages bill for profita; and In snother is for two years and requires
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arr.1,3. twenty per cent. to be added; then a fall of profita by one-fifth will
—=  rteduoce the addition in the latter case from 20 to 16, and in the former
only from 10 to 8. [If their direct labour cost is equal the ratio of
their values before the change will bo |$§ or 1-091; and after the
change {34 or 1-074; a fall of pearly two per cent.] His argument is
avowedly only provisicnal; in Iater chapters he takes acoount of other
causeg of differencea in profits in different induatries, besides the period
of investment. But it secms diffioult to imagine how he could more
strongly have emphasized the fact that Time or Waiting as well aa
Labour is an element of cost of production than by ocoupying his firat
chapter with this discussion. Unfortunately however he delighted in
short phrases, and he thought that bis readers would always sapply

for themselves the explanations of which he had given them a hint.

He Onoe indeed, in & note at the end of the sixth Seotion of his first
ﬁ,’f?ﬁ.’;’; Chapter, he snya:—*Mr Malthus a to think that it is & part of
anticipa- n_rlz_doot.rine that_the cost and value of a thing should be the

Marx’s it i8, if he means by cost, ‘cost of production’ including profita. In

misunder- the above passage, this is what he does not mean, and therefore he has
stending.  pop clearly understood me.” .And yet Rodbertus and Karl Marx claim
Ricardo’s anthority for the statement that the natural value of things
oonamta solely of the labour spent on them; and even thoae German

writers, are often found to admit that they have Interprted Ricardo
rightly, and that their conclusions follow logically from hia.

But be This and other facts of a similar kind show that Ricardo's reticence

:;::mh& was an error of judgment. It would have been better if he had

words.  occasionally repeated the statament that the values of two commodities
are to be regarded as in the long rum proportionate to the amount
of labour required for making them, only on the condition that other
thinga are equal: f.e, that the labour employed in the two cases is
equally skilled, and therefore equally highly paid; that it is assisted
by proportionate amounts of capital, account being taken of the period
of its inveatment; and that the rates of profits are equal. He does not
state clearly, and in some casee he perhape did not fully snd clearly
percéive how, in the problem of normal value, the various elements
govern one another mutually, and not successively in a long chain of
causation. And he was more guilty than almost anyone alse of the
bad habit of endeavouring to express great economio dootrinea in short
scntences?,

! Prol. Aahloy in a suggestive criticism of this Note, as part of an attempted
“Rehabilitation of Ricardo™ (Eeonomia Jawrnal, Vol, 1), insists thad it bas been
commonly believed that Ricardo did in fact babituaily think of mere quantities of
labour as constituting cost of production, and governing valus, subjech only o
“glight modifications*; and that this interpretakion of him ia the most coaxisient
with his writings as & whole. It is not disputed that this interpretation hus been
accepted by many able writers: otherwise there would have been little need for
rohabilitating, {.e. clothing more fully his somewhat too naked doctrines. Bul
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§ 8. There are few writera of modern times who have approached ase, ak) 3
a8 near to the brilliant originality of Ricardo as Jevons has done. Bub o, -
heé appears to bave judged both Ricardo and Alill harshly, and to have brilliant
attributed to them dootrines narrower and less scientifio then tbose °;‘;‘;‘}°‘l
which they really held. And his desire to emphasize an aspeot of Jevona.
valus to which they had given insufficient prominence, waa probably
in some mensure accountabls for his saying, “Repeated reflection and
inquiry have led me to the somewhat novel opinion that value depends
enlirely upon u.hhty" {Theory, p. 1). This statement seems to bg no lesg !
one-gided and fragmentary, and much more misleading, than that into -,
which Ricardo often glided with careless brevity, as to the dependence
of value on_eost of production; but which he never regarded as more
hhs.napart.ofnhrgerdoomne,thereatofwbmhhehadmedtoaxphm

Jevons continues:—"“'We have only to trace out carefully the
uatural laws of variation of utility as dependm,g upon the quantity of
commodity in our possession, in order to arTive at a satisfactory theory
of éxchange, of which the ofdinary laws of supply and demand are a
necessary oconsequence...Labour is found often to determine value,
but only in an indirect manner by varying the degree of utility of the
commodity through an increase or limitation of the supply.” As we
shall preseatly aee, the latter of these two statementa had been made
before in almost the same form, loose snd inaccurate aa it is, by
Ricardo and Mill; but they would not have accepted the former
statement. For while they regarded the natural laws of variation of
utility a8 too obvious to require detailed explanation, and while they
admitted that coet of production could have no effect upon exchange
value if 1t could have none upon the amount which producers brought
forward for sale; their doctrines imply that what is true of supply, is
true muiatis mulandis of demand, and that the utility of & commaodity
could have no effect upon its exchange value if it could have none on
the amount which purchasers took off the market. Let us then turn
to examine the chain of causation in which Jovons' central position
is formulated in his Second Edition, and compare it with the position
taken up by Ricardo and Mill. He says (p. 179):— .

“Coat of production detcrmines supply. Je:t?ml,
Supply determines final degree of utility. ;eo,i;i';,n_

- Final degree of utility determines value.”*

the question whellier Ricardo is to be supposed to have meant nothing by the first, -
chapter of hia book, merely bacauss he did not constantly repeat the interpretation
clauses contained in it, is one which each reader must decids for himself according
to his temperament: it docs not lend itsell to be sclved by argument. It is bere
claimsd not that his doctrines contained a cownplete theory of value: but oniy
that they were in the main trus as fer as they went. Rodbertus and Marx inter-
preted Ricardo’s doctrine, to mean that intercst does not enter inio thai cost of
production which governs (or rather takes part in governing) value: and as regards
Lhia Prol. Ashley appears to concede all that is claimed here when (p. 450) Le Lakes
it = begond question that Ricardo “regarded the payment of intereat, that is, of
something more than the mere replacement ol capilal, as 8 matter of courss ™
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are.1, 3. Now If this series of oausations really existed, there could be no great®
— harm in omitting the intermediate stages and saying that oost of
production determines valua. For if 4 is the cause of B, which is:
the cause of C, which is the canse of D; thenr 4 is the cause of D.b

But in faot there ia no such seriea.

Jevons A preliminary gbjection might be teken to the smbiguity of the
;’Eﬂ‘fﬂ, terms “cost of pmp]y"; which Jevous ought to:
things have avoided, by the aid of that technical apparatos of semi-mathe-%
:’;3:::%“ matical phrases, which was at his disposal, but not st Ricardo's.”
anotherin A graver objection lies against his third etatement. For the price whic!
a markel  ¢pe Yarions purchasers in & market, will pay for & thing, is determined
tes:but  not solely by the final d ita_utili y-these in
f:;m ! Wﬂn with the amounts of purchasing power severally at their:
measurea . disposal. The exchange walue of a thing js the same all over af
ofutllity.  market; but the final degrees of utility to which it corresponds are?
mmp ) parts. Jevons supposed himself to be getting”
fearer the foundations of exchange value when in his account of the
causes which determine it, he substituted the phrase *fins] degree of
utility,” for “the price which consumers are only just willing to pay,”™
—the phrass which in the present treatise is condensed into “marginal
‘demand price.”” When for instance describing (Second Edition, p. 105)
the settlement of exchange between “one trading body possessing
only corn, and another possessing only beef,” he makes his diagram
represent “a person” as gaining a “utility” measured along one line:
and losing & “utility” measured along another. Buot that is not what
really happens; a trading body is not “a person,” it gives up things
which represent equal purchasing power to all of its members, but
very different atilities. It is true that Jevons was himself aware of
this; and that his account can be made consistent with the facts of
life by a series of interpretations, which in effect substitute *dsmand-
price™ and “supply-price™ for “utility"” and “disutility™: but, when
8o amended, they lose much of their aggressive force againat the older
doctrines, and if both are to be held severely to a striotly kiteral
interpretation, then the older method of speaking, though not perfectly
acourate, appears t0 be nearer the truth than that which Jevons and
some of his followers have endoavoured to substitute for it.
Flo sub- But the greatest objection of all to his formal atatement of his
i“c':’,:j:ﬂ central dootrine fs that it does not represent supply. price, demand
ol cauzes price and amount produced sa mutually determining one another
i‘;;.“;‘:i‘:l':' (subjeot to certain other conditions), but as determined one by another
" in a peries, Tt is as though when thres balls 4, B, and € rest against
one another in & bowl, instead of saying that the position of the thres
mutually determines one another under the action of gravity, he had
eaid thot 4 determines B, and B detormines ¢, Someone else however;
with equal justice might say that ' determines B and B determines 44
Ard in reply to Jevons a catena rather less untrue than his can bef
made by inverting his arder and saying:—
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Utility determines the amount that has to be supplied,

The amount that has to be supplied determines cost of produstion,

Cost of production determines valus,
because it determines the supply price which Is required to make the
producers keep to their work.

Let us then turn to Ricardo’s dootrine which, though nnaystematio
and open to many objections, seems to be more philosophic in principle
and cloger to the actual facts of life. He says, in the letter to
Malthus already quoted:—*“M. Say has not a gorrect notion of
what_is meant by wvalne when he contends that a oommochty in
valusble in proportion to its atility. - This would be true if buyers

aluable in. his

regulsted the value of commodities; then indeed we might
expectthatallmenwouldbemﬂlngtogwenpnooforthmgsm
proportion to the estimation in which they held them; but the fact
appears to me to be that the buyers have the least in the world to do
in regulating price; it is aJ.l_done by the .pompotition of of the sellers,
and, however really willing the buyers m.lght bs to give mare for iron
than for gold, they could not, because the supply would be regulated
by cost of produohon. .You say demand and eupply regulates value
[sc); this T think is saying nothing, and for the reason I have given
in the beginning of this letter: it is supply which regulates value,
and supply is iteelf conirolled by comparative coat of production.
Cost of production, in money, means the value of labour as well as of
profits.”” (See pp. 173—8 of Dr Bonar's excellent edition of theso
lettars.) And again in his next letter, "I do not dispute either the
influence of demand on the price of corn or on the price of all other
things: but gupply follown elose at its heels and soon takes the power
of regulating price in hia [#i¢] own hands, and in regulating it he is
determined by cost of production.”

Theeo letters wero not indeed published when Jevons wrote, but
there are very similar statements in Ricardo’s Principles.
when discussing the value of money (Book mx, ch. Ix. § 3), apeaks of
“the law _of demand and eupply which is acknowledged to be ap.
plicable to sll co eommodltgg, sad which In the cage of money as of most
other t.hmgs. is controlled but not ‘set_aside_by the law of post of

sinoe oost of producuon would have go effect on value if
it could have none on supply.d And nga.m. when uummmg up " his
theory of value (Book m. ch. xvi. §1), he says:—“From this it
appears that demand and supply govern the fluctuations of pricea in
all casca, and the permanent values of all things of which the supply
is determined by any agency other iham that of free competition;
but that, under the régime of free competition, things are, on the
average, exchanged for each other at such values and sold for such
prices as afford equal expectation of advantage to all olasses of
producers; which can only be when things exchange for one anotber
lnthamuoofthmromz\arp—ma“b‘ﬁ" " And, on the mext page,

— e —————— D
)

819

APPR. T, 8.

Ricardo’s
correch
though
um-lequato
treatment
of utility,
took some
account of
the elsment
of Lims.



820 RICARDO'S THEQORY OF VALUE

app. 1,8, speaking of commodities which have a joint cost of produstion, he says,
——  ‘“aince cost of production here fails us we muat resort to a law of
value anterior to cost of production and more fundamental, the law of

demand and supply.”
Jevons' Jevons (p. 215), referring to this last paassage, speaka of *the fallacy
 poauen jnvolved in Mill's idea that he is reverting to an anterior low of value,
different  the law of supply and demand, the faot being that in introducing
:‘;’;& the cost of production principle, he has never quitted the law of
supply end demand at all. The cost of production is only one ciroum-
stance which governs supply and thus indirectly influences values.”
This criticism seems to contain an important truth; though the
wording of the laat part is open to objection. If it had been made in
Mill's time he would probably have accepted it; and would ~have
withdrawn the word “anterior™ a8 not expressing his real meaning,
The “oost of production principle” and the “final utility” principle

afe undoubtedly component parta of the ong M‘m
anddqggg__,eaoh'ﬁnfﬁ_ﬁfrea_toone blade of & pair of acissors.
‘When one blade is held still, and the cutting is effccted by moving the
other, we may say with careless brevity that the cutting is done by
the second; but the statement is not one to be made formally, and
defended deliberately®.
- and he Perhaps Jevons’ antagoniam to Ricardo and Mill would have been
:‘,‘:"}lf;':“ljd less if he had not himself fallen into the habit of speaking of relations
symmetry which really exist only between demand price and value as though
Shiamoetl they held between utility and value; and if he had emphasized as
Cournot had done, and as the use of mathematical foxrms might have
been expected to lead him to do, that fundemental symmetry of the
general relations in which demand and supply stand to velue, which
coexists with striking differencea in the details of those relations. We
must not indeed forget that, at the time at which he wrote, the demand
side of the theory of value had besn much neglected; and that he did
excellent service by oalling attention to it and developing it. There
are few thinkers whose claims on our gratitude are as high and as
various as those of Jevons; but thot must not lead us to mocept
hastily his oriticiams on his great predeceasors?,

180 V.m 1.

! Boe an article on Jevons’ Theory by the proseni writer in the Aagdenmy for
April 1, 1872, The edition of his Theory broughit out by his son in 1911, containg
an Appendiz on his account of interest, with special reference to that article {see
alse above VI. L 8). He contends that his father's theory is ** true as far aa it goes™
though ha **followed the unfortunatve practice of the Ricardian achool by abatracting
for treatment certain ideas, and assuming that his readers are familiar with their
relationy and taking his point of view.” The son may be accepied as the trus
interpretor of the father: and the debis of economics to the father are no doubt
80 great as (o be comparable with its transcendent obligations to Ricardo. Bub
Jovons' Theery had & combative side, as well as 5 construciive. In greai pact it
was an ettack on whas be called in his Preface, " that able but wrong-headed wan,
David Ricardo" who “shuated khe ¢ar of Economlo science on #0 » wrong line.”

r————
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It seemed right to select Jevons® attack for reply, becauss, in are. :,3'
England at all events, it has attracted more attention than any other. 5, =
But somewhat similar attacka on Ricardo’s theory of value had been critics
made by many other writers, Among thom may specially be mentioned
Mr Macleod, whose writings before 1870 snticipated much both of the
form and substance of recent criticisms on the classical doctrines of
value in relation to cost, by Profs. Walras and Carl Menger, who were
contemporery with Jevons, and Profs. v. Bohm-Bawerk and Wieser,
who were later.

The carelessness of Ricardo with regard to the element of Time haa have
been imitated by his critics, and has thus been a source of twofold s,
misunderatanding. For they attempt to disprove dootrines as to the careless-
ultimate tendencies, the causes of causes, the cause causanies, of the :':;'(,::’um »
relations betwoen cost of production and value, by means of arguments as to tho
based on the causes of temporary changes, and short-period fluctuations :I';i‘e‘":;d"!
of value. Doubtless nearly everything they say when expressing their have failed
own opinions is tzue in the sense in which they mean it; some of it i rm'xet;;“;;'i
new and muoh of it is improved in form. Buti they do not appear to doctrise.
make any progress towards establishing their claim to have discovered
a new doctrine of value which is in sharp contrast to the old; or which
calla for any considerable demolition, as distingnished from develop-
ment and extension, of the old dootrine,

Ricardo’s first chapter has been discussed here with aole reference to
the causes which govern the relative exchange values of different things;
becauss jta chief influence on subsequent thought has been in this_
direction, But it was originally associated with a controversy as to
the extent to whioh the price of labour affords & good standard for
measuring the general purchasing power of money. In this connection
its interest is mainly historical: but reference may be made to an
illuminating article on it by Prof. Hollander in the Quarterly Journal
of Economics, 1004,

His criticisms on Ricardo achisved some apparently unfair dialectical briumphs,
by assuming that Ricardo thought of value as governed by cost of production without r
reference to demand. This misconception of Ricardo waas doing great harm in 1872:
and it scemed necessary to show that Jevons® Theory of lnt.erut il interpreted
a3 he interpreted Ricardo, is untenable,



APPENDIX J,

~/ THE DOCTRINE OF THE WAGES-FOND,

APE, 1, L. § 1. Ar the beginning of Iast century, great as 8 poverty of
Badyin the English people, the peoples of the Continent were poorer @
laat most of them population wae sparse, and therefore food was cheap;

trecia?  but for all thet they were underfed, and could not provide themselves
causes sm- with the sinews of war. France, after her first victories, helped hersclf
. ngd‘:‘i along by the forced contributions of others. But the countries of
pendence  Central Europe could not support their own armies without England's
oflabour  oi9 Fven America, with all her energy and national resources, was

the aid
ofcapital, not 'rich; she could not have subsidized Continental armics. The

economista looked for the explanation; and they found it chiefly in

)Eggl_ngri‘g.mnmlmd.mpm!. which, though smali when judged by
our present standard, was very much greater than that of any other
country. Other nations were envions of England, and wanted to follow
in her steps; but they were unable to do so, partly indeed for other
reasons, but chiefly becanse they had not capital enough. Their annual
income was required for immediate consumption. Thers was not in
them a large class of people who had a good store of wealth set by,
which they did not need to consume at once, and which they could
devote to making machines and other things that would aid labour, and
would enable it to produce a larger atore of things for future gonsump-
tion. A special tone was given to their arguments by the soarcity
of capital everywhere, even in England; by the growing dependenoce of
Inbour on the aid of machinery; and lastly, by the folly of some
followers of Roussean, who were telling the working classes that they
would be better off without any capital at all,

In consequence, the economists gave extreme prominence to the
atatements; first, that labour requires the support of capital, s.e. of
good, clothes, eto., that Dave been slféady produced; and’ secondly,
that labour requires the aid of capital in the form of faotorios, stores

' Bew dbove, p, Bdk,
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of raw material, ete. Of course the workman might have supplied .pr. 3,2
his own ocspital, but in fact he seldom bad more than a little stare ——
of clothes and furniture, and perhaps & few simple tools of his own—

he was dependent for everything elss on the savings of othera, The
labourer received clothes ready to wear, bresd ready to eat, or the
money with which he could purchase them. The capitalist received

a spinning of wool into yarn, a weaving of yarn into cloth, or =
ploughing of land, and only in a few cascs commodities ready for uee,

coats ready to be worn, or bread resdy to be eaten, There are, no
doubt, important exceptions, but the ordinary bargain between em-
ployers and employed is tha} the latter receives things ready for
immediate use and the former receives help towards making things

that will be of wse hereafter, These facts the economista expressed by

saying that all labour_requires the support-of capital, whether owned

by the labonrér or by someone else; and that when anyone works for

hire, his wages are, a8 a rule, advanced to him out of his employer’
capital-—advanced, that is, without waiting till the things which he

is engaged in making are ready for use. These gimple statements

have been s good deal criticized, but they have never been denied by
anyone who has taken them in the sense in which they were meant.

