
PREFACE TO THE FmST EDITION. 

EooNOKIO conditions ..... constantly. changing, and each 

generation looks at ita own problems .in its own way. In 
England, as well as 'on the Continent and in America, Eco

nomic studies are being more vigorously pursued now than 

ever before; but all this activity has Dlily shown the more 

clearly that Economic science. is, !'I'd must be! one of slow and 
continnous growth. Some of the best work o{ the present 

;neration has indeed appeared at first sight to be antagonistic 

to that of earlier writers; but when ithas had time to settle 
down into its proper place, and its rough edges have been 
worn away, it has been found to involve no real breach of 
continuity in the development of the science. The new doctrines 
have supplemented the older, have extended, developed, and 

sometimes corrected them, and often have given them a different 

tone by a new distribution of emphasis; bJit very seldom have 
subverted them. 

The preSent treatise is an attempt to present a modem 
version of old doctrines with the aid of the new work, and with 

reference to the new problems, of our own age. Its general 
scope and purpose are indicated in Book I.; at the end of which 
a short account is given of what ..... taken to be the chief 

subjects of economic inquiry, and the chief practical issues on 
which that inquiry has a bearing. In accordance with English 

traditions, it is held that the function of the science is to collect, 
arrange and analyse economic facts, and to apply the bow
ledge, gained by observation and eip'\rience, in determining 

what ..... likely to be the immediate and ultimate effects of 
various groups of causes; and it is held that the 1_ at. 
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I EconomicS B!8. menta of tendencies . • ' t 

,in~cative mood, and not ethical llrecellt. in the impltratiY 
.:E;"'nomic laws and reasonings in fact B!8 merely a part of I; 

material which Conscience and Common'BenBe have to tum 

account in BOlving practical problema, and in laying do' 
rules-which may be a gw'de in life. ' , 

j-l'-" ., 

. B"Ut'ethical foroeo are among those of which the econo . 

has to take account. Attempt. have indeed been, mad~ , 
constrnct an abstract science with regard to the actions of I 

"economic man," who is under no ethical influenceo and wh 

pursues pecuniary gain warily and energetically, but meehan' 
ally and selfishly. But they have not been successful, no 

. ' even thoroug~y earned out. For they have never really 
treatod the economic mall as peclectly selfish: no one could be 

relied on better to endure toil and sacrifice with the unselfish 
desire to make provision for his family; and his normal motives 

have always been tacitly assumed to include the family alIee-

, tions. -'But if they inalude these, why should they not include 
. all other a1truistio motives the action of which is BO far unifo~ 

'; in any class at any time and place, that it can be reduced to 
, general rule! The~seemoto be no reason; and in the present 

book normal action is taken to be that which may be expected, 

under certain conditions, fr&n 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 
B!8 a1truistio. U the book has any special character of its own, 

l
that may perhaps be said to lie in the prominence w, hich it gives 
t<Uhis and other aPl'lications of the Princj,ple QfJJQntinuity. 

This principle is applied not only to the ethical quality 
of the motives by which a man may be influenced in chooeing 

his ends, but aIoo to the ~y, the !!!,ergy and the en~rise 
with which he PUrsues1hose ends. Thus atreoB is laid on the 
fact that there is a oontinuous gradation from the actions of 
"city men," which B!8 based onde1iherate and far-reaching 
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calculations, and are executed with vigour and ability, to those . 

of ordinary people who have neither the power nor the will to 
conduct their affairs in a business-like way. The normal 

·:willingness to save, the normal willingness to undergo a certain 

exertion for a certain pecuniary reward, or the normal alertness 
to seek the best markets in which to buy and sell, or to search·' 

out the most advantageous occupation for onese1f or for on~'s 
children-a1l these and similar phrases must be relative to the 

members of a particular clllB8 at a given place and time: but, 

when that is once understood, the theory of normal value is 

applicable to the actious of the unbusiness-like classes in the 

sameway, thongh 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 nQ!!!lal, and that which has to be provisionally 
neglected as abnormal, so there is none between normal values . -and U current" or U market U or cc occasional" values. The latter 
are those values in which the accidents of the moment exertl 
a p~ponderating 'in1Iuence; while normal values are those. 
which would be ultimately attained, if the economic conditio~1 
under view had time to work out undistill'bed their full effect~ 
But there is no impassable gulf between these two; they shade 
iIito 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 economio problem, is itself absolutely continuous: 
Nature knows no absolute partition of time into long periods 

and short. ; bu .. t the two shade intooll~l!'lloth~~.!'~er<:eptiblel
grsdati2!lB, and what is a short period for one problem, is a 
10,,!! period f~ another. ..--
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Thna for instance the greater part, though not the whole, 

of the distinetiPn between ~t and Inwest on capital tarns 
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 ren~ QuaMent 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 speciaJ" 

branch of production, nor between new and old investments' 

of capital; each group shades into the other gradually. And. 
thna even the rent of land is seen, not as a thing by itself, but 

as the leading species of a large genna; though indeed it has 
peculiarities of its own which are of vital importance from the 

point of view of thsory as well as of practice. 

Again, though there is a sharp line of division between man 
himself and the appliances which he uses; and though the 

supply of, and the demand for, human eiIorts and sacri1ices 

have peculiarities of their own, which do not attach to the 
supply of, and the demand for, material goods; yet, aftar all, 

these material goods are themselves generally the result of 
'human eiIorts and 8f)CriIices. 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 thet')' 
are between them even in matters of detail, turn out on inquiry 

to be, for the most part, dilIerences of degree ~ther than of 
kind. As, in spite of the great differences in form between birds 
and quadrupeds, there is one Fundamental Idea ~ 
through all their frames, so the general theory of the equi
librium of demand and supply is a Fundamental Idea ~ 
through the frames of all the varia;'" parts of the centra! 
problem of Distribution and Exchange'. 

I In U1e ...... ict ollu."" publilhed by my wife and myself in 18TD an 
end8lY'OUl ftI made &0 ahow ~. nat.ure 01 &bit tundament.a1 unif.y. A Ihon PI'O
riII.naI .... uol 0I1@ relalio .. 01 cIomllld ODd IIIJ'ply -iii .... bolo .. &be IbeoI1 
01 Diat.ributioni and ~ t.biI one lCheme 01 BSuai I"8&IOIliq ... applied in 
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Another application of the Principle of Continuity is to 
the use of terms. ThOle has always been a temptation to classify 

economic goods in clearly defined groups, about which a number 

of short and sharp propositions could be made, ~ gratify at 
once the etudent's desire for logical precision, and the popular 

liking for dogmas that have the air of being pro~ound 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 linei 

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...!ili!!?gy, as. 
represented by the writings of Herbert...fu!.encer; or of hiaJ.ory 
and phiIo!QPhy, as represented by llegel's Philosophy oJ 
Hialory, and by more recent ethico-hiatorical studies on the 
Continent and elsewhere. These two kinds of influences have 

affected, more than any other, the substance of the views 

expressed in the present book; but their form has been moat 
affected by mathematical conceptions' of continuity, as repre
sented in Cournot'. Prinoipes Mathbnatiquea de la Theori. des 
• RiclU!8.es. He taught that it is necessary to face the difficulty 

of regarding the various elements of an economic problem,

not as determioing one another in a chain of causation, A 
determioing B, B determining 0, and so on-but as all mutually 

~D k» the eamingl of labour, &he iDterea, on capital and the Earnings of 
ManagemenL. Du," t.he drift; of tbiI lUTIlDg8ment was not made IUftlciently clear; 
and on Profeesor Nicbollon'. lUggUIuoo, mOll prominence b» been linn to it fD 
the PI"8IeD' yolume. 
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determining one another. N~ure'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 Coumot, 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
menta of quantities, and that in particular the demand for 8 

thing is a continuous function, of which the "marginall" 

increment is, in stable equilibrium, balanced against the 

corresponding increment of ita COBt of J'roduction. 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 economio life more accurately, as 

well as more easily, than do mathematical Bymbols; and there

fore they have been applied as supplementary illustrations 

in the footnotes of the present volume. The argument in the 

teXt is never dependent on them; and they may be omitted; 

but experience seems to show that they give a firmer grasp 

'Of many important arinciples 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 diagrsms will willingly handle 

in any other way. , 
The chief UIlIIoOf pure mathematics in economic questions 

seems to be in helping a person to write down quickly, shortly 

and exactly, some of his thoughts for his own use: and to 
• 

make sure that he has enough, and only enough, premisses for 

his conclusions (i.e. that his equations are neither more nor 
• 

less in number than his unknowns). ,But when a great many 

Bymbols have to be used, they becom~ very laborious to any 

, The tenn "marginal" inCNDlenl I borrowed. fram ?On TbQneo'l Dc. UolirtI 
814G1, l~ and it is now commonly used by Gennm econorruab. WbeD 
IO'f'oDl' Theory appeared, I adopted bit word "8nal"i but I ban beeD pdua1lJ 
conrinced. that I. marginal " ill u.e beUer. 
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one but the writer himself. And though Coumot's genius must 

give a new mental activity to every~)Ue who passcs through his 
hands, and mathematicians of calibre similar to his may use 

their favourite weapons in clearing a way for themselvcs to the 
centre of some of those difficult problems of economic theory, 

of which only the outer fringe has yet been touched; yet it 

Beems doubtful whether anyone spends his time well in reading 

lengthy translations of economic doctrincs into mathematics, 

that have not been made by himself. A few specimens of those 

applications of mathematical language whic1ihave proved most 
useful for my own purposcs have, however, been added in an 

Appendix. 

September, lS90. 



PREFACE TO THE EIGHTH EDITION. 

THIS edition is a IIlprint of the seventh, which was almost. 

reprint of the sixth, the only chang"" being in small matters 
of detail: the Preface is almost the same as in the seventh 

edition. 

It is now thirty years since the first edition of this !,olume 
implied a promise that a second volume, completing the 

treatise, wonld appear within a reasonable time. But I had 
laid my plan on too large a scale; and its scope widened, _ 

pecially on the realistic side, with" every pnlse of that Industrial 

Revolution of the present generation, which has far outdone 

the changes of a century ago, in both rapidity and b!eadth of 
movement. So ere long I was compelled to abandon my ho~ 
;f completing the work in two volumes. My subsequent plans 
'~ere changed n:'0re th"il once; partly by the course of evente, 
partly by my other engagements, and the decline of my strength. 

IndlJ8try lind T,tule, published in 1919, is in effect a con
tinnation of the presen~ 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, 

.0 far as the writer's power extende. 
The present volume therefore remains as a general intra-" 

duction to the study of economic science; similar in some 

respects, though not in all, to that of volumes on FourulatioM 
(Grvndlagen), which Roscher and some other economists have 
put in the forefront of groups of semi-independent volumes on 
economice. It avoide such special topics as currenoy and the 

organization of markets: and, in!llg8ld to such matters as the 
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structure of industry, employment, and the problem of wages, 

it deals mainly with nonna! conditione. 

Economic evolution is gradual. Ito progress is sometimes 

arrested or reversed by political «',!testrophes: but ito forward 

movemento are never sudden; for even in the Western world· 

and in Japan it is based on habit, partly conscious, partly 

unoonscious. And though an inventor, or an organizer, or a 

financier of genius may seem to have modified the economic 

structure of a people almost at a stroke; yet that part of his 

influence, which has not been merely superficial and transitory, 

is found on inquiry to have done little more than bring to a 
head a broad constructive movement which had long been in 

preparation. Those manifestations of nature which occur moat 

frequently, and are so orderly that they can be cloeely 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 examiMtion at a later stage: and the-motto Natura 
_ facil raltum is specially appropriate to a volume on Eco

nomic Foundatione. 

An illustration of this contrast may be taken from the 

diotribution of the study of large businesses between the present 

volume and that on lndwtry and TraU. When any branch of 

industry offers an open field for new firma which rise to the 

li.ret rank, and perhaps after a time decay, the normal cost of 

production in it can be estimated with reference to "a rep". 

aentative Iirm," which enjoys a fair ohare both of those internal 

economies which beloug to a well-organized individual business, 

and of thoee general or externaJ. economies which arise out of 

the collective organization of the district as a whole. A study 

of such a firm belongs plOperly to a volume on Foundations. 

So also does a study of the principles on which a lirmIy estab
liehed monopoly, in the handa of a Government department or 

a large railway, regulates ite 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 customera. 

But normal action falIs into the background, when Trusts 
are striving for tIie mastery of a large market; when com

munities of interest are being made and unmade; and, above 

all, when the policy of any particular establishment is likely 
to be governed, not with a single eye to its own business success, 

but in subordination to some large stock-exchange manmuvre, 

or some campaign for the control of markets. Such matters can

not be fitly discussed in a volume on Foundations: they belong 

to a volume dealing with some part of the Superstructure. 
The Mecca of the economist lies in economic biology rather 

than in economic dynamics. But biological conceptions are 
more complex than those of mechanics; a volume on Founda

tions must therefore give a relatively large place to mechanical 
analogies; and frequent use is made of the term .. eqnilibrilun," 

# 
which suggests something of statical analogy. This fact, _com-

bined with the predominant attention paid in the present volume 

tID 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 Act it is concerned throughout with the 

forcea that cause movement: and its key-nots is that. of 
,dynamics, rather than statics. 

The forcea to be dealt with are however 80 numerous, that 

it is best to take a few at a time; and to work out a number of 
partial solutions as auxili",es to our main study. Thus we 

begin by isolating the primary relations of supply, demand and 

price in regard to a particular commodity. We reduce to 
inaction all other forces by the phrase .. other things being 
equal": we do not suppose that they are .!!Lert, but for the time 

we ignore their activity. This scientifio device is • great deal 
older than science: it is the method by which, consciously or 
unconsciously, sensible men have dealt from time immemorial 

with every diffioult problem of ordinary life. 



In the second atage more forces are released from the 

hypothetical alumber that hed been imposed on them: changes 
in the oonditions of demand for and supply of particuIar groups 
of oommoditiea oome into play; and their oomplex mutual 

interactions begin to be observed. Gradually the area of the I 

dYJ'!,,!,!calyroblem becomea larger; the area oovered by pro-, 
visional statical assumptions becomes smaller; and et last is 

reached the great centra.! problem of the Distribution of the 

National DivideD.d amoDg a vast number of different agents 
of production. Meanwhile the dynamical principle of .. 8111>.'1 

I 
stitution" is seen ever at work, causing the demand for, and, . ---the eupply of, anyone set of agents of production to bel 

in1Iuenced through indirect channels by the movements of 
demand and eupply 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 ~re impelled, for good and evil, to change and progress. 

Fragmentary statical hypotheses are used u temporary 
auxiliaries to dynamical-or rather biological-<lOnceptions~ 
but the centra.! idea of economics, even when its Foundations 
alone are under diecuesion, must be tlIet of living force and 
movement. 

o 

There have been stages in social history in which the special 

featurea of the income yielded by the ownership of land have 
dominated human relations: imd perheps they may again 

assert • pre-eminence. But in the present age, the opening 
out of new countries, aided by low transport charges on land 

and sea, has almost euapsnded the tendency to Diminishing' 

~, in that sense in which the term was used by Malthus 
and Ricardo, when the English labourers' weekly wages were 
often leas than the price of half a bushel of good wheat. And yei:, 
if the growth of population should continue for very long even 
at a quarter of its present rate, the aggregate rental values of 
land for all its uses (aeaumed to be as free as now from zestraint 
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by public authority) may RgBin 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 baa been laid in successive editions up 
to the present on these facte; 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-oper..te with it. And 

a similar increasing stress baa been laid on the complementary 
fact that this notion of a margin is not uniform and absolute: 
it varies with the conditions of the problem in hand, and in 

particular with the period of time to which reference is being 

made. The rules are universal that, (1) marginal costs do not 
govern price; (2) it is only at the margin that the ~tion 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, difiers in charac

ter as well as in ext.m.t from that which must be studied in 
reference to short periods and to passing Huctuations. 

. . 
Variations in the nature of marginal costs are indeed 

largely responsible for the well· known fact that those elIects 

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 attraot the eye of the casual 

observer. This is one of those fundamental difficulties which 
have underlain and troubled the economio analysis of past 

times; ite full significance is perhaps not yet generally recog
. nized, and much mOil! work may need to be done befoll! it is 

fully mastered. 
The new analysis is endeavouring gradually and tantstjvei¥ 

to bring over into economics, as far as the widely difierent 
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nature of the material will allow, those methods of the science 
of small increments (commonly called the differential calculus) 

to which man owes directly or indirectly the greater part of 
the control that he has obtained in recent times over physical 
nature. It is still in its infancy; it has no dogmas, and no 

standard of orthodoxy. It has not yet had time to obtain a 

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 anotber 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. mux also has done much 

for !De. 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. 

IBALLIOL Caol"l', 
6, MADINGLlIIY ROAD, CAl1BBIDO .. 

Oc/obor 1920. 
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BOOK I. 

PRELIMINARY SURVEY. 

CHAPTER I. 

INTRODUCTION. 

§ 1. :t:0~~L. ECONOMY or ECONOMIOS is a study of I I, ',1 

mankind in the .ordinary !!usiness.l'.Uif.e; it examines that 
part of individual and social action which is most closely 
connected with the attainment and with the use of the 
material requisites of wellbeing. 

Thus it is on the one side a study of wealth; and on the(Eeonomlcs . 
other, and more important side, a part o~ the studyaof manl:' ':.:~~,; 
For man's character has been moulded by his 'every-day :t~ pori 

work, and the material rmurces which he thereby procures, ,ludIo1'<. 

more than by any other influence unIe.. it be that of his ...... 
religious ideals; and the two great form~eDcies Qf .. ~\;le 
world~ hlstory have been the religious and the economic. .., 
Here and there the ardoUr of the military or the arti;.tio 

. spirit has been for a while predominant: but religious SlId 
economio influences have nowhere been displaced from the 
front rank even for a time; and they have nearly always 
.been more important than all others put together. Religiousl 
motives are more intenss than economic, but their direct ./ 
action aeldom extenda over so large a part of life, For the .• n'o 
busine .. by which a person carns his livelihood generally filISI~=t:, 
his thoughts during by far the greater part of tho8~ou,!, in ~,tnY 
which his mind is at its best; during them his character is 

- -"----"'.. -- ---_ - ____ • ____ -7"'" ----
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I, ~ I. being formed by tl!J way in .:which he nsea hlafacultielLin 
his work, by the thoughts and the .feelings~i~J!l~ _~\lggests, 
and 111 his relations to his assQ.cilltl\a !!u!.~k, his employ_'llB 
~~em-1!lQyees.-

po •• rty. And very often the inflnence exerted on a person's 
=ti~~: character by the amount of his income is ha.rdly lesS, if it 

is less, than that exerted by tlle way in which it is earned. 
It may make little diflerence to the fuipess of life of a family 
whether its yearly inCQme is -£1000 or £5000; but it makes 
a very great difference whether the income is £30 or £150: 

I for with -£150 the family has, with £30 it has not, the mateEal 
conditions of a complete life. It is true that in religion, in 
the family affections and.in friendship, even the poor may 
find scope for many of those. faculties which are the source of 
the highest happiness. Bui the conditions which surround 

>extreme poverty, especially in densely crQwded places, tend 
to deaden the higher faculties. Those who have been called -the RARjduuw o!.2Ju: large toWlli have little opportunity for 
friendship; they knQW nothing of the decencies and the quiet, 
and very little even of the unity of family life; and religion 

{

often fails to reach them. No doubt their physical, mental, 
and moral ill-health is partly due to other causes than poverty: 
but this is the. chief cause. 

And,. in additio,\ to the Residuum, there are vast numbers 
of people both in town and country who are brough~_)1p with 

) insuflicie~ food, clothing, and house-mom; whose education 
is broken off brly.in order that they may go to work for 
wages;" who thenceforth are engaged during long hours in 
exhausting toil with im(lerfectly nourished bodies, and have 

J /therefore no chance of developing their higher mental faculties. 
Their life is not neoessarily unhealthy or unhappy. Rejoicing 
in their affeotions towarde God and man, and perhaps even 
possessing some natural refinement of feeling, they may lead 
lives that are far less inCQmplete than those of many, who 

. have more material wealth. But. for all that. their pov~y 

/

iLM,gIl'At and almost unmixed a'ill-to-them. Even when they 
are well, their weariness often amounts to pain, while their 
pleasures are few; and when sickness comes, the suffering 

_ cauled by poverty increases tenfold. And, though a contented 
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spirit may go far towards reconciIing .them to these evils, I, ~ a. 
there are others to which it ought not. to reconcile them. 
Overworked and undertaught, weary and careworn, without t 
quiet and without leisure, they have no ohanca of makingl} 
the best of their mental faculties. 

Although then some of the evils which commonly go with May ... nol 

poverty are not its neceBsary consequences; yet, broadly ~~~eI 
speaking, "the destrUlltion of the poor is their poverty," and ~~!...y to 

\ 
the. study of ihe causes of poverty is the study of the causes """""""I 
of the degradation of a large part of mankind. 

§ 2. Slavery was regarded by Aristotle as an ordinanca ( 
of Lature, and so probably was it by the slaves themselves in 
olden time. The dignity. of man was proclaimed by the 
Christian religion: it has be8.Q asserted with increasing . 

. vehemence during the last hundred years: but, only through 
the Bpread of education during qui~ recent times, are. we . 
beginning to feel the full import of the phrase. Now at last 
we are aettmg ourselves seriously to inquire whether it is 
neceSSBrY that there should be any so-called "lower classes~' 
at all: that is, whether there need be large numbers of people 
doomed from their, birth to hard work in order to provide for 
others the requisites of a refined and cultured life; while they I 
themaelves are prevented by their poverty and toil from 
having any share or part in that life. - .' 

The hope that poverty and ignorance may gradually bel 
extinguished, derives indeed much support frOIl1 the steady 
progress of the working classes during the nineteenth century. 
The Bteam-engine has relieved them of much exhausting 
and degrading toil; wages have men; 'education has been 
improved and become more general; the ra~way and the 
printing-presa have enabled members of the same trade in 
di.fierent parts of the country to communicate easily with 
one another, 8IlIl to undertake and carry out broad and 
far-seeing linesl of policy j while the growing demand for 
intelligent work has caused the artisan clasBes to increase 
10 rapidly that they now outnumber those whose labour is 
entirely unskille4 A great part of the artisans have ceased 
to belong to the "lower classes" in the sense in which the 
term was originally used; and lOme of them already lead ./ 
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I, ~ 8./' more refined and noble life tban did the majority of the 
- upper classes even.a century ago. 

This progreas has done more than anything else to give 
practical interest to the questIon whether it is reaIIy im
possible that all should start in the world with a fair chance 
of leading a cultured Iif'l. free from the pains of poverty and 
the stagnating influences of excessive mechanical toil; and 
this question is being pressed to the front bl the growing 
earnestness of the. age. 

CaUHIof 
the -1 
growt,b 01 
.... omlc 
Icinoce. 

The question cannot be fully answered by economic I 
8cience. For the answer depends partly on the moral and ' 
political call1'bilities of human nature,. and on these matters 
the economjst has no special means of information: he must 
do. as others do, and guess. as best he can. But the 'answer 
depends in a great measure upon facts and inferences, which 
are within the provin~ of economics; and this it is which 
~v08 to economic studies their chief and their hi~hest 
Interest. , 
• § 8. It might have been expected tbat a science. which 

deals with questions so vital for the wellbeing of mankind, 
would have engaged the attention of many of the al!l~t 
thinkers of every age, and be now 'well advanced towards 
maturity. But the fact is that the number of scientific 
economiste has a1"'I>XS been smaIl relatively to the difficulty 
of the work to be done; so that.tlle science is still almost 
m..Jts...i!!fall.cy. One cause of this is that the -bearing of 

/ economics on the higher Wellbeing of man has been over
, lo~ed. .Indeed, a scien~ which ha-s wealth for its subject-

matter, IS often repugnant at first sight to many students; 
for those who do most to advance the boundaries of know
ledge, seldom care much about the. possession of wealth for 
its own sake. 

Uh .. go/ul. But a more important cause is that many of those con
=;iC \ditions of industrial life, and of those methods 0/ productioD, 
ccncliliodL )distribution and consumption, with which modem economic 

'science is concerned, are theplSelvo8 001J' of receot date. It 
is indeed true that the change in substance i~ in some respects 
not so great as the change in outward form; and much more 
of modem economic theory, than at first appjl8lil. can be 
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adapted to the conditions of backward races. But unity in ,I, ~ 4. 

Bubstan"l', underlying many varieties of form, is not easy to 
detect; 8.nd changes in form have nad the effect of making 
writers in all ages profit less than they otherwise might 
have.,done by the work of their predecessors. 

The economic conditions of modem life, thougIl more ,_ 
complex, are in many ways more definite than those of 
earlier times. Business is more clearly marked off from 
other concerns; the rights of individuals as against others 
and as against the community are more sharply defined; and 
above all the ~ancipation from custom, and the growth of 
free activity, of constant forethought and restless enterprise, 

.have given a new precision and a new prominence to the 
causes that govem the relative values of different things and 
different kinds of labour. 

II 

§ 4. It is often said that the modem forms of industrial Tho lunda-

lif di · guish d f . h Ii b b' menlalchae are stm e rom t e ear er y emg more co.m- ract.eriatie 
petitive. But this account iB not quite satisfactory. The ~.r.:.C:!l' 

~
tric't meaning of CO)Ilpetition Beems to be the racing'pf one!::.~ :'m. 

person against anoth~r, with special reference to bidding for P0';';OIL 

h'!,sale or ,purchase of anything. This kind .of racing i. no 
doubt both more intense and more widely extended tnan it 
used to be: but it is only a secondary, and one might almost 
lIay, an accidental consequence from the fundamental charac
teristics of modern industrij>\ life. 

There is no one term that will expreBS these characteristics bul .. (j 
• t\,r ace; 

adequately. They are, as we shall presently see, a certain inJ!. 
independence and hahit of choosing one's own course for g:m:~~ 
oneself, a self-reliance; a deliberation and yet a promptneBS r'oicelllld. 

of choice and judgment, and a habit of forecasting the future u.::'"ugb'" 
and of shaping one's course with reference to distant aimB. 
They may and often do cause people to compete with one\ 
another; but on the other hand they may tend, and jwit now 
indeed they are tendi ng, iii the direction of co-operation and 
c .. mbination of all kinds good and evil. But these tendencieB . 
toward. collective ownership and collective action are quite 
different from those of earlier times, because they are the 
result not of· custom, not of any paBSive drifting into 
BBSociation with' one's neighbours, but of free choice by 
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I~ eaeh iBlUviduai of that line of conduct which after careful 
-- deliberation seems to him the best suited for attaining his 
ends, whether they are selfish or unselfish. 

"Com· The term .. competition" has gathered about it evil 
!:~~:;;. savour, and has come to imply a certain selfishn~ and 
~'t .. " indjjference to the_w~llbeinILoLot"'.!'rs. Now it is true that 
~:;~I~~I there is less deliberate selfishness in early than in modem 
:::f&b Ib .. forms of industry; but there 18 also ~ delil~.~ __ "!..tIl __ ~l!ish
he..... neBS. It is deliberateneBS. and not selfishneBS, that is the 

. chamcteristic of the modem age. 
For instance, while custom in a primitive society extends 

the limits of the family, and prescribes certain duties to 
one's neighbourll which fall into disuse in a later civilization, 
it also prescribes an attitude of hostility to strangers. In 
a modem society the obligations of family kindness become 
more intense, though they are concentrated on a narrower 
area; and neighbours are put more nearly on the same 
footing with strangers. In ordinary dealings with both of 

. them ,the standard of fairneBB and honesty is lower than in 
some of the dealings of. a primitive people with their 
neighbours: but it is much higher than in their dealipga 
with Btrangers. Thus it is the ties of neighbourhood alone 
that have been relaxed: the ties of fBmily are in many ways 
stronger than before, family affection leads to much more' 
self-sacrifice and devotion than it used to do; and sympathy 
with those who are strangers to us is a growing source of 
a kind of deliberate unselfishneBB, that never existed before 
the modem aga. That country which is the birthplace of 
modern competition devotes a Jargar part of its income thllll 
any other to charitable uses, and spent twenty millions on 
purchasing the freedom of the slaves in the West Indies. 

In every age poets and social reformers have tried to 
stimulate the people of their own time to a nobler life by 
enchanting stories of the virtues of the heroes of old. But 
neither the records of history nor the contemporary ob
servation of backward races, when carefully studied, give any 
support to the dootrine that man is on the whole harder and 
harsher than he was; or that he was ever more willing than 
he is now to sacrifice his own happinese for the benefit of 
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others in cases where custom and law have left him fr«!e to ,i, ~ 4-

choose his own. course. Among races, whose intellectual 
capacity seems not to have developed in any other direction, 
and who have none of the originating- power of the modem 
business man, there will be found many who show an evil 
sagacity in driving a hard bargain in a market even with 
their neighbours. No traders are more nnscrupulona in J 
taking advantage of the necessities of the unfortunate than '" 
are the com-dealers and money-lenders of the East. 

Again, the modem era has undoubtedly gi,,-en_ne,,"-o'pen- Man ia 

ings for dishonesty in trade. The advance of knowledge has :llit:::.~ 
discovered new ways of making things appear other than:!,: he 

they are, and has rendered p088ible many new forms of 
adulteration. The producer is now far removed from the 
ultimate consumer; and his wrong-doings are not visited 
with the prompt and sharp punishment which falls on the 
head of a person who, being bound to live and die in his" 
native village, plays a dishonest trick on one of his neigh- • 
bours. The opportunities for knavery are certainly more 
numerous than they were; but there is no reason for think-
ing that people avail themselves of a larger proportion of 
such opportunities than they naed to do. On the contrary, 
modem methods of trade imply habits of trustfulness on the 
one side and a power of resisting temptation to dishonesty 
on the other, which do not exist among a backward people. 
Instances of simple truth and personal fidelity are met with 
under all Bocial conditions: but those who have tried to 
establish a business of modem type in a backward country 
find that they can Bcarcely eVer depend on the native popu-
lation for filling posts of trust. It is even more difficult to 
dispense with imported assistance for work, which calls for 
a strong moral character, than for that which requires great 
skill and mental ability. Adulteration and fraud in trade 
were rampant in the middle ages to an extent that is very 
astonishing, when we consider the difficulties of wrong-doing 

7 

without detection at that time. n ....... 01 
In every stage of civilization, in which the power of money ~l':t"!' AJe 

has been prominent, poets in verse and prose have delighted ... beau~. 
to depiCt B past truly "Golden Age," before the pressure of I:!ll~~'" 
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mere material gold had been felt. Their idyllio pictures 
have been beautiful, and have stimulated noble imaginatiODB 
and resolves; but they have had very little historical truth. 
Small communities with simple wants for which the bounty 
of nature has made abundant provision, have indeed some
times been nearly free from care about their material needs, 
and have not been tempted to sordid ambitioDB. But 
whenever we can penetrate to the inner life of a crowded 
popUlation under primitive conditioDB in our own time, we 
find more want, more narrowneaa, and more hardneas than 
was manifest at a distance: and we never find a more wide) y 
diffused comfort alloyed by leas sufiering than exists in the 
western world to-day. We ought therefore not to brand 
the forces, which have made modern civilization, by a name 
which suggests evil. 

It is perhaps not reasonable that snch a suggestion 
should attach to the term .. competition"; but in fact it does. 
In fact, when competition is ~gned, its anti-social forms 
are made prominent; and care is seldom taken to inquire 
whether there are not other forms of it, which are so eaaen
tial to the maintenance of energy and spontaneity, that their 
cessation might probably be injurious on. the balance to 
social wellbeing. The traders or producers, who find that ' 
a rival is offering goods at a lower price "than will yield them ' 
a good profit, are angered at his intrusion, and complain of 
being wronged; even though it may be true that those who 
buy the cheaper goods are in greater need than themselves, 
and that the energy and resouroefu1neas of their rival is a 
Bocial gain. In many cases the "regulation of competition" 
is a misleading term, that veils the formation of a privileged 
class of producers, who often use their combined force to 
frustrate the attempts of an able man to rise from a lower 
class than their own. Under the pretext of repressing anti
social competition, they deprive him of the liberty of carving 
out for himself a new career, where the services rendered by 
him to the consumers of the commodity would be greater 
than the injuries, that he inflicts on the relatively small 
group which objects to his competition. 

If competition is contrasted with energetio co-operationl 
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lin nnsellish work for the publio good, then even the best I, I, 4-

\formo of competition are relatively evil; while its harsher E.~ •• 

'and meaner forms are hateful. And in a world in which all ~~~~;;~ 
men were perfectly virtuous, competition would be out of belion fi;' less 

• De cent 
place; but so also would be pnvate property and every form than .id~ 

of erivate right. Men would think only of their duties; andj~.!;~ 
no one would desire to have a larger share of the comfort.; .,0 •. 
and luxuries of life than his neighbonrs."Strong producers 
could easily bear a touch of hardship; so they would wish 
that their weaker neighbonrs, while producing less should 
consume more. Happy in this thought, they would work I 
for the general good with all the energy, the inventiveneBS,. 
and the eager initiative that belonged to them; and mankindl 
would be victorious in conteste with nature at every turn., 
Such is the Golden Age to which poets' and dreamers may 
look forward. But in the responsible conduct ohffairs, it is 
worse than folly to ignore the imperfections which still cling 
to human nature. 

History in general, and especially the history of socialistio 
ventures, shows that ordinary men are eeldom capable of r 
pure ideal ~ruism for any considerable time together; and 
that the exceptions are to be fonnd only when the masterful 
fervour of a small band of religious enthusiasts makes 
material concerns to count for nothing in comparison with 
the higher faith. 

No doubt men, even now, are capable of much more r 
unselfish service than they generally render: and the 
supreme aim of the economist is to discover how this latent 
social asset can be developed most .quickly, and turned to 
account most wisely. But he must not decry competition -
in general, without analysis: he is bound to retain a neutral 
attitude towards any particular manifestation of it nnti! he 
is sure that, human nature being what it is, the restraint of 
competition would not be more anti-social in its working 
than the competition iteelf. 

We may conclude then that the term "competition" is 
not well suited to describe the special characteristics of 
industrial life in the modern age. We need a term that 
does not imply any moral qualities, whether good Or evil, but 
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I, "a. which indicates the undisputed fact that modem business 
and industry are characterized by more self-reliant habits, 

Eecmomle more forethought, more deliberate and free choice. There 
Freedom. is not anyone term adequate for this purpose: but prudomf 

of Industry and Enterprise, or more shortly, Economic 
Prudom, points in the right direction; and it may be used in 
the absence of a better. Of course this deliherate and free) 
choice may lead to a certain departure from individual 
freedom when co-operation or combination seeme to offer the 
best route to the desired end. The questions how far these 
deliberate forme of association are likely to destroy the 
freedom in which they had their origin and how far they 
are likely to be conducive to the publio weal, lie beyond 
the scope of the present volume'. 

Rough, § 5. This introductory chapter was followed in earlier 
.ketcbei di h th .1 Lb. e' tiona by two short sketo es: e one related to the growth _ 
::""!:u~ of~and generalluiJlCOl!.omio ~,~dom, and the ~ 
I.-Iom other to the growth of economic scjence. They have no claim 
and 01 -
economic to be systematic histories, however compressed; they aim 
:::!to:.=: only at indicating some landmarks on the routes by which 
~':i.~p- eoonomic structure and economic thought have travelled to 
r~ce: their present position: They are now transferred to Appen-

,. dices A and B at the end of this volume, partly because their 
full drift can best be seen after some acquaintance has been 
made with the Bubject-matter of economics; and partly 
because in the twenty years, which have elapsed since they 
were first written, publio opinion as to the position which the 
study of eoonomic and Bocial Bcience should hold in a liberal 

, education haa greatly developed. There is less need, now 
than formerly to insist that the eoonomic problems of the 
present generation derive much of their subject-matter from 
technical and Bocial changes that are of recent date, an-d that 
their form as well as their urgency assume throughout the 
effective economio freedom of the mass of the people. 

The 
gro\rihol 
economic 
lI.eclom. 

The relations of many ancient Greeks and Romans with 
the slaves of their households were genial and humane. But 
even in Attica the physical and moral wellbeing of the great . 

• Thoy occupy • COIIOid_ble placo Ira lb. lorlhcomiD& _. OD 1......., 
..., Truill. 
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body of the inhabitants was not aocepted as a chief aim of the I, ~ 6. 

citizen. Ideals of life were high, but they concerned only r{' 
few: and the doctrine of value, which is full of complexities 
in the modem age, conld then have been worked out on a 
plan; Buch as conld be conceived to-day, only if nearly all 
manual work were auperaeded by automatic machines which 
required merely a definite allowance of steam-power and 
materials, and had no concem with the requiremcnts of a 
full citizen'Blife. Much of modem economics might indeed 
have been anticipated in the towns of the Middle Ages, in 

\ which an intelligent and daring spirit was for the first time 
combined with patient industry. But they were not left to 
work out their career in peace; and the world had to wait for 
the dawn of the new economic era till a whole nation was 
ready for the ordeal of economic freedom. 

England especially was gradually prepared for the tasj The early _ 

but towards the end of the eighteenth century, the change :;;~ ... 
. which had 80 far been slow and gradual, auddenly becam ~=r:"" 

rapid and violent. Mechanical inventions, the concentration England. 

of industries, and a system of manufacturing on a large scale 
for distant markets broke up the old traditions of. industry, 
and left everyone to bargain for himself as best he might; and 
at the same time they stimulated an increaae of population'" • 
for which no provision had been made beyond standing-room 
in factories and workshopa. Thus free competition, or rather, i 
freedom of industry and enterprise, was set loose to run, like' 
a huge untrained monster, its wayward conroe. The abuse ' 
of their new power by able but uncnltured business men led 
to evila on every Bide; it unfitted mothera for their duties, it 
weighed down children with overwork and disease; and in 
many places it degraded the race. Meanwhile the kindly J 
meant recklessneas of the poor law did even more to lower ~ 
the moral and physical energy of Englishmen than the hard
hearted recklessness of the manufacturing discipline: for by 
depriving the people of those qualities which would fit them 
for the new order of things, it increased the evil and dimin-
ished the good caused by the advent of fr~e enterprise. The 

And yet the time at which free enterprise was showing growth ~ 
'ts If . 11 ha h f . economiC I e In an unnatnra y rs orm, was the very time in ........ 
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I, .. 5. which economists were most lavish in their praises of it. 
This was partly becsuse they saw clearly, what we of this 
generation have in a great measure forgotten, the cruelty of 
the yoke of custom and rigid ordinance whichit had dis
placed; and partly becsuse the general tendency of English
men at the time was to hold that freedom in all matters, 
political and social, was worth having at every cost except 
the loBS of secnrity. But partly also it was that the pro
ductive forcee which free enterpriee was giving ~ the nation, 
were the only means by which it could offer a 8ucceBBful 
resistance to Napoleon. Economists therefore treated &e."I 
enterpriee not indeed as an unmixed good, but as a leBB e, . 

l than such regulation as was practicsbleat the time. 
Adhering to the lines of thought that had been started 

chiefly by medilBval traders, and continued by French and 
English philosophers in the latter half of the eighteenth 

I 
century, Ricsrdo and his followers developed a theory of the 
action of free enterpriee (or, as they said, tree competition), 
which contained many truths, that will be probably import
ant so long as the world exists. Their work was wonderfully 
complete within the narrow area which it covered. But 
much of the best of it consists of problems relating to rent, 
and the value of com:-problems on the solution of which 
the fate of England just then seemed to depend; but many 
of which, in the particular form in which they were worked 
out by Ricsrdo, have very little direct bearinj! on the 
present state of things. 

A good deal of the rest of their work was narrowed 
by its regarding too exclusively the peculiar condition of 
England at that time; and this narrowneBS has caused a 
reaction. So that now, when more experience, more leisure, 
and greater material resources have enabled us to bring free 
anterpriee somewhat under control, to diminish its power 
of doing evil and increase its power of doing good, there is 
growing up among many economists a sort of spite against 
it. Some even incline to exaggerate its evils, and attribute 
to it the ignorance and suffering, which are the results either 
of tyranny and pppression in past ages, or of the misunder-
8tanding and mismanagement of economic freedom. 
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Intermediate between these two extremes are the great , 1,',6. 

body of economiste who, working on parallel lines in many -
different countriea, are bringing to their studies an un
biassed desire to ascertein the truth, and a willingness to 
go through with the long and heavy work by which alone 
scientific results of any value can be obteined. Varieties 
of mind, of temper, of training and of opportunities lead 
them to work in different ways, and to give their chief 
attention to different parts of the problem. All are bound 
more or less to collect and arrange facts and statistics relating 
to past and present times; and all are bound to occupy 
themselves more or less with analysis and reasoning on 
the basis of those facts which are ready at hand: but some 
find the former task the more attractive and absorbing, and 
others the latter, This division of labour, however, implies' 
not opposition, but harmony of purpose. The work of all 
adds something or other to that knowledge, which enables us 
to understand the influences exerted on the quality and tone 
of man's life by the manner in which he earns his livelihood, 
and by the character of that livelihood. 



CHAPTER IL 

THE SUllSTANCE OJ!' ECONomos. 

§ 1. ECON01dlOS is a study of men as they live and move 
The ohio! and think in the ordinary business of life. But it concerns 
mor.ivee of 
bUliD... itself chiefly with those motives which dect, most powerfUlly 

I,n,L 

:::~ and most steadily, man's conduct in the business part of his 
indirecUy life. Everyone who ie worth anything carries his higher 
in m.On8Y. 

nature with him into business; and, there as elsewhere, he ie 
influenced by his personal affections, by his conceptions of 
duty and his reverence for high ideals. And it ie true that 
the best energies of the ablest inventors and organizers of 
improved methods and appliances are stimulated by a noble 
emulation more than by any love of wealth for its own sake. 
But, for all that, the steadiest motive to ordinary business 
work ie the desire for the pay which is the material reward 
of work. The pay may be on its way to be spent selfishly or 
unselfishly, for noble or base ends; and here the variety of 
human nature comes into play. But the motive ie supplied 
by a definite amount of money: and it is thie definite and 
exact money measurement of the steadiest motiveain business J 

life, whibh has enabled economics far.to outrun every other 
branch of the study of man. Just as the chemist's fine 
balance has made chemistry more exact than most other 
physical sciences; so thie economist's balance, rough and 
imperfect as it is, has made economics more exact than any 
other branch of social science. But of course economics 
cannot be compared with the exact physical sciences: for it 
deals with the ever changing and subtle forces of human 
naturel • 

l 80m. Nmaru on the reI."oo. of eaonomiCi to &be IUDl total 01 lOCiallCienoe 
wlIl be IOllDd in Appeodbt C, I, a. 



HEASUREIIENT OJ'THE l'ORCB Oll' AN ECONOMIC HOTIVB 15 

The ad vantage which economics hae over other brancbes f, ... I. 

of social science appears then to arise from the fact that its 
special field of work gives rather larger opportunities for I 
exact methods than any other branch. It concerns itself 
chie1ly with those desires, aspirations and other aHections of 
human nature, the outward manifestations of which appllar 
as incentives to action in BUch a form that the force" or 
quantity of the incentives can be estimated and measured 
with Bome approach to accuracy; and which therefore are in 
some degree amenable to treatment by scientific machinery. 
An opening is made for the methods and the tests of science 
as soon as the force of a person's motives-flOl the motives 
themselves can be approximately measured by the sum of 
money, which he will just give up in order to secure a desired 
satisfaction; or again by the Bum which is just required to 
induce him to undergo a certain fatigue. 

It is essential to note that the economist does not claim to Even 

measure any aHection of the mind in itself, or directly; but ~J=':' 
only indirectly through its eHeet. No one can compare and :!l'.":"m. 
measure accurately against one another even his own mental ponwl only 

~:J' . d Ii. tal IhIougb lb. states at uw.erent tilDes: an no one can measure t e men .lrenglbol 

ststes of another at all except indirectly and conjecturally by It':.:":'bi;b 
their eHects. Of course varioll8 aHections belong to man's :::.~~pl)' 
higher nature and others to his lower, and are thll8 difIerent .. 
in kind. But, even if we confine our attention to mere 
physical ,pleasures and pains of the same kind, we find that 
they can only be compared indirectly by. their effects. In 
fact, even this comparison is necessarily to some extent 
conjectural, nnless they occur to the same person at the 
same time. 

For instance the pleasures which two persons derive from 
smoking cannot be directly compared: nor can even those 
which the same person derives from it at diHerent times. 
But if we find a man in doubt whether to spend a few pence 
on a cigar, or a cup of tea, or on riding home instead of 
walking home, then we may follow ordinary usage, and 8ay 
that he expects from them equal pleasures. 

If then we wish to compare even p.hysi.'?~gr8.J;ifications, 
we must do it not.directly, but indireetly by the inc!entives 
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I, II, L which they afford to action. H the desires to secure either 
of two p'leasures will induce people in similar circumstances 
each to do just an hour'. extra work, or will induce men in 
the sam"#Bnk of life and with the same means each to pay 
a shilling for it; we then may say that those pleasures are 
equal for our purposes, because· the desires for them are 
.ally strong incentives to action for persons under similar 
conditioDS. 

!",d _ Thus measuring a mental state, as men do in ordinary 
mdllod lif b· f th· " hih" ff ds comt.ariaoQ e, y Its motor- orce or e mcentive 11' C It a or to :rlied to action, no new difficulty is introduced by the fact that BOme 
01 J!:::" of the motives of which we have to take account belong 

to man's higher nature, and others to his lower. 
For suppose that the person, whom we saw doubting 

between several little gratifications for himself, had thought 
after a while of a poor- invalid whom he would pass on his 
way home; and had spent some time in making up his mind 
whether he would choose a physical gratification for himself, 
or would do a kindly act and rejoice in another's joy. As 
his desires turned now towards the one, now the other, there 
would be change in the quality of his mental states; and the 
philosopher is bound to study the nature of the change. 

£eon ... 1eo But the economist studies mental states rather through 
'oUo"Ube . h " nif " th "hemsel d if h Ii d th p"'!' .... 01 :t elZ ma estations an m t ves; an ens ey 
~= afford evenly balanced incentives to action, be treats them 

prinul facie as for his purpose equal. He follows indeed 
in a more patient and thoughtful way, and with greater 
precautions, what everybody is always doing every day in 
ordinary life: He does not attempt to Weigh the real value 
of the higher affections of our nature against those of our 
lower: he does not balance the love for virtue against the 
desire for agreeable food. He estimates the incentives to 
action by their effects just in the same way as people do in 
common life. He follows the course of ordinary conversation, 
differing from it only in taking more precautions to make 
clear the limits of his knowledge as he goes. He reaches his 
provisional conclusions by observations of men in general 
under given conditions without attempting to fathom the 
mental' and spiritual characteristics of individual& Bnt he 
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does not ignore the mental and spiritual side of life. On the I, D, B. 

oontrary, even for the narrower uses of eoonomio studies, it 
is important to know whether the desires whioh prevail are 
such as will help to huild up a strong an. righteoua 
character. And in the b.roader uaes of those atudies, when 
they are being applied to practical problema, the economist, 
like every one else, must concern himself with the ultiIlate\ 
aim. of man, and take account of differences in real val ue 
between gratificationa that are equally powerful incentives to 
action and have therefore equal economic measures. A study 
of these measures is only the starting-point of economics: ( 
but it is the starting-point'. 

§ 2. There are several other limitations of the measur&
ment of motive by money to be discussed. The first of 
these arises from the necessity of taking account of the 

• The objeet.iODl rai.eed by eome philosopbers to speaking of two pleasures as 
equal, under aDy circumatances. aeem to apply only Lo uses of the pbrase other 
lbaD thoee with wbicb t.be economist is concemed. It bas bowev8J' unforLunat.ely 
happened that; ilia customary US8I of eeonomic tenna blve sometimes auggoat.ed 
the belief Lb.t flCOnomiata are atiheJeD.tI of the pbUosopWca1 system of Bedonimn 
01' of ULilit.uriaDiml. FOl. while t.hey baYe generally taken for granted that. the 
great.elt. pleuurel are thOle which come with the endeavour to do one', dut.y. they 
bOo," .spoken of "pl8DlurerJ" and "paiol" aa supplying t.he mot.ivel to aU actioni 
and they bave thus brought. themselves under the cenB\U8 of thOle philO8Ophel'll. 
with whom nil. mat.ter of principle Lo intist that. t.be desire to do one', dut.y is 
a dift'erent Uling from • deIire for the pleasure which, if one happena to think of 
&be maLLer at. aU, one may uped from doing it: ihougb perbaps it. may be no' 
incorrectly deecri.bed AI a desire for .. eeJf ..... t.isfactiOD" or "the l&t.idacLion 
of &he penDanent. aeU. or (See lor iDlt.ance T. H. GNeDJ p~ to EtJaiu. 
pp. l66--8.f· 

n ill c1ea.rIy Dol the part. of econOmiCi • appear to take a aide in eUlicU 
controf'emy: Uld ainc:e there iI a general agreemenL that all incenloiv. t.o acloion, 
In 10 far .. tbey are conaciouII deein!8 at. aU, may w:iI,bout. impropriet.y be 8poken 
of lIhort.ly .. d.u. lor "aat.isfaet.ion," it. mal' perbapa be well t.o WIllI t.biI word 
instead. o! "pleuum." ",hen occuion ariaeI: lor· referriDg to the .un. of aU 
desiree, wbet.ber appert.aining lo man'. higher or lower nat.ure. The aimpJe 
antit.belie t.o _t.WacLion iI "dissatiafactiOD": but perha~ i' may be well to use 
&be aborter and. equaUJ eoloune. word. "det.riment." in ita place. 

1\ may bowef'8l' be DOIted U!a' eome lollowell of Bentham (thougb perhaps DO' 
Bentham himIelf) made &hie large \LIllI of "pain and pleuure" 8IIIITO U a bridge 
by which to paat from indiridu.alilt.ie Hedoniam to a complete eUrlca1 creed. wUhou' 
reoognizing t.he neceaity for \be int.roduclion of an iodependen' major promisl; 
and lor IUCb. a premias t.be necelllity would appear to be abaolute, althougb 
opiniona wiD perbapa un,. differ u lo it.a form. Some will regard. i' u Che 
Categorical ImperatJni while ot.hem wiD regard it .. a aimple bella( t.b.a" 
wbntever be Ute origin 01 our moral inftincta. their indicatioDl are bome out. by a 
Yel'd.ict of fobe uperienoe of mankind to the elJect that Vue bappinea iI Dot to be 
had without eeU'-Nlp8Cl., and. fohat. aeU-reeptlCt is too be had only on t.he"CODillt.ioD 
ol OW1eaYO\ll'ine 10 to Ii,.. u to promote abe p~ of lobe human race. 
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1,0,1 . ./ variations in the amount of pleasure, or other satisfaction, 
represented by the same aum of money to different persons' 
and under different circumstances. Th...... A shilling may measUre a greater pleasure (or other 

price :llC eatisfaction) at one time than at another even for the 
.. t.isI.... same person; because mo~ay-liem.'?!'Ll"~ntiful with 
po.. .... him or because hie sensibility may varyl ADd persons to persons ' • 
withequal whose antecedents are sjmilar, and who are outwardly like 
izu:om.;. one another, are often affected in very different ways 

by similar events. When, for instance, a band o()f city 
school children are sent out for a day's holiday in the 
country, it is probable that no two of them derive from it. 
enjoyment exactly the same in kind, or equal in inteneitY.j 
The same !,nrgical operation causes different amounts of pain 
to different people. Of two parents who are, 80 far as we can 
tell, equally affectionate, onp will suffer much more than the 
other from the loss of a favonrito. son. Some who are not 
very sensitive g~erally are yet specially susceptible to par
ticular kinds of pleasure and pain; while differences in nature 
and· education make one man'. total capacity for pleasure or 
pain much greater than another's. 

It would therefore not be safe to say that any two men /' 
with the same income derive equal benefit from its nle; or 
that they would suffer equal pain from the same diminution 
of it. Although when a tax of £1 is taken from each of two 
persons having an income of £300 a-year, each will give up 
that £1 worth of pleasure (or other satisfaction) which he 
can most eaeily part with, i.e. each will give up what is 
measured to him by just £1: yet the intensities of the 
satisfaction given up may not be nearly equal. 

~J':''' Nevertheless, if we take averages sufficiently broad to 
may r.= cause the personal peculiarities of individuals to coun~ 
:::::~t.ed balance one another, the money which people of equal incom . 
~oh,;';d:: will give to obtain a benefit or avoid an injury is a good 
~'l:.;.erage measure of the benefit or injury. U there are a thousand 
numb... persons living in Sheffield, and another thousand in Leeds, 

.0/ poop... each with about £100 a-year, and a tax of £1 is levied on 
all of them; we may be sure that the 1088 of pleasure or other 

• Comp ... lIdaowurlh'. AI_ P..-. 
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injury which the tal[ will cause in Sheffield is of about equal t, n,1. 
importance with that which it will cause in Leeds: and 
anything that increased all the inco~es by £1 would give 
command over equivalent pleasures and other benefits in the 
two towns. This probability becomes greatsr still if all of 
them are adult males engaged in the same trade; and there-
fore presumably somewhat similar in sensibility and tempera-
ment, in taste and education. Nor is the probability much 
diminished, if we take the family as our unit, and compare 
the loSS' of pleasure that results from diminishing by £1 the 
income of each of a thousand families with incomes of £100 
a-year in the two pisces. 

Next we must take account of the fact that a stronger Th. oig- • 

incentive will be required to induce a person to pay a ::1:;:,.":. 
given price for anything if he is poor than if he is rich. ::!::'''~I.r 
A shilling is the measure of less pleasure, or satisfaction of :r..r:! . 
any kind, to a rich man than to a poor one. A rich man rich. 

in doubt whethei to spend a shilling on I> single cigar,'is 
weighing against one another smaller pleasures than a poor 
man, who is doubting whether to spend a shilling on a 
supply of tobacco that willlsst him for a month. The clerk 
with £100 a-year will walk to business in a much heavier 
rain than the clerk with £300 a-year; for the cost of a ride 
by tram or omnibus measures a greater benefit to the poorer 
man than to the richer. U the poorer man spends the 
money, he will sufier more from the want of it afterwards 
than the richer would. The benefit that is measured in the 
poorer man's mind by the J)ost is greater than that measured 
by it in the richer man's mind.' . 

) 

But this source of error also is lessened when we are able But_ 

to consider the actions and the motives of large groups :.~~b. 
of people. U we know, for instance, that a bank failure =~ 
has taken £200,000 from the people of Leeds and £100,000 ~~ and 

from those of Sheffield, we may fairly assume that the floor ill 
Bufiering caused in Leeds has been about twice aB great as p~;J.:' 
in Sheffield; unless indeed we have Bome Bpecial reaBon 
for believing that the shareholders of the bank in the one 
town were a richer cla .. than those ill the other; or that the 
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loy of employment caused by it pressed in uneven propor
tions on the working classes in the two towns. 

I ....... 01 By far the greater number of the evente with which 
material 
m.... economics deals affect in about equal proportions aU the 
::r.:""'" diJIerent clasaes of society; so that if the money measures 
::l"::ire of the happiness caused by two events are equal, it is reasonp........ able and in accordance with common usage to regard the 

Actio. ill 
Ia .... ly 
ruIad by 
babil, 

amounts of the happiness in the two cases as equivalent. 
And, further, as money is likely to be turned to the higher 
ases of life in about equal proportions, by any t1to large 
groups of people taken without special bias from any two 
parts of the western world, there is even some primd facie 
probability that equal additions to their material resources 
will make about equal additions to the fulnesa of life, and 
the true progress of the human race. 

§ 3. To pasa to another point. When we speak of the 
measuremenLof desira_by~the action to which it forms the 
inCentive, it is ,!>ot to be supposed that we asaume every 
action to be deliberate, and the outcome of calculation. ForI 
in this, as in every other respect, economics takes man just \ 
.... he is in ordinary life: and in ordinary life people do 
not weigh beforehand the results of every action, whether 
the impulses to it come from their higher nature oi their. 
lower!. 

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

I This II apeeiaUy Uue of fobaL group 01 gnli8catloo.e. ,..hieb i. lOmelim. 
Damed "t.be ple&IUNI 01 U1e ebue.u The, include Dol onl, Lb. ligb~beaJ1ed. 
emuialiOD of pm_ and puUmSlt of hun" and lleeplecb-, but. &be more 1Brio .. 
eon'-" 01 prot_ional and buaineu life: and. Uley will occupy_ good deal of our 
.. t.tenlioo in dieeu.aioDi of the ... &1m aovem ... and pmfi'-. and tonua of 
induaLrial organilatJoo. 

Some reople aN of wayward &empenmeo, and could Ii .... DO fOOd 1ICCOWIt. 
even to Ulemeelvel of dl. motivee of dleir action, But. it .. man II .tea.dJut. and 
UloughlJul. .Yea bia impulsel .... Lb. produc. of habi. which be hal adop&ed 
mora Ql' .. delibera.tely. And, wheUlel' tbIIII6 impulael an I.D upftllSion 01 tail 
higber oaWre or DO&; wbet.her the,. .pring from manda&el of bit COMCiellCl, &be 
preuure 01 aocial connecLioD, or \be c1aima 01 biI bodilJ wan .. be Jielda .. cert.aio 
rel&t.ive precedenoe to \hem. wil.b.out. nillI!Cl.iOD DOW. becatlll OD prerioul occasiooa 
be bna decided. de1ibera&ely .., ;:rield. Lb., relaY". pteeedeaCll. The pftldominant. 
at.t.radiveo_ of ... coone of IICUon over ot.hors. e1"811 wbeD. Dot ~ nsuJ., of 
calculation ., the .un.,. II the product 01 man or ... doJiboraa. decilioaa made bJ 
bim belon in IOmlwb., Iimilar.. c--. 
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disadvantages of any particular action before he enters on it .. I, n, S. 

And further it is that side of hia life in which, when he -
does follow hahit and custom, and proceeda for the moment 
without calculation, the habite and customs themselves are 
most nearly sure to have arisen from a close and careful 
watching the advantages and disadvantages of different. 
courses of conduct. There will not in general have been any 
formal reckoning up of two sides of a balance-abeet: but 
men going home from their day's work, or in their social 
meetin~, will have said to one another, "It did not answer 
to do tlilS, it would have been better to do that," and so on. 
What makes one course answer better than another, will not 
necessarily be a se\.6.ab gain, nor any material gain; and it 
will often have been argued that" though thia or that plan 
saved a little trouble or a little money, yet it was not fair 
to others," and U it made one look mean, n or U it made one 
feel mean." 

It is true that when a habit or a custom, which has 
grown up under one Bet of conditions, infIuencM action under 
other conditions, there is so far no exact relation between the 
effort and the ~ which is attained by it. In backward 
countries there are still many habits and customs similar to 
those that lead a beaver in confinement to build himself 
a dam; they are full of suggestiveness to the hiatorian, and 
must be reckoned with by the legislator. But in businesi 
matters in the modem world such habits quickly die 
away. 

Thus then the most sY~JD8tic p!lrl; of people" lives is 
generally that by which the.Y_~l!.rn_their.IiYing. The work 
of all those engaged in anyone occupation can be carefully 
observed; general statements can be made about it, and 
tested by comparison with the results of other observations; 
and numerical estimates can be framed as to the amount 
of money or general purchasing power that is !equired to 
supply a sufficient motive (or them. 

The unwillingne&ll to postpone enjoyment, and thus 
to save for future use, is measured by the interest on 
accumulated wealth which just affords a sullici~t incen
tive to save for the future. Thia measurement presents 
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I, ... " . however some special difficulties, the study of which must be 
postponed. 

Tho § 4. Here, as elsewhere/we must bear in mind that the 
mativ. 
"""lead desire to make money does not itself necessarily proceed 
~.:::. 01 from motives of a low order, even when it ie to be spent 
::.=~: on oneself. Money ie a means towards ends, and if the ends 
bo noble. are noble, the desire for the means ie not ignoble) The lad 

And there 
unotruib 
in tbe 
common 
opiDioD 
>bo' 
economlco 
reg&Ida 
m .... 
absorbed 
inaaelftab 
pumai'oI 
waaItb. 

!'b.d ..... 
formon.,. 
doeenot. 
exclude 
oUleria-
8~; 

who works hard and saves all he can, in order to be able to 
pay hie way afterwards at a University, ie eager for money; 
bnt hie eagerness ie not ignoble.l In short, ~oney ie 
general purchasing power, and ie sought as a means to all 
kinds of ends, high aa well aa low, spiritnal aa well aa 
material1• 

Thus though it ie trne that .. money" or .. general pur
chasing power" or .. command over material wealth," ie the 
centre around which economic science clusters;' thie ie so, not 
because money or material wealth ie regarded as the main 
aim of human effort, nor even as affording the main snbject
matter for the study of the economist, but because in this \ 
world of ours it ie the one convenient mean" of meas!!ring 
bnman motive on a larg!Lscale. If the older economiets 
had made thie clear, they would have escaped many grievous 
mierepresentations; and the splendid teachings of Carlyle and 
Ruskin aa to the right aims of human endeavour and the 
right uses of wealtb, would not then have been marred by 
bitter attacks on economics, baaed on the mietaken belief 
that that science had no concern with any motive except the 
selfish desire for wealth, or even that it inculcated a policy of 
sordid selfishness •• 

Again, when tbe motive to a man's action ie spoken of aa 
.upplied by the money whicb he will earn, it ie not meant 
that hie mind ie clOBed to all other considerations .. ve those 

I See ID admirable -1 .". cua. Leslie OIl ru Low 0/ 1I0f111. W. do 
Indeed. hear of people who pUl'IUI mon.,. for i\S own lab wiUlon. caring tor wb", 
It. will purcb.ue, eBpeCially at. abe end 01 ,. long We 1p8D' In butinMs: but. iD. &hill 
II in other cuee &be babit. of doing. thing II kept up after &be purpoee for wbicb 
it. W8I originall, done by ceased. to e:li.n. The poaIlIIIioD 01 wallh ginl lOCh 
people. teeq Of power over their fellOW<l"8&t.W"8I, and ~ tbem ,. 10ft 01 
_YiODl respect. in whlcb &bey IIlnd • bi~t.er but. ItrODg pJeuure. 

• In flld II world can be coacelYed in which &bere it II ICieBce of aeonomb 
ftf'J much Uk, our oW'Q, IN, ill •• ....,. it a.o mODOI '" IDJ' IOn. See AppeDdw. 
B, 8 IIDd. D, I. 
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of gain. For even the most purely busineaa relations off I, 11,11. 

life assume honesty and good faith; while many of therd -
take for granted, if not generosity. yet at least the absence 
of meanneaa, and the pride which every honest man takes in 
;cquitting himself well. Again, much of the work by which ouch .. the . 

people earn theiz living is pleasurable in itself; and there is ~~~.:: by 

truth in the contention of socialists that more of it might be ~!::;:~~ 
made so. Indeed even !msinesa-.-rk, that seems at firstl"'r. in • ..mel 

- 0 power. 
sight unattractive, often yields a great pleasure \)y~fferingl 
scop!' for the exeroise of men's faculties, and for theiz in, 
stincts of emulation and of power. For just as a racehorse 
or an athlete strains every nerve to get in advance of his 
competitors, and delights in the etrain; so a manufacturer 
or a trader is often stimulated much more by the hope of 
victory over his rivals than by the desire to add something 
to his fortune l • 

§ 5. It has indeed always been the practice of economiets ~ono-
• mlSta ban 

to take careful account of all the advantages which attract 01".10 

people generally towards an occupation, whether they appear ::~ .. '!. 
- in a money form or not. Other things being equal, people=::i~ 

will prefer an occupation in which they do not need to soil olb., !b •• 

h 'hds' hihh' d 'al" d m 
... 

nal 
t ell an ,m w c t ey enJoy a goo SOct· pOSltlon, an An; 
so on; and since these advantages affect, not indeed every 
one exactly in the same way, but most people in nearly 
the same way, their attractive force can be estimated and 

. measured by the money wages to which they are regarded 
as equivalent. 

Again, the desire to earn the approval, to avoid the and "'., 

contempt of those around one is a stimulus to action which ~::'.(I!or 
often works with Bome BOrt of uniformity in any class of ~~. 
persons at a given time and place; though local and tem-
porary conditions influence greatly not only the intensity 
of the desire for approval, but also the range of persons 
whose approval is desired. A professional man, for instance, 
or an artisan will be very sensitive to the approval or 
disapproval of those in the same occupation, and care little 
for that of other people; and there are many economio 

I Some rema.ra OD lhe large 1COp8 of ecouomice .. conceived ill Germany1riD 
be round io Appeodix D, 8. 
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I,ll, 6. problems, the discussion of which would be altogether unreal, 
if care were not taken to watch the direction and to estimate 
pretty closely the force of motives such as these. 

and funny AB there may be a taillt of selfishness in a man's desire 
_1i.1IL to do what seems likely to b~t his fellow-workers, so 

-\ there may be an element of pers~ that 
v lhis family should prosper during his life and after it. But 

·still the family afiections generally are 80 pure a form of 
altruism, that their action might have shown little sem
blance of regularity, had it not been for the uniformity in 
the family relations themselves. AB it is, their action is 
fairly regular; and it has alwaya been fully reckoned with 
by economists, especially in relation to the' distribution of 
the family income between its various members, the expenses 

! of preparing - children for their future career, and the 

I accumulation of wealth to be en,joyed after the death of 
him by whom it has been earned. 

It is then not the want of will but the want of power, 
that prevents economists from reckoning in the action of 

(

motives such as these; and they welcome the fact that some 
kinds of p.!!ilanthropic action can be described in statistical 
returns, and can ,to a certain extent be reduced to law, if 
sufficiently broad averages are taken. For indeed there is 
scarcely any motive so fitful and irregular, but that BClme 
law with regard to it can be detected by the aid of wide and 
patient observation. It would perhaps be possible even now 
to predict with tolerable closeness the subscriptions that a 
population of a hundred thousand Englishmen of average 
wealth will give to support hospitals and chapels and 
missions; and, in so far as this can be done, there is a basis 
for an economio discuseion of supply and demand with 
refer~nce to the services of hospital nurses, -missionaries and 
other religious ministers. It will however probably be 
always true that the greater part of those actions, which are 
due to a feoling of duty and love of one's neighbour, cannot 
be classed, reduced to law and measured; and it is for this 
reason, and not because they are not based on self-interes~ 
that the machinery of economics cannot be brought to bear 
on them. 
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§ 6. Perhaps the earlier English economists confined their I, D, e, 7. 

attention too much to the motives of individual action. But The

in fact economists, like all other etudenta of eocial science, :~=!" 
are concerned with individuals .hielly as memhers of the ~ •• r 
eocial organism. As a cathedral is aomething more than the !",~ ... 
atones of which it is made, aa a person is eomething more ~pon
than a aeries of thoughta and feelings, so the life of society isl_ 
something more than the sum of the lives of ita individual . 
members. It is true that the action of the whole is made 
up of that of ita constituent parts; and that in moat 
economic problema the best starting'point is to be found in 
the motives that affect the individual, regarded not indeed 
as an isolated atom, but as a member of aome particular 
trade or industrial group; but it is also true, as GermanI 
writers have well urged, that economics has a great and an / 
increasing concern in motives connected with the collective 
ownership of property, and the collective pursuit of important 
aims. The growing earnestness of the age, the growing 
intelligence of the mass of the people, and the growing 
power of the telegraph, the press, and other means of 
communication are ever widening the scope of collective 
action for the public good; and these changes, together with 
the spread of the co-operative movement, and other kinds of 
voluntary association are growing up under the influence of 
various motives besides that of pecuniary gain: they are ever 
opening to the economist new opportunities of measuring 
motives whose action it had seemed impoaaible to reduce to 
any sort of law. 

But in fact the variety of motives, the difficulties of 
measuring them, and the manner of overcoming those 
difficulties are among the chief aubjects with which we shall 
be occupied in this treatise. Almoet every point touched in 
the present chapter will need to be diacusaed in fuller detsil 
with reference to some one or more of the leading problema 
of economica. 

§ 7. To conclude provisionally: economista study the ~ .... 
J actions of individuals, but study them in relation to eocial ':I,:,!~~dy 

rather than individual life; and therefore concern themaelves =:i::a 

but little with personal peculiarities of temper and character. 01 ... 
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I, D, ,. They watch carefully the conduct of a whole class of people, 
IDdualrial sometimes the whole of a nation"sometimes only those living 
group; in a certain district, more often those engaged in lOme 

particular trade at some time and place: and by the aid of 
statistics, or in other ways, they ascertain how much money 
on the average the members of the particular group, they are 
watching, are just willing to pay 88 the price of a certain 
thing which they desire, or how much must be oftered to 
them to induce them to undergo a certain eftort or abstinence 
that they dislike. The measurement of motive thus obtained 
is not indeed perfectly accurate; for if it were, economics 

;:/ would rank with the most advanced of the physical sciences; 
and not, as it actually does, with the least advanced. 

and m... But yet the measurement is accurate enough te enable 
lUre the 
playol experienced persons to forecast fairly well the extent of the 
:r.:'.:;,~ ID results that will follow from changes in which motives of 
:'t~::t&:' this kind are chiefly concerned. Thus, for instance, they can 
limpla estimate very closely the payment that will be required to 
..... , produce an adequate supply of labour of any grade, from 

the lowest to the highest, for a new trade which it is pro
posed to start in any place. When they visit a factory of a 
kind that they have never seen before, they can tell within a 
shilling or two a week what any particular worker is earning, 
by merely observing how far his is a sk:illed occupation and 
what strain it involves on his physical, mental and moral 
faculties. And they can predict with tolerable certainty 
what rise of price will result from a given diminution of the 
supply of a certain thing, and how that increased price will 
react on the supply. " 

I.d And, starting from simple considerations of this. kind, 
~~':.!rd> economists go on to analyse the causes which govern the 
::'.l'.Ie. local distribution of difterent kinds of industry, the terms on 

which people living in distant places exchange their goods 
with one another, and 80 on: and they can explain and 
predict the ways in which fluctuations of credit will aftact 
foreign trade; or again the extent to which the burden of a 
tax will be shifted from those on whom it is levied, on to 
those for whose wants they cater; and so on. 

In all this they deal with man as he is: not with an 
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abstract or "economio" man; but a man of flesh and blood.· I, n, 7. 

They deal with a man who is largely influenced by ~oistio Th~y deal 

motives in his business life to a great extent with reference ;;':h%,. 
to them; but who is also neither above vanity and reckless- ~~~:::lif 
ness, nor below delight in doing his work well for ita own bu. ;,;. .. 

k . rifi' hims If f h d f his f mil hi alwoys.be sa e, or m sac emg e or t e goo a a y, Slileol. 

neighbours, or his country; a man who is not below the love::::'f ~'::' 
of a virtuous life for ita own sake. They deal with man as h~.g~~~ua 
is: but being concerned chiefly with those aspecta of life in 
which the action of motive isOla regular that it can be pre· 
dieted. and the estimate of the motor-forces can be verifiedi 
by resulta, they have established their work on a scientific\ 
basis. 

For in the first place, they deal with facta which can The 
be observed, and quantities which can b~easured and ::.1' .. . _r --- ~ recQIlled; 80· that when diJIerences of opinion arise with ~,be.! 

..... en ..... 
regard to them, the diHerences can be brought to the test ... Us 

of public and well-established records; and thus science :;i::I~ 
obtains a solid basis on which to work: In the second ~;te"':'''", 
place, the problems, which are grouped as economic, because ::l:;"-::'~I 
they relate specially to man's conduct under the influence of bom~· 

. h bIb . f d gonOl'Y· motives t at are measura e y a money pnce, are oun to 
make a fairly homogeneous group. Of course they have a 
great deal of subject-matter in common: that is obvious 
from the nature of the case. But, though not so obvious 
ci priori. it will also be found to be true that there is a 
fundamental unity of form underlying all the chief of them; 
and that in consequence, by studying them together, the 
same. kind of economy is gained, as by sending a single 
po.t~an to deliver all the letters in a certain street, instead 
of eacll one entrusting his letters to a separata messenger. 
For the analyses and organized processes of reasoning that 
are wanted for anyone group of them, will be found generally 
useful for other groups. 

The less thcn we trouble ourselves with scholastic in
quiries as to whether a certain consideration comes within 
the scope of economies, the better. If the matter is important 
let us take account of it as far as we can. If it is one as 
to which there exist divergent opinions, Buch as cannot be 
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I, U, 7. brought to the test of exact and well-ascertained knowledge; 
if it is one on which the general machinery of economic 
analysis and reasoning cannot get any grip, then let lUI leave 
it aside in our purely econopric studies. But let lUI do so 
simply because the attempt to include it would lessen the 
certainty and the exactness of our economio knowledge 
without any commensurate gain; and remembering always 
that some sort of acconnt of it must be taken by our ethical I 
instincte and ow: common sense, when they as ultimate 
arbiters come to apply to practical issues the knowledge 
obtained and arranged by economics and other sciences. 



CHAPTER ill. 

ECONOMIC GENERALIZATIONS OR LA WB. 

§1. IT is the business of economios, as. of almost eve~ I,m,l. 
other science, to collect facts, to 'arrange and interpret them Eeon--;;;;;; .. 
and to draw inferences from them. "Observation and d b:duc~: 
scription, definition and classification are the preparatorJ! ~.Iioo. 
activities. But what we desire to reach thereby is a ltno';~ 
ledge of the interdependence of economic phenomena .... In· 
duction and deduction are both needed for scientific thought 
as the right and left foot are both needed for walkingl." The 
methods required for this twofold work are not peculiar to 
economics; they are the common property of all -sciences. 
All the devices for the discovery of the relations between 
cause and effect, which are described in treatises on scientifio 
method; have to be used in their turn by the economist: 
there is not anyone method of investigation which can 
properly be called the method of economics; but every 
method must be made serviceable in its proper place, either 
singly or in combination with othere. And as the number of 
combinations that can be made on the chess-board, is so great 
that,pl'!'bably no two games exactly alike were ever played; 
so no two games which the student plays with nature to 
wrest from her her hidden truths, which were worth playing 
at all, ever made use of quite the same methods in quite the 
aame way. 

But in some branches of economic inquiry and for some but In 
't ' t to . . f h differenl purposes, I 18 more urgen ascertam new acts, t an ~ propo .. 

trouble ourselves with the mutual relations and explanatiOn)! ~i':J':!~; 
of those which we already have. Wilile in other branchea purp ...... 

1 8cbmollel iD ill, artlcle OD Y~/I in Conrad'. Ba4.lrtcrhcL 
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I. III, II. there is still so much uncertainty as to whether those caQ8e8 
of any event which lie on the surface and suggest themselve8 
at first are both lroe caUSe8 of it and the only caQ8e8 of it, 
that it is even more urgently needed to scrutinize our 
reasoning about facts which we already know, than to seek 
for more facts. • 

Analytical For this aud other reasons, there always has been and 
~'1.ricaI there probably always will be a need for the existsnce side 
~o;.::.. by side of work~rs with difterent aptitudes and difterent 
:,:,~o:::,~ aims, some of whom give their chief attention to the aseer
::!:I: olber. tainment of facts, while others give their chief attention to 

scientific analysis; that is taking to pieces complex facts, 
and studying the relations of the several parts to one another 
and to cognate facts. I t is to be hoped ~at these two 
schools will always exist; each doing its own work thoroughly, 
and 'each making use of the work of the other. Thus best 
may we obtain sound generalizations as to the past pd 
trustworthy' guidance ~m it for the future. ' 

bnngl.'!" § 2. Those physical sciences, which have progressed 
llOO actlng th· hich th b th on o,...n. most beyond e porots to w ey were rought by e 
::t~~d1 brilliant genius of the Greeks, are not II,1l of, them strictly 
~:!! speaking" exact sciences." But they all aimo at exactness. 
r..~ That is they all aim at precipitating the result of a multi
:::'3~;"e tude of observations into provisional statements, ;which are 
::'~":t>d sufficiently definite to be brought under test by other 
~~r .. '~~'.\e observations of nature. These statements, when first put 

forth, seldom claim a high authority. But after they have 
been tested by many independent observations, and especially 
after they have been, a'flplied sucoessfuIIy in the prediction 
of coming events, or of the results of new experiments, 

(
they graduate as laW!. A science progresses by increasing 

,,'the number and exactness of its laws; by submitting them 
to tests of ever increasing severity; and by enlarging their 
Icope till a single broad law contains and supersedes a 
number of narrower laws. which have heen shown to be 
special instances of it. 

In so far al this is done by any science, a student of it 
can in certain cases ay with authority greater than his own 
(llreater perhaps than tha~ of any thinker. however able, who 
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relies on his own resources and neglects the results obtained I, m, 8. 

by previous workers), what results are to be -expected from 
certain conditions, or what are the true causes of a certain 
known event. 

Although the SUbject-matter of some progressive physical 
sciences is not, at present at least, C:pable of perfectly exact 
measurement; yet their progress depends on the multi
tudinous co-opemtion of armies of workers. They measure 
their facts and define their statellillnts as closely as they 
can: so that each investigator may .tart as nearly as possible 
where those before him left oft. Economics aspires to a place 
in this group of sciences: because though its measurements 
are seldom exact, and are never final; yet it is ever working I 
to make them more exact, and thus to enlarge the range of, 
matters on which the individual student may speak with the 
authority of his science. 

S,3. Let us theu consider more closely the nature of Noarly an 
• 1a lid th· limi" E h lawa 01 econOIDlC _ W8, a ell' tationa. very cause as a science are 

tendency to produce some definite result if nothing occurs to ~'i::::..'nt.s 
hinder it. Thus gravitation tends to make things fall to the d,.,i ... 
ground: but when a balloon is full of gas lighter than air, 
the pressure M the air will make it .rise in spite of the 
tendency.of gravitation to make it fall. The law of gravita-
tion statBj how any two things attract one another; .how 
they tend to move towards one another, and will move 
towards one another if nothing interferes to prevent them. 
The law of gravitation is therefore a statement of tendencies • ./ 

It is a very exact statement---so exact that math .. Th .... ,1 

maticians can calculate a Nautical A.hbanac; which will show !il::;'l~ . 
the moments at which each satellite of Jupiter will hide acion .... 
itself behind Jupiter. They make this calculation for 
many years beforehand; and navigators take it to sea, and: 
use it in finding out where they are. Now there are no .., 
economic tendencies which act as steadily and can 'be 
measured as exactly as gravitation can: and consequently / 
there are no laws of economics which can be compared for 
precision with the law of gravitation. 

But let us look at a science less e~ct than astronomy. Th. 

The 8~ence of theti~es explains how the tide rises and falls In ... " 
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I, m, s. twice a day undcr the action of the sun and the moon: how 
there are strong tides at new and full moon, and weak tides 
at the moon'. first and third quarter; and ·how the tide 
running up into a closed channel, like that of the Sevem, 

1a ... 01 
compleJ: ......... 

will be very high; and.so on. Thus, having studied the lie 
of the land and the water all round the British isles, people 
can calculate beforehaud when the tide will probably be at 
ite highest on any day at London Bridge or at Gloucester; 
and how high it will bl there. They have to use the word 
probably, which the astronomers do not need to use when 
talking about the eclipses of Jupiter's satellites. For, though 
many forces act upon Jupiter and hie satellites, each one of 
them acte in a definite manner which can be predicted 
beforehand: but no one knows enough about the weather to 
be able to say beforehand how it will act. A !leavy down
pour of rain in the upper Thames valley, or a strong 
north-east wind in the German Oc .... 'may make 1Ihe.des 
at London Bridge differ a good deal' fr3m what had been 
expected. . 

Tho (. The laws of economics are to be-compared with the law. 
::;~::: 01 . of ~e ~des, rather th~ ~ith the simple and e-:t law of 

. ::'\'1:' graVItation. For the actionll of men are 80 vatious and 
::.,...... uncertain, that the best statement of tendencies, whioh we can 

..... make in a science of human conduct, must need,..pe inexact 
and faulty. Thie might be urged as a' reason against making 
any statemente at allan 'the 'IIbbject; but that would be 
almost to abandon life. Life is human oonduct, and the 
thou~hts and emotions that grow up around it. By the 
fundamental impulses of our nature we all-high and low, 
leamed and unlearned-are in our several degrees constantly 
striving to understand the Courses of human action, and to 
shape them for our purposes, whether selfish or unselfish, 
whether noble or ignoble. And since wemwl form to] 
ourselves lome notions of the tendencies of human action 
our ohoice is between forming those notions _lessly and 
forming them carefully. The harder the task, the greater 
the need for lteady patient inquiry; for turning to aecount 
the experience, that .has been reaped by the more advanced 
physical lciences; and for framing as beat we can well 
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thought-out estimates, or provisional laws, of the tendencies I, m, 4-

of human action. 
§ 4. The term "law" means then nothing m,?~~ha':l. 

a general proposition o!...~tement of tend~cies, ~-!1.r 
leas certain, more or less definite. Many suCliStatementa 
are made in every science: but we do not, indeed we can 
not, give to all of them a formal character and name them 
as laWs. We must select; and the selection is directed 
less by purely. acientifio consideratione than by practical 
convenience. H there is any general statement which we 
want to bring to bear so often, that the trouble of quoting 
it at length, when needed, is greater than that of burdening 
the discussion with an additional formal statement and an 
additional technical name, then it receives a special name, 
otherwise not l • 

Thus a law of social science, or a Social La~ is a state· DeBnlliau 

';'ei!'.El ~cial tende~cies; that is, a statement that a -certain~!.:i: ,,/ 
course of action may be expected under certain conditione 
from the members of a social group. 

ECOfIOmlc laID', ·or statementa of economio tendencies, are and 

those social laws wtich relate to branches of conduct in ......... / 
which the strength of the motives chiefly concerned e&,;"-be ~, 
measure51 by a money "price. 

There is thus no hard and sharp line of division between I 
those social law. which are, and those which are not, to be 
regarded also as economio Jaws. For there is a continuous, 
gradation from social laws concerned aimost exclusively with 
motives that can be measured by price, to BOcial laws in 
which such motives have little place; and which are therefore 
generally as much less precise and exact than economic 
laws, as those are than the laws of the more exact physical 
sciences. 

Corresponding to the substantive "law" is the adjective 
"legal." But this term is used only in connection with 
"law" in the sense of an ordinance of government; not in 

1 The ... .u,a of "uturaJ md econOmic la ... " ill e.haUlUyo17 d~ 
b, Newnll.DD (ZtiUduift Jill .. ,,,.., &..l1VliHt'Jt#hG/I, 1802) who ('onc1ud. 
(p. 4.64) ~, &h .... fa DO oUl., word ibao Law (GUM) to e.z:pNII &.boee .\atementa 
01 &eDdrney, which play 10 bnpoJiaDI a pad in nakDal u well .. economic acieDco. 
s.. aIIo Wqner (GruRdl ...... H 80-81). 



BCONOJlIO GBlfRBAT,IZATIONB OB LAWS 

Definition 

of """"'" _ economic 
llel. 

I, m, '" connection with "law" the sense of a statemen$ of relation 
between cause and effect. The adjective nsed for this 
purpose is derived from'" norma," a term which is nearly 
equivalen$ 00 "law," and might perhaps with advantage be 
Bubstituted for it in scientific discussions. And following 
our definition of an economic law, we may say that the 
course of action which may be expected under CIIrlain 

I eotaditiona from the membeJ8 of an indnstrial group is the 
, taennal actiOft of the members of that group relatively 00 those 
conditions. 

Tb. lenD This use of the term Normal has been misunderstood; and 
N......s 
Impl'" it may be well 00 say something as 00 the unity in difference 
~f.l:'OD1 which underlies varions uses of the term. When we taIk of a 
w~ •• ~!"" Good man or a Strong man, we refer 00 excellence or strength 
CODwUona 
bappen \0 of those particular physical mental or moral qualities which 
~':i: .. are indicated in the context. A strong judge has seldom the 

same qualities as a strong rower; a good jockey is not al,aye 
of exceptional virtue. In the same way every use of the 
term normal im plies the ~~olllin~,ce, of certain tendencies 
whilih ~p~ear IikelJ ~ be ~~ (lr !ess steadf~ and persi"tent 
in yu act!Cl~ver those which are ielatively exceptional 
and intQrmittent. Illness is an abnormal condition of man: 
b~io~g 'life passed without any illness is abnormal. 
During the melting of the snows, the Rhine rises above its 
normal level: but in a cold dry spring when it is less than 
usual above that normal level, it may be said 00 be abnormally 
low (for that time of year). In all these cases normal results 
are those which may be expected as the outcome of thosei 
tendencies which the context suggests; or, in other words, 
whioh are in accordance with those" statements of tendency," 
those Laws or Norms" which are appropriate 00 the context. 

::!':aI T~ is th~ pOi,nt of view.from which it is said ~at normal.j 
coRd;,Ii."" ec~onu9 ao,tiQll,1II that whIch may be expected m the long: 
~~~:~ run under certain conditions (provided those conditions are 
~; persistent) from the members of an industrial group. n I 

is normal that bricklayers in most parts of England are 
willing 00 work for 104. an hour, but refuse 00 work 
for Ttl. In Johannesburg it may be normal that a brick· : 
layer &bould refuse work at milch less than £1 a day. The 



norma.! price of boM:fiik fresh laid eggs may be taken to be I, w, " 
a penny when nothing is eaid a8 to the time of the year: 
and yet threepence may be the norma.! price in town during 
January; and twopence may be an abnormally low price 
then, caused by "unseasonable" warmth. 

Another misunderstanding to be guarded against arises .b.y may 

from the notion that only those economio results are norma.!, ~=~. 
which are due to the undisturbed action of free competition. :~ .. 
But the term has often to be applied to conditions in which 01 eager 

• .• eomp~ 
perfectly free competition does not exISt. and can hardly even ~ti .... 
be supposed to exist; and even where free competition is 
most dominant. the norma.! conditions of every fact and 
ten4ency will include vital elements that are not a part of 
competition nor even akin to it. Thus. for instance. the 
norma.! arrangement of many transactions in retail and 
wholeeale trade. and on Stock and Cotton Exchanges. rests 
on the assumption that verba.! contracts. made without 
witnesses, will be honourably discharged; and in countries in 
which this assumption cannot legitimately be made. some 
parts of the Western doctrine of norma.! value are inapplicable. 
Again. the price8 of various Stock Exchange seeurities are 
affected" normally" by the patriotic feelings not only of the 
ordinary ;>urchasers, but of the brokers themselves: and so on. 

Lastly it is 80metimes erroneously supposed that norma.! 
action in economics is that which is right morally. But 
that is to be understood only when the context implies that 
the action is being judged from the ethical point of view. 
When we are considering the facts of the world, as they are, 
and not as they ought to· be. we shall have to regard as 
"norma.!" to the circumstances in view. much action which Normal 

we should use our utmost efforts to stop. For instance. the :~~':.1';:ya 
norma.! condition of many of the very 'poorest inhabitants of ~~!... 
a large town is to be devoid of enterprise. and unwilling to 
avail themselvll8 of the opportunities that may offer for a 
healthier and I ... squalid life elaewhere; they have not the 
strength, physicaJ. mental and moral. required for working 
their way out of their miserable surroundings. The existence 
of a considerable supply of labour ready to make match·boxes 
at a very low rate is normal in the same way that a contortion 
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I, u~ &. of the limbs is a normal result of taking strychnine .. It is 
one result, a deplorable result, of those tendencies the. laws 
of which we have to study. This illustrates one pecnllarity 
which economics shares with a few other sciences, the nature 
of the material of which can be modified by human effort. 
Science may suggest a moral or practical precept to modify 
that nature and thus modify the action of laW8 of nature. 
For instance, economics may suggest practical means of 
substituting capable workers for those who can only do 
such work as match·box making; as physiology may suggest 
measures for so mofoIying the breeds of cattle that they 
mature early, and' carry much flesh on light frames. The 
laws of the fluctuation of credit and prices have been much 
altered by increased powers of prediction. 

Again when" normal" prices are contrasted with tempo
rary or market prices, the term refers to the dominance in 
the long run of certain tendencies under given conditions. 
But this raises some difficult questions which may be 
postponed I, 

All § 5. It is sometimes said that the laws 01 economics are 
ecientiftc 
doct,w.. .. hypothetical." Of course, like every other science, it under-
~~.'l; takes to study the effects which will be produced by certain 
=~ causes, not absolutely, but subject to the condition that 
.. ~diU"!'l other Ihinga 1m! equal, and that the causes are able to work out 
:hi.:: their effects undisturbed. Almost every scientific doctrine, 
~Olbeli. when carefuHy and formally stated, will be found to contain 

some proviso to the effect that other things are equal: thel 
action of the causes in question is supposed to be isolated; 
certain effects are attributed to them, but only Oft the hypf10 
Ihesis that no cause is permitted to enter except those 
distinctly allowed for. It is true however that the condition 
that time must be allowed for causes to produce their effects 
is a source of great difficulty in economics. For meanwhile 
the material on which they work, and perhaps even the 
causes themselves, may have changed; and the tendencies 

I which I!re being described will not have a Bufficiently "long 
run" in whioh to work themselves out fully. This difficulty 
will occupy our attention later on . 

• ThOT ... dlocuIIod III Book V, oopecfolq oIIap .... IU IIId V. 
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The conditioning clauses implied in a law are not con- I, m, 6. 

tinually repeated, but the common senee of the reader Dui&;"" 
supplies them for himself. In economics it is necessary to ::':"1:. 
repeat them oftener than elsewhere, because its doctrines are ... di.!' • .,. 

• m~too 
more apt than those of any other SCIence to be quoted by "!"pba. 

persone who have had no scientific training, and who perhaps -. 
have heard them only at second hand, and without their 
context. One reason why ordinary conversation is simpler 
in form than a scientific treatise, is that in conversation we 
can safely omit conditioning clauses; because, if the hearer 
does not supply them for himself, we quickly detect the 
misunderstanding, and set it right. Adam Smith and many 
of the earlier writers on economics attained seeming sim
plicity by following the usages of conversation, and omitting 
conditioning clauses. But this has caused them to be 
constantly misunderstood,' and has led to much waste of 
time and trouble in profitless controversy; they purchased 
apparent ease at too great a cost even for that gain1. 

Though economic analysis and general reasoning are of 
wide application, yet every age and every country has its own 

_ problems; and every change in social conditions is likely to 
require a new development of economic docLrines". 

I Compare Book II, chapter L 
• Some parts of economica ue relaU'C'ely abatract or ""r .. becaUIB t.b.ey are 

concerned mainly with broad general propomtiOD8: for, in order that. a proposition 
may be of broad .pplication it mllS" b~J' conWo (e" det.aill; it CRIIDO' 
adap' if.&elf &0 part.icular CU8I; and if it pointa &0 any prediCtiOD. lbat mult. be 
governed by a Itrong conditioning clause in which a vel'1 large meauing is given 
to t.he pbrue "other things being equaJ." 

Other partl are relatively qpli«l, becauae ~y deal .. Ub narrower qUeiltiona 
more in deWJi lila)' uh more account of local and temporary elcment.l; and they 
consider economic eonditiona in fullpr and cloaer relation &0 other cooditJoD.8 of 
We. ThUi there ill but •• bort.Lap from. the appUed ~ence of banking ill its more 
gaoeral eenae, $0 b:oad nla or precept. of Lbe general Ali of banking: wbile Lbe 
.Lep from • parileulu I~ problem of Lbe applied llcienee of banking to the 
OGmlIponding rule of p1'&('Lice or precept. of Ad- may be .bort.er .Ull. 



CRAPTER IV. 

THE ORDER AND AIMS 011' ECONOMIC STUDIES. 

I, fI', I, § 1, Will have seen that the economist must be greedy 
Summary of facts; but that facts by themselves teach nothing. ! n :'j11~ History tells of sequences and coincidences; but reason alone. . 

can interpret and draw lessons from them. The work to be . 
done is so various that mnch of it must be left to be dealt 
with by trained common sense, which is tbe nltimate arbiter. 
in every practical problem. Economio science is but the) 
working of common sense aided by appliances of organized 
analysis and general reasoning, which facilitate the task of / 
collecting, arranging, and drawing inferences from particnlar/ 
facts. Though its Bcope is always limited, though its work 
without the aid of common sense is vain, yet it enables ./ 
common sense to go further in difficnlt problems than wonld 
otherwise be possible. ' 

Economio laws are Btatements with regard to the ten- ./ 
dencie. of man's action under certain conditions. They are 
hypothetical only in the Bame sense as are the laws of 
the physical sciences: for those laws also contain ~r imply 
oonditions. ) But there is more difficnlty in making the 
conditions clear, and more danger in any failure to do so, 
in economics than in physics. The laws of human action 
are not indeed as simple, as definite or as clearly ascertain
able as the law of gravitation; but many of them may rank 
with the laws of those natural sciences which deal with 
complex subject-matter. 

The raison d' fl,. of eoonomics as a separate science is 
that it deals chiefly with that part of man's action which is 
most under the oontrol of measurable motives; and which 
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therefom lends itself better tban .."y other to systematio l, "',I. 
reasoning and analysis. We cannot indeed measure motives I 
of any kind, whether high or low, as they are in themse1ves: I 
we can m88B1l1'O only their moving foroe. Money is never a i 
perfect measure of that force; and it is not even a tolerably/ 
good measure nnless carefnl account is taken of the general 
conditions under which it works, and especially of the riches 
or poverty of those whose action is under discussion. But 
with carefnl precautions money affords a fairly good measure ../ 
of the moving force of a great part of the motives by which 
men's lives are fashioned. 

The study of theory must go hand in hand with that ., 
of facts: and for dealing with most modern problems it is 
modem facts that are of the greatest use. For the economio 
recorda of the distant past are in 80me respects slight and 
untrustworthy; and the economic conditions of early times 
are wholly unlike those of the modern age of free enterprise, 
of general education, of true democracy, of steam, of the 
cheap press and the telegraph. 

§ 2. Economics has then as its purpose firatly to acquire ~tUl. 
knowledge for its own sake, and secondly to throw light on ~':': 
practical issues. But though we are bonnd, before entering ~ 
on any study, to consider carefully what are its uses, we Ie ..... t.b 

should not plan out our work with direct reference to them. ;:"\.'ica1. 
For by 80 doing we· are tempted to break oft each line of ~'; :u~b 
thought as soon as it ceases to have an immediate bearing :"'~; bu. 

on that particular aim which we have in view at the time::;~ 
the direct pursuit of practical aims lead. us to group IU'~:'''' 
togethet bits of all sorts of knowledge, which have no :bey::cb 
connection with one another except for the immediate CODeemed. 

purposes of the moment; and which throw but little light 
on one another. Our mental energy is spent in going from 
one to another; nothing is thoroughly thought out; no real 
progress is made. 

The best grouping, therefore, for the purposes of science 
is that which collects together all those facts and reasonings 
which are similar to one anothe~ in nature: so that the 
study of each may throw light on its neighbour. By 
working thus for a long time at one set of considerations. 
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I, IV, S. we get gradually nearer to those fundamental unities which 
are called nature's laws: we trace their action first singly, 
and then in combination; and thus make progress slowly but 
smely. The practical uses of economic studies sbould never 
be out of the mind of the economist, but his special business 
is to study and interpret facts and to find out what are the \ ./ 
eHects of diHerent causes acting singly and in combination.; 

~ueotl'" § 3. This may be illustrated by enumerating some of the 
::d~~. chief questions to which the economist addresses himself. 
ecooomil.. He inquires:-

What are the causes which, especially in the modem 
world, aHect the consumption and production, the distribu· 
tion and exchange of wealth; the organization of industry 
and trade; the money market; wholesale and retail dealing; 
foreign trade, and the relations between employers and 
employed t How do all these movements act and react 
upon one another! How do their ultimate difier from their 
immediate tendencies 1 

Subject to what limitations is the price of anything a 
measure of its desirability! What increase of wellbeing is 
prima facie likely to result from a given increase in the 
wealth of any class of society! How far is the industrial 
efficiency of any class impaired by the insufficiency of its 
income! How far would an increase of the income of any 
c1asa, if once effected, be likely to sustain itaelf through ita 
effecta in increasing their efficiency and earning power! 

How far does, as a matter of fact, the influence of 
economic freedom reach (or how far has it reached at any 
particular time) in any place, in any rank of society, or in 
any partioular branch of industry! What other influences 
are most powerful there; and how is the action of all these 
influences oombined! In particular, how far does economio 
freedom tend of ita own action to build up combinations 
and monopolies, and what are their effecta! How are the 
various classes of society likely to be aHected by its action in 
the long run; what will be the intermediate eHeots while its 
ultimate results are being worked out; and, accounl being 
taken of the time over which they will spread, whal is the 
relative importance of these two clasaes of ultimate and 
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intermediate effects! What will be the incidence of any 1,'.,4-
system of tsxes I What burdens will it impose on the 
community, and what revenue will it afiord to the Statel 

§ 4. The above are the main questions with which rracUcaI 

economio science has to deal directly, and with reference to ~~: 
which its main work of collecting facts, of analysing them t.":'uIale 
and :reasoning about them should be arranged. The practical inquiri. 

issues which, though lying for the greater part outside the ~D~~. 
f .. t I hi f . . th _Domal range 0 econollllC BCIence, ye BUPP y ace motive ID e alth. 

background to the work of the economist, vary from time r:1 
to time, and from place.~ place,. even more than d? the :~~~gfo 
economic facts and conditions which form the mater.al of Dollie 

his studies. The following problems seem to be of special ~hJ,ifl'he 
urgency now in our own country:- ~~:!ce. 

How should we act so as to increase the good and 
diminish the evil inlhlen~ of economic freedom, both in 
its ultimate results and in the course of its progress! If 
the first are good and the latter evil, but those who suffer 

"the evil, do not reap the good; how far is it right that they 
should suffer for the benefit of others! 

Taking it for granted that a more equal distribution of 
wealth is to be desired, how far would this justify changes in 
the institutions of property, or limitations of free enterprise 
even when they would be likely to diminish the aggregate of 
wealth 1 In other words, how far should an increase in the 
income of the poorer classes and a diminution of their work 
be aimed at, even if it involved 80me lessening of national 
material wealth! How far could this be done without in
justice, and without slackening the energies of the leaders 
of progreBS! How ought the burdens of taxation to be 
distributed among the different claBSes of society! 

Ought we to rest content with the existing forms of 
division of la)lourl II it necessary that large numbers of 
the people should be exclusively occupied with work that has 
no elevating character! Is it possible to educate gradually 
among the great maBS of workers a new capacity for the 
higher kinds of work; and in particular for undertaking 
co-operatively the management of the business in which 
they are themselves employed' 
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I,IT," What are the proper relations of individual and collective 
action in a atage of civilization such as onrsl How far ought 
voluntary association in ita various forms, old and new, to 
be left to supply collective action for those purposes for 
which IUch action has apecial advantages! What business 
affairs should be undertaken by aociety itaelf acting through 
ita government, imperial or local' Have we, for instance, 
carried as far as we should the plan of collective ownership 
and use of open spaces, of works of art, of the means of 
instruction and amusement, as well as of thoae matarial. 
requisites of a civilized life, the supply of which requires 
united action, luch as gas and water, and railways' 

When government does not itaelf directly intervene, how 
far should it al10w individuals and corporations to conduct 
their own affairs as they please! How far should it regulate 
the management of railways and other concerns which are 
to some extent in a position of monopoly, and again of land 
and other things the quantity of which cannot be increased 
by man' Ie it necessary to retain in their fu11 force all the
existing rights of property: or have the original necessities 
for which they were meant to provide, in BOme measure 
paaaed away' 

Are the prevailing methods of using wealth entirely 
justifiable! What scope is thera for the moral pressure of 
locial opinion in constraining and directing individual action 
in thoae economio relationa in which the rigidity and violence 
of government interference would be likely to do more harm 
than good' In what respect do the dutiee of one nation to 
another in economio matters differ from those of members of 
the same nation to one another! 

Tho Economics ie thus taken to mean a study of the economio 
dominant 
aim of aspecta and conditioll8 of man'l political, social and private 
::':;'~CI life; but more eepecially of hie social life. The aiml of the 
P":":':::;OD Itudy are to gain knowledge for iti· own sake, and to obtain 
f.'.\ob c.o- guidance in the practical oonduct of life, and especially of 
In ule \0 -al lif Th d . • 0.lu';.0 1001 e. e nee for luch gwdance was never 10 urgent 
~ .. ~ as now; a later generation may have more abundant leisure 
. than we for researabes that throw light on obscure points in 
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abstract speculation, or in the history of past times, but do I, .... 5; 

not afford immediate aid in present difficulties. 
But though thus largely directed by practical needs, 

economics avoids as far as possible the discussion of those 
exigencies of party organization, and those diplomacies of 
home and foreign politics of which the statesman is bound 
to take account in deciding what measures that he can 
propose will bring him nearest to the end that he desires to 
secure for his country. It aims indeed at helping him to 
determine not only what that end shonld be, but also what 
are the best methods of a broad policy devoted to that end. 
But it shuns many political issues, which the practical man 
cannot ignore: and it is therefore a science, pure and applied, 
rather than a science and an art. And it is better described 
by the broad term .. Economics" than by the narrower
term" Political Economy." 

) 
§ 5. The economist needs the three great intellectual Th. 

faculties, perception, imagination and reason: and most of ~':":.=-
• all he needs imagination, to put him on the track of those ~:;::,::".:.:- ! 

causes of visible events which are remote or lie below the ...... i!' 
surface, and of those eflects of visible causes which are remote 

econo.mlCL 

or lie below the surface. 
The natural sciences and especially the physical group 

of them have this great advantage as a discipline over all 
studies of man's action, that in them the investigator is 
called on for exact conclusions which can be verified by 
subsequent observation' or experiment. His fault iJ soon 
detected if he contents himseU with such causes and such 
eflects as lie on the Buriace; or again if he ignores the 
mutual interaction of the forces of nature, wherein every 
movement modifies and is modified by all that surround it. 
Nor does the thorough student of physics rest satisfied with 
a mere general analysis; he is ever striving to make it 
quantitative; and to assign its proper proportion to each 
element in his problem." . 

In sciences that relate to man exactness is less attainable. An v' 

Th th f I . . . h I .,"mol e pa 0 east r881stance IS sometImes t e on y one open: ... ndard .1 

it is always alluring; and though it is also always treaoherous, :::::':' 
the temptatioll is great to follow it even when a more'teOOy lb. 
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I, ", 5. thorough way can be fought out by resolute work. The 
iu~gmen' scientific student of history is hampered by his inability to 
::,:,:;:::'" experiment and even more by the absence of any objective 
~'''J:':b'' standard to which his estimates of relative proportion can be 
komia" referred. Such estimates are latent in almost every stage of 

his argument: he cannot conclude that one cause or group 
of causes has been overridden by another without making 
Bome implicit estimate of their relative weights. And yet it 
is only by a great effort that he perceives how dependent he 
is on his own subjective impressions. The economist also is 
hampe",d by this difIicnlty, but in a less degree than other 
students of man's action; for indeed he has some ahare in 
those advantages which give precision and objectivity to the 
work of the physicist. So long, at all events, as he is 
concerned with current and recent events, many of his facts 
group themselves under classes as to which statements can 
be made that are defillite, and often were approximately 
IIcciIrate numerically: and thus he is at some advantage in 
leeking for causes and for reanlts which lie below the surface, • 
and Iml not easily seen; and in analyzing complex conditions 
into their elements and in reconstructing a whole out of 
many elements. 

Du! blo In smaller matters, indeed, simple experience will suggest 
:::n:... the unseen. It will, for instance, put people in the way of 
::l:;~\':,: looking for the harm to strength of character and to family 
l'r~ life that comes from ill-considered aid to the thriftless; even 

, . though what is seen on the surface is almost sheer gaiu. 
But greater effort, a larger range of view, a more powerful 
exercise of the imagination are needed in tracking the true 
results of, for instance, many plausible schemes for increasing 
steadinesa of employment. For that purpose it is necessary 
to have learnt how closely connected are changes in credit, 
in domestio trade, in foreign trade com petition, in harvests, 
in prices; and how all of these affect steadiness of employ
ment for good and for evil. It is necessary to watch how 
almost every considerable economic event in any part of the 
Western world affects employment in some trades at least in 
a1mcst every other part. If we deal only with those causes 
of unemployment which are near at hand, we are likely to 
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make no good cure of the evils we see;, and we are likely I, IT, 6-

to cause evils, that we do not see. And if we are to 
look for those which are far oft and weigh them in the 
balance. then the work before us is a high discipline for 
the mind. 

Again. when by a "standard rule" or any other device 
wages are kept specially high in any trade. imagination set 
agoing will try to track the lives of those who are prevented 
by the standard rule from doing work. of which they are 
capable. at a price that people are willing to pay for it. Are 
they pushed UP. or are they pushed down! U some are 
pushed up and some pushed down, as commonly happens. is 
it the many that are pushed up and the few that are pushed 
down. or the other w"y about! U we look at surface results. 
we may suppose that it is the many who are pushed up. 
But if. by the scientifio use of the imagination. we think out 
all the ways in which prohibitions. whether on Trade Union 
authority or any other. prevent people from doing their best 
and earning their best. We shall often conclude that it is the 

. many who have been pushed down. and the few who have 
been pushed up. Partly under English influence. some 
Australasian colonies are making bold ventures. which hold 
out specious promise of greater immediate comfort and ease 
to the workers. Australasia has indeed a great reserve of 
borrowing power in her vast landed property: and should the 
proposed short cuts issue in some industrial decadence. the 
fall may be alight and temporary. But it is already being 
urged that England should move on similar lines: and a fall 
for her would be more serious. What is needed. and what 
we may hope is coming in the near future. is a larger study 
of such schemes of the same kind and by the same order of 
mind! as are applied to judging .. new design for .. battleship 
with reference to her stability in bad weather. . 

In such problema B8 this it iB the purely intellectual, and and be 

sometimes even the critical faculties, which are moat in::! 
demand. But economio studies call for and develop the aympat.b7. 

faculty of sympathy, and especially that rare sympathy wbich 
enables people to put themselves in the place. not only of 
their comrades, but also of other cIassee. This cIau sympathy 
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I. !Y. II. ill, for instance, strongly developed by inquiries, which lIN 

becoming every day more urgent, of the reciprocal influencea 
which character and earnings, methode of employment and 
habita of expenditure exert on one another; of the ways 
in which the efficiency of a nation ill strengthened by and 
strengthens the confidencea and aftections which hold together 
the members of each economic group-the family, employers 
and elilployees in the same busin8B8, citizens of the same 
country; of the good and evil that lIN mingled in the 
individual unaelfishn8B8 and the cl_ ae\fishn8B8 of pro
f8B8ionai etiquette and of trade union customs; and of move
ments by which our growing wealth and opportunities may 
best be turned to account for the wellbeing of the present 
and coming generationsl • 

~:;:,:~ § 6. The economist needs imsgination especially in " 
~Y OD . order that he may develop his ideals. . But most of all he 
::'~':n needs caution and reserve in order that his advocacy of 
~':1inIl ideals may not outrun his grasp of the future. 
: OUlIedge After many more generations have passed, our present 
OD::':!.'. ideal4. and methods may seem to belong to the infancy, 
~: rather than to the maturity of man. One definite advance has 
=~: our already been made. We ha~8 leamt that every one until =- proved te be hopelesa\y we¥ or base ill worthy of full 

economic freedom: but we ate not in • position to gu8B8 
confidently to what goal the advance thua begun will 
ultimately lead. In the later Middle Ages a rough begin· 
ning was made of the study of the industrial organism, 
regarded aa embracing all humanity. Each successive 
generation has Been further growths of that organism; but 
none haa aeen so large a growth aa our own. The eagern8B8 
with which it has been studied has grown with its growth; and 
no parallel can be found in earlier times to the breadth and 
variety of the eftorts that have been made to comprehend 
it. But the chief outcome of recent studies ill to make us 
recognize more fully, than could be done by any previous 
generation, how little we know of the causes by which 

I Thill SecUon II .. produced Irom • p,," '"' 1M _ of • """""- ;. 
............................... oJ po/iIicaI ,.;..., ad_ .. Iho UDinmily 
of Cambrldp ill 18UI, ODII tcIDaOIIocl ill Iho IoIIulriDlr 1'"'. 
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progress ill being fashioned, IUld how little we can forecast I, ". 0. 

the ultimate destiny of the industrial organism. 
Some harsh employers and politiciane, defending uolnsive P~pulor 

olaaa privileges early in las' century, found it convenient to ti.::'::rJ:~ 
claim the authority of political economy on their mdr, IUld ~':l:1or 
they often spoke of themselves as "economiste." And even in found ... of 

our own time, that title has been assumed by opponente of :::::; .. 
generous expenditure on the education of the maSBe8 of the 
people, in spite of the fact that living economiste with one 
consent maintain that such expenditure is a true economy, 
and that to refuse it is both wrong and bad busin ... 
from a national point of view. But Carlyle IUld Ruskin, 
followed by mlUlY other writere who had no part in their 
brillisnt and ennobling poetical visions, have without 
examination held the great economiste responsible for aay-
ings and deeds to which they were really averse; IUld in 
consequence there has grown up a popular misconception of 
their thoughte and character. 

The fact ill that nearly all the founders of modem 
economics were men of gentle and sY'l'~athetio temper, 
touched with the enthusiaBm 9J. humanity!.' They oared little 
for wealth for themselves; ttiey cared much for ite wide 
diffusion among the masses,.,f the people. They 0ppoBed 
antisocial monopolies howe" powerful. In their several 
generations they supported the movement against the claBB 
legislation which denied to trade unions privileges that were 
open to associations of employers; or they worked for a 
remedy against the poison which the old Poor Law was 
instilling into the heart. and homes of the agricultural 
and other labourers; or they supported the factory acte, 
in spite of the strenuous opposition of some politicians 
and employers who claimed to speak in their name. They 
were without exception devoted to the doctrine that the 
wellbeing of the whole people should be the ultimate goal 
of all private effort IUld all public policy. But they were 
strong in courage IUld caution; they appeared cold, because 
they would not assume the responsibility of advocating rapid 
advances on untried pathe, for the aafety of which the ouly 
guarantees offered were the confident hopes of men whOle 
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I, P, II. imaginations were eager, but not eteadied by knowledge nor 
disciplined by hard thought. 

BioIolIY Their caution was perhaps a little greater than neceBB&ry: 
baa glVeD 
00" hopu for the range of vision even of the great seers of . that age 
i::' ': was in some respects narrower than is that of most educated 
::!um ... men in the present time; when, partly through the sugges-

tions of biological study, the in1Iuence of circumstanoes in 
fashioning character is generally recognized as the dominant 
fact in social science. Economists have accordingly now 
learnt to take a larger and more hopeful view of the 
pOBBibilities of human progress. They have learnt to trust 
that the human will, guided by careful thought, can so 
modify circumstances as largely to modify character; and 
thus to bring about new conditions of life still more favourable 
to character; and therefore to the economic, as well as the 
moral, wellbeing of the masses of the people. Now as ever it 
is their duty to oppose all plausible short cuts to that great 
end, which would sap the springs of energy and initiative. 

But It;' The rights of property, ·as such, have not been venerated 
at.illtnJ,e 
t.h ... horl by those master minds who have built np economic science; 
~-::"" but ,the authority of the science has been wrongly assumed 
~= by some who have pushed the claims of vested rights to 
caulio... extreme and antisocial uses. ,.It may be well therefore to 
Rnd ~. • 
lenlali... note that the tendency of careful econowa study IS to 

base the rights of private property Dot OD any abstract 
principle, but on the observation that in the past they have 
been inseparable from solid progress; and that therefore it 
is the part of responsible men to proceed cautiously aud 
tentatively in abrogating or modifying even such rights as 
may seem to be inappropriata to the ideal conditions of 
Bocial life. 



BOOK II. 
SOME FUNDAMENTAL NOTIONS. 

CHAPTER I. 

Ih"IRODUaroRY. 

§ 1. W. have seen that economics is, on the one side, n. ~ 1. 

a Science of Wealth; and, on the other, that part of the Eeonomico 

Social Science of man's action in society, which deals with = .. 
his Efforts to satisfy his Wants, in so far as the efforts and ;:::'~ 

1_ wants are capable of being measured in terms of wealth, or .. <he 
. ral .. W hall b . d .... l• o1 
Its gene representative, •.•. money. e s e occnple Eftorio. 
during the greater part of this volume with th"§L1\'J!!\ts and 
e(/.orts; and with the causes by which the prices that measure 
the wants are brought into equilibrium with those that 
measure the efforts. For this purpose we shall have to study 
in Book Ill. wealth in relation to the diversity of man's wants,· 
which it has to satisfy; and in Book IV. wealth in relation. 
to the diversity of man's efforts by which it is produced. 

But in the present Book, we have to inquire which of !luO I, 

~
all the tbipp th,ure_the result of man'Le.fforl.a... and are :!';':' 
capable of satisfying man's wants, are to be counted as ~~~d1 
Wealth; and into what groups or classes these are to. be f~1h 
divided. For there is a compact group of terms connected 
with Wealth itself, and with Capital, the study of each of 
.. hieb throws light on the others; while the study of the 
whole together is a direct continuation, and in some respects 
a completion, of that inquiry as to the scope and methods 
of economics on which we have just been engaged. And, 
therefore, instead of taking what may seem the more natnral 
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n, "II. course of starling with an analysis of wants, and of wealth in 
direct relation to them, it seems on the whole best to deal 
with this group of tsrms at once. 

In doing this we shall of course have to take some 
account of the variety of wants and eJIorta; but we shall not 
want to assame 'anything that is not obvious and a matter of 
common knowledge. The real difficulty of Olll task lies in 
another direction; being the result of the need under which 
economics, alone among sciences, lies of making shih with a 
few tsrms in common use to express a great number of 
subtle distinctions. 

PrfadpJei § 2. As Mill saysl:-"The ends of scientific classification 
of cIuoi8. 
catioa. are best answered when the obi_cta are fo~e~!j!!tQ_grQJlPs.. 

respecting which a greater number of gel!.eral-propositions 
can be made, and those propositions more important, than 
those which could be made respecting any other gronps into 
which the same tbingsJ)ould be distributsd." But we meet 
at starting with the difficulty that those propositions which 
are the most important in one stage of eoonomic develop
ment, are not unlikely to be among the leaat important ~ 
another, if indeed they apply at all. 

The cIllB- In this matter economists have much til leam from the 
cul'i .. of • fb' I dD -, f ddis ~U)'ing recent expenences 0 10 ogy: an arwm S pro oun cua-' 
~ aN sion of the question I throws Ii strong light on the difficulties 
~~ before us. He points out that those parte of the structure 
ch .... ~ which determine the habits oUife and the general place of 
:!.lhelr each being in the eoonomy of nature, are as a rule not tho~ 

which throw most light on its origin, but those which throw 
least. The qualities whioh a breeder or a gardener notices 
as eminently adaptsd to enable an animal or a plant to 
thrive in its environment, are for that very reuon likely to 
have been developed in comparative1y recent times. And in 
like manner those properties of an economio institution 
which play the most important part in fitting it for the 
work which it has to do now, are for that very l"3IISon likely. 
to be in a great measure of recent growth. 

Instsnoes are found in many of the relation. between 

• LJ,io, Bt. !'Y. ab. m. hr. & 
• on,;. 0/ s,-, Db, an. 
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employer and employed, between middleman and produoer, u, .... 
between bankere and their two classea of clients, those from 
whom they borrow and thoBe to whom they Jend. The 
substitution of the term "interest" for "usury" corresponds 
to a general change in the chAracter of loans, which has 
given an entirely new key-note to our analysis and .claBBifica-
tion of the difierent elements into which the cost of production 
of a commodity may be reaolved. Again, the general scheme I 
of division of labour into okilled and unokilled is undergoing , 
a gradual change; the scope of the term "rent" is being 
broadened in BOme directions and narrowed in others; and 
so on. 

But on the other hand we must !reep constantly in mind 
the history of the terms which we nse. For, to begin with, 
this history is important for ita own sake; and because it 
throw. side lights on the history of the economic develop
ment of IOciety. And further, even if the sole purpose of our 
study of economics were to obtain knowledge that would 
guide us in the attainment of immediate practical ends, we 
should yet be bound to keep our use of terms as much a8 
possible in harmony with the traditions of the past; in order 
that we might lIle quick to perceive the indirect hints and 
the subtle and suhdued warnings, which the experiencea of 
our ancestors ofter for our instruction. 

§ 3. Our task is difficult. In physical Bcienoea indeed, In ito UfO 

h .. th f thin h ..... :- t 01 .. ..... W enever.t 18 seen at ~ group 0 gs ave II ce, ....... se .... ....,. 
of qualities in common, and will often be spoken of together, l::il! .. 
they are formed into a claBB with a special name; and as Boon cl=~ .... 
aB a new notion emerges, a new technical term 'is invented lhopracli .. 

to .repreaent it. But economics cannot venture to follow this 4:.;'illT 
example. Its reasonings must be expressed in language I 
that is intelYigible to the general public; it _must therefore) 
endeavour to conform itaeU to the familiar terms of every-, 
day life, and 80 far &8 possible must use them as they .... 

.. (u;,~o~;;::::·use· almost every word hal many Bhadea of But !.bal iI 

m~aning, and therefore needs to be interpreted by the con- :.::!= 
text. And, as Bagehot has pointed out, even the most 
formal writers on economic Bcience are compelled to follow 
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n, ~ s. this course; for otherwise they would not have enough words 
at their disposal. But unfortunately they do not always 
avow that they are taking this freedom; sometimes perhaps 
they are scarcely even aware of the fact themselves. The 
bold and rigid definitions, with which their expositions of 
the science begin, lull the reader into a false security. Not 
being warned that he must often look to the context for a 
special interpretation clause, he ascribes to what he reads 
a meaning different from that which the writers had in 
their own minds; and perhaps misrepresents them and,' 
accuses them of folly of which they had not been guilty'. 

deftnilo. Again, most of the chief distinctions marked by economic r 
terms are differences not of kind but of degree. At first 
sight they appear to be differences of kind, and to have', 
sharp outlines which can be clearly marked out; but a morel 
careful study h88 shown that there is no real breach of l 

continuity. It is a remarkable f:ct that the progrese of 
economics h88 discovered hardly any new real differences in! 
kind, while it is continually resOlving apparent differences in 
kincj. into differences in degree. We shall meet with many'" 
instances of the evil that may be done by attempting to 
draw broad, hard and fast lines of division, and to formulate 
definite propositions with regard to differences between things 
which nature has not separated by any such lines. 

I We ought. II to wriw more .. we do in common We, where &he eonloed iI • 
IOrl 01 unlUprused "intCIrpreM.tion claWIIII'; only u fD. PoliLical Economy we bare 
roore difllcuU UUnga to 'Peak of than in ordinary COD'f'eI'8Btion, we must. ,"e 
more can, give more wamiDg of an,. change; and a' timet writ.e out. "dle in&er
preta&.ioo clau.e I tOl' 'bat. page or diaeuMion led t.bere ahould be any miliake. 
I know fob .. , lhiI iI difficult. and delicate 1fOJ'k; aqd .u &.b., I han &0 Ja,. ill 
defence of it 11 &hat. iD pracloiee it. ia Ial~r lhaa ~e eompeling plan of in8uible 
dellnit.iolll. .by ooe who ,ri. to up .... nriou. meauingl OIl eomple:a: &I6Ig. 
widl .. 1CaD'1 ~bular7 01 'aalened ...., will tlnd LIla, hiI "yito ,toWl cum
broUi without. being accuraM, fob", be b .. to WIllI long ·periphAses (or eotnmoa 
&hough"- and lila' &l&eJ' aU be dotll QO' come out rigb~ few he iI baH &.he time 
tlillinR blaCll; InM lobe aelllel "bicb a, the eUll in hand bee~ and th ... an lOme
~mOl one, IOmetimN another, and .1m0l' alwa,. difleleD' froID hill I bard and 
taUf IOnIO. ID web discuuiOBl we mould leam to nf1 our deftniMoRi .. we 
wan .. juslo .. we 1"7 'leI. Z, '1 .. mean' QOW 'Iris, and QOW t.b." ia diaereat. prob
I.mlj and Iohia, Iohough lb., do 001. .hr.,. ."0. it.. II ru.ll1 Ul. prac:tJc:e of &.hal 
dearea' and mOIl. elfedin WTiMrL" (Bagebolo" PomJtJI. 0/ E"gIUA Pol~ 
_" pp. 78, g.) Cairn .. oIao (.c.,;..I MtlW ./1'0/, ...... , _" LocL YL) 
oombate .. lb. assumpUon lb.' th. al.t.ribute I)Jl wbich • deftniLioa &umI ought .., 
be ODe which dGei 00' admit. ol degl'88l"i and arau-Iob.t. '"iO admit of deal'88l iI 
the chane..., of aU a.t.ura! tac ... ., 
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§ 4. We must theu aualyze carefully the real character- II, I, 4-

istics of the various things with which we have to deal; and It ia-;;-..... 
we shall thus generally find that there is some use of each :;In:::'·' 
term which has distinctly greater claims than any other to sbould be 

b lld 'ldi h· dh' ·01 .. ,1, e ca e Its ea ng use, on t e groun t at It represents a defined, 
distin' . h' . f h f d but DOt ctwn t at 18 more IlDportsnt or t e purposes 0 mo ern U .. t the 

Bcience than any other that is in harmony with ordinary;:"m:'! 
usage. This may be laid down as the meaning to he given 'h~id be 

to the term whenever nothing to the contrary is stated or "'" 
implied by the context. When the term is wanted to be 
used ill any other sense, whether broader or narrower, the 
change must be indicated. 

Even among the most careful thinkers there will always r . 
remau.. differences of opinion as to the exact places in which v 

some at least of the lines of definition should be drawn. The 
questions at issue must it. general be solved by judgments as 
to the practical convenience of different courses; and such 
judgments cannot always bf established or overthrown by 
scientific reasoning: there must remain a margin of deba1!!ble 
ground. But there is no such margin in the analysis itself: 
if two people differ with regard to that, they cannot both be 
right, And the' progre98 of the science may be expected 
gradually to establish this analysis on an impregnable basis1, 

l Whl!lrD ii .. wanted to Darrow the meaning of a term (that is, in logical lan
guaae. kJ diminiab iy Ut.enaiOD by increasing ita intemiOD), .. qualirJing adject.ive 
.... ill generally .wIlce. bUi .. change in lobe opposite dinetiOD canno, U .. rule be 
10 &imply made. Coo&at.l u to definiLiona are often of t.bis kind:-.1. and B are 
qualiLiea common too .. grea' Dwnbet of lhinga. many ot t.b618 thinp ban in 
addition t.be quality 0, GDd again many the quality D, whilst aome bave both C 
and D. It. may &ben be argued Lb., OD &be wbole it will be beat. to define .. term 
10 u too include all tbingI whicb han &he qualit.iee d and B, or only t.h0l8 
"bab haye ~e qualities A, B. O. or only thoee which haYe ihe qunlil.iel A, B, D; 
or only ~0Ie which han A, B. O. D.' The decllicm. be~ween th .. - ... rioUi 
counee mud • on cOnsideration. 01 practical CODYeniene8, and it a maUer 
of far IesI importance than a eareful aludy of Uut quali~iee A. B. 0, D, and 01 
lheir mut.ual relatio.u. But unfortunately Lbis atudy baa OC('upied a much amalle: 
Ipace in En~diab economice t.han eonuoversil!ll U to de6niLiona; which hay, 
indeod oceuionally led indirectly to the diaco'l'Cl'Y of aclentJfic t.rutb, bu~ alwa". 
by rouodabou' routa, a.nd with much wallie 01 Ume and labour. . 



CHAPTER n 
WEALTH. 

n,D,I. 11. ALL wealth consists of desirable things; ~at is'I 
Woalth things which satisfy human wants directly or indirectly: but 
d:';:~1e of not aU desirable things are reckoned .as wealth. The afiec-

I
" = or tion of friends, for instance, is an important element of 

MGt".,., ,..... 

wellbeing, but it is not recko,!-ed as wealth~ except by a 
poetic licence. Let us then begin.J>y classifying desirable 
things, and then consider which of them should be accounted 
a;:-;'Iements of wealth. 

In the absence of any short term in common use to 
represent aU desirable things. or things that satisfy human 
wants we may use the term ~ for that purpose. 
"tl).;'sirable things or goods are Material, or Personal and 
Immaterial. Material goods consist of useful-material 
t~, and of aU rights to hold, or use, or derive benefits 
from material things, or to receive them at a futnre time. 
Thus they include the physical gifts of natnre, land and 
w~ter, nir and c1i!!late; the products of agricultnre:mining, 
fishing, and manufactnre; buildings, machinery, and imple
ments; mortgages and other bonds; shares in publio and 
private companies, aU kinds of monopolies, patent-rights, 
oopyrights; also rights of way and other riglWa of usageJ 
Lastly, opportunities of travel, accesa to good scenery, 
Inuseums, eto. are the embodiment of material facilities, 
external to a man; though the faculty of appreciating them 
is internal and personal. 

( A man's non·material goods faU into two classes. One 
oonsists of hi. own qualities and f~l!It.ies for action and for 
enjoyment; .uch for instance a. busine .. ability, p'rof~onal 
skill, or the faoulty of deriving recreation from reading or 
~ 
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music. All these lie within himself and are called internal. n, n, 1. 

The .econd class are called extemal becanse they consist of 
relation. beneficial to him with· other people. Snch, for 
instance, were the lab'!!!!. dues and personal .emces of 
varions kind. which the ruling classes nsed to require from 
their aeris and other dependenta) But these have passed 
away; and the chief instance. of snch relations beneficial to 
their owner now.a.days are to be fonnd in the good will and 
bnsine.s connection of traders and professional i'nen1• 

Agaiil, goods may be Iramjerahl4 or ftO'il·tramjerahl4. T ...... ! .... 
Among the latter are to be classed a person'. qnalities and ::.~~ 
faculties for action and enjoyment <i.e. his internal goods); ~~ 
al.o 8nch part of his bnsine88 connection a8 depend. on 
personal trnst in him and cannot be tranaferred, as part 
of his vendible good will; also the advantages of climate, 
light, air, and his privileges of citizenship and rights and 
opportunitie. of making· noe of publio property'. 

Thoae good. are jree, which are not appropriated aUTr",...II. 
are dorded by Nature wit!rout reqniring the effort of man. . 
The land in its original .tate was a free gift of nature. Bu / 
in settled conntries it is not a free good from the point of 
view of the individual.)Wood is 8till free in .ome Brazilian 
forests. The fish of the 8ea are free generally: but 80me 
sea fisheries are jealously guarded for the exclusive use of 
members of a certain nation, and may be classed a. national 

, 
• Por, in $he warda in "hieb Berm __ begiDa hit mll&erl, anal,.. of weallb, 

.. Some Goodl are i~ others ~ &0 &he individual AD iDt.eroal good iI \ 
\ha. which he linda iD himPlf giveu to bim by nakue, or which he educates in I 

bimaeU b,. hili own frWMl.~tion, .lUch .. mUICWar ,uengt.b, bealtob, men\&l ... taiD
ment.e. .... Enrytbing lbat the outer world offers for the aat.wact.iOll of biI wan. iI an 
edemalgood t.o him!' 

• The .bo.e claui6eatlon of aoocb mar be uprMBed tbun-. ! {maloltal i _ ... ble temal Doo-lranaferable 
GoodJ are' e~_ a1 transferable 

peNOD DOD-transferable 
iDlemal-personal-DOD-t.rao.d81able. 

Another arrangement II more conYflDienl for lOIDe pwpo • .,.-

! 
'01 •• _ •• { • ...., ... ble .' 

maten ~lh,vn'.. DOD-uansterab1e 

Ilooda ... {extemal { lnnIfarabla 
pemonaI 1l0n-t.r1Ulstel'Rbll 

iDluuol·DOD·_ ... bl .. 
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II, n, D. property. Oyster beds that have been planted by man are 
not free in any sense; those that have grown naturally are 
free in every sense if they are not appropriated; if they are 
private property they are still free gifte from the point nf 
view of the nation. But, since the nation has allowed its 
righte in them 00 become vested in private persons, they are 
not free from the point of view of the individual; and the 
same is true of private rights of fishing in rivers. Bnt wheat 
grown on free land and the fish that have been landed from 
free fisheries are not free: for they have been acquired by 
labour. 

A peno.', § 2. We may now pass 00 the question which classes of a 
.. <aI/Ii I . 

ia hil,tock 
of t.wo 
lllDS881 01 
goodo, 

material 
goo.Ja, 

man's goods are to be reckoned as part of his wealth. The 
question is one as to whieh there is some difference of opinion, 
but the balance of argument as well as of authority seems 
clearly to incline in favour of the following answer:-

When a man's wealth is spoken-of simply, and without 
any interpretation clause in the context, it is to be taken to I 
be his sto6k of two classes of goods, 
~ the first class ,are th2B~-.!!!.!~eril!l~o.lld'!Lt9_which..J.e) 

h!\l! (by law or custom) private rights of property, and 
'which are therefore transferable and exchl!!!geable. These 
it will be remembered include not only such things as la.!'d 
and ho]!Ses, furniture and machjp.ery, and other material 
tIlings which may be in his single private ownership, but also 
any sh!!!,es in publio companies, debe~onds, mo!!gages 
and other obligations which he may hold requiring others to 
pay money or goods to him. On the other hand, the debts ' 
which he owes to others may be regarded as negative wealth; I 
and they must be subtracted from his gross possessions before I -
his true net weal th can be found. 

Services and other goods, which pass out o(existenee in 
the same instant that they come into it, are, of course, not 
part of the stock of wealth'. 

andlUch
ri 

I In the second class are those immaterial goods ·which 
imm ..... b I ,-~., I hi d dire tI 8.1.&omaJ e ong IN .p.lm, are extema to m, an serve c y as 

l That PAri of fob. nlu8 of th, &hare in .. kaeling COInpaoy which II due to the 
penonlll reputation and conDectJon of t.boae who conduct. it .. _Wain ought properly 
to come under the nez' head ... e:demal penoaal goodL Bu' this point • DO' of 
much pl'a('tJeal import.anee. 
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the means of enabling him to acquire material goods. Thus n, D, s. 

(
it excludes all his own personal qualities aud faculties, even goodo .. 

those which enable him to earn his living; because they are :".b:tn 
Internal And it excludes his personal friendships, in so far =~al 
as they have no direct busine88 value. But it includes hi,:! 
busi...!!-eBB and professional connections, the ~K~iz .. t!~n 0, ~ 
his __ business, and-where such things exist-his property in 
slaves, in labour diles, etc. 

, This use of the term Wealth is in harmony with the Th. two I nBBg& of ordinary life: and, at the same time, it includes ~~.r 
those goods, and only those, which come clearly within the =i.'" 
scope of economic science, as defined in Book I.; and which good6. 

may therefore be called economic gooiJ8. For it includes all 
those things. external to a_man, which (i) belong to him, 
and do not belong equally to his neighbours, and therefore 
are distinctly his; and w:hich (ii) a"'directly capable of a' 
money measure,_ measure that represents on the one side 
the efforts and sacrifices by which they have been called into 
existence, and, on the other, the wants which they satisfy'. 

§ 3. A broader view of wealth may indeed be taken for A broad .. 

some purposes; but then recourse must be had to a special in-lb. ~nn 
terpretstion clause, to prevent confusion. Thus, fo!l!!Lt&nce, ~! .. 
the carpenter's skill is as direct a means of enabling him to requind. 

satisfy other people's material wants, and therefore indirectly 
his own, as are the tools in his work-basket; and perhaps 
it may be convenient to have a term which will include 
it as part of wealth in a broader use. Pursuing the lines 
indicated by Adam Smith", and followed by most continental 

1 U fa DO' implied Lbat. the owner 01 transferable gooda, if he lranafcrred 
&hem, could aI"aya reaIiH the whole money value, whieb the, have lor him. 
A weU·.ftUing coal, lor inltance, ma, be worib Ule price charged lor it. by an 
expeo.ain Milor ., U. 01mel', beeal1M be wantl il. and cannot. gel. it. made tor lea: 
but. h. could DOt aeU it for bait that l\11l'i. The auecessluJ 60ucier who b .. apcm.t. 
£50,000 on baYing a house and grounda made to suit. his own apecial fancy. is 
from one point. of riew right in reckoning Lhem in the inventory of bia properLy at. 
their eel' price: bul, abould be fail, the)' "ill not. lorm an asact. f,o hia ereciiLoIl of 
anflobiog liII:e that nlue. 

And in the enme wa, from one point. of view we may count. the businesa con
nedi.on of the aoliciLor or pbyaician. t.he merchant. or the manufadurer. at. lobe full 
equivaleo.' of the ineome be would 10M if be were deprived of Uj wbile ye' we 
must. reeognDe that. ita exchange value. i.t. Lhe value wb.ich he could gel. for it. by 
IleIlUlK iL. ia much _ loban UaaL 

• Comp. W,.". .1 It· .... Bt. IL cb. IL 
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WEALTH 

economists, we may define 1'ef'.onal. tI1MltA 80 88 to include I 
all th08e energies, faculties, and habite which directly con
tribute to making people industrially efficient; together with. 
those business connections and 888ociations of any kind, which 
we have already reckoned as part of wealth in the narrower ( 
use of the term. Industrial faculties have a further claim 
to be regarded 88 economic in the fact that their value is 88 
a rule capable of 80me sort of indirect measurement'. 

The question whether it is ever worth while to speak of 
them 88 wealth is merely one of convenience, though it h88 
been much discussed 88 if it were one of principle. 

Confusion would certainly be caused by using the term 
"~th" by itself when we desire to include a perllnD'."" 
industrial qualities ... Wealth" simply should always mean I 
external wealth only. But little harm, and 80me good seem8 
likely to arise from theoflccasional use of the phrase "material 
and personal wealth." 

§ 4. But we still have to take account of those material 
goods which are common to him with his neighbours; and 
which therefore it would be a needless trouble to mention 
when comparing his wealth with theirs; though they may be 
important for lome purposes, and especially for comparisons 
between the economic conditious of distant places or distant 
times. 

These goods consist of the benefite which he derives 
from living in a certain place at a certain time, and being a 
member of a certain state or comllJunity; they include civil 
and military security, and the right and opportunity to make 
use of public property and institutions of all kinds, 8uch 
88 roads, gaslight, etc., and righte to justice or to a free 
education. The tOwnsman and the countryman have each of 
them for nothing many advantages which the other either 
cannot get at all, or can get only at great expense. Other 
things being equal, one person has more real wealth in its 
broadest sense than another, if the place in which the former 
lives has a better climate, better road., better water, more 

I "The bodiee 01 DleD are without douh& &b. mod nJuab1e beuun; 01. . 
lOUD"'," aid DannaD' In abe .. "enlillellU. oen'~; ad elmU., phruel b ... beeo ,~ 
eommOD WhIlD'" &be 'rend 01 poU~ de"elopmea, tau made m .. uudouI tII_, 
the popula&iOD mould IDcnue lut.. 
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wholesome drainage; and again better newspapers, books, n, 0, 6-

and places of amusement and instruction. House-room, 
food and clothing, .which would be insufficient in a cold 
climate, may be abundant in a warm climate: on the oth"" 
hand, that warmth which lessena men's physical needs, and 
makes them rich with but a alight provision of material 
wealth, makes them poor in the energy that procures 
wealth. 

Many of these things are collect,,,,, gOOtU; •.•• goods C.lkdi .. 
which are not in private ownership. And this brings us to , .. d.. 

consider wealth from the social, 88 opposed to the individual 
point of view. 

§ 5. Let us then look at those elements of the wealth of In • broad 

a nation which are commonly ignored when estimating the ~~.i:.~~ 
wealth of the individnals composing it. The most obvious "eallh 

forms of such wealth are public materia,! property of all kinds, 
such as roads and canals, buildinge and parks, gasworks and 
waterworks; though unfortunately many of them have been 
secured not by public savings, but by public borrowings, and 
there· is the heaVy "negative" wealth of a large debt to be 
set against them. 

But the Thames has added more to the wealth of England ... oun' 

than all its canals, and perhaps even than all its railroads. :~~ ~ 
And though the Thames is a free gift of nature (except in so ~ gr'de 
far as its navigation has been improved), while. the canal is 
the work of man, yet we ought for many purposes to reckon 
t,hLTlIomM • part gf England"wealth. 

German economists often lay stress on the nog-miterial "' •. organl
elements of national wealth; and it is right to do this in ::~~Y"!. 
some problema relating to national wealth, but not in all. "'. s ..... 
Scientifio knowledge indeed, wherever diacovered, Boon be-
comes th'lll~p..,~~_t~ole civilized world, and may be 
JIOnsidered as cosmopolitan rather than as specially national 
wealth. The same is trlle of mechanical inventions and of 
many other improvements in the arts of production; and it 
is true of music. Bnt those kinds of literature which lose 
their force by translation, may be regarded aa in a special 
sense the wealth of those nations in whose language they are 
written. And the organization of a free and well-ordered 
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II, D, 6.~ State ill to be regarded for some purposes as an important 
- I element of national wealth. 

But national wealth jn c1ndAA the individual A! weU 8a 
the~llective property of its members, And in estimating 
the aggregate sum of their individual wealth, we may save 
some trouble by omitting all debts and other obligations due 

D.bll to one member of a nation from another. For instance, so 
from one al 
member 01 far as the English nation debt and the honda of an English 
:.~O;:::: to railway are owned within the nation, we can adopt the 
::r.~ simple plan of counting the railway itself as part of the 

national wealth, and neglecting railway and government 
bonds altogether. But we still have to deduct for those 
bonds etc. issued by the English Government or by private 
Englishmen, and held by foreign ... ; and to add for those 
foreign bonda etc. held by Englishmenl , 

I Th. nlu. of a bUlinIlll M:y be to lOme edent. due to U .. ha9iDg • monopoly, 
ei~ a complete monopoly, IfIC'Illoed. perhapi by • pa&ent.; or a paniaJ monopoly, 
owing to ita W&J'eI being bet.ier knOWD than olben which are really equally good; 
and in 80 far u lbil it \he cue the buaineu dDei Dot add to the real wealth of 
die nation. U the monopoly were broken down. Ule dimiDUtiOD of national WMlth ' 
due ,to &be disappearance of itll nlue would generally be more &baD made up, 
partly by ~ illCleUed nlue of rival. buaiD-, and part.ly by &be inc.reuecl 
purehaaing power of th. money representing t.be wealth of ol.beJ' memben of the 
communit.,.. (It IbouJd, bORveI, be added that iD IODle 'lI:~t.ional C&IeI, Ibe 
price of • commodity may be lowered in coDlequanC8 of ita produdion being 
monopolised: but IUcl1 C888I are "'1 rue. and D1a" be neg1ocr.ed for &be 
p ..... l.) 

A.go.ia, huRD_ conneetioDl and Vade reputatJou add &0 \be naUonal wealth, 
only in 10 tar .. they bring purcbU8l'8 into relation with tbOH prod1lCeJl who 
wiD meet ihf.ir real waD" mOil ruDy tor a giYflll price; or in other WOI"de, only 
in 10 fa. u they inc ..... &he edeni to which \be dON 01 the community .. a 
whole meet. the wantl ot the c:om.munity u • wboJe. Nevert.belea when we are 
.t.imaug nat.ional weall.h. not direcUy but indirecLiy u the aggregate 01 indi
vidual walth, we mUit. allow lor tbeae bUlin,.. a' their tull nlue. eYeD. &hougb 
tbiI part.ly conaiIta of a monopoly which II Dot uaed for the public bened\, For 
the injury they do .., ri.,.aJ producen wu .nond tor in couoUng up &be nlu. 
01 the buaiD_ oIlhoae ri.nll; and the injury done to CODIUDlell by raising &be 
price ot flbe produce, wbich they buy, WIll aUowed tor in reckODiDg I.b.e purcb...m, 
po .... r of tbelr me&DI. 10 far u uu. particular commodity. eoneemed.. 

A. IpeciaI cue 01 WI II the orpniut.ion 01 credit. n mcreuel the efBciency 
of prodUCUOD In lbe count.l'J". and lhua adda to natJonaJ wealth. And the pcunr 
01 obtaining credit II a nluable &118' to lilly lndi"ridual kadar. n, howe .. , UlJ' 
acctdeD' mould drive bIm out 01 bUllm ... the iDjury to national WNlt.b II ~ 
thing leu &ban the wbole nlue of tha, .... 'i becauIe lOme part a' .... , 01 Ule 
buIin-. wblch be would haft don ... wiD now be dOM by oiben witb Uw aid 01 
lOme pan ., leut. 01 Ute oaplial wbleb h. would ban borrowed. 

There are aimUar dimcuUJea sa to bow 'ar money irto be reckoned .. part, 01 
aatJonftl wealth; but to t.reat. them thOJOuplJ would require .. to anikipa". 
FOcI deal 01 tho Iboo>7 01 mODq, 
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Cosmopolitan wealth differs from national wealth much as n, 0, 8. 

that diflers from individual wealth. In reckoning it, debts eoam-;
due from members of one nation to those of another may ~': 
conveniently be omitted from both aides of the account. 
Again, just as rivers are important elements of national 
wealth, the ocean ia one of the most veluable properties of 
the world. The notion of cosmopolitan wealth ia indeed I V" 
nothing more than that of national wealth extended over the 
whole area of the globe. 

Individual and national rights to wealth rest on the Th~dicaI 
basis of civil and internatl.onallaw, or at least of custom that C 01 

has the force of law •. An exhaustive investigation of the ~1b.1o 
economic conditions of any time and place requires therefore 
an inquiry into law and custom; and economics owes much to 
those who have worked in this direction. But its boundaries 
are already wide; and the hiatorical !nd juridical bases of 
the conceptions of property are vast .ubjects which may best 
be discusaed in separate treatises. 

§ 6. The notion of Value ia intimately connected with I"ol ... 

that of Wealth; and a little may be said about it here. 1'.1:~ ... V' 

"The word val",," says Adam Smith "has two diflerent r:~;:?' 
m'l!!l.iPgs, and sometimes expreS!!~s the utility of' some "·!noI 
particular object and sometimes the power of purchasing r,:'<cllaaing 
other goods which the possession of that object conveys." po ..... 

But experience has shown that it ia not well to use the word 
in the former sense. 

Th .•.. value, that is the exchange value, of one thing in 1 
terms of another at any place and time, is the amount. of that • 
second thing which can be got there and then in exchange 
for the first. Thus the term value ia relative, and expresses ' 
the relation between two things at a particular place and 
time. 

Civilized countries generally adopt gold or silver or both 
as money. Instead of expressing the values of lead and tin, 
and wood, and com and other things in terms of one another, 
we express them in terms of money in the first instance ;lrnd 
call the value of each thing thus expressed its price. If we 
know that a ton or lead will exchange for fifteen sovereigns 

, at any place and time, while a ton of tin Will. exchangs for 



11,11,11. oinety sovereigns, we say that their prices then and there are 
£15 and £90 respectively, and we know that the value of ... 
ton of tin in terms of lead is six tons then and there. 

The price of every thing riees and falla from time tol 
time and place to place; and with every euch change the 
purchaeing power of money changes so far a. that thing goes. 
U the purchaeing power of money. riees with regard to some 
things, and at the same time falla equally with regard to 
equally important things, ita general purchasing power (or 
ita power of purchaeing things in general) has remained 
stetionary. This phrase conceaIa some difficulties, which we 
must study later on. But meanwhile we may take it in ita 
popular sense, which is sufficiently clear; and we may 
throughout this volume neglect pollBible changes in the.general 
purchasing power of !Jloney. Thus the price of anything will 
be taken as representative of ita exchange value relatively to 
things in general, or in other worde as representative of ita 
general purchasing powerl • 

But if inventions have increased man's power over nature 
veV much, then the real value of money is better measured 
for some purposes in labour than in commodities. This 
difficulty however will not much afiect our work in the 
present volume, which is ouly a study of the .. Foundations" 
of economi~ 

I AI Coum.o~ poinU out (~ .. Jl~ 44 ,. T",,",4 .. Riela.ur, 
ch. IL), we ge' t.be sam. IOn of convenience from ueuming &.be ezilt.ence of .. 
• "'ndard of unifonn purcbBling power by wbieb &0 measure nlue, u.., lISUoDomeD 
do by auwning \hat 'here iI .. ·'mean IUDI.I which CIoa8I the meridwl at 
uuifonn m&err .... ., that Ule clocl: e&D. keep pace wi&ll. iii whereat the ac&ual 
IUD CI'OII6I t.he merid.iau. 80DlMimM before I.D.d 1OID8\ime1 afw 1lOOD. .. IboWD 
b,ibe cIoek. 



CHAPTER ilL 

PRODUcrION. CONSUMPTION. LABOUR. NECESSARIES. 

§ 1. liAR cannot create material things. In the mental II. OJ, I. 
and moral world indeed he may produce new ideas; but ~[an
when he is said to produce material things, he really o~ .~~:. 
produces utilities; or in other words, JJl. efforts and sacrifices l:."wl ~ul' h . h f f bu.onJ res t m c angmg t e orm or arrangement 0 matter to uWiUes 
adapt it better for the satisfaction of wants. All that h~~b=~. 
can do in the physical world is either to readjust matter so 
as to make it more useful, as when he makes a log of woo 
into a table; or to put it in the way of being made more 
useful by nature, as when he puts seed where the forces of 
nature will make it burst out into lifel • 

It is sometimes said that traders do not produce: that Tbo_ 
while the cabinet-maker produces furniture, the furniture- ~wt::" 
dealer merely sells what is already produced. But there is 
no scientifio foundation for this distinction. They both I 
produce utilities, and neither -of-them can do more: the 
furniture-dealer moves and rearranges matter so as to 
make it more serviceable than it was before, and the car-
P2ter does nothing more. -'fhe sailor or the railwaY:;;;n 
who carries coal above ground produces it, jost as much 
as the miner who carries it underground; the dealer in fish. 
helps to move on fish from where it is of comparatively little 
use to where it is of greater ose, and the fisherman does no 
more. It is true that there are often more traders than are 
necessary; and that, whenever that is the case, there is a 

• Bacon, N..- o.,a.. "., laY' II Ad opera Dil aliud pokld homo quam ut 
corpora naiwalia admo ...... amo ...... re1iqua naMut. iDhII -ci'" (quoted. by _, P....,. ... PeIiIiMI-., p.108~ . 
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Man .... 
consume, 
.. b.cao 
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only 
uWiUea. 

H~¥<mON. OONSUHPTION. LABOUR. lIECESSAR1E8 

was~.r.ilut there is also waste if there are two men to a 
ploughltW hich can be well worked by one man; in both caseS 
all tilioJe .,.ho are at work produce, though they may produce 
but little~ Some writera have revived the mediEval attacks 
on trade on the ground that it does not produce. But they 
have not aimed at the right mark. They should have 
attecked the imperfect organization of trade, particularly 
of retail trade l • 

OO'll8U"IPtion may be regarded as negative production. I 
Just·as'man can produce ouly ntilities,o8O he can consume 
nothing more. He can produce services and other imma- I 
terial producte, and he can consume them. But as his \ 
productiOll.of.material producte !u:eally Jlotliing more.than I 

a rearrangement of matter which gi.!es it new utilities; 10 I 

hi;oo"siUnption of tlaem is n.rthlng more than a disarrange
ment of matter, which diminishes or destroys its utilities. 
Often indeed when he is said to MPAJlwe tbjpiS, he does -
nothing more_.thanJlL.holtl, them..for.hia...lIrul.. while, as 
Senior says, they" are destroyed by those numerous gradual 
agents which we call collectively time· ... As the "producer" 
of wheat i. he who puts "seed where nature will make it 
grow, 80 the U'coDsumer" 6f pictures, of curtains, and even 
of a house or a yacht does little to wear them out himself; 
but he uses them while time wastes them. ' c.......... Another distinction to which .ome prominence has been 

:::,'!, .... " given, but which i. vague and perhaps not of much practical 
,...u. I use, is that between CO!!!"mers' goorU (called also consumption 

. goorU, or again goorU of the first order), such as f22.d, clothes, 
etc., whjch satisfy !!.ants directly on the .on~ h8!!d; and. on 
the other hand. prodycers' qoorU (called also production 
goorU, or again ins/rumen/al, or again intermerliaU goorU). 

i such as ploughs and l<!!!!!,s and r~ton. whic~~tisfy 
I wants indirec#Y b~.on~ribut~ to!.aM.B..th!'l'roduction of 

the firat. cla,B!. of. goods' . 
I ProducUOll, In Ule DarroW 8DDM, changtll ~. tGIID and nature of product&. 

Trade and t.ransport. chaoge Lbeir es.temaJ rolaIJODI. 
• Politi«U ECOftDMy. p. 64.. Senior would like to ... bI'itute the ftlb"'to ue" 

for Lb ..... b .. to COOIUIIle. u 
• Tbua 80ur flo be mad_Into. cake wbeD. alreadJ ill the bOWlll of the conmmer, 

• II treated b,101Da U • CIOD5UIDenl rood; whilt 110t onlJ the Sour, but &be cake 
tUeU II t.ru.Md. U • plOd.UOIII1 aood w_ ID. &be bazul 01 tbI eoaf.diOll .... 
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§ 2. Alllabom is directed tow"~.l'!."<!ucing sOIll~ . .!'fle.ct. D, m, B. 
For though someexeitions-&i:e -taken merely for their own Nearly ~! 
sake, as when a game is played for amusement, they are not :.~~ .. ~ 
counted as labom. We may define labour as any exertiOnr"'dUCt.iVe. 
of mind or body undergone p .. artly or wholly with .. view po 
some good other than the J>leasure derived directly from the 
work'. And if we had to make a fresh start it would be 
best to regard all labom a~_J>rod":~_'I'e_ except that which 
failed to promote the aim towards which it w ... directed; 
and so produced DO utility. But in all the many -changes 
which the meaning of the word" productive" has undergone, 
it has had special reference to stored-up wealth, to the 
comparative ne.glect and sometimes even to the exchmon 
of immediate and transitory enjoyment"; and an almost 
unbroken tradition compels us to regard the central notion 

Cad Menger (J7~fUhJru, ob. L 12) ooyo bread belooga 10 lb. lin. 
order, 8oUl' &0 the aecond, • flour mill k> ihe Wrd order and 10 on. n appear. 
Ulat; if a railway train camel people on • p1euure ucuraion, alIo IOIIl8 ,iDa of 
biaeuit.s, aDd milling machinery and some machinery t.ha& ia uaed for making 
milling machinery; t.ben ~e lrain ill at one and. lhe same time a good of fobe lira" 
aecond., t.bird and fourt.b ordOl'8. 

• Thil ill levona' defiuilriOD (T1a1!l9l1' D4 Political Economy, ch. v.), es.cep' 
that; be includes only painlul uertions. But; he him.self point.s out. how painful 
idlen811 oileD iI. MOlt. people work more t.ha.n they would if they considered. 
only Lhe diMet. pleuure resulting from the work; but in • healthy state, pleaaure 
predominatea OV8I' pain in a great. pan even of the work lb., II done tOl bire. 
Of coume the definition iI eluticJo -an agricultural labourer working in hie 
garden ill &he enning t.W.nkl chielly 01 t.he trW, of his labours; a mechanic 
reWming bome alter a day of sedentary toil linda pomuve pleasure in biI garden 
work, buL be p, carel a good deal abou~ &b& fruiL of his labour; "hUe .. ricb 
man workio.g in like manner, Lbougb he may take a plide jn doing i~ well, will 
probably ~ Iiule for any pecuniary.ring lila' he etfedl by it.. 

I ThUi tbe MetCaDt.iliat.l who regarded &be precious metals, partJ,- becaUle 
they wue imperiabable, as wealth in. .. fuller eeoae than anything eIae, regarded. 
u unproducl,h'e 01' ",klriIe" aU labour $ha' WU DO' direc&ed to prodhcing goqdI 
for esponatioa ill u.eb.1DP for gold aDd IIiIYer. The Pbytiocnta though~ 
aU labour ,Wile which coll.lWlled an equal n1ue &0 $haL which it produced; 
and regarded ihe agrlcuiLuris' .. t.he only productJ.,.. worker, berauIe hillabour 
alone (u they UioughL) leIt behind it a net surplus 01 .tored~up wealth. Adam 
Smit.h Iolt.ened. don Lbe Phyaiouatic definition; but .till he cc:u.idered that 
agri.culLlirallabour wu more productive than any ot.her. Bil foUowera diacard.ed. 
&hie dilUnction; but LIley have poerally adhered, though wit.h many diftemlCOl 
in poin. 01 detail, &0 &.be Dotion &.bat prod.ucloi.,.. labour iI that which tendI to 
inereaae aceumulatod wealth; a DOUon which ill implied raLber Lhan ,,,,ted in Lbe 
celebre.ted chapter of Tiu WMllh 01 NGtiotN which beam the litJe, "On lobe 
AccwoulaLion of CapiLal, or on Producli.,.. and Unproductive Labour." (Comp. 
Trav.,. Twiss, ProvreM 01 PoliiicGl &o.o.ny, Sect. l'L, and Lbe dilcuMiODI on 
the wold. ProducLive in I. S • .Mill', Buar" and in bill Priftci.pla 01 Polw.l ' -.. ) ... 
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. n. Dr, 2. 0'1 the word as relating to the provision for the wants of the 
Du' "'"* future rather than those of the present. It is true that all 
~l wholesome enjoyments, whether luxurious or not, are legiti
:;::!;::1Jy mats ends of. aetion both publi? and private; a."d it ~ true 
productive that the enjoyment of luxunes afiords an mcentlve to 
"hich rti d tea' B if h r.-deo exe on, an promo progress m many ways. ut t e 
~ 01 e1I!ciency and energy of industry are the same, the true 
\bt.hee lui.... interest of a coUntry is generally advanced by the subordina-ra , 
\ban \b. tii>'t of tWesire for transient luxuries to the attainment of 
p......... these more solid and lasting resources which will assist 

industl)l in its future work, and will in various ways tend 
\ \ to make life larger. \..This general idea has been in solution, 

as it were, in all stages of economio theory) and has been 
precipitated by different writers into various hard 'and fast 
distinctions by which certain trades have been marked oft as 
productive and certain others as unproductive. 

The ... ,t--, . For instance, many writers even of recent times have 
=~:':l!" rdhered to Adam Smith's plan of classing domestio servants 
~.-= las unproductive. There is doubtleas in many large houses 
p~Ii ... a ,superabundance of servants, some of whose energies might 

lrith advantage to the community be transferred to other 
uses: but the same is true of the greater part of those who 
earn their livelihood by distilling whisky; and yet no econo
mist has proposed to call them unproductive. Thera is 
no distinction in character between the work of the baker 
who provides bread for a family, and that of the cook who 
boils potstoes. If the baker should be a confectioner, or. 
fancy baker, it is probable that he spends at least as much 
of his time as the domestio cook does, on labour that is 
unproductive in the popular sense of providing unnecessary 
enj oyments. 

l'I<IvIIioaal Whenever we use the word P,oductiw by itsslf, it is to 
d ........ ~ d . ,~.1_ ,~~. 
oj ,...1_ e un erstood to mean product"", oJ "'" mea"" oJ 1" ~uctlOfl, 
..... • and of durable laul'Ce8 of mjoymem. But it is a slippery 

term. and should not be used where precision is needed' • 

• Among &he mMDI of prociuct.ioa are included the ~ 01 labour but 
DO' ephemeral lu..mne.i and Uae maker of ieel Ja t.bua cluIed II uaproduetiYe 
wbeaher he iI wotkina for a paltrJ-ooot, Of ... privatoe limn' in a eoUDVy houae. 
But a bricklaJV ~ ia. buildiag a til ... iI cJ.ued u productift. Ko doubt 
the diviaioa be, .... 1"''''''0''' aDd. epbemen.l IfJW'OII at eo,joJll*l' II nc-
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If ever we want to use it in a difierent sense, we must n, m, s. 
say so: for instanoe we may speak of labour &8 proauct;w of 
nece.ssanu, etoa 

Product;w consumption, when employed &8 a technica.l f~'" 
term, is commonly defined &8 the use of wealth in the w.. tr 

~
roductio~~f further w"aith; and it should properly include 
ot all the consumption of productive workers, but only that 

which is necessary for their efficiency. The term may per
haps be useful in studies of the accumulation'1lif, material 
wealth. But it is apt to mislead. For .consumption is the 
end of production; and all wh,!lesome consuml'ti()n_~ pro
ductive of benefits, many of the most worthy of which do 
~rectiyc';~tribute to the production of material wealth'. 

§ 3. This brings us to consider the term Necessaries" N..,... 
It is common to distinguish necessaries, comforts, and( :~; are 
luxuries; the first cia .. includinK all thi!l.gs reqllired....t2:::~';.:.h:tt 
meet wantl! which must be satisiied, while the latter consist ,"u!' be 

~ snt186ed. 
of things . that meet wants o! .I!J~~~..J!!.'gent character. But But U>~_ 
here again there is a troublesome ambiguity. When we say:::::'.:" 
that a want must be satisfied, what are the consequences 
which we have in view if it is not satisfied 1 Do they. 
and UDBUbsWltiaL But thia difficult.y exists in the nature of tbinga and cannot be 
completely evaded by any device of words. We can speak of an increase of Will 
men re1a.tive1y to abort. without deciding whether all those above be leet nine 
inches are to be classed aa taU, or only those above Bve feet ten. And we can 
lIPeak 01 the increase of productive labour at &.he expense of unproduct.ive witbou' 
fixing on any rigid, and therefore arbitrary line of division between them. U IUch 

an arLificialline is required. for aoy particular pwpoae, it. must. be drawn ezpliciLly 
for !.he occasion. But in fad luch occaaiona seldom or Dever occur, 

l AU tbe distinctions in 'WLich t.be word Producwve is w;ed are 'f'ery tbin and 
have It. C81't.aiD air of WlJ'eality. It would hardly be wortb while to introduce them 
DOW'; but. t.hey bave • long history; and it i8 probably beLter thai they Ihould 
dwindlu gradually out of use, rather than be luddenly discarded. 

The attempt to draw &. hard and faat. line ot distinct.iOD where &here ill DO 
reuJ. discuntinwty in noture has often daDe more mischief, but haa perhapl 
never led to more quaint results, tbllD. in lbe rigid definiwoDl which haft! been 
IOmetimN gi"fOn of thil tenn Produdive. Some of them. tor inar.anee lead &0 
\he conclusion that It. linget in an opera is unproductive, that. the printer 01 lIle 
tickeLl of admiS8ioD to 'he opera ill productive; while \he uaher who moWl 
people La t.beir placet ie unprotluctJve, unlf!$l he happens to aeJl programmee, IUId 
!.ben he i8 productive. Senior points out Lbat "a cook ia Dot laid La .aU roast. 
meat. but. t.o uu, it.j but. he •• aid t.o makll a pudding •••• A lallor is said to make 
cloth into .. mat, • dyer is not ,aid to mah undyed cloth into dyed clot.b. The 
change produced by the dyer i. perbapa: 'treater than t.bat produced by the boilor. 
but. t.b.e cloth in pauinR tbrou~b '-be kilo!". handa cbtulgll8 iLl name; in poaaing 
through the dyer'. ,. dOl'll nolo: U1e dyer hu D0' produced. '"'" fIG,." 001' 

OOIlIOI.iueDtly .. II.., &Ai..,." Pol. &:.. pp. 61. 2. 
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II, m, B. include death' Or do they extend only to the loss of 
strength and vigoux! In other words, are necessaries the 
things which are necessary for life, or those which are 
necessary for efficiency! 

N ..... 
ItJriu for 
emf.eD.ce 
and for 
efticieo.cy. 

The term Ne.c:eaaaries, like the term Productive, has been 
used i!iptically, the subject to which it refers being left to 
be supplied by the reader; and since the implied subject has 
varied, the reader has often supplied one which the writer 
did not intend, and thus misunderstood his drift. In this, 
as in the preceding case, the chief source of confusion can be 
removed by supplying explicitly in every critical place that 
which the reader is intended to understal)d. 

The older use of' the term Necessaries was limited to' 
those things which were sufficient to enable the labourers, 
taken one with another, to support themselves and their 
families. Adam Smith and the more careful of his followers 
observed indeed variations in the standard of comfort and 
.. decency": and they recognized that diffJ'rences of climate 
and differences of custom make things necessary in some 
cases, which are superHuous in othersl • But Adam Smith was 
.infIuenced by reasonings of the Physiocrata: they were based 
on the condition of the French people in the eighteenth century, 
most of whom had no notion of any necessaries beyond those 
which were required for mere existence. In happier times, 
however, a more careful analysis has made it evident that there 
is for each rank of industry, at any time and place, a more or 
less clearly defined income which is necessary for merely 
sustaining its members; while there is another and larger 
income which is necessary for keeping it in full efficiencyl. 

I Compare Carve-f, Principlu 0/ PolWol ECMIlHft,. p. 474; which called my 
- attention ~ Adam Smi\h'. obaervauon that C'U8tomaq decenclea are in eft'ect; 

neceasariN. . 
• Thua in "he South of England pOpulSt.iOD baa increa.'Ied during the tut hundred 

years ., • fair rat.e, allowance being made for migration. Bu' Lbe efficiency of 
labour, which in 8llrli8l' times wall 81 higb 81 lhat in t.be North of Englund. bas 
IUIlk relatively $0 lobe North; 10 t.lJat Lbe low·waged 1u.bour 01 Lbe Soutb is ol&en 
de:Lrer than the more highly-paid labour of the North. W. cannot lbus 1&., 
wbether the labourers in the South have been lupplied with necessaries, un1eu 
we know in which of t.b.eae two 86Q181 fobe word fa used. They bave bad. the bare 
noccssarifll for e.s.ist.eoC4J and tho increGle of nwnhtml. but appannUy &bey baft 
DOt. hOO t.be Decessarifll for effi.ciency. It. mual however be remembered that die 
.t.rongeet.labowera in t.he SouLh bave conat.aDtJy migra&ed to &be North; and tha, 
!be "''IIi.. 01 Ill ... 10 11.. Nor&b !.ave '- r.Joood b, &boll laraw atwe 01 



It may be true that the wages of any industrial oIass n, m, '

might have sufficed to maintain a higher efficiency, if they Accoun' 

had been spent with perfect wisdom. But every estimate of~.!. be .v 

necessaries must be relative to a given place and time; and of t.bdi~ti . con om 
unless there be a special interpretation clause to the contrary, :!,g'':'" 
it may be assumed that the wages will he spent with just and :;. 

tbat amount of wisdom, forethought, and unselfishuess, which ~=of 
prevails in fact among the industria! class under WscUB9ion. 
With this understanding we may say that the income of any: 
class in the ranks of industry is below its necess/Jry level, 'If« ... 
when any increase in their income would in the course of~· 
time produce a more than proportionate increase in their ! 
1!fficiency. Consumption may he economized by a change of
habits, but any stinting of necessaries is wasteful'. 

§ 4. Some detailed study of the necessaries for efficiency IIInsUa. 

of dillerent classes of workers will have to be made, when we ::::'ri'::;., 
come to inquire into tbe causes that determine the supply of l:.""~~ 
efficient labour. But it will serve to give some definiteness 
to our ideas, if we consider her«what are the necessaries for 
the efficiency of an ordinary agricultural or of an unskilled 
town labourer and his family, in England, in this generation. 
They may be said to consist of a we!l:.drained dwelling with 
several rooms, warm clothing, with some changes of under
clothing, pure water;-" plentiful supply of cereal food, with a 
moderate allowance of.mest and milk, and a little tea, etc., 
some education and some recreation, and lastly, sufficient 
freedom for his wife from other work to enable her to, 
perform properly her materna! and her household duties., 
If in any district unskilled labour is deprived of any of these 

economic freedom and of the hope of rising to • higher position. See Mackay 
ill Charily OI'fO'l~ Jfnllfe41, Feb. 1891. 

a U we CONitlered an individual of e:rceptionaJ abili~t!I we should haft &0 tab 
aecoun' or lhe fad tha~ there it DOt. likely t;o be t.he same cloae correspondence 
between the real vBlue of his work for t.he communit.y and t.be income which he 
eama by i" t.bat there ill in lhe cue of an ordinary member or any indust.rial class. 
And we Ihould bave &0 lay that. aU hie conmrnptiOD is at.rreLly produrtive e.nd 
necessary, eo long as by cut.t.ing off any part. of it. be would diminish his efficiellCJ' 
b, an amoun& "bat. iI 01 more real "alue to bim or the res' 01 &he world \ban be 
."ed from bil consumption. U a Newton or a Watt. could ban added. bwuiredt.h 
pan to hiI etnciency by doubling bit personal elpendiWfto, &be increaae in biB 
aonsumption would .ba.ve been t.ruly productive. As we shall .see later onl IUclI • 
ca. ill analogoul to additional culloiva~OD 01 rich land Ib.t bealS a bigb rent: .. 
ma, be proO"''' Iohough Ute ret.um &0 it. ill __ &ban ira proportJon to &be pmYIouI 
ouUay. 
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u, m, 4. things, its efficiency will auffer in the same way as that of a 
Th .... ia horse that is not properly tended, or a steam·engine that has := an inadequate supl'ly of coala.) All consumption up to this 
anyone limit is strictly productive consumption: any atinting of this con.WD. 
less th ... ia consumption is not economical, but wasteful. 
~=.!ry. In addition, perhaps, some consumption of alcohol nnd 
::=oriu. tobacco, and aome indulgence in fashionable dress are in 

many places so habitual, that they may be said to be 
conventionally flece"sary, since in order to obtain them the 
average man and woman will sacrifice 80me things which 
are necessary for efficiency. Their wages are therefore less 
tban are practically necessary for efficiency, unless they pro
vide not only for what is strictly necessary consumption, but 
include alao a certain amount of conventional necesSaries'. 

The oonsumption of conventional necessaries by produc
tive workers is commonly classed as productive consumption; 
but 8trictly speaking it ought not to be; and in critical 
passages a special interpretation clause should be added to 
say whether or not they are included. 

It should however be noticed that many things which 
are rightly described as superfluou8luxuries, do yet, to some 
extent, take the place of necessaries; and to that extent 
their consumption is productive when they are consumed 
by producersl • 

a Compare the diltinctJon be-tween "Pbyaical.aod PoUtJca1 NeceasariflllD iD 
James Steuart'.lfll[Kt'fl • .LD. 1767, II. :uI. 

• Thill • dish of green peu in March, coating perbapa ten .billifl{:.'l. II • 
1Up6r8UOUl luzury: but. ~t. U it .... holeeom. food, and does I.be wort perbapa of 
lhree pennywort.h of cabbage; or even, Iinee variet.y undoubtedly condu,*, to 
bealth, • liLtle mON thaQ ~a" So It. may be outered perblpl .. the value of 
tourpence under &he bead 01 n8C'MSllJ'ie.. and at. that. of Dine ahillinga aod 
eigh~peDce under that. of luperftuit.il'8 i and ita con..'illIflpwon may be regvded .. 
ar.rieLly productive to th. u:&eDt. of ooe-lortietb. In eXCflpt.ional C8If'8, U lor 
ioataooe wben the peal are giveu to an invalid, Ule "hole teo. abilJinp ma, be 
weD apent. and reproduc.8 their own valua. 

Por 6be .ake 01 giving definiteness to t.M ideu it ma, bft well to 'YentuN on 
eetima&el ot necessari8l, rougb and random .. ~e, must be. Perbapll U present 
priC81 'be .t.rid oecessari81 tor an average agricult.ural famity are covered b,. 
ftfteen or eighteen lhil1ingl a week, Ula conventional neceaariee hy aboul fi" 
.billinga more. Por 'be unakUled labourer In lb. loown 8 few .bmiDgI must be 
added. t.o lb. a,rid o908llJllli1'l& For the tlUllily 01 the akilled worbnaD liring 
iD • town we mar take &wenty-Ove or thirty lhiJlinga for Arid Deeeesari-. aDd 
ten tbiJliD~ for conventional DeceaariN. For a maD wboee brain by loo undergo 
great coD'iDUOua aUaiD &h. a&.ricll necqsari. lie perhape two hundred or two 
hUDdred aDd 81'7 poundl 8 ,... U be II • bachelor: but more &baD twice .. 
mucb U h. baa an expensive family ~ educat.o. Hil coovoo&.ional ~ 

. depeoul .. lb ••• Iure 01 Wo ..waa. 



CHAPTER IV. 

INCOME. CAPITAL. 

§ 11..111' a pmilltive community each family is nearly seH- II, rt', 1. I sufficing, and provides most of ita own food and clothing and [-com. in 

even household furniture. Only a very small part of the:::"1IIood 
income, or comings in, of the fami! y is in the form of 

, money} when one thinks of their income at all, one reckons 
in the benefits which they get from their cooking utensils, 
just as much as those which they get from their plough: 
one dram no distinction between their capital and the rest 
of their accumnlated stock, to which the cooking ·utensils 
aud the plough alike belong1• 

I But with the growth of a money economy there has been eo ...... 
a strong tendency to confine the notion of income to tltose?= 
incomings which are in the form of moneY;)incluamg ......... 
~"payments in kind" (such as the free use of a liouse, free -./ 
coals, gas, water), which are given as part of an employee'. 
remuneration, and in lieu of money payments. ~,..-----= 

In harmony with this meaning of Income, the language ... baTe 

of the market-place commonly regards a man's capital::'~ 
as that part of his wealth which he devotes to acquiring 
an incoDie in the form of. moneYi or, more generally, to 
acquisition (Enoerbung) by means 'of trade. It may b. 
convenient sometim .. to apeak of this as hiS '!,atk .capital; 

1 Thb and IImflar facts have led lOme people &0 tuppOM Dot only &hal lOme 
partI of lb. modem Ulfllysil of diat.ribution IUIId uchange are inllpplieable &0 • 
priml&J. •• community; which iI true; bul; also thR' then are no iroport.aol parta 
of 1& \bal; an applil'ablej WblCb t. Dol; lrue. This it. Itriting inltance of the 
dange.n &ba' arise from allowing ourselvl!8 to become the I6rnntl of ~ 
.... oiding t.be hard work $hal iI.required tOl diIool'ering unitT of IUbet.aDce UDder
IJioI nne', of fOlllL 



72 

D,n',1. 

.
Ito 
men ..... 
8pieUOUl 
elementa.j 

J 

INCOME. CAPITAL 

which may be defined to consist of those external goods 
which a person uses in his trade, either holding them to be 
sold for money or applying them to produce things that are 
to be Bold for money. Among its conspicuous elements are 
such things as the factory and the business plant of a manu
facturer; that is, his machinery, his raw material, any food, 
clothing, and house-room that he may hold for the use of his 
employees, and the goodwill of his business. 

To the things in his possession must be added those to 
which he haa a right and from which he is drawing income: 
including loans which he has made on mortgage or in other 
ways, and all the command over capital which he may hold 
under the complex forms- of the modern "money market." 
On the other hand debts owed by him must be deducted 
from his capital. 

This definition of capital from the individual or business 
point of view is firmly established in ordinary usage; and it 
will be assumed throughout'the present treatise whenever. 
we are discussing problema relating to business in general, 
ancj. in particular to the supply of any particular group of 
commodities for sale in open market. Income and capital 
will be discussed from the point of view of privati> business 
in the first half of the cliapfer; and afterwards the social 
point of view will be considered.-

§ 2. If a person is engaged in business, he is sure to , 
have to incur certain outgoings for raw material, the hire of -
labour, etc. And, in that case, his true or net i_ is found i 

by deducting from his gross income "the outgoings that: 
belong to its production'." 

Anything which a person doel for which he is paid 
directly or indirectly in money, swells his nominal income; 
while no services that he performs for himself are commonly 
reckoned as adding to his nominal income. But, though it is 
beat generally to neglect them when they are trivial, account 
should for consistency be taken of them, when they are of a 
kind which people commonly pay for having done for them. 
Thus a woman who makes her own clothes or a man who 
digs in ~s own garden or repairs his own house, is earning 

I See. repon of • CommiUee oflhe BrI\IIb Aaoef.U.OD, 1878, on UlIII Income TaL 

• 
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income; just as would the dressmaker, gardener or carpenter n, to, 2. 

who might be hired to do the work. 
In this connection we may introduce a term of which we P.... • 

sho.Il have to make frequent use hereafter. The need for it ~~.%. 
arises from the fact that every occupation involves other :!:::.:: 
disadvantages besides the fatigue of the work required in it, 
and every occupation. offers 9ther advantages besides the v 
receipt of money wages. The lrue reward which an occupa-
tion offe .. to labour has to be calculated by deducting the 
money value of all its disadvantage. from that of all its 
advantages; and we may describe this true reward as the 
net aavamages of the occupation. . 

~he payment made by a boriow~Li9r t~! 1l • .<!..!'i.. ... Joan l"'''':l of 

for, say, a year is expressed as the ratio which that payment cap. 

bea .. to the Joan, and ~~d '~er .. t.... And this term is'-
also used more broadly to represent the money equivalent of 
the whole income which is derived from capital. It is com-
monly expressed as a certain percentage on the "capital" 
sum of the loan. Whenever this is done the capital must not 
be regarded as a stock of things in general. It must be 
regarded as a stock of one particular thing, money, which 
is taken to represent them. Thus £100 may be lent at 
four per cent., that is for an interest of £4 yearly. And, 
if a man employs in business. a capital stock of goods of 
various kinds which are estimated as worth £10,000 in all; 
then £400 a year may be said to represent interest at the rate 
of four per cent. on that capital, on the suppo.ition that 
the aggregate money value of the things which constitute 
it has remained unchauged. He would not, howeve~~l
willing to continue the business unless he expected his 
net gains from it to exceed mterest on his capjt,a] at the ProftU. 

CJw"at ~. These gains are called profits. 
The command over goods to a given money value, which Fr ..... 

can be a pplicd to any purpose, i. often described as .. free" or ~~i:f. 
"floating" capital'. 

I Professor Clark h .. made the suggestion to distinguish hetwem Pure Ca,pifal 
aDd C.piUJl GXJb: I.be fomler ia Lo correspond to a wat.erfllll which remaiDl 
ltalion..,.; wbile Capital Goods are lobe porLicular tbin21 which enter and leaye 
lobe buainesa, u parLicular drops pus t.hrougb lobe wnt.edalL a. would of COUIR 

, ooooect. interMt with pW1l capital, Dot with capit.al gouda. 
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II, P, L When a man is engaged in business, his profits for the 
- year are the excess of his receipts from his business during! 

Eam..,. the year over his outlay for his business. The difference 
t:;t""".. between the value of his stock of plant, material, etc. at the 

end and at the beginning of the year is taken as part of his 
receipts or as part of his outlay, according as there has been 
an increase or decrease of value. What remains of his j 
profits after deducting inter';" on his capital at the current 
rate' (allowing, where necessary, for insurance) is generally 
called his tt1[!!i1l!J8 of u1ldertaki1!9 or mqmagtmellt. The 
ratio in which hiS profits for the year stand to his capital is' 
spoken of as his rat. of profits. But this phrase, like the 
corresponding phrase with regard to interest, assumes that 
the money value of the things which constitute his capital 
has been estimated: and such an estimate is often found to 

Rmt.and 
Quari-...... 

involve great diJliculties. 
When auy particular -tl!!ng, as a house, a piano, or a} 

sewing machine is lent out, the payment for it is often called 
Rent. And economists may follow this practice without incon
venience when they are regarding the income from the point 
of view of the individual trader. But, as will be argued 
preseutly, the balance of advantage seems to lie in favour of 
reserving the term Rent for the income derived from the 
free gifts of nature, whenever the discussion of business 
affairs passes from the point of view of the individual to that 
of society at large. And for that reason, the term Quas1-
rent will be used in the present volume for the iiiCOine 
derived from machines and...other-,a.pp1iances for ptiiiiiiCiJoa
mao by IDan. That is to say, any particular machine may 
yield an income which is of the nature of a rent, and which is 
sometimes called a Rent; though on the whole, there seems 
to be some advantage in calling it a Quasi-rent. But we 
cannot properly speak of the interest yielded by a machine. 
If we use the term "interest" at all, it must be in relation 
not to the machine itself, but to its money value. For 
instance if the work done by a machine which cost £100 is 
worth £4 a year net, that machine is yielding a quasi-rent 
of £4 which is equivalent to interest at four per cent. on its 
original cost: but if the maohine is worth only £80 now, it 
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iB yielding five per cent. on its present vaIue. This however U, rr, S. 
raises BOrne difficult questions of principle, which will be -
discussed in Book V. 

§ 3. Next to consider some details relating to capi~. 
It has been classed as Con~io~l!itsl, and Auxiliary~ .• 
InstrDJlleDt~~!&I: and th~ clear distinction ~n 
be drawn between the two classes, it may sometimes be - . ' 

convenient to use the term;' with the understanding. that 
they are va[Ue. Where definiteness iB necessary, the terms 
should be avoided; and explicit enumerations should be 
given. The general notion of the distinction which the 
terms are designed to suggest, can be gathered from the 
following approximate definitions. . 

I 
Oonsumption capital consists of gogda.uuionn.to satisfy 0 ..... 

wlHLtL-directly; that iB, goods which afford' a direct SUS"':;::r.::. ... 
tenance to the workers, such as food, clothes, hQuse:r~o!JlLetc. 

Auxiliary, or inat1)lme?)ttil .. J}apital is so called because it :::!:::; 
consists of all the ..&>QQ§_that...aid. labour in productioll ... mtal 

Under thiB head come !9.W.s, m~ines, fa£!gJies, railways,"piIGI. 
dock., ships, etc.; and raw materials of all kinds. 

But of course a man'. clothes assist him in his work and 
are instrumental in keeping him 'warm; and he derives a 
direct benefit from the shelter of his factory as he does from 
the shelter of his house l • 

We may follow Mill in distingnishing circulating.capital a ....... 

I 
"whicl!.Ju!fil-"..the. whole of its olIic.e in.J;pe...productionin;::7 and 

whicILiJ;_ia.engaged, by a single use," from kcit r;a;pjlaJ. <4pi1G1. 

"which exists in a.ill~able.sh!lpe and the return to which is 
sprcad over a period 'of corresponding duration .... 

§ 4. The customary point of view of the business man Tnnam." 

is that which is most convenient for the economist to adopt ~!r 
when discussing the production of goods for a market, and ~~~'.:;I 
the causes which govern their exchange value. But there is in ...... 

a broader point of view which the business man, no less than 
, Soe above II. m. 1. 
I Adam Smith', distincUon be~W8en 8sed 'and circulating capital t.urned on 

t.he question whet.her tJ18 g:JOdl "yield 8 profit. wit.hollt. changing maaters" or no," 
Ricardo made it. turD 00 "hether Uley are "of slow l'oDiumption or requint to be 
frequf'nLly reproduced I'; but be truly remn.rU tbut ~ is "8 dtvision not. essential, 
IUld in which t.be line of demarcation ('annot be accurately dlawu." Mill's modift. 
cation Ie SUleralll ~pt.et.l b, modem fICOliomUCl. 
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II,'.," the economist, must adopt when he studies the causes which 
govern the material wellbeing of the community as a whole. 
Ordinary conversation may pass from one point of view to 
another without any formal note of the change: for if 
a-_ misunderstanding arises it soon becomes manifest; and 
confusion is cut short by a question or by a volunteered 
explanation. But the economist may take no risks of that 
sort:, he must make prominent any change in his pomt of 
view or in his uses of terms. His path might have seemed 
smoother for the time, if he had passed silently from one use 
to another: but in the long run better progress is made by 
a clear indication of the meaning attached to each term in 
every doubtful easel. 

Let us then during the remainder of this chapter de
liberately adopt the social, in contrast with the individual 
point of view: let us look at the production of the community 
as a whole, and at its total net income available for all 
purposes. That is, let us revert nearly to the point of view 
of a primitive people, who are chiefly concerned with the 
production of desirable things, and with their direct use~; 
and who are little concerned with exchange and marketing. 

~P .. ,tI. From this point of vre;. income is regarded as including 
u..:.::::.:r all the benefits which mankind derive at any time from their 
;o":P:'';V' efforts, in the present and in the past, to turn nature's re
~=.\ sources to their best account. The pleasure derived from the 
Ioo~' beauties of the rainbow, or the sweet taste of the fresh marn-
a ""'~ ing air, _ are left out of the reckoning, not because they are 

unimportant, nor because the estimate would in any way 
be vitiated by including them; but solely because reckoning 
them in would serve no good purpose, while it would add 
greatly to the length of our sentences and the prolixity of 
our discussions. For a similar reason it is not worth while to 
take separate account of the simple services which nearly 
every one renders to himself, such as putting on his clothes; 
though there are a few persons who choose to pay others to do 
such things for them. Their exclusion ibolves no principle; 
and time spent by some controversial writers on discussing it 
has been wasted. It simply follows the maxim De minimis 

I Compare aboTe II. I. 8. 
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non cural lez. A driver who. not noticing a pool in his way. n ...... 4-
splashes a passer by is not held to have done him legal injury; 
though there is no distinction in principle between his act 
and that of another. who by a similar lack of attention, did 
serious harm to someone else. 

A man's present labour yields him income directly, when 
devoted to his own use; and he looks to be paid for it in 
some form or another if he devotes it as a matter of business 
to the service of others. Similarly any useful thing which 

. he has made or acquired in the past, or which has been handed 
down to him, under the existing institutions of property, by 

. others who have so made or acquired it, is generally a source 
of material benefit to him directly or indirectly. If he 
applies it in business, this income generally appears in the 
form of money. But a broader use of this term is occasion
ally needed, which embraces the whole income of benefits 
of every sort which a person derives from the ownership 
of property however applied: it includes for instance the 
benefits which he gets from the use of his own piano, 
equally with those which a piano dealer would win by letting 
out a piano on hire. The language of common life while 
averse to so broad a use of the ~ Income as this even 
when discussing social problems, yet habitually includes a 
certain number of forms of income, other than money income. 

The Income Tax Commissioners count a dwelling-house 
inhabited by its owner as a source of taxable income, though 
it yields its income of comfort directly. They do this, not 
on any abstract principle; but partly because of the practical 
importance of house-room, partly because the ownership of a 
house is commonly treated in a business faahion, and partly 
because the real income accruing from it can easily be 
separated oft and estimated. They do not claim to establish 
any absoluta distinction in kind between the things which 
their rule includes, and those which it excludes. 

J evons, regarding the problem from a purely mathematical 
point of view, was "justified in classing all commodities h. 
the hands of consumers as capital. But some writers, while 
developing this suggestion with great ingenuity. have treated 
it as a great principle; and that appears to b. an error in 
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n, IT, 6. judgment. A true sense of proportion requires us not to 
burden our work with the inceBBant enumeration of details 
of secondary importance, of which no account is taken in 
customary discourse, and which cannot even be described 
without offending against popular conventions. 

The ....... § 5. This brings us to consider the use of the term 
1a,lono! 'aZfr h . f' f' ... h '-' moome aDd tapa om t e pOint 0 Vlew 0 mqwnes mto t e maten ... 
capl\al, I wellbeing of society as a whole. Adam Smith said that 

a person's capital is thai. part of his stock from which M 
t:lJpects 10 mve an '1IC01IIe. And almost every use of the 
term capital, which is known to history, has corresponded' 
more or leas closely to a parallel use of the term Income:. 
in almost every use, capital has been that part of a man'. 
stock from which he expects to derive an income. 

By far the most important use of the term Capital in. 
J general, '.e. from the social point of view, is·in the inquiry 

how the three agents of production, land (that is, natural 
agents), labour and capital, contribute to producing the 
national income (or the national dividend, as it will be called 
later on); and how that income is distributed among the 
three agents. And this is an additional reason for making 
the terms Capital and I'!come correlative from the social, 
as we did from the individual point of view. 

Meaning Accordingly it is proposed in this treatise to connt as 
in&.b.ie 
.... '100 01 part of capital from the social point of view all things other _ 
ll'ol-':unna than land, which yield income that is generally reckoned as 
l'::.m ~ such in common discourse; together with similar things in 
,oelal poml public ownership, such as government factories: the term 
01 now. Land being taken to include all free gifts of nature, such as 

mines, fisheries, etc., which yield income. 
Thus it will include all things held for trade purposes, 

whether machinery, raw material or finished goods; theatres 
and hotels; home farms and houses: but not furniture or 
clothes owned by those who use them. For the former are 
and the latter are not commonly regarded as yielding income 
by the world at large, as is shown br the practice of the 
income tax commissioners.. 

This usage of the term is in harmony with the common 
practice of economists of treatin,r IOcial problema in broad 
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outline to etert with, and reserving minor details for later U. n, II. 
consideration: it is in harmony also with their common 
practice of taking Labouz to include those activities, and 

../ those only, which are regarded as the souzce of income in this 
broader use of the term. Labouz together with capital and 
land thus defined are the souzces of all that income of which 
account is commonly taken in reckoning up the National 
Income1• 

§ 6. Social income may be estintated by adding together Elem~\s 
h . f h . di ·d -'-. th . t· ti 0/ IOClal t e mcomes 0 t e In VI UlUB m e BOCle y m ques on, income 

whether it be a nation or any other group of persons.l!'=. 
We must however not count the same thing twice. If 01 being' 
• count.ed 
we have counted a carpet at its full value, we have already :t::' , 
counted the values of the yarn and the labouz that were used ami:.::! 
in making it; and these must not be :counted again. And 
fuzther, if the carpet was made of wool that was in stock 
at the beginning of the year, the value of that wool must 
be deducted from the value of the carpet before the net 
income of the year is reached; while similar deduction must 
be made for the wear and tear of machinery and other plant 
used in making it. This is required by the general rule, 
with which we started, that true or net income is found by 
deducting from gross income the outgoings that belong to 
its production. _ / 

But if the carpet is cleaned by domestic se,:vants or at V' 
steam scouzing works. the value of the labouz spent in clean-
ing it must be counted in separately; for otherwise the 

. results of this labouz would be altogether omitted from 
the inventory of those newly-produced commodities and 
conveniences which constitute the real income of the 
country. The work of domestic servants is always classed as ..... 
"labouz" in the technical Bense; and since it can be assessed 
en bloc at the value of their remuneration in money and in kind 
without being enumerated in detail. its inclnsion raises no great 

• JUit &I lor pract.ica1 purpotel it, iI be~ter Qat to encumber ourselves with 
lpecifying the "income" of benefit which a man deli .... from &he labour of 
bruabing hiI bat in t.he morning; 80 " 11 het.f.er to ignore the element of capital 
Yelled. in lUI bruab.. Bu' DO Ineb COD.Iideration ariafIII in .. merely abit.ract 
diacuu.ion: and therefore t.he logical limplicity of Jevonal dJct.um that com .. 
modiq lD. the band. of CODIUIDerI are capital hal lOme adV8Iltape and DO 
d.iaad.VID.t.aau fOl mlLbem.atJca1 nl'liODI of eecm.omic dock-inN. 
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II ..... T. statistical difficulty. There is however some inconsistency in 
omitting the heavy domestic work which is done by women and 
other members of the household. where no servants are kept. 

Again, suppose a landowner with an annnal income of 
£10,000 hires a private secretary at a salary of £500, who 
hires a servant at wages of £50. It may seem that if the 
incomes of all these three persons are counted in as part of 
the net income of the country, some of it will be counted 
twice over, and some three times. But this is not the case. 
The landlord transfers to his secretary, in return for his 
assistance, part of the purchasing power derived from the 
produce of land; and the secretary again transfers part at 
this to his servant in return for his assistance. The farm 
produce the value of which goes as rent to the landlord, the 
assistance which the landlord derives from the work of the 
secretary, and that which the secretary derives from the work 
of the servant are independent parts of the real net income 
of the country; and tllerefore the £10,000 and the £500 and 
the £50 which are their money measures, must all be counted 
in :when we are estimating the income of the country .. But 
if the landlord makes an allowance of £500 a year to his son, 
that must not be counted as an independent income; because 
no services are rendered for it. And it would not be assessed 
to the Income tax. 

As the net paymenta on account of interest etc. due to 
an individual-net, i.e. after deducting those due from him 
to others-are part of his income, so the money and other 
things received net by a nation from other countries are part 
·of its income. 

1 NaUonol § 7. The money income, or inllow, of wealth aives a 
incomeil 0-

• be,ter measure of a nation's prosperity, which, untrustworthy as it 
:::-;:n":.. is, is yet in some respecta better than that &fiorded by the 
=:i~y money value of its stock of wealth. 

:?~01 / giv:;e::~e:e:~~ ~~y ~~ c;:::~:~ u;,: !~:n: 
V wealth consists of the means of production, which are of 

service to the nation only in so far as they contribute to pro
ducing commodities ready for consumption. And further. 
though this is a minor point, consumable commodities, being 
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more portable, have more nearly uniform prices all the world II, 'v, 8. 

over than the things used in producing them: the prices of 
an acre of good land in Manitoba and Kent differ more than 
those of a bushel of wheat in the two places. 

But if we look chiefly at the incom. of a country we must \/ 
allow for the depreciation of the source. from which it is 
d.riv.d. More must be deducted from the income derived 
from a house if it ia made of wood, than if it ia made of 
ston.; a stone house counts for more towards the real rich
ness of a country than a wooden house which gives equally 
good accommodation. Again, a mine may yield for a time a 
large income, but be exhausted in a few years: in that case, 
it muat be counted as eqnivalent to a field, or a fishery, 
which yields a much .maller annual income, but will yield 
that income permanently. 

§ 8. In purely abstract, and especially in mathematical, ~ro","* \ 

reaaoning the terms Capital and Wealth are used as :='''d''' 
synonymous almost perforce, except that "land" proper ~=u'1"'" 
may for some purposes be omitted from Capital. But there :;o.::!:~th'" 
ia a clear tradition that we should speak of Capital when lor eattal 

considering things as agents of production; and· that we :;p\yr 
should speak of Wealth when considering them as results 01... , 

of production, as subjects of consumption and as yielding 
pleaaurea of possession. Thu the chief @maud fo:r.. capital 
aris.s .from. its_produ~ti'l[.ell,.s8Lfr9m .the •• ry! ..... ",lti~h it 
rend ... , for instance, in enabling wool to be spun and woven 
moree...uy than by the unaided hand, or in causing water 
to flow freely wherever it is wanted instead of being carried 
laboriously in pails; (though there are oth.r us.s of capital, 
as for instance when it is lent to a spendthrift, whic!). cannot 
easily be brought under this head). On the other hand the 
/lUpply of capital ia controll.d by the fact that, in order to 
accumulate it, men must act prospectively: th.y must" wait" 
and "save," they mut sacrifice the present to the future. 

At the beginning of this Book it was argued that the 
economiat must forego the aid of a complete set of technical 
terms. He mut make the terms in common use serve hi. 
purpose in the e:lp~ession of preciae thought, by the aid of 
qualifying adjectives or other indications in the context. 1£ 
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11, rr, 8. he arbitrarily ,,"signs a rigid exact use to a word which haa 
several more or less vague usee in the market place, he 
confuses business men, and he is in some danger, of com
mitting himself to untenable positions. The selection of 
a normal use for snch terms as Income and Capital muat 
therefore be tested by actually working with it'. 

a A. .bon lorecan of .orne 01 this work may be giVfJD here. It; will be IeeD . 

how Capit.al neect. to be considered in regard bolA to the embodied aggregate of Mle 
bend" derivable from it. 11M, atuI to lite embodied aggregate ot the coa&l of the 
eflorts and of the .. viog needed for ita production: and it will be mown bow these 
two aggrega&el &end to balance. TbUl in V IY •• which may be taken 88 in lOIDe 
IeDIe .. eontiuuat.i.oD of lhe prest>nt. chapter. they will be seeD balancing directly 
in the forecaatl of an individual Robinson Cru.ae; and-for the greater pan ., 
___ in tellDl of money in &he foreca.n. of • modem businea man. Io ei&ber 
case both aides of t.be aceount; must. be referred to the same date of lime; tbose 
thai come alaer &hat. date being udiacounted" bact to it; and &hoae Ul .. t. come 
before being "aceum.ulated .. up to it. 

A. aimtlar balancing in regard to tbe benefitl and &he MIla of capital a' large 
will be found to be .. chief cornU' 8&ene of IIOciaI eeonomy: alLhougb g is true 
that in eonsequence 01 I.he uuequal distribution of wealth, aecountl cannot be . 
moo. up from lb.e IOcial roin' of 'lie" witb that. cleamell of ouiline tha' ill aUain
able in t.he cue of lIB indiridual. whether a Robinson Crusoe, or a modem b~ 
man. 

In every pan of OW' discussion 01 the C8USE11 Umt. govern t.be aceumulation and 
the application 01 productive resources, it wiD appear thu Ulele ill no universal rule 
tha' the WJe of roundabout methods of produclion is more et6cient ~ direc& 
methodli 'hat ~ere are JOme conditioDi under which the investment. 01 don 
in obaining machinery and in making coetly provision against. fukue wan. iI 
economical in the long run, and ot.hen in which It. iI DO': and lb., capial is 
accumulated in proportJ.on to the proepec&.ivene of man on the one band, and 
on the other to t.be abeorpf.ioD of capiWl by thOle roundabou' methods, wbicb. 
are aufticieotJy productive &0 ftIDlUDer8M1 ~eir adoption. See eepecially IV. m. 8; 
V. 11'.; VL L 8i and VL no L 

The broader forces, fob., govern the production of espial in general and ita cou-. 
tribuf.ion to the naf.ional income, are discussed in IV. m. a.-.n.: the impedec' 
adjustment. 01 \he money measut9!!J of bane6ta ond coats to their real volume are 
diacuued chie.8y in In. m.-l'.; IV. 1'lL; and VL m.-vm.; the reeult.ing share in 
the t.otal produd 01 labour and capiYl, aided by Dat.ural ftIIOu.n:e.. which IOlII 
.., C8pit.a~ ia discussed ebie8y in VL L Do n.-nn. .n. xu. 

Some of t.he chief incidents In tbe hiatory of the de6ni1iioDa 01 c..piW &Ie 
• .,.. in Appendix E. 



BOOK III. 

ON WANTS AND THEIR SATISFACTION. 

CHAPTER L 

INTRODUCTORY. 

§ 1. THII older definitions of economics described it as m." 1. 

the science which i. concerned with the production, the Th.

distribution, the exchang., and the consumption of w.alth. ::~~~bt,~ 
Later exp.rience has shown that the problems of distribution ~:k.1 
and .xchang. are 80 closely connected, that it is doubtful • .,.do 
wheth.r anything is to b. gained by the attempt to keep :::m~~de> 
th.m separat.. There is how.ver. a good deal of g.neral ~ol:::' .. 
reasoning WIth regard to the relation of demand and 8upply 

. which is required as .. basis for the practical problema of 
valu., and which acts as an und.r1ying backbone, giving unity 
and consistency to the main body of .conomic reasoning. 
Its very breadth and gen.rality mark it off from the more 
concrete probl.m. of distribution and exchange to which it 
is subaervient; and th.refor. it i. put together in Book V. 
on "Th. Gen.ral Th.ory of D.mand and Supply" which 
prepares the way for" Distribution and Exchang., or Valu .... 

But first comes the present Book III., a study of Wants 
and th.ir satisfaction, i.e. of demand and cousumption: and 
then Book IV., a 8tudy of the agents of production, that is, 
the agents by whose mean8 wants are satisfied, including 
man himself; the chi.f agent and the sole &in), of production. 
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Book IV. corresponds in general character to that discussion 
of production to which a large place has been given in nearly 
all English treatises on general economics during the last 
two generatione; although Its relation to the problema of 
demand and supply has not been made sufficiently clear. 

§ 2. Until recently the subject of demand or coneump
tion has be~n somewhat neglected. For important as is the 
inquiry how to turn our resources to the best account, it 
is not one whicb lends itseU, 80 far as the expenditure of 
private individuals is concerned, to the methods of economics. 
The common senee of a person woo has baa a large experience 
of life will give him more guidance in such a matter than he 
can gain from subtle economic analyses; and until recently 
economists said little on the subject, because they really had 
not much to say thJ't was not the common property of all 
sensible people. But recently several causes have combined 
to gi ve the subj ect a greater prominence in economic dis
cussions. 

<. The first of these is the growing belief that harm was 
done by Ricardo's habit of laying disproportionate stress on 
the side of cost· of production, when analysing the causes that 
determine exchange value.) For although he and his chief 
followers were aware that the conditione of demand played as 
important a part as those of supply in determining value, yet 
they did not express th~ meaning with sufficient clearn .... 
and they have been misunderstood by all but the most 
careful readers. 

Th ...... d l Secondly, the growth of exact habits of thought in 
....... economics is making people more careful to state distinctly 

the premises on which they reason. This increased care is 
partly due to the application by 80me writers of mathe
matical language and mathematical habits of thought.) It 
is indeed doubtful whether much has been gained by the 
use of complex mathematical formulill. But the application 
of mathematical habits of thought has been of great service; 
for it has led people to refuse to cOnelder a problem until they 
are quite sure what the problem is: and to insist on knowing 
w hat is, and what is not intended to be assumed before 
proceeding further. 
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This has in its tum compelled a more careful analysis of Ill, ',lI. 
all the leading conceptions of economics, and especially of 
demand; for the mere attempt to state clearly how the 
demand for a thing is to be measured opens up new aspects 
of the main problems of economics. And though the theory 
of demand Is yet in its infancy, we can already see that it 
may be possible to collect and arrange stati~tics of con
sumption in such a way as to throw light on difficult questions 
of great importance to public wellbeing. 

(Lastly, the spirit of the age induces a closer attention Thelbird 

to the question whether 0Ill increasing wcalth may not be ...... 
made to go further than it does in promoting the general 
wellbeing; and this again compels us to examine how far 
the exchange value of any element of wealth, whether in 
collective or individual use, represents accurately the addition 
which it makes to happiness and wellbeing.) 

" 

We will begin this Book with a short study of the variety W.wiI1 

of human wants, considered in their relation to human efforts ~::'~d~~~ 
and activities. For the progressive nature of man is one :i::~lf.o 
whole. It is only temporarily and provisionally that we can efto"'. 
with profit isolate for study the economic side of rus life; 
and we ought to be careful to take together in one view the 
whole of that side. There is a special need to insist on this 
Just now, because the reaction against the comparative 
neglect of the study of wants by ~icardo and his followers 
shows signs of being carried to the opposite extreme. It is 

: important still to assert the great truth on which they dwelt 
somewhat too exclusively; viz. that while wants are the 
rulers of life among the lower animals, it is to changes in 
the forms of efforts.8nd activities that we must turn when in 
search for the keynotes of the history of mankind. 
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CHAPTER II. 

WANTS IN RELATION TO ACTIVITIES. 

§ 1.(HUMAN wants and desires are countless in number 
and very various in kind: but they are generally limited and 
capable of being s.,tisfied.)The uncivilized man indeed hIlS 
not many more than the bmte animal; but every step in his 
progreBB upwards increases the variety of his needs together 
with the variety in his methods of satisfying themL He 
desires not merely larg~antities of the things he hIlS been 
accustomed to consume, but bett~qualities of those things; 
he desires a greater choice of things, and thingathat will 
8Iltisfy new wants growing up in him.) 

but civlll· Thus though the brute and the savage alike have their 
za.tion 
brin.,. preferences for choice morsels, neither of them cares much 
re!~~t'~r for variety for ita own sake. . As, however, man rises in 
l':~~ for civilization, as his mind becomes developed, and even his 
lak.. animal passions begin to _oeiate themselves with mental 

activities, his wants become rapidly more subtle and more 
various; and in the minor details of life he begins to desire 
change for the sake of changc, long before he hIlS consciously 
escaped from the yoke of custom. The first great step in 
this direction comes with the art of making a fire: gradually 
he gets to accustom himself to many different kinds of food 
and drink cooked in many different way.; and before long 
monotony begins to become irksome to him, and he lind. it 
a great hardship when accident compels him to live for a 
long time u:01usively on one or two kinds of food. 



THB DESIRE FOB DISTINCTION 87 

All a man's riches increase, his food and drink become m, U, I. 

more various and costly; but his appetite is limited by M ... -;;- yo' 

.fature, and when his expenditure on food is extravagant it ioifu!'l 
IS more often to gratify the deairea of hospitality and display io limited, 

than to indulge his own Benses. 
This brings us to remark with Senior that .. Strong as is bu~ ~o' bio 

the desire for variety, it is weak compared with the desire :;::~fO' 
for distin«tion: a feeling which if we consider its universality, !.iOD,!.
and its constsncy, that it affects all men and at all times, 
that it comes with us from the cradle and never leaves us 
till we go into the grave, may be pronounced to be the most 
powerful of hUman passions." This great half·truth is w.ell 
illustrated by a comparison of the desire for choice and 
various food with that for choice and various dress. 

§ 2. That need for dress which is the result of natural which io 

causes varies with the climate and the season of year, and a :.C:::: 01 

Ii I . h h t f ' . B' d \b.d .. ire tt e WIt t e na ure 0 a person B occupations. ut m ress for coolly 

conventional wants overshadow those which are natural. dreu. 

Thus in many of the earlier stages of civilization the 
sumptuary mandates of Law and Custom have rigidly 
prescribed to the members of each casts or industrial grade, 
the style and the standard of expense up to which their dress 
must reach and beyond which they may not go; and part of 
the substance of these mandates remains now, though subject 
to rapid change. In Scotland, for instance, in Adam Smith's 
time many persons were allowed by custom to go abroad 
without'shoes and stockings who may not do so now; and 
many may still do it in Scotland who might not in England. , 
Again, in England now a well·to-do labourer is expected to 
appear on Sunday in a black coat and, in some places, in a 
silk hat; though these would have subjected him to ridicule 
hut a short' time ago. There is a constant increase both in 
that variety and expensiveness which custom requires as 
a minimum, and in that which it tolerates as a maximum; 
and the ellorts to obtain distinction by dress are ex
tending themselves throughout the lower grades of English 
society. 

But in the upper grade., though the dress of women is 
still various and costly, that of men is simple and inexpenaiv. 

, , 
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lIT. n. 8. 4. as compared with what it was in Europe not long ago, and 
- is to-day in the East. For those men who are most truly 

distinguished on their own account. have a natural dislike 
to seem to claim attention by tneir dress; and they have 
set the fashion'. 

HOUBO ...... 

Wants 
resulting 
from 
acLi,.itiea. 

§ 3. House room satisfies the imperative need for shelter 
from the weather: but that need plays very little part in the 
effective demand for house room. For though B. small but 
well-built cabin gives excellent shelter. its stifling atmosphere, 
its necessary uncleanliness, and its want of the decencies and 
the quiet of life are great eviIs. It is not so much that they 
cause physical discomfort as that they tend to stunt the 
faculties, and limit people's higher activities. With every} 
in<:rease in these activitiee the demand for larger houlle room\ 
becomes more urgent-. . 

And therefore relatively large and well-appointed house 
room is. even in the lowest social ranks. at once a "necessary 
for efficiency· ... and the most convenient and obvious way of 
advancing a inaterial claim to social distinction. And even 
in those grades in which everyone has house room sufficient 
for the higher activities of himself and his family, a yet 
further and almost unlimited increase is desired as a 
requisite for the exercise of many of the higher social 
activitiee. 

''§ 4. It is, again. the desire for the exercise and develop
ment of activities, spreading through every rank of society, 
which leads not only to the pursuit of science, literature and 

a A. woman may di.play wenlLb, bu' abe may DO' dilplay only her nalth, by 
her dress; or else .be de(ea!4 bet ends. She mud also augge&l tome dist.indiOll 
" ehamct.er II weD u of wealth; for though her dte!JI may owe more to her dreeI
maker t.bao to herself, yet. there iI a tmdit.ional 8SIWIlpLion that. being ... busy 
Lhan mRD wit.h ut.emal affaire. abe can give more time ao t.a1r.ing though' .. to her 
dreaa. Even under the nay of modem fashioDl, to be .. well drNIed "-ool 
"expensively dressed"-is a reuonable minor aim for ~oae who desire to be 
dist.inguished for Lheir faculties and abiliUeI; and. lbil will be .tiD more ihe CUI 

If the evil dominion of the wanLon vagarlel 01 rubion Ibould p_ away. Por 
to Ul'DngG OOItumea benutilul in Ulamae1vea. varioUi and well-adapted to U1eir 
pUrp08Q111, is an object wort.by 01' higb endeavour; i' belonga to Ule same cl.uI, 
thougb not to Ule sarne rank in that c1aas, .. I.be painting of • good pickue.. 

• It ill true Lbo.t many active-minded working moo. pnfer enmped Iodginp ia 
• town to a roomy cottnge in tbe country; but that ill becauae Uloy have • IUoD&: 
taat.e lor Lb080 activitiCi lor which. country life often liWe 1ICOpe. 

• See Book II. eb. Ill. I s. 
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art for their own sake, but to the rapidly increasing lII,n,'
demand for the work of those who pursue them as pro
fessions. Leisure is used less and less as an opportunity 
for mere stagnation; and t~ere is a growing desire for 
those amusements, such as athletic games and travelling, 
whieh develop activities rather than indulge any sensuous 
craving1• 

For indeed the desire for excellence for its own sake, is Grad.tio .. 

aIm ·d . . th 1 d· f distin· ti· o/tb. ost as Wl emits range &8 e ower emre or COD. dWre for 
Just as the desire "for distinction graduates down from Jlu> •• oellence. 
ambition of those who ma ho e that their . in 
mell's JIlout s in distant lanus I!nd in distant times, to the 
hope of the country lass that the new ribbon she puts on for 
Easter may not pass unnoticed by her neighbours; so the 
desire for exceIlenee for its own sake graduates down from 
that of a Newton, or a Stradivarius, to that of the fisherman 
who, even when no one is looking and he is not in a hurry, 
delights in handling his craft well, and in the ~"ct that she is 
well built and responds promptly to his guidance. Desires 
of this kind exert a great influence on the supply of the 
highest faculties and the greatest inventions; and -they are 
not unimportant on the side of demand. For a large part of 
the demand for the most highly skilled professional services 
and the best work of the mechanical artisan, arises from the 
delight that people have in the training of their own facul'ties, 
and in e"ercising them by aid of the most delicately adjusted 

. and responsive implements. 
Speaking broadly therefore, although it is man's· wants In a ././ 

in the earliest stages of his development that give rise to ~=~b:, .. 
his activities, yet afterwards each new step upwards is to be ~~:':''' 
regarded as the development of new activities giving rise to rb. way 

h h f 
. . for new 

new wants, rat or t an 0 new wants glvmg rise to new ....... 
activities. 

We see this clearly if we look away from healthy con
ditions of life, where new activities are constantly being 

l All Ii minor point it. may be DOUced &ba.~ those drinks which stimulate the 
mental ac&iviUee are largely displacing t.h,* wbich merely gratify the aenscs. 
The conawnptiOD of toea ill iDcrenling Yel'J fut.. while t.bat. of alcohol ill stationary; 
and there ill in ell ranka of .. x:iety a diminiahi.ng demand fol' tile grouer I.Dd more 
immediately AupefyiD& 10l'IIlI 01 akobo!. 
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m, u," developed; and watch the West Indian negro, nsing his new 
freedom and wealth not to get the means of satisfying new 
wanta, but in idle stagnation that is not rest; or again look 
at that rapidly lessening part,of the English working classes, 
who have no ambition and no pride or delight in the growth 
of their faculties and activities, and spend on drink whatever 
surplns their wages afford over the bare necessaries of a 
squalid life. 

Tho C. It is not true therefore that "the Theory of Consumption 
~::::l:" is the scientific basis of economicsl ." For much that is of 
~~~~Cy chief interest in the science of wanta, is borrowed from the 
~: Ih:r science of efforts and activities. These two supplement 
cfto,[ one another; either is incomplete without the other} lBut 