The older economists, however, went on to say that the amount of but this
wages was limited by the amount of capital, and thi ot ?,"n‘;";‘f_“““
be defended; at beat it is but a slovenly way of talking. It has aggerated
suggested to eome people the notion that the total smount of wages by some

careless ex-

that could be paid in a country in the cowrse of,say o year, wag & pressions,
I;(f?iazm_‘_’mq If by the threat of a strike, or in any other way, one

y of workmen got an increase of wages, they would be told that in
consequence other bodies of workmen must lose an amount exactly
equal in the aggregate to what they had gained, Those who have
said this have perhaps thought of agricultural produce, which has but
one harvest in the year. If all the wheat raised at one harvest is
gure to be eaten before the next, and if none can be imported, then it
is true that if anyone's share of the wheat is increased, there will be
just so much less for others to have. But this dosa not juatify the
statement that the amount of wagee paysble in a country is fixed by,
the eapital in it, & dootrine which has been called *the vulgar form off \°
the Wages-fund theoryl” '

§ 2. It has already been noticed (Book E ch. 1v. § 7) that Mill in hisfMill ?

Iater years under the ocombined ws ::";E,?n"::
and of the general tendencies of publio sentiment, sot himself to bring wages
into prominence the human, as opposed to the mechanical, element }:2'2:1

in economics. He desired to call attention to the influences which are reached

| ]
1 Theas three paragraphs are reproduced from a paper written for the Co-
.operative Anwual, and reprinted in the Report of the Industrial Remuneration
Conference, 1885, which contained the outlines of the central argument of the
i first two chapters of Book V1L
*
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THE DOCTRINE OF THE WAGES-FUND

excrted on human condnet by custom and usage, by the ever-shifting
arrangements of society, and by the constant changes in human nature;
the pliability of which he agreed with Cogte in thinking that the
earlier economists bad underrated. It w e which gave the
chiof impulse to his economic work in the latter half of his life, as distin-
guished from that in which he wrote his Eseays on Unseltled Questions’
and which indaced him{to separate distribution from exchange, and
to argue that the laws of distribution are dependent on *particulat
boman institutions,” and liable to be perpetually modified as man’s
habits of feeling, and thought, and action pass from one phase te
anothey He thus contrasted the laws of distribution with those of
produotion, which he regarded as resting on the immutable bazis of
physical nature; and again with the lawe of exchange, to which he
attributed something very much like the universality of mathematics
It i3 true that he sometimes spoke as though economic scienck
congisted chiefly of discussions of the production and distributiof
of wealth, and thus scemed to imply that be regarded the theory of
exchange aa a part of the theory of distribution. But yet he kept the
two separate from one another; he treated of distribution in his
sccond and fourth Books, and gave his third Book to the *Machinery
of Exchango™ (compare his Principles of Political Eeonomy, Book 1L
oh. L. § I, and ch. xvL. § 0).

In doing this he allowed his zeal for giving a more human tone to
economics to get the better of his judgment, and to hurry him on to
work with an incomplete analysis. For, by putting his main theory
of wages before his acconnt of supply and demand, he out himself off
from all chanoe of treating that theory In a eatisfactory way; and in
faot ho waa led on to say (Principles, Book . ch. x1. §1), that
*Wages dopend mainly upon...the proportion between population a and
cupital”; or rather, ag he explains later on, between “the number of
the ]a.bounng class...who work for hire,”” and “the aggregate of what
may be called the Wages-fund which consists of that part of circu.
lating capital...which is expended in the direct hire of labour.”

The faot is that the theoriea of Distribution and Exchange are so
intimately conneoted as to be little more than two sides of the same
problem; that in each of them there is an element of “mechanioal™
precision and universality, and that in each of them there is an
element, dependent on “particular haman institutions,” which has
varied, and which probably will vary, from place to place and from age:
to age. And if Mill had recognized this great truth, he would not
have been drawn on to appear to substitute, as he did in his escond
Book, the statement of the problem of wages for its solution: bug
would have combined the description and analysis in his second Book,
with the zhort but profound study of the causca that govern the
diatribution of the national dividend, given in his fourth Bock; and

- the progress of coonomica would have beon much hastened,
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As it was, when his friend—TFhorntop, following In the wake of arr. :,
Longe, Cliffe Leslie, Jovons and ol othors, convinoed him that the phrases utl
in hiz second Book were untenable, he yielded too much; and overstated ause he
the extent of his own past error and of the concessions which he was ac?a::itll?
bound to make to his assnilanta. He said (Dissertations, Vol. 1v. p. 46): pomtion
“There is no law of nature making it inherently imposaible for wages ! m'“s o
to rise to the point of absorbing not cnly the funds which he (the Thomton.
employer) had intended to devote to earrying on his business, but the
whole of what he allows for his private expenses beyond the necessaries
of life. The real limit to the rise is the practical consideration how
much would ruin him, or drive himn to abandon the business, not the
inexorable limits of the Wages-fund.” He did not make it clear
whether this statement refers to immediate or ultimate effects, to
ghort periods or long: but in either case it appears untenable.

As regards long periods the limit is put too high: for wages could The
not rise permanently so as to absorb nearly as large s share of the fg:&"fo:;
national dividend as is hero indicated. And for short periods, it is of wages
not put high enough: for a well-organized strike at & critical juncture 22 "%,
may fores from the employer for s short time more than the whole particular
value of his output, after paying for raw material during that time; m;lllmu
and thus make his gross profits for the time a negative quantity. And i is] indirect
indeed the theory of wages whether in its older or newer form has no ®
direct bearing on the issue of any particular at.ruggle in the labour
market: that depends on the relative strength of the eompetmg partica.
But it has much bearing on the general policy of the relation of capital
to Iabour; for it indicates what policica do, and what do not, carry in
themselves the seeds of their own ultimate defeat; what policies can
be maintained, aided by suitable organizations; snd what policies will
ultimately render either aide weak, however well organized.

After a while Cairnes, in his Leading Principles, endeavourcd to Cairmnes
reeuscitate the Wages-fund theory by expounding it in a form, which :ﬁ;’:ﬁg‘
he thought would evade the attacks that had been made on it. But, crudities
though in the greater part of his exposition, he succeeded in avoiding 3, o “‘"nmnd
the old pitfalls, he did so only by explaining away so much whioh doct.rmain
is oharacteristic of the doctrine, that there is very little loft in it to'“;:."?““
justify ita title. He states however (p. 203) that “the rate of wages,
other things being equal, varies inyersely with the supply of labous.™
His argument is valid in regard to the immediate result of a sudden
great increase in the gupply of labour, But in the ordinary course of the
growth of population there results simultaneously, not only some
increase in the supply of eapital, but also greater subdivision of labour,
and more efficiency. His use of the term “varies inversely” is mis-
leading. He should bave said “varics for ‘the time at least in the
opposite direction,” He goes on to derive an ““unexpected consequence,” but his
that an inorease in the supply of labour, when it.is of a kind to be used :::13::,“
in conjunction with fixed capital and raw material, wounld cause the

Wages-fund to undergo *diminution as the number who are to share it

oh.
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are, 3,8, 1n fhoreased.” But that result would follow only if the aggregate of
—  wages were not influenced by the aggregate of production; and in fact
this last cause is the most powerful of all those which Infleence wagea,
'&:dﬂgﬂl‘ $ 8. It may be noticed that the extreme forms of the Wages-fund
doctring  theory represent wages as governed entirely by demand; though the
relates demand Is represen% crudely as dependont on the stock of capital
snlytoihe But some popular expositors of economica appear to have held at the
sideof the mame tirme both this doctrine and the Iron law of wages, which repre.
Question.  eonta wages s governed rigidly by thg cost of rearing human beings.
They might of course have softened each of them and then worked
the two into a_rnore or less harmontona whole; as Cairnea did later.
But it does not appear that they did so.

Eowns The proposition that Indusiry is limited by capital, was often in-
:Egpl’:ft‘:, terpreted so as to make it practically convertible with the Wages-fund
some theory. [t onn be explained so as to be true: but a similar explanation
b would make the statement that “capital is limited by industry” equally
°  true. It was however used by Mill chiefly in connection with the
srgument that the aggregate employment of labour cannot generally be
increased by preventing people, by protective duties or in other ways,
from eatisfying their wants in that manner which they would prefer.
The effects of protective duties are very complex and cannot be dis-
cussed here; but Mill ia clearly right in eaying that in genera] the
capital, that is applied to support and aid labour in any new industry
created by such duties, “must have been withdrawn or withheld from
some other, in which it gave, or would have given, employment to
probably about the same quantity of labour which it employs in ite new
butthey  ocoupation.” Or, to put the argument in & more modern form, such
fl:?emed legislation does not primd facie increase either the national dividend
withoutit. or the share of that dividend which goea to labour. For it does not
’ inerease the supply of capital; nor doea it, in any other way, canse
the marginal efficienoy of labour to rise relatively to that-of capital
The rate that has to be paid for the unse of capital in therefore not
lowered; the national dividend in not increased (in fact it is slmost
sure to be diminished); and as neither labour nor capital gets any
nsw advantage over the other in bargaining for the distribution of

the dividend, neither can Benefit by suoh legislation
Emm:“! Thia doctrine may be inverted; so as to assert that the labour
of th required to give effect to capital in & new industry created Ly protective
mt:onu duties must have been withdrawn or withheld from some other, in
up,m and Which it gave, or would have given, effect to probably about the same
labour, quantity of capital as in its new ocoupation. But this statement
though egually true would not appeal with equal foree to the minds of
ordinary people. For as the buyer of goods is commonly regarded as
conferring & special benefit on the seller, though in fact the services
which buyers and sellsrs render to one another are in the long run
co-ordinate; so the employer ia commonly regarded as conferring &
special benefit on the worker, whose labour he buys,sthough in the long
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run the sarvices which the employers and employees render to one ire. 3,83
snother are co-ordinate. The causes and oonsequences of this pair ——
of facta will ocoupy us much at Iater stagea of our inquiry.

Some German economists have argued that the resources with which The re-
'the employer pays wages come from consumers. But this appears to i!::ili#v?;ufl
involve a misapprehension. It might be troe of an individual employer employers
i the consumer paid him in advance for what he produced: but in fact X7y,

turned
the rule poes the other way; the consumer’s paymenta are more ofien :; uthfnem

in srrear, and merely give deferred vommand over ready commoditics ::1":‘“5:
in return_for ready sommedities. It may be admitted that if the pro- customers.
duoer could not sell his goods he might not be able for the time to hire
labour; but that would only mean that the organization of production
wae partially out of gear: s machine may stop if one of ita connecting
rods gets out of order, but that does not mean that the driving foroe
of the machine is to be found in the rod.
\- Nor again is the amount which the employer pays as wages at any Butina
time governed by the price which consumera do pay him for his warea; E]T:f.""
though it generally is largely influenced by his expectations of the price consumerl;\
they wil pay him. It is indeed true that in the long run and under 59, ' %7
normal conditions, the prices which consamers do pay him and those resources
which they will pay him are practically the same. But when we pasa gtge':’;
from the particular payments of an individual employer to the normal come trom
payments of employers generally—and it is really only with these latter ;’:g;‘:’“;“
that we are now ooncerned—consumers cease to form a separate class, ssy thed
for every one is & consumer. The national dividend goes exclusively to }':‘:ti 3’1’:"
consumers in the broad sense in which wool or a printing press is said pational
to go into consumption when it is transferred from the warehouse or dividend.
engineering works in which it has rested, to s woollen manufacturer
or & printer, and these consumers are also the producers, that is, the
owners of the agents of production, labour, capital and Jand. Children
and others who are supported by them, and the Government which
levien taxes on them!, do but expend part of their incomea for them.,
To say therefore that the resources of employers generally are ultimately
drawn from those of consumers generally, is undoubtedly true. But it
is only another way of saying that all resources have been parts of the
pational dividend, which have been directed into forms suitable for
defarred, instead of immediate use; -and #f any of them are now
spplied to any other purposs than immediate consumption, it is in
the expectation that their place will be taken (with increment or
profit) by the incoming flow of the nations] dividend?®,

e Tl .

1 Unlese indeed we reckon the security and other bepefita which Governmens
provides as separate itena of the national income,

? Considerable light has been thrown on the subjech of the Wages-fund by
Whalker's writings, and the eonlroversies connected with them. The instancea
which he hes collected of amployess rendering their servicer in advance of
payment bear effeciively on some turns of the controversy, but not on its main
lssus. Canpan's Production and Dustrdubion, 1776—1848, contains manch meute,

3




828 ‘THE DOCTRINE OF THE WAGES-FUND

arr. 3, 4. The frat Fundamental Proposition of Mill's is closely connected
Demasna Wit bhis fourth, viz, that Demand for commodilies 18 not demand for
forcom-  labour: snd this again expresses his meaning badly. It is true tha
modities is ¢, oge who purghase anE Ea?mu]m' commoditiea do not generally supply
emandy the capital that is required fo aid and support_the labour which pro-
forlabour. duges those commodities: they merely divert capital and employment
from other tradea to that for the products of which they make increased
demand, But Mill, not contented with proving this, seems to imply
that, to spend money on the direct hire of labour is more beneficial ta
the labourer than to spend it on buying commoditiea. Now there is
o sense in which this contains a little truth. For the price of the
commodities includes profits of manufaoturer and middleman; and
if the purchaser acts as employer, he alizhtly diminishes the demand
for the services of the employing class, and increases the demand for
_ Inbour as he might have done by buying, say, band-made lace instead
of machine-made lace. But this argument assumes that the wages of
labour will be paid, as in practice they commonly are, while the work
is proceeding; and that the price of the commodities will be paid,
ag in practice it commonly is, after the commodities are made: and
it will be found that in every case which Mill has chosen to illuatrate
the doctrine, his argnmenta imply, though he does not seem to be awara
of it, that the consumer when passing from purchasing commoditiea
to hiring labour, postpones the date of his own consumption of the
fruits of labour. And the same postponement would have resulted
in the same benefit to labour if the purchaser had made no change in
the mode of his expenditurel,

The §4. Throughout the whole discussion of the bational dividend
which the relations in which the kitchen apparatus of a hotel and those of &
mu private house atand to the employment of cooks have been implicitly
derive treated as or & like footing. That is to say the capital has been
Irom the  regarded broadly: it has not been limited to mere “trade capital”.

of wealth  But a little more may be said on this subjeot.
gﬂtgwned It is indeed often thought that, though those workers who have
J;' n?:i,‘ littlo or no acoumulated wealth of their own, have much to gain by an
?lmll!‘:;n incrcase of the copital in that narrower ssnse of the term in which it
enpiml? is nearly convertible with trade capital that supports snd aids them
in their work; yet they have little to gain from an increase of other
forms of wealth ot in their own hands. No doubt there are a few
kinds of wealth the existence of which scarcely affests the working
classea; while they are directly afiected by almost every increase of
(trode) oapital. For the greater part of it passes through their hands

it sometimes too severe, criticism of the earlier wage theories. A more con’

servative atlitude is taken in Taussig’s weighty Capital and Wages; to which!

the English reader may be specially referred for a fuller account and eriticism oti

the German doctrines mentioned in the text. i
! Seo she Appendix 0 Book 1V, of Newcomb's Political Economy,
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as implementa or materials of their work; while & considerable part is app, 3,4,

dirootly used or even consumed by them®. It seems therefore that the
working classes must noocssarily gain when other forms of wealth
_ bocome trade capital and wice versd. But it is not so. H private
people generally gave up keeping carriages and yachts, and hired
them ocut from capitalist undertakers, there would result a smsller
demand for hired labour. For part of what would have been paid as
wages would go a8 profits to & middloman®,

It may be objected that if other forms of wealth take the place of
irade capital on a large scale, there may be & scarcity of the things )
necded to aid labour in its work and even of those meeded to support it.
This may be a real danger in some Oriental countriea. Bui in the
weatern world, and especially in England, the total stook of capital'
ia equal in value to the aggregate of the commoditics consumed by the
working classes during many years: 8: and & very small increase in the
demand for thoss forms of capital, that minister directly to labour's
needs, relatively to other forms, would quickly bring forward an in.
creased supply of them, either imported from some other part of the
world, or specially produced to meet the new demand. There is thero-
fore no necessity to trouble ourselves much on this soore. If the
marginal e@o_xe_n_olof labour is kept high, its net produoct will be high;

aid eo will therefore its earnings:.and the constantly fiowing atream
of the national dividend will divide iteelf up in corresponding propor-
tions, giving always an adequate supply of commodities for immediate
consumption by the workers, and assigning to the production of those
commodities an adequate stock of implementa, When the general
conditions of demand snd supply have decided what part uf the
national dividend the other classes of society ave free to spend as
they will; and when the inclinations of thoae classes have decided the
mode in which they will distribute their expenditure between present
and deferred gratifications, eto,, it matters not to the working olassea
whother orchids come from the private conservatories, or from the
glaas houses which belong to professional fiorists, and which are
therefore trade capital.

' At all events according to most definitions. There are some indeed who
confine capital to *“intermediate goods,” and must therefore exclude Lotels, and
lodging-houses, and workmen's cottages, st all svents as soon as they are used.
But grave objections to the adoption of this definition have already been indicated
in Appendix E, 4.

! See above, p. 785. Agunin, en increased use of brass fumiture that needs
much cleaning, and generally of modes of living that require the assistance of
many indeor and outdoor servants, operates on the demeand for labour in the
same way as the use ol hand-made goods in place of geods mads by expensive
maclinery and olber Axed capital. It may be trus that the employment of a
great number of domestic servants i an ignoble and wasteful uss of a large
income: but there is no other equally seltish method of spending it which tends so
directly to increase the share of the national dividead which goea t6 the working
ciasses.