if either, more than the other, may claim to be the inter
preter of the history of mau, whether on the economic side 
or any other, it is the science of activities and not that of 
wants;) and MCCulloch indicated their true relatIOns when, 
discussing "the progressive natUre of man"," he said:-"The 
gratification of a want or a desire is merely a step to some 
new pursuit. In every stage of his progress he is destined 
to contrive and invent, to engage in new undertakings; 
and when these are accomplished to enter with fresh energy 
upon others." 

From this it follows that such a discussion of demand 
6S 1. possible at this stage of our work, must be confined 
to an elementary analysis of an almost purely formal kind. 
The higher study of consumption must come after, and not 
before, the main body of economic analysis; and, though 
it may have its beginning within the proper domain of 

1 Tbil doctrine is laid down by Ban801d, and adopted by lev-ana &I &be key 01' 
hill position. It is unfortunate that here u _where lev~ delight in ItaUng 
bit caae Itrongly haa led him 10- • conclusion. which not only .it iDaccura&e. 
but does mischief by implying that the older eoonomisw 'tnmt more at fault, 
than they really were. Banfield .. Y' "the lint propoeitioD of &be Uleory of COD

swnpt.ion it that. t.be satWaction of every lower wan' in the ecaIe creates • desire 
01 a higher character." And if t.hia were vue. lhe above dodrine. wbicb be buM 
on it.. would be toNe alIo. But, as J.VODI pointe out (TA4or:¥. 2nd Ed. p. 69). it is 
not we: and. he rubatitutoa for i, the It.at.emeu' &hat Ule ,.t.iafaeUon of a lower 
want. pennitl a higber want. to manifes~ it.lell. Tha' iI a true and indeed. Ul 

identical propoait.ion; but. i~ atlotdl DO auppod to .. daima of ~ Tb8Ol'J 01 
Consumption to IUpremaey. 

• Polttiotl .&».c.r. ch. D. 
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ooonomica, it cannot find ita conclusion there, but must m, D," 
extend far beyond', 

a The fonnal claIIi8eation of Wanta if Il &ask DOt without interest; but. ii ill 
DO' needed for our purpoaee. The buis of most. modem work in thiI direcLiOD 
it &0 be found in Hennann', ~ftltt:M l1tlUrIt&MK",,,., Ch. D., where 
wanta are classified .. "ablolute and relatJ:ve. higher and lower. urgent and eapable 
of post.ponement, positiYe and negative. direct. and indirect, ~era1 and particular. 
constant. and interrupted, permanent. and temporary, ordilwy and extraordinary, 
present. and future, individual and collective, pl"inte and publie." 

Some analysil of wanta and dt\Sirea II to be found in the great majority of 
French and other ContinenW treatises OD eoonomica even of the last generation; 
but the rigid boundary whieh EngIiJh writers han ucribed to thE'ir aci.enC8 
bas excluded lOch diseu.ssiODL And it. is a characterisLie 'act. that. there it DO 

allusion to them in Ben\bam'. MClJ&U4i ('/ Polilit:ql Et'OtIOMy, although biB profound 
analysis of them in &be hi_pl_ oJ JiMtll. cuuI 1~ and in the Tabl. oj 
1M Spring. 0/ HtuftCIA .J.dioa hal u:ercisod • wide-spread influence. Hermann 
had ,t.lIdied Bentham; and on the other band Banfield. whose IectUl'8!J were 
perilaps the 8m ever giVeD in an Engliab Univenri.t.y that. owed much directly to 
Genom ecollomic Ulougbl, RCknowledgee &pedal obligatioDl 10 Hennann. In 
Englaod the way WRI prepared for Jevou uce1len& work on the theol')' 
of wanta, by Be.ntbflm bimsl'Ui by Senior, wbose abort. remarb on the subject 
are pregnant with far-reaching hints; by Banfield, and by the Aust.ra1ian Beam. 
BelU'D'. Plwlolo9!/ fir Tltnwy of lA, EJlorU 10 ItJIUh B1Url4f1 WQtiU ill at once 
aimr1e and profound: it aflordl an admirable flJ:lUuple of the way in which 
det.ailed analysis may be appUed t.o, afford. .. b'aining of .. 'Yery higb order for the 
young, and t.o give them an intelligent acquainLance with tbe economic conditions 
of life, without forcing upon them any particular .oiution of those more difficult 
problema: on whicb they are not yet able t.o form an independent judgment. At 
about. the same time 38 JeYODt' Tluory appeared. Carl Menger gave a great imPl'tUi 
&0 &be aubt1e and iot.erellting aturuee of Willits and UtiliUM by the Austrian seb.ool of 
economilta: they bad already been initiated by 'YOU Thilneo, 88 is indicated in the 
Preface &0 tbiI Volwne, 



CHAPTER IIL 

GRADATIONS OF CONSUMER8' DEMAND. 

In, m, L § 1.l WHEN a trader or a manufacturer buys anything to 
The be used in production, or be sold again, his demand is based 
d.m""::::d""" on his anticipations of the prefita which he can derive frem it) 
f:.".i.:;; These profits depend at any time on speculative risks and on 
demand. other causes, which will need to be considered later on.lBut 

in the loug run tee price which a trader or manufacturer 
can afford to pay for a thing crepends on the prices which 
consumers will pay for it, or for the things made by ai" of it. ~ 

rj The ultimate re ator of all dema d istberefore consumers', 
And it is with thatalmoat exclusively that we 

shall be concerned in the 11l88ent Book. 
Ulllilyand :-Utility is taken to be correlative to Desife or Wan~l 
WaD' are q • 

uaed .. It has been already argued that desIreS cannot be measured 
=~ti .. directly, but onl'y indirectl1"by the outward phenomena to 
~~c~,~: wb.ich they give riae: and ..that in those cases with which 
prudential economics is chiefly concerned the measure is found in tbe 
eonnota-Ii.... price which a person is "willing to pay for the fulfilment or , 

satisfaction of his desire. )Ho>may have desires and aspira
tions which are not conSCIQusly set for any satisfaction: but 
for the present, we are concerned chiefly with those which 
do so aim; _nd we assume that the resulting satisfaction 
corresponds in gener81 fairly well to that which was antici
pated when the purchase was madel • . ' .. 

• n cannot be ~ much IMisted that to meaaun direcUy, or ". ... eithu 
dealrea or the eaLiafac:t.ion whieb results from Uleir ful6bn.", it imp_ble., if 
DOt. inconceivable. If we could, we eould ban two ateOUDta to make UP. ODe 01 
deeiree. and tbe oLbu of realilfWl nt.iafac&ioDl. And &be two migbt diller CDQoo 

. IIderably. Pol, to "1 nothing of higher ~tiona, lODle of tIlose dNiroi witb 
wbicb economJc. II chien,. CODcel'Qe<i, and elpfCi.,ly ,hOllll COGIleded. with emula
"ou, are fmpulsiftl many ..w, ~ the fcm:e.of habi': .ome .,. morbid. and. 
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l There is an endleea variety of wante, but there is a IU, m, I. 

limit to each separate want. This familiar and fundamental The w v./ 
tendency of human nature may be stated in the law of -.t.:;;;:/' 
lOtiabk wants or Dr diminishi.." utilitll thus:}-The Iotal iimi ..... 

~ .• ~ 'ft9 ","",. 
wility of a thing to anyone (that is, the total pl,easure T.tal 

or other benefit it yields him) increases with every increase "'way. 
in his stock of it, but not as fast as his stock inc,reases. "If 
his stock of it increases at a uniform rate the benefit derived 
from it increases at a diminishing rate{In other words. thO) 
additional benefit which a person derives from a given ~ ~'-r, 
increase of his stock of a thing, diminishes' with every ., 
increase in tho stock that he already has) 

<. That part of the t~ which. he is only just induced t:o 
purchase may be cl!lled hiS fna'!JInal purchase, becaus~ he ,'s =....J 
on 'the margin of doubt whether'it is worth hi. while to. .. 
incur th .... '.;utlayrequ:n:.d to obtain'it.[And the vtility of 
hiS marginal purchase may.bo called the .... arginal wility of M~ 
the thing to him4 Or, if instead of buying it, he makes tile "'''''N. 
thing tlimself, then its marginal utility is the utility of that 
part which he thi~ it only just worth his while to make. 
And thus the law just given may be worded:- . 

.. ~ '!'~~,.E'-"rg~aJ. utilJtJ"o,!;,,' tiling to Anyon':, ,wmnushes 
with every increase in the,alIlO~~of.i~Jl~ alre~y ~!'-.."'.) 

lead only k hurt; and many are based fAt expectat.ioDl that are never fulGUecL 
(See above I. IL 3, 4.) 01 CIOW'98 mau:r.satiafactiona areon'" common pleasaree, 
but belong ~ the development Of a m&D'~'higber nature, or \0 use a good"old 
'\fOMo, to hiI 6Mfijieatioa: and aome may eveo partly result from eelf-abnegation. 

~ ·::See L II. 1.) The t.wo direct. measurements Uh!n might differ. But II neither 
of them it possible, we Call back on u.e~easuremeot. which econonUCi ,upplics, 
of &he motive or moving fon:e to adid!: and we make it len'e, wiUJ aU ita 

. faults, 60tA rOl &be desiree which pro'&pt aetoivitiee and lor the I&Lilfar.ti~ 
t.bat. reJwt. from them. (Compare "Some pmaru OIl Ut.ilit.,.q by Prot. Pigou 
in the EeonoM~ JDtI.P'AGl for March, 1903.) ... 

1 See NOM t in the Matbematical Appenilis: at t.be end of'Vie Volume. Tbis 
law holds a priorit.y of poaitioD to t.be _ 0/ rliffliRuhing rd.". lrom Innd; 
which bowever baa lb.e priorit.y in t.im.e; aiDl"fl it W88 the tirst. to be IUbject.ed to a 
rigid anaJysia of a lI8D'li-ma\hemaucal character. And if by anticipat.ion we borlOw 
lOme of ita terms. we mV·JaY that the rdvra 01 p1Haure which a persoD ge .. 
from each additional 40" 01 a commodity d.imin.isbes t.il.I at faat a margin is 
reaclJed at which it. is no longer worth his wWle to acquire any more of it. 

The t.enn .. argiftCll tUilily (Oreu .... ts) W'I.\I firat used in this connection by the 
AuRrian Wielel'. IS bae b8eD adopted by Prot. Wiebteed. It. correapouda kt the 
term F;. uaet.I by Ie-YORI, &0 whom. Wiesel' makes his acknowledgmeo .. iD. the 
Prefaee (po nuL of ~ Engliah fl"OIl). Hillis' 01 aot.icipalOli 01 WI doct.riD.e is 
boodod b7 GOIIOII, 1854. • • > • 



GRADATIOlll8 OJ' CONBUlIEBB' DEHAND 

III, Dr, I. There is however an impli_.G8P.ditj9P in tbie JIW which 
, It" should be made clear. (It is that we do not suppose time to 

" implied tha. tho be allowed for any alteration in the character or tastes of the 
, conaum

b 
.. er'. man himself.) It is therefore no e.xception to the law that 

c arac r "un- the more good music a man hears, the stronger-is his taste 
cbaDged. for it likely to become t~hat avarice and ambition are often 

insatiable)or that the virtue of cleanliness and the vice of 
drunkenness alike grow on what they feed upon. For in 
such cases our observations range over some period of time; 
BI!d the man is not the same at the beginning as at the end 
of it.( If we take a man as he is, without allowing time for 
any change in his character, the marginal utility of a thing to 
him diminishes steadily with every increase in his supply of itl~ 

~l"-th I § 2. Now let ns translate this law of _ djtriinishinll 
14::' .. " utility into terms of price. Let us take an illustration from 
~= 01' the case. of a commodity such as~, which is in constant 

demand and which can be purchased in 8malLquarilities. 
Suppose, for instance, that tea of a certaiv quality is to be ., 
had at 2 •. per lb. A person might be willing to give lOs. for 
a single pound once a year rather than go without it alto
gether; while if he could have any amount of it for nothing 
he would perhaps not ca're 'to" Use more than 30 lb •. in the 
year. But a. it is, he buys perh;;ps 10 lb •. iii the year; that 
is to say, the difference between the satisfaction which he gets 
from buying 9 lbs. and 10 lbs. is enough for him to be willing 
to pay 2 •. for it: while the fact that he does not buy an 
eleventh pound, shows that he does not think that it would 

1 It may be noticed here, though the rad it 01 but tittle pnctJcal importaac:e, 
'hat a small quantit.y 01 a commodUy mI)' be insufficient t.o meet a cer&ain speci&I 
want.; and then Ulere win be a mOl'8 Ulan proportionate increaee 01 pJeaaure when 
lb.. eODBum8l' getl enough of it k) enable him to .,&aiD, the doaired end. Thua, 
for iOitance, anyone would derive _ pleaaure in proportJ.oo. from &ell piecee of 
wa.1J paper than from twelv., if the lat.ter would, and lhe fonner would DOl, COYer 

the whole of fobe waUl oJ his roOnI. Or again • 'YfJr1 ahon COIlceri or a holiday 
may fail 01 it. pUl'flOSG 01 loolihing and recreat.ing: and one of double lengt.b 
migb' be of more 'ban double t.ot,al utilit;y. Tbil cue conespondl to &be lacl, 
whieb we Ihall -have t;o lliud, in eoQnect.ioa with t.he tendency to dimiDisb.ing 
reliurD, Ull\ti the eapit.al and laboUl' aheady applied to lUIy pienl of lAnd may be 10 
lnadequat.e for libe development; 01 itl (uU POWElm, &.bat; aome tunhar upeDditure on 
i' even with the w.ting uti of agrieulRlni would gin a maN &haD proponiooate 
retiUlllj and in the fact Wla' au. impronmen' iD &be aN 01 agriculture may ftIIiaI, 

lb., .ndeney, we a1uilI6.11d I.D. aaalOU' ~ &be condition jud lDuRonod in the Mod 
u illlj>1io<I In tho Ia .. 01 dimiaiabiDa ulill.,. . 
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be worth an extra 2&. to him. That is, 2&. a pound measurlo8 In, III, So 

the utility to him of the tea which lies at the margin or -
terminus or end of his purchases; it measures the marginal 
utility to him.Of the price which he is just willing to pay ~M1 
for any pound be called his demand price, then 28. is his price. 

marginal demand price. And our law may be worded:-
l The larger the amount of a thing that a person has the 

less, other things being equal (i.e. the purchasing power of 
money, and the amount of money at his command being 
equal), will be the price which he will pay for a little more 
of it: or in other words his marginal demand price for it 
diminishe~ . -

/ His demand becomes ejJicient, only when the price which I ,/ 
he is willing to offer reaches that at which others are willing 
to sell. 

This last sentence reminds us that we have as yet taken 
no account of changes· in the marginal utility o~ey, or 
gen,eral purchasing power. At_one and the same,time, a" 
person's material resources being unchanged, the marginai . 
utility of 'money to him is a fixed quantity, so that the 
'prices he is just willing to pay for two commodities are to 
one another in the same ratier as the utility of. those two 
commodities. . .. . 

§ 3. A greater utility will be required to induce him to. The • Vv-

b hin if h · th if h . . h W h ",,_.1 uy a t gelS poor an e 18 r~c. e ave seen utility. of 
how the clerk with £100 a year will walk to business in a ;.:::, ~r 
heavier rain than the clerk with £300 a year1• But although lb. p?~r 

. . •. than ..... 8 
the utility, or the benefit, that 18 measured lD the poorer rich. 

man's mind.by twopence is gr"ioter than that measured by it 
in the richer man's mind; yet if the richer man rides a 
hundred times in the year and the poorer man twenty times, 
then the utility of the hundredth ride which the richer man 
is only just induced to take is measured to him by twopence: 
and the utility of the twentieth ride which the poorer man is 
only just induced to take is· measured to him by twopence. 
For each of them the marginal utility is measured by two
pence; but this marginal utility is greater in the case of the 
poorer man -than in that of the richer. 

1 &eLu..L 
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lII, m, f. j In other words, the richer a man becomes tbe lees is the 
.J lIlarginal utility of money to him; ev.ery increase in his 

resources increases the price which he is willing to pay for 
any given benefit. And in the same way every diminution 
of his resources increases the marginal utility of money to 
him, and djminjshes the price that he is willing to pay for 
any benefit'.) 

A mo.. § 4. To obtain complete knowledge of deman_d for 
deJlnite 
.'Pre&BiOD anzHling, we should have to ascertain how much of it he 
~:"~d would be l@!!!,gJ!l.ID'},!,hase at each of the pmces at which 
i'!I:~id"l. it is likely to be offered; and the circumstance of his demand 

for, s"y, tea can be best expressed by a list of the prices 
which he is willing to pay; that is, by his several demand 
prices for different amounts of it. (This list may be called 
his demand schedule.) 

Thus for instance we may find that he would buy 
6 lb •. at oOd. per lb. 10 lbs. at 24d. per lb. 

7 " 40" 11" 21 " 
8 " S3" 12" 19 " 
9 ., 28 u IS" 17 " 

If corresponding prices' were filled in for all interme
diate amounts we should have an exact statement of his 
demand". lWe cannot exprees a person's demand for a thing 

I Soe Note U. in ,be Mathematical AppendiL 
• Such • demand lCbedule may be lranalated, on • plaD. DOW coming into 

famitiar uae, iD~ • curve .lb., may be adJect hia cI~ La, Ch and 0, 
be drawn the one hori&ontally, the o&ber YUt.irally. Lo, an inch meuured along 
(h "'present. 10 lb& 01 &60., ud an ineb meaaured alone 0, ruptc8eD' 4011. 

• 
, D 

tootba 01 loniet.hs 01 .. an inob. aD. int'b. 
take 0..-6, and draw '"1P.-M PI Fig. (1). 

Om.-7 .. ,. ..,._40 
PI 0.,.,_8 .. II fft.,.-33 -. Om.-9 .. .. ",.,.-28 .. -. Om._UI II II ",,,,.-34 " PtAPi' , • 0.._11 n II ....,,-21 _D 

Otay_Ul n " .,p,-19 
0...-18 n ., ·aP.-1T 

0 iiiiiiii 
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by the "amount he is willing to buy," or by the "intensity m,m,e. 
of his eagerness to buy a certain amount," without reference Th';;;-... -
to the prices at which he would buy that amount and other::"ol 

the 

amounte.)We can represent it exactly only by liste of the =0' 
prices at which he is willing to buy different amounte1• 

V<Fhen we say that a person's demanc!)o~a~J!l!1g 
.!ncreases, we mean that hew~ buy mor!,_"fjj; . .!h.a!l]ie ~oul<L 
b;loreanll .. -same ·price,-and that he will buy as much of 
ffa8·beforea~.a_lligI..ei -pnce.)rgeneral increaSe-in his
demiinaiB an increase throughout the whole list of prices 
at which he is willing to purehase different amounte of it, 
and not merely that he is willing to buy more of it at the 
current prices'. 

Thea 1'11'&- •• _" are pointe on hill demand etll'Y8 fOJ tea; OJ .. we may "'1 
~ poi,.,.. U we could lind demand poin. in the same manner tOl' e"eIY 
pouible quan~t.y 01 _, we ,bould get the whole CODtinUOUIL curve DIY 88 aboWD 
in ~. figure. ThiI account; of the demand 8Ched.ule and curve ill proriJiona1; 
.veraJ. difficulties connected With it. are deferred. to cbapter 'Y. 

1 Thus Mill .. ,. thaI; we mun "mean by the word demand, ih. quantity 
demanded, and remember that thia is not; a fixed quantity, bUl; in general ,,&ri. 
lQeordiDg to the nlue." (Principlu, IU, no 4.) Tbie ~UD' is scientific in 
substance; but it; it not. clearly upresaed and it. hal been much milUDderatood. 
Cairnes prefOl'l to represent. "demand .. the deaire for commodit.i. and semc.. 
seeking ifa end by an oaer of general purchal!ling ponl. 'and .upply .. the 
desire for general purchaaing power, seeking its end by an ofter of ip8clflc com
modities or aerrices." He does this in omu that he may be able &0 'Peak of • 
ratio, OJ' equality, of d.emaud and .wupply. But the quantities of no deeireI on 
the pan of two different persona cannot be compared directJYi t.heil' m8B1W'88 may 
be eomplmJd. but; not lIlay t.hemaelveL And in fad Cairn.,. ill himseU driven to 
.peat 01 .wupply II "limited by the quautity of tpecifie commodit.i811 oflem for 
aa.le, aud demand. by the quantit.y of purchaaing power oflezed for dleir purchaae/' 
But. .ellen have not • fixed quant.it.y of eommoditiel which tilly oftu for aalI 
p.nconditionally lot. whatever price they can get: buyers bave not. a Ji.ud quantit.y 
01 purehasine power which they are ready to Ipelld on the specific eommoditiea, 
however much they pay for Ulem. Account; mua' then be taken in eithu cue 
of the relation between quantit.y and price, in OMU to CQJD.plete Cairnes' account, 
IUld when UdI ill done it ill brought. back to the lin .. followed by Mill. Ue 
laY', indeed, that. .. Demand, ... defined by Mill, iI to be undel8t.ood .. measureci, 
not, .. my definit.ion would require, by the quantity 01 purchasing power oft8l'ed 
in .uppon of t.he deai.re for commodities, bul; by the quantity 01 commodit.iea tor 
which .ucb purchuing power ill offered." nil We tha' there ia • pea' difterence 
between \he .t.at.ementl, "I will buy twelve eggs," and .. I will buy Ii ahilling'. 
worth 01 egga." Bu~ there ia DO .wublt.antive difference beLween \he lLat.emeo" 
"I will buy t.weI ... egga at a penny each, but only six at. &luee halfpence each," 
and the .t.at.ement.. "I willipend .. Ihilling on eggs at. .. peDDy each. hut. if t.bey 
eoH three haUpence each I will .pend Dioepenee 00 tbem," But. while Caimea' 
account. when completed becom • .wubet.ant.iDlly the AIIl8 .. MW' .. ita present fonu. 
it even more mialead.iD«. (See an art.icle by the preaent. wnw OD Mill'. X/wnJ 
0/ y.ztU in t.be ForfAigAIl~ Bm.w for April, 1876.) 

• We D1a1 lOmeLimee tlnd " OODVenien' &0 apeak 01 tbia u • raiftat 0/'" . 
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In, m,.. 15. Bo far we have looked at the demand of a single 
TI'OII8iUoD individual. And in the particular case of such a thing as tea, 
~..,u:.d 0/ the demand of a eingle person is fairly representative of the 
• - 0/ general demand of a whole market: for the demand for tea =:: .. is a oonstant ODe: and, since it can be purchased in small 
The.. quantities, every variation. in its price is likely to affect the 
;;::.::: amount which he will buy.(_ But even among those things 
::'Jtual whioh are in oonstant. use, there are many for which ~ 
~ ~ on the part of any !lJE.gle individual CBnnot vary 
:t. - comll2qsl!._with every 3maU eh$!!g~j!l price, bu~~n1!l9Ve 

...... oniLby great leaps. For instance, a sllla\l1§ll in the price of 
hats or watches will not affect the action of every one; but 
it will induce a few persons, who were in doubt whether or 
not to get a new hat or a new watch, to decide in favour of 
doing so.' 

There are many CI8[!8es of things the need for which 
. on the part of any individual is jncons1;§Dt, fitful, and 

irregular. There can be no list of individual demand prices 
for wedding-cakes, or the semeea of an expert surgeon. 
But the economist has little concern with particular inci
dents in the lives of individuals. He studies rather "the 
course of action that may be expected under certain condi
tions from the members of an industrial group," in so far as 
the motives of that action are measurable by a money price: 
and in these broad results the variety and the ficldeneas of 
individual action are merged in the comparatively regular 
aggregate of the action of many • 

.,j Bu' UIe lID large markets, then-where rich and poor, old and 
=~ young, men and women, persons of all varieties of tastes, =- temperaments anI! occupations are mingled together,-the 
ot;::.~u peculiarities in the wants of individuals will .li2mpensate 
;rico I.or one another in a comparatively regular gradation of tote! 
:: 'i:; demand. Every fall, however alight in the price of a com
q ..... li.y. modity in general use, will, other things being equal, increase 

the tote! aales of it: just as an unhealthy autumn increases 
the mortality of a large town, though many persons are 

_..wok. Oeomoldoolly I. 10 rep_led by ...... bIo _ODd ...... 
or. what com. to &be ame &biDI. moriDa it to &be liP, 1ri1h pemap. .aIDa 

_UOD 0/ liolbopo. 
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uninjUl'ed by it.)And therefore il we had the requisite know- In, m, L 
ledge, we could make a list of prices at which each amount of -
it could find purchasers in a given place during, say, a year. 

The total demand in the place for, say, tea, is the sum of 
the demands of all the individuals there. Some will be 
ri~er and 80me poore~ than the individual consumer whose 
demand we' have just written down; 80me will have a 
greater and others a smaller liking for tea than he has. 
Let us suppose that there are in the place a million pur
chasen of tea, and that their average consumption is equal 
to his at each several price. Then the demand of that place 
is represented by the same liat of prices as before, if we wnte 
a million pounds of tea instead of one pound '. 

There is then one general law of demand ~ The greater the Th. 

amount to be sold, the amaller must be the price at which =~ 
it is offered in order that it may find purchasen; or, in other .". 
words, the amount demanded increases with a fall in price, and 
di'!!inisbv wjth a rise in price.trhere will not be a~Diform 
~on between the faU in price and the increase of demand:) 
A. fall of on~nth in the price may increase the sales by a 
twentieth or by "quarter, or it may double them1 But as the 
numbers in the left-hand column of the demand schedule In
crease, those in the right-hand column will always dimiuish', 

I The demand • represent.ed by the IllUDe euI'ftI as before. only aD inch 
measured along o~ now represents ten million pounda instead 01 t.en pounde. And 
a formal definit.ion 01 t.be demand curve for .. 
,market. may be given t.hus:-The demand cune- for r 
any eommodit..y in a market during any gi.,.,D unit; of 

. time iI \be locus of demand points for i~ ThaI. ia to 
I8Y, it. is a cum sueb that. if from any polDl P on it, 
a et.raigbt line PM be drawn perpendicular to Oz, 
PM rrepreaent.a t.be price at. which purchuel'l will be 
forthcoming for an amount 01 the eommodity repreeon"" by OM. 

I That. is, U a point moves along \be eurv8 away 
from Oy It. will constantJy approach Oz. Therefore 

Fig. (2). 

0' 

T " 
if a IItraigbt. line PT be drawn touching the curve at P and meeting 0$ in -~, the 
angle PT;& is aD obtuse angle. 11; will be found convenient to haTe a lIhort. way of 
expressing th1a facio wblch may be done by laying ,hat PT is iaelifUd tugaliwly. 
Thua the one univeraa1 rule to which the d.mand curve comol'llll II that " " 
itldilUd "'fGIiNl, throughoul. the whole of ita length. 

1& will of COUllMl be undeJ'ltood tha\ "the law of demand" does no' apply 1.0 the 
demand In a campaign between groupe of IpecuJO •• A llOuP, whiOO deme. to un
load a greal. qu..nt.ity of a Ud.ng on to the market, often beginI by buY"inllOme of I, 
openly. 'When II 11M ..... railed \he price 01 ..,. &bing, II arranges Io..u. _, deal 
quietly. and througb unatcUlt.omed channels. See aD article bI PmlellllOl'Tauq ID. 
\he Q-.n, 10WMl./ ..... _ (111". 1921, P. 411:1~ 
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m, m, e. ~The price will measure the marginal utility of the com· 
j modity to each purchaser individually: we cannot speak of 

price as measuring marginal utility in general, because the 
wante and circumstances of diflerent people are diflerent) 

""TheIn. § 8.lThe demand prices in .our list are those"at which 
:::':d~1 vario,!! quantitieS of a thing can be sold in a market during 
~ •• ~.':Jtb (I given Ii"", (lnd .... de1' given condit;""". If the conditions 
:':;'7' vary in any respect the prices will probably require to be 

Relation 
of the 
following' 
10 lb. 
precedin. 
cbaplor. 

changed; and this has constantly to be done when the" desire 
for anything is materially altered by a variation of custom, 
or by a cheapening of the supply of a rival commodity, or by 
the invention of a new one~ For instance, the list of demand 
prices for tea is drawn out on the assumption that the price 
of coffee is known; but a failure of the coffee harvest would 
raise the prices for teal: The demand for gas is liable to be) 
reduced by an improvemeut in electric lightiug; and in the 
same way a fan in the price of a particular kind of tea 
may cause it to" be substituted for an inferior but cheaper) 
varietil 

Our next step will be to consider the gep-era! character_~f 
demand in the cases of some important commodities ready 
for immeaiate consumption. We shall thus be continning 
the inquiry made in the preceding chapter as to the 

I. 1& ia even conceivable, though not. probable, Uaat .. aimulw.eoua and P1'O" 
pomonate raU in the pric:e cd all &ea8 may diminish the demand tOl' some particular 
kind of i~; if it bappeDI lha,& tho. whom the increased cheapness of tea 1&adI &0 
aubalitute a luperior kind for it are more numerGUi Ulan loboee who are led to take 
it in the place 01 an interior kind. 'lbe quesLioo "here the Iin8I of division 
between different eommodidea mould be drawn must be seLtJed by CODvenienca 
of the particular diacussion. For lIOme purpoaes it may be best &0 regard Chinese 
aDd lDdiaa. &eM. or evea Souchong and Pekoe teas. II diffenm.' cammodit.iellli IDd. 
to have .. eepara&e demand achedule fOf each of &bem. While for oU1et purpoeee 
" may be best ~ group together commodit.iee .. disUnd .. beef and. mu~ OJ' 

evon u tea and. coffee, and to have .. lingle lliIt to represeJlt &b. demand for 
&he 'wo combined; bu' in aucb • cue 01 course aome CODYeDUOIl mun be ma~ 
II ~ t.be Ilumber of OUIlcea 01 '- which ale t.at8ll .. equivaJeu.' to • pound. of 
cofI ... 

.Again, • commodi':r may be aimult.&lleoulllJy demanded for 1everaJ. ... (fOl' 
iDltance there may be a "composite demand II for 1ea1.hu for making eboee and 
poltman&eaua)i the demand tOl' • thing ma, be conditional oa. Ul .. being alUpply 
01 aome other thing without. which i' would DOt. be of much aervice (lhUB there 
m8J be ... join, demand" for nw cot.t.oB ad eot.t.oa-epinners" labour). AgaiD, 
the demand for • commodit.y. the pan of doalotl who buy" ooly with &be 
purpoee of lOlling it. again. lbougb governed by ~. demaod of &he ulw.m •• coo
IUDlOIll in the background, baa ~ pocu1iouiLics of iLl own. nlR alllUCb poio&l 
m., belt. IJe diacuuod a' a 1&t.er ltap. 
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variety and satiability of wanta; but we shall be treating m, m, tI. 
it from !' rather difierent point of view, viz. that of price-
statisticsl • . 

1 A. great change in the manner of eeonomic thought. baa been brought about. 
during t.be present generat.ion by t.be general adoption of· aemi-mat.hematoical 
language ror e:s:preasing t.he relation between small incrementa of a commodity OD 

the one hand, and on the other bood small inCl'ementa in the 8gg1"8g8te price that 
wiD be paid for it: and by fonnaD,. describing these smnll incrementa of price 
as measuring corresponding small incrementa of pleasure. The fonner, and by 
far the more important., a~ was taken by Cournot (Rt.eAerclw "'" lu Printipu 
Mathhrwrliquu 44 ,. TIaMwif du BicJuur., 1838)i the latter by Dupuit. (D. lG 
MUltf'e d'wiliU h. lraauz pvbliu in the AnfttJlu 'w Po..u " CluJUulu, 1844), 
and by Gormon (EttNit'ki'lung ,u, Gu,," du ~iMM Y riW., ISM). But. 
their wort.,.. forgot.ten; parL of it was done over again, deveJoped and published 
almost aimulLaDeously by leTona ud by Carl Menger in 1871, ancf by Walras 
• little later. levona almost. at once &r'J'e8ted public attention by his brilliant. 
lucidity and intereal.ing .tyle. He applied. the new' name ",",' wilily 10 in~ 
geoiously &I to enable people who knew noLbing of mathematical science to get 
clear ideas of t.he general relat.ioDS between Lbe small incrementa of two thingI 
lbat are gradually ebaoging in causal cooncction wit.b ODe another. Bia auecesa 
waa aided eYeD by bis fault& For UDder Lbe bODPSt beliel Lb.t. m~ardo and hill 
lollowem had rendeMi their &eCOUDt 01 the CAU8eI Lh3t detennine value bopeleaaly 
wrong by omit.ting to lay .tress on the law 01 satiable wanta. be led many to Lhink 
he was correcting great NTOI1I; whereas he 'WRII reaDy only adding V8J'1 important 
nplanatioDL Be did excellent. ",ark in insiIting on a lact which is Dono tbe leas 
imporLant.. becauae ws pretiet'1lllSOn, and even Cournot.. thougbt it too obvious to 
be explicitly menLioned, TiL thut the diminution in the amount of a thing de
manded in • market. indieate8 a diminuLiou in the int.ensit.y of the desite for it. on 
the part; of individual conlumel'l, whOle wants are becoming eatiaLed. But he hili 
IN! many of bit readem into a contusion between the provinces of lIedooira and 
Ecooomica, by exaggerating the applicatioWli of his lavoudl.e phrasea, and speaking 
(Thtory, 2nd Edn. p. 105) without. quali6co.t.ion of the price of a thing .. measuring 
ita final utility oot. only to an individual, which it caD do, but. also to U a trading 
body." which it cannot do. ThNe points are developed. later aD in Appendir. L 
On Ricardo', Tbeory of value. It mould be added tbat Prof. Seligman bAB abOft 
(Economic JotU'f&4l, 1903. pp. 356-363) that. a long-forgotten Lect.ure, deliveJ9d. 
by Prof. W. F. Lloyd at Odord in 1833, anticipated. many of the C8Dtrai ldeaa of 
Lhe Prel8llt. doctrine of uLility. 

An er.ceIlent bibliograpby of Mathematical Economics ia giVeD bT Prof. Fisher 
as an appendix to Bacon', L-ranslation of Coumot'. RuUJre1w, to wbleb the rc:uler 
may be referred lor .. more detail8d accounL- of the earlier mathematical writioga 
OD economics, .. well M of those by Edgeworth. Pareto, Wicksteod. Auapiu, 
Liebeo. and othe,.. PMtnleoni'. Pun .&onom.ia, amid much excelleu&; matter, 
make. generally accessible for the 618fi time the profoundly original IIoDd 't'igoroua, 
if IOmewbal;; .awt.ract.. reaaoningl of G08SAIl. 
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CHAPTER IV. 

~ ELASTICITY OF WANTS. 

§ iC-WIIl have seen that the only universal law as to 
a person's desire for a commodity is that it diminishes, other 
things being equal, with every increase in his supply of that 
commodity. tBut this diminution may he slow or rapid. If 
it is slow the price that he will give for the commodity will 
not fall much in consequence of a considerable increase in 
his supply of it; and a small fall in price will cause a com
paratively large increase in his purchases. But if it \s rapid, 
a small fall in price will cause only a very omall increase in 
his purchases.) In the former case his willingness to purchase 
the thing stretches itself out a great deal under the action 
of a small inducement: the elasticity of his wants, we may 
I8Y, is great. In the latter caS8 the extra inducement given 
by the fall in price causes hardly any extension of his desire 
to purchase: the elasticity of.his demand is small:" If a falI 
in price from say l6d. to l5d. per lb. of tea woUld much 
increase his purchases, then a rise in price from l5d. to l6d. 
wonld much diminish them. That is, when the demand is 
elastic for a fall in price, it is elastic also for a rise_ 

,And as with the demand of one person ao with that of 
a whole market.)And we may say generally:.LThe elasticity 
(<?r r .. pomivenes.) of demand in a market is great or small 
according as ~he amount demanded increases much or little 
for a given fall in price, and diminishes much or little for 
a given rise in price~. 

1 w. may OJ' that the elutlcl':r of demand .. oae, if .. mmD. fall in prico wiD 
cauae an equal proportionate increue in Uae amount 
demanded: or .. we may lay roughly, if .. fall oJ 
ODe per cent. in price will increue lobe ...... by one 
per ceDL i &hat. it. ill two or a ball, if • faU of one per 
cant. in price make. an increut oJ 'WO or one baH 
per ceoL rupect.ively in t.he amount demandlKl; 
and ao OD. (Thill atat.emen' ia rough; becauae 98 
dOlI DO' bear uac"y t.he aamf pro~rt.iOJl k) 100 
that 100 d08l k) lOS.) Tbe e1aatirJt.y 01 dllUlland ean 
be bed 'raced in t.he dema.nd eurv. with the aid of 
Ibo lolIo" ... .w.. 1M. '",",blliDe louchiDa Ibo o M 

ri 

T • 
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§ l!I.t The price which is 10 high relatively to the poor m, "," 
man as to be almost prohibitive, may be scaroely felt by the Tho-;;; .. 
rich; the poor man, for instance, never tastes wine, but the ~J:;: 
very rich man may drink as much of it as he has a fancy ~'t~1y 
for, withottt giving himaeH a thought of ita cost. We shall ofd"!"and, 

therefore get the clearest notion of the law of the elasticity::'~ 
of demand by considering one class of society at a time. $.':::::'''' 
Of course there are many degrees of richness among the =
rich, and of poverty among the poor; but for the present 
we may neglect these minor subdivisions. 
:=-.{When the price of a thing is very high relatively to any 
class, they will buy hut little of it; and in some cases 
~ustom and habit may prevent them from using it freely 
even after ita price has fallen a good dell!J! It may still 
remain set a part for a limited number of special occasions, or 
for use in extreme illness, eto. But such cases, though not 
infrequent, do not form the general rule; and anyhow as soon 
as it has been taken into common use, any considerable falll 
in ita price causes a great increase in the demand for it •. 

crhe elasticity of demand is great for high prices, and great, 
or at least considerable, for medium prices; but it declines 
as the price falls; and gradually fades away .if the fall goes 
so far that satiety level is reached.): 

This rule appears to hold with regard to nearly all com
modities and with regard to the demand of every class; save 
only that the level at which high prices end and low 
prices begin, is diffe~nt for different classes; and so again 
is the Jevel at which low prices end and very low prices 

. beginUhere are however many varieties in detail; arising 
chielly from the fact that there are some commodities witIr· 

curve a' any point P meet 041 in r and Or in " then t1u meGIUN 0/0.. ~ 
at 1M j'JOinl P " 1M nstio oJ PT 10 PI. 

U PT were twice PI, a fan of 1 per ceni. ill price would cauae an increaae 01 
51 per cen ... i.o. the amount demandedj the e1ast.icity of demand would be 'wo. 
U PT were on.third of PI, .. fall 011 per cent. in price would cau. an iDcreue 
of t per ceo.L in ~ amoun' demanded; the elasticity of demand. would be one
t.hirdjllUld 10 on. Anotber way of looking at the aame result ill tbil~e e1aat.icit., 
at &he point P is meuund by the nUo of PT k) PI. that is of MT to MO (PM being 
drawn perpendicular to Om); and t.b.eJefore tile ~ " f!lII4llk1 OM tMen "" 
• 'IPM .. "f'UGl1O 1M .,.,,. OPM,.ad it ~, ineNcuu .A.IM "RgM TPM 
~" r4JlGftNIJ 10 aM ...". OPM • ...., .- .... cL See No. UL ill. the MatJ». 
maUcal AppeadiL 
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IIJ ..... I. which people are easily satiated. and others-ehiefly things 
need for display-for which their desire is almost nnlimited. 
For the latter the elasticity of demand remains considerable. 
however low the price may fall. while for the former the 
demand loses nearly all its elasticity as soon as " low price 
has once been reached~.) 

• 

1 Let 111 mua_tII by the case of lobe demand lor, _"~ green peas in II ktwo in 
which aD vegetablell are 11 D 
boughl; and eold. in one 
market. lui" in &be 1M
SOD perbB~ 100 Ib. II day 
will be brough' to martet; 
8Ild sold a' 1 .. per lb., later 
OD 600 lb. will be brougb' 
Uld 1Old. ., cw., later OD 

1,000 lb. a' 4tl., later still 
6,000 a' 24., and law still 
10,000 ., IlL Thua de
mand is represented. in fig. 
(4), an inch along Oz repr. 

Fig. (4). 

Omt- -02 in. Md'l-HiJ in. 
amw- -I MI1'I- -a 
Om.- ·2 MIP.- -4 
GmI_I· M,'P.- ·2 
0.,-=20 Al.p,_ .U) 

P. 

IeDUng 5,000 lba. and an o~-=-------'"--------=--. 
iDcb. along 0, repft!JlleDlo-· E i E til. III, 

iDg lad. Then a curve through "d' .... J'a. found as moWD above, wiD be the t.otaJ 
demand curve. Bu' Ibia to,tal demand will be mad. up 0/ Ibo demandl 0/ Ibo ricb. 
the middle cluI and &he poor. The amounts tha' they wiD .. .,.erally demand may 
perbapa be represented. by t.be following, acbedulel:-

.• U price in Number of lba. bought. by 
pence per Ib. ricb middle e1ase 

III 100 0 
6 IlOO 200 
• 600 400 
1 600 2,500 
11 1,000 4,000 

• I"ig. (6~ Fig. (6~ 

, 
fI 

• 
o H • o • o 

poor 
o 
o 

100 
1.700 
6,000 

Fig. (7~ 

Total 
100 
600 

1.000 
5,000 

10,000 

"-.c ----
• 

Tbeee achodulu are t.mna1ateci Into eurveII flga. (6), (6), (1), thowing .. be deoumda 
01 t.he ricb, the middle cIaaI and. the poor represented. on the lUDeleale II ftg. ('" 
Thua for iDataDce .fBI BK and. CL each repreRll" a price of 2L aDd it ·S incbee 
iD lengtob., OB_·18 in. reprosentinc 800 lb •• OK_-6 in. repl'lleDUDg 1.300 Ib. 
aDd OL_-M in. repreaenl.ing 1,100 lb., 1t~18 OB+OK+OL-l incb. i.e.-a..,. 
in ea. (') u lobe,. ahould do. i'bil may eerve U aD unmpte at &be .., in which 
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'/ § 3. There are some things the current prices of which III,", 8-

in this country are very law relatively even to the poorer Dlus-;';;;: 
classee; such are for instance s~t, and many kinda of savours ~':.. 
and flavours, and also cheap medicines. It is douhtful =.!~. 
whether any fall in price would induce a considerable in- f~~ 
crease in the consumption of theee. !!.mmo-

<li_ The current pricee of meat, milk and butter, wool, 
tobacco, imported fruits, and of ordinary medical attend
ance, are such that every variation in price makee' a great 
change in the consumption of them by the working classes, 
and the lower half of the middle classes; but the rich would 
not much increase their own personal consumption of them 
however cheaply they were to be had.c In other words, the 
direct demand for these commoditiee is very elastic on the 
part of the working and lower middle classee, though not on 
the part of tbe rich:7 But the working class is so numerous 
that their consumpbtr,n of such things as are well within their 
reach is much greater than that of the rich; and therefore 
the aggreg.l.te demand for all things of the kind is very 
elastic. A little while ago sugar belonged to this group 
of commoditiee: bllt its price in England has now fallen 'so 
fM as to be low relatively even to the working classes, a~ 
the demand for it is therefore not elastic' . 

r-The current pricee of ~aIl-fruit, of the better kindS of fish, 
and other moderately expensive luxuriee are such as to make 
the consumption of them by the middle claas increase much 
with every faIl in price; in other words, the middle class I 

demand for them is very elastic: while the demand on thel 
several partial demand CW'VfJI, drawn to Ule same acale. can be superimposed 
horizont.aUy on ODe anoLhv to make the total demand curve repreaent.iog the. 
aggregate of &he putial demand. '" 

1 We must. however remember that. the character of the demand lCbedule for 
any commodit.y depends in a great. measure on wbether t.b.e prices of it. rivlLla are 
taken to be bed or &0 aJ~r wit.h it.. U we .oparat.ed the demand for beef from 
Lb., for mutton, and auppoaod Lbe price of mutton k) be held liIed wbile that. for 
beef wu raised, then the demand for beef would become ut.remely e1aatic. For 
any alight. fall in the price of beef would cause it. to be uaed largely in the pla.ee of 
mut.t.on and tbua lead to a ...ery great increase of it. conmunption: wbile on the 
other band even a amall rise in price would cause many peop16 to eat mutton 
to the almOit entire exclusion of beef. Bu' the demand achcduJe for all kinds of 
fntab. meat t.aken toget.hor. tbaii pnee. being IUpposed to retain alwa)'! about the 
I&Dl8 relation too one anot.ber, and to be Dot"yery dilJerent from those DOW prevail
ing in England, mom only a moderate elastoicit.y. .And abnilar remark' apply to 
beeL--root and cane-augar. Compare Ule Dote OD p. 100. 
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part of the rich and on the part of the working class is m1Jch 
less elastic, the former because it is already nearly satiat.>.d, 
the latter because the price is still too high~ 

The current prices of such things aa rare wines, fruit out 
of season, highly skilled medical and legal assistance, ..., IIIJ 

high that there is but little demand for them except from 
the rich: but what demand there is, often haa oonsiderable 
elasticity. Part of the demand for the more expensive kinJa 
of food is really a demand for the means of obtaining BUcial 

distinction, and is almost insatiable'. 
§ C( The caae of necessaries is exceptional. WheD the 

price of wheat is very high, and again when it is very low, 
the demand haa very little elasticity J at all events if we 
assume that wheat, even when scarce, is the cheap~ food 
for man; and that, even when most plentiful, it is not oon
Bumed in any other '!!'J) We know that a fall in the price 
of the quartem loaf from 6d. to 4d. has ~scarcely any eBect in 
increasing the consumption of bread. With regard to the 
other end of the scale it is more difficult to speak witb oar
tainty, because there has been no approach to a scarcity in 
England since. the repeal of the oom laws. But, availing 
ourselves of the experience of a less happy time, we may 
suppose that deficits in the supply of I, 2, 3, 4, or 5 tenths 
would Cause a rise in price of S, 8, 16, 28, or 45 tenths 
respectively". Much greater variations in prices indeed tban 
this have not been unoommon. Thus wheat sold in London 

1 See abo.,. eh. Do 11. In April 1894. for insw.ce. • pionii' ... the a
of the I8UOD, weM told in London a' 10.. tW. each. The following day &beIe W8I8 

1DOl'8, and. t.he price feU to GI.; &be ne:r.' day to Sa. each: and. .. week law .., ...,. 
I Thil .timet.e iI commonly altributed .. to Gregory King. Itl beari~ (l1li. Ibe 

la" 01 demand ill admirably diacusoed by Lord LaudordaIo (lopior, pp. 6HI~ 
n ill l'epreaeDted. iD. fig. (8) by the cune DIY. 
the poin' <If. COlT8llponding to dle ordinary • 
priee. U we t.&ke accoun' of &be fact &baa 
where Ule price of wheat ill nry low, i' may 
be u.ted., .. " was for inlt.anOll in ISM. for 
feeding cat.Ue and Ibeep and pigl and f~ 
bre'liog ond dilliIIing, Obe 10 .... pan 01 \be 
C\1rY8 would lake a abape eomewb., Ulle \bat 
ed the dot.t.ed line in the Bgure. And if we 
UIUDle Uta, wb8Q ~ price II YeI'J' mgt.. 
cheaper IUbafJ.tutel. can be go, for, '.. &be 
uppe.r pan of lob. curve would tak •• Iha~ 
_ to Obat 01 \be upper dolled lIDo. 

o • 
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for ten shillings a bushel in 1335, but in the following year it m," .... 
sol.d for ten pence1•. ~ 

ti'here may be even more violent changes than this in~" 
the price of a thing which is not necessary, if it is perishable ~':"JU:: 
and the demand for it is inelast!9] thna fish may be very 'ii.'::':,i'P
dear one day, and sold for manure two or three days later. ::.:;!~. 

Water is one of the few things the consumption of which 
we are able to observe at all prices, from the very highest 
down to nothing at all. At moderate prices the demand for 
it is very elastic .. But the uses to which it can be put are • capable of being completely filled: and as its price'llinks 
towards zero the demand for it loses its elasticity. Uiearly 
the same may be said of salt. Its price in England is so low 
that the demand for it as an article of food is very inelastic: 
but in lndia th~ price is comparatively high and the demand 
is comparatively elastic.] 

The price of house-room, on the other hand, has never 
fallen very low except when a locality is being deserted Jiy 
its inhabitsnts. Where the condition of society is healthy, 
and there is no check to general prosperity, there seems 
always to be an elastic demand for honae-room, on account 
both of the real conveniences and the social distinction 
which it "fiords. The desire for those kinds of clothing 
which are not used for the purpose of display, is &atiable: 
wben their price is low the demand for them has scarcely 
any elasticity. . 
. txhe demand for things of a higher quality depends much Ino ...... 
on sensibility: some people care little for a refined flavour ~lu':;::;'d 
in their wine provided they can get plenty of it: othera ~':::d 
crave a high quality. but are easily BatiateiU In the ordinary distaaleL 

working claaa districts the inferior and the better joints are 
lold at nearly the same price: but Bome well-paid artisans 
in the north of England have developed a liking for the 
beat meat. and will pay for it nearl:y as high a price as can 
be got in the west end of London, where the price is k.ept 
artificially high by the necessity of Bending the inferior 
joints away for sale elsewhere. Use also gives rise to 

~ Cia"". .. PrteiD ... ( ..... D. 1745) 1a1l lbat &he price of wheat; in London wall 

II lOw .. M. •• quarter in 1836: and. '"' ., Leiceet.u i' .old ., 401. 011 a Sa'wda11 
... at 1 ... OD Ibo loJIowiDc Frida,. 
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m ..... 4. acquired distastes as well as to acquired tastes. lliustrations 
which make a book attractive to many readers. will repel 
those whose familiarity with better work has rendered them 
fastidions. A person of high musical sensibility in a large 
town will avoid bad concerts: though he might go to them 
gladly if he lived in a small town. where no good concerts 
lire to be heard. because there are not enough persons willing 
to pay the high price required to cover their expenses. The 
effective demanll: for first-rate mnsic is elastic only in large 
towns; for second-rate music it is elastic both in large and" 
small towns. •. 

IDSu..... CGenerally speaking those things have the most elastic 
~: :'11 demand. which are capable of being applied to many different 

nse8 Water for instance is ne~ded first as food. then for 
cooking. then for washing of various kinds and so on. When 
there is no special drought. but water is sold by the pailful. 
the price may be low enough to enable even the poorer 
classes to drink 88 much of it as they are inclined. while for 
cooking they sometimes use the same water twice over. and 
they apply it very scantily in washing. The middle classes 
will perhaps not use any of it twice for cooking; but they 
will make a pail of water go a good deal further for washing 
purposes than if they had an unlimited snpply at command. 
When water is supplied by pipes. and charged at a very low 
rate by meter. many people use as mtlch of it even for 
washing as they feel at all inclined to do; and wben the 
water is supplied not by meter but at a fixed annual charge. 
and is laid on in every place where it is wanted. the use of it 
for every purpose is carried to the full satiety limit' . 

• ThUl the pneral demand of an,. one person for IOcb • ibing lIS water 
ill the aggregate (or eompOUftd. .. V. \'L S) of his demand for il. for each use; 
in the lame way AI Ule demand ot a group 01 people 01 different orden of 
wealt.b for a commodity, which ill serviceable in only one use, is the aggregate of 
lilt demands of eacb member of the group. Again, jUlt u Lhe demAnd of Ule rich 
for peal ill considerable eY9l\ at a very high price, but 10801 &ll ellUlLicity .\ a price 
tha .. is ltiD high relatively t.o lbe eonsumpt.ion of tho poor; 10 the dtmnnd of &be 
iDdividlml for water to drink is considorable eVeIl at a very higb priee, hut 10lei 
aU elB8fJcity at a price that iI _till bigh relatively ao bill demand for it (or &be 
pUI'JlOl8 of ~leoaninJ: up t.be hOllae. AmI. III "ho ~regat.e 01 a number 01 demlUlda 
011 t.he parL 01 dilIeren' clB&11l1 01 people (or peAS nLainl e1uticlliy o~ a lan:er 
range of price t.han will thaI! 01 anyone individual. so the dnnuwd of In individual 
for water (or many UIOI retain. elRlticity On!' a larger range 01 prieel liban hia 
demlUld (or it for any ona UIe. Cumpam an article b, J. B. Clark on ~ U"iNHGl 
LctD 0/ ~to y.,..., ... In tb. B.".,.. JatmIIIl oJ BtvRo .. ie .. VoL YIlL 
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Con the other hand. demand is. generally speaking. very m, "'11. 

inelastic. firstly. for absolute necessaries (as distinguished In.~ 
from conventional necessaries and necessaries for efficiency); domond. 
and secondly, for some of those luxnries of the rich which do 
not absorb much of their incomg 

§ 5.( So far we have teken no account of the difficulties DilIIcuI\ioo ,~-

f · lists f d d' d . . 01"'. o getting exact 0 eman pnoes, an mterpreting s"IisUcal 

th tI ..... firs hi h h to 'd . ..udy·Th. em COHee y. 'IIIi~·ne t w c we ave COIl8l er &nses e1eme:s.. of 

from the element of tima, the source of many of the greatest Time. 

difficulties in economics. } 
Thus while a list of demand prices represents the changes 

in the price at which a commodity can be sold consequent on 
changes in the amount oftered for sale, otloer things being 
equal; yetCother things .eJ.dom are equal in fact over 
periods of time sufficiently long for the collection of full and 
trustworthy statistici:J There are always occurring disturbing 
causes whose eftects are commingled with, and cannot easily 
be separated from, the eftects of that particular cause which 
we desire to isolate. This difficulty is aggravated by the fact 
that in economics the full eftects of a cause seldom come at 
once. but often spread themselves out after it has ceased to 
exist. 
~o begin with, the purchasing power of money is con· Changeo ill 

. uall h' d d' . f"'·P .... tin Y c angmg, an ren enng necessary a correction 0 ch,.;"g 

the results obteined on our assumption that money retains ~o':;~ 
a nniform valu9This difficulty can however be overcome 
fairly well, since we can ascertain with tolerable accuracy 
-the broader changes in the purchasing power of money.J 
< - ~ ext come the changes in the general prosperity and in "h •• her 

the total'purchasing power at the disposal of the community ~::~.n .. 
at large. The in1Iuence of these changes is important, but pomry. 

perhaps less so than is generally supposed]) For when the 
wave of prosperity is descending, prices fall, and this increases 
the resources of those with fixed incomes at the expense of 
those whose incomes depend on the profits of business. The 
downward fluctuation of prosperity is popularly measured 
almost entirely by the conspicuous losses of this last class; 
but the statistics of 'the total consumption of snch com
modities as tea. sugar. butter, wool. etc. prove that the total 
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111, .. , a. purchasing power of the people does not meanwhile fall 
very fast. Still there is a fall. and the allowanoe to be made 
for it must be asoertained by comparing the prioes and the 
consumption of as many things as pomble. 
'/ Next come the cha_nges due. to the gradual growth of 

.; population and wealth. For these an easy numerical cor
rection can be made when the facts are known1• 

Gradual § 6.lNext. aIIowanoe must be made for changes in fashion, 
.../ change! in 

bab; .. and and taste and habita. for the opening out of new usee of a 
l:!3..n'1 commodity. for-the discovery or improvement or cheapening 
:;;;'!';':d of other things that can be applied to the aame uses with 
Dew!'a,.. it. In all these cases there is great diffioulty in allowing for 
01..",. h·' h I b h . d . IIwD. t e time t at e apses etween t e econOmlO cause an Its 

effect. )For time is required to enable a rise in the prioe 
of a commodity to exert its full inHuenoe on oonsumption. 
1;'ime is required for oonsumers to become familiar with 
substitutes that can be used instead of it. and perhapa for 
.produoers to get into the habit of producing them in sufficient 
quantit~ Time may be also wanted for the growth of habite 
of ~amiliarity with the new oommodities and the discovery of 
methods of economizing them, 

• Wben ... t.atiatical &able aboWl &be gradual grow&h of &be couampUoo oJ 
" commodit.y over a long uri .. at yeaN, we may wan' to compare &be peroentage 
by whkh i' tn~ in differeD' ,... ThiI caD be 
done pretty eaaiJy with a Ut.ile praet._ Bu' wben &be Fig. (I). 
8gunI are ezpreued. in &be form. of ~ atat.isAcal ~ • 
it. canno, ea.siJ.y be done, without Uanalat.ing &be clisgnm. ~ 
back into 6gunej and this ia .... use 01 &be dialaYOW' m t 
which many l&a'ilticiaol bold Ule graphic method. Bu, 
by lb. knowledge of ooe tdmple rule the balance caD be.. P 
&umed., 10 tar .. ihiI poiD' goee. ill favour of &be graphic 
method. The JUIe iI u loUoWl:-Let. the quanLi&J of I 
commodit.y consumed (or of vade carried, or of &u levied 0 a 
etc.) be meaaured by horizontal 1m. parallel to Oc. 81. 
(9~ .. bila "'" ...... ponoUno 1""'" ... in \be ..... DWmer tided 01 in d-m.c 
order at. equal dil6ancel &long 0,. To measure ~ raMI of growth ., any poio' P, 
pu' • rulel' to touch ~e CUI'ge ., P. Let" mee' 0, ill .. and Ie, N be ibe poin' 
on Oy ., ~ ume .,ert.iCRl beigb~ u P: thea lob. Dumbel of ,... marked. oJI 
alooa: Or by the mn.o.ce N. " the inye_ of the tradion by wbicb &be BlDounl it 
increaaina: IIIlDUaU,.. Thai iI. if N, ill 20 years, t.be unounl it iIlc.Nasing ., &be rat.e 
01 ';'1 i. .. 01 6 per cent. annually; if N, it 95 yean, &be mcreue " oft or f, per 
oen" aDDuaU1i and 10 OD. See. paper by t.be JmIMD' wnw in \be Jubilee 
Dumber of the J~ 0/ 1M Lot.doa ~ BOtMIrI JUDe 1885, aIeo Note 
IV. in U1e Mathemat.ioal Appendiz. 

~ For i1b.tratiODl 01 Lbe influence of lubioa 1M arUcleI by Mias Foley In abe _io 1.....-1, Vol. m.. and ..... a .. 1beJ B;g in "'" N..- C....., . 
. VoI.um. 
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For instance when wood and charcoal became dear in m,", 8. 

England, familiarity with coalae a fuel grew slowly, fireplacee ru";
were but a10wly adapted to ita use, and an organized traffio 1m" .... -
in it did not spring up quickly even to places to which it 
could be easily carried by water: the invention of processes 
by which it could be used ae a snbstitute for charcoal in 
manufacture went even more a1owly, and is indeed hardly 
yet complete. Again, when in recent years the price of coal 
became very high, a groat stimulus waegiven to the invention 
of economies in ite use, especially in the production of iron 
and steam; but few of these inventione bore much practical 
fruit till after the high price had p .... ed away. Again, when 
a new tramway or suburban railway is opened, even those 
who live near the line do not get into the habit of making 
the most of ita assistance .t once; and • good deal more 
time elapses before many of those whose places of business 
are near one end of the line change their homes so ali to live 
near the other end. Again, when petroleum first became 
plentiful few people were ready to use it freely; gradually 
petroleum and petroleum lamps have become familiar to 
all claases of society: too much infiuence would ther .. fore be 

. attributed to the fall in price which has occurred since then, 
if it were credited with all the inerease of consumption. 

[Another difficulty of the same kind arises from the fact Som. 

, that there are· many purchaees which can easily be put off =b:da 

for a short time, but not for a long time. This is often the ~.::~=Y 
caee with regard to clothes and other things which are worn !"\hUl 

. out gradually, and which can be made to serve • little .... 
longer than usnal under the preasure of high pric~ For 
instance, at the beginning of the cotton famine the recorded 
ooneumption of ootton in England wae very small. This was 
partly because retail deale .. reduced their stock, but chiefly 
because people generally made .hift to do ae long as they 
could without buying new cotton good.. In 1864 however 
many found themselves unable to wait longer; and a good 
deal more cotton was entered for home consumption in that 
y,,!,r, though the price was then much higher, than in either 
of the preceding yea ... !'yor commodities of this kind then a 
Budden ecarcity does not immediately raise the price fully 
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m, .. ,1. Up to the level, which properly corresponde to the reduceti, 
supply.) Similarly. after the great commercial depression in 
the United States in 1873 it was noticed thet the boot tred.: ' 
revived before the general clothing trede; because there is & 

great deal 01 reserve wear in the coats and hats that are' 
thrown aside in prosperous times as worn out, but not 11<>' 

much in the boots. n 
/mperfeo- ,/1 7. The above difficulties are fundamenW: but there 
t.iODl of Ii d I .Ia_ are others which do not 'e eeper than the more or _ 

inevitable faults of our statistical returns. 
We desire to obtain, if possible, a series of price< 

at which diflerent amounts of a commodity can fino 
purchasers during a given time in a market. A perlec. 
market is a district, small or large, in which there are many 
buyers and many sellers aliso keenly on the alert and so well 
acquainted with one another's afiairs that the price of a com, 
modity is always practically the same for the whole of tho 
district. But independently of the fact that those who buy 
for their own consumption, and not for the purposes of trade; 
are not alwayo on the look out for every change in the market, 
there is no means of ascertaining exactly what prices are paid 
in many transactions. Again, the geoll!"phical limits of • 
market are seldom clearly drawn, except when they are 
marked out by the Bea or by custom-house barriers; and no 
country has accurate statistics of commodities produced in 
it for home consumption. 

In~a/ Again, there is generally some ambiguity even in such =-.: statistics as are to be had. They commouly show gooda 
"",,laken tered f ti' the· th lor in ...... as en or consump on as BOOn as y pass mto • 
:..con~.... hande of dcalers; and consequently an increase of dealers' 

P stocks cannot easily be distinguished from an increase oi 
consumption. But the two are governed by diflerent causes. 
A rise of priees tende to check oonsumption; but if the ri .. 
is expected to continue, it will probably, as has already beell 
noticed, lead dealers to increase their stocks!. 

l In ftamining the el!ectl of loa:r.a&'ioD, it. is CUlt.omary • compare the unountl ' 
eDwred. tor conaump&.ion jUl' before and jua aI&er ,be impolit.iOll 01 &he t.u. BUt 
t.hiI iI unt.rua'",ort.h,.. For dealen anticipaq Uw. tu. la, in Iarp Aocb j_ l 
Wore i' ia impoeed.. and need &0 buy ...". liLLIe for aome iime af&enrard&. AD4 
.. """tt "bon a t.u 1a lonrod. .Apin. hiab &u.tJI Md &0 faJ. ,\WmI. Fw. 
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[Next it is difficult to insure that the commodities referred III, IV, 8. 

;0 are always of the same quality. After a dry summer what Cbangooo/ 

wheat there is, is exceptionally good; and the prices for the qualilY· 

:len harvest year appear to be higher than they reall,. ai!Y 
it is possible to make allowance for this, particularly now 
;hat dry Californian wheat affords a standard. But it is 
almost impossible to allow properly for the changes in quality 
of many kinds of manufactured goods. This difficulty occurs 
even in the case of such a thing as tea: the substitution in 
recent years of the stronger Indian tea for the weaker Chinese 
tea has made the real increase of consumption greater than 
that which is shown by the statistics. V 

NOTE ON STATISTICS OF CoNSUlIPTlON. 

§ 8. General Statisti.. of oonsumption are published by maoy huIudiow 

Govemments with regard to certain cIas8es of commoditi.... But i!:!y .... 
portly far the rea&Ono jOlt indicated they are of ~ery IitUeoervice in d_ is 

helping us to tnce either a caUB&l connection between variations in ~~ 
"J.i..ceI and variations in the amounts which people will buy. or in the eouId. • 
distribution of differeDt kinds of coosumption among "tho different!:!'"'; 
cIas8es of the community. " aaaJy.iDc 

As regarde the fint of th ... objects, viz. the diecovery of the Ja ... :== 
connecting variatious in consumption consequent on variatiooa in pice. 
there ...... mucb to be gained by working out a hint given by Jevouo 
(Thmry, pp. 11, 12) with regard to mopkeepers' books. A abopbeper. 
or the manager of a co-ope(3.tive ato~ in the working mao'. quarW 
of a manofacturing town baa often the mcano of ascertaining with 
to1ersble aeemacy tho financiol pooition of tho great body of hio 
customer&. He can find out how many factories are at work. aDd f ... 
bow many bolUll in the week, and be can bear abeut aD the importam 
cbaogeo in tho rate of wag ... , in fact be makes il his b_ to do 
ao. And ae a rule his oustomers are quick in findiug out change. in 
the priee of things which they commonly use. He will therefore often 
find _ in wbicb an inereaeed coosumption of a commodity io 
brongbt about by a faD in its prioe, the cauae acting quickly, aad 
acting alone without auy admixt.ure of dmurbiug cauaes. E .... where 

.mRaoce. &be Domina! imponaiilxa fA mo'" ialO BosI.ca iaere.Ied Jiftyfold _ 

.. oaoqueace .. \be .... being lowered by &be Bockmgbom lIIiWo&ry .. 17", ...... 
tW. lO.lL per gaDoo. Bu& &hiI ... chiefly due &0 &be .. u.a willi. &be ta 
0& u.."ii .... cbeapez 10 pay ILe duly u... 10 """'8gIo. 
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m, ", 8. disturbing .. 1UH ..... pr...,.t, ho will often be able to &Ilow for their 
influence. For inotance, ho will know that 88 tha winter eom .. on, 
tho pricoo of butter and vegotobl .. rille; but tho oold weather mak .. 
people doelro butter more and vegetoblea leu than before: and therefore 
when tho pri ... of both vegotobl .. and butter rise towarda the winter, ho 
will expeot a greater falling off of consumption in the C880 of vegetobleo 
than obould properly be attributed to tho rise In price taken rJone, but 
• I ... IaWng oll In tho oaao of butter. If however In two nelghbouring 
wintel'l his ouatomera have been about equally numerous, and in receipt 
of about tho oamo rato of w_; and if in tho ono tha price of butter 
w .. a good doal higher th8dl1n the other, then a compariJon of his boob 
for tho two winton will alford • very aocurato indication of the infIuenoe 
of ohangeo In prioe on consumption. Shopkeopem who eupply other 
oIaas... of lOCiety must ooeaaiona1ly be In • position to furnish aimi1ar 
facta releting to tho ooneumption of their oustomen. 

Contumpo If a sufficient number of tobl .. of demand by dillorent _tiODO of 
:l::' by lOCiety oould be obtained, they would afford the meano of 'estimating 
of ,:C::: Indirectly tho variations in total demand that would result from extreme 
&hingI ~~ variations in price, and thUi a.ttaining an end which is inaccesaible by 
=~le any other ~ute. For. 88 • general rule. the price of a commodity 
in-:!'!:: fluctuate. within but narrow limits; and therefore atatistiOl afford us 
IIDDJ:lioo no clIroot moano of gu088ing what the OODIumption of It .... ould be, if 
M, t!.~:'!'. Ita prloe woro cither fivefold or a fifth port of what It actuaUy is. But 
...,. dur. we know that Ita consumption .... ould be confined rJmoot entirely to tho 

rich if ita prloo wore very high; and that, if ita price .... oro very low, tho 
great body of Ita conoumption would in moot C8808 be among tho work. 
Ing cIa.soeo. If then tho preoent prioo ill very ,high relatively to tho 
middlo or to tho working olaooeo, ..... may be ablo to Infer from· tha 
lawe of their demand at tho preoent prices what would be tho demand 
of tho rich If tho prloo wore 10 raioed,r .. to be very high relatively 
oven to their moaruo. On tho other hand, If tho preoent price ill mod ... 
rato relatively to tho mOOD8 of tho rich, ..... may be able to infer from 
their domand what would be tho demand of tho working c1aooeo If tho 
prioo wore to faU to a lovel which II moderato relatively to their m ...... 
It ill only by thUl piecing together tragmontory lawa of demand that 
..... can hope to get any approach to an accoroto law relating to widely 
different prlceo. (That ia to "y, tho genorrJ demand ourve for a com· 
modity cannot be drawn with confiden.. exoopt In tho Immediato 
neighbourhood of tho current price, anti! ..... oro ablo to piooe It to
gether out of tho fragmontory demand ourv .. of dillorent oIaas... of 
lOCioty. Compare tho Second Section of thia Cbapter.) 

When oomo progreso haa been made in reducing to defiulte law tho 
demand for oommoditieo that are d .. tined for Immediato conoampti .... 
then, bllt not till then, will thoro be nee In attompting • olmilar toot 
with regard to th ... oocondary demondo whlob ..... dependent on th ... 
-tho domando namely for the la~ur of ortioano and othen who tab 
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part in tho production of thinga for oale; and agoin the demand for In, n, 8. 
machines. factories, railway material and other instruments of produoa 

tion. The demand for the work of medio&l men, of domeatio servanUl 
and of aJl theM whoee aervioea are rendered direct' to the CODBUDlel is 
oimil&r in oharootor to tho demand for oommoditi .. · for immediaUl 
oonsumption, and ita IaWl may be investigated in the same manner. 

It iI • vorr important, but a1ao difficult task to 88Oort&in tho Another 
proportiOIlll in whiob tho different olassoo of society diotribute their ::.::":!.~ 
upendlture between neoesaariee, aomforta and lUIUriee; between things ~u~~ta of 
that provide only present pleasure, and those that build up ltores of ~~itf= 
pbyaicaJ and moral Btrengtb; ""d laatJy between thOBO whieb gratify cluseL 
the lower wanto and thOBO which ltimulate and educate the higher 
wanta. Several endeavoura have been ma.de in this direction on the 
Continent during the Jaat fifty yoara; and latterly the aubj .. t baa been 
investigated with incroesing vigour not only there but a1ao in America 
and in Englandl • 

I A iing1e tabIe made oul by the great ltatisticlan Engel fop the consumption 
or the lower, middle and working classeI in SaxoDY in 1657, may be quoted bere; 
because it baa acted. u • guide and. •• f.aIldanl of compariloD. &0 laIM inquirieL 
n ie .. 10001111:-

Proportlona or &b BxplDdlture of 'be PuuIl1 01-

lCemlot~ L ~ l 
WorlnDan with an Wortman with lID Mlddlo-CiUlI penon 
lDC'Ome of oA6&, \0 lDeoJDe or 90L \0 with &II ID~ome of 

GOl, a YIU'. lJOL 16Oi.1io llOO! 

1. Food on..,. ............... 62·0 per cent. 55·0per cent. 50·0 per cent. 
2. Clothing .................. 16·0 .. IS'O .. IS'O .. 
3. Lodging •••••••••••••••••• 12{) .. 12·0 .. }2·0 • 4. i:f.b .. nd fuel ••••••••• 6·0 .. 5{) .. 6·0 .. 
5. ucatiO~ .............. 2·0 .. 3·5 .. 5·5 .. 
8. LogaI .I". Uon •••••• 1·0 .. 2{) .. 3·0 • 7. Care he.altb ......... 1{) .. 2·0 • 3·0 .. 
8. Comfort. arul recJeation 1{) .. 2-6 .. 3-6 .. 

To\allo _ ............. 100·0 per can'- 1000() per cent. 11»0 per cant. 

Working-men" budgete ban often been eoUecUld and compartld. Bul. like aD. 
olber Bgwe. of t.he kind Uiey lUffer from the facY ihat. those who will take the 
lrouble to mw mch retUJ'lll voluntarily are Doi average men, thaI. lhoee who keep 
careful account. &ni DO' ."'erap menj aDd tba& when accounts have &0 be eupple
mented by t.he memory. t.he memory it apt. to be biaesed by not.iona .. to hoW' the 
money ough' &0 han been apent., especially wheD the aecounte are pul. I.ogethel' 
lpeciaUy for anolober'. eye. Thia bonier ground bet.weeD the proviDC811 of domestic 
and public economy is one in which e.cellen' work may be done by DlaD1 who are 
disinclined. for more gtlDN'aI and ahlt.racl. apeculat.ions. 

InIonnawon bearing on the IUbject "81 collected long ago by Barriaon. P~ttYI 
CantiUon (whOle loa' Supplement IfI8DlI to have contained lOme workmen'. 
budge .. ), Arthur Young, Ma1thUi and others. Working·men'. budgetA were 
collected by Eden lot the end of the1aa' cent.ury; and there is much m.i.sceIlaneoUl 
lnforma._ OIl ~ upendiWre 01 the working claases in au_quent Reporll 01 



ll6 NOTE ON STATISTICS OF CONSUMPTION 

111, IT, 8. Commissions aD Poor-rellai', Factoriea, etc. Indeed alm08t eTery year &eel lODle 
important additriOD lrom public or private 1OUl'Ce8 to our inlormat.ion GO t.hese 
tubject&. 

It. may be noted tha' the method of Ie Play'a monummbl IM 0wriIn 
Europknl is t.he inlmft'H .twiT 01 all the det.ai18 of the domflltic life of .. few 
auefully chosen familia To work it well requirea .. rare combiDaUOD of judgment 
in selecting casas, and of inaisht and s1fDpatby in intetprer.ing ~ At ir. bes" 
i' is the beat 01 aU: but in ordinary bandl n ill likely to .uggest more 
untrust.wortby general conclusions, than those obtained by fob. a::tm.riN meLbod 
of eo11ecting more rapidly very numerous obaervations, reducing diem .. flU' .. 
pouib1e to at.atist.ical Conn, and obtaining broad a"'engeI in which ~ 
aDd idi08yncraaiea may be trusted. to count.etact one another to 1011111 ut.eo.l. 



CHAPTER V. 

CHOICE BETWEEN DIFFERENT USES OF THE SAME 
THING. IMMEDIATE AJ.'<D DEFERRED USES. 

§ 1. THE primitive housewife finding that she has a m,., 1 

limited number of hanks of yarn from the year's shearing, The dis.ri

considers all the d~mestic wants for clothing and tries to ~~!:,~!. 
distribute the yarn between them in such a way as to con- be':':!!. 
tribute as much as possible to the family wellbeing. She !.be ~ral;
will think she has failed if, when it is done, she has reason :in!~~,Of 
to regret that she did not apply more to making, say, socks, ,. ..... 
and less to vests. That would mean that she had mis
calculated the points at which to suspend tbe making of 
socks and vests respectively; that she had gone too far in 
the case of veats, and not far enough in that of socks; and 
that therefore at the points at which she actually did stop, 
the utility .of yarn turned into socks was greater than that 
of yarn turned into vests. But if, on the other hand, she hit 
on the right points to stop at, then she made just so many 
socks and vests that she got an equal amount of good out of 
the last bundle of yarn that she applied to socks, and the last 
she applied to vests. This illustrates a general principle, 
which may be expressed thus:-

'-If a person has a thing which he can put to /ll'verai uses, ''''' 
he will distribute it among these uses in suell a ""y that 
it has the same marginal utility in all.) For it it had a 
greater margin~1 utility in one use than another, he would I 

\ , 
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In, ., t., gain ~y ~aking away some of it from the second nae and 
. applymg It to the firstl. 

But. (One great disadvantage of a primitive economy, in which: 
t:~'to':,"7 there is but little free exchange,\is that a person may easily,.. 
:'D~"!'h~g have so much of one thing, say wool, that when he has 
:d'~ -. applied it to every possible use, its marginal utility in each 
littleol nae is low: and at the same time he may have 80 little of 
......... some other thing, say wood, that its marginal ntility for him . 

is very high. Meanwhile some of !iis neighbours may be in 
great need of wool, and have more wood than they can turn 
to good account. U each gives up that which has for him 
the lower utility and receives that which has the higher, each 

I will gain by the exchange. But to make such an adjustment 
by barter, would be tedious and difficult. . 

Barter ia :rhe difficulty of barter is indeed not so very gre!'t 
• pa.rtiat 
.... .u,. wheJ8 there are hut a few simple commodities each capable 

of being adapted by domestic work to several uses; the 
weaving wife and the spinster daughters adjusting rightly 
the marginal utilities of the dillerent naes of the wool, while 
tlje husband and the sons do the same for the wood. 

Monoy § 2. But when commodities have hecome very numerona 
:::n~uted and highly specialized, there is an urgent need for the free 
~~::!:;ua1 use of money, or general purchasing power; for that alone 
::'Jm:::.a1in can be applied easily in an unlimited variety of purchases. 
aach.... And in a money-economy, good management is shown by so 

adjusting the margins of suspense on each line of expenditure 
that the marginal utility of a abilling's worth of goods on 
each line shall be the same. And this result each one will 
attain by constantly watching to see whether there is any
thing on which he is spending so much that he would gain 
by taking a little away from that line of expenditure and 
putting it on 80me other line. ' 

Thus, for instance, the clerk who is in doubt whether to 
ride to toWn, or to walk and have some little extra indulgence 

I Our lUuatratioo belongs Indeed properly to domeaUe production rather than 
"" to dom.tic eonaumpt.ion. But. thal .,.. almon iDeri&able; lor &bere aN .." 

fe" thingl ready ror Immediate consumption which All .ni.lable for mlUlJ' 
different UI8L And &be doctrine of the distribution of mNDI betweeD clilrexwlf 
UI8I bGi leu .tmportanl aDd I.,.. iot.erutJ.DI .pplieawoDl ill. tile 1Ci8llce 01 
damaod. &ban in Iba' 01' nppl7. See..,. V. DL 8. 



PRESENT AND J'UTURB BENEFlTB 119 

at his lunch, is weighing against one another the (marginal) m, .•• s. 
utilities of two different modes of spending his money. And A. cbi.I 
when an experienced housekeeper urges on a young couple d:.'!uc 
the importance of keeping accounts carefully; a chief motive .... un ... 

of the advice is that they may avoid spending impulsively a 
great deal of money on furniture and other things; for, though 
some quantity of these is really needful, yet when bought 
lavishly they do not give high (marginal) utilities in propor-
tion to their cost. And when the young pair look over their 
year's budget at the end of the year, and find perhaps that" 
it is necessary to curtail their expenditure somewhere, they 
compare the (marginal) utilities of different items, weighing 
the lOBS of utility that would result from taking away a 
pound's expenditure here, with that which they would lose 
by taking it away there: they strive to adjust their parings 
doWn so that the aggregate lOBS of utility may be a minim)UD, 
and the aggregate of utility that remains to them may be a 

• 1 manmum. . t. 

§ 3. ~he different uses between which a commodity is Th. 
• • ·balancing 

distnbuted need not all be present uses; some may be 011 •• .,. 

present and some futur~)A prudent person will endeavour =b!~ 
to distribute his means between all their several uses, pres.en~t p ..... " 

and future, in such a way that they will have in each th 
same marginal utility.Out in estimating the present ma 

. ginal utility of a distant source of pleasure a twofold allowance 
must be made; firstly, for its uncertainty (this is an objective 
property which all well-informed personS would estimate in . 
the same way); and secondly, for the difference in the value 
to them of a distant as compared with a present pleasure) 
(this i. a 8tlhjective property which different people would 

• The working-e1ua budget. which were mentioned in Ch. ". t 8 may rend81 
01.01' importa.o.& Ml'ricea in belping people to distribute their reaoureel wiIel,. 
beLneo dileren' uaee. 10 t.h&& tobe marginal utility for each purpoae tbBll be the 
AIDe. Bu' the rita! probleml of dODlelltJc economy relate .. much to wise action 
.. to wile .pending. The English IUld the American hOWJewife make limit.ed 
meau eo .. leal way towardl .atidying "anti than the French bOUlewile doeI. 
DO' becaUil they do not know how to buy. but beeaUlt they cannot produce .. 
eood finished. coounoditJu out of the raw material of inupensive jointl, vegetables 
ek., .. abe can. Domut.ic economy 11 often tpO.ken of .. belonging to the lcimce 
of ooDIUIDptJon: but foba' ill only baU We. The greatee, fault.l in dom.Lie 
economy, among t.blllOber portion 01 t.b.1I Anglo-Saxon work.ina~ a' all .venM. 
aN fault. 01 producUDA ntohor tbul ot conaump6iOD. 
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Ill, v, a. estimate in different ways according to their individual 
characters, and their circumstances at the time). 

VFuIul'e If people regarded future benefits as equally desirable 
=!~J:.. with similar benefits at the present time, they would pro
':!.':tia~t bably endeavour to dietribute their pleasures and other n.... satisfactions evenly throughout their lives. They wonld 

therefore generally be willing to give up a present pleasure 
for the sake of an equal pleasure in the future, provided they 
could be certain of having it. But in fact human nature is 
so constituted that in estimating the" present value" of a 
future benelit most people generally make a second deduction 
from its future value, in the form of what we may call a 

C" discount," that increases with the period for which the 
benefit is deferred.) One will reckon a dietant benelit at 
nearly the same value which it would have for him if it were 
present; while another who has less power of realizing the 
future, less patience and seU-control, will care comparatively 
little for any benefit that is ",t near at hand. lAnd the 
same person will vary in his mood, being at· one time 
ilj1patient, and greedy for present enjoyment; while at 
another his mind dwells on the future, and he is willing to 
postpone all enjoyments that can conveniently be made. to 
wait. I Sometimes he is in a mood to care little for anything 
else: sometimes he is like the ctildren who pick the plums 
out of their pudding to eat them at once, 80metimes like 
those who put them aside to be eaten last. And, in any 
case, when calculating the rate at which a future benefit 
is discounted, we must be careful to make allowance for the 
pleasures of expectation. 

Deoi .. l.. c:\.The rates at which different people discount the future 
luLing ff . rdi 
lOure .. 01 a ect not only their tendency to save, as the term 18 0 -
:~~r.;en. narily understood, but also their tendency to buy things 
o .... rohip. which will be a lasting. source of pleasure rather than those 

which give a stronger but more transient enjoyment; to buy 
a new coat rather than to indulge in a drinking bout, or to 
choose simple furniture that will wear well, rather than 
showy furniture that will soon fall to pieceaJ 

It is in regard to these things especially that the pleasure 
of possession makes itseU felt. Many people J~ve from , 
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the mere feeling of ownership a stronger eatisfaction than m. y.4. 

they derive from ordinary pleasures in the narrower sense 
of the term: for example, the delight ,in the possession of 
land will often induce people to pay for it so high a price that 
it yields them but a very poor return on their investment. 
There is a delight in ownership for ite own Bake; and there 
is a delight in ownership on account of the distinction it 
yields. Sometimes the latter is stronger than the former, 
sometimes weaker; and perhaps no one knows himself or 
other people well enough to be able to draw the line quite 
certainly between the two. 
. § 4. As has already been nrged{ we cannot compare the Bul we . 

quamilie8 of two benefits, which are enjoyed at different ~'i;' 
times even by the eame person. When a person postpones .. ;.~un.1o 
pleasure-giving event he does not postpone the pleasure; but ~u .. 
he gives up .. present pleasure and takes in its place another, benefi~ 
or an expectation of getting another at a future date: and 
we cannot tell whether 'he llxpects the future pleasure to be 
greater than the one which he is giving up, unless we know 

'all the circumstances of the cllse. And therefore, even 
though we know the rate at which he discounts· future 
pleasurable events, sucb as spending £1 on immediate grati
fications, we yet do not k1l.Q,~ th'L rate at which h~ djs!"o,!ID~ 
future pleasures',-' " 

1 In clasaifying lOme pleasures .. more ""tilt than others, it is oUoD for
gotten that &be poaLponement. 01 a pleasurable eyent. may alter the circumst.a.nces 
under which n occura, and therefore altM &be character 01 the pleasure itaeJt For' 
but.aoc:e U ma, be said t.hat a young mall discounts at. a qry higb rate ..... 
pleuure of the Alpine toun which be bopel &0 be able to alION himaeU wbeD he 
baa made hit fomme. Be would much rather ban lhem DOW, partly becaua' 
t.he1 ~uld gin him much pater pleasure DOW. 

Again, it ma,. happen Utat the poetponemeat of • pleasurable event innivel 
an unequal diatribuLion in -Time of a eert.ain good, and that. Lhe l..aw of Diminu
tion of Marginal Utility acLl .t.rongly in the _ of Utia partic.ulnr good. Foi 
inltance. II. is lOIIleUmee said Iba' Ule plcB1tm15 of eating are specially urgent;· 
and i' II undoubtedly mae lba' It • man goert dinnerless for lis days in the week 
and eala aeveo dinnem on lobe aevent.h, he loses very much; because wben poet
paning ail: dinneD, be d08l oot post.pone the pleatnues of ent.ing lis .parate 
dino-, bu' IUhltituteil for ihem the pleasure of one day'a esceasive eating. 
Again, when a penon puta away eggs for t.he winter be dOOll Dot espec, lb.a .. Lbey 
will be better flavoured then than nowj be upecta that Lhey will be scarce, and 
\ha" therefore I.beir utility wiD be Wgber than now. This ahowa lobe impor1.anee 
of drawing a clear disLincLiuD between discounting a future pleasure, and d. 
countinR ~"'''''UN derived from U1e future eDjoymeot of • certain amoun .. of 
• oommod, For in the latter cue .. mud make .parate allowance fOI 
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CWe can however get an artificial measure of the rate at 
which he discounts future benefits by making two' &sswn!!=
tions. These are, Jir'!,t1y, that he expects to be about as rich 
at the future date as he is now; and secondly, that his capa
city for derlving benefit from the things which money will 
buy will on the whole remain unchanged, though it may have 
increased in 80me directions and diminished in others] 0,1 
these assumptions. if he is willing, but only just willing, to 
spare a pound from his expenditure now with the certainty 
of having (for the disposal of himself or his heirs) a guinea 
one year hence, we may fairly say that he discounts future 
benefits that are perfectly secure (subject only to the con
ditions of human mortality) at the rate of five per cent. per 
annum. And on these assumptions the rate at which he 
discounts future (certain) benefits, will be the rate at which 
he can discount money in the money market l • 

dilereDClIII between Ute margI:ul uWitlel 01 the commodity at \be two timM: 
but in the fonner &his has been allowed for once in eetimatina &be amount 01 dl8 
pleasure; and it mOlt DO& be allowed lor again. 

. ' 11 II imp ..... , 10 romember Ih.~ ouopl on "' ... .....,pliomo Ihe", II GO 

direct connection bet.weea the n&e of discount on &he IOID 01 money, and Uie rate 
a' which future pleaaurel ate diseount.ed. A man may be 10 impatient of delay 
&ha •• cenain promise of • pleasure &en yeaa hence will DO& induce him to gin 
up one clOl8 at hand which he regarda .... quarter &I great. And yet if be 
Ihould tear iha' &en years hence mODe,. may be 80 acarce willi him (and itl 
marginal ut.iUt., tberetore 10 higb) ... , half~a-croWD abeD ma,. gift him more 
pleasure OJ' ... ve him more pain than a pound now, he will Ian lODleUWlg for ibe 
fumre enD t.b.ougb be have k» hoard i" on the IUD8 principia that be migh' .tore 
egp 10 .. the winlM. Bu' n .... b.eN auaying into quesLiODI that are mo .. 
clOl8l, eonnee&ed trifob Suppl, &han with Demand. We abaD b .. &0 consider 
them agaIo from. different pointl of vie" 10 eouneetoion with die Accumulation of 
Wealt.b, aad later again in connection wiUJ. &be eau. &bat. detennine Iibe B.a. of 
Inter... • 

We rna, howevor c:onaider here how to meuure Dmnerically &Ito Pre8fmt nluo 
of a 1uf.we p-uri, on the auppoait.ion &hat we kno", (i) it. amoun, (ii) tJie date 
01 wblch II will ...... U II com ... aU, (iii) Ibo _ .. Ibol II will ...... UId 
(iv) tho rate at. "hich the person in qUOltion ditcount.l1uklre pleuuree. 

U the" lrobabilif., &bal a pleasure will be enjoyed. .II &hree to cme. ., WW 
three cha.ml. out of four are in it.- tnoUf, ~ Nue of it. ezpeclation II tJuee. 
fourt.ha of "hal" would be if if. were cenain: if the probabilit, &bal " will be 
enjoyed ,..,. ow., I18Yen to 0ve. 10 t.ba, only IOYen cba.ocea out of Lwei .. are in it. 
favoW', lb.e value of I .. ezped.tim it only 1OftD.-LwelUba of "hat it would be if 
th, event were cenam. and 10 on. [Thill II 'tl actwuiall'alue: but fwiher 
allowance ma, han &0 be made fOJ' the fact that the true "aIue &0 aDJOIlO of an 
uncenr.in pin II goaeraIly ... Iban iI ... 1uariaI _ (_ Ibo DO" OIl Po 9OO~1 
u th_ ant.icipated. p1eeaure ill both uncertain and uu, .. haN • ,wolold 
dedUCtlOIll &0 make from 1 .. full nIue. w. will IUp~ for inIaance. lba' • 
puIOlII would Ii" 10.. lot •• raWloau,OII, iI " ftN ~ ud. ce.n..tu. but lbM 
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So far we have considered each pleasure singly; but a m,., Co 

great many of the things which people buy are durable. S.6. Fu~ 
are not consumed in a single use; a durable good. such as ~= 
a piano. is the probable source of many pleasures. more or lrom 'bh~ 

OWDers Ip 
less remote; and ite value to a purchaser is the aggregate 01 durab!" 

• commodi-
of the usance. or worth to him of all these pleasure., allowance a ... 
beiD.gmadelor their uncertainty-andfoithe;r distance1• 

il. is due .. year hence. and &be probabili'y 01 ita happening t.hen is three t.o one. 
Suppose also dW be discount. &be fu\U18 .t. the rate 01' liwenty per cent.. I"U' 
annum. Then \he nine to bim 01 &be ao1.icipation of it. is I x -Nt x 10# ... ., e.. 
Compare &be lnUOduct.ory chapter of Jevona' T1uorr oj Political ~y • 

• Of course t.hiI estimate ia formed by .. rougb instinct; and in any attempt. &0 
!educe iii 10 numerical accuracy (see Note V. in the Appendix), we mUlt. recollect 
what. baa bean aaid, in Ulia and the preceding Section, lUI too Ule impoesibilit.y of 
comparing accurat.e1y ple&9\U'el or other satisfactions that. do DOt. oecur .Ii the 
same t.ime; and aIao as to the assumption of unifonnity involved in aupposiDg &be 
diIcount. of fulme pleasurea to obey \he uponeoUallaw, 



CHAPTER VI: 

VALUE AND UTILITY. 

m, ..,1. 1] 1. W .. may now tum to consider how far the .price 
Price and which is actually paid for a thing represents the benefit that 
IIIili.y. arises from its possessio~ This is a wide subject on which 

economic .cience has very little to say, but that 'little is of 
some importance. ',.' 

:';."W e ha~e already seen that the price which a person pay1! 
for a tbiE.g_cann~yer_e_~"!l~d, and seldom comes up to that 
which he would be willing to pay rather than go without iO 

40 that, the ~tisfaction which he gets from its purchase 
'generally e~eds that which he gives up in paying away its 
price; and he thus derives from the purchase a surplus of 
satisfastiori.:::1'4e excess of the Price which he would he 
willing to pay -rather than go without the thing, over that 
which he actually does pay, is the econ,?-mj~OJ!Sure of this' 
.urplus satisfaution, It may be called COtI8Umer', ... rpl~"J 

J _""'/ ~t is bbvious'that.the consumer's surpluses derived from 
....,1.. sonie ~minoditi .. are much greater than from others.Yrhere 

are many oomforts and luxuries of which the prices a" very 
. much below those which many people wo1lid pay rllfh¥ than 
go en~y without them; and which therefore afford a very 
great oonsumer'. surplus, Good instances are matches, salt, 
a penny newspaper, or a pOBtage-stamp-;] 

I lip." 01 v·This benefit, which he gets from purchasing at a low-price 
~;,::netll things for which he would rather pay a high price than gol 
cieri... without them. may be called the benefit which b, derives' 
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rom his opporlunitiu. or from his mvironlM7lt;'p.!. to recur ill, 'J, 2, 

" a word that was in common use a few generations ago. ~~ fro,!, his ' . 

lis coniunctur.. Our aim in the present chapter is to apply ::.ro:
he notion of consumer's surplus as an aid in estimating:::;t'
:oughiy lome of the benefits which a person derives from his 
,nvironment or his.conjuncture1• 

§ 2. In order to give definiteness to our notions. let us eon· <' v 
lonsider the case of tea purchased for domestic cO)lsumption. ::::;i': m 
L k th f h if h' ~.' f tea .. lab.n 10 et us ta e e case 0 a man, W 0, t e 1"nce 0 ~edemand 

were ~08. a pound. would just be induced to buy one pound ~.i:i!i 
mnually; who would just be induced to buy two pounds if 
!;he price were 14 .... three pounds if the price were 108.; four 
pounds if the price were 58 .• five pounds if the price were 
t. .• six pounds if the price were 3s •• and who. the price 
being actually 21 .• does purchase .even pounds.Yi e have to 
investigate the consumer's surplus which he derives from his 
power of 'purchasing tea at 21. a pound. 

, ·The fac. that he would just be induced to purchase one 
pound if the price were 208 .• prov!'" that the total enjoyment 
orllatisfaction which he derives from that pound is as grea~ 
that which he could obtain by spending ~ ... on other tlWi.~.1 
When the price falls to 148 .• he could. if he chose. continue' 
to buy only one pound. He would then get for 148. what 
was worlli to him at least 208.; and he will obtsin a sum!us 
satisf,n wortlLto 1!J.Jl:I..llt leaBt...6s .• or in ether words a 
ponsumer's surplus of at least 6.. But in fact he buys a 
second pound of his own free choice. thus shewing that he 
regards it as worlli to him at least 148 •• And that this 
represents the additicmal utility of the segone;! mlund to ~!!!!! 
He obtains for 28,. what is worth to him at leilst 2Q,. + 14 •. ; 
i .•. 3t.. His surplus satisfaction isatall e;ents not dinllnishild ' 
by bu~1i. but remains worth at least 6 •• ):Ghim'. 'l;he 

• ThiI t.enq is II familiar Olle in German economics, and mea" • need wbith is 
much fel, in Engliab ecooomica. For ··opport.uni'y" and "environmen,-" the only 
available .ubatAuLel for i&. are aometimes nLher misleading. By Con; .. ,..,., 8811 
Wagner (~.." Ed. m. p. 887). ",. underatand t.h •• wn tot.a1 of the 
technical, economic, lOclal and legal condit.ioDlj which. in • mode 01' national 
liI. (V ~ft) ftIIt.ing upon diyiaiOR of labour and priYat.e propen.y.-
8!llpeciQJ.ly pri .... proper', in land and olob., maloerial meaJll of product.ion
'de&ermine Lbe demand tor and aupply at goods. and therefor. t.beiJ' ucbange 
.... lue: LhiI detemlinatioD being u a rule. or at; 1ea8~ in tho DI.&in, tMq~ 01 

, Ihe ..nu a&: • 0WDeJ', 01 WI acm"1 ao.d b.iI .... "'I.nOli ., 
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m, ... I. total utility of the two pound. is worth at least 3.... his 
consumer'.'78tllpius is at least 6 •. 1 The fact that eac.b 
additional purchase reacts upon the utility of the pnrchaBel 
which he had previously decided to make '- already bUIll 
allowed fO,.,. makin!; out tAe .cheduk MIll mUll 1101 be counted 
G .eeond time. 

When the price falle to 10.., he might, if he chose, 
continue to bur only two pounds; and obtain for 20.. whaf 

1 Some furthor expl&natioDl may be givOl1 ot tbfa atatern.f'Dt.; Ulougb in tacl 
they do Ii"'le more !.han repeal. in oUler worda wha' h.u already beeo. IBid. 
The ligniftcanoe of ibe oondit.ioD Ia. tM led lbat. be buy. the aecond pound. ~ 
bia OWll free choice is Gon by ~ co08ideratioq &bat. if &he price 01 Iv.. had beeII 
offered &0 him on ibe c:ondilrion &bat be took two poundI, he would lbeu have tc 
elect be,weea t.Uing one pound to ••. or two poundl for •• : and &baD. hi! 
IakiDg , ... pouodl wouJd "'" ha .. PlVved lila, be Ibougb' &he IIICOIld poUDd ... rIIl 
more &han a.. to him. But. .. it, is, be utes a eecond pound pa,uig 141. Uncon' 
dltionally 1M ~ Illd tha' pro", that. " .. worth ., Ieu& 141. to him. (U be C8II 
get; bUIll a' .. penny oaeb, bu~ _veil for &ixpenee; IIld he elect.l to buy BeVen. wt 
know th., be iI willing too give up Ilia ut.h peDDy tOJ' the I8ke 01 &he siz.t.b and ~ 
Jevent.b. inmJ: but. we C6DD.ot. tell how much he would Pl.,. n&her ~ go wUhoul 
the .1'enlrb buD only.) 

Ih it aomel.im .. objected tha' as he inCre&SeI hill pureh-, &be urgency of hiI 
lleAd tor hiI earlieJ'. purehBSel iI diminished, and &heir utili~ faUa; &ben(o.re WI 

..,b' 10 ••• 1Iinually rodawlbo oarIiu paN 0I ... 1iB1 01 cIemruuI pricoo '" .10 ..... 
level, .. we plLII along it; wwardJ lower prioel (t ... SO mdra" a' II lower lens! 01Q 

.. d_and curve II we pau along it w the righl,. But thY milccniceina &he plao aD. 

.. hich lbo &1 01 pri ... iI madrl ..... The .bjeclioD _d ba .. heeD nIid, it 
tile demand price ., againa' each Dumber of pounda 01 t.ea repftllODted &be awtIIfl 
utilit.y of 'hal number. For 1& II true &bat. if he would pa, jon •• for one 
pound, mel jun 141. for allllCOl1d, ,haD. be would pa7 jun "'.lor &be two; i.e. 17a.1 
eaeh 011 the aYeJllCe. ADd 11 our liA bad had refeJ'8D.eII to abe IIWnJff prices he' 
would pay. and had Ie' 17 •• agaiN' &he IeCOJld pound; theD DO doubt we should: 
bave had. SO redraw lhe lilt. .. we passed em.. Por when he hal bough' .. &bird 
pound Lbe average ut.ilit.1 &0 him of each of &he three will be .. $baD &hat; olI7 ... 
being in fact 141. 8d. if, .. we go on to uawne, be would pay jon 10.. tor .. &bird 
pound. But Udt difficult.,. ill enWel,. avoidedt on &he plao 0( .making out; demand' 
prieel which ill here adopted; IICCOrdiDg t.o which hia IeCOJld pound is cndi&ed. DOt 
wit!> Ill. 17 •• which ... p ..... lIl11. """'P nJue per pound oIlbo , ... poundl/ 
bua 'friLb ihe 14.1'1 which repftlleDt.I &he adtIitiot&aJ uLUi'Y which .. eecond pouDcI 
h .. I .. him. For lb., ........ ""obaaged .. boo be .... bough' • _ pound, 01 
which ~. addiLional uWit.y b measured. by 10. • 
.. ~ 'rbe dna pound wall plObabl,. worth to him more Ibm" Ali that we kno. 
iI tb\& it; w .. 110' wort.b Ie. to bim. n. probably eo' tome IIDt.ll awplu..t eYeD ou: 
1IIa'- Agaln, lb ..... ad pound _ p",bably "..." m.ro Ibm 141. 10 him. All 
lb" ....mo .. 11 6ba,. i' "11 wo.rt.b ., 18&8' 141. and DO' worlb • to birD. a. 
would II' t.berelore .. &b.iI ..... urpiUl _UstIlC&.i~ 01 ., ..... e.." J)IOb&bl, • Ii"" molW. ... agged edp Q( IrhiI kind. u mat.bema&iciaol .,. aware. un" 
Hilt. when we watch t.be .Oeet. 01 couiderable chanaeI. .. Ioha& from so.. to 1_' 
• POWld. u ... bad beoun lrilob • very high price, bad ~ded by proclicall, 
IDdnitelim.aI ehlUllM of a farthiDl per pound, aad. .,.t.cha;l ioftoi..mtu Yaria&ioaI 
... hilr:GrIIIIDlp .... ., .... aII """ .... 0/ • poUDd ., • limo, Ihio ~ edp wwId 
ba .. dlI.ppeal'ed. 
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was worth to 1!.im at least 848., and_derive a surplus eatis- m. ",8. 
laction worth at least 148. But in fact he prefers to buy a 
blUrd pound: and as he d<iaB this freely, we knoW'"1liat he 
ioes not diminish his surplus satisfaction by doing it. He 
~ow gets for 80s, three pounds; of whiCh tbe first is worth 
to him at least 208., tbe second at least 148., and the third at 
least lOs, The total utility of the three is worth at least 
" •. , his consumer's surplus is at least 148., and so on. 

When at last the ·price has fallen to 2.. he buys seven 
pounds, which are severally worth to him not less than 20,) 
14, lO, 6, 4, 3, and 21. or 69.. in all. This sum measures 
their total utility to him, and his consumer's surplus is (at 
least) the excess of this sum over the 14,. he actually does 
pay for them, i... 45,. This is the excess value of the 
satisfaction he gets from buying tbe tea over that which he 
could have got by spending the 14" in extending a little his 
purchase of other commodities, of which he had just not 
thought it worth while to buy more at their current prices; 
and any further purchases of which· at those prices would 
not yield him any consumer's surplus. In other words, 
he derives tbis 458. worth o~ surplus enjoyment from his 
(lonjuncture, from the adaptation of the environment to . 
his wants in the particular matter of tea. H tbat adaptation' 
ceased, and tea could not be had at any pries, he would have 
incurred a lOBS of satisfaction at least equal to that which he 
oould hav'! got by spending 458. more on extra. supplies of 
things that were worth to him only just what he paid for 
theml • 

l Prof. Nicholson (Prinnp'" of Political EeorwmYr VoL 1 and Economic. 
JMIni4I, Vol 11'.) b.aIa raised. objectioDi to the notion of coDlunua' .urp1us. 
which han beeo answered. by Prof. Edgeworth in 'the laDle JournaL ProL 
Nieholaon 11&,.:-"01 wbat ."aU is it to lay that the ulllity of IrD. income 
of (aay) £100 a year is worth (aay) £1000 a. year P" There would be DO ava:il 
ID aaying ilia'" But there might be use, ",};len comparing Iile in Ce.oVal Al~ 
wilob lite' lD Englaod, 1a. laying t.b.at, t.b.ough the t.binga which money will bUJ . 
In Cenr.ra1 Altice. may on t.b.e average -be II cheap t.here 81 bere, :ret there are 10, 

many t.binp whieb eanJlO~ be bougb~ there a" a.ll, Lha~ a person wit.b a ihbUl&Dd 
a year &bere it no~ 10 wen off II .. peraon with Lhree or four hundred .. year here. 
U a mao paya 140 kn on • bridge. whieb lavee him an additional drive that. woold 
COlt. .. ,hilling, we do lUK ... y &baL lobe peony if. worth .. lhilling, but. t.b.., t.be penny 
&ogeUlel wit.b lobe advantage offend him b7 the bridge (t.he pan i' playa in 
b1a conjUllCt.ure) ia worth • IhWing for Lha'day. WeN t.h. bridge- lWep' away QD 

a clay on which he needed iL. he would be in "leal, .. bad • poUKon II if he bad 
boou doprived 01 .1 .... -. 
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III, n, 8, '/5 3, In the same way if we were -to neglect for the 
Demand 01 moment the fact that the same sum of money represents 
• mark~ ) difierent amounts of pleasure to different people, we might 

measure the surplus satisfaction which the sale of tea affords, 
say, in the London market, by the aggregate of the sums by 
which the prices shown in a complete list of demand prices 
for tea exceeds its selling price1 • 

•• Let UI then consider $he demand curve DD' for tea ill au,. Jarg. markeL 
Let OR be the amount wbic:h ileold. there at ~ 

price BA. annuaUy, a year being laken .. our unit 
of time. Taking any point AI. in 011 lea UI draw 
MP 'rert.icaUy upwarda to meet the CWTO in P and 
cut a borizontal line t.hrougb .4. in B. We will 
IUppose tile 18l'emI. lbe. numbered. in ibo order 
01' the e&gerDtlll of the ..,veral purehasen; &be 
eagerness of the purcb.aaer of any Ib. being mea-

D 

Fig. (10). 

• 
IUled by the price he iI jUl' willing to pay foI c r-:===tR~'~D~' \ha.' lb. The figure informa 111 tha' OM can be ~ 
aold at the price PM; but that at any bigher price 9 • 11 .' 
not quite 10 maoy Iba. C8II be IOlcI. There mUit be &hen aome iDdiridual who will 
buy more aa the price PM~ &.ban he will at. any higber price; and we are &0 repra 
the OMtb lb. AI sold to t.hiI individuaL Suppose for msWlce &bat. PM lepreMDU 
v,. and &hat OM represent.. .. million IbL The purcbuer described in &be teD ill 
jun wiDing to buy his 61th Ib of t.ea at &be price "-. and ibe OMtb or millionth 
lb. may be said to be sold to him. U.dB and therefore RAt represent; lb., ibe 
coDlUDlert' IW'PIUl derived from &he OAltb lb. is &he exc:eu 01 PM or 41. which the 
purchaser of tba' lb.. would bave been willing to pay fot i~ over RAt U1e 21. which 
he actually doel pay fot iL Let; us suppose that; a very &bin vert.ical parallelogram 
is drawn 01 wtiicb .. height is PM and. of which &be base is t.he diatance along en 
t;btl' meuurel ibe angle uni, or lb. 01 tea. Ii will be convenien, benceforward tID 
regard price .. meuured Dot; by .. matbematical aLraigbi line wit.b.out; UUckneu, 
... PAt i but; by .. very Utin parallologram, or as it; may be called .. t.bic:k IW'aigbt; 
line, ot which the breadlb. ia iD. every cue equal io Lbe distance along Oz whicb 
DleD.lUrel .. unit; or lb. of &ea. Tbus we mould aay \bat; the iotal anLiafact.iou 
derived from the OMtb Ib. of .. is represented (or, OD the aasum.pt.ion made in 
tbe lut pll1'8glaph 01 abe &0, i8 measured) by the t.lUck Itraight line AlP; 
Iha' \he P"'" paid lor \lrio II>. 10 .. p ..... 1od by \he Ibi,k .lraighl·1ino AIR 
and t.he conaUDleJII' IUrplua derived from tbia Ib. by the UUclr: straight; line RP •. 
Now let us IUppoee ihat IUch &biD parallolograma. or thick luaight linea, are 
dmwn flom aU pOlif.ioD.! at M be,wecn 0 and B, ODe fot each lb. 01 ... The 
thick atraight; Un. ibua drawn, .. MP ia, from Ch up t;o ibe demand. curve 
will each represent; the aggregate of the ut.isfact.ion derived from .. lb. or tea; 
and taken together tbUi occupy and Gactly 811 up lobe whole .,. 008.4.. 
theretore we may lay that; Ole area DOH.4. represents lobe &ggregale of &be sau.
facUon derived. bom the conaumptioD 01 &ea. Again. each of the atraight; lin. 
drawn,,, JIB is, bom Oz upwards .. far AI A.C reprosenta Ole pm that adually 
is paid for .. lb. 01 tea. Tb8lO .t.ra.ight liDas together make up &.be area COB.4i 
and therefore LhiI area representa tb. total price paid for tea. Finally eadI 
01 the .t.raigb, lin. drawn u RP illrom .4 C upwards .. far ... 1.be demand. Clurve, 
r.praaent.l the c:oDIUDlers' .mpiUl derived. from ~fI corruponding Ib. of ... 
Those atroigbt linN togeLher make up lbe area. DC.4; and Lberelooo this area 
rep~. U1e total CObIwuera' aurplua t.ha~ it derived from. __ when 1.be price iI 

l 
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This analysis. with its new names and elaborate machinery. m; .... s. 
appears at first sight laboured and umeaI. On closer Tbia
study it will be found ~ introduce no new difficulties and :=1, 
to make no new assumptions; but only to bring to light U.i~ 
difficulties and assumptions that are latent in the common .Xp"",!i~D 
ilanguage of the market-place.)For in_this. as in other cases. :::.~~ .. 
the apparent simplicity of popular phrases veils a real com-
plexity. and it is the duty of science to bring out that latent 
complexity; to face it; and to reduce it as far as possible: 
so that in later stages'we may handle firmly difficulties that 
could not be grasped with a good grip by the vague thought 
and language of ordinary life. 
C lIt is a common saying in ordinary life that the real worth 
of things to a man is not gauged by the price he pay. for them: 
that. though he spends for instance much more on tea than 
on salt. yet salt is of greater real worth to him; and that this 
would be clearly sesn if he were entirely deprived of it; 

lThis line of argument is but thrown into precise technical 
form when it is .aid that w~c:annot trust the ~arginal utility 
of a commodity to indicate its total utilitY!JIf some ship
wrecked men. expecting to wait a year "before they w~ 
rescued, had a few pounds of tea and the .. me number ot 
pounds of salt to divide between them. the salt would be the 
more highly prized; because the marginal utility of an ounce 
of .. It. when a person expects to get only a few of them in the 
year is greater than that of tea -under like circumstances. 
But. under ordinary circumstances. the price of Bait being 
low. everyone buys so much of it that an additional pound 
would bring him little additional satisfaction: the total utiliW 
of Bait to bjm i. vet}' g~-indeed,-ancL:yeILituP~r.&iA 
l!tility is low. On the other hand. since tea is costly. most· 
people use less of it and let the water stay on it rather longer 
than they would. if it could be got at nearly as Iowa prica 

.AH. Bu' it mUll be repeated &bat un. geomemeal meuuremen' " only liiio 
. aggregat.e of Lbe IIl8UUNI of beDefi,. which are no' aD I1lO8SUnMl 00 t.he same 
ecaIe except on lobe uswnption jUl' made in the tDL. Unlesa &hat aasWnpt.iOD 
II made &be area only NPr8llellY an aggregate of eaListadiona, \be Hveral anounla 
01 which an D0' eucfJ, meaaured. 00 t.ha& UlUmpLioD only. if.l area meuurel 
aM ... olwne a( the t.oYl. lUll ulrislo,dioa derived. from the tea by ita TarioUl pur--... ~ .. Ii 
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HI,.,,& as salt can. Their desire for it is far from being satiated: 
its marginal utility remains high, and they may be willing 
to pay as much for an additional ounce of it as they would 
for an additional pound of salt. The common saying of 
ordinary life. with which we began suggests all this: but 
not in an exact and definite form, such as is needed for 
a statement which will often be applied in later work. 
The use of technical terms at starting adds nothing to 
knowle!Ige: but it puts familiar knowledge in a firm compact 
shape, ready to serve as the basis for further study'. 

In ~ Or the real worth of a thing migbt be discuaaed with 
to different f .. 1 b I . 1 
people re erence not to a SlDg e person ut to peop e m genera ; 
:?:w:: and thus it would naturally be assumed that a shilling's 
::'b!i. mado worth of gratification to one Engliahman might be taken as 
ro~~ equivalent with a shilling's worth to another, "to start with," 
..... 01 and" until cause to the contrary were shown." But ev."'" 

'hili' -, 
..... 'r one would know that this was a reasonable course only on 

the supposition that the consumers of tea and those of ealt 
belonged to the same c1asaes of people; and included people 
of avery variety of temperament". 

and lor C( This involves the consideration that a pound's worth of 
dUJereneel 
01 wea1\b' satisfaction to an ordinary poor man is a much greater thing 

than a pound's worth of satisfaction to an ordinary rich 
maj:)and if instead of comparing tea and salt, which are 

l Barril 0. Om.. 1'161, II,. "ThiDp in general are valued, DO' acccmIiDg to 
Uleir real u.M in IUp(llyiDg &be neeeIIit.iel 01 men; but. miller in proponioD to &be 
land, labour and. skill '-bat are requiait.e to produce &hem. n iI IICCOlding to &bia 
proport.ioD nearly, that t.hinga or commodit.iee are u:changed one for BI1o~er; and 
i' ia by the taid acale, thai t.he inUinaic nNeI 01 mOIL things are chie.8,. enimat.ed. 
W."" ill 0/ greIIl .... and 'rOI cmIiDariI,y or UILIo or DO .. I ... boca .... ill ..... 

\
PIa.ooe. waLet OOR ipont.aneo.w, in IUCh great pleoLy, .. D0' &0 be wilhbeld 
wit.b.in &be limit. 01 printe property; but all may han eDougb, wiLhou' oLbu 
ezpeue t.ban that of briogiog or cond.ucUng it., when lhe cue 10 requirel. 00 &be 
olber band, dilmooclo being very __ bon up .. _ .......... -' nIue, 
tbougb &bey are but U.ue ... " 

I There might conceivably be peNODI 01 high I8D1ibilU, who wouM. IUIer 
apec.ia11y from lobe wan' of eit.ber aaJ., or _: 01' who were generalIylllDliu.., aDd 
would au.IJer more from the loll of a cert.ain pan 01 ~eir income t.bu o&bem in 
the am8 .t.a'ion of We. Bu' i' would be ...,.amelll ~. meh difl'enmeea WneD 
IDdiriduala migh' be neelecMd, Iinc:e .... .... «mSid.ering ill ei~ cut .. 
aftl'llge of larp "numbeD of people; &hough 01. COUIIIe i' migb' be ~ to 
oonaider whether &here werelODle apeclal IMSOD fO!' beUe?iDa, taT, that Ih-. who 
laid mOl' .toIe b,. .. were a apecially -wtJ.n cIaII of poople. If i' cobld, aheo 
a taparale aIloW&DCI for WI would ban to be made before appl7iaI ... ..ula. 01 
_omiea1 ~ Ie prooUcoI pro_ al ._ or poIWoo. 
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both l18ed largely by all classes, we oompared either of them III; ..... 

with obampagne or pineapples, the correction to be made on -
this account would be more than important: it would cbange 
the whole character of the estimate. ;In earlier generations 
many statesmen, and even some economists, neglected to 
make adequate allowance for considerations of this class, 
especially when COIIBtructing schemes of taxation; and their 
words or deeds seemed to imply a want of sympathy with 
the sufferings of the poor; though more often they were due 
simply to want of thought. 

On the whole however it happens that by far the greater 
number of the events with which economics deals, aflect iil buU'iII v 
about equal proportions all the different classes of society; so ~.:.::: m 
that if the money measures of the happiness caused by two ~DSi~ 
events are equal, there is not in general any very great grou!:. of 

difference between the amounts of the happiness in the two poop 

cases. And it is on account of this fact that the exact 
measurement of the consumers' surplus in a market has 
already much theoretical interest, and may become of high 
practical importance. , 
• lit will be noted however that the demand prices of each 
commoditY,/on which our estimates of its total utility and 

-consumers' surplus are based.' aBBume that othet- thing, remain 
equal, while its price rises to scarcity value: and when the 
total utilities of two commodities which contribute to the 
iame purpose are calculated on this pian, we cannot say that 
the total utility of the two together is equal to the sum of 
the total utilities of each separately1.;) 

• Some amblguoua phlueo In eo.rlier odi ..... appear 10 ha .. _tod 10 
IODl8 readen &be oppoaite opinion. But; &he laak cd adding together Iihe total 
ut.iliUei of aU commodit.iel, 10 .. to obtain &he aggregate of the &0&&1 uWlit.1 of all 
wealth, II beyond. I.he range of an, bu& b mOIl. elaborate maUlemaUcaJ fonnu1e. 
An atktmplo 100 t,realo it by $hem IODle yeara ago convinced. the PreB8D' writ.er' that. 
eveD. if &be u.at be ~reticaUy feasible, &he diIUlt. would be encumbered brIO 
1DfD7 bypoUlelelu to be pncUeally uael-. 

lAUeD.WoD baa a1read,. (pp. 100. 1(5) bee.D. called to the fad &hat. for lOme 

p~ IUCh &h.iDgI .. tea and. coffee mus' be grouped &Dgether .. one com
modi',,: and it. iJ; obrioua \ba~ if tea Wel'I inacceaa:ib1e. people would. iDcnaae 
t.beU CODIUIDpUon of coftee, and ""..,4,. The loa &hat. people would lUfIer 
110m. beiDa deprived boUt. of lea and. coilee 'Would be peater than the awn of 
Iboir .... 110m being depn.ed of ei_ oIoue: and _0" Ihe &OW uti!i'7 of 
loa and coa...11 .... Ior Ihea Ihe .... of Ihe loW uUIi/.7 of loa oaIouiatod ..,Ihe 
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m, ..... § 4. The substance of our argument would not be 
,J"-, affected if we took account of the fact thatJthe more a person 

oeIdom spends on anything the less power he retains of purchasing 
;, t.&ke '7 
....... , of more of it or of other things, and the greater is the value of 
chaogoo in money to him (in technical language every' fresh expeudi
&be pur-
ehoNr. tare increases the marginal value of money to him). But 
command u1 of ..... '. though its substance wo d not be altered, its form would 

be made more intricate without any 'corresponding gain; 
for there are very few practical problems, in which the 
corrections to be made under this head would be of any 
iniportance1• 

There are however Bome exceptions. For instance, as 
Sir R. Giften has pointed out, a rise in the price of bread 
makes eo large a drain on the reeources of the poorer labouring 
families and raises eo much the margiual utility of money to 
them, that they are forced to curtail their consumption of 
meat and the more expensive farinaceous foods: and, bread 
being etill the cheapest food which they can get and will 
take, they consume more, and not less of it. But such cases 
are' rare; ¥en they are met with, each must be treated on 

'its own moU:lts. . 

IUppoaition thaL people caD. haft ncoune to coffee, and &hal of coffee -bJkW 
QQ a like IUppoai\ion III to tea. Tbia ditIicu1l.:r can be theoret.ically evaded. bJ, 
pooping \be two "rival" commoditiM toge&ber under .. eomm.on demand ached ... 
On &he other hand, if' we have calc:uJated. &be toWl utility of fuaI 'Iri&b relemu:e 
to the fact thaa wi&bouL i' we could DO' obtain hal water to obtain Ute beverage .. 
frcm .. lea""" we ahould. count eomething twice over if we added. to &bM u&ili~ 
II>e toW u'i1i', of "'" ....... '""ODed OD • oimiIar phu>. Again II>e to ... lUiIity 
or agricu1WnJ produee iDclucleI &halo-of ploughs; and &be lwo may DOt. be added 
toge&her; &hough &be aoUJ. utility of plougba may be diIcuaIed in eonprijm with 
... problem, IIld lila, of "b .. , in CODDOC,"", .nib 1IIIO\her. Olbor upocIo at 
tbeIe Lft difIlculUel are eumioed. ill V. VI. 

I'IaI. Pa\I.eU hal _ ... II>e Ia_ of _ hi ...... abIo IIld ~ .. 
wrilo. ISu' biB .. ,&emp' to up'" the aggrego.l.e uLiliL, 01 aD fOllDl 01 weal&b 
_ to 0",10011: many diftlcult.i.es. 

• In mau..m"'"'-llanguap II>e aegleelod _ .. would gooenIJJ beIoog to 
&be IeCODd. order of _all quanUt.i",; and. &be legitimaey of the femililU' ICieGt.iIc 
me&hod by which they are oegleded. would. ba ... aeem.ed. beJODd queeUon, bad DOl; 

PIal. lIi_ cba1Ioogod iL A ob ... rep., to bim hal _ Ii'" by Pro!. I!dgoo 
worth hi II>e _ic JOWNl I .. _ 1894; IIld aluller rep., by Pro!. S
ID lb. 0;.,.,,0/0 .t.,I; _UIi Ioz Bop," 1880\; of "bidI ...... _ 10 Ii
by II. Soqor hi \be _ic JOWNl Ioz 1I0I'Ch 1_ 

AI it indicated in NOM VL in the MaVwn·Uet) Appendiz. fomtll aeccnm .. could 
be e.aten of cbaDgei in &be marginal u'iliLy of money, if i' ~ d.u.t ..., do .. 
If we .L&emp .... ..., add. .... UltI tile "*' ul.illlM of IIIl CDIDIIIod..UiII, .. 1boaId be 
bcnmd to do .. : _ ..... 10 bo ...... lmpruUcoblo. 
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It has already been remarked that ~e cannot guess at m, .. , 5. 

all accurately how much of anything people would buy at w ... -;;
prices very difterent from those which they are accustomed ::~= . 
to pay for it:)Or in other words, what the demand prices for rwor:/'Ie 
it would be for amounts very different from those which are d"!,,and 

commonly sold. (Our list of demand prices is therefore ~~:':i'~ we 

highly conjectural except in the neighbourhood of the ~::.need 
customary pAce; and the best estimates we can form of the 
whole amount of the utility of anything are liable to large 
error.l But this difficulty is not important practically.) For 
the cluef applications of the doctrine of consumers' 8lfrplus 
are concerned with such ohanges in it as, would accompany 
changes in the price of the commodity in question in the 
neighbourhood of the customary price: that is, they require 
us to use only that information with which we are fairly 
well supplied. These remarks apply with special force to 
necessariesl . 

§ 5. There remains another class of considerations which El""I'i"1e . 
are apt to he overlooked in estimating the dependence of i .• co",:;~ 
wellbeing npon material wealth. Not only do",! a person's :'o?~ \0 

. looked. 
• The aotioll of consumera' mrplua ma7 help UI .. little DOW; and. when our 

.tatiat.ical knowledge iI furthu adnnced, it may belp \II .. great deal to decide 
bow much iniW'J' would be done to the public by an additional ~ 8cL .. pound 
on tea. or by aD acidiwon of ten per ceo" &0 the freight; ehargel 01 .. railway: and 
the nlue of the noloion is bu, little dimjnjJbed by the fad &bat. it. would DOt. help 
\II much to fIImnate the to. that would be cauaed. by a to. of 00. ... pound on tea, 
or a tenfold rile ill freight. charges. 

Reverting to our 1&1, ~ we may 8'SprMI t.bi.s byl&ying that. if .A. is the 
point. on lobe CUl'nI eorreaponding to the amount. that. is wont. to be 1Old. in the 
marte, data. can be obt.ained .ufficient for drawing Ute eune with tolerable 
eorftCto_ for aome distance on either aide of .A.; though the c:urnI can lIBldom 
be drawn ";lob any epproacb \0 IICCIU8C)' rigb'up \0 D. Bu' IIliI is p",dically 
unimport.anl, beeauae in &he chief practical .pplicatiODI of the theory of nlue we 
ahould ee1dom make any UIlI of • knowledge of the whole Ibape 01 &he demand 
earn if ... bad it. We need juslo what we can get. &bat. is. a fairly cornet. know
ledge 01' it.llhape in &be neighbourhood. of A.. We ee1dom require too ueertain the 
total .,. DCA.; it illUfticient. for most. of our purposes to know &he changel iD 
&hit area &hat, would be occasioned by moving ~ througb lDlall diltanC81 along the 
cum in either direeUon. Neverth __ it will eave trouble to aaume provision
ally ... in p~ &beol'1 we are at tiberty to do, that. U1e CUI'Ye iI c:ompletely drawn. 

There iii bowever .. apecial diffi.cu1t.:r in eatimat.ing lob. whole of the ut.ility 01 
commodiU. .:Jme IUpply of which it Dec:essary for We. n an,. at.temp' is made 
to do il, the beat plaD ill perhaps to .te that. ~ IUpply for granted, and 
elmo." &be total ut.ility only 01 &bat. pan 01 the eommodit:r wbieb is in uc.- 01 
&biI ammmL Bu' we mun recoiled th., &be desire for anyt,hing ill much 
dependent. on the difficult.y 01 .~ IUbltitu&el f~ il. (See Not.e YI. in 
lobe M.~ Appendh.) 
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UI, n. I. happiness often depend more on his own physical, mental 
·and moral health than on his external conditions: but even 
among these conditions mauy that are of chief importance 
for his real happin8BB are apt to be omitted from an inventory 
of his wealth. Some are free gifts of nature; and these 
might indeed be neglected without great harm if they were 
always the same for everybody; but in fact they vary much r 
from place to place. More of tbem however ue elements of 
collective wealth which are often omitted from the reckoning 
of individual .wealth; but which become important when 
we compare difterent parta of the modern civilized world, 
and even more important when we compare our own 'age 
with earlier times. 

_Dod Collective action for the purposes of securing Common = .... wellbeing, as for instance in lighting and watering the streets, 
~: 10 . will occupy us much towards the end of our inquiries. 
thp .. 'i,jee. Co-operative associations for the purchase of things for 
::...:.. personal consumption have made more progreBB in England 

w .... 
here COD
.. mod 
with large 
Ineomee 
nLber 
&ban large 

I'i":'':' 

than elsewhere: but those for purchasing the things wanted 
for ·trade purposes by farmers and others. have until lately 
been backward in England. Both kinds are sometimes 
described as Consumers' assoeiations; but they are really 
associations for economizing eftort in certain branches of 
business, and belong to the subject of Production rather 
than Consumption. 

§ 6. When we speak of the dependence of wellbeing on 
material wealth, we refer to the flow or stream of wellbeing 
as measured by the flow or stream of incoming wealth and 
the consequent power of using and consuming it. A person's 
stock of wealth yields by its usauce and in other ways an 
income of happin8BB, among which of course are to be counted 
the pleasures of possession: but there is little direct con
nection between the aggregate amount of that stock and his 
aggregate happin8BB. And it is for that reason that we have 
throughout this and preceding chapters spoken of the rich, 
the middle classes and the poor as having respectively large, 
medium and small incom8&-not POBBess.iOns1• 

l Boo Nolo VU. In Ute Appoadls. 
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In accordance with a suggestion made by (Daniel Ber- III, .. ,II. 

noulli, we may regard the satisfaction which a person derives B .... -
...- iii'·" from his income as commencins when be bas enongh 1m ~ 

Bupport life, and afterwards as increasing by equal amounts tion. 

with every equal Buccessive percentage that is added to his 
Income; and ~ _sd for 10BB of incomel) 

But after a time new riches often lose a great part Of(Th. edge " 

their charms. Partly this 18-the result of familiarity; which :::~l'l. 
makes people cease to derive much pleasure from accustomed ~=Jf.ri~;:J 
comforts and luxuri08, 'though they suffer greater pain from 
their 10SB ... Partly it is due to the fact that with increased 
riches there often comes either the wearineSB of age, or at 
least anincrease of nervous strain; and perhaps even habits of 
living that lower physical vitality, and diminish the capacity 
for pleasure. • 

1 Thai II &0 lay, if £30 NpNeDt. neeessariea, a pe1'8OD.'1 satisfaction from bi8 
income will begin at. th." point; and when it bas reached £40, an additional £1 
wiD add a tenth to the £10 which representl ita happineaa-yie1ding power. But. if 
bia income were £100, that is £TO above the len] of necaaaariea, an additional f:1 
would be required to add ., muth t.o his happiness &I £1 if his income were £40: 
while if bi8 income were £10,000, an additional. £1000 would be needed to produee 
an equal etJed (compare Note VIII. in the Appendiz). Ol COW'88 such eatimatea 
are nry much at. random, and unable to adapt themselves to the varyiDg circum
at.ancel of individual We. Aa we Ihall see later, the .yatemII of tazation which are 
DOW mOlt 1rideJ1 prevalent foUow generally on the lines of Bemoulli'. suggestion 
Earlier 1YIt.emi toot from the poor very much more t.han would be in accordance 
with \hal. plan t while Ibe .,..tama of graduat.ed &antion, which ..... being fore
ahadowed in lIBVeral countri-. are in eome meuum bued. on the &alUlnption Lba' 
the addition 01 one per cent. to .. nry Wga income add. leu to the welltwing of 
it. owner than lUI addition of one per cent. to ama11er incom .. would, even aft.er 
Bernoulli', COrrectioD for neceuariel hal been made. 

I, may be mentioned in p ... ing tha, from the general law &hal. the utility to 
anyone of aD addit.ionai £I. diminiBhea with the Dwnber of pounds he already hu, 
thole 10Uo" \wo important practical principl... Tho _ ;. thaI pmhlilll 
involve. an economiC! lou, even when eonduct.ed on perfectly fair and even termL 
Por inll.ance, .. mUi who haring £600 mat ... fair even be, of £100, has DOW an 
expectatiOD of happin_ equal to balf &.hal. derived from £TOO, and baH &hal. 
derived from £500; and Lhia ia lea than the eeJtain expectaliion of the bappineal 
deri,..d. from £600, bec:auae by bypot.heeia \he difference between the happineu 
10' from £600 and IZOO iI greater than the diIJerence bet.ween &he happln_ got; 
from £(00 Uld.:£600. (Comp ... Note IX. in the Appendis: and levona, l. , 
Cb. n.) The IeCOnd. . principle, the d.iNc\ converse 01 the first, ill that 8. 

&heoreticallr fair iDluraDca against riIb ill alwaY' an economiC! gain. Bu' cd 
CO\llll evUJ inmrance ofllc:e, after caleulating what; ia a toheoreticaUy fair 
premium, hu to mare In addition to R enough to pay proSt. OD ita own c:apital, 
and &0 cover it. own upeDIII of working. among which are oft.en to be rec:toned 
't'UJ beaVJ iteml lot adftrtiaing and for .... by fraud. The queaUon whet.ber 
" iI adrilable &0 par &.he pzemium wbieb inmraDoe OftiCBII pracliea11J do chlolFt 
it cm.e Ula, mun be decided fOJ' each .. on ita own merit&. 
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m ..... 11. In every civilized country there have been lOme followers 
Th .. d.. of the Buddhist doctrine that a placid sereuity is the highest~ 
::'~-::t' ideal of life; that it is the part of the wise man to root out 

of his. nature as many wants and desires as he can;(that real 
riches consist not in the abunAance of goods but in the 

{,~ 'paucit~ of wants. At the other extreme are those who 
mamtam that the growth of new wants and desires is always 
beneficial because it stimulates people to increased exertions. 
They seem to have made the mistake. as Herbert Spencer 
says. of supposing that life is for working. instead of working I 

, for life'. 
lre .. eeI- The truth seems to be that as human nature is consti-
:':':t.! tuted~man rapidly degenerates unless he has some hard work 
:b=:.t by to do. some difficulties to overcome; and that some stTenu0nr' 
mod~1" exertion is necessary for physical and moral health. T~e 
w.r fulness of life lies in the developmell~ and acti_v:!tY..!'J as many. 

and as high fac;1!!~es as possible. There is intense pleas 
§. th!..~~n!jl1!l!uit of any aiml'whether It be suC&8S WI 
business, the advancement of art and science, or the improve-j 
ment of the condition of one's fellow-beings. The highest 
const~ctive work of all kinds must often alternate between 
periods of over-strain and periods of lassitude and stagnation; 
but for ordinary people, for those who have no strong am
bitions, whether of a lower or a higher kind, a moderate income 
earned by moderate and fairly steady work offers the best 
opportunity for the growth of those habits of body, mind, 
and spirit in which alone there is true happiness. 

l EzpoDd!· There is some misuse of wealth in all ranks of society. 
lh:." ~k'e And though, speaking generally, we may say that every 
oIclilplay.) increase in the wealth of the working classes adds to the 

fulness and nobility of human life, because it is used chiefly 
in the satisfaction of real wants; yet even among the artisans 
in England, and perhaps still more in new countries, there 
are oigns of the growth of that unwholesome deoire for wealth 
as a means of display which has been the chief bane of the 
well-to-do classes in every civilized ccuntry. Laws against 
luxury have been futile; but it would be a gain if the moral 
sentiment of the commuuity could induce people to avoid 

• See hlIlec& .... em no /lop" of B .......... 
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\ all sorta of display of individual wealth. There are indeed m, ... 6. 