-~



APPENDIX K.
CERTAIN KINDS OF SURPLUS,

PP K, 1 §1. Wz have noxt to make aome study of the relations In whicks
The different kinds of surplus stand to one another, and to the natio
nation’s income. The study is difficult, end it has little practical beu.nng
m;nlgt:ly but it has some nttractions from the academio point of view.
distri- While the national income or dividend is completely absorbed in'
gn?:;t remunerating the owner of each agent of production at its marginal;
everyons Tate, it yet generally yields him s surplus which haa two distinet,
ﬁul:m of though not independent sides. It yields to him, as consumer, a unrplus‘.’
..{Emmn congisting of the excess of the total utility to him of the commodity
m‘rl'owr over the real value to him of what he paid for it. For his marginal
the worth Ppurchases, those whioh he is only just induced to buy, thé two are
mhim of equal: but those parts of his purchases for which he would gladly have
ments,  Paid & higher prioe rather than go without them, yield*him a surplas’
of satisfaction: a true net benefit which he, as consumer, derives fromv
the facilities offered to him by his surrcoundings or conjunciure, He'
would lose this surplus, if his surroundings were 80 altared ss to.
prevent him from obtaining any supplies of that commodity, and fao
compel him to divert the means which he spends on that to other;
commodities (one of which might be increased leisure) of which ah.
present he dees not care to have further supplies at their respective.,
pricea.
ond other Another side of the surplus which & man derives from his sur-
:‘;ﬂz’“ roundinge is better scen when he is regarded as producer, whether by
generally direct labour, or by the accumulated, that is acquired and saved,
:‘:lfgkm' ranterial resources in his possession. As a worker, he derives s worker's
savers.  surplus, through being remunerated for all his work at the aame rate s
for that last part, which he is only just willing to render for its reward;
though much of the work may have given him positive pleasure. Aa
capitalist {or generally as owner of acoumulated wealth in any form)
he derives a saver's surplus through being remunerated for all his
eaving, that is waiting, at the same rate as for that part which he is
only just induced to undergo by the reward to be got for it And he
geoerally is remunerated at that rate even though he would still have
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made some savings if he had been compelled to pa.y for their safe are. x.l.
keeping, and had reaped & negative interest from them?,
These two sets of surpluses are not independent: and it would be

easy to reckon them up s0 s to count the same thing twice. For when

we have reckoned the producer's surplus at the value of the general

purchasing power which he derives from his labour or saving, we have

reckoned implicitly his consumer’s surplus too, provided his character

and the circumstances of his environment are piven. This diffieulty

might be avoided analytically; but in no case would it be practically

possible to estimate and add up the two geries. The consumer’s

the worker's surplus, and the saver's surplus, whmh myone{ Y

is oapable of dériving FFota his surroundmgs, depend

character. They depend in part on his general sensibility to the

satisfactions and dissatisfactions of consumption and of working and

waiting severally; and in part also on the elasticity of his sensibilitiea,

that is, on the rates at which they change with an increass of consump-

tion, of work and of waiting respectively. Comsumer’s surplus has
. relation in the first instance to individual commodities, and each part

of it responds directly to changes in the conjuncture affecting the

“terms oh whioh that commodity is to be had: while the two kinds of
- producer’s surpius appear always in terms of the general return that

the conjuncture gives to & certain amount of purchasing power. The

two kinds of producer’s surplus are independent and cumulative, and

they stand out distinot from one another in the case of a man working

and saving things for his own use. The intimate connection. between

both of them and consumer’s surplus is shown by the fact thaé, in

estimating the weal and woe in the life of & Robinson Crusce, it would

be mimplest $o reckon his producer’s surpluses on such a plan as to

include the whole of his consumer’s surplua.

A great part of a worker's earnings are of the nature of a deferred These

- return to the trouble and expense of preparing him for his work; and :'I‘l’“‘j::“::'
there is therefore o great difficulty in estimating his surplus. Nearly distin-
all his work may be pleasurable; and he may be earning a good wage g‘g‘:ﬂo
for the whole of it: but in reckoning up the balance of human weal and excess of
yenduranoe we must set off against this much effort and sacrifice endured
by his parents and by himself in past time: but we cannat eay olearly a ofphanu
bow much. In e few lives there may be & balancs of evil: but thers is ml"l“;v:;"
reason to think that there is » balance of good in moat lives, and a large the prime
balance in some. The problom is as much philosophical as economio; f&’;ﬁ.’:h’
it is complicated by the fact that man's sctivities are ends in them-
selves as well as means of production, and also by the difficnlty of
dividing alearly the immediate and direot (or prime) cost of human
effort from its total cost; and it must bo left imperfeoctly solved?,

of an

! This point was emphasited by Gossea and Jevons, See also Clark’s Surplus
Gaina of Labowe,

" Sce VL W
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CERTAIN KIND3 OF SUBPLUB

§ 2. The oaso Is in eome respecta simpler when we pass to consider
the earnings of material appliances for production. The work and the!
waiting by which they have been provided, yield their own worker’s
and waiter’s surplus just mentioned, and in addition a surplus (or quasi-
rent) of the excess of total money returns over direct outlay; provided
we confine our attention to short periods only. But for long perioda,
that is, in all the more important problems of economio soience, and
especially In the problems discussed in this ohapter, there ls no dis-
tinetion betwesn immediate outlay and total outlay. And in the long
run the eamings of each agent are, as a rule, sufficient only to recom-
pense at their marginal rates the sum total of the efforts and sacrifices
required to produce them. If less than these marginal rates had been
forthcoming the supplies would have beer diminished; and on the
whole thersfore there is in general no extra surplus in this direction.

This last statement applies in & sense to land which has been but
recently taken up; and possibly it might apply to much land in old
countries, if we could trace its records back to their earliest origins,
But the attempt would raise controversial questicns in history and
othics, aa well as in economics; and the aims of our present inguiry
aro prospective rather than retrospective. Looking forward rather
than backward, and not concerning ourselves with the equity snd the
proper limite of the present private property in land, we see that that
part of the national dividend which goes aa earnings of land is a surplus
in & sense in which the earnings from other agents are not a surplua.

,To atate from the point of view of this chapter a doctrine which has
been disoussed at length in V. vix.—xx,;—All applisnces of production,
whether machinery, or factories with the land on which they are built,
or farmas, are alike in yielding large surpluses over the prime costs of
partioular acts of produotion to a man who owns and worka them: also
in yielding him normally no special surplus in the long run above what
is required to remunerate him for his trouble and eacrifice and outlay
in purchasing and working them (no special surplus, as oontraated with
his general worker's and waiter's surplus). But there is this differance
between land and other agents of production, that from a social point
of view land yields a permanent surplus, while perishable things made
by man do not. The more noarly it is true that the earnings of any
agent of production are required to keep up the supply of it, the more
closely will its supply 8o vary that the share whiok it is able to draw
from the national dividend conforms to the cost of maintaining the
supply: and in aa old country land stands du-en exceptional position,
because its earnings are not’ aﬂww The difference
betwesn land and other durable agents is however mainly one of
degree: and a great part of the interest of the study of the rent of
Iand arises from 4he illustrations which it affords of & great principle
that permeates every part of economica.



APPENDIX L

RICARD(O’'S DOCTRINE AS TO TAXES AND
IMPROVEMENTS IN AGRICULTURE.

Muce has already been said about the excellence of Ricardo’s arr.L
thought and the imperfections of his expression of it, and in particulsr yaipus
notioe hes been taken of the canses which led him to lay down the J“-!“.Y cam-
law_of diminishing return without proper_qualifications. § Similar E_.m
Tomarks apply 10 Iis treatment of the influence of im improvementa incon-
and the incidence of taxes in agriculture. He was eapecially careless in m::;?ng
his criticiama of Adam Smith; and as Malthos justly said (Summary more at-
of Section X. of his Political Econemy), “Mr Ricardo, who generally ?;";f;:&
looks to permanent and final results, has slways pursued an opposite than
polioy in reference to the rents of land. It is only by looking to Wimate
temporary results, that he could object to Adam Smith's statement, regards
that the cultivation of rice or of potatoes would yield higher rent than :,'::’,::g_
corn.” And Malthus was perhaps not far wrong when he added:— mentsin
“Practically, there is reason to believe that, as a change from corn to rice 2 agti-
must be gradual, not even a temporary fall of rent would take place.”

Nevertheless, in Ricardo’s time it wan of great practical importance

to insist, and it is of much scientific interest even now to know, that in.
. & cvuntry which cannot import much corn, it is very easy 3o to adjust
taxes on cultivation and so to hinder improvements as to enrich the
landlords for a time and to impoverish the reat of the peoplo. No
doubt when the people had been thinned by want, the landlords would
suffer in pocket: but that fact took Little of the force from Ricardo’s
contention that the enormous rise of sgricultural prices and reots
which occurred dering his life was an indieation of an injury to the
nation beyond all comparison greater than the benefita received by tho
Iandlords. But let us now pass in review some of thoss arguments in
which Ricardo delighted to start from sharply defined assumptions, so
as to get olear net results, which would strike the attention; and which
the reader might combine for himss)f so 88 to make them applicable to
the actunal facts of life.

Lot us firet suppose that the “Corn™ raised in a country is abso-
lutely neceesary; f.e. that the demand for it Las no elasticity, and

} Compare VI, Ix. 4
o 27
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RICARDO’S DOCTRINE A8 TO

that any change In ita marginal cost of produotion would sffect only .
the price that people paid for it, and not the amount of it consumed. -
And let us suppose that no Corn is imported, Then the effect of n1
tax of one-tenth on Corn would be to cause ita real value o rise till
nine-tenths a8 much as before would guffice to remunerate the marginal |
dose, and therefore every dose. The grosa Corn surplus on every piecs
of land would therefore rexmain the same as before; but one-tenth being
taken away as a tax, the remainder would be nine-tenths of the old Corn
surplus. Since, however, sach paxt of it wounld have rizen in real value
in the ratio of ten to nine, the real surplus would remain unchanged.

But the assumption that the demand for produce is sbsolutelyq
inelastio is a very violent one. The rise in price would in fact be sure .
to cause an immediate falling-off in the demand for some kindas of
produce, if not for the ataple cercals: and therefore the value of Carn,
i.e, produce in general, would never rise in full proportion to the tax,
and less capital and labour would be applied in the cultivation of all
lands. There would thus be a diminution in the Corn surplus from
all lands, but not in the same proportion from all; and gince a tenth
of the Corn surplus would be taken by the tax, while the value of each
part of it would have risen in less than the ratio of ten to nine, there
would be a double fall in the real surplus. (The diagrams on page 158
suggest at onoe translations of those reasonings into the language of
geometry.)

The immediate fall would be very great under modern conditions
l.n which free importation of Corn prevents its real value from being
much raised by the tax; and the same result would follow gradually,
even in the asbsence of importation, if the rise in its real value
diminished the numbera of the people; or, what is at leaat as probable,
if it had the effect of lowering the standard of living, and the efficiency
of the working population. These two effects would operate very
much jn the same way on the producer’s surplus; both would make
labour dear to the employer, while the latter would also make real
time wages low to the worker.

Ricardo's reasonings on sll these queetions are rather difficult to
follow: because he often gives no hint when he ceases to deal with
regulta which are “immediate,”" and belong to a “short period”
relatively to the growth of population; and pasaca to those which are
“ultimate,” and belong to & “long pericd™ in whioh the labour value
of raw produce would have time materially to affect the numbers of
the peopls and therefore the demand for raw produce. When such
interpreting olauses are supplied, very few of his reasoninge will be
found invalid.

We may now pass to his argunment with regard to the Influence of
Improvements in the arts of agrioulture, which he divides into two
alasses. A epecial scientifio interest attaches to his treatmens of the
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first, which consists of those improvements that “I can obtsin the are. 1.
-same produce with leas capital, and without disturbing the difference .-\~
between the productive powers of the successive portions of capital!"; which in-
of course negleoting for the purposs of his general argument the faot Stoo ?;’
that any given improvement may be of greater sarvice to ons partioular each dese
pieos of land than another. {See above, Book IV. ch. mr. §4.) g‘,":é’.;'ﬁl
Assuming aa before that the demand for Corn has no elasticity, he amounts
proved that capital would bs withdrawn from the poorer lands (and :‘;‘oﬁ’ﬁ:’
from the more intensive cultivation of the richer lands), and therefore fail of real
the surplus measured in Corn, the Corn surplus—as we may asy— ™04
obtained by applications of capital under the moat favourable circum-

stances, will be & surplus relatively to landa not so poor as these

which were on the margin of cultivation before; and the differential
productiveneas of any two applications of capital remaining, by hypo-

thesis, unchanged, the Corn surplus must necessarily {all, and of course

the real value and the labour value of the surplus will fall much more

than in proportion. .

This may be made olear by the adjoining figure; in which curve 40
representa the return whioch the land of the whole
country, regarded aa one farm, makee to doses of & Fig. 40,
capital and labour applied to it, these doses being - ’
arranged not in the order of their applicatior, but \
in that of their productivenesa. In equilibrinm
OD doses are applied, the prioe of the Corn being  u =0
guch that & return DC ia just sufficiedt to remun.
nerate a dose; the whole amount of Corn raised c
being represented by the area A0DC, of which
AHQC represcnts the aggregate Corn surplus. [We may pauso to notice
that the only change in the interpretation of thim diagram which is
required by our making it refer to the whole country inatead of a
gingle farm, arises from our not bsing able now, as we could then, to
suppose that all the several dosea of capital are applied in the samé
neighbourhood, and that therefore the valuea of equal portions (of the
same kind) of produce are equal. We may however get. over this
difficulty by reckoping the expenses of transporting the produce to &
common market as part of its expenses of production; & certain part
of every dose of capital and labour being assigned to the expensca of
transport.] -

Now an improvement of Ricardo’s first class will increase the
return to the dose applied under the most favourable conditions from
04 to 04’, and the returns to other doses, not in like proporiion, but
by equal amounts. The result is that the new produce curve 4'C” will
be a repetition of the old produce curve AC, but raised higher than it

} Ch. 1. Collected Works, p. 42. Comp. Cannan's Production and Distribution,
17761848, pp. 325—8. Ricardo’s distinction between his tweo classed of improve-
ments is not altogether happy, snd need not be considered here.

]
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by the distance 44’, If, therefors, there were an unlimited demand
for com, so that the old number of doses, O, oould be profitably
applied, the aggregate Corn surplus would remain the same as beford
the change. But in fact such an immediate increass of production
could not be profitable; and therefore an improvement of this kind
must necessarily lessen the aggregate Corn surplus. And on thé
assumption made here by Ricardo that the aggregate produce is nof
increased at all, only 0 doses will be applied, 0D’ being determined:
by the condition that A'OD'C’ is equal to A0DC; and the sggregata
Corn surplus will shrink down to 4°H°C". This result is independent
of the shape of AC; and, which is the same thing, of the

figures selected for the numerioal illnstration which Ricardo used inf
proof of his argument, i

Aud hers we may take the ooccasion to remark that numerlcaB
instancesa can as & rule be safely nsed only as illustrations and not sl
proofs: for it is generally mare difficult to know whether the resunlt has
been implicitly assumed in the numbers shown for the special caso’
than it is fo determine independently whether the result is true or
not. Ricardo himsolf had no mathematical training, But his instincts:
were nnique; and very few trained mathematiciane could tread aef
safely a8 ho over the most perilous courses of reasoning. Even the-
aoute logical mind of Mill was unequal to the task.

Mill characteristically observed that it i much more probable that
an improvement would increase the returns to capital applied to
different classea of land in equal proportions than by equal amounta
{See his second case, Pelitical Economy, Book rv. ch. mr §4.) He
did not notice that by so doing he cut away the basis of Ricardo's
eharply defined argument, which was that the change did not alter the
differential advantages of different applications of capital. And though
he arrived at the same resnlt as Ricardo, it was only because his result
was implicitly contained in the numbers he chose for hia illustration.

The adjoining figure tends to show that there is & class of economic
problems which cannot be safely
treated by anyone of less geniua o )
than Ricardo without the aid of Fig. 41,
some apparatus, either of mathe.
matios or of diagrams, that pregent
aa a continuous whole the schodules
of economio forces, whether with

=

regard to the Law of Diminishing

Return or to thoss of Demand and -

Supply. The ourve AC has the ~——__
same intorpretation In this figure n 3 ¢

aa in the Iast; but the improvement
bas the effect of inoroasing the re-
turn to each dosa of oapital and g 3 o

PR S .
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lsbour by one-third, i.e. in an equal proportion and not by an equal arp.x.
amount: and the new produce ourve 4°C’ stands much higher above ~——
AC ut its left end than at its right. Cultivation is restricted %0 00" -
doses, where the ares 4°0D’(”, representing the new aggregate product,

is as before equal to A0DJ; and A'H'CY is ua before the new agpro-

gate Corn surplus. Now it can be easily proved that A’H'C’ is four-

thirds of AKE, and whether this ia greater or less than AHC dependa

upon the particular shape assigned to AC. If AC be a straight lins or

nearly a straight line (both Mill's and Ricardo’s numbera represented

pointa on a straight Produce line) 4'H'C" would be leas than 4HC;

but with the shape assigned to AC in our figure A’H'CY is greater

than AHC. And thus Mill's argument is, while Ricardo’s is not, do-
pendent for its conclusion on the particular shape assumed by them

for the gross produce curve.

{Mill sssumes that the onltivated part of & country consists of
three quantities of land, yielding at an equal expense 60, 80, and 100
bushels; and he then shows that an improvement which increased
the return to sach dose of capital by one-third, would lower corn rents
in the ratio of 60 to 26§. But if he had taken the distribution of
fertility in a country o be such that the land consisted of three
qualities yielding at an equal expense 60, 65, and 115 bushels, as is
done roughly in our figure, he would have found in that cese the
improvement would raise corn rents in the ratio 60 to 66§.)

Finally it may be noticed that Ricardo's paradox as to the possible Ricardo’s
offects of improvements on the rent of land is applicable to urban as ap;?:ie:x
woll as agricultural land, Far instance, the American plan of building ol urban
atores sixteen stories high with steel frames, and served with elavatora,
may be supposed suddenly to become. very efficient, economical and
oonvenient, in consequence of improvements in the arta of building,
lighting, ventilation and the making of elevators. In that case the
trading part of each town would occupy a less area than now; a good
deal of land would have to revert to less remunerative uses; and the
net reenlt might possibly be a fall in the aggregate mite values of the
town.



MATHEMATICAL APPENDIX.

Nore L (p. 93). The law of dimination of marginal uotility may be
expreased thus:—If u be ths total utility of an amount z of & commodity
to a given person at s given time, then marginal utility is measnred by
::—E.az; while j-;u measnres the marginal degres of utility. Jevons and
some other writers use “Final utility" to indicate what Jevons elsewhers
calla Final degree of utility. There in room for doubt as to which mode of
expression ia the more convenient: mo question of principle is involved in
the decision. Subject to the qualifications mentionsd in the text %“ is
altrays negative.

Norz IL (p. 96). I m is the amonnt of money or general purchasing
power at @ person’s disposal at any time, and 4 reproeents its total utility

tohim,than:—:.repreunhthemnrginaldeg'@od utility of money to him.
pri:theprioewhiohhainjnstwi]]ing«éopu_y!oranamountsoﬂhn
commodity which gives him a total pleasyre u, then

ﬂ‘ Ap—Au, d:ﬁ:—z—-::

I p uthepnoewhlohheu)ultwﬂhngtopayformsmounts'nf
snother scommodity, which affords him a total pleasure «', then

du dp’ _du,
dm’'ds’  dz"’
dp dp’ _du du’
P P mip
(Compare Jovons' chapter on the T'Aeory of Ezchange, p. 151.)
Every increase in his means diminishes the marginal degree of utility of
money to him; that is, g;-; is always nogative.
Therefore, the marginal utility to him of an smount § of & commodity
mmunhgmuhangod.mmmmmhumommmmg—:—;.u.n

and therefore

L
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lnomuu , that is, the rate at whioh he is willing to pay for further
eupplies of it. We may regard - ap aa a function of m, %, and x; and then

we have dd’:‘z always positive. Of conrse :’:;
Norz ITL (p. 103}, Let P, P’ be consecutive points on the demand
ocurve; lot PEM be drawn perpendicular to Oz, and let PP’ out Ox and Oy
in T and ¢ reapectively; no that P'R in
that increment in the amount demanded
. which corresponds to & diminution PR in
the prios per nnit of the commedity. t
Then the elasticity of demand at P in
measured by

PR _PR . byra PM_ p
oM T PM'* PR X OM° R

™™ PM

Le. by PM *ox"
PT o (Y T =

When the distance bstween. P and P is diminished indefinitely, PP’ bacomen
the tangent: and thus the proposition stated on p. 103 is proved. :

It is obvious & priori that the measure of elasticity cannot be altered
by altering relatively to ons another the scales on which distances parallel to
Oz and Oy are measured. But a geometrical proof of this resnlt can be got
easily by the method of projections: while analytically it is clear that
i—:—ﬂ, which is the analytioal expression for the measure of elasticity,
does not change ite value if the ourve y =f (x) be drawn to-new scales, so that
its equation becomes gy=f (pz); where p and g are constants.