~rue and worlhy pleasures to be got from' wisely ordered \'ho
magnificence, but they are at their best when free from any :::,t:~~ 
taint of personal vanity on the one side and envy on the o'nlho" 

eo ec ... " 
other; as they are when they centre round public buildings, o~ 'be 

public parks, public collections of the fine arts, and public ~;:;;:::o 
games and am~ements .• So long as wealth is applied to 
provide for every family the necessaries of life and culture, 
and an abundance of the higher forms of enjoyment for 
collective use, 80 long the pursnit of wealth is a noble aim; 
and the pleasures which it brings are likely to increase 
with the growth of those higher activities which it is uscd 
to promote.-

When the necessaries of life are once provided, everyone Tbe 

should seek to. increase the beauty of things in his possession ~: .... 
rather than their number or their magnificence. An im- ::-;: 
provement in the arlistio character of furniture and clothing W:J; .. 
trains the higher faculties of those who make them, and is .~pro.acb 
B source of growing happiness to those who use them. But:, eb~ 
if instead of seeking for B higher standard of beauty, we ~~r' . 
spend our growing resources on increasing the complexity:::.r~ 
and intricacy of our domestic gooda, we gain thereby no true 
benefit, no lasting happiness. The world would go much 
better if everyone would buy fewer and simpler things, and 
would take trouble in selecting them for their real beauty; 
being careful of course to get good value in return for his 
outlay, but preferring to buy B few things made well by 
highly paid labour rather than many made badly by low 
paid labour. 

But we are exceeding the proper scope of the present 
Book; the discussion of the influence on general wellbeing 
which is exerted by the mode in which each individual 
spenda his income is one of the more imporlant of those 
applications of economio science to the arl of living. 



BOOK IV. 

THE AGENTS OF PRODUCTION. 

LAND, LABOUR, CAPITAL AND ORGANIZATION. 

CHAPTER L 

INTRODUCTORY. 

IV,', I. § 1. THE agents of production are commonly classed as 
Tb.- Land, Labour aud Capital. By Land is meant the material 
~~.t.n and the foreee which Nature givee freely for man's aid, in land 
cl~.::r and water, in air and light and heat. By Labour is meant 
und.r"""" the eoonomic work of man, whether with the hand or the 
boadl. head1. By Capital is meant all stored-up provision for the 

production of material goods, and for the attainment of those 
benefits which are commonly reckoned as part of income. It 
is the main stock of wealth regarded as an agent of pro-. 
duction rather than as a direct source of 2'atification. 

l Capital consists in a great part of knowledge and organi
zation: and of this 80me part is private property and other 
part is not. )Knowledge is our most powerful engine of pro-' 
duction; it enablee us to 8ubdue Nature and force her to 
satisfy our wauts. Organization aids knowledge; it has 

I Labour ill cIo.aed .. economic when .t II "1IDdeqone part.IJ or noo, with 
a view to lODle good other than &he plea8\U'll directly derind. from it." See p. 85 
IUld footnote. Such labour with the bead .. doel DO' _d dinctJy or fndinctIy 
to promoN material prodUCUOD, .. for iIIIt.ance &he work of &be tcboolboy a' hiI 
tuks, is len out of account, 10 lone .. we IN COD8niD&' our .'IeDt.ion to producUon 
in ~ ordinary __ 01 the Mnn. Prom lOme pointl' of ri .... , but DO' from Ill, 
the pbrue Land, Labour, Capital would be moa l7D1Dlekical if labour were 
Intorp .. 1od 10 IlUIalI lb. lobo ...... i. .. mantmd. See Walru, s-.;. p~ 
Purl, Logon IT. and Pro!. ,,_. _ioJOWIIGI, Y1. P. 6lIII. 
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many forms, e.g. that of a single bnainess, that of varione IV, r, I. 

bnainesses in the same trade, that of varlone trades relatively 
to one another, and that of the State providing security for 
all and help for many.) The distinction between public 
and private property in knowledge and organization is of 
great and growing inlportance: in some reapects of more 
inlportance than that between public and private property 
in materia.! things; and partly for that reason it seems best 
sometimes to reckon Organization apart asa distinct agent 
of production. It cannot be fully examined till a mnch later 
stage in our inquiry; but something has to be said of it in 
the present Book. 

1 In a senee t~ere are only tW? a~ents of production, nature ::!!.r 
au'll man. CapIta.! and orgaDlzation are the reault of the p;:z. .... 
work of man aided by nature, aud directed by his power of UIl ...... 

forecasmg the future and his willingness to make provision 
for it. H the character and powers of nature and of man be 
given, the growth of wea.Ith and knowledge and organization 
follow from them as effect from canee:) But on the other 
haud man is hinlself largely formed by Ms surroundings, in 
which nature plays a great part: and thus from every point 
of view man je the eentre of the.problem of production .as~ 
well as that of consumption; and a.Iso of that further problem ./ 
of the relatione between the two, which goes by the twofol 
name of Distribution and Exchange. 

The growth of mankind in numbers, in health and:/;,:, ~tb../ _ 
strength, in knowledge, ability, and in richness of character and-'::' 
is the end of all our studies: but it is an ainl to which ~~~.n. 
economics can do no more than contribute some inlportant 
elements. In its broader aspects therefore the study of this 
growth belongs to the end, if to any part of a treatise on 
economics: but does not properly belong even there. M~an-
while we cannot avoid taking account of the direct agency of 
man in production, and of the conditione which govern his 
efficiency as a producer. And on the whole it is perhaps 
the most convenient course, as it eertainly is that most in 
accordance with English tradition, to include some account 
of the growth of population in numbers and character as a 
part of the genera.! diseussion of production. 



140 INTBODUC'l'ORY 

lV, I,ll. § 2. It is not possible at this stage to do more than 
Pm;;;;'n.1 indicate very slightly the general relations between demand 
':.'~'!-::d and supply, between consumption and production. But it 
andlUpply, may be well, while the discussion of utility and value is 

fresh in our minds, to take a short glance at the relations 
between value and the disutility or discommodity that has 
to be ov~me in order to obtain those goods which have 
value because they are at once desirable and difficult of 
attainment. All that can be .aid now must be provisional; 
and may even seem rather to raise difficulties than to solve 
them: and there will be an advantage in having before us a 
map, in however slight and. broken outline, of the ground to 
be covered. 

frdinarr While demand is based on the desire to obtain com· 
=r pnodities, supply depends maiuly on the overcoming of 
~~ill~J the unwillingness to undergo "discommodities." These 
Ira,",.. faIl generally under two heads :-labour, and the sacrifice 

involved in putting oll consumption. It must suffice here 
to give II sketch of the part played by ordinary labour in 
supply. It will be seen hereafter that remarks similar, 
though not quite the same, might have been made about 
the work· of management and the sacrifice which is in· 
volved (sometimes, but not always) in that waiting which 
is involved in accumulating the means of production. 

T.M The discommodity of labour mllY arise from bodily or 
:;'01 mental fatigue, or from its being carried on in unhealthy 
~!:.:.'" sUrroundings, or with unwelcome associates, or from its 

, occupying time that is wanted for recreation, or for social 

I 
or intellectual pursuits. But whatever be the form of the 
discommodity, its intensity nearly always increases with the 
severity and the duration of labour. 

u ... ito Of course much exertion is undergone for ite own sake, 
motiytl. as for instance in mountaineering, in playing games and in 

the pursuit of literature, of art, and of science; and much 
hard work is done under the in1l uence of a desire to benefit 
others1• But fu chjef motive to mp~!ab.o..ur, in Our use of 

1 We ha.ft teen (p. 124) tha" if a person mat. the whole 01 hiI purcb ... at 
the price whleb be would be jUit wi1linr to pay for biI las, purcb .... be pia 
Ito IUrpJUI o! IILt.Wac\ioit. on bia earliv purcb ... ; aiDce he .... &hem tor ... thaD 
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the term, is the desire to obtain some material advan~age.; lV, ', •• 

which in the present state of the world appears generally in 
the form J!f the gain of a certain amoJULLI!f.JlIonez,_.It is 
true ~hat even when a man is working for hire he often finds 
pleasure in his work: but he generally geta so far tired 
before it is done that he is glad when the hour for stopping 
arrives. Perhaps after he has been out of work for some time, 
he might, as far as his immediate comfort is concerned, rather 
work for nothing than not work at all; but he will probably 
prefer not to spoil his market, any more than a manu
facturer would, by offering what he has for sale much below 
ita normal price. On this matter much will need to be said 
in another volume. 

(In technical phrase this may be called the marginal 
disutilily of labour. For, as with every increase in the 
amount of a commodity ita marginal utility falls; and as 
with every fall in that desirableness, there is a fall in the 
price that can be got for the whole of the commodity, 
and not for the last part only; 80 the marginal disutility 
of labour generally increases with every increase. in ita 
amount. ) 

The unwillingness of anyone already in aD occupation to Though 
. 1.,_ . d ds d rdi' much work mcrease WI5 exertions epen • un er 0 nary Cll'CumstanCeB, iI p1eutU-

on fundamental principles of human nature which economista ab ... 

have to accept as ultimate facta. As Jevons remarksl , there 
is often lome resistance to be overcome before setting to 
work. Some little painful effort is often involved at starting; 
but this gradually ilimini.lles to zero, and is succeeded by 
pleasure; which increases for a while until it attains a certain 
low maximum; after which it diminishes to zero, and is 

he would have paid nthu thao 10 without t.hem. So, if the price paid kt him tOl 
doing Ul.y wort it an adequate reward for tbaL part which he doea moat unwillingly; 
and. ii, .. generally happena. &be laDle payment iI ginn for that pan of &be work 
which he t10eI Ie. unwillingly· and at leu teal COIl. &0 himself; t.ben from t.ha, 
pan he obtainl • producer'. aurplua. Some diOiculu. connec&ed wit.h tiliI Dotion 
are conaidered in Appendb: K. 

The labourer'. unwillingn_ to leD hill labour for leal than ita normal price 
Nemb1ea the unwillingn .. oJ manufaetUl'elll t.o lIPoll t.heir market by pushing 
IJOOde for sale .i a low price i enD. though. 10 far 811 the particular transaction ill 
COilC81'D.ed, ibe:r woul4 rather ~ke tho low price tba.n Ie, ibeir workiltaod idle. 

I XIuo" 01 PoUhcal Ec:onom'f Cb. 't'. TbW doct.rine haa been emphui&ed and 
dovoJopod iD mud> doloil b7 A .. tdan ozuI AmericaD ."ollC.DilIL 
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IV,'," succeeded by inereasing weariness and craving for relaxation 
and change. In intellectual work, however, the pleasure and 
excitement, after they have once set in, often go on iner ...... 
ing till progress is stopped of necessity ~r by prudence. 
Everyone in health has a certain store of energy on which 
he can draw, but which can only be replaced by rest; so that 
if his expenditure exceed his income for long, his health 
becomes bankrupt; and employers often find that in cases 
of great need a temporary inerease of pay will induce their 
workmen to do an amount of work which they cannot long 
keep up, whatever they are paid for it. - One reason of this 
is that the need for relaxation becomes more urgent with 
every increase in the hours of labour beyond a certain limit. 
The disagreeableness of additional work increases;' partly 
because, as the time left for rest and other activities 
diminishes, the agreeableness of additional free time in
creases.) 

. ~:.:::. (Subjeot to these and some other qualifications, it is 
ouppOll- broadly true that the exertions which any set of workers 
~OD' Ih. will k' fall·th· fall' th ti ,,~~ 'm& a, me or WI a nae or m e remunera on r,::':':: which is offered to them.,) As the price required to attract 
P~!:':Ob. purchasers for any given amount of a commodity, was called 
IIOII0r il. the demand price for that amount during a year or allY 

other given time; so the price required to call forth the 
exertion necessary for producing any given amount of a 

8u'M! commodity, may be called the supply priu for that amount ,.... .. 
during the same time. And if for the moment we assumed 
that production depended solely upon the exertions of a 
certain number of workers, alresdy in existence and trained 
for their work, we should get a list of supply prices oorre-' 
sponding to tho list of demand prices which we have alresdy 
considered. This list would set forth theoretically in one 
oolumn of figures various amounts of exertion and therefore 
of production; and in a parallel column the prices which 
must bo paid to induce the available workers to put forth 
these amounts of exertion'. 

But this simple method of treating the supply of work 
01 any kind, and consequently the supply of goods made by 

• ... bo .. ilL m. f. 
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that work, assumes that the number of those who are IV, ',1. 
qualified for it is fixed; and that assumption can be made 1'0';;;;' 
only for short periods of time. The total numbers of the ~::'::1I7 
people change under the action of many caueas. Of these 01 'bb1i. ._ 

• p~ ~-cauees only some are econOmIC; but among them the average ioaIliI .. 

. earnings of labour take a prominent place; though their 
inlIuence on the growth of numbeD is fitful and irregular. 

lBut the distribution of the population between dilIerent 
trades is more subject to the inlIuence of economic cauees. 
In the long run the supply of labour in any trade is adapted 
more or less closely to the demand fell it: thoughtful parents 
bring up their children to the most advantageoue occupations 
to which they have access; that is to those that olIer the 
best reward, in wages and other advantages, in return for 
labour that is not too severe in quantity or character, and 
for skill that is not too hard to be acquired:)This adjuetment 
between demand and supply can however never be perfect; 
fluctuations of demand may make it much greater or much 
less for a while, even for many years, than would have been 
juat sufficient to induce parents to select for their !lhildren 
that· trade rather than some other of the same class. 
Although therefore the reward to be had for any kind of work 
at any time does stand in some relation to the difficulty 
of acquiring the necessary skill combined with the exertion, 
the disagreeableness, -the weste of leisure, ete. involved in 
the work itself; yet this oorrespondence is liable to great 
disturbances. The study of these disturbances is a difficult 
task; and it will occupy ua much in later stages of our 
work. But the present Book is mainly descriptive and raises 
few diffioult problems. 



CHAPTER IT. 

THE FERTILITY OF LAND. 

lViD, 1. § 1. To requisites of prod action are commonly spoken 
flulnolion of as land, labour and capital: those material things which 
~:~:::d owe their usefulness to human labour heing claBBed under 
~:u':!. oapital, and those which owe nothing to it being c1aBBed as 
::i~~1 land. The distinction is obviously a loose one: for bricks 
Ian .. d;.:tue are but pieces of earth slightly worked up; and the aoil, of man. . 
work;. • old settled countries has for the greater part been worked 
1 .... 0.,: tim b d to him 'ts t I bu. "'... over many es y man, an owes 1 presen orm. 
::.,~~ There is however a scientifio principle underlying the dia
i" tinction. (While man has no power of creating matter, hel 

creates utilities by putting things into a useful form l ; and 
the utilities made by him can he increased in supply if there 
is an increased demand for them: they have a supply price. \ 
But there are other utilities over the supply of which he has 
110 control; they are given as a fixed quantity hy nature and' 
have therefore no supply price. The term "land" has heen 
extended by economists ao as to include the permanent 
sources of these utilities"; whether they are found in land, 
as the term is commonly used, or in S8&8 and riverS, in lun
shine and rain, in winds and waterfalls) 

When we have inquired what it is that ~_q IIfL1and 
from . t!!~~1;eria! . things which we regard as products 

, See Book n. Chapler m. 
• In Ricardo'. famoUi pbraae .. t.h. original and IndelUuc\ible powe,. of &hi; 

toiL N Von Thl1Den, iD .. DOleWOriby d.iecuaioo of &he buia of &be ~ of rea, 
and of &be poaiLiODl which A.dam. SmUb ariel Ricardo lOOt wi~ nprd to ia.. 
lpua of "D ... Boden u. Kich"; • phn.. which WlIorbmaaely cumo& be ...... 
lat.ed. but which meana ULe 1011 .. " would be b1 11eeU, II DO' .1 .... b,. .... 
....... 01 ...... (1Ur I"""" -. L i. 6~ 
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of the land, we shall find that the funda!!!mU-'Il attribJlte_IIf '{V,II, S. 

land is its extension. The right to nse a piece of land gives 
command over a certain space-a certain part of the earth's 

. surface. (The area of the earth is fixed: the geometrio 
relations in which any particular part of it stands to 
other parts are fixed. Man bas no control over them; they 
are wholly unaftected by demand; they have no cost of 
production, there is no supply price at which they can be 
produced. ) 

The use of a certain area of the earth's enrlace is a 
primary condition of anything that man can do; it gives 
him room for his own actions, with the enjoyment of the 
heat and the light, the air and the rain which nature assigns 
to that area; and it determines his distance from, and in a 
great measure his relations to, other things and other persons. 
We shall find that it is this property of "land" which, though 
as yet insufficient prominence has been given to it, is the 
ultimate cause of the distinction which all writers on econo
mica are com pelled to make between land and other tbinga. 
It is the foundation of much that is most interesting and 
most difficUlt in economic science. 

LSome parts of the earth's surface contribute to production 
chie1ly by the services which they render to the navigator: 
others are of chief vaIue to the miner; others-though this 
selection is made by man rather than by nature-to the 
builder. But when the productiveness of land is spoken of 
our first thoughts turn to its agricultural use.) 

§ 2. To the agriculturist an area of land is the mean. of Cond;!;ons 

supporting a certain amount of vegetable, and perhaps ulti- of lonili.y. 

mateIy of animal, life. For this purpose the soil must have 
certain mechanical and chemical qualities. 

lMechanically, it must be so far yielding that the line 
roots of plants can push their way freely in it; and yet it t/ 
must be firm enough to give them a good hold.-Vt must not 
err as some eandy soils do by aftording water too free a pa ... 
sage: for then it will often be dry, and the plant food will be 
washed away almost as soon as it is formed in the soil or put 
into it, Nor must it err, as .tift clays do. by not allowing 
the water a fairly free passage) For constant 8uppliesof 



IV, D, a. fresh water, and of the air that it brings with it in its journey 
through the soil, are essential: they oonvert into plant food 
the minerals and gases that otherwise would be useless or 
even poisonous: The action of fresh air and water and of 
frosts are nature's~e of the soil; and even unaided they 
will in time make almost any part of the earth's surface 
fairly fertile if the soil that they form can 'rest where it is, 
and is not torn away down-hill by rain and torrents as soon 
as it is formed. But man gives great aid in this mechanicall 
preparation of the Boil. The chief purpose of his tillage is to 
help nature to enable the Boil to hold plant roots gently butJ 
firmly, and to enable the air and water to mo:"e about freely! 
in it. And farmyard manure subdivides clay soils and 
makes them lighter and more open; while to sandy Boils it 
gives a muoh needed firmness of texture, and helps them, 
mechanically BS well as chemically, to hold the materials uf 
plant food which would otherwise be quickly washed out of 
them. ", 

Cb~i~" t Chemically the Boil must have the sorganic elements aJ 
:~~~;. that the plant wants in a form p~atable to it; and in some 

cases man can make a great change with but little labour) 
For he can then turn B barren into a very fertile soil by f 
adding a small quantity of just those things that are needed;) 
using in most cases either lime in some of its many forms, or 
those artificial manures which modern chemical science has 
proyided in great variety: and he is now calling in the aid of 

Man', 
POWel 01 
iIltoring 
the cb .... 
me ... 0.1 
&heaoiL 

bacteria to help him in this work. 
§ 3. t By all these means the fertility of the soil can be 

brought under man's control. He can by sufficient labour 
make almost any land bear large crops. He can prepare 
the soil mechanically and chemically for whatever crops he 
intends to grow next. He can adapt his crops to the nature 
of the soil and to one another~ selecting such a rotation that 
eaoh will lea ve the land in suc'h a state, and at such a time of 
year, that it can be worked up easily and without lOBS of time 
into a suitable seed bed for the ooming orop. He can even 
permanently alter the nature of the Boil by draining it, or 
by mixing with it other soil that will lupplement its defioien
ciea. Hitherto this has been done only on a small scale;~ 
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chalk and lime, clay and marl have been but thinly spre~ IV, U, a. 
over the fields; a oompletely new soil haa seldom been made -
except in gardena and other favoured spota. But it is pos-
sible, and even aa some think probable, that at some future 
time the mechanical agencies used in making railways and 
other great earthworks may be applied on a large scale to 
creating a rich soil by mixing two poor soils with opposite 
faulta. 

All these changes are likely to be carried out more ex
tensively and thoroughly in the future than in the past. But 
even now the greater part of the soil in old countries owes 
much of ita character to human action; all that lies just 
below the surface haa in it a large element of capital, the 
produce of man'. past labour.lThose free gifta of nature 
which Ricardo cl .... ed aa the" inherent" and "incl,estructible" 
properties of the soil, have been largely modified; partly 
impoverished and partly enriched by the work of many 
generationa of men. ) 

But it is different with that which is above the surface. 
Every acre haa given to it by nature an annual inoome of 
heat and light, of air and moisture; and over these man baa 
but little oontrol. He may indeed alter the climate a little 
by extensive drainage works or by planting forests, or cutting 
them down. But, on the whole, the action of the sun and 
the wind and the rain are an annuity fixed by nature for each 
plot of land. Ownership of the land give. p088ession of this 
annuity: and it also gives the apace required for the life and 
action of vegetables and animale; the value of this apaoe 
being much affected by ita geographical position. 

We may then continue to use the ordinary distinction 0:t.:oI 
between the original or inherent properties, which the land,clalarfoi. 
derives from natUre, and the 'artificial !n:operties which it f~~" 
owes to human action; provided we remember that the first 
include the space-reIationa of the plot in question, and the 
annuity that nature haa given it of au~ht and al!. and 
rain; and that in many cases these are the chief of the in-
herent properties of the aoil. It is chie1ly from them that the 
ownership of agricultural land derives ita peculisr signifi-) 
cance, and the Theory of Rent ita special character. 
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IV, n," § 40. But the question how far the fertility of any Boil is 
T~ due to the original properties given to it by nature, and how 
original far to the changes in it made by man, cannot be fully disqualit.ies 

J .ounLfor cussed without taking account of the kind of produce raised 
more and 
.h •• Ri- from it. Human agency can do much more to promote the 
flcial for h f h I ... in growth of Bome crops t an 0 ot ers. At one end of the 
:~ i':"'" scale are forest trees; an oak well planted and with plenty 
ot.hezl. of room has very little to gain from man's aid: there is no 

In any 
.... t.ho 

os"" 

way of applying labour to it so as to obtain any considerable 
return. Nearly the same may be said of the grass on some' 
rich river bottoms which are endowed with a rich soil and 
good natural drainage; wild animals feeding off this grass 
without man's care will farm it nearly as well as h.e does; 
and much of the richest farm land in England (paying 
a rent of £§ an acre and upwards) would give to unaided 
nature almost as great a return as is got !rom it now. 
Nen comes land which, though not quite so rich, is still 
kept in permanent pasture; and after this comes arable 
land on which man dOM not trust to nature's Bowing, but 
prepares for each crop a seed bed to suit its special wants, 
BOWS the seed himself and weeds away the rivals to it. The 
seede which he sows are selected for their habit of quickly 
maturing and fully devcloping just those parts which are 
most useful to him; and though the habit of making this 
Belection carefully is only quite modem, and is even now far 
from general, yet the continued work of thousands of years 
has given him plants that have but little resemblance to 
their wild ancestors. Lastly, the kinds of produce which 
owe most to man'B labour and care are the choicer kinds of 
fruits, flowers and vegetables, and of animals, particularly 
those which are used for improving their own breeds. For 
while nature left to herself would select those that are best 
able to take care of themselves and their offspring, man 
selects those which will provide him most quickly with the 
largest supplies of the- things he most wants; and many 
of the choicest products could not hold their own at all 
without hi. care. 

Thus various then are the parts which man plays in 
aiding nature to raise the different kinds of agricultural 



ORIGINAL AND ARTIFICIAL PROPERTIES OF LAND 149 
/ 

produce. In each ease he works on till the extra return got ..i. D, 4-

by extra capital and labour has so far diminis1&etl that it will ""=.> 10 

no longer remunerate him for applying them. Where this :;;:::lnal 
limit is soon reached he leaves nature to do nearly all the :l''::i~!I:: 
work; where his share in the production has been great, it 8O.ne,., 
is because he has been able. to work far without reaching ...... 
this limit. We are thus brougbt to consider the law of 
diminishing return. 

It is important to note that the return to capital and:n>e .",tum 

labour now under discussion is measured by the amouR! of:::~ 
the produce raised independently of any changes that may ~.!':'1 
meanwhile take place in the exchange value or price of·' 'db. . pro uee,. 
produce; such, for instance, as might occur if a new railway n.' byi'" 

had been made in the neighbourhood, or the population •• 1 .... 

of the county had increased much, while agriculturw produce 
could not be imported easily. Such changes will. be of vital 
importance when we come to draw inferences from the law of 
diminishing return, and particularly when we discuss the 
pressure of increasing population on the means of subsistence. 
But they have no bearing on the law itself, because that bas 
to do not with the value of the produce raised, but only 
with its amount1 • 

• But _the latter pan of IV. m. 8; also IV. m:t. 2. 



CHAPTER III. 

THE FERTILITY OF LAND, CONTINUED. THE 
TENDENCY TO DIMINISHING RETURN. 

lV, m, L § 1. TEll ZafD Of or 8taterMnt of tendency to Diminishing 
P...uio.al Return may be provisionally worded thus: . 
~= .. ' cJ.An increase in the capital and labour applied in the cul 
::-J\: tivation of Tand causes in a.eneral a less than proportionate. 
:~ increase in the amonnt of produce raised, unless it happens 

to coincido with an improvement in the arts of agricultureX 
We learn from history and by observation that every 

agriculturist in every age and clime desires to have the use 
of a good deal of land; and that when he cannot get it 
freely, he will pay for it, if he has the means. Clf he thought 
that he would get as good results by applying all his capital 
and labour to a very small piece, he would not pay for any 
but a very small piece.} 

·1 ~.!:!:! When land that requires no clearing is to be had for 
... 1~ .. Ied, nothing, everyone uses just that quantity which he thinks , =~ t.bao will give bis capital and labour the largest return. (;His 
i:~~r;: cultivation is "e::rlensive,u not "intensive." He does not aim 
~ at getting many bushele of com from anyone acre, for thoo 
.. ~m he would cultivate only a few acres. His purpose is to get 7 
W1~1 • 1 tal 'b' ·th· eli f muimum arge a to crop as pOSSl .e WI a gtven expen ture 0 see :=. bu and labour; and therefore jle sows 88 many acres 88 he canl 
=~bJeh manage to bring nnder a light cnltivation. Of course he may 
~;:::;oh go too far: be may spread his work over so large an area that 
opla. he would gain by concentrating his capital and labour on a 

ema1ler space; and nnder these circumstances if he could get 
command over more capital and labour 80 88 to apply more 
to each acre, the land would give him an I n<JTea&ing Return; I 
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(Ithat is, an extra return larger in proportion than it gives to IV, m,l • 

. his present expenditure. But if he has made his calculations -
rightly, he is using just so much ground as will give him the 
highest retum; and he would lose by concentrating his capital 
and labour on a smaller area. If he had command over more 
capital and labour and were to apply more to his present 
land, he would gain less than he would by taking up more 
land; he would get a Diminl$hing Ret""", that is, an mrs 
retum small~ in proportion tban he gets for the last applica-
tions of capital and labour that he now makes, provided of 
course that there is meanwhile no perceptible improvement 
in his agricultural skill.)As his sons grow up they will have 
more capital and labour to apply to land; and in order to 
avoid obtaining a diminishing retum, they will want to culti-
vate more land. But perhaps by this time all the neigh
bouring land is already taken up, and in order to get more 
they must buy it or pay. rent for the use of it, or migrate 
where they can get it for nothing'. / 

(This tendency to a diminishing return was the cause of IV .... I! 

Abraham's parting from Lot", and of most of the migrations :~;;"'"" 
of which history tells.) And wherever the right to cultivateil::l~ .... 
land is much in request, we may be sure that the tendencYr,!:~'~f IWI 

to a diminishing retum is in fnll operation. Were it not :EPI~ 
for this tendency every farmer could save nearly the whole of ':~~=Iand 
his rent by giving up all but a small piece of 1$ land, and :':ii' ~ 
bestowing all his capital and labour on that. (ll all the olhilll:d. 

capital and labour which he would in that case apply to it, 
gave as good a retum in proportion as that which he now 
applies to it, he would get from that plot as large a produce 
as he now gets from his whole farm; and he would make a 
net gain of all his rent save that of the little plot that he 
retained.) 

It may be conceded that the ambition of farmers often 

1 Increasing NWm in t.he earlier 8f.age1 arlaea partly from economy of organ .. 
i&a.tion. mmilar to lb., which gival an advantage to manufacture on • large ICAle. 
Bul. it. is alIo partly due to the rad that. wbere laud iI ftlJ Ilightly cultivated 
the farmer', crop' are apt. to be amotbered by nature', C20pI of weed&. The relatJon 
be ...... Diminilhing and in.....mg Rei"", ill diocuMocIlurOher in 1h.1aR chap'" 
of t.hia Book. 

• "The land raa 00' able to bear them, th., they might. dwell togetb';: fOf 
U18ir mbIt&nce w .. pea" 10 that. the, could n0' dwell together." Geneeia Dii. e. 
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IV, m,l. leads them to take more land than they can properly manage: 
and indeed almost every great authority on agriculture from 
Arthur Young downwards, has inveighed against this mis
take. But when they tell a farmer that he would gain by 
applying his capital and labour to a smaller area, they do not 
necessarily mean that he would get a larger grOBS produce. 
It is sufficient for their argUDlent that the saving in rent 
would more than counterbalance any probable diminution of 
the total returns that he got from the land. If a farmer 
pays a fourth of his produce as rent, he would gain by con
centrating his capital and labour on 1 ... land, provided the 
extra capital and labour applied to each acre gave anything 
more than three-fourths as good a return in proportion, as he 
got from his earlier expenditure. . 

V imp"'vecI Again,(j.!; may be granted that much land, even in a 
::::~=ble country as advanced as England, is so unskilfully cultivated 
:o'!"laIand that it .could be made to give more than double its present . ~.s~~,be gro~ produ~e if ~wice the pres~nt capital and la~our we';) 
oppliocL applied to It skilfulli]) Very likely those are nght whol 

maintain that if all English farmers were as able, wise and 
energetic as the best are, they might profitably apply twice 
the capital and labour that is now applied. ABSUDJing rent 
to be one-fourth of the present produce, they might get seven 
hundredweight of produce for every four that they now get: 
it is conceivable that with still more improved methods they 
might get eight hundredweight, or even more. But this 
does not prove that, (18 tking. are, further capital and labour 
could obtain from land an increasing return. The fact 
remains that, taking farmers as they are with the skill and 
energy which they actually have, we find as the result of 
universal observation that there is not open to them a short 
road to riches by giving up a great part of their land, by 
concentrating all their capital and labour on the remainder, 
and saving for their own pockets the rent of all but that 
remainder. The reason why they cannot do this is told in 
the law of diminishing return; that return being ~1>S!!red, ' 
as has already been eaid by itls quantity, jl.Qtjta. exchange 
value. 
--We may now state distinotly the limitations which were -
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implied under the words .. in general" in our provisional IV, m,l. 
wording of the law\):he law is a statement of a tendency·, -
which may indeed be held in cJ!!lck for a time by improve-
ments in the arts of production and by the fitful course 
of the development of the full powers of the Boil; but which 
must ultimately become irresistible if the demand for pro-
dnce should increase without limit. Our final statement of 
the tendency may then be divi~~rts, thus~ 

Although an improvement in the arts of agriculture may Fino! V 
r~e the rllte of return which land generally affords to any ~~=en' 
given amount of capital and labour; and although the ~=.'" 
capital and labour already applied to any piece of land"'f .... 
may have been so inaftequate for the development of its full .. 
powers, that some further expenditure on it even with the 

~ 

existing arts of agriculture would give a more than propor-
tionate return; yet theBe conditions are rare in an old 
country: and, except when they are present, the application, 
of increased capital and labour to land will add a less than 
proportionate amount to the produce raised, uuless there be 
meanwhile an increase in tl1e slQllof the jndividual cultIiatOr. 

:.. Secondly;-wh;t;ver may be the future developments of the 
arts of agriculture, a continued increase in the application 
of capital and labour to land must ultimately result in a 
diminuti<!.~_oLthe~traprodnce which can be obtained by a 
given extra amount of capital and labo~ 
- § 2. Making use of a term suggested by J ameB Mill, we A d"" 01 

may regard the capital and labour applied to land as con- :::!:!,:. •• d 

sisting of equal successive dc8ea'. As we have seen, the 
return to the first few doses may perhaps be small and a' 
greater numher of doses may get a larger proportionate 
return; the return to successive doseB may "even in ex
ceptional cases alternately rise and fall. But our law states \ 
tha~ooner or later (it being always supposed that there is! .
meanwhile no change in the arts of cultivation) a point willI_ 
be reached after which all further doses' will obtain a less 
proportionate return than the preceding dos§) The doae is ) 
always ~ combined doae of labour and capital, whether it is r 
applied by a peasant owner working unaided on his own 

~,-
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IV,,,,, I. -land, or at the charges of a capitalist farmer who does no 
manual labour himself) But in the latter case the main 
body of the outlay preseuta itae~ in the.~orm of mouey; and 
when discussing the business economy of farming in relation 
. to English conditions, it is often convenient to consider the 
labour converted at ita market value into a money equivalent, 
·and to speak of doses of capital simply, rather than of doses 
of labour and capital. 

M....,;..l Il The dose which only just remuuerates the cultivator may 
:::.;..w be said to be the marginal dose, and the return to it the =., ma,ginal relur@ II there happens to be in the' neighbour
_ .. ,itHo. hood land that is cultivated but only just pays ita expeuses, 

and so gives no surplus for rent. we may suppose ~his dos~ 
applied to it. We can then 88y' that the dose applied to ifJ 
is applied to land on the mtlf"gifl of cuUiwtionj and this 
way of speaking has the advantage of simplicity. But it is 
not necessary for the argument to suppose that there is any 
luch land: what we want to fix our minds on is the return 
to the marginal dose; whether it happeus to be applied to 
poor land or to rich does not matter; all that is necessary I 
is that it should be the last dose which can profitably be 
al'pjied to that Tand l • ----

Tbo :t.When we speak of the marginal, or the "last" dose ap· 
:r:::, plied to the land, we do not mean the last in time, we mean =riJ,y that dose which is on the !Il!lrgino!profit .. bl~.e~en9it.!'lO;' 
in lime. that is, which is applied so as just to.,give the onli.nary return~ 

to ..th!lcapital and labour of the cultivator, without affordin~ 
any surplu~ To take a concrete instance, we may suppose a 
farm~r to be thinking of sending the h'b~ over a field once 
more; and after. a little hesitation he decides that it is 
worth his while, but only just worth his while to do it. The 
dose of capital and labour spent on doing it, is then the last 
dose in our present sense, though there are many doses still 
to be applied in reaping the crop. Of course the return to 
this last dose cannot be separated from the others; but we 
ascribe ~ it alI-that part of the produce which we believe 

• lUcardo W'II well .. ware of thII: &haueh be did. DO' .. ph __ ., _ough. 
TbOle opponenu of bia doctrine who han IUppoeed ~, U b .. DO .pplie&lioD to 
p_ "be,. aU \be IADd po,. ....... b ... _ \be .. _ III bill _" 
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would not have been produced if the farmer had decided IV, mo· B. 

against the extra hoeing1 • 

..; Since the return to the dose on the margin of cultivation 
just remunerates the cultivator, it follows that he will be 
just remunerated for the whole of his capital and labour by) 
as many tinles the marginal return as he has applied doses 
in all. OVhatever he gets in excess of this is the BUrpl""'~I .. 
prod~ of the land. This surplus i. retained by the cultif'·_ .. •· 
vator if he owns the land himseU") 

I An maat.ratian from recoMed uperimenta may help to make clearer t.he 
Dotion of the relium to a marginal d088 of C!apital and. labour, Tbe Arkansas 
uperimental .t.at,i.OD (88& Tlu Tim., 18 Nov. 1889) reported. that four plota 
of an acre each were treated e:ractly alike u.cept in &he mat.ter of ploughing and 
harrowing, with the following resul.L:-

PloL CuUJ:n.Uoa. ""~.r..'d' ....... ...... 
1 Ploughed once '0 •••••••••••• 0.0 ••••••••••••••••••• 16 
3 Plougbed once and hlUTOwed once •••••••••••• lSi 
S Ploughed twice and harrowed. once ............ 211 , l'loughed t.vice and harrowed t~ce ......... 23t 

This would show fobat the dO.!l8 M· capiLal and labour appJiod in harrowing 
• eacond time an acre which had already been ploughed t.wice gave a ret.um 
01 Ii. bUlbeIL And if the nlue 01 _ bUlbels, aller allowing lor _ 
of harvesting, etc. jU replaced Lb." dose with proftt.s, then that dose was a 
tnm'9iMl one; even t.bougb il. W&I Dot fobe lut in point of time, Irince those spen' 
on blU'Y8IIPng must. oeeds coma later • 

• Le, us aaek a graphiCAl illust.ration. It Is to be remembered tha' graphical 
iDuaLrat.ioOi are not. prootL They are merely pictures corraepooding vary roughly 
to the maio condit.ioOl of certain real probl8J'l'l& They obtain cleameu of ouUina, 
by learing out 01 account many conaidel'8tioOl which vary from ODe practical 
problem &0 another, and of which the fennel mUlt. take full aceount. in his 
own Ip8Cial C8I8. II on any ginn ield there were upended a capitAl of £)0, a 
cenaiD amount. of produce would be raised. from it.: a certain amount. larger than 
&he former would be raised if Uaere were upended on i' a capilal of £51. The 
difference between theae two amount. may be regarded II the produce due to the 
6ny~dnt. pound; and if we IUppoee the capital to be applied in succeuive dosea 
of· £1 each '" may Ipeak of t.hia difterence &I the produce due t.o the ftlt.y-fin' 
dOle. Let. the dOl8l be rapnMllted in ordeJ' by succesaive equal cliviaiona of th. 
line OD. Let. there DOW be drawn from the division of 
t.hia line I'8pl9S8nting th. Bft.y-dn' dose M, a lin. MP A' 
at. right. anglel t.o OD, in t.bickneaa equal to the length 
at one of the diviaiona, and such t.bat. ita Iengtb rep» A 

• 
Fig. (ll~ 

p 

leD" the amoun' of t.he produce due to the filty..fiJU c 
dOl8., SUppOl8 Uail done lot each _rarat.e diviaion up HI'---t.Q'-~ 
to tha' corresponding to the _, dOle which it. is found 
proft&ab1e to put. on &he land. Let. t.bia laat. dOle be the 0 M D 
1lOt.b 1M D, and DO the colftllpOllding tat.um t.bat. only just NlDuneratM Ua. farmer. 
'l'be ed .. lIDilioo 01 __ will lie OD ....... APO. 'l'be .... prod_ will 
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IV, m,l. \It U; important to note that this description of the nature 
i Th;-. of surplus produce is not a theory of rent:) we shall not 
=~n be ready for that till a much later etage. An that can be 
r~u,,;, said here, is that this surplus produce .may,G ... der certain n... h hi 
",OOI"J 0/ conditi01l8, become t e rent w ch the owner of the land can 
nn'- exaot from the tenant for its UBe:tBut, as we shall see here-

aIter{the full rent of a farm in an old country is made up of 
th~e eIements: the first being due to the value of thl! soil. 
as it was made by nature; the second to improvements made 
in it by man; and the third, which is often the most impor
tant of all, to the growth of a dense and rich population, and 

Illieardo 
'J confined 

bY.toteD,
tion to &be 
circum
.t.aDC8I of 
lUI. old 
eounUJ· 

to facilities of communi~ti."~_bn)u~li~ !oads, railroads, ewl 
It is to be noted also that in an old country it is impossible 

to discover what was the original etate of the land before it 
was first cultivated. The results of some of man's work are 
for good and evil fixed in the land, and cannot be distin
guished from those of nature's work: the line of division is 
blurred, and must be drawn more Ol leas arbitrarily. But 
for most purposes it is best to regard the first difficulties of 

. coping with nature as pretty w~ conquered before we begin 
to reckon the farmer's cultivation. Thus the returns that 
we count as due to the first doses of capitsI and labour are 
generally the largest of all, and the tendency of the return to 
diminish shows itself at once. Having English agriculture 
chielly in view, we may fairly take, as Ricardo did, this as the 
typical easel. 

be repl'8llDted bJ &he tum 01 &hale lines: i.e.. Ifnce the tldetn. oJ each Une 
II equRI to the leng~ 01 the diriaion on which it nuda. by &be area ODCA. 
Lei COB be dnwn parallel .. DO, culting PM ill 9; Ibon M9 ;. equal" CD; 
and since DO jud remunerat.el the fanner lor one cloae. JIG will juA NDunera&e 
him for anoUler: and. 10 'OJ' all the ponioDl 01 lb. ibiet vertieal linea cut 01 
beLween OD and BO. Therefore the WID of th-. &bat iI. the area ODeB. 
ftipl'8lOota the share of &be produce &bat ill requiNd to nm.unerate him; while 
&be remainder. AHGCP4.. ill abe IUlplus produce, whieh under cenam CODdiUmi 
becom. &be rent. 

• Tha' is, we may wbalilule (Og. 11) tho d.11ed lin. BA.' !or BA. and ~ 
~'BPC .. t.b. typical curve for t.h, ret.um to capital and labour applied. in 
Engliab agricult.ure. No doubt. CIOpi of .bed and tome otbar um.1WI cumo' be 
railed a' all without. .0Ulill conaiderable labour. Bu' nat.uraJ. gra.oI wbicb .,w 
6hemeelvea will yield a pod letom of rough ca.'lIe kllCUCely any labour. 

It hal already been Dotioeci (Boot m. ch. m. 11). ibe law of diminishing 
femm bean a dOle anlllogy kI t.be Jaw of demand. The re&um which land Ii"' 
&0 a do. of cap'''' and labour may be Npl'dtd. .. the price which 1and ofteN for 
thu dole. Land' ... tum kI capital. and labour it. 10 to Ip8at, her eftect.ift d.naDd. 



; . 
ORDER 011 IIERTILITY CHANG1I'.'I WITH'ClROUMSTANC1I'.'I 1117 

§ 3. Let us next inquire on what depends the rat. of IV. OJ, 8. 

dill!inution or of mClease of the returns to successive doses of The ~ v.j 
capital and labour. We have seen that there are great varia- :\'::~~ •• 
tiOnB in the share of the produce which man may claim as "I~rn\al'" d' 

• eapl aD 
the additional result of his own work over what unaided I.bo .. 

d . h nrie. "Ub nature would have produce ; and that. man's share IS muc loll and 

larger with some crops and soils and methods of cultivation crops. 
than with othersUhus broadly speaking it increases as we 
paBB from forest to pasture land] from pasture to arable, and 
from plough land to spade land; and tbis is because the rate ./ 
of diminution of the return is as a rule greatest in forests, 
rather less in pasture, stiIlless in arable land, and least of all 
in spade land. ) / 

1 
There is no absolute measure of the richness or fertility Th. v 

of land. Even if there be no change in the arts of production, ::::~~~~ 
a mer .. increase in the demand for produce may invert the ::,6• .,f 

order in which two adjacent pieces of land rank as regards:!i~ 
fertility. The one which gives the smaller produce, when .i ...... • 
both are uncultivated, or when the cultivation of both is .t.anc ... 

equally slight, may rise above the other and justly rank as 
the more fertile when both are cultivated with equal tho
roughness. (In other words, many of those lands which are 
th~ least fertile when cultivation is merely extensive, become 
among the most fertile when cultivation is intensiVe) For 
instance. self-drained pasture land may give a return large in 
proportion to a very slight expenditure of capital and labour, 

for them: her return &0 any doae is her demand price for that; dose, and the list 
of ret.llmI that abe will give to BUcceaaiYe doaes may t.hus be ngarded. 81 her 
demand ICbedule: but to • .,.oid confuaion we eboll call it !.erURotlirD Schedule." 
Cormlponding to the cue of t.he land in the tel(t ia t.b.f; of a mm who may be 
willing to pay a larger proportionate price for a paper t.hat. would cover the whole 
of ~ walla of lUI room than for one Ulat; would go only haH way; and then his 
demand leb.edule would. at; one ltap Ihow an increase and DOt a diminuUon of 
demand price for an increased quantity. But in the aggregate demand of man)' 
individuals theae unevenneasee destroy one anoUler; 10 that the aggregate 
demand lChedule 01 • group of people alwaJII mOM the demand price .. falling 
.teadily with every increue iD. the amount offered. In the aame woy, by grouping 
together many pieoel of land we migbt. obtaiD a return aebedule tbat would abow 
• CODltan' diminution for "err increase of capital and labour applied. But. it is 
more ea8y to ucertain, and in lODle wa,YI more important to take note of, the 
vanatioDl of individual demand- in the case of plots of llUld than in Ule case of 
people. And therefore our t.ypical return lICb.&dule is DOt drawn out 10 .. to .bow 
u enD and unifOllD • diminul.io.D of ret.WD U our typical dem.Uld aedull dati 
"'_priea. 
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IV, m," but a rapidly diminishing return to further expenditure: as 
population increases it may gradually become profitable to 
break up some of the pasture and introduce a mixed culti
vation of roots and grains and graBBes; and then the return 
to further dosea of capital and labour may diminish leea 
quickly.) . 

Other land makes poor pasture, but will give more or 
leea liberal returns to a great deal of capital and labour 
applied in tilling and in manuring it; its returns to the 
early doses are not very high, but they diminish slowly. 

Again, other land is marshy. It may. as did the fens of 
east England, produce little jrnt ;;siers ancHrild fowL Or, 
as is the case in many tropical districts, it may be prolific of 
vegetation, hut so shrouded with malaria that it is ai1Ii.cult 
for man to live there, and still more to work there. In such 
cases the returns to capital and labour are at first small, but 
as drainage progreeaes, they increase; afterwards perhaps 
they again fall 0111. 

'""ThiI cue may be Jepreeen&ed by diagramL II &be produce rI8eI in zeal vatu. 
In the atio of OS' M OR (80 \hat. the amount. required ~ remunerate &be IamIV 
tor .. dcee of capital and labour hu la1leo. from 011 to OU'). &be lW'pius produce 
riseI< onIJ &0 .AB'O', which iI DO' 't'ery much greater Ulan ita old lDlotmt. AHC. 
&g. 12, l'epl'8lMlDt.ing \he fin, cue. The IeCODd. c:ue iii RpftlllDied in fig •. 1S, 
where a aimilar change in UJe price of produce muee the new aurpJua produce 
.A.ll'C' about. &hree tim ... large AI U1e old surplul. .ABC; and the &bird iD. 
&g. 1" The earliest. doeea of eapi\al and labour applied to ~ land give 80 poor .. 
reklrn, t.bat. n would QOt. be wort.h whila to appq $hem. unIc. it. W81'e int.ea.ded to 

Fig.(LZ). I'ig. (13). l'ig. (14). 

~ .~ " 0 H 0 0' o· It' 

ODD 0 DD' ~
Pc. 

II' 0 

:. c C' .' 
ODD 0 

calTJ' the cu1t.ivaUon tunber. But. later dOllll gift Ul iacreasing rekln:l wbicb 
culminalool at. P, and aftenrardl diminiahee. If U1e price to be CO' lor produce if 
10 low Ula,t. aD amount. OD" iI required &0 nmunera&e ... cultinw tor .. doee of 
capital and labour, " wiD then. be only jUl& pro6t.able to cullinte lbe land. Por 
~ CUlUntion wiD be carried. u far .. DOl; &baN wiD be a de8ci' GO ~ earlier 
doeeI repl'8Ienled by t.be vea B"~B", and. a mrplUl OIl the law dOl8l rep .. 
1eIlt.eJ. by the ana. E'PC': and. u &beIe two ani about equal. &be cu1kvaLioa. .. 
lb. laud .. to. will cm\J IlIA pa1 110 "1. Du' ~ U>o prioo 01 ...... __ liII 
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But when improvements of this kind have once beenJIV,m,a, 
made, the oapital invested in the soil oannot be removed; 
the early history of the cultivation is npt repeated; and the 
produce due to further applications of capital and labomf 
shows a tendency to diminishing return'. 

Similar though less conspicuous changes may occur on 
land already well cultivated. For instance, without being 
marshy, it may be in need of a little drainage to take oil 
the stagnant water from it, and to enable fresh water and 
air to stream through it. Or the subsoil may happen to be 
uaturally richer than the soil at the surface: or again, though 
not itself rich, it may have just those properties in which 
the surface soil is deficient, and then a thorough system of 
deep steam-ploughing may permanently change the character 
of the land. 

Thus we need not suppose that when the return to extra 
capital and labour has begun to diminish, it will always 
continue to do so. Improvements in the arts of production 
may, 'it has always been understood, raise generally the 
return which can be got by any amount of capital and 
labour;) but this is not what is meant here. The point is 
that, independently of any increase in his knowludge, and 
using ouly those methods with which he has long been 
familiar, GI farmer finding extra oapital and labour at his 1 

command, may sometimes obtain an increasing return even 
at a late stage in his cultivatio,!~ 

~H illUf'Ilcleo.t to remunerate the culLivator for a dose 01' capital and labour, the 
doftci' on &he earlier dOIeI will link to B,4.B, ad the lUl'piua on the later dOlel!l 
will rise to EPC: the net. lurplua (the We rent in ease the land ia hired out) will 
be the Ucell of EPC Onl' BAB. Should the price riae furUl81 till OB' is 
auflicioot. &0 remunerat.e &he culLiTator for • doee of capital and labour, this net; 
nrplUl will riM to the very large amount reproaent.ed. by the 8:1.ce18 of B'PO' 
oyer B'.4.B'. 

I In IUCb • cue .. thiI the earlier doses are pretty sure to be aunt in th. 
landj and &he adual rent. paid, if the land is hired ou,- "ill then include proO .. 
OD Ihem in addition to the IW'plua produce 01' we rent. t.bua aboWD. Pro
riIion CloD. eaailJ be made in the diagramI for &he I8klm1 due to &he landlord'. 
capital. 

• 01 COWIe hill'8t.um IDa,. diminish and ~ increue 
and. Ulen diminiJb again, and. yet.. again iDcreue when .be 
it in a poeiLiOD &0 earry out. lOme furthor u~i ... e change. 
U 1PU repftllllDteci by &g. 11. Bu, mOle eslrem.e iDltanoel, 
of &.be kinel lePreeeo.ied. bl ftc. 16, aN no' 'YW1 ran. 

'b?5~ H 0 

o g 
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IV, m, 8. / It h88 beeD well said that as the strength ilf a chain is 
- J that of ita weakest link, BO fertility is limited by that element 

in which it is most deficient. Those who are in a hurry, will 
reject a chain which h88 ODe or two very weak links, however 
strong the rest may be: and prefer to it a much slighter 
chain that h88 _DO flaw. But if there is heavy work to be 
dODe, and they have time to make repairs, they will Bet the 
larger chain in order, aDd theD ita streDgth will exceed that 
of the other. In this we find the explanatioD of much that 
is appareDtly strange in agricultural history. 

Early ~ The first settlers in a Dew country generally avoid landl 
I8LLlen ~ 
olio. which does not leDd itself to immediate cultivatioD. They 
- htl ::;o;lthe are often repelled by the very luxuriaDce of Datural vogeta-
~~:~ tion, if it happens to be of a kind that they do Dot want. 
lid' be They do DOt care to plough land that is at all heavy, how-
-:;~ '" ever rich it might become if thoroughly worked. They will' 
oeIec:" have nothing to do with water-logged land. \1'hey generally I 

select light laDd which can eaeily be worked with a double I 

plough, and theD they BOW their seed broadly, eo that the I 
plauta when they grow up may have pleDty of light and air, 
and may collect their food from a wide a~ 

When America W88 first settled, maDY farming operations 
that are DOW done by horse machinery were still dODe by 
haDd; and though- DOW the farmers have a strong preference 
for flat prairielaDd, free from stumpe and stones, where their 
machines can work easily and without risk, they had then 
no great objection to a hill-side. Their crops were light in 
proportioD to their acreage, but heavy in proportioD to- the' 

__ capital aDd labour expended in raisiDg them. 
~e:~'y We cannot then call ODe piece of land more fertile thau \ 
ahaDlulo aDother until we know Bomething about the skill and enter
bu! .. loM.e , f . ul . d th f 'tal d I b I '" Sl.,.. pnse 0 .ta 0 tivators, an e amount 0 cap. aD a our 
.. ""'0. at their disposal; and till we know whether th.J,.demaI!.4Jm:, 

produce is IUcA as to make jn~I!I!i-'!~ ..l!u1tivatjou profitable: 
with the resourcea at theIr-disposal. If it is, those laDds will 
'be the most fertile :which give the highest average returns to 
I..large expenditure of capital and labour; but if Dot, those 
will be the most fertile which give the best returns to the 
first few doe ... The term fertility has DO meaning except 
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with reference to the special circumstances of a particular !V,ID,' 
arne and place. 

[.\lut even when so limited there is some uncertainty as 
;0 the usage of the term. Sometimes attention is directed 
:hiefly to the pQ'il'llLwhich land has of giving adeqntB
returns to intensive cultivation.and sobearing..a large total 
~r'1.!!ilce -p.~ icii';ana-sometimes Jo its power of yielding a 
large s~I!ls _P.~~~llce orrent,eventh0_ugh.iliI grOBS produce! 
is not very Iarg!;! thus in Engrand now rich arable land is 
very fertile in the former sense, rich meadow in the latter. 
For many purposes it does not matter which of these senses 
of the term is understood: in the few cases in which it does 
matter, an interpretation clause must be supplied in the 
context'. 

§ 4.1)lut further, the order of fertility of difierent soils OIhe, 

is liabl~ to be changed by changes in the methods of culti- :1:; ";!. 
. d' th I t· al f .>". t ;;]\Th tbe .. 1.ti.o vlP.!on an mere a lve v ueB 0 UJ.JJ.eren orop'~!V us nluea or 

when at the end of last century Mr Coke showed how to d:=~l 
grow wheat well on light soils by preparing the way with fand. 
clover, they rose relatively to cla.y soils; a.nd now though 
they are still sometilDes called from old custom .. poor," some 
of them ha.ve a higher value, a.nd are really more fertile, 
than much of the land that used to be carefully cultivated 
while they were left in a state of nature. 

(Aga.in. the increasing demand in centra! Europe for wood 
to be used as fuel and for building purposes, haa raised 
the value of the pine-covered mountain slopes relatively-to 
almost every other kind of lan<!J But in England this rise 
has been prevented by the substitution of coal for wood as 

1 H \be price of produce ill mch \bat an amount. of it. OH ( ... 12, 18, 14) 
ill required too pa1 the eu1t.i.vat.or for one dOle 0( capital and labour, Lhe cultivatioD 
will be carried. u tar .. Di and \be produce raiaed. .d000, will be groat.eat. in 
fig. 12. nest grea_to in fig. IS. and least. in fig. 14. But. if the dllmand lor 
Ggricultural produce 10 riaeI that. OR' ill enough to repay the cultivator (or a 
dole. &be eull.iYaLio.D will be carried. AI far .. D', and the produce raised. will 
be .dOD'C·, whieb ill gnat.eet in fig. 14, ne:r.L in fig. 13, and IeuL in 8g.:-12. 
The cont.raeL woulJ have !Jeen eve.a. .tronger if we had considored. LIle surplus 
prOOllCe which remaiN aI&o1' deduct.ing wh .. t. ia auf6cient. too repay Uae eu1tivatoOr, 
and whieb becom. UDder lOme conditioDi the rent. of the land. For un. is .A HO 
,in ftga. 12 and IS in Ua. ar.t cue and A.H'C· in the second; while in fig. 1-1 it. 
,iI in the firat cue the nC861 of .A.ODOP.A. OTer ODeR, i.e. lobe nee. of PEO .ftI' ASB; uui in t.be I8COnd cue the eZeMI of PB'C' cnv AB~. .. 8 
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IV, W," fuel, and of iron for wood as a material for ship-building, 
and lastly by England's special facilities for imp"orting wood. 
Again, the cultivation of rice and jute often gives a very 
high value to lands that are too much covered with water 
to bear most other crops. And again, since the repeal of the 
Com Laws the prices of meat and dairy produce have risen 
in England relatively to that of com. Those arable Boils 

IIthat would grow rich forage crops"in rotation with com, rose 
"relatively to the cold clay soils; and permanent pasture re
covered part of that great fall in value relatively to arable 
land, which had resulted from the growth of population1• 

v'Poo .. r Independently of any change in the suitability of the 
.oil. ri.te 
iD .. lali.. prevailing crops and methods of cultivation for speci&J. soils, 
value . • 
.. lb. there is a constant tendency towards equality in the value 
:~;:'-;:oc:: of different soils. In the absence of any special cause to 
m........ the contrary/ihe growth of population and wealth will make 

the poorer so'lls gain on the richer. Land that was at one 
time entirely neglected is made by much labour to raise 
rich crop~its annual income of light and heat and air, 
ia'probably as good as those of richer soils: while its faults 
can be much lessened by laboura . 

• Rogo" (au: c ......... / 117,,* ..., "''''', p. 7S) .... uIatao &hal rich 
meadow had aboul the laDle nIne, eetimat.ed in grain, five or eix eenWriee ago u it 
bas DOWi but that. the value of arable land, similarly estimated, bas increaaed abou' 
4velolti in the same time. ThiI is parU,. due t.o the greal imponanC8 of hay a' a 
time whao. 1'00. and othet modem kindl of winter food for cat.&le wen un.known. ' 

• TbUi we may compare two piecea of land 18presented in .figs. 18 and 11, with 
f'OJ:.'80rd &0 which the law of 
diminishing J'et.um act. in a A Fig. (16~ 
aimilat .... ,.. 10 that. their pro-
duce eunrea bave .imil ... r ahap., H 1-___ -""0::. 
but ~e tOftllU hili a bigbe r. H''I-____ -!--4c' 
t.itity Ulan Ute oUier for all d.. " 
greea of interu!lit.y of cultivation. O~------;Dl--,l.-
Tbe value of tbe land may gene-

[1. i~~: • • 
" c 
" ff 

ODD' 

rolly be represented. by ita IUrpJus produoe or rent.. "bich II in each ease 
represented by A.BO when OB hi required. to repay a doae of capital and labour; 
and by A.B'O' "heo &he growth of numbers and wealf.h have made OB'lUfticlen\. 
It is clear t.ba' A. U'C' in fig. 1'1 beara a more favourable comparison with .1.8'0' 
in ftg. 16lban d ... ABC in ftg. 17 with ABC in ftg. 16. 10 &ha ..... way, !hough 
no' to t.be same ut.ent, tile total produce .dOD'C· in fig. 17 bean • more favour
able comparison with dOD'C' in ag. 16. Ulan doee dOne in fig. 17 wiUl AODe.: 
in fig. 18. (n II IngenioualJ argued in Wicb&eed'i Coordi,..", oJ Law of 
Dinribwliott, pp. G1, 2 thai .ren. mar be negative. Of CO\ll'Se tues mar abeorb: 
ran': but land which will QO' .. ward the plough wiD gro" VeeI 01' 100gb gra&! 
See above, pp. IG7, 8.), ~ 

Loro, Boou1leu (B"...;';"" u. Bi ...... chap. 0.) hu coUeclod • ....I lac .. 
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(As. there is no ab801!,te standard for fertility, so there is IV, m,l. . 

none of good cultivatios~The best cultivation in the richest Th .... uollO v 
parte of the Channel Islands, for instance, involves a lavish :l:.':~~ 
expenditure of capital and labour on each acre: for they are ~~tJ .... 
near good markete and have a monopoly of an equable and 
early climate. If left to nature the land would not be very 
fertile, for though it has many virtues, it has two weak Jinks 
(being deficient in phosphoric acid and potash). But, partl)' 
by the aid of the abundant seaweed on its shores, these Jinks 
can be strengthened, and the chain thus becomes exception-
ally strong. Intense, or as it is ordinarily called in England 
.. good" cultivation, will thus raise £100 worth of early 
potatoes from a single acre. But an equal expenditure per 
acre by the farmer in Western America would ruin him; 
relatively to his circumstances it would not be good, but 
bad cultivation. 

f5.LRicardo's wording of the law of diminishing return Rioal,do" 
was inexact. It is however probable that the inaccuracy was :?U:::i:w 
due not to careless thinking but only to careless writing;J::':i.. 
In any case he would have been justified in thinking that 
these conditions were not of great importance in the pe-
culiar circumstances of England at the time at which he 
wrote, and for the special purposes of the particular practical 
problems he had in view. Of course he could not anticipate 
the great series of inventions which were about t:, open up 
new sources of supply, and, with the aid of free trade, to. 
revolutionize English agriculture; but the agricultural 
history of England and other countries might have led 
him to lay greater stress on the probability of a change1• 

illuatraPng this tendency 01 poor landa to rUe in value Nlatively to rich. Be 
quotea the following figures, ahowing t.he rental in franca per hectare (21 acres) of 
8ve c1II!lSB8 01 land in I16Vera1 communel of the DtSpartement.s de "Ewe at de 
l'Oile in 1829 and 1852 respoclive1y:-

CIaoo L CIaoo n. CIaoo ilL CIaoo IV. CIaoo v. 
A.D. 1829 68 48 54 110 8 
••. n. 1852 80 78 60 150 (() 
I AI Roscher IIllJl (Politieal Economy, Sect. CItY.), "In judging Ricardo, it 

mw.t. nolf'be-fmgdttaa iha .. it. W&I BOt. bis inf.ent.ion to write a In.&-book on &he 
ecienoe of Polif,icaJ. Economy, but. only to communicate to t.hose veraed. in it. the 
l'MUlt. of tail research. in .. brief .. manner aa poesible. Hence be writ. 10 

fzequantJy making cert.ain a.umptJon.s, and bill warda are to be ut.ended. to other 
; ~ only aft,er due OODIideratJon, 01' nther m-wrUten to lUi' the c:haoged cue." 
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lV, m, G. c.. He stated that the first settlers in a new dountry invari· 
/ Hi';;;; ably chose the richest lands, and that as population increased, 
::,dri~b"!l poorer and poorer soils were gradually brought under culti, 
:It!:::: vation, speaking carelessly as though there were an absolute 
~ .. I; Ill!> Btandard of fertility. But as we have already Been, where :t!r:..: land is free, everyone ChOOBes that which is best adaptecl{(p 
:::.::'~:'" his own pnrpose, and t~t which will give hjm, all thing. 

4I'onsidered, the best .!!turn for h~l!P!tal.a.!!4..J!t.bour. He 
100ks out, therefore, for Iand that can be cultivated at once, 
and passes by land that has any wesk links in the chain 01 
its elements of fertility, however strong it may be in Bome 
other links] But besides having to avoi~ malaria, he mWit 
think of his communication with his markets and the base 
of his resources; and in Bome cases the need for security 
against the attacks of enemies and wild beasts outweighs all 
other considerations. It is therefore not to be expected that' 
the lands which were first chosen, should tUll1. ,out always to 
be those which ultimately come to be regarded as the most' 

I fertile. Ricardo did not consiill>r this point, and thWi lai~ 
himself open ~ attacks by Carey and others,)which, though 
for the greater part based on a misinterpretation of his posi
tion, hI/> ve ,yet some solid substance in them. 

bUUH
be
, The fact that, in new countries, som which an English 

apt to . . .. _de.. farmer would regard aB poor, are sometimes cultivated before 
~;. it neighbouring BOils which he would regard as rich, is not 
Cale7. ,inconsistent, as Bome foreign writers have supposed, with 

the general tenor of Ricardo's doctrines. Its practical im
portance is in relation to the conditions under whica the 
I!!owth of populatjon tends to caWie increased pressure on 
the means of subsistence: it shifts the centre of interest from ' 
the mere amount of the farmer's produce to its exchange 
txUue in terms of the things which the indWitrial population, 
in his neighbourhood will offer for itt. 

I Carey cl.aime to ba .. proved that "in every quarter of the world cuIlivalicm 
bas commenced. on the lid. of the hilLt where t.he soil was pOOft'll, and where &be 
natural advant.agel of libuatioo. were &be least. With &he growth 01 weaUb and. 
populatJon, men ha'fll been aeen deeoending from the higb Janda bounding &be 
n11ey on either aiele, and coming together a' 'tl fee .. " (Pritt.eiplcl 0/ 80ftaI 
8#imH, chap. n'. 14.) Be baa .veo argued that whenenr & thickly peopled. 
oounl'l' II laid ....... "wh ... _ popuillion, wulLb, and Iho po_ 01 .-ialion 
dIdiDe, II II Iho rich IOU lb •• II abandoned b7 .... wbo 87 .... 10 lb. _ 
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§ 6. -Ricardo, and the economists of his time generally IV, m, 8. 

were too hasty in deducing this inference from the law of Bu;c.;.y 

diminishing return; and they did not allow enough for the t,":tohOWD 

increase of strength that comes from organization. But in lticdardo._. 
. 'd d b h . h un erra_ fact every farmer IS '" e y t e presence of nelg bours the indi ... , 

ether agriculturists or townspeople'. Even if most of :l.i:h',:g .. 
them are engaged like himself in agriculture, they gradually =.uon
supply him with good roads, and other means of communi .... ft •• ~ 10 

cation: they give him a market in which he can buy at :ID':ure. 
reasonable terw what he wants, ne~es, comforts and 
luxuries for himself and ,his family, aI\d all the various 
requisites for hi. farm wor~: they surround him with know-
ledge: medical aid, instruction and amusement are brought 
to his door; his mind becomes wider, and his efficiency is in 
many ways increased. And if the neighbouring market town 

• expands into a large industrial centre, his gain is much 
greater. All his produce is worth more; some things which 
he used to 'throw away fetch a good price. He finds new 
openings in dairy farming and market gardening, and with a 
larger range of produce he makes use of rotations that keep 
his iand always active without denuding it of anyone of the 
elements that are necessary for its fertility. 
',::..-IFurther, as we shall see later en, an increase of po,2u
!&tion tends to develop -the ~a,Pization of tlAde....ADd 
industry; and therefore the law of diminishing return does 
not apply to the total capital and labour spent in a district, 

ones" (16. eb. Y. I S); the ricb toils being rende-red difIicuIt and dangeroua by the 
rapid growt,h 01 junglel which harbour wild bees .. and banditt.i, and perhapa by 
malaria. The e:lperienco 01 more receu' aette in Sout.b Africa and elsewhere 
doea not howeTer genernlly lupport.,hiI conciuaioDl, which are indeed baaed largely 
OD tacta re1at.ing tD warm oounlories. But much of the apparent attradivene81 of 
lropical count.riel is deluaive: t.hey would give a very rich ftltum to bard. wort: 
bm hard work in them 11 impoasibJe at Pr9ND" though BODle change in lhia 
respect may be made by the progrell of medical an4 eepeciaUy bacteriological 
lCienC8. A cool refreshing bnMlUl ill 81 much a necessary of Vigol'OUi lile II 
food itaelf. LlLDd t.hat offers plenty of food but whose climate delLroY' energy, ia 
bot more productive 01 t.he raw material 01 humBD wellbeing, t.b.BI1 land that; 
IUppli. lea food but baa an invigorat.ing climate. 

Tho late Dub of ArgyU described t.he influence 01 iD8ecurity and poverty in 
compelling the eult.ivatiOD of the hillI before t.hat of the valleY' of the BighlaDda 
"'II feaaibJe. 8COtlGM tU it iI and "'", IL 74. 6. • 

• In a De" counLry an important form of. thill 8I8iatance it to enable him 
to venture on rieb laD.d \bat. he would haye othenri8e ab~ througb fear of 
eoemi_ Of 01 malaria. . 
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IV, n~ 7, as sharply as to that on a single fa~ Even when cnlti-
- vation has reached a stage after which each successive dose 

applied to a field wonld get a less return than the preceding 
dose, it may be possible for an increase in the popnlation to 
cause a more than proportional increase in the meaus of 
subsistence. It is true that the evil day is only deferred~ 
but it is deferred. The growth of popnlation, if not checked 
,by other causes, must ultimately be checked by the diffi
cnlty of obtaining raw produce; but in spite of the law 
of diminishing return, the pressure of population on the 
meaus of subsistence may be restrained for a long time to 
come by the opening up of new fields ·of supply, by the 
cheapening of railway and steamship communicati01;l, and 
by the growth of organization and knowledge. 

Tho nIue j Against this must be. set the growing difficnlty of getting 
:.~~t.. fresh air and light, and in some cases fresh water, in densely 
.;:'~[l1~d peopled placea. The natural beauties of a place of fashionable 
...... '1. resort have a direct money value which cannot be overlooked; 

but it requires some effort to realize the tme value to men, 
women and children of being able to stroll amid heautifnI 
and varied scenery. 

( f.1',wilYol § 7. ~ has already been said the land in economic 
-..... phrase includes rivers and the sea. In river-fisheries, the 

extra return to additional applications of capital and labour 
shows a rapid diminution.) As to the sea, opinions differ'; 
Its volume is vast, and fish are very prolifi~nd some think 
that a practically CilnIimited supply can be drawn from the 
sea by man without appreciably affecting the numberli' that 
remain there; or in other words, that the law of diminishing 
retlll'.!!.. BCJIor~y..applies.~ysea·lisheri~ while others 
think that experience shows a faI1ing·off in the productiveness 
of those fisheries that have been vigorously worked, especially 
by steam trawlers. The question is important, for the future 
popnlation of the world will be appreciably affected as 
regards both quantity and quality, by the available supply 
of fish. 

" AI min. 
dON DO' 
give. til .. 
minllbiDI 
_10 

The produce of mines again, among which may be 
reckoned quarries and brickfields, is said to conform to the 
law of dimini.hing return; hut this statement is misleading. 
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It is true that we lind continoally incxeesing difficulty in IV, m. T. 

obtaining a further supply of minerals, except in 80 far aa we .... __ 
obtain increased power over nature's etores through improve-:::::':' 
menta in the arts of mining, and through better knowledge of 
the contenta of the earth's crust; and:::$ere is no doubt that, 
other things being equal, the continued application of capital 
and labour to mines will result in a diminishing rate of yield. 
But this yield is not a lid yield, like the return of which we 
apeak in the law of diminishing return. That return is paR 
of a constantly recurring income, while the produce of mines 
is merely a givmg up of their etored-up treasnrea. The 
produce of the field is something other than the soil; for 
the field, properly cultivated, retains ita fertility. But the 
produce of the mine is paR of the mine itseIC 

To put the eame thing in another way, the supply of \ 
agricultural produce and of fish is a perennial stream; 
mines'are aa it were nature's reservoir. The more nearly a 
reservoir is exhausted, the greater is the labour of pumping 
from it; but if one man could pump it out in ten days, ten 
men could pump it out in one day: and when once emptL it 
would yield no m()le. So the mines that are being opened 
this year' miglit j~-as easily have been opened many years 
ago: if the plans had been properly laid in advance, and the 
requisite apeciaIized capital and sk:ill got ready for the work, 
ten yean( supply of coal might have been raised in one year 
without any increased difficulty; and when a vein had once 
given up ita treasure, it could produce no mole. This 
difiereuce is illustrated by the fact that the rent of a mine is 
calculated on a difierent principle from that of a farm. The 
farmer contracts to give back the land aa rich 88 he found it, 
a mining company cannot do this; and while the farmer'. 
rent is 'reckoned by the year, mining rent consists chie11y of 
"royalties" which are levied in proportion to the etores that 
are taken ont of nature'. etorehouse1, 

• As Ramo .,. (Priori".., cbop. D.) "TIle ___ em- (by ... 
leMee) lor &be am. GI' quarry ia paid for &be NIe tI. &be roal 01' __ whkb Cd 
Do _ !rom -. ODd .... DO _ wilb "'" origm.I .. iI ......... ,.ible 
ponai 01 &be Iaud." Bid boIb be aDd. oIbera ... 8mDeUmes 10 be lligbl. 01 
&belle di,t; lioDl ill dfewing &be law or djminishing I8kuD in ita _PPJiCa&iOa to 
_ Eopoeially .............. ill Bicudo'II ~ '" Adam _'s ......., 
'" ..,. (PrioripIa. obap. UIO.~ 
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IV, m, f. C.On the other hand, services which land renders to man, 
B., in giving' him space and light and air in which to live 
building) and work, do conform strictly to the law of diminishing landdoel 
~;!'iab- return. It is advantageous to apply a constantly increasing 
ing rellUll capital to. land that has any special advantages of situation, 
of co.- •• . d Buildin rds h ooni", .... natur ... or acquire . gs tower up towa t e sky; =r: natural light and ventilation are supplemented by artificial 
open' .. 1&. mesns, and the steam lift reduces the diasdvantsges of the 

highest doors; and for this expenditure there is a return of 
extra convenience, ,but it is a diminishing retu'!EJ However 
great the ground rent may be, a limit is at last reached after 
which it is better to pay more ground rent for a larger area 
than to go on piling up storey on storey any further; just as 
the farmer finds that at last a st~ge is reached at which more
intensive cultivation will not pay its expenses, and it is 
better to pay more rent for extra land, than to face the 

. diminution in the ret~ which he would get by applying 
more capitsl and labour to his old land'. From this it results 
that the theory of ground rents is substantially the asme as 
that of farm rents. This and similar facts will presently 
enable us to Simplify and extend the theory of valu~ as given 
by Ricardo and Mill. 

,; Th. , i LAnd what is true of building land is true of many other 
~-;:':;~hings. If a mannfacturer has, asy, three planing machines 
d~~'l"oh- there is a certain amount of work which he can get out of 
~":::- them easily. If he wants to get more work from them he 
fo... must laboriously economize every minute of their time during 
oh&dowed. the ordinary hours, and perhaps work overtime. ThUS" after 

they are once well employed, every successive application of 
effort to them brings him a diminishing return.] At last the 
net return is so small that he finds it cheaper to buy a 
fourth machine than to force so much work out of his old 

1 oi COUl'l& the retum to capital spent In building increaaeB fot &be earlier 
doaea. Even when land can be haul for almos, DOt.bing. I' .. cheapN to build 
hoU181 ~"o .toriel high &ban onei IUld bitherto it b .. been though' cheapen to 
build factori. about four atoriel high. Bu'. belief iI IfOwing up in Ame.rieaa.. 
iha' .... b81'e land ill DO' ftI'J' dear factori81 ahould be onl,. two atori. high. partir 
in order too avoid Ute e'ril effect. of vibrat.ion. ad of ~e upenai ... toundationl 
and walla required. to prevent it In a higb building: Iba' .. i' is found &ba6 &be 
ftlt.um of accommodation dimjnj .... perceploibly aft.er &be capt... and. labour 
nquired to nile 'wo ,tori. haft been 1peD' on .w, laud. 
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machines: just as a farmer who has already cultivated his IV. m. 8. 

land highly finds it cheaper to take in more land than to 
force more prodnce from his present land. Indeed there are 
points of view from which the income derived from machinery 
partakes of the nature of rent: as will be shown in Book V. 

NOH ON THE LAw Oli' DmINISIDNG RETURN. 

§ 8. The elasticity of the notion of diminishlng return o&lUlot be Th. 
fully considered bero; for it is but an important dctn.il of that la.rge :~a:~~cit7 
generaJ. problem. of the economic distribution of resources in the notion of 
investment of capital. which is .th-e~Ri!'?t of the main argunumt of ~~:~!;" 
Book V. and indeed of a great part of the whole Volume. But a furt.her 
few words about it seem now to be coJled for in this place. becaua8:,cODsidere.cL 

muoh stress baa recently been laid on it under the able and suggestive 
leadersbip of Profeooor Carverl • 

If a m&llwacturer expends an inappropriately 1arge amount of 
his resources on machinery. so that a considerable part of it is 
habitually idle; or on buildinga. 80 that a conoid_ble pm of his 
apace is not .. en filled; or on his offi .. stAff. 80 that he h .. to employ 
some of them on work that it is not worth what it costs. then his 
exoeasive expenditure in that particu1a.r direction will not be B8 

remunerative as his previous expenditure had been: and it may be 
said to yield him a .. diminishlng retum." But this """ of the phr .... 
though strictly correct is apt to mislead unless used with caution.. 
For when the tendenoy to a diminishing return from inereued labour 
&lid capital applied to land is regarded ... special _oe of the 
gener&! tendenoy to diminishlng return /rom any &gent of prod,wtioo, 
applied. in excessive proportion to the other agents, one is a.pt to take 
it for grtmtod thot the .upply of the other footors can be inereued. 
That is to Bay, one is apt to deny the existence of that condition-the 
fixedn ... of the whole .took of oultivable land in an old oooot'1-
which was the main foundation of those great classical discussions of 
the law of diminishing return, which we ha.ve just been considering. 
Even the individu&! fa.rmer may not alwayo be able to get an addition&! 
ten or fifty acreo adjoining his """ farm, just when he W&Ilta them. 
save at a prohibitive price. And in that respect land diffeL from 
moat other agents of produotion even from the individual point of 
view. This difference may indeed be regarded as of littlo account in 
regard to the individn&! former. But from the oocial point of view. 
from the point of vi ... of the following ohaptere OIl population it is 
vit&!. Let ualook into this. 

• Boo 0100 lb. "';1iDp of PNl_ .. Bulloct ODd LoadrJ. 
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I". m, 8. In every phase of any branch of production there is lOme diotrihu. 
A ell- t.iun of resourceo between vari0118 expenditmoe which yieIda • better 
mjnj.binl reeu1t than any other. The abler the IJI&Il in oontrol of any b~ = the nearer he will approeoh to the Ideally perfect distribution; juet 
=7 as the abler the primitive houeewife in oontro1 of a famiJy'a stock of 
:.';p:' wool, the ......., abe will approeob to an ideal distribution of woof 
pm... ..bew""" the different needs of the famiJy'. 
=.~ H ~ b11linooa extonda he will extend biB _ of eaoh requisita of 
.ppli ...... produotion in 4 ... proportion; hut not, &I hu 8Ometim .. been llllid, 
~~: proportionately; for instAmce the proportion of manual work to machine 

work, which would be appropriata in a amal\ furniture factory would 
not be appropriata in a large one. H h. malt.. the beat poaaib1e 
apportionment of biB reoouroea, he geta the _toot (margin&I) return 
from eaoh appli&noe of produotion of whioh biB b11linooa is oapoble. H he 
UBe8 too much of any one he gets a djmjnjshing return from it; becauae' 
the othen a.re not able to back it up properly. And this djminipbjng . 

retum is anaJoge11l to thet whioh • farmer obtaina, when he cultivat .. 
\and 10 intensively that ho obtaina • diminiabing retum from it. U 
tho farmer O&n get more land at tho aamo rent &I he hu paid for the 
old, he will take more land, or elao lie open to the imputation of being 
• bad b11linooa man: and this ill_tea tho foot that \and from the 
point of view of tho individual cultivator is simply one form of capitaL 

Bu •• be Bat when the old .. eoonomi8ta spoke of the La ... of DiminiBbing 
:;"~a1 Return they were looking at tho problema of agriculture not ouIy from 
cul ..... 01 tho point of view of tho individual oultivator bu. also from the. of the 
;.!;~17 nation &I • whole. N .... if tho nation fJI II tDMIo linda ita stock of 
!",uolrf pl&ning maohin .. or plougho inappropriately large or inappropriately 
:.:rb"y omall, it O&n rediatributa ita reoomoea. It O&n obtain more of the. in 
<h. fizi'y which it is deficient, whilo gradually I_ing ita stock of I110h !hinge 
~ .:r!~ .. are I11perebundant: "'" tl .'11''''' tID _ .11 regard /0 It.IIId: it O&n 

oflh~ chief oultivata ita land more intensively. but it oannot get any more. And 
appli"""". for that ..... n tho older eoonomiBta rigbtly insisted thet, from tho 

aociuJ point of viow. land is not on ODOtly tho aamo footiug .... th ... 
implomenta of produotion whioh man oan in ...... without limit. 

No doubt in a now country where there is an abundance of doh 
land not yot brought under oultivation, this 6xedn ... of tho total .took 
of \and is not operative. Amorloan eoonomiBta afton apeak of the value, 

I ~ie be wiD mate1arp U88 01 wba' fa eaDed below the ··SubsUklliOD" 01 
more for leal appropriate mean&. Diacuasiona bearing diJeetJy on LbiI pangrapb 
will be found in III. 1'. 1-3: IV. 'ftI. 8; aDd zm. J: V. m. 3; 11'. 1--4; 1'. 6-8; 
1'DL 1-6;:Eo 8: VI. L" IIIld Do 6. 

Tbe Ieod .. ,iOl 0/ dimiruahi.. uW.,. ancl .0/ diminiahin& .. Ium han Iheir,. 
root., ~. one in qualitiel of buman natoma. ~e oUlar in Ule teehnica1 condiUou 
01 indWlUy. But t.be diairibut.iona 01 reeoun:-. to wbich they pain, u. goftlDlld 
by enctJy aimilar lawa. In Mathematical ph ..... the problem. m ...... aod 
Mi".... &0 wbicb the,. gift riae ue upre8l8d by &be IIIDI roer-I equat.ioDl; 
u ma, be .... by 101 ....... 10 M.<h .... liealllo .. XIV. 
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or rent, of land .. varying with the land's distance from good markefa, IV, m, 8. 

rather than with its fertility; because even now there is a great deal 
of rioh land in their country whioh is not fully cultivated. And in 
like maaner they lay but little stress on the fact that the diminishing 
return to labour and oapitalin general applied to the land by eliBCreOt 
farmers, in ""oh a country .. England, is not exactly on the .. me 
footing aa the djmjnish;ng' return to an inappropriate investment of 
their resources by indiscreet farmel'll .. manufacturers in a dispropor-
tionately large number of plongha or planing macblnee. 

It is true that when the tendency to dimjnish;ng return II general- DifBeuJty 
Ized, the return is apt to be expressed in terme of value, and not ~Im ...... 

mg off a 
of quantity. It must however be conceded that the older method d ... 01 
of meaauriog return in terme 01 quantity often jostled against the ~b~ and 
diffioulty of rightly interpreting a dose of labour and capital without pi 
the aid 01 a money meaaure: and that, though helpful fer a broad 
prelimlnary survey, it oaunot be carried very far. 

But even the recourse to money fails no, if we want to bring to 
a common standard the productiveness of lands in distant times or 
p ..... ; and we must then lall hack en rongh, and mere' or leas 
arbitrary modes of measurement. which make no aim. at numerical 
precision, but will yetsuffios fer the broader purpoBOB of history. We 
have to take account of the facta that there are great variatioDB in the 
relative amounts of labour and capital in a. dose: and that interest on 
capital is generally a much 1 ... impcrtant item in backward than in 
advanoed _tag .. 01 agriculture, in spite 01 the fact that the rate 01 
interest Is generally much lower in the latter. For moat purpo ... it is 
probably best to take as a common standard a day's unskilled labour 
of glven efficienoy: we thus regard the dose &8 made up of 80 much 
labour 01 different kinde, and luch chargee for the use and rep .... m.nt 
of capital, 88 will together make up the value of, 1&1, ten day.' such 
labour; the relative proportions of these elements and their e8veral 
valnes in terme of such labour being fixed according to the apecial 
oircumstanoes of ea.oh problem1• 

A limilsr diffioulty is lound in comparing the returua obtained by aDd 01 
labour and capital applied under diff.rent circumstances. So long .. red?cing 

the cropa are of the- 8&lD.e kind. the quantity of one return can be ;:~~': to 
measured off againat that 01 another: but, wh.n they ar& 01 different • ~OD 
kinde, they cannot be oompared till they are reduced to • common UIII 

measure of value. When, for instance, it is said that land w-.!d give 
better returna to the capital and labour expended on it with one crop 
or rotation of crope tha.n with another, the statement must be under-
Bteod to hold only on the basis of the pric .. at the time. In such a 

• The labour-pan 01 tile dose II of course current agricultural labourj the 
capital-part ia itaeH also the product. of labour in past t.im81 rendered. b:r workers 
of mlUl1lr:inds and d.egreaI, accompanied by" waiting.» 
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THE FERTILITY OF LAND 

...... we must take tho whole period of rotation together, 8IIS1llDing the 
land to he in tho l1&li1. condition at tho hogimdng and tho end of tho 
rotation; and CODDting on the one hand all tho labour and capital 
applied during tho whole period; and on tho other tho aggregate returns 
of all tho cropo. 

It must he remembered thet tho return due to a dooo of labour 
and capital is not hero taken to include tho value of tho capital itself. 
For insta.n .... if part of tho capital on a farm consists of two-year.old 
ox .... then tho returns to a year'1 labour and capital will includ. not 
tho full weight of thooa oxen at tho end of the year, hut only tho 
addition that haa boon mad. to it during the year. Again, when a 
farmor is aaid to work with a oapital of £10 to tho aoro, thiB inc\udes 
tho value of everything thet he haa on tho farm; hut tho total volume 
of tho d08e8 of labour and capital applied to a farm during, oay, a year, 
does not includ. the whol. value of tho fb:ed capital, such .. machinery 
and ho ...... but only tho value of their U8& after allowing for in_I;, 
depreoiBtion and repaira; thougb it dooo includ. the whole value of tho 
eirculating capital, luch .. oeed. 

The abov. is tho m.thod of moaauring capital gonorally adopted, 
and it is to he tak.n for granted if nothing is aaid to tho -contrary; 
but another method is more B1litable occasionally. Sometimes' it is 
convenient to speak aa though all the capital applied were eireu· 
lating capital applied at tho heginning of tho year or during it: and 
in thet .... everything thet is on the farm at the end of the year 
is part of tho produce. Thus, yonog cattloare regarded .. a oort 
of raw matoria\ which is worked up in tho oourso of tim. into fat 
cattl. ready for tho butohor. Th. farm implements may even he 
treated in the IIlUIl8 way, their vaJoa at the beginning of the year 
being taksn as SO muc~ eirculating capital applied to tho farm, and at 
tho end of tho year .. -,so much produce. This plan eDabl.. us to 
avoid a good deal of repotition of conditioning c\aU808 as to deprecistioo, 
.tc., and to oavo tho use of words in many ways. It is often tho best 
plan for genera! reaaoningo of an abstrsot character, particularly if 
they are oxpreosed in a mathematical form. 

Th. law of diminishing return must have occupied thoughtful 
men in .very densely peopled oountry. It was firat atated clearly by 
Turgot (CB" ...... ed. Daira L pp. 420, I). as Prof. Ca.nnau baa shown; 
and Its chief applications were d.vewped by Ricardo. 



CHAPTER IV. 

THE GROWTH OF POPULATION. 

§ 1.(THB production of wealth is but a means to the IV, ",I. 
eustenance of man; to the satisfaction of his wants; and to P~uIa_ 
the development of his activities. physical. mental, and :'"".1''::
moral. But ~ man himself is the chief means of the pro-
duction of that wealth of which he is the ultimate aim1:) 

and this and the two following chapters will be given to 
lOme study of the supply of labour; t.e. of the growth of 
population in numbers. in strength, in knowledge, and in 
character. 

In the animal and vegetable world the growth of numbers The 

is govemed by the tendency' of individuals to propagate their r.::::: .. 01 

species on the one hand, and on the other hand by the :::::'.5. u 
struggle for life which thins out the young before they r.ve:::.. 
arrive at maturity. In the human rao. !llone the conflict of J'.Id;"o .. ; 
these two opposing forces is complical:ed by other in1I.uences. ::"on"'W·u 
On the one hand regard for the future induces many indi- ='i7:!7 
viduaIs to contr~~_ !l'!t~al .im-pulses; sometimes .with 01 ...':"' .. d 

the purpose of worthily discharging their duties as parents; t'l,,::"11 
IOmetimes, as for instance at Rome under the Empire, for lui .... 

mean motives. And on the other hand society exercises 
pressure on the individual by religious. moral and l~ -- --- -.-- -- . 
sanctions, sometimes with the object of quicke$g, and 
IOmerunes with that of retsrding, the growth of population. 

The study of the growth of population is often spoken of Tho p .... 

h h · d B t . I ble ... ol as t oug It were a mo em one. u m a more or ess populauon 

vague form it ha~~p'ie4 ,~h.«!_~t~~~jQQ of thoughtful m~ :ha:~rin
in all ages of the world. To its in1I.uence, often unavowed~ 

'SeeIV.Ll. 



GROWTH Oil' POPULA.TION 

IV, IV, I, sometimes not even clearly recognized, we can trace a great 
part of the rules, customs and ceremonies that have been 
enjoined in the Eastern and Western world by law-givers, 
by moraliste, and those nameless thinkers, whose far-seeing 
wisdom has left its impress on national habits, Among 
vigorous races, and in times of great military conflict, they 
aimed at increasing the supply of males capable of bearing 
arms; and in the higher stages of progress they have 
inculcated a great respect for the sanctity of human life; 
but in the lower stages, they have encouraged and even 
compelled the ~hles~~ elaughter oLthe infirm And the aged,~ 
and sometimes of a certain proportion of the female children,~ 

~~'::'.t~r . !n ancient ~reece an~ Rome, :mth the safety-valve C?f the 
opinion power of planting colomes, and 1U the presence of constant 
on s.... , 't.h b _. 'f' --~ed encoura...ae- war, an m~reaBe me num 81--UL. rn 'Zens was regwu as = 01 a sourceof public strength; and marriage was encouraged by 
lamilieL public opinion, and in many cases even by legislation: though 

thoughtful men were even then aware that action in the 
contrary sense might be necessary if the responsibilities of 
parentage should ever cease to be burdensome1• In later 
times there may be observed, as Roscher sayso, a regular ebb 
;;;;r'f1ow of the opinion that the State should encourage thel 
growth of numbers, Iflowas in full flow in England under the 
first two Tudors, bul" in the course of the sixteenth century , 
it slackened and tlGd; and i~ began to ebb; when thei 
abolition of the celiba~ of the religious orders, and the more 
settled state of ihe country had had time to give a percept
ible impetus to population; the efiective demand for labour 
having meanwhile been diminished by the increase of sheep. 
runs, and by the collapse of that part of the industrial system 
which had been organized by the monastic establishments. 
Later on the growth of population was checked by that rise 

.... -- -
I ThUi Ariatotle (Polm.c.. II. 8) objectl &0 Plato', ec:bem. 'OJ' equalidDc pm

rany and aboliahing poveny on the ground £ha' i' would be unworkable unte. 
t.he State e.erciled. • firm. conb'ol over U. growth of numbers. And 81 lowe" 
pointe out. Plato bimaelt wu a.ware of I.bia (lee lAttJ., Y. 740: also Aristotle, 
Poliliu, m. 16). The OpiniOD, formerly held ~ the populaliou of Greece declined 
from tbe leveotb O8Iltury B.c., and. lb., of Rom. from lbe ibird, hal ftIMlUy been 
eallod 10 qUBltion. tee .. Die Bev6lkenmg d. A.l&eRuml ~ b, Edouard .Me1W fa &be 
H __ .u.lIIasJMII...oo.ftm, 

• PolitiMl Bcottom" I a64. 
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in the standard of comfort which took effect in the general IV, ",I. 

adoption of whsat ae the &taple food of Engliehmen during 
the first half of the eighteenth century. At that time there 
were even fsara, which later inquiriee showed to he un
founded, that the population was actually diminishing. PetU:1 
had forestalled some of ~'9"s and Wa~d's arguments as 
to the advantagea of a .!lnse pop:ulation. 9illd had argued 
that .. whatsyer tends to the depgpulating of a country .bA.ds 
to the impoverishment of it"; and that" most nations in 1 
the civilized parts of the world are more or less rich or poor 
proportionably to the paucity or plenty of their people, and 
not to the stsrility or fruitfulness of their land· ... And by I 

the tinte that the world-struggle with France had attained 
its height, when the demands for more and more troops were 
ever growing, and when manufacturere were wanting more 
men for their new machinery; the bias of the ruling classes 
wae strongly flowing in favour of an increase of population. 

LBo far did this movement of opinion reach that in 1796 Pitt 
declared that a man who had enriched his country with a 
number of children had a claim on its aesistance .. An Act, 
passed amid the military anxieties of !'~Q§, which granted 
exemptions from taxee to the fathers of more than two 
children born in wedlock, was re erued ae soon as Napoleon 
had been safely lodged in Bt Helena" . 

• He arau- Uut,t; Holland" richer thaD it appQw be relatively &0 Fraoce, 
becaue itl people have acceu to many ad,Ya.ntages Lba&; canno' be bad tt,. those 
who live on poorer land., and &Ie tberofore more acal.tered. "Rieb land ia be't.eJ' 
thaD coarse land ol the aame Reo,"" PoliW:Gl .4nthmccick. cb. L 

• DiIcowI .. OIl TnuII, ch. z. Barril, Eaaay on CO,"" pp. 32, Sf argues to a 
timilar oa:ect. and propOlell to "encourage matrimoDY IIDOng $he lower cl88IIeII by 
giring eome pririlegee too &hOle who haYe child.ren," ek:-

a "Let UI," laid PiU, "make relief1 in eaae. where there are a large Dumber of 
children, .. matter of rigM and an honour, instead of a ground for opprobrium and 
contempt.. Thil will make a large family a blellting and DO' a curse, and this will 
elmw a proper line 01 dietinction between tboae wbo are able· to provide for 
tbemaelTeII by labour, and thOle wbo 811M baring enriched their COUDUy with & 

number of children have • cla.im on iLl auiAance for U:u!ir IUPPOrt." Of COIUlle he 
d .. irecl "to clitcourage relief wbere it w. no&; wan&ed." Napoleon ~ Fint bad 
offered 10 take under tail own charge one membel of any family whieb conu.inecl 
lenn male children; and Louis XIV., Ilia predeceuor in t.b.ellaugbt.er of DIeD, bad. 
e:umploed lrom public Wei all &;hOle wbo married before t.b.e age of :ao or bad 
more t.haD. kta legilimak children. A. compan.on of the rapid increue in the 
populat.ion 01 Germany .nUl Ul., of France ..... a chief mot.ive of the order of &be 
Prench Chamber in 1a86 tha, edUcaUOD and. board .bowd. be provided a' the pubJia 
UpeDII lor eTWY .. Tenth abi1d. in llICeUiMllI lamllieI: and. in 1918 • Jaw WIll 
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§.2 But during all this time there had been a growing 
feeling among those who thought most seriously on social 
problems, tbat an inordinate increase of numJlera,.. whether 
it strengthened the Stete or not, m~~use 
great misery: and that the rulers Qf the State had no right 
to~ate individual happiness to the aggrandizement 
of the State. In France in particular a reaction was caused, 
as we have seen, by the ~ca1 sel1ishness with which the 
Com and its adherenta sacrificed the wellbeing of the 
people for the sake of their own lUxury and military glory. 

(If the humane sympathies of the f.hysiocrats had been able to 
overcome the frivolity and harshness of the privileged classes 
of France, th; eighteenth century would probably not, have 
ended in tumult and bloodshed, the march of freedom in 
England would not have been arrested, and the dial of 
progress would have been more forward than it is by the 
space of at least a generation. As it was, but little attention 
was paid to QUesW8 guarded but forcible protest:-" one 
should aim less at augmenting the population than at 
increasing the national income, for the condition of greater 
comfort which is derived from a good income, is preferable to 
that in which a population exceeds its income and is ever in 
urgent need of the means of subsistence'." ) 

passed giring bountiaa under,certain conditiona to parenti of lnrge famili ... The 
Brit.iah Budge' Bill of 1909 aUPwec:I • ID1lll abaklmen' of income ~ ,~ fal.hera 
oIlomili..: 

• Tho Pb,.; .... u. d_ with ngud to tho toad..., 01 populaUoo to 
incfeo.se up to the margin 01 subsiltence may be given in Turgot's wordl~ 
employer "'.ia.ce be aJwaya baa his choice 01 a great Dumber of working mao, wiD 
chOOle t.hal one who will wort mon cheaply. 'rhus &ben &be worked are com
pellod by mutual competition to lower their price; and with regud. to enry tiDd., 
01 labour the lelUU iI bound to be reacbed.--ud U iI reached as a maUu 01 fact
that. Ule wagaa of &he worker are UmiMd to that which iI Decesaa1'7 to pzocwe hiI 
IUbliJtence." (Svr ,."".".atiotI" la ~ wPieM.ml.1 'n,) 

Similarly Sir JBm. St.eu&rt. 1811 (lnpiry, Bt. L cb. m.l. tiThe pneratift 
faculty reaemblea a .pring loaded with a weight, whicb alwa.ya ueril iYelf in 
proportion to $b., dimiDUW.OD of ftIIIiItance; "hen food. hal zemaiDecl aome time 
witbou' augmentauoQ 01' diminution, generation will carry Dumben ... high ... 
poaible; if t.hen food COD1ea to be climiniIhed the spring iI overpowered; Ute force 
of I, becom ..... the.n DOlhing, inhabiw,ntl will diminiah at lead in proportioD. to 
&be overcharge. H, on the o&ber band, food. be m~ $he 'Pring which .aood. 
at 0, will begin to ezen itaeU in proportJon ... the .. illtaDce diminish.; people 
will begin to be bett.el' ted; th,y wiD mulbiply, ad in proponion .. theylncreue 
in Dumbert the food. will become -..rce apiD." Sir J .... S&euut ".. mocb 
UDder the influence of $b., Ph)'liocra", and wu lndeed III IOIU ftIpIIC" Imbued 
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Adam Smith said but little on the question of population, IV, .. ,II. 

for indeed he wrote at one of the ,!!l'!!iPatinuoi~ of the A~ C . 
prosperity of the English working classes; but what he does Sm,U>. 

say is wise and well balanced and modern in tone.(.Acceptiug 
the Physiocratic doctrine as his basis, he corrected 'it by 
insisting that the.~e~"!IBl!..ri~oLlif!!..are not a fixed and 
determined quantity, but have varied much from place to 
place and time to time; and may vary morel~ But he did 
not work out this hint fully. And there w-' nothing to 
lead hin1 to anticipate the second great limitation of the 
Physiocratic doctrine, which has been made prominent in our 
time by the carriage of wheat from the centre of America 
to Liverpool for less than what had been the cost of its 
carriage across England. ) 

The eighteenth century wore on to its close and the next Th. 

century began; year by year the condition of the working :,~~~Ib 
classes in Eagland became more gloomy. An astonishing :~~ 
s"ries of bad harvests", a most exhausting war", and a change ~.':'!Ib 
in the methods of industry that dislocated old ties, com- glr.... 

bined with an injudicious poor law to bring the working 
classes into the greatest misery they have ever sufiered, at 
all events since the beginning of trustworthy records of 
English social history'. And to crown all, well-meaning 
enthusiasts, chiefly under French influence, were proposing 
communistic schemes which would enable people to throw on 
society the whole responsibility for rearing their children'. 

with Contfrumtal rather than Eoglish noLiona of goY8I'DID.en&;: and hiJ artiftclal 
aehemes for regulating populaUon seem very far off from. 1111 now. See his Itlfl'iry. 
Bk. L eh. mo, "O/IM grcaI adoantagl oj ODtIIbiaiftg • fIIell-digUUtl Tlwry n4 
• perIN:( KftOtII1«l,. 0/ F .. '"" 1M Pradit:al PGrl oj Gncmmllll i. Mfkr ., 
...a • PIOph ",,,llip1V!' • 

a See WcaUA 0/ NtditJu, Bk. I. eb. mL and Bk. Yo ch. II. See aIao "'J'nI. 
Bk. II ell. 19'. 

• The annge priee of "beat. In the decade 1171-1780 in ... bicb Adam Smith 
wro&e was MI. 74.; in 1781-1190 it. was 31., 111.; in 1791-1800 it. waa 63.. 6cI.; in 
1801-1810 it.".. 83.r. Utl.; and in 1811-1820 iL was 87., Ocl.. 

• Early in lobe l .. t. cent.ury the Imperial u.xea-fOl' the greater pan lII'1U' 
w......-moun&ed to OD6ofilt.h 01 &be wbole income 01 \he counUy; wbemu DOW' 

&bey am DOt much more t.han a twentieth. and. even of UrlI a great. pnn iI .pent, 
on educaLion and oUlu benefib which GoTemment. did not. t.hen aJIord.. 

• See below I 7 and above Bk. L ch. m. H 6, 8. 
• &peciaUy Godwin in hie l"ft'iry lI!iOIKa'IIirag PoltIUal Juliu (1792). It. It 

int.eftlllWlg to compam MaUhUl' cril,iciam 01 t.bie Essay (Dt. DL eb. Do) with 
Ariltot.le'. commen&l OD. Plato', Bqtlblic (_ e.peciaIly Politiu, u. 8). 
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( Thus while the recruiting sergeant and the employer of 
labour were calling for measurea tending to increase the 
growth of population, more far-seeing men began to inqnire 
whether the race could escape degradation if the numbe .. 
continued long to increase as they were then doing.) Of 
these inqnire .. the chief was Malthus, and his Essay on lhe 
Principle of Population is the starting-point of all moiiem 
speculations on the subject. 

§ 3. Malthus' reasoning consists of three parts, whioh 
must be kept distinct~e.first relates to the supply of 
I~ur. By a careful study of facts Iw proves that every 
people, of whose history we have a trustworthy record, has 
been so prolific that the growth of its numbers wo~d have 
been rapid and continuous if it had not been checked either 
by a scarcity of the necessaries of life, or BOme other cause, 
that is, by disease, by war, by infanticide, orlBBtly by volun
tary restraint. ') 
~s aecond position relates to the demand for labour. 

Like the first it is supported by facts, but by a different Bet 
of facts. He shows that up to the time at which he wrota 
no country (BB distinguished from a city, such BB Rome or 
Venlce) had been able to obtain an abundant supply of the 
n~~ri~ of lif~ aft.:!}ts ~lritOii~~~-becoine very thic~y 
'peopled) The produce which Nature returns to the work of 
man is her effective demand for population: and he shows that 

. up to this time a rapid increaae in population when a1readYI 
thick had not led to a proportionate increase in this demand 1 J 
~hirdly, he draws the conclusion that what had b~en in 

the past, was likely to be in the future; and that the growth 

l Bul many of hill criUOI auppoee bfm to have .t.ated Ida poait.ioa mucll .. 
UDJUel'Vedly t.han be did; they bave forgo&.ten web paaages .. &hia:-" From • 
revie" of \be .u.,- of IOCidy in fonner pe.rioda compared. wi&b lIIe pnIIeD' Ilhould 
oenainly 1&1 lb", the avila reaulting from. &be principle of populat.iOD. haft n&ber 
dimiDiahed. lIIan inc.reaaed, .veIl under &be diaadftDMge at: IlIl almod tolal ipo
l'aDC8 of lbeir INl cauae. And U we C8D. indulge lb. hope thal t.hiI ip.onnce 
will be gradually dillipaMd, ., doel Dol eeem unreasODable to hope &bat. UleJ' WID 
be .tiD further diminiahed. The incnue 01 absolute popuIaUon. wbkb 1riIl or 
CQW88 take pJace. will "idenLly Mnd but li~ &0 weakeD &bill uped.&ioD, • 
every'bing dependa on the rela'ive propordolll between populalioD and food, aod. 
DO' on &be abaolua number of t.b.e people. In &be former part 01 .rut wort " 
appeared &bat ~., counm. which ~ the rewed people ott. alffentd. &be 
mOl' !ram ..... efIoc .. 01 t.ba principle 01 popWaWoa. N 4urIIr. Bt. 11' ... m.. 
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of population would be checked by p~ or some other IV, I', B. 

cause of suffering unless it were checked by voluntary 
restraint. ) He therefore urges people to use this restraint, 
and, while leading lives of moral purity, to abstain from 
very early ·marriages1, 

His position with regard to the supply of population, Late. 

with which alone we are directly concerned in this chapter, :ff:~ the 

remains substantially valid. The changes which the course bl:~n~ 
of events has introduced into the doctrine of population =~I 
relate chiefty to the second and third steps of his reasoning. no'ol'w 

We have already noticed that the English economists of the lira .. 

earlier half of last century overrated the tendency of an 

1 In the drat edition of his _1, 1798, Malthua gave his argument without any 
detailed statement of facts, t.hougb from the firs' he regarded it aa needing to be 
I.reat.ed in ciired connectioD with a atu\ly or fa.cta; aa is ahown by bi! baring told 
Pryme (who afterwardI became the first Professor of Po1i.t.ical Economy U 
Cambridge) .. that his theory waI fins' suggested to his mind in aD argumentative 
conversation which be had with hiI father on &he state of some oUler countri." 
(Pryme', Ru:ollN:iimu, p. 66). American uperience showed that popula.t.iOD if 
unchecked would double a.t. least once in t.wenty-6ve years. Be argued that .. 
doubled population might., ,"en in • eountry as t.hiekJy peopled. u England was 
with its eeven million inhabitants, conceivably thougb Dot probably double the 
aub9istence raised from the Englisb loil: but. tbat.labour doubled aga.iD"would Dot 
lUlliee to double the produce again. "Let us then b.ke tbi. tor our rule, though 
certainly far beyond the mathi and allow that the whole produce ot tbe iBland 
might. be increased every twenty-ave yean [that, is with every doubling 01 the 
popu1at.ion] by a quantity of wbaiat.ence equal .to that which it. at present 
producea"i or in other worda, in an arithmetical progression. BiB desire to make 
himaeU clearly unden!ltood made him, u Wagner says in his escellent introduc
tion to the Itudy 01 Population (Gnmdkgung, Ed. 3, p. 453), "put too tbarp • 
point on hiI docf.rine, and tormulate it too absolutely." ThUB he got into the 
habit of speaking of production as capable of increasing in an arithmetical ratio: 
and many writel'l think that. he attached importance to the phraae it.aeU; whereaa 
it " ... really only a short way 01 8t.at.ing the Ut.m08t that he thought any reaaon
able perIOD could uk bim to concede. What be meant, ltaWd ill modem 
language, wu Ulat the tendency to diminillhing return, which is UlWDed through
out his argument., would begin to operate sh&rply after the produce oI the island. 
bad been doubled. Doubled labour might give doubled. produce: but quadrupled. 
labour would hardly treble it.: octupled labour would not quadruple it. 

In &he second edition, 1803, be baaed. himaeU on 10 wide A!Jd careful. ltatenlfmt 
of facts .. to claim a plaee among the foundoN of historical ~ODomiCl; be softened 
and esplained away many of the "sharp point." of bis old doet.rrntl, though he did 
DOt abandon (as wu impUed in earUer editioDl of this work.) the \lie of the phrue 
lluit.hmetical ratio." 1D particular he took a lea despondent Yiew of the future 
of the hwnan race; and dweU on the hope that moral restraint. might hold 
population in cluwk, and that "vice and miaery," the old ehecb; might. &hua be 
kept in abeyance. Franeil Place, who 1P88 not. bUnd to hiI many faultl, wrote in 
1822 III apology for him, eseellent. in toDe and judgment. Good accounts 01 
bY work are given in Bonar'. Mallh ... and !ai, Work, Cannan', PftHIucRota oM 
DIarib.w., 177~1848, and Nicholson', PolitU4l .&:no.t" 8k. L CIb. :m. 
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IV,IV,4. increasing population to press upon the means of subsistence; 
and it was not Malthus' fault that he could not foresee the 

.I great developments of steam transport by land and by sea, 
which have enabled Englishmen of the present generation 
to obtain the products of the richest lands of tl!.e earth .at 
comparatively small cost. 

But the fact that he did not foresee these changes makes 
the second and third steps of his argument antiquated in 
(orm; though they are still in a great measure valid in 
substance. It remains true that unless the checks on the 
growth of population in force at the end of the nineteenth 
century are on the whole increased (they are certain to 
change their form in places that are &II yet imp~ectly 
civilized) it will be impossible for the habits of comfort 
prevaiIing in Western Europe t!> spread themselves over the 
whole world and maintain themselves for many hundred 
years. But of. this more hereafterl. .. 

§ 4.<"Tltegr~wth izummb.el'l! of a pADIIle depends firstly 
on the N alUM I flCf'ease, that is, the exceBB of their births 
over ·their deaths; and secondly on migration. ) 

The number of births depends chiefly 00 babit,,; relating 
to marri'lge, the early history of whlch is full of instruction; 
but we must confine ourselves here to the conditions of 
marriage in modern civilized countries. 

!'aarr:r f The age of marriage varies with the climats. In warm 
!'l.!:'"Ii climates where childbearing begins early, it ends early, in 

10; colder climates it begins later and ends laterl ; but in every 

• Taking lb. p ...... , populalion 01 Iho world ..... ODd • ball Ibou!aDd 
miDiOJLl, and. aawniog &ba& ice PJel8ll' rate of iDcreaae (abou' 8 per 1(0) 
armuallJ. .. RaftlDllt.ein'. paper before &he Brif.isb. AIIoc:jat.ioo. i.o 1800) will 
contJnue, 'WII 8nd tha& in lela than two hundnd )'M1'I i' will amoWl' ~ U 
&b.oUlllUld millioaa; or .. the rate of .bou' 200 &0 &be equant mile of fairly ferUle 
land (Ra ..... 1oi4 _OBI 118 million aq ..... _ 01 lairly I ...... land, ODd l' 
millioDa 01 poor gr&III Iand& Tba 11m, .. t.Una1e io lllough' by many 10 be 100 
high' but, oIIowing lor IhiI, If III. ... lert.iIe land be netooed iD lor wha' i' ill 
worib, the neult will be .. bou' &bin,. milIioD aquare miles .. assumed above),. 
MeanwbiJe &hea will probably 1M gI'I!I&i impronmenta iD. &be aN of agriculture; 
and. if 10, t.bt' plelllUJe of popula1.ioo OB .. meaDI of IUbeisIenoI may be be1d ill 
check fO! about. two hundred Je&IIt but DO' longer • 

• Of CO\1nle lobe length of • cenera- baa itsellllOlll8 lnflueoee OD the powUl 
of populatoion. If i' ia is ,..,. in one pJace ud 00 in UIO&ber; aDd. if ill each 
plaee populaiiOD doublel once in 'WO generaUoDa dwiDc' • &boUlaDd J86II. aM iD
...... wiD be • millio.oofold iD \he Ibol pIaco, bu' lhinl miJlioD.IoJd iD tho '""""'" 
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case the longer marriages are postponed beyond the age that IV, tv, t

is natural to the country, the smaller is the birth-rate; the 
age of the wife being of course much more important in 
this respect than that of the husband1• Given the climate, and t.h. 

the average age of marriage depends chiefly on the ease with ::;;::::L.~I 
which young people can establis1i themselves, and support' ounil7. 
a family according to the standard of comfort that prevails 
among their friends and acquaintances; and therefore it is 
difierent in difierent statious of life. 

In the middle classes a man's income seldom reaches its lr;ddla 

maximum till he is forty or fifty years old; and the expense ':n~ 
of bringing np his children is heavy and lasts for many years. ::~m!r 
The artisan earns nearly as much at twenty-one as he ever laho ...... _ _ ear 1-
does, unless he nses to a _po_ble post, but he does not 
earn much before he is twenty-one: his children are likely 
to be a considerable expense to him till about the age of 
fifteen; unless they are sent into a factory, where they may 
pay their way at a very early age; and lastly the labourer 

1 earIUI.IIClBrly full wllges at eighteen, while his children begin 
to pay their own expenses very early. In consequence, the 
IIverage age at marriage is highest among the middle classes: 
it is low among the artisans and lower still among the un
skilled labourers" . 

• Dr Ogle (S-"" J..,...j, Vol 53) caI .... teo t.hat II Ibe a_ ago 01 
marriage of women in England were pos"pODfld 6ve years, the number of chiIdreD. 
to • marriace, which is now '·2 would fall to 8-1. KorGsi, baaing himaeU on 
the lact.l of the relatively warm. climate of Buda Ped, findI IB---m the mOl" 
plOlific ace for women, 24-26 &hat for ma. But be conelud. that • alight 
pos~pooement of weddings beyond theee agee ja advisable mainly on the ground 
!hat tho n\ality 01 Iha <hiklIoD 01 WOID8D und .. 20 ia gmerally .. alL Sea 
Proct«li,.", 0/ eo.,ru. oj Hygi,.. atICI Dcaography, London 1892. and ~ 
JotUftDl, Vol 51 • 

• The term marriage iD the tezt man be taken in a 'Wide eeose IJO u to include 
'DO' ooIy legal maniagM, but all thOle informal unions which ant sufftciently 
peIIDaIleot in character to involYe for _vera! yeara at least the pnctieal reaponsi
biliU. of married life. They ant often contracted. at an early., and DO' unfr. 
quently lead. up to legal marriages after &he lapae 01 come Je&IIL For tbiI NUOD. 
the avenge age at mrmiage in the broad. IM18e 01 the t.erm, with which alone we 
are here concerned, iI below the average age at legal marriage. The allowance 
to be made on tbiI bead '01 the whole of the working cll\lS8l is probably eott .. 
Iiderab1e; but it iI yery much greater in the ease of UIlIkilled labouma thao of 
aDY ot.her c1aaL The following It.atisUca must be interpreted in the light of 
thiI remark. and of the 1aet that all Engliah indU8trial ItatisUts are vitiated 
by the wan' of IUftlclen' care in the cluaificat.ion of the working clM9l!ll in our 
dcial .. karoI. The Registrar-Geoeral'. ton.y-ninth Annual Repolt .kta lila, 
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IV,", .. Unskilled labourers, when not BO poor as to sufier aotual 
want and not restrained by any external caoae, have seldom, 
if ever, shown a lower power of increase than that of doubling 
in thirty years: that is, of multiplying a million-fold in six 
hundred .rears, f billion-fold in twelve h~dred: ana hence it 
might be inferred /I priori'tbat their increase has never gone 
on without restraint for any considerable time. _ This in
ference is confirmed by the teaching of all history. Through
out Europe during the Middle Ages, and in some parte of 
it even up to the present time, unmarried labourers have 
usually slept in t~e farmhouse or with tA.~-1Larents: wllile 
a married pair have generally required a house for them
selves: when a village has as many handa as it c~ well 
employ, . the number of houses is not increased, and young 
people have to wait as best they cen. -

:':.~~ T~~re are many parte of Europe even now in which ~oato~ 
:'\a":fu~go UI -;xerClsmg the ~of law prevents more than oJ!.e S\l.!' m 
.... 1 ary each lalllil..r from marrying; he is generaUy the eldest, but 
:liIlriclo. in Bome placeS the youngest: if any other Bon marries he 

must leave the village-:-When great material prosperity and 
the absence of all extreme poverty are found in old-fashioned 
comers of the Old World, the explanation generally lies in 
BOme such custom as this with all its evils and hardships1. 
It is true that the severity of this custom may be tempered 

In eertain elected diatrict.t the returns of marnag. for 1884-1 waN esamined. 
with &he fonowing resulilli the Dwnber after eaeh oecupation being the aYerage 
.. of bachelon in it .., marriage,. and U1e foUowing ownber. In braer.:., being 
Ute average age of apinlten who married men of that occupation:-MineftJ 24-06 
(29-48): T .. 1iIo ..... da l14-sa (23-43): Shoem.k .... TaiIoro 24-92 (2-1-31): Amaans 
116-36 (23-70): Labo.,.,. 116-56 (23-66): Commercial elora lIO-l!5 (114-43): Shop
keepers. Sbopmen 26·67 (24-22,; Farmera and lOBI 39·23 (26081); ProfeaUonal aDd. 
Indepond",\ Claao 81-29 (26-40). 

D.r Ogle. in &be paper already referred to. mOWI that the marriage-ra&e II 
greatel, genenUy in &hOM parts of England in "hicll &be percentage ot &hOle womeD 

between 16 and 26 yea. of age who are lnduaUially occupied .. U1e greateR. ThiI 
II DO doubt due, .. he aua-ts. partly hi Ule wiUingn_ of men &0 haft &heir money 
lncom .. IUpplemented by 'hOle of ~etr wi",,; bu' U ma, be part.IJ clue &lao &0 aD 

~ of women or • marriageable age in ~oae d.inric .. 
I Thua • Titit. &0 the valley Jacbenau in &be BanriaD: Alpi about lSfO found 

abfI eUitom .liD in tun force. Aided. by a great. recent. riee iD V1e Rlue of U1eir wooda. 
'fritb regard. &0 which the, bad pumaed • faneeing poliey, the inbabiu.otl U .... 
pro.perousl, in Iarp bo .... the J'OungeI' brothers and aia&e18 1M:t.ing .. IerYBDli 
III ~eir old bom. Of elsewhere. They were of • d.ilJereD' race hom Ule work
people in the neigbbowiDg nile,.. who U"ted poor and hud Ii ... but. lIIeDIed. to 
tbink &b., the J acheoau purcbued 1M ma&erial PI'OIPUU, ., too pea' • C08L 
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v' by the power of migration; but in the Middle Ages the free IV, IV, 6-

movement of the people was hindered by stern regulations. 
The free towns indeed often encouraged immigration from 
the country: but the rules of the gilds were in Bome respects 
almost as cruel to people who tried to escape from their 
old homes as were those enforced- by the feudal lords them-
selvesl • 

§ 5. In this respect the position of the hired agrigu!j;ural ~_,. .. 
labourer has changed very much_ The towns are now always is of ... 

open to him and his children; and if he betakes himself to ~'':.:'IOng 
the New World he is likely to succeed better than any other &,IOPri .. 

class of emigrants. But on the other hand the gradual rise ... 
in the value of land and its growing scarcity is tending to 
check the increase of population in Bome districts in which 
the system of peasant properties prevails, in which there 
is not much enterprise for opening out new trades or for 
emigration, and parents feel that the social position of their 
children will depend on the amount of their land. They, 
incline to limit artificially the size of their families and i 
to treat marriage very much as a business contract, seekingj 
alwaYB to marry their sons to heiresses. Francis Galton 
pointed out that, though the families of English peers are 
generally large, the habits of marrying the eldest son to an 
heiress who is presumably not of a fertile stock, and Bome-
times dissuading younger sons from' marriage, have led to 
the extinction of many peerages. Similar habits amon~r 
French peasants, combined with their preference for Bmall] 
families, keep their numbers almost stationary. 

On the other hand there seem to be no conditions more but .0' 
favourable to the rapid growth of numbers than those of A::,~':f,.,; 
the agricultural districts of new countries. Land is to be f ........ 
had in abundance, railways and steamships carry away the 
produce of the land and bring back in exchange implements 
of advanced types, and many of the comforts and luxuries of 
life. The "farmer," as the peasant proprietor is called in 
America, bdBtherefore thata large-family is not a burde,?+",,' 
but an assistance to him. He and they live healthy ont-of-} 
door lives; there is nothing to check but everything to 

J See "'0 Rnpl'I, 8iz Cmltwiul PPO loe. 7. 
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lV, lV,6. stimulate the growth of numbers. The natural increase is 
aided by immigration; and thus, in spite of the fact that 
some classes of the inhabitants of large cities in America are, 
it is said, reluctant to have many children, the population 
has increased sixteen·fold in the last hundred years1 • 

• The es:trem.e prudence of peasant proprietoJ'll under ItaUona,1'1 conditioDl 
".. DOt.iced by MalLhUl; 1611 his account of Swikerland (B.IGY, Bk. Do eh. Y.) • 
.Adam Smitb remarked r.hat poor Highland women frequently had 'wen"y ehildreo 
of whom Dot more than two reached maliurity (WICZltA oj Naliotu, Bk. L ch. vm.); 
IIld the Dotion &hal; want stimulated fert.ilili1 W8I inBist.ed on by Doubleday, 
X".. Law of Popul4lilm. See also Sadler, I..cno 0/ PopultItioft. Herbert. Spencer 
lIdIIIDed &0 $hint: it; probable iba' fobe progre. 01 civillzat.ion will of itsell hold &be 
growth of population completely in chect. But; Malr.hua' remark, U1U b repro
duetive power II less in barbarous than in cirilized. racM, ball been atendod b:y 
Darwin .. ibe animol and nptabJo kingdom gonemIJy. 

Mr Chari .. Boolb (~J........z, 18931 bas divided London In .. 27 dialriclo 
(chiefly Registration diltricta); and arranged U1em in order of po'Veny, of ovv
crowding, 01 high birth-rate and of higb dealb-rate. He fiDds that the lolU' on1em 
are generally t.be same. The 8J:ceaa of birth-rate over dear.b-rat.e is lowest in lbe 
VHf rich and &be very poor distriett. 

Tba birth·rata in England and Wo1eo '" IIOI1IinaIIy dlmlniabing at about .. 
equal rate in both town and country. But t.he contmUOUl migration of young 
penIODI from rural to industrial areal has c:onaiderably depleled &be noD 01 
-,ouug married women in &be rural diBfrrict.l; ADd, when allowance ill made for lbiI 
lad, ~ flnd I.b .. t. the p81'C8D.. oI births to women 01 childbearing, agel ia much 
higber in frbem &ban in &be toWDI: .. it mown in the toUowiog &able publilbecl by 
\ha l!egialrar-_ In 1907. 

M ... " A""ual Birlh·ra/ .. in Urb .... """, Rum! ArotJI. 

VrbaD. 
10 Iarp towu, wIth aD agrrepUi ~t.tOD or uo,iDI penoDI 

at; 'he date of loLe of 190L 

~ted OD the k)taJ, Calcola&ed OD lhe female 
populaLloa. popw.aUoo. apd 1~ leuL 

P ..... 

"'l~ 
00m~w11b BaIo...l'" , .... r: ... w11b 
rata Q 1870-72 raLo Ql~rs 

&&keD ,.100 liken,. 100 

1870-'Ill S6-7 l00'() 143-1 1()().() 
1_ S5-7 97'S 140-6 OMI 
1890-92 S2.() 8H 12H 87-1 
19O<Hl11 29·8 81-1 111-& 7HI 

Rural. 
111 an"retr, rural rqlltratloD dlltrlotl, with aD &ftT8IIII.te JIOPulaUoa 

of .330.318 poraou ... the daloe of thl CellIWl ul lllOL 

1870-72 SHI 1()().() 1118·9 1()().() 
188O-8l1 3O·S 96·9 IM-a 96·8 
1800-92 27·8 88<) 136·6 85-3 
19O<Hl11 lItl.() tllI·' 1»7 YS.() 
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<.. On the whole it seems proved that the birth·rate is IV, n, 8. 

generally lower among the well·to·do than among those who General 
make little expensive provision for the future of themselves .. nelus.on. 

and their families, and who live an active life: and that 
fecuntiity is diminished b:y l~ous habits of living) 

. Probably it is &180 diminished by J,gvere menta! min; 
that is to say, given the natural strength of the parents, 
their expectstion of a large family is diminished by a great 
increase of mental strain.) Of course those who do high 
menta! work, have as a class more than the average of 
constitutional and nervous strength; and Galton has shown 
that they are not as a class unproli1ic. But they commonly 
marry late. 

S 6. The growth of popnlation in England haa a more ~oP~ 
clearly defined history than that in the United Kingdom, ~~ 
and we shall find some interest in noticing its chief move· 
ments. 

The restraints on the increase of numbers during the The . 

Middle Ages were the same in England as elsewhere. In ~ 
England aa elsewhere the religious orders were a refuge 
to those for whom no establishment in marriage" could be 

The mOYementi of the population of Prance have been atudied with exceptiona 
can: and the great work on the IUbjec\ by Levasseur. La Poptdatiott Fftlft9Clitf, 
ill .. mine of nhlabla inlonnatioD .. regardi other natioDi besides Prance. 
Monteaquieu, re:J.8OniDg perhapa rather 0 prim. acc.UIed. the law of primogen.i~ 
which ruled. in bil tim. in France of reducing fob. number of children in a family: 
and Ie Play brought Ule same charge against the law 01 compulsoJ'1 diriaion. 
Levaaeur (I.e. Vol m. pp. 171-7) calls .. t.tent.iOD to the eont.raQ; and rerDo.ru 
that Malthus' expectatioDi 01 the e1Jed of the Civil Code on population WeJ'e in 
harmony wiUl Monteaquieu'. rather than Ie Pla"s diagnOlis. But. in fact the birt,b
rate nriel much from Doe pan 01 Prance to another. It ill generally lower whe!e 
a large pan of the popula~ion owns land. ~m where i~ doel not. If boweveJ' the 
Depa.rt.m.enu of FmDC8 be arranged in groups in a.scending order of the property 
lei, .. death (ealeur. 1UCcU1fmIlt. "ar W. 4'htabilGllt). the coneaponding birt.b.-rate 
dfllCeDdi alm_ UDUonnly, being 23 per hundred married. women between 16 and. 
60 yean for lobe &eo Departmenta in wbicb t.b.,. propeny left il4.8---57 fl'.; and 13·2 
fOJ' \be Seine,. where i' iI fl2 fro And in Paris itself lbe arI'Ondiaementa inhabited 
by &he well·to-do ahnw • DaileI' percentage of families with more than two cbiklru 
than &he poorer arrondillem.enta ahow. There is much int.ereat in lobe careful 
analytlil which Lenaaeur gives of the connection between economic conditioDi and 
birth-rate; biI general. concluaion being that it it DO& dhect but indirect, througb 
I.be mutual influence at the two on mannen and the babi& of life (tJUftU'.). Be 
Iopp8IUI t.o hold. that.. however much the decline in the num bars of &he French 
te1atil'ely t.o aurrouncling naWoDS ma,. be regrett.ed. from the political and. military 
pointl 01 view, there is much good mized with the .villD itl in.8.uencrs on mat.erial 
comfort and. .". IOdal progrea 
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IV, IV, 8. provided; and religious celi~ while undOubtedl)' actin!!: 
in some measure as an independent check on the growth 
of population, is in the main to be regarded rather as a 
method in which the broad natural forces tending to restrain 
population expressed themselves,. than as an addition to 
them. Infectious and contagious diseases, both endemic and 
epidemic, were caused by dirty habits of life ~ were 
eVeilWorse in England than in the South of Europe; and 
famines by the failures of good harvests and the difficulties 
of communication; though this evil was less in England 
than elsewhere. 

Country life was, as elsewhere, rigid in its habits; young 
people found it difficult to establish themselves until some 
other married pair had passed from the Beene and made 
a vacancy in their own parish; for migration to another 
parish was seldom thought of by an agricultural labourer 
under ordinary circumstances. Consequently wheneverl 
plague or war or famine thinned the population, there were 
always many waiting to be married, who filled the vacant 
places; and, being perhaps younger and stronger than thel 
average of newly married couples, had larger families'. 

There was however some movement eveD. of agricultural 
labourers towarde districts which had been struck more 
heavily than their neighbours by P'l!tilence,- by famine or 
the sword. Moreover artisans were often more or less on the 
move, and this was especially the case with those who were 
engaged in the building trades, and those who worked in 
metal and wood; though no doubt the .. wander years" were 
chiefly those of youth, and after these w.;; over ilie wanderer 
was likely to settle down in the place in which he WBB born. 
Again, there seems to have been a good deal of migration on 
the part of the retainers of the landed gentry, especially of 
the greater barons who had seats in several parts of the 
country. And lastly, in spite of the sel.fish exclusiveness 
which the gilds developed as years went on, the towns 
offered in England as elsewhere a refuge to many who could""
get no good openings for work and for marriags in their own 

I ThUi we are told aba' alter &he Black Dea&b of 1349 mOl' man'itta- were 
,.., 'er;n. (Ropn, Billorr ./.d~.AIi p,;.,., Vol. L P. SOl~ 
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homes. In these various ways sOJIle elasticity was intro- IV, n, 8. 

duced into the rigid system C\f~..medireval economy; and 
population was able to avail itself in some measure of the 
increased demand for labour which came graduaJIy with the 
growth of knowledge, th!, establishment of law and order, 
and the development of oceanic tradel • 

In the latter half of the seventeenth and the first half of SetIJemenl 

the eighteenth century the cen~ government exerted itseU la_ 

to hinder the adjustment of the supply of population in 
difierent parts of the country to the demand for it by Settle-
ment laws, which made anyone chargeable to a parish who 
had resided there forty days, but ordered that he might be 
sent home by force at any time within that period". Land- BID .. 

I 8"'wth of IOMR and farmers were so eager to prevent peop e from populallo. 

getting a "settlement" in their parish that they put great :~":" 
difficulties in the way of building cottages, and sometimes Slen

f 
ll"",rd, 

o vmgm 
even razed them to the ground. In consequence the agri- th. fi ... 

ul I ul · f E la d . d' th haUoflhe C tura pop ation 0 ng n was stationary unng e .Igh .... th 
. eent.ury' 

• There is .. _ mowr.dgo 10 he hid .. 10 Ihe deosity 01 popuist.loo in • 
England before the eighteenth cen&ury; but. t;be following Mtimates, nproduced 
from Steft'en (GucAWat. tUr '"4l~ Lolaft.-Gr6fttlllf'. L pp. 463 fl.) • ..:e probably 
the beat u yet. available. Domutla, Book suggests that. in 1086 the population of 
England wu bet.weeo t.wo. and. Wo-and-a-haU m.i1IioDI. Just. belON ibe Blact 
Death (1348) it. may baft been bet.ween t.hree-and·a~haIf, and four--and-a.balf 
millioD.li and just aftenrardl t.wo-and·a·half millions. It. began to recover quickly; 
buI. made aIow proe- bet.wean 1400 and l56O: it. increased rather faat. in the 
nerl hundred yean, and reached. ,b.and.-a·baJf millions in 1700. 

n we are &0 trust. Harrison (Dueriptilm 0/ Englat&4, Bk. D. ch. :nt.). the 
muster of DUm. able tor llerrioe in 1574 amounted &0 1,172.674. 

The B1a.ct Deatob W&I England', only very great. calamity. She wu not, like 
&he nm of Europe, liable too devaatating wars, euch II &he Thirty Yeara' War, 
which destroyed more Uwl hall the population o,f Germany, a lou which- i' 
IOqulred • fuD oeolury 10 recover. (See BilmoIia'. iDa_ii .. ""lcIe DO Bm~ 
..... "1/,,.. in SchOnberg'. HIindkeA.) 

• Adam. Smith iI!I justly indignan' .. this. (See WtaltA of No.Wnu, Bk. L 
ch. L Pan Do and. Book (Y. ch. D.) The Act recites (14 Charlee n Co 12, 
.A.D. 1662) that "by l'88IOD of lOme defectl in &he law, poor people are Dot 

reet.raineci from going hom. ODe pariah to another, and t.b.ereby do endeaYOUl' &0 
Iett1e themael.ves in ~ pariabea where then II the best .t.oet, the largen 
waites or CODlIDODI to build. cottages. and. the mOlt wooda for them &0 bWD BOd 
deeUoY: etc." and. it fa therefore ordered "that upon complaint made ... within 
forty da,. after lIlY such person OJ' peraODa coming, 10 II to Iett1e II aforeeoid, 
in lUly tenement under the :yearly nlue of ten pounda. .. it Ihall be lawful for 
aDY 'WO juRicel 01 the Peace. •. to nmoYe and convey IUCb peftlOD or peI80DS &0 
tue:h p&riah wheftl be OJ' $bey W8Je 188t legally 16t.tJed." Several Actll purportina 
to IOI'ten it. barIIm.eeI bad been paaaed before Adam Smith'. Urne; but lhey bad 
heeD ioeffedi.-. ID. l1a6 howeVU' it wu Ol'dared t.hM DO ODII Ihould be ftIUlCW'eCl. 
alii he became ..wall7 chlrpeblo. 
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IV •••• 6. hundred years ending with 1760; while the manufactures 
were not yet sufficiently developed to absorb large numbers. 
This retardation in the growth of numbers was partly caused 
by, and partly a cause of, a rise in the standard of living; a 
chief element of which was an illcreased use of wheat in 
the place of inferior grains as the food of the common 

cbangeain 
Uu' second 
baH. J 

, peoplel • 

From 1760 onwards those who could not establish them
selves at home found little difficulty in getting employment 
in the new manufacturing or mining districts, where the 
demand for workers often kept the local authoritiee from 
euforcing the removal clauses of the Settlement Act. To 
these districts young people resorted freely. and the birth
rate in them became exceptionally high; but so did. the 
death-rate also; the .net.xesult being a fairly rapid gr9..ffih 
of popn1ition. At the end of the century, when Malthus 
wrote, the Poor Law again began to influence the age of 
marriage; but this time in the direction of making it unduly 
early. The sWIerings of the working classes caused by a 
seri ... of faminee and by the French War made some measure 
of relief necessary; and the need of large bodies of recruits 
for the army and navy was an additional inducement to 
tender-hearted people to be somewhat liberal in their allow
ances to a large family, with the praetical effect of making 
the father of many children often able to procure more 
indulgences for himself without working than he could have 
got by hard work if he had been unmarried or had only a 
Bmall family. Those ,who availed themselvee most of 'hlUs 
bounty were naturally the laziest and meanest of the people, 
those with least self-respect and entarprise. So although 
there was in the manufacturing towns a fearful mortality, 
particularly of infants, the quantity of the people increased 

SInce the 
.. tonn o.! fast; but its quality improved little, if at all, till the passing 
1!,:'U.~r of the New Poor Law in 1834. Since that time the rapid 
I!1'OW!.b, t~1 growth of the town population has, as we shall Bee in the 
popu a. IOD 0'.. 
b .. been next chapter, tended to mcrease mortality, but this has 
!:::a,. \ been Clounteracted by the growth of temperance, of medical 

• Some IntereatiDg NmVU OD tbillUbjec1 are made b7 Eden. BWIorr oJ "
Poor. L pp. &6()-.6. 
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knowledge, of sanitation and of general cleanliness. Emigra-\ IV, ", 7 

tion has increased, the age of marriage has been slightly mised -
and a eomewhat less proportion of the whole population are 
married; but, on the other hand, the 18tio of births to a 
marriage has risen!; with the result that population has 
been growing very nearly steadily'. Let us fIXIUJIine the 
ClOmse of recent changes a little more closely. 

§ 7. Early in this century, when wages were low and In u.J 
h d th kin cl ~_n earlier pan 

W eat was ear, e wor g IISBe8 gen""""y spent more 01 &be 

than 'half their income on bread: and consequently a rise in ~&be 
the price of wheat diminished marriages very much among;.':, ~ 
them: that is, it diminished very much the number of g<JOCIn-. 

marriages by banns. But it raised the income of many ~ 
membere of the well-to-do classea, and therefore often in-
creased the number of marriages by ljccnc.e8 Since however 

, s .. IIUo ........ Ihe IIgwes ......" ;. parOIy duo 10 imprond rog;skotioD 
of binb&. (Parr, YiltJl8ttJlUlia. p. 97.) 

• Tho foUowmg ..- ...... Ihe growlh aI Ihe popula&ioD aI EogIand and 
Waloo fllmlhe begUmmg of the eigblemlh coalury. Tho IIgwes bel ... 1801 ... _uIed from Ihe JOgioIem of birIbII and deoIha, and the poll and _ .... 
18klmI: &hOI& eioce 1801 from Ceosaa rewms. It. wiD. be noticed. Ulat. the Dumbers 
iDcreaaed nearly .. much in &be Wen'Y years foDowiDg 178) as in &be pzecediog: 
liny,.at. The pftllll!1.lM of the peal. W8I' and. $be high price of com is mown 
In Ihe 010 .. growIh be,,,,,,,, 1790 and 1801; and the _ of in_ pool' 

law allowaoceI, in spil.e 01 gIWot.er PreEUI'8, ia shown by &be npid iDcreue in &be 
Desl. leD. ,..... and the ILiD greater increase when &hal. p~ W88 removed. in 
&be decade _ding 182L The &hird column abo .. &he percen&aga which the increase 
during Ihe pzooodlDs cIocodo ... of Ihe populalioD .. Ihe beginDing aI IbM - =:. 1- PopulRtloa ""'-v- ... - y- 000. ouUu.ld pu ..... 

1700 5,475 1801 8.892 2·5 
10 5,240 -4-9' 11 10,16' 14·3 
1lO 5.585 8-2 21 12,000 18·1 
80 '.796 H 31 13.891 15·8 
40 8.084 4-6 4I 15,909 14·5 
60 6.481 6·6 51 17.928 12-7 
60 8,738 4-1 81 1lO.066 11·9 
10 7.428 103 11 22.712 13·a 
80 7.953 7-l 81 25,974 14-4 
80 8,676 8-l 91 29.002 IH 

1801 32,521 IH 
• Decreasei buL &heIe early 6gwes aN untruA"ort.by. 

The grea' growth of anigralioa. during ncen' yeam mUea i' impol1an' to 
~ Ule 6guree tOJ' t.be last three decades 80 as too abo" &be .. Da&ural inc.nue.» 
ria. &bU d .. to die ~ of binba over deal.b8. The neL emigraLion from &he 
Uaile<! Kmgdom during Ihe cIocads 1871-81 aDd 1661-81 .... 1,480,000, and 
1,707.000 ... peet.ive1y • 

• See Fur'. 17Lb. ArmuaI Jepoft Ie. IBM .. ~ e. &be aba&.raci 
of ;. in " .... -..... (pp. ~~ 
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IV"v,7. these were but a small part 'of the whole, the Del; effect 
L.;;- 'was to lower thll IXllw:iaga-rate1. But as time went on, the 
:::'&~':c.lI>f price of wheat. fell .and wages rose, till now the working 
r::=ial classes spend on the average less than a. quarter of their 
tioP. p... incomes on bread; and in consequence the variations of 
cIominalocl. commercial prosperity have got to exercise a preponderating 

influence on the marriage-rates . 
. / Since 1873 though the average real income of the 
J>opulatiQD of England has indeed been incre~, its rats 
of increase has been less than in the preceding years, and 
meanwhile there has been a continuous fall of prices, and 
consequently a continuous fall in the money incomes of 
many classes. of society. Now people are governed in their 
calculations as to whether they can afford to marry or not, 
more by the money income which they expect to be able 
to get, than by elaborate calculations 'of changes in its pur
chasing power. And therefore tb,8§tandard of living amongr 
the WOrkjDg claMea haa been rising rapidly, perhaps more 
rapidly than at any other time in EiigIish history: their" 
house,hold expenditure measured in money has remained' 
about stationary, and measured in ~oods has increased very 

• Por iDIIauPa, IOp ..... 1iPg tho price of wheal. ohiIlinga aod &be D1DDber of 
marriages in England and Walell in tbouaanda, we have for 1801 wheat; .. 119 and 
marriRgM ., 67 f for 1808 wbu' at $9 and marriages ., 94; tOl' 1805 dle numbers 
are 90 I.Ild 50, for 1807 they are '16 and tw, for 1812 t.bey are 126 and sa. for 
1815 t.he;y'aftl 66 and 100, for 1817 Uaey are 97 and 88, for 1822 &hey are 45 
_d99. 

• Since 1820 &he average price of wheat has seldom exceeded 801. and DeYV 

151.: and 'be llUCCeSSive inBat.iona of commerce which culminated. and broke in 1826, 
1836-9, 1848, 1856, 1866 lUld 1813 uerclsed. .. inftuence OD. &be marriapTde 
abou' equal .nib ch ...... in &be price of com. Whop &be _ .. _ atl \Ogelber 
tbe eJJeca. are very akiking: t.hUl between 1828 and 1834, t.b8fti was a NCCmU')" of 
Pl'OIperi'y accompanied by • deady fall in Uae price of wheat and. marriagell'Ollll 
from a hundred and tour to • hundred and 'wen'y.Qoe &bouaancl. The marri .. 
rate roae again rapidJ,. be'wean 1842 and 1841S wben &be prioe of "beat. waa a 
U~tJe lower &han in &he preceding :para. and &be buainela of &he counLrJ' was 
reviring; and again under .imilar circuma&aa.ceI "neD. 1847 aDd. 1853 and 
be.WOOP 1863 aod 1885. 

A eompariaoa. of the marriap-rate with &he hams" iD Sweda tor &be J'8lUI 
1'148 to 1883 " giYell b,. Sir BaWlOD. RaftOD in &be ~ JOfII'fftIl far 
D ...... ber 18M. Tho h ..... ' d ... QO' d..w. iloelf \ill pari of &be 1"""1 \ale 
of marriagal II made up; and tunber &he inequalitl. of harvedl ..... to IIOIIle 

uteo' c:ompenaa&ed. tor bl &be l&olage of grain; aDd &benfON &be individual harv., ftgurel do DO' correspond closely with &be marriage-rate. Bu& wbeo 
...... p>d Dr bad h ............. \OsOIbor, \ho oIlP III IIIcloosiPI or d_ 
IDg &he marriap-rate iI YVJ c1earV 1D¥ked. 
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fast. Mean!hile the J'~ce of wh.«tat haa also ~.!L very IV,". ,. 
much, and .. marked fall in the marriage-rata for the whole 
';;;-untry haa often .. ccompanied .. muked fall in the price of 
wheat. The marriage-r .. ta is now reckoned on the basis that 
each marriage involvee two persona and should therefore 
count for two. The English rate fell from 17·6 per thoueand 
in 1873 to 14·2 in 1886. It rose to 16·5 in 1899; in 1907 i~ 
was 15·8, but in 1908 ouly 14.91• 

There is much to be learnt from the history of population ~UaucL 
in Scotland and in Ireland. In the lowlands of Scotland 
a high standard of education, the development of mineral 
resources, and close contact with their richer English neigh-
bours have combined to afl~reat increase of average 
income to a rapidly in"!"""ing population. On the other heland. 

hand, the inordinate growth of population in Ireland before 
the potato·famine in 1847, and its steady diminution eince 
that time, will remain for ever landmarks in economic history. 

Comparing the habits of different national we find that IDle .. 

in the Teutonic countriee of Central and Northern Europe, ;;: .... 
the age of m&rriage is kept lata, partly in consequence of the .lelillioo. 

early years of manhood being spent in the army; but that it 
haa been very euly m Russia; where, at all events under the 
old regime, the familY group insisted on the Bon's bringing 
a wife to help in the work of the household aB early as 
possible, even if he had to leave her for a time and go to 

• StatiJUcI oJ uporta are among the DlOlI; convenienl indication. oJ the 
8ucLwWoni 01. commercial ezedil; and industrial &Cr.iri~: and in the article 
already quoted, Ogle b .. DOwn a correspondence between the marriage-rate 
and the upON per head. Compare diagrama in VoL 110 p. 12 of Lev88S6111". 
Lo 1'"","",;'" Frol\fGll.; IIld wilb regan! 10 101_ ... 1'" by Willilox in Ihe 
PolilWll 8nme. Qu.arCnly, VoL vm. pp. '16-82. Ogle" inquiriea have been 
e:r.&ended and corrected in .. paper read by R. H. Booker before the Mancheatu 
St.aLilt.ical Society, in January 1898j who poin'" out that if the marriag&-rate 
8uclwltea, t.he birth-rate during an ascending phase of the marriage-rate is apl; 
to ool'ftllpond to t.he marriage-rate not. for t.bat. phase, but. for the preceding pbase 
"hen &he marriage-rate '"' declining: md nee .,..". .. Bence the ratio of 
birt.hl to marriagel decIin. when &he marriage-rate ill ria1ng ad riI8I when the 
marriage-rate ft.Ua. A curve represenWlg t.he ratio 01 birt.hJ to marriages will
mon inversely to &he marriage..raloe." Be pointl out that the decline in the 
ratio of buLbI to marriag&l ill not great., md is account.ed for by t.he rapid decline 
01 illegitimat.e birtbL The rafJo 01 legiLimate birt.hs to marriagae ill not declining 
_Ubly • 

• The foDowlna ltatementl are baaed chie8,. on atalia. arranged by tbe late 
Ilignor BodIo, by AI. Le._, Lo 1'~ FnIIIf ..... and by Ibo Engtiab 
~ labia Report 101190'1. . 
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earn his living elsewhere. In the United Kingdom 3' 
America there is no compulsory service, and men m 
early. In France, contrary to general opinion, earl 
marriagee on the part of men are not rare; while on the l 

part of women they are more common than in any country( 
for which we have statistics, except the Slavonic countriee, 
where they are much the highest. 

The marriage-rate, the birth-rate and the death-rate are 
,diminishing in almost every country. But the general 
. mortaIity is high where the birth-rate is high. For illstance, 
both are high in Slavonic countriee, and both are low in the 
North of Europe. The death-ratee are low in Australasia, 
and the "natural" increase there is fairly high, though the 
birth-rate is low and falling very fast. In fact its fall in the 
various Statee ranged from 23 to 30 per cent. in the period 
1881-1901' • 

• Much iDlt.roW98 mel sugges&.ive maUer conoected lIriLh &he subjd or IbiI 
chapler iI con&ained in tbfo &IalUtieal M~ aM C1taN ~ til Public 
HtollA ..... 8o<iaI CotoIiQou publi&bod b7 Il1o Loc:oI Go.........al _ .. lOOII 
[Cd. ~7,l~ 



CHAPTER V. 

THE HEALTH AND STRENGTH OF THE POPULATION. 

§ 1. Ws have next to consider the conditions on which lV, Y, L 

~epend health and strength, physical, mental and moral. Th.

IThey are the basis of industrial efficiency, on which the l::i:::l .. 
production of material wealth depends; while conversely the elIici .... 7· 

chief imp<!rtance of material wealth lies in the fact that, 
when wisely used, i~ incr,!'ases the health and strength, 
physical, mental and moral of the human race. 

In many occupations industrial efficiency requires little Ph";'" 
~ than physical vigour; that ia, muscular strength, a good ...... on 
constitution and energetic habits. In estimating muscular, 
or indeed any other kind of strength for industrial purposes, 
we must take account of the number of hours in the day, 
of the number of days in the year, and the number of yearsl 
in the lifetime, during which it can be exerted. But with 
this precaution we can measyg • mAn's muscular exertion 
by the number of feet through which his work would raise a 
pound weight, if it were applied directly to this use; or in 
other words by the number of .. foot pounds" of work that 
he does'. . 

a Tbia measure caD be applied diredly to mod kinds 01 oanielr' and porters' 
won. and in~U'y to many kinds 01 agricul&unl work. In. conkOYenIJ' 
tb.a& ... waged af&.er &he pta' agricu.Ilonl Iock-oul .. to &be relative e8kieney 
of UIlIkilled labour in U. South and. Nonh 01 England, &be mon truat.wonhy 
ID8III\lN ... fouod in &be Dumber of tons of materiaJ. t.bd • maD. would load into 
• cart in • day. OLber meuuns haYe been found in the Dumber 01 aeree reaped. 
or mown, or &he Dumber of bushels of com. reaped. etc.: bm &heae are UD8&Lilfac
ktrJ. part.icularty fOl' comparirur ~, coodilioDl 01 agrieultuN: llinee &be 
imp ..... " uood, Il1o ..... 01 Il1o ...... ODd Il1o modo 01 dt.doc Il1o wort all ....,. 

.. 7 
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HEALTH AND STRENGTH 

Although the power of sustaining great muscular oxertiol' 
seems to rest on constitutioD'! strength and other phy~cl'l 
co~ns, yet even it depends also on f0106 of will, .an 
strength of character. Energy of this kind, which ma" 
perhaps be taken to be the strength of the man, a:s distin· 
guished from that of his body, is moral rather thaD physical; 
but yet it depends on the physical condition of nervous 
strength. This strength of the man himself, this resolution, 
energy and self·mastery, or in short this "vigour" is the 
S2!ID1e of all progr .. s: it shows itself in great deeds, in great 
thoughts and in the capacity for true religious feelingl. I 

Vigour works itself out in so many forms, that no simple' 
measure of it is possible. But we are all of us constantly 
estimating vigour, and thjnking of one person as hamg more 
ub~bone,u more "stuff in him," or &8 being u a stronger:.. 
man" than another. Business men e~en in different trades, . 
and University men even when engaged in different studies, 
get to estimate one another's strength very close!l. It soon 

widely. Thua nearly aD comparisoN beLweeD. medieval and modem wort and 
wagee bD..lf"d OD Ule wagol of reaping, mowing, etc. are YalueJess until we haft 
found meaIUI &0 alloW' for t.be efteda of ebangal in the metboda 01 agriculture. n 
coati for inst.u.nce lui labour thaD it. did to reap b,. band • crop that. yieWa • 
bundred buahels of com; because the imp1ementl UIed are bel-Hlr than &bey were: 
but. it. may DO' cod ... labour to reap an acre 01 comi bec=ause &he; ClOpS ate 
bearier than they were. 

In backward countries, pariicularly where Ulare .iI DO' much uae cd bol'lMll en 
olber draughlo animaIa. • great. pad of men's and women', wort may be JIleISUJ'ed. 
fairly well by the muacular uert.iOll iDYOlYed in It.. Bu' in England leal thaD 
ODO-listb oJ' the industrial classel are DOW engaged on won of Uris kind; wbil8 
Ule 10"'" uerted. by l&eun-enginee alooe iI more ibaD t.nnt.y tim. u much .. 
could be e:lefLed by the muaclee of all Englishmen. ) 

_biB mUl~ be dia~inguished hom Oen'OUIDNI, which, ... rule. indicalel • 
general d06cieney of 08l'VOUI atrengtJt; thougb lIOmetimes it. proeeeda ... ~ . 
OenoUi irritablliLy or want. of balance. A. man who baa grea' oenoUl lkengtJ;. . 
in lOl1le direct.ioDl may ban but. lit.t.le in othera; the arliaLic £emperament. in par
Ucular often develop.l ooe aet. of oervel at. t.he upense of othere; but. it. it &be 
weakD_ of lOme of Ihe nerv8l, not. t.be Ilranglh of t.he ot.hera, IhU IeadI 100 
neTVOuaneaL The mOlt. perfect. misLie naturel II8ID not. &0 have been nervtIUI: 
Leonlll'do da Vinci and Shakeepeare for uamp1e.. Tbe am "nerYOUi 1&Nog&b.'" 
eoneapOllcU in some measure &0 Bid" in Engel', great. diviJion 01 the element. 
of efficiency in&o (a) Body, (6) Beuon. ud (e) Beart. (I.ti6, y .... tvl w Hera). 
He c1aui6. a.cLi1'itJ.. &CCOnJlng .. lbe permutations ca, d, .... td; ., 6a, 
6e, bN, b"; e, .. _. tab, ch; ... order in each case beina u.t. of relat.iv. im
porlance, .. d • Ie_ beiDg omillod ._ abo ...... ~ 01,.,.., pla,ra ... 1, 
• YOf'J' &mall pm 

In \he war 0/ 1870 IIorIio Uainni'J_OIIII, who _ 10 bo -.. \he 
U. • ..".,. 1O.Id.iel, '"" foWld .. bit al.1e lID bear fa~ t. ..... 
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~omea known if leas strength is required to get a II first IV, Y, 2, 3. 

".an in one study than another. -
§ 2, In discuaamg the growth of numbers a little has ,The , 

'd' 'd _11 f h hi h d t ' I thonftuen.e ~n B&l InCl ent~y 0 t e causes wee erllllne eng of climet.e_ 

life: but they are in the mafn the same as those which and race. 
;t.rmine constitutional strength and vigour, and they will v 
ccupy our attention again in the present chapter, 

The first of these cauaes is the climate, In warm countries 
re find early marriages and high birth-rates, and in cons ... 
,uence a low respect for human life: this has probably been 
he cauae of a great part of the high mor,!:!.lity that is gener
.ily attributed to the insalubrity of the climate', 

Vigour depends partly on race qualities: but these, so 
ar as they can be explained at all, seem to be chiefly due to 
,limate", 

§ 3. Climate has also a large share in determining the The 
,ecessaries of life; the first of which is food, Much depends ~i"=..n .. 
on tlie proper preparation of food; alliraskilIed housewife Food, 

rith ten shi.llings a week to spend on food will often do more 
'or the health and strength of her family than an unskilled 
one with twenty, The great mortality of infants among the 
)oor is largely due to the want of care and judgment in 
?reparing their food; and those who do not entirely succumb 

I A warm climate impain vigour. n II not altoget.ber hostile to high 
nte11ectual and artistic work.: but it prevent. people from being able &0 endure 
rery hard. exertion of any kind for a long time. More IUStained bard. work can be 
lone in &.he coolel baU of the l.emperale zone t.ban anywhere else; and moat of an 
D placel lucb as England and ber counterpart. New Zealand, where .ea~breezes 
reap the temperature Dearly uniform. The 1WDIIleJ' heata and winter eolds of 
llany paN of Ewop8 and America, where U1e mean temperature it mod~ 

• ..be tiffed of ahortening the year for working purpoaell by about two montha . 
. .. tram. and euat.ained cold is found ~ dull the energies. partly perhaps' because 
it cauaea people t,o Ipend much of their t.ime in cloae and confined. quanera: in
~abitant.l of t.be &etic regions are generally incapable of long-continued lev-ere 
!J:erLion. In England popular opinion baa insist.ed t.bali a ··..,arm Yule-t.ide makes 
• fat. churchyard". but. sLat-utica prove beyond question that. it. bas the opp03ite 
eaed: the average mort.aliLy it higbeet. in t.he coldest. quarter of the :year, and 
Wgber in cold winLed IihaD in warm . 

• Race hilt.ory it a fascinating but. disappointing Ibid,. for the economilL: for 
conquering raeeJ generally ineorpora~ the women of the conqueredj they often 
carried with \hem man,. slaves of bot.b lOes during their migrat.ions, and alavea 
weoo leu likely &baD freemen t.o be killed in bat.tJe or t.o adopt. a rnooutic life. In 
'\IUI8quenee nearly every race bad much servile, that. it mixed. blood in it: and BI 

II Ihare of IeI'YiIe blood wu largeat. in the iDdUlt.rial cluMI, a nee bUiol'J' 01 
J .... t.ria.I. babiY IMDlI impoaible. 
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IV, T, 8. to this want of motherly care often grow up with enfeeblecl 
constitutions. 

=1'7 I In all ages of the world exc?pt the present, w:ant of fo~cl i........ (has caused wholesale destructlon of the people. Even I1l 

morlali'7i London in the seve~enth" and eight~nth centuries thE 
mortality was eight per cent. greater in years of dear COli] 

than in years of cheap cornl • But gradually the effects 01 
increased wealth and improved meana of communicatio" 
are making themselves felt nearly all over the' world; the 
severity of famines is mitigated even in suc!1 a country 
as India; and they are unknown in Europe and in the 
New World. In England now want of food is scarcely 
ever the direct cause of death: but it is a frequent cause 
of that general weakening of the system which "renders it 
un~~le to resist disease; and it is a chief cause of industrial 
inefficiency., 

We have already seen that tl!~ necessaries for efficienc," 
vary with the nature of the work t9 hQ done,but we must 
pow examine this subject a little more closely. 

As regards muscular work in particular there is a close 
and It connection between ths supply of food that a man haoij 
:h~~lo~ .. and his available strength. If the work is intermittent, ... 
"ao", that of some dock labourers, a cheap but nutritious gram 

diet is sufficient. But for very heavy continuous strain such 
as is involved in puddlers' and the hardest navvies' worIt, 
food is required which can be digested and assimilated even 
when the body is tired. This quality is still more essential 
in the food of the higher grades of labour, wLose work 
iDIVolves great nervous strain; though the quantity required 
by them is generally small. 

C1otblng, After food, the next necessaries gf life and labour are 
bOUie-room . . • 
mel firiDg. cl2!!!!ng, house-mom and finng. When they are defiCIent, 

the mind becomes torpid, and ultimately the physical cop· 
stitution is undermined. When clothing is very scanty, it is 
generally worn night and day; and the skin is allowed to 
be enclosed in a crust of dirt. A deficiency of house-room, 
or of luel, causes people to live in a vitiated atmosphere 

l Tbia W&I proyed. by Parr, who elimin ..... diI'urbiq C&UI8I b, Ul inlLrudiN 
.Iotillicol dovleo (Vila! SWU ..... P. 1S9~ 
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which is injurious to health and vigour; and not the least IV,', 4-

of the benefite which English people derive from the cheap-
ness of coal, is the habit, peculiar to them, of having well
ventilated rooms even in cold weather. Badly-built housea 
with imperfect drainage cause diseasea which even in their I 
slighter forms weaken vitality in a wonderful way; and over-j / 
crowding leads to moral evils which diminish the numbers 
and lower the character of the people. 

Rest is as easential for the growth of a vigorous popula- Res\. 

tion -;;;-the more material necessariea of food, clothing, etc. 
Oum.!!,rk of every form lowelL. vitality; while anxiety, 
worrY, and -excessiyA melit~~tlain have a fatal infl~ce 
U;-;;-nderminingthe constitution, in impairing fecundity and 
diminishing the vigour of the race. 

§ 4. Next come three closely allied conditions of vigour, Hope

namely, hopefulness, freedom, and change~ All history is l~~.i:.".;. 
full of the re~ of inefficiency caused in varying degrees cl;!,go. 
by slavery, serfdom, and other forms of civil and political 
oppression and repression 1. 

In all ages coloniea have been apt to outstrip their· 
mother countries in vigour and energy. This has been due 
partly to the abundance of land and the cheapneas of neces
sariea at their command; partly to that natural sclection of 
the strongea.t characters for a life of adventure, and partly 
to physiological causea connected with the mixture of races: 
but perhaps the most important cause of all is to be found 
in the hope, the freedom and the changefulness of their 
lives'. 

• 
I Freedom and hope lnereaae DO' only man'. willingn88ll but. also hill pOW6l 

fol' work; physiologists t.e1l 111 &hat. a given exertion c:onsumes laII of &he .tore 01 
Defl'OUI energy if done under t.he at.im.ulUi of pleasure &ban of pain: and without. 
hope t.b.ere is no ent.erpriae. Securit.y of perIOD and property are no condit.ions 
of this hopefulneu and freedom i but. aeewit.y alwaya iovolvOl reat.raintl on 
freedom, and it. is one 01 UIe most. difficult. problema of civiliJat.ion to m.cover 
bow t.o obtain t.he aeeurit.y wbich is a condition of freedom wUhout. too great. a 
aacrifioe of freedom itself. Changes of work, of leana, and of panoDal aasociationa 
bring Dew thougbfa, call att.ent.ion k» the imperfect.ions of old methoda. Il.imWate 
• "divine discontent. .. • and in every way develop creative energy • 

• Dy converte wit.b ot.hel'l who come from dillerent. places, and have different 
euatoml, I.mveUel'l leam to pu," on ita trial many a habit. of thought or act.ion 
which ot.henriae t.bey would bave alwa,.. acquiesced in .. though it were a law of 
Dat.ure. Moreover, a IhUting of placel enables Uae more powerful and original 
mind. to 60d lull ICOpe for &heir eoergiel end t.o riM to importan, poeiLioDl: 
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IV. ',6. Freedom so far has been regarded as freedom from 
external bonds. But that higher freedom, which comes of 

I
seU.mastery, is an even more important condition for the 
highest work. The elevation of the ideals of life on which 
this depends, is due on the one side to political and economic 
causes, and on the other to personal and religious influences; 
among which the influence of the mother in early chilgh9Qd 
is supreme. 

InOu .... I - § 5. Bodily and mental health and strength ar~Jnuch 
~.:"·p .. ~influenced by occupation1• At the beginning of this century 

the condiWB of factOJ:Y work were needlessly unhe&lthy and 
oppressive for all, and especially for young children. I!ut 
Factory and Education Acta have removed the worst of these 
evils from factories; though many of them still linger about 
domestic industries and the smaller workshops. 

The hig%r wages, the gr8!,ter intelligence, and the b~ter 

\
medical facilities of townspeople shoulcfcause infant mort~ty 
to be much lower among them than in the country. But it 

",'" .. up.generally higher, especially where there are many mothers 
.. WhOn neglect their family duties in order to earn money 

wages. 

wbereaa Vloae who .tay at bome &ftI often ewer much kept in their placel. Few 
men are prophefol in 'beir own land; neigbboUl'l and NlatiODl are generally the 
Jut &0 pardOD &be faultl and. t.o recognize &he merila 01 &hose who are lest docile 
and more eDkrpriaing Lbe t.hoae around them. It .. doubfJeas cbiefty for &tit. 
nason that iD almoaL every' pan of England a disproportionately large ahara of &be 
best energy and. enterprise is to be found among &bose who were bom elsewhere. 

But change may be carried &0 Uee8Ij and when populaf.iOD ilhilLl 10 rapidly. 
that a mao iI alwaY' Ibaking bimaell loon from hiI reput.ation, he ... 8OII'l6- at 
Ule best ut.ernal aid8 to &he fOttn8t.iOO 01 • higb moral character. The ndreme I 

bopefuln_ and restJ088nell of thou wbo wander &0 Dew eGuntriea lead to much 
waste of effon in baH acquiring t.ecbnical .kill, and ball 8Diabing UIb wWeb are 
epeedUy abandoned in favour of lOme new occup.'ion. 

I The rate of mort.my ill low UD,0ng minister. of IeligfOD and lChoolmaden; 
among ~e agrieui'uraI cJlI.ISeI, and in lOme other iDduatriel 8Ucb U those 01 
whee1wrigb" ahipwrigh'" and coal-minem. n iI higb in lead. and ,in mining. ill 
me-making and earthenware manufacrure. Bu' neithel' &h_ nor ., other 
ftIgUlar tr.de ahow u bleh .. rate of morWi~J' .. iI found ltDong London genenl 
laboU1"81'1 and coetermongera; while the highes' of aU it tha' 01 "multi in inna. 
Such occupat.ione .,..DO' directl, injurio .... to heal" but &hey aUrae' thOle who 
are weak ill pbJlique and iD cbuaew and they encouraga irregular bahi&&. 
A. good accoUD' of the inftuence 01 occupatioa OD death·ra&el II gi'nlll ID &he 
ouppl,m .. ' 10 th. I.ny·filth (ISM) Annual R.pon 01 .... R~enI, 
pp. I.xv-lziiL See alao Farr'. Vibi SIiIIUIicf. pp. 39a...-ul, Humph ... ,., paper 
on Ow. MorWa, &.IUIiu In th. _ J_ lor J .... 1887. 0IId U>e 
u __ 0/ .... 1' .. ...,. ""III ~. 
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§ 6. In almost all countries there is a constant migration IV,';, 8. 

towarda the towns1• The large towns and especially London 1011-;;;';-.. 

absorb the very best blood from all the rest of England; the\lil!'''''' 
most enterprising, the most highly gifted, those with the 
highest physique and the strongest characters go there to .J 

find scope for their abilities. An increasing number of those 
who are most capable and have most strength of character, 
live in luburbs, where excelleut systems of drainage, water 
supply and lighting, together with good schools and oppor
tunities for open air play, give conditions at least as conducive 
to vigour as are to be found in the country; and though there 
are still many town districts only a little leas injurious to 
vitslity than were large towns generally some time ago, yet 
on the whole the increasing density of popnlation seems to be 
for the present a diminishing source of danger. The recent 

I Davenan' (BIIlmItf oJ THlI, .LD. 1699. p. 20), foUowing Gregory Xing, proves 
thd according to official figures London baa aD Ut'eII 01 deathl over birLba 01 
aJOO .. year, but. an immigration cd 5000; whicb ia mom Ulau half of wbat. be 
ca1culatM, by .. rather risky method, 10 be t.ha Vue net. increue of &h. population 
of the country, H. reckonl that 630,000 peoople Uve in London, 870,000 in ill. 
other citi. and martel. towns, Uld 4.,100,000 in villagea and bamlet.s. Compa.re 
U:uII8 figureI with ihe ceDBU8 01 1901 for England Uld WW; wbere we find 
London with .. population of oyer 4,500,000; five more t.oW1ll wit.b. an average of 
Oftf 600,000; and aisLy-nine more eJ:eeeWng 60,000 with an average of oyer 
100,000. Nor ill uu. aU: for many IUburba whose population II DO' COUDted in, 
are of_ really parta of the big toWDI; and in lOme CMeIJ the euburba of several 
adjacent toWDI run into one MoLher, making $hem a.ll into one gigan~ dlougb 
mt.ber ICBUeted town. A euburb of Maneh89t.er it counted .. a large town wi&h 
200,000 inhabitallw; and lba aame II true of WeeL Ham, a auburb of London witb 
275,000. The boundaftea of aome large towna are e'J:t.ended. at. irregular inte ....... 
to include IUCb. luburbl: and eONlequentJy ~. Hue population of a laree town 
ma, be growing faa~ wbile ita nominal population growa alowl1' or even reeed-. 
and thea suddenly leape fonrardt. Thill ~e nominal population of Liverpool 
WU M2,()(X) in 188lj 618,(0) in 1691i and 685,000 in l00L 

Similar ehangM an &&king place ebewhere. TbUi &be populaUOD of Parr. hu 
grown twelve tim. u faa" during the llineLe8n~ century u dlat 01 Prance. The 
toWDI 01 Germany are inerea.aing at. t.b.e npense of th. country by on. baU per 
een\. of the population yearl,. In &be United S",., &here '11'&1 in 1800 DO town 
wiLb more t.ban 76,000 inhabitantaj iD. 1905 there were tbrM which wgeLber 
contained roore than 7,000,000 and e1eno more wit.b above 300,000 each. More 
than a third. of the population of Victoria &Ie collected in Melboume. 

It rolllt be reeolJeeWMlthat t.be chancteriltdCl of ~WD Iif. increue in IntenJlt, 
for good aad for evil wit.b eveJ'1 increue in &he eize of • town, and ita euburbe. 
FIMb counby air haa too pa.!I oyer maD1 more IOUl'CII of noisome ".pOUT before 
it. reaeb.,. &be averap Londoner than before" reachtll Lbe average inhabitant of a 
aa.ll town. Tu Londoner baa gen.eran, to 10 far· before be tan reach the freedom 
and tbe rutJwlOUDdi and lightl of lb. eountry. London Lherefore wit.b. 4,500,000 
lnbabita.nte adda to t.he urban ehllracter of England'. We far mort ttw. a blNl4nd 
tim_ .. mQCb II .. town 01 46,000 Qlbabi\6D .. 
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IV, " e. rapid growth of facilities for living far from the chief centrJ 
of industry and trade must indeed slacken in time. But 
there seems no sign of any slackening in the movement of ~ 
dustries outwards to suburbs and even to new Garden CitieS 
to seek and to bring with them vigorous workers. I 

Statietical averages are indeed unduly favourable to 
nrban conditions, partly because many of the town in1Iuences 
which lower vigour do not much affect mortality; and 
partly because the majority of immigrants into the towns 
are in the full strength of youth, and of more than average 
energy and courage; while young people whose parents live 
in the country generally go home when they become Ben
oualy ill1• I 

There is no better use for public and private money than 
in providing public parks and playgrounds in large cttirui. 
in contracting with railways to increase the number of the 
workmen's trains run by them, and in helping those of th~ 
working classes who are willing to leave the large towns to 
do so, and to take their industries with them.·. 

1 For reuona of \hiI kind Welton (~ JOIIf'fUIl, 1891) makee &he .. 
t.rerne propoaal to omi~ all persou between 16 and s:; yeaJ8 of age in comparq 
&he nta of mort.a1ity in different toWDL The mortalit.y.of temalelll in Londoa 
bet.weeo &he agel of 8ft.8en and dllny-flYe ie, chiefty fot ihia reason. abnomtallJ 
low. U however .. town bas a atationary populalion ita· nt.a1 .t.at.isUct are mOlt 
euily interpreted; and ,elect.ing Covent.ry as a. Lypical town, Galton b .. ea1cu1ated. 
t.b .. t. ,b. adult. children of artisan townafolk are litL1e moze lbaD half .. nUDlerout 
as iboae of labouring people who lift in healthy counky diRric&&. When .. plaat 
II decaying, t.be .young and IUong and heart.y drill. a'Way from: i'i leaving &he old 
and the infirm behind them, and conaequenLly iho birc.h-n&e ia generally 10 .... 
On the othu band, a cant.re of industry \hal. is attraeLing population ia likely to 
bave .. nry bigh birth-rate, beeaUlll it. hal more t.bao iy Ihare of neople in t.be 
lull Yigour 0/ iii.. Tbia i. eopec:ially &b ..... in &b. coal and iron 1011110, P....q 
becaUle they do not auft'er, .. &be t.euJ.le t.cnml do, from 1& deficiency of males; 
and paHly becauae minen ... cI ... m&l1'J' early. In lODle of IiiJm. though t.t. 
death-rate ia high, \be U~ of .rut birth-rate over U uceedl 00 per &bousand of 
the population. The death-rate ill generally highes' in to'WDI of &be IlICODd order, 
ehie8y beeaU1J9 their anitary arra.ngemontl are DO' yet .. goocl .. t.boee of &be 
'YOry largest town& ~ : 

Prof. ·B,ycrafL (DoMnu.. ottd RGCI Progr....,) argues in &be opposite directiOQ. 
Be .,. jUl' .t.reu on the dnngers &0 Lb_ hmnan race which wouLl ...w, from • 
diminut.ion of thou dileueJ, lUeb sa phlhisis and .crofula. which _"lick cbiatlf 
people of weak consl.itution, .nd &bus uercile II ee1eclive inOueru:e on &be mea. 
unleu i' 1r6Ie accompanied b, col'reSponding improftlDen" in olber direetionl. 
Bu& phthiail dOGl DO' kill .U it. rict.imlj than ill .orne ne' pin in Il diminuLiQll 
of its. power 01 weakening ~em. ) 

• See an artJcIe, enLif.1ed "When to HoUle the Londoa Poor" by &he pl'eleDl. 
writer in &b. C,",,-,JJONrr B"""", Feb. 18M. 
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§ 7. And there are yet other causes for anxiety. For IV,', 7. 
there is some partial arrest of that selective infiueuce of N.;;;;;i,1t 
struggle and competition which in. the earlier stages of ::"~-:f 
civilization cau,ed those who were strongest and most ~ ..::, J 

vigorous to leave the largest progeny behind them; andbu'!"an 
to which, more than any other single cause, the progress of ~.':.l':"" 
the human race is due. In the later stages of civilizat~'o 
the rule has indeed long heen that the upper classes ma 
late, and inconsequence have fewer children than the 
working classes: but this has been compensated for by th 
fact that among the working classes themselves the old rule 
was held; and the vigour of the nation that is tending to be I 
damped out among the upper cla.sses is thus replenished by 
the fresh stream of strength that is constantly welling up 
from below. But in France for a long time, and recently in 
America, and England, some of the abler aud more intelligent ~~ c " 

of the working class population have shown signs of a !!i§: J 

inclination to have large families; and this is a .source of 
danger'. 