1 the elasticity of demand be equal to unity for all prices of the
commodity, any [all in price Will cause & proportionate increass in the
amount bought, and thersfore will make no change in the total outlay
which purchasers make for the commodity. Such a demand may therefore
be called a consiani outlay demand. The ourve which represents it, &
constant outlay curve, ss it may be called, is & rectangular hyperbola with
Oz and Oy as asymptotes; and a series of such curves are represented by
the dotted curves in the following figure,

“There is sume sdvantage in accustoming the eys to the shape of thess
curves; 8o that when looking at a demand curve one ¢an tell at onoe
whether it is inclined to the vertical at any point at » greater or leas angle
than the part of a constant outlay ourve, which wonld pass through that
point. Greater scourscy may be obtained by tracing constant outlay
curves on thin paper, and then laying the paper over the demand curve.
By this means it may, for inatanoe, be seen at onoe that the demand curve
in the figure roprescnta at each of the points 4, B, € and D an elasticity
sbout equal to one: between A and B, and again between C and D, it repre-
senta sn elasticity greator than one; whils between B and O it represents

]

is alwayn positive.
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an clasticity less than ome. It will be found that practioe of this kind
makes it easy to deteot the nature of the assumptions with regard to the

[ " .

character of the demand for & commeodity, which are implicitly made in
drawing a demand curve of any partioular shape; and is & safeguard against
the unconacious introduction of improbable assumptions.

The general equation to demand ourves representing at avery point an
elastioity equal to n is i—=+n %-l=0. ie. 2y2=0.

It is worth noﬁngthatinmehnemj—i:—y%l; that is, the pro-
portion in which the amount demanded increasea in conssquence of a umall
fall in the price varics inverscly as the (n + 1)t power of the prics. In the
oase of the constant ontlay curves it varies inversely aa the square of the
price; or, which is the same thing in this case, direotly as the square of the
amount.

Notz IV. {p. 110). The lapss of time being measured downwards along
Oy; and the amounts, of which record is being mads, being measured by
distancea from Oy; then P’ and P being adjacent
points on the ourve which traces the growth of v
the amount, the rate of increass in & small unit
of time "N in i

PE _PHR PR_PN PO _ PO
PFPNTFH'PN - Nt'FN'~ NI’
tincs PN and P’N’ are equal in the limit. N

If we take a yoar aa the unit of time we find w
the annual rate of inorease represented by the
inverse of the number of years in N&




MATHEMATICAL APPENDIX 841

If Nt were equsl to ¢, a constant for all pointa of the curve, then the rate
of inorease would be constant and equal to % In this osse —x%:c for
all valoea of z; that is, the equation to the curve is y=a -clog z.

Notz V. (p. 123). Woe have seen in the text that the rate at which future
pleasnres are discounted varies greatly from one individnal to another. Let
r be the rate of interest per anmum, which must be added to & present
pleasure in order to make it just balance a future pleasure, that will be of
equal amount to its recipient, when it comes; then r may be 50 or even 200
per cent. to one person, while for his neighbour it is & negative quantity.
Moreover some pleasures are more urgent than othern; and it is conceivable
sven that a person may discount future pleasures in an irregular random
way; he may be almost as willing to postpone a pleasurs for two years as
for one; or, on the other hand, he may object very strongly indeed to a long
postponement, but scarcely at all to s short one. There is some difference
of opinion aa to whether such irregularities are frequent; and the question
oannot easily be decided; for since the estimate of a pleasure is purely sub-
jective, it would be difficult to detect them if they did occur. In a case in
which thers are no such irregularities, the rate of disconnt will be the same
for sach element of time; or, to state the same thing in other words, it will
“obey the exponential law. And if % be the future amount of a pleasure of
which the probability is p, and which will coour, if at all, ab time #; and if
R=14r; then the present value of the pleasure is phiR~, It must, how.
ever, be borne in mind that this result belonga to Hedonics, and not properly
to Economica

Arguing still on the same hypothesis we may ‘say that, if @ be the
probability that & person will derive an element of happiness, Ak, from the
poastasion of, say, a piano in the element of time At, then the present value

of the piano to him isj:'wR—'%d& If we are to include all the happiness
that results from the event at whatever distance of time wo must take T'=w,
If the sonros of pleasure is in Bentham's phrase *impure,” % will probably
be negative for aome values of ¢; end of oourse the whole value of the

integral may be negative.

Nore VL (pp. 132, 8); If y be the price at which an amonnt z of a com-
modity can find purchasers in a given market, and y=J () be the squation
to the demand curve, then the total ntility of the commodity is messured by

[ .f {(x)dz, where a is the amonnt consamed.
0

If however an amount b of the commodity is necessary for existenoe,
J (z) will be infinite, or at least inElaﬁnibely great, for values of z less than
b We must therefore take life for granted, and estimate separately the
total utility of that part of the supply of the commeodity which is in excess

of abrolute neceasaries: it is of course :_f (=) dz.

I there are several sommodities which will satisfy the sams imperative
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want, as e.g. water and milk, either of which will quench thirst, we shall
find that, under the ordinary conditions of life, no great error is introdaced
by adopting the simple plan of assuming that the necessary supply comes
exclusively from that one which is cheapeat.

It should be noted that, in the disomssion of consnmers’ surplus, we
sssums that the marginal utility of money to the individual purchaser is the
same throughout. Btiictly speaking we ought to take account of the fact that
if be spent loss on tea, the marginal atility of money to him wonld be leas
than it is, and he wounld get an element of consumers’ surplus from buying
other things at prices which now yield him no such rent. But thess changes
of consumers’ rent (being of the second order of smallness) may be neg-
lected, on the sasumption, which nnderlies our whole reasoning, that his
expenditure on any one thing, as, for instance, tes, in only a amall park of
bis whole expenditure. {Compare Book V. oh. 11. § 3.) I, for any reason, it
be desirable to take account of the influence which his expenditure on tea
exorts on the value of money to him it is only necessary to multiply f(z}
within the integral given above by that function of xf (z} {ie. of the amount
which he has already spent on tea} which represents the marginal ntility to
him of money when his stock of it has been diminished by that amount.

Nors VIL (p. 134). Thas if a,, a,, 4,, ... be the amonnta consumed of
the ssveral commodities of which b,, &,, &,, ... are necessary for existence,
it y=f£,(z), y=/, (z). y=f,s (z), ... be the equations to their demand onrves
and if we may neglect all inequalities in the distribotion of wealth; then
the total utility of incormne, subaistence being taken for granted, might be

represented by = j : f (x)d=, if we could find a plan for grouping together in

one common demand corve all those things which satisfy the same wants,
and are rivels; and also for every group of things of whioh the services are
complementary (see Book V. ch. v1.). But we cannot do this: and therefore
the formula remains & mere general expression, having no practical applica-
tion. See footnote on pp. 131, 2; also the latter part of Note XIV.

Norm VIIL (p. 135). H y bo the happiness which & person derives from
an income z; and if, after Bernonlli, we assume that the incrensed happi-
ness which he derives from the addition of one per cent. to his income is the

same whatever his income be, ws have :%’:x. and ", y=Klogz+C

when K and O are conatanta. Further with Bernoulli let us assume that,
@ being the income which affords the barest ncocasaries of life, pain exceeds
pleasure when the income is lesa than g, and balances it when the incoms

equals a; then our equation becomes y=KIog§. Of course both K and a

wary with the temperament, the health, the habits, and the social surround-
inge of sach individual. Lapluce gives to x the name forfune physiqus, and
%o y the name forfune morals.

Bernoulli himself ssema to have thought of £ snd @ sa representing
oertain amounts of property tather thau of income; but we cannot eatimate
the property necessary for life without sotne anderstanding as to the length
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of tims during which it is to support life, that is, without really treating it
as income.

Porhapa the guess which has attracted most attention after Bernoulli's
is Cramer's suggestion that the pleasure afforded by weslth may be taken
to vary aa the square root of its amount.

Notz IX. (p. 135). The argument that fair gambling is an economis
blunder is generally based on Bernoulli’s or some other definite hypothesis.
But it requires no further assamption than that, firstly the pleasure of
gumbling may be neglected; and, secondly ¢ (x) is negative for all values
of ¥, where ¢ {z) is the pleasure derived from wealth equal to 2.

For supposs that the chance that s partionlar event will happen is p,
snd a man mekes a fair bet of py againet (1 —p) y that it will happen. By
80 doing be changes his expectation of happiness from

¢ (z}to pp {z+(1—p}y} +(1—p) & (2 -y}
This when expandsd by Taylor's Theorem becomes
¢(x)+ip(1-pFye” (z+0 (1 -p) y} +§0° (1 -p) y'¢" (x ~Opy);
assuming " (2} to be negative for all values of 2, this is always less
than ¢ (z)

It is true that thia loas of probable happiness peed not be greater than
the pleasure derived from the excitemeat of gamblling, and we are then
thrown back npon the indection that pleasurea of gambling are in Bentham's
phrase “impure”; since sxperience shows that they are likely to engender a
regtloss, feveriah character, unsuited for steady work se well as for the
higher and more solid pleasures of life.

Nors X. (p. 142). Following on the same linca as in Note I, let us
take v to represent the disutility or discommodity of an amonnt of labour I,

then g measnres the marginal degree of disutility of labour; and, sabject
t the qualifications mentioned in the text, 5 is positiva.
Let s be the amount of money or general purchasing power at a person’s
disposal, 4 ite total utility to him, and therefore é_ ite marginal utility.
\Thun if Aw 'bo the wages that must bs psid him to mduoe him to do labour
_ dw dp _do
Al,thenAw =Av, an dam=d’
If we assume that his dislike to labour is not a fized, but a fluctuating

quaatity, we may xegnrd dw as & fonotion of m, v, and I; and then both

dw d'w
andl’ dodl ™ always poaitive.

Norz XL (p. 248). If members of any speciea of bird begin to adopk
aquatic habits, every inorease in the weba between the toss—whether coming
about gradually by the operation of natural selection, or suddenly as a sport,—
will cause them to find their advantage more in aquatio life, and will make
their chanos of leaving offapring depend more on the inorease of the web.
So that, if f(f) be the average area of the webh at time 4, then the rate
of inorease of the wo'b inoreases (within certain limits) with overy increase
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in the web, and therefore f* (f) in positive. Now we know by Taylor's
Theorem that »
JOR =L (O+M )+ 5 f" (4+0R);

and if 5 be large, so that /* is very Iarge, then f (¢ +A) will bs much greater
than f () even though /() be amall and f* {f) is never large. There is more
than a superficial connection between the advance made by the applications
of the differential calounlus to physics st the end of the eighteenth gentury
and the beginning of the nineteenth, and the riss of the theory of svolution,
In sociology s well a9 in biclogy we are learning to watoh the sccumulated
effects of foroea which, thongh weak at firnt, get greater strength from the
growth of their own effects; and the universal form, of which every sach
fact is » special embodiment, is Taylor’s Theorem; or, if the sction of
more than one cause at & time ia to be taken account of, the corresponding
expression of a function of several variables. This conclusion will remain
valid even if further investigation confirmn the suggestion, made by some
Mendeliana, that gradual changes in the race are criginated by large diver-
genoces of individuals from the prevailing type. For economics in a atudy
of mankind, of particular nations, of partionlar social strate; sud it is only
indirectly concerned with the lives of men of exceptional genius or exceptional
wickedness and violence.

Nora XIL (p. 331). If, ae in Note X.,, v be ithe discommodity of the
amount of labour which a person haa to exert in order to obtain an amount
z of & commodity from which he derives & pleasure u, then the plessure of
baving farther suppliss will bs equal to tho pain of gotting them when Se = 92

It the pain of lahour be regarded unnngati\;e pleasure; and wo write
U=-n; than:—:#%g:o.i.a. %+ U =a maximum at the point at which his
labour ceasss.

Nore XIL 53 (p. 703). In an article in the GHorrals degli Economisti for
February, 1891, I'rof. Edgeworth draws the adjoining diagram, which repre-
senta the cases of barter of applea for nuta described on pp. 414—8. Applea are
measured along Oz, and nuts along Oy; Op=4, pa=40; and 4 represents
the termination of the first bargain in
which 4 applos have been exchanged
for 40 nuts, in the onss in which 4 gets
the advantoge at starting: b represents
the second, and ¢ the final stage of that
oase. On the other hand, 4’ representa
the first, and &', ¢, d’ the second, third,
and final atagea of the set of bargains in
which B gets the advantage at atarting,
@QP, the loous on whioch ¢ and d’ must
both necessarily lis, i called by Prof.
Edgeworth the Coniract Curve.

Following a method adopted in hin Mathematical Poychics (1881), he
takes U tu represent the total utility to 4 of apples and nuta when he has
given np z apples and received y nuts, ¥ the total utility to B of apples and
nata when ho has received x apples and given up g n:nh. If an additional

Y
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Az apples are exchanged for Ay nuts, the exchange will ba indifferent to

A
ar au
a—t—.ﬂz'l' a—;ﬂy=°;
e . e av av
and it will be indifferent to B if EA:-I- a;Ay:O. These, therefore, axe

the equations to the indifferanocs curves OF and OQ of the figure respectively;

and the contract curve which is the locus of pointa at which ths terms of

exchange that are indifferent to 4 are also indifferent to B hea ihe elegant
dr " dy dr " dy’

If the marginal utility of nuta be constant for 4 mdahofmﬂ.g-;md
%yz become constant; If becomes & (@ —z) + ay, and ¥ becomes ¥ (a - x) + Sy;
and the contract ourve becomea F (x)=0; or z=C; that is, it is & straight
lins parallel to Oy, and the valus of Ay: Ax given by either of the indifference
curves, s funotion of O; thus showing that by whatever route the barter
may have started, equilibrinm will have been found at & point at which
applen hava been exchanged, and the final rate of exchange is a funstion of
O; that in, it is & constant also, Thin last application of Prof. Edgeworth’s
mathematioal version of the theory of barter, to confirm the resulte reached
in ths text, was fint made by Mr Berry, and in published in the Giornale
degli Bconomisis for June, 1891.

Prof. Edgeworth's plan of representing I and ¥ as general functions of
and y hag great attractions to the mathematician; but it scems leas adapted
to express the every-day facta of economio life than that of regarding, as
Jevons did, the masginal utilities of apples as functions of x simply. In
that case, if A had no nats at starting, as is assumed in the particular
case under discussion, 7 takea the form

[:ﬁ(a-z)dz-t-j:h(y)dm

similarly for ¥. And then the equation to the contraot curve is of the form
#1 (6 =) ¥ (y) =da (8) =4 (b —1);

which is one of the Equations of Exchange in Jevona’ Theory, 2nd Edition,

p. 108,

Norz XIIL (p. 364). Using the same notation a8 in Note V., let us take
our starting-point as regards time at the date of beginning to build the houss,
‘and let 7 be the time occupied in building it. Then the present value of the
ploasures, which he expects to derive from the honse, i

T A
HB]T'WB-. E‘ dt,

Let Av be the eloment of effort that will be inonrred by him ia building
the house in the interval of time Af (between the time ¢ and the time ¢+ Af),
then the present value of the aggregate of effort in

- T dv
- V-f. B"‘a—d‘-



846 * MATHEMATICAL APPENDIX

If there in any unoertsinty ae to the labour that will be required, every
poasible elemant must be conunted in, multiplied by the probability, =, of

it
ita being required; and then ¥ becomuj wE

If we transfer the starting-point to the date of the complstion of the
bouss; we have

H= wE“—dlde= w'B‘-dt,
[a . di fo di

where T, =T - T"; and this starting-point, though perhapa the less natoral
from the mathematioal point of view, is the more natural from the paint of
view of ordinary business. Adopting it, we zee V as the aggregate of esti-
mated paina inourred; ench bearing on ita back, as it ware, the scoumulated
burden of the waitings between the time of ita being inourred and the time
when it begins to bear fruit.

Jevons' discussion of the inveatment of capital is somewhat injured by
the unnecessary sssumption that the funotion representing it is an expressicn
of the firat order; which is sthe more remarkable aa he had himself, when
describing Gossen's work, pointed out the objectiona o the plan followed by
him (and Whewell) of substituting etraight lines for the multiform curves
that represent the true characters of the variations of economio quantities.

Nora X1V. (p. 367). Let a,, #y, a44... be the several amounts of different
kinds of laboar, as, for instance, wood-ocutting, stone-carrying, earth-digging,
eoto., on the part of the man in question that wonld be used in building the
houss on sny given plan; and 8, £, 87, eio., the several amonnia of
accommodation of different kinds such as sitting-rooms, bed-roors, offices,
ete. which the house would afford on that plan. Then, weing ¥ and H
as in the previous notes, ¥, 8, 8, 8 are all functions of «,, a,, a5, ..., and H
being a function of 8, 8’, 8", ... is & function alec of a,, ¢,, 25,.... We have,
then, to find the marginal investmenta of each kind of labour for each kind

of nse,
4V _dFdg dHdy dHE_
Ta, "B &y~ OF Ay O Gz
4V _dHdg _dHdp 4B dE_
doy~ df day ~dF dmy a3 day "

Thess equations ropressnt & balance of effort and benefit. The real cost
to him of s little extra Isbour spent on cutting timber and working it up is
just balanced by the benefit of the extra sitting-room or bed-room accommoda-
tion that he could get by so doing. If, however, inatead of doing the work
himself, he paye carpenters to do it, we must take F to represent, not his
total effort, but his total outlay of general purchasing power. Then &he
rate of pay which ho is willing to give to carpenters for further labour, his
marginal domsand price for their labour, in measured by %d_V.; while %. ;g
are the money messures to him of the marginal utilities of extra sitting-
room and bed-room accommodation respeotively, that is, his marginal demand

dﬂ dp’ are the marginal efficiencies of carpenters’

labour in providing thou mommoda.honl. The squations then state that
<

pricea for them; and
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the demand price for carpenters’ labour tends to bo equal to the demand
price for extra sitting-room accommodation, and also for extra bed-room
accommodation and zo on, multiplied in each oxse by the marginal efficiency
of the work of carpenters in providing that extra sccommodation, proper
unite being chosen for each element.