Thus there are increasing reasons for fearing, that while 
the progress of medical science and sanitation is saving 
from death a continually increasing number of the children 
of those who are feeble physically and menta.lly; many of 
those who are most thoughtful and best endowed with 
energy, ente~ and se~ol are tending to defer their 
marriages and in other ways to limit the number of children 
whom they leave behind them. The motive is sometimes 
seliish, and perhaps it is best that hard aud frivolous people 
should leave but few descendants of their own type. But 
more often,.it is a desire to secure a good social position 
for their Children. This desire contains many elements 
that fall short of the highest ideals of human aims, and 
in some cases, a few that are distinctly base; but after 

I In Ule SouLhem Stat.et of America, manual work became disgraceful 
&0 the white man; 10 that, it unable to haTe alavel bimaelf. he led a polt.ry 
degen"mte life. and teldom manied. Again, on the Pacific Slope, there were 
-' one rune jUl' grounds for fearing t.ha~ all. but highly skilled work would be left. 
to &he Chinese; and t.bat. the wbite men wou1d live in an artificial way in which 
a family became a great. expense. In t.bie caee Chineae livea would bave been 
,ubtt.it.ut.ed for American, and the average qualit.y of the hUDlIUl race would have 
..... Iowmd. 
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IV, ., 8. all it hae been one of the chief factors of progress, and th08e 
who are affected by it include many of thoae who88 children 
would probably be among the best and atrongeet of the 
race. 

T~. s.... It must be remembered that the members of a large I 
CI:'~cb family educate one another, they are usually mOlle genial 
IlIInili.. db' h f .. th h I .1 be.ltby an ng t, 0 ten more VIgorous m every wayan t e 
children. members of a small family. Partly, no doubt, this is because 

their parente were of unusual vigour; and for .. like reaeon 
they in their tum are likely to have large and vigorous 
families. The progress of the race is due to a much greater 
extent than appears at first sight to the deacendante of a few 
exceptionally large and vigorous families. 

Tbeenll But on the other hand there is no doubt that the parente 
:':~:y. can often do better in many ways for .. small family than 

a large one. Other things being equal, an increaee in the 
number of children who are born causes an increase of infan
tile mortality; and that is an unmixed evil. The birth of 
children who die early from want of care and adequate meansl 
is- a useless sblin to the mother and an iniutY to the rest of 
the famHp1. 

P...,li •• 1 - § 8. There are other considerations of which account 
eoncluai.n. ought to be taken; but 80 far as the pointe discussed in tbis 

chapter are concerned, it leems primd facie advisable that 
~eople should noUnDg chilW into the world ti\l t/l!l.Y.-C8D 
Bee their way to giving them .~t1ea~~ as. good an education 
botli' phffleal apd mental as they themselveS ha<l; and that 
it is best to marry moderately early provided there is.sufficient 
aelf-CQptrol to keep the family within the requisite bounds 
without transgressing moral laws. The generalJldoption of 

a The eztent. 01 the Want. mort.aU.ty \bat. .me. from PJeftlliablt C8UIM mI.' 
be Inferred from \be facta lba' \be pereentap of dea\bl under one yea; 01 age to 
birllul " genemUy about. .. \bird .. much apia in urban .. in nual diltricUi Utd 
yet. in many urban ditLricta wbich bave a weU-&o-do popu1a\ioD it. ilion, &baD &be 
_"rage for U1e whole COUD\rJ' (R.,w.-GIfMHl'. a.,." Jotr lum, pp. zlii-z)v). 
.& tew yeo.n 8firO it. wu found \b .... while the annual death-"''' 01 ebildren and. 
fin :run of .,. WBI only about two per ceo" in &hi funili. of peem and was .. 
than t.bNl per eo" for ~. wbole of &be upper cluIea. " wu between ail UId. ... 
per oen" tor lhe whole of England. On lhe olber band Prof. Leroy Beaulieo .,. 
Lb.t in France t.be parenti of but ona or two tbildren ... apt to induJp Ulan, and 
be over-careful .bout lbem to &he dekimeD' of lbeir ~ Wlterpn.. Ad 
tad ....... (800 ~~ I~ VoL U, pp.171, ") 
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these principles of action, combined with an adequate provi- IV,', 8. 

sion of fresh air and of healthy play for our town populations, 
could hardly fail to cause the strength and vigour of the race 
to improve. And we shall presently find reasons for believing 
that if the strength and vigour of the race improves, the \ 
increase of numbers will not for a long time to come cause a ' 
diminution of the average real income of the people. 

Thus then the progress of knowledge, and in particular Tho . 

of medical science, the ever-growing activity and wisdom of ::'~.t. 
Government in all matters relating to health, and the increase r!.!!: of 

of material wealth, all tend to lessen mortality and to increase gooil.d and . e. 
healt.h Bnd strength, and to lengthen life. On the other hand, 
vitality is lowered and the death-rate raised by the rapid 
increase of town life, and by the tendency of the higher 
strains of the population to marry later and to have fewer 
children than the lower. If the former set of causes were 
alone in action, but so regulated as to avoid the danger of 
over-population, it is probable that man would quickly rise 
to a physical and mental excellence superior to any that 
the world has yet known; while if the latter set acted un
checked, he would speedily degenerate. 

As it is, the two sets hold one another very nearly in Thoromer 

balance, the former slightly preponderating. While the ~~Uy 
population of England is growing nearly as fast as ever, pondero'" 

those who are out of health in body or mind are certainly 
not an increasing part oUhe whole: the rest are much better 
fed and clothed, and, except in over-crowded industrial 
districts, are generally growing in strength. The average 
duration of life both for men and women has been increasing 
steadily fqr many years. 



CHAPTER VI. 

INDUSTRIAL TRAINING. 

IV, ft,l. § 1. HAVING discussed the causes which govern' the 
growth of a numerous and vigorous population, we have 
next to consider the training that is re.!l~_c! to dev~op 

The form 
which 
na.iurD.l 
-;go'" 
10k .. 
depends 
la~lyon 
IraininS· -

its industrial efficiency. ' 
The natural vigour that enables a man to attain great 

success in anyone pursuit would generally have served him 
in goocl. stead in almost any other. But there are exceptions. 
Some people, for iustance, seem to be fitted from birth for an 
artistic career, and for no other; and occasionally a man of 
great practical genius is found to be almost devoid of artistic 
sensibility. But a race that has great nervous strength 
seems generally able, under favourable conditions, to develop 
in the course of a few generations ability of almost any kind 
that it holds in specially high esteem. A race that has 
acquired vigour in war or in the ruder forms of indus'.ry 
sometimes gains intellectual and artistic power of a high 
order very quickly; and nearly every literary and artistic 

. !ll!och of classical and medimval times has been due to a 
people of great nervous strength, who have been brought 
into contact with noble thoughts before they have acquired 
much taste for artificial comforts and luxuries. 

Th. dar .. ", The growth of this taste in our own age has prevented 
~~~::::, us from taking full advantage of the opportunities our largcly 
::I\::.~r:.t increased resources give us of consecrating the greater part 

of the highest abilities of the race to the highest aims. But 
perhaps the intellectual vigour of the age appears less than 
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it really is, in consequence of the growth of scientific pursuits. IV, n, II. 
For in art and literature success is often achieved while genius 
still wears the fascinating aspect of youth; but in modem 
science so much knowledge is required for originality, that 
before a student can make his mark in the world, his mind 
has often lost the first bloom of its freshness; and further the 
real value of his work is not often patent to the multitude as 
that of a picture or poem generally is1• In the 8ame way 
the solid qualities of the modern machine-tending artisan 
are rated more cheaply than the lighter virtues of the 
medi&lval handicraftsman. This is partly because we are 
apt to regard as commonplace those excellences which are 
common in our own time; and to overlook the fact that 
the term "unskilled labourer" is co~tal!tly_cc~&,!!,gill,g...ti§ -.. meanIng. 

§ 2. Very backward races are unable to keep on at any SkIDM and 

kind of work for a long time; and even the aim plest form of i.";.,~d 
what we regard as unskilled work is skilled work relatively 
to them; for they have not the requisite assiduity, and 
they can acquire it ouly by a long course of training. 
But where education is universal, an occupation may fairlYf. 
be classed as unskilled, though it requires a knowledge of 
reading and writing. Again, in districts in which manufac· SkiD will> 

tures have long been domiciled, a habit of responsibility, of ::~ . ..; 
carefulness and promptitude in handling expensive machinery ~":~~:, 
and materials becomes the common property of all; and then d. B.'. 
much of the work of tending machinery is said to be entirely :':;0." 
mechanical and unskilled, and to call forth no human faculty 
that is worthy of esteem. But in fact it is probable that not 
one-tenth of the present populations of the world hav.e the_ 

I lD WI connection it is worth while to notice thai the fuD importaDee of 
an epoch.mating idea iI often DO," parccived. in t.he geo.erar.ioD in which it ia 
made: u atarta the Ulougbta of t.he world. on a DeW' track, bUi lhe change of 
direction ia DOt obvioUi until lhe turning-point baa boen left lOme ""7 beWnd. 
In Lb. same "." the mechanical inTentions of every age are apt; to be underrated 
relawvely to t.hoae of earlier mru.. For. new discovery is seldom fully effect.ive 
for proct.ica1 PW'pOl6l till many minor impfOYementa and aubsidiary dilcoveri81 
bave gathered. t.bemae1veI around it: III invent.ion t.bat makes aD epoch is very 
often • genoml.iOD older lhan t.he epoch which it makes. Tbus it is Ulat. each 
pneration aooma too be chiefly occupied in working, out. the thougbta of ~e 
preoed.ing OlUlj wbile &he full importance of it.s own ihougbta is .. JOt DOt. clearly .... 
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IV, n, B. mental and mora! faculties, the intelligence, and the eelf
control that are required for it: perhaps not one-half could 
be made to do the work well by steady training for two 
generations. Even of a manufacturing population ouly a small 
part are capable of doing many of the taeks that appear at 
first sight to be entirely monotonous. Machine-weaving, for 
inetance, simple as it eeeme, is divided into higher and lower 
grades; and most of those who work in the lower grades have 
not" the stu£! in them" that is required for weaving with 
several colours. And the differences are even great in! 
industries that deal with hard materiaIs, wood, metals, or I 
ceramics. 

"'... Some kinds of manual work require long-continued 
1,,1 man_ 

um ;. practice in one set of operations, but these caeea ale not 
Toiing im-po........ very common, and they are becoming rarer: for machinery is 
::~::~ constantly taking over work that requires manual .kill of thie 
:::''.iUigence kind. It is indeed true that a genera! command over thel 
.,;gour 0/ use of one's fingers is a very important element of industrial 
chancier. efficiency: but tllia ie the result chie.fly of nervous strellgth, 

ands;.If-l!!*Stery. It is of course developed by training, but 
the greater part of this may be of a general character and 
not special to the particular occupation: just as a good 
cricketer soon learns to play tennis well, so a skilled artisan 
can often move into other trades without any great and 
lasting 1088 of efficiency. 

Manual skill that is so specialized that it is quite in
capable of being trausferred from one occupation to another 
ie becoming steadily a less and less important factor in 
production. Putting aside for the present the faculties of 
artistic perception and artietic creation, we may say that 
what makes one occupation higher than another, what 
makes the workers of one town or country more efficient 
than those of another, is chie.fly a superiority in general 
~gacit;y and enew which are not apecialized to anyone 
occupation. 

To be able to bear in mind many things at a time, tol 
have everytbing ready when wanted, to act promptly and 
abow resource wben anything goes wrong, to accommodate 
oneself quickly to changes in detail of the work done, to be 
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~y and trIlBtworthy, to have always a reserve of force IV, ... S

f ~~~ will come out in emergency, these are the qualities 
, which make a great industrial people. They are not peculiar 
to any occupation, but are wanted in all; and if they cannot 
always be easily transferred from one trade to other kindred 
trades, the chief reason is that they require to be supple
mented by some knowledge of materials and familiarity with 
apecial procesaes. 

We may then use the term general ability to denoteo_ 
thOle faculties and that general knowledge and intelligence s"'!.wv.,, 
which are in varying degrees the common property of all-"""· 
the higher grades of industry: while that manual dexterity 
and that acquaintance with particular materials and pro-
cesses which are required for the special purposes of 
individual trades may be claased as ~ized ability. 

§ 3. Gene~bility d~p~n,<ls ~~on ~e surroundings ~.,""'" 
~dh()od_alld yo!i~ In this the fust and far the most d.:"-. 
powerful ~_u!'.n,~_il3hat of the motherl • Next comes the : .... :r.:r 

I influence of the father, of ot~~r childrel!, and in some cases .bM:;. 
of,.JIervaiit8~ years pa88 on the child of the working man Th. homo. 

learns a great deal from what he Bees and hears going on 
around him; and when we inquire into the advantages for 
starting in life which children of the well-to·do claases have 
over those of artiBBna, and which these in their turn have 
over the children of unskilled labourers, we shall have to 
consider these influences of home more in detail. But at 
present we may p888 to consider the more general influences 
of school educatiOIl. ----_. 

I According to Galtoo &be natemen' IbM aD great. DUm han had greal 
moiben goeI t.oo far: but. &hat. abo.. only that. the mother's inftuenc& does DO' 
out.weJgh all olhezs; no, &hat. it. 11 not. greater than ad, one of $hem. He_:rs 
U&a& &be mother'. iD8uence ia moet. euily t.raceable 1IID0Jl8' theologiaoa and mea 
01 ICieDce. becawe All earned mother leads her ehild. to teel deeply abou' great. 
tbiDgsj .nd. • ibougbduJ. modw dOl!l not. rep~ but. eocouragea that. c:hiIdi.sb 
curioeit.1 which iI&be nw material of JcieD~e habit. of thought. 

• There are maa,. fine a.aWrs among domest.ie 8erTaDf.a. Bu' thOle who 
Uft in yvy ricb houael are apt. &0 get l81f-induJgent. habits, to oYenllJtimate the 
bnpoli&nce of wealt.b, and genera.lly to put. the lower aimI of lit. abon the higber, 
iD • way lob., linD' common wit.b iodepeoden' working people. The company in 
whieb U. ebi1d.reD. of lOme 01 our belt. hoUlel epend much of Uleir time. ill _ 
eaoobl.ing than that. of the a..,.. cot.tage. Yet. in thfllll "err hoUl8l, DO 1VVtoDt. 
wbo iI 006 apeclal.lJ qua1i8ed, iI allowed .., t.ate charae of a JOUDI ref,ri • .,., OJ' .,.....-
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IV, n," 
School 

INDUSTRIAL TRAINING 

Little need be said of general education; though the 
in1luence even of that on industrial efficiency is greater than 
it appears. It is true that the children of the working 
classes must very often leave school, when they have but 
learnt the elements of reading, writing, arithmetic and draw
ing; and it is sometimes argued that part of the little time 
spent on these subjects would be better given to practical 
work. But the advance made at school is important not 
so much on its own account, as for the power of future 
advance which a school education gives. For,a tl'))1y !ib~ral 
general education adapts the mind to use its best faculties 
in business and to use business itself as a means of increas
ing culture; though it does not concern itself with the 
details of particular trades: that is left for technical educa
tion'. 

~"bnl!",~ § 4. Technical education has in like manner raised its 
ucaloio • • I d li tl ha . alms m recent years. t use to mean t e more t n Im-

parting that manual dexterity and that elementary knOWledge 
of machinery and processes which an intelligent lad quickly 
picks up for himself when his work has begun; though if he 
has learnt it beforehand, he can perhaps earn a few shillings 
more at starting than if he had been quite ignorant. But 
such so-called education does ,not develop faculties; it 
rather hinders them from being developed. A lad, who has 
picked up the knowledge for himself, has educated himself by 
so doing; and he is likely to make better progress in the 

l The abaenee of .. careful general educalion tOf the children of &he IWOrtiq 
elaMoa. bu been hardly lea delorimenal to induatrial progreu ihan t.he DU'I'OW 
range 01 &be old grarnmaNChool educatioD 01 the middle cluIeL Till NeeDLly 
indeed il. wu &be only one by which the anroge 8Cb.oolma.ster could induce m. 
pupill to use lbeir mindl In anyLhiog higher Ulan ibe abaorpwOll 01 knowledp. 
., .,.. therefore rigbily called. liberal. becaUil " ".. lobe bel, &h.A hi to be b.d. 
Bu' U failed in itl aim 01' tamil.iariaing &be ciliaD wit.b. Ihe grea' Ulcnaeb" of 
antiquity; it WGI a-erally tozgouen .. lOOn .. IChool-Woe wu over; and. U 
niIed an injurioua anLagooism bel.weeD. bUliDeil and cu1t.ure. Now however U. 
Idnnce of knowledge iI enabling ua to ... Icience aad an &0 supplement Uae 
cu:rriI:ulum of &be grammaNCbool, and &0 gi.,. $0 &hOle who caD afford i& aD 

.:lucation iha& developa &beir bel, faeuUi-, and at.arte lhem on $be Uack 01 
though" which wiD mod atimulale ibe higher .diri,i. of Uleir minda in 
of .... m.. The time ...... on Ioaminc ... pel! .. aim ....... Ied:· U opeIIiDa .... 
pl'ODUDCiat.ioo are broughL in~ harmony in ,be Englieh 1aoguoge u in mOl' olobus. 
.bouL. ye&I' wiD be added &0 Lbo etrect.ive IChool educaLioD wi~ou' 1ID7 .dN,icm.' ..... 
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future than one who has been taught in a school of this old- IV, .. , 4. 

fashioned kind. Technical education is however outgrowing 
its mistakes; and i. aiIning, firstly, at giving a general j 
command over the use of eyes and fingers (though there 
are signs that this work is being .taken over by general 
education, to which it properly belongs); and secondly at 
impar,tp.u@sj;jq. SI!:i!l.~.ll(I lrn~w:l~~g"., and methods of in
vestigation, which are useful in particulax occupations, but 
are seldom properly acquired in the course of practical work. 
It is however to be remembered that every advance in the 
accuracy and versatility of automatic machinery narroWS the 
range of manual work in which command over hand and eye 
is at a high preInium; and that those faculties which are ../ 
trained by general education in its best form. are ever rising 
in importance' • 

According to the best English opinions, technical educa!TbO .hoa 
t· f hhih nksf·d· huldk tho ofEngliah~ IOn or t e g er ra 0 ill ustry s 0 eep e IWII 0 .due •• iOD 

developing the faculties almost as constantly before it a relonD. 

general educatlon does. It should rest on the same basis 
as a thorough general education, but should go on to work 
out in detail special branches of knowledge for the benefit of 
particular trades'. Our ainl should be to add the scientificl 
training in which the countries of Western Europe are ahead 
of us to that daring and restless energy and those practical 
instincts, which seldom flourish unless the best years of 
youth are spent in the workshop; recollecting always that 
whatever a youth learns for himself by direct experience in 
well-conducted works, teaches hint more and stimulates his 
mental activity more than if it were taught him by a master 
in a technical Bchool with model instruments ". 

1 Aa Numyth aa,., if .. lad, having dropped lwei peas at random on .. table. 
·tab readily put. • third pea midw.y in • line between them, he w on the way $0 
become .. good mechanic. Command over eye and band is gained in the ordinary 
&glilb gamel, DO lea U&an in \be playful work of &be Kindel-garten. Drawing 
hal alwaY' boen on tbe border line bet-ween work and play. 

I 00.8 of ~e weakest. pointl of t.ecbnica1 education is that it dOM not. educate 
t.be eenae of proportJon and t.be deeire for aimplicit.y of detail. The English, and 
too an avOII great.er extent, &be Amerieanll, have acquired. in actual bUlineaa the 
facult.y of reject.ing intricaciel in maehinery and proce888l, whicb are no' worth 
what they COlt, and practical inttinct 01 t.hiJ kind of~ enables ~em to lUeceed 
In compet.iUon lI'it.b Cont.inental rivall wbo are mucb beUer edu~at.ed. 

• j. aood plan II lb., 01 lpelldine \hi liz win ... monlhi 01 .. vua/ ye ... a110r 
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IV, n, "J The old !!}!prenticeship system is not exactly suited to 
App"..- modern conditions and it has fallen into diellBe; but a sub
liceollip. stitute for it is wanted. Within the last few years many of 

the ablest manufacturers have begun to set the fashion of 
making their sons work through every stage in succession of 
the bUBiness they will ultimately have to control; but this 
splendid education can be had ouly by a few. Bo many and 
variollB are the branches of any great modern industry that 
it would be impossible for the employers to IUIdertake, as 
they used to do, that every youth committed to their care 
should leam aU; and indeed a lad of ordinary ability would 
be bewildered by the attempt. But it do ... not seem 
impraoticable to revive the apprenticeship system in a 
modified form~. . 

, .... tlOrul I The great epoch-making inventions in industry came 
. mEnjrUwd till reoently almost exclusively from England. But now 

leaving lCbooJ In IeamIn& 8Clence. In (';ou., aDd the tb: IUDlInV mon&hl .. 
art.icled pupu. in large worUbopa. The pftll8D.t. wriw introduced lhia plan about· 
forty yeam ago ., Unlveraity College. Brinol (now the UDivenit,. of Bria&oJ). Bu, 
I, bu· pracUcal dift\cu.lli_ wh1ch e&D be OYeJ'COIDe only by &be cordial and genennu 
co-operaUoD of &he heada of 1atge tlftIJI wi\b U1e College aut.borit.ie&. Anol.her 
es:ce11ent. plan II &h,,' adoptlld 1D Ule lCbooJ at.tached to the worD 01 M.eIIW Mather 
and. PIa" a' Ma.ncbee_ "The drawingl made in the acbool am of work ae&uaUy 
in proar- in \be ahop.. One da,. &he Macher KiVell Ule oeeeesary MplaDatiODS 
and calculat.ions. IUld ille n .... da, &he lCbolan lee, .. il wen on &he am. abe 
"l'Y thiDg wblch hal been &he aubjecl of bia lecture," 

I The employer bindl himseU &0 lee lbat. &be apprenrJce i8 thorougw, &aught 
In the worubop &Il iha IUbtliYiaioDI of one great diviaion of lUI Vade. instead of 
letting bim 1e&rn only on. 01 &Ilea aubdiriaions, .. 100 often happeDI DOW. The 
appre.oUca'. &raining would &ben often be as broad .. if he bad. been Laugbt. the 
wbole 01 the vade II il uilt.ed a tew generawoDl ago; e.nd il migbl be aupple
mented by a lheoret.ica1 knowledge 01 aU branches of the trade, acquind in a 
tochnicallCbooL Bom.1hing noemWing She old app...,Oiceobip ._ baa ..... 1Iy 
come into TOgUe lor young Engliahmen who desin to learn Lb.., buame. of farming 
under the peculiar conwtioDi of a new eouD.\ry: and lhere are lOme ligna lbal the 
plaD may be "tended. to Lb.., busin.,. 01 larming in &Ilia count.r:Y. 10: whicb il ill in 
maDJ ",pee" admirably adapHld. Bul t.bere remaiDI .. peas deal of edueaLion 
'UiMbIe to She tarmar and to the tannalabourer "bicb. cao bell be pftD. in aczicul-. 
_ .. ~ .ad dairy oehools. 

Meanwbile maDJ' grea& ageneiea tor She lechnicaJ. educaUon 01 lMIuI" aN being 
rapidly developed. meh ... public uhibitiona, kade UIOCia~olll IIOd c:ong-, 
and t.rade joumala. Eaob of ibam hal ita own work to do. In agricul~ md 
lOme oUler Uadea She greaSed aid &0 ~ is pubspa round in public Mow. 
Bus ibOlll lndUl~ea, which are more ad: .. anced. e.nd in I.be banda of peI80Ua 01 
.LudioUi babila, owe more to lb, diftuaiou 01 pnclical and lcient.i8c bowledga bJ 
Vade Jouro&la; which. aided by ~ ill &be meLhoda ol indUllory and also in ita 
lOcial conditioDl, are breaking up Vad. ~ .. uul beJpiDc ID8D; of mWl m..
ba oampeaiUoa wilb. tbIrir ricbu "nil. 
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other nations are joining in the race. The excellence of IV, n, 5. 

the common schools of the Americans, the variety of their a.d7h.r 
lives. the interchange of ideas between diJIerent racee among eounlri ... 

them, and the peculiar conditions of their agriculture have 
deVeloped a restlees spirit of inquiry; while teohnical educa- V' 
tion is now being pushed on with great vigour. On the 
other hand, the diffusion of Bcientific knowledge among the 
middle and even the working claases of Germany, combined 
with their familiarity with modern languagee and their 
habita of travelling in pursnit of instruction, has enabled 
them to keep up with English and American mechanica and 
to take the lead in many of the applications of chemistry to 
businees'. 

§ 5. It is true that there are many kinda of work A blgb 

hi h be d . I b d educa.io. w C can one aB efficient y y a~educate. as "ill in. 

b~n ed~cate<L!!Qrkman: and that the higher branchee ::;;::n~~a v
of education are of little direct use except to employers r!!: 
and foremen and a comparatively email number of artisans. ~ .. 01 

B d d . nf . d' b fi mdua.ry nt a goo e ucation co ers great m lreet ene ta even indirecUy. 

on the ordinary wOrkman .. It stimuiateB hi,..mentalActivitY;\~.i;~·n 
it fOBters in him a habit of wiBe inquiaitiveneeB; it makee 
him mo!!..intelligent, more reaely, -;'ore truBtworthy in his 
ordinary work; it raisee the tone of his life in working houra 
and out of working hours; it iB thuB an important means 
towarda the production of material wealth; at the same time 
that, regarded as an end in itaelf, it is inferior to none of 
thoae which the production of material wealth can be made 
to eubaerve. 

We must however look in another direction for B part, 
perhapB the greater part, of the immediate economic gain 
which the nation may derive from an improvement in 
the general and technical education of the mass of the 
people. We must look not 80 much at those who stay 
in the rank and 6.1. of the working classee, as at those 
who ri.. from a humble birth to join the higher ranks 

1 The beadl of a1moA fmJ" progressive 8Jm on th. Continent. have carefuDy 
.Wdltd plOCell8l aad machi.aery in foreign land& The Engliab ue pai 
_yellens; but partly perbapl OD account of &heir ign01'8.DCII of ot.her languag81 

U1ey seem hardly to 18' enougb _toN on U1e tecbnical ed.ucatJoa UJa,t can be 
,.mod by u.. ,.;. """ 01 ,,".OL 
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IV, n, 5. of skilled artisans, to become foremen or employers, to 
advance the boundaries of science, or possibly to add to 
the national wealth in art and literature. 

Much 0/ The laws which govern the birth of genius are in· 
tbe bM' 
natu .. 1 8crutable. It is probable that the percentage of children 
:~:;!J~. of the working cl8llBes who are endowed with natural 
:::,:: t.b. abilities of the highest order is not so great as that of the 
wo,kmg d children of people who have attained or have inherited 
~~~:- a higher position in society. But since the mllDuai labour 
run.I too . ' 
" ..... 0 ... classes are four or five times as numeronll as all other 

classes put together, it is not nnlikely that more than h~ 
the best natural genius that is born into the country belon , 
to them; and of this a great part is fruitless for want f 
opportunity. There is no extravagance more prejudicial 
to the growth of national wealth than that wastefa! negli' 
gence which allows geni us that happens to be born of 
lowly parentage to expend itself in lowly work. No change' 
would conduce 80 much to a rapid increase of materiaIj 
wealth as an improvement in our school., and especially those 
of, the middle grades, provided it be combined with an 
erlensive system of scholarships, which will enable the clever 
son of a working man to rise gradually from school to SChOOl} 
till he has the best theoretical and practical education which 
the age can give. 

To the abilities of children of the working classes may 
be ascribed the greater part of the success of the free 
towns in the Middle Ages and of Scotland in recent times. 
Even within England itself there is a lesson of tho same 
kind to be learnt: progress is most rapid in those parts of 
the coun~ry in which the greatest proportion of the leaders 
of industry are the sons of working men. For instance, the 
beginning of the manufacturing era found social distinctions 
more closely marked and more firmly established in the South 
than in the North of England. In the South something of 1 
a spirit of caste has held back the working men and the sons 
of working men from rising to posts of command; and the 
old established families have heen wanting in that elasticity 
and freshness of mind which no social advantages can supply, 
and which comes only from natural gifts. This .pint of 
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caste, and this deficiency of new blood among the leaders of IV, VI, 6-

industry, have mutually sustained one another; and there 
are not a few towns in the South of England whose decadence 
within living memory can .be traced in a great measure to 
this cause. 

§ 6. Education in art stands on a somewhat difieren~,Edu"UOD 
footing from education in hard thinking: for while the latte(D ar,. 
nearly always strewhens the ~_a.<:ter, the former not 
unfrequently fails to do this. Nevertheless the development 
of the artistic faculties of the people is in itself an aim 
of the very highest importance, and is becoming a chief 
factor of industrial efficiency. 

We are here concerned almost exclusively with those 
branches of art which appeal to the eye. For though 
literature and music contribute as much and more to the 
fulness of life, yet their development does not directly affect, J 
and does not depend upon, the methods of business, the 
processes of manufacture and the skill of artisans. 

The artisan of Europe in the Middle Ages, and of eastern Wh ... 
. h h b' d di f .. ,oc.,land countrIes now, as per aps 0 tame ere t or more ongln- indU8t.ri~ . 

ality than he has really possessed. Eastern ca!}iets, for :~~I"" . 
instance, are full of grand c~nceptions: but if we examine a ~~~~y 
great many examples of the art of anyone place, selected i .. U. .... 

perhaps from the work of several centuries, we often find 
very little variety in thei!:. fundamentel ideas. But in the 
modem era of rapid changes--some caused by fashion and 
some by the beneficial movements of industrial and social 
progress-everyone feels free to make a new departure, 
everyone has to rely in the main on his own resources: 
there is no slowly matured public criticism to guide himl. 

I In fact. every d_igner in a priDli~ve ~ is govemed. by precedent.: onb' 
Yel')' daring people depart. from It.j even U1e,. do not depart far, and t.beit innov&
UOlLI are IUbject.ed to lb. teat. of experience. which, in lbe long nm, is infallible. 
For Lhougb &he crudest. and moat; ridiculoUl faahiona in art. and in literat.ure will 
be accepted by &.he poopl. for a t.im. a' the bidding of t.heir social. ~pario,.. 
DOLbing but; Hue artistic exeellence baa enabled a .ballad or a melody. a 81.,18 of 
dftIII or .. pat.k!lru 01 fumit.ure ID ret.ain U.s popularity among .. whole oaLioo lor 
many generat.iol\l t,oget.her. Thole innovat.io~ t.heo, "Web wue iDconsisten$ 
with the \rue 'pirU of an were IUppreMed., and those Lbat. were on the right 
\rack were retained, and became &.he a&arting-point. for lurther progre.u; and 
lhUl i.raJiuonlll inat.iotU: played. .. great. pan in preserving &M purit.y of \b. 
iodUlkial an. in Orieo.t.a1 couoUiaa. aod too .. lea estent. in mediatnJ Europe. 
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IV, n, e. This is however not the only, perhaps not the chief 
diaedvantage under which artistic design labours in our own 
age. There is no good reason for believing that the children 
of ordinary workmen in the Mid!ile Ages had more power of 
artistic origination than those of ordinary village carpenters 

and 
af.t.ractl 
a Ia"", 
abare of 
abili',. 

or blacksmiths of to-day; bot if one .mong ten. thousand 
happened to have genioe, it found vent in his work and 

,; waa stimolated by the competition of the gilds and in 
other ways. But the modem artisan is api to be occopied 
in the management of machinery; and though the faculties 
which he develops may be more solid and may help more 
in the long ron towards the highest progress of the human 
race, than did the taste and fancy of his medieval pri!' 
decessor, yet they do not contribute directly towards th~ 
progress of art. And if he should find in himself a higher 
order of ability than among his fellows, he will probably 
endeavour to take a leading part in the management of II 

trades-onion or some other society, or to collect together II 
little atore of capital and to rise oot of that trade in which 
he waa educated. These lire not ignoble aims; bot his 
ambition would perhaps have been nobler and more fruitful 
of good to the world, if he had stayed in his old trade and 
striven to create works of beauty which should live lifter he 
had gone. 

Bui ID It most however be admitted that he would have great 
modem 
lim.. difficulties in doing this. The shortneB8 of the time which 
deoignlo 
aim... we allow ourselves for changes in the arte of decoration is 
~~':;!:' acarcely a greater evil than the width of the area .of the 
pn>louio. world over which they are spread; for that caoses a further 

distraction of the haaty and hurried efforts of the designer, 
by compelling him to be always watching the world move
menta of the sopply of and demand for art products. This 
is a task for which the artisan, who works with his own 
hands, is not well fitted; and in conseqoence now-a-daye 
the ordinary artisan finda it best to follow and not to lead. 
Even the supreme ekill of the Lyons weaver shows itself 
now almost exclusively in an inherited power of delicate 
manipulation, and fine perception of colour, that enable him 
to carry ou.t perlectt, the ideaa ol profeasioll&l designen. 
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Increasing wealth is enabling people to buy thing. ol all IV, n, e. 
kind. to suit the fancy. with but a oecondary regard to their which iI 

powers of wearing; so that in all kinds of clothing and furni- ~ •• ~.!" .. 
ture it is every day more true that it is the patt.rn which '" I .. bi ••• 

sells the things. Tbe influence of the late William Morris 
and others. combined with the lead which many English 
designers have derived from Oriental and esp.cially P.rsian 
and Indian masters of colour is acknowledged by Frencbmen 
themselves to ~ve attained the first rank for certain clas ••• 
of English fabrics and decorative products. But in other 
directions France is supreme. Some Engli.h manufacturers 
who hold their own again.t the world would. it is said. be 
driven out of the market if they had to dep.nd on English 
patterns. Thi. is partly due to the fact that Paria having 
the lead in fa.hions. as the result of an inherited quick 
and subtle taste J!! women'! dress. a Parisian design ia I 
likely to b. in harmony with the coming fashions and to 
lell better than a design of eq ual intrinsic worth from 
.lsewhere1• 

Teclu!ical e~cation. then. though it cannot add much 
directly to the supply of g.niu. in art. any more than it can y' I 
in .cien.e or in busin •••• oan y.t save much natural artistic I 
genius from running to .wa.t.; and it is called on to do thia 
all the more because the training that was given by the 
older forms of handicraft can never be revived on a large 
scale" • 

• French designen lind it; best; to Uve In Paris: if they ltay lor long out 01 
cooiac' wiLb the eenlral movement. of faabion \hey I88ffi to fall behindhand. 
MOlt; of Ihem have beon educat.ed .. artiIi.... but; ban failed of their highel' 
ambition. n iI only in e:r.ceptiooai CBaeI, all for instance for t.b. Shtell china, 
lbat; 1.h08l who bave succeeded II art.ista ftnd it; wort.h ~8ir wblle to design. 
Engliabmen can, however, bold their own in deligniDg for Oriental markeY, and 
\here ill evidence that; the Engliah are at; leas .. equal to U1e French in originality, 
though they are inferior in quickn811 in teeing bow to group lonna and coloUl'l 10 
.. to ob\aiD aD et!ecLive ftIIUl" (SM &he Rqon Oft Tt,t:'\nical Eduocdiml. VoL L 
pp. 256, 261, S24, 325 and VoL DL pp. 161, 152, 202, 203, 211 and JHII"m.) It. iI 
probable that the proflllllioD of the modem designer baa Dot Jet riA6II to I.he belt 
poIition "hieb it ill capable 01 boldine. Por it baa been kt • c:lUproportionat.e 
ut.ent under the influence of one nation; and I.hat. nntion 11 one WhOM woru in 
tbI bigbeat bran.cb.u 01 art. baTe I8Idom borne kt be traneplant.ed.. Tb.,. have 
lDdeed. ofloon been applauded and imitated a' t.he time by ot.her nationa, but they 
have .. :rea Mldom .t.rud: a key-nOM lor ~. beat. work 01 later pnerationa. 

• The paintera Uwntel.... ba.... put. aD NCord ill dl. portraif....g:lIolleriu Lhe 
1001 lllal io mediloool lim., one! .... IaIM. _ on ." ... 1ecI • IaqjeI ...... 01 
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§ 7. We may then conclude that the wisdom of ex./ 
pending public and private funds on education is not to be 
measured by ite direct fruits alone. I!-wilLha..I!rojiIi!!Jll'UI~ 
a !Ue!8.Jn:o'estment, to giv!l the.-.nt'!S-"_ee_ ~U!le....P!'ople_ '!l11~h 
gre~0l!P0rtup.iti~_~h.IIILthcycaD--generally avail them-
s,!I:o'1'1'-.9f. For by this means many, who would have died 
unknown, are enabled to· get the start needed for bringing 
mt theu latent abilities. And the economic value of one 
!leat industrial genius is sufficient to cover the expenses of 
;he education of a whole town; for one new idea, such 88 

Bessemer's chief invention, adds as much to England's pro
iuctive power as the labour of a hundred thousand men. 
['ees direct, but not less in importance, is the aid given to 
?roduction by medical discoveries such as those of Jenner 
)r Pasteur, which increase our health and working power; 
md again by scientific work such as that of mathematics 
)r bioklgy, even though many generations may pass away 
lefore it bears visible fruit in greater material wellbeing. 
All that is spent during many years in opening the means 
of higher education to the masses would be welJ paid for 
if it called out one more Newton or Darwin, Shakeepeare 
·or Beethoven. 

There are few practical problems in which the economist 
has a more direct interest than those relating to the princi
plee on which the expense of the education of children should 
be divided between the State and the parents. But we 
must now consider the conditions that determine the power 
and the will of the parents to bear theu share of the expense, 
whatever it may be. 

and_duly Most parents are willing enough to do for their Childrenl 
Olp_ .. D", h h' . didf th d h w at t ell own parents or em; an per aps even 

to go a little beyond it if they find themselves among 
neighbours who happen to have a rather higher standard. 
But to do more than this requiree, in addition to the moral 
qualitiee of unselfishness and ~8tmth of affection that , 
the bu' inte1lec' than it doee now; when &be ambition of JOUth II &empt.ed by Ute 
uoitemen' of modem buainell, when i" ..... tor imperishable achievementa 8ndI 
• bid in the dillCOveriei of modem 1Cience, 1IId. IaIUy, when a area' deal 01 
ueaUen' talen' II illaenlibly diYVted from higb airnI by \be ntady p.,. to be CO' 
by b .. .u, .mllnc haU-lboUjlh .. lor poriodloal tilUo_ 
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are perhaps not rare, a certain habit of mind which is as IV,"" 8. 

yet not very common. It requires the habit of distinctly -
realizing the future, of regarding a distant event as of nearly 
the same importance as if it were close at hand (discounting 
the future at a low rate of interest); this habit is at once a 
chief product and a chief cause of civilization, and is seldom 
fully developed except among the middle and upper cIasses 
of the more cultivated nations. 

§ 8. Parents generally bring up their ehildren to occu- MobUily . 

pations in their own grade, and therefore the total supply of ==:... 
labour in any grade in one generation is in a great meaaure =
determined by the numbers in that grade in the preceding 
generation, yet within the grade itself there is greater 
mobility. U the advantages of anyone occupation in it rise 
above the average, there is a quick inJIux of youth from other 
occupations within the grade. The vertical movement from, 
one grade to another is seldom very rapid or on" very I 
large scale; but, when the advantages of a grade have risen 
relatively to the difficulty of the work required of it, 
many small streams of labour, both youthful and adult, 
will begin to flow towards it; and though none ·of them 
may be very large, they will together have a sufficient 
volume to satisfy before long the increased demand for 
labour in that grade. 

We must defer to a later stage a fuller discussion of the Pro";';o •• l 

obatecles which the conditions of any place and time oppose ......... io. 

to the free mobilit}' of labour, and also of the inducements 
which they offer to anyone to change his occupation or to 
bring up his son to an occupation difierent from his own. 
But we have seen enough to conclude that, other things being; 
equal, an increase in the earnings that are to bc got by labour ,/ 
increases its rate of growth; or, in other words, a rise in its 
demand price increases the supply of it. U the state of 
knowledge, and of ethical, social and domestic habits be 
given; then the vigour of the people as a whole if not their 
numbers, and both the numbers and vigour of any trade in 
particular, may be said to have a supply price in this sense, 
that there is a certain level of the demand price which will 
keep them stationary; that a high"" price would cause them 
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IV, n, 8. to increase, and that a lower price would MUlle them to 
decrease. ThUll economic caUlleB playa part in governing 
the growth of population as a whole as well as the supply of 
labour in any particular grade. But their influence on the 
numbers of the population as a whole ill largely indirect; 
and ill exerted~bY-~aL9L~e et!!i.ca1, Bocial and domestic 
habits- of life:~ For theBe habits are the~veB infI~ced 
-~ by economio causeo deeply, though aiowly, and in way. 

some of which are di.f!icult to trace, and impoBllible to 
predictl • 

I Mill "II 10 DlII'Ik Jmpreaed by the dlfBcuJt.i. &bat beset .. parent In \be 
at.tempt &0 bring up hiI .on &0 an oecupatJoa widely diftermt in character from hiI 
own, ","I be aid (Pri"'p"', IL .... 8):-"90 comple", Indoed, .... bllberlo ..... 
&he leparation, 10 .t.rongly marked. the line 01 demarcation, betneo. U. dift'enm.' 
gradM of labourers, .. &0 be almoat. ttquivalent to an hereditary diatinet.ioD of cute; 
each employment. being chie8y recru.it.ed hom $he childnm of &.bole already employed 
in it, or in eznploymenta of t.be IlUDO rank wi&b " in aocJal MWnBt.ion, 01' from Ute 
children ~ peraolll who, if originally 01 .. lower rank, have IUcceeded in raising 
lhemaeJ.veI by ~ 8xertiona. The llberal prolellioWi are DlGltly aupplied by U1e 
1001 of either the prol88llionai Of' the idle clusae: t.be more bigbly .killed. manual 
employment. are 6lled up from $he MUlA of UiJ1.,d IUtisaDa OJ &be cJa. of 
UadMI"DeD who rank with them: lhe lower eluseI of akiUed employmeotl are 
in .. limilar eaee; and unskilled. labourer., with ooouional eJ:cept.ione, remaiD 
'rom father to .on in lheir priltin. coodilion. CouequenLly ~ W&g8I of each 
c1a.g have hitherto been regulated by t.be inCl"8alJ8 of it. own population, rather 
than that 01 t.be general population of lb.e counlry." But he goea on. "The 
changeI, however, DOW 10 rapidly ~kina place in uaaget and ideaa are under-
mining alI these diJtJnet.iona." 

Hil prescience hu been rindieated by &he progrosl of change IInee he wrote. 
The broad lin. of divisioD which be pointed out bave been almost oblitenkld by 
lhe rapid action of tho.. C8UJe1 which, u we .w earlier in &be chaplet, are 
reducing &he amount of _kill and ability requiMd in lOme occupa'iODI and 
inezeuing i' in oUaera. We cannot any longer "'Pf'd dillenm& oceupatiODl u 
diatributed UIlong rOUl great plan.; but we ma1 perhaps UUnk of lhem II 
rosembling a long Bigbt of atepa of unequal breadth, 1OIIl8 of t.hem baing Jb broad. 
II &0 Id II laodiDg _tagea. Or.YeIl beuer .till ". might pic&url to ouneIv. Wo 
Oightl 01 _tain, one repJ'8I8Dting ~ "hard-handed. indWlt,ri." and the olher 
"&he IOtt.-banded indWlmel"; beeaUle the "nleal di'rilion between &beaa two 11 
In fad u broad and .. clearly marked u lb.. horiJ.oa&al divilioD between aD1 two 
grad ... 

MiD'a elllISi8cation bad 101' a great pan 01 118 nlue whem Cairn .. adopted ,& 
(lAatli", Prif&eiplu. P. TJ). A. e1a8sifica&iOJl more w.ited to our HilLine eonilit.iODl 
11 offered by Oiddingl (PolilWJ BciMet QtulrUrly, VoL II. pp. 89-71). Ii iI 
open to \be objec~ion t.ha& 1& draw. broad lin .. cd division wbere Dature bu made 
no broad linflll, but it II perhs,. .. good .. an1 diriaion of ind ... "J in&o lour 
erad- can he. KiJ dirilionl are (I) .uIr.tIutio "d.UGl Wotw. including common 
labourel'l and machine Mndel'l; (n) ~ IIIGM&aI Wotno, including tho. who 
can be ent.rult.ed whh IOmII ftIIponalbili',. and labour cd ..,4iredjoni (ill) ..... 
tftGIio &rai. toOrl:.'. lUeb .. book-keepel"l,· IIld (iv) ~ .,... """'. 
IncIudio& fobe IUperlntendenta IIld direc&ora. 

'1'110 ooadllioDl IDCI molbodl oj Ibo .... IDCI -. mo_ 01 Ibo 
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popuJaLion upwarda ad downwarda from grade to grade are dudied. more fully IV, n, 8. 
below, VL IT. 'Y. and 't'IL 

The growing demaod for boY' to run 1D'I'Ilnda, and to do ot.ber work &baa bu 
no ed~ nlue, has iDcreued. die dangu $hal. parente .nay IBDd t.beir lOBI 

into ave.oUBI &bat haft DO outJoot for good employment. in later yeanJ: and 
.ameLbing is being done by public agency, and more by Ihe devotion and energy 
0( men and women in IIIlOfficial associaLion, in giving out. DOteli of warning 
against INch ., blind alley" occupations, and assisting Iada &0 prepare &hemselvel 
for akilled work. These effortl may be of great national nlue. But. C&I'e mus' 
be ....... &1> .. Ibio guidance and help ;. .......... 10 .. &be Irlgher ....... 0/ &be 
working class populat.ion wben in need. of U, .. to the 1oW81'; lest; Uae race should 
d8goDomIo. 
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CHAPTER VII. 

THE GROWTH OJ!' WEALTIL 

§ 1. lR this chapter it is not necessary to distinguish 
the points of view in which wealth is regarded as the 'object 
of consumption and as an agent of production; we are 
concerned with the growth of wealth simply, and we have 
no need to emphasize its uses as capital. 

The earliest forms of wealth were probably implements ) 
for hunting and fishing, and personal ornaments; and, in 
cold countries, clothing and hutsl • During this stage the 
domestication of animals began; but at first they were 
probably cared for chiefly for their own sake, because they 
were beautiful, and it was pleasant to have them; thcy 
were, like articles of personal ornament, desired because of 
tbe immediate gratification to be derived from their pas· 
session rather than as a provision against future needs". 
Gradually tbe berds of domesticated pnimals iB .... ssed; and 
d uringt!i6-pastoral stage. tbey were at onoe the pleasure 
and the pride of their possessors, the outward emblens of " 
social rank, and by far the· most important store of w;Uth 
accumulated as a provision against future needs. 

1 A. abon bu~ ~tin .'udy of \.h. growlh 01 weall.b in its early form-. and 
01 lob. an. of life. iI given in Tylor's A.~. 

I Dagobo$ (ECOMtIIic 6w.diu, pp. 163--5), after quot.ing $be nidonce which 
GoJton baa calleded on \h. keeping of pe~ animals by .nge kibela. poin ... out 
that ... 8nd bere a good WUlLnl.ion of the faet. Ula~ boftvw careless a tavag. 
race may be for \b. fut.ure, it canno. avoid making lOme pl'OYisioD fOl' it.. A. bow, 
a flshing~ne" which wiD do ita work wen in gut.Ling food tor kl-<iay. must be 01 
service for many days too come: a bone or a canoe lila, wiD earry one well t.o-dIiy, 
mUit. be • Iktred·Up IOUJ'Ce of man, fuku'e enjoymea&a. Tbe leut. proVident. of 
barbaric dfOoApoy may nile a maasi'Ve pile or buildinp. l«aUde it. iI &be mOIl. 
p.l,able proof of his present. wealt.b and powv. 
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As numbers thickened and the people settled down to IV, m,l. 

agriculture, -cultivated land took the first place in the inven- Po':;;;-of 

tory of wealth; and that part of the value of the land which ~~y 
was due to improvements <among which wells held a con- '~~li~ of 

1 ·l·th· ....... spicuous place) became the chief e ement of capita, m e lioo. 

narrower sense of the term. Next in importance came 
houses, domesticated animals, and in some places boats and -- -. . sllii1s; but the implements of production, whether for use 
in agriculture or in domestic manufactures, remained for a 
long time of little value. In some places, however, precious 
B~ and_the precious metals in various forms became early 
a leading object of desire and a recognized means of hoarding 
wealth; while, to say nothing of the palaces of monarchs, 
a large part of social wealth in many comparatively rude 
civilizations took the form of edifices for public purposeB, 
chielly religious, and of roads and bridges, of canals and· 
irrigation works. 

For Bome thousands of years these remained the chief U.1il 

forins of accumulated wealth. In towns indeed houses and lh."o:uI .. :. 
household furniture took the first place, and stocks of the ~t~~£:::
more expensive of raw materials counted for a good aeal; but .i

f
•• o!"'li • 

• 0 aU:1I ary 
though the inhabitants of the towns had often more wealth copilaL 

per head than those of the country, their total numbers were 
small; and their aggrcgate wealth was very much less than 
that of the country. During aU this time the only trade that 
used very expensive implements was the trade of carrying 
goods by water: the weaver's looms, the husbandman's ploughs 
and the blacksmith's anvils were of simple construction and 
were of little account beside the merchant's ships. But in 
the eighteenth century England inaugurated the era of 
expensive implements. 

The implements of the English farmer had been rising Bul In 

slowly in value for a long time; but the progress was qnick- F.''':.:~h.Y 
ened in the eighteenth century. After a while the use first h~:.sed 
of water power and then of steam power caused the rapid ..,y f .... 

substitution of expensive machinery for inexpensive hand 
t'!,ols in one department of production after another. As in 
earlier times the most expensive implements were ships and 
in some cas .. canals for navigation and irrigation, so. now 

• 
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IV, m, L they are the means of locomotion in generaI;-railways and , 
- tramways" canals, docks and ships, telegraph and telephOne! 

systems and water-works: even gas-works might almost come 
under this head, on the ground that a great part of their 
plant is devoted to distributing the gas. AIter these come 
mi..lWl .. nd ~ and chemical wru;ks, ship.:.bnildipg yams, 
printing-presses, and other large ~..£torjes full of expensive 
machinery. 

On whichever side we look we find that the progress and 
diffusion of knowledge are constantly leading to the adoption 
of new processes and new machinery which economize human 
ellort on condition that some of the ellort is spent a good 
while before the attainment of the ultimate ends to which it 
is directed. It is not easy to measure this progress eXactly,t 
because many modem industries had no counterpart in ancient 
times. But let us compare the past and present conditions 
of the ~t industries the products of which have not 
changed their general character: viz. agriculture, the building, 
the cloth-making, aud the carrying trades. In the first two of 
these hand work still retains an important place: but even 
in them there is a great development of expensive machinery. 
Compare for instance the rude implements of an Indian 
Ryot even of to-day with the equipment of a progressive 
Lowland farmer'; and consider the brick-making, mortar-) 
maki;jg, aswing, planing, moulding and slotting machines, 
of a modem builder, his steam cranes and his electric light. ' 
And if we tum to the tenue trades, or at least to those 
of them which make the simpler products, we find/each 

1 The farm lmplamentl for .. tln, era. Ryo' family, including six 01' .vera 
adul~ males, fU'8 a lew light plougbl and boSl chiefly 01 wood, 01 the toW YaIue 01 
I.bou' 13 rupees (Sir O. Phear, .dtya" Ylll4,., P. 233) or &he equinlen& 01 Uaeir 
work for about .. month; wbile the value 0.1 the ID&Chinely alone on .. weD 
equipped large modem arable farm amounts to a an acre (EpipMMI oJ "., 
Farm, edited b,. J. C. Monon) or _,. .. year'. wot%)lw each penlOll employed. 
They include .t.eam-enginel, k'ench, .ubeoil and ordinary ploughl, lODle to be 
worked by .team and 80m. by bo.rte powv; nrioua grubbers. hanoftt rollera, 
elodooCl'Ulbera, III8d. and manure driUa, horte hoM, rat.., ba,..m.m..g, mowiDe _ 
roaping maehiofll, .teRm or horse tbreabing, chaft cuf.ting, klnlip cuu.ing, bar
preatillg maehin. and a mult.iWde of olbea Meanwbile r.here ill ao mcreuing 
uae of mOl and. coTered. yarda, uul 00DIt.an& impl'Ovenumt.l in &he S&unp 01 ~ 
dairy and oUier lanD. buildings. ftlI of which Rin gma& economy of efton in'lbt 
10111 nID, but require a targer lIhare 011& to be 1peQt. in prepariDa abe '"y for aa.. 
cIlNC\, ..... t alibi _ iD ......, o,rriouIluIoI ,...t_ 

o ' 



1I0DBBII I'OBMIl 0. WEALTH 223 

operative in early times content with implements the cost of IV, on, I. 

which was equivalent to but a few monthe of hillabour; -
while in modern times it is estimated that for each man, 
woman and child employed there is a capital in plant alone 
of more than £200, or say the equivalent of five years' labour. 
Again the cost of a steam-ship is perhaps equivalent ,to the 
labour for fifteen years or more of those who work her; while 
a capital of about £1000,000,000 invested in railways in! 
England and Wales is equivalent to the work for more than 
twenty years of the 300,000 wage-earners employed on 
them. 

§ 2. As civilization h.!!!..l!t9gte1!l!ed, man has always been An~lh.y 
• --- r __ ~ - • are IIkt'ly 

develoPllllL~'!.-.~nts, and new and more expenBlve ways .. !'O .... u. 
of gratifying them. The rate of progre .. has 80metimes been .. ......... 
slow, and occasionally there has even been a great retrograde 
movement; bqt now we are moving on at'a rapid pace that 
l!I:0ws quicker every 1~; and we cannot glles§"wAerltjt wjJJ 

stop. On every aide further openings are sure to offer them-
-sefves, all of which will tend to change the character of our 

social and industrial life, and to enable us to tUrn to account 
vast stores of capital in providing new gratifications and new 
ways of economizing effort by expending it in anticipation 
of distant wante. There seems to be no good reason for 
believing that we are anywhere near a stationary state in 
which there will be no new important wants to be satisfied; .j 
in whicb there will be no more room for profitably investing 
present effort in providing for the future, and in which the 
accumulation of wealth will cease to have any reward. The \ 
whole history of man shows tbat his wants expand with the 
growth of his wealth and knowledge1• 

I For iDlu.nce. imp!'OnmeDta which haft ft!IIeently been made in lOme American 
clUe. indicate Uta, by .. ~ outlAy of capit.al eaeb bOUle could be IUpplled 
willi .. hat it doM require. . Ted of nat it does no, muclt mOM eftect.i:ve1y 
thaD now. 10 .. &0 enable .. large pan of the population &0 lift in to'IfDI and yet 
be free Irom many 01 Ula present erill 01 town life. The 8,., atep It to mate 
under aU ibe .Lreet.t Iargll tunnell, in which many pipea and. wireI can be laid 
.ide b,. tide. and ",paired when they pt out of order, wil.bout any in&emJptioa 
of the lUeral t.raffic and without great e:r.pense. Motive powerJ and p08Sibly 
even hM" might Ulan be generated M pea' dinanC8IJ from ille kwnl (in lOme 
ca.lfIb. coal-mines), and laid on where". wam&ed.. Son water and spring water, . 
ald perbapa • .,en .. water and. ozonized. air. migh' be laid on in I8PIUaW pi~ 
\0 .... IJ ,...,. bouae; wbllo _.pipoo mlgbt be lIIO<I lor PriDe ...... Iob III 

• 
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IV, m, a. And witb the /l!0wQ.of openings for th!...iA'leatment of 
An~ c~al ~ere is a constant incr .... eiiitiil;t surplus O!:::J 
u,=~:," duction over the ~ecessaries of life, which gtves the 
beeo

b 
anbld to save. When the arts of production were rude, there was pro. y _. 

"ill be very little surplus, except where a strong ruling race kept 
~=~n the subject masses hard at work on the bare nece .... ries of 
::J:';:!. life, and where the climate was so mild that those necessaries 
!ale. were small and easily obtained. But ev~ry incr ... ~ the . . . ~-.~,.-. . 

atu of .l!t.wil!!Ltion, and m the capItal accumJliated to aBBlBt l 

and support la~o,!,,~f~m:e production, increased the surplus/ 
out of which more w ... lth could be accumulated. After a 
tm.e civilization became possible.in temperate and even in 
cold clinIates; the increase of material wealth was possible 
under conditions which did not enervate the worker; and did 
not therefore destroy the foundations on which it rested l • 

Thus from step to stel!...Y~alth aI!d knowledge.hYl4llOwnt 
and with every step the power of saving wealth and extendf 
ing knowledge has increased. 

The .10,. § 3. The habit of distinctly reslizing the future and 
:~e~~~ pzoviding for it has developed itself slowly and fitfully in 
menlol.heth f' hi t T ell tell f'b' habit. of e course 0 man 8 S ory. rav era ua 0 tri es 
r.::n,~ who might double their resources and enjoyments without 
lui.... increasing their total labour, if they would only apply a 

little in ad vance the means that lie within their power 
and their knowledge; as, for instance, by fencing in their 
little plota of vegetables against the intrusion of wild 
animals. 

But even this apathy is perhaps less strange than the 

wIn&er, and eompreued. air for IoweriDc the beat of twnmer; or Ah. heaa mjgb' 
be auppliod by IIU 01 _, bee .... po .... laid on it! apeclal pipes, ,.hlIe Iigh. 
1rU derived (rom PI lIJIGCiallJ 1Uit.ecl f(a &be purpoa or hom eIocUici.y; and. 
nary hoU81 might be in e1ecLric commumcatoioo wilob lb. rei' of the &own. All 
unwholesome npOUII, Including thoee ginn 04 b, any dom.&ic &.nil whicb ~ 
at.iU uaed, might be carried awlIo)' by -kana draughbl \broueh Ioue conduiu. to 
be purified by p .. iog lbrougb large tumac. and. lbeJlCl away Ulrougb buge 
cbimne,. Into Ule higber air, To can'f OU' IUcb Il lC!heme In the &owns of 
Eogland. would require &he outlay 01 a much larger copital &baa hal been 
abaorbed by our railwaJ&. Thil eGDjedure .. to &btl ulLim.te count 01 toWQ 
lmprovemeo.' IDay be wide 01 &he kut.b; bu' i' IBrnI to iDdieate OM 01 very 
many W8.J'I ID. "hich t.be uperieaC& 01 &he PU' toreahado_ broad opeDinp 
10f iDv8Itma prueo' eflon in JR'OridiDa: tlw meaDI 01 .... yina; OW' "ahta in 
~. luI-we. 

I Oomp. Appeodlz A. 
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wastefulness that ill found now among some claeses in our IV ..... S. 

own country. Cases are not rare of men who alternate be- -
tween earning two or three pounds a week and being reduced 
to the verge of star. vation .. : the utility of a shilling to them I 
when they are in employment ~. _eftS than that of a penny 
when they ar;out of it;"nd yet they never attempt,to make 
provision for the time of need '. At the opposite extreme 1 
there are-;n;;;rs. in some-of whom the passion for saving 
borders o;;-r;;;;nity; while. even among peasant proprietors 
and some other classes, we meet not unfrequently with people 
who carry thrift so far as to stint themselves of neceesaries. 
and to impair their power of future work. Thus they lose \ 
".!ery wp,y: t~eLne,"~r O'o]1y .Dj~; while the income 
which their stored-up wealth brings them ill less than they 
would have got from the increase of their earning power, if 
they had invested in themselves the wealth that they have 
accumulated in a material form. 

In India, and to a less extent in Ireland, we find people 
who do indeed~b_s.taE>}ro~~dj!!iunjovme"t an~e , 
up consid:~ble sum~th great self-sacrific9, but spend alll 
their savings in lavish festivities at funerals and m~s. 
They make intermittent provision for the near future, but 
scarcely any permanent provision for the distant future: the 
great engineering works by which their productive resources 
have been 80 much increased, have been made chiefly with 
the capital of the much less self-denying race of Englishmen. 
t Thus the causes which control the accumulation of wealth 

differ widely in different countries and different ages. They 
are not quite the same amo~.!~yJ.WQJaces, and.~Ihaps 
not~.v:~~among any~wo. social classes,.in_th!LA&lll&'race .. 
They depend much on social and religious sanctions;)and it 
ill remarkable how, when the binding force of custom has 
been in any degree loossned, differences of personal character 
will cause neighbours brought up under like conditions to 
differ from one another m. ore widely and more frequently in I 
their habits of eX~§Y!g'lnc. Qr tl.rjft than in almost any t 
other reSpect • 

• 
• Thoy "discoun'" future benefits (ocmp. Book nL cb. v. is) .t. the rate 01 

mq ~oUl&Ddl per cent.. per annum. 

H. 
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IV, .... 4. § 4. The ~tl~~ 01 early timea was in a great 
I Securi.y .. measure due to the want of sec1!'!ity that those who made, 

:.":::t.:!;.. provision for the future would enjoy it: only those who were 
already wealthy were strong enough to hold what they had 
saved; the laborious and self·denying peasant who had heaped 
up a little store of wealth only to see it taken from him hy a 
stro,!ger hand, was a constant warning to his neighbours to 
enjoy their pleasure and their rest when they could. The 
border country between England and Scotland made little I 
progress so long as it was liable to inceasant forays; there was 
very little saving hy the French peasants in the eighteenth I 
century when they could escape the. plunder of the tax-, 
gatherer only hy appearing to he poor, or by Irish cot~,l"B, 
who, on many eatates, even forty years ago, were cOmpelled 
to follow the same course in order to a void the landlords' 
claims of exorbitant renta. 

Insecurity of this kind h~_nelUly passed away from the 
aivili'ecf worrd:--But;e -are still sufIering in Engla~d from I 
the effects onhe Poor-law which ruled at the beginning of 
loist century, and which introduced a new form of insecurity 
lor the working classes. For it arranged that part of their 
wages should, in effect, be gi ven in the form of poor relief; 
and that this should be distributed among them in inverse 
proportion to their industry and thrift and forethought, so 
that many thought it foolish to make provision for the future. 
The traditions and instincts which were fostered by that evil 
experience are eveu now a great hindrance to the progress of 
the working classes; and the principle which nomi:aally at 
least underlies the present Pool-law, that the State should',l 
take account only of destitution and not at all of merit, actsl 
in the same direction, though with less force. 

Insecuritl of this k4!d_,!I~~_is being diminished: the 
growt1i of enlightened views as to the dutiea of the State 
and of private persons towlUds the poor, is tending to make 
it every day more true that those who have helped them
selves and endeavoured to provide for their own future will, 
be cated for by sooiety hetter than the idle and the thought- , 
les8. But the progress in this direotion is still slow, and 
there remains much to be done yet. 
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§ 5. The growth of a money-economy and of mOdea IV, m,5 
habits of business doea indeed hinder the accumulation 0 Th.

~ by putting new temptatio-n.-r;;. the -;;y of those wh ~~:!~;! .." 
are inclined to live extravagantly. In old timea if a man/~onomy 

1
9l'veanew 

wanted a good house to live in he must build it himself' lempla-
• $iODS kt 

now he finds plenty of good houses to be hired at a rent .. "" .. -
Formerly, if he wanted good beer he must have a good brew- ganoe, 
house, now he can buy it more cheaply and better than he 
could brew it. Now he esn borrow books from a library I 
instead of buying them; and he tan even furnish his house. 
before he is ready to pay for his furniture. Thus in many 
wa yo the modem systems of buying aud selling, and lending 
and borrowing, together with the growth of new wants, lead 
to new extravagances, and to a subordination of the interests 
of the future to those of the present. 

But on the other hand, a money-economy increases th~Uh!SO 
variety O.f the. us. e.s between which a person candist!i)lUte '~::"'Y 
h~j;\!re_£B'e_ncjiture. A person who in a primitive state ~;~gs 
of society stores up some things against a future need, rna will ""dally provi e 
find that after all he does not need those things a. mucn wba.;" 

• want.edin 
as others which he has not stored up: and there are many th. fu ...... 
future wants against which it is impossible to provide 
directly by storing up goods. But he who has stored up \ 
capital from which he derives a money income Can buy what . 
he will to meet his needs as they arise l • 

~ 
Again, modem methods of business have brought with And II baa 

hem OPportunities. for the safe in. vestment of capital in such i:~l:~bO / 
ays as ~~a_r~nue to !lersons who have no goodfa~:i,~ofor 
pportunity of engaging in any business,-not even in that ~~ib. \0 

of agriculture, where the land will under some conditions act fulfnd .. 
as f"trustworthy savings-bank. Theae new opportunities of ... mg. 

have induced some people who would not otherwise have 
attempted it to put by 80mething for their own old age. And, 
what has had a far greater effect on the growth of wealth, 
it has rendered it far easier for a man to provide a secure 
income for his wife and children after his death: for, after ~ 
all, family affection is the main motive of saving. -

I oJb.p. m .•• I. r 
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GROWTH OJ' WEALTH 

§ 6. There are indeed some who-find an inten... pleasure 
in seeing their hoards of wealth grow up under their hands, 
with scarcely any thought for the happiness that may be 
got from its use by themselvee or by others. They are 
prompted partly by the instincts of the chase, by the deeire to 
outstrip their rivals; by the ambition to have shown ability 
in getting the wealth, and to acquire power and social position 
by its posseesion. And sometimes the force of habit, stsrted 
when they were really in need of money, has given them, by 
.a sort of reflex action, an ~rtificial and unreasoning plea§ure 
in amassing wealth for its own sake. But were it not for thej 
family affections, many who now work hard and save carefully 
would not exert themselves to do more than secure a,comfort
able annuity for their own lives; either by purchase from an 
insurance company, or by arranging to spend every year, after 
they had retired from work, part of their capital as well as 
all their income. In the one case they would leave nothing 
behind them: in the other oulY provision for that part of 
t~eir hoped-for old age, from which they had been cut off by 
death-lTh~..!!!~~}~bour and Jlav~shiJ,fl)'.Jor. tJ!!l. sake. ~1 
their families and not lor themselves, is shown by the fact 
thatthey-seldom'spenil, after'they have retired from work, 
more than the income that comes in from their savings 
preferring to leave their stored-up wealth intact for their 
families; while in this country alone twenty millions a year' 
are aaved in the form of insurance policiee and are available.-
only after the death of those who save them_) --

A man can .have no stronger stimulus to energy and I 
enterprise than the hope of rising in life, and leaving his 
family to start from a higher round of the social ladder than, 
that on which he began. It may even give him an over..: 
mastering passion which reducee to insignificance the desire, 
for ease, and for all ordinary pleasures, and sometimee even; 
deetroys in him the finer sensibilitiee and nobler aspira-; 
tions. But, as i. shown by the l!':arvellilus.g(Q~!ulf weaWl.. 
iti,!!erica during the present generation, it make. him al 
mighty producer and accumulator of richee; unless indeed, 
he is in too great a hurry to grasp the social position which,! 
his wealth will give him: for his ambition may then lead him' 
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into as great extravagance as could have been induced by an IV, m, 7. 

improvident and self-indulgent temperament. -
The greateat savings are made by those who have bee~ 

brought up on narrow means to stem hard work, who have 
retained their simple habits, in spite of success in business, 
and who nourish a contempt for showy expenditure and 
desire to be found at their death richer than they had been\ 
thought to be. This type of character is frequent in the 
quieter parts of old but vigorous countriea, and it WI!>lI very 
common among the middle classes in the rural districts of 
E;,gland for more than a generation after the pressure of the 
great French war and the heavy taxea that lingered in its 
wske. 

§ 7. Next, as to the sources of accumulation. The P2ID!! The, .. ",. 

d d f 
. of aecumu· 

\ to save epen s on an excess 0 mcome over necQ.s_s_ary latJon ia 

i..YJ!jl.!!.di.ture; and this is greatest among the wealthy. In ==; 
this country most of the larger incomes, but only a few of u.~~t.bor 
the smaller, are chiefly derived from capital. And, early in derived 

the present "Century, the <!.ommercial cla§lietil!..J:j)IgIandJlad ::pitaL 
mU.9iunoJ;e.BaYiJlghahi~ thanei.ther _the .cQ.l!ntry gCllltleI.!len 
or the worki¥ classes. These causes combined to make 
English economists of the last generation regard savings as 
made almost exclusively from the profits of capital. 

But even in modem England rent and the earnings of or ..... ~ \he 

professional men and....hlrcd workers are an impmant..source :~r!~ 
~llJjI.Ulation: and they have been the chief source of it !:'~~~~~ 
in all the earlier stages of civilization'.l Moreover, the middle of hkired 

wor 61'1. 

and especially the professional classes have always denicd 
. themselves much in order to invest capital in the education 
of their children; while a great part of the wages of the 1 
working classes is invested in the physical health and strength \ 
of their children. The older economists took too little account 
of the fact that human faculties are as important a means of 
production as any other kind of capital; and we may conclude, 
in opposition to them, that any change in the distribution of 
wealth which gives more to the wage receivers and less to 
the capitalists is likely, other things being equal, to hastell"'"" 
the increase of material production, and that it will not 

, Comp. 1'riociplu ./ Pofih<al_r, by Richard Jon ... 
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IV, .", B. perceptibly retard the storing-up of material waalth. Of 
- course other things would uot be eq usl if the change were 

brought about by violent methods which gave a shock to. 
public security. But a slight and temporary check to the 
accumulatiou of material waalth need not necaasarily be an 
evil, even from a purely economic point of view, if, being 
made quietly and without disturbance, it provided better/ 
opportuuities for the great mass of the people, increased their 
efficiency, and developed in them Buch habits of self-respect 
as to result in the growth of a much more efficient race 
of producers in the next generation. For then it might do' 
more in the long-run to promote the growth of even material 
waalth than great additions to our stock of factories and 

TbepubUc 
Ircumula-
iioD8 of 
clem ..... 
ciea. 

steam-engines. ' 
A people among whom wealth is well distributed, and 

who have high ambitions, are likely to accumulate a graat • 
deal of public property; and the savings made in this form 
alone by some well-to-do democracies form no inconsiderable 
part of the best possessions which our own age has inherited 

Co- from its predecessors. The growth of the eo-operative move-
operation. \ 

ment in all its many forms, of building societies, friendl 
Bocieties, trades-unions, of working men's savings-banks etc., 
shows that, even so far as the immediate accumulation 0 

material waalth goes, the resources of the country are not, a 
the older economists assumed, entirely lost when they 
spent in paying wages'. 

/ :::.'::U:: § 8. Having looked at the development of the methods 
lb. diJlri- of saving and the accumulation of wealth, we may now return 
butdon 01 a . . 
commodily to that analysIs of the relatIons between present and deferred 
b.I ..... tifiti' hih b fr th 'tf" preen' and gra ca ons, w c we egan om ana er pom 0 VIew m 
:::!::mI our study of Demand". 

[We there saw that anyone, who has a stock of a com-I 
modity which i. applicable to several uses, endeavours to 

I n mUll. hoftnr be admitt.ed thai "ha, p.... by tM Dame of public 
properl.y is of ton only private wealt.b. borrowed. on .. mortgage of lut.ufe public 
revenue., MllDicipai gu-worb rop iMLaiIC'tl a.te not. £"lMIraU1 \be resuI&I of 
pubtic accumulatiooa. Tbey "ere. built. 1Irit.h weaJr.h aavwi by private Jlel'IDIlI. 
&1111 oomlwed on public IMlCOUD.L • 

• Above, W. 'Y. 
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I distribute it between them all in such a. way B8 to give IV ..... B. 

him the greatest satisfactio~ If he thinks he could obtain -
more satisfaction by transferring 80me of it from one use 
to another he will do so. If. therefore, he makes his distri· 
bution rightly, he stops in applying it to each several use at 
such a point that he gets an equal amount of good out of the 
application that he is only just induced to make of it to each 

· separate use; (in other words, he distributes it between the 
difterent uses in such a way that it has the Bame marginal 
utility in each). 

We saw, further, that the principle remains the same 
whether all the uses are present, or some are present and 
others deferred: but that in this latter case some new con-
siderations enter, of which the chief are, firstliCthat the -
deferring of a gratification necessarily introduces some.!loll·" (0 
grta.intqr 88 to jts eyer being enjoyed; and ~ly, that, 
8S human nature is constituted, a present gratificatioD if' .", 

g~y. though not always,Jillferred to a gratification that 
is expected to be equal to it, and is as certain as anything 
can be in human life~ 

-....J . 

CA prudent person who thought that he would derive A p ... o. . , 

I ifi · '- I II f h' Iif may .ovo. V equa. grat catIOns uom equa mea.ns at a stages 0 18 e, thougb he 
would perhaps endeavour to distribute his means equally over ~=I 
his whole life: and if he thought that there w~ a danger f;':.:!": 

· that his power of earning income at a future date wouldMuro. 
· run short, he would certainly save some of his means for do! '::01 

a future da~ lie would do this not only if he thought ~:'::.-:: .. 
that his savings would increase in his hands. but even by ,,";Lmg. 

if he thought they would diminish. lie would put by 
a few fruit and eggs for the winter, because they would 
then be scarce, though they would not im prove by keeping. 
If he did not see his way to investing his earnings in trade 
or on loan. so as to derive interest or profits from them. he 
would follow the example of some of our own forefathers 
who accumulated small stores of guineas which they carried 
into the country, when they retireduom active life. They 
reckoned that the extra gratification which they could get 
by spending a few more guineas while money was coming 
in fast. would be of less service to them than the comfort 
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IV, 1'11, 8. which those guineas would bny for them in their old age. 
-,- The care of the guineas cost them a great deal of trouble; 

and no doubt they would have been willing to pay BOme 
smaIl charge to anyone who would have relieved them from 
the trouble without occasioning them any sort of risk. 

Some /- We can therefore imagine a state of things in which 
:::~ -'stored,up wealth could be put to but little good use; in 
==~':." which many persons wanted to make proVision for their 
ably be own future; while but few of those who wanted to borrow 
made even ' 
U ;n ..... ' goods, were able to offer good security for returning them, =w .. ; or equivalent goods, at a future date. In such a state of 

things the postponement of, and waiting for enjoyments 
would be an action that incurred a. penalty rather than 
reaped a reward: by handing over his means to another to 
be taken care of, a person could only expect to get a sure 
promise of something less, and not ofBOmething more than 
that which he lent: the rate of interest wonld be negative1• 

bntltl. i Such a state of things is conceivable. But it is also 
equally , 
lNe 'b.' clinceivable, and almost equaIly probable, that people may be 
IOmework • 
would be 80 anxious to work that they will nndergo some penalty as 
~0:l.~:'o a condition of obtaining leave to work, For, as deferring the 

consumption of some of his means is a thing which a prudent 
person would desire on its own acconnt, so doing some work 

"ere .. 

r.,n!"'y 
ora .. 

w. may 
'berefore 
call inLe
Nit lb. 
reward of 
waiLiDI: 

is a desirable object on its own acconnt to a healthy person. 
Political prisoners, for instance, generally regard it as a favour 
to be aIlowed to do a little workCAnd human nature being 
what it is, we are justified in speaking of the interest on capital 
as the reward of the sacrifice involved in the waiting for tho 
enjoyment of material resources, because few people w03 
save much without reward; just as we speak of wages 
the reward of labour, because few people would work h . 
without reward] 

00' ~I I CThe sacrifice of present pleasure for the sake of future. 
.bo" ...... !has been caIled abstinence by economists. But this term has 

been misunderstood: for the greatest accumulators of wealth 
are very rich persons, BOme of whom live in l=y, and 

• , 
I The IUggCIIUOIl th., t.be fat.e 01 iotered ma, ooncmnbl, become .. negati ... 

qnanU'"1 ... diacu3Ied. b, Fozwell ill .. paper Oft 80lIl' Soei.al "l,qndI oJ B~ 
ntad belo .. Lbo Bank.'" 100Likile io lUlU"" 1881. 

1 I 
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certainIy do not practise abstinence in that sense of the IV, VII, a 
term in which it is convertible with ~emiousness. What I -
economists meant was that, when a person abstained from 
consuming anything which he had the power of consuming, I 
with the purpose of increasing his resources in the future, his! v' 
abstinence from that particular act of consumption increase~ 
the accumulation of wealth. ,Since, however, the term i~ 
liable to be misunderstood, we may with advantage avoid its' 
use, and say that the accumulation of wealth is generally the r ./ 
result of a postponement of enjoyment, or of a waiting for it'. 
Or, in other words again, it is dependent on man's prospee- ' 
I,veness; that is, his faculty of realizing the futuriJ 

The" demand price" of accumulation, that is, the future 
pleasure which his surroundings enable a person to obtain _ 
by working and waiting for the future, takes many forms: 
but the substance is always the same. The extra pleasure 
which a peasant who has built a weatherproof hut derives 
from its usance, while the snow is drifting into those of his 
neighbours who have spent less labour on building theirs, is 
the price eaIll,cd by his'!()!kin..lL~n(Lwl\i.ting. ,It represents 
the extra productiveness of efforts wisely spent in providing 
against distant evils, or for the satisfaction of future wants, 
as compared with that which would have been derived from 
an impulsive grasping at immediate satisfactions. Thus it 
is similar in all fundamental respects to the interest which 
the retired physician derives from the capital he has lent to 
a factory or a mine to enable it to improve its machinery; 
and on account of the J;lumerical definiteness of the form in 
which it is expressed, we may take that interest to be the type 
of and to represent the usance of wealth in other forms. 

It matters not for .(lur immediate purpose whether the 
power over the enjoyment for which the person waits, was 
earned by him directly by labour, which is the original source 
of nearly all enjoyment; or was acquired by him from others, 

1 Karl Man and hill roUoRn have found much amusement. in contemplating 
Ute accuruulatioQli of wealLb which result. from the abat.inonce of Baron Rot.hachild. 
which lobe, cont.rast with the eJ:travagnnoa of .. labOlll'el who feeds a family of 
eeveb. on IeveD abillings & week j and who, living up to his full income, praeu.ea 
no economic abat.inenC8 at. alL The a:gument ~t it. is WaiLing rathe! than 
Abltinenee, which is rewarded by Interest and is a factor of production, wu giveD 
bf MacTaIlll in &he Harnrd JovrntJJ 0/ &:ro.omiu for July, 1887. 
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lV, m, 9. by exchange or by inheritance, by legitimate trade or by un-
- scrupulous forms of speculation, by spoliation or by fraud: 

the only points with which we are just now concerned are 1 
that@e growth of wealth inv~es in general a deliberate 
waiting for a pl"""ll1'.e which a person has (rightly or wrongly) 
the power of commanding in the immediate present, and that 

. his wiIlinw.!ess so to wait depends on his habiLoLyiyidly I 
j re~ng the fut~d providing for ~ .. 
~te, lb. § 9. But let us look more closely at the statement that, 
ra!" 011 as human nature is constituted, an increase in the future} 
ga •• rom I hih b db . -'" p~n' p easure w c can e secure y a present /liven saCrwce 
~~':te, will in general increase the amount of present sacrifice that 
::!1,:!1en people will make. Suppose, for instance, that villagers have 
lavine, to get 'timber for building their oottages from the forests; 

,,) bu' no' 
aI.a,.. 

the more distant these are, the smaller will be the return of 
future comfort got by each day's work in fetching the wood, 
the less will be their future gain from the wealth accumnlated 
probably by each day's work: and this smallness of the return 
of future pleasure, to be got at a given present sacrifice, will 
tend to prevent them from increasing the size of their cottages; 
and will perhaps diminish on the whole the amount of labour 
they spend in getting timber. But this rule is not without 
exception. For, if custom has made them familiar with cot-
tages of only one fashion, the further they are from the wood .. I 
and the smaller the usance to be got from the produce of c,lle 
day's work, the more days' work will they give. 

,~ il? lb. And similarly if a person expects, not to use his wealth 
bigborlh. h' UbI' . h h' h th f rate 01 Imse, ut to et It out on Ulterest, t e Ig er '" rate 0 

i'i.~';:~\o, interest the higher his reward for saving. U the rate of 
~ •• ~~g interest on sound investments is 4 per cent., and he gives up 

, £100 worth of enjoyment now, he may expect an annuity of 
£4 worth of enjoyment: but he can expect only £3 worth, 
if the rate is S per cent. And a fall in the rata of interest will 
generally lower the margin at which a person finds it just 
not worth while to give up present pleasures for the sake of 
those future pleasures that are to be secured by saving some' 
of his meaus. It will therefore generally cause people to; 
consume a little more now, and to make less provision for' 
future enjoyment. But this rule is not without exception.· 
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. \.sir Josiah Child remarked more than two centuries IV, ?II, 9. 

ago, that in oountries in which the rate of interest is high, bul"ib." .. v' 

merchants "when they have gotten great wealth, leave :i'::;;:P' 
trading" and lend out, their money at interest, "the. gain lb. rule. 

thereof being so easy, certain and great; whereas in other 
oountries where interest is at a lower rate, they continue 
merchants from generation to generation, and enrich them' 
selves and the state.j And it is as true now, as it was theri; 
that many men retire from business when they are yet 
almost in the prime of life, and when their knowledge of 
men and things might enable them to conduct their business 
more efficiently than ever. Again, as Sargant has pointed 
out, if a man has decided to go on working and saving till 
he has provided a certain income for his old age, or for his 
family after his death, he will find that he has to save more, 
if the rate of interest is low than if it is high. Suppose, for 
instance, that he wishes to provide an income of £400 a year 
on which he may retire from business, or to insure £400 a 
year for his wife and children after his death: if then the 
current rate of interest is 5 per cent., he need only put by 
£8,000, or insure his life for £8,000; but if it i. 4 per cent., 
he must save £10,000, or insure his life for £10,000. 

It is then possible that a continued fall in the rate of Bul In 
. b . db' d' . th .piIoOI../ mterest may e accompame y a contmue mcrease In e ex~~on8 
yearly additions to the world's capital. But none the less is :b~":::OI 
it true that a fall in the distant benefits to be got by a in,":1 

given amount of working and waiting for the future does ::::~. 10 

tend on tho whole to diminish tho provision which people :h~"fll ... 
make for the future; or in more modern phrase, that a fanr..'!:td: 
in the rate of interest tends to check the accumulation oq J 

wealth. For though with man's growing command over the 
resources of nature, he may continue to save much even with 
a low rate of interest; yet while human nature remains as it 

'is every fan in that rate is likely to cause many more people 
to save less-than to save more than they would otherwise 
have done l • 

1 See also VI. TL U may howeftl' be observed here lb., lhe dependence 01 
the growih of capit.l on t.he hi~ Mtimation of "future gooda" appeMa to ban 
been oTer-eeLima&ecl bJ earlieJ' wriLersi 1lOt. undez..twst.iwat.ed, .. it ugued. by PJOt 
B6bm-Bawerk. 
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IV, "", 10. § 10. The causes wbich govern the accumulation of 
Pro~n.1 wealth and its relation to the rafie of interest have so many 
.. Dcl .. ;oD. points of contact with various parts of economic science, that 

the study of them cannot easily be brought together in one 
part of our inquiry. And although in the present Book we 
are concerned mainly with the side of supply; it has seemed 
necessary to indicate provisionally here something of the 
general relations 'pet~ee.n the de!!!!!ld !~! __ al!.dct~-,!,!pply of 
crita!. And we have seen that:-

, The accumulation of wealth is governed by a great 
variety of causes: by custom. by habits of self-control and 
realizing the future. anelabove all by the poWer of family 
affstion. Security is a necessary condition for it. andthe 
progress of knowledge and intelligence furthers it in many 
ways} 
v A rise in the rate of interest offered for capital. i.e. in 

j I the demand price for saving. tends to increase the volume of 
saving. For in spite of the fact that a few people who have 
determined to secure an income of a certain fixed amount for 
themselves or their family will save less with a high late of 
interest than with a low rate. it is a nearly universal rule that 

I a .rise in the rate increases ~t:le..il'.t.o..ea~e;-~d it ~ften 
I rncre~ave. or rather it is often an indication 

of an increased effiOlency of our productive resources: but 
the oid,~~e_c-,)p.<?Inis_ts_ we~o!,_fa_r in suggesting that a 'lise 

I ~n~.e.r~t (o~~~t& aLt1!~~lllqie~.!'_!iLw!!Z.es~ays ~!_S!ld_th8·po!!l~_.<1LS!'-Y.i!'g.:..they forgot that from the 
i national point of view the investment of wealth in the child 
of the working man is as productive as its investment in 
horses or machinery. 

It must however be recollected that the annual invest
ment of wealth is a small part of the already existing stock. 
and that therefore the stock would not be increased per
ceptibly in anyone year by even a considerable increase in 
the annual rate of saving. 
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Non ON THB STATI,,-TICS 01' TIlE GROWTH 01' WEALTH. 

§ 11. The statistical histmy of the growth of wealth is singularly IV. "'. 11. 
poor and misleading. This is pertly due to dilIioultiee inherent in any Eo';;;;;: ... 
attempt to give a numericaJ. measure of wealth which shall be appli~ 01 oat.ionaJ 
coble to different placeo and times, partly to tho absenoo of BylItomatio ~&h an 
attempts to oolleot the neoeeeary fa.oto. The Government of the United ~ 
Stet.. doee indeed a.ek for returns of every pereon's property; omd 
though tho results thus obtained are not satisfactory. yet they ..... 
perhaps tho beat we have. 

Estimates of the wealth of other countries have to be baaed almost. Iohey are 
exclusively on est.ima.tea of incom~ which are capitalized at VariOUl C~rallY 
Ilumbers of years' purchase; this number being chosen with reference ';'ima:' 
(i) to the general rate of interest current .t the time, (il) to the ""tent 01 iooome. 

to which the income derived from the use of wealth in any particular 
form is to be orecIited (a) to the permanent income.yielding power of 
the wealth itself; and (b) to either the labour spent in applying it, or 
the using up of the capital itself. This lnot head is specially important 
in the case of ironworks which depreciate rapidly, and still more in the 
0808 of such min .... are likely to be speedily ~U8ted; both moat 
be capitalized at only & few years' purchase. On the other" hand, the 
income.yielding power of land is likely to increaae; omd where that is 
the caae, tho income from laud haa to be copitaJized.t a great number 
of years' purchaae (which may be regarded &8 making a negative pr0-

vision under the head of ii. b). 
Land, houses, and live stock are the three forma of wealth whioh TbemoneJ 

have been in the first rank of importance always and everywhere. But i~de. 01 

land differs from other things in this, that a.n increase in ita value is iDC~ 
often ehieRy due to an increase in ita scarcityi and is therefore a by i~ 
measure rather of growing wanta, than of growing mea.ns of meeting 8ear'Cl&7· 

wants. Thus the land 0/ the United States in 1880 counted .. of about 
equal value with the laud of the United Kingdom, and about half that 
of France. Ita money vwue W88 insignificant 8. hundred ye&l'B ago; and 
if the density of population two or three hundred yea.ra hence is nearly 
the .. me in tho United States .. in the United Kingdom. the land 0/ 
the former will then be worth at 18&8t twenty tim .. &8 much .. that 
of the latty. 

In the early middle ages the whole value of the land of England 
was much Jess than tha.t of the few large-boned but amall·Bized. animaJa 
tha.t starved through the winter on it: now, though much of the beat 
land is entered under the heads of houses, railways, etc.; though the 
live stock is now probably more than ten timee as heavy in aggregate 
weight, and of Lotter quality; and though there is now abundant 
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lV, "'0, 11. farming capital of kinds whioh were then unknown; yet agricultural 
land is DOW worth more than three times as much &I the fa.rm stock. 
The few years of the pressure of the great French war nearly doubled 
the nominal value of the !&nd of England. 8ince then frae trade, 
improvements in transport, the opening 01 Dew oountries, and other 
causes have lowered the nominal value of that part of the land whioh 
is devoted to agriculture. And they have made the general purcb&eing 
power of money in terms of commodities rise in Engl&nd relatively 
to the Continent. Early in the l .. t century 25 fro would buy more, and 
especially more of the things Deeded by the working classes, in France 
and Germany than £1 would in England. But now tho advantage is 
tbe other way: and this ca"... the recent growth of the wealth of 
France and Germany to appear to be greata relatively to that of 
England than it really is. 

When account is taken of /acts of tbis claM, aDd aJso of the fact 
that a feJl in the rate of interest increases the number of years' purchase 
at which any income baa to be ca.pitalized, and therefore increases the 
value of a property which yields a given income; we lee that the 
.. tim.tea of national wealth would be very misleading. oven if tho 
statistics of income on which they were based. were accurate. But 
.till auch estimates are not wholly without value. 

Sir R. Gillen'. GrowIh oj Capital and Mr Chiozm Money'l Ri<llu 
and Poveng conta.in suggestive discussions on many of the 6gurea in 
the following table. But their divergenceo show tho great uncertainty 

Oountr7 alld Land. 11 ....... Panu· Othlll' T • .., W"' ... 
Author or :£mllUon. ... cavi~ • wealib wealm. "';:0-""- .. ..wJo .. .:S mlllioD. :£ D.liJ.lloDo .......... 

EN'OLAlfD. 
1679 (Pe"y) ......... 144 30 S6 (0 250 49 
1690 (Gregory K;ng) 180 45 25 70 320 38 
1812 (Colquhoun) ••• 750 SIlO 143 653 1,846 180 
1886 (GllI .. ) ......... 1,333 1,700 38lI 3.012 0.437 816 

UlfITKD KINODOII. 
1812 {Colquhoun} ••. 1,200 400 l!28 908 2.736 160 
1855 (EdJe..lOD) •••... 1,700 MO 472 1.048 8,700 130 
1865 (OllIen) ......... 1,861 1,031 620 2,598 6,113 000 
1876 - ......... 2.007 1,420 668 4,453 8.548 200 
1886 - 1,691 1,927 622 6.897 10.037 270 
1006 (MODOy) ::::::::: 968 2,Ba7 lkl6 1,31l6 11,'13 lI66 

UNITBD STATBS. 
1880 {CeDlU.} ......... 2,040 2,000 480 4,208 8.728 17& 
1890 - ......... 13.200 208 
1900 - ......... 18,860 1147 

hANeL 
1692 (de Poville) .. 3,000 2,000 400 .4,000 9,400 1147 

1'I'.t.L1'. 
1884. (p ... laIoom) ... 1,180 S60 1,990 • 
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of all such estimates. Mr Money's estimate of the value of land. i.e. IV, 1'D. lL 
ogriculturaJ land with f&nll buildinge, is probably teo low. Sir R. 
Gillen ... timateo tho value of publio property at £m. 600: and ho 
omi .. publio l00D8 held at hom .. on the ground that tho 80triea for 
them would cancel one another ... much being debited under the head 
of publio property &8 is credited DDder that of private property. But 
Mr MODey reckooa the groao valuo of publio roade, parks, build. 
iog1I, bridgeo, oow..ro, lighting and water works, tramway" etc. .t 
£!Do 1.650: and, alter deducting from this £!Do 1.200 for publio 10&1111, 
ho go .. £!Do 450 for tho net value of publio property; and ho thus 
booom .. lree to oouut publio loans hold at homo DDder private property. 
He estimates the value of foreign .took exchange .eecuritiee e.nd. other 
foreign property hold in tho United Kingdom at £!Do 1.821. Th .... 
estimates of wealth are mainly based on estimates of income: and. as 
regardo tho statistico of Iocom .. attootion may ba dirooted to Mr 
Bowley'. instructive ana.lyais in NtIlioftal progrtM ftnu 1882; and in 
Tile Eccnomie JotmuIJ for Soptember 19M. 

Sir R. Gilleo .. timateo the wealth of tho British Empire in 1903 
(SIa/i5i<Gl J~ Vol 66. p."o84) thue: 

United Kingdom 
Caoada 
Australasia ... 
lodia " ... 
South Africa ... 

b..15,000 
., 1.350. 
,I 1,100 
,t 3,000 .. 600 

Remainder of Empire ., 1.200 

A tentative history of chang .. in tho relati •• wealth of dilIerent 
po,"" of EogJand h .. been deduced by,Rogers from tho ...... ment 01 
the eeveraJ. counties for the purpose of taxation. La Vioomte d'Avenel'1!I 
greet work L' BUtoi ... £ccnom;q.u de /a p,opriIJi "' .. 1200-1800 COD. 

tains .. rich store of materiaJa 88 to France; and comparative studies 
of tho growth of wealth in France and other natiooa have been mad. 
by Lev ..... ur. Leroy Beaulieu, Neymarck and de Fovill .. 

Mr Crammond. addreeoing tho Institute of Bankers in March 1919 • 
.. timated tho national wealth of tho United Kingdom to be £!Do 24.000. 
and the national income to be £m. 3,600. He reckoned the net value 
of the OOuntIY'1 foreign investments to have fallen to £m. 1,600, she 
having recently Bold securities amounting to £In. 1,600; and borrowed 
another £m, 1.400. On the balaoco ahe appeared to be a creditor to 
tho amouut of £m. 2.600: but a geeat part of this amoDDt oannot be 
reckoned aa adequately iccured. 
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CHAPTER vm. 
INDUSTRIAL ORGANIZATION. 

§ 1. WRITERS on social science from the time of Plato 
downwards have delighted to dwell on the increased efficiency 
which labour derives from organization. But in this, as in 
other cases, Adam Smith gave a new and larger significance 
to an old doctrine by the philosophic thoroughness with 
which he oxplained it, and the practical knowledge with 
which he illustrated it. After insisting on the advantages of 
the ,division of labour, and pointing out how they render it 
possible for increased numbers to live in comfort on a limited 
territory, he argued that the pressure of population on the 
means of subsistence ten!is to weed QIlt those races who 
thr?ugh want __ o_~ organi!ation or for any other cause are 
unable to turn to the best account the advantages of the 
place in which they live.' 

Biolo"," Before Adam Smith's book had yet found many readers, 
andoco.o- b' I . lr db" .L d mla~ h •• e 10 oglSts were a ea y egmmng to mw<e great a vlUlces 
:~~~:.!h' towards understanding the real nature of the differences 
::::.:~o in organization which separ-;;t; the highOi,-fromtllelower 
f ... _.al ammals; and before t"<Q eo'" generations had elapsed, 
r?~" Malthus' his.tor~al_accoUllt_ of man'. struggl<:. for_existence 

s~ Darwin on that inquiry as ~~.f!~ts QL~he 
struggle for existence _il;LthILanimaLancLvegetable world, 
which issued in his discovery of the selective influence 
constantly played by it. Since that time biology has more 
than repaid her debt; and economists have in their tum· 
owed much to the many profound analogies which bave 
been discovered between Bocial and especially industrial 
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organization on the one side and the physical organization of IV"m,l. 

the higher animal. on the other. In a few cases indeed the -
apparent analogies disappeared on closer inquiry: but many 
of those which seemed at first sight most fanciful, have 
gradually been supplemented by others, and have at last 
established their claim to illustrate a fundamental unity of /. 
action between the laws of nature in the physical and in the 
moral world. This central unity is set forth in the general 
rule, to which there are not very many exceptions, that the 
development of the organism, whether social or physical, j " 
involves an increal!ing subdivision of functions between its I 
separat" partS on the one hand, and on the other a more 
intimate co~nection between them!. Each part gets to be 
less and less self-sufficient, to depend for its wellbeing more 
and more on other parts, so that any disorder in any 
part of a highly-developed organism will affect other parts 
also. 

This increased subdivision of functions, or "differentia-"DifI ... nt~ 
~," as it is called, manifests itself with regard to industry i!~~d 
in such forms as the divjsion of labonr, and the development I •• n. 

of sp!,cialized skill, knowledge and machinery: while "~ 
gration," that is, a growing intimacy and firmneBB of the 
connections between the separate parts of the industrial 
organism, shows itself in such forms as the increase of 
security of commercial credit, and of the means and habits 
of communication by sea and road, by railway and telegrapn, 
by post and printing-press. 

The doctrine that those organisms which are the most 
highly developed, in the sense in which we have just used 
the phrase, are those which are most likely to survive in 
the struggle for existence, is its.elf in process of develop
ment. It is not yet completely thought .out either in its 
biological or its economic relations. But we may pa.s to 
consider the main bearings in economics of the law that the 

) 
struggle for existence causes those organisms to multiply 
which are best fitted to derive benefit frolILtheir environ
ment. 

~ See • bn1lillDl p .. per by Hickel on .4r6riU11uilung ia MQlCIlm- ... 
TAt.rW,. toDd SchruHe', Bft .... lAb ... lu IOC'iolftt K6rp.1. 
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lV,OIU,I. Th. law requires to be interpr~L.d carefully: for the 
Thel."ol fact that Ii thing is beneficial to ita environment will not 
:!~.a1 by itself secure ita survival either in the physical or in the 
req... ..... moral world. The law of "survival of the fittest" states I 
to be ea

1 lully in .that those organisms tend to survive which are best fitted 
p .. ted. , to utilize the environment for their own purposes. Those, 

that utilize the environment most, often turn out to be 
those' that benefit those around them most; but sO.me.ti!!J.es 
they are inj urious. ' 

Conversely, the struggle for survival msy fail to bring· 
into existence organisms that would be hig~eneficial: 
and in the economic world the demand for ·adJ industrial 
arrangement is not certain to call forth a supply, unless it 
is something more than a mere desire for the arrangement, 
or a need for it. It must be an efficient demand; that is, 
it must take effect by offering adequate payment or some 
other benefit to those who supply itl. A mere desire on 
the part of employees for a share in the management and the 
profita of the factory in which they work, or the need on 
the part of clever youths for a good technical education, is 
liot ,a demand in the sense in which the term is used when 
it is said that supply naturally and surely follows demand. 
This seems a hard truth: but some of its harshest features [10 

.harebell' 
ro.lu,", are softened down by the fact that those races, whose 
"'Ioned b d' h'h' by Ibe mem era ren er servlces to one anot er Wit out exaoting 
t=a~ 0' direct recompense are not ouly the most likely to flourish 

for the time, but most likely to rear a large number of 
descendants who inherit their beneficial habita. 

[nftu.nce § 2. Even, in the vegetable world a species of plants, 
~,!:,~:nta1 bowever vigorous in its growtb, which should be neglectful of. 
::U::U the interesta of its seeds, would soon perish from the earth . 
• pocieo. \ The standard of family and race duty is often high in the 

animal kingdom; and even those P!!!datory Animals which 
we are acoustomed to regard as the types of cruelty, which 
fiercely utilize the environment and do nothing for it in 

l Like aU of.her dodrinel of lhe same clau. tbiI requires 10 be interpreted in 
&he ligb' of ~e ract &hat U1e effectJ'Pe demand 01 .. purclluer depeodl OD. hill 
moana. u well .. on his wanta: .. emaU want ora t.he pan 01 .. ricb mlUl often blLt 
more eO'ecrJ" force in oonvoUinr Lhe buain_ II'I'aIlgeIIl8DtI 01 ... wodd ~ 
a poea6 wan' oa. ~ pad of • pool' mao. 
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'" return, must yet be willing as individuals to exert themselves IV, ""', ~ 
for the benefit of f.beir offspring. And going beyond the -
narrower interests of the family to those of the race, we find 
that among so-called social animals, such as bees and ants, 
those races survive in which the individual is most energetic 
in pedormingvaricd services for the society without the 
prompting of direct gain to himself. 

But when we come to human beings, endowed with In maD 

reason and speech, the in'Ouence of a tribal sense of duty in ~ri6'. 
strengthening the tribe takes a more varied form. It is true r.Jit-= .. 
that in th"ru~er stages of human life many of the services ~~i!"ol~j,. 
rendered by the individual to others are nearly as much due otrengt.b 01 

to hereditary habit and unreasoning impulse, as are those of the n,,"
the bees and ants. But deliberate, and therefore moral, se1f-
sacrifice soon mak .. its appearance; it is fostered by the 
far-seeing gnidance of prophets and priests and legislators, 
and is inculcated by parable and legend. Gradually the un
reasoning sympathy, of which there are germs in the lower 
animals, extends its area and gets to be deliberately adopted 
as a basis of action: tribal affection, starting from a level 
hardly higher than that which prevails in a pack of wolves or 
a horde of banditti, gradually grows into a noble patriotism; 
and religious ideals are raised and purified. The races in 
which these qualities are the most highly developed are sure, 
other thingl being equal, to he stronger than otherB in 
war and in contests with famine and disease; and ultimately 
to prevail. Thul the struggle for existence causes in 
the long run those races of men to survive in which the 
individual is most willing to sacrifice himself for the J 
benefit of those around him; and which are consequently 
the best adapted collectively to make use of their environ- ' 
ment. 

Unfortunately however not all the qualiti .. which enable !lul.vil , 

one race to prevail over another beuefit mankind aa a :!;u:= 
whole.· It would no doubt be wrong to lay very much stress good, 

on the fact that warliko habits have often enabled half-
savage rac .. to reduce to submission othera who were their 
BuperiorB in every peaceful virtuej for Buch conqueats have 
gradually increased the physica.l vigour of the world, and ita 
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IV,nn,3. capacity for great things, and ultimately perhaps have done 
- more good than harm. But there is no such qualification 

to the statement that a race does not establish its claim to 
deserve well of the world by the mere fact that it 1I0urishes 
in the midst or on the surface of another race. For, though 
biology and social science alike show that parasites sometimes 
benefit in unexpected ways the. race on which they thrive; 
yet in many cases they turn the peculiarities of that race to 
good account for their own purposes without giving any good 

especially return. The fact that there is an economic demand for the 
lot-be d Arm 
eue ofa I services of Jewish an enian money-deal .... in Eastern 
;::s'lic Europe and Asia, or for Chinese labour in California, is not 

by itself a proof, nor even a very strong ground for believing, 
that such arrangements tend to raise the quality of human 
life as a whole. For, though a race entirely dependent on its 
own resources can scarcely prosper uu1ess it is fairly endowed 
with the most important socia! virtues; yet a race, which hss 
not these virtues and which is not capable of independent 
greatness, may he able to thrive on its relations with another 
rac.. But on the whole, and subject to grave exceptions, 

,J those races survive and predominats in which the best 
qualities are most strongly developed. 

TbeeBlIe § 3. This inllnence of heredity shows itself nowhere more 
.yo .... w .. kdl'h' 'a! .. F h useful., mar e y t an m BOCI otg3D1 ~atLOn. or t at must neces-
&h. "me '1 b sl h h d f ,. bu, no. sari yea ow gram , t e pro uct a many generations: It 
:i::~b":ko. must be based on those customs and aptitudes of the great 

mass of the people which are incapable of quick change: 
( In early times when ~lig!ous, ce~nia!, polilipa!, m®!'ry 

and industrial orgamation were intimately connected, and 
were indeed but difierent sides of the same thing, nearly 
all those nations which were leading the van of the world's 
progress were found to agree in having adopted a more or 
less strict system of cas~: and this fact by itself proved 
that the distinction of castes was well suited to its environ
ment, and that on the whole it strengthened the races 
or nations which adopted it. For since it was a oontrolliog 
factor of life, the nations which adopted it could not have 
generally prevailed over others, if the inllnenee exerted by 
it had not been in the main beneficia!. Their pre-eminence 
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proved n.ot that it w ... free from defects, but that its ex-rv, .m. II. 
cellences, relatively to that particular stage of progress, .,
outweighed its defects. 

Again we know that an animal or a vegetable species 
may differ from its competitors by having two qualities, 
one of which is of great advantage to it; while the other 
is unimportant. perhaps even slightly jnjurious. and that 
the former of these qualities will make the species succeed 
in spite of its having the latter: the survival of which will 
then be no proof that it is beneficial. Similarly the strugglel 
for existence h ... kept alive many quslities and habits in the 
human race which were in themselves of no advantage, but 
which are associated by a more or I ... permanent bond with 
others that are great sources of strength. Such instances 
are found in the tendency to an overbearing demeanour 
and a scorn for patient industry among nations that owe 
their advance chiefly to military victories; and again in the 
tendency among commercial nations to think too much of 
wealth and to use it for the purposes of display. But the 
mo.t .triking instance. are found in matters of organization; 
the excellent adaptat;ion of the system of caste for the special 
work which it had to do, enabled iUo flourish in spite of its 
great faults. the chief of which were its rigidity, and its 
sacrifice of the individual to the interests of society, or rather 
to certain speciBtl exigencies of society. 

Passing over intermediats stages and corning at once to Th • ...,. 

the modem organization of the Western world, we find it::'f '.'b: 
offering a striking contrast. and a no less striking resemblance, :;:,~:;:,'::' 
to the Sj:stem of caste. On the one hand, rigidity has been ~~~~~ 
succeeded by plasticity: the methods of industry which were cla .... ;n 

then stereotyped, now change with bewildering quickness; ~:.~:.'" 
the social relations of classes. and the position of the indi- "",ld. 
vidual in his cl ..... which were then definitely fixed by 
traditional rules, are now perfectly variable and change their 
forms with the changing circumstances of the day. But on 
the other hand, the sacrifice of the individual to the erigencies 
of society as regards the production of material wealth seems 
in some respects to be a case of atavism, a reversion to condi-
tions which prevailed in the rar·away t!mes of the rule of 
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IV, vm, 4. caste.( For the division of labour between the different ranka 
of industry and between different individuals incahe same 
rank is so thorough and uncompromising, that the real 
interests of the producer. are sometimes in danger of being 
sacrificed for the sake of increasing the addition which his 
work makes to the aggregate production of material wealth.~ 

Ad.., § 4. Adam Smith. while insisting on the general advan-} 
Smith'. 
mod ..... , tBges of that minute division of labour and of that subtl .. 
:i:'.n~._ industrial organization which were being developed with! 
~'i":':::'''. unexampled rapidity in his time, was yet careful to indicate 

I·I,~. many points in which the system failed. and many incidental o ..... wel'S. 
evila which it involved'. But many of his followers with 
less philosophic insight. and in some cases with less real 
knowledge of the world. argued boldly that whatever is. is 
right. They argued for instance that. if a man had a talent 
for managing business. he would be surely led to use that 
talent for the benefit of mankind: that meanwhile a like 
pursuit of their own interests would lead others to provide 
for his USe such capital as he could turn to best account; and 
tha~ his own interest would lead him 80 to arrange those in . 
his employment that ev~ne should do the highes~k of I 

which he was capable. andJllHll;irer; and that it would lead., 
him to purchase and use all machinery and other aids to 
production. which could in his hands contribute more than 
the eq Divalent of their own cost towards supplying the wants 
of the world. 

This doctrine of natural organization contsins more truth 
of the highest importance to humanity than almost any Qther 
which is equally likely to evade the comprehension of those 
who discuss grave social problems without adequate study: 
and it had a singular fascination for earnest and thoughtful 
minds. But its exaggeration worked much harm. especially 
to those who delighted most in it. For it prevented them 
from seeing and removing the evil that was intertwined with 
the good in the changes that were going on around them. 
It hindered them from inquiring whether many even of the 
broader features of modern industry might not be transi
tional. having indeed good work to do in their time. as the 

• See above L .". 8; and below Appeodil. a. 3 and. e. 
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caste system had in its time; but being, like it, serviceable IV, ""',6. 

chiefiy in4IIlading the way towards better arrangements for 
a happier age. And it did harm by preparing the way for 
exaggerated reaction against it. 

, § 5. Moreover the doctrine took no account of the Tb'p.id 
manner in which organs are strengthened by being used. !':;:,,::t"!~ 
Herbert Spencer has insisted with much force on the rule 10 'l',e

ll
• 

- CODlU Onl 

that, if any physical or mental exercise gives pleasure and is un~er 
I therefore frequent, those physical or mental organs which ~:'i!!'· 

are used in it are likely to grow rapidly. Among the lower ~:.;,'S 
animals indeed the action of this rule is so intimately inter-
woven with that of the survival of the fittest, that the 
distinction between the two need not often be emphasized. 
For aa it might be gUl\Ssed a priori, and a8 seems to be 
proved by observation, the struggle for survival tends to 
prevent animals from taking much pleasure in the exeroise 
of functions which do not contribute to their wellbeing. 

But man, with his strong individuality, has greater free- J 
dom. He delights in the use of his faculties for their 
own sake; sometimes using them nobly, whether with the 
abandon of the great Greek burst of life, or under the control 
of a deliberate and steadfast striving towards important ends; 
sometimes ignobly, as in the case of a morbid development of 
the taste for drink. The religious, the moral, the intellectual! 
and the artistic faculties on which the progress of industry .
depends, are not acquired solely for the sake of the things 
that Dlay be got by them; but are developed. by exercise for 
the sake of the pleasure and the happiness which they them
selvea bring: and, in the same way, that greater factor of 
economic prosperity, the organization of a well-ordered state, r 
is the product of an infinite variety of motives; many of v' 
which have no direct connection with the pursuit of national 
wealth': 

No doubt it is true that physical peculiarities acquired ,/ 
by the parents during their life· time are seldom if ever trans
mitted to their offspring. But no conclusive case seems to 

• Man with bit many mo~vt!lI, .. b. may .. ' himaelf deliberately to encourage 
the growLb of one peculiarity. may equaUy aet. himself to chpck the growth 01 
another: t.b. alown .. of proqress during the Middle Agel waa partly due IG 
• delibftrat.ot d .. t.&lLuUun or learning. 
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IV, mI, 6. have been made out for the assertion that the children of 
those who have led healthy lives, physically an4 morally, 
will not be born with a firmer fibre than they. would have 
been had the same parents grown up under unwholesome 
inlluences which had enfeebled the fibre of their nunda and 
their bodies. And it is certain that in the former case the 
children are likely after birth to be better nourished, and 
better trained; to acq nire more wholesome instincts; and 
to have more of that regard for others and that self-respect, 
which are the mainsprings of human progress, than in the 
latter easel. 

Cbangoa in 
indust.rial 
lkuct.ure 
mUitWait. 
on Lb. 
develop
ment. of 
man; and 
t.herelore 
mUlibe 
eitber 
jfrad1.lolor 
UQltablo. 

It is needful then diligently to inquire whether the 
present industrial organization might not with advantage be 
so modified as to increase the oppo~unities, which the lower 
grades of industry have for using latent mental faculties, for 
deriving pleasure from their use, and for strengthening them 
by use; since the argument that if such a change had been 
beneficial, it would have been already brought about by the 
struggle for survival, must be rejected as invalid. Man's 
pr<ll'ogative extends to a limited but effective control over 
natural development by forecasting the future and preparing 
the way for the next step. 

Thus progress may be hastened by thought and work; 
by the application of the principles of Eugenics to the re
plenishment of the race from its higher rather than its lower 
strains, and by the appropriate education of the faculties 
of either sex: but however hastened it must be gradual and 
relatively slow. It must be slow relatively to man's growing 
command over technique and the forces of nature; a command 
which is making ever growing calls for courage and caution, 
for resource and steadfastness, for penetrating insight and for 
breadth of view. And it must be very much too slow to 
keep pace with the rapid inflow of proposals for the' prompt 

I See Note XI. In the MathemaUcal Appondi.J.. Considernt.ioDi of Ulia clAas 
have IiLtle application to t.be development. of mea animals. IUCb .. mico; utd QODft 

at. aU &0 lb", of pe4land other vegetables. ADd therefore lb.. marvellous ariUmlet.ica1 
ruultl which bave been .. t.abliahed. provisionally at all event., in regartl ~ hel'ed.iLJ 
In web CGIOI, ban 'Very Ut.iIe bearing on the lull problema 01 inheriLance With which 
I!tudentl of locial lCienoe are concemed: and lJOllle negaLiYe uUeranCOl OD this 
IUhjed by eminent. MendeliUDI MIeID to mck due reeenre. EsccUenL l'ODIIll'U OIl 
the IUbjoc' will be round in Prof. PiIlOU'. WIGltA .. WIlJllH., Pan [. eh. n. 
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reorganization of society on a new basis. In fact our new IV, ."', 5 

commancL over nature, while opening the door to much .
larger schemes for industrial organization than were physi-
cally possible even a short time ago, places greater responsi-
bilities on those who would advocate new developments of 
social and industrial structure. For though, institutions may 
be changed rapidly; yet if they are to endure they must be 
appropriate to man: they cannot retain their stability if 
they change very much faster than he does. Thus progreas I ' 
itseU increases the urgency of the warning that in the 
economio world, Natu,a nonJaciI salturn'. 

Progress must be slow; but even from the merely material v' 
point of view it is to be remembered that changes, which add 
ouly a little to the intmediate efficiency of production, may 
be worth having if they make mankind ready and fit for. 
an organization, .which will be more efiective in the pro
duction of wealth and more equal in its distribution; and 
that every system, which allows the higher faculties of the 
lower grades of industry to go to waste, is open to grave .. . 
suspIcion. 

1 Compore Appendix A, 16. 



CHAPTER IX. 

INDUSTRIAL ORGANIZATION, CONTINUED. DIVISION OF 
LABOUR. THE INFLUENCE OF 1dACHINER~ 

IV,o:,l. § 1. (THE first condition of An efficient organization 01 

Tho .. ~ne industry is that it Bhould keep everyone employed at such 
~ ~~~u:.i.! ~ a~ his abilitie. aru!Jrainin~hiIILl<Ld<>-Wcl.l. ap.d ~ 
:~ll:= 'B~equipj)im with th~Jle-"t ma£.hlP~~all,dj)theL&ppli.b.p..... ances for his work,) We shall leave on one siie for the 

Practice 
makea 
parlee&.. 

present the distribution of work between those who carry 
out the details of production on the one hand, and those 
who manage its general arrangement and undertake its ri$k 
on the other: and confine ourselves to the diyision of labour 
between different classes of operatives, with special reference 
to the influence of machinery. In the following chapter 
we shall consider the reciprocal eil90ts of dhriei911 of laboUT 

and localization of industry: in a third chapter we shall 
inquire how far the advantage. 01 db'; ..... of lab" ..... d.p~nd 

I upon the aggregation of large capitals into the hands of 
single individuals or firms, or, as is commonly said, on pro
duction on a large scale: and lastly, we shall examine the 
growing specialization of the work of business management. 

Everyone is familiar with the fact that" practice makes 
p~ct," that it enabl.s an operation, which at first Beemed 
difficnlt. to he done after a time with comparatively little 
exertion, and yet much better than before; and physiology 
in Bome measure~ explains J~ fact. For it givea reasons for 
believing that the change is due to the gradual growth of 
new ha~its of more or 1 ...... r~.x·· or autow .. tio action. 
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Perfectly reB.ex actions, such as that !!l.hreathi'!lt.during IV, "', I. 

sleep, are performed by the responsibility of the local nerve 
·~ntres without any reference to the supreme central autho-
rity of the thinking power, which is supposed to reside in 
the cerebrum. But all deliberate movements require the 
attention of the chief central authority: it receives infor-
mation from the nerve centres or local authorities and 
perhaps in some cases direct from the sentient nerves, and 
sends back detailed and complex instructions to the local 
authorities, or in some cases direct to the muscular nerves, 
and so co-ordinates their action as to bring about the required 
resultsl • 

The ~ysiological basis of purely mental work is not yet Kno:wl.dge 

well understood; but what little we do know of the growth r.~1u'::ltoI. 
of brain structure seems to indicate that practice in any kind ability • 

• Por inItaoce, Ule 8rat time a man attempts w .kate he musL give hil whole 
att.enLion to keeping hiI ba1anee, hit cerebrum. baa to exercise a direct control OTet 
every mOftlllellt. and be bas DoL much mental energy leU for other things. Buli 
after • good dew of practice the acPOD becomes semi-auloomatic. the local nerve 
cenl.ree undertake nearly all the work of regulating ~e muscles, the cerebrum it 
set. free. and the man can carry 00. an independent. t.rain of thought; he caD eyeo 
alter bis COUJ'8e to avoid an obat.acle in his path, or t.o recover hia balance aft.er it has 
boon dilt.urbeci by • ali.gbli une"enneas. wiLbout. ill any way interrupting the course 
of biI t.bought&. It. ~ &baL Ule exereiae of nerve force under the inuned.iat.e 
directioD of &he thinking power ftIIIiding in the cerebrum hal gradually built up • 
18t. of connections, involving probably dist.inct phYlical change. between Lbe nerv81 
and DerYe ceDUe8 concerned; and these new connecLiolll may be regarded. &8 • 
lOR of capiloal of oe"_ force. Tbere u probably lODlet.hing lik_ aD organized 
bureaucn.cy of t.he local nerve ceoLrel: t,he medulla, the epinal &:Ell, and dle 
1a.rRer ganglia generaUy acting Lbe pm of provincial authorit.ies, and being .ble 
after a trime to regulate Lbe diat.rict. and rillage Auf;horit.i .. wiLbout. t.roubling lb. 
supreme govemmeo.L Very likely they send up messages AI La wbat. is going 00: 
but. it' noLhing much out. of &.be lray baa happened. these are very lit.LIe at.teoded iO. 
When hoftv. a ne", feat. haa kI be accomplished, BI for instance learning to 
skate baeiwardJ. Lbe .. hole Lbiniillg fotcO "m be called into requisit.ioo for the 
trime: and wiD DOW be able by aid of trhe speciaJ skating-organizat.ion of Lbe n6rvfll 

and nerve cenlrrea, .. bieb haa been built. up in ordinary skating, t.o do what. would 
hav. heeD al&.owther impossible wiLhout. auch aid. 

To Lake a ~her ioat.ance: when an arli.st. .. painting at. bil beat.. hiI cerebrum 
II fully occupied wit.b bis work: hiI wbole mental force is thrown inLa it., and t.b, 
It.raiD is t.oo great. Lo be kept. up for. long tim. toget.her. In a 'ew bours of happ, 
inspiratioo be may gl .... utterance to thougbt. ~at. exert. • peroeptrible influence 00 

lbe cbaract.er of coming generatiolll. But. hiI power of ezpreuion bad been earned 
b, nwnberlela boWl of plodding worl iD which be had graduall, buill. up aD 

inLimnte cormettion bet.weeo, eye and band, aufficienL to enable bim to make good 
rougb .ketchee or tohin211 wi\b whir.h be ie tolerably farnilmr, eyeD wbile lie is 
~ to lID engl'O&lina CODV4tlUoWoD and II IC&IC8IJ CODM'1ouI Ula. b. bu • 
peDcil in w. baad. . 
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DIVISION OJ!' LABOUR 

of thinking deveJopa.ne.w connectjons between djfferent parts 
gf the bro.in.· Anyhow we know for a fact that practice will 
enable a person to solve quickly, and without ani consider
able exenion, questions which he could have dealt withbut 
very imperfectly a little while before, eyen by the greatest 
effol!. The mind of tbe merchant, the lawyer, the physician, 
and the man of science, becomes gradually equipped with 
a store of knowledge and a faculty of intuition, which can 
be obtained in no other way than by the continual applica
tion of the best efforts of a powerful thinker for many years 
together to one more or less narrow class of questions. Of 
course the mind cannot work hard for many hours a day in 
one direction: and a hard-worked man will somet!mes find 
recreation in work that does not belong to his business, but 
would be fatiguing enough to a person who had to do it all 
day long. 

~b .... 01 Some social reformers have indeed maintained that those 
acliviloJ' 
or... • who do the most important brain work might do a fair 
=::100. share of manual work also, without diminishing their power 

of, acquiring knowledge or thinking out hard qu~tions. But 
experience seems to show that the best relief from overstrain 
is in occupations taken up to suit the mood of the moment 
and stopped when the mood is passed, that is, in what popular 
instinct classes as "relaxation." Ally occupation which is so 
far business·like that a person must eometimes force himeelf . 
by an effort of the will to go on with it, draws on his nervous 
force and is not perfect relaxation: and therefore it is not 
economical from the point of view of the community ualess 
its value is sufficient to outweigh a considerable injury to his 
main work'. 

I 1. S. NiD wen' 10 far II &0 maint.aiD. Lba' his oceupationa at. the India 
Omce did no' inLerlere wiLh hill punuil, of philosophical inquirieL Bul. i& IeeInI 

probable u..RL !.hill diversioD or his froahel' powen lowered lb. quaJil.,. of biB bel, 
Lbougb& mOl'8 lban h. " .. awarei and &hough I, may ban diminished buL liLLie 
hi, remarkable usetuln .. in hi. own general.ion. i& probablJ alIec&ed "'1 mucb 
bill power of doing lbalo kind of work whieb inftuencel t.he COUl'le 01 Lhough' in 
tuLuN generalioD& 1&.,.. by huabaDding 8YOI'1 atom or hill lmaU physical 
IU'engf.h lb., Darwin ". en.bled to do ao much worlt 01 jual lb .. , II:md: and • 
lOcial relonner who bad. .ueceed.ed ill ezpluiting Darwin" IC'NrtI ... hOUlll in useluI 
work on behalf 01 ~ communi'1. WOuld baYe done a "'1 bad piece 01 busm. 
fOl.U .. 
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§ 2. It is a difficult and unsettled question how far IV, a, B. 

specialization should be carried in the highest branches of I. ib.""" 
work. In science it seems to be a sound rule that the ~~:! QI v' 
area of study should be broad during youth, and should "",'k , eli: reme 
gradually be narrowed aa years go on. A medical man spociaJila. 

h h I . hi . I' eJ t I '.o.does W 0 as a ways glven' s attention exc USIV Y 0 one c &ss DO~ alway. 

of diseases, may perhaps give lese wise advice even in his ~'ffi~':::r. 
special subject than anoJ;her who, having learnt by wider 
experience to think of those diseases in relation to general 
health, gradually concentrates his study more and more on 
them, and accumulates a vast store of special experiences 
and subtle instincts. But there is no doubt that greatly 
increased efficiency can be attained through division of , 
labour in those occupations in which there is much demand II 
for mere manual ekill. • 

Adam Smith pointed out that a lad who had made nothing BuU'ia 

but '!...aiJe all his life could make them twice aa quickly aa =~ 
a first-rate smith who ouly took to nail-making occasionally. :'~u~1 
Anyone who has to perform exactly the same set of opera- skilHn a 

narroW' 
tions day after day on things of exactly the Bame shape, n0r.0l 

gradually learns to move hie fingers exactly as they are wo, • 

wanted, by almost automatic action and with greater rapidity 
than would be possible if every movement had to wait for 
a deliberate instruction of the will. One familiar instance 
is seen in the tying of threads by children in a cotton-mill. 
Again, in a clothing or a boot factory, a person who sews, 
whether by hand or machinery, just the same seam on a 
piece of leather or cloth of just the same size, hour after 
hour, day after day, is able to do it with far less effort and 
far more quickly than a worker with much greater quickneBB 
of eye and hand, and of a much higher order of general 
skill, who waa accustomed to make the whole of a coat or 
the whole of a boot!, 

1 The ben and. mod expensive dot.bee aN made by highly akiDed. and highly 
paid. killon, each 01 whom worb righ' t.hrougn lire, ODe garment and 'ben 
another: while Ule eheape8' and worat. clot.hel are mode for a\arvaLiOD wages by 
unakilled women who t.ake tbe cloth too &heir own hom. and do every part of U1e 
_wing t.hemselvas. BuL c1oLb. of intermediate qualiLiea are made in workahopa 
or radori .. ill. which the divWon and IUbdiviaiOD 01 laboUl' are canied .. far .. 
\be size 01 UIe dafI will permit; IlDd lhis method ia rapidly gaining ground at both 
eodI at t.he 8Ipenst! of &be riyal method. LoI'd. Lauderdale (I."" P. 282) quo ... 
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IV, no I. Again, in the wood and the metal industries, if .. man 
The has to perform exactly the same operations over and over 
::/!,,'::;11 again on the same piece of material, he gets into the habit 
P-

tb 
of holding it exactly in the way in which it is wanted, and m 0 

wood aDd of arranging the tools and other things which' he has to =. handle in such positions that he is able to bring them to 
work on one another with the least possible lOBS of time and 
of force in the movements of his qjVll body. Accustomed to 
find them always in the same position and to take them in 
the same order, his hands work in harmony with one ,;,nother 
almost automatically: and with increased practice his ex
penditure of nervous force diminishes even more rapidly than 
his expenditure of musciiiar force. 

Thri. But when the action has thus been reduced to routine it 
~r'm .. :::1 has nearly arrived at t&. stage at which it can be taken over I 

::bb,~~. by machinery. The chief difficulty to be overcome is that of 
getting the machinery to hold the material firmly in exactly 
the position in which the machine tool can be brought to 
bear on it in the right way, and without wasting too much 
time in taking grip of it. But this can generally be con
trived- when it is worth while to spend som-!..!abour and 
e~nse on it; and then the whole operation can often be 
controlled by a worker who, sitting before a machine, takes 
with the left hand a piece of wood or metal from a heap and 
puts it in a socket, while with the right he draws d,!wn 
a lever, or in some other way sets the machine tool at work; 
and fin,;,lly with his left hand throws on to another heap the 
material which hal been cut or punched or drilled or ?laned 
exactly after a given pattern. It is in these ind~ries 
especially that we find the reports otmoderntrades-unions 
to be full of complaints that unskilled labourers, and even 
their wive. and children, are put to do work which used to 
require the skill and judgment of a trained mechanic, but 

Xenophon'. argument ~., Ule bell, wort is done wben eaeh CIOIlftnee hJDlIeIf to 
one aimp1e departmen., .. when ODe man make. ah08l for mea, md. anon.er tOl' 
women; ~ bet._ whell one man only _ ..... ah~ or pnnenw. anot.bu cu .. Ibem 
out: &he king'. cooking iii much better &baa u,body ..... becauIe bit hal ODI 
coot who only boila, anoUlar who only IOU" meai; ODe who cmJy boilI 8sb. 
UlOiber who 0D1y hi. 'I: theN II BOI one man SO make all ION elf Inad Ina. 
opeatol man lor opealoI qualiliea. 
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which h ... heen reduced to mere routine by the improvement IV, IS, 3. 

of machlnery and the ever-increasing minuteness of the sub
division of labour. 

§ 3. We are thus led to a general mle, the action of The 

which is more prominent in eome branches of manufacture ::~~ 
than others, but which applies to all.( It is, that any manu- :::010. 
facturing operatiou that can be reduced to uniformity, eo growth 01 

that exactly the same ~g has to be done over and over maclUDery. 
again in the same way, is sure to be taken over eooner or v 
later by machinery. There may be delays and di1Iiculties; 
but if the work to be done by it is on a auflicient scale, 
m.@.ey and inven~lLl!ll_wer will be spent without stint on 
the task till it is achieved ~ 

Thus the two movements of the improvement of ma
chinery and the growing subdivisiqp. of labour have gone 
together and are in some measure connected. But the 
connection is not so close as is generally supposed. (It is 
th" largeness of markets, !;he increased demand for great I /' 
numbers of thinge of the same kind. and in some cases of 
tbinge made with great accuracy. that .hlllds to s~i>_division 
o~ur; the chief eflect of the improvement of mllchinery 
is to cheapen and make more accurate the work which would V" -

anyhow have been 8ubdivided. For instance, .. in organizing ", .. hlno., 

the works at Soho, Boulton lind Watt found it necessary to :~~~cee 
carry division of labour to the furthest practicable point. :'.::;~ 

• One great. 1nTenWr is rumoured to have spent. £JOO,OOO on experimeou rolaUDg 
too textile machinery, and hit oul.lay 11 laid &0 baq been abundaally returned. &0 
bUn. Some of bia mVeDliOOI were of such • kind .. call be made only by a man 
of geniuI; and however gma' Ib.e need, &be, mUl' haft waited t.m the rigb' 
man was found lor them. He charged not. unreasonably £1000 u royalt.y for each 
"" his combing machines; and a wonted manulact.urer. being run of wort, found 
1\ wort.b WI while &0 buy an add.itJon&l machine, and. pay t.bia e:lt.ra chaJge for iL, 
only ail: mootha before the expil'J' 01 &he palen'- But. IUCb eases are u:ceptional: 
as • rule. paloented machiMII are DO' very dear. In eome easel &he economy of 
baring &hem all produced aI. one place by apecial machinery bas been 10 great &baL 
&he patentee baa found ii, to his advantage too aoU Lbem at; a price lower I.bIUl t.b.e 
old price of the inferior machines which they displaced: for t.hat; old price g&ft 
him m high a profiL, t;bat; It; W8I wol1h bia while to lower &he price diD tunher 
in order to induce lbe ... 01 t.he mGChine& for DeW' PwpoMI and in new marke" 
In almOlt; every Lrade many t.binga are done by band, Ulougb it; it weD Imown t.baL 
U-y could --ilt be done by lOme adaptaUonl of maebinell.bat; are already ill use 
in &hal or 801M oiber ande. aDd which are DO' made only because tibere would 
DO' .. yet; be en"ua:b employment. fOI tLelil &,0 rwnunerat.e the UoubJo and. UpoDII 
.. maUne o.bem. 
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IV, IX, f. There were no slide-lathes, planing machines or boring tools, 
such as now render mechanical accuracy of construction 
almost a matter of certainty_Everything depended on the 

J
indiVidUal mechanic's accuracy of hand and eye; yet me-

4 chanies generally were much Ie .. skilled then than they 
are now. The way in which Boulton and Watt contrived 
partially to get over the difficulty was to confine their 
workmen to special classes of work, and make them as 
expert in them as possible. (By continued practice in 
handling the same tools and fabricating the same articles, 

~.I~~ they thus acquired great individual proficiency')' Thus 
IOm~.', .. (machinery constantly supplants and renders unnecessary 
~~ ... that purely manual skill, the attainment of which was, even 
~=~~!I up to Adam Smith's time, the chief advantage of division 
~= of labour. But this iQ1Iuence is more than countervailed 
lor it. by its tendency to increase the scale of "lanufactures and 

to make them more complex; and therefore to increase 
the opportunities for division of labour of all kinds, and 
especially in the matter of busineBB management: 

~::;!in.. . § 4{ The powers of machinery to do work that ~equires 
!,,~h;n • .,. too much accuracy to be done by hand are perhaps best -
~~iha seen in some branches of the metal industries in which the 
~iin~.. system of Interchangeable Parts is being rapidly developed •. 
~~b" It is ouly after long training and with much care and labour . 

J that the hand can make one piece of metal accurately to 
r~semble or to fit into another: and after all the accuracy is 

/ not perfect. But this is just the work which a well made 
machine can do most easily and most perfectly~For inst.ance, 
if sowing and reaping machines had to be made by hand, 
their first cost would be very high; and when any part of 
them was broken, it could be replaced ouly at great cost 
by sending the machine back to the manufacturer or by 
bringing a highly skilled mechanic to the machine. Bnt as 
it is, the manufacturer keeps in store many facsimiles of the 
broken part, which were made by the same machinery, and 
are therefore interchangeable with it.LA farmer in the North
West of America, perhaps a hundred 'miles away from any 
good mechanic's shop, can yet nse complicated machinery 

• IImlIoo' _ .. IF .... pp. 1'10. 1. 
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with confidence; since he knows that by telegraphing the IV. IX. 4_ 
number of the machine and the number of any part of it -
which he has broken, he will get by the next train a new~ ./ 
piece which he can himself fit into its place. The import-
ance of this principle of interchangeable parts has been I 
but recently grasped; there are howev ... many signs that 
it will do more than any other to extend the use of machine-I" 
made machinery to every branch of production, including 
even domestic and agricultural work'. 

The influences which machinery exerts over the character IlIusl .. -

f d 'd ell ill d- h uf !.ioDllOm o mo em m ustry are w ustrate m t e man acture y,. biBtory 

of watches_ Some years ago the ohief seat of this business ~.:!h
was in French Switzerland; where the subdivision of labour~ing 
was carried far, though a great part of the work was done 
by a more or less scattered population. There were about 
fifty distinct branches of trade each of which did one small 
part of the work. In almost aU of them a highly specialized 
manual skill was required, but very little judgm~,nt; the 
earnings were generally low, because the trade had been 
established too long for those in it to have anything like 
a monopoly, and there was no difficulty in bringing up to 
it any child with ordinary" intelligence. But this industryl 
is now yielding ground to the AmeriCan I!ystem of making 
watches by machinery, which requires very little specialized 
manual skill. In fact the machinery is becoming every 
year more and more automatic, and is getting to require 
less and less assietance from the human hand. But the Camp'.' 

I more delicate the machine's power, the greater is the ::::=:' 
judgment and carefulness which is called for from those :!:t~;:'g~d 
who Bee after it. Take for instance a beautiful machine ;:~~. 
which feeds itself with steel wire at one end, and delivers telligence; 

at the other tiny screws of exquisite form; it displaces a 
great many operatives who had indeed acquired a very high 
and apecialized manual skill, but who lived sedentary lives, 
straining their eyesight through microscopes, and finding in 

I The .yatem owes its origin in great measure 10 Sir Jonpb Wbif.worth'l 
.t.ando.rd gaug.: bu' if. hu been worked out. wi~ moaL enterprise and thorough
Delli in America. S'-!1dardiaatoiOll ia moa' helpful in qard to things which are 
10 be builL up witb others inloo comptez 1'Ilacb.iDea. buildinp. bridpa. ale. 

II. 
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IV, a," their work very little scope for any faculty except a mere 
command over the use of their fingers. But the machine is 
'intricate and costly, and the person who minde it must have 

I an intelligence, and an energetic sense of responsibility, which 
go a long way towarde making a fine character; and which, 
though more common than thg were, are yet sufficiently 
rare to be able to earn a very high rate of pay. Nil doubt 
this is an extreme case; and the greater part of the work 
done in a watch factory is much simpler. But much of it 
requires higher faculties than the old system did, and 
those engaged in it earn on- the average higher wages; at 
the same time it has already brought the prioe of a trust
worthy watch within the range of the poorest c1asses of 
the community, and it is showing signs of being able soon 
to accomplish the very highest cJass of work

'
• 

:!;':..... Those who finish and put together the different parte 
weak.... of a watch must always have higbly specialized skill: but 
,t!:,.;... most of the machines which are in use in a watch factory 
UI.Ui.;c!o t di'" t ' al L ___ • __ fro th hi-" 
dilI .... L are no "eran In gener c_..... m 0S8 w .... are 
-... used in any other of the lighter metal trades: in fact many 

of them are mere modifications of the turning lathes and 
of the slotting, punching, drilling, planing, shaping, milling , 
machines and a few others, which are familiar to all engineer
ing trades. This is a good illustration of the fact that while 
there is a constantly increasing subdivision of labour, many 
of the lines of division between trades which are nominally 
distinot are becoming narrower and less difficult to be 
passed. In old times it would have been very small comfort 
to watch-makers, who happened to be suJIerlng from a 
diminished demand for their wares, to be told that the 
gun-making trade was in want of extra hande; but moat 
of the operatives in a watch factory would find machines 
very similar to those with which they were familiar, if they 

, The perfedion wbicb &.he mubiner1 bu abud,. at.t.ained " MOD by &be 
tad that. at. t.be Ioveo.t.ioDi EmibiUoD. held. iD London ill 1886, &be I'8pftlleDf.at.in 
of an Amerieaq watch factol'J' took to piecel &fl., wa&cl8 helene .ome Eng1iIb , 
ftlpftlleDtaiivel of &be oldeI .,.,.... at mlAufac&ure, and. aft. throwing &be i 
diJI8J'8Dt. putl iDto different heap&. .. ted. &hem to ~ foI biut 0118 pieee from ; 
ucb boap ill 1W:CeISioD; be ~ 18' tbeee pieo8l up itt ... 01 tbt wa&cb~: 
ODd banded Ihem boot .... \cb .. pedecl Older. • 
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strayed into a gun·making factory or sewing-machine factory. IV ..... &. 

or a factory for making textile machinery. A watch factory 
with those who worked in it could be converted withont any 
overwhelming 10811 into a sewing-machine factory: almo .. 
the ouly condition would be that in the new factory no one 
ehoold be put to work which required a higher order of 
general intelligence. than that to which he was already 
&CCuetomed. 

§ 5. The printing trade alIorda another instance of the 111 .. _ 
. hi h' t f hin d' lionl .... way m w c an lUIprovemen 0 mac ery an an merease u.. prin .. 

in the volume of production cauees an elaborate subdivision iD&--
of labour. Everyone is familiar with the l!ioneer neWSpllp.!lJ 
editor of newlT sotttIed districts of 4 merica. who seta up 
the type of his articles as he composes them; and with the 
aid of a boy prints olI his eheets and distributes them to his 
scattered neighbours. When however the mystery of print-
ing was new. the printer had to do all this for himself. and 
in addition to make all his own appliances1• These are 
now provided for him by separate .. subsidiary" tradel!, from 
whom even the printer in the backwoods can obtain every-
thing that he wants to use. But in spite of the asSistance 
which it thus gets from outside. a large printing establieh-
ment has to find room for many dilIerent classes of workers 
within its walla. To say nothing of those who organize and 
superintend the business. of those who do ita office work and 
keep its stores. of the skilled .. readers" who correct any 
errors that may have crept into the .. proofs." of its engineers 
and repairers of machinery. of those who cast. and who correct 
and prepare ita stereotype plates; of the warehousemen and 
the boya and girls who .assist them. and several other minor 
classes; there are the two great groups of the compositors 
who Bet up the type. and the machinists and pressmen who 
print impressions from them. Each of these two groups is I.slanceol 

di 'd d . t 11 'all . h I U.emulli· VI e m 0 many ama er groups. espeCl y m t e arge plication in 

1 "The 'YPe-founder ".. probably the lbi' to eecede from till CODcenl; t.beD 

priDteJI delegated to othem the makiDc of pl'el8M; af&enrardl the ink and lb. 
roUe. found IBpant.e and cli.st.inc& manufact.uren.; and the .. aroee a clue of 
penonI who. lhougb belonging .. other u.dtI, made prinUDg .pplianCM • 
IpIIclali'Y. IUCb .. prin ... IDliUll, priDtelI' Joineze and priD ..... engineen" (Mf 
SouIb_"1bo A.rUcIo OIl T".,..ph, .. 1bo ~""io _ ... ~ 
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centres of the printing trade. in London, for instance, a. 
minder who waa accustomed to one cl8811 of machine, or 
a compositor who waa accustomed to one cl8811 of work, if 
thrown out of employment would not willingly abandon the 
ad vantage of his specialized skill, and falling back on his 
general knowledge of the trade seek work at another kind of 
machine or in another cl88ll of work'. These barriers be
tween minute subdivisione of a trade count for a great deal 
in many descriptions of the modern tendency towards 
specialization of industry; and to Bome extent rightly, 
because though many of them are 80 slight that a man 
thrown out of work in one subdivision could p8811 into one of 
its neighbours without aDY great loss of efficiency, yet he does 
not do so until he haa tried for a while to get employment in 
his old lines; and therefore the barriers are aa effective as 
stronger ones would be so far aa the minor fluctuations of 
trade from week to week are concerned. But they are of an 
altogether different kind frorp. the deep and broad partitions 
which divided one group of medieval handicraftsmen from 
ahother, and which caused the lifelong suffering of the 
handloom-weavers when their trade had left them'. 

I Fol' inaWlee, Mr Soul.bwud telle 111 .... mindel may undent.and. only boot 
macbinel 01' only oeWl m.chines; he may know all abou'" machin. tha, print 
from flat lUdaoee or thoa. that priD' from cyliDdezI; "or at cyliDdeD he ma, 
knoW' onI,. one kind. EnPnll;r DOni macbineI create .. DeW clau of art.iIaD&. 
There are men perfecU,. competent to manage a W&lr.er proal who are ignonnt 
bow to wort 'WOaCO)our Qr an. boot·wort machine&. III &he COIDpoeitor'. depan
men' diviaion of ... hour it ~ed. out to .. It.iIl minuter degree. AD old-hIbioned 
priD_ would .t; up ind.ilJerentJy .. pl&card, .. litle-page, or .. book. ,At UJe 
preeen' day we ban jobbq hlUldl, book handI, and DO .. bands, &be word 
"band' tugelloing Ul. faetoly-Iike Datura oJ &he buainea Then are jobbinr 
bandI who confine tb8lDl8l .... to postelL Book banda comprial &boee who ., 
ap the UUeI and &h08l who III' up &he body oJ the wort. Of &be. laUer apiD. 
while one man compoeee, another, lb. 'maker-up,' urangeI &be pageL" 

• Le, UI foUow .lilt furt.her Ul, PI'OIftIII of maebineJy in aupplantiDa manual 
labour in lOme direcliODl and opening out new Oeldl fM i. employmen' in otbon.., 
Le' U8 wateb the pl'OCeal b1 wbich large ediUou 01 • gNa' DllWIp&PV aN .t. 
up IIUId prinMd of! in a f.w boun. To begin wit.b, a ,ood part. 01 &be 'YJMHIt.t.iDa' 
II i'-eU often done b1 a machine; but in 101 cue U1e t.ypeI aft in t.b. Iln:, iDlLulee 
OIl • plane 1IW'face, from which " II impoeaible to prin' TeI'1 rapidly. Tbe ned 
ltep Ul,refore II to make a papJ8I'-IDacM eut. of them, whieb fa ben, em to • 
cylinder, aod. it then ued u t.be mould from which a DeW m .... pta. II eut. tbU 
0 ..... cylind8l'l 01 Ule prioting machine. Pizecl on t.beIe i' lO_we aUema&ely' 
apinI' \b. lnlr.iDc cyUnderl aod the papel'. Th. paper .. IIJ'NIlI"d in a buge rod 
a' the boUoom 01 the maebine and unrolla I ...... auklmat.icall" lin, ap.inn &be 
damploa cylindell II1d Ibm IQ1IinII ilia plio,"" cylinderl, Il1o 8111 01 .. bldl 
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In the printing trades, as in the watch trade, we see IV, "", 6 

mechanical and scientific appliances attaining results that r..;;;;;' 
would be impossible without them; at the same time thatf:~ 
they persistently take o~ work that used to require manual t ... .J'~d I •• 

skill and d.!rlerity, but not much judgment; while they leave .'f. ~ 
for man's hand all those parts which do require the nee of::'':!:.t by 

judgment, and open up all sorts of new occupations in which machiDe.,. 

there is a great demand for it. Every improvement and 
cheapening of the printer's appliances increases the demand 
for the judgment and discretion and literary knowledge of 
the reader, for the skill and tasts of thoee who know bow to 
eet up a good title-page, or how to make ready a sheet on 
which an engraving is to be printsd, so that light and shade 
will be distributed properly. It increaeea the demand for 
the gifted and highly-trained artists who draw or engrave on 
wood and stone and metal, and for those who know how to 
give an accurate report in ten lines of the substance of a speech 
that occupied ten minutes-an intellectual feat the difficulty 
of which we underrate, because it is 80 frequently performed. 
And again, it tends to increase the work of photographers 
and electrotypers, and stereotypers, of the makers of printer's 
machinery, and many others who get a higher training and 
a higher income from their work than did those layers on 
and takers oft, and those folders of newspapers who have 
found their work taken over by iron fingers and iron arms. 

§ 6. We may now pass to consider the eftects which M~.hln • .,. 

~
achinery has in relieving that excessive muscular strain :i.~~~ J 

which a few generations ago was the common lot of more :':~ 
han half the working men even in such II country 118 Englllnd. 

The most marvellous instances of the power of machinery are . 
prinw .& OD ODe aida, and dle IlICOD.d on the other: thence to the cutting eylindera, 
which cut " lnw equal IengtbI, II1d theoee to &be folding .pparaw.. which folds 
it ready for I8le. 

More recently the cut.iDg of the type bill been brought under Ule Dew methodi. 
Tbe compOIitor pia,. on .. keyboard lib Ioh .. , of the typ&-writ.er. and the mat.riz 
01 a corresponding Ie\t.er goes inlD Una: &hen after 'Pacing ou" moIleD. lead it 
pound 011 t.he liDe of mabicel. and. .. IOlid line of type iI read,. AIld. in a furt.ber 
development eacb letter iI cul eaparaMly trom its maLriz; the machine reekoDl 
up UJ.. Ip&ee &&ken by t.be "&.ten, ltopi when &be ... are enough for .. line, dirid. 
out tbe free 8po\Ce equally into t.he requisite number of Imall 1pae611 beloween lobe 
wolda; and &11.11y cut. Lhe line. n" claimed tha\ one compositor can work 
.. veral.ucb m.ae.hinellimubaneousiy in diRan& 60WDB by e1ec\ric cunenloL 
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IV, a, II. seen in large Uon-works, and eapeciaJJy in those for making 
al!!!our platea, where the force to be exerted is so great that 
man's musclea count for nothing, and where every move
ment, whether horizontal or v~cal, haa to be efteeted by 
hydraulic or steam force, and man standa by ready to govern 
the machinery and clear away ashea or perform some such 
secOndary task. 

Machinery of this cIas8 haa increased our command over 
nature, but it haa not dUectIy altered the character of man's 
work very much; for that which it does he could not have 
done without it. But in other tradea machinery h!§ 

.j lightened man's labours. The house.carpenters, for instance, 
make things of the same kind as those used by our fore
fathere, with much leas toil for themselves. They Iio~ give 
themselves chie1ly to those parts of the task which are 
most pleasant.and most interesting; while in every country 
town and almost every village there are found steam miIIa 
for sawing, planing and moulding, which relieve them of 
that grievous fatigue which not very long ago 'used to make 
them prematurely old'. 

Mach
k 

Inory New machinery, when just invented, generany reqUires 
~.~ . . 
100 • .,. or a great deal of care and attention. But the work of Ita 

:::;e:o':! J]attendant is always being sifted; that which is uniform and 
:::,:::.:::~k I monotonous is graduaJIy taken over by the machine, which 
r........ thus becomes steadily more and more automatic and self-

acting; till at last there is nothing for the hand to do, but 
to supply the material at certain intervals and to take away . 
the work when-finished. There still remains the ro!Sponsi
bility for Beeing that the machinery is in good order and 
working smoothly; but even this task is often made light 
by the introduction of an automatic movemeat, which brings 
the machine to a atop the instant anything goes wro.ng. 

I The jack.plane, uaed lor molri., ... 0011> ..... _ /or a .... ODd OIlIer 
purpoI8I, \lied to callie hMn diaea.!e. making carpen ...... NIe old mea. by the 
t.ime the1 wue fort,.. Adam SmiUt tellI III tha.t OIWOI'bneD, wbea tIM,. are 
Uberall" paid, are "1'1 apt to overwork tbemIelnI md. to nUll their be&lab IIIld 
OODll.itution ID .. r. ... year&. A cupenter m London. and blltllDe o&bv ptac.. ia 
DO' IUppa.ed. &0 lui iD hia UUoOl' 'rigour abo ... eigb' J88N._ • .Alm0l' 'YeI'J' class 
or anifteers II IUbjed to IIOl1'II particular inftrmi'" oeouioDei .". .~ 
.ppUcation to \heir pecu1iu .,.a. 01 .ark.N 

.,...- 4 N .... Book .. 
obap&u YII, 
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Nothing could be more narrow or monoton011ll than the IV .... 6. 

occupataon of a weaver of plain stuJIs in the old time. But lllwo-";;:: 
will f 1 h of Uo.l .... 

DOW one woman manage our or more ooms. esc lb. textile 

which does many times 88 much work in the course of the indusmOl. 

day 88 the old hand·loom did; and her work is much less 
mQnotonous and calls for much m()rejudgment than his_did • ./ 
So that for every hundred yards of cloth that are woven, the ( 
purely monotonous work done by human beings is probably ~ 
not a twentieth part of what it wasl. . 

Facts of this kind are to be found in the recent history It th .. 

of many trades: and they are of great importan"'l when we l:,~~~::::1 
are considering the way in which the modern organization r:.:.ork 

of industry is tending to narrow the scope of each person's involo;i.ng 
mODo_Dy 

work, and thereby to render it monotono11ll. For those trades of iii .. 

in which the work is most subdivided are those in which 
the chief muscular strain is most certain to be taken oft by 
machinery; and thus the chief evil of monotonous work is 
much dimiDished.L~ Roscher says, it is monotony of life 
mueh more than monotony of work that is to be dreaded: 
monotony of work is an evil of the first order -ouly when it 
involves monotony of life. Now when a person's "employ. 
ment requires much physical exertion, he is fit for nothing 
after his work; and unless his mental faculties are called 
forth in his work, they have little chance of being developed( 
at all. But the nervous force is not very much exhausted inl 
the ordinary work of a factory, at all events where there is 
not excessive noise, and where the hours of labour are not 
too long. The social surroundings of factorj life stimulate 
mental activity in and out of working hours; and many of 
those factory workers, whose occupations are seemingly the 
most monotonous, have considerable intelligence and mental 
resource'. 

1 The elIlcieney of .labour in WPa'ring b.u been increased twelve-fold and ill., 
ill ~inoi.ng ais..fold during the _, 18Y6D~1 yeara. lD the preceding .. ven,,. 
yeBI'I the improvemenu in lpirmiDg had already increued &he efIiciency of labour 
$wo-hundred.·fold (lei Elliaoo', CQ""'" T..a. oj GrfGI BriIG.., eh. 11'. and 1'.). 

• PerbaPi t.be textile incillitri. afford. the beat iDatance of work lIlal ued. to 
be done by band and. iI now done by machinery. The, MI especially prominent 
ill England, where lbey ciq emp1oym6D.' to nearly half .. million malo.!l and more 
UlaD. baU .. million femaIee. 01' mORl &baD one iD ten of &hose per80DI who are ........ Iadepea_......... The """" IbM .. &aba 04 bWlllUl muacleo in 
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IV, IX, T.r It is tme that the American agricultnrist is an able man, 
-r and that his children rise rapidly in. the world. But partly 

because land is plentiful, and he generaIIy owns the farm 
that he cultivates, he has better social conditions than the 
E.,!!ILIish; he has always had to think for him·self, arulhas 
long had to use and to repair complex machines. The 
English agricultural labourer has had many great disadvan
tages to contend with. Till recently he had little ed,,!lAf:jon; 
and he was in a great measure under a semi-feudal rule, 
which was not without its advantages, but which repressed 
enterp~ and even in BOme degree self-respect. These 
narrowing causes are removed. He is now fairly well edu
cated in youth. He learns to handle various machinery; he 

I is less dependent on the gOO.d.will of any particular ,;quire or 
group of farmers; and, since his work is more various, ane 
educates intelligence more than the lowest grades of town wor] 
do, he is tending to riae both absolutely and relatively. 

The § 7. We must now proceed to consider what are th, 
::·0,\",'0 conditions under which the economies in production arisinl 
~':~ frem division of labour ~ best be secured. It is obviow 
m'~'17 that the efficiency of speciaIUed machinery or speciaIUei 
:!~'tb':, 'skill is but one condition of .its economic use; the othel 
f.:ll~ be is that sufficient work should be found to keep it wei 
.... p.ed. employed. Aa llabbage pointed out, in a large factolJ 

dealing even with thOle 10ft materials II abo,", by the fact. &hal; for enry ODe oj 

\heBe million operaU", there II uaed. about one horae-power 01 steam. &bat II: 
about toeD Urn ... much .. &bey would ~ uen if Uaey weN aIlllroDl! 
mea; and &be bis&ory of ~ induat.ri81 wiD I8l'n to remind __ ibd 1IWlJ' 01 
thOle who perfonn t.be mom mono&onoUl partI of manutllduriDg work are .. • 
rule Dot ,killed worked who haYe come don &0 I' bam a higher claII 01 wort, 
but unskiUed. worken who haN n.a to it. A. great; Dumber 01 t.bca who won 
III the Lancaahire cotton-mill! haN come there from ponny-nrickeo disUic&a 01 
IIeIand, wbllo .......... &be _ .... 01 paupe .. and people of w.k phyo;qa., 
who ,...,. sen' Lbere ill large DumbelS earl,. in the _& century from the most. IJlisaro. 
able condiliODI of We in ~. pooren agricultural districts, .beN the 1abouren 
we .. led aad hou.i aim,,", ...... Uw1 &be animolo whom &bey IoDded. AgaiD, 
wbfID ntgM II upresl8d. ilia, &be coUOn factory bandI 01 New EngIaDd bue DOl 
the higb lW».tiard of culture whicb prtn'aiIed &mODI t.bem a eenhlry ap, we mme 
romember &hat the daeeeDdanta of Wl~ raetory warkerl bave moved. up to bigber 
aDd more IeIpODSible pol'" and. include many 01 &be "bled and WMlLhied 01 Ute 
eiLizena oJ A.meriea. TbOle who h"ft "'ken &heir pw. are in &be pmea. 01 
beins nieed; they ... dUeIIy r ....... (>nad, ... and 1rUb, who though IboJ "'1 
Iet.ra 1ft \beir ." bom • .,me 01 Ute .keI 01 ciriliALioo, &Ie 1M much belter oft 
IIld have OD &be wbolo beloler opportunill. 01 deYelopint the higher f~ 01 
u.-J_ aDd _ chi"""" th ... &bey had 10 _ oIcIhomoI 
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. the master manufacturer by dividing the work to be IV, ~ T. 

xecuted into different processes, each requiring different 
legrees of skill or force, can purchase exactly that precise 
luantity of both which is necessary for each process; whercas 
I the whole work were executed by one workman that person 
oust posseBB suflicient akill to perform the most difficult and 
ufficient strength to execute the most laborious of the 
'perations into which the work is divided." The economy 
,f production requires not only that each person should be' 
om lored constantly in a narrow ran e of wor but also that, 
~hen It is necessary or ·m to dertake differen tas s, 
oach of these tasks should be such as to call forth as much as 
?oasible of his skill and ability. Just in the .... me way the 
1C0nomy of. machinery requires that a powerful turning-
.athe when specially arranged for one clasa of work should be 
<ept employed as long as pOBBible on that work; and if 
,here is occasion to employ it on other work, that should be 
luch as to be worthy of the lathe, and not such as could have 
been done equally well by a much smaller machine. 

Here then, eo far as the economy of production goes, men Du. "'e 
~nd machines stand on much the same footing: but" while =~mi. 
machinery js 8 mere jmplement of production, man's welfare js ::n°!aao 
~lso its ultimate aim. We have already been occupied with ~~~::ion ../ 
the question whether the human race as a whole gains by ~I 
carrying to an extreme that specialization of function which hlm..Uno• 
causes all the most difficult work to be done by a few people: ~.;£oped 
but we have now to consider it more nearly with special 
reference to the work of business management. The main 
drift of the next three chapters is to inquire what are the 
causes which make different fOllllll of business management 
the fittest to profit by th~ir environment, and the most likely 
to prevail over others; but it is well that meanwhile we 
should have in our minds the question, how far they are 
severally fitted to benefit their environment. 

Many of those economies in the use of spccialized .kill 
• .ad machinery which are commonly regarded as within the 
roach of very large establishments, do not depend on the size 
of individual factories. Some depend on the aggregate 
volume of production of the kind in the neighbourhood; 
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IV, .. , f. while othelll again. especially those connected with the. 
growth of knowledge and the progress of the arts. depend; 
chiefly on the aggregate volume of production in the whole'! 
civifu;ed world. And here we may introduce two technical~ 
terms. . 

~ We may diyjde the ecopowjPI Atieing from an increase in',j 
aDd Iri inUmal the scale of production of any ;nd of ggods. into two classe8 : 
.......... ·,f-I!!!tly. those dependent on the general development of the 

~try; and. seClllldiy. those dependent on the ... poarees 0G 
",the individual house. of business engaged in it. o'L1heir') 

organizati~.!~t!lJL .. jlic!ency _o.Liheir...!!lanagement. We; 
may call the former e<l:temal economw. and the la~ 

! intmaal economw. In the present chapter we have been" 
chiefly discUBBing internal economies; but we now proceed' 
to examine those very important external economies which: 
Dan often be secured by the concentration of many small,. 
businesses of a similar character in particular localities: or. 
118 is oommouly said. by the localization of industry. 



"CHAPTER X. 

INDUSTRIAL ORGANIZATION, CONTINUED. THE CON· 
CENTRATION OF SPECTATJZED INDUSTRIES IN PAR

TICULAR LOCALITIES. 

§ 1. IN an early stage of civilization every place had to IV, Z, I. 

depend on its own resources for most of the heavy wares !'l.;;;;
which it consumed; nnlesa indeed it happened to have special :"":::~I 
facilities for water carriage. But wants and cnstoms changed ~:n:t. 
slowlY: and this made it easy for producers to meet the ~r:!-:OD 
wants even of consumers with whom they had little com· light..,d 

munication; and it enabled comparatively poor people to ;:bJe 
buy a few expensive goods from & distance, in the security ~::.= 
that they would add to the pleasure of festivals and holidays 
during a life-time, or perhaps even during two or three life· 
times. Consequently the lil!!!..ter and more expensive articles 
of dress and personal adornment, together with spices and 
some kinds of metal implements used by all classes, and many 
other things for the special use of the rich, often came from 
astonishing distanoes. Some of these were produced only 
in a few places, or even only in one place; and they were 
diftused all over Europe partly by the agency of fairs' and 
professional pedlers, and partly by the producers themselves, 
who would vary their work by travelling on foot for many 
thousand miles to sell their goods and Bee the world. These 
Bturdy travellers took on themselves the riska of their little 

1 TbUi ill the reeordl of the Sloutbridge Fair held. near Cambridge we 4nd. III 
~ n.riet.J' 01. light and precious goodJ from Ule older lea. of civilization in 
&be g .... I.Dd aD b Meilitenaneao; lOme haYing beeo brough' in liaIiaD. abipl, 
.ad ot.bem havin&' tnl'elled. bJ luui u far II &.be JbOleI of tt. Nonb. Sea. 
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IV, s, 2. businesses; they enabled th~ production of ce+in cl.....,s of 
goods to be kept on the right track for satisfying the needs 
of purchasers far away; and they created new wants among 
consumers, by showing them at fairs or at their own houses 
new goods from distant Ian~ An industry cooMntmt.e.d 
in certain localities is commgnly, -t)lough perhaps not quite 
apcurate!y. described as a loc81i ... d jndus~l'f-

This elementary localization of industry gradually pre
pared the way for many of the modem developments of 
division of labour in the mechanical arts and in the task of 
business management. Even now we find industries of a 
primitive fashion localized in retired villages of central 
Europe, and sending their simple wares even to the busiest 
haunts of modem industry. In Russia the expansion of ~ 
family group into a village has often been the cause of a 
localized industry; and there are an immense number a I 
villages each of which carries on only one branch of produc-
tion, or even only a part of one ". 

Tb~ § 2. Many virious causes have led to the IQcaliretioa of 
. :ri.:"01 incl!!!.tries; but the chief causes have been (physical condi
~ .. ; tions; such as the character of the cljmate au,Lthe soil, the 
~.ru:,~ .. ; existence of mines and quarries in the neighbourhood, or 

within easy access by lanQOr water:) Thus me~c indus
tries have generally been either near mines or in places 
where fllel was cheap. The iron industries in England first 
sought those dietricts in which charcoal was plentiful, and 

• No' ...,. 100II ago ""..n ... ia ... _ ,.,..,1 could ftnd • I\nnge lUI<! 
characteristic rcIic or &his babi' in • rillage eal1ed lmA. The rilagera bad 
lOI1Iebow acquired a special art; in bftleding canaries: and their young men 
.wted fOJ' • tour to dia&an' perM or Europe each ,nih abou' fifly nail cae
hung 110m • pole .... his ahouIder, and walked ... WIlber had ooId all 

• There are for iDStanoe over 600. riIlageI devoted to nriouI hraucbes 01' 
woodwork; one riDage mo. BoUting bu& 1p01I:. 'or &be wbeeII 01 ftbicleI, j 

another noLbing but. Ule bod.iM and 10 on; and indicaUool or _lib date of &bingI .! 

are found in Lbe hiatori. of orienW! cirili&atioDi and in &be ehroniclel 01. mediIBn.I ;. 
Europe. ThUi for wanes we read (RoplI' 8U C ....... oJ Work _ Waga." 
ch. ".) 01 • lawyer'. baudy book wril.loeD abou' l25O, which mates nole of 8ClU'W 
., LiDeolni blanke' " Bligh; bume' a' Beverley; rusae' -' Colch • ..,..; linen ' 
fablb a' Sbal_bury, Le".. and Aylaham; cord. at. WanrieIr. and Bridpon;: 
knina ., MIUlJt.ead; needlel a' Wiltonj nao. u Leicester; IOap u eo..o.&ry; 1 
bol'l8 girLbl u Dorteu&er; alr.iDl and furl a' Chester and Shrewabury aad 10 011.1' 

The localUat.ion 01 lrad. in England at. the be(inning 01 UMI eighteenth 
eentury ia weD desc:ribo.l bl Defoe. p,.. 0/ BflgliM eo..~ 86-1; .a;.gIia\ i 
r ........... u.1I8lI-8. 
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afterwards they went to the neighbourhood of collieriesl • IV, X, I. 

Staffordshire makes many kinda of pottery, all the materials 
of which are imported from a long distance; but she has 
cheap coal and excellent clay for making the heavy" seggars" 
or boxes in which the pottery is placed while being fired. 
Straw plaiting has its chief home in Bedfordahire, where 
straw has just the right proportion of silex to give strength 
without brittleness; and Buckinghamshire beeches have 
aft'orded the matsrial for the Wycombe chairmaking. The 
Sheffield cutlery trade is due chiefly to the excellent grit of 
which its grindstones are made. . 

Another chief cause has been the patr()nage of a .. court;. tho " 
"- patronage The rich fold there assembled make a demand for goods of 01 courts; 

specially high quality, and this attracts--.!kill __ cLworkmen 
from a distance, and educates those on the spot. When an 
Eastern potentate changed his residence-and, partly for 
aanitary reasons, this was constantly done-the deserted 
town was apt to take refuge in the development of a 
specialized industry, which had owed its origin to the pre· 
sence of the court. But very often the rulers deliberately tho 
. . d . • dis· ..I il'th' d.Ubo .... mVlte artisans !±Om Itapce an seJiegem In 8~ invitation 

~er. Thus the mechanical faculty of Lancashire is said 01 rul .... 

to be due to the i!!!Luence of N ormag. smiths who were 
settled at Warrington by Hugo de Lupus in William the 
Conqueror's time. And the greater part of England's manu-
facturing industry before the era of cotton and steam had 
its course directed by settlements of Flemish and other 
artisans; many of which were made under the immediate 
direction of Plantagenet and Tudor kings. These immigrants 
taught us how to weave woollen and worsted stufIs, though 
for a long time we Bent our cloths to the Netherlands to be 
fulled and dyed. They taught us how to cure herrings, how I 
to manufacture Bilk, how to make lace, glass, and paper, a)ld 
to provide for many other of our wants' • 

• The later waRdoringa 01 ill. iron lnduaUy from. Wales. StDftordtbire and 
Shropahire I!O Scot.land IIIoD.d the North of England are weD mown in the t.aLlaa 
aubmil.ted by Sir Lowthian Bell to the receR~ Commisaion on t.he Depreasioo. of 
Trod, and lnduoky. 800 thoir Secood a'porl, Pm L p. 320. 

I! Fuller aays ihal. Fleminp awt.ed manufae'uru of c1o~ and ruatiMi ill 
Nonricb. of baizeI in Sudb\U'7, 01 lerpl in Colcheata and. Taunton. 01 c1ot.bl in 

III . 
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IV, z, J. But how did these immigrauts leam their akill' Their 
I \I Tb.- ancestors had no doubt profited by the traditional arts of 
! mdUibiol earlier civilizations on the shores of the Mediterranean and denlop-

mO>!' 01 in the far East: for nearly an important knowlsdge has long 
na"ollll d da dis . d ...u"up~ deep roots stretching ownwar to tant tIlDes; an sol 

:I:":- widely spread have been these roots, so ready to Bend up 
:_. shoots of vigorous life, that there is perhaps no part of the old 

world in which there might not long ago have flourishsd many 
beautiful and highly skilled industries, if their growth had 
been favoured by the character of the people, and by their 
social and political in.titutjo~". This accident or that may 
have detarminsd whether any particnlar industry flourished 
in anyone town; the industrial character of a whole country 
even may have been largely influe~ced by the richness of 

-I h«!!..soil and her mine.L..and.her facilitjes for M!Jlmerce. Such 
natural advantages may themselves have stimulated free in
dustry and enterprise: but it is the existence of these last, 
by whatsver means they may have been promoted, which 
has been the supreme condition for the growth of noble 
forms of the arts of life. In sketching the history of free· 
industry and enterprise we have &1ready incidentally tracad 
the outlines of the causes which have localized the indnstrial 
leadership of the world now in this country and now in that. 
We have Been how physical nature acts on man's energies,} 
how he is stimulated by an invigorating climate, and how 
he is encouraged to bold ventures by the opening out of 
rich fielda for his work: but we have also seen how the usel 
he makes of these advantages dependa on his ideals of life, I 
and how inextricably therefore the religious, political and 
eoonomic threada of the world's history are interwoven; while 
together they have been bent this way or that by great' 
political events and the influence of the strong personalities 
of individuals. . 

The causel which determine the economic progress of 
nations belopg to ~ study of intemational trade and there
f~ lie ou~of our present view. But for~e resent we 
K .. ~ O ......... roblro, w ..... 1orobIro, W.lmorland, Yor a..... _ 
ODd s-., 01 ke ... ya ill o.vonohlno ..... 01 LenD, .. ill Laaeubino. 
IImiIoo' B..,.- .. Bog/oo<I ..., I~ po loe. 800 .... • B~ 
o/lIof/oIIII .. '" -.-_, ....... 
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must tlU'll aside from these broader movemente of the locali- IV,., S. 

zation of industry, and follow the fortunes of groups of skill.d 
workers who are gathersd within the narrow boundaries of 
a manufacturing town or a thickly peopled industrial dietrict. 

§ 3. -When an industry haa thus chosen a locality for Th. 

iteelf, it is likely to atey there long: so great are the ad- :tr.:~ 
vantages which people following the same skilled trade .get i::.'!:l:"i 
from near neighbourhood to one another. The mysteries of .kill; 

the trade become no mysteries; but are aa it were in the, 0/' 
air, and children learn many of them unconsciously. Good 
work is rightly appreciated, inventions and improvemente in 
machinery, in processes and the general organization of the 
business have their merite promptly diecWlSed: if one man 
starts a new idea, it is taken up by others and combined 
with suggestions of their own; and thus it becomes the 
source of further new ideas. And presently Buhsjdiau trades ,h. 
~w up in the neighbourhood, supl1l.r.ing it with implemente Fu~:Il~ 
and ~riala, organizing ite tr~!!ic, and in many ways ",dee; 

conducing to the eco.;Qmy of ite material. 
Again, the economio use of expensive machinery can lb. "'" 

. b . d' hi h d . di' . olh.ghly 3 sOlp.etlmes e attame m a very g egree m a stnct m .p~d 
which there is a large aggregate production of the same machinery; 

kind, even though no individual capital employed in the 
trade be very lerge. For subsidiary industries devoting them-
aelves each to one small branch of the process of production, 
and working it for a grea~ many of their neighbours, are 
able to keep in constant use machinery of the most highly 
specialli:ed character, and to make it pay ite expenses, though 
ite original cost may have been high, and ite rate of depr .... 
ciation very rapid. 

Again, in all but the earliest stages of economic develop- , loeal Y 

t I caliz d . d . d f th markello, men a 0 e m ustry gama a great a vantage rom e .~a1 
fact -that it offers a constant market for Mill (Employera' - . 
are apt to resort to any place where they are likely to find 
a good choice of workers with the apecial skill w hieh they ./ 
require; while men seeking employment naturally go _ to 
places whe~ there are many employers who need such skill 
as theirs an<\, where therefore it is likely to find a good market:) 
The owner of an iaoleted factory, even if he has access to 



1172 

IV, x, 3-

LOCALIZED INDUSTRIES 

a plentiful supply of general labour, is often put to great 
shifts for want of some special skilled labour; and a skilled 
workman, when thrown out of employment in it, has no easy 
refuge. Social forces here co·operate with economic: there I 
are often strong friendships between employers and employed: 
but neither side likes to feel that in case of any disagreeable 
incident happening between them, they must go on rubbing 
against one another: both sides like to be able easily to break 
oft old associations should they become irksome. These diffi
culties are still ~8t obstacle to the Slll!!le&S of any busin~ \ 
in which special skill is needed, but which is not in the neigh
bourhood of others like it: they are however being diminished 
by the railway, the printing-press and the telegraph., 

~~:~.'!':' On the other hand a localized industry has some diswi
localized vantagea. as..,!.. market fur Tabron. if the work done in it is 
ioduaky 
m.t ..... chiefly of one kind, such,for instence as can be done only by 
d"!=:: strong men. In those itQII districts in which there are no 

. ~~~~~~ textile or other factories to give employment to wome~ 
labour. children, wag~. aM high and the cost of labour dear to the 

employer, while the average mouey earnings of each family 
are low. But the remedy for this evil is obvious, and is 
found in the growth iu the same neighbourhood of industries 
of a .8upplementary charactsr. Thus textile industries are 
constantly found congregated in the neighbourhood of mining 
and engineering industries, in some, cases having been attracted 
by almost imperceptible steps; in others, as for instance at 
Barrow; having been started deliberately on a large seale 
in order to give variety of employment in a place where pre
viously there had been but little demand for the work of 
women and children. 