When this statement is gensralized, 80 as to sover all the varied demand
in & market for carpenters’ Isbour, it becomes:—the (marginal) demand price
for carpenters’ labour is the (marginal) efficiency of carpenters’ labour in
incroasing the supply of any product, multiplied by the (marginal) demand
price for that product. Or, to put the same thing in other words, the wagoes
of & unit of carpenters’ labour tends to be equal to the value of such part of
any of the products, to producing which their labour eontributes, as repre-
senta the marginal efficiency of & unit of carpenters’ labour with regard to

that product; or, to uso & phrase, with which we shall be much occupied in

Book VL ch, L, it tends to be squal to the value of ths “net product” of
their labour. This proposition is very important and contains within iteelf
tho kernel of the demand side of the theory of distribution.

Let us then suppose s master builder to have it in mind to ereot certain
buildings, and to be considering what different accommodation he zhall
provide; as, for instance, dwelling-houses, warchouses, factories, and retail
shop-room. There will be two olasses of questions for him to decide: how
much accommodation of each kind he shall provide, and by what means
he shall provide it. Thus, besides deciding whether to erect villa reaidences,
offering & certain amonnt of acoommodation, he has to decide what agenta
of prodaction he will use, and in what proportions: whether e.g. he will
use tile or alate; how much stone he will use; whether he will uss steam
power for making mortar eto. or only for crane work; and, if he is in 2 large
town, whether he will bave his scaffolding put up by men who make that
work a speciality or by ordinary labourers; and so on.

Let him then decide to provide an amount 8 of villa accommodation, an
amount 8 of warshouse, an amount 8" of factory accommodation, and so
on, each of & certain class, But, instead of supposing him to hire simply

’ @, dy, ... quantities of different kinda of labour, as before, let s olaas his
expenditure, under the three heads of (1) wages, (2) prices of raw material,
and (3) intereat on capital: while the valne of his own work and enterprise
makea & fourth head.

Thus let £, , x,, ... be the amonnts of different olassea of labour, lnoludmg
that of superintendence, which he bires; the amount of each kind of labour
being made up of ita duration and its intenaity.

Let y;, ¥;5 ... bo amounts of various kinds of raw materials, which sre
usod up and embodied in the buildings: which may be supposed to be sold
frechold. In that case, the pisces of land on which they are severally buils
ato merely particular forms of raw material from the prosent point of view,
whioh ia that of the individual andertaker.

Next lot 5 bo the amount of locking up, or sppropristion of the employ-
ment, of capital for the several purposes. Here we must reckon in all forms
of capital reduced to & vommon money measure, including advances for
wagew, for the purchase of raw material; also the uses, allowing for wear-
snd-tear oto. of his plant of all kinda: his workshops themsslves and the

]

P
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ground on which they are built being zeckoned on the sams footing. The
periods, during which the various lockings up run, will vary; but they must
be reduced, on & “compound rate,” Le. according to geomotrical progres.
sion, to a standard unit, say & year.

Fourthly, let u represent the money equivalent of his own labour, worry,
anxisty, wear-and-tear eta, involved in the several undertakings.

In addition, there are several elements, which might have been entered
under separate heads; but which we may suppose combined with those
already mentioned. Thus the allowance to be made for risk may be shared
between the lsst two heads. A proper share of the general expenses of
working the business (“ supplementary costs,” ses p. 360) will be distributed
among the four heads of wages, raw matarials, intsreat on the capital value
of the organization of the business (its goodwill ete.) regarded as a going
concern, and remuneration of the builder's own work, enterpriss and anxiety.

Under these sircumstances ¥ represents his total outlay, and H his total
receipts; and his efforts are’ directed to making H ~ ¥ » maximum. On
this plan, we bave equations similar to those aiready given, vis.:—

dV _dH df _di dg

F - van

dx,” 4 dz~ dp’"dz,

That is to say, the marginal outlay which the builder is willing to make
for an ndditional amall supply, 3z,, of the first class of Iabour, vis. :—-:—: &z,, is

equal to %.:—:lcz,;i.e. to that increment in his total receipta H, which he
will obtain by the inczeass in the villa accommodation provided by him that
will result from the extra small supply of the first clasa of labour: this will
equal a similar sum with regard to warehouse accommodation, and so on.
Thus he will have distributed his resources between various usea in such &
way that he would gain nothing by diverting any part of any ageat of
" production—labour, raw material, the use of capital—nor his own labour and
enterprise from one clasa of building to another: also he would gain nothing
by substituting one agent for auother in any branch of his enterprise, nor
indeed by any increase or diminution of his uss of any agent. From this
point of view our equations have & drift very mimilar to the argument of
Book ITL ch. v. a8 to the choios between the different uaes of the same thing.
(Compare one of the most intereating notea (f) attached to Prof. Edgeworth's
brillisnt address to the Britinh Associstion in 1889.)
<
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There is more to be said (sse V. X 1, and VL L 8) on the difficnlty of
interpreting the phrass the “net product” of any agent of production,
whether a particular kind of labour or any other agent; and perhaps the
rest of this note, though akin to what has gone before, may more con-

veniently be read at s later stage. The builder paid 374z, for the
1

last elemsnt of the labour of the first group because that was its net

product; and, if directed to building villas, it brought him in %—g . ;z'?;

as special receipts. Now if p be the price per unit, which he receives for an

smount B of villa accommodation, and therefore pS the prics whioh he

reotives for the whols amount 8; and if we put for shortness Ag in place of

g 8z,, the inorease of villa sccommodation due to the additional element

of labour 3z, ; then the net produot we are seeking is not pAg, but pAS + fap;
where Ap is a negative quantity, and is the fall in demand price caused by
the increase in the amount of vills acocommodation offered by the builder.
'We have to make some study of the relative magnitudes of these two elements
pAf and BAp.

If the builder monopolized the supply of villas, & wonld represent the
total supply of them: and, if it happened that the elasticity of the demand
for them was less than unity, when the amount § was offered, then, by
increasing his supply, he would diminish his total receipts; and pAg 4 pAp
would be & negstive quantity, But of course he would not have allowed the
production to go juat up to an amount at which the demand would ba thus
inelaatis. The margin which he chose for his production would certainly be
one for which the negative quantity SAp is less than pAS, but not necessarily
so much leas that it may be negleoted in comparison. This is & dominant
faot in the theory of monopolies discussed in Book V. ohapter xIv.

It is dominant ulso in the case of any producer who has a limited trade
connection which he cannot quickly enlarge. If his customers havs already
as much of his wares as they care for, 8o that the elasticity of their dsmand
in temporarily leas than unity, he might lose by putting on an additional
man to work for him, even though that man would work for nothing.
"This fear of temporarily apoiling a man’s special market is a leading influence
in many problems of value relating to short periods (see Book V. oha, v, vir.
x1.); and especially in those periods of commercial depression, and in those
regulations of trade associations, formal and informal, which we shall have
to study in the sscond volume. There is an allied diffienity in the case of
commoditisa of which the expensea of preduction diminish rapidly with
every increase in the amouwnt produced: but here the causss that govern the
limits of production are so complex that it seems hardly worth while to
attempt to translate them into mathematioal Ianguage. See V, xu. 2.

When however we are studying the action of an individual undertaker
with a view of illustrating the normal action of the causes which govern the
general demand for the several agents of production, it seoms clear that we
should svoid cases of this kind. We should lesve their peculinr features to
be analysed soparately in special discusaions, and take cur normal illustration
irom & caso in which the individusl is only one of many who have efficient,

?
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if indirect, scoess to the market. If SAp be namerically equal to pAS,
where # is the whole production in & large market; and an individual
uhdertaker produced 8, a thousandth part of §; then the inoreased receipt
from putting on an additional man is pAS’, which is the same ss pAS; and
the deduction to be made from it is only 8°Ap, which in & thonsandth park
of BAp and may be neglested. For the purposs therefore of illustrating
s part of the general action of the laws of distribution we are justified in
speaking of the value of the net product of the marginal work of any agent
of produoction sa the amount of that net product taken at the normal selling
value of the product, that is, as pAS.

It may be noticed that none of these difficulties are dependent upan the
system of division of labour and work for payment; though they are bronght
into prominence by the habit of measuring efforts and satisfactions by price,
which is associated with it. Robinson Crusce erecting a building for himself
would not find that an sddition of a thousandth part to his previous
sccommodation inoreased his comfort by » thousandth part. What he added
might be of the same character with the rest; bat if one counted it in at the
same rate of real value to him, one would have to reckon for the fact that
the new part mode the old of somewhat less urgent need, of somewhat lower
real value to him (see note L on p. 417). On the other hand, the law of
inareasing retnrn might render it very diffioult for him to assign ita trae net
product to a given half-honr's work. For instancs, szppose that some small
herbs, grateful as condiment, and easily portable, grow in & part of his
island, which it takes half & day to visit; and he has gone there to got small
batches at a time. Afterwards he gives a whole day, having no important
lse to which he can put less than half n day, and comes back with ten times
a5 great a load as befors. We cannot then separste the return of the last
half-hour from the rest; onr only plan is to take the whole day as & unit,
and compare its retarn of eatisfaction with thoss of days spent in other
ways; and in the modern system of industry we have the similar, b more
difficalt task of teking, for some purposss, the whole of a prooess of pro-
duction as a single unit.

It would be possible to extend the roope of such eystema of equations as
wo have been considering, and to inorease their detail, until they embraced
within themselves the whole of the demand side of the problem uof
distribution. But while & mathematical iilustration of the mods of sction
of a definite sst of canses may be complete in iteelf, and strictly acourate
within its clearly defined limits, it is otherwise with any attempt o grasp
the whale of & complex problem of real lifs, o even any considerable part of
it, in » serien of equations. For many important eonsiderations, especially
those conneoted with the manifold influsnces of the element of time, do not
lend themselves easily to mathematioal axpression: they must either be
omitted altogethar, or elipped and pruned till they resemblo the conventional
‘birds and animals of dscorative art. And henoe arises a tendency towards
assigning wrong proportions to economio foroes; thoss slements being mont;
emphasized which lend themselves moat sasily to analytical methods. No
doubt this danger is inherent in every applioation not only of mathematioal
analysis, but of analysis of any kind, htheproblex:unfna!lm. I
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danger which more than any other the economist muost have in mind at
every turn, But to avoid it altogether, would be to abandon the chief
means of eoientific progress: and in discussions written specislly for
mathematical readers it in no doubt right to be very bold in the search
for wide generalizations.

In such discussions it may be right, for instanoe, to regerd H as the sum
total of satiafactions, and V as the sum total of dissatisfactiona (efforts,
sacrifices etc.) which acorze to a community from eoonomio causes; to
simplify the notion of ths action of these caunses by assumptions similar
to those which are involved, mors or lsss conscionaly, in the various
forms of the dootrine that the oonstant drift of these oauses is towards
the attainment of the Moximum Saifsfaction, in the ret aggregate for the
community {see above pp. 470—&); or, in other words, that there ia o
constant tendency to make H — ¥ & maximnm for socisty as & whole. On
this plan the resulting differential equations of the aame claas an those which
we have been discussing, will be interpreted tarrepresent value aa governed
in every fieid of sconomics by the balancing of groups of utilities againat
groups of disntilities, of groups of satisfactions against groups of real costs.
Such discussions have their place: but it is not in a treatise such aa the
present, in which mathematics are used only to expreas in terse and more
precise language those methods of enalyais and reasoning which ordinary
people adopt, more or less conscioualy, in the affairs of every-day life.

It may indesd be admitted that such disoussions have some points of
resemblance to the method of analysis applied in Book IIL to the total
utility of particulsr commodities. The difference.between the two cases is
mainly one of degree: but it in of a degree 80 great as practically to amount
to & difference of kind, For in the former oase we take each commodity
by iteelf and with reference to a particular market; and we take careful
sccount of the ciroumstances of the consumere at the time and place under
consideration, Thuas we follow, though perhaps with more careful pre-
cautions, the practics of ministers of finance, and of the common man when
discussing financial policy. We note that & few commodities are consumed
mainly by the rich; and that in consequence their real total utilitiea are
less than is suggested by the monsy measures of those utilities. But we
assnme, with the reat of the world, that as a rule, and in the absence of
special causes to the contrary, the real total utilities of two commodities
that are mainly consumed by the rich stand to one another in about the
same relation as their money measures do: snd that the same is true of
commodities the congumption of which is divided ont among rich and middle
clagses and poor in similar proportions. Such estimates are buf rough
approximations; but each particular difficulty, each source of possible error,
is pushed into prominence by the definiteness of our phrases: we introduce
no sasumptions that are pot Istent in the practice of ordinary life; while
we attempt no task that is not grappled with in a rougher fashion, but
yet to good purpose, in the practios of ordinary life: we introduce no new
assumptions, aud we bring into clear light those which cannot be avoided.
But though thia is poasible when dealing with particular commeodities with
reference to partioular markets, it does not seem possible with regard to the
ionumershls economio elements that come within the all.embracing net of

]
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the doctrine of Maximum Batisfastion. The foroes of supply are especially
heterogeneons and complex: they include an infinite variety of efforts and
sacrifices, direot and indirect, on the part of peopls in all varieties of
industrial grades: and if there were no other hindrance to giving a conorete
interpretation to the doctrine, a fatal obstacle would be found in ita latent
assumption that the cost of rearing children and preparing them for their
work can be measured in the same way as the coat of erecting » machine.

For reasons similar to those given in this typioal case, our mathematical
notes- will cover less and leas ground as the complexity of the subjects
disoussed in the text increasea. A few of those that follow relate to
monopolies, whioch present some sides singularly open to direct analytical
treatment. But the mmjority of the remainder wili be occupied with
illustrations of joint and compoaite demand and supply which have much
in common with the substance of this note: while the Inat of that series
Note XX goes a little way towards a general survey of the problem of
distribution and exchange §without reference to the element of time), bu§
only so far as to make sure that the mathematical iliustrations used point
towards a system. of equations, which are neither more nor leas in number
than the unknowns introduced into them. )

Norm XIV. tis (p. 384). In tho disgrams of this chapter (V. vL) the
supply curves are all inclined positively; and in our mathematical versions of
them we shall supposs the marginal expenses of production to be determined
with a definiteness that does not exist in real life: we shall take no account
of the tims required for developing & repressntative buxiness with the in.
ternal and external economies of production on & Iarge scale; and we shall

" ignore all those difficulties connected with the law of inoreasing return which
are disoussed in Book V. ok xn. To adopt any other course would lead us
to mathematical complexities, which though perhapa not without their use,
would be unsuitable for a treatise of this kind. The discussicns tharefore
in this and the following notes must be regarded as sketchea rather than
complete studies. )

Let tho factors of production of a commodity 4 be a;, a,, ete.; and let
their supply equations be y=¢, (z), y=¢,(z), ete. Let the number of
units of them required for the production of # units of 4 be m2, m,z, ...
reapootively; where m;, my, ... are generally not constants but funotions of z,
Thea the supply equation of 4 is

y=2(g)=m by (my2) + iy (My2) +... =2 {mg (M)}

Let y=F (x) be the demand equation for the finished commodity, then
the derived demand equation for a, the r'b factor is

y=F (z) = {& (=) ~m 3, (m,2)}.
But in this equation y is the price, not «f ans unit of the factor but of m
units; and to get an squation expressed in terms of fixed unite let 3 be the

prioe of ons unit, and let §{ =m, x, then n=$.y and the equation becomes
r

r0m3[1 () (0~
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If m, is o function of x, say =y, (x); then 2 must be determined in terma
of £ by the equation {=zy, (), so that m, can be written x,. {(£); substituting
this we have » expressed as & funotion of & The supply equation for a, is
«imply n=¢, (¢}

Nore XV. (p. 386). Let the demand equation for knives be
Y=F (2} wernrerenrcrscssnsaonssansens(l)y

Iet the rnpply equation for knives be y==% (x) ...cccvcnnniene - (2),
Isb that for handles be F =04 {T) crermcerrrroneerennreenes (3,
aad that for blades be Y=g (%) cernnremsisncinssinennen (g}
then the demand equation for handles is

Y=L1 (2)=F (2) ~ By () cceerrrurcrerracnrne seseens{B):

The measure of elsaticity for (5) is — {-—’?'(S;)} ~, that s,
H
_ {ﬂ"" (z) -xdy’ (z)}"_
hi=z) )

_xlM (=) F(z) =z¢(2)]*

that i “Fonat e

Thie will be the amaller the more fully the following conditions are
sutisied: (i) that -‘%"(%’. which 15 neoessarily positive, be large, i.e. that
the ¢lasticity of the demand for knives be small; (ii) that ¢,’ (x) be positive
and large, i.e. that the supply price for blades should increass rapidly with
an increase, and diminish rapidly with a diminution of the smount supplied;

and (i) that ;’ E"} should be Iarge; that is, that the price of handles should

be but a small part of the price of knives.
A similar, bot more complex ingniry, leads to substantially the same
resulta, when the unita of the factors of produetmn are not fixed, but vary

as in the preceding nots.

Norz XVL (p. 387). Suppose that m bushels of hops are used inmaking
a gallon of als of & certain kind, of which in equilibrium z’ gallons are
sold at a price ¥ =F (z’). Let m be chenged into m + Am; and, as & result,
when 2’ gnllon! ara still offered for sale let them find purchasers at & price

v +4y'; then mpmuentu the marginal demand price for hopa: if it is

greater than their supply price, it will be to the interest of the brawers to
put more hops into the als. Or, to put the case more generslly, let
y=F (z, m), y=2(z, m) be the demand and mpply equations for beer, x
being the number of gallons and m the number of bushels of hops in each
gallon. Then F (z, m)-& {2z, m)=excess of demand over supply price. In
eqnilibrium this is of course zero: but if it were possible to make it a
positive sum by varying m the change would be effacted: therefore
(ammuming that there is no perceptible change in the expense of making
the beer, other than what resulta from the inocreased amonnt of hops)
:: :‘p the first represents the marginal demand price, and the second
the marginal supply price of hops; and thess two are thercfore eqoal.
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This method is of course capable of being extended to oases in which
there are conourrent variations in two or more factors of produetion.

Note XVIL (p. 383). Suppose that a thing, whether a finishad commodity
or a factor of production, is distributed between two uses, so that of the
total amount # the part devoted to the firat use is z;, and that devoted to
the second use is z;. Let y=¢ () ba the total supply equation; y=f, ()
and y=f, (z,) be the demand squations for its first and second vses. Then
in equilibrium the three unknowns z, x,, and x, are determined by the three
squations f; (z;)=f, (z2) =9 (2); 2 + 2y =2. _

Next wuppose that it ia desired to obtain separstely the relations of
demand and supply of the thing in ite first use, on the mpposition that,
whatever pertarbations there masy be in its first use, ite demand and
supply for the second wse remaing in equilibrium; ie. that its demand
price for the sscond use is equal to ita supply price for the total amount
that is actually produced, ie. f; (x,)=¢ (%, +=,) always, From this equation
we can determine z, in terms of z,, and therefore z in terms of z,; and
therefors we can write ¢ (x)=v (z;)- Thus the supply equation for the
thing in its first use becomes y=y (,); and this with tho already known
equation y=f, (z,) givea the relations required.