The advantages of variety of employment are combined 
with those of localized industries in some of our manufactlll'
ing towns, and this is a chief cause of their continued growth. 
But on the other hand the value which the central sites /If a 
large town have (or trading plriposes, enables them to com
mand much higher ground-rents than the situatiolUl are 
worth for factories, even when account is taken "f this oom
bination of advantages: and there is a similar Qgmpetition 

for dweI!ing apace between the empl~!!- 0' the trading 
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houses and the factory workers. The result is that factories IV, z, 4. 

now congregate in the outekirts of large towns and in manu
facturing districts in their neighbourhood rather than in the 
towns themselves1• 

I A district which is dependent chiefly on one industry is mW ... n' 
;' liable to extreme depression, in case of a falling-oft in the i::~i'!'=, 

demand for its produce, or of a failure in the supply of the ~~~:::~f
raw materia! which it uses. This evil again is in a greatg ..... cb 

'd d b h I I' d 'a! •• ber'od .. measure aVOl e y t ose arge towns or arge m ustn p .... i .... 

districts in which several distinct industries are strongly 
deVeloped, If one of them fails for a time, the others are 
likely to support it indirectly; and they enable local shopl,/ 
keepers to continue their assistance to workpeople in it. I 

So far we have discussed localization from the point I,.eali ... 

of_view of the economy of production. But there is also the !~on;t 
convenience of the qustomer to .l>e considered. He will go 
to the nearest shop for a trifling purchase; but for an 
important purchase he will take the trouble of visiting any 
part of the town where he knows that there are specially 
good shops for his purpose. Consequently shops which deal 
in expensive and choice objects tend to congregate together; 
and those which supply ordinary domestic needs do not', 

§ 4. Every cheapening of the means of communication, The in-

\ 

f ill' f th f ' h f 'd' b t ftu.ncool every new ac ty or e ree mterc ange 0 1 eas e ween improved 

distant places alters the action of the forces which tend to :;:'~~i
localize industries. Speaking generally we must say that a :::~ •• n:,n 

lowering of tarifts, or of freights for the transport of goods, g!"P~iCal 
, d1Jtnuu~ 

tends to make each locality buy more largely from a dis- ~on 01 , 

tance what it requires; and thus tends to concentrate parti- .. du,u .... 
cular industries in apecialiocalities: but on the other hand 
everything that increases people' 8 readineBB to migrate from 

lone place to another tellds to bring skilled artisans to ply 

1 'the movemen' b ... been speeially col'llpicuous In the case of the MlEtile 
manufacWrem. Mancb.,.t.er, Leeda -.1 Lyolll are .till chmf centre. of th. Vade 
in eat.ton. wooDen and IiIk ltuffl. bu\ Ibey do not. DOW tbemselVeI produce my 
great. pan of lb. goodI &0 ,which they on 6beir chief fame. On (.he other band 
London and~aria retain their poaitioDi .. t,he 'wo largest. manufacturing toWDI 
of Ule world, hiladelphia coming t,hinL Th8 mut.ual infiueoeea of the localizat.ion 
cal indUBt.ry, growth of t.oWDI and babit.e of t.own ute, and lobe development. of 
maehinerJ' are di8cUlllld. in Bobeon'. Evon.no. 0/ Copildlu.. 

• Comp, Ilobeoa, L .. P. lie. 



IV, Z, 4. their· crafts noor to the oonsumen who will purchaee their 
wares. TheBe two opposing tendenciee are well illustrated 
by the recent hietory of the English people. 

Wllll .. U.. On the one hand the steady cheapening of freights, the 
!::,.:be opening of railways from the agricultural districts of America 
=~.i.1 and India to the sea-board, and the adoption by England of 

a free-trade policy, have led to a great increaee in her impor
tation of raw produce. But on the other hand the growing 
cheapneea, rapidity and comfort of foreign travel, are jnducing 
her trained husinesB men and her akilled artisanB to pioneer 
the way for new industries in other lands, and to help them 
to manufacture for themeelvee goods which they have been 
wont to buy from England. English mechanics have taught 
people in almost every part of the world how to use English 
machinery, and even how to make aimilar machinery; and 
English minen have openlll! out minea of ore which have di
minished the foreign demand for many of England's products. 

C. One of the moat striking movements towards the epecieli
zation of .. oountry's industries, which history recorda, is the 

or rapid increase of the nnn-agriCJ'ltu.ral..populatio.a.of Engl"dld 
~-,ecent_ timee~The exact nature of this change is however 
liable to be misunderstood; and its interest is so great; both 
for its own sake, and on account of the illustrations it af[orda 
of the general principlea which we have been discussing in 
the preceding chapter and in this, that we may with advan
tage pause here to eonsider it a little. 

The, In the lint place, the real !!iminution of England'. agri
~lb!';utl~? cultural industries is not 80 great aa at lint sight appearL 
~~er..IIt is true that in the Middle Agee three-fourths of the people :t.... were reckoned as agriculturists; that only one in nine w"'! . 
S .... ;.bl returned to the last census as ep.gaged in allriculture, andt 
,p~"" that perhaps not more than o~in twelve will be 80 returned 

at the next census. But it must be remembered that the 
so-cal\ed agricultural populationff the Middle Ages W81-e not 
exclusively ocoupied with agriculture; they did for them
selves a great part of the work that is now done by brewen 
and bakers, by spinners and weavers, by bricklayers and car
penters, by dressmaken and tailon and by many other trades. 

/ TE.~ue.!!:s~ctngha.bita died ~owly. but moat p1 them had 
nearly disappeared by the beginning of the laat century; and 
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it is probable that the labour spent on the land at this time IV,,., 4-

was not a much less part of the whole industry of the country . 
than in the Middle Ages: for, in spite of her oeasing to export 
wool and wheat, there was so great an increase in the produce 
forced from her soil, that the rapid improvement in the ute) . 
of her agriculturists acarce1y availed to hold in check the 
action of the law of diminishing return. But gradually al 
great deal of labour has been diverted from the fields to 
making expensive machinlU}' for agricultural purpoeea. This 
change did not exert its full influence upon the numbers of 
those who were reckoned as agriculturists so long as the 
machinery was drawn by horses: for the work of tendiJig 
them and supplying them with food was regarded as agri-
cultural. But in recent years a rapid growth of the use of 
steam power in the fields has coincided with the increased 
importation of farm produce. TheC<>a!-miners who supply 
these steam-engines with fuel, and the mechanics who make 
them and manage them in the fields are not reckoned as 
occupied on the land, though the ultimate aim of their labour 
is to promote its cultivation.(The real diminution then of 
England's agriculture is not so great as at first sight appears; 
but there has been a change in its distribution. ~y teaks 
which used once to be performed by agricultural labourers 
are now done byapecia1ized workers who are classed as in the 
building, or road-making industries, as carriers and SO on., I. 
And, partly for this reason the number of people who reside 
in purely agricultural districts has seldom diminished fast; 
and has often increased, even though the number of those 
engaged in agriculture has been diminishing rapidly: 

Attention has already been called to the influence which CbaDpia 

the importation of agricultural produCI\.Uerte in altering the ::.=:t 
relative valnes of diflerent soils: those falling most in value == 
which depended chieHy on their wheat crope, and which were tn:.~:l:' 
not naturally fertile, thoug~they were capable of being made _. 
to yield fairly good crops by expensive methods of cultivation. 

Districts '~. which such soils predominate, have contributed I .. 
more than their share to the crowds of agricultural labourers 
who have migrated to the.large towns; and thus the 
geographical distribution of industries within the country has . 



276 LOCALIZED INDUSTRIES 

IV,~, '- been .till furtber altered. A striking instance of the in· 
fiuence of the new means of transport is seen in those 
pastoral districte in the remoter parte of the United King
dom, which send dairy product. by .pecisl express trains to 
London and other large towns, meanwhile drawing their own 
supplies of wheat from the further sh,!res of the Atlantic or 
even the Pacific Ocean, 

Tho .. ,", \But next, the changes of recent years have not, as would 
~r.:: ... at first sight appear probable, increased the proportion of the 
~:;':1 •• ' .English people who are occupied in manufactures. The ou/;
l!:"::';."put of England'. manufactures is certaiuly many times aa 

great now aa it waa at the middle of the last century; but 
those occupied in manufacture of every kind were as large a 
percentage of the population in 1851 as in 1901; although 
those who make the machinery and implemeuts which do a 
great part of the work.of Euglish agriculture, swell the, 
numbers of the manufacturers. ) 

bul.hleBr The chief explanation of this result lies in the wonderful 
to indUl'-
Irieo in increase in recent years of the power of machinery. This 
:\.: haa enabled us to produce ever increasing supplies of manu
hee •• o fnctures of aimost every kind both for our own use and for 
I"""l 
....... exportation without requiring any considerable increase in 
in Lbe 
.mci,ney the number of people who tend the machines. And there-
ollabo.... fore we have been able to devote the labour set free from 

agriculture chiefly to supplying those wants in regard to 
which the improvements of machinery help us but little: th~ 
efficienoy of machinery haa prevented the industries localized ' 
in Englnnd from becoming aa exclusively mechanical aa the 
otherwise would. Prominent among the occupations which 
have increased rapidly since 1851 in England at the expense 
of agriculture are the service of Government, central and 
local; education of all grades; medical service; musical, 
theatrical and other entertainments, hesides mining, building, 
dealing and transport by road ",d railway. In none of these 
is very much direct help got from new inventions: man's j 
lahour is not much more efficient in them now than it was a 
·century ago: and therefore if the wants for which they make 
provision increase in proportiDn to our general ... ea1th, it is 
only to be upeoted that they should absorb a constently 
growing proportion of the industrial popuiation.\.Dom ... tio 
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servants increased rapidly for .ome years; and the total IV, x, '" 
amount of work which used to fall to them is now increasing 
faster than everi But much of it is now done, often with the 
aid of machinery, by persons in the employment of clothiers 
of all kinde, of hotel proprietors, confectioners, and even by 
various messengers from grocers, fishmongers and other. who 
call for orders, unless they are Bent by telephone. Thesei 
changes have tended to increaae the specialization and the 
localization of industrie •. 

Passing away from this illustration of the action of modem Transilion 

forces on the geographical distribution of industries, we will ::::': .. 1 

resume our inquiry as to how far the full economies of divi- !l::;::r~ 
sion of labour can be obtained by the concentration of large 
numbers of small businesses of a similar kind in the same 
locality; and how far they are attainable only by the aggre-
gation of a large part of the business of the country into the 
hands of a comparatively small number of rich and powerfUl. 
firms, or, as is commonly said, by production on a large scale; 
or, in other words, how far the economies of production on at 
large scale must needs be internal, and how far they can be ~ 
external'. 

I The pemontage of the population occupied in the tatile induat.ri. in the 
Unit.ecl Kingdom feD from 8-13 in 1881 to 2·43 in 1901; partJy becaUle mueb of 
&he work done by \hem bu been 1eIldered. 10 limple by aemi-automatic machiDery 
that it CUI be done fairly well by peop1el that are in • relatively bar:kward. 
induamal condition; and partly becaUIII &he chief t.eJ:tile goodl ret.ain nearly the 
tame aimple cbaract.or all t.b.ey had thiny 01' even three Lbouaand yoan ago. On 
&he other hand manufadUl'U of iron and .t.eel (including shipbuilding) bave 
ineMUed 10 rpeatly in eomploxity .. weD .. in volwne of ouf,put., that. t.he pe,.. 
eentap of U1e populat.ion occupied. in &hem roee from 2·39 in 1881 to 3001 in 1901; 
althougb much grea.1a advance h .. been mNllwhile made in Ule mac.b.inory &lid 
moLbodi employed in ~em ~ in &be textile group. Tbe remaining manu· 
facLuring indUitriea employed about t.he earne percentage 01 U10 people in 1901 as 
in 1881. In the aame mue the klnnage of BriWh ahipping cleared from British porta 
increased by one ball; and the DUDiber of dock labourers doubled, but that 
of &earneD baa alightly diminished. Th .. facta are to be upJained partly by .... 
impronment. in the conauuctioo of Ihipa and aU appliao.CI!I connected wit.b th~ 
aDd partly by the b'anlfereoC8 \0 docl:: labouren of Dearly all tasks connected with 
bancUing "be cargo BOlDe of which were eyen recently performed by the CleW. 
Another marked change ill the increued apregat.e occupation of women in 
manufacLu.ree. ~ougb \hat of married. women appead to haft diminished, and 
t.hU of ebildren hal eert.ainly diminiebed greatl,.. 

TM S" ......... Tabla o/llu C ..... 0/1911. publilhed. In 1915, abow 10 many 
cb.angu in c!iftcation eince 1001 \bat no general riew of 18CeDt. deyelopments can 
be safely mad Bul. Table 64 of that. RtfHWC BOd Prof. D. Cnradog Joneel paper read. 
Wore tile Ro al Stat.iaUca1 Societ.y in Dlcamber 191" abo" tha. the deyelopmente 
of 1901-1911 diller'rom &heir predec:slOl'I in detail rat.ber t.bao in general chuat'ter. 



CHAPTER XI. 

INDUSTRIAL ORGANIZATION. CONTINUED. PRODUCTIGN 
ON A LARGE SCALE. 

IV~ I. § 1. Tn advantages of production on a large 8ca.le are 
The 'ypical best shown in manufacture; under which head we may 
~~':~~.. include all businesses engaged in working np material into 
:::;:.:. forms in which it will be adapted for s"le in distant markets;. 
... &h ... 
engaged 
iomanu-
1 ......... 

The characteristic of mAnufacturing jndpstlies which makes 
them offer generally the best illuatrations of the advantages 
of. production on a large .~, is their power of choosing 
freely the locality in which they will do their work. They 
are thus contrasted on the one hand with agriculturp and 
other extractive indu.tries (~, qu~, fiWg, etc.), 
the geographical dietribution of which is determined by 
nature; and on .the other hand with industries that make or 
repair things to enit the special needs of individual con
sumers, from whom they cannot be far removed, at all events 
without great 10181• 

The c.. The chief advantages of production on a large scale are 
economy . . 
at maWriai. economy of Akill, eoonoIDr of m8gbmery and economy of 

~ miW:ia1s: bnt the lut of these is rapidly losing importance 
relatively to the other two~ It is true that an isolated work-/ 
man often th~,..~ away a numher of small things which would 
have been collected and turned to good account in a factoryl;..-

• "Manuladure" II .. klnn "bJCh baa lout loa, M' ~OD wi~ i. 
original Ole: and II now appUed to thOle brancbe. ol produetioD. wheN macldDe 
uid DO' band work II mOl' promiDen.. Roacher m~ the aU.emp. to bring " 
.... k ...... 10 ilo old _ b, oppl,ins I. 10 dom_ .. OPI_ to 1ocIoI:1 
lndUlt.riel: but it iI &00 late to do dliI DOW. 

I See Babbage" iDlkmce of Ule DlUlulacMue GIl bom.. ..... , _/ M ..... 
~,ch.nu. 
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\ but waste of this kind can scarcely occur in a localized manu- IV, D,lI. 

I facture even if it is in the handa of small men; and there is not 
very much of it in any branch of industry in modem England, 
except agriculture and domestio cooking. No doubt many 
of the moat important advances of recent years have been 
due to the *ilizing of what bad belm.~lIIIte..product; but 
this haa been generally due to a distinct invention, either 
chemical or mechanical, the use of which haa been indeed 
promoted by minute aubdiviaion of labour, but haa not been 
directly dependeut on it'. 

Again, it is true that when a hundred seta of furniture, 
or of clothing, have to be cut out on exactly the same 
pattern, it is worth while to spend great care on so planning 
the cutting out of the boards or the cloth, that ouly a few 
small pieces are wasted. But this is properly an economy of 
skiU; one planning is made to suffice for many tasks, and 
therefore can be done well and carefully. We may pass then 
to the economy of machinery. 

§ 2, In spite of the aid which aubaidiary industries can The 

give to smaU manufactures, where many in the aame brauch :t:~'".r" 
of trade are collected in one neighbourhoods, they are still ~·~rdo 
placed under a great disadvantage by the growing variety tb:..":i;~ 
and expenaiveneaa of machinery. For in a large establiah- :l:oehine'l" 

ment there are often many expenaive machines each made 
specially for one small use. Each of them requires space 
in a good light, and thus atanda for something conaiderable 
in the rent and general expenses of the factory; and inde
pendently of interest and the expense of kee'ping it in repair'l 
a heavy allowanoe must be made for depreciation in oonae-\ 
quence of ita being probably improved upon before longo• 

I lnel.anoel are the utDi&aUoo. of U1e walLe from cotkm, wool. aiIk and o\ber 
_t.ile materiaJa; and of the bJ'~productl III &be metallurgical induakies. in lhe 
manufacfiUnl 01 IOda uul gu, lAd ill. &be American miDenJ. oil and mea' pICking 
Iud""" 

, See &he preceding chaptu, 18. 
• The •• erage Ple wbicb. • maehine wiD Jan Woa being IUpemeded II lD 

maD1 &rac:lM DO' more thaD fifteen yean. while in lOme It Ie IoeD. JUri or enID 
.... ThenrI II of teo • to. 011 &he use 01 a machine aDleaI Ii earDI eYe" 18&1' ,went,. per lsen .. OD ita con; and wbeD Lbe operation perfoMlfld. b,lUcb • machine 
CCIIt1ng £500 1'ddI only • hundredth pan to t.he nine of the material that pBSSell 
Ihlougb l~d Uda ill DOt. aD eJ.t.reme eas&-there wiD be. w. OD it. UI8 unIMJ 
it .... be app1ial ia p...tucl., " ..... £10,000 worth of good. ODD .. Uy. 
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w, In, st A small manufacturer mnst therefore have many -things done 
- by hand or by imperfect machinery, though he knows how to 

have them done better and cheaper by special machinery, if 
only he could find constant employment for it. ) 

~.rilb But next, a Bmall manufll.ct~er_IIl"l'. not alw&¥"..be 
_rd to acguaintect with_the best machinery. for his l'urpoae. It is 
theinven-
lion 01 true that if the industry in which he is engaged has been 
:f~~:y.long established on a large scale, his machinery will be well 

np to the mark, provided he can afiord to buy the best 
in the market. In agriculture and tb.!;sgttpD industries, for \ 
instance, improvements in machinery are deviaed almost • 
exclusively by machine makers; and they are accessible to 
all, at any rate on the payment of a royalty for patent right. 
But this is not the case in industries that are as yet in an 
early stage of development or are rapidly changing their 
form; such as the chemical industries, the watchmaking 
industry and Bome branches of the jute and silk manufac
tures; aud in a host of trades that are constantly springing 
up to supply some new want Or to work up some nell' 

TbelJlnAIJ 
manwac
twv 
canDol 
ot .... 
aflord to 
azpori_ 
moDL 

material. 
In all such trades new machinery and new proce .... arej 

for the greater part devised by manufacturers for their own 
use. Each new departure is an experiment which may fail' 
those which succeed mnst pay for themselves and for th, 
failure of others; and though a small manufacturer may think 
he sees his way to an improvement, he must reckon on having 
to work it out tentatively, at considerable risk and expense 
and with much interruption to his other work: and even if he 
should be able to perfect it, he is not likely to be able to make 
the most of it. For instance, he may have devised a new -
speciality, which would get a large sale if it could be brought 
Under general notice: but to do this would perhaps cost 
many thousand pounds; and, if 80, he will probably have to 
turn his back on it. For it is almost impossible for him to 
discharge, what Roscher calls a.ohar'!Cteristig ta.ak of th~ 
modem manufacturer, that of creating new wants by showin 
people something whioh they bad never thought i)f havin 
before; but which they want to have as soon as the notion 
is suggested to them: in the pottery trade for example the 
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small manufacturer cannot afford even to make experiments IV, Xl, 3. 

with new patterns and designs except in a very tentative 
way. Hill chance is better with regard to an improvement I 
in making things for which there is already a good market. 
But even here he cannot get the full benefit of his invention 
unIesa he patents it; and sells the right to use it; or borrows 
BOme capital and extends his business; or IBBtly changes the 
character of. his business and devotes his capital to that 
particular stage of the manufacture to which his improve-
ment applies. But after all such caaes are exceptional: 
the growth of machinery in variety and expensiveness presses 
hard on the small manufacturer everywhere. It hBB already 
driven him completely out of some trades and is fBBt driving 
him out of others'.· 

There are however some trades in which the advantages Buli. 

which a large factory derives from the economy of machinery:.'do;.. 
almost vanish as soon as a moderate size has been reached. ::.s.,,!~ 
For in.tRnce in cotton spinning, and calico weaving, a com- "I· ..... '" nlve e 
parative1y small factory will hold its own and give constant boot • 
employment to the best known machines for every process: machm...,.. 

so that a large factory is only several parallel smaller factories 
under one roof; and indeed some cotton-spinners, when en-
larging their works, think it best to add a weaving depart-
ment. In such CBBes the large business gains little or no 
economy in machinery; and even then it generally saves 
something in building, particularly BB regards chintneys, and 

• In many blllinMSel only a amaU perceniLage of improyementl are patented. 
They consiR of many ImBU lloeps, whieb it. would not. be worth wbila k» Plloten' 
one at. I iime. Or their chief point Jie. in DOUting that. a certain \bing ought to 
be done; and to paten' one way of doiq il. ill only too set. other people to work to 
Bod ou," otber ".,. of doing it; againa' which the patent. cannot. guard. U one 
patent. ill taken au" it. iii ofWn neceeaary &0 II block" i" by patenting other methods 
or arriving at. t.he IUD. neult.; the pat.euf.et does not. exped to Ole them himaelI, 
but. he want. &0 prevent. ot.bem from uaing ibem. All \WI invoh'. worry and 
to. 01 &iDle and money: and Lb.. large manufact.unr prefera to keep hit bnprove
men' to bimIeIf and get wha' benefit be can by WIble it. While if the IDleD 
manufacturer tate. oul. a patent, be ill likely to be hlLlaSled by iofringementa: 
and even t.bougb b. may win "with COIt4" t.be ael.ioD.l in wbich he Vi .. to defend 
bimleU, be ill lure to be nriDed by them if t.bey are numeroua. n iI geoernUy in 
lobe public inl.e»el' tha' an improvement IboWd be published, even t.boueh n is a' 
&be II8Dle 'ime .pat&lted. Bu' if i' is patented in England Iood nO' in other 
COUIl"i., 88 iI ott.eD the cue, Engliab maraufaeture1'8 may 00' use it, even U!.ougb 
they wen ju" on the poin' of finding it. out lor t.bemaelv. belore it WII patonLed.; 
wbile foreign manufacturelllearn all about" ud caD UI8 it freely. 
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IY, :n,.. in the economy of steam power, and in the management and 
,repairs of engines and machinery. Large soft-goods factories 
have carpenters' and mechanics' shops, which diminish the 
cost of repairs, and prevent delays from accidents to the 
plantl. 

Ad.a.- lAkin to these last, there are a great many advan\.ges 
Iageo 01 
• largo which a large factory, or indeed lllMge busine81 of almost 
:~.:t"" a'!y kilJ.!l, nearly always haa over a smaIl one. A Iarge -::';t bnsine8B bny! in great qnantities and therefo~eaply; 
r.::~, it pays low ~ and Baves on carriage in manJ- ways, 
In buymg • ula I if' h ail 'din I ften sells' I ... d oa1Iing. partic r y It aa a r way 81 g. t 0 marge 

qu~ties, and thus Ba'lll,8 itself trouble; and yet at the aame 
time it gets • good price, because it ofte~ conveniences to 
the customer by having a large stock from which' he can 
select and at once fill up a varied order; while it,,-repntation 
gives him cgnfidence.)It can spend large snm;t;n adverli. 
ing by commercial travellers and in other ways; its agents 
give it trustworthy information on trade and personal 

J
' matters in distant places, and its own goods advertise one 

, another. 
The economies of highly organized bnying and selling 

are among the chief caUS88 of the preaent tendency towards 
the fusion of many businesseS in the Bame industry or trade 
into single huge aggregates; and also of trading federations 
of various kinds, including German cartels and centralized 
co-operative a8l0ciationa. They have also always promoted 
the concentration of bnsjne81 risks in the hands of large, 
capit;ili..ts who put ont the work to be done by amaIler ' 
menl • 

l nil. remarkable fad thM cotton IIDd. .om. oU1er ,"tile fact.oriel rom. aD 
uceptJon t.o ihe gmeral rule tbU the capital required per head. of &be WOlbnI fa 
gonuaIIy _lor In • Iarp f .. tory _ ID • ....u..... The __ to !bat ID 
.... 1 ._ .....m- Ul8 Iarp I .. ",.,. hu .....,. Iblngo doDo by ..,..... 
~ which aN clone by hmd iB • IDlaIl factoJy; III &bat. wbile &be .... 
bill to .... In pzoporlioll to Ul8 ouIpui In • Iarp _.,. _ ID • ....u _ Ibo 
..... 01 "'" m..mn..,. aDd Ul8 ......,. .... occupied by the mochlDory to _ 
grea&er. Bu' fa the limpler bruacbe. of &be &U,iIe tnd-, lIDaD worb baft &be 
um. macbinel'J' .. Iarp woru ba.,..; IDd .inct lIDaIl Iteam-ecqrinel, etc. .. 
plOporlimlololy m... uponsi.. Ibm Iarp ..... IboJ roquiI'o • __ IIDd 
.. pilallD plOpOftIoD to Iboir .ulput _ ..... ""'tori .. do; aDd IboJ ... likely 
to ftl<Juire a llloaUng capfUl a1ao n&ber .... ID. proport.ioD. 

• See below IV. xu. & 
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§ 3. Next, with regard to the economy of skill. Every- IV,,.,, 8. 

thing that has heen said with regard to the advantages Ad;;;; 

which a large estahlishment has in being able to aftord~': 
highly specialized machinery applies eqnally with regard Io,::-.z" 
to highly specialized skill. ,It can contrive to keep each of ~Oli"'H 
ita ~ployees conetantly engaged in the most difficult work' 
of which he is capable, and yet so to narrow the range of hie 
work that he can attain that facility and excellence which 
come from long-continned practice) But enongh has already 
been said on the advantage of division of labour: and we 
may pass to an important though indirect advantage which 
a manufacturer derives from having a great many men in 
hie employment. 

The large manufacturer has a mnch bettar chance than &he 

a small one has, of getting hold of men with exceptional ~l~'::a 
natural abilities, to do the most difficult part of hie work- 1DIID,.etc. 

that on which the reputation of hie establishment chiefly '/ 
depends. This is occasionally important as regards mere 
handiwork in trades which require much taste and originality, 
as for instance that of a house decorator, and in those which 
require exceptionally fine workmanship, as for instance that 
of a manufacturer of delicate mechaniam1• But in most 
businesses jta wid imp0rt.a,Pce Iiea jn thA facilitiea which 
.it.giyea.to the emplofer fm. the Jeleetion of able and tried 
maD, men wbom be tnlst.e and. who tnlfd; bim , to be' hie 
foremen and heads of deI'&tnumt.. We are thns brought 
to the central problem of the modem organization of in
dustry, viz. that which relates to the advantages and 
disadvantages of tho subdivision of tho work of businosB 
management. 

I ThUi Boult.on writm. ID 1170 when be h-.! 100 or 800 peJIODI emplnyed 
.. met.aJ]ic mil" and worken ~ &ortoiaaehell, It.oDel, glasa, and enamel. laya:
"I have t.rained up manr, and am. uainiDg up more, plain country 1adJ iDt.o good 
workmen; aud wbereft!' 1 8nd. iadicaUou of UiJl and ability, I encourage them.. 
I haft lik ..... &ablilhed cotreIpOllCieDc with almoet. enry In8lmDtiie town ill 
Eu!ope, and lID thUi regularly IUppUed with ordeJI for the gro&W' aJticlel fa 
common demand, by which I am enabled. t.o employ rueb a Dumber of bamBI .. to 
pl'OYide m. with lUI ample choicl of arC.ia&I for U1e 1lnu bnneh. or work: md I 
am ihUi encouraged &0 ene' and employ. more e:r:tenaive apparatua than it would 
be pruden, to emplo, for &be produet.iOD. of &be floe. uticleI only!' 8mileI' Lift 
01 &olIoo, Po 128. 
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rt, XI," § 4. The head of a large business can reserve all his 

strength for the broadest and most fundamental problems of 
his trade: he must indeed assure himself that his managers, 

..rh~ 
d;,..., 

~llDf ~e n:::.::. crerlts and foremen are the right men for their work, and, arq . 
"'onaga- doing their work well; but beyond this he need not tro,uble 
:!d"!'!;\agN himself much about detaila. He can keep his mind "kesh" 
~.,!,=_large and clear for thinking out the most dillicult and vital pro-
r ......... ; blems of his business; for studying the broader movements 

of the markets, the yet undeveloped results of current events 
at home and abroad; and for contriving how to improve the 
organization of the internal and external relations of his 
business. 

For mnch of this work the small employer has not the 
time if he has the ability; he cannot tske so broa!! Lsun>'ey 
of his trade, or look so far ahead; he must often be content 
to follow the lead of others. And he must spend much of 
his time on work that is below him; for if he is to succeed 
at all, his mind must be in some respects of a high quality, 
and must have a good deal of originating and organizing 
foree; and yet he must do much routine, work. 

ll:::-..:!n On the other hand the small employer has advantsges 
m ... - of his own. The master's eye is everywhere; there is no) 
r.......... shirking by his foremen or workmen, no divided respousibility, . 

no sending half-understood messages backwards and forwards 
_"ro. ,,-.. - ........ ~" ..... -

from one department to another. He saves much of the 
book-keeping, and nearly all of. the cpmbrou •• prtflm 'o( • 

~ that are necessary in the business of a large firm; 
and the gain from this source is oC va.,. great importance 
in trades which use the more valuable metals and other 
expensive materia1s. 

And though he must always remain at a great disadvan
tage in getting information and in making experiments, yet 
in this matter the general course of progreas is on his side . ./ I For External economies are constantly growing in importance 
relativoly to Internal in all matters of Trade-knowledge: 
newspapers, and trade and technical publications of all kinds 
are perpetually scouting for him and bringing him much 
of the knowledge he wants-knowledge which a little while 
ago would have been beyond the reach of anyone who 
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could not afford to have well-paid agenta in many distant IV, XI,Ii. 
places. Again, it is to his interest also that the secrecy of I 
buaines. i. on the whole diminishing, and that the most 
.important improvementa in method .eldom remain s.cret for 
.Iong after they have p .... d from the experimental stage. It 

.' ill to -his advantage that changes in manufacture depend less 
on mere rules of thumb and more on broad dev.lopmenta of 

.scientific principle; and that many of these are made by 
studenta in the pursnit of knowledge for ita own sake. and 
are promptly published in the general interest. Although 
thereforo the small manufacturer can eeldom be in the front 
of the race of progre88, he n •• d not b. far from it, if he has 
the time and the ability for availing hime.lf of the mod.rn 
facilities for obtaining knowledg.. But it is true that he 
must be .xceptionally strong if he can do this without neg- v' 
l.cting the minor but n.ce88ary d.tails of the business. 

§ 5. In agriculture and oth.r trades in which a man Rapid 

gains 1&0 very great new .conomies by mcreasing the seal. of ~:"6':'! 
his production, it often happell8 that a business remains of :''.1':" 
about the samesiz. for many years, if not for many g.n.rations. "Mob oft •• 
But it is oth.rwis.·in trades in which a large busmess can =~mi .. 
command very important adYantsge., which are beyond the :ro~'::~u ... 
reach of a small business. A n.w man, working his way 1arge ocaIe. 

up in such a trade, has to set his .nergy and f1.xibility, his 
industry and care for small d.taila, against the broader 

i eConomies of his rivals wi!h th.ir larger capital, their high.r 
specia1ization of machin.ry and labour, and th.ir larger trade 
connection. If then he can double his production, and .ell J 
at anything like his old rate, he will have more than doubled 
his proSta. This will raise his cr.dit witb bankers and other. 
shrewd lend.rs; and will. .. nable him to increase his buainess 
furt~d to attain y.t further economi •• , and y.t higher 
proSta: and this again will increase his buaine88 and so on) 
It seelll8 at first that no point is marked out at which he 
need atop. And it is true that, if, as his busin.ss increased, 
his faculti.s adapted thems.lves to his larg.r sph.r., as they 
had done to his smaller; if he retain.d his originality, and 
versatility and pow.r of initiation, his pers.v.rance, his tact~. 
and his Rood luck for v.ry many years toReth •• ; he miJzht \ 
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IV, ",8. ilien gather into his hands the whole volume of production in 
his branch of trade for his district. And if his goods were 
not very di1Iicuit of transport, nor of marketing, he might 
extend this district very wide, and attain IOmething like a 
limited monopoly; that is, of a monopoly limited by the eon
aideration that a very high price would bring rival producers 
into the field. 

But long before this end is reached, his progress is likely 
to be arrested by the decay, if not of his faculties, yet of his 
liking for energetic work. The rise of his firm may be pro
longed if he can hand down his business to a luccessor almost 
as energetic as himselfl • But the continued very rapid 
growth of his firm requires the presence of two conditions 
which are seldom combined in the same industry'. There 
are many trades in which an individnal proqyCNeeuldoBecUl,e 
much increaaed .. internal'; economies bE. a great increase of 
hia output; and there are many in which e ~ market that 
o'lipnt •• 9ily; yet there are few in whicb 1'0 could do both. 
And this is not an accidental: but almost a necessary resultJ 

!'!'.~':Iing J 'For in most of thoae trades in which the economies of 
laouy,lhe production on a large aoale are of first-rate importance, 
:;::,::.:. marketing is di1Iicuit. There are, no io~bt, important ex· 
l!:.~. cepti~. A producer may, for instence, obtain access to the 
ro'::'1y whole of a large market in the caae of goods which are 10 

a~.ol aimple and uniform that they can be aold wholesale in vast 
mod..... . . B d f >1., kind d _ quantities. ut, moat goo s 0 "",a are raw pro uce; 

and nearly all the rest are plain and common, BUch as steel 
rails or calico; and their production can be reduced to 
routine, for the very reason that they are plain and common. 
Therefore in the industries which produce them, no firm 
can hold ite own at all unless equipped with expensive 
applil\nces of nearly the latest type for ite main work; 
while Bub ordinate operations can be performed by BUb
aidiary industries; and in abort there remains no very great 
difierence between the economies available by a large and by 
a very large firm; and the tendency of large firma to drive i 

I 
out Bmall onel has already gone 10 far as to waDBt most' 

I MeaDI '" t.hII end Uld ~ pn.cliclllimiLaLioaa U'e cliIcUlled. 1D. the .. "., 
ball 0/ \be loUowiDc chapler. 
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of the strength of those forces by which it was C!riginally 1'1', lEI, 8. 

promoted. -
But many commoditiee with regard to which the tendency Bu' In 

\., increasing return acts strongly are, more or less, specialities: :E:~~:~ 
some of them aim at creating a new want, or at meeting ilIdilIicull. 

an old want in a new way. Some of them are adapted to 
special tastes, and can never bave a very large mark;.t; and 
some have merits that are not easily t!lsted, and must win 
their way to general favour slowly. In all such casea the 
wee of each business are limited, more or less according to 
circumstances, to the particular market which it has slowly 
and expensively acquired; and though the production itself 
might be economically increased very fast, the we could 
not. 

Lastly, the very conditions of an industry which enable a Co,!"", 

firm .. kl d . f "hieb new to attam qwc y comman over new econOmIes 0 enable 

production, ~der that firm liable to be supplanted quickly ~ 
by still younger ~ with yet newer methods. Especially 2i'~7' 
where the power1Ul "tcQnomillll"l"f production on a large scale h ..... all 
are associated with the use 'of new appliances and new the",! 

methods, a firm which' has lost the exceptional energy' which 
enabled it to rise, is !!kely ere long quickly to decay; and the 
full life of a large ~eldom lasta very long. 

§ 6. The advantagee which a large business has over Ad ..... • 

all ., uf b lag .. of a sm one are COnspICUOUS 1D man acty.J'e, ecause, as we lauge 
have noticed, it has special facilities for concentrating a great ~i:.b':" 

"deal of work in a small area. But there is a strong tendency kindL 

for large establishments to drive out small.ones in many 
other industriee. In particular the retail trade ,is being 
transforme?, the small shopkeeper' is losing ground daily. 

Let us look at the advantages which a.Jarge.,:retaiJ.'!!>op , ... tail 

or store has in competing with ita smaller neighbours. To ~:.~l 
begin with, it can obviQ.usly.buy onbetteLterms, it can get ........ 
its goods ca~.«lre chellply, aud can ol!~~ a large.r. yariety 
to meet the taste of customers. Next, it has a i'eat ecouomy 

. olakili: the small shopkeeper, like the small manufacturer, 
must spend much of his time in routine work that requires 
no judgmeut: whereas the head of a large establishment, 
and even in some c&aea his chief assistants, spend their '!I' )lo~ 
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IV,lEI, e. time in using their judgment. Until lately these advantages 
have been generaJIy outweighed by the greatar facilities 
which the smaJI shopkeeper haa for bringing his goods to 
the door of his customers; for humouring their several 
taataa; and for knowing enough of them individuaJIy to be 
able safely to lend them capital, in the form of selling them 
goods on credit. 

u,-:-g ~Ih But within recent years ihere have been many changes 
01 J: aJI telling on the aide of large establishment&. The habit of 
p·fIIlenll buying on credit jn passing away; and the personal relations!' 

between shopkeeper and customer are becoming more distant. 
The first change ia a great step forwards: the second ia on 
some accounta to be regretted, but not on aJI; for it ia partly 
due to the fact that the increaae of lzue seU·respect among 
the wealthier cIaases ia making them no longer care for the 
subservient personal attentions they used to require. Again, 
the growing value of time makes people lees willing tban 
they were to spend several hours in shopping; they now 
often prefer to spend a few minutes in writing Ollt a long 
Jist of orders from a varied and detailed price-list; and tbis 
they are enabled to do eaaiIy by the growing facilities for 
ordering and"receiving parcela by post and in other ways. 
And when they do go shopping, tramcars and local trains are 
often at hand to take them eaaiJy and cheaply to the large 
central shops of a neighbouring town. All these changes 
render it more difficult than it waa for the smaJI shopkeeper 
to hold his own even in the provision trade, and others in 
which no great variety of stock ia required. 

Bnd Ib~ But in many trades the ever-growing variety of comma-' 
~~':;'!f dities, and those rapid changes of faahlon which pow extend' 
r.::.rm~. their baneful influence through almost every rank of society, 
...... d. weight the balance even more heavily against the smaJI 

dealer, for he cannot keep a sufficient stock to ofter milch 
variety of choice, and if he tries.to follow any movement of 
faahion closoiTy ... larger proportion of his stock will be left 
stranded by the receding tide than in the case of a large 
shopkeeper. Again, in SOllle branches of the clothing and 

J.urniture and other trades the increasing cheapness of 
machine-made goods. ia leading people to buy ready-made 
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things from a large store instead of having them made to IV, ... T. 

order by some small maker and dealer in their neighbour-
hood. Again, the large shopkeeper. not content with re-
ceiving travellers from the manufacture",. makes tours either 
him.elf or by his agent in the most important manufacturing 
districts at home and abroad; and he thus often dispenses 
with middlemen between him and the manufacturer. A tailor 
with moderate capital shows his customers specimens of 
many hundreds of the newest cloths. and perhaps orders 
by telegraph the selected cloth to be sent by parcels' post. 
Again, ladies often buy their materials direct from the 
manufacturer. and get them made up by ·dressmakers who 
have 8carcely any capital. Small .hopkeepers seem likely 
always to retain so_ hold of the minor repairing trades: 
and they keep their own fairly well in the .ale of peri.hable 
food. e.pecially to the working cl .... e •• partly in consequence 
of their being able to sell goods on credit and to collect 
small d.bts. In many trades however a firm with a large 
capital prefers having many small shops to one large one. 
Buying, and whatever production is desirable. is concentrated 
under a central management; and exceptional demands are 
met from a central reserve. so that each branch has large 
resources. without the expense of keeping a large stock. 
The branch manager has nothing to divert his attention . 
from his customers; and. if an active man. with diret!t' 
interest in the success of his branch. may prove himself 
a fprmidable rival to the small shopkeeper; as has been 
shown in many trades connected with clothing and food. 

§ 7. We may next consider those industries whose geo- Th •. 

graphical position is determined by the nature of their work. :;.:~mg 
Country carriers and a few cabmen are almost the only 

survivals of small industry in the carrying trade. Railways 
and tramways are constsntly increasing in size, and the 
capital required to work. them is increasing at an even 
greater rate. The growing intricacy and variety of com
merce is adding to ths advantages which a large fleet of 
ships under one management derives from its power of 
delivering goods promptly, and without breach of responsi
bility, in many different ports; and as regards the vessels 

•• 10 
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IV, ", 7. themselves time is on the aide of large ship., especially in the 
passenger trade1• As a oonsequence the arguments in favour 
of the Stats's undertaking buaineaa are etronger in BOme 
branches of the c&lT)'ing trade than in any other, except the 
allied undertakings of carrying away refuse, and bringing in 
water, gas, etc.· 

Wn ... nd lpe contest between large and amalI mines and quarries 
quarrieL 

has not eo clearly marked a tendency. The history of the! 
State management of mines is full of very dark shadow.; 
for the buaineaa of mining dependa too much on the probity 
of its managers and their energy and judgment in matters of I 
detail as well as of general principle, to be well managed by 
State officials: and for the same reason the small mine or 
quarry may fairly be expected, other <ahings being .,qual, to 
hold its own against the large one. But in BOme cases the 
cost of deep ehafts, of machinery ana of establishing means 
of communication, are too great to be borne by any but a 
very large buainess. 

The I In agriculture there is not much division of labour, and 
=~\U.. there is no production on a very large scale; for a so-called 
. deterred. 
.. "large farm" does not employ a tenth part of the labour 

which is collected in a factory of moderate dimensions. This 
is partly due to natural causes, to the changes of the aeaaoDS 
and to the diffioulty of concentrating a great deal of labour in 
any ODe place; but it is partly also due to causes cOljl1ected 
with varieties of land tenure. And it will be best to post
pone discussion of all of them till we come to study dempd 
and supply in relation to land in the sixth Book • 

• A .hip'. carrying power varies .. the tube 01 her dimensions. while the 
Nist.ance offered by lobe water inCreasel only a little faster &haD &he Iquare 01 
her dimensioDl; 10 lob", • large abip requi.ftII .. coal ill propor\io1l to ita 
tonnace Ihul • lDlall one. It; abo requinIa .. labour, ClllpeCially &bat. of nari~ 
gal-ion: while &0 passeogera f' offem gnaw wet.,. and comfort, more choice 
of company and bel.. prof_onal a&1eDd.ance. 10 IbOJt, &be amalIlbip hal IlO 

chanee of competing with the large ahip bet.weeo pona which huge abi,. can 
e&'Iily enter, IIDd between which UIe &n1Bc II Rl.Illcieo.' to enable &.hem &0 fill 
up quickly • 

• 11; is characteristic 01 &be great. economic cban",oe of ibe rut. bundled yeam Ula, 
"hon the Orat. railway billa ..".. passed, provision wu made for allowing private 
individuals to run ~ own conveyances 011 \hem, just. .. lobe,. do 011. • highwa,. 
or a caual; and DOW we and it. dimcuJt. &0 imagine how people could haft u:pecIed. 
II tho,. eert.ai.nlJ did, that. t.hia plan would pro~ a pnctiC"able ODe 



CHAPTER XU 

INDUSTRIAL ORGANIZATION, CONTINUED. BUSINESS 
MANAGEMENT. 

§ 1. HITHERTO we have been considering the work of IV, :m,l. 

management chiefly in regard to the operations 01 a manu- P",blem.s 

lacturing or other bUsiness employing a good deal of manual :::1~ 
labour. But we now have to consider more carefully ~ ..,. 
variety of the function" which bpsinA¥ men djBchatgB; the 
manner in which they are di.tributed among the heads 
of a large business, and again between difierent cla.... of 
bu.ine98 which co-operate in allied branches of production 
and marketing. And incidentally we have to inquire how 
it occurs that, though in manufacturing at lea.t nearly every 
individual busine98, 90 long ae it is well managed, tend. to 
become stronger the larger it hae grown; and though P'imli 
facie we might therelore expect to see large firm. driving 
their smaller rivals completely out of many branches of 
industry, yet they do not in fact do so • 

. "Business" is taken here broadly to include all provision. V 
for the wants of others which is made in the expectation of 
payment direct or indirect from those who are to be benefited. 
It is thus contraeted with the provision for his wants which 
each one makes for himself, and with those kindly services 
which are prompted by friendship and family affection. 

( The primitive handicraftsman managed his whole business The .. 

1 hims If b . his . hi' pnDlIlive or e; ut smce customers were Wit ew exceptIOns h .. di- \-/ 

his immediate neighbours, since he required very little capital, d~'F" 
since the plan of production wae arranged for him by custom, ~~. 
and since he had no labour to superintend outside of his own consume, 
household, these tesks did not involve any very great mental 
strain. He wae far from enj oying unbroken prosperity: war 
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IV, xn, I. and scarcity were conetantly pressing on him and his neigh-
- bours, hindering his work and stopping their demand for his 

wares. But he was inqlined to take good and eyil fortune, 
Ii!e sunshine and rain. as things beyond his control: his 
fingers worked on, but his brain was seldom weary; 

""d -::t,. Even in modem England we find now and then a village 
::I."""od artisan who a4!!eres to primitive methods, and makes things 
~~:"'"' .. on his own account for sale to his neighbours; managing his 

own busineis and undertaking all its risks. But such cases 
a':!!!!!!: the most striking iIultances of an adherence to ola
fashioned methods of. J>usineaa are supplied by the learned 
professions; for a physician or a solicitor manages u a rule" 
hie own busineaa and does all its work. 1;bi. IIlan is not 
withQut ito diydvaDtages: much valuable activity is wasted 
or turned to but slight account by some professional men of 
first-rate ability, who have not the special aptitude required 
for obtaining a busineaa connection; they would be better 
paid, would lead happier lives, and would do more good aer
vice for the world if their work could be arranged for them 
by lOme IOrt of a middleman. But yet on the whole things 
are probably beet as they are: there are sound reasons behind 
the popular instinct which distrusts the intrusion of the 
middleman in the Bupply of those services which require 
the highest and 1I10st delicate mental qualities, and which 
Can have, their full value ouly where there is complete 
personal confidence. 

~I' Englieh so!jcitors however act, if not as employers or .. fire are 
.... pli ... undertakers, yet as agents for hiring that br~<liL.o.f the legal 
..... - profession which ranks bighest, and whoae work involves the 

hapleet mental r!rein. Again, many of the best instructors 
of youth Bell their BemCee, not directly to the consumer, 
but to the governing body of a college or school, or to a head 
master, who arranges for their purchase: the employer BUP- ) 
plies to the teacher a market for his laboUl; and is Bupposed 
to give to the purchaser, who may not be a good judge him
seU, lome lort of guarantee as to the quality of the teaching 
supplied. 

AgBin, artists of oyery kind, however eminent, often find 
• • 

it to their advantage to employ lomeone elae to arrsnge for 



THB IIUSlNBSS UNDERTAKER OR ADVENTllREB 293 

them with customers; while those of less established repute IV, xu, 
are sometimes dependent for their living on capitalist trsders, a, 3-

who are not themselves artiete, but who understand how to 
sell artistic work to the best advantage. 

§ 2. But in the greater part of the business of the modern In m .. ' 

~
Orld the task of so directing production that a given effort t.":"' .... 

may be most effective in supplying human wants has to be:-=01 
broken up and given into the hands of a specialized body of class 01 

. under-
employers, or to use a more general term, g! business meJ!.. ~ke .. 
They U ad venture U or II un~e" ita risks; they J;-ring mt.enrene. 

together th.....-c..pital and thJ! labour required for the work; 
they arrange or" engineer" ite general plan, and superintend 
its minor details. Looking at business men from one point 
of view we may regard them as a highly skilled industrial 
grade, from another as middlemen intervening between the 
manual worker and the consumer. 

There arc some kinds of busine .. men who undertake 
gr~, and -;xerclse a la!ge influence oyer ~re v' 

botb_~Lth~j)roducers and of the consumers of the wares in 
which they deal,but wllo are not to- anyeoD.8iderable extent 
direct employers of labour. The extreme type of these is 
the dealer on the stock exchange or the produce markets, 
whose daily purchases and sales are of vast dimensions, and 
who yet has neither factory nor warehouse, but at most an 
office with a few clerks in it. The good and the evil effects 
of the action of speculators such as these are however very 
complex; and we may give our attention at present to those 
forms of business in which administration counts for most 
and the lubtler forms of speculation for least. Let Us then 
take some illustrations of the more common types of business, 
and watch the relations in which the undertaking of risks 

-stands to the rest of the work of the business man. 
§ 3. The building trade will serve our purpose _ well, IlIuaIra-

rtl b 't dh' ts to . 't' ',on I .... pa y ecause 1 a eres m some respec pnuu lve ho_ 

methods of business. Late in the Middle Ages it was quite huildinc· 
common for a private person to build a house for himself 
without the aid of a master builder; and the habit is not 
even now altogether extinct. A person who undertakes his 
own building must hire separately all his workmen, he must 
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IV,m,4. watch them and check their demands for payment; he must 
- buy his materials from many quarters, and he must hire, or 

dispense with the use of, expensive machinery. He probably 
pays more than the current wages; but here others gain what 
he loses. There is however great waste in the time he spends \ 
in bargaining with the men and testing and directing their ! 

work by his imperfect knowledge; and again in the time that 
he spends in finding out what kinds and quantities he wants /. 
of difterent materials, and where to get them beat, and so on. ' 
This waste is a voided by th!.t division Qila.bour whicll ..... igns 
to t!"-P.rofessional builder the task of superintending details, 

The chief 
nakl of 
und .... 
10k",!! 
lOmeUmes 
aeparat.ed. 
(rom 
detailed 
manage

"men' 
in the 
building 
Uad.elj 

in tbe 
textile 
t.ractUi 

and to the professional architect the task of drawing plans. 
The division of labour is often carried atilJ further when 

houses are built not at the expense of those who are 'to live' 
in them, but as a building speculation. When this is done 
on a large scale, as for instance in opening out a new suburb, 
the stakes at issue are so large as to ofter an attractive field / 
to powerful capitalists with a very high order of general 
business ability, but perhaps with not much teehnical know
ledge of the building trade. They rtly on their own judgment,/ 
for the decision as to what are likely to be the coming reJ.a.. 
tions of demand and supply for difterent kinds of houses; but 
they entrust to others the management of details. They 
employ architects and surveyors to make plans in accordance 
with their general directions; and then enter into contracts, 
with professional builders for carrying them out. But they 
themselves undertake the chief risks of the business, and 
control its general direction. 

§ 4. It is well known that this division of responsibility 
prevailed in the woollen trade just before the beginning 
of the era of large factories: the more speculative work and/ 
the broader risks of buying and selling being taken over 
by the undertakers, who were not themselves employers ofl' 
labour; while the detailed work of superintendence and the 
narrower risks of carrying out definite contracts were handed 
over to small masters1• This plan is still extensively followed" 
in some branches of the textile trades, especially those in 
which the difficulty of foreC88ting the future is v~ry great. 

I Clomp'" AppeadiJ: A, 18. 
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Manchester warehousemen give themselvea to studying the IV, zn," 
movements of fashion, the markets for raw materials, the -
general .tate of tmde, of the money market and of politics, 
and all other causes that are likely to inflnence the prices of 
difierent kinds of goods during the coming season; and after 
employing, if necessary, skilled designers to carry out their 
ideas (just as the building speculator in the previous ease 
employed architects), they give ont to manufacturers in 
different parts of the world contracts for makiDg the goods 
on which they have determined to risk their capital. 

In the clothing trades especially we see a revival of what;" hoo,,!, 

has been called the "house industry," which prevailed long .. due""", 
ago in the textile industries; that is, the system in which 
large undertakers give ont work to be done in cottages and 
very small workshops to persons who work alone or with the 
aid of some members of their family, or who perhaps employ 
two or three hired assistants1, In remote villages in almost 
every county of England agents onarge undertakers come 
round to give out to the cottagers partially prepared mate-
rials for goods of all sorta, bnt especially clothes such 'as 
shirts and collars and gloves; and take back with them the 
finished goods. It is however in the great capital cities of 
the world, and in other large towns, especially old towns, 
where there is a great deal of nnskilled and unorganized . 
labour, with a somewhat low physique and morale, that 
the system is most fully developed, especially in the Cloth.\ 
ipg trades, which employ two hppdred tbw'8BPd people jn ./ 
L~ndon alone, and in the cheap furniture trades, There is 
a continual contest between the factory and the domestic 
system, now one gaining ground and now the other: for 

l German economiete caD this "ractory like"' (fabribnissig) bouse induaUy, 
.. dist.inguiabed from the "national'" bouae induatry. which UIeI the inte"ala 
of oUlar work (especially &he winter interrupt.ions of agriculture) for IUbaidiary 
work in mating textile and other goods. (See Sch6nberg on ON"''' in hie 
RaftdheA.) Domeatic workel'l of thia las' clau were common aD O'f'U Europe 
in Ule Middle Agel but are now becoming rare except In the mountaina and 
in eastern Europe.. They are DO' alwaya well advised in their choice of worki 
and much of what. t.hey mate eould be made bette! with far less labour in 
rsetori., 10 &hat it cannoli be IOld profitably in the open marte': bU., tor the mod 
pan they make tor &heir own or Uleir neighboun' use, and thus save the pro6ta 
01 • lien. of middlemen. Compare 6'KnIi0Gl oJ ~ irvl1Ulriu by Gormu in 
Ibo ~ J-..J, Vol ... 
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IV, XII, 4. instance just at present the growing use of sewing machines 
- worked by steam power is strengthening the position of the 

factories in the boot trade; while factories and workshops 
are' getting an increased hold of the tailoring trade. On the 
other hand the hosiery trade is being tempted back to the 
dwelling-house by recent improvements in hand knitting 
machines; and it is possible that new methods of distri
buting power by gas and petroleum and electric engiue
may exercise a like in.fIuence on many other industries. 

in BheOleld Or there may be a movement towards intermediate plans, 
-; similar to those which are largely followed in the Sheffield 

trades. Many cutlery firms for instance put out grinding 
and other parts of their work, at. piece-work prices, to 
working men who rent the steam power which they require, 
either from the firm from whom they take their contract 
or from someone else: these workmen sometimes employing 

. in t.he 
shipping 
Uadoi 

others to help them, sometimes working alone. 
Again, the foreign merchant very often has uo ships of his 

own, but gives his mind to studying the course of trade, and 
undertakes himself its chief risks; while he gets his carrying 
done for him by men who require more administrative ability, 
but need not have the same power of forecasting the subtler 
movements of trade; though it is true that as purchasers of 
ships they have great and difficult trade risks of their own. 

~ In~. Again, the broader risks of publishing a book are borne by 
~I ~k. on the publisher, perhaps in company with the author; while 
.10. the printer is the employer of labour and supplies the 

expensive types and machinery required for the business. 
And a somewhat similar plan is adopted in many branches 
of the metal trades, and of those which supply furniture, 
clothing, etc. 

~::J~-'::'- Thus there are many ways in whi<1h those who undertakel 
_; the chief risks of buying and selling 1I1ay avoid the trouble . 

of housing and superintending those who work for them. 
They aU have their advantages; and when the workers are 
men of strong character, as at. Sheffield, the results are on 

huU. 
liable to .b_ the whole not unsatisfactory. But unfortunately it is often 

tho weakest olass of workers, those with the least resource 
and the least self-control who drift into work of this kind. 
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The elasticity of the system which recommends it to the IV, m, 5-

undertaker, is really the means of enabling him to exercise, if -
he chooses, an undesirable pressure on those who do his work. 

For while the success of a factory depends in a great 
measure on its having a set of operatives who adhere steadily 
to it, the capitalist who gives out work to be done at home 
has an interest in retaining a great many persons on his 
books; he is tempted to give each of them a little employ
ment occasionally and play them oft one against another; 
and this he can easily do because they do not know one 
another, and cannot arrange concerted action. 

§ 5. When the pronts of business are under discussion Se •• ",1 

h all d . I ' . ds ·th h diaLin.' t ey are gener y connecte m peop e s mm WI t e fun."ons 

employer of labour: "the employer" is often taken as a :::I~
term practically coextensive with the receiver of business ~;·,::id~.1 
pronts. But the instances which we have just considered ~ 
are sufficient to illustrate the truth that the superintendence ~r: 
of labour is but one side, and often not the most important 
side of business ,!ork; and that the employer who undertakes 
the whole risks of his business really performs two entirely 
distinct services on behalf of the community, and reqnires 
a twofold ability. 

To return to a class of considerations already noticed Lb. , 

V d h h d 
f ... IIi .. 

(I • XI. 4 an 5), t e manufacturer w 0 makes goo s not requ;,ed 

to meet special orders but for the g~neral market, must,J!!.1n him. 

his nrst role as_merchant and organizet<>f production, have V' 
;: --- .. ~- .-.- .... 
a~rcmgh knowledge of thing' .i!1aown trade. He must 
have the power of forecasting the broad movements of pro- " 
ducti9n and consumption, of seeing where there is an oppor- 0/ 

t~ty.for .!!!plllying cLne.lYJlOmmodi~ that will meet a real 
want·or improving the plan of producing an old commodity_ 
He must be alle to judge cautiously and ;undertake risks,r 
lj,gldIy; and he must of course understand the materials and 
machinery used in his trade. 

But secondly in this..!:';le of employer he must be a natural .,/ 
leader of ....... He must have a p~:wer of nrst choosing hi. " 
Msjst.ant.s rightly and then. trustinK them {nUy; of interesting 
them in the business and of getting them to trust him, 80 alf 
to bring out whatever enterprise and power of origination 
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IV, .n, a. there is in them; while he himself exercises a general control 
- over overything, and preserves order and unity in the main 

plan of the hnsineSB. 
(The abilities required to make an ideal employer are 

BO great and so numerous that very few persons can exhibit 
them all in a vory high degree. Their relative importance 
however varies with the nature of the industry and the size 

rf'<"'" of the business; and whilo ono employer ~ in one set of 
qualities, another excels in another; scarcely any two owe 
~eir success to exactly the ... me combination of advantages • 

.".'ilome men make their way by the use of none but noble 
, :;it qualities, while others owe their prosperity to qualities in 

,~,J. r which there is very little that is really admirable except 
, '!,!!gacity and strength of purpose. . 

~'~.:.:'l.:~.!! ~uch then being the general nature. of ~he work of 
abili'ymay busmeSB management, we have, next to mqmre what op== iD portunities di1Ierent classes of people have of developing 

. :::'1hu.~OD busineSB ability; and, when they have obtained that, what 
~= opportunities they have of getting command over the capital 
mBDAgo- required to give it scope. We may thus come a little closer 
m.... to the problem stated at the beginning of the chapter, and 

examine the course of development of a busineSB firm during 
several conseoutive generations. And this inquiry may con
veuiently be combined with BOme examination of the di1Ierent 
forms of busin88B management. Hitherto we have considere~ 
almost exclusively that form in which the whole reBJl!lnsi 
bility and control rests in the hands of a single individual 
But this form is yielding ground to others in which the 
supreme authority is distributed among several partners 
or even a great number of shareholders. Private firms and 
joint-stock compauies, co-operative societies and public cor
porations are taking a constantly increasing share in the 
management of busin88B; and one chief reason of this is 
that they offer an attractive field to people who have good .. 
business abilities, but have not inherited any great busin88B 
opportunities. 

TJ:' '?" 01 § 6.( It i. obvious that the BOn of a man already est&-
~.::'b"':': blished in busineSB starts with very great advantages over .) 
II"Od .\ar'. othtu"ll. He has from his youth up special facilities for 
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obtaining the knowledge and developing the faculties that are IV,:m, 8. 

required in the management of his father's busineBB: he learns 
~uietly and almost unconsciously about men and manners in 
IUs father's trade and in those from which that trade buys ./ 
ond to which it sells; he gets to know the relative import
once and the real significance of the various problems and 
anxieties whieh occupy his father's mind: and he acquires a 
technjcal knoclodge of the processes and the macliinery of 
the tradel~ Some of what he learns will be applicable only 
to his father's trade; but the greater part will be serviceable 
in any trade that is in any way allied with that; while 
those general facultjes Of ~J]dgm8nt and resource of ent.er.) 
prise and caution, of firmness ADd courtesy, which are trained ./ 
by association with those who control the larger issues of 
anyone trade, will go a long way towards fitting him for 
managing almost any oth,!r trade. Further, the sons ofl 
succeasful busineBB men start with "l,ore material capital 
than almost anyone else except those who by nurture and, 
education are likely to be disinclined for business and 
unfitted for it: and if they continue their fathers' work, .i'., 

. d';!ish "''' ....... they have also the vantage groun of· .. tab ed trade . 
. r -u .• I w. '" """-connections. a -,.,.J.v~- ()!",.. 

It would therefore at first sight seem likely that business Bu~ 
men should constitute a sort of caste; dividing out among ~':.'!':; 
their sons the chief posts of command, and founding ~o~'l.erm 
hereditary dynasties, which should rule certain branches of becatb-~"" ... 
trade for many generations together. But the actual state .bili,i" 

of things is very difierent. For when a man has got tQget.l!er,~d :::1< 
a great business, his descendan~tenxa[j, in spite of their ~"':J"tod. 
great ad vantages, to develop the high abilities and the • 
special turn of mind and temperament required for carrying 
it on with equal SUCceBB. He himself was probably brought 
up by parents of strong earnest character; and was educated) 0/ 
by their personal infiuence and by struggle with difficulties 
in early life. But his children, at all events if they were 

I We have already noticed. how aImoat the only perfect apprenticeahipa of 
modem tim_ are thOle 01' the IODI of manutt.Ct~ who practise almost every 
import.aDt operation ibat is e&rried. on In the works sufBciently &0 be "'ble in after 
,ears to enter into &be di1Iicultoi. of aU their emplo,,8lII Bnd form a fair judgment 
OIl abeir won. 
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IV, =. T. born after he became rich, and in any case his grandchildren, 
- are perhaps left a good deal to the care of domestic servants 

who are not of the same strong fibre as the parents by whose 
influence he was educated. And while his highest ambition 
was probably sueceaa in business, they are likely to be at 
least equally anxious for social or academic distinction1. I 

For a time indeed all may go well. His .o~ find a 
firmly established trade connection, and what is perhaps 
even more. important, a well·chosen staff of subordinates 
with a generous interest in the business. By mere assiduity 
and caution, availing themselves of the traditions of the firm, 
they -may hold together for a long time. But when a full 
generation has passed, whim the old traditions are no longer 
a safe guide, and when the bonds that held together the 
old staff have been dissolved, then the business almostl 
invariably falls to pieces unless it is practically -handed over· 
to the management of new men who have meanwhile risen~ 
to partnership in the firm • 

..,.d one.. But in most cases his descendants arrive at this result by 
'uneDe.. sh Th f b d' . blood mus' a orter route. ey pre er an a un ant mcome commg to 
l: ~~~: them without effort on their part, to one wbich though twice 
me od. as large could be earned only by incessant toil and anxiety; 

The 
method of 
privat.e 
pa.rt.nor
,hip. 

and they sell the business to private persons or a joint-stock 
company; or they become sleeping partners in it; that is 
sharing in its risks and in its profits, but not taking part in 
its management: in either case the active control over their 
capital faUs ohiefly into the hands of new men. 

§ ~ The oldest and simplest plan for renovating the 
energies of a business is that of taking into partnership lOme 
of its ablest employees. The autocratio owner and manager 
of a large manufacturing or trading concern finds that, as 
years go on, he has to delegate more and more responsibility 

1 Unw' lately ibere bu Pel' been in England a kind of aabgoDism between 
academic .ludiel and buainea. Thil is now being diminiahed by dle broadening 
of the ~iri' of our grea' uninrsit.iel, and by Ule grow&h 01 eollegel in our chief 
bUlineu conkeL The IODI of busin_ men wben tent to the uniYen.i.t.i. do 
QO' learn to despise their ,.then' tradtll u of teD .. the, used. to do ..... 
generation ago. Man, of them. Indeed. are dnwu away from buame. by the 
dOli .. t.o e:r.to.d ibe boundariel of knowledae. Bu' the higber forma of men~ 
acti:,"y, .ra0ll which ant consLrue"n and DO' meNl,. crit.icaJ, tend &0 pnmot.e a 
julio appreciaUon 01 lb. Dobill'" of buain_ work rightly done. 
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to his chief subordinates; partly because the work to be IV, _ 8. 

done is growing heavier, and partly because his own atrength 
is becoming leas than it was. He still exereiaes a supreme 
control, but much must depend on their energy and probity: 
ao, if his sons are not old enough, or for any other reason are 
not ready to take part of the burden ofl his shoulders, he 
decides to take one of his trusted assistants into partnerahip: 
he thus lightens his own labours, at the same time that he 
aecures that the task of hi. life will be carried on by those 
whose habits he has moulded, and for whom he has perhaps 
acquired something like a fatherly aflection'. 

But there are now, and there always have been, private 
partnerships on more equal terms, two or more people of 
about equal wealth and ability combining their resources 
for a large and difficult undertaking. In such cases there is 
often a distinct partition of the work of management: in 
manufactures for inatance one partner will sometimes give 
himself almost exclusively to the work of buying raw material 
and selling the finiabed product, while the other is respon
sible for the management of the factory: and in a trading 
establishment one partner will control the wholesale iud the 
other the retail department. In these and other ways private ~ 
partnership is capable of adapting itself to a great variety 
of problema: it is ver.,y strong and v~tio;· it has 
played a great part in the past, and it is full of vitality 
noW'. 

§ 8. But from the end of the Middle Ages to the present Th. 

time there haa been in some classes of trades a movemont ~i.'t.'t::t 
towards the 8ubstitution of publio joint-stock oompanies, compam •. 
the shares of which can be aold to anybody in the open 
market, for private companies, the shares in which are not 
transferable without the leave of all concerned. The eflect 
of this change haa been to induce people, many of whom 

• Much of &be bappied romance 01 life, much Uta .. a mOIl. pleaaan' to dwell 
upon in &be lOCial bil~l'1 01 England from. the Middle Agel up to our own dza7 ill 
connected with &be 1tol'1 01 privatoll parLnenhipa 01 I.hia cl&ae. Many I you\h by 
been .t.im.ulat.ed to a braTO eamef b,. lhe influence of baUada and Wee which 
narrate the diJliculLi. and &he ulr.imate Lriumph 01 UJ.. fail.bful apprentice, who 
hal .1. IeDgib been &ake.n into partnership, ~r~apa _ ~ ~arrying bill JIDPloyer!l 
!laughter. There an. no influencoe on natJonal character mOle far-zu.chiog thao. 
LbOle which I.blll give ape to t.he aimI of uplriDg J'Oulh. 
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IV,lUI, 9. have no special knowledge of trade, to give their capital into 
- the handu of others employed by them: and there hBB thWl 

The.bare
boldel'll 
undert.a.ke 
lheriaU; 

arisen a new distribution of the varioU8 parts of the work of 
bWliness management. 
. The nltimate undertakers of the riab incurred by a joint
stock company are the shareholders; but BB a mIe they d! 
Dot take much active part in engineering the busine88 an 
controlling its general policy; and they take no part in 

ll'i':..:.... superintending its details. After the business has once got 
... t.rollb. out of the hands of its original promoters, ~trnl of it i~ 
Managuo; left chiefly in the handu of Directors; who, if the company is 

a very large one, probably own but a very small proportion of 
its shares, while the greater part of them have not much 
technical knowledge of the work to be done. They are not 
generally expected to give their whole time to it; but they 
are supposed to bring wide general knowledge and sO)1Dd 
judgment to bear on the broader problems of its policy; and 
at the 88me time to make sure that the "Managers" of the 

i:,'1:.d'lb!" company are doing their work thoroughly1. To the Managers? 
deWlo. anei their &88istants is left a great part of the work of engi I 

neering the busine88, and the whole of the work of superin 
tending it: but they are Dot required to bring any capitB\ 
into it; and they are supposed to be promoted from the lowef 
ranks to the higher according to their zeal and ability. Since 
the joint-stock companies in the United Kingdom do a very 
great part of the business of all kindu that is done in the 
country, they ofter very large opportunities to men with 
natural talents for business management, who have not 
inherited any material capital, or any busin ... connection. 

Tbooo wbo § 9. Joint-stock companies have great elasticity and can 
undertake 
U>o ri.b expand themselves without limit when the work to which 

• Bagobo' doligb\ed' to argue (_ lor ino ..... Bog/ .... c~ cb. 'fII.) 
U1al • Cabinet. Minister often derivea lOme advaol.age from bY want. of tecbnieaI 
knowledge of the businea of hiI Depanmen\. For be caa get inl'orm.mon on 
mat-ten of detAil from U1e Perma.op, Secretary and oiber oftlci.aII who aN tmdu 
hi. au~ori"y; and. while be ia no' likely tID _l bill judgment againIl ibeid em 
mat.teN wheN -.heir knowledge givee t.bem &Iw ad:vant.age. biI unprejudiced. 
common lienee may nil ovem.aJ.. U1e UadiLioDl of nOW.Ij"" in 1noad qUllldioDa 
of public. policy: and to Ut. manner &be inw.tI of • CODJpaD1 maJ pomblJ' 
IOmeLimea be most .dnnced .", ~OII Di.retaon who ba .. the _, Lecbnieal 
GO.""'" 01 ~ det.t.iJa of it. bu.me.. 
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they have set themselves offers II wide scope; and they are IV, xn, 9. 

j
gaining ground in nearly a\l directions. But they have one c"",,-;;;-
great aource of weakness in the absence of any adequate~:r;!" ~ 
knowledge of the business on the part of the shareholders :;,~."'er 
who undertake its chief riska.flt is true that the head of a busin ... 

large private firm undertekes the chief riska of the business, :.::.~. 
while he entrusts many of its deteila to others; but his posi-
tion is secured by his power of forming a direct judgment as 
to whether his subordinates aerve his interests faithfully and 
discreetly. If those to whom he has entrusted the buying or 
selling of goode for him take commissions from those with./' 

. whom they deal, he is in a position to discover and punish 
the fraud. If they show favouritism and promote incompe
tent relations or mende of their own, or if they themselves 
become idle and shirk their work, or even if they do not 
fulfil the promise of exceptional ability which induced him 
to give them their first lift, he can discover what is going 
wrong and aet it right. 

But in all these matters the great body' of the ahare- Tho 
--. -- system fa 

holders of a joint-.toc~R!!.!!Utll, save in II few excep- .... d.red 

.j ktional mstances, almost powerless .. .!hough 3 few of the larger :.:\~b;~h. 
hareholders often exert themselves to find out what is going ~~'.'b' 01 

n; and are thus able to exercise an effective and wise con- b."inli~ . 

I h al f h b · I' mora .y. tro over t e gener management 0 t e usmess. t 18 

a strong proof of the marvellous growth in recent times of a 
spirit of honesty and uprightness in commercial matters, that 
the leading officers of great public companies yield as little as 
they do to the vast temptations to fraud which lie in their 
way. If they showed an eagerness to avail themselves of 
opportunities for wrong-doing at a\l approaching that of 
which we read in the commercial history of earlier civili
zation, their wrong uses of the trusts imposed in them would 
have been on ao great a scale as to prevent the development 
of thia democratic form of business. There is every reason? 
to hope that the progreSB of trade morality will continue 
aided in the future aa it has been in the past, by a diminu 
tion of trade secrecy and by increased publicity in every' 
form; and ~us collective and democratic forms of blllUneSB \ 
management may be able to enend themselvea aafe1y in . - . 
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IV, "",9, many directions in which they have hitherto failed, and 
may far exceed the great services they already render in 
opening a large career to those who have no advantages of· 
birth. 

Go .. m- The same may be said of the undertakings of Govem
=~p, ments imperial and local: they also may have a great future 

before them, but up to the present time the tax-payer WhO) 
undertakes the ultimate risks has not generally succeeded in 
exercising an efficient control over the businesses, and in 
securing officers who will do their work with as much energyl 
and enterprise as is shown in private establishments. 

Thelocial 
perilio 01 
bureau
cratic 
met.hodL 

The problems of large joint-stock company administration, 
as well as of Govemmental business, involve however many 
complex issues into which we cannot enter here. They are 
urgent, because very large businesses have recently inereased 
fast, tlIough perhaps not quite so faet as is commonlysuppQ86d. 

,The chaqge has been brought about chiefly by tlIe develop-

I ment of processes and methods in manufacture !,nd mining, 
in transport and banking, which are beyond tlIe reach of any 
but very large capitals; and by thLin.CI.~lIILi!U_h~_.!'.!'l)pe 
an..A!unctions of markets, and in tlIe tl>chnica! fa!li!i.ties for 
handling large masses of goods. The democratio 'element in 
Govemmental enterprise was at first almost '!!!J!IlT vivjfying:'
but experience shows creative ideas and experiments in 
business technique, and in business organization, to be 
very rare in Governmental undertakings, and not very 
common in private enterprises which have drifted towards,. 
bureaucratic metlIods as the result of tlIeir great age and 
large size. A new danger is tlIus threatened by tlIe narrow
ing of the field of industry which is open to the vigorous 
initiative of smaller businesses. 

Prod uetion ou the largest scale of all is to be seeu chiefly, 
in the United States, where giant businesses, with some 
touoh of monopoly, are commonly called "trusts." Some of 
these trusts have grown from a single root. But mcst of them 
have been developed by the amalgamation of many indepen
'dent businesses; and a first step towards this combination 
was generally an associatiou, or "cartel" to use a German 

, -term, of a ratlIer loos6 kind. 
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§ 10. The system of co-operegt;pn aims at avoiding the IV,XII,lO. 

evils of these two methods of business management. In 00.-- ,,' 

that ideal form of co-operative society, for which many still ~':ci~~~n 
fondly hope, but which as yet has been scantily realized in mi' i .. ideal 

. onn 
practice, a part or the whole of those shareholders who under· 
take the risks of the business are themselves employed by it. 
The employees, whether they contribute towards the material 
capital of the business or not, have a share in its profits, and 
some power of voting at the general meetings at which the 
broad lines of its policy are laid down, and the officers 
appointed who are to carry that policy into eftect. 'lJ!£.y might 

h h I · d f h' •• o.d <Bre t us t e emp Q~rs an masters 0 t elr o~~an .. gers lb. <biol 

a',ld foremen; they have fairly good mean;.-~f j;;dging whether fo~f.~l. 
the higher work of engineering the business is conducted oompUli ... 

honestly and efficiently, and they have the best possible 
opportllnities for detecting any laxity or incompetence in its 
detailed administration. And lastly they render unnecessary 
some of the ~or work of superintendepce that is required 
in other establishments; for their own pecuniary interests and 
the pride they take in the success of their own business 
make each of them averse to any siW1king of work either by 
himself or by his fellow-workmen. 

,., But unfortunately the system has very great di,ffitulties "h... ./ 
~'t.. F h t b' h" h d.m,u1U .. tLl own. or uman na ure BIng w at It 18, t e emp oyees in the tMk 

themselves are not alwa 8 the best possible masters of their of buain6sa manage-
own oremen an na rs; jeajgJylies and frettings at m .... 

reproof are apt to act like eand, that has got mixed with the 
oil in the bearings of a great and complex machinery. The 
hardest work of business management is generally that which 
makes the least outward show; those who work with their 
hands are apt to underrate the intensity of the strain 
involved in the highest work of engineering the business, and 
to grudge its being paid for at anything like as high a rate 
as it could earn elsewhere. And in fact the managers of a 
co-operative society seldom have the alertness, the inventive.] 
ness and the ready versatility of the ablest of those men who 
have been selected by the .truggle for survival, and who 
have been trained by the free and unfettered responsi. 
bility of private business. Partly for these reasons the 
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IV, .... 10. co-operative system has seldom been carried out in its entirety; 
- and its partial application has not yet attained a conspicuous 

success except in retailing commodities consumed by working 
men_ But within the laet few years more hopeful signs have 
appeared of the success of b0n4 fide productive associations, 

bulltmlll 
outgrow 
lome 01 
u.-. 

or "co-partnerships." 
Those working men indeed whose tempers are strongly 

individualistic, and whose minds are concentrated almost 
wholly on their own affairs, will perhaps alway. find their 
qnickest and most congenial path to material succeas by 
commencing business as small independent" undertakers," or 
by working their way- upwards in a private firm or a publiCI 
company. But co-operation has a special charm for those in 
whose tempers the social element is stronger, and who'desire 
not to separate themselves from their old comrade .. , bnt to 
work among them as their leaders. Its aspirations may in 
lome respects be higher than its practice; but it undoubtedly, 
does rest in a great measure on ethical motives. The true 
co-operator combines a keen businesa intellect with a spirit 

I fulll'f an earnest faith; and some co-operative locieties have 
been served excellently by men of great genius both mentally 
and morally-men who for the sake' of the co-operative faith 
that is in them, have worked with great ability and energy, 
and with perfect uprightness, being all the time content with 
lower pay than they could have got as businesa managers on 
their own account or for a private firm. Men of this stamp 
are more common among the officers of co-operative societies 
than in other occupations; and though they are not very 
common eVen there, yet it may be hoped that the difiusioD 
of a better knowledge of the true principles of co-operation, 
and the increase of general education, are every day fitting a 
larger number of co-operators for the complex problems of 
business management. 

PIOn" Meanwhile many partial applications of the co-operative 
Sbaring. 

principle are being tried under various conditions, each of 
which presents lome new aspect of businesa management. 
Thu~nder the Icheme of Profit-Sharing, a private firm while _ 
retaining the unfettered management of its business, pays its 
employee. the full market rate of wagee, whether by Time 
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or Piece-work, and agrees in addition to divide among them IV, m,ll 
a certain share of any profits that may be made above a 
fixed minimum;) it being hoped that the firm will .find a 
material ae well as a moral reward in the diminution of 
friction, in the increaeed willingness of its employees to 
go out of their way to do little things that may be of great 
benefit comparatively to the firm, and lastly in attracting 
to itself workers of more than average ability and in-
dustry1. 

Anothex( partially Go-operative scheme is that of some Pariia!Co
Oldham cotton-millB: they are really joint-stock companies; oporalio •• 

but among their Bha~oJden are WIDy working men who 
han a Sl'_ecial. ~owledge of th,,-.tr .. _~le, though they often 
prefer not to be employed in the millB of which they are part 
owners. And another {is that of the Productive establish-
ments, owned by the main body of co-operative stores, through 
their agents, the co-operative Wholesale Societies. In the 
Scotch Wholesale, but not in the English, the workers. as 
such, have some share W Me management and in the l'!!'fits 
O[lli! works. . 

At a later stage we shall have to study all those various 
co-operative and semi-co-operative forms of business more in 
detail, and to inquire into the causes of their success or 
failure in dillerent classes of business, wholesale and retail, 
agricultural; manufacturing and trading. But we must not 
pursue this inquiry farther now. Enough has been said to Hop .. I •• 

show that the world is ouly just beginning to be ready for thoM ... 

the higher work of the co-operative movement; and that its 
many dillerent forms may therefore b .. reasonably expected 
to attain a larger success in the future than in the past; 
and to ofter excellent opportunities for working men to 
practise themselves in the work of business management, to 
grow into the trust and confidence of others, and gradually 
rise to posts in which their business abilities will find 
scope. 

§ 11. In speaking of the difficulty that a working man The rf. 

has in rising to a post in which he can tarn his -business ~.~rng 
1 Compare Sch1OII, MdIwtU Q/ IndlUtrial B,,,nmllrGt&onj and GilmiloD, A 

.littidtnd III Wow. 
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IV, m, 11. ability to full account, the chief stress is commonly laid upon; 
rnailiol his want of capital: but this is not always his chief di.fliculty.' 
:D!~':: For instance the co-operative distributive societies have 
:i'b~fi"1 accumulated a vast capital, on which they find it di.flicnlt to 
.ip..... get a good rate of interest; and which they wonld be rej'oiced 
by h" kin 
.... , 01 to lend to any set of wor g men who could show that theYI 
capi\al; had the capacity for dealing with di.flicult business problelnB. 

/C2.~Op~~tors who have firstly a high order of business ability 
/and probity, and secondly the "personal capital" of a great 

reputation among their fellows for these qualities, will have 
no di.fliculty in getting command of eno.ugh material capital 
for a considerable undertaking: the real di.fliculty is to con
vince a sufficient number of those around them that they 
have these rare qualities. And the case is not verydiJIerent 
when an individual endeavours to obtain from the ordinary 
sources the loan of the capital required to start him in 
business. 

lor 'b. It is true that in almost every business there is a constant 
roan-lund 
"' . increase in the amount of capital required to make a fuir 
i:',.':=: start~ but there is a much more rapid increase in the amount 
::.~... of capital which is owned by people who do not want to use 
lor employ- it themselves, and are so eager to lend it out that they will 
m.D~ dl f· f· accept a constantly lower an ower rate 0 mterest or It. 

Much of this capital passes into the hands of bankers who· 
promptly lend it to anyone of whose business ability and 
honesty they are convinced. To aay nothing of the credit 
that oan be got in many businesses from those who supply 
the requisite raw material or stock in trade, the OPportunities) 
for direct borrowing are now so great that a moderate increase 
in the amount of capital required for a start in business is no ' 
very serions obstacle in the way of a person who has once 
got over the iuitial di.fliculty of earning a reputation for being 
likely to use it well. 

:;!l~ But perhaps a greater though less conspicuous hindrance 
mu,h to the rise of the working man is th rowing complexity 
~~~~Ig ,of business. The head of a business has now 
:rb'~~';'y many things about which he never used to trouble himself 
.... in earlier days; and these are just the kind of di.fliculties 

for w weh the training of the workshop afIords the least 
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preparation. Against this mnst be set the rapid improvement IV, =,11. 

of the edncation of the .... orking man not only at school, but -
what is more important, in after life by newspapers, and from 
the .... ork of Clroperative societies and trades-unions, and in 
other ways. 

About three-fourths of the whole population of England BuL be 

belong to the wage-earning classes; and at all events wh'8n :::'i .. ome 
they are well fed, properly housed and educated, they have their :m-:w_ 
fair share of that nervous strength which is the raw material , 
of business ability. Without going out of their way they are . 
all consciously or un!lOnsciously competitors for posts of busi-' 
ness command. The ordinary workman if he shows ability, 
generally becomes a foreman, from that he may rise to be a 
m!!!!!&er, and to be taken into partnership with his employer. 
Or having saved a little of his own he may start one of those 
small shops which still can hold their own in a working man's 
quarter, stock it chieHy on credit, and let his wife attend to 
it by day, while he gives his evenings to it. In these or in 
other ways ho may increase his capital till he can start j 
.mall workshop, or factory. Once having made a good begin ., 
ning he will find the banks eager to give him generous credit 
He must have time; and einoe he is not likely to start in -
business till after middle age he must have a long as well as 
a strong life; but if he has this and has alao "patience, 
genius and good fortune" he is pretty sore to command a 
goodly capital before he diesl • In a factory those who work 
with their hands have better opportunities of rising to posts 
of command than the book-keepers and many others to whom 

l '!'be GermaDI .,. Lhal IUCOIIII iD. busiDe9I nquir. "Geld, Geduld, Genie 
UDd. Gliid..- The cllanla tbU • wortinc mm baa of n.iog n:r:r 8OIDewhal, wi~ 
~ aaRue of &be work, being rreelell in &be. &radM iD. wbicb • eareful ai_lion 
to delaill count. fol' moR, aDd • wide knowledge, wbeLber of ecience or of ibe 
world moYlll'&ell" of specuIa&ioD, eounla fOl' 1euL. Th .. for ins&allce "&brill and 
&be knowledge of pneUcal de .. " are Ibe mosli imponm& eIemen. of ~ iD. 
&be ordinary WOl'k of &be poUery Vade; .ad. iD. conaequeoce mOIl of $b. .. who 
haft done weD in 1& "haft riaIIID. from u.. bench lib Josiah Wedgwood"' (1111!111 

O. Wedgwood'. eYidenee bel.,. &be CommiMioa OD Teclmieal Educa\ioD); md. • 
aimilar u&emeo' migb' be nuuie about many 01 the Sbel6e1d uadea. BLR IODlI 
of &be workiDe m- develop a great. faculty for taking speeulalin rilu; and it' 
&he knowledge 01' facti by whicla ~ul ~lioD mud hi ,wded, eomeI 

wiLbiD t.beir racb, dley 1ri1l oI&eo pUlib &beir way through compelitol'll who ha" 
daried. abo" &hem. Some of &be moO lUCCell8ful wbolesala dealeJa i.D. perilhable 
......oo.au.1UCb • 6ab and trW, ba .. becun lit. as markH porters. 
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IV, m, 11. social tradition has assigned a higher place. But in trading 
- concerns it is otherwise; what manual work is done in them 

has aa a rule no educating character, while the experience of 
the office is better adapted for preparing a man to manage a 
commercial than a manufacturing business. 

The rise 
mDy take 
twogeno
rat.iom 
inst.ead. 
01 ODe. 

Dut that 
i,nolian 
unmb:.ed. 
evil; 

There is then on the whole a broad movemeut from below 
upwards. Perhaps not so many as formerly rise at once{/ 
from the position of working men to that of employers: but 
there are more who get on su.fliciently far to give their sons a 
good chance of attaining to the highest posts. The com plete 
rise is not so ve~n accomplished in one generation; itl 
is more often spread over~wo; but the total volume of iiie . 
movement upwaxds is probably greater than it has ever 1!een. 
And perhaps it is better for society aa a whole that the rise 0/ 
should be distributed over two generations. The workmen 
who at the beginning of the last century rose in such large I 

numbers to become employers were seldom fit for posts of 
command: thtl, WAre too gften haw an~cal; they 
lost their self-control, and were neither truly noble nor truly 
happy~while their children were often haughty, extravagant, 
and self-indulgent, squandering their wealth on low and 
vulgar amusements, having the worst faults of the older 
aristocracy without their virtues. The foreman or superin
tendent who haa still to ohey as well aa to command, but 
who is rising and sees his children likely to rise further, is 
in some ways more to be envied than the small master. His \ 
Buccess i. less conspicuous, but his work is often higher and 
more important for the world, while his character is more! ./ 
gentle and refined and not less strong. His children are 
well-trained; and if they get wealth, they axe likely to make 
a fairly good use of it. 

~.~. r It must however be admitted that the rapid extension of 
0''::.. vast businesses, and especially of joint-stock companies in 
:.cobowork many branches of industry, is tending to make the able and 
aYOidod. thrifty workman, with high ambitions for his sons, seek to! 

put them to office work. There they are in danger of losing! '" 
the physical vigour and th~ force of character which attaches 
to constructive work with the hands, and to become common
place members of the lower middle classes. But, if they can 
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keep their force unimpaired, they are likely to become lenders IV, "". 11. 

in the world, though not generally in their father's industry: 
and therefore without the benefit of specially appropriate 
traditious and aptitude. 

§ 111.lWhen a man of great ability is onr. at the head of AD~ble 
an independent business, whatever be the route by which he ~,:n ... 
has got there, he will with moderate good fortune soon be :r.::.z. 
able to show such evidence of his power of turning capital to ~·h'i:pi\al 
-good account as to enable him to borrow in one way or another ~ .. d. 

almost any amount that he may need. Making good profita'j 
he adds to his own capital, and this extra capital of his own 
is a material security for further borrowings;)while the fact 
that he has made it himself tends to make lenc'lers less careful 
to insist on a full security for their loans. Of course fortune 
tells for much in business: a very able man may find things 
going against him; the fact that he is losing money may 
diminish his power of borrowing. H he is working partly 
on borrowed capital, it may even make those who have lent 
it refuse to renew their loans, and may thus cause him to 
succumb to what would have been but a passing misfortune, 
if he had been using no capital but his ownl : and in fighting 
his way upwards he may have a chequered life full of great 
anxieties, and even misfortunes. But he can show his ability I . 
in misfortune as well as in success: ltuman natUl'e is ssngnipAj ~ 
and it is notorious that men are abundantly willing to lend' 
to those who have passed through commercial disaster 
without loss to their business reputation. Thus, in spite of 
vicissitudes, the able busiuess man generally finds that in 
the long run the capital at his command grow. in proportion 
to his ability. 

Meanwhile, as we have seen, he, wbo with small ability A man 
• . d fl' I dil 1 . h .. hoh .. 18 IU eomman 0 a arge capita, spee y oses It: e may not ....... 

perhapB be one ;who could and would have managed a small ~bii;~;'" 
1 The danger of DoL being able too renaw hi! borrowinga just; at the Uma wben 

be want.l thorn mOIl, pUIoi him at a disadvantage re1a~ively to thOle who lIM onl, 
Uleir own eapiUl, much peater than ill represented by lob mere inteftll' on his 
borrowings: and, when ". come to th., pan of the doct.rine of di8tribut.ioD which 
dealt with tamings ot management. we .hall find \hal, for tbiI among other 
reaaona. proSt. are aomathing mON &ban intuell, in addition to 116\ earnings of 
mlU1&g9f11enl, i.e. t.hoee eaminp which are propedl to be uc.ribed to \he abilities 
of busilllM mea. 
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IV, =, 12. business with credit, and left it stronger than he had found 
..... 7. it: but if he has not the genius for dealing with great pro
~::::!.. blems, the larger it is the more speedily will he break it up . 

. ropidlnho For as a mIe a large business can be kept going only byJ j 
larger hlB .• • .. 
h""'essi •. transactIons which, after alloWIng for ordinary nales,leave but 

a very small percentage of gain. A small profit on a large 
turn-over quickly made, will yicld a rich income to able men: 
and in those businesses which are of such a nature as to give 
scope to very large capitals, competition generally cuts the 
rate -of profits on the turn-over very fine. A village trader 
may make five per cent. less profits on his turn-over than his f -
abler rival, and· yet be able to hold his head above water. 
But in those large manufacturing and trading busin08!les in 
which there is a quick return and a straightforward routine, 
the whole profits on the turn-over are often so very small that 
a person who falls behind his rivals by even a small percentage 
loses a large sum at every turn-over; while in those large 
businesses which are difficult and do not rely on routine, and 
which afford high profits on the turn-over to really able 
management, there are no profits at all to be got by anyone 
who attempts the task with only ordinary ability. 

Th ... ,w. These two sets of forces, the one increasing the capital 
[Olees t.ond h . 
10 adjud at t e command of able men, and the other destroymg the 
::;',b!p.taJ capital that is in the hando of weaker men, bring about the 
::i::l~ 10 reS'Ult that there is a far more close correspondence between 
ua~ iI .. oU. the ability of business men and the Bize of the businesses 

which they own than at first sight would appear probable. 
And when to this fact we add all the many routes, which we 
have already discussed, by which a man of great natural 
business ability can work his way up high in Bome Frivate 
firm or public company, we may conclude that wherever there 
is work on II large BCale to be done in Buch a country as 
England, the ability and the capital required for it are pretty 
Bure to be speedily forthcoming. 

Further, just 118 industrial skill and ability are getting 
every day to depend more lind more on the broad faculties 
of judgment, promptness, resource, carefulness and steadfast
ness of purpose-faculties which are not speciaIized to any 
one trade, but which are more or less useful in all-ao it is 



ADJUSTMENT 01' CAPITAL TO BUSINESS ABILITY 313 

with regard to business ability. In fact business ability 1V,:m,l2. 

consista more of these non-specialized faculties than do -
industrial skill and ability in the lower grades: and the 1./ 
higher the grade of business ability the more various are ita 
applications. 

Since then business ability in command of capital moves Bu.ln ... 

with great ease horizontally "from a trade which is over-=~d 
crowded to one which offers good openings for it: and since :~"'!/:.'i~IY 
it moves with great ease vertically, the abler men rising de6n~ V 
to the higher posta in their own trade, we see, even at this ::r~ rn 
early stage of our inquiry, 80me good reasons for believing ~~~ .. 
that(in modern 1i:M!!,.!!d the suppll of bllsineS'LabiliJJL"in\Engl'.dO 
co!"mand of capital accommodates itaelf, as a general rule, ./ 
to iIle demand lor it; and thus has a fairly defined 8upply 
price. 

Finally, we may regard this supply price of business 
ability in command of capital as composed of three elementa. 
The first is the supply price of capital; the second is the 
supply price of business ability and e.!!llI'gy; and the third I 
is the supply price of that organization by which the· 
ap~opriate business ability and the reQui.site_<1apital.. are 
bIJlUl!ltt together. We have called the price of the first of N"and 

these three elementa interes!; we may call the price of the ~.!~ ••• 
second taken by it.selfzu;;;;Qmi?Ul8 of management, and that :::::.raagto 
of the second and third, taken together, gros. earnings oj 
":!!!ngg"¥nl. 



CHAPTER XIII. 

CONCLUSION. CORRELATION 01' THE TENDENCIES TO 
INCREASING AND TO DIMINISHING RETURN. 

IV, =, I. § 1':" AT the beginning of this Book we saw ho~ the 
Th. extra return of raw produce which nature affords to an in
:::I~~~~ cre:.sed application of capital and labour, other things being 
~:;:.".! 01 equal, ~ds in the l<1!!g ryn to diminish. In the remainder 
IhiB Book of the Book and especially in the last four chapters we have 
~n!:liu. looked at the other side of the shield, and seen how man's 

pgwer of productive work increases with the yohup., Of the 
work that he do~. Considering first the causes that govern 
the supply of labour, we saw how every increase in the/' 
physical, mental and moral vigo1U..9f a p@ople makes theul . 
!!lore likely, other things being equal, to rear to adult age 
a large number of vigorous children. Turning next to the 
growth of wealth, we observed how every increase of wealth 
tends in many w~s to mMe a Itl'eater in.Q~e.lN.-more easy 
than before. And lastly we saw how eve12 increase of wealth 
and every increase in the numbers and int!illigenClloi the , 
pe.2ple increased the faciliti'~.ior a highly_developed industrial 
org8n1.~tion~-whic1i in ita turn adds muoh to the ooUective 
efficienoy of oapital and labour. 

A """. Looking more closely at the economies arising from an 
~~~,. inorease in the scale of produotion of any kind of goods, we 
'ihil;k~' found that they fell into ~ classe..rthose dependent on the} 

general deVelopment of the industry, and those dependent on ' 
the resources of the individual honsea of business engaged 
in it and the efficiency of their management; that is, into 
pemai and intemal eoonomiea:? 
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C We saw how these latter economies are liable to constant IV,=,I. 
fluctuations so far 88 any particular house is concemed;:J An .";;;;;",. 
able man, BBSisted perhaps by some strokes of good fortune, 
gets 8 firm footing in the trade, he works hard and lives '" 
sparely, his own capital grows fast, and the credit that 
enables him to borrow more capital grows still faster; he 
collects around him subordinates of more than ordinary zeal; 
and ability; as his business increaaes they rise with him, 
they trust him and he trusts them, each of them devotes 
himself with energy to just that work for which he is specially 
fitted, so that no high ability is wasted on eaey work, and no 
difficult work is entrusted to unskilful hands. Corresponding 
to this steadily increasing economy of skill, the growth ofl 
his business brings with it aimiIar (iconomies of specialized 
machines and plant of all kinds; every improved process is 
quickly adopted and made the basis of further improvements; 
success brings credit and credit brings success; credit and 
success hel p to retain old customers and to bring new ones; 
the increase of his trade gives him great advantages in 
buying; his goods advertise one ,!nother, and thus _diminish 
his difficulty in finding a vent for the~ The increase in the 
scale of his business increases rapidly the advantages which 
he has over his competitors, and lowers the price at which he 
can afiord to sell. This process may go on as long a9 his 
energy and enterprise, his inventive and organizing power' 
retain their full strength and freshness, and so long 88 the 
risks which are inseparable from businees do not cause him 
exceptionalloeses; and if it could endure for a hundred years, 
he and one or two others like him would divide between them 
the whole of that branch of industry in which he is engaged. 
The large scale of their production would put great economies/. 
within their reach; and provided they competed to their 
utmost with one another, the public would derive the chief 
benefit of these economies, and the price of the commodity 
would fall very low. 

But here we may read a lesson' from the young trees of 
the forest as they struggle upwards through the benumbing 
shade of their older rivals. Many succumb on the way, and 
a few only survive; those few become stronger with every year, 
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1\', zm, 1. they get a larger ahare of light and air with every increase of 
Bumm..,., their height, and at last in their tum they tower above. their 

neighbours, and seem as though they would grow on for ever, 
and for ever become stronger as they grow. But they do not. 
One tree will last longer in full vigour and attain a greater 
me than another; but 800ner or later age tells on them 
all. Though the taller ones have a better access to ligbt 
and air than their rivals, they gradually lose vitality;. and 
one after another they give place to others, which, though of 
less materialatrength, have on their side the vigour of youth. 

And as with the growth of trees, so was it with the growth 
of businesses as a general rule before the great recent 
development of 'vast joint-stock companies, which often 
stagnata, but do not readily die. Now that rule is far from 
universal, but it still holds in many industries and trades. 
Nature atill presses on the private business by limiting the 
length of the life of ita original founders, and by limiting 
even more narrowly that part of their lives in which their 
faculties retain full vigour. And 80, after a while, the 
guidance of the business falla into the hands of people with 
less energy and less creative genius, if not with less active 
interest in ita prosperity. If it is turned into a joint-stock I 
company, it may retain the advantages of division of labour, 
of specialized skill and machinery: it may even increase them 
by a further increase of its capital; and under favourable 
conditions it may secure A permanent and l!rominent ~lf!...eef 
.in jhe W!!rl!:. of 'production. But it is likely to have lost so 
much of ita elasticity and progressive force, that the advan
tages are no longer excl11li.vely on its side in ita competitiOD 
with younger' and smaller rivals. 

When therefore we are considering the broad results 
which the growth of wealth and population exert on the. 
economiel of production, the general character of our con
c1111i.onl il not very much aflected by the facta that (Wanx. 
of these economiel depend directly on the me of th~in~- . 
vidual estBbliMment!..engaged in the production, and that 
in almoat every trade there ia a constant rise aDd. fall of large 
businesses, at anyone moment 80me firma being in the 
IIsc~ding !lhase and oth~ra in the descendin~ For in times 
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of average prosperity decay in one direction is sure to be IV,,,,,,, 2. 

more than balanced by growth in another. Swnn".'7' 

Meanwhile an increase in the aggregate seale of produc
tion of course increases those economies, which do not directly 
depend on the size of individual houses of bueineas. The 
most important of these result from the growth of correlatcd 
branches of industry which mutually asSist one another, 
perhaps being concentrated in the same localities, but any
how availing themselves of the modem facilities for com: 
munication offered by steam transport, by the telegraph and 
by the printing-preas. The economies arieing from such 
sources as this, which are accessible to any branch of pro
duction, do not depend exelusively upon its own growth: 
but yet they are surG to grow rapidly and steadily with that 
growth; and they are sure to dwindle in some, though not in 
all respects, if it decays. 

§ 2. These results will be of great importance when we Fo ... u' 
come to discuss the causes which govern the supply price of ::ud~ 01 

a commodity. We shall have to analyse carefully tlie normal ~':.fu::;~~ 
cost of producing a commodity, relatively to a given aggre-ID",'1"''' 
gate volume of production; and for this purpose we shall~" 
have to study ''!s_exp.ense3 of a repre3entative prod"!,",, fOl 
that aggregate volume. On the one hand we shall not want 
to seleot some new producer just struggling into business, 
who works under many disadvantages, and has to be content 
for a time with ~ttle or ~o ~rofits, but w~o is satiafi~d with! 
the fact that he 18 establiahing a connectlon and taking th"e I 
first .tepa towards building up a successful bueiness; nor on 
the other hand shall we want to take a fum which by 
exceptionally long·sustained ability and good fortune has got 
together a vast business, and huge well-ordered workshops 
that give it a luperiority over almost all its rivala(Jlut our 
representative fum must be one which has had a fairly long 
life, and fair succe .. , whioh is managed with normal ability, 
and which has normal acce .. to the economies, external 
and internal, which belong to that aggregate volume of 
production; account being taken of the class of goods pro-
duced, the conditions of marketing them and the economic 
environment generall~ 
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IV, DII, 2. LThus a representatiye~ is in E~!!~~ .!l/I..Metage firD 
But there are many ways in which the term "/lverage" might 
be interpreted in connection with a business. tAnd a Repre
sentative firm is that particular sort of average firm, at 
which we need to look in order to Bee how far the economies, 
~ oM ezUmal, of production on a large acale havll 
extended generally in the industry and. country in question. 
We cannot see ,this by looking at one or two firms tak811 
at random: but we can Bee it fairly well by selecting, 
after a broad survey, a firm, whether in private or joinfl> 
8toc~lllIgemeDt (or "better still, more than one), that 
representa, to the best of our judgment, this patl;icul811 
averag~ . . . 
. /The general argument of the present Book shows that an -~se ~t~ ag~egl!.~ y()lum~!lll'!o~uction of anvthing 

will generally increase the size, and therefore the internal 
aconowes posseSSed by auch a reI'resentative fum; that it 
will ';"ways increase the external eCOIlOmies to which ths 
fum has access: and thus will enable it to manufacture 
",t a le8a proportionate cost of labour and sacrifice than' 
before.) . '. 

="1., j In other words, we say broadly that while the part which 
......... , nature plays in production shows a tendency to diminishing 

~e~~, the 'p&rt w.hieA .m;n pl,!!S shows I/o tendency to in· 
creasing return. The law 0 uacreasing ,et ...... may be worded 
thus :-An increase of labour and capital leads generally to 
improved organization, which 'incr~ases the efficiency of the 
work of labour and capital ... , 

Therefore in those industries which ar.!. not engaged .!n 
raising raw produce an increase oflabourand capltiil generally 
gives a retiu:niiIc'eased more than in prol>ortion; and further 
this improved organization tends to diminish or even override 
any'inoreased resistance which nature may offer to raising 
increased amounts of raw produce. U the actions of the 
laws of inc~g and. diminishing return all!.!>a1anoed we 
have the 1~~.!!L!)'!!~lant 'et .. m~~ an increased produce 
isjihi!!lned by la!>gur and aacritlce. mclcas'ed just in pro-
~. 

For the two tendencies towards increaaing and diminishing 
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return press constantly against one another. In the pro- IV, ZW, 9. 

duction of w~ and wJ12I, for instance, the latter _~Il<L~ Tho-:-:-
1haa almost exclusive sway in an old country, which can- :.\,:!'na 
not import freely. In turning the wheat into flour, or the ='~'::h;" 
1"001 into blankets, an increase in the aggregate volume of w.....mg 
production brings some new economies, but not many; for ~~wWh
the trades of grinding wheat and making blankets are already ::;;'~!~::' .. 
on 80 great a scale that any new economies that they may .... Ib .... 

attain are more likely to be the result of new inventions than 
of improved organization. In a country however in which 
the blanket trade is but slightly developed, these latter may 
be important; and then it may happen that an increase in 
the aggregate production of blankets diminishes the propor-
tionate difficulty of manufacturing by just as much as it 
increases that of raising the raw material. In that case the 
actions of the laws of diminishing and of increasing return 
would just neutralize one another; and blankets would con-
form to the law of constant return. But in most of the 
more ~cate branches of manufacturing, where the cost of 
raw materiifcounts for little, and in most of the modern 
t~allBPortJndustries the law of increasing return acts almost 
unopposed 1_ ' 

~nCreasing Return is a relation between a qUlloll.ti.t¥ of In ..... b'g 

d rifi h h d d. 
. f Ret.UtnlBa 

• e an sac ce on t e one an, an a quantity 0 relaUon 01 " 
- LiUea. product on the.other. The quantities oannot be taken out qUBD 

exactly, because changing methode. of production call' for 
machinery, and for unskilled and skilled labour of new kinds 
and in new proportions.' But, taking aJ>,-oad view, we may 
perhaps say vaguely that th'll output of a certain amcunt cf 
labour and capital in an ,industry has increased by perhaps 
a quarter or a third in the 'Iast twenty years. To measure 
outlay and output in terms of money is a tempting, but a 
dangerous resource: for a cbmparison of money outlay with 

I In an article au "The YariRl.ion oJ produetive forces" in the Qua1'ltrlJl 
oI01JWIkIl of EcotIOftliel 1902, ProlfUOr Bullock .uggeeta tba.t U1e tonn •• Economy 
01 Organizat.ioo" abould. be IUblt.ituted for Increasing Return. Be ,hows clearly 
Uiat. ~ (Orcel whieh Plat. for lnereaaing Return are DOt 01 Ule aame order ILl LbOl8 
&balo malr:e (or lJiminiabing Return: and Lbe:e are undoubtedly aasea in which it 
II Le\t.el &0 emphuiaa I.biI difference by delcribiDg C&UIeI rather thaD result.. and 
eonLnating EMnnm, of Organi.&aWoo wiLb &he IDelaaticity 01. HaWn'. reeponse w ~ 
lD. ...... " culLi .. ~ 
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IV, =. s. money returns is apt to alide into an estimate of the rate of 
profit on capital'. 

I rapid § 3. We may now sum up provisionall, the relations of 
;~~:!"~n industrial expansion to social wellbeing. \.A rapid growth I 
::"~~:::!n. of population has often been accompanied by unh.£!!!!;hy and 
OOAdilione, enervating habjj;a of life in overgrowded towns. And some-

bulna' 
under 
o!.b .... 

times it has started badly, outrunning the material resources 
of the people, causing them with imperfect appliances to 
make excessive demands on the soil; aud so to can forth the 
stern action of the law of diminishing retum as regards raw 
produce, without haVing the power of minimizing its effects. 
Having thus begun with poverty, an increase in numbers 
may go on to its too frequent consequences in that weakness 
of character which unfits a people for developing a highly 
organized industry. -

The.!!' are serious perils: but yet it remains tme that the I 
colleiltin elliclency of a p;;;'-pteulVltha - gi!en average-0'1 
individ_ua,!_ strength and energy may increas~9r<Lthanin I 
proportion to their numbers.,flnhey can for a time escape ( 
from the pressure of the law of diminishing return by im
porting food and othei raw produce on easy terms;jf theirl 
wealth is not consumed in great wars, aud increases at least _ 
as fast as their numbers; any they avoid habits of life that( 
would enfeeble them; then every increase in their numbers 
is likely for Ihe lime to be accompanied by a more than pro
portionate-mc-;;a..e in their power of obtaining material 
goods. For it enables them to secure the many various 
economies of speoialized elrjJJ and spec!Jlize:;:minery, of I 

localized industries and llr9duction on a large . : It enables : 
them to have increased"facilities of communication of all 
kinds; while the very oloseness of their neighbourhood 
diminishes the expense of time and effort involved in every 

I TheN 11 no general rule lhat. fndUlt.rf. which ,Ield inereuing ret.umI abGW' 
also rising profit.a. No doubt. VigoroUli Ann, whieb increasea ita eca1e of operat.iODl 
and obloainl important. (int.ema1,) economiM whieb are peculiar to n, willllhow an 
increasing return and a riling rate of profll; beca.~ Us increasing oo"u, will 
DOt. materiall, affoct lb, prico of itl produce. But. pro6&1 lend. too be low, .. we 
&ball lei beJow (VI. 'ftII. 1, B). in aucb. induatriea .. plain weaving, becauae &heir 
vast IC&le hal enabled. orpnilaUOQ in producLioD and markeliDa to be carried ., 

.. tar .. &0 be almOl' dominated bJ 1OU.m.. 

• 
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sort of traffio between them, and gives them new OPPOr-IV, ""'. S. 

tunities of getting social enjoyments and the comforts and -
luxuries of culture in every form. No doubt deduction must 
b. mad. for the growing difficulty of finding solitude and 
quiet and even fresh air: but there is in most cases 80me 
balance of good' • 

Taking account of the fact that an increasing density of 
population generally brings with it access to new social 
enjoyments we may give a rather broader scope to this 
statement and say:-An increase of population accompanied! 
by an equal increase in the material sources of enjoymen~ 
and aids to production is likely to lead to a more than pro{ 
portionate increase in the aggregate income of enjoyment 04 
all kinds; provided firstly, an adeq~ate supply of raw produce

l can b. obtained without great difficulty, and secondly there 
is no such overcrowding as causee physical and moral Vigour 
to be impaired by the want of fresh air and light and of· 
healthy and joyous recreation for the young . 

. The accumulated wealth of civilized countriee is at preeent Th. 
. f h hI· d h h· -b eft ..... '" growlDg' aster t 3D t e llopn a.t.wn: an t oug It may e growth of 

true that the wealth per head would increase somewhat faster ::'':!b: 
. if the population did not increase quite so fast; yet as a ~!uUy 

matter of fact an increase of population is likely to continne ~~ 
t b . db h rt· . f' .. mUl ... o e accompame y a more t an propo lonate mcreas. 0 01 Ul. 

the material aids to production: and in England at tl,e t!.J":::: 
present time, with easy acce .. to abundant foreign suppllee "~!il is 

l
Of raw material, an increase of population is accompanied by~. 7 

a more than proportionate increase of the means of satisfying P..,. .... 

human wants other than the need for light, fresh air, etc. 
Much of this increase is however attributable Dot to the 
increase of industrial efficiency but to the increase of wealth 
by which it is accompanied: and therefor. it doee not neces
sarily benefit tho •• who have no share in that wealth. And 

l The Engli!hman MiD bumta iDtD unwont.ed enthUlium wben epeaking: 
(Political Economy, Book l'f. cb. VI. 12) of the pleRsurel of wlLIlderiog alone ia. 
beautiful 1ICeDeJ'Y: and man,. American writ.ell- give ferrid clescripUoDa of tile 
crowing richnea of human lile u the backwoodsm.an 8nda noigbboUl'l .UIi .. 
around. him, u &be backwoods eetUement; developes into • Tillage. the village into 
• knm, and the toown into a YaSt; cit;y_ (See for iwltance Carey's Prinnplu oJ 
BoeiGl Sciac. ADd Heury Geoq:e'. Pro".... tlU PowrlM.) 

~ U 
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IV, =. 8. further, England's foreign supplies of raw produce may at 
- any time be checked by changes in the trade regulatioDl of 

other countries, and may be almost cut oft by a great war, 
while the naval and military expenditure which would be 
neCe88ary to make the country fairly secure against this last 
risk, would appreciably diminish the benefits that she derives 
from the action of the law of increasing retum. 



BOOK V. 

GENERAL RELATIONS OF DEMAND. 
SUPPLY AND VALUE. 

CHAPTER L 

INTRODUCTORY. ON MARKETS. 

§ 1. A BUSINESS firm grows and attains great strength, V. t, I. 

and afterwards perhaps ~gnates and decays; and at the Bi.'ogi .. , 

turning point there is a balancing or equilibrium of the :.!banlcal 
forces of life and decay: the latter part of Book IV. has ~r:t..,. 
been chiefly occupied with such balancing of forces in the babncing 

life and decay of a people, or of a method of industry or ~~ooed 
trading. And as we reach to the higher stages of our work, 
we shall need ever more and more to think ofeconomio 
fDrces I}B resembling thDse which make a JlDung man grow in 
strength, till he reaches his prime; after which he gradually, 
becomes stif! and inactive, till at last he sinks to make room 
for .other and more vigorous life. But tD prepare the way 
fDr this advanced study we want first to look at a simpler 
balancing .of forces which corresponds rather to the me-
chanical equilibrium of a stone hanging by an elastic string, 
or of a number of!alls resting against one another in a ~ ~ 

We have now\j;o examine the general relations of demand Scopo 01 

and SIlPpl,y; especially those which are connected with that _Book. 
adjustment of price, by which they are maintained in "equi
librium." .This term is in common use and may be used 
fDr the present without special explanation. But there are 
many difficulties cDnnected with it, which can .only be handled 
gradually: and indeed they will .occupy .our attentiDn during 
a great part of this BDDk. 
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INTRODUcrORY. ON MAIUtETS 

IDustratiDns will,be taken nDW {rom Dne clllll8 'If economio 
prDblems and now from another, but the m~ course of the 
reasDning will be kept free frDm I1118wnptions which specially 
belong to any partic]1lar c111118. 

Thus it is not descriptive, nDr dDes it deal constructively 
with real prDblems. But it seta Dut the theDretical backbDn~ 
of our knowledge of the causes which gDvern value, an~ 
thus prepares the w;{ fDr the construction which is to begiJ 
in the following BDD . It aims not 80 much at th~ attain
ment 'If knowledge, as at the pDwer tD obtain and arrange 
knowledge with regard to two opposing sets of fDrces, thDse 
which impel man tD econDmic eftorts and aacrilices, and thDse 
which hDld him back. 

We must begin with a short and provisiDnal accDunt 'If 
markets: for that is needed to give precisiDn to the ideas 
in this and the fDllDwing BDDks. But ee Drganization 'If I 
markets is intimately cDnnected bDth as cause and eftect 
with mDney, credit, and foreign trad~a fnll study 'If it I 
must therefore be deferred to a later volwne, where it will 
be' taken in cDnnectiDn with cDmmercial and industrial 
fluctuations, and with combinatiDns of producers and of 
merchants, of employere and employed. 

§ 2. When demand and supply are spoken of in relation 
to one another, it.is of course necessary that the markets to 
which they refer should be the same. CAs Cournot says, 

O'Economists understand by the term Ma,ket: not any par-
ticular market place in which things are bDught and sold, 
but the whDle of apy region in which buyers and sellere are. 
in such free intercourse with one anQther that the prices of 
the same goods tend to equality easily and qnickl~') Or 
again as Jevons saya:-k: Originally a market was a public - , place in a tDwn where provisions and other objects were 
exposed for sale; but the word has been generalized, eo as to 
mean any body of persDns who are in intimate. businessl 
relations and carry on extensive transactions in any com
modity. A ~at city may contain as many marke~aa there 
are important branches of trade, and these marketa mayor 

• B.w.w. _ I.. hi.';"" MIIIA/ooaligIIu • /0. I.w.n. ... 11-., 
ell. n. See alia above IlL 11'. f. 
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may not be localized) The central point of a market is tllD LV, " s. 
public exchange, mart or auction r09ms, where the tradera r -
agree to meet and transact business. In London the Stock 
Market, 'the Com Market, the Coal Market, the Sugar Market, 
and many others are distinctly localized ~in Manchester the 
Cotton Market, the Cotton Waste Marke1>, and others. But 
this djstiuction of locality is not necessary. The tradera 
may be spread over a whole town, or region of country, and 
yet make a market, if they are, by means of fairs, meetings, 
published price lists, the post-office or otherwise, in close 
communication with each otherl." 

CI'hus the more nearly perfect a ma.r)ret is, the stronger 
is the tendency for the same price to be paid for the same ./ 
thing at the same time in all parts of the marki0)but of 
course if the market is large, allowance must be made for 
the expense of delivering the goods to difterent purchasers;" 
each of whom must be supposed to pay in addition to the 
market price a special charge on account of delivery •. 

§ 3.CIn applying economic reasonings in practice it is BOlIDdari .. 

often difficult to ascertain how far the movements of supply ~.!k'" 
and demand in anyone place are influenced by those in 
another. t It is clear that the general tendency of the 
telegraph, the printing-press and steam trsllic is to extend./ 
the area. over which such jnflnencee net and to increase their 
f~ The whole Western World may, in a sense, be re~I"""'" 
garded as one market for many kinds of stock exchang '::;:i:'7 
securities, for the more valuable metals, and to a less extent mark.IlI" 

for wool and cotton and even wheat; proper allowance being 
made for expenses of transport, in which may be included taxes 
levied by any customs houses through which the goods have 
to pass. For in all these cases the expenses of" transport, 
including customs duties, are not sufficient to prevent buyers 
from all parts of the Western World from competing with 
one another for the same supplies. 

There are many special causes which" may widen or o.n.~1 v' 
narrow the market of any particular commodity: but nearly ':.:1:"'"" 

I n.", 0/ Poliliccl &:ou.'1 ch. ~ • 
• TbUl ii, is common too .. b prices of bulky goods quoted .. dellYel9d "'ree 

GIl board" (L 0. b.) Ioby "euel in .. certain pnrt. Mch purchuu barilla to mate 
Oil own .... 0010& lor blinging .... KQOdo bomo. 
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v, .. Co all thoBe things for which there is a very wide market are in 
.meet the, universal demand, and capable of being eaeily and exactly 
:;~' 'descrihed. Thus for instance cotton, wheat, and iron satisfy 
m:hkellor wants that are urgent and nearly universal. They can 
sui':::'~ilIY be eaei1y described, so that they can be bought and sold 
!::.'dgrading by persons et a distance from one another and at a distance 

../ aamplm,. also from the commodities. II necessary, samples can be 
taken of them which are truly representative: and they can 
even be .. ~d," ae is the actual practice with regard to 
grain in America, by an independent authority; so that 
the purchaser may be secure that what he buys will come 
np to a given standard, though' he has never seen a sample 
of the goods which he is buying and perhaps would not 

Porta
N bili.y. 

be able himself to form an opinion on it if he didl • 

Commodities for which there is a very wide market mus~ 
also be such ae will bear a long carriage: they must be som .... 
what durable. and their value must be cOllBiderable in pro
portion to their bulk. A thing which is so buJk,y that its 
ptjce is necessarily raised very much when it is sold far aw.ay 
from the place in which it is produced, m~ a rnJe haye ... 
n'!Irow market. The market for common bricks for instance 
is practically confined to the near neighbourhood of the 
kilns in which they are made: they can scarcely ever bear 
a long carriage by land to a district which has any kilns' of 
;its own. But bricks of certain exceptional kinds have mar
kets extending over a great part of England. 

The § 4. Let us then consider more closely the markets for 
condUlOtll 
01 b;ghly . things which satisfy in an exceptional way these conditions 
~T.k.::,ed of being m"general d§lIland,J;9gpjmhle and portablo. They 

are, as we have said, stol!,.k exchange securjties and the more 
valuable r;netals. 

mUlt.ra1od Anyone share or bond of a public oompany, or any bond 
byrer,,.. . 
.... .. of a government 18 of exactly the same value aa any other 
::: .. p. of the same issue: it can make no difference to any purchaser 

I Tbua &be mUlftgUI of • public or private ·'elenw," receive rraio from 
• fanner. divide i' inw clifJerena grad., and ..,tum to birD cerf.i6cau. IOJ' U 

many bUlbeli of each grad ... h. bu delivered. nia graiD it Ulan mixed wit.b 
&hOle 01 oU1et farmera; bil certificatea aN likely to change handl • ..,.. Ioime. 
before 6hey zeacb • p\U"Cbuer who damUleli lb.t the grain ahaIl be aduIlU,., 
delivered to bim; and U"'1e Of nOlll of what that purclluer naiftl Dl&J baytl: 
..... from Ibo !ann 0/ Ibo Olip>oI _plIot 0/ Ibo oorliAoo ... 
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, which of the two he buys. Some seourities, principally those v, ~ &. 

of comparatively small mining, shipping, and other companies, 
require local knowledge, and are not very easily dealt in 
except on the stock exchanges of provincial towns in their 
immediate neighbourhood. But the whole of England is one 
market for the shares and bonds of a large English railway.) 
In ordinary times a dealer will sell, say, Midland RailwaY 
shares, even if he has not them himself; because he knows 
they are always coming into the market, and he is sure to be 
able to buy tbem. 
c But the strongeet case of all is that of secllritjOll whicb I 

are called .. international." because they are in request in I / 
every part of the globe. They are the bonds of the chief ~ 
go:vemments, and of very large public companies .ucb asl 
those of the Suez Canal and the New York Central Railway. 
For bonds of this class the telegraph keeps prices at almost 
exactIl: the same level in all the stock exchanges of the 
world. :. If the price of one of them rises in New York or 
in Paris, in London or in Berlin; the mere news of the ..... 
rise tends to cause a rise in other markets; and if f~r-any 
reason the rise is delayed, that particular class of bonds 
is likely soon to be offered for sale in the high priced market 
under telegraphic orders from the other markets, while dealers 
in the first m,arket will be making telegraphio purchases in 
other markets: \i:hese sales on the one hand, and p~es ./ 
on the other, stren~hen the ~ndency~hich the price has to 
seek the .ame level everywhere; and unless some of the 
markets are in an abnormal condition, the tendency soon 
becomes irresistible.""': 

On the stock exchange also a dealer can generally make 
sure of selling at nearly the same price as that at which he. 
buys; and he is often willing to buy first class stocks at a I 

half, or a quarter, or an eighth, or in some cases even a six
teenth per cent. less than he offere in the same breath to sell 
them at. If there are two securities equally good, but one 
of them belongs to a large issue of bonds, and the other to a 
small issue by the same government, .0 that the first is con
stantly ooming on the market, and the latter but seldom, 

\ *hen *he dealers will on this lICCOunt alone leIJuire a .larser 
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D!JTRODUCTOl\Y. ON MARKETS 

margin between their seIling price and their buying price in 
the-latter case than in the former1.trhis illustrates well the 
great law, that the larger the market for a commodity the 
smaller generally are the fluctuations in its price, and tbe 
lower is the percentage on the turnover which dealers charge 
for doingbuBiness in i~ 

Stock exchanges then are the pattern on which markets 
have been, and are being formed for dealing in many kinds 
of produce which can be easily and exactly described, are 
portable and in general demand. The material COmmOditiesr 
however which poss .... these qualities in the highest degree 
are gold and s.!!!.er. For that very reason they have been 
chosen by common consent for use as money, to represent the 
value of other things: the world mar.k~t for them is most'! 
highly organized, and will be found to offer many subtle r 
illustrations of the actions of the laws which we are now 
discussing. 

§ 5. At the opposite extremity to international stock 
exchange securities and the more valuable metals are, fie1y, 
things ~hich muat he made to order to suit particular. 
individuals, such as well-fitting clothes; and, secondly, perish- , 
able and bulky goods, such as fresh vegetables, which can 
seldom be profitably carried long distanc~ The first can
scarcely be said to have a wholesale market at all; 'the 
conditions by which their price is determined are those of 
retail buying and seiling, and the study of them may be 
postponed". 

a In the cue of eharea 01 nlY lImaD and IiUle known eompaniel, the diftenmee 
be'weon t.be price at. which .. dealer is willing to buy anJ that. at. "hieb be will eeU 
may amount. to from 8.", per eent. or more of the telling nJue. D he buys. be 
may have to carl)' t.hia aecurit.l' a long t.ime before he mae .. witb anyone who 
com. to take it. from bim, and meanwhile it. may faD in value: while if be 
undert.at81 to deliver .. 18Curir.y which he hu not. himsell go, and which doea DOt 
eam. on the market. 8"" doy, h, m.,. be unable &0 complete his CoDUact. wilobou' 
mucb Uouble and expense. . 

• A mm may Dot t.rouble himself much about. naD reu.D purchues: be may 
.... baH~a-erown t~ a pwet. of papor m one abop whiOO be could hI. .. eot. 
tor '90 abUlinp m another. But. it. it .t.henriae wiUl wholesale prices. A 
manufacturer c:annot I6ll a ream of paper tor .iI: ahillinp while hiI neighbour fa 
enlling it .. 6... For thOle wbose buam., D til &0 deal In paper bow alnulI' 
ea:actly the loweat price ., wbich it caD be bough' and wiD Dot pay more thin 
thiI. The manulaemrer hal 60 iOli a' about the market. pnee. lila' it at about &be 
price a' whicb otber mlQut&Ct~ are ..nu., .. the aaroe ~ 
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There are indeed wholesale markets for the second cIass, V,I,6. 

but they are confined within narrow boundaries; we may find ... ;';;10 
our typical instance in the sale of the commoner kinds of ~l:l:k.' 
vegetables in a country town. The market-gardeners in the "i:!' 
neighbourhood have probably to arrange for the &ale of their !"ano~ 
vegetables to the townspeople with but little external inter- .. -
ference on either side. There may be Bome check to extreme 
prices by the power on the one side of Belling, and on the 
other of buying elsewhere; but under ordinary circumstances 
the check is inoperative, and it may happen that~e dealers 
in such a case are able to combine, and thUB fix an artificial} 
monopoly price i that is, .. price determined with little direct ,/ 
reference to cost of production, but chiefly by a consideration 
of what the market will be~ 

On the other hand, it may happen that some of the though. 
even true 

market-gardeners are almost equally near a second country Ut~Ubi"'" 
town, and send their vegetables now to one and now to the ~ft~::":" 
other; and some people who occasionally buy in the first ~=' 
town may have equally good access to the second. The le&8ty 
variation in price will lead them to prefer the better market; 
andlJhus make the bargainings in the two towns to some 
extent mutually depe"dtmt-;: It may happen that this second 
town is in cIose communication with London or some other 
central market, so that its prices are controlled by the prices 
in the central market'; and in that case prices in our first 
town also must move to a considerable extent in harmony, 
with them. As news passes from mouth to mouth till • 
rumour spreads far away from its forgotten sources, so even 
the most secluded market is liable to be influenced by changes 
of which those in the market have no direct cognizance, 
changes that have had their origin far away and have spread 
gradually from market to market_ 

Thus!Jit thit one extreme afe world markets in which com-_ 
petition acts directly from all parts of the globe; and at thtl' 
other those secluded markets in which all direct competition, 
from afar is shut out, though indirect and transmitted com-" 
petition may make itseU felt even in these; and about midway 
between these extremes lie the great majority of the markets 
which the economist and the busineBB man have to 8tudil ' 
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IlITBODUCTOBY. ON MARKR'l'II 

§ 6. Again, markets vary with regard to the period of 
time which is allowed to the forces of demand and supply to 
bring themselves into equilibrium with one anoth¥-:as well 
as with regard to the area over which they extend. L!nd this 
element of Time requires more careful atteution just no,," 
than does that of Sp~ For the nature of the equilibriuIl! 
itself, and that of the causes by whicb it is determined. 
depend on the length of the period over which the market u 
taken to exteud. We shall find tha(il the period is shoro 
the supply is limited to the_sto~ _ ... hich happen to be ... 
hand: if the period is longer;the supply will be iDBuenced 
more or lese, by the cost of producing the commodity U / 
question; and if the period is very long, this cost will in it; 
tum be influenced, more or lese, by the cost of producing tm 
labour and the material things required for producing tm 
commodity. These three classes of course merge into one 
another by imperceptible degrees:' We will begin with the 
first class; and consider in the nei! chapter those tempo~ 
equilibria of demand and supply, in which .. supply" meslJl 
in effect merely the st!!!'k.J",'ailable.~t_thetimQ lo~ $llIUa 
~he market; 80 that i~c:annot be directly influenced by the 
cost of production. 



CHAPTER n. 
TEMPORARY EQUILIBRIUM OJ!' DEMAND AND SUPPLY. 

. § 1.(TlIB simplest case of ba\anee or equilibrium between v. D. I. 

/desire and effort is found when a person satisfies OBe of his Aaimplo 

wanta by his own direct work.)When a boy picks black-=b~ 
berries for his own eating, the action of picking is probably :i',!;".:':.i 
itself pleasurable for a while;}and for some time longer the 011_ 

pleasure of eating is more than enongh to repay the trouble 
of picking. But after he haa eaten a good deal, the desirS 
for more diminishes; while the taak of picking begins j 
cause weariness, which may indeed be a feeling of monoton 
rather than of fatigue. (Equilibrium is reached when at laat 
his eagerness to play aud his disinclination for the work ~f V 
picking counterbalance the desire for eating. The satisfaction 
which he can get from picking fruit haa arrived at ita mazt.. 
mum: for up to that time every fresh picking has added more 
to his pleaaure than it haa taken away; and after that time 
any further picking would take away from his pleasure more 
than it would add 1. 

\ In a caaual bargain that one person makes '!ith another, In ..... .1 
aa for instanee when two backwoodsmen barter a rifle for a li::!:';. v' 
comoe, there is seldom anytliiilg" that can properly be called generally 

an equilibrium of supply and demand: there is PFobably a ~~'ili." 
margin of satisfaction on either side;)for probably the one bnom. 
would be willing to give something besides the rifle for the. 
canoe, if he could not get the canoe otherwise; while the 

• See IV. L .. ao4 Nolo XIL iD Il1o !O[_~eaI Appeodi¥. 
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v, ... 2. other would in cllSe of necessity give something besides the 
canoe for the rifle. 

Tb ..... ~f (It is indeed possible that a true equilibrium may be· 
.yat.ematic • • 
barte, amved at under a system of barter; but barter, though earlier 
:l'.i!.!::J. in history than buying and selling, is in some ways more 

Martel 
foruniqut ., .... 
lbiDgo. 

intricate; andl.the simplest cases of a true equilibrium value 
are found in the markets of a more advanced stllte of. 
civilization. ) 

We may put aside IlS of little practical importance a class 
of dealings which has been much discussed. They relate to 
pictures by old masters, rare coins and otl!!lr things. which 
cannot be "graded" at aU. The price at which each is sold, 
will depend much on whether any rich persons with a fancy 
for it happen to be present at its sale. If not, it will 
probably be bought by dealers who reckon on being able to 
.eU it at a profit; and the variations in the price for which 
the same picture sells at successive auctions, great as they -
are, would be greater still if it were not for the ste-adying 
influence of professional purchasers. 

D1ustra· § 2[r.et us then tum to the ordinary dealings of modem 
Lion from 
ol .. al life; and take an illustration from a com-market in a c~,!!ry-
::t., town, and let us assume for the sake of sunplic~U 
::':';:. the com in the market is of the same quality. The amount 
.... 1"' .. '7 $ch each farmer or other seUer offers for sale at any price 
ii/,~;;"'. is governed by his own need for money in hand, and by his 

calculation of the present and future conditions of the 
market with which he is connected. There are some prices 
which no seUer would accept, some which no one would 
refuse. There are other intermediate prices which would be 
accepted for larger or smaller amounts by many or all of the 
seUers. Everyone will try t'}guess the state of the market'" 
and to govern his actions accordingliJ Let ns suppose that 
in fact there are not more than 600 quarters, the holders of . 
which are willing to accept as Iowa price IlS 358.; but that. 
holders 01 another hundred would be tempted by 36,.; and 
holders of yet another three hundred by 37 •. Let us suppose 
a1BO that a price of 37,. would tempt buyers for only 600 ' 
quarters; while anoth~r hundred could be sold at 860., and 
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yet another two hundred at 35.t. These facte may be put out V,II, •• 

in a table thus:-
BoldeN w:Ul be . Buyen will be 

.lllh. pd_ willing &0 H1l williD& to buy 

J 370. 1000 quartcra, 600 quarto .... 
360. 700 

" 
700 " 

350. 600 
" 

900 " 
Of course some of those who are really willing to teke 86., 

rather than leave the market without selling, will not show 
at once that they are ready to accept that price. And in like 
manner buyers will fence, and pretend to be less eager than 
they really are. u!'o the price may be tossed hither and \ / 
thither like a shuttlecock, as one side or the other gete the 
better in the "higgling and bargaining" of the market. But 
unless they are unequally matched; unless, for instance, one 
side is verY simple or unfortunate in failing to gauge the 
strength of the other side, the.price is likely to be never verY' 
far from 36 •. ; and it is nearly sure to be pretty close to 368 •. 
at the end of the market:] For if a holder think. that the 
buyers will really be able to get at 36 •. all that they care to 
take at that price, he will be unwilling to let slip past him 
any offer that is well above that price: . 

Buyers on their part will make similar calculations; and 
if at any time the price should rise considerably above 36,. 
they will argue that the supply will be much greater than 

. the demand at that price: therefore even those of them who 
, would rather pay that price than go unserved, wait; and by 

waiting they help to bring the price down. On the other 
hand, when the price is much below 36 •. , even .those seUers 

E
hO would rather take the price than leave the'market with 

their corn unsold, will argue that at that price tile demand 
ill be in excess of the BUpP!)': so they will wait, and by 

waiting help to bring the price up. 
C'l'he price of 36 •. has thus some claim to be called the true 

l equilibrilllI!.p'~i.<L~ecause if it were fixed on at the begin., 
ning, and adhered to throughout, it would exactly equate 
demand and supply (i.e. the amount which buyers were 
willing to purchase at that price would be just equal to that 
for whioh sellers were wiUillg to tak,e that price); and because 
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V .... 8. eve.,. dealer who has a perfect knowledge of the circum
stances of the market expects that price to be established. 
If be sees the price difiering much from 36,. he expecta that 
a change will come before long, and by anticipating it he 
helps it to come quickly. 

It it not indeed necessary for our argument tbat any 
dp.alers should have a thorough knowledge of the circum· 
stances of the market. Many of the btlyers may perhaps· 
underrate the willingness of tbe sellers to sell, with the effect 
that for some time the price rules at the highest level at 
which any buyers can be found; and thus 500 quarters may 
be sold before the price sinks below l!JI. But afterwards the 
price must begin to fall and the result will still probably be 
.that 200 more quarters will be sold, and the market will close 
on a price of about 368. For when 700 quarters have been 
Bold, no seller will be anxious to dispose of any more except 
at a higher price than 368., and no buyer will be anxious to" 
purchase any more except at a lower price than 368. In the 
Bame way if the sellers had underrated the willingneaa of the 
buyers to pay a high price, some of them might begin to sell 
at the lowest price they would take, rather than have their 
corn left on their hands, and in this case much com might bel, 
Bold at a price of 358.; but the market would probably close I 
on a price of 368. and a total sale of 700 quartersl • 

J.The § 3. In this illustration there is a latent assumption 
lefA>nt. f lump';O., which is in accordance with the actual conditions of most 
~~:l.::~ markets; but which ought to be distinctly recognized in order 
::~~ ... to prevent its oreeping into those cases in which it is not 
mo!"yio justifiable. We tacitly assumed that the sum which pur-I 
.... 1, cha • ill' """hi h ell illi' ....... , sers were w lUg to pay, an ... w c s ers were w ng to J 

!~"'b- take, for tile s~ven hundredth quarter would not be afiected 
.. by the question whether the earlier bargains had been made 

at a high or a low rate. We allowed for the diminution in 
the buyers' need of com [its marginal utility to them] as the 
amount bought increased. But we did not allow for any 
appreciable change in their unwillingneaa to part with money 

• A .Imple 101m of the lnflueoce whleb opinion uelll on &be ac\ioo or deaIen. 
ad tbenfOft 011 marte' priee. ill indicated in ~iI WUlUaWoo.: .. Iball be mucb 
~ wtlb .... -r do_pm .... cIIh k ...... 
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[ita marginal utility]; we l188umed that that would be prao- V.u.IL 

tically the same whether the early paymenta had been at a 
high or a low rata. 

" This l188umptiou is justifiable with regard to most of the ~.Ii".l'~ 
market dealings with which we are practically concerned .... co ... • 

Wh b ything f his ti h market; 
en a person uys an or own consump on, e 

generally spends on it a smaJI part of his total resources; 
while when he buys it for the purposes of trade, he looks to 
re-aelli:ng it, and therefore his p~_~,!-urcll!L are not 
diminished.' In either case there is no appreciable change in 
his willinguess to part with money. There may indeed be 
individuals of whom this is not true; but there are sure to 
be present some dealers with large stocks of money at their 
command; and their influence steadies the market1') 

[The exceptions are rare and unimportant in marketa for butlD. '" ! commodities; but in markets for labour they are frequent and :~k!~ .... 
! important. tWhen.a workman is in fear of hunger. his need :.oo,r,:::." 
I of money [its marginal utility to him] is very great; and. if impononL 

at starting. he gets the worst of the bargaining, and is 
employed at low wages. it remains great, and he may go 
on selling his labour at a low rate. That is aJI the more 
probable because, while the advantage in'bargaiiring is likely 

• Por inIt.ante .. buyer ilaometimellVaitenecl for wan' oJ ready money, and 
boo ..... oIIem _ by him in DO ... y inferior .. 0 ...... which he boo gladly 
accep&ed.: hie own funda being uhaua&ed., be could not; perbapl borro..,. ucep. on 
termI &bat; would. Aka away all &be profit Ibat; &be bargains had. at fin, eight; 
o&:nd. But; if &be bargain ill really .. good one, eome GDI else, who it DO' .. 
Ani&.eoed. is nearly IrI1N to get; hold of il-

Again, it; it poasible Iha& eTeral oJ &boea- who had been counted. .. ready to 
leU elOra at. .. price of 361. weJ8 wiDing to eeD. only becauae they were ill urgent; 
Deed. or • certain amount; of ready monoy; if Uaey 1UCiClDlded. in aelJ.ing lOme com 
a' .. bigb price, there might be .. percepwble diminuLWn in &he marginal ut.ili'J of 
Nad,. money to &hemi and theJ:elore &bey might refwJe to lOll for 86t. .. quarter 
aU .w, COlD which lhey would baYe told if ~ price bad been a&.througbou,," 
In un. cue t.be ae11e.m in couequeoce 01 getting aD. adQD.t.Bge in bargaining a' 
the beginning oJ &he mme' migb' "tam .., &be end a price higher UlaD O&t 
equilibrium price. The price ., which the marW doaed would be _ equilibrium 
price; lad &hough ~ properly deecribed as 1M equilibrium. Price. i' would be 
...,. unlikely .. eli..,.. 1ridoIy bcm .... , p ..... 

eo • ....oIy. U .... mub, bod opaocI much ...... diad ...... of .... _ 
and t.be1 bad ao1d. lOme com YVJ' cheap, 10 -.ba' &hey nmained. ill pea' wan' of 
ftl&d.y money, &he 6naI ulriliLy of mcmey &0 ib.em migbL ban remained .. high lhat 
&boy wouJd he ...... ou oo11iag OO1IIidoIobly bolatr 380. uolD .... bu,... bod boon 
ouppUocl wilb aU "'"' .... y_ .. take. The m .. 1m wouJd ..... cIooo wi ...... 
the kue equillbriwn price baviDe ever been reached, bu. a Yeq Dear approach 
would. ba .. beem made to il. - . 



336 

/ Tbfll 
, dilfemnce 

h .. 
important. 
... u1 .. 
in t.heory 
&Odin 
pnclice. 

Reference .... 
Appendi:r. 
on Bart.er. 

TEMPORARY EQmLIBRIUId OF DEMAND AND SUPPLY 

to be pretty well distributed between the two sides of a 
market for commodities, it is more often on the side of 
the buyers than on that of the sellers in a market for labour.; 

(Another clifterence between a labour market and a market for 
commodities arises from the fact that each seller of labour 

. has only one unit of labour to dispose Qj) These are two 
among many facts, in which we shaIl find, as we go on, 
the explanation of much of that instinctive objection which 
the working classes have felt to the habit of someeconomiats, 
particularly those of the employer class, of treating labour 
simply as a commodity and regarding the labour market 
as like every other market; whereas in fact the. clifterenees 
between the two cases, though not fundamental from the 
point of view of theory, are yet clearly marked, . and in 
practice often very important. 

The theory of buying and seIling becomes therefore much 
more complex when we take account of the dependence 
of marginal utility on amount in the case of money as well 
as of the commodity itself. The practical importance of 
this consideration is not very great. But a contrast is drawn 
in 'Appendix F between barter and dealings in which one 
side of each-exchange is in the form of general purchasing 
power. In barter a person's stock of either commodity 
exchanged needa to be adjusted closely to his individual 
wants. If his stock is too large he may have no good use 
for it. If his stock is too smaIl he may have some difficulty 
in finding anyone who can conveniently give him what 
he wants and is also in need of the particular things of 
which he hilliseU has a superfluity. But anyone who has a 
stock of general purchasing power, can obtain any thing he 
wants as.oon as he meets with anyone who has a superfluity 
of that thing: he needa not to hunt about till he comes 
aoross "the double coincidence" of a person who can spare 
what he wants, and also wants what he can spare. Conse
quently everyone; and especially a professional dealer, can 
afford to keep command over a large stock of money; and can 
tberefore make considerable purcbases without depleting his 
stock of money or greatly altsring its marginal value. 



CHAPTER IlL 

EQUILIBRIUM OF NORMAL DEMAND AND SUPPLY. 

§ 1. CWB have next to inquire what caus~vem v v, m, L 

'!,upply prices, that i:sJ'rices_.'!!ll~~<!~~!" are ~g ~o ~~..::~ 
\ aCcept for different amounts.:;) In the last chapter we looked val_ 

at the aftairs of oDI"y a"Single day; and supposed the stocks 
offered for sale to be already in existence. But of course 
these stocks are dependent on the amount of wheat sown 
in the preceding year; and that, in i~ turn .. wns largely 
influenced by the farmers' guesses as to the price which 
they would get for it in this year. This is the point at 
\yhich we have to work in the present ehapter. ~~. 
\[Even in the corn-exchange of a country town on a Nea'lyaU v' 

market-day the equilibrium price is affected by calculations =~i· ,,/ 
of the future relations of production a!ld consumptio~hile ~!;~ 
in the leading com-markets of America and Europe dealings "'1 b ble 

for future delivery already predominate and are rapidly ~nsall:'..:t 
weaving into one web all the leading threads of trade in ~!.;::;~i 
corn throughout the whole world.tsome of these dealings IheM ... ,,; 

in "futures" are but incidents in speculative manceuvres; 
but in the main they are govemed by calculations of the 
world's consumption on the one hand, and of the existing 
stocks and coming harvests in the N orihem and Southern 
hemispheres on the other. CDea1ers take account of the areas 
sown with each kind of grain, of the forwardne88 and weight 
of the crops, of the supply of things which can be U8~d 
as substitutes lor grain, 1IIIld 01 the things lor which grain 
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v, m, I. can be used as a substitute.) Thas, when buying or selling 
barley, they take account o( the snpplies of such thinga as 
sugar, which can be used a8 snbstitntes for..illin ~.J!ing, ( 
and again of all the various feeding stuffs, a scarcity of 
which might rai .. the value of barley for consumption on 
the farm. If it is thought that the growers of any kind of 
grain in any part of the world have been losing money( and 
are likely to sow a less area for a future harvest; it is argued ' 
that prices are likely to rise as soon as that harvest comea 
into sight, and its shortness is manifest to all. t:.,Anticipa
tions of that rise exercise an in1Iuence on present sales for 
future delivery, and that in its turn in1Inencea cash prices; 
so that these prices are indirectly aHected by estimates of 
the expenses of producing further suppliea'J; 

:::~ '::'" But in this and the following chapters we are specially 
conoideJo ooncerned with movements of price ranging over "till longer 
11o" and 
gmdual periods than those for whioh the most far-sighted dealers in , 

. :::'.i..U::-0I futures generally _make their reckoning: we have to consider 
=li.Dd the volume of production adjusting itself to the conditions 

The 
&ccoun,of 
oupply 
pnce 
carried 
alit.Ue 
tur~e •• 

of the market, ~d the normal price being thus determined 
at the position of stable equilibrium of normal demand and 
normal supptY3 

§ 2. In thi8 discussion we shall have to make frequent 
use of the terms C08l and a>p~~',LQ!.l'rodnction; and some 
provisionaiaoooWlt of them must be giv.m bdore proceeding 
further. 

We may revert to the analogy between the aupply price 
and the demand price of a commodity. Assuming for the 
moment that the efficiency ()~.-Er'1-c;Il\ctj9n depends solely 
upon th~rtion!'9Uh,,- workers, we saw that &h! price r 
rcq uired to call forth thJLuertion neceSBBrY for producing j 
any given amount of a commodity may be called the', 
s!!pply price for that amount, with reference of course to' 
a given unit of time1." But now we have to take account 
of the fact that the produ~tinn...of a.oommodity generally 
requires many diff..!!!!'l!t~lmlJLgfJj!l1()ur and the nse of 
capital in many forms. I he exertions of all the different --_.- -- ---
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kin~Llabom: that are directly or indirectly involved in v, m,1 
making it; together with 'l-the abstinpnceB or rather the 
waitings required for saving the capital used in making it: . 
all th"!!l..~!f()rl,a and sacrific;;S together-will be called ~ ~ --
~Le98,-oL JWotllJdlOflof th!.commodity.,. The B'!!!!L!?f Rul.n<! 

money that have to bo: paid ~or these ejJ'orte and ~cri£ices =~ 
Will be called either ita ~ Cosl.._oJJ!!EdlJdiOfl, or, for~' 
shortness, ita expem~odlJdiOfl;jthey are the prices E"1' .... u 

which have to b8paid in order to call forth an adequate t..z. 
supply of the efforts and waitings that are required for 
making it; or, in other words, they are its supply pri~. 

The analysis of the expenses of production of a com
modity might be carried backward to any length; but it i. 
seldom worth while to go back very far. It iB for instance, 
often sufficient to[take the s'9'ply pricCII of the different.'" 
kinds of raw .!Ilateri~_ lIBed in any manufacture as ultimata 
facta~Without analysing these supply prices into the several 
elements of which they are composed; otherwise indeed the 
analysis would never end. We may then arrange the thing. 
that are required for making a commodity into whateyel 

~ group. are convenient, and call them itala;:t0,. 01 ]Wo~uctiOfl F=.f!.:/ 
_ Ita expenses of production when any given amount of it is P 

. produced are thus!l!!. supply prices of the corresponding 
quantities of ita facton ofproduction:--'Alid the sum of 
theSe ia the supply price of that amount of the com
modity: 

• MiD and 10m, other eMnomi,ta bftTe ronowed the practice of ordI:Da.rY tile in 
using Ule &arm Coat. of produc&ioD In two aenaea, aometim81 &0 lignify the difficuJr.y 
of producing. &bing. and sometimes to up ... Lbe ouUay of money tilat has k» 
be ineuned. in order &0 induce people &0 overcome uu. dilIicuJ.ty and produce i'-. 
B", by p..mg from ODe ue 01 \be &rnn to ibe ot.her without giring e:q>Uci' 
warning, they bue led &0 lOany mUunderaLandings and much barren controversy. 
The att.act on Mid', doctrine of Coat. of Froduct.iOD in relation to Value, wbich iI 
made to Cairn. IMdiag Prittripiu, wu publilhed jOl' after Mill'. deat.bi and 
unfonunat.ely Ilia iDterpnilaWon of Mill'. wolda wu generally accepted as au
&boritat.iYe, bet'auae be was regarded as • foUower of MilL But. ill an article b, 
&be PNeD' wnw OIl "Mill', Theory of Value" (Fonn&glady RftIiN, April 1876) 
I, iI argued Utat. Caimell had miMkeo. Mill'. me&IlIng, and .bad reallJ aeeD. DOt. 
more but. less of &be wtb &hao Mill bad done. 

The upenII!III of producLion 01 any amotm' of • n .... commodiiy may beat be 
eRimated with reference kt t.be "margin 01 producUonu at. whicb DO rent-is paid. 
Bu& &bia met.bod. DI .peaking baa greA diftleulLiea wit.b regard .., commodit.iea 
&hal obe, &be Ia. 01 inentaaing ret.um. I, eeemfld beet. k» DOW thia poim iD 
p-iDa:: " will be fully dW:uIeed. later OIl, chid,. ill da. au. 
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V, '", a. § 3. The typical modem market is often regarded as 
Th.... that in which manufacturers sell goods to wholesale dealers 
~Ju,re:: at prices into which but few tradio!L expeoses enter. \But 
;n~b~ 'taking a broader view, we may consider that@iesupply price 
:::,~.:..ce of a commodity is the price at which it will be delivered for 
oj clifferen' h' clem.... sale to that group of persoDB w ose demand for It we are 
~.::,~ •. coosidering; or, in other words, in the market which we have 

in view. On the character of that market will depend how 
many trading expeoses have to be reckoned to make up the 
supply pric~For instance, the supply price of wood in 
the neighbourhood of Canadian forests often consists almost 
exclnsively of the price of the labour of lumber men: bnt 
the supply price of the same wood in the wholeeale London 
market coosists in a \!!w,J!leasum. oLfreight.a; while its 
supply price to a small retail buyer in an English country 
town is more than half made up of the charges of the 
railways and middlemen who have brought what he wants 
to his doors, and keep a stock of it ready for him!: Again, 
the supply price of a certain kind of labour may for some 
purposes be divided np into the expeosea of rearing, of 
general education and of special trade educatiolL) The 
possible combinatioDB are numberless; and thoug\r' each 
may have incidents of its own which will reqoire separate 
treatment in the complete solution of any problem connected 
with it, yet all such incidents may be ignored, so far as the 
general reasooings of this Book are concerned.. 

[),a calculating the expeoses of production of a commodity 
we must take account of the fact that changes in the amounts 
produced are likely, even when there is no new invention, to 

'be accompaoied by changes in the relative quantities of its 
SO\'eral factors of productio!!) For iostance, when the scale 
of production increases, horse or steam power ie likely to 
be substituted for milDual labour; materials are likely· to 
be brought from a greater dietance and in greater quanti
ties, thus increasing those expeosea of production which 

• We bal'ft already (n. m.) noticed aha' the economIC! UIII of LllfJ tenn "pro-
dudioQ" includ. &bit producUoa 01 ..... ut.ililiel by moving a &bing from • p. 
m' which " la ... wanted t.o • place ID w.bicb " II more --ted, GIl' b1 baIpiDc 
~ttI .. .wJ_""'" 
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correspond to the work of carriere, middlemen and tradere v, m, 4-

of all kinds. 
(:.As far as the knowl~dge and business enterprise of the ~ . 

producere reach, they in each case choose those factore of ~::!',. 
production which are best for their purpose; the sum of the '""'"" •. 
supply prices of .those factore which are used is, as a rule, less 
than the sum of the supply prices of any other set of factore 
which could be substituted for them; and wbenever ,it, 
appeare to the producere that this is not tbe case, they will;' , 
as a rule, setJ;o work to 'substitute the less expensive metho{) 
And further on we shall se .. how in a somewhat similar way 
society substitutes one undertaker for another who is less • 
.efficient in proportion to his charges.)-We may call this, for! 
convenience of reference, Th_ principle of substitution. . 

The applications of this principle extend over almost, 
every field of economic inquiryl. 

§ 4. The position then is thia: €!I are investigating the Tu, 

. Fquilibrium of normal demand and normal supply in their r;::l:1,ich 
/most general form; we are neglecting those features which we awL 

are special to particular parts of <>conomic science, and are 
confining our attention to those broad relations which are 
common to nearly the whole of it. (Thus we assume that Weaaaume 

I 
the forces of demand and supply hav~ free play; that there is ::: !.~ .. d 

no close combination among dealers on either side, but each :::'':t:~PPI1 
acts for himself, and there is much free competition; that merke" 

is, 'buyers generally compete freely with buyers, and sellere 
'compete freely with selle!!) J But though everyone ac"t1'for 
himself, his knowledge of what othere are doing is supposed 
to be generally sufficient to prevent him from taking a lower 
or paying a higher price than othere are doing. This is 
assumed provisionally to be tme both of finished goods and 
of their factore of production, of the. hire of labour and of 
the borrowing of capital. We have already inquired to some 
extent, and we shall have to inquire further, how far these 
assumptions are in accordance with the actual facts of liie. 
But meanwhile this is the supposition on wbich we proceed; 

c ~w~ume that th~re is only one price in the ,.market at one 

• See UL 't. and. IV. TIL a. 
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v, m, '" and th~l!'!.. tim~ it being understood that separate allow
ance is made, when necessary, for difierences in the expense 
of delivering goods to dealers in difierent parte of the market; 
including allowance for the special expenses of retailing, if it 
is a retail market. 

Gen •. ~ fo such a market there is a demand price f~chamount 
:Dl'::::t of the commodity, that is, a price at which each p .. rticul .. r 

, '\ amount of the commodity can find purchasers in .. day or 
week or year. The circumstances which govern this price 

.,/ for any given amount of the commodity V!!ry in character" 
from one problem to .. nother; but in every casetlie more'of 
.. thing is offered for s .. le in .. market tbe lower is the price\ 
.. t which it will find purchasers; or in other words, the 
dem .. nd price for each bushel or yard diminishes with every , 
inorease in the amount offered .. 

Tho 
condiUoDl 
ollUppJ,. 
will vary 
with the 
lenglbol 
time to 
which 
reference 
ilmade. 

The unit of time may be chosen according to the cir-l 
cumstances of e .. oh p .. rtioular problem: it may be a day, a 
month, a year, or even a generation: but in every case it. 
must be short relatively to the period of the market under; 
discussion. t:It is to be assumed tb .. t the general circum
stances of the market re;i;'ain uncbanged throughout this 
period; that there is, for instance, no_change in fashioll. or 
taste, no n.!.w substitute which might affect ~e dem .. nd, no 
nl!!' invention to disturb the supply] 
Jl'he condi~oWl.llLDormal supt>l1.~_!e&9de6nite; and .. 

full study of them must be reserved for iater'Gh"pterslThey 
wiH-Il'e found to v .. ry in detail with the length of the period 
of time to which the investig .. tion refers; chiefly because 
botb the ma,terial capital of machinery and other business 
pl .. nt, .and the immaterial capital of busin~ skill and !l!!.iIity 
and org~tion, are of slow growth and slow decay.) 

v' Bul... Let ue call to mind the "lllPJ11l!entative firm," whose 
~r.~.:;r, eoonomies of production, internal and external, are dependent 
:,~ on the aggregate volume of production of the oommodity that 
"pply I'b it makes1; and, postponing all further study of the nature 
pnee u. . 
•• p.""'! 01 of this depeudence, let ue .... ume th .. t the normal supply 
plOduelioD, price of .. uy .. mount of that oommodity m .. y be taken to be 

• e..IV ...... & 
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ito normaI expenses of production (including !J'08' earnings v, m, 5. 

of management!) by that firm. That is, let UI assume that Including >/ 

this is the price the expectation of which will jUlt Buffice to :~gI 
maintain the existing aggregate amount of production; Bome 0/ m:m0g81 men ... 0 

firms meanwhile rising and increasing their output, and. "p~ 
othero falling and diminishing theirs; but the aggregate ~" .. 
production remaining unchanged. A price higher than thia 
would increase the growth of the rising firms, and slacken, 
though it might not arrest, the decay of the falling firms; v 
with the net result of an increase in the aggregate produl>-
tion. lOn the other hand, a price lower than this would 

,hasten the decay of the falling firms, and slacken the growth 
'of the rising firms; and on the whole diminish production: 
and a rise or faIl of price would affect in like manner though 
perhaps not in an equal degree those great joint-stock com
panies which often stagnate, but seldom die.) 

§ 5, To give definiteness to our ideas let UI take an illus- The"'!D' 
• .truct,ion 

tratlOn from the woollen trade. Let UI suppose that a person 01 tb~ 

well acquainted with the. woollen trade sets himself to inquire :;'~hi~b 
what would be the normal supply price of a certain number :!\:: 
of millions of yards annually of a partirular kind of cloth. 8U~pHed; 
He would have to reckon (i) the price of the wool, coal, and ':!iEv 
other materials which would be Uled up in making it, (ii) I .. .r.. 
wear-and-tear and depreciation of the buildings, machinery 
and other fixed capital, (iii) interest and insurance on all the 
capital, (iv).40he wages of those who work in the factories, 
and (v) the gross earnings of management (includihg in
surance against loss), of those who undertake the risks, who' 
engineer and Buperintend the working. He would of Course 
estimate the supply prices of all these different factors of 
production of the cloth with reference to the amounts of 
each of them that would be wanted, and on the supposition 
that the conditions of supply would be normal; and he would 
add them all together to find the supply price of the cloth. 

Let UI suppose a list of supply prices (or a supply 
schedule) made on a similar plan to that of our list of 
demand prices': the supply price of each amount of the 
commodity in a year, or any other unit of time, being 

• Bee .... p....,aph 0/ IV. :m. • See UI. DL 6. 
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V,ID,6. written against that amount1.' As the flow, or (alUlUal) 
amount of the commodity increases, the 'supply. price may 
either increase or diminish; or it may even alternately 
increase and diminish". For if nature is offering a sturdy 
resistance to man's efforts to wring from her a larger supply 
of raw material, while at that particular stage there is no 
great room for introducing important new economies into 
the manufacture, the supply price will riee; but if the 
volume of production were greater, it would, perbaps be 
profitable to substitute largely machine work for hand work 
and steam power for muscular force; and the increase in 
the volume of production would have diminished the ex
~enses of production of the commodity of our representative 

• Measuring, aa in the cue of the demand 
curt'e, amounts of ~e commodit.y along Oz 
and pricea paraJlaI to 0" we get. for each 
point. M aluog 0% • line MP drawn u right 
anglel to it. measuring the mpply price for 
tbe amount OM, &he utremit.y of which, P, 
may be called. ",pply poiftl; this price liP 
being made up of lobe supply pne. of the 
IOYW factol'l! of produdion (or Ute III10UIlt 
OM. The locus 01 P may be called the apply ....... 

Fig. 18. 

II 

• 
I. '. 
I. I,' 

P, 

.'[:----t.,-. I. Pa .,' 
Suppoae, for iDRanee, lb., we classify Uto 

espensea of production of our representat.ive 
firm, wben an amount. OM of cloth iI being 
produeed under \be heads 01 (i) MPa, &be . O~-4>---M.!-----'= 
8upply price 01 Lbe wool and oiber cireulatJog 
cnpit.a1 which would be consumed in making it. (ii) 1\1'1 t.he corresponding wear
ami-tear and depreciaUon on buildings, machinery and o&ber bed capiW; (iii) lit". 
lhe interest and insurance on all ahe capiAJ.. (i., "'1'1 lobe wages of ihoIe who wort. 
in the tacl;ory, and (9') ,.p the grou earnings of marmgement;, etc. of those who 
undertake lobe risks and direct \be wort. Thill II AI mo .... from 0 toward. &be 
rigbt; "'. PI, "', P. will each trace out; II cum, and &be ultimate IUJIply eurft 
_ oul by P .. iU be \bus lb .... u obtained by _rimposiDc \be IUpply 
corns tor t.he IGveral rlLCton or production of &be doLb. 

It; mU51. be nmembered that; t.b:eIe auppJy pricet are the prieee DOt; of aniu of 
the .. veral factom but. 01 Iohoee amoun'" of t.be leveral fact;orl which are required 
tor producing. Yard of tbe c1ot.b. Thus. lor iDltance, PI,. ia the supply prioe Dot; 
01 any fized amount of labour but; of lob", amount of labour which is employed in 
making a yard where Iohere ia an aggrega'" produclion of OM JBrd& (See above, 
13.) We need no' trouble ourse1 ... too cor&Iider just here wbetber tbe ground~ 
ron' of the lacloOry mUlt be put into. clMIII by iLsell: &hill belongs &0 • group or 
quostioDl wbich will be diecusaed. later. We are &ating DO DOtite 01 rat.eI and 
taxes. for whicb he would 01 COW'18 haft &0 make hie acccnmL I' 

I Thnl. is. a point moving along the IUrpl,. cum towards ibI rfgbt ma,. eUher 
rile or fall, or even it may altemat.ely rise and taU; in o&ber warda, &.be IUpply 
curve may be Inclined pOilitively 01' negaLiveJy. or eYeD at !IOIDa pana of it .. co_ 
it. may be Inclin!J pneit.i"'e.1y and a' oloha .. nep'heJy. (ae. footnolt ... P. .) 



firm. But those cases in wbich the supply price falla as the v, m, II. 
amount increases involve special difficulties of their own; 
and they are postponed to chapter lm. of this Book • 
./§ 6. When therefore the amount produced (in a unit of Wha'il 

time) is such that the demand price is greater than the ~'::ii by . 

supply price, then sellers receive more than is sufficient to b'i .... 

make it worth their while to bring goods to market to tbat 
amouut; and there is at work an active force tending to 
increase the amount bronght forward for sale. On the other 
hand, when the amount produced is such that the demand 
price is Ie .. than the supply price, sellers receive Ie .. than is 
sufficient to make it worth. their while to bring goods to 
market on that scale; so that those who were just on the 
margin of doubt as to whether to go on producing are decided 
not to do so, and there is an active force at work tending to 
diminish the amount brought forward for sale.lWhen the 
demand price is eqnal to the supply price, the amount 
produced has no tendency either to be increased or to bQ 
diminished" . ." .. 

. When demand and supply are in equilibrium, the amount ::z::... 
o the commodity wbicr.. is being produced in a unit of time~';'" 
may be called the equilibrium-amount, and the price at wbich ~~r 
it is being sold may be called the equilibrium-price,> pri< .. 

J,duch an equilib~m is .table; that is, the price, if dis- 8t.b14 

placed a little from it, will tend to retumifas a pendulu~UilI"', 
oscillntes about its lowest point; and it will he fouud to be a tho 

characteristic of stable equilihria that in them@e demnnd ::::~l.:.tio.,. I 

price is greater than the supply price for amounts just Ie .. = thoy 

than the equilibrium amount, and !lice lIetsa;yFor when the 
demand price is greater than the eupply price, the amount 
produced tends to increase. Tberefore,(if tbe demand price 
is greatsr than the supply price for amouuts just less than 
an equilibrium amount; then, if the seale of production 
is temporarily diminished somewhat below thnt equilibrium 
amount, it will tend to return; thus the equilibrium is stnble 
for displacements in that direction.) If the demand price is 
grea,"r than the supply price for amounts just Ie .. than the 
equilibrium amount, it is sure to be Ie .. thau the supply 
price for amounts juap greater: and therefore, if the scale of 
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v, III, II. production is somewhat increased beyond the equilibrium 
position, it will tend to return; and the equilibrium will be 
stable for displacements in that direction alao. 

C!ocm .. boIi JWhen demand and supply are in stable equilibrium, if 
:t.~oritO. I any accident should move the scale of production from its 
eq!;'1i~1e equilibrium position, there will be instantly brought into 
brium play forces tending to push it back to that position; just as, 

if a stone hanging by a string is displaced from its equilibrium 
position, the force of gravity will at once tend to bring it back 
to its equilibrium position. The movements of the scale of 
production about its position of equilibrium will be of a 
somewhat similar kind l • 

• , ... Id... Cllut in real life such oscillations are seldom as rhythmi. " rhlt.h· .• 
....... cal as those of a stone hanging freely from a st~ the 

comparison would be more exact if the string were supposed 
to hang in the troubled waters of a mill.race, whose stream· 
was at one time allowed to Bow freely, and at 'an,other 
partially cut off. Nor are these complexities sufficient to 
illustrate all the disturbances with which the economist and 
the merchant alike are forced to concern themselves. If the 
person holding the string swings hiS hand with movements 
partly rhythmical and partly arbitrary, the illustration will not 
outrun the difficulties of some very real and practical problems 
of value. For indeed the demand and supply schedules do not 

• Compare V. L 1. To repreeent. the equilibrium of demand ud IOpply 
geomet.rically we may draw ihe demand and luppl, eurvea together as 'ID Fig. 19. 
U lben OR represents the rate at. which produc&ion iI being act.uaI1y carried. em. 
and 114lbe demand price iI greater than R, the supply 
price, the production iI uceptiooaJly proOtabJe, and wiD .. D J'la.18. 
be increaaed. R, t.h, ~t 81 we may call it, 
wD1 move to t.be right. On the other band, it R4 ii_ 
t.ban R" R will move to ihe let.. U Btl ia equal 60 BI, 
lila, it, if R ia ftltically undu • point. of intersection 01 
the curves, demand and IUpply are in equilibrium. 

Thill may·be taken .. the t.ypical diagram fol' at.abJe 
equilibrium for • commodUy Lbo.' obeya ~ law of 
diminishing ret.urn. Bu' if we bad. made 88' .. bori
sonW .t.raigM lin., we mould have repreaenUKI. &h. 

D 

. ' 
D' 

• H, • 
CUI of "CODl'" IOtWD.1t ill which the aupply price ill the lUIle for aD amounll 
of the commodity. And if we had. made 88' inclined negatively, but .... &eeplJ 
thaD. DU (the Deeelli'y fo1' tbiI condition wiD .ppeal' more fuDy Ia_ o.a). we 
mould haft lOt • cue of .table equilibrium fOl' • commodity which obeY' t.Iie law 
uf Inereaaiq ntum. In ei~ cue the above reuoning remaina unchanged 
wI~ou' the alteration of a word. 01' a 1ett.u; but &be lasL C8II8 lnkodUCII di01cultillll • 
whiol> ... bo .. ~ 10 poolp_ 
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in practice remain unchanged for a long time together, but v, m, e. 
are constantly being changed; and every change in them 
alters the equilibrium amount and the equilibrium price, 
and thus gives new positions to the centres about which 
the amount and the price tend to oscillate. 
JThese considerations point to the great importance of Loooo • 

the element of time in relation to demand and supply, to =:::00 
the study of which we now proceed. We shall gradually;:fJ:.1{.d 
discover a great many different limitations of the doctrine ~c ... 
that the price at which a thing can be produced represents ~.u~:.;.; 

, its real cost of production, that is, the efforts and sacrifices ~~~I 
which have been directly and indirectly devoted to its ~~ ..... 
production. For, in an age of raJ?id change such as this, ~::-.. d 

the equilibrium of normal demand and supply does not thus l.th • 

. correspond to any distinct relation of a certain aggregate of long ..... 

pleasures got from the consumption of the commodity and 
an aggregate of efforts and sacrifices involved in producing 
it: the. correspondence would not be exact, even if normal 
earnings and interest were exact measures of the efforts and 
sacrifices for which they are the money payments. This is 
the real drift of that much quoted, and much-misunderstood 
doctrine of Adam Smith and other economists that· the 
normal, or .. natural," value of a commodity is that which y v' 
economic forces tend to bring about in the long run. It is I 
the average value which economic forces would bring about I 
if the general conditions of life were stationary for a run of 
time long enough to enable them all to work out their full 
effect'. 

,,/[ But we cannot foresee the future perfectly.' The un' 
expected may happen; and the existing tendencies may be ./ 
modified before they have had time to accomplish what 
appears now to be their full and complete work.) The fact 
that the general conditigns of life are not stationary is the 
source of many of the difficulties that are met with in applying 
economic doctrines to practical problems . 

. Of course Narmal does not mean Competitive. Market, 
pnces an orm pnces are alike broug a out by a:" 
multitude of influences, of which Bome rest on a moral basis 

I IIee bolo .. v .•. a 004 Appenw. It. " 
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v, m, T. and some on a physical; of which some are competitive and 
Bome are noB It is to the persistence of the influences 
considered, and the time allowed for them to work out their 
dects that we refer when cOntrasting Market and Normal 
price, and' again when contrasting the narrower and the 
broader use of the term Normal Price1• 

~"!~:\l'.- § 7. The remainder of the present volume will be chiefly 
andcos~of occupied with interpreting and limiting this doctrine that 
~::=D. the value of a thing tends in the long run to correspond to 

Tho 
former 
prepon~ 

deratCII iD 
lIIarb, 
nlLl8l; 

its cost of production. In particular the notion of equilibriuni, 
which has been treated rather e1ightly in this ehapter, will 
be studied more carefully in chapters v. and XII. of this 
Book: and some account of the controversy whether "cost 
of production" or .. utility" governs value will be given in 
Appendix I; But it may be well to say a word or two here1 
on this last point. 

We might as reasonably dispute whether it is the upper 
or the under blade of a pair of sciaaors that cuts a piece of 
paper, as whether value is governed by utility or cost of 
production. It is true that when one blade is held still, 
and the cutting is effected by moving the other, we may say 
with careless brevity that the cutting is done by the second; 
but the statement is not strictly accurate, and is to be 
excused only BO long as it claims to be merely a popular and 
not a strictly scientifio account of what happens. 

In the same way,Cwhen a thing already made has to be 
sold, the price which people wilIlbe willing to pay for it will . 
be governed by their desire to :have it, together with the I 
amount they can afford to spend on it. Their desire to have 
it depends partIy on the chance that, if they do not buy it, 
they will be able to get another thing like it at as Iowa price: 
this depends on the causes that govern the supply of it, and 
this again upon cost of production: But it may so happen 
that the stock to be S91d is practically fixe<!,J This, for 
instance, is the case with 1a. fish market, in wbich the value of 
fish .for the day is governeil almost exclusively by the st~ck 
on tho slabs in relation to the domand: rand if a person 
ohooses to take the stock for granted, and say that the price 

I Il00._ pp. 84-88. 
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is governed by demand. his brevity may perhaps be eIcused v ..... f. . 

so long as he does not claim strict accuracy. So again it may 
be paMonable, but it is not strictly acc1ll&te to say that the 
varying prices which the same rare book fetches, when sold 
and resold at Christie's auction IOOlD, are governed eIcl1lllively 
bydeman~ . 
(...Taking a case at the opposite eItreme, we lind some !he 10_ 

commodities which conform pretty closely to the law of :-.=a1 
constant retum; that is to say, their average coat of produc-
tion will be very nearly the same whether they are produced 
ill amall quantities or ill large. In such a case the normal 
level about which the market price fluctuates will be this 
definite and fixed (money) coat of prodnctio'!J If the demand 
happens to be great, the market price will rise for a time 

-above the level; but as a result production will iIlcrease and 
the market price will fall: and conversely, if the demand falls 
for a time below its ordiuary level. 

In such a case, if a person chOOB8B to neglect market 
flnctuations, and to take it for granted that there will any
how be enough demand for the commodity to insure that 
apme of it, more or less, will find purchasers at a price equal 
to this coat of production, then he may be excused for 
ignoring the influence of demand, and speaking of ·(normal) 
price as governed by coat of production-provided only he 
does not c:laim scientific accuracy for the wordiug of his 
doctrine, and explains the influence of demand ill its right 
place. 

¢:!rhus we may conclude that, IU II general rule, the shorter 
the period which we are co1lllidering, the greater must be the ... 
share of our attention which is given to the influence of 
demand on value; and the longor the period, the more 
important will be the influence of cost of production on 
valuil )For the influence of changes ill cost of production 
takes 88 a mIe a longer time to work itself out than does the 
influence of changes ill demand. The actual value at any 
time, the market value 88 it is often called, is often more 
~uenced by passihg events and by causes whose action is 
fitful and short lived, than by those which work per
sistently. But ill long periods these fitful and irregular 
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V,m,7. causes in large measure efiace one another's influence; 80 

that in the long run persistent cauaea dominate value com
pletely. Even the moat persistent cauaea are however liable 
to change. For the whole structure of production is modified, 
and the relative coats of production of difierent tbiDgs are 
permanentl! altered, from one generation to another. 

J:The When- considering coata from the point of view of the 
buaille81 
man;' capitalist employer, we of COUl'B8 measure them in money; 
:,:,med because his direct concern with the efiorta needed for the 
::::!bU' work of his employees lies in the money payments he must 
Ihe make. His concern with the real costs of their efiort and 
evolut;foD 
01 Donnel of the training required for it is only indirect, though a 
.... luewit.b 
........... monetary assessment of his own labour is necessary for lOme 

problems, as will be seen later on. But when considering 
costs from the social point of view, when inquiring whether' 
the cost of attaining a givenresiJIt is increseing or diminishing 
with changing economic conditions, then we are concerned 
with the real costs of dorts of various qualities, and with
the real cost of waiting. ~ H th@;purchasing power of money, 
in terms of efiort has remained about constant, and if the 

.fate of remuneration for waiting has remained-about constant;' 
then the money measure of costs corresponds to the real costs: 
but such a correspondence is never to be assumed lightly.' 
These considerations will generally suffice for the interpre
tation of the term Cost in what follows, even where no 
distinct indication is given in the context. 



CHAPTER IV. 

THE INVESTMENT AND DISTRIBUTION OP RESOURCE& 

§ 1. THB first difficulty to be cleared up in our study of V .... l 

normal values. is the nature of the motives which govern the The

investment of resources for a distant return. It will be £,":~~, 
well to begin by watching the. action of a person wbo ~. 
neither buys what he wants nor sells what he makes, /lut rei':::.' 
works on his own behalf; and who therefore balances the ~:Irlt;' 
efforts and sacrifices which he makes on the one hand against =:::~ 
the pleasures which he expects to derive from their fruit on m~ who 

. ma .. eaa 
the other, without the intervention of any money payments I~ lor 

~~ ~ 
Let us then take the case of a man who builds a house 

f.., himself on land, and of materials, which nature supplies 
gratis; and who makes his implements as he goes, the"1abour 
of making them being counted as part of the labour of 
building the house. lIe would have to estimate the efforts 
required for building on any proposed plan; and to allow 
almost instinctively an amo1l!lt increasing in Il,eometricai 
proportion (a sort of compound interest) for the period that 
would elapse between each effort and the time when the 
hOllse would be ready for his use. The utility of the house 
to him when finished wouid have to compensate him not 
only for the efforts, but for the waitings1• 

, Por he might; han applied these effoN, or efforts equiTalen' to ·them, too 
producing immediate graliificatJOilii and if be deliberat.ely chose &he deferred 
graii1\colioDl, " would be bocouao, oven alter allowing lor !.he diJadvanlagoo 01 
waiUng, be regarded \hem .. out-weighing f,h. earlier gratifleatiooa which be could 
bave aubstJl.ut.ed tor them. The moUn force then tendinl to det,u him from 
building &be houe would be his .timate of &he aggregate of these etIorY, &be 
ed or diecomm.oditJ' of each heiog increased In geomet.rical proportion (a .on of 
compound interaat.) aeccnding to b correspondJnc interval of waiLin&- The 
moLive au &he other hood iIIlpeWns him to build I$, would be expedadOD or the 
.uatac"oa. whicb. be woulal have lrom. &be howse when oomp1e&ed.; and that. apJn 
migb' be IUOlnd into &.be aggrept.l of maDJ' aat.iafact.iou mom 01' .. remote, 
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V. ".11. H the two motives. one deterring. the other impelling, 
seemed equally balanced. he would be on the margin of doubt. 
Probably the gain would much more than outweigh the . . 
"real" cost WIth .regard to some part of the house. But as 
he turned over more and more ambitious plans, he would at 
last find the advantages of any further extension balanced 
by the efforts and waitings required for making it; and that 
extension of the building would be' on the outer limit. or 
margin of profitableness of the investment of his capital. 

There would probably be 8ev~raI ways of building parts 
of the house; some parts for instance might almost equally 
well be built of wood or of rough stones: the investment of 
capital on each plan for each part of the accommodation 
would be compared with the advantages oHered thereby, and 
each would be pushed forward till the outer limit or margin 
of profitableness had been reached. Thus there would be 
a great many margins of profitableness: one corresponding 
to each kind of plan on which each kind of accommodation 
might be provided. 

Tran.dlioD § 2. This illustration may serve to keep before us the 
k)~. in· 
... lmenl way in which tho eHorts and sacrifices which are the real 
g~":C~'" cost of production of a thing, underlie the expenses which are 
::.t:':ker ita money cost. But. as has just been remarked/the modern 
01 b_ ... business man commonly takes the payments which he has to 
aoLe ... p_ make. whether for wages or raw material. as he finds them; 

without staying to inquire .how far they are an accurate 
measure of the eHorts and sacrifices to which they correspond. 
His expenditure is generally made piece-meal; and the longer 
he expects to wait for the fruit of any outlay. the richer must 
that fruit be in order to compensate him. The- anticipated 
fruit may not be certain; and in that case he will have to 
allow for the risk of faj.lure. After making that allowance, 
the fruit of the outlay must be expected to exceed. the 
outlay itseU by an amount which, independently of his own 
remuneration. increases at compound interest in proportion 

lind more or lea ceMin. "bieb he e.pect.ecl to den" from it. ~ II be &bough' 
&hat t.biI .nIp" of d~unkld valuaa of ,"WaeLioDl t.bU i, would afford bim, 
would be mon Lbao • recompeD18 IG bim ro'l' aU Ute elloN and waidnp whi('b he 
blUi undergone. be woulll rlet't.le to bui1..1. (Sot llJ. Y. a. IV. YD. 8 UKl Note WI 
fa .... .......,...., AppeuWL) 



AN ILLUSTRATION S5S 

to the time of waiting1• Under this head are to be entered v, I.,",' 
the heavy expenses, direct and indirect, which every busineB8 

.must incur in building np its connection. 
For brevity we may speak of any element of outlay (allow- A..-.z.· 

ance being made for the remuneration of the undertaker::: ~l!'" 
himself) when increased by compound interest in this way, :diu".:~ 
as accumulated; just as we used the term duCOtlntetl to o.'laY' 

represent the present value of a future gratification. Each :!;PIL 
element of outlay has then to be accumulated for the time 
which will elapse between its being incurred and its bearing 
fruit; and the aggregate of these accumulated elements ill 
the total outlay involved in the enterprise. The balance 
between ellorts and the aatisfactions resulting from them may 
be made up to any day that is found convenient. But what-
ever day is chosen, one simple rule must be followed:-Every 
element whether an ellort or a satisfaction, which dates from 
a time anterior to that day, must have compound interest for 
the interval accumulated upon it: and every element, which 
dates from a time posterior to that day, must have compound 
interest for the interval discounted from it. U the day be 
anterior to the beginning of the enterprise, then every 
element must be discounted. But if, a8 is usual in such 
cases, the day be that when the ellorts are finished, and the 
house is ready for use; then the ellorts must carry compound 
interest up to that day, and the satisfactions must all be 
discounted back to that day . 
. UV aiting ill an element of cost as truly as ellort is, and it 

is entered in the cost when accumulated: it is therefore of 
course not counted separately. Similarly, on the converse 
side, whatever money or command over aatisfaction "comes 
in" at any time i. part of the income of that time: if the 
time is before the day for which aooounts are balanced up, 
then it must he accumulated np to that day; if after, it must 
be discounted back.) U, instead of being converted to im
mediate enjoyment, it is used as a .tored up source of future 

\ We may, U ..... chooa. "Prd the price oJ lila busme. undert.Uer'a own 
."Ort .. pan. of \be original outlay, and reckon compound in&ete8, on " &ageLbel' 
'trith \be r..'- Or ft ma.y wtmiLute for compound interes, a IOn of "compound 
profit!' The ,".0 cout'88li are DO' aLricU,. convert.ible: and. .i ala., .tage we ahaD 
(Ind Iha. In ........... lhalln. ia .. be pIOIonod, ODd In olllem Iha_ 

L 12 
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v, !Y,:I. income, that later income must not he oounted 88 an 
additional return to the investment1• 

If the enterprise were, say, to dig out a dock·baain on a. 
contract, the payment for which would be made without fail 
when the work was finished; and if the plant used in the 
work might be taken to be worn out in the process, and 
valueless at the end of it; then the enterprise would be just 
remunerative if this aggregate of outlays, accumulated up to 
the period of payment, were just equal to that payment. 

But, as a rule, the proceeds oI the sales come in gradually; 
and we must suppose a balance-sheet struck, looking both 
backwards and forwards. Looking backwards we should sum 
up the net outlays, and add in ~ulated compound 
interest on eaoh element of outlay. Looking ~ds we 
should sum up all net incomings, and from the value of 
each subtract oompouud interest for the period during which 
it would be deferred. The aggregate of the net incomings 
so discounted would be balanced against the aggregate of 
the accumulated outlays: and if the two were just equal, 
the business would be just remunerative. In calculating 
the outgoings the head of the business must reckon in the 
value of his own workl. 

, In tbl'l ~07ftte lh., income from ibe saving wiD in &he ordinary course be 
larwtr in amoun' t.han t.be SIlring by the amount of t.he inlereA t.ba. is the reward 
01 saving. Bu,," as i' will be turned to account in enjoyment. law Ulan &he original 
saring could have been, it will be di.scount.ed tor. longer period (~ accumulated 
tor a shorter); and if entered in the balance abeei of &.be in'l'esLmeni in place of 
t.be original saving, i' would I~d tor exactJy t.be aame sum. (Both t.he odginal 
income which wu laved. and u'e IUbliequen' income earned. by it are assessed to 
locome t.u.; on grounds similar to tboee "Web make it upedieni to levy • 1arger 
income &as. from lobe indU8~riQua Ulan from the lazy man.) The maio. augumen' 
01 ihi-III fleCtion is upresseJ mathematically in Note XIII. • 

I Almoai every lmde bas its own difficulties and it. own euitoml connected 
",ILh &he talk 01 nluing the capit.a.l tbaL ball been inV'8llted in a business, and 01 
allowing for ~e depreciation which that capiYl hDi undergone from 'nar-ao.d
tolU', from "fobe influence 01 &he element.!, from ne" inY8D.Liom. and from. changeI 
in fobe COUl'lO 01 trade. These two lut causes may lempomrily raise the value 01 
lome kinds of flt:ed eapit.al, at the aame time tbat they are lowering that 01 others. 
.A ~d people "boee miuda are cast ill different moulds, OJ' wbose interesu in the 
mat.ter point in dif!ereu.. direoliona. will often dilfer widely on the question wbal 
pan of the upenditunl roquired tOJ' adapLina builJing3 and plant &0 changing 
rondition. 01 Vade, may b. ~rded u an iDnalimM' of DeW capital; and what 
ought to b. .. , down BI chargoa incurred to bahme8 depreciatinn, and areated aI 

expendUUftI deducted rrom t.he eumm' ftlC8ip,," berON de&ermining lobe net pro6u ' 
OJ' kUe income ... mad hy &be husin... Taw. dilficu1Li.., and &be oonsequeo. " 
dilJennCOl ~on. are gl'8D.looIt of aU "ilb l'8gUd to the in.estmeat of capital 
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§ 3. At the beginning of his undertaking, and at every v, IV, 8. 

successive stage, the alert business man strives so to modify Tb.

his arrangements as to obtain better results with a given ~r:u'~: 
expenditure, or equal results with a less expenditure. In tut.io .. 

other wordB, he ceaselessly applies the principle of substi-
tution, with the purpoee of increasing his profits; and, in so 
doing, he seldom fails to increase the total efficiency of 
work, the total power over nature which man derives from 
organization and knowledge. 

Every locality has incidents of its. own which affcct in 
various ways the methods of arrangement of every ciaBS of 
businesB that is carried on in it: and even in the same place 
and the same trade no two persons ,?1!rsuing the same aims 
will adopt exactly the same routes.'jJ;he tendency to varia
tion is a chief cause of progress; and the abler ar;the 
~rtskers in any trade the greater will this tendency be) 
In some trades, as for instanoe cotton-spinning, the possible 

. variations are confined within narrow limits; no one can hold 
his own at all who does not use machinery, and very nearly 
the latest machinery, for every part of the work. But in 
others, as for instance in some branches of the wood and 
metal trades, in farming, and in shopkeeping, there can be 
great variations. For instance, of two manufacturers in the 
same trade, one will perhaps have a larger wages bill and the 
other heavier charges on account of machinery; of two retail 
dealers one will have a larger capital locked up in stock and 
the other will spend more on advertisements and other means 
of building up the immaterial capital of a profitsble trade 
connection. And in minor detaila the variations are number
less. 

Each mal,\'s actions are influenced by his special oppor
tunities and resources, as well as by his temperament and 
in building up • buain_ connection, and t.he proper method of appraiaing U1e 
goodwin of • business, or itl ... &lue "as a going concern," On the whole of thil 
IUbjed see Matheson', Dtpr'aeWiIm oJ Fadoriu au"t/ui,. YalUGtiora. 

Another group of diftlculLiel ariIeI from changes in the general purchasing 
power of money. U Umt baa flillen, or, in other words. if there has been • rile of 

general pricea, the value of .. factory may appear to have rileD when it baa naUy 
remainod It.at.ionary. Confusions arising from this source introduce greater errGn 
into est.Unatei of the real profit.ablenB8S of dillel'8llt claaeea oJ' busin_ t.ban would 
at. 1lrI" .ighi appear proba.ble. But. a.1I queetioDi of t.hi8 kind must. be deferred till 
we ba.Te diIcuIaed. b iheol'J' of money. 
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v ..... 4. his associations: but each, taking account of his own means, 
The will push the investment of capital in his business in each 
~=':b'!!. several direction until what appears in his judgment to be 
.... g.ot the outer limit, or margin, of profitableness-is reached; that 
• mere 
point on is, until there seems to him no good reason for thinking that 
:~':~.t the gains resulting from any further investment in that 
:"U:::U"" particular direction would compensate him for his outlay • 
... Ieo. The margin of profitableness, even in regard to one and 

the same branch or sub·branch of industry, is not to 
be regarded as a mere point on anyone fixed line of 
possible investment; but as a boundary line of irregular 
shape cutting one after anothcr every possible line of 
investment. 

:.~:.u: § 4. ~This principle of substitution is closely connected 
the prin- with, and-· is indeed partly based on, that tendency to a 
cipl811 of. h .. boul.. diminis ing- rate of return from any excessive application 
:ft:Jn~. of resolllces or of energies in any given direction, which 
~'!l!!\~. is in accordance with general experience. It is thus linked 
gblng up with the broad tendency of a diminishing return to in· 
~:: ..... creased applications of capital and labour to land in old 
!auonof countries which plays a prominent part in classiCal 800-

uo,:::::r nornies. And it is so closely akin to the principle of the 
p .. dw:Uon. diminution of marginal utility that results in general from 

inoreased expenditure, that some applications of the two 
principles are almost identiCal. It has already been observed 
that new methods of production bring into existence new 
commodities, or lower the price of old commodities so as to 
bring them within the reach of increased numbers of con· 
sumers: that on the other hand changes in the met.liods and 
vollijJlll of consumption cause new developments of produc
tion, and new distribution of the resources of production: and 
that though some methods of consumption which contribute 
most to ~anrsliigher life, do little if an~hing towiiMiilUrllie .... 
iiigt1i8production of material weiilth, yet production and 
consumption are intimately correlated( But now we are to 
corisider more in detail how the distribution of the resources 
of production between dillerent industrial undertakings is 
the oounterpart and reflex of the distribution of the 

• See pp. M-4)I. and M--4I. 
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consumers' purchascs between difierent classes of comma- v, I', 4-

dities1• 

Let us revert to the primitive housewife, who having Tho.u.. 

.. a limited number of hanks of yarn from the year's shearing, ::.~~~ 01 

considers all the domestic wants for clothing and tries to in dom ... i. 
. economy. 

distribute the yam between them 1U such a way as to con-
tribute as much as possible to the family wellbeing. She 
will think sbe has failed if, when it is done, she has. reason 
to regret that she did not apply more to making, say, socks, 
and less to vests. But if, on the other hand, she hit on 
the right points to stop at, then she made just so many 
socks and vests that she got an equal amount of good out of 
the last bundle of yam that she applied to socks, and the last 
she applied to vests·... If it happened that two ways of 
making a vest were open to her, which were equally satis
factory as regards results, but of which one, while using up a 
little more yam, involved a little less trouble than tbe other; 
then her problems would be typical of those of the larger 
busine .. worldtT'AAy wlljlld include. ~ deciaions as to 
the relative urgendiJoVvarious ends; ~dly, decisions as 
to the r"l .. ~ive advantages of various m~ ~a:i~g!.~h 
end ~ldIIy, decisions, based on these two sets of decisions, 
as to the margin up to which she could most profitably carry 
the application of each means towards each end. ) 

These tbree classes of decisions have to b. taken on a Tbodia-

b h b . h lribuMon 01 larger Beale y t e U81Uess man, w 0 bas more complex .... u .... 
balancings and adjustments to make before reaching each ~~~:.
decisionS. Let DB take an illustration from the building mILO"" 

. trade. Let ns watch the operations of a .. speculative ::,:n::I~_ 
builder" in the honourable Bense of the term: tbat is, ing Uade. 

a man who Bets out to erect honest buildings in anti
cipation of general demand; who bears the penalty of 
any error in hi. judgment; and who, if his judgment iB 

I The aublt.aoee of pan of lhia l8Ct.ion wu placed in VI. L·7 in earlier editiODL 
Dul. it. IMlOfllI to be naoded here in preparaLion for the central cbapLe!l of Book V . 

• See III. 'Y. 1. 
I The remainder of IohiI eectiOD goeI very much OD Irbe linea of lobe earlier hall' 

of Nota XIV. 1D the Mathematical Appendil'; which may be'read in C:OllnecfJOO 
wit.b U. T~ IUbject. II one in wbich the lAnguage of the diIJenmUal ca1cuJua
fIDI ill reuon(n~ lpOCiaU, bNp(uJ Lo clear thought.: buL ~. maiD OUtJinOil 
con he p-.Iod in onIinarJ language. 
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V, .... , "- approved by events, benefits the community as well as 
himself. Let him be considering whether to ereet dwelling 
houses, or warehouses, or factories or shops. He is trained 
to forlll at once a fairly good opinion as to the method of 
working most suitable for each class of building, and to 
make a rough estimate of its cost. He estimates the cost 
of various sites adapted for eaeh class of building: and he 
reckons in the price that he would have to pay for any 
site as a part of his capital expenditure, just aa he does 
the expense to which he would be put for laying foundations 
in it, and so on. He brings this estimate of cost into re
lation with his estimate of the price he is likely to get 
for any given building, together with its site. If he can 
find no case in which the demand price exceeds his outlays 
by enough to yield him a good profit, with Bome margin 
against risks, he may remain idle. Or he may possibly 
build at some risk in order to keep his most trusty work
men together, and to find some occupation for his plant· 
and his salaried assistance: but more on this later on. 

Suppose him now to have decided that (say) villa 
reSidences of a certain type, erected on a plot of ground 
which he can buy, are likely to yield him a good profit. 
The main end to be sought being thus settled, he sets 
himself to study more carefully the means by which it is 
to be obtained, and, in connection with that study, to con
sider possible modifications in the details of his plans. 

Given the general character of the houseS to be built, 
he will have to consider in what proportions to use various 
materials-brick, atone, steel, cement, plaater, wood, etc., with 
a view to obtaining the result which will contribute most, 
in proportion to its cost, to the efficiency of the house in 
gratifying the artistic taste of purchasers and in ministering 

. to their comfort. In thus deciding what is the best distri
bution of his resources between various commodities, he is 
dealing with substantially the same problem as the primitive 
housewife, who haa to consider the most economic distribu- . 
tion of her yarn bet.ween the various needs of her household .. 

Like her, he haa to reflect that the yield of benefit : 
which anryarticular use gave would he relatively large up 
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to a certain point, and would then gradually diminish. Like v, .... 6. 

her, he has eo to distribute his resources that they have 
the same marginal utility in each use: he has to weigh the 
loss that would result from taking away a little expenditure 
here, with the gain that would result from adding a little 
there. In effect both of them work on lines similar to 
those which guide the farmer in so adjusting the application 
of his capital and labour to land, that no field is stinted 
of extra cultivation to whioh it would have given a generous 
return, and none receives so great an expenditure as to call 
into strong activity the tendency to diminishing return in 
agriculturel • 

Thus it is that the alert business man, as has just been 
said, "pushes the investment of capital in his business in 
each several direction until what appears in his judgment 
to be the outer limit, or margin, of profitebleness is reached; 
that is, until there seems to him no good reason for thinking 
that the gains resulting from any further investment in that 
particular direction would compensate him for his outlay." 
He never assumes that roundabout methods will be re
munerative in the long run. But he is always on the look 
out for roundabout methods that promise to be more effective 
in proportion to their cost than direct methods: and he 
adopte the best of them, if it lies within. his means . 

• • • • 
§ 5.Y Some technical terms relating to cost~ may be Prim ...... 

considered here. When investing his capital in providing 

the means of carrying on an undertaking, the business man J' 
looks to being recouped by the price obtained for lte various 
products; and,.he expects to be able under normal conditions 
to charge for each of them a sufficient price; that is, one 
which will not only cover the 1p«Jial, direct, or prime cosl, ...... V 
but also bear its proper share of the general expenses of the i:;!"l 
business; and these we may call its general, or IItIpplemen-
tary CO$I. These two elements together make its 101m CO$I.) 

There are great variations in the usage of the term ,,,,,.. 
Prime cost in business. But it is taken here in a narrow:!i"'..:!i 

I S. abuftl IlL m.l; and Uae footao'- em pp. l~' .. -. 
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V. "'. 8. scnse.l Snpplementary costa are taken to include standing 
charges on account of the durable plant in which much of 
the capital of the bueineas has been invested, and also the 
salaries of the npper employees: for the charges to which 
the business is put on account of their salaries cannot 
generally be adapted quickly to changes in the amount of 
work there is for them to do~ There remains nothing but 
the (money) cost of the raw material used in making the 
commodity and the wages of that part of the labour spent on 
it which is paid by the hour or the piece and the extra wear
and-tear of plant. This is the special cost which a manu
facturer has in view, when, his works are not fully employed, 
and he is calculating the lowest price at which it will be 
worth his while to accept an order, irrespectively of any 
effect that his action may have in spoiling the market for 
future orders, and trade being slack at the time. But in 
(act he must as a rule take account of this effect:. the price 
at which it is just worth his while to produce, even when 
trade is slack, is in practice generally a good deal above this 
prime cost, as we shall see later on'. 

r.':.ioD ",1 6.( Supplementary cost must g~~IlL be covered by I 
be....... the se\!iJIg . price to some conSIderable extent in the short =i:Dd 

run. -And they must be completely covered by it in the 
::~...., long run; for, if they are not, prodllction will be checked: 
'~:h"u.. Supplementary cost. are of many different kinds; and some of r. .. t.ion 01 them differ only in dcgree from prime costs.)For instance, if 
U..und... •• Ii .. d b h h d .. king. an engmeenng rm IS tn ou t w et er to accept an or er at 
~~':t:;.. a rather low price for a certain locomotive. the absolute prime 
:f"n.:.nd costs ~clude the value of the raw material and t!,e wages of 

the artlsaus and labourers employed on the locomotive. But 
there is no clear rule as to the salaried staff: for, if work is 
alack, they will probably have 80me time on their hands; 
and their salaries will therefore commonly be classed among 
general or supplementary costs. The line of division is 

'C"'" --_~ 

• EspeciaUy to V. 1L "Thero are many aysf.oml of Prime Cod In YOgUe ...... 
tnt:. Prime ea. .. to mean, .. in fad the warda imply, only &be original or diftd 
eoal 01 producLioni and while in lOme &r&d. it. may be .. matter 01 COOvemUC8 

&0 include io t.he con 01 production a propo .... ion of indirect. ezpeM8l, aDd .. c:twge 
lor depreciaUoo OIl plant. IUld buildinp. in no cue ahould " compn. lDt.eNl 

, on ... 11al DI p.,... (O ... t .... d Pelio. F.-, ..1_ .... eh. L) 
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however often blnrred over. For instance, f~en and other v. n, l!."' 
trUsted anui8u'are -seldom dismissed merely because of a 
temporary scarcity of work; and therefore an occasional 
order may be taken to fill np idle time, even tbough ite price 
does not cover their salaries and wages. That is they may 
not be regarded as prime coste in such a case. But, of course 
the staff in the office can be in some measure adjusted to 
variations in the work of the firm by leaving vacancies un-
filled and even by weeding out inefficient men during slack 
times; and by getting extra help or putting out some of the 
work in busy times. 
" If we pass from such tasks to larger and longer tasks, lIlust ... 

as for instance the working out a contract to deliver a great :~"!;:' 
number of locomotives gradually over a period of several plan'

years, then most of the office work done in connection with 
that order must be regarded as special ,to it: for if it had 
been declined and nothing else taken in ite place, the expenses 
under the head of .alaries could have been reduced almost 
to a proportionate extent. 
v' The case is much stronger when we consider a fairly 
steady market for any claes of staple manqfactures extending 
over a long time. For then the outlay incurred for installing 
'specialized skill and organization, the permanent office staff, 
and the durable plant of the workshops can all be regarded 
as part of the coste neceesary for the procees of production. 
That outlay will be increased up to a margin at which the 
branch of manufacture seems in danger of growing too fast 
for ite market. 

o -/ In the next chapter the argument of Chapter m. and of:nus 
this chapter is continued. It is shown in more detail how ~~ft.J:."" 
thoae coste which most powerfully act on supply and therefore =~tol 
on price, are limited to a narrow and arbitrary group in the ~.~ 
ease of a single contract for, say, a locomotive; but are much;n c'i:. Y. ' 

. and 
fuller, and correspond much more truly to the broad features vm.-z. 
of industrial economy in the ease of a continuous supply 
to a fairly steady general market: the influence of cost of 
production on value does not show itself clearly except in, 
relativelrJong periods; and it is to be estimated with regard 
to a whole proce88 of production rather than a particular 
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V,I', e. locomotive, or a particular parcel of goods. And a similar 
study is mnde in Chapters vm.-x. of variations in the 
character of those prime and supplementary costs which 
consist of charges for interest (or profits) on investments in 
agents of production, according as the periods of the market 
. under consideration are long or short. 

The • /' Meanwhile it may be noticed that the distinction between 
dillin.Uo.. d I . h f 
be~ween pnme an BUPP ementary costs operates m every p ase 0 

=i.~d civilization. though it is not likely to attract much attention =1arJ except ·in a capitalistic phase. Robinson Crusoe had to do 
opentea

b 
only with real costs and real satisfactions: and an old-

even w ere • • 
• .,;!he' .... fashioned peasant family, which bought little and sold little, 
:"!:.'t arranged its investments of present "ellort and waiting" for 

future benefits on nearly the same lines. But, if eitber were 
doubting whether it was worth while to take a light ladder 
on a trip to gather· wild fruits, the prime costs alone would 
be weighed against the expected benefits: and yet the ladder 
would not have been made, unless it had been expected to 
render sufficient service in the aggregate of many little tasks, 
to remunerate the cost of making it. In the long run it 
had to repay its total costs, supplementary as well as prime. 

Even the modem employer has to look at his own labour 
as a real cost in the first instance. He may think that a 
certain enterprise is likely to yield a surplus of money 
incomings over money outgoings (after proper allowances for 
risks and for discountings of future happenings); but that 
the surplus will amount to less than the money equivalent 
of the trouble and worry that the enterprise will cause to 
himseU: and, in that case, he will avoid it1• 

I The Supplementary COItI, which &be owner 01 a factory expede to be .ble to 
add to t.he prime coati of ita produeta, are tbe source of the quasi-ntoY wbich iL will 
yield. to him. U they come up to hie upectat.ion, then bia b~ 10 far yioldI 
good proflt.l: if they fall much eon. of it., hiI bUliD_ &endi .., go to Ule bad. 
But bia .kt.em.ent bears only on long-period probleml of value: and in thd 
conneetJon Lbe difference bIi!It.ween Prime and SupplenumtRry COIia baa DO special 
~iftcance. The importance of Ule disLincLioD. lMIlowae.o !.bum iI eonfiueJ &0 abor~ 
~eriod problewL--~- -. - --. ----- . - -- - -- . 
-~.~ .-- '-.. 



CHAPTER V. 

EQUILlBRImI OF NORMAL DEMAND AND SUPPLY, CON • 
• TINUED, WITH REFERENCE TO LONG AND SHORT 
PERIODS. 

§ 1. TIlE variations in the scope of the term Normal, v, _,I. 
according as the periods of time under discussion are long or Tb.

short, were indicated in Chapter m. We are now ready to :li:=" 
study them more closely. !t,:t>:, 

In this case, as in others, the economist merely brings to u.J: tb. 

Ii h di1li ul . hi' h di f elem .. ' 01 g t c ties t at are atent m t e common scourse 0 \Une are 

life, so that by being frankly faced they may be thoroughly ~~~~ 
overcome. For in ordina~y life it is customary to use the d;aco ..... 

word Normal in different senses, with reference to different 
periods of time; and to leave the context to explain the 
transition from one to another. The economist follows this 
practice of every-day life: but, by taking pains to indicate 
the transition, he sometimes Beems to have created a compli-
cation which in fact he has only revealed. 

Thus, when it is said that the price of wool on a certain "b ... 1he 

day was abnormally high though the average price for the ~ ~nn 
year was abnormally low, that the wages of coal-miners were ~:,:~i. 
abnormally high in 1872 and abnormally low in 1879, that 
the (real) wages of labour were abnormally high at the end 
of the fourteenth century and abnormally low in the middle 
of the sixteenth; everyone understands that the scope of the 
term normal is not the same in these various cases. 

The best illustrations of this come from manufactures 
where the plant is long-lived, and the product is short-lived. 
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EQUlLlBRIUM OF liIOlUUL llllllUND AND SUPPLY, COlilTllilUllD 

When a new textile faLric is first introduced into favour, 
and there is very little plant suitable for making it, it. 
normal price for some months may be twice as high as those 
or' other fabrics which are not less difficult to make, but 
for making which there is an abundant stock of suitable 
plant and skill. Looking at long periods we may aay that 
its normal price is on a par with that of the others: but if 
during the first few months a good deal of it were oftered 
for sale in a bankrupt's stock we might say that its price 
was abnormally low even when it was selling for half as 
much again as the others. Everyone takes the context as 
indicating the special use of the term in each several case; 
and a formal interpretation clause is seldom necessary, 
because in ordinary conversation misunderstandings can be 
nipped in the bud by question and answer. But let us look 
at this matter more closely. 

We have noticed' how a cloth manufacturer would neetJ 
to calculate the expenses of producing all the difterent things 
required for making cloth with reference to the amounts of 
each of them that would be wanted; and on the supposition 
in the first instance that the conditions of supply would be 
normal. . But we have yet to take account of the fact that he 
must give to this term a wider or narrower range, according 
as he was looking more or leas far ahead. 

Thus in estimating the wag!!llJCquircd to call forth an 
adequate supply of labour to work a certain class of looms, 
he might take the current wages of similar work in the 
neigilbourhood: or he might argue that there was a scarcity 
of that particular class of labour in the neighbourhood, that 
its current wages there were higher than in other parte of 
England, and that looking forward over several years 80 as 
to allow for immigration, he might take the normal rate of 
wages at a rather lower rate than that prevailing there at 
the time. Or lastly, he might think that the wages of 
weavers all over the country were abnormally low relatively 
to others of the aame grade, in consequence of a too sanguine 
view having been taken of tho prospects of the trade half a 
generation ago. He might argue that this branch of work 

l V.m.5. 
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was overcrowded, that parents had already begun to choose • v. " f.
other trades for their children which offered greater net 
advantages and yet were not more difficult; that in con
sequence a few years would see a falling-off in the supply 
of labour suited for his purpose; so that looking forward a 
long time he must take normal wages at a rate rather higher ' 
than the present a verage1• 

Again, in estimating the normal supply price of wool, be 
would take the average of several past years. He would 
make a1lowance for any change that would be likely to 
affect the supply in the immediate future; and he would 
reckon for'the effect of such droughts as from time to time 
occur in Australia and elsewhere; since their occurrence is 
too common to.be regarded as abnormal. But he would not 
a1low here for the chance of our being involved in a great 
war, by which the Australian supplies might be cut off; 
lie would consider that any allowance for this should come 
under the head of extraordinary trade risks, and not enter 
into his estimate of the normal supply price of wool. 

He would deal in the same way with the risk of civil 
tumult or any violent and long-continued disturbanee of the 
labour market of an unusual character; but in hi. estimate 
of the amount of work that could be ;at out of the machinery, 
ete. under normal conditions, he would probably reckon for 
minor interruptions from trade disputes auch as are con
tinually occurring, and are therefore to be regarded as c 

belonging to the regular course of events, that is as not 
abnormal. 

In all these calculations he would not concern himself 
specially to inquire how far lnankilld are under'l;he exclusive 
,influence of selfish or self-regarding motives. He might be 
aware that anger and vanity, jealousy and offended dignity 
are .till almost as common causes of strikes and lockouts, 
as the desire for pecuniary gain: but that would not enter, 

• There are indeed. DO' many occuioDi on "bleb the ealculaloionl of • busUte. 
alan (or pracUca1 purposes need t.o look forward ao far, and t.o uloend &he range 
01 &be term Nonnal over .. wbole geoer&won: but. in the broad.eJ' appllcat.iona of 
economic ICUmce it. .. 8Omet.imee oecessary to extend the range .ven further. and 
to lake accoun' 01 the 110" clll\ngel that. fa &be COW'll 01 cent.wies affect. UJ._ 
.uppl,. price of t.be labour of each indUllri&l pede. 
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V, " 8, into his calculations. All that he would want to know about 
them would be whether they acted with sufficient regularity 
~or him to be able to make a reasonably good allowance for 
their influence in interrupting work and raising the normal 
supply price of the goods1• 

The' § 2C,The element of time is a chief cause of those diffi
~:J;:': culties in economic invest" ations which make it necessary 
::::.~Ib: for man with his limited powers to go step by step; b g 
broken up. up a complex question, studying one bit at a time, and at 

last combining his partial solutions into a more or lees com
plete solution of the whole riddle] In breaking it up, he 
segregates those disturbing causes, whose wanderings happen 
to be inconvenient, for the time in a pound called OaMri8 
Paribw. The study of some group of tendllllcies is isolated 
by the assumption other thing' being equal: the existence of 
other tendencies is not denied, but their disturbing effect is . 
neglected for a time. The more the issue is thus narrowedt 
the more exactly can it be handled: but also the less closely 
does it correspond to real life. Each exact and firm handling 
of a narrow issue, however, helps towards treating broader 
issues, in which that narrow issue is contained, more 
exactly than would otherwise have been possible. With 
each step more things 'an be let out of the pound; exact 
discussions can be made less abstract, realistio discUl!8ions 
can be made less inexact than was possible at an earlier 
stage". 

PI,II ••• f. -./ Our first step towards studying the influences exerted 
ltatlonarT th If· hi· b f ...... by e e ement 0 time on t e re atlOns etween cost 0 

production and value may well be to consider the famous 
fiction of th."Stationary state" in which those influences 
would be but little felt; and to contrast .the results which 
would be found there with those in the modern world. 

This stata obtains its name from the fact that in it the 

• ComplU'O I. n. 7 . 
• AI ha.s been esplnined in the Preface. pp . ..t-b:. tbil volume is eoneerned 

mainly with nonnal eondit.iona; and &belle ... ec:meUm. dMCribed u StaLicoL 
Jlu' in t.he opinion 01 the preeent. writer t.be problem of Donna! nIut belo. to 
.conomic DynamJcs: partJy bN:ause S&at.ica ill reaU, but. .. bmoeb of Dynamil'So 
Uld partJy btcause aU suggea\iooa. AI M economic IMto. 01 wbtcb. &be bypolhelil 
of to St.atJ.onary .~te II u.. chief, are merely pl'O'fiaionaJ. ued. ool,y ., illuIkNII 
porticular I.' IbI _ .... and 10 be Ibro .... _ "bon ~ ._ 



HYPOTHESIS OF A STATIONARY STATE 367 

general conditions of production and consnmption, of distri- v, ~,B.· 
bution and exchange remain motionlei!ll; but yet it is full of 
movement; for it is a mode of life. The average age of the 
population may be stationary; though each individual is 
growing up from youth towards his prime, or downwards to 
old age. And the same amount of things per head of the 
population will have been produced in the same ways by 
the same classes of people for many generations together; 
and therefore this supply of the appliances for production 
will have had full time to be adjusted to the steady demand. 
;:Of course we might assume that in our stationary state 

every business remained always of the same size, and with 
the eame trade connection. But we need not go so far as 
thatD.t will sqilice to suppose that firms rise and fall, but 
that the "representative" firm remains alw!.Y!-()~t 
the same siz~ as does the representative tree of a virgin 
.,rest, and that therefore the economies resulting from it~ 
own resources are constant: and since the aggregate volume 
of production is constant, so also are those economies 
resulting from subsidiary industries in the neighbourhood, 
etc. [That is, its internal and external economies are both 
constant. The price, the expectation of which just induced 
persons to enter the trade, must b' sufficient to cover in 
the long run the cost of building up a trade connection; and 
a proportionate share of it must be added in to make up the 
total cost of production.] 

I On a stationary state then the plain rule would be that In". 

cost of productIon gpYArnn vaJui] Each effeot would be :!:~o~I.J':" 
attributable mainly to one cause; there would not be much ~r;,':I::: 
complex action and reaction between causl' and effect. '!"u11o.d be 

aunp 
Each element of cost would be governed by "natural" laws, 
subject to some control from fixed custom. There would be 
no reflex influence of demand; no fundamental difference 
between the immediate and the later effects of economic 
causes. There would be no distinction between long-period 
and short-period normal value, at all events if we supposed 
that in that monotonous world the harvests themselves were 
uniform: for the representeti ve firm being always of the 
eame size. and always doing the same class of business to the 
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v, Y, S. same extent and in the same way, with no slack times, and 
no specially busy times, it. normal expenses DY which the 
normal supply price is governed would be always the same. 
The demand lists of prices would always be the same, and so 
would the supply lists; and normal price would never vary • 

../ Butln th. vBut nothing of this is true in the world in which we live . 
...u world H . f . tantl h .. .. 
.. imple ere every economc oree IS cons y c angmg Its action, • ::=::: 01 under the inJIuence of other forces which are acting around 
:::= Iban it. Here changes in the volume of production, in its 

methods, and in its cost are ever mutually modifying one 
another; they are always affecting and being affected by 
the character and the extent of demand. Further all these 
mutual inJIuences take time to work themselves,out, and, 
as II rule, no two inHuences move at equal. pace. Un this 

,,\world therefore every plain and simple doctrine as to the 
relations between cost of produotion, demand and value is 
necessarily lalse: and th;'greater the appearance of lucidit)t 

<Which IS gi ven-to it by skilful exposition, the more mis
chievous it is. A man is likely to be a better economist if 
he trusts to hi. common sense, and practical instinots; than 
if he professes to study the theory of value and is resolved 
to find it e .... y.~' 

ModlII... V§ 3. The Stationar)' stata has just been taken to be 
lionoo/Ib. • hi h ul" . B I all' ftCIi~D 010 one m w c pop ation IS stationary. ut near y Its 
:~:::~~ distinctive features may be exhibited in a place where 
::::.ft1:. population and wealth are both growing, provided they are 
:,~e1p to growing at about the same rate, and there is no scarcity of 
.com;l~. land: and provided also the methods of production and the 
p .. b1em. conditions of trade change but littlej and above all, where 

the characte.of man himself is a constant quantity. For 
in such a state by far the most important conditions of 
production and consum ption, of exchange and distribution 
will remain of the same quality, and in the same general 
relations to one another, though they are all increasing in 
yolume l • • 

v' Ohis relaxation of the rigid bonds of a purely stationary 
stats brings us one step nearer to the actual oonditions of 

I See balow, V. :u. 8, and. compare Ke.Jlllllt &op. .. IIfIW 0/ Pulilfeol 
_., ... :1. 
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life: and by relaxing them still further we get nearer still. V,., .. 
We thus approach by gradual steps towards the difficult 
problem of the interaction of countless economic causes. In 
the stationary state all the conditions of production and 
consumption are reduced to rest: but less violent assump-
tions are made by what is, not quite accurately, called the 
&latical method. By that method we fix our minds on some 

• central point: we suppose it for the time to be reduced to 
a .lati<mary state; and we then study in relation to it the 
foroes that afiect the things by which it is surrounded, and 
any tendency there may be to equilibrium of these forces. 
A number of these partial studies may lead the way towards 
a solution of problems too difficult to be grasped at one 
efiort'. 

§ 4. We may roughly classify problems connected with ~ 
fishing industries as those which are afiected by very quick ~"'::;::::g 
shanges, such as uncertainties of the weather; or by changes Usda. 

of moderate length, such as the· increased demand for fish 
caused by the scarcity of meat during the year or two 
following a cattle plague; or lastly, we may consider the 
great increase during a whole generation of the demand 
for fish which might result from the rapid growth of a 
high-strung artisan population making little use of their 
muscles. 

The day to day oscillations of the price of fish resulting Dalto day 

from uncertainties of the weather, etc., are govemed by:"~ 
practically the same causes in modem England as in the 
supposed stationary state. The changes in the general 
economic conditions around us are quick; but they are not 
quick enough to afiect perceptibly the short-Ift!riod normal 
level about which the price fluctuates from day to day: and 
they may be neglected [impounded in C<Bteris paribus] during 
a study of such fluctuations. ~D 

. Let us then pass on; and suppose a great increase in the i::': 
general demand for fish, such for instance as might arise =::~ed 
from a disease afiecting farm stock, by which meat was ~ 
made a dear and dangerous food for several years together. ebO~ 
We now impound fluctuations due to the weather inC~~~ply 

pnee; 
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V, T," paribm, and neglect them provisionally: they are so quick 
that they speedily obliterate one another, and are therefore 
not important for problems of this class. And ~or the oppo
site reason we neglect variations in the numbers of those 
who are brought up as seafaring men: for these variations 
are too slow to produce much effect in the year or two during 
which the scarcity of meat lasts. Having impounded these. 
two sets for the time, we give our full attention to such 
influences as the inducements which good fiehing wages will 
offer to sailors to stay in their fishing homes for a year or 
two, instead of applying for work on a ship. We consider 
what old fishing boats, and even vessels that were not 
specially made for fiehing, can be adapted and sent to fish 
for a year or two. The normal price for any given daily 

, supply of fish, which we are now seeking, is the price which 
will quickly ca1l into the fishing trade capital and labour 
enough to obtain that supply in a day's fishing of average 
good fortune; the influence which the price of fish will have 
upon capital and labour available in the fishing trade being 
governed by rather narrow causes such as these. This new 
levOl about which the price oscillates during these years 
of exceptionally great demand, will obviously be higher than 
before. Here we see an illustration of the almost universal 
·law that the term~ormal being taken to refer to a short 
period of time all i...".eass ill the a!llOU!!.l demanded raises 
llis IIormal supply l!rice. This law is almost universal even 
as regards industries which..,.in long periods follow the 
tendency to increasing retnrDlJ'l 

but no' ., C But if we tum to consider the normal supply price with rO'Tld reference to 'along period of time, we sha1l find that it is 
~':I'!. governed by a different set of causes, and with different 

results"J For suppose ·that the disuse of meat causes a 
permanent distaste for it. and that an increased demand 
for fish continues long enough to enable the forces by which 
its aupply is governed to work out their action fully (of course 
oscillation from day to day and from year to year would con
tinue: but we may leave them on one side). The source of 
lupply in the lea might perhaps show signs of exhaustion, and 

1800V.D.L 
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the fishermen might have to resort to more distant coasts v",, 
and to deeper waters, Nature giving a Diminishing Return 
to the increased application of capital and labour of a given 
order of efficiency, On the other hand, those might turn out 
to be right who think that man is responsible for but a very 
small part of the destruction of fish that is constantly going 
on; and in that case a boat starting with equally good 
appliances and an equally efficient crew would be likely to 
get nearly as good a haul after the increase in the total 
volume of the fishing trade as before. In any case the normal 
cost of equipping a good boat with an efficient crew would 
certainly not be higher, and probably be a little lower after 
the trade had settled down to its now increased dimensions 
than before. For since fishermen require only trained 
aptitudes, and not any exceptional natural qualities, their 
number could be increased in less than a generation to almost 
any extent that was necessary to meet the demand; while 
the industries connected with building boats, making nets, 
etc. being now on a larger scale would be organized more 
thoroughly and economically. If therefore the waters of the 
sea showed no signs of depletion of fish, "n increased supply 
oould be produced at a lower price after a time sufficiently 
long to enable the normal action of economic causes to work 
itself ant: and,,-the term Normal being taken to refer to a 
long period of time, the normal price of fish wonld decrease 
with an increase in deW_Bnd! , - - " 

I Tooke (Bisfory 0/ Prieu, VoL L p. 104) t.thI us: "There are parliculllr 
uticleI of which Lhe demand for naval and military purpoeee lonna 80 large " 
proportion ~ tile klW supply. Lbal no diminution of consumplioD by individuale 
can keep pace with the immediat.e increase of demand by govemmenLi and eo~ 
quenlJy, the breaking out of a war tends to raise the price of such articles to • 
great re1at.ive height. But. evea of IUch articlca, if the consumption Wel'e no," OD 

• progressive lCale 01 increase 10 rapid !.ha' t.he supply. with all the encourage
ment. 01 a relatively higb price, could nolo keep pace with the demand, t.he 
tendency ill (SUppOling DO impedimen~ nrlt-ural or utUlcial, to producUon 01 
importation) to occaaioo meb. an incre88e of quant.ity, ... to reduce the price to 
nearly the same levaJ. .. \bat. from "hich U, had ad.vtm.ced, And accordingly 
it. wi.ll be obsanred, by reference t.o the table of prices, t.hat. aalL-pet.re, hemp. iron, 
etc' l after advancing YerJ considerably under the influence of • greatly extendoJ 
demand for mlli\ary and naval purposes., tended downwards again "bene .... er that. 
demand was not. progressively and rapidly increasing!' Thua • continuously 
progreuive incre890 in demand may mise t.he supply POet of • thing tmm fOl 
.veral yean \oget.her; thougb a a«.eady increase of demand for lIlat. ihing. at. 8 
rate not. too great. fOl aupply " teep pace wit.b. it., would 10".,. price. 
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V, 9',6. 
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nonnal 
ppcea. 

RestAte
menL 01 
t.hemain 
.....to. 

Thus we may emphasize the distinction already made 
between average price and normal price.[),n average may 
be taken of the prices of any set of sales extending over 
a day or a week or a year or any other time: or it may be 
the average of sales at any time in many markets; or it may 
be the average of many such averages. But the conditions 
which are normal to anyone set of sales are not likely to be 
exactly those which are normal to the others: and therefore 
it is only by accident that an average price will be a normal 

. price; that is, the price which anyone set of conditions tends 
to produce. In a stationary state alone, as we have just 
seen, the term normal always means the same thing: there, 
but only there, "average price" and "normal price" are 
convertible ter~.) 

§ 5. To go over the ground in another way. Market 
val uos are governed by the relation of demand to stocks 
actually in the market; with more or less reference to 
"future" supplies, and not without some infiuence of trade 
combinations. 

"al~!"ofl But the current supply is in itself partly due to the action 
mllMrlna t 
p..uucuoo. of producers in the past; and this action has been deter-

mined on as the result of a comparison of the prices which 
they expect to get for their goods with the expenses to which 
they will be put in producing them. The range of expenses 
of which they take account depends on whether they are 
merely considering the extra expenses of certain extra pro
duction with their existing plant, or are considering whether 
to lay down new plant for the purpose. In the case, for 
instance, of an order for a single locomotive, which was 
discussed a little while ago", the question of readjusting the 
plant to demand would hardly arise: the main question would 
be whether more work couId conveniently be got out of the 
eristing plant. But in view of an order for a large number 
of locomotives to be delivered gradually over a series of 
years, some extension of plant "speoially" made for the 

l V. IlL 8. The diatinct.ion will be ,.., turther dieeUllled in V. %lL IIDd. 
Appendiz U. /leo aloo Kcyoeo, 8 __ 11_ ., PoIWoI _" 
cb. m. 

I pp. 860-':;) 
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purpose, and therefore truly to be regarded aa prime marginal v," 5. 

costs would almost certainly be carefully considered. 
Whether the new production for which there appears 

to be a market be large or small, the general rule will be 
that unless the price is expected to be very low that portion 
of the supply which can be most easily produced, with but 
smo.ll prime costs, will be produced: .that portion is not 
likely to be on the margin of production. As the expecta
tions of price improve, an increaaed part of the production 
will yield a considerable surplus above prime costs, and the 
margin of production will be pushed outwards. Every in
creaae in the price expected will, aa a rule, induce some 
people who would not otherwise have produced anything, to 
produce a little; and those, who have produced something 
for the lower price, will produce more for the higher price. 
That part of their production with regard to which such 
persons are on the margin of doubt aa to whether it is worth 
while for them to produce it at the price, is to be included 
together with that of the persons who are iIi doubt whether 
to produce at all; the two together constitute the marginal 
production at that price. The producers .. who are in doubt 
whether to produce anything at all, may b.e said to lie 
altogether on the margin of production (or, if they are 
agriculturists, on the margin of cultivation). But as a rule 
they are very few in number, and their action is leas important 
than that of those who would in any case produce something. 

The general drift of the term normal supply price is The 
always the same whether the period to which it refers is f,l;1':1 
short or long; but there are great differences in detail. ~:':::::i' 
In every caae reference is made to a certain given rate of supply 

d · h· h d· f . p",e!or aggregate pro uotion; t at IS, to t e pro uctlOn 0 a certam.honand 
aggregate amount daily or annually. In every case the ~e':fodL 
price is that the expectation of which is sufficient and only 
just sufficient to make it worth while for people to set them-
selves to produce that aggregate amount; in every case 
the cost of production is marginal; that is, it is the cost of 
production of those goods which are on the margin of not 
being produced at all, and which would not be produced if 
the price to be got for them were expected to be lower. 
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V, Y, a. But the causes which determine this margin vary with the 
length of the period under consideration. For ~ds ~ 
people take "the stock of appliances for production as prac
tically fixed; and they are governed by their expectations 
of demand in considering how actively they shall set them
selves to work those appliances. In lo~ds they set 
themselves to adjust the flow of these appliances to their 
expectations of demand for the goods which the appliances 
help to produce. Let us examine this difference closely. 

Po~.ho'" § 6. The immediate effect· of the expectation of a high 
ponodst.h. " • tit b"" " k all h' 'lock of pnce IS 0 cause peop e 0 nng mto actIve wor t ell :n::= appliances of production, and to work them full time and 
t.i~tic"aJly perhapa overtime{The supply price is then the money cost 
~ed, but of production of that part of the produce which forces the 
!:::'~01' undertaker to hire such inefficient labour (perhaps tired by 
:'.:!. with working overtime) at 80 high a price, and to put himself and 
cIemeod. others to so much strain and inconvenience that he is on the 

margin of doubt whether it is worth his while to do it or not) 
The immediate effect of the expectation of a low price is to 
throw many appliances for production out of work, and 
slacken the work of others; and if the producers had no fear 
of spoiling their markets, it would be worth their while to 
produce for a time for any price that covered the prime costs 
of production and rewarded them for their own trouble. 

But, as it is, they generally hold out for a higher price; 
each man fears to spoil his chance of getting a better price 
later on from his own customers; or, if he produces for a 
large and open market, he is more or less in fear of incurring 
the resentment of other producers, should he sell needlessly 
at a price that spoils the common· market for all. The 
margiual production in this case is the production of those , 
whom a little further fall of price would cause, either from a 
regard to their own interest or by formal or informal agree
ment with other produners, to suspend production for fear 
of further spoiling the market. The price which, for these 
reasons, producers are just on the point of refusing, is the 
true marginal supply price for short periods. It is nearly 
always above, aiId generally very much above the special or 
prime cose ,r raw materials, labour and wear-and-tear of 
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plant, which is immediately and directly involved by getting v, T, 6, 

a little further use out of appliances which are not fully 
employed. This point needs further study. . 

In a trade which uses very expensive plant, the prime Wb",! 

cost2!..s0ods is but a small part of their total cost; and an !'~~ ~.ed 
order at much less than their normal price may leave a large r.r.:!:.;... 
surplus above their prime cost. But if producers accept '::o':t.beir 
such orders in their alll<iety to prevent their plant from nonnol 

being idle, they glut the market and tend to prevent prices :ri:~1 
from reviving. In fact however they seldom pursue this :':~~~r 
policy constantly and without moderation. If they did, they prime cosl; 

might ruin many of those in the trade, themselves perhaps 
among the number; and in that case a revival of deme.nd 
would find little response in supply, and would raise violently 
the prices of the goods produced by the trade. Extreme 
variations of this kind are in the long run beneficial neither 
to producers nor to consumers; and general opinion is not 
altogether hostile to that code of trade morality which con-
demns the action of anyone who "spoils the market" by 
being too ready to accept a price that does little more than 
oover the prime cost of his goods, and allows but little on 
account of his general expenses1• 

For el<8mple, if at any time the prime cost, in the 
narrowest sense of the word, of a bale of cloth is £100; and 
if another £100 are needed to make the cloth pay its due 
share of the general expenses of the establishment, including 
normal profits to its owners, then- the practically efiective 
supply price is perhaps not very likely to fall below £150 
under ordinary conditions, even for short periods; though of 
course a few special bargains may be made at lower pricea 
without much afiecting the general market . 

• Where tbeftl is • Itrong combination, tacit. or overt., produCt!lI'l may aome
lim. regulate tbe price for a considerable Lime tDgetber with ?ery lit.tle refezence 
too cos, of production. And if b leaden in \hat combination were those who had 1 
the belt. taciliLiIll for production., i' might. be uJd, in apparen .. though Dot; in real 
cont.radict.ion to Ricardo', doctrines, that the price waa governed by that pan cd 
the .uppl,. wbich waa moat. easily produoed. But. as a fact., t.boae prod.ucen wbOle 
6nanOll are weakest. and who are bound to go on producing to escape failure, 
often impoee their policy on the reel of the combinaiiolt insomuch fobs' it. it 
.. aomInon laying, botb in America and England, that. the weak., membeJI 01 • 
com.biDaC.ion are frequently it.a ~. -

• 
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( Thus, although nothing but prime cost enters neceasarily 
and diTeclly into the supply price for short periods, it is yet 
true that supplementary costs also exert some infiuence 
indirectly.) A producer does not often isolate the cost of 
each separate small parcel of his output; he is apt to treat 
a considerable part of it, even in some caees the whole of 
it, more or less as a unit. He inquires whether it is worth 
his while to add a certain new line to his present under
takings, whether it is worth while to introduce a new 
machine and so on. He treats the enra output that 
would result from the change more or less as a unit 
beforehand; and afterwards he quotes the lowest prices, 
which he is willing to accept, with more or less reference 
to the whole cost of that extra output regarded as a 
unit. 

Th. In other words he regards an increase in his processes 
marginal 
uni';'. of production, rather than an individual parcel of his pro-
.. bole d . • f his' . And th proceas of nets, as a umt m most 0 transactions. e 
l'.t:::~ .... analytical economist must follow snit, if he would keep in 
~01 close touch with actual conditions. These considerations 

Gon.,.) 
eoaclu· 
liona .. 
to Ihon 
periods. 

tend to blur the sharpness of outline of the theory of value: 
but they do not affect its substance'. 
( To sum up then as regards short periods. The supply 

of s~cu;;nzed skill and ability, of snitsble machinery and 
other material capital, and of the appropriate industrial 
organization has not time to be fully adapted to demand; 
but the producers have to adjust their supply to the demand 
as best they can with the appliances a1ready at their dis
posal. On the one hand there is not time materially to 
increase those appliances if the supply of them is deficient; 
and on the other, if the supply is excessive, some of them 
must remain imperfectly employed, since there is not time 
for the supply to be much reduced by gradual decay, and by 
conversion to other uses.') Variations in the particular income 

1 Thill general doecripUon may sulBce for mod ~: but In eb.apter D. 
&bere wiD be found • more detailed Itudy of that e:dreme1y complu: IlOt.ioIa, • 
marginal lncIemeD' In \be pl'OCMllel of product.iou. by • I'8presentatift film; 
toget.hor with a fuU9I1IhplMation of Uae neceaait1 of relenin& GIll' .reuoning:! to 
&be clrcumatanp of • .repreeen\al;i .. firm, eapeciallJ wta.l we are CODIider.iDc 
induaLri. wbicE' Jhow • IIIndeocJ' k) incnuinc Mum. 
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derived from them do not for the time affect perceptibly the v, Y, 7. 

supply; and do not directly affect the price of the com
modities produced by them. The income is a surplus of 
total receipts over prime cost; [that is, it has sometbing of 
the nature of a rent as will be seen more clearly in chapter 
vrn.]. But unless it is sufficient to cover in the long run a 
fair share of the general costs of the business, production will 
gradually fall off( In this way a controlling in1Iuence over 
the relatively quick movements of supply price during short 
periods is exercised by causes in the background which range 
over a long period; and the fear of .. spoiling the market" 
often makes those causes act more promptly than they other-
wise would) 

§ 7. In long periods on the other hand all investments I. !our 
of capital and effort in providing the material plant and the ~:~~ 01 

organization of a busin.ess, and in acquiring trade knowledge i~!::'''' 
and specialized ability, have time to be ~djusted to the ~f.:!~;' 
incomes which a~ expe~te~~be earned by them: aIId the ~em":,d 
estimates of those incomes therefore directly govern supply, lor lb. 

and are the true long-period normal supply price of the ~'",'I,":" 
commodities produced. , .ppu ....... 

A great part of the capital invested in a busineBB is 
generally spent on building up its internal organization and 
its external trade connectious. 1£ the busineBB does not 
prosper all that capital is lost, even though its material plant 
may realize a considerable part of its original cost. And any
one proposing to start a new business in any trade must 
reckon for the chance of this loss. If himself a man of 
normal capacity for that class of work, be may look forward 
ere long to his business being a representative one, in the 
sense in which we have used this term, with its fair share of 
the economies of production on a large scale. If the net 
earnings of such a representative business seem likely to be 
greater than he eouid get by similar investments in other 
trades to which he has access, he will choose this trade. 
Thus >that investment of capital in a trade, on which the 
price of the commodity produced by it depends in the long " 
run, is g .... erncd by eatimates on the one 'hand of the out
goings required to build up and to work a re\lresentative 
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V, _,II. firm, and on the other of the incomings, spread over a long 
period of time, to be got by such a price. 

The .... 
noaharp 
diriBiOD 
bet.ween 
IODgud lb." 
period&. 

At any particular moment BOme busineeees will be rieing 
and others falling: but when we are taking a broad view of 
the causes which govern normal supply price, we need not 
trouble ourselves with these eddies on the surface of the great 
tide. Any particular increase of production may be due to 
some new manufacturer who is stmggling against difficulties, 
working with insufficJent capital, and enduring great priv"'; 
tions in the hope that he may gradually build up a good 
business. Or it may be due to 80me wealthy firm which by 
eu1arging its premises is enabled to attain new economies, 
and thus obtain a larger output at a lower proportionate 
cost: and, as this additional output will be small relatively 
to the aggregate volume of production in the trade, it will 
not much lower the price; so that the firm will reap great 
gains from its successful adaptation to ita snrroundings. 
But while these variations are occurring in the fortunes of 
individual businesses, there may be a steady tendency of the 
long·period normal supply price to diminisli, as a direct 
consequence of an increase in the aggregate volume of pro-
duction. 

§ S. Of course there is no hard and sharp line of division 
between "long" and "short" periods. Nature has drawn no 
such lines in the economic conditions of actual life; and in 
dealing with practical problems they are not wanted. Just 
as we contrast civilized with uncivilized races, and establish 
many general propositions about either gronp, though no 
hard and fast division can be drawn between the two; so we 
contrast long and short periods without attempting any rigid 
demarcation between them. H it is necessary for the pur
poses of any particular argument .to divide one case sharply 
from the other, it can be done by a special interpretation 
clause: but the occasions on which this is necessary are 

ClaaiI· neither frequent nor important. 
;".!'b~ t: l Four claeees stand out. In each, price is governed by 
~y~~:" he relatjons between demand and supply. As regards 
J>OI!oda 10 markat" prices, Supply is taken to mean the stock of the ( 
"bleb lb., di "" . hich . h d all ... I'll... commo ty? question w IS on an ,or at events U1 
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sight." As regards n.,.,.z prices, when the term Normal is v, Y, 8. 

taken to relate to .hort periods of a few months or a year, 
Supply means broadly what can be produced for the price 
iD. question with the existing stock of plant, personal and 
impersonal, in the given time. As regards ~ormal prices@ 
when the term Normal is to refer to 'TOng periods of several 
years, Supply means what can be produced by plant, which 
itself can be remuneratively produced and applied within the 
given time; while lastly, there are very gradual or ~ (j) 
movements of normal price, caused by the gradual growth 
of knowledge, of population and of capital, and the changing 
conditions of demand and supply from one generation to 
another'. ) 

I Compare &be first, eection of this chapter. Of course the periods required. too 
adapt; \he sev81'&l factors of producLion t.o Lhe demand may be YeJIJ' dilIerent; the 
number of uilW compositors, for inatance, ca.nnot be increased nearly u fut &I 

~8 supply of 'ype and printing-pressel. And this cause alone would prevent. any 
rigid division being made between long and short. perioda. But in lac' a tbeoreti
c:ally perfect. long period must. give Wne enough to enable no' only t.be (&CLora of 
production of the commod.it,. to be adjusted to the demand, but. also the fadom 
of production of th088 faet.ol'l of production kt be adjusted and 80 onj and thia, 
when carried to it.a logical coD!lequeneea, win be found to involve the IJUPpoait.ion 
of • 8t.ationa.ry .t.at.e of induatry, in which tbe requirements of a future age can 
be anticipated an indefinite time beforehand. Some such a.ssumption it indeod 
unconsciously implied in many popular nmderingB of ruc.roo'. t.beory of value, if 
Dot in hill own Vet'8ioDII of it:'; and iii is to Ulia cause mOle &h&n 6111 other that we 
must. attribute that .implicit.y and sharpness 01 outJine. from which the economic 
doctrinel in fubion in the lirat half of t.bia ceutury derived IIOme of t.b.eir leduc-
tive chatm, as well .. moat of whatever IAm.dmcJ' &bey may have to lend &0 false 
pmetical concluaiooa. 

Relatively ebon and long period problema go generally on aimiIar linea. lD 
both use iI made 01 lob" paramount device. the partial or tot.al isolat.iOD for 
apeeial study of .orne set. of relaUons. In bolob opportunity is gaineol for analysing 
and comparing aimilar episodet, and making \b0lQ Ulrow Ugbt upon one anotbOl; 
and for ordering and co-ordinat.ing facta whieb are suggestive in their similarit.iee, 
and am still more suggestive in the differences that. peer out. through c.beir simi
larities. But there is a broad distinct.iOD bet.ween t.be two eases. In lbe relatively 
abon-period prohlem no great. violeo.ce iB needed lor the aaswllpLion that. \he 
fOn:el not specially under con'lii.lerat.ion may be taken for the Lime t.o be inactive. 
But. violence i.a required for keeping broad forces in t.he pound of C4UrU PtII"ibtu 
during, 8I1y, .. whole generat.ion, on the ground t.bat they have only nn indirect. 
bearing on the question in hand. For e'l'en indired intluoncea may proJUI.'e great. 
eJIecta in lobe coune of a generat.ion, if they happen t.o act. eumulu.Livelyj and it. iB 
DOt. safe t.o ignore t.bem. even provisionally in a pracLical problem without. special 
atudy. Tbue the uaoa of the statical mel.hod. in proLlwns relating to very 1001 
periods am dangerousj care and forethought. and aelf·resr.raint. are needed at every 
stilp. The diffieult.i. and riBkl of lobe r.ask reach their highest. point. in connection 
with induat.riea which confOlTD &0 the law of Increaaing Bet.umj and it. ia. jualo 
in ODIlIleCt.ion 'WiLb &hOM induat.ri. that the mO¥t. aUurina' appliealiona of t,b. 
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V, " 8. ( Tho remaindeI of the present volume is ~l"ed 
with the third of the above classes: that is, with thenormal 
r81iitions of wages, profits-:pri~, etc., for rather long periods) 
But occasionally account has to be taken of changes that 
extend over very many years; and one chapter, Book VI. 
ch. xn., is given up to "·The Influence of Progreas on Value," 
that is, to the study of secular changes of value. 

met.hod are to be foond. We mUlL postpone Lbese qU81tioDl &0 c:bapter XIL and 
.&ppendiz H. 

But. an answer may be given bent to &be objection Ulat ,ineo .. t,b .. economic 
world is lubject. to continual cb&ngos, and is beeoming more complez •... t.he longer 
t.he nm lhe more hopeI. &he rectificat.iOD": 80 &bat to apeak of tobat. poaiLion which 
value f.enda 1.0 reach in the long IUD is to treat "variables u eonatant.." (DeV&B, 
Polu,",l Eeo.om.y, Boot 11'. eb. y.) I' is &rue that we do t.rool nriabl. ",.. 
IIiritnuUlg 81 constaota. Dut. it is also t.rue that. this is the only method by which 
acience bu ever made any great. progresa in dealing wifob comples and changeful 
matter, whether in the physical or moral world. See above V. v.2. 



CHAPTER VL 

JOINT AND COMPOSITE DEMAND. JOINT AND 
COMPOSITE SUPPLY. 

§ 1. BREAD Batisfies man'. wants directly: and the v, ",I. 
demand for it is said to be direct. But a flour mill and 
an oven satisfy wants only indirectly, by helping to make 
bread, eto., and the demand for them is said to be indirect. 
More generally:- . 

(. The demand for raw materials and other means of pro-lod;_ .. 
dllction is indirect and is den,..,], from the direct demand ~=. 
for those directly serviceable products which they help to 
produce.) 
t The services of the flour mill and the oven are joined 

together in the ultimate product, bread: the demand for 
them is therefore called a joint demand.) Again, hops and 
malt are complementary to one another; and are joined 
together in the common destination of ale: and so ontThus 
the demand for each of several complementary things is! 
derived from the services which they jointly render in the:./ 
production of some ultimate product, as for instance a loafl 
of bread, a cask of ale. Un other words there is a joint Joi .. 

demand for the services which any of these things render d ........ 

in helping to produce a thing which satisfies wants directly v 
and for which there is therefore a direct demand: the direct 
demand for the finished product is in elIect split up into 
many derived demands for the things used in producing itt) 

• Compare nL m. 6. It will be recoUected t.b.al the Udngs in a form rend,. 
'01 immediate ... ha •• beau called ~ .1 1M fir. oNn. or COIUUM.,;o fDOds. 
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To take another illustration, the direct demand for houses 
gives rise to a joint demand for the labollZ of all the 
various building trades, and for bricks, stone, wood, ete. \ 
which are factors of prodllction of building work of all kinds, 
or as we may say for shortness, of new houses. The demand 
for anyone of these, as for instance the labollZ of plasterers, 
is only an indirect or derived demand. 

Let us pursue this last illustration with reference to If 
class of events that are of frequent occllrrence in the labour 
market: the period over ~ch the disturbance extends being 
short, and the causes of which we have to take accollDt as 
readjusting demand and supply being only ouch as are able 
to operate within that short period. 

This case has important practical bearings, which give 
it a special claim on our attention: but we shonld notice 
that, referring as it does to short periods, it is an exception 
to our general rule of selecting illustrations in this and the 
neighbouring chapters from cases in which there is time 
enough for the full long-period action of the forces of supply 
to be developed. 

, Let us then suppose that the supply and demand for 
building being in equilibrium, there is a strike on the -part 

-of one group of workers, say the plasterers, or that there is 
some other -disturbance to the supply of plasterers' labour. 
In order to isolate and make a separate study of the demand 
for that factor, we suppose firstly that the general conditions 
of the demand for new houses remain IlDchanged (that is, 
that the demand schedule for new houses remains valid); 
lind secondly we assume that there is no change in the general 
conditions of supply of the other facters, two of which are of 
course the business facnlties and the business organizations 
of the master builders: (that is, we assume that their lists of 
supply prices also remain valid). Then a temporary check to 

end that. \bings uaod. as flU'tom 01 production of o~er gooda haft heeD eaI1ed 
prodUCtf'&' grlflU. or goodI oj 1M ,eOOtICi cm4 higho- m17' or w.,.".edilll. gooda; 
abo Ula' iLls difficult to lAy when goodI are really finished; Ioba' man,. dUngs ant 

commonl,. \reated as ftnithed conawnol'8' goode before &bey are really ready tor con
IUmption, .. g. 8our. See II. m. 1. Tbe l'aguenell 01 Vae Do'ioo of ....",.....,., 
fOOdit rogardetl .. Iohings the value of which" deriYed from .u. of &heir produc .. 
i, incUcat.ed -:J- lY, 1& 
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the supply of plasterers' labour will caW18 a proportionate v, ot, I, 

check to the amount of huilding: the demand price for the 
diminished numher of houses will be a little. higlle!..t}an 
before; and the supply prices for the other factors of pro
duction will not be greater than beforel , Thus new houses 
can now be sold at prices which exceed by a good margin the 
sum of the prices at which these other requisites for the 
production of houses can be bought; and that margin gives 
the limit to the possible rise of the price that will be offered 
for plasterers' labour, on the supposition that plasterers' 
labour is indispensable, The different amounts of this'· 
margin, corresponding to different checks to the supply of 
plasterers' labour, are governed by the general rule that:-

(,?'he price that will be offered for any thing used in producing ~ 0/ 
a commodity is, for each separate amount for the commodiey,~-:" 
limited by the excess of the price at which that amount 0:\ 
the commodity can find purchasers, over the sum of the ' 
prices at which the corresponding supplies of the other 
things needed for making it will be forthcoming,) 

lTo use technical tsrme, the demand schedule for any 
factor of production of a commodity ca~ be derived from f 
that for the commodity by subtracting from the demand :.. 
price of each separate amount of the commodity the sum 
of the supply prices for corresponding amounts of the other 
factors". ') . 

• This iI ... any rat.e true under aD ordinary condiLioaa: there ",m be .. 
extra chllrgea for overtimej and the price of the labour of carpcmtel"l, bricklay81'11 
and olheJ'l illike1y rat.ber &0 go down ~ &0 go uP. and the same is We of bricb 
ODd .""" buihling materials. 

• Tbe broad account given in the ten may .uffica for mOB' purpo88I; and &be 
general reader ahould perbape omiL lbe remaining fooklotel to ~ chapter. 

n mUS\ be remembered Iha& tbiI Derived lChedule baa no Yalidit.y neep' 
on the aupposit.iona: &.bat. we are iIol:at.ing &biB one factor for IIflpara.te aludy; 
that U. OWD conditioDi of IOpp.,. are disLurbedj that. Ulere is a' the Uma DO 

lndependen' diat;urbanee aflect.ing any other element. in the problem; and t.bat. 
t.beJefore in the cue of each of the other factors of producUon &he eeJling price 
may be taken to coincide alwaY' wit.b the supply price. 

1D illustrating tbia by • diagram. it will be wen. for the sake of Ihcnto_ 01 
wording, to diviile b expenses of produeUon 01 a commodit.y into the I\IPpl" 
priooe of Wo UdDga of which i' is made; let. \II U1eo regard t.he aupply price 01 
• knife .. \be AID 01. &he supply prieM of ita blade and handle, uui neg*' \he 
upenae of put-Ling t.he t.wo Wgether. 1M u' be \be supply etlIft for handles and 
88' that. fOl' knives; 10 &hat. At. being all, point on Oz. and JlqQ being drawu Yep. 

.au, to cui ... in f and 88' in Q, Atq is .. INPpl, price for OM bandJ:M, 94'2 11 
\be OUPpi, price I .. OM bIadoo ODd MQ \be IUpply price lor OJ[ _ 1M DD' 
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V, ",II. § 2. When however we come to apply this theory to the 
Caut.iOD8 actual conditions of life, it will be important to remember 
:".!'t.i~. tha~ if the supply of one factor is disturbed, the supply of 
:I'!.!":i. others is likely to be disturbed also. In particular, .:when the 
Iha 1heOl'J. factor of which the supply is disturbed is one class of labour, 

as that of the plasterers,) the employers' earnings generally 
act as a buffer. That is to say, the 1088 falls in the first 

the demand curve tor kUlVei cu~ 83' in A, and ""all be drawn venieaUy as In t.be 
figure. Then in equilibrium OB kDiveI an sold 
... price OJ. oIwruclt 0. _ /or Iha haodI. 
,IUld tJJI. for Ule blade. 

(In this illuat.rat.ion we may auppoee &ba& 
IUOicienL Lime iI allowed to enabld the fol'Cel 
which got'8m auppl1 price to work U1em8elvel 
out.fullYi and we are at.UbertyUlerefol8tomal:e 
our supply curvee inc1iDed. Degnlbely. Thia 
cbange will DOt. afteci the argumen'; but. on the 
whole it. is best. too tate our t.ypica1 instance wit.h 
&be supply curve inclined. poaiwveiy.) 

Now let III IUppOI8 thaI; we want. t.o isolar.e 
forl8para&e IWeiy the demand for knite handles. 

o 

• 
• 

Fig. 20. 

p 

• • 
co 
• • 

M 8 

.' .' 
D' .' • 

Accordingly we IlUppoae Lbal __ demand for knives and &he .uppl1 of blades 
confonn to the tan indicar.ed by Uleir respective curves: also t.hat. the lupply 
curve for boodles st.ill l'8JIlainl in force and represents Ule circwnsl.aru!el of 
Dormal aupply of bandies, although Lhe supp.y of baodlel is kmlpomrily diawrbecL 
Let. MQ cut. DD' in P, t.hen. MP is t.he demand price for OM knives and <2f is the 
.upply price for OM bllld •. Take a point. JI in MP such Ulu Pp ia equal w Qq. 
and Ulerefore Mp is Ule exCllBl of MP over Qf'i &hen Alp ia the demand price for 
OM bandles. LoL u.' be t.ho 10cua of p obWnod. by giving AI aueeeasive posiLiona 
along 03# and. finding Ule corresponding p06i&iODS of Pi \hen d/l' ia the derivod 
demand. cum lor haot11ea. Of COW18 n pua ~ugh CI. We may now neglec' 
all Lbe rest. of the figure excep' Lbe curves ill: I u'; and regard r.hem as repl'8I8DLing 
ibe relat.iODl of demand lor and supply of handles, oLber illinga bNng equal, lila, 
is 100 .. y. in t.he ab.ence of any disturbing cause which aftec&l &he law of supply of 
h1ades and &he law of demand fOl' knives. lJo it then Lbo equilibrium price of 
bandlel. about. which Lbe marte, price oaciIIaLel, in &he manner innsLigakd in 
lile preceding chapter, under &.be inJIuence of demand and. IUppl1'. of which &he 
lCbedulel are repreaent.ed by tid,' and. u', n hOI already been remarked &hal 
t.he ordinary demand. &Del aupply eurvee haTe DO pracUcal nlue ueept. in t.ba 
immediat.e neigbbourhood. of the point. of equilibrium. And. the IIIUQ8 remark 
applies wiLh even greater force 100 lobe equaWOD of derived demand. 

[Since Mp-Mr-MP-MQi tJwefOle .4f. beiDa .. point. Of Rabie equilibrium, 
'lie equilibrium at • also ia .Labla. Bu' t.hia aLat.emen' needs to be aomowbU 
qun1ified i11ha oupply ......... nogat.iveIy inclined: _ Appendix H.) 

In the illUiLral.iOD that. bu jw' been worked out. t.he unit. of .ach of the 
loctoll remaiaa unchanged. wbatever be ~ amount. 01 t.be commodil., produced; 
lor one blade and. 0Jl0 bandle IU'9 alwaya required for each knife; but "boo .. 
change in t.he amoUD' of Lbo commodiL, produecd. occasiona .. ebuge in &be 
amount. of each f&Cloor tbu iI required for lobe protlucl.ion of • unit. of the C'OII)o 

modit.y. r.ho demand and. lupply curvee fOl' r.be factor go&. by t.he above p.rocesa an 
DOt. u:pressed in aenna of fixed unite of LIRt f&CLor. Tbey mUll. be kaoSlated bact 
mIG Bud unit,1 before thlY an .nilable for gonemI va. (See MaWlemo.t.ical NOM 
.'!:IV w,,) J 
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instance on them; but by discharging some of their work- v, ... 2. 

men and lowering the wages of others, they ultimately 
distribute a great part of it among the other factors of pro
duction. The details of the process by which this is eflected 
are various, and depend on the action of trade combinations, 
on the higgling and bargaining of the market, and on other 
causes with which we are not just at present concerned. 

Let us inquire what are the conditions, under which a ConditJ ... 

check to the supply of a thing that is wanted not for direct ';.'h1~h • 
use but as a factor of production of SOllle .commodity, may check I '" . , - ----------, wpp y mB,. 
cause a very great rise in its price.( The first condition is """'t.b ~UCbo/ 

- ~ .pnee that the factor itse!fshould be essential, or nearly essential ... qw.ile 

t0he-Prod.~tiOll QJ the cOJ;Il!'lodij;y, no good siillstitute bem= ':1J..'7uo
available at a moderate price. 

The second conditioB is that the commodity in the pro
duction of which it is a necessary fa~tor, should be one for 
which the demand is stifl and inelastic 1 so that a check to 
its supply will cause consumers to ofler a much increased 
price for it rather than go without it; and this of course 
includes the condition that.no good substitutes for the com
modity are available at a price but little higher than its 
eq nilibrium price.} If the check to house liuilding raises the 
price of houses very much, builders, anxious to secure the 
exceptional profits, will bid against one another for such 
plasterers' labour as there is in the marketl • 

(. The third condition is that o~ a small part of the 
expenses of pr~on of the commodity should co.nsisLof 
the price of t~Jactor:) 8ince the piasterer's wages are but 
a small part of the total expenses of building a house, a rise 
of even 50 per cent. in them would add but a very small 
percentsge to the expenses of production of a house and 
would check demand but little". 

I w. have to inquire under w11M ccmdUiont the ratio pM too all wiD be the 
grea1oelJt, I'M being I.be demand price for \he rador in question corre.ponding to 
a Illppl, reduced from OB to OM, that; is reduced by the given unount BM. The 
aecoud condit.iOD iI that PAl abould be large; and .inee the elasticit.y 01 dema.nd is 
meuured by the rat.io which BM. bears to the flXCI!II of PM OYer .4.B, &he greater 
PAl iAt I.be snalJer. o\.'1er thinga being equal, ia &be elanicity of demand. . 

. • The't.bird condiWOD it t.ba., "han P..M. u:ceedI.4B in • given rat.io, pM ahnll 
be cauaecl to uceed &a in • large rat.io: and olber t.hiDp being equal, 10111" requinw 
Ba '" be bula....u pari 0/ BJ. 

•• 13 
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v, n, I. ( The fourth condition is that even a amalt che'll!: to ihe 
amount demanded should cause a considerable fall in' the 

~~ /: sup~ of otl1er-Jac.tors of pr04u~tion; u th;rtwill 
~ .. ~~~ ~ incrsue the margin available for paying a high price for thiil 
.,.." -.I' one1.) II, for instance, bricklayers and other classes of work-
~ ..r men, or the employers themselves cannot easily find other 

things to do, and cannot afford to remain idle, they may be 
willing to. work for much lower earnings than before, and this 
will increase the margin available for paying higher wages to 
plasterers.\..These~o!!!,~n4iti.!!!IILa!ll.l!>ci~pe.ndent~ and the 
effecte of the last three are.,c1HDUlative, ') 

~~ ... ting --Th.'rise in plastere";; wages would be checked if it were 
IlUIuenoe. • 
ol the pOSSible either to aVOid the use of plaster, or to get the work 
principle 
ohubati- done tolerably we1l and at a moderate price by people outside 
tutio.. the plasterers' trade: the tyrl\!llly, which one factor of pro-

duction of a commodity mighfin some cases exercise ,over 
the other factors through the action of d~ri:ved demand. is 
te~mpered by the principle of sub8tit~t!9n·. 

;::~~ ~~. .A.grun, an increased difficulty in obtaining one of the 
modifying factors of a finished commodity can often be met by modiIy
:l':.J~r.~b ing the character of the finished product. Some plasterers' 
:::,;e.:t labour may be indispensable; but people are often in doubt 
P,roc!UCtiOD how much plaster work it is wortlr while to have in their o acom-
modity houses, and if there is a rise in its price they will have less 
:~Lb':':"'· of it. The intensity of the satisfaction of which they would 

be deprived if they had a little less of it, is its marginal 
utility; the price whioh they are just willing to pay in order 
to have it, is the true demand price for plasterers' work up to 
the amount which is being used. 

So again there i8 a joint demand for malt and hops in ale. 
But their proportions can be varied. A higher price can be 

I That. it, if Qq had been lIDIaller than i' II, Pp would. bave been amaller and 
At, would ba..., heeo larger. See slAo Mat.b.ematical No. XV. 

I It. iB mown in Btibm .. Baweri.'. es:ce1len' ~ .. fill1f"il 4M VIi .. 
.... ftl- GIll ....... (J~ f* N __ i4 .od 8IotUti), .... DD. 

po 69} Ula' if aU bu' ODe of Ute IlLCkmI of ptoducUoa 01 • commodity bare available 
'Nblt.iklt.el in Wllimited. aupply. by which Uleir own price II rigid.I, Ized, &be 
derived demand pril'tt for abe I"enlilining '&Cloor wiD be ~ uceaw of tbe demand 
price for t.be flnisbe..t produc, oYer ~. aun 01 &be IUpply pricee &bue 8ud lor abe 
l"Mlainiq fact.n .... Tbil II Nt int.e1'8l1Joi: .pecial r.ue 01 &u law Ii". to t.be 
... ~ 
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got for an ale which dillers from others only in containing V, .. , 8-

more hops; and this excess price represents the demand for 
hopsl. 

The relations between plasterers, bricklayers, etc., are 
representative of much that is both instructive and romantic 
in the history of alliances and conflicts between trades-unions 
in allied trades. But the most numerous instances of joint 
demand are those of the demand for a raw material and the 
operatives who work it up; as for instance c~n or ~te 
or iron or copper, and those who work up these several 
materials. Again, the relative prices of dillerent articles of 
food vary a good deal with the supply of skilled cooks' 
labour: thus for instance many kinds of meat and many parts 
of vegetables which are almost valueless in America, where 
skilled cooks are rare and e:q>ensive, have a good value in 
France, where the art of cooking is widely difJused_ 

§ 3_ We have already· discussed the way in which the Com,.."" 
aggregate demand for any commodity is compounded of the ;!t:" ..... 
demands of the different groups of people who may need it. <lemand. 

But we now may extend this notion of composm demand to 
requisites of production which are needed by several. groups 
of producers: ' 

Nearly every raw material and nearly every kind of Rival 

labour is applied in many dillerent branches of industry, and <lemands. 

contributes to the production of a great variety of commo-
dities. \Each of these commodities has its own direct demand; 
and from that the derived demand for any of the things used 
in making it can be found, and the thing is "distributed be-
tween its various uses" in the manner which we havelilieady' 
dlscusBea-a;:.::!rh"':V8rima uses are rivals, or competitors' 
with one another; and the corresponding derived demands 
are rival or competitive demands relatively to one another) \,/'" 
But in relation to the 8upply of the product, they co-operate 1 
with one another; being "compounded" into the total de- ' 
mand that carries 011 the supply: in just the same way as 
the partial demands of several classes of society for a finished 

J See Matbemat.ieal Note XVL 
• See abo,., Ill. 11. :I, 4-
• See IlL ." 
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v .... 4. commodity are aggregated. or compounded together into the 
total demand for it'. 

Joiftl § 41 We may now pass to consider the case ofjoim f!'lI-
"'1'1'1,. J~8: i.e. of things which cannot easily be produced sepa-l 

rately; but are joined in B common origin. and may there
fore be said to have ajoim .... pply. such as beef and hides. or 
wheat and 'l!.raw") This case corresponds to that of things 
which have a joint demand. and it may be discussed almost 
in the same words. by merely substituting .. demand" for 
.. supply." and vice _.8. As there is a joint demand for 
things joined in a common destination: so there is a joint 
supply of things which have a common origin. The single 
supply of the common origin is split up into so many derived 
supplies oithe things that proceed from ita. 

I ThUl, let. 10 factor 01 product.ioD. have three usee. Le' 4s.4a' be the demand 
curve for i~ in iLs first. U88. From N any 
Point on Or draw Nfl hol'izontaUytocut,4adt' 
in Pli then NPJ. iI &he amount. ~ is de
manded for the Brat. use at. price ON. Produce 
Nf'J. to ,., and furtber on to P making PIp. 
and p.P 01 IUCh Jengt.bJ sa to represent. t.he 
amoq,nta of the 'acool' demanded at. price ON 
for the leCond and third. uses respectively. AI 
N moves along 0, let. ". t.race out t.he curve 
lA' and let. P kace out the curve DD'. ThUl 
lA' would be $he demand curve for the faetor 
U it. had only ita first. and second US8II. DD' 
iI U.s demand curve for .n three uaes. It. iI 
immaterial in what. order we Lake the 18vera1 
\1181. lD. the case repreaent.ed, lobe demand 

D 

o 

rI 

d' • 
• 

for Ute second use begina at. a lower price and Uld for the &bird. UIB begins at a 
higber price tbaD doea $he demand for Lhe firel. we. (See Mathemat.icaJ. Note 
XVII.) 

• Professor Dewanup (..4merieG,. Eeonotrlic RI11i_. 8v~ 1914, P. 89) 
suggeatl that. t.bingl should be deacribed all join, products. when Uleir "total COIY 
of produdion by .. aingle plan, are lea than tbe sum of I.be COIta of &heir production 
bylll6parate plmt.s,1J TWa definir.ion is IesI general thaD. Ul ... reached. '" the end of 
&bia aectiOD; bu' i' II convenient for lOme special uaeL 

• U " II desired. t.o isolate \be relations of demao.d and aupply fOl' .. join' 
product. the derived aupply price is found in jus, the same way .. t.be derivol 
demand price for .. fact.ol' of production 'W8S found in Ule parallel cue of demand. 
Otber \bingI must. be assumed. to be equal (tbll' ia, tbe aupply ecbed.uIe for the 
whole procea of production mus' be assumed to remain in foree and .., mud \be 
demand lChed.ule for each of the join, producta peep' th .. , \0 be isolated). The 
derived. aupply price is then found by the rule that i' mus' equal the U:~ of \be 
mpply price for the whole proceaa of producUon over the IUID. of Ute demand 
pricea of all the other joint. productai the priC81 being taken \hroughou' witb 
relereoce to conesponding amount.s. 

w. may ~ m.,\ra\O by • oimplo ...... plo In "bleb 1110 uoumod Ibal Iho 
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For instance, since the repeai of the Com Laws much of v, n,4-
the wheat consumed in England has been imported, of course 
wi~out any straw. This has caused a scarcity and a conse· 
quent rise in the price of straw, and the farmer who grows 
wheat looks to the straw for a great part of the value of the 
crop. The value of straw then is high in countries which ~ 
import wheat, and low in those which export wheat. In the [ V 
.... me way the price of mutton in the wool.producing districts 
of Australia was at one time very low. The wool was 
exported, the meat had to be consumed at home; and as 
there was no great demand for it, the price of the wool had 
to defray almost the whole of the joint expenses of pro
duction of the wool and the meat. Afterwards the low price 
of meat gave a stimulus to the industries of preserving meat 
for exportation, and now its price in Australia is higher. 

There are very few cases of joint products the cost of 11th." p .... 

production of both of which together is exactly the same as ~n~::,':"' 
that of one of them alone. (So long as &Dy product of a ~db.:''' 
business has a market value, it is almost sure to have devoted modified, 
to it some special care and expense, which would be dimin- v 
ished, or dispensed with if the demand for that product were 
to fall very much) Thus, for instance, if st'raw were valueless, 
farmers would exert themselveS more than they do to make 
the ear bear as large a proportion as possible to the stalk. 
Again, the importation of foreign wool has caused English 

relative amount. of the two joint producl.l are lDlaIterable. Let. 88' be the 
supply cune for bullocka which yield mea&. and leather in fixed quantit.iBllli 
U' lib. demand CU1'1'e for Lheir carcases, that is, for the meat. derived from them. 
M being any point; QD O~ draw Alp vert.icalIy to cut. tltl' in 1'1 anrl produce it. to P 
10 Lbat. p'P repreaent.a ~e demand price for OM hides. Then }J P is t.be demand 
price for OM bullocb, and DD' the locus of P is the 
demand CUI'Ye for buDoeka: it. may be called tbe total 
demand cum. Let. DD' cut. 8S' in A; and draw 
..faB u in the figure. Then in equilibrium OB 
bullocks are produeed and IOld at. the price BA. of 
wbleb Ba IitOeI for the c:arcaae and all for t.be bide. 

Let. AlPcut.8S' in Q. From QJl cut.oa Qqequal 
to PPi Wen 9 i, .. point. on &be derived supply curve 
lor carcases. For if we assume fob.t the IeDing price 
of OM bidea ia aJwaya equal t.o ibe cofm<lponding 
demand price pp. it. follows that linea it. costs QM to 

W ~~D p Fig.22. 

• ~ A .' 

11 .,D' 

• • "_d-
O M 8. 

produce each of OM bullocb Ulere remains & price QM-Pp, that is '1.11, t.o be 
borne by el\Cb of the OM carcaaea. Then u' the locus of I. and tid' are Lhe aupplf 
and demand curv. [or Carc&a8L (See Mathema~ Note XVIII.) 



890 

V,n,5. 

their 
several 
coatamay 
bedia
... ozed. 

v 

.JOINT AND COlllPOSITB DEMAND AND SUPPLY 

sheep to be adapted by judicious crossing and selection ao 
as to develop heavy weights of good meat at an early age, 
even at the expense of some deterioration of their wool. It 
is only when one of two things produoed by the same process 
is valueless, unaaleable, and yet does not involve any expense 
for ite removal, that there is no inducement to attempt to 
alter ite amount; and, it is only in these exceptional cases 
that we have no means of assigning its separate supply price 
to each of the joint products. For when it is possible to 
modify the proportions of these products,we can ascertain 
what part of the whole expense of the process of production 
would be saved, by 80 modifying these proportions as aIightly 
to diminish the amount of one of the joint products without 
afiecting the amounts of the others. That part of the 
expense is the expense of production of the marginal element 
of that product; it is the supply price of which we are in 
search1• 

But these are exceptional cases. It more frequently 
happellS that a business, or even an industry finds its 
advantage in using a good deal of the same plant, technical 
skill, and business organization for several classes of products. 
In such cases the cost of anything used for several purposes 
has to he defrayed by its frliits in all of them: but there is 
seldom any rule of nature to determine either the relative 
importance of these uses, or the proportions in which the 
total cost should be distributed among them: much depends 
on the changing features of markets l • 

§ 5. We may pa88 to the problem of composite IlfJpply 
which is analogous to that of composite demand.C A demand 
can often be satisfied by anyone of several routes, according I 

to the principle of substitution. These various routes are 
rivals or competitors with one another; and the corresponding 
supplies of commodities are rival, or competitive supplies 
relatively to one another. But in relation to the demand 
they co·operate with one another; being "compounded" 
into the total supply that meets the demand I.J 

l See MotbemaMcaJ. Note XIX. 
I A. liLt.le roo ... it taid. OD tb.ia IUbJd In the aen cbapw: I, II diIcuaed. fuDy 

III the forthoomiq work 00 'n4u.:mw and 2'rcad& 
• Tile la"o, j""'" "oompellac .........ti1iN .. Ia _ bJ' P..t ~ ID blo 
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U the causes which govem their production are nearlY) v, OJ, 5. 

the same, they may for many purposes he treated as one -
commodity'. For instance, beef and muttoD .may be treated 
as varieties of one commodity for many pnrposes; but they 
must be treated as separate for others, as for instance for 
those in which the question of the 80pply of wool enters. 
Rival things are however often Dot finished commodities, \. 
but factors of production: for instance, there are many 
rival fibres which are used in making ordinary printing. 
paper. We have just noticed how the fierce action of 
derived demand for one of several complementary supplies, 
as e.g. for the supply. of plasterers' labour, was liable to be 
moderated, when the demand was met by the competitive 
supply of a rival thing, which could be substituted for it" •. 
brillian~ JI~ l""ub"gatitm.I in 111. t.A.ry 0/ _IU aU priDu, which 
Uarow much ligbt on the subjects diecusged. in the present ehapter. 

I Comp. Jevons, L Co pp. 14.5. 6. See also above, footnotes OD pp. 100, 105 . 
• The wan, .biOO all the rivala lend to satisfy is met. by • composite luppl,., 

t.be t.oLallUpply a& my price being Ule sum. cd &he partialauppli8l!l at Uia& price. 
- Thus. (or instance, N being any point on Or draw N'ltf.Q ptU'allel &0 O:z I1.lCb 
that. NfJu 91f. and gaQ are rnIpec-. . 
timy \be amo .... 01 \be fus~ Fig. 23. 
IeCOnd and &bin! of thOle rivals ' 
wbicb can.he-supptied ai t.he price 
ON. Then NQ is toher-total com
polite aupply at tbat. price,and the 
loeua of Q illhe t.otaJ .supply curve 
of the meansof satJsfyingt.hewan' 
in queatJon. Of course the units of 
&he leveral tbinga which are ri"alI 
musl be 10 liaken thaI. each of &bern .t.ia6. Lbe arne amount of the 

" 

.. 

want.. In the eaI8 represent.ed in 0 • 
&be figure amalI quantitiee of the 
1lrI' rival CID be pu.t on the marlr.t>t at a price &00 10" to call fORb ... ,. !Upp)y 
of the otber two, and IDnUi qUfUltit.iee of the aeeond at. a price too low &0 call 
forth any of Ule thiN.. (See Matbumat.iea1 Note XX.) 

Continued. rivalry i8 aa a rule pOl!Jllible ODly wben none of the rivals baa its 
IUpply governed by the law of increasing ret.W'D. The equiUbriwn is .tahle only 
_heD ·none of &bem is able to drive Lhe otlu'!l'8 out.; and t.hiI is lbe ease when 
aU of them conform &0 the law of diminiahing ret.um; becaUN!J then if one 
did obtaiD • kunponuy advantage and itl use int'reaMd. ita wPI'I, price woulJ 
rile, and &ben lobe ot.hen would begin &0 undersell i... But. it 0011 uf them COQoo 

formed. &0 dle law of increasing reto.rn, Ule rivalry would. 1000 ceue; fur wbenever 
it. bappened to gain a t.emporary adYalltage 0"" its rivala itt increaaed 1118 would 
lower i" aupply price and t.herefore increaae itl aa1e-itl IUpplJ prieD would IbeD 
be further lowered, and 10 on: &bua ita ad.yan\age oYer i" ftvala would be con
t.inuaU, lnereued until it. bad driVeD. &bern out. of the 611111. n iI Vue that. &here 
are apparent. UceptJODl f,o this rule; and t.b.tnp .. bicll confurm &0 lb. law of 
Incru.aina reiura do lOIDet.imea aeem to remain fOl • long Wwt in t.he 6eld. all 
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v, ",II. § 6. All the four chief problems which have been dis· 
Ins....... cussed in this chapter have some bearing on the causes 
~I:::'l=" that govern the value of almost every commodity: and be...... many of the most important cross connections between the 
.10 •• 01... al f ~:.. di . b . firs 
01 ~;aeren' V ues 0 wuerent commo ties are not 0 VIOUS at t sight. 
tbingo. Thus when charcoal was generally used in making iron, 

the price of leather depended in some measure on that of 
iron; and the tanners petitioned for the exclusion of foreign 
iron in order that the demand on the part of English iron 
smelters for oak charcoal might cause the production of 
English oak to be kept up, and thus prevent o.k bark from 
becoming dear1• This instance may serve to remind us of 
the way in which an excessive demand for a thing may 
cause its sources of supply to be destroyed, and thus render 
scarce any joint prcducts that it may have: for the demand 
for wood on the part of the ironmakers led to a relentless 
destruction of many forests in England. Again, an excessive 
demand for lemb was assigned as a cause of the prevailing 
scarcity of sheep some years ago; while some argued on the 
contrary that the better the price to be got for spring lamb 
sold to the rich, the more profitable would be the production 
of sheep, and the cheaper would mutton be for the people. 

~ 
The fact is that an increase of demand may have opposite 

V effects according as it does or does not act so suddenly as to 
prevent producers from adapting their action to it. 

Again, the development of railways and other means of 
communication for the benefit of one trade, as for instance 
wheat growing in some parts of America and silver mining 
in others, greatly lowers some of the chief expenses of 
production of nearly every other product of those districts. 
Again, the prices of soda. and bleaching materials and other 

rivals: IUCb ia the COlO porho.p5 with diD'erent. tindl of _wing macbinel and of 
clecUic Ugh.. But in Lheee ea-. &be ibioga do DOt. really .... illy &be sam. wan", 
&hey appeal 110 aligbtly different needI or u.s&eI; &bere iii .tW tome difference of 
opinion .. ~ Lheir relative men"i 01 else perhapa 8DID8 of t.bem .... pateDkd or 
in lOme other way have ~ ~ monopoly of part.ieular 8rma. In ncb easel 

cusk)m and t.b. force of advertiaing may bep many rinll in &be field 101' • long 
Lime; particularly if Uae produeere of WlOlB t.bings which IU'O I'CIIUy \be best in 
proporUon to &heir ~ of produdion are no' able e4uclin:iy .., adnnile 
and push their wal'8l by kaTelle" and olrhor II8Ilcido 

• Tnynboe ([o4oMal BmI .. iDa, p.1IO~ 
.J 
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products of industries, the chief raw material of which is v, VI, 6 . 

• alt, move up and down relatively te one another with 
almost every improvement in the various. processes which 
are used in those industries; and every change in those 
prices affects the prices of many other goode, for the 
various products of the salt industries are more or less 
importent facters in many branches 'of mannfacture. 

Again, cotton and cotton-seed oil are joint products, and 
the recent fall in the price of cotten is largely due te the im
proved mannfacture and uses of cotton-seed oil; and further, 
as the histeV of the cotten famine shows, the price of cotten 
largely affects that of wool, linen and other things of its own 
c\nss; while cotten-seed oil is ever opening up new rivalries 
with things of its own class. Again, many new uses have 
been found for straw in mannfacture; and these inventions 
are giving value te straw that used to be burnt in the West 
of America, and tend te hinder the rise in the marginal cost 
~f producing wheat l • 

I Again, since ,beep and oJ:en compete for the use 01 lImd, lGather and cloth 
compete in indirect demand l(n the use of a factor of production. But also 
in the upholsterer'. ahop they compete IlLS supplying means for meeting Ule same 
want. There iI..mu-a composite dlllDland on thl'! pan of upholsterer IIUId ahoemaker 
for leather; and also for dot.b when t.he upper part of a moe ill made of clot.b: 
the ahoe offem a joint demand for cloth and leather, they offering complementary 
auppliea: and 10 OB, in endl_ complicaLiona. See MathemaliieaJ. Note XXL 
The Aust.riaD dockine 01 "imputed value" has something in common wifob 
tbat 01 derived nlue given in tb.ia chapter. Wbichever phrase be uaed, it. ill 
important that we abould recognir.e the continuity between t.be old doctrine 01 
value and. the new; and that. we mould treM imputed or derived ..,.Bluel merely .. 
elementa which t.ake their place with many othem in the broad problem of 
4iau-ibutioD and exchange. The new phraael merely give the meam of applying 
k. lbe ordinnry afIairI of life, lOme of that precision of upreuion which is Lbe 
special properLy of mathematicaJ. language. Producen have alwaya to consider 
bow Lbe demand for any raw m:aterial in which Lbey are intereeLed is dependant 
on the demand for the t.hinga ill making which it is used, and how it ia in8uenced 
by ef'ery change t.bat afiect.s Lhemi and IihiI is really a .,cia! cue of the 
problem of &BCeJtaining the efficient strength of anyone of the forces, which con-
tribut,e to a eommon reauJ.~ In mathematical langua.ge thiI common result ia 
t:a1Ied a /urtdi4fa of the various forces: and the (marginal) contribution, which any 
'lf them II making to i~ ia represented by the (8IIlall) change in the ruult wbich 
\\'Ould result from a (small) chan., ... in &bat force; that ia by the tlilftrenl.ia.l 
t«~ of the reault with regard to that force. In otbu words, the imputed 
value, or tbe deriYed value of a factor of production, if used for only one produc~ 
ill UJe dilJerenLial coefficient of Lbat product with regard to t.hat facr.or; 'and 10 on 
mlUCCl!lllift complicaLioDl, 81 indicated in Notel XIV.-XXL of the MathemaLicai 
Ai'pendh:. (Some objections t.o pnn.s of Prof. Wieser's dot'Lrine of imputed v:UWII 
...... U uraod by Pro!. Ed&e".rth, E"' .... iD J.u....z, VoL T. pp. 279-&1 ) 



CIiAPTER VIL 

PRIME AND ToiAJ::'" COST IN RELATION TO JOINT PRO· 
DUers. COST OF MARKETING. INSURANCE AGAINST 
RISK. COST OF REPRODUCTION. 

v, m, 1. § t. WB may now return to the consideration of prime 
Supple- and supplementary costs, with special reference to the proper 
menLary • f th 
...... 01 distributIOn 0 e latter between the joint products of a 
r;::uct.. business. 
~;;;~.y It often happens that a thing made in one branch of a 
when ODe business is used a. a raw material in lIllother, and then the 
branch of 
• busm... question of the relative profitableness of the two branches 
~~~.. can be accurately ascertained only by an elaborate system of 
:·'::~U:er. book-keeping by double entry; though in practice it is more 

common to rely on rough estimates made by an almost 
instinctive guess. Some of the best illustrations of this 
difficulty are found in agriculture, especially when the same 
farm combines permanent pasture and arable land worked 
on long rotation'. 

DimeulU.. Another difficult case is that of the shipowner who has to 
;:i::: >he apportion the expenses of his ship between heavy goods and 
\'h.:~~ 01 goods tha~ are bulky but not heavy. He tries, as far as may 
busm.... b<I, to get a mixed cargo of both kinds; and an important 

element in the struggle for existence of rival ports is the 
disad vantage nnder which those ports lie which are able to 
oller a cargo only of bulky or only of heavy goods: while 

l There iI ICOpe for applications of ma~a"eaI 01 -ru-malhemat.ieal 
aDnlyaea, web &II are indicated in the las' ehaptftr. &0 aome 01 &be chief pncLicai 
diDleulu. 01 ~k.keep1na by double eDLry in difJerea' t.rad .. 
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a port whose chief exports are weighty but not bulky, V, "",I. 
attracts to its neighbourhood industries which make for 
export goods that can be shipped from it at low freights. 
The StafiOMShire Potteries, for example, owe part of their 
success to the low freights at which their goods are carried 
by ships aailing from the Mersey with iron and other heavy 
cargoes. 

But there is free competition in the shipowning trade, .... 01 .... 

and it has great powers of variation as regards the size and _" 
shape of,ships, the routes which the},tek!!, and the whole ~~=~ 
method of wading; and thus in maW":.Jay'li the general ~':"f" 
principle can be applied, that the relative-proportions of the ~ ~::g.: 
joint products of a busin ... should be so modified that the t.i .... 
marginal expeneee of production of either product should be 
equal to its marginal demand pricel • Or, in other words, 
the amount of carrying power for each kind of cargo has 
a constant tendency to move towards equilibrium at a point 
at which the demand price for that amount in a normal 
state of trade is juat sufficient to cover the expenses of pro-
viding it; these expenses being reckoned so as to include 
not only its (money) prime cost, but also all those general 
expenses of the buein ... which are in the long run incurred 
on its account, whether directly or indirectly", 

In some branches of manufacture it is customary to A 0 .. , , 

make a first approximation to the total coat of producing :l'f,r.::';. 
any cl8B8 of goods, by assuming that their share of the :!':'~~ .. 
general expenses of the business is proportionate either to::''I:.' 
their prime cost, or to the special labour bill that is incurred m!:l'tary 
, kin h Co' h b d UP"P°1' In ma g t em. rrectlOns can t en e ma e to meet \ional to 

such cases as those of goods which require either more orprimocoat. 
less than an average share of space or light, or of the use of 
expensive machinery; and 80 on. 

l Compare eh. 'n. f 4.. 
• Of coune un. doel Dot apply to railway ra... Por .. nilway company 

baying little ebat.ici"" .. to il.l method. of working, and often D0' much eompeti
\ion hom ouLside. baa DO inducement. to endeavolU' to adjust. the charges wbich 
it. milk. for dilTenmt. kinchl 01 Uaftle to tbe.ir coat. 1,0 it.seU. In fad \hough i' 
may 8808J't.ain fib. prime cost. in each case easily enough., it. cannot determine 
accurately wba' are 6he IIIlati1'8 total COlt. 0( fut and alo" kaffie, of .bort. 
and Io~ diatance traffic, 01 light. and heavy lradic; Dor again oj ut.ra UaOlc 
when itt Unee and ita t.raiDI are crowded and. wbeG they are near..,. empf.y. 
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V, OB, II. § 2,,-There are two elemente of the general expense. of 
~ I a business, the sharing of w'hich between the different branches 
V requires some special attention. They are the expense of 

marketing and that of insurance against risk.) 
Thedifll. Some kinds .of goods are easily marketed; there is a 
o"l<yol d d d f h d" aI ... ;going stea y eman or t em, an It 18 ways safe to make 
l:'':''~: 01 them for stock. But for that very reason competition cute 
rt.!':t:.... their price .. very fine," and does not allow a large margin 
01 .be 1 above the direct eost of making them~ Sometimes the tasks 
e.zpedSE'S 0 • • h . 
m .. ke .... g of making and selling t em can be rendered almost automatIc, 

becom .. 
very great 
wben lb. 
law or 
increuiDI .. """ .... 
It.roDSlri 

so as to require very little to be charged on ~eir account 
under the heads of the expenses of management and market
ing. But in practice it is not uneommon to charge such 
goods with even less than the small share that would properly 
fall to them, and to use them as a means of obtaining and 
maintaining a business connection, that will facilitete the 
marketing of other cl888es of goods, the prodnction of which 
cannot so well be reduced to routine; for as to these there 
is not so close a competition.tManufacturers, especially in 
trades connected with furniture and dress, and retailers in 
&linost all trades, frequently find it best to nse certain of. 
their goods as a means of advertising others, and to charge 
th.. first with less and the second with more than their 
proportionate share of Supplementary expenses. In the 
former class they put those goods whiell are so uniform in 
character and so largely consumed that nearly all purchasers 
know their value well, in the seeond those with regard to 
which purchasers think more of eonsulting their fancy than 
of buying at the lowest possible price. I 

All difficulties of this kind are much increased by that 
instebility of supply price, which results whenever the ten
dency to increasing return is acting strongly. We have seen 
that in seeking the normal supply pries in suell cases we 
must select as representative a business which is managed 
with normal ability and 80 as to get its fair share of the 
economies, both internal and e:.temal, resulting from indus
trial organization: also that theso economies, though they 
fluotuats with the fortunes of particular businesses, yet 
inCl'tlBse generally when the aggregate production increases. 

J 
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Now it is obvious that if a manufacturer makes a 'commodity v, YU,I. 

the increased production of which would put largely increased 
internal economies within his reach, it is worth his while to 
sacrifice a great deal in order to push its sales in a new 
market. If he has a large capital, and the commodity is one 
in much demand, his expenditure for this purpose may be 
very great, even exceeding that which he devotes directly to 
the manufacture: and if, as is likely, he is pushing at the 
earne time sevela! other commodities, nothing more than a 
very rough guess can be made as ,to what share of this 
expenditure should be charged to the sales of each of them 
in the current year, and what share should be charged to the 
connection which he is endeavouring to build up for them in 
the future. _ 

( In fact when the production of a commodity conforms to ;geclally 

the law of increasing return in such a way as to give a verYi":"~::'. 
great advantage'to large producers, it is apt to fall almost t~.Io~. 
entirely into the hands of a few large firms; and then the rl'/~ 
normal m:~rgina.!. ~uPI!!l_price cannot be isolated on the plan argo 
just referred to, liecause that plan a .. umes the existence of 

, a great many competitors with businesses of all sizes, some 
of them being young and some old, some in the ascending 
and some in the descending phase.)The production of such 
a commodity really partakes in a great measure of the nature 
of a monopoly; and its price is likely to bo so much influenced 
by the incidents of the campaign between rival producers, 
each struggling for an extension of territory, as scarcely to 
have a true normal level. 
l Economic progress is constantly offering new facilities for Ilco.omiea 

marketing goods at a distance: it not only lowers cost of ~o~':!.uc
carriage, but what is often more important, it enables pro- ~~'::'ced 
ducers and consumers in distant places to get in touch with bY,I?C:"l 

one another.,An spite of this, the advantages of the producer ::~ti .. 
who lives 011: the spot are very great in many trades; they martetiDg. 

often enable him to hold his own against competitors at a r 
distance whose methods of production are more economical.) 
He can sell in his own neighbourhood as cheaply as they 
cnn, because though the cost of making is greater for his 
goods than for thoirs, he escapes much of the COlt which 
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v, YD,a. 

An 
iD.lW'8nee 
cannot be 
effected at 
modelat.o ..... 
against an 
busineu 
n.u. 
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they incur for marketing. But time is on the aide of the 
more economic methods of production; his distant competi· 
tora will gradually get a stronger footing in the place, un1888 
he or some new man adopts their improved methods. 

It remains to make a closer study of the relation in 
which insurance against the risks of a business stands to 
the supply price of any particular commodity produced 
in it. 

§ 3. The manufacturer and the trader commonly insure 
against injury by fire and 108s at sea; and the premiums 
which they pay are among the general expenses, a share 
of which has to be added to the prime cost in order 
to determine the total cost of their goods. Q3ut no in· 
surance can be effected against the great majority of 
businees risks"~ 

Even as regards losses by fire and sea, insurance com· 
panies have to allow for possible carelessneSs and fraud; and 
mu.t therefore, independently of all allowances for their own 
expenses and profits, charge premiums considerably higher 
tban the true equivalent of the risk. run by the buildings or 
the ships of those who manage their affairs well. The injury 
done by fire or sea however is likely, if it occurs at all, to be 
BO very great that it is generally worth while to pay this 
enra charge; partly for special trade reasons, but chiefly 
because the total utility of increasing wealth increases lees 
than in proportion to its ~punt. But the greater part of 
businees risks are BO inseparably connected with the general 
management of the business that an insurance company 
which undertook them would really make itself responsible 
for the business: and in consequence every firm has to act as 
its own insurance office with regard to them. The charges to 
which it is put under this head are part of it. general" 
expenses, and a share of them has to be 'added to the prime 
cost of each of its products. 

(But here there are two difficulties. In some oases 
insurance against risk is apt to be left out of account 
altogether, in othera it i. apt to be counted twice over. 
Thus a large shipowner sometimes declines to insure his 
ships withjhe underwriters: and ats aside part at least of 
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the premiums that he might have paid to them, to build up v, on, 3. 

an insurance fund of his own. But he must stilI, when Caution 

calculating the total cost of working a ship, add to its prime :r.:i':k. 
cost a charge on account of insurance. And he must do the mg ........ 
same thing, in some form or other, with regard to those risks = 
against which he could not buy an insurance policy on 
reasonable terms even if he wanted to. At times, for in· 
stance, some of hi. ships will be idle in port, or will earn 
ouly nominal freights: and to make his business remuner· 
ative in the long run he must, in some form or oth.r, charge 
his successful v oyages with an insurance premium to make 
up for his losses on those which are unsuccessful. 

In general, however, he does this, not by making a formal and ~. 
entry in his accounts under a separate head, but by the ::~~ 
simple plan of taking the average of successful and unsucc •••• twice ov". 

ful voyages together; and when that has once been done, 
insurance against these risk. cannot be entered as a separate 
item in cost of production, without countiBg the same thing 
twice over. Having decided to run these risk. himself, he is 
likely to spend a Ii"le more than the average of his com· 
petitors, in providing against their occurrence; and this extra 
expense enters in the ordinary way intO his balance-sheet. 
It is really an insurance premium in another form; and \ 
therefore he must not connt insurance against this part of .". 
the risk separately, for then he would be counting it .twice 
overt. 

When a manufacturer has taken the average of his sales 
of dress materials over a long time, and bases his future 
action on the results of his past experience, he has already 
allowed for the risk that the machinery will be depreciated 
by new inventions rendering it nearly ob.olete, and for 
the risk that his goods will be depreciated by changes 
in fashion. U he were to allow separately for insurance 

• Again, cert.ain inmraDce eompaniea in America ...... risks againat lire iD 
fact.ori. at very much leu Lban Ule ordinary rates, on condibion ~"lOme 
prescribed. preeautiona are &aken, eucb sa providing &ut.om.at.ic apriDkJ.en; aod 
making Ule walla Uld floor IOlid. Tbe e.l.pen.18 iDcUl'ftld. in t.heae arrangemenlol 
ia really aD inaurance premiwn; and. care mun be "'ken Dot &0 count. it. Iowice 
over. A factory "hich under1Akee it.s own rilka agains' fire will hav" to add to 
the prime CIOB\ of· ilol gooda UI aUowanCl for insurance at a lo'lfel rat.&. it it ia 
a.rranpi OIl uu. plao, lobaD if buill. in the \J1illnary w~. 
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\' ..... 4. against these risks, he would be counting the same thing 
twice over!. 

BuLuD
cenam. 
iaanevl 
iDitBeU, . 

§ 4. -Thus, though when we have counted up the average 
receipts of a risky trade, we must not make a separate full 
allowance for insurance against risk; though there may be 
something to be allowed &I a charge on account of un· 
certainty. It is true that an adventurous occupation, such 
IlS gold mining, has special attractions for some people: the 
det<ment force of risks of 1088 in it is less than the attractive 
force of chances of great gain, even when the value of the 
latter estimated on the actuarial principle is much less than 
that of the former; and as Adam Smith pointed out, a risky 
trade, in which there is an element of romance, often becomes 
80 overcrowded that the average earninga in it are lower 
than if there were no risks to be run". But in the large 
majority of cases the influence of risk is in the opposite 
direction; a railway stock that is certain to plly four per 
cent. will sell for a higher price than one which is equally 
likely to pay one or seven per cent. or any intermediate 
amount. 

a.d an 'Every trade then has its own peculiarities, but in most .,·crage 
gain cases the evils of uncertainty count for something, though 
generslly h 
counls/o, not very much: in some cases a slightly hig er average price 
::''::. is required to induce a given outlay, if that average is the 
:J'=~b:/ mean of widely divergent and uncertain results, than if the 
wh;cb;, is adventurer may reckon confidently on a return that differs 
made up. but little from that average. To the average price there-

fore we must add a recompense for uncertainty, if that is 
unusually great; though if we added insurance against 
risk we should be counting the greater part of that twice 
overa• 

I Again. whon • farme! bas ea1cubted Lb.. uponsee at l'Ilising any particular 
ctop wiLb Merence to an &'VtmIge year, he mUll. Dot; coun' in addiUoo inIurance 
egaioI' 6he riD: t.bal &.be I8UOD. may be bad. and Ule crop • Iailure: for in taking 
an average year, be hal already eet oa dle chanCM of ezceplionaUy ROOd and bad. 
118&8001 against; one another., When the earnings of • fenymaa. have been 
calculat.ed. on the average 01 • year, allowance baI already been made for &.be risIr: 
thaI. he may lIODletim. ha .. to eroa the lvaam wiLb aD emp,," boa .. 

• lYeaUA oJ Nolfmu, Boot L ch. z . 
• The "ils ftIIIull.ing from t.he uooert.ainf,y involved in area' InIsiJl.- rists an 

Il0l1 abo ... by ., TbU.en (1101 ..... 8_ 11. L P. ~ 
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§ 5. This discussion of the risks of trade has again v, on, 5. 

brought before us the fact that the value of a th!!>~~hou[h TO-.

~t tends to equa!.~ts normar (mone.Yl.gQ!!t..ot}lroduction, doe~:,~'!lu~ 
not coincide with it at B!'y particular ~e, sa..!!..by ac~d~J:r~:to~ 
Carey, observing this, suggested that we should speak of .... of • 

-<fiilile in reI .. ~ion to (money) cost of reprodugJ;ion instead of 1::";1.'!""00 
in relation to cost of production. ~~:,~ of .... _OO ............. OO-~ ... uf 
normal values are concerned. For normal cost of production • real. 

and normal cost of reproduction are convertible terms; and ' 
no real change is made by saying that the normal value 
of a thing tends to equal ita normal (money) cost of re
production instead of ita normal (money) cost of production. 
The former phrase is less simple than the latter, but means 
the same thing. 

And no valid argument for the change can be founded on and though 

the fact, which may be readily admitted, that th"re are some ~d.:::,::r· 
few .C8Ses in which the market value of a thing is nearer ita :!~ .. 
cost of reproduction than the cost that was actually incurred =:.... ./ 
in producing that particular thin~he present price of an pnxlu.~.n 
. hi f . d b f h . .h ...... of Iron B p or mstance, ma e e ore t e great recent llDprove- p'~dUCtiOD, 

menta in the manufacture of iron, might' diverge less from '~~.~~ 
the cost of reprodncing it, that is of producing another just ~ =~ 
like it by modem methods, than from that which was actna1ly tiel'.. 
incurred in producing it. But the price of the old ship 
would be less than the cost of reprodnction of the ship, 
becanse the art of designing ships has improved as fast as 
that of manufacturing iron; and moreover steel has displaced 
iron as the material of shipbuilding. It may still be urged 
that the price of the ship is equal to that of producing a ship, 
which would be equally serviceable, on a modem plan and 
by modem methods. But that would not be the same thing 
as saying that the value of the ship is equal to its cost of 
reproduction; and, as a matter of fact, when, as often 
happens, an unexpected scarcity of ships canses freights to 
increase very rapidly, those who are anxions to reap the 
harvest of profitable trade, will pay for " ship in sailing 
order a price much above that for which a shipbuilding firm 
would contract to produce another equally good and deliver 



V, m, 5. it some time hence. Cost of tepzoduction exerts little direct 
~1!~ce ~Il_v:alue, 8a-;:~~ purchasers can con'Veniently J 
wait for the production of new supplies. I 

Again, there is no connection hetween c~epm.d.u..Qtion 
~ pri.£" in the cases of food in a beleagnered city, of quinine 

e supply of which has run short in a fever-stricken island, 
of a picture by Raphael, of a book that nobody cares to reed, 
of an armour-clad ship of obsolete pattern, of fish when the 
market is glutted, of fish when the market is nearly empty, 
of a cracked bell, of a dress material that has gone out of 
fashion. or of a house in a deserted mining village. 

The reader, unless already experienced in economic 
analysis, is recommended to omit the next seven chapters, 
and pass at once to Chapter xv., which contains a brief 
summary of this Book. It is true that the four chapters 
on marginal costs in relation to values, and especially 
Chapters VIII. and IX., bear upon some difficulties which 
are latent in the phrase" the net product of labour"; and 
that this phrase is used in Book VI. But the broad expla. 
nation of it given there will suffice provisionally for most 
pftrposes; and the intricacies connected with it may be 
best appreciated at a somewhat advanced stage of economic 
studies. 



CHAPTER VIII. 

MARGINAL COSTS IN RELATION TO VALUES. 
GENERAL PRINCIPLES. 

§ 1. THIS Chapter and the three following are given to V,ow,l. 
a stud,. ;f the ~arginal costs 2f produc~in relation to the T~d 
values a those products on the one hand, and on the other = ... 
hand to the values of the ~d. machiner,.. and other ~:r~:. 
appliances DBed in making them. The study relates to normal Lhomain 

conditiom and long Tleriod. results. This fact mDBt ever be :~;~ 
borne in mind. The market value of anything ma,. be much ".-VI. 
above or much below the normal coet of production: and 
the marginal costs of a particular producer at an,. time ma,. 
stand in no close relation to marginal costs under normal 
conditioDBl. 

It was indicated at the end of Chapter VI. that no one 
part of the problem cali be isolated from 'the rest.(There are 
comparativel,. few things tM demand for which is. not 
greatly affected by the demand for other things to the DBefbI'· 
ness of which they contribute; and it ma,. even be said that 

I the demand for the.!Ilaj"pt.l".!lf lLrtjclltlLoi commerc_e·is not 
direct but is derived from the demand for those commodlties 
I to th"" maJdilg-C;i whl;;b they con:tri~, as ';;~rial~ or a"s 
'!mplem~ And again this demand. because it is so deriVed~ 
is largely dependent on the Bupply of other things whicll 
will work with them in makiDi those commodities. An 
again the suppl,. of anything available for use in making 

, any commodity is apt to be greatly influenced by the demand 
. for that thing derived from its uses in making other com
l mo~ties: a?d 80 .on. These .inter-~lat!_,,-ns~ be and ~DBt 

be Ignored In rapId and popiilarillscusSIODB on the b1l!llne88 
I NumeroWl object.i.oRl haft been urged agains~ the important; place a8!ignoo 

to marginal COl" ill modern Mlliy!liL But it wiD be found Ula' mOl' of t.b.em rei, 
OD argument4, io which lLat.ement.l relerring to Donn ... conJitoiona and normal 
"Illue aM CODUO~ened b, l\.¥eIlIent.!l ftl.i.l.ioa 100 .bnormal 01' particulo.r eondiUoDL 
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'v, nu, S. affairs of the world. But no etudy that makes any claim 
- to thoroughness can escape from a close investigation of 

them. This requires many things to be borne in mind at 
the same time: and for that reBBon economies can never 
become a eimple science!. 

~~ The contribution which this group of chapters aims at 
h~ only making covers little ground: but that ground is difficult: 
:'.'e.riaI, and we shall need to work over it carefully, and from more 
:!~ than one point of view; for it is thickly strewn with pitfalls 
.... and stumbling blocks. r!...<!~ls prim~y with the earnings. I of l~d! machinery, and other material ag~nts ofprodllction~ 

Its main argument applies to the earnings of human beings; 
but they are influenced by some causes which do not affect 
the earnings of material agents of production: and the 
matter in hand is sufficiently difficult without further com
plicating it by side issues .. 

!:::;r'hO § 2. ~et. us begin by recalling the action of th!, princip!':.. 
. principle of subst]tutlOn. (In the modern world nearly all the means 

of .u~ ------,. 
IUlutio.. of production pass through the hands of employers and other 

business men, who specialize themselves in organizing the 
e"';nomio forces of the population. Each of them chooses. 
in every ease th?se factors ~f production whi_c~_seem b~~t 
~hi-"_p11lPOS.!l •. And the sum of the' prices which he pays. 
for those factors which he uses is, as a rule, less than the sum, 
o t e pnces which he would have to pay for any other set. 

( 

of factors which could be substitutsd for them.:1or, whenever 
it appears that this is not the ease, he will, BB a rule, set to 
work to substitute the less expensive arrangement or process'~ 

This statement is in close harmony with such common 
sayings of every-day life, BB that" everything tends to find 
its own level," that" most men earn just about what they' 
are worth," that "if one man can earn twice BB much BB 
another, that shows that his work is worth twice as much," 
that "machinery will displace manual labour whenever it 
can do the work cheaper." The principle does not indeed 

I The reader ill referred '" &be f~tnote on p. S93 witb apeclaI reference to u. 
compf'8l8ed mat.hemat.ical version of t.be eenLnl1 problem of nlue which beeiDs in 
Note XIV. in t.he Mathematical AppendiJ: aruI culmina\M in NOM XXI. 

I C,uQpaN V. m. 8; and. V. n". a. 'i ao.d Note XIV. ill &he Ma~a&ieal 
Appoodlz.:) 
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act without hindrance. {Jt may be restricted by custom or v, _, 2. 

law, b~ professional etiquette or trade-union reguIation: it -
may lie~eakened by want of enterprise, or it may be softened 
by a generous unwillingness to part with old associates) But 
it never ceases to act, and it permeates all the economio 
adjustments of the modern world. 

Thus there are some kinds of field work for which horse- Dlus,,", 

power is clearly more suitable th";; stea~wer, and vice Ii ..... 
_86. If we may now suppose that there have been no great 
recent improvements in horse or steam machinery, and that 
therefore the experience of the past has enabled farmers 
gradually to apply the law of substitution; then, on this 
supposition the application of steam-power will have been 
pushed just 80 far that any further· use of it in the place 
of horse-power would bring no net advantage. There will 
however remain a margin on which they could be ifldijJ ... emly 
applied (as Jevous would have said); and on that margin the 
net efficiency of either in adding to the money value of the 
total product will be proportionate to the cost of applying it'. 

Similarly, if there are ~,!o methods of obtaining the same I 
result, one by skilled and the other by unskilled labour, that 
ODe will be adopted which is the more efficient in proportion 
to its cost. There will be a in\rgin on which either will be 
indifterently applied". On that}~~~~eefficiency of e'hcb/ 
will be in p!".opo~io.JU(,-.the price paid for it, account beingl 
taken of the "special circumstances of difierent districts and 
of difterent worksh.o.PS in the. sa. me dis. tn .. ct£.In other WOrdSj 
the wages of skilled and uns.1<ilIedJabour~IIJl ... ~~~ one 
anOther . the~me~ra_tfoJhat.!heir efficiencic~ d(! ,!I.U!:!e 
margin of indifterenc~, ") 
- . Again, there· will b~ a rivalry between hand-power and 

I Thil margin wiD vary with Ioeml eireume.tancee, u weD .. with ibe habit!, 
inclinat.ioDa, and resoureea of individwtl fannera. The difIlculty 01 applying 
Iteam machinery in amall fleldl and on rugged ground is overcome more 
pnentJly in Uloee district. in which labour is scarce Umn in those in whicb it ill 
plent.iful; especially ii, .. ill probable, coal i8 cheaper. and t.be teed of bol88l 
dPIII'e!' in Ule former than Lhe laLier • 

• Skilled manua11abour being generaDy uaed for .pedal orden and for things 
of wbicb Dot many are required 01 the 1lUD8 patternj and. WlIkilled labour aided. 
by apeeializod machinory being uaed 'or olbers. The t.wo met.bodl are w be I88D 

.ide by .ide on .imilar work in eyery 1arge workshop: but. t.he p08it.iOD of t.he lioe 
beiWOOD t.bem win vary a Utt.le from one worklhop w anot.ber. 
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V. om. S. machine-power aimilar to that between two different kinds 
- of hand-power or two different kinds of machine-power. 

The lid 
/' p><d ... , ."be 

margin. 

Thus hand-power has the advantage for Bome operations, 
as, for instance, for weeding out valuable crops that have 
an irregular growth; horse-power in its turn has • clear 
advantage for weeding an ordinary turnip field; and the 
application of each of them will be pushed in each district 
till any further use of it would bring no net advantage there. 
On the margin of indifference between hand-power and 
horse-power their prices must be proportio"'IIt.IL1(,--~b!l.ir 
e~cy; and thus the influence of substitu~Q"Jri1UeJld i 
to establish a ilirect relation between th~ages of labour and r 
~ pric~at has to be paid, for hors~-power. 

§ 3. As a rule many kinds of labour, of raw material, of 
machinery and other plant, and of business organization, both 
internal and external, go to the production of a commodity: 
and the advantages of economic freedom are never more 
.trikingly manifest than when a business man endowed with 
genius is trying experiments, at his own risk, to see whether 
80me new method, or combination of old methods, will be 

~
more efficient than the old.(Every business man indeed, 
according to his energy and ability, is constantly endeavour
ing to obtain a notion of th'L relawe effici~c,. ()f every agent 

V of produoti.o.zLtilat he 'W!l'!c>YS.i as well as of 0!l!ers that might 
possibly be substituted for some of them. He estimates as 
.!!est he can how much net product. (i.e. net additioD to the 
value of his total product) will be caused by a certain extra 
use of anyone agent; M that is after deducting for any 
extra expenses that may be indirectly caused by the change, 
Bnd adding for any incidental savinge. He endeavours to 
employ each agent up to that margin at which its net 
product would no longer exceed the price he would have to 
pay for it. ITe works generally by trained instinct rather 
than formal calculationJbut his processes are substantially 
similar to thOB. indicated in our study of derived demand; 
and, from another point of view, they may be described as 
those which might be reaped by a complex and refined 
eystem of book-keeping by double entryl. 

, The chana-, whicb be delUu, may be ncb. u could. emir be mad. 011. • Iaq:e 



!IET PRODUCT 

We have already followed eome simple eetimatea of v, ..... ... 
this sort. We have noticed, for instance, how the propOI'- m ..... . 
tion of hops and malt in ale can be varied, how the enra::'0::':1 
price which can be got for ale by increasing the quantity of ~ ~ 
hops in it is a representative of the cauees which govern the pmdu .. 

demand price for hops. Assuming that no further trouble or:::::. 01 

expense of any kind is involved by this additional use of !:.":":,OO 
hops, and that the ~e~ency_()Lusing this enra amount is "Oim~. 
dou!>tfulL the extra value thus given to the ale is the marginal ./ 

. net product of the bops of which we are in search. In this 
case, as in most others, the net product is an improvement in I 
quality or a general contribution to the value of the product; 
it is not a definite part of the produce which can be separated 
from the rest. But in exceptional instances that can be done'. 

§ 4. The notion of the marginal employment of any The r agent of production implies a possible tendency to diminish· =.:;;. 
~ ing return from its increased employment. I:;::: .. 

\ 

Excessive applications of any means to the attainment of~""''' 
d . d d to' ld iI' . . hin . any_. any en are m ee sure )'leIIDIDIS g returns m 01 p~ ... 

every branch of business; and, one may say, in all the affairs:::::':.but 

of life:JWe may take eome additional ex~les of a principle t:ni. 
that has already been illustrated". In the manufacture of miniahing 

. hin II b d f . R ....... seWIng mac .. eome parts may we e ma e 0 cast llOn; laad in 

for others a common kind of steel will suffice; there are ~ .. 
yet others for ~hichaspecially expensive steel-compound ~ :::U:n, 
needed; and all parts should be finished off more or less bo ....... 

smoothly, so that the machine may ..-ork easily. Now if any ;~: 

1CQ1e; II for instanc:e &be lUb&ti&ution of It.eam-power for band-power in • cmtaiD. 
faetooryj and in that. cue tbere would. be • oer1ain element. 01 uncutaint.,. and riU 
in &be change. Sueb breaches of eont.iouiLJ' are however ineritable both m 
pl'OdUCtJOD and consumpwoD if we regard the action of lingle iodiriduals. Bu' u 
Lbere is a eontinuoUB demand in :l large marker. for hats and wat.cbes and wedWnc 
cakes. t.bough DO individual. buys many of t.laem (eee llL m 6),10 &he ... will always be 
\radIII in .hieb IIIl8JI buain_ are most. eeanomically conducted. wiltlout. ateam· 
power, and larger busiDeesel wiLb; while businesses 01 iIIt.ennediat.e size ani OD 
.... margin. Again, eTeD. in large eltaLliahnumta in which Iteam is already in uee. 
&heN "ill always be .ame t.hingl done b,J' hmd·powv which ani done by .t.eam. 
power elsewbere; and 10 on. 

• See p. 387, and Mathemat.ieal NOM XVI. See also other mustraMODI ill 
V. n, YIL A further illuakatioD. 01 &be relation bet.WMD. the wages of &he 
marginal iIh@pherd, and· &he .. prodUC&; 01 hia labour will be worked. out. in 
de .... iI in VL L '1 . 

• See V. 19. 4: .. alIo &be note OD. YOO Thiinen, balow, P. 623. 
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V,mI,4. one devoted a disproportionate care and expense to the 
selection of materiaJs for the less important uses, it might 

--...... truly be said that that expenditure was yielding a rapidly 
"diminishing return; and that he would have done better 

to give some of it to making his machines work smoothly, or 
even to producing more machines: and the case might be 
even worse if he devoted an excessive expenditure to mere 
brilliancy of finish, and put low grade metaJ to work for 
which a higher grade was needcd. 

This consideration seems at first to simplify ""conomic 
problems; but on the contrary it is a chief source of difficulty 
nnd confusion. For though there is some anaJogy between 
all these various jendencies to diminishing return, they yet, 
are not identical~Thus the diminishing return which arises 
from an ill-proportioned application of the various agents of 
production into a particular task has little in common with 
that broad tendency to the pressure of a crowded and growing 
population on the means of subsistence. The grest classicalj 

t Law of Diminishing Return has its chief application. not to1 
\ anyone particular crop, but to all the chief food crops. It 

tokes for granted that farmers raise, as a rule, those crops· for 
which their land and other resources are best adapted, account 
being taken of the relative demands for the severaJ crops; and 
that they distribute their resources appropriately between 
different routes. It does not attribute to them unlimited 
intelligence and wisdom, but it assumes that, taking one with 
another, they have· shown a reasonable amount of care and 
discretion in the distribution of these resources. It refers to 
a country the whole land of whiCIl is aJready in the hands of 
active business men, who can supplemen..t their own capitul 
by loans from banks wherever thoy can show it is likely to 
be well aI/plied; and asserts. that an increase in the total 
a!llount of capital·applied to agriculture in that country will 
jield diminishing returns of prod uee !n general. This state
menf1s akin to, but yet quite distinct from, the statement 
that if any farmer makes a bad distribution of his resources 
between different plans of cultivation, he will get a markedly 
diminishing return from those elements of expenditure which 
he has driven to excess. 

I 
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For instance, in any given case, there is a certain propor- v, .m,4. 

tion between the amounts which may with beet advantage 
be spent on ploughing and harrowing, or manuring. There 
might be some differences of opinion on the matter, but only 
'within narrow limits. An inexperienced person who ploughed 
many times over land, which was already in fairly good 
mechanical condition, while he gave it little or none of the 
manure which it was craving, would be generally condpmned 
as having so over applied ploughing as to make it yield 
a rapidly diminishing return. But this result of the mi .... 
application of resources has no very close connection with 
the tendency of agriculture in an old country to yield a. 
diminishing return to a general increase of resources well 
applied in cultivation: and indeed oxactly parallel cases can 
be found of a diminishing return to particular resources when 
applied in undue proportion, even in industries whjch yield 
an increasing return to increased applications of capital and 
labour when appropriately distributedl • 

I See above IV. In. 8; and Carver, .DUtn7.n~itm 0/ WealIA, ch. n., and aboTo 
tootnota on pp. 319, 820. Mr J. A. nobaon iI a 'rigorous and IlUgge8Uv. writer on 
t.bo realistic Ilnd aocwaides 01 economiCII: bu., 81 a crit.ic of Ricardian doet.rines. 
he ia perbap. apt'" underrau, fobe difficuU,. of the problema which bo discusses. 
Ho &rgUee that. if the marginal applico.tion of any agent; of production be curtailed, 
that. willao disorganize production that every other agent. will be working '" less 
effect Lban befOl'ei and that. therefore tbe total reaulLing loaa will include not only 
the t.rue marginal product of that agen" but also a part; of the products due 
to the ot.her agenta: but he appean to bave overlooked the following points:
(1) Then are fol'CM conatantly at. wort tending .0 to readjust the distribution of 
reIOUI'CeI between their different usea, that any maladjustment will be arrested 
before it b .. cPli,e far: and the argument dOflll not profess to apply to e:ccept.ional 
caaBI of mIent mallldjUlltment (2) When the adjustment il8Uch 88 to give t.he best. 
results, a Ilight change in tbe proportions in which thoy are applied diminiahes 
the emciency of that adjustment. by a quantity which iI ftry small relatively to 
tha.t chlln~in t.echnicallanguage it is 01 "the second order of amall."-; and 
it. may therefore be ncglecf.ed rela.tively to t.ha.t change. (In pure mathematienl 
phmse, efIlciency being regarded .. a function of t.he propOrtiOlUl of the agents; 
when the efficiency iI at ita mazimum, its ditJerent.ial coefficient with regard k> 
any one of these proPOrtioDl it zero.) A' graTe error would theret«re have been 
involved, if any allowance had been made for thOle element. which Mr Hobson 
aatertA to have been overlooked. (3) In econom.ics, .. in physiCS, changes are 
generally eontinuoUl. Convulsive changes may indeed. oecur, but they. Qlust be 
doalt wit.b separately: anc:l an iUUlLration drawn from a convulsive change can 
throw DO true light on t.he proeell8l of Donnlll .teady evolution. In the particular 
problem belore ua, &hill precautiOD .. of .pecial import.ance: fot a violent check 
to the IUpply of anyone agent of production, mRy easily render the work of all oth~r 
agents pract.ien11y useleuj and therefore it may inOict a lou out of all proportion 
to lobe harm done by • amall check to the aupply of Lbat agent wben applied up 
to that marem. a' which Lbere waa doubt whelher the uva net product due to ., 
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v, VIR, 6. in man's service may be increased); while tbe supply of 
machines may be increased without limit. And this difier
ence reacts on the individual producer. For if no great 
new invention renders his machines obsolete, while there 
is a steady demand for the things made by them, they 
will be oonstantly on sale at about their cost of production; 
and his machines will -generally yield him normal profitq, 
on that cost of production, with deductions oorresponding 
to their wear and tear. 

Thua the rate of intereS't is a ratio: and the two things 
r which it connects are both sums of money. So long as 

capital is "free," and the sum of money or general pur
chasing power over which it gives command is known, the 
net money income, expected to be derived from it, can 
be represented at once as bearing a given ratio -(four or 
five or ten per cent.) to that sum. But wben the free capital 
has been invested in a particular thing, its money value 
cannot as a rule be ascertained except by capitalizing- the 
net income which it will yield: and therefore the causes 
which govern it are likely to be akin in a greater or less 
degree to those which govern rents. 

The
tral 

We are thua brought to the central doctrine of this :r:'( part of economics, viz. :-{:"That which is rightly regar<!~d 
group of' as int.eres~e' or (floatingr-capital, or on Dew invest

. chap..... n;-ents of capital, is-moii'iiroperly treated as a Bort of rent--
a .2~-r~ol!_~d_~!:~tIllents of capita!. And there is 
'10. 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 thua even the rent 
of land is seen, not as a thing by itself, but as the leading 
species of a large genua; though indeed it has peculiouities 
of its own which are of vital importance from the point of 
view of theory as well as of practico'.") 

l Thi. It.atementt is reproduced. from the Pn:J'ace to U1e 8m .U\ion 01 &he 
prosclIl' volume. t: J 



CHAPTER IX. 

MARGINAL COSTS IN RELATION TO VALUES. 
GENERAL PRINCIPLJ:S, CONTINUED. 

§ 1. THE incidents of the tenure of land are so complex: v, IX, 1. 

imd so many practical issues connected with them have Tho • 

raised controversies on side issues of the problem of value, =""W!: 01 

that it will be well to supplement our previous illustration :::::~per 
from land. We may take another from an imaginary com- =11 
modity so chosen that sharp outlines can be aBSigned to each!" an. 

stage of the problem, without inviting the objection that ::::.~':?' 
such sharp outlines are not found in the actual relations 
between landlord and tenant. 

But before entering on this, we may prepare the way for ,.;dM 
. ill t' dr fr h' 'd' f by ill"" usmg, 8S we go, us rations awn OlD t e mel ence 0 t.ratiODS 

taxation to throw side-lights on the problem of vallie. For t::tbe 
indeed a great part of economic science is occupied with ::J~': ' 
the difiusion throughout the community of economic changes 
which primarily affect some particular branch of production 
or consumption; and there is scarcely any economic principle 
which cannot be aptly illustrated by a discussion of the' 
shifting of the effects of some tax "forwards," i.e. towards 
the ultimate consumer, and away from the producer of raw 
material and implements of production; or else in the 
opposite direction, "backwards." But especially is this true 
of the claBS of problems now under discussionl. 

It is a general principle that if a tax impinges 0lshuun~ 
anythihg used by one set of persons in the p;oduction 0 ~,:::rb=t 
goods or services to be disposed of to other persons, th w..-da. 

jax tends to check production. This tends to shift a larg 

1 The IUbitance of t.hia aecLion it reproduced from. BDSWeII to queat.ioDl 
propooed by &be Royal ('ommj-ion 011 LocoI T ... U.u. See [C. 116281 1898. 
pp.1l1-)j8, 
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V, .z, L part of the burden of the tax forwards on to consnmem, 
and· a small part backwards on to those who supply the 
requirements of this set of producers. Similarly, a tax on 
the consumption of anything is shifted in a greatsr or less 
degree backwards on to its producer. 

IDc:id.... For instance, an unexpected and heavy tax upon printing 
of a tax 
on print- woul!l strike hard upon those engaged in the trade, for if 
iDg. they attempted to ~!i~ .. much, delllB!l!Lwouid fall 

v' I pff quickly: but the blow would bear unevenly ·on various 
clasees engaged in the trade. Since printing machines and 
compositors cannot easily find employment out of the trade, 
the prices of printing machines and wages of compositors 
would be kept low for BOme time. On the other hand, the 
buildings and steam engines, the porters, engineers, and 
clerks would not wait for their nnmbers to be adjusted by 
the slow process of natural decay to the diminished demand; 
some of them would be quickly at work in other trsdes, and 
very little of the burden would stay long on those of them 
who remained in the trade. tA. considerable part of the 
burden, again, would fall on subsidiary industries, such as 
those engaged in malij1lg jiaper and..ifll!l; because the market 
for their products would be curtailed. fAuthom and pub
lishem would also suffer a little ; because they would be forced 
either to raise the price of booksJwith a consequent diminu
tion of sales, or to see a greater proportion of their gross 
receipts swallowed np by costs. Finally, the total turnover 
of the boo~m would diminish, and they would suffer a 
li~ 

A"1oeaI SO far it has been aseumed that the tax spreade its net 
... on 
prinlUlg. very wide, and covem every placo to which the printing 

industry in question could be easily transferred.t.But, if 
the tax were only locs!, the compositors· would migrate 
beyond its reach; and the ownem of printing houses might 
bear a larger and not a smaller proportionats share of the 
burden than those whose resources were more specialited 
but more mobile.) U the locs! tax were uncompensated 
by any effect which tended to attract population, part of 
the burden would be thrown on locs! bakers, grocem, etc., 
whose salea wonld be diminished. 

I 
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C Next suppose the tax to be levied on printing presses. V, a,l. 
instead of on printed matter. In that case, if the printers A ~. 
had no semi-obsolete presses which they were inclined to ~~ 
destroy or to leave idle, the tax would not strike marginal 
production: it would not immediately a:tIeot the output of 

some elf the earnings 0Lth..,.l,ress",,_ on the waLto the owners, 
Printing., n.or there. fore.. its Pri.ce.. It wOul. d merely intercept I 
and lower the quasi-rents (lfthe presses. But it would not '" 
a:tIect the rate' ·of net Efits which waa needed to induce . 
peop"Ieto mvestfiiiid-capital in presses: and therefore, as . 
the old presses wore out, the tax would add to marginal 
e:xpenses, that is to eIpenaes which the producer was free 
to incur or not aa he liked. and. which he waa in doubt 
whether to incur.')Therefore the supply of printing would 
be curtailed; its price would rise: and new presses would 
be introduced only up to the margin at which they wonld ' 
be able, in the judgment of printers generally, to pay the 
tax and yet yield normal profits on the outlay. When this 
stage had been reached the distribution of the burden of 
a tax upon presses wonld henceforth be nearly the same aa 
that of a tu upon printing: excepting only that there would 
be more inducement to get a great deal of work out of each 
press. For instance more of the presses might be made to 
work double shifts; in spite of the fact that night work 
involves special expenses. 

We now pass to apply these principles of shifting of tues 
to our main illustration. 

S 2. Let us suppose that a meteoric shower of a few A Hu';!.ed 

thousand large stones harder than diamonds fell all in one:'': of 

place; so that they were all pioked up at once, and no ~'.:.': 
amount of search could find any more. These stones, able to :ti:::. .. dL 

cut every material, would revolutionize many branches of 
industry; and the owners of them would have a di:tIerential 
advantage in production, that would afford a large producer's 
surplus. This surplus would be governed wholly by the 
urgency and volume of the demand for their services on the 
one hand and the number of the stones on the other hand: 
it could not be affected by the cost of obtaining a further 
Bupply, becanse none could be had at any price. A cost of 
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V,IX,I. production might indeed infiuence their value indirectly: but 
it would be the cost of tools made of hard steel and other 
materials of which the supply can be increased to keep pace 
with demand. So long as any of the stones were habitnally 
used by intelligent producers for work which could be done 
equally well by such tools, the value of a stone could not 
much exceed the cost of producing tools (allowance being 
made for wear and tear) eqnally e.flicient with it in these 
inferior U888. 

The 
purchD88P 
would ex· 
JKlCtlhem. 

'" yield mt.erea' 
on lheU 
pn.:o. 

The stones, being 80 hard as not to be affected by wear, 
would probably be kept in operation during all ·the working 
hours of the day. And if their services were very valuable, 
it might be worth while to keep people working overtime, or 
even in double or triple shifts, in order to extract the utmost 
service from them. But the more intensively they were 
applied, the lees net return would be reaped flom each 
additional service forced from them; thus illustrating the 
law that the intensive working not ouly of land, but of every 
other appliance of production is likely to yield a diminjs1ling 
return if pressed far enough. 

'The total supply of stones is fixed. But of course any 
particular manufacturer might obtain almost as many as he 
liked to pay for: and in the long run he would expect his 
outlay on them to be returned with interest-{or profits, if the 
remuneration for his own work were not reckoned separately), 
just in the aame way as if he were buying machinery; 
the total stock of which could be increaaed indefinitely, 
so that its price conformed pretty closely to its cost of 
production. 

Bu'.U1e But when he had once bought the stones, changes in the 
~b';;'i.,:,e processes of production or of demand for the things made by 
:.';::17 their aid, might cause the income yielded by them to become 
:::::::.:t.om twice Bs great or ouIy half as great as he had expected. In 
r,vemed the latter case it would resemble the income derived from a 
'!':"ol machine, which had not the latest improvements and could 
:!':!f.... earn ouly half as much as a new machine of equal cost.G:rhe 

values of the .tone and of the machine alike would be reached 
by oapitalizing the income which they were oapable of 
earning, and that income would be governed by the net 

I 
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value of the services rendered by them. The income V,lx,9. 

earning power and therefore the value of each would be un';;;;;:
independent of its own costs of production, but would be ::;~:!t 
governed by the general demand for its products in relation 'dupplid" , epen en 
to the general supply of those products. But in the case of on coal. 
the machine that supply would be controlled by the cost of 
supply of new machines equally efficient with it; and in the 
case of the stone there would be no such limit, so long as all 
the stones in existence were employed on work that could 
not be done by anything else., 

This argument may be put in another way. Since any 
one, who bought stones, would take them from other 
producers, his purch",se would not materially aflect the 
general relations of demand for the services of the stones to 
the supply of those services. It would not therefore aflect 
the price of the stones; which would still be the capitalized 
value of the services which they rendered in those uses, in 
which the need for them was the least urgent: and to say 
that the purchaser expected normal interest on the price 
which represented the capitalized value of the services, 
would be a circular statement that the value of the services 
rendered by stones is governed by the value of those very 
services1• 

1 Such circular reuoningl are lOllletim. nearly barmleIS: but t.hey always 
tend &0 overlay and hide the real issues. And they are 8Omotimes applied to 
illegiUmate U88I by company promoteJ8; and. by advoeatea of apecia1 inloMelta, 
who dfllile to iD8uenC8 ihe COUlll of legislation in their own favour. For instance 
a semi-monopolistic: buainesI aggregation or Uust i8 often ··ovor-capitalized." To 
effect. this a time is cbOl8ll, at. which t.he branch of prociuct.ion with which it. is 
c:oncemed it aboormaUy prosperous: when perbapa lOJDe eolid flnna: are eaming 
fift.y per cent. De' on t.beir capital in a aingI& year, and &bUB making up to!' lean 
yean past. and too come in which tl:aeir receipte will do little more &baD. cover 
prime coaC& FinancieJ'l connected with t.he flOt.atiOD IOmetim. 8'fID. 6I'I'Ilng& 

that. the businesses to be offered to Ule public .blill have a good many orders to 
.6.ll at apecially favourable prices: the lou lalling on themselvM, or on other 
compBDiOIL which they controL The gaiDa too be eecured by lem.i-mollopoliBtic 
eeIling. and. poasibly by IOID6 further 8CODomi. in production Gre empbasized: 
and the atock of the truaL iii .~rbed. by the public. U ullirnat.ely object.ion to 
U1e ooDdud 01 ~e trust is raised, and espeeially to the atren".at,hening of ita aemi~ 
monopon.tJe position by • high tariff or aDy other public fayour, the answer ia 
giT8D. lila' the ahareholdem are receiving but. • medorate re'urn on their inyest,. 
meow. Such CMeI are not. unconunOD. in. America. In t.hia country • more 
moderate waIMing of the .toct of lOme mihmyl baa boen occasionally used 
!ndirectJy .. a defence of the Iharehold811 Rgtililst. • lowering of ratal, that. 
t.hreat.ena t.o .reduce dividendi on inftated. c:apiLai bolow what would be a fair 
NtWlt. 011. eolid capiLai. 

• )4 
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Next let us suppose that the stones were not all found 
at once but were scattered over the surfaoe of the earth 
on public ground, and that a laborious search might expect 
to be rewarded by finding one here and there13hen people 
would hunt for the stones only up to that point, or margin, 
at which the probable gain of so doing would iII the long 
run just reward the outlay of labour and capital involved; 
and in the long run, the normal value of the stones would 
be such as to maintain equilibrium between demand and 
supply, the number of the stones gathered annnally beinS{) 
in the long run just that for which the no!:"aI demand pric"'l 
was equal to the normal supply price. ') 

aad laaUy """Finally, let us bring the case of the stones into accord 
Ulalo iL can 
be in· with that of the lighter machinery and other plant ordinarily ,""""" . qui,llly. used m manufacture, by supposing that the stones were 
:::.~::' brittle, and were soon destroyed; and that an inexhaustible 
""'qui.kly store existed from which additional supplies could be obtained 
wom oui. . kI d ainl I Un . q wc y an cert y at a near y uniform cost., this case 

the value of the stones would always correspond closely to 
that cost: variations in demand would have but little in
fluence on their price, because even a slight change in price 
would quickly effect a great change in the stock of them in 

'\ the market. In this case the income derived from a stone 
(allowance being made for wear-and-tear) would always 
adhere cIo~rcst on its cost of production.) 

;':'~bo'\" § 3. This series o~ hy~otheses. stretches. continuously =_ from tbe one extreme m which the mcome denved from the 
.nth ... ta stones i. a rent in the strictest sense of the term, to the 
prop"" other extreme in which it is to be classed rather with interest 

on free or floating capital. \Un the first extreme case the, 
stones cannot be wom out or destroyed, and no more can 
be found. They of course tend to be distributed among 
the various uses to which they are applicable in such a way, 
that there is no use to which an increased supply of themj 
could be applied, without taking them away from some other 
use in which they were rendering net services at least as 
valuable. These margine of application of the several 1I8es 
are thus gOlJOf"M<l by the relation in which the fixed stock· 
of atonea s!.ands to' the aggregate of demands for them in 

I 
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different uses. )And the margins being_ thus govemed, the v, .. , 3. 

prices that will be paid for their use are indicated by the 
value of the services which they render at anyone of thoae 
margins. 

LA uniform talI on them, collected from the user, will ... din'hls 

lower their net service in each use by the same amount: it :::'.i!'!n 
will not affect their distribution between several uses; and the ow ...... 

it will fall wholly on the owner, after perhaps 80me little 
delay CBused by a frictional resistance to readjustments.) 

(At the opposite elItreme of our chain of hypotheses, the Attbe 
,.~ . kl d . kl d ced t o!.ber •• • stones per ..... 80 qUlC y, an are 80 qUlC Y repro u a 'reme .... 

about a uniform cost, that variations in the urgency and ~';cl'!. 
volume of the uses to which the stones can be put will be" ......... 0 ' 

. (or pro tal 
followed 80 promptly by changes in the stock of them avail· o.mo.ey 

able, that those services can never yield much more or much ~~uo. 
less than normal interest on the money cost of obtaining :-:::i.:i"A 
additional stones. In this caae a bnsineas man, when making upon USOrL 

his estimates for the cost of any undertaking in which stones 
will be used, may enter interest (or if he is counting his own 
work in, pro.fi/3), for the time during which those stones will 
be used (together with wear.and·tear), as part of the prime, 
special, or direct expenses of his undertaking.,,) A talI on the 
stones under these conditions would fall entirely on anyone' 
who even a little while after the talI had come into force, . 
gave out a contract for anything in making which the stonll8 
would be used. 

Taking an intermediate hypothesis as to the length of In~!" 
lif h th Ii 

me"." 
e of t e stones and e rapidity with which new supp 08 .Iag'" 

could be obtained; we find that the charges which the 
borrower of stones must elIpect to pay, and the revenue 
which the owner of the stones could reckon on deriving from 
them at any time, might temporarily diverge some way 
from interest (or profits) on their cost. For changes in the 
urgency and volume of the uses to which they could be 
applied, might have caused the value of the services rendered 
by them in their marginal uses to rise or fall a great deal, 
even though there had been no considerable change in the 
difficulty of obtaining them. And j[ this ri_se or fall, arising 
from variations in d!xn.and, and not frum va.riations in thl' 
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v,a.8. ~~_olthe stones, is likely to be great during the period of 
any particular enterprise, or any particular problem of value 
that is under discussion; then for that discussion the income 

[:::~ by the stones is to be regarded as more nearly akin 
" to a rent than to interest on the cost of producing the 

stones. A tax upon. the stones in such a case would tend to 
. . . sh the rental which people would pay for their use, 

and therefore to diminish the inducements towards investing 
ropital and effort in obtaining additional supplies. It would 
therefore check the supply, and compel those who needed 
the stones to pay gradually increasing rentals for their use, 
up to the point at which the rentals fully covered the costa 
of producing the stones. But the time needed for this re
adjustment might be long: and in the interval a great part 
of the tax would fall upon the owners of the stones. 

=~~ If the life of the stones was long. relatively to that process 
kllong Y of production in which the stones were used which was under c=::: discussion, the stock of atones might be in excess of that 
. ::l:r':" needed to do all the work for which they were apecially 
::~:! fitted. Some of them might be lying almost idle, and the 

owner of these stones might make up his estimate of the 
marginal price for which he was just willing to work without 
entering in that estimate interest on the value of the stones. 
That is to say, some costs which would have been classed 
as prime costa in relation to contracts, or other affairs, which 
lasted over along period, would be classed as supplementary 
costs in relation to a particular affair which would last but 
a short time, and which came under consideration when 
business was slack. 

It is of course just as essential in the long run that the 
price obtained should cover general or supplementary costa 
as that it should cover prime costs. An industry will be 
driven out of existence in the long run as certainly by failing 
to return even a moderate interest on capital invested in 
.team engines, as by failing to replace the price of the coal 
or the raw material used up from day to day: just as a man's 
work will be stopped as certainly by depriving him of food 
as by putting him in chaios. But the man can go on 
working fairlr well for a day without food; while if he is 
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p~t in chains the check to his work comes at once. So v, IX, 4-

an industry may, and often does, keep tolerably active 
during a whole year or even more, in which very little is 
earned beyond prime costs, and the fixed plant has "to 
work for nothing." But when the price falls so low that 
it does not pay for the out of pocket expenses during the 
year for wages and raw material, for coal and for lighting. 
etc., then the production is likely to come to a sharp stop. 
L This is the fundamental difference between those incomes !'I'd 'bo,. 

yielded by agents of production which are to be regarded :;,:~,; 
as rents or quasi-rents and those which (after allowing for ="on 
the replacement of wear-and-tear and other destruction) may:::':'i:1 
be regarded as interest (or profits) on current investments. to ~i. 
The <!iffer~n::.~ ... mental, but it is only one of degree) ::I:.ted 
Biology ten i ow that the animal and vegetable "PIlat. 

kingdoms have a common origin. But yet there are 
fundamental differences between mammals and trees; while 
in a narrower sense the differences between an oak tree 
and an apple tree are fundamental; and so are in a still 
narrower sense those between an apple tree and 8 rose busb, 

~
hOUgh they are both classed as r08acecB. "rhus our .centrall 

doetrine is that interest on free capit.§/ an~quasi-~llIlt '<>!1.!!.n 
old investmen! of capital shadlljnto one another gradually; '" 
even the rent of land being not a thing by itself, but the 
leading specie~ of a large genus1., 

§ 4. Again, pure elements are seldom isolated from all_nomi .. 
others by nature either in the physical or moral world. Pure ~:;:!~ 
rent in the strict sense of the term is scarcely ever met with: :":'~P'" 
nearly all income from land contains more or less import- :~-:.~tAl, 
ant elements which are derived from efforts invested in 'b.~ 
building houses and sheds, in draining the land and so on. :l.t by 

But economists have learnt to recognize diversity of nature .. , .... 
in those composite things to which th~ names of rent, 
profits, wages etc. are given in popular language; they have 
learnt that there is an element of true rent in the composite 
product that is commonly called wages, au element of true 
earnings in what is commonly called rent and so on. They 
have learnt in short to follow the example of the chemist 

I See abov .. p. 4l2. 
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V, 11<, ~r who seeks for the true properties of each element; and who 
is thus prepared to deal with the common oxygen or soda of 
commerce, though containing admixtures of other elements'. 

They recognize that nearly all land in actual use contains 
an element of capital: tha.t separa.te reasonings are required 
for those parts of its value which are, and those which are 
not, due to efforts of man invested in the land for the purposes 
of production: a.nd that the results of these reasonings must 
be combined in dealing with any pa.rticular case of that 
income which commonly goes by the name" rent," but not 
all of which is rent in the ·narrower sense of the term. Th~ 
ma.nner in which the reasonings are to be combined depends 
on the na.ture of the problem. Sometimes the mere 
mechanical "composition of forces" suffices; more .often 
allowance must be made for a quasi-chemical interaction' of 
the various forces; while in nearly all problems of large . 
scope and importance, regard must· be had to biological 
conceptions of growth. . 

2u" .. ;o. § 5. Finally a little may be said on a distinctioD that is 
bel...... sometimes made between .. scarcity rents" and "differential 
differential' , . I .. nle and' rents." In a sense all rente are BCarClty rents, and all rents . 
:::'tl . are differential' rents. But in some cases it is coDvenient 
:::!:;::td .. to estimate the rent of a particular agent by comparing ital 

1 Professor Petter seems to ignore tbiI Jessoa in m article OIl "The passing 
of the concept 01 rent" in t.he Quarlwly JOWfIal 0/ ECOMMic., May 1901, p. 419; 
when he arguee tha' "if only Uaoae t.hingI which owe nothing to labour are 
classed as land, I\Od if it ill then abOWD tIlM theIe ill DO material ~ in I8U1ed 
countri. of which Ulil ean be aid, it toUo .... t.bat everyt.hing mus\ be claIsed .. 
capital II Again he appeal8 to have missed Lbo true import of the, docl.rin. 
wbicb h. aoaaiIJ, "ben be _ (ib. pp. 423-8) againA "Enen.inn u \be /unda
mental atLribute of land, and ihe baaia of reo"''' The fad is that iy es:&em.ioD. 
(or rather the aggregat.e of "ita ~ace relat.iooaQ

) is ibe chief, &bougb DO' &be 
only property of land, wbich caWIM the income deriftd from. it (in _ old country, 
to contain II. large element of true NBS: and that the element of We reo" wbicb 
uiat.s in t.he income derived from land, or lbe '"rent of land" in t.be popular ute 
of &he term, is in practice 10 much mOle impoltan, &ban lilly oUleri U,aL it baa 
KiTeD. .. Ipooial character .. Lhe his\Orical development of Lha Theory of Ben, (lie 
above, p. 14:7). If meteoric .ton. of abeolu. hardness, in high demand and 
laeapahle of increase. bad played" moze imponan' parL in t.be economic hist.ory 
of t.be world &ban land, &ben \be eIemeo" of Vue rao' which aUracted. lbe chief 
at.t.ent.ion of eLuden", would have been aaaociated wir.b the propert.y of hardnes!J; 
and Lhia would have given a .pedal tone and character w the development of ibe 
Theory of Rent. But. neither utenaioD. Dor hardn_ iI .. hmdamen ..... ''''bu. 
at all Lhinp which yield. true rent.. Professor Fet.ter IlMIIDI abo w ban misled 
abo point of ~ c,nUal doclriDe u to ftIIlta. quui·1'eIlM and. in .... Ii" above. 



SCARCITY RENTS AND DD'FBRENTlAL REN'l'S . 
yield to that of an inferior (perhaps a marginal) agent, ,\!hen .v, a, s. 
similarly worked with appropriate appliances. And in other· -
eases it is hest to go straight to the fundamental relations of 
demand to the scarcity or abundance of the means for the -
production of those commodities for making which the agent 
is serviceable. 

Suppose for instance that all the meteoric stones in exist
ence were equally hard and imperishable; and that they were 
in the hands of a single authority: further that this authority 
decided, not to make use of its monopolistic power to restrict 

r production so as to raise the price of ita services-artificially, 
but to work each of the stones to the full extent it could be 
profitably worked (that is up to the margin of pressure so 
intensive that the resulting product could barely be marketed 
at a price which covered, with profita, ita expenses without 
allowing anything for the use of the stone). Then the price I 
of the servicea rendered by the stones would bave been 
governed by the natural scarcity of the aggregate output of 
their services in relation to th!l demand for those services; 
and the aggregate surplus or rent would most easily be 
reckoned ,"8 the excess of this scarcity price over the aggre
gate expenses of working the stones. It would therefore 
generally be regarded as a ~ity rent. But on the other 
hand it could have been reckoned as the diJferential excess 
of the aggregate value of the net services of the stones over 
that which would have been reached if all their uses had been 
as unproductive as their marginal uses. And exactly the 
same would be true if the stones were in the hauds of 
difterent producers, impelled by competition with one another 
to work each stone up to the margin at which ita forther use 
ceased to be profitable. 

This last instance has been eo chosen as to bring out the 
fact that the" diJferential" as well as the" scarcity" routes 
for estimatiag rent are independent of the existence of in· 
ferior agenta of production: for the difterential comparison in 
favour of the more advantageous uses of the stones can be 
made by reference to the marginal uses of good stones, as 
clearly as by reference to the use of inferior stones which are 
on ths margin of not baiag worth using at all. 
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V, "" L. On this connection it may be noted that the opinion that 
Tbe-;;;... the existence of inferior land, or other agents of production, 
:~~ tends to mee the rents of the better agents ie not merely 
ogen, ". d ... untrue. It ie the reveree of the truth. For, if the bad land no nuse. .... 
buUowe.. were to be flooded and rendered incapable of producing 
:::~~ of anything at all, the cultivation of other land would need 

to be more intensive; and thereIore the price of the product 
would be higher, and rents generaIIy would be higher, tban 
if that land had been a poor contributor to the total stock of 
produce') 

• ComP'" Cassel, Ihu R"'" .. , "'" ..a.. ~06eib_, p. 81. 
The- many miaconeeptiona. that; have appeared in &be wrilinp enD of able 

economisU, as to &he naLure of a quaai-l'8lIi. seem to arise from. an inadequate 
atteDt.ion &0 the diflerences boLwean Ibm periods and long in regard &0 value and 
eoaa ThUl it bu been aid. t.baI • quaai-reo.' ia ad "1IDDec8SaIy proB&, rIO and 
fob., it is uno pari. 0( co.t." Quai-leD' is correctly described as an no ............ .,. 

profit ill NgUd &0 alton period&, becauae no "8pCCW" OJ' "prime" CCMlY have to be 
ineumd I .. &be produclioa of • maohine UulI, by bypoobeoiJ, is ah.ody made ODd 
wailoing for ifB work. Bu' it; iI • neoossary profi.' in nprd &0 Lboea o&her 
(1UIIp1erneoWy) costa "Web. must. be incurred in &be long run in addil.ioD. kI prime 
COItI. and which in mille indust.riell, .. fur instance lUb-marine telegrapby, aftI 

nry much more fmponant thaD prime coeIL 1& ill DO p .... of COIIl under any 
commione:: bu& 'the coDl'h.len' upect.aLion of coming quasi-rents iI • ueceaary 
condiLion for the innstmen' of cap.iW in machinery, and tOJ' &be incurring of 
supplemeollry ..... _Uy. 

Again • quasi-ren, baa been described u • IOn 01 "conjuncture" OJ' "oppor
&unit.y" proB'; and, almOlt. in &be I8ID8 breaib, .. DO plOfit or interest a' aD, but. 
only a renL. For &be time being, il ill • conjuncture or oppodUDi'y income: wbile 
in the long run i' II uper&ed kl, and i' generaIl.r does, yield a DOl'Dlai raw of iD&el'eII' 
(or if earnings of DlaIlagemen.' are ClOUD*" in, of profi') OIl u.. lree capiW, lepr&

senl.ed. by a detiDUe aum of mODey Ula,l ..... iDna1ed in producing iL By de&oi'ioo 
tho nkl 01 iDt.ereI' if a peramt.age; Uut" iI a reIa~ion be~WMD no Dumbers (Ief 
abo ... p. 4.12). A machine iI Dol • Dumber: u ..... Ioe may be a ~iD Dumber 01 
pounds or doUan: but &hal value :is esWna.1.ed, unIest Lbe maebi~ be a DeW one, 
u &be aggregate 01 ias (dilcounMld.) earnings, or quui-ren&a. U &he maehiDe iI 
new. ita makers ban c:alcuIated. Ult,l Lhis aggrepw will appear ..., probable 
pweb ...... &be equinleDl or a price wbicb will repay &be makers for il: in ~, 
cue L!:tendon il is u • rule. IotA • coel price, .- • price wbicb. NpftllJ8U&s IlD 
aggregate 01 (discount.ed.) future ineomes. Bul wbeD t.he machine is old ad paniaU,. 
ot.oJele in paUern, &beN is DO c1c.e reIal.ioa be,ween itl nlue and iLl COS, of 
produclion: itl nl. it &bea. limply &he agRI'ep" of &be discouu.&ed. Ya1ueI of t.be 
fut.ure qUllli-reata, "Web it it ezpec&ed &0 eam. 



CHAPTER X. 

MARGINAL COSTS IN RELATION TO AGRICULTURAL 
VALUES. 

§ 1. WE now pass from general considerations to those v, %, 1. 

relating to land; and we begin with those specially applicable Agricu1· 

to agricultural land in an old country. . ~'~M.:h, 
Suppose, that a war, which was not expected to last f..":id1io 

long, were to cut off part of the food supplies of England. ""ur· 
Englishmen would set themselves to raise heavier crops by 
such extra application of capital or labour as was likely to 
yield a speedy return; they would consider the results of 
artificial manures, of the use of clod·crushing machines, and 
so on; and the more favourable these results were, the less 
would be the rise in the price of produce in the coming year 
which they regarded &s necessary to make it worth their 
while to incur additional outlay in these directions. But tho 
",ar would have very little effect on their action as to thoso 
improvements which would not bear fruit till it was over. 
In any inquiry then as to the causes that will determine the 
prices of corn during a ehort period, that fertility which the 
soil derives from slowly made improvements has to be taken 
for granted a. it then is, almost in the same way as if it 
had been made by nature.\.Thus, the income derived from 
these permanent improvements gives a surplus above the 
prilM or opuial costs needed for taising cxtra produce. But 
it is not a true surplus, in the same sense that rent proper 
is; i .•. it is not a surplus above the total costs of the produce: 
it is needed to cover the general expenses of the business) 

lTo speak more exactJy:-If the extra income derived 
from improvements that have been made in the land by its 

• 
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v, Z, bo individual owner is so reckoned as not to include~ any)enefit 
which would have been conferred on the land by the general 
progress of society independently of his efforts and sacrifices; 
then, a. a rule, the whole of it is required to remune
rate him for those efforts -and sacrifices. He may have 
underestimated the gains which will result from them; but 
he is about equally likely to have made an overestimate: 
If he has estimated them rightly, his interest has urged 
him to make the investment as soon as it showed signs of 
being profitable: and in the absence of any special reason 
to the contrary we may suppose him to have done this. In 
the long run, then, the net returns to the investment of 
capital in the land, taking successful and unsuccessful re
turns together, do not afford more than an adequate motive 
to such investment, If poorer returns had been expected 
than those on which people actually based their calculations, 
fewer improvemente would have been made. 

That is to say:-for periods which are long in compari
son with the time needed to make improvements of any 
kind, and bring them into fuJI operation, the net incomes 
derived from them are but the price required to be paid 
for the efforts and sacrifices of those who make them: the 
expenses of making them thus directly enter into marginal 
expenses of production, and take a direct part in governing 
long-period supply price. But in short periods, that is, in 
periods short relatively to the time required to make and 
bring into fuJI bearing improvements of the class in question, 
no such direct in1luence on supply price is exercised by the 
necessity thit such improvements should in the long run 
yield net incomes Bufficient to give normal profits on their 
cost. And therefore lOhen we are dealing with Buch periods, 
these incomes may be ~!mled as quasi-rents which depend 
on the price of the produce' • 

• or COUl'II &be eIlaraew and nten' of &he improvenumta dependl partly on 
the condiUonl of land t.enure, and the ent.erprise and. ability and command OYW 
capiW on the part of landlords and &enantl which existed .. the time and place 
iD queet.ion. In Iobia connection we &hall lind, "beD .. come 10 .&udy land 
tenure, lob" there are Jarp allowances to be made for 6be epeci{ll condi~ of 
ditJeftlot plru:ee. 

n may be DOted., bowe1'M', that -rent. proper II .timateet on the understanding 
Ulat. the o~ pro~ of Ihe lOll are unimpaired. And.ban \be income 



AGRICULTURAL PBODUCB AS A WHOLB 

\&e may conclude then:-(l) The amount of produce v,:r, 1." 
raised, and therefore the position of the m"l.rgm of cUltivation-Summuy 
(r.;:-the margin oHhepiOlitalileai>jiIlcaTlOn of capital and ~=o .. 
labour to good and bad land alike) are ~ governed by the :.-:.r.:.~ 
general conditions of demand and suppl:y. They are governed :'0 01 • 

on the one hand by d'l!!!..and; that is, by the numbers of the cultural 

population who consume the pro~uce, the inte~ty of their r.";!::~ 
need for it, and their means of paying for it; and on the In '.,!old _ - COUD_". 

other hand by sUJ!l!ly; that is, by the ext!1nt and fe~ty of 
the available land, and the nU@bers and res~urees of those 
ready to cultivate it. Thus cost_()f production, eagerness Of~ 
demand, margin of prod_uction, and price of the produce ". 
~ut!lallYJtove~_one anotherl and no circular reasoning is 
mvolved in speaking of anyone as in part governed by the 
others. (2) That part of the produce which goes as rent is V 
of course thrown on the market, anlits on prices,in just 
the same way as any other part. But e gener~ditions . 
of demand and supply, or their relations to one another, ars 
not affected by the division of the produce into th~ share of 
rent and the share needed to render the farmer's expenditure 
profi. table. The amount of that r'mt is not a govemin. g. ca. use~, 
but i. itself governed by the ferJii!ity of land, the price Qf the 
produce, and the position of the margin: it is the exceas 0 

the value of the total retnms whic» capital and labour appliedl .. 
to land do obtain, over those which they would have obtained 
under circumstances as unfavourable as those on the margin 
of cultivation. (3) If the cost of production were estimated 
for parts of the produce which~ot£Ome from the m~, 
a charge on account of rent would of course need to be 
entered in this estimate; and if this estimate were used in 
an account of the causes which govern the price of the 
produce; then the reasoning would be circular. For that, 
which is wholly an effect, would be reckoned up as part of 

derind from implOftll18DU iI regarded. &I .. quasi-rent, it; is to be understood 
&baa. they are kept up in full eftic.ieney: if t.bey are being deteriorated, the 
equivaien' 01 lobe injW'7 done to Lhem mUS\ be dedue&ed hom &be income t.bey 
are made to yHild before .. caD arrive aI. ~t. It'tI income wWch is to be regarded 
u &heir quasi-roo'-

That part. 01 &.be income which fa required &0 cover 1ftII8.!1Dcfo.Mar boara eome 
resemblance to Ii 1O,.lt1. wbich dOOI DO mon tlum. cover &be injW'1 done to • 
mine bJ' &akio& Ole ou& 01 iL 
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V, z,l. the cause of those things of which it is an effect. (4) T..b.e 
cost of production of the marginal produce can be_8ScertaiJuld 

Awnhout ieasoningin.-,"- circle.-The costo~<!.~'1tio.D 01 
\ lothet: pa~ of till! p~1uce_cannot-'. The cost of production 

on the margin of the profitable application of capital and 
labour is that to which the price of the whole produce tends, 
under the control of the general conditions of demand and 
supply: it does not ~~vern prier, but it focusses the causes 
which do govern pri.!'£) 

)3 •• rci'y § 2. !..It has sometimes been suggested that if all land 
--~ . . :1ua!;';!'" were equally advantageous and all were occupied, the mcome 
g;'::",,:!!Y derived from it would partake of the nature of a IIltlnopoly 
10 rent. rent: but this seems to be an error. Of course the land-

owners might conceivably combine to stint production, 
whether their properties were of equal fertility or not; the 
raised prices which would thus be obtained for the produce 
would be monopoly prices; and the incomes of the owners 
would be monopoly revenues rather than rente. But, with 
a tree market, the revenues from land would be rente, 
governed by the same causes and in the same way in a 
country where the land was all of equal advantage, as in 
those where good and bad land were intermingled' .") 

It is, indeed, true that if there were more than enough 
land, all of about the same fertility, to enable everyone to 
have as much of it as was needed to give full scope to the 
capital he was prepared to apply to it, then it could yield 
no rent. But that merely illustrates the old paradoJ[ that 
wqr, wh~~_bundant, has no market value: for though the 
services of some pllrt of it are essential to support life, yet 
everyone can get without effort to that margin of satiety at 
which any further supplies would be of .no service to him. 
When every cottager has a well from which he can draw as 
much water as he needs, with no more labour than is required 
at his neighbour'8 well, the water jn the wen by DO market 
value. But let a drought set in, 80 that the shallow wella ".-are exhausted, and even the deeper wells are threatened, 

. then the owners of those wells can exact a charge for every 
bucket which they allow anyone to draw for his own use. 

I Compare V. IL 6. 
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-The denser population becomes, the more numerous will v, .. 1I. 

be the occasiona on which such charges can be made (it >

being supposed that no new wells are developed): and at 
last every owner of a well may find in it a permanent source 
of revenue. 

I 
v In the same way the scarcity value of land in a ne\'{.Wh ... 

country gradually emerges. The early settler exercises no:':::'':,.y is 

exclusive priVilege, for he only does what anyone else is at :::~ecI, 
liberty to do. He undergoes many hardships, if not p~~!!...al :t.!":". 
dangers; and perhaps he runs some risks that the land may migrai;OD 

tum out badly, and that he may have to abandon hisimprov .... ~= 
menta. Dn the other hand. his venture may tum Ilut well; ==.:! 
the How of population may trend his way, and the value of p;~ ........ 
his land may soon give as large a surplus over the normal :OJ:,''''" 
rcmuneration of his outlay on it as the fishermen's haul does"
when they come home with their boat full. But in this there 
is no surplus above the rewards needed for his venture. He 
has engaged in a risky business which was open to all, and 
his energy and good fortune have given him an exceptionally 
high reward: anyone else might have taken the same chance 
as he did. Thus the income which he expects the land to 
afford in the future enters into the calculations of the settler, 
and adds to the motives which determine his action when in 
doubt as to how far to carry his enterprise. He regards its 
"disCounted value'" as profits on his capital, and as earnings 
of his own labour, in so Lar as his improvements are made 
with his own hands. 

A settler often takes up land with the expectation tha~ lk'n. 

the produce which it affords while in his possession, wil.!l!1I :"'.::~ .. 
short of an adequate reward for his hardships, his labour and :;:/~'::! 
his expenditure. 1ieTooks for part of his reward to the and \""01 
value of the land itself, which he may perhaps after a while ;:l'!J 
sell to some new-comer who has no turn for the life of a ......... 
pioneer. Sometimes even, as the British farmer learns to 
his cost, the new settler regards bis wheat almost as .. 
by.product; the main product for whicb be works is a farm; 
the title-deeds to which he will earn by improving the land: 
he reckona that its value will steadily rise, not through his 

I Oompuw m. •. a mel V.I'f'. 2. 
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v, z, a. own eftorla so much as through the growth of those comforts 
and resources, and of those markets in which to buy and in 
which to sell, that are the product of the growing public 
prosperity. 

This may be put in another way. People are generallY/ 
unwilling to face the hardships and isolation of pioneer , 
agriculture, unless they can look forward with &ome confi· 
dence to much higher earnings, measured in ~ of the \ 
necessaries of life, than they could get at home. Miners 
caunot be attracted to a rich mine, isolated from other 
convenieuces and varied social opportunities of civilization, 
except by the promise of high wages: and those who 
superintend the investment of their own capital in such 
mines expect very high profits. For similar reasons pioneer 
farmers require high aggregate gaina made up of receipts for 
the sale of their produce, together with the acquisition of 
valuable title-deeds, to remunerate them for their labour and 
endurance of hardships. And the land is peopled np to that 
margin at which it just yields gaina Wleguate for thjs pm:pqse, 
w~thout leaving any surplus for rent. when no charge is made 
{or the land. When a eliarge is made, inurugrstioiispieaF 
only up to that margin, at which the gaina will leave a 
surplus, of the nature of rent, to cover such charges, in 
addition to rewarding the pioneer's endurance. 

c~~~u' § 3. With all this it is to be remembered that land is 
oI'i'irlal but a particular form of capita! from the point of view of the 
l:diJdual individual producer. The question whether a farmer has 
prod...... carried his cultivatiou of a particular piece of land as far as 

he profitably can; and whether he ehould try to force more 
from it, or to take in another piece of land; is of the same 
kind as the question whether he ehould buy a new plough, 
or try to get a little more work out of his present stock of 
ploughs, using them sometimes when the &oil is not in a very 
favourable condition, and feeding his horsee a little more 
lavishly. He weighs the net product of a little more land 
against the other uses to 'which he could put the capita! 
Bum that he would have to expend in nrder to obtain it: 
and in like manner he weighs the net product. to be got by 
working his ploughs under unfavourable circumstances, against 
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that got by increasing his stock of plougbs, and thus working v; .. s. 
under more favourable ccnditions. That part of his produce \ -
which he is in doubt whether to raise by extra use of his 
existing ploughs, or by introducing a new plough, may be "" 
&aid to be derived from a marginal use of the plough. It 
pays nothing net (i.e. nothing beyond a charge for actual ,
wear.and·tear) towards the net inccme earned by the i 
plough. 

So again a manufacturer or trader, owning both land and 
buildings, regards the two as bearing similar relations to his 
business. Either will afford him aid and accommodation at 
first liberally; and afterwards with diminishing return, as he 
endeavours to force more and more from them: till at last 
he will doubt whether the overcrowding of his workshops or 
his storerooms is not so great a source of trouble, that it 
would answer his purpose to obtain more space. And wben 
he comes to decide whether to obtain that space by taking in 
an extra piece of land or by building his factory a floor 
higher, he weighs the net income to be derived from further 
investments in the one against that to be derived from the 
other. That part of his production which he just forces out 
of his existing appliances (being in doubt whether it would 
not be better worth his while to increase those appliances 
than to work so intensively those which he has), does not 
contribute to the net income which those appliane.. yield 
him. This argument says nothing as to whether the 
appliances were made by man, or part of a stock given by 
nature; it applies to rents and quasi-rents alike. 

But there is this difference from the point of view of ~i~ 
society. U one person has possession of a farm, there unlik ..... 

is less land for others to have. His use of it is not in ::.w:: • 
. addition to, but in lieu of the use of a farm by other ::, .. quasi

people: whe~eas if he invests in improvements of land or 
in buildings on it, he will not appreciably curtail the oppor
tunities of others to invest capital in like improvements. 
Thus there is likeness amid anlikeness between land and 
appliances made by man. There is uulikeness because land 
in an old ccuntry is approximately (and in 80me senaes 
absolutely) a permanent .. nti jiud .Ioek: while appliances 
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v, X, 4. made by man, whether improvements in land, or in 
buildings, or machinery, etc., are a flow capable of being 
increased or diminished according to variations in the 
effective demand for the products whiah they help in raising. 
So far there is unlikeness. But on the other hand there is 
likeness, in that, since some of them cannot be produced 
quickly, they are a practically fl-l 6Ioclc for .him periotla: 
and for those periods the incomes derived from them stand 
in the same relation to the value of the products raised by 
them, as do true rentsl • 

rm-::'ion § 4. Let DB apply these considerations to the supposition 
:.;::...: that a permanent tal[ is to be levied on .. com," in the sense 
:::~:" in which it was used by the classical economilts as short for :i: all agricultural produce. It is obvioDB that the farmer would 
P~.=in try to make the consumer pay some part at least of the tax. 
a But any rise in the price charged to the consumer would 

check demand, and thus react on the farmer.l In order to I decide how much of this tax would be shifted on to the 
consumer, we must study the margin of profitable ea:p8fl
ditu,.." whether that be the margin of a little expenditure 
applied to poor land and land far removed from good markets, 
or the margin of a large expenditure applied to rich land, 
and land near to dense industrial districts. "'\ 

1 The relal.ioDl between rent and profits ~"'aged the at.&ellt.ion of &he economista 
of &he lu, geDerat.ion; among whom may be lpeciaJly ment.ioned Senior aod Wil. 
Dermaon and Mangold" Senior aeemed almoa on the point of pereeiring t.bat. 
\be key 01 Lbe difficultly.,.. held. by &be element. of time: wI. here u elsewhere 
he eonf.eD.WKl himIeH wi&h auggest.iooa; he did DOt. WOJt &hem au.. u ... ,. 
(Pol;';"1 _y, p. l:!!)~ "I .. all uooIuI p_ &he diaOinciion 01 plOfi,. 
from Jell' C8UIIII U M)OD II UIe capiAl lram. which • gino ftI'V8D.UI arises bas 
......... wbelhor by gill or by iDheri_ &he properly at • perIOD .. wbOOB 
.bdiDenee and uel'liool it. did DO' ern U. crealion. If AgaiD, Mill .J'St PoIilicdl 
Beoteo.y, Book DL cb. •. 14, .. Ally dUl'crence iD. raY01.1r 01 cmtain producers or 
in layour of producaion in cenain c:ircuma&aneee is ~ lOurte 01' • gain. wbich 
1Il0ugh DO' coiled _I un1oso' paid perioWcaIq by ... perIOD .. anolbar, ia 
gonmed by Ian ent.irely u.e I8Dl8 wi&h it.» 

It. baa been wen oblerved Ula&; • apeculatol', who, withou' manipulatiDa pritel 
by fabe iaLeJligence or o~ aDlicipa&el &he fut.ure correc:t.l1'; aDd who 
makes bit gains by IhIewd purcb_ IIIld. __ OIl &be SLoct EzcbaDge ~ in 
Produce M"rke&a. l'Ulerally rend_ • publie eervU:e by pushiDg forward produelioa 
"here q ia wanted, ud npNDing i' where i' iI DO': but I.baa • ~_ iD 
Iao.d ill an old COUll...,. CaD. I8Ilder DO IUCb publie IerYice. beat... &be Rocli; of 
k&u.d iI flud. A' lobe bel, be em p1'8ft10' • aiM wilb II'" pcasjbilil.i.ea tram 
being devot.eJ. &0 inferior \1SeI in oonaequenoe of &be halw. ~ or ina
pecwdolil.7 01 &boet ill coo.t.to1 of U. , 
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(u only a little corn had been raised near the margin, a V,l<,4-

moderate fall in the net price received by the farmer would 
not cause a great check to the supply of corn. There would 
therefore be no great rise in the price paid for it by the 
consumer; and the consumer would bear very little of the 
tax. But the surplus value of the corn over its expenses 
of production would fall considerably.,,)The farmer, if culti-
vating his own land, would bear the greater part of the tax. 
And, if he were renting the land, he could demand a great 
reduction of his rent. 
e If, on the other hand, a great deal of corn had been 

raised near the margin of cultivation, the tax would tend to 
cause a great shrinkage of production. The consequent rise 
of price would arrest that shrinkage, leaving the farmer in 
a position to cultivate nearly as intensively as before: and 
the landlord's rent would suffer but little l .) 

t Thus, on the one hand, a tax which is so levied as to 
discourage the cultivation of land or the erection of farm 
buildings on it, tends to be shifted forward on to the con
sum ... of the produce of land.) But, on the other band, a tax 
on that part of the (annual) value of land, which aris .. from 
its position, its e:a:te~on, its yearly ~come of sunlight and 
heat and rain and air, cannot settle anywhere except on the 
landlord; a lessee being, of course, landlord for the time. 
This (annual) value of the land is commonly called its 
.. original value" or its .. inherent value"; but much of that 
value is the result of the action of men, though not of its 
individual holders. For instance, barren heath land may 
suddenly acquire a high~~ne!!9-~lVth of an in
dustrial population near it; though its owners bave left it 
.. ,- -~-- - .-.-- -~ * 

untouched as it was made by nature. It is, therefore, Tho pobli. 
. W~~ 

perh~p8 mo~_ ~rrect to cal~ this part of tltry aDnuI] ytT~IA Of 1~ __ 
land Its "~ltC val...,"; while that part which can be traced .' 
to the work .;n;r;;;rtlay of its individual holsJers may be called . 
its "private vWue." The old terma "inherent value" and 
"original value" may however be retained ~eral use, -. 

1 Of eoune \be adjustments of reD' to the kue economic surpJus from ib.. land 
are iD pract.iee 110w and irregular. These ma.t.tem are cli!cus:!Ied in VL IX. and :1'., 
and abe incidence of • t.u on grain under OOl'IAin raLbel arbitrary allUlDpt.iona ill 
,t.uJied in .,me de&ail in A.ppendiz K. 
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V, ",II. with a note of caution as to their partial inaccnracy. And, 
using another term that has precedent in its favour, we 
may speak of this annual pnblic value of the land as .. true 
rent." 

CA. tax on the pnblic _value of land does not greatly diminish 
the inducements to c-u1tivate the land highly, nor to erect 
farm buildinga on it. Such a tal[ therefore does not greatly 
diminish the supply of agricultural produce oftered on the 
market, nor raise the price of produce; and it is not therefore 
shifted away from the owners of land.) 

Implicilos- This assumes that the true rent of land on which the tal[ 
=P:."' is levied is assessed with reference to its general capabilities, 
::.: to and not to the special use which the owner makes of it: its 
=oabl1 net prodnct is snpposed to be that which could be got by 
.... un.. a cultivator of normal ability and enterprise, turning it to 

ReiatioDi 
be ...... 
marginal 
coet.sand 
n.luefor 
anyone 
kind 01 
agrt. 
cuJ.uroI 
produce. 

good account to the best of his judgment. U an improved 
method of cultivation develops latent resources of the soil, so 
as to yield an increased return mnch in excess of what is 
required to remunerate the outlay with. good rate of profits; 
this, excess of net return above normal profits belonga properly I ~ 
to true rent: and yet, if it is known, or even expected, that 
a very heavy special tal[ on true rent will be made to apply 
to this excess income, that expectation may deter the owner 
from making the improvement'. 

§ 5. A little has been said incidentally of the com
petition between difterent branches of industry for the same 
raw material or appliances for pioduction. But now we 
have to consider the com petition between various branches 
of agriculture for the same land. This case is simpler than 
that of urban land; because farming.is a single business so far 
as the main crops are concerned; though the rearing of choice 
trees (including vines), flowers, vegetables ete. affords scope 
for various kinds of specialized business ability. The classical 
economists were therefore justified in provisionally supposing 
that all kinds of agricultural produce can be regarded as 
equivalent to certain quantities of corn; and that all 
tho land will be used for agricultnraI purposes, with the 

• The uamplion of ncant bWldioa Iuul from &uti OIl ill full ..... IIIarda 
buiJdlaa. tIeo APl1"dU 0. 
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exception' of building sites which are a small and nearly v. _. 6-

fixed part of the wbole. But when we concentrate our· 
attention on anyone product, as for instance, hops, it may 
seem that a new principle is introduOlOd. That is however 
not the case. Let us look into this. 

Hops are grown in varying rotations with other crop.; Tb\': 
and the farmer is often in doubt whether he shall grow hops :::"":!'!:."l 
or something else on one of his fields. Thus each crop strives ~; • .'! 
against others for the p088ession of the land; and if any one ~.~:_ 
crop shows signs of being more remunerative than before .tIiO~ m 
relatively to others, the cultivators will devote more of their =~,';; 
land and resources to it. The change may be retarded by Pn:-~~~~;. 
habit, or diffidence, or obstinacy, or limitations of the :fo~u1:"" 
cultivator's knowledge; or by the terms of his lease. But it general 

will still be true in the main that each cultivator-to recall 
once more the dominant principle of substitution-" taking 
account of his own means, will push the investment of capitol \ 
in his business in each several direction until what appears in ; 
his judgment to be the margin of profitableness is reached;' 
that is, until there seems to him no good reason for thinking 
that the gains resulting from any furthe~ investment in that . 
particular direction would compensate him for his outlay." 

Thus in equilibrium, oats and hops and every other crop 
will yield the same net return to that outlay of capital and 
labour, which the cultivator is only just induced to apply. 
For otherwise he would have miscalculated; he would have 
failed to get the mazilllum reward which his outlay can 
be made to yield: and it would still be open to him to 
increase his gains by redistributing his crops, by increasing 
or diminishing his cultivation of oats or 80me other crop' • 

• In 10 lar .. \he farmu is producing nw material, or even human food. for 
marka'" hit diAribuw,n of reaouroes bet.ween different WIEII II • problem of 
bUliDeu economy: in 80 tar III he is producing for bis own domesUc·conaumpt.ion. 
it ii, in pan at. least.. • problem of domestic economy. Compare above V. IV. t. 
n may be added. Iobato 'Note Xl Y. io Lhe Ma&hemat.ieal Appendis emphaaizes the 
fact. that. t.bat. diatribuLioo of outlay bet.ween diflerent. enterprises. wWcb wiD give 
, maximum aggregate return, is bed by t.he aame let. of equatoioDl as that. tor lobe 
Umilar problem in domeeUe economy. 

Mill (PrW:iplu, UL lEVI. 2), when diacuselng "joint. producta,n obeerved that 
all qUl!ll~ relating to the competi'ioD of ClOp' for Ule poueaaion of puticuJar 
aoik are oomplicated by &he rot.at.io.a 01. CIOpi and IimUar C8.WIM; aD. int.ricat.e 
debil and cndit. KCOUD.t. br doub .. enVy ~ &0 be kept bet.ween the "uio"" 
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V, Z, Ii. This brings us to consider taxation, in reference to the 
Comp./J. ,competition of difierent crops for the nse of the same land. 
~;ft~::'t Let· ns suppose that a tax is impoeed on hops, wherever 
:"7!!::: grown; it is not to be a mere 10caJ ~te or tall:. The farmer 
!an~' the can evade a part of the preasure of the tax by lessening the 
~=al intensity of his cultivation of the land which he plants with 
::'~OD hops; and a yet further part by substituting another. crop 

on land which he had proposed to devote to hops. He will 
have recourse to this second plan in so far as he considers 
that he would get a better result by growing another 'crop, 
and selling it free from the tax, than by growing hops and 
selling them in spite of the tax. In this case the surplus 
which he could obtain from the land by growing, say, oats 
upon it would come ,into his mind when deciding where to 
set the limit to his production of hops. But even here 
there would be no simple numericaJ relatio!l between the 
surplus, or rent, which the land would yield under oats, and 
the marginal costs which the price of hops must cover. And 
a farmer whose land produced hops of exceptionally high 
quality, and which happened to be in good condition at the 
time for hops, would have no doubt at all that it was best 
to grow hops on the land; though in consequence of the tax 
he might decide to curtail a little his expenditure on it'. 

membal'l 01' the rota~ion. Prst!t.iee ~d abrewd instinct. euble the farmer &0 do 
tbia fairly welL The whole problem might. be upreased in simple mal.bematical 
phruaa. B~ ibey would be tedious, and perhapa unlruitluL They would 
thenll'ore no' be l81Ticeahle, 10 long 81 t.hey cemained abstract; though they 
belong to .. eM which ma,. ult.imat.el;y be of good uee in &be bigbv ~ience of 
agricult.ure, when \baa. hal advanced. tar enough &0 Gil in realisUc details. 

l II lor inlt.anQl be reckoned t.hat be eQuld geL .. surplus of £JO aboTe hll 
ezpensee (oiber &ban ND.'" in apite of Yle u.z: by growing hops, and. .. surplus of 
only £20 above aimUar upenaeI by growing any oLher ClOp, it. could. BOt. be t.ru1y 
laid that. Ute rent. which &be fte1d could be made to yield by growing o&her crops, 
"ent.ered into" the marginal price of oats. But. it. is easier to inWpret. the 
cIaaaicaI doeUine tha' II Reo' doea no' eo&er into c:on of produdioQ OJ in a __ 
in whicb it is DO' 'rue, and to tcOJI u it.. tbaa in lobe I8DII in wbicb i' ".. int.eoded 
and is t.rue. It. aeema bas, ,1weI0I8 to aYOid the pbrue. 

The orWn"'1 man is offended· by .. old pbraae that rent d.,. DO' en&er into 
t.be price of OaLlj wben he sees tha' an inCl'NIO in the demand ror land rw o~ 
UlIeI, manifeaLl itaelf in a riae of lobe reng! nlue of all land in. &he oeigbbourbood; 
luavea leal laod fr. fOf IIfOwing oa&8i eon.teqUeDU, mat. it wort.b while to 
tOlCll larpr eropa of oat. out of lobe remaining oa .... 1and. and Iobua __ the 
marginal UJlenIM 01 oate and theU price.. .A riae in rent does 8II'ft .. a medium 
through which the IJ'Owina lCIJ'Ci',. 01 land available to!' bor- and olober prodtlCll 
nbt.nulel IYelI on hia nowee; and i' ia no' wonh 1I'bUe &0 try &0 force him to 10 

I 
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Meanwhile the tendency towards a general restriction in v, z, S. 

the supply of hops would tend to raise their price. U the Contraa, 

demand for them were very rigid, and hops of adequate :-;'':I 
quality could not easily be imported from beyond the range ::::~ocal 
of this special tax, the price might rise by nearly the full bop .. 

amount of the tax. . In that case the tendency would be' 
checked, and very nearly as much hops would be grown ae 
before the tax had been levied. And here, as in the case 
of a tax on printing, recently discussed, the effect of a local 
tax is in strong contrast to that of a general tax. For 
unless the local tax covered most of the ground in. the 
country on which good hops could be grown, its effect would 
bl! to drive them beyond its boundary: very little rev~nue 
would be got from it, local farmere would sufIer a good deal, 
and the public would pay a rather higher price for their hops. 

§ 6. The argument of the last section applies, so far as A1'g".'ftentl 

ehort periods are concerned, to the earning power of farm- :''b!' to 

buildings and to other quasi-rents. When existing farm- :'b~~~':.:O 
buildings, or other appliances which could be used in pro- oIaaiDglo 

ducing one commodity are diverted to producing another :~~d~ 
. to quaa-

because the demand for that is such as to e'lable them to earn .... 01 

a higher income by producing it, then/or 1M time the supply =-~;:;?~
of the first will be less, and its price higher than if the 
appliances had not been able to earn a higher income by 
another use. Thus, when appliances are capable of being 
behind th818 ~ptDml of UlII change in condiUoDI to \he truly operative eauaes. 
11. is therefore ine:r:pedient to say t.ha& 1.be rent of land does not. enter into Lbeu 
price. But it. is worse than ~ezpedient to 1&1 Utat the rent of the land dOel 
eDIM inti? their price: t.hat is false. 

So...,. ISO (P .. I..,. to T",." ., PoIitkol -r, p: no): "U land 
whieh hal been yielJing £2 per acre rent, as pasture, be p10ughed up and UI8d. 
for railing wheat, must Dot the £l per acre be debited against the upeuM 
of prodUCt.iOD of wheat?" The BIlIwef II in the negative. For t.here is DO 

connection bel.ween this particular awn of £2: and the ezpensell of product.ion 
of that wheat which only just paJ'll it.l '"'y. What. mould be aid is~··WheD. 
land capable of boing used (or producing ODe eomm.odity is uaed for producing 
anoUler, Lbe price of Lbe fin, is raised by u.. consequent. limitat.ion of if.l field. 01 
product.ion. The price of t.he aecond will be the ozpenaea ot producfoioD (Wapi and 
proftt.a) of that pnn ot it wbieh only just. p.ya its way, that which i.e produced. on 
the margin of protit.ab1e upenditwe. And if for the pwpoaes of any particular 
argwnenl. we \ake togeLber u.. whole upeMel of the productioD on thllt. land, 
and divide Lh_ amoDg the whole of the commodity produced; t.h1lD. the ren' 
which we ough' \0 count in is no' t.hat which I.be land would pay if uaed. fot 
producing the fin, oommodit.1, bu' that. which it doae pa1 when uaed for produciDg 
UMI MCOIld." 
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MARGINAL COSTS IN RELATION TO AGRICULTURAL VALUES 

used in more than one hranch of agriculture, the marginal 
cost in each branch will be affected by the extent to which 
these appliances are called off for work in other branches. 
Other agents of production will be pUshed to more intensive 
uses in the first branch, in spite of a diminishing return: and 
the value of its product will rise, because only at a higher 
value will the price be in equilibrium. The inczeased earning 
power of the appliances due to the external demand will 
appeu to be the cause of thie increase in value: for it will 
cause a relative scarcity of the appliances in that branch of 
production, and· therefore raise marginal costs. And from 
this stetement it appears superficially to be a eimple transition 
to the statsment that the increased earning power of tIre 
appliances entsr into those costs which govern value. But 
the transition is illegitimate. Them will be no direct or 
numerical relation be1;ween the increase in the price of the 
first commodity and the income that the appliances can earn 
when they have been transferred to the second industry and 
adapted for service in it. 

Similarly, if a tax be put on factories nsed in one industry, 
some of them will be diverted to other industries: and con
sequently the marginal costs and therefore the values of the 
products in those industries will fall; eimnltaneousIy with 
a temporary fall in net rental values of factories in all uses. 
But these falls will vary in amount, and there will be no 
numerical relation between the fall in the prices of the 
product and in these rents, or rather quasi-rents. 

These principles are not applicable to mines, whether for 
short periods or for long. A royalty is lIot a rent, though 
orten so called. For, except when mines, quarries, etc., are 
praotically inexhaustible, the excess of their income over 
their direct outgoings has to be regarded, in part at least, 
as the prioe got by the sale of stored-up goods--stored up 
by nature iudeed, but now treated as private property; and 
therefore the marginal supply price of minerals includes a 
royalty in addition to the marginal expenses of working 
the mine. Of oourse the owner desires to receive the 
royalty without undue delay; and the contract between 
him and the \essee often provides, partly for thie reason, for 
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the payment of a rent as well as a roy~ty. But the royalty v, z, 8. 

itself on a ton of coal, when accurately adjusted, represents 
that diminution in the value of the mine, regarded as a 
source of wealth in the future, which is caused by taking 
the ton out of nature' •• torehouse' • 

I See above. p. 169. AdlUD Smith is attacked by Ricardo for putting rent. 
on t.he aame footing with wages and profita as parts of (money) coat of produc~ion; 
and DO doubt he d08l thie sometimes. But yet he says elsewhere, .. Rent. it is to 
be observed entAus into ~e eompOL!!IIition of the price of commodities in a. different 
way from wages and pro8L. High or low ~uee and pro8t. are the C&UIIIII of high 
or low price: high or low rent. is the effect. of it.. It is bec8.use higb or low wages 
and profit must. be paid in order to bring a ptutieultLr eommodity to market that. 
iii price it; bigb or low, But. it. is because ita price is higb or low a great. deal 
more, or verJ' lit.tle more., or DO more t.hau what. is suf6cien' to pay those wogea 
and profits, that. it. &flom a high rent, or a low rent, or no rent at. all') (W~ 
0/ Nalitml, L %1'.) In ihia, as in maDy othar instances, he ant.icipat.ed in one 
part. of his writings truLhl which in other parfB he has seemed to deny. 

Adam Smith discusses the "price at. which coal8 can be sold tor any conaideJ'o 
able lime"; and eontendl Utat. tithe most; fertile mine regulates tbe price 01 
coals at aD other mintll in the neigbbourhood!' .. His meaning is not cleari but 
he doee not appear to be referring to any Wmporary underselling; and he seems 
to imply that the mines are leased at 80 much a year. Ricardo, following on 
apparenUy the .same lines, comes to the opposite conclusion that it "is the least 
lertile mine which regulates price"; which is perhaps nearer the t.tuth tban 
Adam Smith'. doctrine. But. in fact when tbe charge for the use of a mine ia 
mainly in the lonn 01 • royalty, neither proposition aeema to be applicable. 
Ricardo was technically right (or at. all eventa not definitely wrong) when he said 
t.hat reot doe! not enter into the marginal coa' of production 01 mineral produC4. 
But he ought to have added Lhat. if a mine ill not praew-cally inexbauaUbltt, the 
income deri"ed from it. iii parUy zent and partly royalty; and that tbougb t.he 
rent doee not, the minimum royalty does enter direcUy into the ezpensea incurNd 
on behaU 01 every part. of the pllXiuce, whether marginal or not.. 

The royalLy ia of course ea1culated in regard to those seams in the mine, which 
are neith&l' es:ceptionaUy rich and easy of working, nor exceptionally poor and 
diffieulL. Some I8&DlI barely pay the ez:penaes of working t.hem; and lOIIIe wWeb 
nm abort, or have a boo faul~ do Dot even Dearly pay· the wages 01 the labour 
_pent on them. The whole argument however implicitly BSSUmtll the conditioDi 
of AD old country. Professor TalWig ia probably right wben, baving in view the 
eircumataDcel of a Dew country (Priwciplu, II. p. 96), be "doubts whether any 
payment at all can be teCured by the OWD6J' of the very poorest mine. II88UDlina 
be hal done nothing to develop It!' 
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CHAPTER XI. 

MARGINAL COSTS IN RELATION TO URBAN V ALOES. 

§ 1. TUB last three chapters examined the relation in 
which cost of production stands to the income derived from 
the ownership of the .. original powers" of ISd and other 
free gifts of nature, and also to that which is directly due 
to the investment of private capital_ There is a third class, 
holding an intermediat!! position between these two, which 
consists of those incomes, or rather those parts of incomes 
which are the indirect result of the general progress of 
society, rather than the direct result of the investment of 
capital and labour by individuals for the sake of gain_ This 
class' has to be studied now, with special reference to the 
value of urban sites. 

We have already noted that, though nature nearly always 
gives a leBS than proportionate return, when measured by the 
IJmount of the produce raised, to increasing applications oJ 
capital and labour in the' cultivation of land; yet, on the 
other hand, if the more intensive cultivation is the result 
of the growth of a non-agricultural population in the neigh
bourhood, this very concourse of people is likely to raise the 
tHdue of produce_ We have seen how this influence opposes, 
and usually outweighs the action of the law of diminishing 
return when the produce is measured according to its value 
to the producer and not according to its amount; the culti
vator gets good markets in which to supply his wants, as 
well as good markets in which to sell, he buys more cheaply 
while he sells more dearly, and the conveniences and enjoy
ments of social life are ever being brought more within his 
reachl • 

I See IV. m. CL 



SITUATION VALUB Ht 

Again, we have seen how the economies which result from v, D, 1. 

a high industrial organization1 often depend only to a small In ;u
extent on the resources of individual firms. Those internal::: \0 

economies which each establishment has to arrange for itseU ulemal 
econonuea 

are frequently. very small as compared with those e:z:temal dep .. ds 

economies which result from the general progress of the ~~~~:. 
industrial environment; the situation of a business nearly ~ 
always plays a great part in determining the extent to which 
it can avail itseU of external economies; and the situation 
value which a site derives from the growth of a rich and 
active popnlation close to it, or from the opening up of rail- 1 

ways and other good means of communication with existing 
markets, is the most striking of all the influences which 
changes in the industrial environment exert on cost of pro
duction. 

(If in any industry, whether agricnltural or not, two 8 ........ 

producers have equal facilities in all respects, except that one ..u ... 
has a more convenient situation than the other, and can buy 
or sell in the same markets with less cost of carriage, the 
differential advantage which his situation gives him is th\l 
aggregaTe' of the excess charges for cost 01 ::arriage to which 
his rival is put.) And we may suppose that other advantages 
of ~n, such for instance as the near access to ~ur 
m~ket specially adapted to his trade, can be translated in 
like manner into money values. When this is done, and all 
are added together we have the money value of the 

.--advantages of situation which the firstbusiness has over 
the second: and this hecomes its special J1tualion 11<21 .... , if' 
the second has no situation value and its site is reckoned 
merely at agricnltural value.~he extra income whioh can be . 
earned on the more favoured site gives rise to. what may be 
called .. special situation rent: and the aggregate lite tIal .... 8i, ... I." 

of any piece of building lanCI is that which it would have if . 
cleared of buildings and sold in a free market. The" annual 
site value"-to use a convenient, though not strictly correct 
form or speaking-is the 'income which that price would" 
yield at the current rate of interest.)lt obviouaIy exceeds the 

I See IV. 1,-DlL 
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V. "'.11. special situation value, merely by.agricultural value: which 
is often an almost negligible quantity in comparison1• 

E.ceplion· § 2. It is obvious that the greater part of situation 
:::J:'b value is "public value." (See above, p. 434.) There are 
~~~.f". however exceptional cases, which call for notice. Sometinles 
~':'~ the settlement of a whole town, or even district is planned 
ailuallon;' on business principles, and carried out as an investment at 
i':.li'~~ the expense and risk of a single person or company. The 
:!~y~d movement may be partly due to philanthropic or religious 