Norz iVIH (p. 389). Let a,, @y, ... be joint producta, m,z, m,x, ... of them
soverally being produced as the result of z units of their joint proceas of
production, for which the supply equation is y=¢ {z). Let

y=h(z): y=hHizh..
be, their respective dsmand equations. Then in equilibrinm
oy () + My (M 2) + oo = ()
Let 2’ be the value of z determined from thia equation; then f; (m;z"),

fa(myx’) sto. are the equilibrium prices of the several joint products. Of
course m,, 1, are expressed if neceasary in terms of x*/

Nore XIX. (p. 390). This oase corresponds, mufatis mulandis, to that
disoussed in Note XVI. If in equilibrinm »' oxen annually are supplied
and sold at a price y’=¢ (z'); and each ox yields m unite of beef: and if
breeders find that by modifying the breeding and feeding of oxen they can
increase their meat-yielding propertiea to the extent of Am units of beef
(the hides and other joint products being, on the balance, unaltered), and

that the extra sxpense of doing this is Ay’, t.heni«%:mpruenhthomrgind

supply price of beef: if this price wers leas than the selling price, it would
be to the intorest of breaders to make the change,

Nore XX. (p. 301). Let a,, a5, ... be things which are fitted to snbserve
exactly the same funotion. Let their unita be so chosen that a unit of any
one of them is equivalent to & unit of any othera. Lot their soveral supply
equations be gy =¢, (2)), ¥y =¢s (zah .-

In these equations lst the variable be ohanged, and let them be written
=y (%) 2=y {¥gh +... Let y=f(x} be the demand equation for the
servios for which all of them are fitted, Then in equilibrinm % and y wre
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determined by the equations y=f(z); 2=2, + T+ 1o s Y1 =¥1=+.=4%. (The
eguations must bo such that none of the quantities x,, 73, ... can have s nega-
tive value, When y, has fullen to a certain level , becomes zero; and for
lower values x, remaing zero; it doea not become negative.) As was observed
in the text, it muat be assumed that the supply equations all conform to the
law of diminishing retarn; Le. that ¢’ (z), ¢, (z}, ... aTe always positive.

Norz XXI. (p. 383). We may now take a bird's.sye view of the problems
of joint demand, compoxite demand, joint supply and composite supply
when they all ariss together, with the object of making sure that our
abatract theory has just ss many equations as it has unknowns, neither
more nor lesy,

In & problem of joint demand we may suppoee that there are n com-
modities 4, 4,, ... 4,. Let 4, have o, factors of produotion, let 4, have
a, factors, and 80 on, so that the total number of factors of production
in gy +ay+ g+ 0, lot this=m. -

Firgt, suppose that all the factors are different, so that there is no com-
posite demand; that each factor has s separate proceas of production, so
that thore are no joint produots; and lastly, that no two faotors enbserve the
same 0ss, 8o that there is no composite mpply. We then have 2a+2m
unknowns, viz. the amounta and prices of n commoditiea and of m factore;
and to determine them we have 2m + 2n equations, viz.—(i) » demand equa-
tions, each of wirich connecta the price and amount of a commodity; (i) »
squations, each of which equates the supply price for any amount of a com
modity to the sura of the prices of corresponding smounts of, ita factora;
(iif) m supply equations, each of which connscts the price of a factor with ite
smount; and laatly, (iv} m eguations, each of which states the amount of &
faotor which is used in the production of a given amount of the commodity.

Next, lot ua take acoount not only of joint demand but also of compoeite
demand. Let 8, of the factors of production consist of the same thing,
say carpenters’ work of & ocertain efficiency; in other words, let carpenters’
work be one of the factors of production of 5, of the 5 commodities 4, , 4,, ....
Then sincs the cgrpenters’ work is taken to have the same price in whatever
production it is used, there is only one price for each of thess factors of
production, and the number of unknowns is diminished by 8, ~1; also the
number of wpply equations is diminished by 8, —1: and a0 on for other
cases.

Next, lst us in addition take acoount of joint supply. Let v, of the things
used in producing the commodities be joint products of one and the same
process. Then the number of unknowns is not sltered; but the number of
supply squations is reduced by (v, —1): this deficiency is however made up
by & new set of (v, —1) squations connecting the amounts of these joint
producta: and so on.

Lastly, let one of the things used have a composite supply msde up from
3, rival sources: then, reserving the old supply equations for the firat of
thess rivals, we have 2 (3, — 1) additional unknowna, consisting of the prices
and amounta of the remaining (3, 1) rivals. Thess are covered by {3,-1)
supply equations for the rivals, and (3, — 1) equations between the prices of
the 3, rivals. :

¥
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demand and supply curves respectively make with Ox. When n=l, the
sole condition is that tan ¢ be negative: that is, O is greatar than OH
provided the sapply ourve at 4 be inclined negatively. In other woirds, if the
monopolist regards the interest of consumers as identical with hia own, he
will earry his production further than the point at which the supply price (in
the specinl sense in which we are here nsing ths term) ia equal to the demand
price, provided the supply in the neighbourhood of that point obeys the law
of increasing return: but he will carry it less far if the supply obeys the law
of diminishing return.

Norz XXIV. (p. 565). Let Ax be the probable amount of his production

of wealth in time Af, and Ay the probabls smount of his consumption.
T
Then the discounted value of hi!fntmlﬂﬂ'ioﬂil]oﬂ'"(.: :—":)dt
where 7' is the maximum possible duration of his lifs. On the like plan the
(1

pautooutofhilmﬂngnndu'&iningisf B“(%—g)dl.whml’"
the date of his birth, If we were to assume that he wounld neither add to nor
take from the material wellbeing of a country in which he stayed all his

T
lifo, we should lmvef rB"(— -—)n‘l 0; or, taking the starting-point
of time at his birth, and {=7" 47 =the maximum possible length of his
life, this assumes the simpler form, f R “—'..ﬂ') 0,

To say that Ax is the probable amount of his production in time Af,
in. to put shortly what may be more accurately expressed thus:—let
P51 Pgs ... bo the chances that in time Af he will produce slementa of wealth
Az, Agt, ..., Whore 9, + 2, +...=1; and one or mors of the series Az, Az, ...
may be zero; then

Az=p A Z+ Py AT +....
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75; “"Frea™ or “Floating™ 73, 413;
Pure 13; Social 16--0; Jevons on 77,
79.0.; Adam_Smith on T5n., 78}
Ricardo and Mili on T5n,, T88—8n.;
Bthm-Bawerk on 583 n., 788 n., 780 n.;
Clark on 73n.; Isterest on 73, 411;
demand for, governed b}' roductive-
nesa 81, 233; supply of, limited by
prospectiveness 81, 233; a correlative
term with income 78: definitions of
%85--790; standard use of term 73;
growth of 220—330, 533-—4, 680—1;
adjustment of, to business ability 311—
13; investment of 353—362, 411—12;
dell:and for, in a trade 5191—522; in
relation fo wages in general 543—4,
665—6, 670—1, 698—700; “‘industry
is limited by’ B26—7T; in relation to
land 78, 170, 430-—2, 3 in
relation toemployment of labour 8289
1See Contents II. 1v. aud VI. vi.—vm.
and Appendix E}

G talition 237, SS4n, 413, 411
apitalization » n., y s
345—6 .

Carey, his relation to the * American
school® 767 n.; his misunderstandings
of Ricardo 164--5: 321 n.; on cost of
reproduction 401; 634

Carlyle 22, T80 n.

Carrying trades 268—200

Cartels, in relation to higBII organized
buying and setling 282;

Carver, on use of terms Incrensing and
Dim| ing Returns 169, 400 n., 533 .,

Caasell 424 n.

Caste system 244—8; 724~--8, 787

Chapman, C. J. 695 n.

Character, influence of work on I; in-
fluence of povertgsou 1--2,716—17

Child, Sir Josiah 2

Children, mortality of 195—8; education
of 2078, 300, T17, T20; employment
of 219 n., 749, 751

Chiorza Money, on the valus of land
238—9

Chivalry, economic 713 1., 719, 721

Christianity, gradual influence of 733 :

Church, the medimval 737—8; its relation
to “usury ™ 584—8, 787 n,

Circular reasonings as to walue 417a.,
810; theory of interest 519, 568 )

Circulating capital 15

Clapham, J. H. 74T n.

Clark, J. B, on elu‘l.icity of demand
108 n,: on **pure capital™ 73 n., 831

Classification, principles of 50—53

Cliffe Leslie, on the Love of Mon%m mn;
on local wariationa of wases ; on
usury 584 n.; on profits 807, 825

Olim7 2;1:,9 influance of 185 n., 196—T7, T33,

OColbert 755
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Cole 854 1.

Collective action, modern tendencies ol
25, 43, 134, 659, 664, 712—13, 7513
Colizctive, goods 50; property 35; use of

wealth 133—4, 137
Colonies, causes of vigour in 187, 665—671
Colguboun 238
Combination laws 703
Combinations, weskest members often
their ruiers 375 n.; 565—9, 627—8,

686 n., T03—4
“Commmon Rule* T04; » chiel instrument
of trade unions 704—5; in relation {0
true and falss stendardization T05--
710; o0 variations in purchasing power
of money T08—T10
Common-senss, its use in sconomics 28, 38,
368, 778 . .
Communicali means of, in relation
0 progress o civiliiut.ion 6_78;1 7134—5;
and 4¢ camings of exceptional geniua
685—6
“*Comparative™ study of economics 788
«* Compelition, tundamental charncterisiics
of 5—10, 11—12; its tendency o
apportion wages to efficiency 546—50;
prnciple of substitution a form of 540
—41; peutral zons of 442n.; of
" different crops 434—7, and of factoriea
ste, for the same land 449—450; evils
of T4T—1751; vertical and Aorstonicl
882—3 (See Substitution)
Complemeniary monopolies 483—5

s~ Composite or aggregats demand 100n.,

108 ., 387; supply 390; remt 453—4,
494 n.; guasi-rent 526—1T

Compromuse benefit 4893 curve 486 n,

Comte 764, T70—1

Conciliation 628, 708—4

Conduncture 125; a8 aflecling profits and
earnings 623; in relation to quasi-rent
424 n., 625, 667; sud consumers’ sur-
plus 830—1

v Constant, reiurn, law of 318—19, 346n.,

349, 463, 467; cuwrve 4067 n.; revenus
eurve 470 n.; outlay demand 839; loss
ourve 856

Consumors’ associations 134

. .~Consumers’ surplus 124, B11; analysis of

124—133, 830—1; how alected by
bounties and taxation 467—472; 842
Consumption 84; ethical aspects of 43,

1834—7, 474, 720; of diflerent grades
103—0; its relation to production 524,
710—12, 827 (See Contents LIL)
ption or Consumers’
381 n.; capital 75
Continuity, principle of, in economic
problems 378—380, 412, 660—3
Coniraci curve 844
Conventional necessaries T0, 530—1, 691
Ce-operation 134, 230; advanteges of in
organized buying and gelling 263; itas
ifliculties 3056—8, 3U9; hopes for ils
future S07—8, 637; in egriculture

Corn” in senso used by classical scono-

mista 509 o, 4

‘861

Ci Tilan wealth 81

Cost of marketing (See Marketing)

Cost of » produchien 338—8; estimated
with regard to a whole process 361,
376; its influence on valus 348--350,
361,410—11, 813—821 (See Prime cost)

Cost of reproduction 401—3

Cournot, metaphor of the mean sun
62 n.; on increments 101 n.; on markets
824—5; 388, 458 n.; 493, 404 n.; 820

Cramer 843

Credit, disorganization of, ita effect on
prociucl.iun snd consumption 60n.,
710—12 -

Crusades, influence on trade 737 n,

Cumulative, distinction between causes
whose effects are or are not 550—560,
562, 728

Cunningham, on medisval theories of

Cunyeghene, o I 463

ynghame, on supply curves n.,
808—810n.

Custom 6; its influence generally greater
or less than appears, a8 it is or is not
cumulative 559—500; its plasticity in
land tenure 637—642; its fmbeg:uvo
torce 641, T04-—5, 7288, 75

Darwin 50, 252 n.

Davenant, on personal weslth 58 n.; on
population of London 189 n,

Deduction and induction 29; Schmoller
on 29 n,

Definition, principles of 51—53

Defos 288 n.

Deloume 732 n. :

Demand { Book III. r.—Im.), its increas
prominence in economic discussions 8
—85; efficient 95, 242; increase of 97;
point 07 n.; law of 99; gradation of
congwmers’ 02—101;01311'1]'5 uu701839_urm
97 n.; elasticily of 103, 466—17,

840; element of time in 109—118, 455
=48; of rich and poor 105-—7; for
‘pecessarios 108; indirect, derived and
Joind 381, 853—1T; comporite or aggre-
gats 387; rival or competitive 35T;
meaning of increass in nonnal 463;
offects on price of increase and {alling
off of normal 463-—6; in relation to

changes of supply 807

Dm:iﬁ curve 96, 59 B.; elasticity of 102
-—3n.; for various classes of con-
sumers 104n., 108 n.; for rival com-
modities 105 0., 131 n.; for wheat 106,
132; for tea, illustraling consumers’
I\.l?lul 128—9n.; whole length of
seldom required 133 n.; general and
particular 458 n.; contrasted with
demand and supply surface 809—810 n.

“Demand for commoditios is not
demand for labour” 628 ‘.

Demand price §5; measures margina
utility not average utility 126 n.; of
sccumulation 233

Denand schedule 96; raising of 97—08n.
483, 806; megativs inclination of 80 n
(Ses Deygnand curve)
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Depreciation 81 n., 237, 8545
Depression of trads 687—8, 709—713
Derived demand 383; schedule of
law of 383; 608
Derived value has something in common
with {mputed value 363 n.
Devas 380 n.
Development of fncu'ties by use 247—8
Differentiation 241
~Diminsshing return, tendency to 150-—8;
relates to amount not value of pro-
duce 149, 153, 171, 440, 615; Hicardo’s
statermnent ul’ was inaccurate 163;
applies to building lsnd 168—170, 447
3; in relation to mines and fisherias
186—T7; and machinery 168—8, 431—3;
analogy between it and &encinnny 0
d:mm.lshm'? utility 03 a,, 84n., 158
—Tn., 170n.;¢note on 160—173;
phical illustrations of 155—9, 161—

; in relation to tendency to mmmﬁ
return 314—19; snd tg principle
substitution 170, 856, 409 1.; in agri-
culture is from the social point of view
something more than & special case of
diminishing refurn due $0 inappropriate
distribution of efforé 170, 4U7—9; in
zlgtion to “nusnbM(:zl':OMﬁu 462;

; counteracted by cheap transpo;
166, 440—3 GTH;pmthngE.nd

of 391—2, 691—3
Arminishing wtility 93, 638; analogies
with tendency o diminishing return

from land 94 n.; 1570, 170n; its
closa. connection with principle of sub-
stitution 356
Dhirect oot 350 (Sea Prims cost)
Discommodity 140—1, 351 n., 844
Discounted value 120, 353
Discounting future pieuum and gsleuur-
;21. events 110—123, 225n., 351—4,
1

Distinction, desire for as an economic
motive 87-—8, 107, 681

Distribution (Ses Contents VI, 1~IL);
in relation Lo Exchange 504, 823—4

Distribution of resourcea according to
marginal utilities 117—128, 166—171,
851-—9; 4350,

Dividend, National (See National)

Division of labour, ita advantages and
digadvan 248 {See Contents V.
IX.); its relation to growth of machin-
ory 2556—2008; ita growth in Epgland
144—5; in n%:icultun 745

Domesday Book 187 n,

Domestic economy, ita faults dus to Yro-
duction as well as to consumption 118,
119 0., 387; and
compared 357—8

Domestic industry 205—8

Domestic servants 66; 79, 207un., 277,
300; wages of 552, 508, 839 a.

Dose 93 1., 154

Dese of eapital and labour 171—2

Draper 784 n.

Dunbar 813 n.

Dupuit 101 n., 476 . .

busineas economy

INDEX

Earmings (Book ¥I. i1.—v.}, early theoriea
of 505—510; law of 506; in relation to
efficiency 506—810, 547550, 705—8;
equal o net product of labour
540—543, 647, 705~-6; influence of, on
willingness to work 527—D; eral
rate of 533, 544—5; piecs work 548;
efficiency 549—50; Ricardo on 550 n.;
real and nominal 551; influence o
uncertainty on 554—8; fluctuations of
574—5, 619-—822, 864; gupplementary
and family §56, T16n.; high in new
countriea 867—08713 of artisans re-
latively to unskilled Jabour 683—4;
of elderly men tend to tell 684—5; of
women and chiliren to rise 685; of
professions 685—8; how infiuenced by

arasitic’” work 715 n.; by machinery
716 (Ses Gontenta vL
ppendix J)

Earnings of Management T4 (See Manage-

menté)

Earnings of undertaking T4

Economic aims 39—43, 138—7, B,
T12—722, 752

Economic freedom 10; growth of 10—13

Economic chivalry, ite possibilities T18 0.,
19

Economie 57

Economic Harmonies 470

Economic law 33

** Economic man "’ 27

Economie method, both indoctive and
deductive 30; in relation to O%uilibnum
323: and “‘stationary atate” 366—8,
810—11; staticsl 378—380n.; end
anslysis 431—3, B09; and abstract
reasoning 459 n.; and bielogy 323, 764
773 (Ses Contents I, m—nL an
Appendices C and D)

Economic motivea 14—23; nod exclu-
gively selfish 22-—24, 328—9;
measurable 14—28, 93—83 n.

Economics, provisional definition 1; a
modern science 4—35; this term to be
preferred to * Political Economy" 43;
growth of 770—T780; modern tendencies
of 764—P; its relation Lo social science
770—1; concerned chiefly with measur-
abls motives 24-—17; its claims to ba
a science 16, 339—39; methods of study
80—30, 459 n., T70—T80; questions it
investigntes 40—43; 712—722, 801—4:
is concerned with organic growtbs an
not mere mechanical movements 323,
:l'gi, in relation $o Mathematics 450 n.,

Economies, ertermal and internal 266,
2177, Slé, 808—0nn.; of organization
{Book IV, chs, vim.—xm1.); of buying
and selling 282; of produckion, not
readily lost 808

Ec;gmmist, faculties required by 43—

Eden 115 n., 188 n,, 761

Edgeworth 18n., 10ln.,, 127n.; on

consumers' surplus 133 n.; on Hobson
410 n,; 485 n., 494 n., 8445, 848

L=—v. and
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Education, general 208; technical 208—
13; in art 213—15; aa s national
investment 216, 716—18; its influence
on relative earnings 683—6

Efficiency, meaning of 547

Efficiency of labour, conditions of 198
219; how influsnced by town life
198—300; by the home 207; in rela-
tion to earnings 54Y—550, 691-=-8, TO0
(See Contents 1V, v.—v1.)