ru ....... • 
tiona from. 
Saltaire 
and Pull. 
maoCU,.. 

motives, but its financial basis will in any case be found in 
the fact that the concourse of numbers is itself a cause of 
increased economic efficiency. Under ordinary circumstances 
the ciIllergains iUiBiiighom this efficiency would accrue to 
those who are already in possessioa of the place: but the 
chief hot'es of commercial success, by those wi;;, undertake 
to colonize a new district or build a new town, are usually 
founded on securing these gains for themselves. 

When. for instance, Mr Salt and Mr Pullman determined 
to take their factories into the country and to found Saltaire 
and Pullman City, they foresaw that the land, which they 
could purchase at its value for agricultural purposes, would 
obtain the special situation value which town property 
derives from the inlmediats neighbourhood of a dense popu
lation. And similar .coDBiderations have in1Iuenced those, 
who, having fixed upon a site adapted by nature to become 
a favourite watering-place, have bought the land and spent 

• If we .suppose &bat two 'anna. wbich aeU in lobe tame marteL, ret.um aeverally 
to equal appjicat.iolll of capital and labour amounta of produce, t.he Jint. of which 
uceeda the aecond by Iohe un con of carrying its produce to market, lobeD. .. 
rent. of the t.wo lam", will be the lame. (The capi&al and labour applied to U1e 
two fanna are here .supposed. to be reduced to the eame money meuure. or wbieb 
comes too t.be ladle Iohing, the two '1U'ID8 are auppoeed. kI have equally good. acee. 
t.o markefa in which to buy.) Again. U we auppOll8 u'a' two mineral .pringl .A. 
and B aupplying uacUy t.be lame water are eapable of being worked. each to 
an unlimit.ed. uten, a' a constant money COlt. of produdioaj &bill cod being, .. y 
'wopeoce .. bot.t.ie at. ..t wha.~ver \he amount. produced. by i\, and t.wopence haH
penny at Bj t.hen \h0l8 ptace. t.o which &be cot' of carriage per boule hom B iI 
a half-penny lest than lrom A, will be &he neut.ral moe tor &heir compeiit.ioo. (It 
the coa' 01 earriage be proportional t.o the dist.ance, tbil neuuaJ. SOlIe it a hyper
boll. of whieb A and B ate foci..) .4. can undef8ell B lor aU. p __ OD .4.'. aide ~ 

of it, and .,. ... .tc!j and each 01 &hem wiD be able t.o derive a monopoly leD' 
from the aaIe 01 ita produce within ilol own area. This ia a type 01 • great. many 
tancilul, but no' uninlt.rucUv&. problewa "bleb readily Iugpd t.bam8elvea. Com
palO .... TbUn ... •• brillianl_ iD D .. ~S_ 

'-
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large sn in developing its resonrcea: they have been v, ... lI. 
willing to "t long for any net income from their invest-
ment in t hope that nltimately their land wonld derive a 
high Bitna on valne from the conconrse of people attracted 
to it'. 

In aU snch cases the yearly income derived from the land 
(or at all events that part of it which is in excess of the 
agricnltural rent) is for many purposes to be regarded as 
profits rather than rent. And this is equaUy trne, whether 
the land IS that on which the factory itself at Saltaire or 
PnIIman City is built, or that which afiords a high" ground
rent" as the Bite of a shop or stere, whose situation will 
enable it to do a brisk trade with those who worlt: in the 
factory. For in such cases great risks have to De ZIIn; and 
in all undertakings in which there are risks of great losses, 
there must also be hopes of great gains. The !toimal ex
penses of production of a commodity must include payment 
for the ventures required for producing it, sufficient to cause 
those who are on the margin of doubt whether to venture or 
not, to regard the probable net amount of their gains-net, 
that is, after deducting the probable amount of their-Iosses
as compensating them for their trouble and their outlay. 
And that the gains resnlting from such ventures are not 
much more than sufficient for this purpose is shown by the 
fact that they are not as yet very common. They are how
ever likely to be more frequent in those industries which are 
in the hands of very powerfnl corporations. A large railway 
company, for instance, can found a Crewe or a New Swindon 
for manufacturing railway plant without running any great 
rislt:I , 

1 Casal nr thll kind al'ft of C!O\lIIIe mOlt frequent In nfl. eount.riM. BuL they 
are not. very rare in old countriee: Snltburn is .. eonspicuoUl inat.ance; while 
.. more recent. inltaDc:e of exceptional iDterelt. iI Jurnilhed b, Letcbwort.b 
Garden City • 

• Govemmentl have great. faciliti81 for carrying out achemea of thie kind, 
eapet'inUy in lb. matf.fJr of choosing Dew 8itel for gnlTison f.oWlll, arsenals, and 
Mf,ablilUunenla for the manufRCture 01 the materials 01 Wllf. 10 comparisons of 
the upenIM of produet.ion by Govemment. and by private finnI. the aitee of t.he 
Go.,.ernment. worD are often reckoned. only at. &heir agrieult.ural value. But IUCb 
.. plan il mieJ.eading. A private firm bill either &0 pay beavy annual chargeI on 
accoun' of iCe lit.&, or to NIl veq baa...., rilb if it t.ri. to make a town for ilolell. 
And &bentON iD order .., JI!O" thai. Oo~UDIDtIl' mlolllrpDleD' " 'or general 
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v, XI, II. Somewhat similar instances are those of a gronp of land· 
Imp..... owners who combine to make a railway, the net traffic receipts 
::lJ~~.\ of which are not expected to pay any considerable interest on ='ot the oapital invested in making it; but which will greatly raise 
the land· the value of their land. In such cases part of the increase 
=..t. of their incomes as landowners ought to be regarded as 

profits· on capital which they hav~ invested in the improve
ment of their land: though the oapital has gone towards 
making a railway instead of being applied directly to their 
own property. 

Other oases of like nature are main drainage schemes, 
and other plans for improving the general condition of agricul. 
tural o~wn property, in so far as they are carried out by 
the )!',Ii"!ners at their own expense, whether by private 
agr'l!l1llent or by the levying of special rates on them· 
seIves~ "iliJar oases again are found in the investment of 
capital by a nation in building up its own social and 
political organization as well as in promoting the eduoa· 
tion of the people and in developing its sources of material 
wealth. 

Thus that improvement of the environment, which adds 
to the value of land and of other free gifts of nature, is in 
a good many cases partly due to the deliberate investment 
of oapit&i by th~ owners of the land for the purpose of raising 
its value; and therefore a portion of the consequent increase 
of income may be regarded as profits when we are considering 
long periods. But in many cases it is not so; and any 
increase in the net income derived from the free gifts of 
Dature which was not brought about by, and did not 8upply 
the 'direct motive to, any special outlay on the part of the 

1 landowners, is to be regarded as rent for all purposes. 
ADaI~ Cases somewhat analogous to these arise when the owner 
::-t.~ of a score or more of acres in the neighbourhood of a growing 
:~::b'" town "develops" them for jluildiDg. He probably lays out 
Propeny, 

purpOlel II emelen' and economical II prinle m8Jl8R8llleat, • IuD du,,~ ouah' 
to be made iD. t.be balance-ebee. of OoTenUllelll factori. tot &be &own-value of 
their .iteL In thOM ucepUonaI bnneh. 01 production for which .. Go1"emmeal 
GaD found .. maoufaeturtng town without incurring the NU that .. prin. .. flnn 
would incur in .. aimilar .... tha' rom' or adyan&age mI., fairly be rectoaed II 
l1li uaumeD.' tor OoftllUlUlD." wule.rUkiq 6boIe partieular buain-. 
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the roads, decides where houses are to be continuous, and v, "', 8, 

where detached; and prescribes the general style of archi-
.' tectnre, and perhaps the minimum expenditure on each 

house; for the beauty of each adds to the general value of 
all.. This collective value, thus created by him, is of the 
nature of public value; and it is dependent;for the greater 
part, on that dormant public value, which the site as a whole 
derived from the growth ol a prosperous town in its neigh
bourhood. But yet that share of it which results from his 
forethought, constructive faculty and outlay, is to be regarded 
as the reward of business enterprise, rather than as the 
appropriation of public value by a private person. 

These exceptional cases must be reckoned with .• Bu~ the Bu' ~. 

general rule holds that the amount and charatteJlo, .the ~!:'!"_ 
building put upon each plot of land is, in the main (~11.bject to ~=!':.? 
the local building bylaws), that from which the mo~table u. ... te. 

results are anticipated, with little or no reference to its 
reaction on the situation value of the neighbourhood. In 
other words the site value of the plot is governed by caUSes 
which are mostly beyond the control of him who determines 
what buildings shall be put ,on it: and he adjusts his 
expenditure on it to his estimates of the income to be 
derived from various descriptions of buildings on it. 

§ 3. The owner of building land sometimes builds on it c ..... 
himself: 80metimes he sella it outright: very often he lets ~~m 
it at a fixed ground-rent for ninety-nine years, after which ~~~:~Ita1 
the land and the buildings on it (which by covenant must be building 

kept in good repair) revert to his succeBBor in title. Let us land. 

consider what governs the value at which he can sell the 
land and the ground-rent at which he can let it. 
(" The capitalized value of any plot of land is the actuarial 

.. discounted" value of all the net incomes which it is likely 
to .afford, allowance being made on the one hand for all 
incidental expenses, including those of collecting the rents, 
and on the other for its mineral wealth, its capabilities of 
development for any kind of busineSB, and its advantages, 
material, Bocial and IIIsthetic, for the purposes of residence.) 
The money equivalent of that social status and those other 
personal gratifications which the ownership of land affcrds, 
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v, D, 8. does not appear in the retUl'llll of the money income derived 
from it, but does enter into ita capital money valuel • 

Ground. Next let 08 consider what governs the "ground-rent" 
rents for 
1o~1"'" which the owner can obtain for a plot which he leta on, aay, 
:: .. ~ a ninety-nine years' building leaoe. The present diocounted 
i.,:'': ~!.. value of all the fixed money payments under that lease tends 
,;1 .. 81 ..... to be equal to the present capital value of the land; after 

deducting, firstly, for the obligation to return the land with 
the buildings on it to the successor in title of the present 
owner at the end of the lease, and secondly for the possible 
inconvenience of any restriCtiOO8 on the use of the land 
contained in the lease. In consequence of these deductions 
the ground-rent would be rather less than the "annual site 
valu& '·.pI the land, if that site value were expected to remain 
fixed thro't1ghout. But in fact the site value is expected to 
rise in.eoiisequence of the growth of population, and other 
causes: and therefore the ground-rent is generaIly a little 
above the annual site value at the beginning of the lease, 
and much below it towards the endS. . 

I The nlue 01 agricultural land w commonly upJ'8llled. .. a reriain Dumber 
of l.irneIlobe curren' money 1'BIlw, or in oUlar wonla a certaiD. "number of yeanI 
purchase" of 'hat rent.aJ.: and oLber f.biogI being equal it. wiD be &be higher, the 
more import.an' Uteae dired grat.i.6eationa are, sa well as &be grea&er &be cbance 
that. t.bey and Lb.e money ineome a1Icmled. by the land will rise. The number of 
yeara' purchase would be incna.sed also by an upect.ed. fall either ill &be hliure 
IlOtmnl ral.e of intenlli. or in Lb. purcbuing power 01 money. 

The diecounted woe of • very disMn' rise in llbe value 01' lzmd is much 11!1111 
t.b.an ia commonly auppoaed. For inst.allce, if we YU mteresl a' Jin per ceo .. 
(anL! bigber ra .. prevailed during the Middle Ages)., £1 invest.ed. at compuuod 
inl.eN.!lt. would amoWlt. to about. £17,000 In aoo years. and £40,000,000,000 in 
600 yeart. Therefore an ew.pendiwn by &be sa. 0.1: £1 in aecuring &0 iwU &be 
reve ... iOD 01 a rile in Lhe ",alue of land wbich came £oto operation now for the 
8.rs' Lime would have been .. bad ia:v"kmln" unlee:II t.be 'Value 01 tbat rise DOW 

uCf'etlet.l £17,000.. if the paymellt. w. made m years agoi if 000 yea ... ,,<-a too 
£.lO,OOO,OOO,OOO. This a8SWllei lba' it would bave beun JlOSlibJe &0 invest .. awu 
of t.his dirrumaion at five per cen'-: which of COWIe it woulJ DOL. 

I A few ai .... nJ.lIClI haft fa11en in districts whicb have been deserted. b, fuhioa 
or t.rade. Bu' on t.be ot.her blUld umuaJ. .i. Yaluee ban risen .., bf' man, tihlCII 
.. great .. the ground·reo" ill the case 01 Ian..! which was Iea.sed wben it bad. DO 
tpeciAl IIwatian nlue. but hal linea become .. chief centre of fashion. or of 
Hade: an..! all the mON if the leue W8t grant.ed in the 8m half 01 the eigbt.eenfob 
cent.ury, "beD gold. wu ~ and the !acom. 01 • cldSel 01 the people, 
meaaured in monoy, were~""1 1n,,~ The pt'eI8D.' diacouated. ·'Value 01 the fttum 
of property to &be IfOl1Dd landlord a bundnd Je&m baDce. which will ibeo be 
worth £1(00, iii '- perbape Ulan ill conunooly tulJpoaed. &.bougb t.be error ia no, 
80 INILt ... ill tfe CM8 of UltJcipatiOOI rao.a:iDI ... maGJ bwWred JMII. wbicb 
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Among the estimated outgoings on account of any V,:O, 40. 

building, which have to be deducted from its estimated 
gross yield before deciding what is the value of the privilege 
of erecting it on any given plot of land, are the taxes 
(central and local) which may be expected to be levied on 
the property, and to be paid by the owner of the property. 
But this raises difficult side-issues, which are postponed to 
Appendix G. 

§ 4. Let us revert to the fact that the law of diminishing Tho 

return applies to the use of land for the purposes of living :::~:: .. tl 
and working on it in all trades'. Of course in the trade of ::~ue 
building, as in agriculture, it is possible to apply capital too 01 lb. 

thinly. Just as a homesteader may find that he can raise ~d~C~. 
more produce by cultivating only a half of the 160 acres ::~d 
allotted to him than by spreading his labour over the whole, !:\l::" .. 
so even when ground has scarcely any value, a very low mODular 

house may be dear in proportion to its accommodation. But, =:ic::i'. 
as in agriculture, there is a certain application of capital and lure. 

labour to tha acra which gives the highest return, and further 
applications after this give a I ... return, so it is in building. 
The amount of capital per acre which gives the maximum 
return varies in agriculture with the nature of the crops, 
with the state of the arts of producllion, and witb the charac-
ter of the markets to be supplied; and similarly in building, 
the capital per square foot which would give the maximum 
return, if the site had no scarcity value, varies with the 
purpose for which the building is wanted. But when the 
site has a scarcity value, it is worth while to go on applying 
capital beyond this maximum rather than pay the extra 
cost of land required for extending the site. In places where 
the value of land is high, each .quare foot is made to yield 
perhaps twice the accommodation, at more than twice the 
cOlt, that it would be made to give, if used for similar 
purposes where the value of land is low. 

We may apply the phrase Ih. margin of building to that The 

accommodation. which it is only just worth while to get l:'~1:::.f 
ftltl diIi:!uaaed. in .. recen' note: if inteNlt be .. ken at tilree per cen~ U ill about 
£5Oj if u five per can'-. u w .. &be rule 1.hree 01 10ur pneratioQl ago, it; II 
bu,£8. 

I &It IV. m. t. 
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v, D, 4. from a dyen sif41, and w~would ~o.tJ?~1!0t from it if 
land were Ie ••• carce. To fix the ideas, we may suppose 

\ 
this accommodation to be given by the top floor of the 

" building1• 

By erecting this floor, instead of spreading the building 
over more ground, a saving in the cost of land is efleeted, 
which just compensates for the extra expenae and incon
venience of the plan. The accommodation given by this floor, 
when allowance has been made for its incidental disadvan
tages, is only just enough to be '\forth what it costs without 
allowing anything for the rent of land: and the expenses of 
production of the things raised on this floor, if it is part of a 
factory, are just covered by their price; there is no surplus 
for the rent of land. The expenses of production of manu
factures may then be reckoned as those of the goods which 
are made on the margin of building, so as to pay no rent for 
land. That is to say the rent of the land doe. not en:ter into 
that set of expenses at the margin at which the action of the 
foroes of demand and supply in governing value may be most 
clearly seen. 

'Suppose, for instance, that a person is planning a hotel or 
a factory; and considering how much land to take for' the 
purpose. n land is cheap he will take much of it; if it is 
dear h,e will take less and build high. Suppose him to 
calculats the expenses of building and working his establish
ment with frontages of 100 and 110 feet respectively, in ways 
equally convenient on the whole to himself, his customers 
and employees, and therefore equally profitable to himself. 

1 HoU1J81 bulli. in data are otr.en provided with a lit, which ia run at. &he expeD118 
of Lb. owner of the house., and in 8Uch casea. .i aU enD. in America, &be top 8001 
&Om.etim. le. f(n • higher rent Ulan anJ oUlar. H the .i. ill very valuable and 
&he law does no' limit &he height of biB bOUle in &.be in.red of biI aejgbboun.. be 
may build very high: but. .t. luI. be will reach the mURin of building. A, luI. be 
will find thaI. &he um. 8Xpenaee ~ foundaLioDI and t.hick ..us. and. for m. lin., 
$ogether with acme roault.ing deprec;!lLiOA of dle lower loors, make him _WId .., 
101e moftl tha.o. be gaiu by adding 0DfI more 800r; &he un aoc:omJIilodaUon 
which. il. only jUl' IrDlweJI his pwpoee to aupply iI then .., be mp.rded .... &be 
margin of building, eYeD. thougb Ill' poll rent. be greater for .. higher 800m 
t.bD.al tor thelonr. Compu. the foot.not.e on p. 168. • 

But. in Engla.nd byla."" reet.rai.n an individual from building eo high .. &0 
deprive his DeU' oeigbbowa of air and. Iighl. In &be COunJll of time abe. 
who build high will be forced to have • good. deal 01 free lpaoe about abeir 
bulhliDp; ODd IhiI will nuder ..., blab buildu.;. ... proaLaw.. 

I 
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Let him lind that the dillerence between the two plans, after v, D. 6. 

capitalizing future expenditure, shows an advantage of £500 
in favour of the larger area; he will then be inclined to take 
the larger if the land is to be got at less than £50 per foot of 
frontage, but not otherwise; and £50 will be the margina.! 
va.!ue of land to him. He might have reached this result by 
calculating the increased va.!ue of the business that could be 
done with the same outlay in other respects on the larger 
site as compared with the smaller, or again by building on 
less expensive ground instead of in a less favourable situation. 
But, by whatever route he makes his calculation, its chara<>-
ter is similar to that by which he decides whether it is worth 
his while to buy business plant of any other kind: and he 
regards the net income (allowance being made for deprecia-
tion) which he expects to get from either investment as 
standing in the same general relation to his business; and if 
the advantages of the situation are such, that all the land 
available on it can lind employments of dillerent kinds in 
each of which its marginal nse is represented by a capita.! 
va.!ue of £50 per foot of frontage, then that will be the current 
va.!ue of the land. 

§ 5. This assumes that the competition ~r land. for Tb~~om. 
. will buildin' ch I cali d f h f.""' ••• ' vanoUB uses cause g m ea 0 ty an or eae act.oriel, 

use to be carried up to that margin, at which it is no longer ::. 
profitable to apply any more capita.! to the same site. As .... I~.~ 
the demand for residential and business accommodation in .am. • 
a district increases, it becomes worth while to pay a higher 
and higher price for land, 'in order to avoid the expense and 
inconvenience of forcing more accommodation from the same 
ground area. 

For instsnce, if the va.!ue of land in, say, Leeds rises 
because of the increased competition for it by shops, ware
houses, iron works, etc.; then a woollen manufacturer linding 
his expenses of production increased, may move to another 
town or into the country; and thus leave the land on which 
he used to work to be build over 'With shops and warehouses, 
for wbich a town situation is more va.!uable than it is for 
factories. For he may think that the saving in the cost of 
land that he will make by moving into the country. together 

~ ~ 
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with other advantages of the change, will more than counter
balance ita disadvantages. In a discussion as to whether it 
was worth while to do so, the rental value of the site of his 
factory would be reckoned among the expenses of productiQn 
of his cloth; and rightly. 

But we have to go behind that fact. The general rela
tions of demand and supply cause production to be carried 
up to a margin at which the expenses of production (nothing 
being entered for rent) are so high that people are willing to 
pay a high value for additional land in order to avoid the 
inconvenience and expense of crowding their work on to a 
narrow site. These causes govern site value; and site value 
is therefore not properly regarded as governing marginal 
costa. 

Thus the industrial demand for land is in all respects 
parallel to the agricultural. The expenses of production of 
oats are increased by the fact that land, which could yield 
good crops of oats, is in great demand for growing other 
crops that enable it to yield a higher rent: and in the 
same way the printing-presses, which may be seen at work 
in' London some sixty feet above the ground, could afford 
to do their work a little cheaper if the demand for ground 
for other uses did not push the margin of building up so 
high. Aga41 a hop-grower may find that on account of the 
high rent which he pays for his land; the price of his hops 
will not cover their expenses of production where he is, and 
he may abandon hop-growing, Ol"'seek other land for it; 
while the land that he leaves may perhaps be let to a 
market-gardener. After a while the demand for land in the 
neighbourhood may again become so great that the aggregate 
price which the market-gardener obtaina for his produce will 
not pay its expenses of production, including rent; and so 
he in his tum makes roo'll for, say, a building company. 

In each case the rising demand for land alters the margin 
to which it is profitable to oarry the intensive use of land: the 
costs at this margin indicata the action of those fundamental 
causes which govern the value of the land. And at the aame 
time they are themselves those costs to which the general 
conditions of demand and supply compel value to oonform: 

I 
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and therefore it is right for our purpose to go straight to v, D, II. 

them: though any such inquiry would be irrelevant to the 
purposes of a private balance sheet. 

§ 6. The demand for exceptionally valuable urban land Tho 

comes from traders of various kinds, wholesale and retail, :-r::: in 

more than from manufacturers: and it may be worth while ::.: 
to say something here as to the very interesting features of pricoo. 

demand that are peculiar to their case. 
If two factories in the same branch of trade have equal 

outputs they are sure to have nearly equal floor space. But 
there is no close relation between the size of trading 
establishments and their turn-overs. Plenty of space is for 
them a matter of convenience and a source of extra profit. 
It is not physically indispensable: but the larger their space, 
the greater the stock which they can keep on hand, and the 
greater the advantage to which they can display specimens 
of it: and especially is this the case in trades that are 
subject to changes of taste and fashion. In such trades the 
dealers exert themselves to collect within a comparatively 
small space representatives of all the best ideas that are in 
vogue, and still more of those that are likely soon to be so: 
and the higher the rental values of their sites the more 
prompt they must be in getting rid, even at a loss, of such 
things as are a little behind the time and do not improve 
the general character of their stocks. If the locality is one 
in which customers are more likely to be tempted by a well
chosen stock than by low prices, the traders" will charge 
prices that give a high rate of profit on a comparatively 
email turn-over: but, if not, they will charge low prices and 
try to force a large business in proportion to their capital 
and the size of their premiaes; just as in some neighbourhoods 
the market-gardener finds it best to gather his peas young 
when they are full of flavour, and in others to let them grow 
till they weigh heavily in the scales. Whichever plan the 
traders follow, there will be some conveniences which they 
are in doubt whether it is worth while to offer to the public: 
since they calculate that the extra sales gained by such 
conveniences are ouly just remunerative, and do not contri
bute any surplus towards rent. The goods which they sell 
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v, XI, 8. in consequence of these conveniences, are goods into whose 
. expenses of marketing rent does not enter any more than it 
does into th03e of the peas which the market-gardener only 
just finds it worth his while to produce. 

A rile 01 
ground 
.... lut!l 
me9 be an 
in<llcaWOll 
01 • 
• carcityoI 
apaeet.bnL 
"ill tend 
10 ..... 
lradel'l' 
pricea. 

Prices are low in some very highly-rented shops, because 
their doors are passed by great numbers of people who cannot 
afford to pay high prices for the gratification of their fancy; 
and the shopkeeper knows that he must sell cheaply, or not 
sell at all. He has to be content with a low rate of profit 
each time he turns over his capital. But, as the wants of 
his customers are simple, he need not keep a large stock of 
goods; and he can turn over his capital many times a year. 
So bis annual net profits are very great, and he is willing to 
pay a very high reut for the situation in which they can be 
earned. On the other hand, prices are very high in some 
of the quiet streets in the fashionable parts of London and 
in many villages; because in the one case customers must 
be attracted by a very choice stock, which can only be sold 
slowly; and in the other the aggregate turn-over is very 
small w.deed. In neither place can the trader make profits 
tl\at will enable him to pay as high a rent as those of some 
cheap but bustling shops in the East end of London. 

It is however true that, if without any increase in traffic 
such as brings extra custom, a situation becomes more 
valuable for purposes other than shopkeeping; then only 
those shopkeepers will be able to pay their way who can. 
manage to secure a large custom relatively to the prices which 
they charge and the cl ..... of business which they do. There 
will therefore be a smaller supply of shopkeepers in all trades 
for which the demand has not increased: and those who 
remain, will be able to charge a higher price than before, 
without offering any greater conveniences and attractions 
to their oustomers. The rise of ground values in the district 
will thus be an indication of a scarcity of space which, other 
things being equal, will raise the prioes of retail goods; just 
in the same way as' the rise of agricultural rents in any 
district will indicats a scarcity of land which will raise the 
marginal expense. of production, and therefore the price of 
auy partioular crop. 

I 
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§ 7. The rent of a honse (or other building) is a com- V, D, 7. 

posite rent, of which one part belongs to the site and the Th.

other to the buildings themselves. The relations between :'::f.~,::n:, 
these two are rather intricate, and may be deferred to .omposile 

rent can 
Appendix G. A few words may however be said here as bed;'" 

'te ts . al At t . th ungWahed to compoSi ren m gener. s artmg ere may appear in .om. 

to be some contradiction in the statement that a thing is ~I~:::.n 
yielding at the same time two rents: for its rent is in some 
sense a residual income after deducting the expenses of 
working it; and there cannot be two residues in regard to 
the same process of working and the same resulting revenue. 
But when the thing is composite each of its parts may be 
capable of being so worked as to yield a surplus of revenue 
over the expenses of working it. The corresponding rents 
can always be distinguished analytically, and sometimes they 
can be separated commerciallyl. 

For instance, the rent of a flour-mill worked by water 
includes the rent of the site on which it is built, and the rent 
of the water power which it uses. Suppose that it is con
templated to build a mill in a place where there is a limited 
water power which could be applied equally well on anyone 
of many sites; then the rent of the water power together with 
the site selected for it is the sum of two rents; which are 
respectively the equivalent of the differential advantages 
which pOBBeasion of the site gives for production of any kind, 
and which the ownership of the water power gives for working 
a mill on any of the sites. And these two rents, whether 
they happen to be owned by the same person or not, can be 
clearly distinguished and separately estimated both in theory 
and in practice. 

But this cannot be done if there are no other sites on 
which a mill can be built: and in that case, should the water 
power and the site belong to different persons, there is nothing 
but .. higgling and bargaiuing" to settle how much of tho 
e"ceBB of the value of the two together over that which the 
site has for other purposes shall go to the owner of the latter . 

• n wiD btr borne in mind Umt. if II house i. not appropriate kt ita sile, ita 
aggregate ren' ... ill not. flIeeed its lite rent. by the lull building rent. which 'he 
hoUle would command. OD. IoD appropriate site. Similar limit.at.iona apply t.o mOl' 
oompolite reD'" 
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V, "", 7. And even if there were other sites at which the water power 
could be applied, but not with equal efficiency, there would 
still be no means of deciding how the owners of the site 
and the water power should share the excess of the producer's 
surplus which they got by acting together, over the sum of 
that which the site would yield for some other purpose, and 
of that which the water power would yield if applied else
where. The mill would probably not be put up till an agree

. ment had been made for the supply of water power for a term 
of years: but at the end of that term similar difficulties would 
arise as to the division of the aggregate producer's surplus 
afforded by the water power and the site with the mill on it. 

Difficulties of this kind are continually arising with re
gard to attempte by partial monopolists, ~uch as railway, gas, 
water and electrical companies, to raise their charges on the 
consumer who has adapted his busineBB arrangements to make 
use of their services, and perhaps laid down at his own expense 
a costly plant for the purpose. For instance, at Pittsburgh 
when manufacturers had just put up furnaces to be worked by 
natural gas instead of coal, the price of the gas was suddeu1y 
doubled. And the history of mines affords many instances of 
difficulties of this kind with neighbouring landowners as to 
rights of way, ete., and with the owners of neighbouring 
cottages, railways and docks1• 

I The ralat.ioDil beLwean t.he int.ereatl of difJerm' cl8880l of worked in the 
I3me bUlin_ and in lb. lI&Dle uad., haq IOIDe afliniLy &0 &hi! IUbjed 01 
eompoaite rena 8M below VI. mL 9, 10. 



CHAPTER xn. 
EQUILIBRIUM OF NORMAL DEMAND AND SUPPLY, CON· 

TINUED, WITH REFERENCE TO THE LAW OF 
INCREASING RETURN. 

§ 1. WE may now continue the study begun in chapters v, =,1. 
m. and V.; and examine some difficulties connected with 
the relations of demand and supply as regards commodities 
the production of which tends to increasing return. 

We have noted that this tendency seldom shows iteelf Tho 

immediately on an increase of demand. To take an example,l:'.!=glo 
the first effect of a sudden fashion for watch·shaped aneroids ::,:::.d'" 
would be a temporary rise of price, in spite of the fact that quickly. 

they contain no material of which there is but a scanty stock. 
For highly paid labour, that had no special training for tbe 
work, would have to be drawn in from other trades; a good 
deal of effort would be wasted, and for a time the real and 
the money cost of production would be increased. 

But yet, if tbe fashion.Iasted a considerable time, then 
even independently of any new invention, the cost of making 
aneroids would fall gradually. For specialized skill in abun
dance would be trained, and properly graduated to tbe 
various work to be done. With a large use of the method 
of interchangeable part .. , specialized machinery would do 
better and more cheaply much of the work that is now done 
by hand; and thus a continued increase in the annual out
put of watch-shaped aneroids would lower their price very 
much. 

Here there is to be noted an important difference between D;/I, ....... 

demand and supply. A fall in the price, at which a commo- r'!'w,::: 
dity is offered, acts on demand always in one direotioll. The ... d.upplJ 
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amount of the commodity demanded may increase much or 
little according as the demand is elastic or inelastic: and 
a long or short time may be required for developing the new 
and extended uses of the commodity, which are rendered 
possible by the fall in pricel • But-at all events if exceptional 
oases in which a thing is driven out of fashion by a fall in its 
price be neglected-the influence of price on demand is 
similar in character for all commodities: and, further, those 
demands which show high elasticity in the long run, show 
a high elasticity almost at once; so that, subject to a few 
exceptions, we may speak of the demand for a commodity 
as being of high or low elasticity without specifying how 
far we are looking ahead. 

But there are no such simple rules with regard to supply. 
An increase in the price offered by purchasers does indeed 
always increase supply: and thus it is true that, if we have 
regard to short periods only, and especially to the transactions 
of a dealer's market, there is an "elasticity of supply" which 
corresponds closely to elasticity of demand. That is to say, a 
given rise in price will cause a great or a small increase in the 
offers which sellers accept, according as they have large 01 

small reserves in the background, and as they have formed 
low or high estimates of the level of prices at the next market: 
and this rule applies nearly in the same way to things which in 
the long run have a tendency to diminishing return as to those 
which have a tendency to increasing return. In fact if the 
large plant needed in a branch of mannfacture is fully 
occupied, and cannot be rapidly increased, an increase in the 
price offered for its products may have no perceptible effect 
in increasing the output for some considerable time: while 
a similar increase in the demand for a hand-made commodity 
might call forth quickly a great increase in supply, though in 
the long run its supply conformed to that of constant return 
or even of diminishing return. 

In the more fundamental questions which relate to long 
periods, the matter is even more complex. For the ultimate 
output corresponding to an unconditional demand at even 

• 8M abo .. UL IY. 6. 
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current prices would be theoretically infinite; and therefore v, =, s. 
the elasticity of supply of a commodity which conforms to 
the law of Increasing Return, or even to that of Constant 
Return, is theoretically infinite for long periods1• 

. § 2. The next point to be observed is that this tendency ~ !"us~ b 

to a fall in the price of a commodity as a result of a gradual Ul.: 
development of the industry by which it is made, is quite :",,~o..:. 
a different thing from the tendency to the rapid introduction in~~~ 
of new economies by an individual firm that is increasing :::'diriduaJ 

'b' ina. tts usmess. 
We have seen how every step in the advance of aD able 

and enterprising manufacturer makes the succeeding step 
easier and more rapid; so that his progress upwards is likely 
to continue so long as he has fairly good fortune, and retains . 
his full energy and elasticity and his liking for hard work. 
But these cannot last for ever: and as soon as they decay, 
his business is likely to be destroyed through the action of 
80me of those very causes which enabled it to rise; unless 
indeed he can pass it over into hands as strong as his used 
to be. Thus the rise and fall of individual firms may be 
frequent, while a great industry is going through one long 
oscillation, or even moving steadily forwards; as the leaves 
of a tree (to repeat an earlier illustration) grow to maturity, 
reach equilibrium, and decay many times, while the tree 
is steadily growing upwards year by year". 

The causes which govern the facilities for production at Facilities 

the command of a single firm, thus conform to quite different ~~ased 
laws from those which control the whole output of an ~~uclion 
industry. And the contrast is perhaps heightened, when we ~f.t=!Y 
take the difficulties of marketing into account. For instance, ?f mark ... 

manufactures, which are adapted to special tastes, are likely .ng. 

1 Strictly 8pe&ting, the unount; produced and the price at whicb it. can be aold. 
8J'8 funct.ionl one of anotber, account being taken of the length of time aJ.1owed. 
for lhe evolut.ion of appropriate plant. and organization for production on a. large 
acaIe. But. in real life, the coat. of productJon per unit. ia: deduced from the 
amount upect.ed to be produced, and Dot "ju wrIt, Economista commonly 
follow tbiI practicej and they foUow also the praetice of buaineu life in inverting 
t.biI order with ftgard to d~mand. That. is. they consider tbe inCI"CM8 of sales 
tha.' will toUow from .. gl,TGD reduct.ion ol price, more frequently t.ban t.h, 
diminution of price which will be required to effect. .. ginm increase of _lee. 

• See IV. a: -xnL; and fII}MCia1ly D. 5. 
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• v, m,l. to be on a small scale; and they are generally of such a 
character that the machinery and modes of organization 
already developed in other trades, could be easily adapted to 
them; so that a great increase in their scale of production 
would be sore to introduce vast economies at once. But 
these are the very industries in which each firm is likely to 
be confirmed more or less to its own particular market; and, 
if it is so confined, any hasty increase in its production is 
likely to lower the demand price in that market out of all 
proportion to the increased economies that it will gain; even 
though its production is but small relatively to the broad 
market for which in a more general sense it may be said to 
produce. 

In fact, when trade is slack, a producer will often try to 
sell some of his surplus goode outside of his own particular 
market at prices that do little more tban cover their prime 
costs: while within that market he still tries to sell at prices 
that nearly cover supplementary costs; and a great part of 
these are the returns expected on capital invested in 
building up the external organization of his business'. 

Again supplementary costs are, as a rule, larger relatively 
to prime costs for things that obey the law of incressing 
return than for other things"; because their production needs 
the investment of a large capital in material appliances and 
in building up trade connections. This increases the inten
sity of those fears of spoiling his own peculiar market, or 

a ThiI may be ezpreaed bJ saying &hal; when we &ftI eonaidariDg aD. iDdiridual 
producer, we muR couple hiI RlPply eun'&-IlO' Mill the general demand. eurn 
for bileemmodit.y ill • wide marte, bu..-wi&b &be paniculu demand cum or hiI 
own apeclal markeL And &hie paniculu demand curve will genualIy be YU'J' 
Iteep; perha~ .. AMp .. Ilia OWD. supply CIlI'ft ill likely M be, enD wben l1li 

increued ou&.pu' 'Will gin him aD imponant. increue 01 iDlemal economi& 
• Of 00UIIe this rule ill DOt. univenaL I, may be DOted, for iDs&aoce, tbM the 

De' loll of an omnihua. &b.t. ia ahem of passengen Uuougbout. ita kip. aDd. .... a 
fourpenny fare, ia nearer fourpeDCII &baD Lbreepence. though the omomu. Irade 
CIODfOI'lM perilapl .., &he law of CODS\aDt. retum. Again. if it. wve DOt. for &be feU' 
of IpOiJ..ing biI martel. &he Regent. Skeet. lhoemu8l', whoee goodI818 made by hand. 
bu' whoee upeDIM of markeWig ue ftI'7 heavy. would be &emp&ed .., go fu.nber 
below hiI normal price in Older to .YOid. loaing alJ*ial Older, &hu:a • 8boe manu
fackuv who ... much upeoaive machinery and .niII bim8eU geoeraJIJ' 0( &be 
economiel of producl._ OIl • large -=ale. There are o&hw diffieulu. CDIIDeCted 
.nUl .m mppt.nenLary eoIte 01' join' produew. .. ,. &be pradice 01 alling eome good8 
al Deal' prime eoI\ for &he pwpoee 01' ad~ (_ abo .. V. ftL I). Bul 
__ ... ., apeoialJ.y CIOIIi.lanod ...... 
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incurring odium from other producers for spoiling the common v, zn, s. 
market; which we have already learnt to regard as oontrolling 
the short-period supply price of goods, when the appliances 
of production are not fully employed. 

We cannot then regard the conditions of supply by an 
individual producer as typical of those which govern the 
general supply in a market. We must take. account of the 
fact that very few firms have a long·continued life of active 
l>rogress. and of the fact that the relations between the 
individual producer and his special market difier in important 
respects from those between the whole body of producers and 
the general marketl • 

§ 3. Thus the history of the individual fum cannot be The . 

ad · h his f . d h h OOlotiOB m e mto t e tory 0 an m ustry any more t an t e olth. 

history of an individual man can be made into the history of t:!~!Y 
mankind. And yet the history of mankind is the outcome :";:~ 
of the history of individuals; and the aggregate production :t.i .. 
for a general market is the outcome of the motives which 
induce individual producers to expand or contract their pro 
duction. It is just here that our device of a representative 
firm comes to our aid. We imagine to, ourselves-at any 

1 At.lrar~ rauonings .. to Ul8 effects of the economies in production. which 
aD indiridual firm geta from an increase of its out-put are apt. to be misleading, DO' 

only in detail, but. even in t.heir geneml cdlecL Thil is nearly t.b.e lame as saying 
that. in lIuch cue the eondit.iona governiDg luppl, should be repreaented. in 
their klt.alit.y. They are oft.en YiLiated by diOiculLies which lie rat.b.er below the 
8UIface. and are especiaUy uoublesom.e in at.tanp. to upresa the equilibrium 
condiLiona of karla by mat.bemaiical formula!. Some. among whom Coumot. bimae1f 
is to be counted, have before ihem what. iI in effect. Lbe IUpply achedWe of &11 
indiYidual firm; represenUng diat. an increase in ita out.put. gives it. command over 
10 great intemal fICOnomiea u much to diminiab ita expensoa ol product.ioDj and 
Uley foUoW' t.b.eir mlltMmaLics OOIJl,., but. apparently without. not.icing U1a" Uleir 
premiaM lead. ineritably &0 the C!OnClusion &.ba~ whatever fino fint. get. II. good 
Aart will obtain a mODopoly of 1.he whole businca of itt trade in i. districL While 
oUien avoiding dlis hom of the dilemma, mainiain thai tbel'e iI DO equilibrium at. 
all for commodiLiel which obey ibe law 01 inereaaing ftlt.um; and lOme again haft 
called in quest.iOD the nlidiiy of any supply .:bed.ute which repreeentl pricel 
diminishing as the Amount. prodlmed increueI. See Mat.bemalical Note XIV 
"here reference iI mad. to tbil diacuMion. 

The remedy for wm difficultiel .. these is to be .aught. ill Uea.tmg each 
import.aut. concrete cue nry much .. an independent. problem, under t.b& guidaooe 
01 aiaple general reaaoninga. Attempts 10 to enlarge the tlUa:e applicatiOlll of general 
prop4»itiODl .. to enable &hem to aupply adeqUllt,e 101utiona of all difticult.iee, would 
mate ibem 10 eumbroua .. &0 be of liLtle eerrice for &heir maio wort. The "prill
cipl." of eeonomiea mull aim at. affording guidance to an enlrry on problema of We. 
wilhout. makine claim to be a IUbet.iLuloe f~ iodependeo.t. It.ud, and though" 
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V, ZIt, 3. time a firm that has ita fair share of those internal and 
external economies, which appertain to the aggregate scale 
of production in the industry to which it belongs. We 
recognize that the size of such a firm, while partly de
pendent on changes in technique and in the costs of 
transport, is governed, other things being equal, by the 
general expansion of the industry. We regard the manager 
of it as reckoning up whether it would be worth his while 
to add a certain new line to his undertakings; whether he 
should introduce a certain new machine and so on. We 
regard him as treating the output which would result from 
that change more or less as a unit, and weighing in his 
mind the cost against the gain1• 

::!:. This then is the marginal cost on which we fix our eyes. 
I ... long. We do not expect it to fall immediately in consequence of a 
period 
margiDai sudden increase of demand. On the contrary we expect the 
~1:,g short-period supply price to increase with inoreasing output. 
~:al But we also expect a gradual increase in demand to increase 
d.,';,,'"d. 01 gradually the size and the efficiency of this representative 

an firm; and to increase the economies both internal and 
external which are at ita disposal. 

That is to say, when making lists of supply prices (supply 
schedules) for long periods in these industries, we set down 
a diminished supply price against an increased amount of the 
flow of the goods; meaning thereby that a flow of that 
increased amount will in the course of time be supplied 
profitably at that lower price, to meet a fairly steady corre
sponding demand. We exclude from view any economies 
that may result from 8ubstantive new inventions; but we 
include those which may be expected to arise naturally out 
of adaptations of existing ideas; and we look towards a 
position of balance or equilibrium between the forces of 
progress and decay, which would be attained if the conditions 
under view were supposed to act uniformly for a long time. 
But such notions must be taken broadly. The attempt to 
make them precise over-reaohes our strength. If we include 
in our account nearly all the conditions of real life, the 
problem is too heavy to be handled; if we select a few, then 

• a..bon v ..... 
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long-drawn-out and subtle reasonings with regard to them V,:m, 3. 

become scientific toys rather than engines for pracl;icallVork. 
The theory of stable equilibrium of normal demand and Tbop"!,, 

supply helps indeed to give definiteness to our ideas; and in ~':ili~~ 
its elementary stages it does not diverge from the actual ~~_ 
facts of life, so f&r as to prevent its giving a fairly trust- ;':;~ual 
worthy picture of the chief methods of action of the strongest ! .... ; bu. 

and most persistent group of economic forces. But when ~Ji~ 
pushed to its more remote and intricate logical consequences, ed,;!icaJ 
it slips away from the conditions of real life. In fact we ~i!Z.b", 
are here verging on the high theme of economic progreas; 
and here therefore it is especially needful to remember that 
economic problems are imperfectly presented when they are 
treated as problems of statical equilibrium, and not of organic 
growth. For though the statical treatment alone can give 
us definiteness and precision of thought, and is therefore 
a necessary introduction to a more philosophic treatment of 
society as an organism; it is yet only an introduction. 

The Statical theory of equilibrium is only an introduction 
to economic studies; and it is barely even an introduction 
to the study of the progress and development of industries 
which show a tendency to increasing return. Its limitations 
are 80 constantly overlooked, especially by thoBe who 
approach it from an abstract point of view, that there is a 
danger in throwing it into definite form at all. But, with 
this caution, th~ risk may be taken; and a short study of the 
subject is given in Appendix H. 



CHAPTER XllI. 

THEORY OF CHANGES OF NORMAL DEMAND AND SUPPLY 
IN RELATION TO THE DOC'l'RINE OF MAXIMUM SATIS
FACTION. 

V, =,1. § t. IN earlier chapters of thia Book, and especially in 
TranJ;ti •• chapter xn., we have considered gradual changee in the 
~~ adjustment of demand and supply. But any graat and 
f:u:f' lasting change in fashion; any substantive new invention; 
:dditi·'

d 
any diminution of population by war or pestilence; or the 

OIld":::;ly. development or dwindling away of a source of supply of 
the commodity in question, or of a raw material1ll!ed in it, or 
of another commodity which is a rival and possible substitute 
for it:-such a change as any of these may cause the prices 
set against any given annual (or daily) consumption and 
production of the commodity to cesse to be ite normal demand 
and supply prices for that volume of consumption and 
production; or, in other words, they may render it nec8&
eary to make out a new demand schedule or a new supply 
schedule. or both of them. We proceed to study the problems 
thus suggested. 

Whal ill An increase of normal demand for a commodity involves 
meanlby. . th· hi h halt an increase an lDcrease III e pnce at w c eac sever amoun can 
::':01 find purchasers; or, which is the same thing. an incre~of 

..!,he quantity which can find purchasers at any prj.ce. Thia 
Increase of demand may b~sed by the commodity's coming 
more into fashion, by the opening out of a new use for it or 
of new markets for it, by the permanent falling oft in the 
supply of some commodity for which it can be used as 
a substitute, by a permanent increase in the wealth and 
general puryhasing power of the community, and 80 on. 
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Changes in the opposite direction will cause a falling oft in V, =,1. 
demand and a sinking of the demand prices.lSimilarly •• ;;
an increase of normal supply means an increase of the :;: 
amounts that can be supplied at each several price, and 
a diminution of the rice at which each Be arate amount can 
be supplied This change may be caused by the opening up 
of a new source of supply, whether by improved means of 
transport or in any other way, by an advance in the arts of 
production, such as the invention of a new process or of new 
machinery, or again, by the granting of a bounty on pro-
duction. Conversely, a diminution of normal supply (or a 
raising of the supply schedule) may be caused by the closing 
up of a new source of supply or by the imposition of a tax. 

§ 2. We have, then, to regard the eftects of an increase Elf~"of 
of normal demand from three points of view, according as :i'.::::::r 
the commodity in question obeys the law of constant or of demBDd. 

diminishing or of increasing return: that is, its supply 
price is practically constent for all amounts, or increases or 
diminishes with an increase in the amount produced. 

In the first case an increase of demand simply increases 
the amount produced without altering, its price; for the 
normal price of a commodity which obeys the law of constant 
return is determined absolutely by its expenses of produc
tion: demand bas no infiuence in the matter beyond this, 
that the thing will not be produced at all unless there is 
some demand for it at this fixed price. 

U the commodity obeys the law of diminishing return 
an increase of demand for it raises its price and causes more 

• A n. OJ' faD of lobe demand or .upp11 prices invo1.,.ee of course • riae or faD 
of Lb. demand or supply curve. 

U the chaDge is gradual, the aupply CUJTe wiD asswne In llUC(!e88ion a aerillll 
of positiODl, each of wbieb ia • little below the preceding onei and in 'hia way 
we migM baYe repreeented Ule efteeta of \bat; gradual improvement. of induaf.rinl 
otgaDizWon which ariaeII from an inerea.se in Lb. Inle of production, and which 
we ban represent.ed by assigning to it. _ in8uenee upon \be aupply price for 
long-period eurne. In an ingenious paper privately printed by Sil B. Cunyng
hame. a suggeat.ion is made. which aeemI to come in effect. to prop6sing tha' 
a Ioug-period supply cu.rn ahould be regarded as in lODle manner repftll8DLing • 
8BrieI of ahOJ'\.-pmiod CUl'ftIj each of dleee CUI'Vt!I would aasume througbout it.e 
whole length t.ha\ development; of industrial organization whieb properly belonga 
10 \be ecaIe of prodpcUon zepl"M8llted by the diat.ance from. Oy of the poin' iD 
which that curve cu. \he long-p!W.od IUpplJ cum (compam Appendix B. 5) and. 
Iimilu~ "lib nprd to dImand. 
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V,:mI, II. of it to be produced; but not so much more as if it obeyed 
the law of constant return. 

On the other hand. if the commodity obeys .the law of 
increasing return. an increase of demand causes much more 
of it to be produced.'-more than if the commodity obeyed 
the law of constant return.-and at the same time lowers 
its price. If. for instance. a thousand things of a certain 
kind have been produced and sold weekly at a price of lOa .• 
while the supply price for two thousand weekly would be 
ouly 98 .• a small rate of increase in normal demand may 
gradually cause this to become the normal price; since we 
are considering perioda long enough for the full normal action 
of the causes that determine supply to work itself out. The 
converse holda in each case should normal demand fall of! 
instesd of increasing1• 

The argument of this section has been thought by some 

I Diagrams are- of eepecia1 aid in enabling UI W comprehend. clearly &be pro
_ 0I1bii ohaplor. 

• 
d, , 
D 

Fig. 24. 
• 

Fig. 25, 
D '-. 

~,. a' 

• • I---:.",,~-,a' A 

4' 8LJ 
0' 0' 

O~-""'.!:-A~----;' 0 .H.---.:-

• 

o " • 
The &bree ftgureI S4, 25, 26 represent. Ute IhnIe CUM of eonsb.nt. diminiahing 

and increasing re'um respeeLively. The re&wn in Lhe IlLSl cue is II diminiabiDg 
ODe in t.he earlier .tages of the iocreua 01 production, hut. lID. inereasing ODe in 
Lbose aubeequent; &0 U1e att.ainment of the original posiLion of equilibrium. i.a. for 
amount.. of the eommodit.y greater t.b.an DB. In each case SS' i. Lbo supply curve. 
DO' t.he old pOIiLion of t.he domand CUI'Yeo and 41: ill posiLion after &hen baI been 
increaae 01 normal demand. In each ease A. and /I are lobe old and new positiona 
01 equilibrium Nllpect.ively, .dB and ala are Ute old and new nannal or equilibrium 
pri,*, and OR and 0'\ the old and new equilibrium amOUDa 01 is in enry ease 
greater &han OB, bu. in &g. 25 it. is only a lit.tJe greater, while in fig. 96 it. is 
much greater. (This analysil may be carried further on the plao adop&ed Jaler 011 

in dilculsing the aimilar but more important; problem of t.ha efJects of chane- in 
&;be conditions of nonnalaup(lly.) 10 fig. S4 CIA is equal &0 .4B, in fig. 25 i~ is 
greater. in fig. 26 Iii II Ie-. 

The effect; 01' a fnlling-ofl 01' Ilonnal demand 'CaD. be traeed with lobe same 
diagrams, 44' being no .. NgUdeci u Ibo old *'>d DD' .. \hi .... pooilicm 01 Ibio 
demand curvei a.\ baing &.he old equilibrium ~ and .4H &.he run, one. 

. I 



INCREASE OF NORMAL SUPPLY 

writers to lend support to the claim that a Protective duty on v, =, s. 
manufactured imports in general increases the home market Protection 

lor those imports; and, hy calling into play the Law 01 ~d= 
Increasing Return, ultimately lowers their price to the home 
consumer. Such a result may indeed ultimalely be reached 
by a wisely chosen system 01 "Protection to nascent in
dustries" in a new country; where manulactures, like 
young children, have a power of rapid growth. But even 
there the policy is apt to be wrenched from its proper uses, 
to the enrichment 01 particular interests: lor those industries 
which can send the greatest number 01 votes to the poll, are 
those which are already on so large a scale, that a further 
increase would bring very few new economies. And of course 
the industries in a country so long lamiliar with machinery 
as England is, have generally passed the stage at which they 
can derive much real help from such Prote~tion: while 
Protection to anyone industry nearly always tends to narrow 
the markets, especially the foreign markets, lor other indus-
tries. These few remarks show that the question is complex: 
they do not pretend to reach lurther than that. 

§ 3. We have seen that an increase in normal demand, Eff .... o' 
hi! I din . t· ddt· will mcre ... d w e ea g m every case 0 an Increase pro uc lOn, 1acillt.iea of 

in some cases raise and in others lower prices. But now we 'uPPb"· 

are to see that increased facilities lor supply (causing the 
supply schedule to be lowered) will always lower the normal 
price at the same time that it leads to an increase in the 
amount produced. For so long as the normal demand 

--remains unchanged an increased supply can be sold only at 
a diminished price; but the lall 01 price consequent on a 
given increase of supply will be much greater in some 
cases than in others. It will be small if the commodity 
obeys the law 01 diminishing return; because then the 
difficulties attendant on an increased production will tend to 
counteract the new lacilities of supply. On the other hand, 
if the commodity obey. the law of increasing return, the 
increased production will bring with it increased facuities, 
which will coooperate .with tho.e arising from the chang~ in 
the general conditions of supply; and the two together will 
enable a great increase in production and consequent fall in 
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price to be attained before the fall of the supply price is over
taken by the fall of the demand price. U it happens that the 
demand is very elastic, then a small increase in the facilities 
of normaleupply, such 88 a new invention, a new application 
of machinery, the opening np of new and cheaper sources of 
lupply, the taking off a tax Qr granting a bounty, may cause 
an enormous inorease of production and fall of price1• 

1 AU ibia eaD. be mOlt clearly MeJl by the aid of diagrama, and indeed &here IoN 

tome putl oJ the problem which eum.o' be Iatillaetoril1 lreated without their 
aid. TllII three ftgweI 27, 28, sa represent &he &bNt cuet of eoutant aDd 
dimlrdlhina aod increaaiDg retuma. respectively. 10 each _ DD' it the demand 
curv., 88' the old poai"on, and u' the Dew poIition oJ tile IUpply curve. A is the 
old. and • the ne" poIi&ion of .&abt. equilibrium. 011 ill greater than OB, and. cA 
is 1l1li than A H in eft!']' caae: bul. lb. changes are amall in fig. 28 md. great in 
ag. 29. Of coune the demand eur". muat Ue belo ... the old aupply curve to the 
lig:b' of A, o\herwila .. would be • point DO' ot ltabl., hut of UDlMble equilibrium. 

• • • FiB. 117. 0 Fig. 211. 0 o JIg; 29. 

• I' 0 , --.' • 
0' • 

0 H • • 0 H 4 

Bu' IUbjeet to 'hili condition the more elast.ic the demand is, tha' iI, the mcmt 
nearly horizontal the demand curve is at A. the funbar 0.11 will • be from .4., and 
U1e greater t.berelore "ill be Lbe increase of production and tbe faD oJ price. 

The whole resuJt iI rat.ber complq. But. it may be .",t.ed. tb.U&. PiratJy. giYeD. 
the elasticity ol demand a' .4., Lbe increase in the quant.ity produced. and. the faD in 
priee wiD both be the granter, the greater be the ret.um got from additional c:apiUl 
and labour appUed. to the productioa. That iB. they will be the 1Jl"ISI.t.er, the more 
nearly boriEOntal ~e supply curve is .t A. in Ilg. 28. and the more l&eepl,. 
inclined 1, 11 in &g. 29 (aubjee' to ~e condiLion mentioDed. above, th .. , i' doea DOt 
lie below the demand eurve to the righl of .A, and lhUl kim. .4 into a poIition of 
UDI~h1e equilibrium). Secondly, Kinn the position of the IJUpply cum at .4, the 
groater ,be elasticit.y of demand the greater will be the inerease of product.ion 
in eftl7 cue; but lbe lIIlaJ.lel' will be the fall o! price in ag. 98, and the greater 
th. laU 01 prl .. ill fig. lIII. Flg. 2'1 may be rogIUded .. a Umiling _ 01 eilb .. 
fig. 28 or lIII. 

All W. nuonfDg usumu &b.t &be commodl'y either obe,.. &be Jaw of 
dirniniahing Nt-urn or obeY' the I .... ol increasing Nturn throughoul. U it 
obeys fin, one, and then the other. so that the wpply curve is a' ODe part inclined. 
pOIit.iveiy and a' another negatively, DO general rule can be laid down u to Ule 
eaIecl OIl price ol inereued. faciUtJ.,. 01 IUpply, thougb in every .... lbil mud lead 
k) an increased. volume oJ production. A great. nriety of curious relulta may be 
(101 by giring th. ouppl, ..... cIiIIOmnllhapeo, ODd ill parliculu aucb .. "" Ibe 
dem.a.nd cum more than once. 

Thia method ol inquirJ ill Dol arpUcable to • &ax on wheat in ., far u it iI 
"IllUmed by 0 "bouriDa ~ wbIoh _do • _ port 01 III iIl_ .. brood; 



KFFEel'S ON CONSUMElIB' SURPLUS 

If we take account of the circumstances of composite anel. v, :011, 4. 

joint supply and demand discussed in chapter VI., we have -
suggested to us an almost endless variety of problems which 
can be worked out by the methods adopted in these two 
chapters. 

§ 4. We may now consider the efiects which a change Cbanges 
. th dit' f I rt 'I Ibal raise m e con IOns 0 supp y may exe on consumers Burp us or loweJ' 

or rent. For brevity of language a tax may be taken as :::d~~lY 
representative of those changes which may cause a general m~~ 
increase, and a bounty as representative of those which may ty .... 

al di . t' . hall . f orbounly. cause a gener mmu IOn m t e norm supp y pnce or 
each several amount of the commodity. 

(Firstly, if the commodity is one, the production of which Th ..... 
o of CODstanL 

obeys the law of constant return, so that the supply Pllce ... um. 

is the same for all amounts of the commodity, consumers' 
surplus will be diminished by more than the increased pay-
ments to the producer; and therefore, in the special case of 
a tax, by more thall the gross receipts of the State~ For on 
that part of the consumption of the commodity, which is 
maintained, the consumer loses what the State receives: 
and on that part of the consumption which is destroyed by 
the rise in price, the consumers' surplus is destroyed; and 
of course there is no payment for it to the producer or to the 
Stats' . ~onversely, the gain of consumers' surplus caused 

and Ii it DoL applicable to a general tax on all commoditiee: for in neither of 
Ul_ e&aeII caD iii be usumed Ulal; Lbo margin.a1 value of money to the individual 
remtaina approximately the same afler Lbe tax baa beeD levied. u it. WM before. 

, This is most. clearly seen by aid of a diagram. SS', U1e old constant. roLWD 
aupply CUlTt\ culol DD' Lbe demand curn in .d: 
DS.d iii the COD5Uffi8l'l' turplua. AtloerWanIa: a 
$aJ: $, being impoaed Lbo new equilibrium is found 
a' .. and consumer'l' aurplus iI DI4. The grou 
taJ: it only t.be rectangle .sKa, thaI; ia, .. tax .1; 

the rat.e of 8. on an amoWlt..ra of the conunodiLy. 
And thiJ fan. abort. of the to. of conaum8ll' lUI'

plus by t.he area aK.d. The net.1oss aKA is lI'IlaU 
or great. other t.hinga being equal, as tU is or is 
DO' inclined !It.6eply. Thus" ia amalle!lt. for I.boae 
eommodiLiea U1e demand for which ia moat in
e1ast.it; t.ba' it, for necessariel. u t.herefore a 
given aggregate taxat.ion bas to be levied rut.hle&sly 
frOm IUlVclllSs it will C8we (eS!! loss of col1lllIDea' 

o • Fig. So. 

o • 
Ius if levied on necessnri61 an if Ie\'"ied 00 co . thou h of course the 

conaumr 100 of UXW1011 and in • degree 01 COWON ipdjcpw abilit.7 ., 
bear LaUUOo. -
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V, :mI, 4. by B bounty on a commodity that obeys the law of constant 
return, is less than the bounty itseU.) For on that part 
of the consumption which existed before the bounty, con
sumers' surplus is increased by just the amount of the 
bounty; while on the new consumption that is caused by 
the bounty, the gain of the consumers' surplus is less than 
the bountyl. 

Tbe .... of (U however the commodity obeys the law of diminishing 
diminiab-
loa ........ return; a tax by raising its price, and diminishing its con-

Bumption, will lower its expenses of production other than 
the tax: and the result will be to raise the supply price by 
something 1 ... than thl! full amount of the tax.) In this 
case the gross receipts from the tax may be greater than the 
resulting loss of consumers' surplus, and they will be greater 
if the law of diminishing return acts so sharply that a 
small diminution of consumption causes a great falling-oft 
in the expenses of production other than the taxi. 

( On the other hand, a bounty on a commodity which 
obeys the law of diminishing return will lead to increased 
prpduction, and will erlend the margin of cultivation to 
places and conditions in which the expenses of production, 
exclusive of the bounty, are greater than before:l Thus it 
will lower the price to the consumer and increase consum'ers' 

• U we now regard ... u the old turply C'UJ'9'8 wbicb if Jowved. &0 &be posiUon 
88' by Ule granting of • bount.y, .. find the gain of co.D.SWll8l'l' mrplUl &0 be 
18.1. .. Bu' Ute boun,;,. paid g 8. on lUI .moun, SA, which ill repreeeo&ed. by the 
ftIC&angIe I8AL; and \his u:ceecb the gain of eonaumers" IIUl'plus by the area..r..A. • 

• 1..0& the old. IUpply curve be 88' ftg. 81, and Ie, &he impoeJLioD. of • az 

• ~.Bl. 

D 

nile i& to "'; Ie& A and • be &be old and DeW' pod
tiona of equilibrium, and Ie, .haigh' lin. be draWD 
&hrougb Ulem. paraUeI &0 ~ and Oy, u in ill. 8gwe. 
Tben t.be m.z heine levied, .. mown by lobe .8gure, a' 
.... nte 01 d on eacb unU; and Ola. &bat; fa. CK 
unit., being produeed. ill the new pOIition of equil~ 
brium, &be groa receipta qf Ule "1: wiD be cFB4, and 
&be _ 01 OOIlIW1lerl' aurpllll will be ,cA8; \bu ~ 
tbe jro. nnip&l from &be az wiD be maier or It. 

t.hu abe "* 01 coDlUmen' mrpluau CFEJ! II rna.... R ~~~~ 
01' .. ~ dA; and in the IiguN .. i' .i&IldI i' II 
much greater. U 8S' had bfeD. 10 drawn u to indI-
ca" onl, 'IVy t1igb' action of the Jaw 01 diminishing 
rekun, &bU it, if i' bad been nMllr bOrUonUl in 
&he noigbbourbood 01 A, &ben EK would. ban been 
ft1'1 mlall; mel CFEIt woull haft became _ lh.I.a. 
oK ... 

o • • • 
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surplus less than if it were given for the production of a v, zm." 
commodity which obeyed the law of COIll!tant return:) In -
that case the increase of consumers' surplus waa seen to 
be less than the direct cost of the bounty to the State; and 
therefore in this case it is much less1• 

( By similar reasoning it may be shown that a tax on a :n>.~ 01 

commodity which oheys the law of increasing return is more ="" 
injurious to the COIll!umer than if levied on one which obeys 
the law of COIll!tant return: For it lesseIll! the demand and 
therefore the output.)It thus probably increases the expeIll!eB 
of manufacture somewhat: sends up the price hy more than 
the amount of the tax; and finally diminishes coIll!umers' 
surplus by much more than the total payments which it 
brings in to the exchequer". tOn the other hand, a bounty 
on such a commodity causes so great a fan in its price to 
the COIll!umer, that the coDsequent increase of consDmers' 
surplus may exceed the total payments made by the State 
to the producers; and certainly will do so in case the law of 
increasing return acts at all sharply". ) 

1 To illuat.ra&e \bi8 ease we may ate u' in &g. 81 to be &he posiLioD. 01 th. 
wpply eurYe before the granLing 01 the bounty, and &8' to be . ita poaiLion 
aflerwarda. ThuI.".. the old equilibrium point, and .d ia the point; &0 wbieb 
&he equilibrium mo •• when &be bounty ia awarded. The incnue of ICOIlSUIDeII' 
surplus iI only cC.d .. while &be payments made by lobe St.akt under the bounty 
are. ... bOWD by the 6gure, .t Lb. rate oJ .dT on each unit; of the commodit.y; 
and .. in lobe DeW' poeitioD of equilibrium &here .are produced OB. that; it.. CA. unit.. 
&bey amount; alt.ogeUw &0 ROAT which inclu.dee and. ill necessarily greater than 
Lhe increose of conmmera' 1W'p1ua. 

• 'l'hus taking 88' in fig. 32 to be &he old p-osition of lobe IUpply cun'tt. and .. ' 
ita position -'tel' Lbe tu. .d to be \be old and • Lbe 
DeW positions of equilibrium, we han. .. in &he cue 
of &g. 31, lbe total t.a.. represented. by tFE., and the 
10!1 of c:onawntIra' aurplWl by tOA_; &bl fonner 
being alwa,. '- &bao Ule laUer. 

The natemenl in the ten is pul broadly md 
in aimple ouWne. U il 1J8Ie applied. to pract.ical 
problema aocoun' would need to be taken 0( eeveral 
coDJidtorationa which han heeD ignored. An in
dUlUy which yields an increaaing return, is nearly 
.uN to be growing, and t.bereI'ore to be acquiring 
DeW economiea 0( producLion on a large eeaJe.. U 
the au ill a amall ODe, i' m",y merely rel.ard. Ulill 
groW1h and no' cauae • poaiLive shrinking. Even if 
&be &as is heavy and. Ule indusLry ahrinka, maD.,. 0( 

D 

o 

• 
Fig. BlI. 

H • 
U. economiM gained will be in pan at. Ieut. preeened; u is esp1ained. abon ID 
Appendix R. In COOllequfIDC8 ... ough' properly DO" to have lila ame ahape .. 
8~·. and Lt.e dillAnc:e oE ougb.' to be loss iolum ..J.T. 

• To iUusLratilll &hia eaae we may tak. ..' in fie. s:a to be b posWoa 01 the 
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V, :till, 5. These results are suggestive of some principles of taxa
Tb;;;;;-" tion which require careful attention in any study of financial 
=~ligM policy; when it will be necessary to take account of the 
~!,~~. 01 expenses of collecting a tax and of administering a bounty, 
....nm... and of the many indirect eflects, some economic and some 
:::'::.1- moral, which a tax or a bounty is likely to produce. But 

There is 
a Umited. 
aenae io 
which the 

o doetrine iI 
generally 
we. 

these partial results are well adapted for our immediate 
purpose of examining a little more closely than we have done 
hitherto the general doctrine that a position of (stsble) 
equilibrium of demand and supply is a position also of 
maximum 'satisfaction: and there is one abstract and 
trenchant form of that doctrine which has had much vogue, 
especially since the time of Bastiat's Economic HarmoniC8, 
and which falls within the narrow range of the present 
discllssion. 

§ 5. There is indeed one interpretation of the doctrine 
according to which every position of equilibrium of demand 
and supply may fairly be regarded as a position of maximum 
satisfaction 1. For it is true that so long as the demand price 
·is ip. excess of the supply price, exchanges can be eflected at 
prices which give a surplus of satisfaction to buyer or to 
seller or to both. The marginal utility of what he receives 
is greater than that of what he gives up, to at least one 
of the two parties; while the other, if Ij!> does not gain by 
the exchange, yet does not IQ~e by it. So far then every 
step in the exchange increases the aggregate satisfaction 
of the two parties. But when equilibrium has been 
reached, demand price being now equal to supply price, there 
is no room for any such surplUS: the marginal utility of 
what each receives no longer exceeds that of what he gives 
up in exchange: and when the production increases beyond 

supply eurve before the granting of the bount,. ad 88' to be itt position &ltD
warda. Then, u in lb. ease of .8g. 81, the increase of consumen' IUl'plus ill 
repre88Dt.ed by cOAti, wbile the direct payments made by the State under dle 
bounty are repreaonted by RC.4.T. Aa Ule figure is drawn, lbe formet is mueb 
larger thaD. the laUer. But. it fa 'rue thaI. if we bad drawn u' 10 .. to indicate 
.. very aligbt action ot the law of increuing ref,um, that ia, if it had been very 
nearly, horu:ontai in the neighbourhood of .. the bounty would ban inCNdMl 
relatively t.o the go.i.n of consumers' IUl'plus; and t.he case would ban dirlel'ed bu. 
Utile from tha.' of Ito boun.y OIl • commodity wbieb obe,. &he ..... 01 connan. 
retum, reprel8nteci in OR. SO. 

I Compan V ... 1. UD.lPOb!e equlUbrium maT DOW' he Ief, out of 1IOCOUDt. 
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the equilibrium amount, the demand price being now less v, zm, s. 
than the supply price, no terms can be arranged which will -
be acceptable to the buyer, and will not involve a 1088 to the 
seller. 

It is true then that a positiQn of equilibrium of demand 
and supply is a position of maximum satisfaction in this 
limited sense, that the aggregate satisfaction of the two 
parties concerned increases until that position is reached; 
and that any production beyond the equilibrium amount 
could not be permanently maintained so long as buyers and 
sellers acted freely as individuals, each in his own interest. 

But occasionally it is stated, and very often it is implied, Bu,,,bOll 

that a position of equilibrium of demand and supply is one :~ .. 
of maximum aggregate satisfaction in the full sense of the ~ fJlo 

term: that is, that lin increase of production beyond the~
equilibrium level would directly (i.e. independently of the:' 0J;:!, 
difficulties of arranging for it, and of any indirect evils it .... p"o ... 

might cause) diminish the aggregate satisfaction of both 
parties, The doctrine sa interpreted is not universally true, 

In the first place it assumes that all differences in wealth It ....... 
between the different parties concerned may be neglected,::::!. ~ual 
and that the satisfaction which is rated at a shilling by any :::~ 
one of them, may be taken as equal to one that is rated at ~'lili~ieo 
a shilling by any other, Now it is obvious that, if the to all 

d . I h h th con",ned; pro ucers were as II c ass very muc poorer t an e con-
sumers, the 'aggregate satisfaction might be increased by 
a stinting of supply when it would cause a great rise in 
demand price (i.e. when the demand is inelastic); and tbat 
if the consumers were as a class much poorer than the 
producers, the aggregate satisfaction might be increased by 
extending the production beyond the equilibrium amount 
and selling the commodity at a 10SSl, . 

This point however may well be left for future considera
tion. It is in fact only a special case of the broad proposition 
that the aggregate satisfaction can prim4 facie be increased 
by the distribution, whether voluntarily or compulsorily, of 

l In tbil illuat.rat.ion one oJ &he two Qrlngs exchanged II general purchllllna' 
POWUi bu& of COUl'lll t.be argument would hold if • poor populat.ion 01 JH"arI din .. 
..... dependnnllor food OD • rich populaiiou .,110 took pearlo ia .. choop. 
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v.=. o. some of the property of the rich among the poor; and it is 
reasonahle that the bearings of this proposition should be set 
aside during the first stages 01 an inquiry into existing eco
nomic conditions. This assumption therefore may be properly 

and " ign .... 
Lbe fad 
t.b.atafaU 
in price 
due to 
improfto 
men .. 
btmefite 
COnsumOlll 
without 
injuring 
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made, provided ouly it is not allowed to slip out of sight. 
But in the second place the doctrine of maximum BBtis

faction assumes that every fall in the price whlch producers 
receive for the commodity, involves a corresponding 1088 to 
them; and thls is not true of a fall in price whlch results 
from improvements in industrial organization. When a 
commodity obeys the law of increasing return, an increase in 
its production beyond equilibrium point may cause the supply 
price to fall much; and though the demand price for the 
increased amount may be reduced even more, so that the 
production would result in some loss to the producers, yet 
this 1088 may be very much less than that money value of 
thc gain to purchasers whlch is represented by the increase 
of consumers' surplus. 

Agonogale In the case then of commodities with regard to whlch 
aatislac-
UODcan thlllaw of increasing return acts l't all sharply, or in other 
therefore 
~ be words, for whlch the normal supply price diminishes rapidly 
increued as the amount produced increases, the direct expense of a 
~r.:!J bounty sufficient to call forth a greatly increased supply at 
.,OUned a much lower price, would be much less than the consequent 
~~~i.y increase of consumers' surplus. And if a general agreement 
:'~:'p";i~. could be obtained among consumers, terms might be arranged 

Weare 
not here 
concerned 
wit.b ilie 

whlch would make such action amply remunerative to the 
producers, at the same time that they left a large balance of 
advantage to the consumers'. 

§ 6{ One simple plan would be the levying of a tax by 
thc community on their own incomes, or on the production 
of goods which obey the law of diminishlng return, and 

I Thougb no' of grea' prac~ica1 lmport,anee, the ease of mulLip" posilions 
01 (.""ble) equilibrium offers .. good iOu.t.ro.Uon of the error involved ill &be 
cloclrine of muimum aat.isfadion when ,,-&eel ... universal nUt.. For the 
pOlit.ion in which .. amall amount II produeed. and ill I01d. at a high price would. 
be the drs' to be reached, and when reached would be tegarded according tID &hal 
doctrine 81 lIlat which gave tbe absolute maximum of aggregate .'isfaclioo. 
Dut MoUler pOIition of equiJibrium eonuponding to a larger produetiOQ and. 
• lower price would be equlilly lat.ilfactory &0 &be producers. and would be much 
more aaliAfactnry &0 the consumers; ibe .~ 0( CODIIWIIen' aurpJUI ill ... 
I8COnJ CI\I8 over I~. lim would t"epmteD' the iDerease in ......... al.islacUoa. 
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devoting the tax to a bounty on the production of those V,zm,s 
goode with regard to which the law of increasing retum acts ;nd .... t 

sharply. )Jut before deciding on sucb a course they would ~~ 
have to take account of considerations, which are not within :=
the scope of the general theory now before us, but are yet of lor th;, 

great practical importance. They would have to reckon up purp .... 

the direct and indirect costs of collecting a tax and adminis-
tering a bounty; the difficulty of securing that the burdens 
of the tax and the benefits of the bounty were equitably 
distributed; the openings for fraud and corruption; and the 
danger that in the trade which had got a bounty and in otber 
trades which hoped to get one, people would divert their 
energies from managing their own businesses to managing 
those persons who control the bounties. 

Besides these semi-ethical questions there will arise others 
of a strictly economic nature, relating to the effects which 
any particular tax or bounty may exert on the interests of 
landlords, urban or agricultural, who own land adapted for 
the production of the commodity in question. These are 
questions which must not be overlooked; but they differ so 
much in their detail that they cannot fitly be discussed herel • 

I Tbe incidence of a tu: OIl agricultural produce will be diaeUSSt'd later on 
by the aid of diagrama aimilar to those uaed to represent t.he fertility of land 
(lee IV. IlL). l.andlords' reD' abeorbct a aban of the aggregate ae1ling price of 
almost. aD commoditiee: but. it, is mOIL prominent. in the C'.&S8 of Uloae which obey 
the law of diminishing retum; and an assumption ol no utreme violence will 
enable ftg. S3 (8 reproduction of 31) to repreHD.t. roughly the leading feaf.ures 01 
I.he problem. 

Iii wiD be argued in Appendix H, 1, &bali we &1'8 not properly at. liLmty 
to aasume that the ezpenaes of raiaing the produce 
from the richer landJ and under the mON favourable 
cimmu;~ceII are independent. of theol:eDt to which 
U1e product.ioo it carried; since an inere.ased produCo
tionia likely to lead &0 an improved organizat.ion, if 
Doli of f&nning indUitriel thamselv-, '-' of those 
mbaidiDI'J' to them, and t8peclally of the carrying 
trade. We may however permit oWfJelvea to make 
thisaaswnption provirionally,lO sa to getaclean;ew 
of Ule broad ouUines of the problem; though we must 
not forget thai; in any applicat.iODl of the general ftlBIOIl

ing8 b8l8d on it account. mUll be taken of the l8ct.t 
which we here ignore. On this aaumpt.iOD then 8S' 
being Lbe IUpply curve before the impOlition of a tax, 
landlorda' rent iI represented by CS,J., Aft.el' the 
t.u: has been impoeed and t.he .apply earn railed 

D 

• 
D 

• F;g. 88. 

.' 

.' 
• H • 

., u' \be landlorda' nIIlt becomee lobe &moun' br which cOM. &be toW priel 
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v, zm, T, § 7. Enough has been said to indicate the character of 
_.... the second great limitation which has to be introduced into 
=1 .... the doctrine that the maximum satisfaction is g ...... aUll to 
:':.".Iiou be attained by encouraging each individual to spend his own 
doc...... resources in that way which suits him best. It is clear that 
&b •• i," if h ds his . • h . h _ •• ",n e spen mcome m suc a way as to merease t e 
::::~~ demand for the services of the poor and to incre&.e their 
=~: incomes, he adds something more to the total happiness than 
he pleueo. if he adds an equal amount to the incomes of the rich, 

because the happiness which an additional shilling brings to 
a poor man is much greater than that which it brings to a 
rich one; and that he does good by buying things the 
production of which raises, in preference to things the 
production of which lowers the character of those who make 
them'. But further, even if we assume that a shilling's worth 
of happiness is of equal importance to whomsoever it comes, 
and that every shilling's worth of consumers' surplus is of 
equal importance from whatever commodity it is derived, we 
have to admit that the manner in which a person spends his 
in~ome is a matter of direct economic concern to the com
munity. For in so far as he spends it on things which obey 
the law of diminishing return, he makes those things more 
difficult to be obtained by his neighbours, and thus lowers 
the real purchasing power of their incomes; while in eo fai 

go, '.r OA prod .... ooId .. the .... I&a, ........ the loW ... ,FE .. Iogelher 
with 01tE8 the total erpeDIM of plOduc\ion, .xclud.,. of ren, tOl' 0"" produce: 
I.hal fI, it. beeomea F8B. (In &be 8gure t.be curve ... hal UJ.e same abape .. 
88', thereby implying &ba& &he tu ia qft!i/"; &11&& is, ia II uniform. charge 
OD. each unit. of &he commodity wha&eftr be iLs value. The argument 10 far does 
Dot depelld on Ulil wuPJPUOD, but it. it II mad. we caD. by a Ihor&er l'Outil gd 
the new landlords' rent. " U4, which Lben ia equal to FSE.) Thus &be _ of 
landlorda' rent. it CF&I.; and Lhia added &0 eCA. t.be _ 01 consumerr turplus, 
makes up cFEAa, whieb exceeds &be gross Lax by cAB. 

On &he other hand, &he direet. payment. under II bcnmlJ' would uceed &be 
inereue 01 COJlSUIIleJI" 1Ul'p1us, and of landlorda' awplua caleula&od 011 &he above 
UlUlDpUooa. FOI Mking N' &0 be &be original posit.ion or ~. supply cone, Uld 
88' &0 be i&.l poeilion after the bonn'" the DeW landlorda' IW'plua on t.beae .. um,.. 
tiona it C8A. Of ~ it Ule same \bing BIT; and &hia ueeeda &be old. landlorda' 
rent CIa b, &OX. The increase 01 consumeii' IlUl'plus ia cC..4/1j aDd. &herefON 
the toY! bonn',. which ill BCA.T, uc:eedl &be pin of CODIUDlen' .wplus and Ian_ .... Iogelher by r ..... 

FOf reuoaa .t.aMd. ill Appendi:r H, S. &he uaumptioD on which tbiJ 
.....,.;.,g ..,.....ta .. iJlapp1icablo ...... in wbich Lbo auppl,y ...... is _ 
lUI£aIi..!y. 

'0-_11,1. ... 
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as he spends it on things which obey the law of increasing v, =, T. 
return, he maktlB those things more easy of attainment to 
others, and thus increases the real purchasing power of their 
incomes. 

Again, it is common! y argued that an equal ad t>alot-em 
tax levied on all economic commodities (material and im
material), or which is the same thing a tax on expenditure, 
is primd facie the best tax; because it does not divert the 
expenditure of individuals alit of its natural channels: we 
have now seen that this argument is invalid. But ignoring 
for the time the fact that the direct economic effect of a tax 
or a bounty never constitutes the whole, and very often not 
even the chief part of the considerations which have to be 
weighed before deciding to adopt it, we have found:*.firstly, 
that a tax on expenditure generally causes a greater destrue- -
tion of consumers' surplus than one levied exclusively on com
modities as to which there is but little room for the economies 
of production on a large scale, and which obey the law.of 
~diminisbiDg return; and secondly, that it might even be 
for the advantage of the community that the government 
should levy taxes on commodities whic4 obey the--Iaw of 
diminishing return, and devote part of the proceeds to 
bounties on commodities which obey the law of increasing 
return.) . 

These conclusions, it will be observed, do not by them
selves afford a valid ground for government interference. 
But they show that much remains to be done, by a careful 
collection of the statistics of demand and supply, and a 
scientific interpretation of their results, in. order to discover 
what are the limits of the work that society can with advan
tage do towards turning the economic actions of individuals 
into those channels in which they will add the most to the 
sum total of happinessl • 

1 It ia remarkeoble thaL MalUlus, Political Ec:oMmy, ch. m ... 9. argued Uta" 
though the diftlcultiea thrown in the way of importing foreign com during the 
great war tumed capit.al from the more profitable employment. 01 manufadure to 
the leu profikl.ble employment 01 agricult.ure, yet. if we take account of the eollJ6o 
qUID' increue 01 agricultural rent.. we may conclude that the new channel may 
have been one of "higher national, Utougb nolo h~ber individual p:roftta!' In 
uu. DO doubt. he W8.I right; but. he overlooked. the far more important. injury 
inOict.ec1 011 lobe public by lobe CODIIeQ.ueDL riM in the priel 01 com, aod $be 
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V, XIII, 1. COD88C(U8Dt denrueLioD of COD8UIll8II' surphu. Senwr ~kM RCCOUIl' 01 ibe in
t.ereata of UJe consumer in his el.uc:ly of the different efted8 of increased demand 
on the one band and of t.nxatioD on the other in t.be e&II!I of agricultural and 
manufadured produce (Political &:o.omV. pp. 118-123). Advocata of Prokdion 
in eount.riel which eIpOd raw produee have made use of argwnenta lending in 
t.be IIUDII direction as \hOle given in dJiI Chapter; and eimilar arguments are 
DOW used, especinlJy in America (as for inatanee by Mr H. C. Adams), in support. 
of tbe active participation of lhe .state in induaLriei which eonlorm &0 u.e law of 
increuing re&um. The graphic meLbod bas been applied, in • manner IODlewhld 
eimilar to t.ha&; adopted in the pftlleDt Cbapl.er, by Dupuit in 1844; and, indepen-
dantly. by Pleeming Jenkin (EdiflhrogA PAiltJ~J TnHUCIdiou) in 1811. 



CHAPTER XIV. 

THE THEOR'lC OF MONOPOLIES. 

§ 1. IT has never been supposed that the monopolist in V,no,l,D. 

seeking his own advantage is naturally guided in that course w.-;;; 
which is most conducive to the wellbeing of society regarded :':p':,. 
a.s a whole, he himself being reckoned as of no more im- ":,!;!'::>;,<>
portance than any other member of it. The doctrine o~::.~rom 
Maximum Satisfaction has never been applied to the demand ;i~ 
[or and supply of monopolized commodities. But there is '!r..°lo 
much to be learnt from a study of the relations in which 01 ~ ~~:Ii. 
the interests of the monopolist stand to those of the rest of price. 

IIOciety, and of the general conditions under which it might 
be pOBBible to make arrangements more beneficial to society a.s 
a wbole than those which he would adopt if he consulted only 
his own interests: and with this end in view we are now to 
seak for a scheme for com paring the relative quantities of 
the benefits which may aeenle to the public and to the 
monopolist from the adoption of different courses of action 
by him. 

In a later volume a study will be made of· the Protean 
shapes of modern trade combinations and monopolies, some 
of the most important of which, as for example U Trusts," 
are of very recent growth. ~ p~ent we consider only I t.
t~.~" general cause~DjDItIllonopolI values, that can 
be traced with more or I ... di.tinctn ... in every case in 
which a single person or association of persons has the power I . 
of fixing either the amount of a commodity that is offered (or V 
sale or the price at which it is offered. I 

§ 2. The prim4 facie interest of the owner of aN.' 19 
monopoly is clearly to adjust the supply to the demand, :.:::. 
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v, _, S. not in such a way that the price at which he can sell his 
commodity shall just cover ite expenses of production, but 
in such a way as to afford him the greatest powble total 
net revenue. 
'" But hem we meet with a difficulty as to the meaning 
of the term Net revenue. For the supply price of a freely
produced commodity includes normal profite; the whole of 
which, or at all-eveD.ts what remains of them after deducting 
interest on the capital employed and insurance against 1088, 
is often claBBed indiscriminately as net revenue. And when a 
man manages his own busineSB, he often doe. not distinguish 
carefully that portion of his profits, which really is his own 
earnings of management, from any exceptional gains arising 
from the fact that the busineBS is to some extent of-the 
nature -of a monopoly. 

This difficulty however is in a great measure avoided in 
the case of a public company; where all, or nearly all, the 
expenses of management are entered in the ledger as definite 
BUms, and are subtracted froll:l the total receipts of the com
pany before its net income is declared. 
":1 The net income divided among the shareholders includes 

,...-"b;terest on the capital invested and insurance against risk of 
\ i) > 4 failure, but little or no earnings of management; ~at 

_ '-- ,Q-:- tl\!L&I!l,!!]!nt by which the dividends are in exceBS of what 
;"'_ '/ '. I!!I~I __ !a.ir!Y b_eallow--"!!--II! mter!~and ~~ceJS---:-th!¥ono-

---pal1/ E~en"" '!V1ll~~ we am.,,-e~ng.----
Bince then it is much easier to specify exactly the amount 

of this net revenue when a monopoly is owned by a publio 
company than when it is owned by an individual or private 
firm, let us take as a typical instance the case of a gas 
company that has the monopoly of the supply of gas to 
a town. For the sake of simplicity the company may be 
supposed to have already invested the whole of ite own 
capital in fixed plant, and to borrow any more capital, that it 
may want to extend its busine88, on debentures at a fixed 
rate of interest. 

J~and § 3. The demand schedule for gas remains the same 
lCbedulo as it wQuld be if gas were a freely--produced commodity; 
ia .. uaual; it speoiJiea the price per thousand feet at which consumera 
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in the town will among them nee any given number of v, zrt, 8. 

feet. But the supply schedule muet represent the normal bu,""ih." 
expenses of production of ~b several amount supplied; and :E!:l~ 
these include interest on an its capital, whether belo~ging md .,., be 

rawnoD 
to its shareholders or borrowed on debentures, at a fixed. opecial 

normal rate; they include also the salaries of its directors, p1ao. 

and permanent officials, adjuSted (more or less accurately) to 
the work required of them, and therefore increasing with an 
increase in the output of gas. A f1IIJfIOpoly ....., ... "" IIChedule The 

may then be constructed thus:-Having set against each ::::::.:::" 
several amount of the commodity its demand price, and its """'01&. 

supply price estimated on the plan just described, subtract 
each supply price from the corresponding demand price and 
set the residue in the monopoly revenue column against 
the corresponding amount of the commodity. 

Thus for instance if a thousand million feet could be sold 
annually at a price of 3,. per thousand feet, and the supply 
price for thie amount were 2.1. 9d. per thousand feet, the 
monopoly revenue schedule would show 3d. against. this 
amount; indicating an aggregate net revenue when this 
amount was sold, of three million pence, or £12,500. The 
aim of the company, having regard only to their own im· 
mediate dividends, will be to fix the price of their gas at such 
a level as to make this aggregate net revenue the largest 
possible1 • 

• Thus DD' being &he demllld cum, and 88' the cum corresponding to the 
supply schedule described in Lbe Wl.. Jet JlPaP. be drawn nrt.ically from. any 
point. 14 in Oz, cuUiDg 8S' in p. and DD' in PI; and from ia. cut. off MP.-PaP .. 
tobea t.b.e locuI of p. 1riIl be our &bird curro. QQ', which we may call 1Jlo 
~ ftM'U ftA"N. The supply price 1m • smaU. quantity 0( gsa wiD 01 
cowae be nry highj and in Lb. neighbourhood of 0, &be IlUpp.y cum wiD be 
abon t.be demand curve. and &berefOIe the net revenue cun-e will be below Oz. 
It. will cut. Oz in K and again in H. point.l which are vertically UDder B and 
A, the '.0 points of int.ersecUon of &be demand. and. aupply eurnL The marl
mum monopoly revenue will Ihen be obtained by &nding • point. II on QQ' 
aueb. lila, Lq. being drawn perpend.icuJ.ar &0 O~ OLxLJ. is • muimum. 
Lt. being produced to cu.~ 88' in fa and DIY in fit Ute compaDY, if desiring to 
obtain b great.eIR immediate monopoly reTeIlue. will tb: the price per thousand. 
(ee~ "' Lq", and. COD.BeqUeDtly will aell OL &housand feet.; ihe upeoMI of pro
duetJon will. be Lt. per Uiouaaod fee~ and &be aggrega&e De' leftDU8 will be 
OLxfJ-Ih, or which iI the BRIll. thing OLxLg.. 

The doLt.ed Un. in &he diagram are known to mat.bemat.icianl .. ftlCLaogular 
byperboluj bu~ we may eall tha:D. C!OIUIMC ...... n&fWI: lor they ant aueh 
_ if "'"" • PO"" ... _ ... col _ &. be c1n .... parpeodiculu .. a. 
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THEORY 011' MONOPOLIES 

§ 4. Now suppose that a change takes place in the 
conditions of supply; some new expense has to be incurred, 
or some old expense can be avoided; or perhaps a new tax 
is imposed on the undertaking or a bounty is awarded 
to it. 

First let this increase or diminution of the expenses be 
a fixed sum, bearing on the Undertaking as one undivided 
whole and not varying with the amount of the commodity 
produced. Then, whatever be the price charged and the 

and Oy respectively (the one representing revenue per thouaand lee' and t.be 
other representing the number of t.boUlo,nd leet lold). 'hen &he produd at Iohese 

.. 
triO be a fI!Onstant quant.it.y for e"" point on one and Pte nme eun'8. Tbil 
product 11 of coune a lmaUer quantity for the inner curvet, thOle nearer Oz and. 
0" t.han it iI for lbe out.er curves. And consequenLly .mee p. iI on • amaUer 
constant revenue curve ~an " is,. OM X MP. i4 less &!han OLxLg.. Uri be 
not.iced ~o.' r. iI the point in which QQ' touches one of th_ curYeL That. 
fa, g. ill on a larger conslan' nY8Due C11I'nI than ill any other point. OD Wi 
and therefore OLx.I.q. .i.a peater than OAlxMP •• not only in the position 
given to AI in &be figure, but a1ao in any poeition tha' AI can take along (n • 

. That ill to any, " bas bMn correctly det.ennined. .. tbe point oa QQ' correspond
ing to t.he mal:lmum tot.al monopoly revenue. And tbua we to' ltbe rule:-U 
",rougb tha' point. in· which QQ' touchol one of • .mill 01 constAnt. revuUtl' 
curves, & line be drawn vertically to cut. the demand curve. then the dist.lUlce of,. 
that. point of intenedion from. 0.. wiD be the price .. wbicb &be commodity"; 
Ihoul.l be offflred for aale in order that. it may afford &!be muimum. mODOpoly(.; 
"" .. U8. See Qlot.e XXII. ill t.he MIIot.hemaUcal A:JlpendiL 
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,mount of the commodity Bold, the monopoly revenue will v, ""Y, 4. 

)8 increased or djmjnished, as the ca.se may be, by this sum; will no' 

",d therefore that selling price which afforded the maximum ~~~ 
nonopoly revenue before the change will afford it after- >ioJl; 

varda; the change therefore will not offer to the monopolist 
"'y inducement to alter his course of action. Suppose for 
nstance that the maximum monopoly revenue is got when 
,welve hundred million cubic feet are sold annually; and 
,hat this is done when the price is fixed at 30d. per thousand 
eet: suppose that the expenses of production for this amount 
.re at the rate of 26d., leaving a monopoly revenue ;'t the 
'ate of four pence per thousand feet, that is £20,000 in all. 
[his is its maximum value: if the company fixed the price 
ligher at, say, 31d. and sold only eleven hundred million feet, 
,hey would perhaps get a monopoly revenue at the rate of 
1·2 ience per thousand feet, that i. £19,250 in all; while in 
uder to sell thirteen hundred milliOJ;lS they would have to 
.ower their price to, say, 28d. and would get a monopoly 
'evenue at the rate of perhaps 3·6d. per thousand feet, that 
" £19,500 in all. Thus by fixing the price at 30d. they 
~et £750 more than by fixing it at 31d.,. and £500' more 
,han by fixing it at 28d. Now let a tax of £10,000 a year 
be levied on the gas c~WJ'~ruL.~.~Jnd:pendent 1/ 
,f the amount they Bell. Their monopoly revenue' will 
become £10,000 if they charge 30d., £9,250 if they chargo 
nd., and £9,500 if they charge 28d. They will therefore 
IlOntinue to charge 30d. 

The same is true of a tax or a bounty proportioned not .or will 
. one propor-

to the gross receIpts of the undertaking, but to its monopoly !.io.ed 10 

revenue. For suppose next that a tax is levied, not of one :::~1 
nxed 8um,.l!!~_~~crtaiII percentage, 8ay 50 per cent. of the 
monopoly revenue. The company will then retain a mono- V 
poly revenue of £10,000 if they charge 3Od., of £9,625 if 
they charge 31d., and of £9,750 if they charge 28d. They 
will therefore still charge 30d.' 

;~ .. 
t If kI: lobe expellll8l of working a monopoly there be -added. (by .. t.ax or 

oLhe.rwile) .. lwop IWD. independen'- of ~ amount produced, Lbe no.sul, will 
be too U,UIIe eYerJ poin' on the monopoly revenue CUJTe &0 mon downwaro. 
., .. point OD. .. CODlY.n' .. venue curve repl'OR'DtiDa .. conat.o.nL reveaue amallar 
bJ a lizal ~ tbA .... _ 011. wbkb it. lieI. Tbo*'on $be muimum reftDuo 

• 18 
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v, _," On the other hand &JI'x -J!mPlU1i<l.IIlI.l to the amount 
bu';' will produCl'd giy"!., an inducement to the monopolist to lessen hiJ 
!;::.':m outpnt and raise his price. For by 80 doing he diminishes hiJ 
:J:.T expenses. And the excess of total receipts over total outla) 
.. ,he may therefore be now increased by a diminntion of output 
quantity 
pJOdw:ecL thongh before the imposition of the tax ii would have beel 

lessened. Further, if before the imposition oC the tax the nel 
revenue was only a little greater than that which wouli 
have been afforded by muc,i smaller sales, then the mono 
polist. would gain by reduClnj his prodnction very greatly 
and hence in such case. as this, the change is likelJ 
to ca1l8e .. very great diminution of production and rise 0: 
price. The opposite efiects will be ca1l8ed by .. chang. 
which diminishes the expense of working the monopoly by • 
Bum that varies directly with the amount produced under it 

In the lasi example, for instance, a tax of 24. onl"cl: 
tho1lB3nd feet sold would have rednced the monopoly revenn. 
to £10,083 if the company charged 31d. per tho1lB3nd feel 
and therefore sold eleven hnndred niilliOIl8; to £10,000 ~ 
~hey charged 3Od. and therefore sold twelve hundred millions 
and to £8,666 if they charged 2&1. and therefore 80ld thirteeE 
hundred million feet. Therefore the tax would induce thE 
company to raise the price to 80mething higher than SOd.; 
they would perhaps go to 31d., perhaps 80mewhat higher; fOI 
the figures before 118 do not show exactly how far it would hi 
their interest to go. 
r On the other hand, if there were .. bounty of 2d. OD 
the sale of each tho1lB3nd feet, the monopoly revenue would 
rise to £28,416 if they charged 31d., to £30,000 if theJ 
.charged 3Od., and to £30,333 if they charged 28d.: it would 
therefore ca1l88 them -to lower the price. And of oourae the 

poiD' on dle OIIW monopoly renmue curve liM nrtieaD, below &bat OIl &hi 
old: abu fa. Ut. aelling price and &he alD.ounL produoed. remain ~ 
mel connl88ly witb regard &0 .. 6.Ied. boon', 01' oUlar Axed dimiDutioD. of aggregaII 
working upenIIIL AI to &be effec" of .. tax proponional • IDOIlOI'017 renD'" 
.. Note XXUI. in the Ma\bemaLical AppcmdiL , 

n should hOftTel' be Ilot.iced ill .. , if .. taJ: OJ' o&her DI!IW' addiUooal upeDIt 
ueeeda &be muimum JDCJDOPOl1 reYaue. U will preven' U. mooopoly from beiq: 
worked. .. aU; it wW COD"" &be prb whieb bad. dOMed &be muimum ~ 
1IYeG .. toto &be prb wbicb. would reduce ... minimum abe .. IbM woutl 
NUl' hom _foIDuiDc to ......... ~. 
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same result w01ud follow from an improvement in the method v, XI"f, 4-

of inaking gas, which lowered its cost of production to the 
monopolist company by 2d. per 1000 feet1• 

1 In lobe t.ex, it. iesupposed that. the to 01' bounly ill dftctJ,y proportional to 
the aalee: bu, the argwnenL. wben closely uamillo.i, will be found to iDYOIve no 
further aEUIIIpLion thaD. &bat. Uae aggregate taJ: M bount.,. increasel wit.b ev8'1 
increaae in $hat. amount.: &be argument. does no$ really require that. it should 
increase in exact. proport.ion t.o that. amounL 

Much instrucUon it &0 be go, by dnnring diagrams to represent nnoua condition. 
ed dem.uui and of (monopoly) .upp)" wiLb t.he reaultan' Ihapes 0( &be monopol:r 
!eYeD" cune. A careful atudy of ilIfl'lb,apee $bu.. obtain~ ,..ru gi .. more 
assistance &ban my elaborate COUl'8tl of reasoning.in the endeavour to realize the 
mult.ifonn action of economic to ... in lelWon &0 monopoliIL A kaclng may be 
made OIl \bin paper of the ecmst.ant. revenue curves in one of I.be diagramJ; 
and un.. when laid over a monopoly reven1Hl C'UJ'Ve, wiD indicate at. once &be 
perin" or poinil, of maximum 1'8V_ue. For it. wiD be lounct. no' only when 
the demand. and. aupply cunei eu'_o~ anothu more $han once. but. alIo "hew. 

o 

lhey do not, eben wtJl often be. u In ftg. 8I.i. le.erU poin" on • monopol, 
reYellue cum a' which it. touch. • connan' revenue curv.. Each of th_ 
poin. will abo" a Vue muimum monopoly revenuej but. one of them will 
fllDerall, .tand out. pre-eminently .. being on .. larger CODl'" Nvenue CWft 

&b&o. an;r at &he ot.bea and t.buefON indicating .. larger monopoly lImIDue ihul 
!hey. 

U I, happeu, u In ftg. 35, tha& Ulia chief muimum f". IieI .. long wa, 
'" &he right cd .. ant.Uer muimum 9.. \hen \be impodlioD of .. &as. on the 
amunodit.y. or 1liiy ot.h8l' chanp t.ha, raised i" IUpply CorTe throughout. wouU 
IInru by an equal amount the DlOnopol;r ... cue carre. Let the IUpply cum 
bo _ 110m fI8' 10 Ibo p<IIilfoD n'; ... d In collllq1llllCO Ie, Ibo mOllopoly 

Il~ 
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v, :m>," § 5. The monopolist would lose all his monopoly revenue 
1_.,..... if he produced for sale an amount so great that its supply 
I:,=oly price, as here defined, was equal to its demand price: the 
pric""\th amount which gives the maximum monopoly revenue Ii 
=~:;., 1 always considerably less than -tJu~f:rt may therefore appear ,. I as though the amount produced under" monopoly is always 

/ 1 ... and its price to the consumer always higher than if 
, there were no monopoly. But this is not the case. 

~:::::~ For when the production is all in the _),an~ one 

~:~2 person or coml'anl" the ~Otal. eXJ'!~ses_l:".volv~~,,--~~,,--nerally 
eon less than would have to be incurred if the same aggregate 
&,,:.~y production were -Qllitnliuted-j.-moiiga-multitude of com
:U;~- paratively small rival producers. They would have to 

struggle with one another for the attention of consumers, 
and would necessarily spend in the aggregate a great deal 
more on advertising in all its various forms than a W'gle 
firm would; and they would be 1 ... able to avail themselves 
of the many various ecoaomies which result from production 
on a large scale. In particular they could not afford to 
spend as much on improving methods of production and the 
machinery used in it, as a single large firm which knew that 
it was certain itself to reap the whole benefit of any advance 
it made. . 

This argument does indeed assume the single firm to be 
managed with ability and enterprise, and to have an un
limited command of capital-an assumption which cannot 
always be fairly made. But where it can be made, we may 
generaUy conclude that the supI11.)'JICh~)lIJL!or ~e com
~odity, if ~ lIl<l!lopolized, would ~g.h'!!.!!1pply ifi':..ss 
revenue CWft tall from it. old poeit.ioa QQ' ~ ZZ'; ~en the c:hiel poin' of 
maximum revenue wiD move hom f". ~ ... "PI'OIIODWng .. gMIl' diminuUoa of 
procJUCUOD, .. great riae of price and .. great; injury \0 lbe OODIUIDeIL The c0n
vene eJlects of any cbange, sueb u .. boUD',. on lob., commodi'y, which 101f'8l'll ib 
IUpply price throughout; and miaea the monopoly l'8n.D.U8 curve, may be eeea by 
nprding ZZ' .. tbe old and QQ' as &he Dew posilrioD. 01 ~ c:urYe. 1& wiD 
be obvious On .. lit.L1o eoDliJ~LioIl (bu' IJJ.. lac' may witb. advan&age be 
iUUlLra&ed by drawing aWmble diagrams), &1m, the more nearly &be monopoly 
hlvenue curye epproximat.ee ~ ihe abape or a CODIt.an' revenue cune. lhe 
greater will be Mie change in the posilion of \he manmwn revenue point whiclI 
ftIIUlta from lUll" giYeD a1~rat.iOD in the 8J:penseI of produ.ct.ion of tbe ecmmodi&y 
gonetally. Tbia change II graM in. fig. SS DO' because Db' and 88' in&enl8C&; 
mol'll &ban once. b\U. becau. t.wo plUts 01' QQ'. one a long WIll" to &be rigbt,. 01 at. 
other, lie in lobe oeia;bbourbood 01' u.. tame COD8I.aD.' reYellU8 CutM. , 
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than those of our monol'oly suppl~dule; and therefore v, "", 5. 

the eqillIiliriw:n amount of the cominodity produced under 
'ree competition would be less than that for which the 
lamand price is equal to the monopoly supply price1• 

One of the most interesting and difficult applications of B~llb" 
;he theory of monopolies is to the question whether the :.: ... 
lUblic interest is best served by the allotment of a distinct ::;~'-:'b;: 
lasin to each great railway, and excluding competition there. o\,,",!ual 
~or the proposal it is urged that a railway can afford to 10 _lioo. 

:any two million passengers, or tons of goods, cheaper than 
me million: and that a division of the public demand be-
,ween two lines will prevent either of them from offering a 
:heap service. It must be admitted that, other things being 
lqual, the "monopoly revenue price" fixed by a railway will 
be lowered by every increase in the demand for its services, 
.nd pice ~ .... d. But, human nature being what it is, ex
~erience bas shown that the breaking of a monopoly by the 
'pening out of a competing line accelerates, .rather than 
wtards the discovery by the older line that it can afford to 
>arry traffic at lower rates. There still remains the suggestion 
~hat after a while the railways will combine and charge the 
~ublic with the expense wasted on duplicating the services. 
But this again ouly opens out new matters of controversy. 
rhe theory of monopolies starts rather tban solves practical 
issues such as these; and we must defer their study' • 

• In other word.. Lhougb L lica neceaaarily • good deal to t.he len of B. 
according to Lb. notation in fig. 3~; yet. lobo suppJy curve lor Lhe rommooity, U 
Utere were no monopoly. migM lie 10 much ahoye Lbo present. posif.i.on 01 8S' 
~b.t. ilol poin' 01 intersection wil.b DD' would lie much t.o lb.. leU of 4. ill lbe 
figure. and might. DOt. improhaUly lie to Ule left. 01 L. Somet.b.ing baa already 
been aaid (IV. Xl., J,:JLi and V. XI.), as to U1e adnntages which a lingle powerful 
linD baa oYer iUi smaller ri\"w in those industrial in which Lbe law of increaaing 
rehm aeta .t.rongly; and as to Lhe ebnnee whieh it. mi;hL have of obtaining a 
praeUeal monopoly of ilil own braneh o. production, if it. weft) mlUH\goo. for maDy 
genarat.ionI t.oget.be.r by people wbOle geruUl, eDt.erpriae and energy equalled t.hoee 
of t.he ori!.:inal Inundere of Lhe businallJ . 

• The full t.heoret.ical t.reatment. of qUf!IIt.i01l.l re1anog 10 fob. innuenee ezert.ed 
OD monopoly prioe by an inCl'e&le of demand requirM &hI use 01 mat.bematiea 
for which 'be reader is rdermd 10 an artide on monopoliCII by Prof8llllOr Edge
worth in \be GiDnIa" tltgll ECOAOfRW lor Od. 1897. Bu' an in.tpeel.ion of 
fig. 54 wiD abow t.h., a unifonn niaing of DIY 1riU pUlb L mueh too Lbe right; 
and &be' lhe reault.ing pNiition of fl wiD probably hi lower tbM before. H, 
ho .. nr, a DI'JW e1ua of rNidenlol come into &he distrid, wbo are" well 10 do, 
&hal. ~ 'frilli~esa &0 &.ravel ia 'l'8l'1liLt.ie .aided by the railway eharpe, t.beD 
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V, :m, f. § 6. So far we have supposed the owner of a monopoly 
The to fix the price of his commodity with exclusive reference to 
:::~;~~~t the immediats net revenue which he can derive from it. 
~..crico But, in fact, even if he does not concem himself with the 
!i' ... ;' intsrests of the consumers, he is likely to reflect that the 
th.M ... d d f hin d d' I' d •• olop. . eman or a t g epen sma great measure on peop e B 
:::~::!::.~ familiarity with it; and that if he can increase his sales 

by taking a price a little below that which would afford 
him the maximum net revenue, the increased use of his 
commodity will before long recoup him for his present loss. 
The lower the price of gaB, the more likely people are to 
have it laid on to their houses; and when once it is there, 
they are likely to go on making some use of it, even though 
a rival, such 88 electricity or mineral oil, may be competing 
closely with it. The case is stronger when a railway company 
has a practical monopoly of the transport of persons and goods 
to a Bea-port, or to a suburban district which is as yet but] 
partly built over; the railway company may then find it 
worth while, 88 a matter of business, to levy charges much 
below those which would afford the maximum net revenue,1 , 
in order to get merchants into the habit of using the port,l 
to encourage the inhabitants of the port to deVelop their; 
docks and warehouses; or to assist speculative builders inl 

the new suburb to build houses cheaply and to fill them; 
quickly with tenants, thus giving to the suburb an air o~ 
early prosperity which goes far towards insuring its perma-' 
nent success. This sacrifice by a monopolist of part of hi" 
present gains in order to develop future business differs in 
extent rather than kind from the sacrifices which a young 
firm commonly makes in order to establish a connection. . 

In such cases as these a railway company though noli 
pretending to any philanthropic motives, yet finds its own: 
interests so closely connected with those of the purchasers o( 
its BemCes, that it gainB by making some temporary sacrifice 
of net revenue with the purpose of increasing consumers~ 
SurpIUB. And an even closer connection between the interestlj 
of the producers and the conBumers is found when the landi 

,he .bape of DD' wiD be altered.; I. left aide will be taWed mOle ID p~ 
Ibao. i" nab'; and &be 011" poIiloioa of fI mAJ be mabel ttl. &bit old.. ~ 
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owners of any district combine to make a branch railway v, zrr, 7. 
through it, without much hope that the traffic will afford 
the current rate of interest on the capital which they 
invest-that is, without much hope that the monopoly 
revenue of the railway, as we have defined it, will be other 
than a negative quantity-but expecting that the railway 
will add so much to the value of their property as to make 
their venture on the whole a profitable one. And when or I .... 
a municipality undertakes the supply of gas o~ water, or ~=: 
facilities for transport by improved roads, by new bridges, ~.':..o1 
or by tramways, the question always arises whether the scale .. 1I8UDl .... 

of charges should be high, so as to afford a good net revenue 
and relieve the pressure on the rates; or should be low, so as 
to increase consumers' surplus. 

§ 7. It is clear then that some study is wanted of 
calculations by which a monopolist should govern his actions, 
on the supposition that he regards an increase of consumers' 
surplus as equally desirable to him, if not with an equal 
mcrease of his own monopoly revenue, yet with an increase, 
say, one-half or one-qua.rter as great. 

If the consumers' surplus which arises from the sale..,f the Th.tolGl 

di .. dd d hi' b ... jilola commo ty at any pnce, 18 a e to t e monopo y revenue monopoly 

derived from it, the sum of the two is the money measure of ~~~IIWD 
the net benefits accruing from the sale of the commodity to :::::~:IY 
producers and consumers together, or as we may say the ande::
total benefit of its sale. And if the monopolist regards a gain to ::::;i ... 
the consumers as of equal importance with an equal gain to 
himself, his aim will be to produce just that amount of the 
commodity which will make this total benefit a maximum1 • 

• ill fig. S8 DD', 88', and QQ' .. p ..... , ~. demone!, IUpply, and monopoly 
ftlVeDllI CUlT. drawn on the same plan as in fig. 34. Prom p. draw PI' 
perpendieu1ar to Oy; then DF PI ia the consumers' .urpIUl derived from. the aale 
of OM thouaand feet of gaa at the price MP.. In AlP. kke a point p. auch that 
OMxMP.-the area DFP.: then aa At mov6I from 0 along Oz, p. will trace 
out our fourth curve, OR, which we may caJJ. the COMUmer" ."'P'a eurtfe. (01 
coune U p8llell lhrougb 0, because when the aa1e of the commodity iI reduced to 
nothing, the conaumel'8' .urpiUl also vaoishes.) 

Nul; from PaPl cuI; oft PaP. equal to MPh 10 that MP._MP.+MP 
Then OMxMP.-OJlxMP.+OMxMP.: but. OMxMP. iI the total monopol, 
revenue when aD. amount. OM is being IOld at a price MPh and OM x MP. ia the 
corresponding CODIUID.era' I!Nl'plua. There10re OM x M p. ia the IUlD. of t.he mono
poly renmue and the CODIUID.eJ'I' INl'plua, that. it t.he (money measure of the) toW 
benefit. which &be communit.7 wiD derive lIom t.be commodit.J' wheD III amoun' 
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V, _, T. But it will seldom happen that the monopolist can and 
Su' u u.. will treat £1 of consumers' surplus as equally desirable with 
~OS;:~ £1 of monopoly revenue. Even a government which con
~kodl siders its own interests coincident with those of the people .... on ,. 
lraclion 01 has to take account of the fact that, if it abandons one Bouree 
~':!:.~. of revenue, it must in general fall back on others which have 
::::::.~';.: their own disadvantages. For they will necessarily involve 
!:. eeUed u. friction and expense in collection, together with Bome injury 
h.:;::" to the public, of the kind which we have described as a loss 

of consumer.' surplus: and they can never be adjusted with 
perfect fairness, .specially when account ia taken of the 
unequal shares that different members of the community 
will get of the benelits for the sake of which it ia proposed 
that the government Bhowd forego 80me of its revenue. 

OM is produced. The IOCUI of PI is our filth ~ur'VeJ QT. which we may caD ,be 
IIIIGl 6MtJU curH. Ii; touch81 one of ibe eouaLant. revenue euJ'VIII ... fa. and. &hill 

s 

F'8. 38. 

Q' 

Q 

ilho ... ~d the (moDeY mouwe of the) tobl beneftt. ... maximum when &hfI 
amount. oU.red. lor aale fa O'V; or, wbich it U1e aame thiDa. 1I'beD. ibe price ~ 
IAIe fa a.ee1 ., f'b" demODd pm. to> OW. 
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Suppo.e then that the monopolist makes a compromise, V ..... 8. 

and reckons £1 of consumers' surplus as equivalent to say 
10.. of monopoly revenue. Let him calculate the monopoly 
revenue to be got from selling his commodity at any given 
price, and to it let him add one half the corresponding 
consumers' surplus: the Bum of the two may be called the ./ 
~J!',!",u .. _~enefit; and his aim will be to fix on that .. 
price which will make the compromise benefit as large as 
possiblel • 

The following general results are capable of exact proof; Den ... \' 

but on a little consideration they will appear so manifestly reaul ... 

true a. hardly to require proof. Firstly, the amount which 
the monopolist will ofter for sal:' will be grcater (and the 
price at which he will sell it will be less) if he is to any 
extant desirous to Rromote the interestsQtcons~ers than 
if his sole aim is to obtain the greatest possible monopoly 
-revenue; and secondly, the amount produced will be greater 
(and the selling price Will be less) the greater be the desire 
of the monopolist to promote the interests of consumers; ,.~. 

the larger be the percentage of its actual value at which he 
counts in consumers~ surplus with his own revenue' .. 

§ 8. Not many years ago it was commonly argued that::t'bo 
.. An English ruler, who looks upon himself as the minister ::r~~" 
of the race he rules, is bound to take care that ho impresses ::::::.:: 
their energies in no work that is not worth the labour that:::!':" 
is spent upon it, or-to translate the sentiment into plainer .. lUDaled. 

language-that he engages in nothing that will not produce 
an income sufficient to defray the intercst on its costa." 

1 U be eompromilel on the buil that £1 of con.&WIlera' nrplUl iI equa11y 
deeirable with £ft of monopoly revenue, .. being 6 prop"r fract.ion, let us Lake .. 
point p. in PaP. such that PaP.-A,PIP •• or, which is Ule aame thing, AMP •. 
Than OJi x MP.-OM x MP .. +flOMx MP.; that Y, it. i. equal w the monopoly 
rcnmue derived from I8lling an amount OM of \he commodit.y a' tbe ·price 
MPh+- lim. &be consumers' mrplUl derived. from UJiIJ &ale: and fa Utenlore 
I.be compromile benefit. derived from that. aale. The locUI· 01 p. iI our .is.Lh. 
curve, QU, which we may eaIl the COMJ"'OMU' "m~JU """"" It toucb. ODe 
of t.he CODltan' revenue curvee in uti which ebon that the compromiM benetl, 
a.t.t.aina iu masimum wben amount. OF ia acld; or wbich ;. the IaIIl8 thing. wbon 
UJ,e telling price iI 8zed. at the demand price tor the amoun' OF. 

I Tbat. is to aay. 8retly, 07 ag. 36 it always patel t.bnn OLi IUld leCondJy, tho 
gnaw" ii, t.be greaw OF it. (See Note XXIII. In. in the Mathematical Appendix.) 

I Tbe warda are quo&ed from a leading article in TAt Tima for .July 30. 1874: 
t.bey tairly Npl'8leDt a areali body of public opinion. 
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v, Uf, B. Such phrases as 'this may sometimes have meant little more 
than that a benefit which consumers were not willing to 
purchase at a high price and on a large scale, was likely to 
exist for the greater part only in the specious counsels of 
those who had some personal interest in the proposed nnder
takings; but probably they more often indicated a tendency 

• to nnder-estimate the magnitude of that interest which con
sumers have in a low price, and which we call consumers' 
surplus!. 

1 Pig. 37 may be u.ken kt leprMent. the cue of a propoted OoYemment 
IIDCIenatiDg in India. The auppl1 cum ill &bon &be demand curve duriq 

• 
~. 87. 

D 

~~~o,-
""------!-

y w • 
u 

Q Q' 

fte whole 1engt.h, mowing \bat lb_ ent.e!prlle to which It. mfen i. IIIlNmUDeJ'aoo 

tiftt In lb. I8DIe fob", wbale", price lb. produee .. ftz, \hey will be money; 
&heir monopoly revenue will be .. negau.ve quanLit.y. Bu' QT the ktW beneftt. 
curre riIeI above Ch; and touehel .. consLant. l'eYeD.U8 CUI'\'e in Ia. U &ben 
they offer lor I&le an amount. OW (or, which II abe AIJle thing. b &be price 
at Ule demand prio. for OW), the rerullant. eoDIW'DW IUrp1ua. if Mkeo .. i&l 
ruO nIue, will outweigb &h_ 10M OIl working by aD unoun' repl'8l8D&ed by 
OWx Wit. Bu' IUPPOM til." In order to make up Ule deficiency. GoTemmeol 
mus' 1e't'J' \0-, and &hat _kina account. 01 III indiree& ezpeu. and. o&ber 
• ...u., thIII COlt. Ute public 'wice what &be,. bring in kt UNo OoYWlUTtenl. " 
wiI1 t.heu. be 11~ kt coun' 'WO rupeII of &be COIIaWIl8ni IW'pIUl .. 
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One of the chief elemente of success in private basineaa v, :a., 8. 

is the faculty of weighing the advanteges and disadvanteges beca-;;;
of any proposed course, and of assigning to them their true :',';:~~a1 
relative importance. He who by practice and genius haa ::Id:'on"" 
acquired the power of attributing to each factor ite right belpo much 

quantity, is already well on the way to fortune; and the ~= 
increaae in the efficiency of our productive forces is in a great :::.~ .... 
meaaure due to the large number of able minds who are 01 !.bem, 

devoting themselves ceaselessly to acquiring these busineaa 
instincte. But unfortunately the advantages thus weighed 
against one another are nearly all reg'<rded from one point of 
view, that of the producer; and there are not many who 
concern themselves to weigh against one another the relative 
quantities of the intereste which the consumers and the 
producers have in different courses of action. For indeed the 
requisite facte come within the direct experience of only a 
very few persons, and even in the case of those few, only to 
a very limited extent and in a very imperfect way. More-
over when a great administrator has acquired those instincts 
with regard to public intereste which able business men have 
with regard to their own affairs, he is not very likely to be 
able to carry his plans with a free hand. At all events in a 
democratic country no great public underteking is secure of 
being sustslned on consistent lines of policy, unless ite 
advantages can be made clear, not only to the few who have 
direct experience of high public affairs, but also to the many 
who have no such experience and have to form their judgment 
on the materials set before them by ot"ers. 

Judgments of this kind must always be inferior to those ~~~:: 
which an able basine .. man forma, by the aid of instincte ~"I;'~'" 
b d I . 'th d his b' .... DOlyel ase on ong expenence Wl regar to own usmess. properly 

But they may be made much more trustworthy than they o'Goniz•c1• 

COIIIpenlAting for .. Oo'V8l'DIDeDt ouUay of only ODe rupeej aDd in order to repl'el8Df; 
&he net gain of &he undert.aking on &.his 8UppositJon, we must draw the compro
mile benefit; curve QU .. in 61:_ 36, but. put.ting --i. TbUi MP ..... MP.+IMP •. 
(Anoth6J' way 01 put.Ling the aame tbing ia too ea,. that QU is drawn midway 
betiween tile monopoly reveDue (negative) curve QQ' and t.he to~ beneOt; eurve 
QT.) QU 10 drawn in ftg. 81 touchel a coutant reYeDue curve in "t. &bowing 
&bat if &be amount; or iI offeNd for aale. or, which it the lBIDe t.hing. if lobe price 
it bed. ., ,be demand price (or OY. 1.bere wW ftIIult • Del. ga.iD. t.o India repre
... 1odh70l'xl' ... 
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v ...... s. are at present. if they can he based on statistical measures of 
the relative quantities of the benefits and the injuries which 
different courses of public action are likely to cause to the 
several classC8 of the community. Much of the failure and 

i much of the injustice. in which the economic policies of 
, governments have result.ed, have been due to the want of 

statistical measurement. A few people who have been 
strongly interested on one side have raised their voices 
loudly, persistently and all together; while little has been 
heard from the great mass of people whose interests have 
lain in the opposite direction; for, even if their attention has 
been fairly called to the matter, few have cared to exert 
themselves much for a cause in which no one of them has 
more than a small stake. The few therefore get their way, 
although if statistical measures of the interests involved were 
available, it might prove that the aggregate of the interests 
of the few was only a tenth or a hundredth part of the 

StaUstical 
argument.t 
are often 
misleading 
a .. fint; 
butlree 
diJcuaaioD 
clears 
awaT 
ltatlltlel\! 
loIIacics. 

aggregate of the interests of the silcnt many. 
No doubt statistics can be easily misinterpreted; and are 

often very misleading when first applied to new problemm 
But many of the worst fallacies involved in the mis
applications of statistics are definite and can be definitely 
exposed, till at last no one ventures to repeat them even whe" 
addressing an uninstructed audience: and on the whole 
argumcnt. which can be reduced to statistical forms, though 

Hopei fol' 
the future 
from the 
.t.atistical 
.tud,. of 
demand 
and COD
lNl1\en' 
IW'pIua. 

still in a backward condition, are making more sure and more 
rapid advances than any others towards obtaining the general 
acceptance of all who have studied the subjects to which they 
refer. The rapid growth of collective interests, and the 
increasing tendency towards collective action in economic 
alIairs, make it every day more important that we should 
know what quantitative measures of public interests are most 
needed and what statistics are required for them, and that 
we should set ourselves to obtain these ststistics. 

It is perhaps not unreasonable to hope that as time goes 
on, the statistics of consumption will be so organized as to 
alIord demand schedules sufficiently trustworthy, to show in 
diagrams that will appeal to the eye, the quantities of con
sumers' Bnrplus that will result from different coursea of 

I 
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public and private action. By the study of these pictures v, ""0, 9. 

the mind may be gradually trained to get juster notions of 
the relative magnitudes of the intereste which the community 
has in various schemes of public and private enterprise; and 
sounder doctrines may replace those traditions of an earlier 
generation, which had perhaps a wholesome inJIuence in 
their time, but which damped social enthusiasm by throwing 
suspicion on all projecte for undertakings by the public on 
ite own behalf which would not show a balance of direct 
pecuniary profit. 

The practical bearings of many of the abstract reasonings 
in which we have recently been engaged will not be fully 
apparent till we IiIpproach the end of this treatiae. But 
there seemed to be advantages in introducing them thus 
early, partly because of their close connection with the main 
theory of equilibrium of demand and supply, and partly 
because they throw side lighte on the character and the 
purposes of that investigation of the causes which determine 
distribution on which we are about to enter. 

§ 9. So far it has been assumed that the monopolist can Tha 

buy and sell freely. But in fact monopolistic combinations ~r:.~~ 
in one branch of industry foster the growth of monopolistic :r.~~~~::' 
combinations in those which have occasion to buy from or .nh~ 

• ot. erS 
sell to It: and the conJiicte and alliances between such BSSO- aid is in 
. t' I Al f . .. . d .apable.! CIA lOns p o.y a fO e 0 ever mcreasmg Importance m mo ern a universal 

economics. Abstract reasoning of a general character has •• Iulion. 

little to say on the subject. If two absolute monopolies 
are complementery, so that neither can turn ite producte 
to any good accoUllt, without the other's aid, there is no 
means of determining where the price of the ultimate pro-
duct will be fixed. Thus if we supposed, following Cournot's 
lead, that copper and zinc were each of them useless except 
when combined to make brass: and if we supposed that ane 
man, A, owned all the available sources of supply of copper; 
while another, B, owned all those of zinc; there would then 
be no means of determining beforehand what amount of 
brass would be produced, nor therefore the price at which it 
could be sold. Each would try to get the better of the 
other in bargaining; and though the issue of the contest 
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v, ""', u. would greatly affect the purchasen, they would not be abl, 
to influence it'. 

TIme, Under the conditions supposed, A. could not count 01 

i.:r.""' reaping the whole, nor even any share at all of the benefit =:0' from increased sales, that would be got by lowering th, 
:::.~\.,"'" price of copper in a market in which the price of zinc 
:li.7.~ was fixed by natural causes rather than strategical higglinl 
Ihe;, and bargaining. For, if he reduced his price, B might tak, 
I....... the action as a sign of commercial weakness, and raise the 

price of zinc; thus causing A. to lose both on price ant 
on amount sold. Each would therefore be tempted to bluf 
the other; and consumers might find that less br ..... was pul 
on the market, and that therefore a higher price could b, 

- exacted for it, than if a single monopolist owned the whol, 
supplies both of copper and of zinc: for he might see his waJ 
to gaining in the long run by a low price which stimulatec 
consumption. But neither A. nor B could reckon on th, 
effects of his own action, unless the two came together anll 
agreed on a common policy: that is unless they made I 

partial, and perhaps temporary fusion of their monopolies 
On this ground, and becawie monopolies are likely to dis
turb allied industries it may reasonably be urged that th, 
public interest generally requires that complementary mono
polies should be held in a single hand. 

hulauch But there are other considerations of perhaps greatel 
• fuaioD 
would In importance on the other side. For in real life there an 
:::~::- scarcely any monopoli81 as absolute and permanent as thai 
~::~.. just discuseed. On the contrary there is in the modeR 
~~ world an ever increasing tendency towardS the substitutioE 
Ihao il of new things and new methods for old, which are not bein@ 
.... onod. developed progressively in the interests of consumen; anll 

1. TbUl iheze ill a alight. analogy be,ween this cue and &bat. 01 eompoei .. J'eDl 
aI water poww, and &be only lite OIl "hich " could be klmed to MCOUIIt. (_ 
above V. ZI. T). 10 far .. abe indoteuninateneal 01 fobe dirisioo. of &be producen 
IW'PIUI ill concerned. But. in Ulia cue Ulere ill no meana 01 knowing wbU ibt 
produeer'. IUrplUl will be. Cournot.'. fundamental equa\iODI appear to be buecl 
on incoDl"~t. MIUDlptiona, 1M R«:J&.d .. .... u. ""~ ~ .. 
RicA",,,, Ch. tz. p. 113. Bere, .. _wbent, 1M opened up new ground. bul 
onrlookeci 10m, of it. moll ob'rioua 'eatune. Prot. H. 1.. Moore (QvarterIJ 
J..,...J _/ _ .... Feb. 1906~ haling himoeIl pllltly om Iho ...... '" _ 
ami Prof. J!daeworlh, ~ do __ 1:1' "'" ....... plioul which oro appropriaOo .. 

1IlOIlopoq pro~ 
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the direct or indirect competition thus brought to bear is v, :an, 8. 

likely to weaken the position of one of the complementary 
monopolies more than the other. For instance if there be 
only one factory for spinning and only one for weaving in 
a small isolated country, it may be for the time to the public 
interest that the two shonld be in the same hands. But the 
monopoly so established will be much harder to shake than 
wonld either half of it separately. For a new venturer 
might push his way into the spinning business and compete 
with the old spinning mill for the custom of the old weaving 
sheds. 

Consider again a through route, partly by rail and partly 
by sea, between two great centres of industry. If competi
tion on either half of the route were permanently impossible,. 
it wonld probably be to the public interest that the ships and 
the railway line should be in the same hands. But as thinga 
are, no such general statement can be made. Under some 
conditions it is more to the public interest that they should 
be in one hand; under others, and those perhaps the con
ditions that occur the more frequently, it is in the long run 
to the public interest that they should remain in different 
hands. 

Similarly the prinu2 falJie arguments in favour of the 
fusion of monopolistic cartels, or other associations, in com
plementary branches of industry, though often plausible and 
even strong, will generally be found on closer examination 
to b. treacherous. They point to the removal of prominent 
locial and industrial diocorde; but at the probable expense 
of larger and more enduring discords in the future' • 

• Book DL 01 ltullUlry .. TJ'Gtl, ia occupied with a at.udy of prob18lll8 .kiD to 
thOle which bave beeo Ike&ched. in \his ehaptM. 



'" CHAP'fER xv. 
SUMMARY OF THE GENERAL THEORY OF EQUILIBlUUlI 

OF DEMAND.AND SUPPLY. 

V,n,l. § 1. TIl. present· chapter contains no new matter: it ill 
a mere summary of the results of Book V. The second half 
of it may be of service to anyone who has omitted the later 
chapters: for it may indicate, though it cannot explain, their 
general drift. 

In Book V. we have studied the theory of the mutual 
relations of demand and supply in their most general form; 
taking as little account as possible of the special incidents 
of particular applications of the theory, and leaving over for 
the following Book the study of the bearings of the general 
theory on the special features of the several agents of pro
duction, Labour; Capital, and Land. 

Oh. I. The difficulties of the problem depend chiefly on varia
~:rketo. tiona tt the area of apace, and the period of time over which 
~'.' the market in question extends; the influence of time being 
.. more fundamental than that of space. 

GIl. U. Even in a market of very short period, luch as that of 
~;:::E.orar1 a provincial com-exchange on market-day, the "higgling and 
~= bargaining" might probably oscillate about a mean position, 
and which would have some sort of a right to be called the 
IUPpIJ· equilibrium price: but$e action of dealers in ollering one 

price or refusing another would depend little, if at all, on 
calculations with regard to cost of production. They would 
look chiefly at present demand on the one hand, and on the 
other at the stock. of the oommodity already availahle. It ill 
true that they would pay lome attention to IUch movements 
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of production in the near iuture as might throw their v, n, 1. 

shadow before; but in the case of perishable goods they would 
look ouly a very little way beyond the immediate present. 

JOost of production has for instance no perceptible influence 
~n the day's bargaining in a fish-market. 
. In a rigidly stetionary state in which supply could be :."v~· 
perfectly adjusted to demand in every particulavhe normal Equil;. 

expenses of production, "lhe marginal expenses, and the :~:."I 
~verage expenses (rent being cowitediii) would be one and dd'OIld 

the same thing, for long periods and for short. But, as it is, :PpI1. 

the language both of professed writers on economics and of ~::'.nl 
men of business shows much elasticity in the use' of the of\im .. 

term Normal when applied to the causes that determine 
value. And one fairly well marked division needs study. 

On the one side of this division are long period., in which Lo~g 
the normal action of economic forces hastliilet""o work itself ~:~~, 
out more fully; in which therefore a temporary scarcity of ;=1>1 
skilled labour, or of any other of the agents of production, 
can be remedied; and in which those economies that normally 
result from an increase in the scale of production-normally, 
that is without the aid of any substantive new invention-
have time to develop themselves. The expenses of a :re

presentetive firm, managed with normal ability and having 
normal access to the internal and external economies ·of 
production on a large scale, may be taken as -a standard for 
estimating normal expenses of production: and when the 
period under survey is long enough to enable the investment 
of capital in buildiitg up a new business to .complete itself 
and to bear full fruits; thell . the marginal supply price is 
that, the expectetion of which in the long run just suffices 
to induce capitalists to invest their material capital, and 
workers of all grades to inveat their persona1CapitaJ"in the 
trade. 

On the other side of the line of division lIl"e p~ods of ~~ri:!i 
wme long enough to enable producere to adapt their produc- no!""u 
!ion to changes in demand, in so far as that can be done with ~.:'b":'n~~u 
the existing provision of speoialized skill, specialized capital, pdoo. 

and industri," organization; but not long enough to enable 
them ,to make any important changes in the suppliea of these 



SUMlIlARY OF THB GENERAL THEOR1' OF 

v, n, 2, factors of production. For such periods the stock of material 
and personal appliances of production has to be taken in a 
great measure for granted; and the marginal increment of 
supply is ~1mi,!ed by estimates of.l!r.'!.ci~ as to the 
amount of production it is worth their while to get out of 
those appliances. U trade is brisk all energies are strained 
to their utmost, overtime is worked, and then the limit to 
production is given by want of power rather than by want of 
will to go further or faster. But if trade is slack every pra
ducer has to make up his mind how near to prime cost it is 
worth his wliile to take fresh orders. -XicIlier..tJiei'e- is no 
defiDitel"~, the-chief operative force is the fear of spoiling 
the market; and that acts in different ways and with difterent 
atrengths on difterent individuals and difterent industrial 
groups. For the chief motive of all open combinations and 
of all informal silen~ and "customary" understandings 
whether among employers or employed is the need for pre
venting individuals from spoiling the common market by 
action that may bring them immediate gains, but at the cost 

CIL n. 
Joiohnd 
compoaite 
demiuuj 
... d 
IUpplJ· 

of a greater aggregata los8 to the trade . 
. § 2. We next turned aside to consider the relation. of 

demand and supply with reference to things that need to be 
combined together for the purposes of satisfying a joint d&
mand; of whi,ih the most important instance is that of the 
specjaljzed m&I.rial_ capital, and the specialized personal skill 
that must work togeihm, iii any trade:-J'Or'tIlei'e Isnodlrect 
demand on the part of consumers for either alone, but only 
(or the two conjointly; the demand for either separately is 

- • derived demand, which rises, pther things being equal, with 
\:J...Jevery inc~ase in the ~the oommon p,:"duots, and 

with..!very diminution in the supply pnce of the jomt factors o of production. III like manner commodities of which there 
. ua joiiitl!upply, such as gas and coke, or beef and hides, can 

each of them have only. derived supply price, governed by 
the expenses of the whole proc~~_ of production. on tlle one 
hand, and on the other by the demand for the remaining( 
joint products. --- -------- .. ---. 