Efficiency sarnings 549; tend to equalit
547—550, 705—8; efect of improv
machinery on 548

Efficient demand 95, 242

Eight hours’ day, in Australia 701 o,

icily of demund 102, 456; measure-
E :Inent. of }02 n.l—lﬂﬁ &7
.-~ Elastioily o 45
I ey ot 55
cymen| constan
Gg 7_?3‘ b cy ]

Engel, statistics of expendifure 115n.;
on elements of efliciency 194 n,, 664 n.,

England, growth of free industry and
entorprise in 11, 740—753; her geo-
graphical advantages 740; wth of
population of 174—7, 185—1902; mar-
riage-rate of, how reckoned 191; move-
ments of industry in 273—7; and
Protective duties 465; land tenure of
643—659; her gains from cheap trans-
port 678-~5, her loas of monopoly in
manufacture 674

English, characteristics of T41-—3

English sconumists early in last century
11—=13, 47—48, 756—T764; regarded
savings as mads almost entirely from
profita 229; 633 n., 822—3

Environment 124—35 {See Conjuncture)

iibrium, biological and mechanical

notions of 323-—4; simple case of 331,
791—3; instancs of temporary 323—8,
844~5; in exceptional cases 335 n.%
of norma! demand and supply 337—

376; aemound 345; price ;s atabls
845 ; unstable 806—0; multipls positions
of 472 n,, 806—D
Equilibrium amount and price 345
Ezpenser of production 338; *“‘a hd
72, and *'agygregate’’ 810-—11

~Ezxtornal and o , economies 268,
%'ﬂ. 284—8, 314, 3200, 441, 457—9,

Factors of production 330

Pactory esystem, improvement in 198;
rise of 74G—8

Fucta, diliculty of interpreting 774—8

Farma, lurge and small 260, 651—4

Farr 189 0., 180 1., 196 0., 188 0., 564 .

Fl:ggon, influence of 88n., 1i0, 288,

Feilbogen 758 n.

Fertility of land, conditions of 145—0;
rolative to time and place 167—163;
importance ascribed to it by English
economists 633 n.

Fettez, oo Theory of Rent 423

o

863

Peudalism 736—8 ;

Final uiility 93 0., 101 n. (Sea Marginal) v

Fisher 101 n., 138 n., 504 n., 788

Fisherias 167

Fized capital 75 v~

Fleeming Jenkin 478 n,

Flux 80¢ n.

Foot-puunds, measurement by 183

Foreign trade, England’s gain from
672—S5

Fourier 768

Foxwell, H. 8. 232 n., 556 n.

France, population of 176 n., 185 n., 162,
201; taste in 314—15; Metayage in
845 n.; 738

Fres competition 5, 341; “horizontal™/
and * vertical” 662 .

Freedom, economic 10, 7562

Freedom, objective and aubjective 730 n.

Freedom of industry ond enterprise 10;
need for preserving T12—13; growth
of (Ses Contents, Appendix A)

Free goods 56—56

Froe trade, and cost of food 673—4,
691—3; and value of land 678—9

French economista 5058, 530-—1, 756—T"
(See Phyniocrats)

French revolution 750; its influence on
Bentham 760 n.

“Fresh air rate” 718 n., 804

Friedlander 731 a.

Puel, price of 677

Fuller 2890,

" Futures,” dealings in 537—8

Galton, F. 185; on town and couniry
popuiation 200; on the influence of
the mother 207; on provision for the
future 220 n., 725 n.

Gambling involves economic loas 135 n.

Garcke and Fells 360 n.

Garden cities 189 n., 443 n.

General ability 207; causes determining
the supply of 207~-8; much of it runs
t0 waste 412; in busineas 313

George, Henry 321 n.

German, cartels 283; experiments in
Governmental action T53; influence on
economic theory 25, 59, 508 n., 767—9,
187—8 n.; treatment of Residuwum 714

Germany, technical education in 211

Glgld;nga, on classification of lsbour

n.

Giffen, on & rise in the price of bread
132; on growth of Capital 238—9,
n

679 n.

@ilds, their influence on industey 735—8,
T48, 778

Gilman 307 n,

Godwin 177 n., 768 .

Goethe 764

Goalgltupply and rate of intereat 593—%5,

Goaner 205 n,

Goods 54; claseification of 55 n., 64

Goodwill of & business, an instance of
Conjuncture ox Opggrwnity value 625

Goasen 93 0., 101 o, 331 0.
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Govornment undertakings 304, 443—4n.,
476, 489—4u2, 71218, 753

Gradations of demand §3—101

Gl:;l;d goods, marketing of 286, 326—8,

Grades of labour 217—19

Graduated taxstion 135 n., B0Z

Graphical method yielis illusgrations not
proof 155 n. '

Greece, Ancient 10—11, 7256—730

Green, T. H., on the relation of pleasure
to duty 17 1.

Gross onrnings of man ent 313, 598

Gross interest 588; onal Fuia of 588—590;
does not tend to equality 590—1

Gross, on fres towns 736 D.; on gild re-
guiation 748 n.

Grote 720 g,

Ground-rent-445—6; in relation to site

INDEX -

Imagination, function of, in economics
44, 782; in matorial progresa 719
Immigrant, estimation of value of and
lman- o i
provements in agriculture 152—3,
426—T7 n., 833—7: com
tion for 358—9633-& taxes on 434 penay
Imputad value, Austrian doctrine of 393 n.
Income; its relation to capital 71, 78—79;

; and to various forms of in-
vestment 411—132, 416421, 432 (Ses
Interest); gross 7%; net 72; social 70—
€0; of United Kingdom 713 n.; taxes
on 1:;5, 364 n., (See National In-
come

Inconstancy of employment 554—8, 687
—~8; influence of Trade Union saction
onlior——a; and ¢rade fluctustions 709

value 446; theory of, subatantinlly the , /Increasing reurs 150, 318; Bullock on

same a8 that of farm rents 168, —
450; in relation to the value of pro-
ducts made on it 45l; in relation to

wholesale and retail ﬁ:oos 452; rise in
, indicates scarcity of land 273, 453, 679
Hiiekel 241 o,
Harris, on valus and use 130n.; 175,
50 n.
Hasbach 757 n.
Haycralt, on race progresa 200 n.
Heam 81 n,

Hedoniam and economics 1T n.; 92—83

Hegel, on influence of physical surround-
ings 724 n. ; on objective and subjective
Iresdom 730 1., 733 n., 743 n.; inllusnes
of biological sciences on 764

Held 747 n.; on definition of cassih.l a8
related to practical problama 750 n.

Heredity, principle of 2 , 348, 843—4

Hermann, on exiernal and internal goods
55 n.; on classification of wants 91ln.;
432 n.; on capital 768 n.

Howins 737 n.

Kifgu. on Cantillon 758 n.

Hill, Miss Qctavia 677 0.

Hirat, Miss 767 n. )

Historical school 767—8, T74—8

Hobbea 759 0.

Hobson, on orgenization of industry
373 0.; on marginal producs 400 n,—
410n,, 517 n.

Holland, ber achisvements 739

Hollander 831

Hooker 191 n.

Hours of labour, limitation of 537-—8n,,
680—1, 693—8, 7T00—1, 7T3l; in
.Aulu'a.‘ia 701 n.

Houss industry 298

. House roam, cost of 876—7
House tax
Howell 568 n, .
Hume, on Wealth of Nations 750 n.; T3
Hunter, Sir W. 821 n., 641 n.
Hypotheses in sconomics 36—37

Ideas, thelr importance not realised mé
onos 206 n.; their reality 780

819 n.; in relation to profita 320; a
relation of quaatities 319; in relation
to tendency to diminishing return 318
=323, 65l; o supply price 3én.,
379 n., 455~8; to rival commoditiea
396—5; and to cost of marketing 306
——8, 457—8; seldom shown in zhort
periods 455—7; character of commodi-
tics which ib strongly affects 266—7; ita
relation to proteciive duties 465, and
to taxation end bounties 4064——476;
limitations of use of statical sssump-
tioua in regard to 805—812

Indis, poverty caused by ceremonial
extravagance in spite of personal thrift
225; illustration of Governnent under-
taking in 400—491n.; land tenure,
plasticity of custcmary 641—3n.,
656 n.

Indirect demand 381

Induction and deduction 29; Schmoller

on 29 n,

Indusirial Boards 703—4

Industrial efficiency 103—203; jraining
204210 (See Efficiency)

Industrial environment 125

Industrial organizetion (See Organiza-

tion)

**Industry is limited bf Capital” 826

hwunliuu of th 713—14 (Ses
ealth)

Infant morlality, causes of 195, 108n.;

in town and couniry 202 n.
Ingram 732 n., 765 n.
Inbabited House Duty 804
Instrumental capital T
Insirumental goods 64, 381—2n.
Insurance against risk 3v8—400, 613—13
Inlegral mumder 708
Integration 311
interch ble parts 356—8, 672

crent 13, 315, & ratio 73, 413; its

reiation to saving & + atriel

spplicable only to Auid e.riul 41—

4 B—ls, 602—3; mis of, how detar-
mined 518—523, 533—4; equilibrium
lavel of 534; its relation ko rent and
quasi-rent ‘12, 431, 433; oondition
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under which {4 might be negative
582 n.; history of theory 584—8; gross
and mef 588; In relation to changes in
purchasing power of money 583—5, 681

Iniermediats goods 381—d n., 829 n,

Internal sconomies (See ﬁrurul and
sniernal sconomiex)

Internal goods 55

Interpretation clauses, may be used to

;gpplsment definitions in economich
n.,

Inveatment of capital 411—13 N

-Inveatment of resources for a distant
return 351—9, 845—6

Ireland, influence of potete [amine on
181 ; Jand tenure-in 656

"Iron" or “brazen® law of wages 505—
6n., 508, 509, §31, 826; assumptions
which underlie it 690—1

Irregularity of employmené (See Incon-
staucy)

Jeakin, Fleeming 476 n.

Jessop, on money lending 569 a,

Jovons, on Cantillon 756 n.; on the pain
of idieness 65 n.; on capital 77, 79 n.,
787; on the theory of wanis 50—
§#1 n,; on eatimation of {future pleasures
123 n.; on gembling 135 n.; on labour
141—2; on margin of indifference 405;
on markets 324, 391 n,; on rent 437 n.3
on valus 817—521; on advaniage of
cagit.al to industry 620n,, 820—1 n.,
825, 831 n., 838

Jewish influence om economic tbought
753, 761 n., 769

Joint demand 381, 855 .

Joint products 358—390, 854; Mill on
435 n.

Joint-stock companies 301—3, 810, 818,

2 "y 308, 854—5
oint mu. '

Jones, ];P Cy 277 n,

Jones, Richard 320 n.

Jowett 174 n,

EKauts 730n.; the firat to recognizs
Cantillon 758 n.

Keynes 368 n., 372 n.
King, Gregory 106 n., 238
Knies 724n., T31n.; progress of dif-

ferent pations tends to synchronize
7583 n.; Adam Smith npot guiity of
Smithianixmus 758 n., 767 n.; non-
urchasable pleasures tend to increase
B3 on capital 788 n.
Eordm 161 n.

., Labour 65, 76—T0, 141; marginal dis-
7 utility. of 141 1’42; 843; its supply
rice 142; producers lurpius of 14l n.,

1; quasi-rent of 576n., 579;
gkilled and unskilled 205; efficiency of
1903--219; disputes, illustration of de-
rived demand 382—7; inconstancy of
smployment of 55: , 887—8; limita-
tion of houm of 527—8n., 680—1
693—6, 700—1; value of wheai 678
{See Earnings)

M.

865

Labour market, changes In marginal
utility of money as affecting 330—86;
709—710; peculiarities of 141 n,, 335

9

*

Fotents foirs, Jo 506 n., 757

isser fairs, laisser passer n, n,
Land 18, 138, 1448 teredity of 1

157—162; original and artificial pro-
perties of 146—9, 629—630; order of
rerl.ility of, changes with circumstances
157—265; value of, in different
countries 237—8; relation of intereat
to value of 446 0.; rent of, ifi a new
country 430—430, 802—3; difference
betwaen it and other ts of produc-
tion 170-—3, 4303, 5347, 635—86,
801, 803, 83§; influenca of situation on
valus of 440—5; public value of 434,
442, 800; capital value of 445—7T;
influencs of transport on valus of 238,
876—8; speculation in 432 n.; onerous
Piing 193—-800; pubhe pohcy with

u s public policy wi
to, land fwhl; and [and owner
no$ identical 802-—4; rates on site
value of B0O, 804; “Presh sir” mie
on urban 804 (See t) :
Land tenure, in relation to improvements
426 n,, 843—659; historical atudy of
775—&; early forma of, their plasticity
638—642; in India 641—3 n.; in Latin
_Europe 843—T: in America €47; in

England
Landry 169 n,
La 509 n.

Lauderdals, Lord 253 n,

Law 30; a statement of tendency 3!—83';
social and economic taws 33; ** normal”
the sdjective corresponding to *law™

in this use ; normal action not
marsally right action 35—36
Lecky 270n.

Legal and economic studies, union of

788,
Leisure 1694; difficulty of using it well

720—

Le Play 118, 1851,

Leroy-Beaulisu, on tendoncy of poor
lands to rise in valus 163n.; 230 n.;

h622n. th of ulati
VAASSUT, ON QTOW Pop on in
France 185n., 181 n,

Liebenam 731 n.

List, overlooked the tendency of nations
to aynchronize 753 n., 767 n.; 634

Lloyd 101 .

Local rales, incidence of T94-—804

Localized industries, early forms 267-—8,
T45—06; causes of 208—273

Lo’v;g; anticipated the Physiocrats 758n.,

n

Londolr;, death-tll'nh of 199

Long leases and improvement in agricul-
ture 657—8, T 75—-P8 o,

Lo;;z s:nod short periods, classification of

Jong-period supply prize 377—8
“Leong run,” meaning of the shrm 848;
T 28

in relation to normal valus

4505
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Longe 825
Luxuries, elaaticity of demand for 105—8

Machinery, in modern manufacture 256
—-262; analogy between scientific
reaxoning and 28, 38, 779; marginal
uss of 168, 430—1 ; in relation to division
of Iabour 555—'! + Tessens fatigun261—32;
and monotony of life 2624 in relation
to large factories 279—28%; duration
of 379 0.; in relation to wages 541—32,
683 n., 716—17; ngposition to T07; has
diminishied demand for unakiiled labour
%718; has displaced men n:ore than boye
885; in relation to double ahilis 805—8

Mackay 62 o,

Macleod 821

MacVane 233 n,

Mahian on strategy and tactics 776

Maine 726 n,

Maitlond 638 n.

Malthus, his study of facts 760; his rela-
tion to Godwin 177 n., 763; definition
of capital 782 n.; on population 178—
180, 184 n.; on importation of foreign
com 476n,; his correspondence with
Ricardo on value 816; on wages 50—
510, 651 n,; on improvements in agri-
culture 678—9, 833

Man, both the end and an agent in pro-

Mduction 139, 178 o T "
anagement, sarnings s gross an
net 313; various forms of, adjusted by

rinciple of subatitution 596—805,
; in joint-stock companies 04—
5; their sdjustment to dilliculty of
work done 605—8; scturate knowledge
a8 to, dificult to obtain 607—8; are
igh when circulating capital is large
relatively to fixed 612—23 (Ses Con-
tents Vi, v, v, voL)

Mangoldt 432 n.

Manufacture 278; percentage of English
g%u_h'l’tion engaged in, not increasing

Margin, of buslding 109, 447—D; of
: o?watm 15;6;5 a)} iud;_ﬂ'wmc ;54056;
o, uction HE) loness
Msﬁswd' A 3,,,,,, . i of profuab s
nal, and prics 95; dieuniity of
Y abour "141;  doss 154; purchars 93;
produci 8733, 805: rewrn 154; neb
“product, of labour 515—18, 867 705 n.
06 n.; of capital 515—31; lﬁaphar(l
407 n., 410 8., 515—18; uses indicale
but do not govern values 410—11, 418—
19, 428, 450, 517 n.; wutsiity 92—93; of
mone% v:g,iru ':?i 8 person’s lm:o_ml:j
85— o. 8&8—9 ma|
cout in’relation 40, valus 405434 b0

:grieulhuro 425--80; to s single crop

; % urban values 440—454¢ (See
Contents V. vin.—x1.)

Mark system 737 n.

[ Market 113, 833--880; wholssale and
retail 328; highly organized 336—T;

local 320; 10 relation to time and apace

830; for rare things 333; of individual

ted 3867

pmiucexi_lnmi

INDEX

Markesing, cost of 282; 280—7; in
relation to law of incresasing: refturn
396—8; difficultiss of 457—8 .

iage-rate, causes affecting 180—103

Martineaun, Miss, on Factory Acts 763 n.

Marx, Karl, his mig tanding of
Ricardo 503, 567; on definition of
eapital 786

Material and now-material goods 54

Mathematical treatment of economics
101 n., 357 ., 459 o., 545, 7812

Mazimum satisfaction 331, 851—2; and
taxation 470—6, 851—2; limitations to
doctrine 470—3, 474—8, 502—3

ulloch, on wants 90; on wagea 509 o,

M 7?’«:1?@“ in valus of 875—8
68 in valus

Mechanical anslogies, their use in eco-
nomica 323, 380 n., 461, T71—2

Medimval, artisan 313; ‘thearies of in-
terast 584—7, 737 n.; towns 735—86

Menger, Carl, vn ' orders” of goods 65 n.,
91n., 821

Marcantilism 85 n., T64—5

Metayer aystem 643—35

Meteoric stones, illustzation of 415-—423

Method (See Economic method)

Meyer 174 n.
Middle rate of profits in 6817n.;
hl}rour value of commodities in 875

Migration, hindeancss to, in Middle Ages

é_ﬁig-—s,lmm couniry to town 199—200,

Mi';.l James, on the term Doae 153;
.

Miil, John Stuart, influence of socialists
on T64; his relation to abstract eco-
nomics T64~—5n., 7Tlo.; oo Comte
T771; on economic method T74n.; on
definition 50; on capital 75n., T80 n.;
on demand $7n., {70; on of
labour 218 n.; on change of occupa-
tion 353n.; Siﬂl; on cost of produc-
tion 339 n.; on rent 432n.; on joink

roducts 435 n.; in relation W Jevons
19—~820; on improvements in agri-
culture 836—7; on wages 509—10,
824; on the wages fund 823—5; his
propogitions on capital 326—8

Mincs, whethier law of diminishing re-
turn ia applicable to 186—17; large and
small 23); rent of 438—9 :

Minimum wage 7158

lrlg[%islny of labour 317T—19, 374—%, 108,

Mommsen on Roman trade T31 n.
Money §1—82; jts use as a measure of
ohasing power’of oi—3a® 100, 158,
wer o ,
337—5. 835 0., 363, 503—b, T00—10,
838; effect on spending and uvM? H
changes in marginal utility of 8,
130—1, 133 n., 334—6, 471—8, 474,
842; its stoadying influence in a markes
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867

Monopolies, in relation to national wealth~” Nicholson, on capital 788n.; miscon-

60n,; in relation to law of increasing
return 3858, 367, 458 n., 805; theory
of d15—17T, 477T—405; revenus 478; in
relation to railways 186—7; taxes on
419, 856; forces tending to break up
Mmmpo' oy revenue 478 am
revenue ; curvs n.;
nhdurc 479 .
Monotony of life, and in some cases
of work, dimini by machinery
269—3 ~

Montesquieu 185; on the influence of
climate T34—5 n.

Moore 494 n.

Morris, William 215, 780 1.

Motivea, their quality cannot bameasured,
but their strength ecan, eubject to
carfain limisations 18—23; economica
is concernad with altruistic motives and
with the growing tendency to collective
action 33—3238, 92—93 n., TR3—4

Multiple positions of equilibrium 346 n.,

- 472 n., 8069

Municipal underfakings 230n. (See
Government)

Nasmyth 209 n,

National income or dividend 80—B1; esti-
mation of 5§11, 523—4; a stream not a
fund 524, 829; ia at once the net output
of production and the basix of con-
sumplion 827; influences affecting
growth of, in England 871—5; in
reiation to lessening of hours of labour
686—700; growth of 713 n.

Netional w 58—60; growth of 237
—o

Natura non facit saltum 249

** Natural," Adam Smith’s use of the word
246; 756 o.

Natural and. artificial selection 201—2

Natural increase of population 180

gatuxe, l_'ule!n! 1?3 n. for «fici
ecasearies for life, for efficiency, con-
veniiornal 67—T70, 531—2 n.; nature of
demand for 106—8; taxation of, its
eflect on consumers’ surplus 135n.
468—9; foreizn trade and price of
872—4; in relation to efficiency 692—38

Negative inclination of curves 89 n.

Narvous atrength distinguished (rom nar-
youaness 194 o,

Net advantages 78, 557; vary with
individunls and races 557—8

Net earnings of managemeni 313, 508

Net income 72

N st interest 558; tends to equality 591—2

Net product 408; estimation of, at the
margin of production 406, 410—4ll,
849; in relation to net sarnings 538—0,
516—18 n., 667, 704—6

Netherlands 789 ; agriculture in 648 n.

Neum: on relation of “*natural and
economic laws* 33 n.

ﬂoweomb 628 n. of bigh 4
aw countries, eauses igh w "D
intereat in 669—671 e

Neymarck 239

ceives the nature of the doctrine of
consumers’ surplus 127n., 132n,
179 n.; on nﬁ:i:lultuml improvements
658 n,; on A Smith and Ricardo
768 1.

Nominal wages 551

v Non-material goods 54—b5

Normal ; elasticity of term 383—\"
380; aupply price 341—4, 8371—3; in -
relation Lo " ave  and “‘aggregate”
847, 372, B10—811; in a stationary
state 367, 497; in relation to increasing
retumn 455—461, 8§05—812; demand
and mpp‘l;, increase of 462—4 (See
Contents V, n1,—v,)

Novmal eetion 34; not alwa
petitive 35, 348, or right

North, Dudley 758

Qccupation, its influenca on charscter 1;

on 198

Ogle, on marriage returns 181—3n,,
191 n.

Onerous rates 7943 on site values T9T;
on building values 798-—9

Open spaces, public interest in 200n.,

W%H" soiééssogzs aff fits

nity 125, ; 28 affecting prol

and varnings 424 n., 624, 625—6

grden of goods 684—65, 38172 n. d

anization, an agent of production

girur iy P

Organization of industry, its growth in
Eng)lund. T44—8 (See Conlents [V. viir.,
ete.

Organized markets 326—8

** Qvar capitalization™ 417 n.

Overcrowding, evils of 321

Palermo, unemploymeat in 688 n,
Pantaleoni 101 n., 238

** Parasitic” races 244; work 715 n.
Pareto T87

Farticular expenses curve 810 n.
Partnership 1; in land 637—8
Patents 381 o.

Patten, on consumers’ surplus 132 n,

Peasant proprietors, prudence of 188,
646; contrasted with American **fan
mer” 183—4, 647; compared with
heads of amall businessas 650 n.

Periods, long and short, in relation to
value 363—380 (See also Tims)

Personal, goods 55 n.; risks 580; weaith

- 58; estimation of 564—5 n., 868

Petty 116n,, 175, 238; 564 n., 759; on
the term “‘corn™ 500 n., 5641.; on
law of rent 635 n.,

Physiocrats 756-—7; their cosmopslitan
ggnniplu T67—8; on productive labour

n.; on capital 787—8n.; on popu-

Iation 1760.; on necessariea 88; on
wages y 530—1; on producer's
surplus 632

Pieccework wages 548; in relation to
efficiency 693—4 n.

Piﬁ:,onmmmento!duimw-eﬂn.;

[ M
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Pitt 175 n,
Place, Francis 179 .
Plato 174 n., 177 n., T20 n.
Playgrounds, provision of 200, 208, 804
Pleasure, efiect of postponement of 131 n.
Political economy fSee Economics)
Poor Law 11; ity influence o%;opuhﬁon
177—8, 188—9; on savi 6
Population, doctrine of 173—180; causes
that govern the growth of 181—3,
191—2; history of, in England 185—
167, 165208, hoalth andstrongel
0, 3 and sirength
of 188—203; influsnce of natural snd
artificial selection on 2013, 248;
Ymuure of, on means of subsistence
96, 320—9, 690—2; concentration of
186—200, 659, 800, 803; advantages of
denss 185, 821—3
gorhr 079 n. of 3
overty, a cause of degradation 2; reme-
dies for T14—10 !
Prediction in economics 778
Price 81-—2; its use as a measure 14—20,
134—134; equilibrium 323, 331, 345;
supply 343—%5; market and norm
, 870-—1; short and long period
normal esupply 363—380; marginal

ly 3 s pericds for which
gcplgggod 373—6; ?nﬁuonu of custom
on

Price, L. L, 757 n.

Prime cost 359—381; ita relation to
normmal price 373—8; to joink pro-
ducts 394—38; to supplamentary cos
860--2, 39486, 425—1. 456—8; to
quasi-rent 424 n.; of human effort, 831

Pnngt;;nfs trades, influence of machinery in

Primogenit: its influsnce in England
40 7ﬂu“’ e

»

Process of production, rather than s
cortain parcel of goods, is the unit of
cost of Production tor long periods 876

Producers ds 64; s 140—3 n.,
4534, 811, 830—1 (See Rent)

Production 63—4, 340 n,; on a large scals
278 (See Contenta IV. x1.)

Production snd consumption, correlation
of 'I’lq—ll, 827

nearly with the wages bill 813—14; ris
as an element in 612—13: normal rate
of may be lowered by increase in produc-
tion M—lsi on *tumover” 810
616—17; s “foir” rate of 618; in
relation to Buctuations in price 620—1,
824—38; in relation to guasi-rent 626—7,
and to rent in English land tenure
835—6 (Sce Contents VI, vrL vimL)

Profit sharing 306—7, 8267

Progress 845—9, 731—8; i influsnce on
values 676—6; on rent 678—8;

v

I§DEX

wealth 680—1; on Interest 681; on
um;ngs 681—8 {See Contents VL xmt.
X1V,
Property, righta of 48, 781, 800, 803
Protection, 0 nescent indusiries 465,
475—6n., 766—T; Mill on 826; its
efioct on national dividend 826
Proudhon 766
Pusb;g: vaiue of land 433, 442, 445, B02—4,

ing power, Actitions unit of
atant, corresponds to ‘‘mean sun'
63n., 593; changes in purchasing
Eowar of money aflect rate of interest
93—5, 681

Pure and applied economics 37 n,, 460—1
Pusey 638 n,

i or income Irom an agslia.nco
for production made by man 74, 412;
likeneas and unlikeness of trus rent
and quasi-rent 425—8; misconceptions
of the nature of 424 n.; in relation to
lu%plamentnry costs 363 n., 420—1;
and to interest 421; as an element in
earnings of labour 577—~8; and in
buginess profits 622—8

Quesnay 176, 7687

early 200 n.; relation of rates

Railwa;
dmr& by, to prime -costs 395n.;
problem of railway rates in relation to
theory of monopolies 4856—17, 465 (Ses
It

Rates, onerous 794; beneficial or re-
munerative T84; how far a burden
798—9; evils of sudden changes of
799; on shopa 709: rural 801; trans-
ference of, from buﬂding to site values
800; shifting of 802; suggestions as to
old and new 803—4; on urban land
718 n., 804; “‘fresh nir rate™ B04;

uation of 804 {See Taxation
ntents, Appendix G)

Ravenstein 180 a.

Real cost of production 339; its relation
to money coat 339, 350, 352, 362

Real value 632

Real wages 551

Reformation, its influence on indusiry

Produstion goodn T42—4; on art 743 n.
Productive 66—67 Remuneratioe rates 794
Produotive consumption 67 . Aent, ¥. ix.—x1., VL. x.—x., T4, 165—8
Productiveness and prospectivensss ol 437, 629; fmplne mpmnhhon_of
Profe 78: analgais of 800; how ! o B el P
+ aoalyais ; how Iar » jes-cf & large genus 413, 431, 629,
~ tendency %o e?tlmlity 609—613; wa m; 29—430

in & new country 4 5
marginal cost in relation to H
scarcity and differential 423—3; trus
or purs 421—3, 434; of mines, & royalt;
is not a_ rent 167, 437n., f

und  169—170, 447; differences

tween renta and other 534
w8, §35=—=8, 803; in relation W cost
of marketing 443n.; of a monopoly
415—17 4233; its relation t0 quasi-rent
421, d2b—8, 635—8, 832; componis
453—4; incidence of taxes on 419—30,
454, 630, 833—7; of natursl sbiliy
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8T77—9,822—4; effocts of improvementa
on 633—4, 834—7; in relation to retail
pricas 451—3; difficulty in deciding a
normal 856—'}; estimates of changes in
English 678—9 (See Contenta IV. m.—
m., V. vim—xL, VI, mx. x., sod
Appendices G, L)

Representative firm 817, 342, 377, 450"

805, 808 n.

Reproduetion, cost of 401—3

Residuum 2, 714—15

Retail prices, variations in 451—3, 616 n.

Retail trade, advantages of large and
graall establishments 287—8

Return Schedule 157 n.

Ricardo, his method 761, 762—8, 785
813, 816, 834, 838; definition of capil.ai
788 n, ; stress laid on cost of Emducl.ion
B85, 101 n., 503; on law of inishing
return 154 n., 163—8; on walue 503,
813—821; on rent and cost of produce
tion 439n.; on rent of mines 167 n.,
439 n.; on effect of improvements on
rent 634, 679, 834—17; on wages 508—10,
525, 550 o

Risks 398—400; Tyads 590; Personal
590; in relation to profits 612—18

Rival commodities, in relation to eles-
ticity of demand 105, 131—2n.; in
relation to law of increasing return 391n,

Rival or competitive, demands 367; sup-

plies 350

Rodbertus 587, 817 n.

Ropers, on the value of land 162 n., 188 n,,
74dn.; on the Black Death 156a.:
on t'alomliz.et.‘. ixsxgémuiu 26811.&75011
metayer system .} 01 wages

Rome, Ang:ns, har economic strength
and weakness 10—11, 730-—3; the
influence on economic bListory of ber
law of property Y732; population in
173—4

Roscher 163m.; on population 174; on
manufacture 278 n.; on wages 508 n.,
780 n., 731 n.

Boundabout methods of production as
compared with direct 82 1., 359, 583 n.
—in,

Rousseau 758

Royalties are not rent 167, 427 n., 438—9

Riimelin 187 n.

Ruskin 22, 780 n.

Sadler 184 n,

Sanger 132 0.

Saracens, influence of 7534

Sargant, 835

Sattable wants, law of 93

Saving, slow growth of habita of 924—5;
conditions of 226—0; its connection
with rate ol interest 330—8, 533—4,

b

Say 760, 819

Schiifile 241 n.

Schloss 30T .

Schmoller, on induction and deduction
29; on piece-work 604n.; on trading
companies T32 n,

8chdnberg 187 n., 295 n.

869

Scotland, influence of education on pro-
gress 191, 313; long leases in 657

Secular movements of normal price 879

Seebohm, on villags communities 637

Seligman 101 n.

Senior, on consumption 64 n., 67n.; on
definition of capital T80 n.; on desire
for distinction 87, 91 n.; on rent and
E:oﬁu 432 0.; on taxation 476 n.; on

icardo’s nss of the term wages 550 n,;
on rate of profits on Iarge and am
capitals 610 n.; on Factory Acts 763 n.

Settlement Laws 187—8

Sheffield trades 206

Shifts of labour 695—8n.

Ships, economies of large 280 n,

Shops, advan of large 287—9; rent
of 451—2; rates on 799

Stite value 441—2; causes of high 445, 450,
804, 837T; rates on 800, 804

Bituation, its importance in determining
value of land in new countries 633 n.

Situation walue 441; in relation to ex-
tarnal economies 441; how far due Lo
individual effort 442—5

Skill, a relative term 205—8, 682—4,
T16—17

Slavery, among the Greeks 10—11, 729—
730; the Romans 731—2; Adam Smith
on 561 i,

Small hoidings 858—& .

Smith, Adam, on the word *“value™ 61;
“undertakers” 745 n,; his geniua, hig
method 757—0; his relation to the
Physiocrats, his cautiously gusrded
sdvocacy of freedom for private enter-
priss 757—9; his use of the word

-gmductive 6 n., 88; neceasaries €8,
; definition of capital 75, 78, 788 n.;
on population 177 n., 184 n.; on Settle-
ment Laws 187 n ; on division of labour
240, 246, 253, 256, 262; on natural value
347; on risk 400; on rent l44n.,
167 n., 489 n., 832, 833; on wages 400,
507—5, 551, 567; on slave labaur
561 n.; 564 n.; on comparison between
machinery and skilled labour 570; on
profits 609—810, 613

Bmith, H. LL 573 n.

Social capital T6—80; income T9; wealth
58—~60

Social low 33

Socialists, their influence on economics
763—4, 823; in France 766; in Ger-
many 769; their views on pleasurable-
ness of work 527

fociology TT1 n.
8pevial cont 359 {Ses Prime coat)
Specialized ability 207

Speculaiion, in land 438 n.; in relation to
“‘grading ” 872; anti-social forms of T19

Spencer, Herbert 136, 184 n.; on develop-
ment of faculties by use 247; 728 n., T70

Stabls equilidrivum 345; theory of 337—350;
oacillations about 345—7

Standard of comfort in relation to wages
504—10, 5! , B88—693

Standard of life 504, 680—90; influence of
trade unions on 702—3
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1

Standardization 257 p.; true and falss, of
labour 706—8

“Standard rule” 45 (See Common Rule)

Statical method, ita use in economics
366 n., 369; deficienciea of 379—380 n.,
4601, 501, B05—812

Stati siate 366—8, 373, 810

Statistical tables of, expenditure 115;
price of wheat and marmage raie 190 n. 5
axYom as an indication of prosperity
191 a.; growth of wealth 238—@;
population 187 n., I88n.; urban and
rural birth-rates 184 n.; wealth of the
Britieh Empire 239

Statisticsof consumption113—8;diMculty
of interpreting 1 13, 462—3, 614 n.,
400—2; shopkeepers' [acilities [or col~
lecting 113—14; noeed for (urther475—6;

s i:(r:xtll)ortance of well Drglf?é?d 4%7—3
t Chrysostom, on o, 737Tn.

Steffen 1870, Y

Steuart (Sir James} 70n., 757; on popu-
lation 176 n.

Stock Exchance, securities 35, 326—7;
speculation 432 n.

Stock watering 417 n,

Stoics 732—3 u.

Stourbridge Fair 267 n,

Strategy and tactics in relation to the
economic teachings of history 776—T
Strikesyconditions of their success 332—3,

700

Struggle for survival 242—4
gt SIII'IDI‘!ZBE t Itural 479
& on history of agricnltural rent. 679 n.
Sumnry trades ﬂl';g:.‘ﬂss
\/Bubamlm'on. principle of, 170n., 341
3554, : its affinity to thoss of
diminishing wutility and dummslnﬁ
return 356; and the competition
crops in agriculture 435—8; in relation
to theory of distribution 515, 521—38;
s form of competition 540; ite relation
to law of smli"l of ﬁl.l.ent 597; its
Action in controlling earnings of manage-
ment 598605, 665—3

Suppkmmlarlv‘ Cost 859—360, 420—1;

arge in things which obey law of
increasing return 458—8

. Supply curve 344 n.; distinguished trom

* particular erpemses curve B11—12n.;
of individual gmducar must be couplaci
with demand curve of his special

market 458 n.; lowering of 46T—@ (See
Elasticity of supply)
gt&pp;y B %idénbng-pmod d short-
upply price H and
€ rind 369380, 330

813:?!3; schedule 343—4
S\lrg;lu uce 158; ita relation fo rent
, 447—8

¥ , 832
« - Surplus, consumers’ 194 (See Consumere”
surplus)
sSurplus_ worksr's 830; saver's or waiter's
“30; ralation of thess surpluses to one
another
Survival of the fitest, law of 340-9; its
relation to low of substitution 597
Swuating system 2657, 603

INDEX

Tausaig, Prof. 80 n., 828 .

axation, ita infuence o smuggling

VT 112—330.; in relation to Bernoulli's
sugpestion 135 n. ; shifting and ultimate
incidence of 415—20, 794—804; ita
incidence on rents, quasi-rents snd
profita 433—8; theory of, an integral
part of theory of value 413; ita effects
on supply and consumers’ rent 467—
478; indirect costs of 472—3;.ad valorem
475; of monopolies 480--5, 856; buildinﬁ

und 434 n.; “ joink stock principle

in B01; systems of, to be judged ss a
whols 801—2; in relation to poverty
719; 827 :

Toxes, shifting “forwards* and ‘*back-
wards” 413; on inccme 135, 354n.,
802: on printing 414—15; on agri-
cultural produce , 472—3 n,, 633

'—4: and consumers’ surplus 487; on a
special crop 436—T; conirast between
local and general 437, 794; on factories
438; onerous 794, ’191 3 on building
values 447, 797: on houses 802; on trade
premises 802; windows 802 n.; on public
value of Jand 434; on true rent 434; on
vacant building ground 434n, (See
Ratea)

Technical education 208—211

Technical termsa, Lheir use 129, 545

Temporulz::;uiiibrium 331-—é, 369—70

Tenant’s-share curve 644 n,

Tenure of land (See Land tenure)

Toutonic spirit 733

Textils indusiries 263—4 n.; percentage
of population in 27T o

Thomnton 825

Thiinen, von, his phrase * Der Boden an
sich"” 144 n.; on business risks 400 n.
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