- The composite demand for a thing, resulting from its being 
lIIed for several difterent purposes, and the composits supply , . 
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of a thing, that has several sources of production, present no V, zo, ". 
great difficulty; for the several amounts demanded for the 
different purposes, or supplied from different sources, can 
be added together, on the eame plan. as was adopted in 
Book III., for combining the demands of the rich, the middle 
c1 .... es and the poor for the eame commodity. 

Next we made some study of the division of the .upple- Ch. vu. 
mentary costs of a bu.iness,-and especially tho.e connected ~~:~u
with building up a trade connaction, with marketing, and IUppl .. 

... ~ - mentary 
with)!l~!ll"ance-among the various products of that busin .......... 

§ 3. Returning to those central difficulties of the equi- Chi. VIII. 

librium of normal demand and supply which are connected ~~~UI 
with the element of time, we inv .. tigated more fully the 01 "'! 
relation between the value of an appliance for production rEr~:::'." 
and that of the things produced by it. ~~~: ~ 

When different producere have different advantag .. for :~~ Glib. 

producing a thing, its price must be sufficient to cover ~ro~'1:...i 
the expens .. of production of those producers who have y.t. 

no special and exceptional facilities; for if not j they will 
withhold or diminish their production, and the scarcity of 
the amount supplied, relatively to the demand, will raise the 
price. When the market is in equilibrium, and the thing 
is being sold at a price which covelO these expenses, there 
remains a surplus beyond their expenses for those who 
have the assistsnce of any exceptional advantages. II these 
advantag .. arise from the command oveaJiee gifts of nature, 
the surplus is called a pr~_d_uc.er' 8 .urpl~ or J!!!l.gWlex~lW:ent: 
there is a surplus in any case, and if the owner of a free gift 
of nature lends it out to another, he can generally get for ita 
use a money income equivalent to this surplus. 

The price of the produce is equal to the cost of production 
of that part of it, which is raised on the margin, that iav 
under such unfavourable conditions as to yield no rent. The 
cost of this part can be reckoned up without reasoning in 
a circle; and the cost of other parts cannot. 

If land which had been used for growing hop., is found 
capable of yielding a higher rent as market-garden land, the 
area under hops will undoubtedly be diminished; and thili 
will raise their marginal cost of production and thereforli 
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v ..... 4.. their price. The rent which land will yield for one kind of 
produce. calls attention to the fact that a demand for the 
land for that kind of prodnce increases the difficulties of 
supply of other kinds; though it does not directly enter into 
those expenses. And similar arguments apply to the relation 
between the site values of urban land and the costa of things 
made on it. 

Thus when we are taking a broad view of normal value. 
when we are investigating the causes which determine normal 
value "in the long ron." when we are tracing the "ultimate" 
efiects of economic causes; then the income that is derived 
from capital in these forms enters into the payments by 
which the expenses of production of the commodity in 
question have to be covered; and estimates as to the 
probable amount of that income directly control the action 
of the producers. who are on the margin of doubt as to 

• whether to increase the means of production or not. But. 
on the other hand. when we are considering the causes which 
determine normal prices for a period which is short relatively 
to that required for largely increasiag the supply of those 
appliances for production; then their influence on value is 
!,hiefly indirect and more or less similar to that exerted by 
the free gifts of nature. The shorter the period which we 
are considering. and the slower the process of production of 
those applianc!!.s. the less part will variations in the income 
derived from them play in cheeking or increasing the snpply 
of the commodity produced by them, and in raising or 
lowering its supply price. 

CIIL m.. . § 4. This leads to the consideration of 80me difficulties 
"rhe in· 
8 ... "" of of a technical character connected with the marginal expenses 
~.law 01 of production of a commodity that obey. the law of inmcreuiDl 
.. Iura 08. creasing return. The difficulties arise from the temptation to 
aurpll 
pnce d... represent supply price as dependent on the !lmount produced. 
no,.hoW' i....... without allowing for the length of time that is necessarily 
1!':h.'!"' ocoupied by each individual business in extending its intemal. 
period-. and still more its emmal organization; and in consequence 

they have been most conspicuous in mathematical and semi
mathematical discussions of tho theory of value. For when 
changes of lupply price and amount produced are regarded 



EQUILIBRIUM OJ' DEMAND AND SUPPLY 501 

... dependent exclusively on one another without any refer- v,.n, 4-

ence to gradual growth, it appears re&Sonable to argue that 
the marginal supply price for each individual producer is the 
addition to his aggregate expenses of production made by 
producing his last element; that this marginal price is likely 
in many cases to be diminished by an increase in his output 
much more than the demand price in the general market 
would be by .the same cause. 

The statical theory of equilibrium is therefore not Shoo:'

wholly applicable to commodities which obey the law of ::ITb-:a" 
increasing return. It should however be noted that in many ~:t:.:l 
industries each producer has a special market in which he is 
well known, and which he cannot extend quickly; and that 
therefore, though it might be physically possible for him to 
increase his output rapidly, he would run the riSk of forcing 
down very much the demand price in his special market, or 
else of being driven to sell his surplus production outside on 
I ... favourable terms. And though there are industries in 
which each prodocer Las access to the whole of a large market, 
yet in these there remain hut few internal economies to be got 
hy an increase of output, when the existing plant is already 
well occupied. No doubt there are industries as to which 
neither of these statements is true: they are in a transitional 
state, and it must be conceded that the st~tical theory of 
equilibrium of normal demand and supply cannot be profit-
ably applied to them. But Bueh cases are not numerous; 
and with regard to the great hulk of manufacturing in
dustries, the connection between supply price and amount 
shows a fundamentally different character for short periods 
and for long. . 

For short periods, the difficulties of adjusting the internal 
and external organization of a busine88 to rapid changes in 
output are so great that the supply price must g~nerally be 
taken to rise with an increase, and to fall with a diminution 
in the amount produced. • 

But in long periods both the internal and the external I.. • 

economies of production on a large scale have time to develop l'J'1:':;O
themselves. The marginal supply price is not the expenses Pf'f0<la. • 
of prodoction of aoy particular bale of goods: but it is the 
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V, n, 5. whole expenses (including insurance, and gross earnings of 
management) of a marginal increment in the aggregate pro
cess of production and marketing. 

Ch. xm. § 5. Some study of the effects of a tax, regarded as 
~=a1 a special case of a chnge in the general conditions of 
:"'daud demand and supply suggests that, when proper a\lowance is 
~pply, made for the interests of consumers, there is on abstract 
WltblOme 
ret ... D" grounds rather less prima facie cause than the earlier 
:t'.:~.t,. 01 economists supposed, for the general doctrine of so-called 
~:J.:i: .. Maximum Satisfaction"; i.e. for the doctrine that the free 
.i.... pursuit by each individual of his own immediate interest, 

will lead producers to turn their capital and labour, and 
consumers to turn their expenditure into such courses as 
are most conducive to the general interests. We have 
nothing to do at this stage of our inquiry, limited as it 
is to analysis of the most general character, with the im
portant question how far, human nature being constituted as 
it is at present, collective action is likely to be inferior to 
individualistic action in energy and elasticity, in inventiveness 
and directness of purpose; and whether it is not therefore 
likely to waste through practical inefficiency more than it 
could IIBve by taking account of a\l the interests affected by 
any course of action. But even withont taking accooot of 
the evils arising from the unequal distribution of wealth, 
there is prima facie reason for believing that the aggrejpta 
satisfaction, so far from being already a maximum, could be 
much increased by collective action in promoting the pro
duction and consumption of things in regard to which the 
law of increasing return acts with especial force. 

Ch. XIV. This position is confirmed by the study of the theory of 
~::lo- 'monopolies. It is the immediats interest of the monopolist 
polioo. BO to adjust the production and we of his wares as to 

obtain for himself the maximum net revenue, and the course 
which be thus adopts is unlikely to be that which affords the 
aggregate maximum satisfaction. The divergenoe between 
individual and collective interests is prima facio less im
portant with regard to those things which obey the law of 
diminishing return, than with regard to those which obey the 
law of increa,mg return: but, in the case oHhe latter, th ..... 
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is strong prim4 facie reason for believing that it might often v, n, S. .;' 

be to the interest of the community directly or indirectly to 
intervene, because a largely increased production would add 
much more to consumers' surplus than to the aggregate ex-
penses of production of the goods. More exact notions on the 
relations of demand and supply, particularly when expressed 
in the form of diagrams, may help us to see what statistics 
should be collected, and how they should be applied in the 

• attempt to estimate the relative magnitudes of various 
conflicting economic interests, public and private. 

Ricardo's theory of cost of production in relation to value Rleard.', 
.. I' h histo f . h t.beoryof OCCUpies so Important a pace m t e ry 0 economics t at .. I ... 

any misunderstanding as to its real character must necessarily 
be very mischievous; and unfortunately it is so expressed as 
almost to invite misunderstanding. In consequence there is 
a widely spread belief that it has needed to lie reconstructed 
by the present generation of economists. Cause is shown in 
Appendix I for not accepting this opinion; and for holding 
on the contrary that the foundations of the theory as they 
were left by Ricardo~main intact; that much has been 
added to them, and that very much has been built upon 
them, but that little has been taken from them. It is 
there argued that he knew that demand played an essential 
part in governing value, but that he regarded its action as 
less obscure than that of cost of production, and therefore 
passed it lightly over in the note. which he made for the 
use of his friends, and himself; for he never essayed to 
writs a formal treatise: also that he regarded cost of 
production aa dependent-not as Marx asserted him to 
have done on the mere 'l.u!,ntity of labour nsed np in 
production, but-on the Quilfity as well aa ~antity of that \ 
!abour; together with th~ amount of stored up capital needed I 
to aid labour, and the length of time during which sucb aid 
was invoked. 



BOOK VI. 

TIlE DISTRIBUTION OF THE NATIONAL INCOliE. 

CHAPTER I. 

PRELIMINARY SURVEY OF DISTRIBUTION. 

VI. I. L § 1. THE keynote of this Book is in the fact that free 
The human -beings are not brought up to their work on the same 
~~'i.0~[. principles as III machine, a horse, or a slave. If they were, 

-... whole. there would be very little difference between the distribution 
and the exchange side of value; for every agent of pro
duction would reap a return adequate to cover its own 
expenses of production _ witb wear-and-tear, etc.; at all 
events after allowance had been made for casual failures to 
adjust supply to demand. But as it is, our growing power 
over nature makes her yield an ever larger surplus above 
necessaries; and this is not absorbed by an unlimited 
increase of the population. There remain therefore the 
questions:-What are the general causes which govern the 
distribution of this surplus among the people? What part 
is played by conventional necessaries, i.e. the Standard of 
Comfort? What by the influence which methods of con
sumption and of living generally exert on efficiency; by 
wants and activities, i.e. by the Standard -of Life! What 
by the many-sided action of the principle of substitution, 
and by the struggle for survival between hand-workers and 
brain-workers of different classes and grades! What by 
the power which the use of capital gives to those in whose 
hands it is? What share of the general lIow i. turned to 
remunerate those who work (including here the undertaking 

• 
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of ventures) and" wait," 88 contrasted with those who work VI, ~ 2-
• and consume at once the fruits of their endeavoure! An 

attempt ie made to give a broad answer to those and some 
similar questions. 

We shall begin a preliminary survey of the subject by Driflol 
. h F h d E \ish . Chap'"I. noting ow rene an ng wrIters a centur~o 

represented value as governed almost. wholly by cost of 
l'roductiop., ~~Illan:a::ta~g a' subordinate place. Next wo 
shall observe how near to the truth these results would be 
in a stationary state; and what corrections need to bo 
introduced in order to bring these results into harmony 
with the actual conditions of liIe and work: and thus the 
remainder of Chapter L will be given mainly to the demand 
for labour. 

In Chapter II. we shall first consider its supply under g:' 01 IL 
modem conditions; and thence we shall tum to a general p<er 

view of the causes which fix the broad lines of distribution 
of the Ilational income between labour, and the owners of 
capital and laud. In thie rapid survey we shall pass by 
unnoticed many details: to 1ill in some of these ie the tssk 
of the remaiuder of the Book; but others must s.tand over 
for a later Volume. 

§ 2. The simplest account of the causes 'I' hicb determine ~.!?! . 
• '0 .... _84-

the distribution of the national income ie that given 1>y the ...,..t, m 
French economists who just preceded Adam Smith; and it ie :'~'t:i 
based upou the peculiar circumstances of France in the latter ~:~~~.\ ~ 
half of last century. l The taxes, and other exactions levied :,T.;ara' 
from the Freuch peasant, were then limited only by his 1.",,!,~ 

a.b. ility to paY;:'\nd few o .. f. the labouring c. l& .. sses .. w. e ... r .. e. fa.r.fr .. om 1-.'01, stsrvation. So the Economiets or Physiocrats, as they were 
called, assumed. for .~he sak~ _ of simplicitl' .~~,at there was a .., 

.,!'at1ll'al )a", pf popull!!i.'?!l"~c.?()rdi~_to .",tiA~h the wag ... of 
]!,bour. ",ere kept at. starvation limit'.) They did not suppose 

1 TbUl ~ who for lhis pUrpOie may be reckoned 'friLh \he PhJaiOC'rat.l, 
.,. (Sur l:7~ ff DUtribuliotl du RiMtuu, f n), "In flnry tori; of 
occupaUon it mud come too P .... IIDd in ~ iI. doel come too ,.., that Ule waga, 
01 the artiJaD are Umit.ed to thai :which iI necessary to procure bim a IUbiisteneeo 
... Be eami no Diore -tho.il'llia living {n ne pgrtti'Clue lit. vie}." When ho .... ever . 
~wrot.e, poinLlng out that tbiI slat.emen' led to the c:onc:IUlIon t.lto., a las on 
wagee musL nl. '":,."t"s; and 'hat i' W&I Lhercfore iDC!Onsistcn' wit.b. Lb. obaeneJ 
iDe' &hu wapi are 01_ low wb .... t.a::S:1II ue hiBb, awl • wr,di Turao' 
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VI.I.lI. that this was true of the whole working population, but thE 
exceptio~ were so few, that they thought that the general 
impression given by their assumption was true: lomewhat ill 
the same way as it is well to begin an account of the shape 
of the earth, by saying that it is an oblate spheroid. althougb 
a few mountains do project as much as a thousandth part 01 
ita radius beyond the general level. 

::'~.'l.~ Again, they knew that the rate of interest in Europe had 
IUD..... fallen during the five preceding centuries, in consequence 01 
~.'!:~ the fact that "economy had in ge.!!!'.~I!!~!l.vl!i!edJl.vedJW!l1." 

ap.1al. Bnt they were iI'll'ressed very much by the sensitiveness 01 
capital, and the quickness with which it evaded the opprss
Bions of the tax-gatherer hy retiring from his grasp; and they 
therefore concluded that there was no great violence in the 
8uppoBition that if ite profita were reduced below what they 
then were, capital would speedily be consumed or migrate. 
Aocordingly they assumed, again for the sake of simplicity, 
that there was something like a natural, ~~ry.~~ of 
profi~, ~~~s.p~n~g in some!Deas~ the natural r~te....Q! 
wages; thalli.the llIluent .rate exceeded tlli.necieB~sry: ~v~~ 

'CaPital would grow rapidly, till it forCed"aawt(the rate ~of 
profit to 'fIiarrevel; and that, if the current rate went 
below that level, capital would shrink quickly, and the 
rate would be forced upwards again. t They thought that, 
wages and profite being thus fixed by natural law8, the 
!!atum! x!!!!,e of everything was governed simply as th~ 
lum of wages and profits required to remunerate the pro 
ducera'. ) 

lreplied. (Mareb, 1167) to &he efleet ~at his iron law w_ not 8U~~_.&4..be..A&D.r 
." epe .. ti •• I •• h.;I.. """'.... bu~ 0.1. "' I.... See Sa1'iT ....... English Ed. 

pjt1JJ;~etC.~ ..a::-~"':3. .. _- .... _",-~~ 

1 From these pnsmisal the Ph,.iocnts 10gicaUy deduced &be conclusion Ihal 
the only Qet produce of &he country disposable for the purposes of taxation it u.e 
ren' oIlandj that when Ml.zft are placed on capital or labour, lhey make It ahnnt 
tiD ita De' price riaea &0 t.he naturalleYel. Tbe landOWDel'l ban. U:aey argued, to 
pa, .. an- price which uceeds this Det price by the to .. together wiLb all the 
u~ of coDeding tbem in detllil. and &D. equivaleot; f~ all &be impedimenll 
which thIi tu-gnl.b.erv putl in the way of the Itee COUlW of iDdUlUY; and there. 
fore the landownen would 10M .. in the long nm ii, being the Owned of the 
onl,y We IUl'PIUI that ed.tI, &hey would uodort.ake to pay direct whatever taxel 
the King requiredj _pecillU, U ~ King would conseot; "w.er faire. laiaer 
,..w," Ioba, ia, to le, aYe1'J one make whale .... be d~ I&Dd &aU Ilia Iabou.r 
lID'" IIIUl Ilia aoodI to "ha .. .., marke' he liked. 
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Adam Smith worked out thia oonclusion more fully than VI, I, 2-
the Physiocrats did; though it was left for Ricardo to make Tbeaerigid 

clear that the labour an~.!"yi.t!-l n~eded fO~,.l'~d~ction mu.t =:.: .. 
be estim,M.ed .I!.tJlle ,ma-rgin~f c_~tl~ion, .0 a. to avoitrt.he ~:~tl 
element !Ii,mnt. But Adam S"lll1tn .aw also that labour and Adam _ .. ---' - ~ S 'III 
capital were not at the verge of starvation in England, as .m _ ' 
they were in France. In England the wage. of a great part 
of the working cl .... e. were .ufficient to allow much more 
than the mere necessaries of existence; and capital had too 
rich and safe a, field of emploY\llent there to be likely to go 
out of existence, or to emigrate. So when he is carefully 
weighing hia words, hia use of the term. "the natural rate of 
wages," and "the natural rate of profit," has not that sharp 
definition and fixedness which it had in the mouth. of the 
Physiocrats; and he goes a good way toward. explaiuing how 
they are determin, by the ever-fluctuating conditions of 
demand and .upply.CRe even in.ists that the liberal-reward 
of labour "increases the industry of the common people"; 
that "a plentiful .ubsistence increases the bodily .trength of 
the labourer; and the comfortable hope of bettering hi. con
dition, and of ending hia day. perhaps in ease and plenty, 
animates him to exert that .trength td the utmo.t~ Where 
wage. are high, accordingly, we .hall alway. find tlie work-
man more active, diligent and expeditious, than where they 
are low; in England, for exam pIe, than in Scotland; in the 
neighbourhood of great towns than in remote oountry 
places'." And yet he .ometime. falls back into the old way 
of .peakingS thus make. carele •• reader •• uppose that he 
believes the n level of the wage. of labour to be fixed by 
an iron law at the bare nece.sarie. of life. 

Malthus agam, in his admirable .urvey of the course of and by 

wages in England from the thirteenth to the eighteenth Mallll .... 

centurie., .!'ow. how their mean level oscillated from cen-
tury to century, falling sometimes down to about half a peck 
of com a day. and ri.ing .ometimes up to a peck and a half or 
even, in the fifteenth century, to about two peck.. But 
although he ob.erve. that "an inferior mode of living may 
be a cause a. well a. a con.equence of poverty," he traces 

• WCIIltA o[ NflJio.t, Bk. L ch. .. m. 
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VI, ',2. this e1Iect almost exclusively to the consequent increase of 
numbers; he does not anticipate the stress which economists 
of our own generation lay on the influence which habits of 
living exercise on the efficiency, and therefore on the earning 
power of the labourer'. 

~;"nI.!J ~cardo's language is even more unguarded than that of 
..\'roid tho Adam S.i'u1h and Malthus. It is true, indeed, that he says 
~,. distinctlyl:-"It is not to be understood that the natural 
~~:'f'''; price of labour estimated in food and necessaries is absolutely ="..! fixed and constant ... It essen~ially depends on the habits and 
;:;.~.. customs of tho people." But, having said this once, he does 
r,r;:J;od not take the trouble to repeat it constantly; and most of his 
.r.:'hlo readers forget that he says it. lin the course of his argument 
:'iiH~~nI he frequently adopts a mode of speaking similar to that of 

Turgot and the Physiocrats8 ; and seems to imply that the 
tendency of population to increase rapidly as soon as wages 
rise above the bare necessaries of life, causes wages to be 
fixed by "a natural law" to the level of these bare necessaries. 
This law has been called, especially in Germany, Ricardo's 
" iron U or U brazen n law: many German socialists believe 
that this law is in operation now even in the western world; 
and that it will continue to be so, as long as the plan on 
which production is organized remains "capitalistic" or 
" individualistic"; and they claim Ricardo as an authority 
on their side'. ) 

In fact, however, Ricardo was not only aware that the 
necessary or natural limit of wages was fixed by no iron law, 
but is determined by the local conditions and habits of each 
place and time: he was further keenly sensiG"vl to the im-. 
portance of a higher" standard of living," and called on the 
friends of humanity to exert themselves to encourage the 
growth of a resolve among the working classes not to allow 

• Poltlit:dl ECOfIOMY, 11'. 2. Th8J8 i. lOme doubt .. to the exten& of ibe me of 
I'6nl WBg'8I in Lbe 6fWlenlb century. It fa: only in t.he Ian two genen.Liou that lbe 
re.'\l WBfl8I of eommoo labour in England haft UC'fIed.ed. two peeka. 

• Pftndplu, Y. • Compare "bo"- IV. m. 8. 
" Som. German economist., who Ilf'8 no' 8OCinJiBt.s, and who belie .. that DO 

web law exilta, )"I' mAjnMlD tha' the doct.rinee of Ricardo and Ilia foUowera 
aa.aod or taU with ,be .rul.h of thfI law; while others (,.,. ROM'ber. 6aeA. .,. 
Not. O.k. i. DlVlldII ..... p. 1022) plO~' ap;n.11be"';aliII misuDderslandingo 
01 Ricardo. 
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their wages to fall anywhere near the bare necessaries. of VI, ~ I. 

life'. 
The persistency with which many writers continue to 

attribute to him a belief in the "iron law" can be accounted 
for only by his delight" in imagining strong cases," and his' 
habit of not repeating a hint, which he had once given, that 
he was omitting for the sake of simplicity the conditione and 
limitatione that were needed to make his results applicable 
to reallile·. 

Mill did not make any great advance in the theory of ~liII 015. 

b d his d .. f th . h,"", .. d •• wages eyon pre eceasora, ID Spite 0 e care WIt the p .... 

which he set himself to emphasize the distinctly human r.:ri~~ 
element in economics. Ule, however, followed Malthus in ~.':.:::r 
dwelling on those lesaone of history which show that, if a fall'.""" ... ...:: 
of wages caused the labouring classes to lower their standard 
of comfort" the injury done to them will be permanent, and 
their deteriorated condition will become a new minimum 

, II; may be weD to quote his "OM. "The friends of humnnity caDnot bu' 
wish lhnt in all eounf.ri81 the labouring c1asaea should have,. taat.e for comfortl 
and eujoymenta. a.od thl1l. they sbould be stimulated. by all legal IIlCIUlB in Lbeir 
es.ert.ioDl to procure ihem. There canDOt. be • better security !\Cains' a 8Upel'o 
abundant population. In thOle countries, whero the labouring clllUCI have the 
fewest. wantl. and are eonWnt.ecl with the cheapest. food, the people are upoaed 
&0 the greatest. vkiuitudea and miseries. Tbey have no place of refuge from 
calamit.Yi they ennnoL Hek wety in a lower 8tatioui they are already 10 low, 
UlU they caD fall DO lower. On any deficiency of &.he chief article of their 
lubeis1.enoe, t.here are few lubat.i&.utes of which they can avail themselve8, and 
dear&h &0 Lhem iI attended with a1moat. all the evils of famine!' (Principia, 
cb. .... , Ii is noteworthy Lbat. McCulloch, who baa been chnrged. not altoget.hu 
unjustly, wiLb baring adopted t.be utnm.eat. taneLs of Ricardo, and applied. them 
barahl, and rigid.ly, yet. cboosea for t.be heading 01 \he fourth Chapter of bia 
Treat.iae 0. WClfu:-"Diaadvantage of Low Wages, and of baving the LaboUft:l'S 
babituaUy led. OD t.bo cboapeet. Ipeciea of lood. Advantage of Higb Wages." 

• Thil habit. 01 Ricardo', is diecwsed in Appendix I. (See also y, XIV. S.) 
The Engliab claaiea1 economiatol frequently lpoke of lobe minimum of wacea 
.. depending on &be price 01 com. But. \he term "com" waI used by t.hem 
as abort. for 19ricuIt.uraI produce in genenJ. aomewhat as Petty (Tuu an4 
C'.on.lnlulimu, cb. XI ... ) lpeaks of "Lhe Buabandry of Com, wbich we will 
IUppose &0 con\ain all oecessaries of lile, II in the Lord', Prayer we ,uppose 
r.he word Bread dot.b.." Of COU1'le llicardo &oat • less hopeful view of the 
prospect. 01 t.he working da&1os t.hlUl we do DOW. EveD the agricultural 
labourer can now feed hia family weU and bave IOmething to 'pare: while evea 
t.he arLiIIln would then bave required the whole of his wages, at. all events "tel a 
poor barv""t., &0 buy abundant. and good food lor bi.! family. Sir VI. Ashley inailt. 
00 the narrownell 01 Ricardo'. hopes 88 compal"!d. with t.h088 01 our own age; he 
de8cribes inat.ruct.ivel, the hiatory or the pa.ssage quoted in lile lut ool.e; and 
abOWl tbat even LRssalle cW1 Dot attribut.e abaolut.o righlit.y &0 hiI blUttll law. 
See AppenJiz 1, a. 
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VI,',8. tending to perpetuate iteelf as the mo ... ample minimum 
• did before'." ) 

'·Bul But it was only in the last generation that a careful study 
=~:!;on was begun to be made of the eftecte that high wages have 
.... th.b'·· . th ffi' t nl f h h . to.t.~ m mcreaSlDg e e Clency DO 0 Y 0 t ose W 0 receIve 
~in. 7 them, but also of their children and grandchildren. In this 
8u •• ceol matter the lead has been taken by Walker and other 
"agee on Am . . d h Ii' f h olIiciency. encan economists; an t e app cation ate compara-

tive method of study to the industrial problems of difterent 
countries of the old and new worlds io forcing constantly 
more and more attention to the fact that highly paid labour 
io generally efficient and therefore not dear labour; a fact 
which, though it io more full of hope for the future of the 
human race than any other that io known to us, will be found 
to exercise a very complicating influence on the theory of 
distribution. 

l'be It haH now become certain that the problem of distribu· 
~d~':II: tion is much more difficult than it was thought to be by 
ill":~ earlier economists, and that no solution of it which claims 
~ to be simple can be true. Most of the old attempts to 

Pint. aU 
.uppooed 
iDduet.ri
ally equal 

giv .. an easy answer to it, were really anewera to imaginary 
questions that might have arisen in other worlds than aura, 
in which the conditions of life were very simple. The work 
done in answering these questions was not wasted. For a 
very difficult problem can best be solved by being broken up 
into pieces: and each of these simple questions contained 
a part of the great and difficult problem which we have to 
Halve. Let us profit by this experience and work our way 
by successive steps in the remainder of thio chapter towards 
underatsnding .the general causes which govern the demand 
for labour and capital in real life ". 

§ 3. Let us begin by studying the influence of demand 
on the earnings of labour, drawn from an imaginary world in 
which everyone owns the capital that aids him in his labour; 

• Book D. cb. XL f s. n. hod i"" complained lb., Rieoudo aup~ u.a 
nandard. of comror' to be iD.nriable, baring" apparen~ o.,.erlooked. P ...... nch 
.. IbM quot.ed iD the ... , DO" bu' ODe. ae... however nil .waN that 
Ricardo', "minimum .... of "..- depended GIll it. pNYalea' Mndard. CIf 
comfo .... md bad. DO OOIlIltICtioa wil.b &be baN ~ of I..h. 

• Comp ... v. Y, oapeclaIIy HI, 8. 
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80 that the problem of the relations of capital and labour do VI,I, s. 
not arise in it. That is, let us suppose but little capital to andmte~ 
be used; while everyone owns whatever capital he does use, ~~ 
and the gifta of nature are so abundant that they are free pOpWaIiOD 

• ,.&auonaryj 
and unappropnated. Let us suppose, further, that everyone 
is not only of equal capacity, but of equal willingness to 
work, and does in fact work equally hard: also that all work 
is unskilled,-or rather unspecialized in this sense, that if 
any two people were to chl\nge occupations, each would do 
as much and .. good work as the other"had done. Lastly, 
let us suppose that everyone produces things ready for sale 
without the aid of others, and that he himself disposes of 
them to their ultimate consumers: so that the demand for 
everything is direct. 

In this case the problem of value is very simple. Things ~omand 
exchange for one another in proportion to the labour spent u.~,:" 
in producing them. If the supply of anyone thing rnns Xt!i! 
short, it may for a little time sell for more than its normal bulioD; 

price: it may exchange for things the production of which 
had required more labour than it had: but, if so, people will 
at once leave other work to produce it, and in a very short 
time ite value will fall to the normal level. There may be 
slight temporary disturbance., but as a rule anyone's earning. 
will be equal to those of anyone else. In other words, each 
will have an equal share in the net sum total of things and 
services produced; or, as we may say, the national ;1ICOm/I or 
dividend; which will constitute the demand for labour'. 

If now a new invention doubles the efficiency of work in 
any trade, 80 that a man can make twice as many things of 
a certain kind in a year without requiring additional appli
ances, then those things will faIl to half their old exchange 
value. The effective demand for everyone's labour will be a 
little increased, and the share which each can draw from the 
common earnings-stream will be a little larger than before. 
He may if he chooses teke twice as many things of this 
particular kind, together with his old allowance of other 
things: or he may take somewhat more than before of every
thing. If there be an increBSe in the efficienoy of production 

I .. below. 110. 
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VI,', 4, 5. in many trades the common earnings-stream or dividend 
- will be collBiderably larger; the commodities produced by 

those trades will constitute a considerably larger demand for 
those produced by others, and increase the purchasing power 
of everyone's earnings. 

ualsoln • § 4. Nor will the position be greatly changed if- we 
~:. suppose that some specialized skill is required in each trade, . 
:,~~:~- provided other things remain aa before: that is, provided the 
.lalio""'1, workers are still supposed to be all of equal capacity and 
=:!! industry; and all trades to be equally agreeable and equally 
~"!?~t easy to be learnt. The normal rate of earnings. will still 
~= be the 88me in all trades; for if a day's labour in one trade 
kade; produces things that sell for more than a day's labour 

in others, and this inequality shows any signs of lasting, 
people will bring up their children by preference to the 
favoured trade. It is true that there may be some slight 
irregularities. The drifting from one trade to another must 
occupy time; and some trades may for a while get more 
than their normal share of the earnings-stream, while 
others get less, or even lack work. But in spite of these 
disturbances, the current value of everything will fluctuate 
about its normal valuo; which will in this case, aa in the 
preceding, depend simply on the amount of labour spent on 
the thing: for the normal value of all kinds of labour will 
still be equal. The productive power of the commnuity will 
have been incrcased by tho division of labour; the common 
national dividend or earuings-stream will be larger; and aa 
all will, putting aside passing disturbances, share alike in it, 
each will be able to buy with the fruits of his own labour • 
things more serviceable to him than he could have produced 
fllr himself. 

In this stage, aa in those considered before, it is still 
true that the \'alue of each thing corresponds closely to tho 
amount of labour spent upon it; and that the earuings of 
everyone are governed simply by the bounty of nature and 
by the progress of the arts of production. 

and. § 5. Next, let us still neglect the influence which the 
~;::\~"o. liberality of the expenditure on rearing and training workers 
-, exerts on their efficiency, leaving that matts. to he discUBBed 
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with other aspecte of the supply siIle of distribution in the VI,I,II. 

next chapter: and let us look at the influence that changes bu!no. 

in the numbers of the population exert on the incomes which i::fi~":..'!" 01 

nature will yield. We suppose then that the growth of ... n~ 
population proceeds at a rate, which is either fixed; or, at all ~'::;. 
evente, not aHected by the rate of wages: it may be influenced =agjng 
by changes in custom, in moral opinion and in medical ~~ 
knowledge. And we still suppose all labour to be of the 
same grade, and the national dividend to be divided out 
equally to each family, eave for some alight passing in
equalities. In this case every improvement in the arte of 
production or transport, every new discovery, every new 
victory over nature will increase equally the comforts and 
luxuries at the command of each family. 

But this case <lifters from the last; because in this case, •• en h Ih 

h · f ula· if . ·edl h .houg. t e mcrease 0 pop tion, mamtain ong enoug , must !enden~y 
ultimately outgrow the improvemente in the arts of produc-l::'b1~:"· 
tion, and cause the law of diminishing return to assert iteelf :.u:::. 
in agriculture. That is to eay, those who work on the land iloe1l. 

will get less wheat and other produce in return for their 
. labour and capital. An hour's labour will represent a less 
quantity of wheat than before throughout the agricultural 
trades, and therefore throughout all other trades; since all 
labour is supposed to be of the eame grade, and earnings are 
therefore as a rule equal in all trades. 

Further we must note that the surplus or rental value of 
land will tend to rise. For tbe value of any kind of produce 
must equal that of the fabour, aided on our supposition by a 
uniform quantity of capital throughout, which is required to 
produce it, whether on good land or bad, under barely.remu
nerative, or marginal conditions. More labour and capital 
than before will be needed to raise a quarter of wheat, etc., 
on the margin; and therefore the wheat, eto., which is re
turned by nature to the labour applied under advantegeous 
oircumstances, will have a higher value relatively to that 
labour and capital than before: or, in other words, it will 

• yield a larger surplus value over that of the labour and capital 
used in raising it. 

16. Let us now drop the lupposition that labour is lID 

II. 17 
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VI,', T, mobile as to ensure eq~al remuneration for" equal eBorts, 
n t.h.... throughout the whole of society, and let us approach much 
anman1 nearer to the actual condition of life by supposwg that 
~::. labour is not all of one industrial grade, but of several. 
numbeEi 
in _ Let us suppose that parents always bring up their children 
grade • 
an •• , to an occupation in thOU' own grade; that they have a free 
t;.,:=- choice ~thin that grade, but not outside it. Lastly, let 
:r!,'::i"'" us suppose that the increase of numbers in each grade is 
;" ,ill!. governed by other than economic causes: as before it may =':::'. be fixed, or it may be infiuenced by changes in oustom, in 
.hal.... ••• • In .L'. aIs th 'onaI mor .... oplDlon, etc. ........ case 0 e aggregate nati 

dividend will be governed by the abundance of nature's 
return to man's work in the existing stats of the arts of 
production; but the distribution of that dividend between 
the difterent grades will be unequal. It will be governed by 
the demand of the people themselves. The share of tho.e in 
any industrial compartment will be the higher, the more 
extensive and urgent the needs which they are able to satisfy 
011 the part of those who are themselves drawing large 
shares of the national income. 

,Suppose, for instance, artists to form a grade or caste 
or industrial compartment by themselves; then, their number 
being fixed, or at least controlled by cauaea independent of 
their earnings, their earnings will be governed by the re
sources and the eagerness of those claases of the population 
who care for such gratifications as artists can furnish. 

::.~~.. § 7. We may now leave the imaginary world, in which 
... ~Ii... everyone owns the capital that aids him in his work; and 
~:b'''' return to our own, where the !elations of labour and capital 
:=d:~ play I\. great part in the problem of distribution, But let us 
~"!~~~ 01 still confine our attention to the distribution of the national 
domand. dividend among the various agents of produotion, in accord-

ance with the quantity of each agent, and the aervioea which 
it renden; and leave the re1lex infiuencewhich the remunera
tion of each agent exerts on the aupply of that agent, to be 
considered in the next chapter. 

~~:~. We han aeen how the alert busineaa man ia ever seeking 
/urth.,' for the most profitable application of hi. resourcea, and en
applicaUon deavouring to make use 01 each several agent of nroduction 
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up to that m&rgm, or limit, at which he would gain by trans- VI, .. 7, 

ferring a smaU part of hill expenditure to 80me other agent; 0/;;;
and how he is thus, 80 far 88 hill in1Iuence goes, the medium ~!.~OD 
through which the principle of 8ubstitution 80 adjusts the """:" 
employment of each agent that, in its marginal application, ;"ooJilablo, 

its cost is proportionats to the additional net product 
resulting from its use. We have to apply this general 
reaaoning to the caae of the hUe of labour'. 

A question oonstantly in the mind of the careful business w .......... 
man is whether he has the right number of men for hill work. ~~::" 
In 80me caaes that is settled for him by hill plant: there 
must be one and only one engine driver on each expresa 
locomotive. But 8cme express trains have only one guard; 
and when the traffic is heavy they may lose a few minutes 
which could be saved by a 8eoond guard: therefore an alert 
manager is constsntly weighing the net product in saving of 
time and of annoyance to pasaengera, that will accrue from 
the aid of a 8econd guard on an important train, and con-
sidering whether it will be worth its oost. Thill question is 
similar in kind to, but simpler in form than, the question 
whether .. it would pay" to put an additional train on the 
time-table, which would call for more expenditure on plant 
88 well as on labour. 

Again one 80metimes hears it said that a certain farmer A .. ...,;00/ 
starves hill land for labour. Perhaps he has enough horses emplo,... 

and plant; but '! if he took on another man, he would get· 
his money back, and a good deal more": that is, the net 
product of an additional man would mora than cover 
hill wages. Let us BUppOS. that a farmer is raising such 
a question as to the number of hill shepherds. For sim-
plicity, we may 8uppose that an'additional man would not 
require any further expenditure on plant or stock: that 
he would save the farmer himself just as much trouble 

I. See abon V. IY. 1---4. A little laloer we abaU have to consider in ",hal 
I'IIIpOCla the hire of buman labour di4en born ~e hUe of .. bOUle 01 a machine: 
bul. for &be pnI8DLa we may neglect. tobil di4ereoce,. and look at ... pl'Ob1em only 
in it. broad ou.tJ.ine&. EYeD.." lOme t;ecbnical difficulti. will be paased. on t.be 
""',.: and ~ ter.dem. who, in accorduwa wit.b h IllggeiLioD made ., Lb. end 
01 V_ .n.. haft omit.&ed dle later chaptell of lbat Bwk, mUll be _ked, if ru.
IIaWfted. ww. the poenl &leat.mea., otlered huet iO tum back and read V. YW. 

ood a:. 
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in lome ways 8S he gives in others; so that nothing has to 
be allowed for earnings of management (even when these 
are interpreted broadly 80 al to include insurance against 
risk, eto.): and lastly that the farmer reckons that he would 
do just 80 much in preventing the wastegs of lambs, and 
in other ways as will increase by twenty his annual output 
of sheep in good condition. That is to say, he reckons that 
the net product of an additional man will be twenty sheep. 
H he can be got for much less than the equivalent of their 
price, the 'alert farmer will certainly hire him; but, if only 
for about that price, the farmer will be on the margin of 
doubt; and the man may then be called a marginal shepherd, 
because his employment is marginal. 

H.!o to be It is best to assume through.out that the man is of normal 
ouppOBed 
ol........u efficiency. He would indeed be the marginal shepherd even 
efficiency, .ood if he ,were of exceptional efficiency, provided only that his .-.., .ood.. net produce were equal to his wages: the farmer might have 
~iIiotw. reckoned that a shepherd of normal efficienoy would have 

added only sixteen sheep to output; and therefore have been 
willing to hire this man at a quarter more than the ordinary 
wages. But to assume him to be thus exceptional would be 
most inexpedient. He should be representative: that is, of 
normal efficiencyl. 

H he is representative, and his employer is representative, 
the twenty sheep will represent the net product and therefore 
the earning power of a shepherd. But if the employer is 
a bad manager, if for instance he lets his men run short of 
necessaries for the sheep, the man may save only fifteen 

, See t.he rema.rks on labour .tandardiza~ion below, VI. ~ 8, 9. 
An arit.hmetical illustration iI given in Ute foUowing table., Colwna (2) rep •. 

I8nU tJle Dumber 01 &heap that rrugbt. probably be marketed aDnuaUy, toget.l.ler 
wit.b a due eomp1em8llti or wool, from .. large BnUsb aheep IUD if worked. by 
8, 0, 10, 11 and 12 shepherdl rupecLiT'e1y. (In Australa.sia. wbere men ue scarce, 
land ill abUDdaDt, and • Iheep 01 nlatively mWI value, UteJ'lt are 01 __ Ulan 
ten men, e:r:eept. at.lbearing time, to each 2,000 sheep; Sir Alben Spicer in Ashler. 
BrUUA Dotnifllo"', p. 61.) We are uruming &.bat au mcreue in t.be number or 
Ihephe.rda Lrom 8 to 18 doel not. mCNB18 lhe general n:peues 01 working lb. tazm; 
and Lbat. i' &at. of! the abouldel'l 01 &.be farmer u much koubJe in 80lDII directJooa, 
II" imp_ in othen: 10 tha' there is nothing to be reckoned eiLher way on u.e. 
accounf&. A.ccordingly the produc' d.ue to each suecessive addit.ional maD, _, out 
in l:Olwnn (3), is U:Le uc.I of &.be corresponding number in oolumD (2) OYer &be 
preceding numbet in &hal aame column (2). Colwnn (4) is got; b,. diyiding &be 
numbeA In col~ (I) by"'''' In col ..... (l~ Column (6) lb .... tho _ "" 
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sheep instead of twenty. Net prodnct tends to· represent VI,I,7. 
normal wages only if the worker and his conditions of 
employment are both normal. 

The additional product to be got by this shepberd's 
labour is largely infiuenced by the number of shepherds 

obepherda' labour '" .... _ 01111 obeop per...... Col..." (6) shoWi the surplus 
nmaining for general apeoaee, including fannu'a profit. and. rent. 

...l!l.. • .I!l- ~u .. (') (I) (I) ....... -.r ,,-
.f .f due to produd; or(:I& 

Ibepbmll ...... lutmao .... - oYer 6) 

8 1580 '19l 160 400 
V 616 85 68t 160 .a6 

10 640 25 84 Il10- 440 
11 660 III -eo 1120 440 
III 676 18 681 B4II 438 

All we move downWlU'dl &he flgurea in (3) (!Onstan.., diminish; but; those in (8) 
inereaae. then remain wilohout. change, and at. las, diminiab. This iDdicat.ea tha' 
the ranner'. int.erMtB aft! equaIlyaernd by biring ]0 or 11 men; but that. Lbey &1'8 

.. well eerved by hiriDg 8, or 9, or lJ. The eleventh mm (supposed ~ be of 
tIOr'IRal emcieney) iI the marginal ~ when &he marketl for labour and Ibeep 
are IIUCh that. one man can be hind lor • ,.... for t.he price of 00 sheep. If the 
math .. had put. that. hire ... 25 &beep, &he numbem in (6) would have been 380, 
390, 390, 885 and 376 respectively. Therefore ibat. particular fannel' would' 
~l, haft employed one lea shepherd. and sent. lea sheep &0 market.; and 
among many Ibeep farmma thme would cmait&l, have been a large proportion 
who would bave done 10. 

n baa been argued at. length in regard .., .br:u1ar C888I (eee V. YID. 4, 5) that. 
the price which it. ill just wort.h whila for t.he fanner &0 pay for this labour, merely 
gaugM u.e ouLcome of multitudinous e&UIM whicb between Lhem govem Lbe 
wagee of abepberdaj as t.be movements 01 .. wety-valve may gauge the outcome 
of lobe mulloitudiooua C&UIM &bat govenl &he pressure ill .. boiler. TheoreticaUy 
a deducUon from &hia hili to be made for the lid; that, by throwing t.weoty edra 
ebeep on the markel, the fanner will lower the price of sheep ganera1ly, and 
therefore 1088 a UI.Ue on his other Iheep. Thia correetion may be of appreciable 
importance in special cueL Bulo in general discussions IUCh as th~ in which we 
are dealing wiLh a very Imall addition to the IUpply thrown by one of many 
producen OD a large market, '10 becomea nry email (mathemat.ically a small quant.i.t.y 
of lobe I8CODd order), and may be neglected. (See above, footnote on p. 409.) 

01 COWI8 t.be IlQ produC\ of the IbBphml in this exceptional case playa DO 

peater ran in governing the wagee of IbBpb~ than does t.bat of any of the 
marginal Ihepherde on fannI where they cannot be pro6h-bl, employed wiUtout 
conalderab1e e:r.Lra outlay in other dinet.i.onej .. fOl' land, b~ implement.. 
labour of managemenlo, etc. 

Col..." (4) w the abo .. lable ia dedU<Od 110m (1) and (2), lIlA .. (8) ia. Bul 
the table mOM bow many men the fanner caD afford. &0 hile. when they are to be 
had at. wagM equivalent to the nlue of 'be number of Ibeep in (3), and therefore 
goeI to the heart of Ule problem of wagea: wbile (4) bu DO direct. bearing on t.be 
problem. When therefore Mr J. A.. Bobeoo, ISD8rking OD .. IimiIar &able of hie 
own (in which howenr the numbeD ch088D are inappropriate to the bypotbelia 
wbieb be crit.iciaeI) "1II:-"ln oUler wordI &be m-calIed. 8nal 01' marginal pro
duet.iri'y Muna 00' 10 be noLhing ot.hu thaD an average productm'y .... The wbole 
not.i.oA thaI. there iI .. marginal producloiri'1 •• .iI en~ fallacious" (2'11, l~l 
8, ... , P. 110), he appean to be miltakeo. 
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whom the farmer already employs. And this again is 
governed by general conditiona of demand and lupply, and 
especially by the number of those from whom the ranka of 
shepherds ,.could have been recruited during the current 
generation; by the demand for mutton and wool and by the 
area from which supplies of them can be obtained; by the 
effectiveness of the shepherds on all other farms; and so on. 
And the amount of the marginal product is further largely 
influenced by the competition of other uses for land: the 
space available for sheep-farming is curtailed by the demand 
for land for growing timber or oate, preserving deer, etc.1 

This illustration, has been chosen from a Binlple indllBtry; 
but, though the form may be different, the substance of the 
problem is the same ill every industry. Subject to conditions 
which are indicated in the footnote, but are not important 
for our main purpose, the wageBof every claB8 of lahour tend 
to be equal to the net product due to the additional labour 
of the marginal labourer of that class". 

This doctrine has sometimes been put forwlll'd as a theory 
of wages. But there is no valid ground for any such pre
tension. <..The doctrine that tbe earnings of a worker tend 
to be equal to the Det product of his work, has by itself DO 
real meaning; since in order to estimate net product, we 
have to teke for granted all the expenses of production of 
the commodity on which he works, .other than his own 
wages.l 

But though this objection is valid against a clam. that 
it contains a theory of wages; it is not valid against a clam. 
that the doctrine throws into clear light the action of one of 
the causes that govem wages. 

§ 8. In later chapten we shall need to take other 
illustrations for special purposes of the principle illustrated 

I Compare p. 436. 
• Such • meLbod of iIluatratinB &be nel product ot • mao'. labour 11 DO' euil,. 

applicable .., indUiLriM in which a great deal of capJ&aI and efton bas 10 be 
io .... ted. in paduaUy buWing up • f,rade conneciioJl. aDd .-peci&l1y II lob.,. aN 
IUch u obey UJ,_ law of wreuiDc ret.ura. Tbie iI .. pnelieal difficult,. 01 &be 
I&DI8 order .. iba. di8cuIIed in v. :III. and Appendb: B See Yo IV. m.; 
V. m. I, 2; and D. The in8uence of aD additional man employed iD any 
OODIiderabJe bUlin_ on ita pneral economi. migbl, aIIo be eoDIidered from. pweiy 
aNVac' pom' of ... iew; but i' iJ too IIJlalJ .., be tUm eeriOUllJ. (See &be 100&110. 
em po 409.) 
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in the last section from the case of mannal labour; and in VI, I, I. 

particular to &bow how the value of eome parts of the work .pp~ 
of bueineee management can be measured, when it is found ~:!d 
that the efiective output of a bueiness is increased as much lor .. p;1a!. 

by some additional superintendence, as it would be by the 
hire of an additional ordinary worker. Again, the earnings 
of a machine can sometimes be estimated by the addition to 
the output of a faotory which it might effect in certain oases 
without involving any incidental extra expense. 

Generalizing from the work of a particular machine to 
that of machinery of a given aggregate value, we may sup
pose that in a certain factory an extra £100 worth of 
machinery can be applied so as not to involve any other 
extra expense, and so as to add annually U worth to the 
net output of the factory, after allowing for ite own wear-and
tear. If the investors of capital pueb it into every occupation 
in which it seems likely to gain a high reward; and if, after 
this has been done and equilibrium has been found, it still 
pays and only jnat pays to employ this machinery, we Can 
infer from this fact that the yearl y rate of interest is , per 
cent. But illustrations of this kind merely indicate part 
of the action of the great causes which govern valne. They 
cannot be made into a theory of interest, any more than into 
a theory of wages, without reasoning in a circle. 

It may however be well to carry a little further our illus
tration of the nature of the demand for capital for Bny nse; 
and to observe the way in which the aggregate demand for 
it is made np of the demands for many different nsee. 

To fix the ideas, let na take Bome particular trade, Bay I,~ .. tra-11h 
10DO It 

that of hat-making, and inquire what determines the amount d~an~ lor 

of capital which it absorbs. Suppose that the rate of interest ~?.t~.;:,' 
is , per cent. per annum on perfectly good secnrity: and ,raJa. 

that the hat-making trade absorb. a capital of one million 
pounds. This implics that the hat-making trade can turn 
the whole million pounds' worth of capital to eo good account 
that they would pay' per cent. per annum lIet for the nae of 
it rather than go without any of it', 

I The charge made aD lrade,. lor 10ana II guanU,. mucb more &han 4 l*' emL 
por annum; bu," .. we abaU .. in ebap. YI. it. iDclud.M ot.her &biDp beaideI kue 
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VI,', 8. Some things are necessary to them; they must have 
not only some food, clothing, and house room, but also some 
circulating capital, such as raw material, and some fixed 
capital, such as tools and perhaps a little machinery. And 
though competition prevents anything more than the ordinary 
trade profit being got by the use of this necessary capital; yet 
the loss of it wonld be so injurious that those in tbe trade 
would have been willing to pay fiO per cent. on it, if they 
could not have got the use of it on easier terms. There 
may be other machinery which the trade wonld have refused 
to dispense with if the rate of intsrest had been 20 per cent. 
per annum, but not if it had been higher. If the rate had 
been 10 per cent., still more would have been used; if it had 
been 6 per cent., still more; if 5 per cent., still more; and 
finally the rate being 4 per cent. they use more still. When 
they have this amount, the marginal utility of the machinery, 
i.e. the utility of that machinery which it is only just worth 
their while to employ, is measured by 4 per cent. 

A rise in the rate of in terest wonld diminish their use 
of machinery; for they wOllla.iOvoid the use of all that did 
not give a net annual surplus of more than 4 per cent. on its 
value. And a fall in the rats of interest would lead them to 
demand the aid of more capital, and to introduce machinery 
which gave a net annual surplus of something less than 4 per 
cent. on its value.l Again, the l~wer the rats of interest, the 
more substantial will be the style of building used for the 
hat-making factories and the homes of the hat-makers; and 
a fall in the rate of interest will lead to the employment of 
more capital in the hat-making trade' in the form of larger 
stocks of raw matsrial, and of the finished commodity in the 
hands of ret.ail dealers1• '! 

The Tho methods in which capital will he applied may vary 
~d~or much even within the same trade. Each nndertaker having 
capitaL regard to his own means, will push the investment of capital 

in his business in each several direction until what appears in 

net. intel'8l" Before Ute recen' great destruction of capital by war, ., eecmed 
reoaonahle w speak of S per cent..: but. eft:ll .. per cent.. Dl&1-=arce1y .. ail tor tome 
yeaN after iM cloae. 

• CompRt'e V. IY.: alto Appeudb." S; "heft) lOme remaru aremado on Jey_ 
doctrine of intotelL 
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his judgment to be the margin of profitableness is reached; VI",9. 

and that margin is, as we have said, a boundary line cutting 
one after another every possible line of investment, and 
moving irregularly outwards in all directions whenever .there[! 
is a fall in the rate of interest at which extra capital c~n\\ 
be obtained.l Thus the demand for the loan of capital is the 
aggregate of the demands of all individual. in all trades; 
and it obeys a law simiIar to that which holds for· the sale 
of commodities: just as there is a certain amount of a 
commodity which can find purchasers at any given price.,) 
When the price rises the amount that can be sold diminishes, ~ .,j 
and so it is with regard to the use of capital. I 

And as with borrowings for productive purposes, so with 
those of spendthrifts or governmente who mortgage their 
future resources in order to obtain the means of immediate 
expenditure. It is true that their actions are often but 
little governed by cool calculation, and that they frequently 
decide how much they want to borrow with but little 
reference to the price they will have to pay for t.he loan; 
but still the rate of interest exercises a perceptible influence 
on borrowings even of this kind. . 

§ 9. To sum up the whole in a comprehensive, if difficnlt, Provlsi~n.1 
t E t f a . I d hi coDcluslon statemen :- very agen, 0 pro uctlOn, an , mac nery, aawtbe 

skilled labour, unskilled labour, etc., tends to be applied ~~:''':d, 
in production ~ far as it p~fitably ~ be. If employers, ~~-: 
and other busmess men, think that they can get a better principle 

result by using a little more of anyone agent they will do so. ::i:~~n, 
They estimate the net product (that is the net increase of ::~ 0' 

the money value of their total output after allowing for each agent 
incidental 6l<penses) that will be got by a little more outlay 
in this direction, or a little more outlay in that; and if they 
can gain by shifting a little of their outlay from one direction 
to another, they will do SOl. 

Thus theu the uses of each agent of production are 
governed by the general conditions of demand in relation to 
supply: that is, on the one hand, by the urgency of all the 
uses to which the agent can be put, taken together with the 
means at the command of those who need it; and, on the 

, ThiI Ra_ .... I0110 ... doool" \be 0-111 V. n. and ..... 



1>22 l'RBLDWIABY SURVEY 011' DISTRIBUTION 

VI, .. D. other hand, by the available stocks of it. And eqnelity is 
maintained between ita values for each use by the constant 
tendency to shift it from uses, in which ita services are of less 
value to others in which they are of greater value, in accord· 
ance with the principle of substitution. 

If less use is made of unskilled labour or any agent, the 
reason will be that at some point at which people were on 
the margin of doubt whether it was worth while to use that 
agent, they have decided that it is not worth their while. 

lThat is what is meant by saying that we must watch the 
marginal uses, and the marginal efficiency of each agent. i 
We must do so, simply because it is only at the margin that 
any of those shiftings can occur by which changed relations 
of supply and demand manifest themselves.) 

E~~!' If we neglected difierences between the grades of labour, 
.pp~ . 
"0" of and regarded all labour as of one kind, or at least as all 
~~:;b" expreBBed in terms of a certain kind. of labour of standard 
~~~:. efficiency, we might look for the margin of indifierence 
¥t;.:" between the direct application of labour and that of material 

capital; and we might say shortly, to quote(von" Thiinen's 
words, that" the efficiency of capital must be the measure 
of its earnings, since if the labour of capital were cheaper 
than that of men, the undertaker would dismiBB some of his 
workmen, and in the opposite case he would increase their 
number1:' ) 

• D .. 1101 .... &o.J, n. L p. 123. B. __ (ib. p. 124) tba. _clio "ibe 
raw of interest. is \he element by whicb \he relation of U1e emciency of ea.piAl to 
&bat. 01 buman labour ill upMl58d. OJ; ad 8naUy, in worda. I'eI7 similar to Iobose. wbieb. 
JeyOIll, working indepondentJ.y II pnera'ioD law, adop&ad tor the arne PllI'p05e, 
hapYl (p. 162): "TheuLUit.yof Lhelanapplied liLLIe bit. of capit.al definas (besLimmt., 
the height. of \be rate of mterest.." With characterisUc bread.\h 01 ria"" YOn TbilDfm 
enunciated. general I." of diminishing ftlMun for .u~" doses of capital in .,. 
bmncb 01 production; and wbat. be aaid on tLis IUb~' has eva DOW much in~ 
&bough It. doea DOt. abow bow to reconcile the fad; tbau aD inerea .. ill &he arital 
employed in aD indualry may inereue t.be oU'pu' more t.ban in proportion. wit.b lhe 
tad t.bat. a c:ooUnued inftur. of capit.ll in&o an indlllUy must. ulmnaloely lower &.be rate 
of proOw eamed. in JL BiB k'eaknen' of dlese and other greM economic principles. 
t.bougb primit.in in many JeSpeCLs. ye' lUnda OIl • diftereo.' foot.iDg from biI 
fanciful and unreal assumploioDi U lo the cauael t.b., de&ennine &be accwnulal.ion 
of capit.aI. and u &0 die relat.iona in wbieh WageI ltand &0 &he IIOek 01 eapi ..... 
From &heee be dedUOM &he quain' I"B8Uh lbat. &he IlIotural ra .. of wages oJ labour 
II &he geomekic mean be,ween &he labourer'll D~ and lb.t. Ibare 01 &be 
product. which iI due M hillabour when aided by capitaL By lbe na'uraI raM be 
meana &he high., t.bat. CUl be IUltained; if t.be labourer W~n to ""t. mon lbao 
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But, of oollne, the increased oompetition of capital in VI,I,IO. 

general for employment is of a difterent character from the 
competition of machinery for employment in any single 
trade. The latter may push a particular kind of labour 
out of employment altogether; the former cannot displace 
labour in general, for it must cause an increased employment 
of the makers of those things which are used aa capital. 
And in fact, the substitution of capital for labour is really 
the substitution of labour, combined with much waiting, in 
the place of other forma of labour combined with little 
waiting1• 

§ 10. When we speak of the national dividend, or Comm!", 

distributable net income of the whole nation, as divided into:::ur..!d in 

the shares of land, labour and capital, we must be clear as ~-:::~ 
to what things we are including, and what things we are ~~~'~i:i.b 
excluding. It will seldom make very much difterenco to our goes into 

or tbat 
argument whether we use all the terms broadly, or all the .. bieb 

terma narrowly. But it is eaeential that our usage should be /::.-::, .. ,::' 
oonsistent throughout anyone argument; and that, what- dl'~d::d. 
ever is inoluded on one side of the account of the demand 
for, and supply of, land, labour, and capital, should be 
included also on the other. 

The labour and capital of the country, acting on its 
natural resources, produce annually a certain net aggregate 
of oommodities, material and immaterial, including servicol 
of all kinds. The limiting word .. net" is needed to provide 

• for the using ~p of raw and haH-finished commodities, and 
for the wearing out and depreciation of plant which is 
involved in production: all such waste must of course be 
deducted from the gross produce before the true or net 
income can be found. And net income due on account of 
foreign investments must be added in. (See above II. IV. 6.) 
(:rhis is the true net annulll income, or revenue, of the country; 
or, the national dividend: we may, of course, estimate it for 
a year or for any other period. The terms National Income 
and National Dividend are oonvertible; only the latter ia 

lhiI tot a time, &be IUpply of capital would, 'POD Thiinen arguel, be 10 checked u 
&0 C&UIe him in Ule long nm ~ late more t.ban be gained. 

I AI von TbQneo. wu weI1 ....... D. p. 121. See alIo below_ VL u.8. 10. 
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VI,I, 10. the more significant when we are looking I!t the national 
income in the character of the sum of the new sources of 
enjoyments that are availahle for distribution.)But it is 
best here to follow the common practice, and not count as 
part of the national income or dividend anything that is not 
commonly counted as part of the income of the individual. 
Thus, unless anything is said to the contrary, the services 
which a person renders to himself, and those which he 
renders gratuitously to members of his family or friends; 
the benefits which he derives from using his own personal 
goods, or public property such as toll-free bridges, are not 
reckoned as parts of the national dividend, but are left to 
be'accounted for separately. 

&t~~~ Some part of production goes to increase the stock of 
P"dduclioD raw material, machinery, etc., and does not merely replace 
:.;:;,. material that has been used up, or machinery that has been 

worn out: and this part of the national income or dividend 
does not pass direct into personal consumption. But it does 
pass into consumption in the broad sense of the term which 
is commonly used by, say, a manufacturer of printing 
machines, when some of his stock is sold to printers. And in 
this broad sense it is true that all production is for consum p
tion; that the national dividend is convertible with the 
aggregate of net production, and also with the aggregate of 
consumption. Under ordinary conditions of industry, pro
duction and consumption move together: there is no con
lumptioq except that for which the way haa, been p~pared 
by appropriate production: and all production is followed 
by the consumption for which it was designed. There may 
indeed be some miscalculation in particular branches of 
production; and a collapse of commercial credit may fill 
nearly all warehouses for a time with unsold goods. But such 
conditions are axceptional and Are not within our present 
view. (See below V. Xn!. 10; and Appendix J, S.) 



CHAPTER II. 

PRELIMINARY SURVEY OF DISTRIBUTION, 

CONTINUED. 

§ t. As was indicated at the beginning of last chapter, VI, n,l . 
. we are now to supplement the study of the influence of Pi3:'" 
demand on distribution, by a study of the reflex influence !,p;:", 
of remuneration on the supply of difierent agents of pro· 
duction. We have to combine the two in a prelimin.uy 
general view of the parts played by cost of production and 
by utility or desirability in governing the distribution of the 
national dividend between difierent kinds of labour and the 
OWDers of capital and land. 

Ricardo and the able b~ess men who followed in his Ricardo 

wake took the operation of demand too much for granted ~:n:.::" 
as a thing which did not need to be explained: they did not l:'.'!mci.n, 
emphasize it, nor study it with sufficient cllre; and this.1Jeu o. 
neglect has caused much confusion, and has obscured im- g~:'!; 
portant truths. In the reaction, too much insistence has r.~~~inlh. 
been laid on the fact that the earnings of every agent of =~. 
production come from, and are for the time mainly governed ~O"?I pro

by the value of the product which it takes part in producing: uclion. 

its earnings being 80 far governed on the same principle as 
the rent of land; and some have even thought it p088ible to 
constitute a oomplete theory o.f Distribution out of muitifold 
applications of the law of rent. But they will not reach to 
that end. Ricardo and his followers seem to have been 
rightly guided by their intuitions, when they silently de
termined that the forces of supply were those, the study of 
which is the more urgent and involves the greater difficulty. 

When we inquire what it is that governs the [marginal] 
officiency of a factor of production, whether it be any kind of 
labour or material capital, we find that the immediate solu
tion requires a knowledge of the available supply of that 
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VI, u, 2. factor; for if the supply is increased, the thing will be 
applied to uses for which it is less needed, and in which it is 
less efficient. And the ultimate solution requires a knowledge 
aleo of the causes that determine that supply. The nominal 
value of everything, whether it be a particular kind of labour 
or capital or anything else, rests,like the keystone of aD arch, 
balanced in equilibrium between the contending pressures·of 
ite two opposing sides; the forooa of qemand presa on the 
one side, and those of aupply OD the other. 

The The production of everything, whether an agent of pro-am_to 
and pricea duction or a commodity ready for immediate consumption, is 
:!v':~ carried forward up to that limit or margin at which there is 
~~C~OD equilibrium between the forces of demand and 8upply. The 
mutually lIIIlount of the thing and ite price, the amounte of the several 
gov ... ODO .__ f d' d . ki' d th . .. olber. _tore or agente 0 pro uction use m ma ng .t, an ell 

priC*-all these elemente mutually govem one another, 
and if an extemal cause should alter any on .. of them the 
eflect of the disturbance extends to all the others. 

In the same way, wheD several balls are lying in a bow~ 
they mutually govem one another's positions; and again 
when a heavy weight is suspended by aeveral elastio strings 
of diflerent strengths and lengths (all of them being stretched) 
attached to different pointe in the ceiling, the equilibrium 
poaitions of all the strings and of the weight mutually govem 
ODe another.. If anyone of the strings is shortened, every
thing else will change ite position, and the leDgth and the 
tensiOD of every other atring will be altered alao. 

InS..... § 2. We have seen that the effective supply of any 
olbil 
.... un.,.· agent of production at any time depends fi.rstly OD the stock ' 
::'~Di~~i. of it in existence, and secondly on the willingness of those, = ... in whose charge it is, to apply it in production. This 
\0 "ott. willingnesa is not decided simply by the immediate return 

which is expected; though there may be a lower limit, which 
in some cases may be described aa a prime cost, helow which 
no work will be done at all. A. manufacturer for instance 
haa no hesitation in decIiniog to put his machinery in 
motion for an order that will not cover the extra direct 
money outlay caused by the work, together with the actual 
wear-and-tear of the machinery; while there are IOmewhat , . 
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similar considerations with regard to the wear-and-tear of the VI, Do lI. 

worker's own strength and to the fatigue and other dis
commodities of his work. And, though for the present we 
are concerned with cost and remuneration under normal con· 
ditions rather than with the direct coat to the individual of 
any particular piece of work that he does; yet it may be 
well to make a short statement un the subject here in order 
to avoid misoonceptions. 

It has already been noticed' that when a man is fresh and Som .... rk 

eager, and doing work of his own choice, it really costa him :~;""" .. 
nothing. For as 80me 80ciaIista ,have nrged with pardonable 
exaggeration, few people know how much they enjoy mod .. 
rate work, till 80mething occurs to prevent them from 
working altogether. But rightly or wrongly, moet persob 
helieve tha$ the greater part of the work which they do, 
when earning their living, yields them no aurplua of pleasure; 
but on the contrary coata them 8Omething. They are glad 
when the hour for etopping arrives: perhaps they forget that 
the earlier hours of their work have not coat them as much 
as the last: they are rather apt to think of nine hours' work 
as coating them nine timea as mnch .... the laet hQur; and 
it seldom occura to them to think of themselves as reaping 
a producer'. Burplua or rent, ilirough being paid for every 
hour at a rate .utlicient to compensate them for the last, and 
moat distreaaing hour". 

I See n. m. 2; IV. L 2; IV. u. L 
I Receo' ~ OD. &be eigbl bCRllII day haTe often tumed '"'7 Ut.Ue GIl 

abe fatigue 01 labour; for indeed. &hue • much wort in whicb &here ill 10 liUle 
uen.iOD, ei$bar phyaical c,If meDtN, tba& wbH uerUcm &hen .. COUD. IMbeR ... 
reIiel bam. emwi t.hao II fa... A man iI 011 duty, bolllld to be r.d,. wbeD 
.. &eel, bul perbapa DOi doing I.D. hour. aekJal wort in &be day; aDd yet he will 
objedi .. ..,. long boum 01 du~ becauIe &hey daprive bill We 01 nneiy, 4d 
opportuaWoo fur domoo&ic IUd oociaI P .......... oad [IOIbapo at _ mooIo 
IUd ..... 

U • mao ia 'ree ., __ biI work wIlea. be Uk-, he does 10 wbID. &be ad ..... 
IaeM kI be .... pad by COIltinuing..u DO ionpi' kJ OV'u--baIance b diIMlQIIUga 
U be hal • wort wiUl ~ &he Je.ngU\ of his dar. work iI often .. zed f01' him; 
u.d in IOID8 tndeI &be Dumber of daY" work which be doH in &.be ,.. II praePeally 
hed for bIm. Bu' &here are lCIlI'Cely _y kadel, in which &be &mOUD' 01 ezenioD 
wbicla be pull into bia work iI rigidly 6n4. II be be noi able or willing lID work up 
.. ~ minimum. ,t.aodazd. t.ba' prevaill ...tam he is. .. CaD. guemIly find emploY'" 
..0.' ill aoot.ber Ioc:alilo,. when Lhe .MadaId ia to .. ; wbile lobe ..... odU'd ira tIKb 
place .. "" b,. lobe pnen1 balaracing oJ ... aclYaDUgeI and diIad"~ of 
ftrioUi in&eDliLiei of work b, lobe iDdUiIorial populaWom ............... The CUIJI 
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VI, D," The longer a man works, or even is on duty, the greater 
but is his desire for a respite, unless indeed he has become 
=ug~l~t numbed by his work; while every hour's additional work 
:~ givss him more pay, and brings him nearer to the stage at 
,!""un~- which his most urgent wants are satisfied; and the higher 
tiOD atimu- h th his . hed I I .... to t e pay, e sooner t stage IS reac . t depende then := on the individual, whether with growing pay new wants arise, 

and new desires to provide comforts for others or for himself 
in after years; or he is soon satiated with those enjoyments 
that can be gained only by work, and· then craves more rest, 
and more opportunities for activities that are themselves 
pleasurable. No universal rnIe can be laid down; but ex
perience seems to show that the more ignorant and phleg
matic of races and of individuals, especially if they live in 
a southern clime, will stay at their work a shorter time, and 
will exert themselves less while at it, if the rate of pay rises 
so 88 to give them their accustomed enjoyments in return 
for less work than before. But those whose mental homon 
is wider, and who have mOre firmne .. arid elasticity of 
character, will work the harder and the longer the higher the 
rate of pay which is open to them; unless indeed they prefer 
to divert their activities to higher aims than work for 
material gain. But this point will need to be discUBSed more 
fnlly under the head of the influence of progress on value. 
Meanwhile we may conclude that increased remuneration 
caus.s an immediate increase in the supply of efficient work, 

tbexelore in which .. man', individual YOlilion baa no part in ciekmnining &be 
amoun' of wort be d08l in a year, are u ucept.ional .. &he eaaes in which a Dl8II 
baa Ie> U .. in • hoUlO 01 • me widely dill .... ' /rom Ibn which ha pro/ .... 
becauae there iii nOlle otber availa-ble. 16 II &rue &bat. .. man who would ra&har 
work eigh' hoUII .. day &baD Dine at &bit IUIl8 n&e of teDpeoc:e aD hour, but fa 
compelled. to work nine hoU121 or DOD8. lUffera .. loea hom &be ninth hour: but. 
ncb cuaa are rare; and, "ben &hey oecur. one must iake &be day .. &be unit. 
Bu' the genenl law of coati; ill no' disturbed by &hit faet. OIly more &ban Ute 
pn6ral law 01 utili',. II diawrbed by the fact. that. .. eoncert. or .. cup at ... h.u to 
be taken .. a unit: and t.h.& .. pe!IIOD who would rat.her pay ftve ahW. for baH 
.. oonceft lhm &m for a whole, or t;wopenc:e (or half .. cup of &ea &ban fourpeoce 
tor' a "hole cup, may incur • '- au ~ IeCOJlcl balt. There I8IIIDI &herefore &0 
be DO good foundation for the auggeaLion made b,. .... 80bm·Bawen: (TAt U~ 
BI<nodanI 0/ Val ... f ... publisbed in Ihe Z.w.Jtn/l /IlP voUr ... i.udtojl, .... a.) 
lba' value mua' be determined generally by demand, wifthou, d.ired ftllemlce to 
001" becauee lb, efteetive eupplt of labour b • tl.ud quanuty: for .... if .. 
Dumber of hoUl'l 01 WOl't in ~ :rear were riBidlf fls.ed, which it ill D0" .. inteDli'1 
01 wort would remain _"0. 
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as a rule; and that the exceptions to this rule, just noticed, VI, D, S. 

are seldom on a large scale, though they are not devoid of 
significancel • 

§ 3. When however we tum from the immediate influence Th. d .. 

exerted by a rise in wages on the work done by an individual f:~~:l~g 
to ite ultimate efiect after a generation or two, the result is !i~~~ ~ 
less uncertein. It is indeed true that, though a temporary i.~::~ 
improvement will give a good many young people the OppOl- $h. ,:,,10 of 

tllDity to marry and set up house, for which they have been ~. 
waiting; yet a permanent increase of prosperity is quite as l::":i:;":J. 
likely to lower as to raise the birth-rate. But on the other =:
hand, an increase of wages is almost certain to diminish the 
death-rate, unless it has been obtained at the price of the 
neglect by mothers of their duties to their children. And 
the case is much stronger when we look at the influence of 
high wages on the physical and mental vigour of the coming 
generation. 

For there is a certein consumption which' is strictly 
necessary for each grade of work in this sense, that if any of 
it is curtailed the work caunot be done efficiently: the adulte 
might indeed take good care of themselves at the expense of 
their children, but that would only defer the decay of effici
ency for. one generation. Further there are conventional 
necessaries, which are 80 strictly demanded by custom and 
habit, tha~ in fact people generally would give up much 
of their necessaries, strictly so called, rather than go with
out the greater part of these. Thirdly there are habitual 
comforte, which some, though not all, would not entirely re
linquish even when hardly pressed. Many of these conventional 

I See eIl.:m. Bad harvests, war prieta, and convulsioDl of credi' have at 
nrioUi LimeI compelled eom.8 worken. men, WOIn8ll and childten. to over-work 
t.bemael.,... And. CBIeI cd ever-increasing exertion in ret.UlD lor a conat.&nUy 
linking wage, t.hough not &II QUDlerGUI noW' &II is often alleged. have no' been very 
rare in paa' timee. They may be compa.red with the uerLioDI of a tailing firm 
&0 I8CUIe IOIIlI ftltoum for their outJay by taking contracts at lit.tle more t.lnua 
enough &0 neompenae U:aam. lor t.beir prime, or Ipecial and dired; con. And. on 
&be ol.ber band t.1mod every age. our own perhaps leas than mOl' ot.hem, hu 
atoriee of people 'Who in • IUdden bunt. of prosperity. bave contented ihemselvee 
with \be wagee &0 be earned by ftry llt.t.le work, and haYe thUII contributed to 
bring the prosperity to • close. But. such matters must. be deferred un after • 
• 'wiy of commercial 8ueLuatioDB. In ordinary moes the arLiaao, ~ professional 
man or the capit.a1iat undertaker decirJOII, III an individual or as • member oJ: • 
fAde 'lIOl"iM,ion. what. is the loW81L price -sainat. wbitb he will DO' .kike. 
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VI, a, 8. necessaries and customary comforts are the embodiment 
of material and moral progress, and their extent varies 
from age to age and from place to place. The greater 
they are, the lesa economical is man as an agent of pro
duction. But if they are wisely chosen they attain in the 
highest degree the end of all production: for they then 
raise the tone of human life. 

!!:p,," Jw.y increase in consumpticn that is strictly necessary to 
of 1._ efficiency pays its own way and adds to, B8 much as it draws 
:::=-<Io from, the national dividend. But an increas .. of ccnsumption, 
~ui~~1 that is not thua necessary, Dan be afiorded only through 
dom ... d an increaae in man's command over nature: and that can 
lor i" 
"h .. lhe come about through advance in Imowledge and the arts of 
workera' 
income production, through improved organil:ation and access to 
:=~OD larger and richer sources of raw material, and lastly through 
roe;:~~ri .. the growth of capital and the material means of attsining 
c:ieDc,.. desired ends in any form. 

MOIteJ:" 
penditure 
or t.he 
working 
clao.a 
conducu 
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Thua the question how closely the supply of labour 
responda to the demand for it, ill in a great measure resolved 
into the question how great a part of the present consumptioa 
of tne people at large consists of necessaries, atrictly 80 called, 
for the life and efficiency of young and old; how much COD

aists of conventional necessaries wh>ieh theoreticany could be 
dispenaed with, but practically wonld be preferred by the 
majority of the people to Bome 01 those things thai were 
really necessary for efficiency; and how much is really 
superfluous regarded B8 a means towards production, thougll 
of course part of it may be of supreme importance regarded 
as an end in itself. 

The earlier Frenoh and English economists, as we noted 
at the beginning of the preceding ohapter, classed nearly all 
theoonaumption of the working cJ888efI under the first head. 
They did ao, partly for simplicity, and partly because those 
classes were then poor in England and very poor in France; 
and they inferred that the supply of labour would correspond 
to changes in the effective demand for it in the same w"y, 
though of course not quite aa fast as that of machinery would'. 
Jw.d an &D8wer not very diJIerent from theirs muat be give.Q 
to the question with regs.rd to the I .... advanced aeuntriea 
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even now. For throughout the greater part oftha world VI,u.S. 
the working cl .... ee call afford but few luxuriee and I10t even 
mauy oollventional neceasariee; .. nd any inorease in their 
efIolIIings would result in so greIIot all increase of their I1umbers 
as to bring down their eamings quickly to nearly the old 
level at their mere expenses of rearing. Over .. great part of 
the world wagee are governed, nearly after the so-ealled iron 
or bmzen law, wbich ties them close to the cost of rearing 
and sustaining a rather inefficient cIa .. of labourers. 

As regards the modem western world the .. nswer is Th •• am' 
materially different; BO great has been the recent advance in :. :;. 
knowledge and freedom, in vigour and wealth, and in the :~t" 
easy "C0888 to rich distant fields for the supply of food and :!'!= 
raw material. But it is still true even in England to-d .. y worlll. 

that much the greater part of the oonsumption of the main 
body of the population oonduces to sustain life and vigour; 
not perhaps in the most economical manner, but yet without 
any great waste. Doubtlees some indulgences are positively 
harmful; but tbese are diminishing relatively to the reet, the 
cbief exception perhaps being that of gambling. Most of 
that expenditure wbich is not strictly economical as A means 
towards efficiency, yet helps to 10m'>. habits of ready 
reaourcelul enterprise, and givee that variety to life without 
wbich men beoome dull &lid stagnant, and acbieve little 
though they may plod much; &lid it is well recognized that 
even in weetern oountriee skilled labour is generally the 
cheapest where wagee are the bighest. It may be admitted 
that the industrial deVelopment of Japan ill tending to show 
that some of the more expensive conventional necessaries 
might conceivably be given up without a correeponding 
diminution of efficiency: but, though tbis experience may be 
fruitful of far-reacbing results in the future, yet it has little 
bearing 011 the past and the present. It ~mains true that. 
taking man as he is, and has been hitherto, in the western 
world the efIolIIings that are got by efficient labour are not 
much above the lowest that are needed to cover the expensetl 
of rearing &lid training efficient workers, and of austaining 

. and bringing into activity their full energiee1 • 

• OIl all _ .... _ Ia __ or _ wort cIeaIgaod porU, I .. 
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VI, n, & \'YV e conclude then that an increase of wages, unless earned 
Oen,'" under unwholesome conditions, almost always increases the 
...... ":'i ••. strength, physical, mental and even moral of the coming 

generation; and that, other things being equal, an increase 
in the earnings that are to be got by labour increases ite rate 
of growth; or, in other words, a rise in ite demand-price 
increaees the supply of it_)1f the state of knowledge, and 
of social and domestio habite be given; then the vigour of 
the people as a whole if not their numbers, and both the 
numbers and vigour of any trade in particular, may be said 
to have a supply-price in this sense, that there is a certain 
level of the demand-price which will keep them stationary; 
that a higher price would cause them to increase, and that 
a lower price would cause them to decrease. 

:n>' Thus again we see that demand and supply exert CD-
m6u..... din in1I • h h cI . of demand or ate uencea on wages; ne!t er ae a &1m to pre-
:=Iy dominance; any more than has either blade of a pair of 

. ::d:.'... scissors, or either pier of an arch. Wages tend to equal the 
net product of lahour; ite marginal productivity rules the 
demand-price for it; and, on the other side, wages tend 
to i-etain a close though indirect and intricate relation with 
the cost of rearing, training and sustaining the energy of 
efficient lahour. The various elemente of the problem mutually 
determine (in the sense of governing) one another; land 
incidentally this secures that supply-price and demand
price tend to equality: wages are not governed by demand
price nor by supply-price, but by the whole set of causes 
which govern demand and supply!_') 

omM'lent, and which could be omiUed or di."PlRced. without 80y Iosa &0 'he 
eftlcienC7 of the It.eam-engine. It1 &mount does in lac' 't'ary with the bite 01 the 
oOlciali who eeIec, lobe patt.eml lor .... engineI 01 different railways. Bu' i' 
migb~ happen that cual.Om required IUCb upendiklre; thai $he cus&om would 
not yield &0 argument., and fob .. , 6he railWl\1 compBDies eould DO' venhua. &0 
.1Iond opinn I.. In Ib" ..... "bOD doating wilb period> during "lUob !be 
CUlt.om Nled, we .baWd have &0 include &he col' 01 that omamen~ met.al work 
in lb.. COI\ of producing .. ceriBin amount 01 1oeomolift bonte-power, on &be 
ume level with tho co.' of the piakm ItIelL And 6bere are many pradieai 
problems, especially IUCh u rela.te &0 period. 01 but moderate length, ia. which 
oonventional and real necessari. ma,. be plated on nearIJ the same fooWng. 

, l.'be reiterahioll in t.biIl8Ct.ion baa aeem.ed &0 be unavoidable in conaeqwmc:e 
oJ the milundel'ltandingl of &be main argument of &be p1'MIIl' Book. by ftrioUi 
eritica; among wbom mud be included eYeD lobe acute Prot. '1'. B4hm·Dawert." 
Po. In 01 •• orUcIo !""",'IY quolod (_ 0IJ'0"WI7 See_ 6h be ___ .. bolJ _ 



• INTEREST IN RELATION TO NEW AND OLD INVlIBTHBNTS 533 

A word should be said as to the common phrase "the VI, u, .. 

general rate of wages," or "the wages of labour in general." Tb;pb ..... 
Such phrases are convenient in a broad view of Jiistribution, ;r..n:F 
and especially when we are considering the general relations -~ 
of capital and labour. But in fact there is no such thing in s;;e~_ 
modern civilization as a general rate of wages. Each of 
a hundred or more groups of workers has its own wage 
problem, its own eet of special causes, natural and artificial, 
controlling the supply-price, and limiting the number of its 
members; each has its own demand-price governed by the 
need that other agents of production have of its services. 

§ 4. Somewhat similar diJliculties ariee with regard to Tb ....... 
• ilar 

the phraee "the general rate of interest." But here the chief:: Ie88 

trouble comes from the fact that the income derived from ~.b:lt.ieo 
capital alresdy invested in particular things, such as factories p,h .... 
or ships, is properly a quasi-rent and can be regarded as g.~", 
interest only on the assumption that the capital value of the ::~.:!~ .. 
investment has remained unaltered. . Leaving this diJliculty 
on one aide for the present'; and recollecting that the phraee 
.. the general rate of interest" applies in strictness only to the . 
anticipated net earnings from new investments of free capital, 
we may resume brie1ly the results of our earlier studies of the 
growth of capital. 

l We have eeen" that the accumnlation of wealth is governed Swnm.ry 

by a great variety of causes: by custom, by habits of self- :!:r1W 

control and of realizing the future, and above all by the cluai ..... 

power of family affection: security is a necessary' condition 
for it, and the progress of knowledge and intelligence furthers 
it in many ways. But though saving in general is affected 
by many causes other than the rate of interest: and though 
the saving of many people is but little affected by the rate of 
interest; while a few, who have determined to secure an 
income of a certain fixed amount for themselves or their 

a eelf.oCODtradiet.iou .. neeeesarily involTed in \be belief thd wages correspond 
both &0 the net. product. of labour IUId alIo k) the cod of rearing and kaining 
labour and. IUltaining ita efIicierLty (or, mon monly, &bough leis appropriately, 
the cod of product.ion of labour). On the otbor band the mutual intenctioDi of 
dle chief economic fol'C'e8 are _to forth in aD able uticle by Prof. CuYer in the 
Qw.""r J_ ./ _ .... Iw luIJ 1894.; _ .... IUo DUtftb..n.. ./ 
IF_ItA, cb. IY. 

1 See below, VL ft. 8. • See IV. YIL, IUIDID&rized in lID. 
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VI, U, I. family, will save lese with a high rate than with a low rate 
of interest: yet a strong balance of evidence Beems to rest 
with the opinion that a rise in the rate of interest, or demand
price for aaving, tends to increase the volume of aaving.) 

~ ... Ie"ol Thus then interest, being the price paid for the use 

~':.':.':.~d of capital in any market, tends towards an equilibrium level 
::'m"'bi~~ mch that the aggregate demand for capital in that market, 
:=~I 01 at that rate of interest, is equal to the aggregate stock forth
~IY dod coming there at that rate. If the market, which we are con
opec:': .. t';: sidering, is a small one--aay a eingle town, or a single trade 

in a progressive conntry-an increased demand for capital 
in it will be promptly met by an increased supply drawn 
from surronnding districta or trades. But if we are con
sidering the whole world, or even the whole of a large 
conntry .. one market for capital, we cannot regard the 
aggregate supply of it .. altered quickly and to a consider
able extent by a change in the rate of interest.lFor the 
general fund of capital is the product of labour and waiting; 
and the extrll work, and the extra waiting, to which a riae in 
the rate of interest would IIct .. an incentive, would not 
quickly amonnt to much .. compared with the work and 
waiting, of which the total existing stock of capital is the 
result. An extensive increase in the demand for capital 
in general will therefore be met for a time not 80 much by 
lin inorease of lupply, .. by II rise in the rate of interest; 
which will cause capital to withdraw itaelf partially from 
those uses in which ita marginal utility is lowest. )It is ouly 
e10wly and gradually that the riae in the rate of interest will 
increase the total stock of capital. 

Land io on § 5. Land is on a different footing from man himseH and 
.clia ..... th ta f d· h" h d b looUnc ole agen 0 pro uction w IC are ma e y man; among :.::er whioh are included improvementa made by him on the land 
pnNiucllon. itaeH l • For while the mppliea of all other agenta of produc-

tion respond in various degrees and various ways to the 
demand for their services, land makes no such response. 
Thus an exceptional rise in the earnings of IIny claoa of 
labour, tends to increase ita numbers, or efficiency, or both; 

1 The argumell.' of tbII IIC&ioD. II put broadJ,J. POI. McImical and ID08 
thorougb t.reatmen' &be reader iI reterred. 1.0 V. z. 



GENERAL OONCLUBIONB AS TO INTEREST G31l 

and the increase in the supply of efficient work of that cia... VI, n, 6. 

tends to cheapen the services which it renders to the com
munity. If the increase is in th";" numbers then the rate of 
earnings of each will tend downwards towards the old level. 
But if the increase is in their efficiency; then, though they 
will probably earn more per head than before, the gain to 
them will come from an increased national dividend, and will 
not be at the expense of other agents of production. And 
the same is true as regards capital: but it is not true a. 
regards land. While therefore the value of land, in common 
with the values of other agents of production, is subject to 
those influences which were discussed towards the end of the 
preceding chapter; it is not subject to those which have been 
brought into the reckoning in the present discussion. 

It is true that land is hut a particular form of capital 
from the point of view of the individual manufacturer or 
cultivator. And land shares the influences of the laws of 
demand and of substitution which were discussed in the last 
chapter, because the existing stock of it, like the existing 
stock of capital or of labour of any kind, tends to be shifted 
from one use to another till nothing could be gained for 
production by any further shifting. And, so far as the 
discussions of the last chapter are concerned, the income that 
is derived from a factory, a warehouse, or a plough (allowance 
being made for wear-and-tear, etc.) is governed in the same 
way a. is the income from land. In each case the income 
tends to equal the value of the marginal net product of the 
agent: in each case t,his is governed for the time by the total 
stock of the agent and the need that other agents have of 
its aid. 

That is one side of the question. "The other is that land 
(in an old country) does not share the refle" influences; 

,discussed in this chapter, which a high rate of earnings 
""erts on the supply of other agents of production, and 
consequently on their contributions to the national dividend, 
and consequently on the real cost at which their services are 
purchased by other agents of production.) The building an 
additional floor on one factory or putting an erira plough on 
one farm, does not generally take a floor from another factory 
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VI, U, 6. or a plough from another farm; the nation adds a factory 
floor or a plough to its business as the individual does to his. 
Ther.. is thus a larger national dividend which is to be 
shared out; and in the long run the increased earnings of 
the manufacturer or farmer are not as a rule at the cost of 
other producers. In contrast to this the stock of land (in an 
old country) at any time is the stock for aU time; and when 
a manufacturer or cultivator decides to take in a little more 
land to his business, he decides in effect to take it away from 
someone else's business. He adds a little more land to his 
business; but the nation adds no land to its business, the 
change does not in itself increase the national income. 

Tho. I § 6. To conclude this stage of our argument:-The net 
:r.'!:.~'::l aggregate of all the commodities produced is itself the true 
~:'u~n source from which flow the demand prices for all these 
~~~ commodities, and therefore for the agents of production 
mar¢nal used in making them. Or, to put the same thing in another 
:l:.':' way, this national dividend is at once the aggregate net 
tho 
•• ~onal product of, and the sole source of payment for, all the 
diridood. agents of production within the country: it is divided up 

into earnings of labour; interest of capital; and lastly the 
producer's surplus, or rent, of land and of other differential 
advantages for production. It constitutes the whole of them, 
and the whole of it is distributed among them; and the 
larger it is, the larger, other things bsing equal, will be the 
share of oach of them. 

It is distributed among them, speaking generally, in 
.proportion to the need which people have for their several 
serviceB-i.e. not the totaZ need, but the marginal need. By 
this is meant the need at that point, at which people are 
indifferent whether they purchase a little more of the services 
(or the fruits of the services) of one agent, or devote their 
further resources to purchasing the services (or the fruits 
of the services) of other agents. Other things being equal, 
each agent is likely to increase the faster, the larger the 
share which it gets, unless indeed it is not capable of bsing 
increased at all. But every such increase will do something 
towards filling up the more urgent needs for that agent; and 
will thus lessen the marginal need for it, and lower the price 
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at which it can find a market. That is to .ay, an increase VI, II, 7. 

in the proportionate share, or rate of rempneration, of any 
agent is'likely to bring into play forces, that will reduce that 
share, and leave a larger proportionate share of the dividend 
to be shared among others. This reflex action may be slow. 
But, if there is no violent change in the arts of production 
or in the general economic condition of society, the supply 
of each agent will be closely governed by its cost of 
production: account being taken of those conventional 
necessaries, which constantly expand as the growing richness 
of the national income yields to one class after another an 
increasing surplus above the mere necessaries for'efficiency. 

§ 7. In etudying the infIuenC41 which increased efficiencY!oQ 
and increased earnings in one trade exert on the condition l::': 
of othere we may start from the general fact that, other :PP~~t 
things being equal, the larger the supply of any agent of :;;!~~: 
production, the further will it have to push its way into .... n.., 

f h' h • . . II fi d h I bU'QO' uses or w IC It IS not speCla y tte; t e ower nooess&rily 

will be the demand price with which it will have to be·U. 
contented in those uses in which its employment is on the 
verge or margin of not being found profitable; and, in so 
far as competition equalizes the price which it gets in all 
uses, this price will be its price for all uses. The extra 
production resulting from the increase in that agent of 
production will go to swell the national dividend, and other 
agents of production will benefit thereby: but that agent 
itseU will have to submit to a lower rate of pay. 

For instance, if without any other change, capital in
creases fast, the rate of interest must fall; if without an)! 
other change, the number of those ready to do any particular 
kind of labour increases, their wages must fall. In either 
case there will result an increased production, and an in
creased national dividend: in either case the lOBS of one agent 
of production muet result in a gain to others; but not neces
sarily to all others. Thus the opening up of rich quarries of 
slate or the increase in 'numbers or efficiency of quarrymen, 
would tend to improve the houses of all classes; and it would 
tend to increase the demand for bricklayers' and carpenters' 
labour, and raise their wages, But it would injure the 
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makers of roofing tiles as producers of building materials, 
more than it be9-efited them as consumers. The increase in 
the supply of this one agent increases the demand for many 
others by a little, and for some others by much; but for 
some it lessens the demand. 

We know that the wages of any worker, sayan operative 
in a boot and shoe factory, tend to equal the net product 
of his labour. They are not governed by that net product; 
for net products, like all other incidents of marginal uses, 
are governed together with value by the general relations 
of demand and supply1. But when, (1) the aggregate 
application' of capital and labour to the boot and shoe 
industry up to that limit, at which the additional products 
resulting from any further application could barely be made 
at profitable rates; (2) the distribution of resources- between 
plant, labour, and other agents of production has been 
appropriately made; (3) we have in view a factory, working 
with normally good fortune, conducted witb nOmlal ability, 
and where the conditions are such that there is a doubt 
whether to take on an additional operative of normal ability 
ana energy, who offers himself at the nOmlal wage:-when 
all these things are done, then we may fairly conclude that 
the lOBS of that man's work would be likely to cause a diminu
tion in the net output of that factory, the value of which 
was about equal to his wages. The inversion of this state
ment runs that his wages are about equal to that net product: 
(of cour.e the net produot of an individ oal cannot be 
separated mechanically from that of others who are working 
together with him)l. _ 

The work done by the various cl .... es of operatives in 
a boot and shoe factory is not all of the same difficulty: 
but we may ignore differences in industrial rank between 
the classel, and suppose them to be all of the same rank. 
(This supposition greatly simplifies the wording of the 
argument, without affecting its general chamoter.) 

I See V. mL 5; ud VI. I. T . 
• See abo .. pp. &17, a. The ne' product. of • fae.". " now eommonly taken. 

u i' it in &be oftlcial CeOIUI of Ptoduct.loD, to be the work which" pula io&o ttl 
IDaterial: &bill UM nJue 01 ill ne' prodUCI it &be R~ of u.. sro- , ... Iue 01 i .. 
oU'pu' Ofti' the nIue of &he maMal UId by I .. 
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No .. under the rapidly changing conditions of modem VI, D, 7. 

work, one industry or another is apt to- be from time to time 
rather over aupplied or rather under supplied with labour: 
and these inevitable inequalities are apt to be increased by 
restrictive combinations and other influences. But yet the 
fluidity of labour i. sufficient to make it true that the wages 
of labour of the same industrial grade or rank tend to equality 
in difierent occupations throughout the same western 
country. Accordingly no considerable inaccuracy is involved 
in the atatement that in general, every worker of the aame 
industrial rank with a normal boot-operative will be able to 
buy a pair of boots of any kind (after providing the cost of 
their matsriall, with the wages earned by him, in about the 
same time ... is required by such an operative to contribute 
a pair of boots of that kind to the net product of his factory. 
Putting this statement into a more g.neral form w. may say 
that every worker will in general be able with the earnings 
of a hundred days' labour to buy the net products of a 
hundred days' labour of other workers in the same grade 
with himself: he may .elect them in whatever way he 
chooses, ao aa to make up that aggregate sum. 

U the normal earnings of workers in another grad. are 
half as high again ... his own, the boot-operative must spend 
three day.' wages in order to get the net product of two 
days' labour of a worker in that grad.; and so in proportion. 

Thus, other thing. being .qual, ev.ry increase in the net In~ 
efficiency of labour in any trade, including his own, will raise ~::'e;"1 
in the same proportion the real value of that part of his ~...i.':"ds 
wages which tho boot-operative spends on the products of :~u:::;.~ 
that trad.; and other things being equal, the equilibrium 
level of the real wages of the boot-operative depend. directly 
on, and varies directly with, the average .fficiency of the 
trades, including his own, which produce thos.things on 
which he spend. hi. wages. Conversely, the rejection by 
the workers in any industry of an improvement, by which its 
efficiency could be incre .... d ten p.r cent., inflicts on the 
boot-operative an injury measur.d by ten per cent. of that 
part of hi. wages which h. spend. on the products of that 
industry. But an increased efficienoyon the part of workers, 
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VI, D, 8. whose products compets with his own, may injure him 
temporarily at least, especially if he is not himself a consumer 
of those products. 

n:-ti Again, the boot-operative· will gain by anything, that :=.:..:: changes the relative positions of difierent grades in such a 
~ An way as to raise his grade relatively to others. He will gain 
t"~~:,:1 by an increase of medical men whose aid he occasionally 
obm.y U. needs. And he will gain more if those grades which are 
::: 01" occupied chiefly with the tasks of managing business, whether 
::::::. mauufactllring, trading, or any other, receive a great influx 

We do not ....,.,. 
perI'd 
knowledge 
Illdfree
domor 
competJ
ti .... 

from other grades: for then the earnings of management will 
be lowered permanently relatively to the earnings of manual 
work, there will be a rise in the net product of every kind of 
manual labour; and, other things being equal, the boot
operative will get more of every commodity on which he 
spend. those wages that represent his own net product. . 

§ 8. The process of substitution, of which we have been 
discussing the tendencies, is one form of competition; and 
it may be well to insist again that We do not assume that 
competition is perfect. Perfect competition requires a perfect 
knowledge of the state of the market; and though no great 
departure from the actual facts of life is involved in assuming 
this knowledge on the part of dealers when we are consideri~ 
the course of business in Lombard fltreet, the Stock Exchange, 
or in a wholesale Produce Market; it would be an altogether 
unreasonable assumption to make when we are examining 
the causes that govern the supply of labour in any of the 
lower grades of industry. For if a man had sufficient 
ability to know everything about the market for his labour, 
he would have too much to remain long in a low grade. 
Tbe older economists, in constant contact as they were 
with the actual facts of business life, must have known 
this well enough; but partly for brevity and simplicity, 
partly because the term .. free competition" had become 
almost a catchword, partly because they had not sufficiently 
classified and conditioned their doctrines, they often seemed 
to imply that tbey did assume this perfect knowledge. 

bu'onIy It is therefore specially important to insist that we do 
~- be priae ODd not assume the members of any industrial group to 
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endowed with more ability and forethought, or to be governed v!, U, 9. 

by motives other than thoee which are in fact normal to, and b";';; 
would be attributed by every well-informed person to, the ~i.'i~ aN 

membere of that group; account· being taken of the general ia f .. ~. 
QOlDllU 

conditione of time and place. There may be a good deal 10 each 

of wayward and impulsive action, sordid and noble motives::'~ 
may mingle their threada together; but there is a conetant induslry. 

tendency for each man to select such occupatione for himself 
and his children as seem to him on the whole the most 
advantageous of those which are within the range of his 
resources, and of the efforts which he is able and willing 
to make in order to reach them '. 

§ 9. The last group of questions, which still remain to w.~ ... 
be discussed, is concerned with the relation of capital in ::~ti~n. 
general to wages in general. It is obvious that though ::'d'I::::" 
capital in general is conetantiy competing with labour for ~~~raI. 
the field of employment in particular trades; yet since a rea! If 
capital itself is the embodiment of labour as well as of ::''';~:f 
waiting, the competition is res\ly between 80me kinda of :l."en l:~ 
labour aided by a good deal of waiting, and other kinda of of employ· 

labour aided by less waiting. When for inetance it is said l:!.':":"" 
that "capitalistic machinery has displaced ~uch labour that ~g!::and 
"as employed in making boots," what is meant is, that 
formerly there were many who made boots by hand, and 
a very few who made awls and other aimple implements, 
aided by a little waiting; while now there are rather fewer 
persone occupied in boot making; and they make a much 
larger number of boots than before by aid of powerful 
machines, made by engineers aided by a good deal of 
waiting. There is a real and effective competition between 
labour in general and waiting in general. But it covers a 
small part of the whole fi.J.d, and is of small importance 
relatively to the benefits which labour derives from obtaining 
cheaply the aid of capital, and therefore of efficient methods 
in the production of things that it needa". 

1 Difterencel bet.ween &be adjuaknenta of demand and IUppJy in &be case 
of commodit.iel BIld in &he CUI of labour lIN diacUllfJd in &be following 
wp_ 

• We are Jea'fing on ODII Iide here the competiLion for employment bet.WeeD 

labour In the narrower __ of &be &enD. and. &he work 01 UIe UIldeIiabr bim8eIf 
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'VI, ... 10. For speaking generally, an increase in the power and 
the willingness to save will cause the services of waiting to be 
pushed constantly further; and will prevent it from obtaining 
employment at as high a rate of interest as before. That is, 
the rate of interest will constantly fall, unless indeed inven
tion opens new advantageous uses of roundabout methods of 
production .. But thia growth of capital will increase the 
national dividend; open out new and rich fields for the 
employment of labour in other directions; and will thus. 
more than compensata for the partial displacement of the 
services of labour by those of waiting'. 

An The increase of the national dividend owmg' to the 
I ........ 
olcapllal growth of capital and invention is certain to afiect all classes 
lowen the 
m..,.u.al of commodities; and to enable the shoemaker, for instance, 
:-:: lor to purchase with hia earnings more food and clothes, more 
... ~..;.. and better supplies of water, artificial light and heat, travel, 
Ie ........ 

and so on. It may he admitted that a few improvements 
affect only commodities consumed by the rich, in the first 
instance at least; that no part of the corresponding inc:eaae 
of the national dividend goes directly to the labouring classes; 
and that they do not at once gain anything to compensate 
for the probable disturbance of some of their members in 
particular trades. But such oases are rare, and generall' 
on a small scale: and even in them there is nearly always 
some indireot compensation. For improvements, desigoed 
for the llUllries of the rich, soon spread themselves to the 
comforts of other classes. And, though it is not a neoea
eary consequenoe, yet in fact a cheapening of lw<uries does 
generally lead in various ways to increased desiree on the 
part of the rich for thinga made by hand and for personal 
services, and increases aleo the means at their disposal' 
for gratifying those desiree. This points to another aspect 
of the relation between capital in general and wages in 
general. 

Fluth.. § 10. It is to be understood that the share of the national 
8Zpl.an&-
po", dividend, which any particular industrial class receives 

and hiI ... ~, m • .,.. I.Ild fonmen. A ... , pm or chL ftI. toDd YI.Uo II ~ 
linn to WI dimcult and imponan' problem.. : 

, Capital ia ..... _ooocI bIoodI,y: il ia aol ..a....I ...... aopllal. Thia j 
poIol ia 0/ -.Ior7 10_ ODd ia nItp>od .. i.p.,...u. J. 6. , 
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during the year, consists either of things that were made VI, D, 10. 

during the year, or of the equivalents of those things. For 
many of the things made, or partly made, during the year 
are likely to remain in the possession of capitaIiste and 
nndertakers of industry and to be added to the stock of 
capital; while in 18tum they, directly or indirectly, hand 
over to the working clasaea some things that had been made 
in previous years. 

The ordinary bargain between labour and capital is that :no ~ 
the wage-receiver gets command over commodities ina form::= 
ready for inlmediate cousumption, and in exchange carries = 
his employer's good\! a stage further towards being ready for::! Ia'd"!n 
inlmediate consumption. But while this is true of most ad::'. ... 
employees, it is not true of those who finish the prooesses of :.;1:.1:7 

production. For instance, those who put together and finish 
watches, give to their employers far more commodities in 
a form ready for inlmediate consumption, than they obtain as 
wages. And if we take one season of the year with another, 
80 as to allow for seed and harvest time, we lind that work-
men as a whole hand over to their employers more finished 
commodities than they receive as wages. There is, however, 
a rather forced sense in which we may perhaps be justified 
in saying that the earnings of labour depend upon advances 
made to labour by capital. For-not to take acconnt of 
machinery and faetories, of ships and railroads-the houses 
loaned to workmen, and even the raw materials in various 
stages which will be worked up into commodities consumed 
by them, represent a far greater provision of capital for their 
use than the equivalent of the advances which they make 

. to the capitalist, even when they work for a month for him 
before getting any wages. 

In all this then there is nothing to make the relations Tho older 

between capital in g~eraI and labour in general differ widely ~= 
from those between any other two agents of production, in =kmg 
the geueral scheme of distribution already ezplained. The lho~7 
modem doctrine of the relations between labour and capital ::::'om 
is the outcome to which ail the earlier doctrines on the doolriDe. 

subject were working their way; and differs only in its 
greater exactuees, completenese and homogeneity, from that 
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VI, U, 10. given by Mill in the third chapter of his fourth book; the 
only place in which he collecta together all the varioua 
elemente of the problem. 

The broad To conclude another stage of the argument :-Capital in 
theory of g:::c;, general and labour in general co-operate in the production 
ahoady of the national dividend, and draw from it their earnings 
~':' .. Iho in the measure of their respective (marginal) efficiencies. 
::..F.DI Their mutual dependence is of the closest; capital without 
olcor.:1aI labour is dead; the labourer without the aid of his own 
.. d bour or someone else's capital wonld not long be alive. Where 

labour is energetic, capital reaps a high reward and grows 
apace; and, thanks to capital and knowledge, the ordinary 
labourer in the western world is in many respecta better 
fed, clothed and even housed than were princes in earlier 
times. The co-operation of capital and labour is as essential 
as that of the spinner of yarn and the weaver of cloth: there 
is a little priority on the part-of the spinner; but that gives 
him no pre-eminence. The prosperity of each is bound np 
with the strength and activity of the other; though each 
may gain temporarily, if not permanently, a somewhat 
larger share of the national dividend at the expense of 
the other. 

In the modern world, private employe" and officials of 
joint-stock companies, many of whom have but little capital 
of their own, act as the centre of the great induatrial wheel. 
The interesta of owners of capital and of workers radiate 
towards them and from them: and they hold the whole 

~~:"e together in a firm grip. They will therefore take a pre
!",~~:r dominant place in those discussions of lIuctuations of employ
~":nog ment and of wages, which are deferred to the second volume 
:"" of this treatise; and a prominent, though not predominant, 

place in those discussions of the secondary features in the 
mode of action of demand and supply peouliar to labour, . 
capital and land respeotively, which will occupy the next 
eight chapters. 

tPPl"£- In Appendix J some account will be given of the "Wages-
.. fund" doctrine. Reason will he shown for thinking that it 

IBid exoessive stress on the side of demand for labour, to the 
negleot of the caua88 whidi govern ita supply; and that it 
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suggested a correlation between the stock of capital and the VI, D 10. 

flow of wages, instead of the true correlation betweell the -
flow of the products of labour aided by capital and the flow 
of wages. But reason will also be givell for the opinion 
that the classical economists themselves-though perhaps 
not nearly all their foll.owers-if croas examined, would have 
explained away the misleading suggestions of the doctrine; 
and thus have brought it into close accord, 80 far as it wellt, 
with modem doctrines. In Appendix K 80me study will 
be made of the various kinds of producers' and consumers' 
surpluses; raising questions of some abstract interest, but 
of little practical importance. 

As has already been intimated, the efficiencies (total and oUt.1om 
marginal) of the several factors of production, their contri- ~ro",o 
butions direct and indirect to the aggregate net product, or :~Iu 
national dividend; and the shares of that dividend which ~~~ in 

accrue to them severally are correlated by R number of vi.,,,\ I 
Wl IOU 

mutual interactions BO complicated, that it is impossible to Iochoical 

comprehend the whole in a single statement. But yet by iaogua&o. 

aid of the terse, compact, precise language of Mathematics 
it is possible to lead up to a fairly unified general view; 
though of course it can take no account of differences of 
quality, except in BO far as they can be iIIterpreted more or 
leas crudely into differences of quantityl . 

• Such • lurvey i. focussed in No,.. XIV.-XXI. 01 Ute Ma~emRfJea1 
Appendis:: the lad of them iI easy of comprehension, and abOft t.he colDploxity 
01 the problem&. MOIl of lobe roR are clevelopmentl of detaila arising OIU of 
Note XlV .• Ule IUbaLanoe of pan of whicb ill t.rans1a&ed into English in V .• v, 
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CHAPTER III. 

EARNINGS OF LABOUR. 

§ 1. WHEN discussing the general theory of equilibrium 
of demand and supply in the last Book, and the maiD outlines 
of the central problem of distribution and exchange in the 
first two chapters of this Book, we left on one side, as far sa 
might be, all considerations turning on the special qualities 
and incidents of the agents of production. We did not 
inquire in detail how far the general theories of the relations 
between the value of an appliance for production and that of 
the product, which it helps to make, are applicable to the 
incomes earned by natural abilities, or by skill and knowledge 
acquired long ago, whether in the ranks of the employers, the 
employed, or the professional cl .... es. We avoided difficulties 
connected with the analysis of Profits, paying no attention 
to the many different. scopes which the usage of the market
place assigns to this term, and even the more elementsry 
term Interest; and we took no account of the influence of 
varieties of tenure on the form of demand for land. These 
and some other deficiencies will be made good by more 
detailed analysis in the following three groups of chapters 
on demand and supply in relation to labour, to capital and 
business power, and to land, respectively. 

Problems relating to methods of estimating and reckoning 
earnings, to which the present chapter is devoted, belong 
maiuly to the province of arithmetic or book-keeping: but 
much error has arisen from treating them carelessly. 

CompeU· § 2. When watching the action of demand and supply 
tion t.enda 
Iomak. with regard to a material commodity, we are con.tantly met =7., by the difficulty that two things which are being sold under 
.im

l 
uarem .. - the 8ame name in the same market, are really not of the 

p oymen 
n •• equal, same quality and not of the same value to the purchasers. 
~~~~::~ .. Or, if the things are really alike, they may be sold even 
Ihe in the face of the keenest competition at pricel which are 
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nominally different, because tbe conditions of BBle are not VI, m,lI, 
tbe same: for instance, a part of tbe expense or risk of effici.ncy 

delivery wbich is bome in tbe one case by the seller may ~o:t:... 
in the other be transferred to tbe buyer. But dii)l~es 
of this kind are much greater in the case of la'fiOur than of \ 
materiB.Lconilnodities.(tbe t!"e jlrice.thntl;,p";iI1OrTaboyr 
gften differs widelr, and.in ways that are not easily traced, 
from that wbich is nominally paid.) 

There is a preliminary di.fliculty as to the term .. effi· 
ciency." When it is said that about equal earnings (or 
rather equal .. net advantages," see above II. IV. 2) are 
obtained in the long run in different occupations by persons 
of about equal ejJiciency, tbe term .. efficiency" must be 
interpreted broadly. It must refer to general industrial ' 
efficiency, as defined above (IV. v. I). But when reference 
is made to differences of earning power of different people 
in the same occupation, tben efficiency is to be estimated 
witb special reference to those particular elementa of 
efficiency which are needed for that occupation. 

(It is commonly said tbat tbe tendency of competition is 
to equalize the earnings of people engaged in th'laalll,e..J;ra<ie 
or in trades of equal difficulty; but this statement requires 
to be interpreted carefully. For competition tends to make 
the earnings got by two individuals of unequal efficiency in 
any given time, say, a day or a year, not equal, but unequal; 
and, in like manner, it tends not to equalize, but to render 
unequal the average weekly wages in two districts in which 
the average standards of efficiency are unequa!.) Given that 
the average strength and energy of tbe working-classes are 
higher in the North of England than in the South, it then 
follows that tbe more completely "competitio~m_ak~~~~ng~ 
find tJleir own leve!." the more certain is it that average 
weekly wages will be bigher in the North than in the South' • 

• About; 8fty years ago eorrespondenee between fanners in &he Nortb and the 
Soul.h 01 England led "> an agreement tha' puUing root.s into a earl Will AD 

uce1lt'D., mouure of phyaieal eOiciency: and earelul comparison mowed Uta, 
wages bore abouL the same proponioD ~ t.b.e weights which the IaboUft'lW comruonJy 
load~ in • day'. work in &he two di8t.ri~Ls. The .t.andtUda of WagM and of 
efficiency in the SouLh are perbapi DOW more nearly on a level with Uloae in the 
Nort.b &baa &hey wen \ben 8u' &be nandard vade union wagel are generally 
hi2her iD. u.. North &bllll in &be South: and 1IWlJ' men. who 10 North toO N&Ch Ule 
bJ;hItr raM. W &haL ~,. canuo. do wha, g nqUoiM. auo.l ""um. 
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EARNINa8 01' LABOUR 

Cliffa Leslie and some other .... riters have naively laid 
stress on locru variations of .... ages as tending to prove that 
there is very little mobility among the working-classes, and 
that !he competition among them for employment is in
elIcctive. But most of the facts which they quote relate 
only to wages reckoned by the day or week: they are only 
half-facts, and when the missing halves are supplied, they 
generally support the opposite inference to that on behalf of 
which they are quoted. For itillound that_lo,,-a1 variations 
of weekly w_ag~lmI!J)f ~en-"l g~~1!Lcorresp~: and 
thus the facts tend to prove the ellectiveness of competition, 
so far as they bear on the question at all. We shall however 
presently find that the full interpretation of such facts as 
these is a task of great difliculty and complexity. 

Ti.... The earnings, or wages, which a person gets in any given 
tanlV&g,. 

, time, such as a day, a week, or a year, may be called his 
time-l!IlmingJ, or time-wag.,,: and we may then say that 
ClifJe Leslie's instances of unequal time-wages tend on the 
whole to support, and not to weaken, the presumption that 
competition adjusts earnings in occupations of equal difficulty 
and in neighbouring places to the efficiency of the workers. 

But the ambiguity of the phrase, .. the efficiency of the 
workers," has not yet been completely cleared away. When 
the payment for work of any kind is apportioned to the 
quantity and quality of the work turned out, it is said that 
uniform rates of piece-wMk wages are being paid; and if 
two persons work under the same conditions and with 
equally good appliances, they are paid in proportion to their 
efficiencies when they receive piece-work wages calculated 
by the same liets of prices for each several kind of work. 
If however the appliances are not equally good, a uniform 
rats of piece-work wages gives results disproportionate to 
the efficiency of the workers. If, for instance, the same lists 
of piece-work wages were used in cotton mills supplied with 
old-fashioned machinery, as in those which have the latest 
improvements, the apparent equality would represent a real 
inequality. The more effective competition is, and the more 
perfectly economia freedom and enterprise are developed, the 
more surely will the lists be higher in the miI1s that have 
old-fashioned maohinory than in the others. 
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In OMe!' therefore to give its right meaning· to the state- VI, m,l. 
ment that economio freedom and enterprise tend to equalize 
wages in occupations of the same difficulty and in the &Bme 
neighbourhood, we require the use of a new term: C. We 
may find it in tiffilliency-wages, or more broadly tiffilliency- Effidlft'll

t!MfIing.; that is, earnings measured, not as time-earnings .......... 
are with reference to the time spent in earning them; and 
not as piece-work earnings are with reference to the amount 
of output resulting from the work by which they are earned; 
but with reference to the awon of ability and ~ 
required of the worker.) 

The tendency then of economic freedom and enterprise Th. 

(or, in more common phrase, of competition), to cause every ::~~ 
one's earnings to find their own level, is a tendency to :1':f'::~~f 
equality of efficiency-earnings in the same district. This oaminga. 

tendeucy will be the stronger, the greater is the mobility of 
labour, the less strictly specialized it is, the more keenly 
parents are on the look-out for the most advantageous 
occnpations for their children, the more rapidly they are 
able to adapt themselves to changes in economic conditions, 
and lastly the slower and the les. violent these changes are. 

This statement of the tendency is, however, still subject to Lo,,-

a slight correction. For we have hitherto supposed that it is =;" 
a matter of indifierence to the employer whether he employs r.!::il11 

few or many people to do a piece of work, provided his total :r.b~ 
wages-bill for the work is the &Bme. But that is not the penal •• 

caae. Those workera who earn most in a week when paid at machinery. 

a given rate for their work, are those who are chespestto 
their employera; and they are the cheapest also to the 
community, unIeas indeed they overatrain themselves, and 
work themselves out prematurely. For th.ey use ouly the 
&Bme amount of fixed capital as their slower fellow-workera: 
and, since they tnm out more work, each part of it has to 
bear a leas charge on this account. The prime costs are 
equal in the two C&888; but the total cost of that done by 
those who are more efficient, and get the higher time-wages, 
is lower than the total cost of that done by those who get the 
lower time-wages at the &Bme rate of piece-work payment' . 

• Tbia ugwDeo' would. be mbject. .., COII"eeiionl in CUM In wbirb ibo kad. 
&dmiaaed. at &be tmpktJnttlD' 01 mon than GOO ahill 01 "orkpeople. I' would 
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VI, m,lL This point is seldom of much importance in out-of-door 
work, where there is abundance of .room, and comparatively 
little use of expensive machinery; for then, except in the 
matter of superintendence, it makes very little difierence to 
the employer, whose wages-bill for a certain piece of work is 
£100, whether that sum is divided between twenty efficient 
or thirty inefficient workers. But when expensive machinery 
is used which has to be proportioned to the numher of 
workers, the employer would often find the total cost of his 
goods lowered if he could get twenty men to turn out for 
a wages-bill of £50 as much work as he had previously got 
done by thirty men for a wages-hill of £40_ In all matters 
of this kind the leadership of the world lies with America, 
and it is not an uncommon saying there, that he is the hest 

! businese man who contrives to pay the highest wages. 
The corrected law then stands that the tendency of 

economic freedom and enterprise is generally to equalize 
efficiency-earnings in the same district: hut where much 
expensive fixed capital is used, it would he to the advantage 
of the employer to raise the time-earnings of the more 
efficient workers more than in proportion to their efficiency. 
Of course this tendency is liable to he opposed hy special 
customs and institutions; and, in some cases, by trades
union regulations1, 

oft.en be worih an employer'. while to pay to e&c'h of two milts AI murh for aD 
eight boun' day .. he DOW paY' to one abift for a t.en bourli day. For t.bougb 
each worter would produce less. eaeh maehine would produce mOl'8 OIl &be former 
&han' on &be latter plan. But kJ I.bi.I point we shall return. 

! I Ricardo did. DO' onrlook ill. importance of UIe d.iaUndion bet.weea. nrialioDI 
in &be IIDDunl 01 commodilieo paid 10 \be .. bowor u _ and .. riations in Iho 
profitablen_ of the labourer &0 his employer. He." that; U1e real iD&erest 01 
&be employer la, Dol in the amount 01 WagM that be paW to &be labourer. hut. in 
the ratio which &hOle ~ ..... bore &0 the nlue 01 &be plOlluce naul&.ing from &be 
labourer, wort: and he d~~ to regard &he rate of wagoI as measured. hy Util 
rat.io: and &0 1a1 t.bat wageI roee when thiI ratio ineJeued. and. &bal ibey faD 
nao it diminiabed. It iI 60 be ntgreu.d &hU be did. not; mvent IOIDe DeW &enD 
for t.hil purpose; for hiI artificial use of • familiar tena baa ee1dom been under
.I.ood by ot.her., and ... in 1IOIIl8 CUll eYeD forgoUen by himIeU. (Comrare 
Senior'. PolitieGl .Ecc»wMy. pp. 163-8.) The nriatiODl iD. t.he productJyeoea 01 
lAbour which be had r.hiefty in 'fiew W"8N t.hoee which result (rom impronment.l in 
lbe arta 01 production on t.he one hand. and aD t.be aLlIer from t.be actiOD 01 the 
law 01 dimini.thine ftltum. when aD increue of populalion r.quired. Jargv eJOpIi 1M» 
be forced. from .. limited eoil. Bad be paid. earetlll utenLion to Ule ioC1'M18 iD the 
produclinoell of labour \ha, nIIUIt.I dine", from lID impl'OYemeo.' in &be labourer'8 
ooodUJOll, the poUUoo of eeonomic ecienre, and &be tMl wellbeioa of &be COWIUy. 
would iD aD probahili .. J' be DOW mlKh Iur&ber adnDCed &ban ~J' are. All il .... 
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§ 3. Thus much with regard to estimates of the work for VI, m, I\. 

which the earnings are given: but next we have to consider 
most carefully the facte, that in estimating the real earnings 
of an occupation account must be taken of many things 
besides its money receipts, and that on the other aide of the 
account we moat reckon for many incidental dieadvantsger 
besides those directly involved in the .train and streBe of v 

the work. 
As Adam Smith says, .. the real VJag~ of labour may B"","",!, 

be said to consist in the quantity of the necessaries and con· ==: 
I veniencea of life that are given for it; ito IIOmiflDl VJag~ 
in the quantity of money •••.... The labourer is rich or poor, 
is well or ill rewarded. in proportion to the real. not to the 
nominal, price of his labour'." But the word. .. that are 
given for it .. must not be taken to apply only to the neces
sariea and conveniencea that are directly provided by the 
purchaser of the labour or its products; for account must 

I be taken aIoo of the advantages which are attached to the 
occupation, and require no epecial outlay on his part. 

In endeavouring to aecertain the real wagea of an occu- ADo ...... 

pation at any place or tim&! the first step is to allow for::::': '1:, 
variations in the purchasing power of the money in r::.1io 

.. 

which nominal wages are returned. This point cannot be p-:;-;":c 
thoroughly dealt with till we come to treat of the theory of l: .... 7. 

money 8B a whole. But it may he remarked in paoaing that ~ 
this allowance would not be a simple arithmetical reckoning. ::'u::... 
even if we had perfectly accurats statistics of the history of :;mJ.
the price of all commodities. For if we compare distant g.ad.or . 
places or distant timea, we find people with difterent wants, =
and difterent means of supplying those wants: and eveli. 
when we confine our attention to the oame time and place 
we find people of difterent classea spending their incomes in 
very different ways. For inetance. the prices of velvet, of 
operatio entertainmeuts and scientific books are not very 
inlportant to the lower ranks of industry; but a faU in the 
price of bread or of shoe leather affects them much more 
than it does the higher ranks. Differences of this kind 

biI IreaImIIl\ or .... __ _ ioabcdiwe &baD. &bd ill ""Un_ p...., - .. I " .... /N ..... L't'. 
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vl,w, 4, 6. mUllt always be bome in mind, and it is generally possible 
- to make some sort of rough allowance for them ,. 

AD""' .... 
mOlt-be 
made for 
.redo 
ozpea8Ol. 

§ 4. We have already noticea that a person's totaI~e§! 
ipomne is fw,wby deducting from his gross income the out
goings that belong to its production; and that this gross 
-income inoludea many things which do not appear in the form 
of money payments and are in danger of being overlooked". 

Firstly, then, with regard to the ontgoings. We do not 
here reckon the expensea of edncation, general and special, 
involved in the preparation for any trade: nor do we tske 
aocount of the exhaastion of a pereon's health and strength 
in his work. Allowance Cor them may be beat made in other 
ways. But we mUllt deduct all trade expenses, whether they 
are incurred by professional men or artisans. Thus from 
the barrister's gross income we must deduct the rent of his 
office and the aalary of his clerk; from the carpenter's gross 
income we must deduct the expenses which he incurs for 
tools; and when eatimating the earnings of quarrymen in 
any district we mUllt find out whether local custom assigns 
the expensea of tools and blasting powder to them or 
their employers. Suell caeea are comparatively simple; but 
it is more difficnIt to decide how large a part of the ex
pensea, whiella medical man incurs for house and carriage and 
social entartainments, ahonId be regarded as trade expensea l • 

WbeIo § 5. Again, when servants or ahop assistants have to 
;~ 'P':id supply themselves at their own cost with expensive clothes, 
;:t!:;,a'!;!o whiell they would not buy if free to do as they liked, the 
:::~! t:L va1ue of their wages to them is somewhat lowered by this 
IbO~ value compnIsion. And when the employer provides expensive 
~hO:' liveries, houseroom and food for his servants, these are 
coi .. 'h",:,' generally worth leas to them than they cost to him: it is 

I n. RqMC oJ 1M Poor Lew eo.",iutOtwI '"' a. E.plopMl 0/ ""'l'1li 
aM ChiUrM itt Agrit:ulluN, IStS. p. 297. CODtainllODl8 intereel.in, specimeos of 
)'IIIU'Iy WageI paid ill Nort.bumberland, in which "1'7 ULLIe money ar(lOlU'8Cl. Rere 
11 on8:-10 bushell of whea ... S) 01 Ga., 10 of barley, 10 of rye, 10 of peas; a co"". 
keep for a J88oI'; 800 )'U'dI 01 potat.oel; tottAge and gardeD; coaI..tted.; £S. 10&. 
in mtb; and I busboll of bo.rley in lieu of beD& 

I See II. IV. '1 • 
• 1'hia duI of qUelLions ia colOMl,. allied to tbOll8 raia'\l when dillruaing &.be 

cleftnlt.ions 01 Income ud Coritallo Boot n.i ",ben • t'&Utioo hIlS .w.J.y been 
entered .. ioa' overlooking alemenu 01 Income &bal do no' aah Lhe fonn 01 
moue,.. EILmingI at man,. ena. 01 t.be p .... lonal and wage.l'tlceiwing dassel 
.,. i.o a eonIiderab~ m8lllUftl dependeDl 011 lbeir t.ina In comm.and 01. IICIIM 
me.rlal capitN. 
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therefore an error to reckon the real wages of domestic VI, III, 5-

servants, as some statisticians have done, by adding to their Dot-.;LLbeir 

money wages the equivalent of the cost to their employer of ~~"hO 
. everything that he provides for them. givethom. 

On the other hand, when a farmer hauls coals free for 
his men, 1>e chooses, of course, tiDies when his horses have 
little to do, and the real addition to their earnings is much 
greater than the cost to him. The same applies to many 
perquisites and allowances, as, for instance, when the em
ployer allows his men to have without payment commodities 
which though useful to them, are almost valueless to him on 
account of the great expenses involved in marketing them; 
or, again, when he allows them to buy for their own use at 
the wholesale price commodities which they have helped to 
produce. When, however, this permission to purchase is 
changed into an obligation to purchase, the door is open to 
grave abuses. The farmer who in old times used to compel 
his men to take from him spoilt grain at the wholesale price 
of good grain, was really paying them lower wages than he 
appeared to he. )<And on the whole when this so-called Irook 
'Y.1em prevails in any trade in an old country, we may fsi I 
assume that the real rate of wages is lower that the nominal' 

a Employe1"lJ, wh08ll main business is in • henlUly condition, are generally 100 
b1.Ll1 ~ be 'Irilling &0 manage aueb .hopi unlesa there is lOme .~rong reason for 
doing 10; and eonaequenUy in old eountriee those who baYe adopted the Truck 
'.JII.em, have more oIt.en ibnn DOt done 10 wiUi. the ohjed of getting back by 
underhand waye pan 01 the wagM which \bey have nominally paid. Tbey bnve 
compelled thOle who work ... t. hamel to hire machinery Dnd implement.l at 8xorbit.Mt 
reo"; ~ey have eom~Ued. all t.beir workpeople to buy adult.erated goods at ahort. 
weigh" and hiP pricelj and in lOme C88eI even to apend a very large pan of 
abelr wages on ,oodI on wb.ieh it wu euiellt. to make t.be bighelt. rate of profits, 
and especially on apmLuOUI liquors. Mr Lec:ky, for instance, reeordl an amusing 
eue of employel'l who could not. ftIIIist. &be tempt.atJon to buy theatre tickets 
ebeaP. and compel &heir workpeople to buy tbem ,L (un price (Qinory 01 the 
Eig1t.lut&t1a CllftlKry. VI. p. 158). The -evil ill however at. ita WOI'lt. when the abop 
ill kept. not. by the employer, but. by the (oreman or by pemoM acting in concert 
wit.h bim; aDd when he, without. openly ao.ying 10. Kivell it. to be undemt.ood 
&.hat. &bOle, who do not. deal brgely at. &be shop, wW ftnd it. difficult. to got. his good 
word. For aD employer .urlen more or lea (rom anything thai. injures his work
people, while &be exact.iona of an unjust foreman are but. litUe held in check by 
regard (or bia own ult.imat.e intereaL 

On &be wbole evila of &bil kind are noW' re-latively small And it must. be 
Nnumbered. Lhat. in a new count.ry Jnrge businessea oft.en .pring up in remote places, 
in wbleh &bON ill no al"CfIII to even moclerntely good retail .~roa or mopa; and 
t.hen it. may be DfI(easa1'7 &bat. the employara ahoulJ auppiy their wOl'kpoople wiLh 
''''''1 eoeryUUng they """I, .ilher by paying part 0/ \heir _ In \he , .... 0/ 
aUowaneet 01 food. cloLhing, et.c., or by openi.ne .Lores (or &bam. 
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VI,m.1I. § 6. Next we have to take account of the influences 
Un.... exerted on the real rate of earnings in an occupation by ::01 the uncertainty of success and the inconstancy of employ-
ma, be ment in it. 
~0:;:;l.::; W. should obviously start by taking the earnings of an 
:::8:.~. occupation as the average between those of tbe .succeasful 
:l'~&i::~' and unsuccessful members of it; but care is required to get 

• the true average. For if the average earnings of those who 
are successful are £2000 a year, and of those who are un. 
Buccessful are £400 a year, the average of the whole will be 
£1200 a year if the former group is as large as the latter; 
but if, as is perhaps the case with barristers, the unsuccessful 
are ten times as numerous as the successful, the true average 
is but £550. And further, many of those who have failed 
most completely, are likely to have left the occupation 
altogether, and thus to escape being counted. 

bu, And again, though, by taking this average, we obviate 
aep~~_ 
aUo._ the necessity of making any separate allowance for insurance 
muat.be 
madelor against risk, account generally remains to b. taken of the 
!".:;!I'ol evil of uncertainty. For there are many people of a sober 
:::i~,,,,,d steady-going temper, who like to know what is before 

them, and who would far rather have an appointment which 
offered a certain income of say £400 a year than one which 
was not unlikely to yield £600, but had an equal chance of 
affording ouly £200. Uncertainty, therefore, which does not 
appeal to great ambitione and lofty aspirationa, has special 
a~tractions for very few; while it acts as a deterrent to mauy 
of those who are making their choice of a career. And as 
a rule the certainty of moderate success attracts more than 
an expecta~ion of an uncertain .socceBB that has an equal 
actuarial value. 

Though But on the other hand, if an occupation offers a few 
~':.:.~11 extremely high prizes, its attractiveness is increased out of 
~.!:.~di!' all proportion to their aggregate value. For this there 
~. are two reasons. The first is that youug men of an ad
... racli.. venturous disposition are more attracted by the prospects 
fo .... 

of a great succeBB than they are deterred by the fear of 
failure; and the second is that the social rank of an occupa
tion depends more on the highest dignity and the best 
position which can be attained through it than 011 the 
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average good fortune of those engaged in it. It is an old VI, m, II. 
maxim of statecraft th~t a Government should offer a few 
good prizes in every department of ita Bervice: and in 
aristocratic countries the chief officials receive very high 
waries, while those of the lower grades are comforted in the 
receipt of waries below the market level for eimilar services 
by their hopes of ultimately rising to a coveted post, and 
by the social consideration which in such countries always 
attends on public officers. This arrangement has the inci-
dental effect of favouring those who are already rich and 
powerful; and partly for that reason it is not adopted in 
democratic countries. They often go to the opposite ex-
treme, and pay more than the market rates for their services 
to the lower ranks, and less to the upper ranks. But that 
plan, whatever be its merits on other grounds, is certainly 
an expensive one. 

We may nen consider the influence which inconstancy of Slmllarl, 

employment exerts on wages.Ut is obvious that in those :~ 
occupatiollll in which employment is irregular, the pay must ~;~~ 
be high in proportion to the work done: the medical man and ..... 1. 

the shoeblack must each receive when at work a pay which 
covers a sort of retaining fee for the time when he has nothing 
to do. If the advantages of their occupatiollll are in other 
respects equal, and their work equally difficult, the bricklayer 
when at work must be paid a higher rate than the joiner, and 
the joiner than the railway guard. )For work on the railways 
is nearly colllltant all the year round; while the joiner and 
the bricklayer are always in danger of being made idle by 
slackness of trade, and the bricklayer'S work is further 
interrupted by frost and rain. The ordinary method of 
allowing for such interruptions is to add up the earnings for 
a long period of time and to take the average of them; but 
this is not quite satisfactory unless we assume that the rest 
and leisure, which a man gets when out of employment, are 
of no service to him directly or indirectly'. 

This assumption may be fairly made in Bome cases; for 
waiting for work often involves so much anxiety and worry 

I The. eoDiideratiODI are specially import.aD, wi~ regard to pi~work i &he 
rateI of eamingl being in IOIIUI CUM mueh reduced by abort auppliea 01 mat.eriaJ 
10 1I'OrJr: 00. or by oUler tnterruptioDa. a.aid.,ble or unavoidable. 
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VI, m, T, s. that it causes more strain than the work itself would dOl. 
But that is not alwaya BO. Interruptions of work that occur 
in the regular course of bneinese, and therefore raise no fears 
about the future, give opportunity for the syatem to recruit. 
itself and lay in stores of energy for future exertions. The 
successful barrister, for instance, is subject to a severe strain 
during some parts of the year; and that is itself an evil. 
But when allowance has been made for it, he may be regarded 
as losing very little by being prevented from earning any 
fees during the legal vacations". 

Supple- • . § 7. Next we must take account of the opportunities 
mentary , 
eamiDg& which a man's surroundings may afford of supplementing 

the earnings which he gets in hie chief occupation, by doing 
work of other kinds. And account may need to be taken 
.also of the opportunities which these surroundings offer for 
the work of other members of hie family. 

Family Many economiete have even proposed to take as their 
eamiDg& 

unit the earnings of a family: and there is much to be said 
for this plan with reference to agriculture and those old
fashioned domestio trades in which the. whole fantily works 
together, provided that allowance is made for the loss result
ing from any consequent neglect by the wife of her household 
duties. But in modem England trades of this kind are 
exceptional; the occupation of the head of a family aeldom 
exerts much direct influence on those of its other members, 
except those of hie sons whom he introduces into hie own 
trade; though of course when the place in which he works 
is fixed, the employmenta, to which hie family can get easy 
accese, are limited by the resources of the neighbourhood. 

The. § 8. Thus then the attractivenese of a trade depends on 
::.~u=-- many other causes besides the difficulty and strain of the 
:':'da work to be done iu it on the one hand, and the money
DoloDito earnings to be got in it on the other. And when the earnings money-
~!~~.I in any occupation are regarded as acting on the supply of 
ad ... • labour in it, or when they are spoken of as being its supply 
'- 1 The erib 01 irregulari~J' 01 employment are Ueochaolly alated in .. lec-1.w8 

OD ~a.t. mbject gi\ .. by Prof. Ponrell in 1886. 
• \Vorkel'S in Lhe bigher grades an generally aJlowod baUda,. wiLlI paYi but 

UtOl8 in t.be lower gmdfll gonenilly tozfeiL &hoir pay "beD abey &aka bolidaya. 
The caUMI of lhil diitineLion are obriousi buL i' naklrally raisea .. feeling 01 
grie\"anc:e of • klod, ~ which Lbe iDquiri. by ihe Labour Commission can ftPL 
See .. ,. Group B. S4. 431--8. 
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price, we must always understand that the term earnings is VI. m, 8-

only used aa a short expression for ita "net advantages'." /
We must take account of the facta that one trade is healthier 
or cleanlier than another, that it is carried on in a more whole-
some or pleaaant locality, or that it involves a better social 
position; aa is instanced by Adam Smith's well-known remark 
that the aversion which many people have for the work of 
a butcher, and to some extent for the butcher himself, raises 
earnings in the butchers' trade above those in othcr trades of 
equal difficulty. 

Of course individual charactar will always assert itael( in subj .. , .. 

estimating particular advantages at a high or a low rate. g:,~~=. 
Some persons, for instance, are so fond of having a cottage dividualo, 

to themselves that they prefer living on low wages in the 
country to getting much bigher wages in the town; while 
others are indifferent aa to the amount of houseroom they 
get, and are willing to go without the comforts of life 
provided they can procure what they regard as ita luxurics. 
This was the case, for example, with a family of whom the 
Royal Commission on the Housing of the Working Classes in 
1884 were told: their joint earnings were £7 a week, but 
they chose to live in one room, so as to be able to spend 
money freely on excursions and amusementa. 

Personal pecnliarities, such aa these, prevent us from 
predicting with certainty the conduct of particular indi
viduals. But if each advantage and dissdvantage is reckolled 
at the average of the money values it has for the class of 
people who would be likely to enter an occupation, or to 
bring up their children to it, we shall have the means 'of 
estimating roughly the relative strengths of the forces that 
tend to increase or diminish the supply of labour in that 
occupation at the /ame and piau which we are considering. 
For it cannot be too often repeated that grave errors are 
likely to result from taking over an estimate of this kind 
based on the circumstances of one time and place, and 
applying it without proper precaution to those of another 
time or another place. 

In this connection it is interesting to observe the influence be,..., 
of differences of national temperament in our own time ....... 

's. Rn. 2. 
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Thus in America we see Swedes and Norwegians drift to 
agricaIture in the North-west, while the Irish, if they go on 
the mnd at all, choose farms in the older Eastern States. 
The preponderance of Germans in the furniture and the 
brewing industries; of Italians in railway building; of Slavs 
in meat packing and in some groups of mines, and of Irish 
and French Canadians in Bome of the textile industries of the 
United States; and the preference of the Jewish immigrants 
in London for the clothing industries and for retail trad&
all these are due partly to clifterences in national aptitudes, 
hnt partly also to diff.,.ences in the estimates that people of 
different races form of the incidental advantages and dis
advantages of different trades. 

Lastly, the disagreeableness of work seema to have very 
little effect in raising wages, if it is of such a kind that it 
can be done by those whose industrial ahilities are of • very 
low order. For the progress of science has kept alive many 
people who are unfit for any but the lowest grade of work. 
They compete eagerly for the comparatively small quantity 
of work for which they are fitted, and in their urgent need 
they think almost exclusively of the wages they can earn: 
they cannot afford to pay much attention to incidental 
discomforts, and inoieed the influence of their surroundings 
has prepared many of them to regard the dirtiness of an 
occupation as an evil of but minor importance. 

Hence .rises the paradoxical resaIt that the dirtiness of 
some occupations is a cause of the lowness of the wages 
earned in them. For employers find that this dirtiness adds 
much to the wages they would have to pay to get the work 
done by skilled men of high character working with improved 
appliances; and so they ofte,! adhere to old methods which 
require only nnskilled workers of but inclifterent character, 
and who can he hired for low (Time-) wages, hecause they 
are not worth much to any employer. There is no more 
I urgent social need than that labour of this kind should be 
made scarce and therefore dear, 



CHAPTER IV. 

EARNINGS OF LABOUR, CONTINUED. 

§ 1. THE action of demand and BUpply with regard to VI ..... 1. 

labour was discussed in the last chapter with reference to Manyp .. 

the difliculties of ascertaining the real IlB opposed to the :;'uJ!~"" 
nominal price o~ labour. But Bome peculiarities in this action d"!':..':.r 
remain to be studied, which are of a more vital character. and8Upply 

with regard 
For they allect not merely the form, but also the Bubstance 10 labour 

of the action of the forceB of demand.l\nd supply; and to i.';';~~u, 
some extent they limit and hamper the free action of those 
forces. We &hall find that the influencl of many of them is 
not at all to be measured by their first and most obvious 
ellects: and that those ellects which are cumulative· are 
generally far more important in the long run than those 
which are not, however prominent the latter may appear. 

The problem has thus much in common with that of til ... 
tracing the economic influence of custom. For it has already :,:",bling • 

been noticed, and it will become more clear as we go on, that ~~:'1:,. 
the direct ellects of custom in causing a thing to be sold for 
a price Bometimes a little higher and sometimes a little lower 
than it would otherwise fetch, are not really of very great 
importance, because any such divergence doeS not, as a rule, 
tend to perpetuats and increase itself; but on the contrary, 
if it becomes considerable, it tends itself to call into actioD 
forceB 1I.at counteract it. Sometimes theBe forces break 
down the custom altogether; but more often they evade it 
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VI, .... 2. by gradual and imperceptible changes in the character of 
the thing sold, so that the purchas"" really gets a new thing 
at the old price under the old name. These direct elloots 
then are obvions, but they are not comulative. On the 
other hand, the indirect ellects of cnstom in hindering the 
methods of production and the character of prodncers from 
developing themselves freely are not obvioU8; but they 
generally are cumulative, and therefore exert a deep and 
controlling influence over the history of the world. If 
cU8tom checks the progress of one generation, then the next 
generation starts from a low"" level than it otherwise would 
have done; and any retardation which it sutlers itself is 
accwuulated and added to that of its predecessor, and eo on 
from generation to generation t. 

And eo it is with regard to the action of demand and 
supply on the earnings of labour. If at any time it presses 
hardly on any individuals or class, the direct elleets of the 
evils are obvions. But the sufierings that result are of 
dillerent kinds: those, the ellects of which end with the evil 
by which they were cansed, are not generally to be com
pared in importance with those that have the indirect elloot 
of lowering the character of the workers or of hindering 
it from becoming strong"". For these last cause further 
weakness and further sutlering, which again in their turn 
cause yet further weakness and further sutlering, and so on 
cumulatively. On the oth"" hand, high earnings, and a 
strong character,lead to greater strength and high"" earnings, 
which again lead to still greater strength and still high"" 
earnings, and so on cumulatively. 

::::JI ~~ § B. The first point to which we have to direct our 
wor:~ attention is the fact that homan agents of production are 
:'~k~U& not bought and sold as machinery and oth"" material agents 
P":::'y . of production are. The worker sells his work, but he him
.. bimaeII. self remains his own property: those who bear the expenses : 

1 nought., hOWflt'fI'. to be rem.aTbd. thd aomfl of &he beneficial eftecIII of 
cusf.om are cumuIaLi'l'8. FOl' amona the many dilIeren\ Ullnga .... are included 
under the wide tum "CUI~m" are CI'JIWtiJed formI or high .&bicAI principles, 
ruIeI of honourable and courteoua lIehaviour. ud of the avoidance of uoubJesome 
,trite abou' paiu, PWj and mueb aI UM eood lnlueaee whicb ~ eun 011 

noe oharactfr is ewuulaUve. Compen I II. 1.2. 

• 
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of rearing and edllcating him receive but very little of the VI ..... a. 
price that is paid for his services in later years1• 

Whatever deficiencies the modem methods of business eo .... 
may have. they have at least this virtue. that he who bears i!:':!~!: 
the expeuses of production of material goods. receives the i'.!~~ 
price that is paid for them. He who builds factories or llinit.d by 

. h b fi fth.m ..... steam·engmes or houses. or rears slaves. reaps t e ene t 0 the fo ... 

all net sjll'vices which they render so long as he keeps them :!~~: 
for himself; and when he sells them he gets a price which =~ 
i. the estimated net value of their future services; and p ..... 1o. 

therefore he extends his outlay until there ileems to him no 
good .. ason for thinking that the gains resulting from any 
further investment would compensate him. He must do 
this prudently aud boldly. under the penalty of finding 
hinlse1f worsted in competition with others who follow a 
broader and more far-sightoo. policy. and of ultimately 
disappearing from the ranks of those who direct the course 
of the world's business. The action of competition. and the 

. snrvivill in the struggle for existence 'of those who know best 
how to extract the greatest benefits for themselves from the 
environment. tend in the long run to put the building of 
factories and steam-engines into the hands of those who will 
be ready and able to incur every expense which will add more 
than it costs to their value as productive agents. But the 
investment of capital in the rearing and early training of the 
workers of England is limited by the resources of parents 
in the various grades of society. by their power of forecasting 
the future. and by their willingness to sacrifice themselves 
for the sake of their children. 

This evil is indeed of comparatively small importance with :thu.e.D 
regard to the higher industrial grades. For in those grades :.:~;.ly 
most people distinctly realize the future, and "discount it :;::'~.r 
at a low rate of interest." They exert themselves much to ren,ks of 

I h b f h . d h b .. .0 ... ·1; 8e ect t e est careers or t ell 80118. an t e est tralrungs 

I Thia it couieten' witb t.he weD-known laC'L that .lave labour is not. eeonoml. 
CDl, as AdlUD. Bmit.b remarked long ago that. ·'The lund destined for replacing OJ' 

repairing, if 1 may aay "0 $he wear-and-tear of lobe IIlave is commonly managed 
by • negligent. mut.er or careJt. overseer. That. deaUned for pt'Irlorming t.b •. 
JlUne olJiea lor the free man is managed by \he free man b.imaeJt •.. wit.b .trie' 
IruplitT and paniruonioUi at.t.ent.ioa." __ 
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for those careers; and they are generally willing and able to 
incur a considerable expense for the purpose. The profes· 
sional classes especially, while generally eager to save some 
capital for their children, are even more on the alert for 
opportunities of investing it in them. And whenever there 
occurs in the upper grades of industry a new opening for 
which an extra and special education is required, the future 
gains need not be very high relatively to the present outlay, 
in order to secure a keen competition for the post. 

But in the lower ranks of society the evil is great. For 
the slender means and education of the parents, and the 
comparative weakness of their power of distinctly realizing 
the future, prevent th.em from investing capital in the edu
cation and training of their children WIth the same free and 
bold enterprise with which capital is applied to improving 
the machinery of any well-managed factory. Many of the 
children of the working·classes are imperfectly fed and 
clothed; they are house.ci in a way that PlQ1!lotes neither 
physical nor-mor.J health ~ they receive a school education 
WhIch, thouglim:·mcid~m England itmay ~otJ>~v~)l.M 
eO far as it goes, yet goes only a little way: they have few 
opp".rtunities of gettijig !l..I!.ro~4.e.u'i.ew of life or .I!n insi~ 
ii'ito the nat~ ot. ~he I!,igher wQrk oU!1!l!.inE!§8 .. of science or 
of art: they meet hard and exhausting toil early on the way, 
and for the greater part keep to it all their lives. At least 
they go to the grave carrying with them undeveloped abilities 
and faculties: which, if they could have bome full fruit, 
would have added to the material wealth of the country-to 
say nothing of higher considerations-many times as much 
as would have covered the expense of providing adequate 
opportunities for their development. 

But the point on which we have specially to insist now 
is that this evil is cumulative. The worse fed are the 
children of one generation, the less will they eam when they 
grow up, and the Ie .. will be their power of providing ad .. 
quately for the material wants of their children: and so on 
to following generations. And again, the Ie .. fully their own 
faculties are developed, the less will they realize the import
ance of d.eloping the best faculties of their children, and 
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the less will be their power of doing BO. And conversely VI, ",&. 
any change tbat awards to the workers of one generation 
better earnings, together with better opportunities of 
developing their best qualities, will increase the material 
and moral advantages which they have the power to offer 
to their children: while by increasing their own intelligence, 
wiedom and forethought, such a change will also to Bome 
extent increase their willingness to sacrifice their own 
pleasures for the wellbeing of their children; though there 
is much of that willingness now even among the poorest 
classes, so far as their means and the limits of their knowledge 
will allow. 

§ 3. The advantages which those born in one of the -r:".~ of 

higher grades of aociety have over those born in a lower, t.: ~ 
consist in a great measure of the better introductions and ~in m. 
the better start in life which they receive from their parents; :."':.~, 
and the importance of this good start in life is nowhere Been l:."b.kilI~ 
more clearly than in a comparison of the fortunes of the BOns UlV, 

of artisans and of unskilled labourers. There are not many 
ekilled trades to which the Bon of an unskilled labourer can 
get easy access; and in the large majority of cases the son 
follows the father'. calling. In the old-fashioned domestio 
industries this was almost a universal rule; and, even under 
modem conditions, the father has often great facilities for 
introducing his Bon to his own trade. Employers and their 
foremen generally give to a lad whose father they already 
know and trust, a preference over one for whom they would 
have to incur the entire responsibility. And in many trades 
a lad, even after he has got entrance to the works, is not 
very likely to make good progress and obtain a Becure 
footing, unless he is able to work by the side of his father, or 
some friend of his lather's, who will take the troubls to teach 
him and to let him do work that requires careful supervision, 
but has an educational value. 

And the Ion of the artiean has further advantages. He hb'r. b' 
•• 11 Ii . b d roug.up gene"""y ves m a etter and cleaner house, and un er in • m .... 

material lurroundings that are more consistent with refine- ~.o.:::' .. d 

lnent than those with which the ordinary labourer is familiar. :f'!' more 

His parents are likely to be better educated, .~ have a ::..-' 



1164 EARNINGS 011' L4.BOUB 

VI ..... a. higher notion of their duties to their children; and. last but 
not least. his mother is likely to be able to give more of her 
time to the care of her family. 

:n>e_' If we compare one country of the civilized world with 
IIDportance • 
oftbi8lee, another. or one part of England WIth another. or one trade 
eJemeo~ in England with anotherC!ve find that the degradation of the 

working-classes varies almost uniformly with the amount of 
rough work done by womenlThe,most valuable of all capital 
is that invested in human bemgs;an,f of that capitaT tlie 
most p~oU8 part-is' theresUltOf' the care and in1Iuence of 
the mother, so long as she retains her tender and unselfish 
instincts. and has not been hardened by the strain and stress 
of unfeminine work;) 

This draws our attention to another aspect of the 
principle already noticed, that in estimating the cost of 
production of efficient labour, we must often take as our unit 
the family. At all events we cannot treat the coat of pro
duction of efficient men as an isolated problem; it must be 
taken as part of the broader problem of the cost of production 
of efficient men together with the women who are fitted to 
make their homes happy. and to bring up their children 
vigorous in body and mind, truthful and cleanly, gentle and 
brave'. 

I Sir William Po"" diaeuased "The Value of lhe People- wiLlI mucll in
genui\y; and Ute re1aU0Il in whicb, .. COl' 0( rearing lID. adun male llands to t.be 
eoet of rearing • family unit was esamined in a thoroughly ~ient.i.8c manner by 
eanloillon, Buai, Pan L chap. :n.. and again by Adam Smith, w..w. of NfIliotu, 
Book L ch. \'1IL: and In mOl'8 recent limos by Dr Engel. in hiI brilliani Faay 
Dill p,a, ... ~"fi" and by D, Farr and o~en.. Many _Lima .. have been 
m. oJ the addit,iOD to $he weailh of • counUy caUled b,. lhe arrival (I.( aA 

immigrant whose COl' of rearing in bi, earl7 7EJaIS W8I defrayed elsewhere, and 
who iI likely ao produce more lban be CODSWDeI in the COUDVy of his adopLioo. 
The .Lima .. bave been made OIl many plana. all 01 them rough, and. IIOIDII 

appanutly fault,. in principle: but mOl' 01 Llaem ftnd dle aftl8l8 value or lID 
immigrant to be about £aOO. n would aeem Iha" if we migh' neglec' plQvWon
ally \be diflerence between the eo., we mould cUeuJa&e ibe nIut 01 u. 
immigrant on the lintll 01 ihe argument 01 V. IV. a. That ia. we mould 
"_,. Ibe .... bable nl". of all Ibe lulu .. .me. _ he would ....... ; 
add them togetbOJ', and deduct from them ihe sum of Ule "diacountod ~ nlld 
01 all U1e wealth lUld direc' IU'riCtII 01 other perIODI tha, he would CODIUII'ItI: 
and it may be noted. that io dlus ca1culaling eacb elemen, of produeUoo. 
and CODIWDptJ.on. at ila probable nlue. we baYtl inddenWJ1,. .u.owed for ... 
chancel of hiI premature deat.b and aietn-. as well .. 01 bis failure or 1I\ICCeeI. 

In life. Or again we migh' .t.imate hiI nlue __ the money coat of producLiOD 
"blch blo notlv .... .., had lnawncl Io! him; wblch would In 1iIr. ......... he 
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§ 4. As the youth grows up, the in1Iuence of his parente VI, n, i. 
and his schoolmaster declines; and thenceforward to the end 
of his life his character is moulded chiefly by the nature of 
his work and the in1Iuence of those with whom he associates 
for business, for pleasure and for religious worship. 

A good deal has already heen said of the technical Tho 

training of adults, of the decadence of the old apprenticeship = 
system, and of the difficulty of finding anything to take ~~0J1 
its place. Here again we meet the difficulty that whoever depends on 
may incur the expense of investing capital in developing:'~ 
the abilities of the workman, those abilities will be the::~ 

. property of the workman himself: and thus the virtue of :.=,... 
those who have aided him must remain for the greater part 
its own reward. 

It is true that high·paid labour is reiLlly cheap to those 
employers who are aiming at leading the race, and whose 
ambitiou it is to tum out the best work by the most advanced 
methods. They are likely to give their men high wages and 
to train them carefully; partly because it pays them to do 
80, and partly because the character that fite them to take 
the lead in the arts of production is likely aIao to make 
them teke a generous interest in the wellbeing of thoSe who 
work for them. But though the number of snch employers 

,.....t by oddlng logo"''' &be ".........aIo<I. _ of aD Ibo -...I elomenlo of 
his pad consumplicm aDd dedudoing from \hem &be IUDI of &be ·'aceum.ula&ed· 
... aloes of aU lobe lenral eiemen. 01 biB paR product.ioo. 

So far we ban taken no accoun' of &be d.iJfereoce be, .... &be 18UB. Bu' it. 
it clear &hat UIe abo.... plans pUl the nIue 01 abe male inunigraD_ too high and 
Iba& of &be female &00 low: UIlIew aIlowaoee is made lor &he 88I"I'ice wbidt WOID8D 

render .. molbm, .. wi_ IIId u IiIIenr, ODd &be ..... inunignlllo on cbargod , 
wi'" baring ..........d _ ........ wbiIe &be femaIo inunignlllo on ...wlod 
wi&h baring oupptied __ (See M ........ iI:oI N .... XXIV., 

Nauy wri&era UIUID8, impliti\ly d leu&. Iba& &he .. productioD 01 aD 

avenge individual and &be consumption durine ibe whole of his life ue equal; Ol. 
ill olber wordt, \hat. be would. DeUber add &0 Dor &ake from &be material ..,n. 
being 01 • eouoLry. in which he dayed all hillife. On this aasumpLioD Ule above 
two plana 01 MLimat.ing hill ftlue would. be COOYer\ible; and &hera of eour. 
we Ibould make our calculations by tb. IaUer and easier method. W. may. 
tor ~ ~ &hat &be total. amount. 1IpSl' OD bringing up aD ..... ebild. 
of the Iu..., bait of &be IabonriDg ~ ay , ..... fit .... of &be populo,"", io 
tIOO; for &be nuL BUb we may puL ..,. .um d £175i for the .n 61th d £lXI; 
ror Lbe un 18DLb aL £500, and Lbe ra:naining 18DLb.d QOOD: 01' aD. avenge or 
£D). BuL of COUIW eome or u.. populaLioG aft 'Very young and. haft bad. bo' 
liLLIe 1peD' on Ihem.i o&bea have 10' nearly t.o Iobeir life'. end; and. Ihndore, on 
_ ..... P .......... " ...... nluo of lID iDdiriduol io porhapo ml. 
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VI, "', &. is increasing, they are .till comparatively few. And even 
they cannot Blways aflord to carry the investment of capital 
in the training of their men as far as they would have done, 
if the results o{ the investment aCcrued to them in the same 
way as tho results of any improvements they might make in 
their machinery. Even they are sometimes checked by the 
reflection that they are in a similar position to that of a 
farmer who, with an uncertain tenure and no security of 
compensation for his improvements, is sinking capital in 
raising the value of his landlord's property. 

' ....... 0.. Again, in paying his workpeople high wages and in caring 
~~':;", for their happiness and culture, the liberal employer confers = benefits whioh do not end with his own generation. For 
KI::',' 0': the children 01 his workpeople ahare in them, and grow up 
hiI....... stronger in body aild in oharacter than otherwise they would 

have- done. The price which he has paid for labour will 
have borne the expenses of production of an increased supply 
of high industrial faculties in the next generation: but 
these faculties will be the property of others, who will have 
the right to hire them out for the best price they will fetch: 
neither he nor even his heirs can reckon on reaping muoh 
material reward for this part of the good that he has done. 

IIecoDd _ § 5. The next of those characteristics of the action of 
poculiari'y. demand and supply peculiar to labour, which we have to 

study, lies in the fact that when(J person sells his semces, he 
y I has to present himself where they are delivered. It matters 

nothing to the seller o~ bricks whether they are to be used in 
biilldinga palaee or 8 sewer: but it matters a great deal to 
the seller of labour, who undertakes to perform a task of 
given diJlloUlty, whether or not the place in which it is to 
be done is a wholesome and a pleasant one, and whether or 
not his associates will be such as he cares to have:) In those 

'lb.. teller 
ofl.bour 
m ... ' deliveri' 
himaelI. 

yearly hirings which stiIl remain in some parts of England, 
the labourer inquires what sort of a temper his new employer 
has, quits a. carefully as what rats of wages he pays. 

~U:"" This peculiarity of labour is of great importance in many 
.... DO' individual cases, but it does not often exsrt a broad and 
~~ deep influence of the same nature as that last discussed. 
lall .. , an4 The more disagreeable the -incidents of an occupation, the 
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higher of oourse are the wages required to attract people VI,", 8. 

into it: but whether these incidents do lasting and wide-&h~ 
spreading harm depends on whether they are such as to r."!r'::" 
undermine men's physical health and strength or to lower Y"'Y greaL 

their character, When they are not of this sort, they are 
indeed evils in themselves, but they do not generally causa 
other evils beyond themselves; their effects. are seldom 
cumulative. 

\. Since however no one can deliver his labour in a market 
in which he is not himself present, it follows that the mobility 
of labour and the mobility of the labourer are convertible 
terms: and the unwillingness to quit home, and to leave old 
associations, including perhaps some loved cottage and bllrial
ground, will often turn the scale against a proposal to seek 
better wages in a new place~ And when the different members 
of a family are engaged in different trades, and a migration, 
which would be advantageous to one member would be 
injurious to others, the inseparability of the worker from his 
work oonsiderably hinders the adjustment of the snpply of 
labour to the demand for it, But of this more hereafter. 

§ 6. Again, labour is often sold under special disadvan- Th~ and _ 

tages, arising from the closely connected group of facts that !':waril;. 
labour power is "perishable," that the sellers of it are com- ~=b'l'., 
mouly poor and have no .... erve fund, and that they cannot 
easily withhold it from the market. 

\Perishableness is an attribute oommon to the labour of and &h. 

all d th . I h k' thro f oeIIe .. or;, gra. es: e time oat w en a wor er IS WD out 0 are of tea 

employment cannot be recovered, though in some cases his ~:.:::--'""" 
energies may be refreshed by restl • It must however be ~argam. 
remembered that much of tbe working power of material BU'~Y 

f d ·, ·hbl·th f maten agents a pro uction 18 pens a e m e same sense; or a ~odi. 
great part of the income, which they also are prevented from =ble. 
earning by being thrown out of work, is oompletely lost. 
There is indeed some saving of wear-and-tear on a factory, 
or a steam-ship, when it is lying idle: but this is often small 
compared with the income which its owners have to forego: 
they get no compensation for their 1088 of interest on the 
capital invested, or for the depreciation which it undergoes 

• "abo ... VLDJ. 
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vr, IT, 6. from the action of the elements or from its tendency to be 
rendered obsolete by new inventions. 

Again, many vendible commodities are perisbable. In 
the strike of dock labourers in London in 1889, the perish
ableness of the fruit, meat, etc. on many of the ships told 
strongly on the side of the strikers. 

=;;.an. The want of reserve funds and of the power of long with
bougaWDg holding their labour from the market is common to nearly 
::::'Ieo' all grades of those whose work is chiefly with their hands. 
=1I.t.lBut it is especially true of unskilled labourers, partly because 
:::: 01 their wages leave very little margin for saving, partly because 
labour. when any group of them suspends work, there are large 

• numbers who are capable of filling their places. And, as we 
shall see presently when we come to discuss trade combina
tions, it is more difficult for them than for skilled artisans to 
form themselves into strong and lasting combinations; and 
so to put themselves on something like terms of equality in 
bargaining with their employers.,) For it must be remem
bered that a man who employs a thousand others, is in 
himself an absolutely rigid combination to the extent of one 
thousand units among buyers in the labour market. 

Theyd0
ch 

But these statements do not apply to all kinds of labour. 
notatta . 
t.o domeet.i!..Domestlc servants though they have not large reserve funds, 
eeITanlo, and seldom any formal trades.union, are sometimes better 

able than their employers to act in concert.) The total 
real wages of domestic servants of fashionable London are 
very high in comparison with other skilled trades in 
which equal skill and ability are required. But on the 
other hand those domestic servants who have no specialized 
skill, and who hire themselves to persons with very narrow 
means, have not been able to make even tolerably good terms 
for themselves: they work very hard for very low wages. 

r,'!!;~!a1"" Turning next to the highest grades of industry,\JVe find 
m"", that as a rule they have the advantage in hargaining over 

the purchaser of their labour. Many of the professional 
classes are richer, have larger reserve funds, more knowledge 
and resolution, and mueh greater power of concerted action 
with regard to the terms on which they sell their services, 
than the greater number of their clients and -customers. ) 
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If further evidence were wanted that the disadvantages VI, IV, 6. 

of bargaining under which tbe vendor of labour commonlY·Th';;
sufiers, depend on his own circumstances and qualities, and :=::; 
not on tbe fact that the particular thing wluch he has to sell :::: ;.~~ 
is labour; such evidence could be found by comparing the and 

successful barrister or solicitor or physician, or opera singer ::''l::'J~~ 
or jockey With the poorer independent producers of vendible ::'~ ..... 
goods, Those, for instance, who in remote places collect ~v~::
shell-fish to be sold in the large central markets, have little!" b'\'llDm 

, 'kn h lng,lDthe reserve funds and little owledge of the world, and of w at ..... way 

other producers are doing in other parts of the country: ::1:: ~~ 
while those to whom they sell, are a smaD and compact body I.bour. 

of wholesale dealers with wide knowledge and large reserve 
funds; and in consequence the sellers are at a great dis
advantage in bargaining. And much the same is true of the 
women and children who sell hand-made lace, and of the 
garret masters of East London who sell furniture to large 
and powerful dealers. 
~ Ut is howe, ver certain, that ma.!'~, ~ jabourel'l! as.~ ,~Jass ~::.!~~' 

are at a disadvantege in_barg.JDing; and that the disad- ;.~um~. 
~ge whereverit exists is likely to be cumulative in its ~~~"!~~ 
efiects, }!or though, so long as there is any competition 
among employers at aD, they are likely to bid for labour 
something not very much less than its real value to them, 

that is, something not very. mu, c, h les~ than ~he hi,ghest p~ce ~ 
they would pay rather than go on Without It; yet anythmg , 
that lowe1'@.. wag!l4tends to ,lower,. the efficiency- "rillO 
labourer's work, ana therefore to lower the price which the 
employer would rather pay than go without that work) The 
efiects of the labourer's disadvantage in bargaining are there-
fore cumulative in two ways. ~It lowers his wages; and as 
we have seen, this lowers his efficiency as a worker, and / 
thereby lowers the normal value of his labour. And in 
addition it diminishes his efficienoy as a bargainer, and thus 
increases the chance that he will sell his labour for less than 
its normal valuel .") 

1 On Ule object. of Lhia Sadion compare Book V. [L 8, and AppeDdix ]I' 

on BarLer. Prof. Brenf.ano W8I the aNt. t.o call at.Lention to leveral of tho 
pointl dia:WIII8d in t.h.iI chapter. See also lIowell'. Ctm/lic18 0/ Capital QM 
~. 



CHAPTER V. 

EARNINGS OF LA1IOUR, CONTINUED. 

VI, " 1. § t. THB next peculiarity in the action of demand and 
Th~ supply with regard to labour, which we have to consider, 
~1a~o";Y is closely connected with some of those we have already 
:~~ discussed. It consista in the length of time that is required 
l:m~~l to prepare and train labour for ita work, and in the slowness 
q~w:: of the returns which result from this training. 
~i4ona1 This discounting of the future, this de1iberata adjustment 
=f!~~~ of ,supply of expensively trained labour to the demand for 
a iIi'y. it, is most clearly seen in the choice made by JlIorenta of 

occupations for their children, and in their efforts to raise 
their children into a higher grade than their own. . 

~~, Ut was these chiefly that Adam Smith had in view when 
'O~P":;"D he said:-"When any expensive machine is erected, the 
~:.:.. extraordinary work to be performed by it before it is worn 
=.i!.~;,. out, it must be expected, will replace the capital laid out 
::i~~ a upon it, with at least the ordinary profita. A man educated 
.... ko<. at the expense of much labour and time to any of those 

employmenta which require extraordinary dexterity and 
skill, may be compared to one of those expensive machines. 
The work which he learns to perform, it must be expected, 
OVer and above the usual wages of common labour. will 
replace to him the whole exponse of his education, with at 
least the ordinary profita of an equally valuable capital.) It 
must do this too in a reasonable time, regard being had to 
the very uncertain duration of human life, in the same 
manner as to the more certain duration of the machine." 
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But this statement is to be received only 81 a broad VI, _,I. 

indication of general tendencies.LFor independently of the m .. "'\i;; 
fact that in rearing and educating their children, parents :::,~~. 
are governed by motives different from those which induce ~:::,... 
a capitalist ondertaker to erect .. new machine, the period of theU ... 

over which the earning power extends is generally greater ~.~: .. ; 
in the case of a man than of a machine; and therefore the 
circumstances by which the earnings are determined are 
1888 capable of being foreseen, and the adjustment of supply 
to demand is both slower and more imperfect:') For thoqgh thougb 

factories and houses, the main shafts of a mine and the l!,;,:~. 
embankments of a railway, may have much longer lives than .... pt.io ... 

those of the men who ",ade them; yet these are exceptiona 
to the general rule. . 

§ 2. Not much 1888 than a generation elapaes between p"",'.in 

the choice by parente of a akilled trade for one of their ~~":l~r 
, children, and his reaping the full results of their choice. !l:il~ 

And meanwhile the character of the trade may have been i"'~k 
almost revolutionized by changes, of which some probably ::.b~I •. 
threw long shadows before them, but others were such as ~~·:::i~n, 
could not have been foreseen even by the shrewdest persona ~ ... '":": 
and those best acquainted with the circumstances of the liable 10 

. enor. 
trade. . 

The working classes in nearly all parts of England are 
conatantly on the look-out for advantageous openizigs for the 
labour of themselves and their children; and they question 
friends and relationa, who have settled in other districts, as 
to the wages that are to be got in various trades, and ap to 
their incidental advantages and disadvantages. But it is 
very difficult to aacertain the causes that are likely to 
determine the distant future of the trades which they are 
selecting for their children; and there are not many who 
enter on this abstruse inquiry. The majority aasume without 
a further thought that the condition of each trade in their 
own time sufficiently indicates what it will be in the future; 
and, so 'far as the influence of this habit extends, the 
supply of labour in. a trade in anyone generation tends to 
conform to its earnings not in that but in the preceding 
generation. 



572 EARNINGS 011' LABOUR 

VI, Y,8. Again, some parents, observing that the earnings in one 
trade have been for some years rising relatively to others 
in the same grade, assume that the course of change is likely 
to continue in the same direction. But it often happens 
that the previous rise was due to temporary causes, and 
that, even if there had heen no exceptional influx of labour 
into the trade, the rise would have been followed by a 
fall instead of a further rise: and, if there is such an excep
tional influx, the consequence may be a supply of labour so 
excessive, that its earnings remain below their normal level 
fo~ many years. 

In lb .. tI Next we have to recall the fact that, although there are 
:.n::.~,on some trades which are difficult of access except to the sons 
ol\on \ok_ f th ·'---d· th t h '.. dra . .. ou, 0 ose ~ y In em, ye t e maJonty w recrwts 
=::.~ from the sons of those in other trades in the same grade: 
~'l:~~UI and therefore when we consider the dependence of the supply 
I'.:b:!" 01 of labour on the resources of those who bear the expenses 

bo .. , of its education and training, we must often regard the 
whole grade, rather than anyone trade, as our unit; and 
say that~i!!..~_as th_e _sul'ply __ ofl&hourjslimited l>1-_tI1e 

~
~dS availahle for dafrayipgits cO§!; Jlf ~roduction, the supply 
of labour in any grade is determined by the eamillJ!!U!f that 
grade in the last rather than in the present generation. ) 

It must, however, be remembered that the birth-rate in 
very grade of society is determined by many causes, among 

which deliberats calculations of the future hold but a 
~econdary place: though, even in a country in which tradition 
counts for as little as it does in modern England, a great 
influence is exerted by custom and publio opinion which 
are themselves the outcome of the experience of past 
generations. 

AlIo""".. § 3. But we must not omit to notice those adjustments of 
::'o';! •• , the supply of labour to the demand for it, which are ellected l':,o::- by movements of adults from one trade to another, one 
::i0.:iui:n\o grade to another, and one place to another. The movements 
labo .. , from one grade to another can aeldom be on a very large 

Bcale; although it is true that exceptional opportunities 
m,w sometimes develop rapidly a great dcal of latent ability 
IImong the lower grades. Thus, for instance, the Budden 
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opening out of a new country, or such an eveut as the VI,~, '
American war, will raise from the lower ranks of labour 
many men who bear themselves well in difficult and .... 
sponsible posts. 

But the movements of adult labour from trade to trade "web ... 
. b la d 01 growiDg aud from place to place can m some cases e so rge an Uupo ......... 

so rapid as to reduce within a very short compass the period ~u::'" 
which is required to enable the supply of labour to adjust ~I the • 

itself to the demand. That general ability which is easily :::'=.i" 
nsf bl fro d th · .. 10' \l'"'.nl tra era e m one tra e to ano er, IS every year nsmg .bili~,. 

in importance relatively to that manual skill and technical 
knowledge which are specialized to one branch of industry. 
~d thus economic progress brings with it on the one haud 
a constantly increasing changefulness in the methods of 
industry, and therefore a constantly increasing difficulty in 
predicting the demand for labour of any kind a generation 
ahead; but on the other hand it brings also an increasing 
power of remedying such errors of adjustment as have been 
made l • ) 

§ 4. Let us now revert to the principle that the income w. p ... \0 

derived from the appliances for the producticn of a commodity :.~~::'''' 
exerts a controlling influence in the long run over their :''':'oa~·· 
own supply and price, and therefore over the supply and the f!,!.rI~ m 
price of the commodity itself; but that within short periods ;;;-;~ 
there is not time for the exercise of any considerable influence pariodo. 

of this kind. And let us inquire how this principle needs 
to be modified when it is applied not to the material agents 
of production, whic.!> are onJJ' .a means towar~...!',!- .en<i,.Jll!.d 
which may be the private property of the capitalist, but to 

- human beings who are ends as well as means of production 
l anaw~~~iii}heir own P!9peitYJ. - -

To begin with we must notice that, since labour is slowly A "Ion~ 
produced and slowly worn out, we must take the term "long ~:~ 
period" more strictly, and regard it as generally implying ~.'hf 0/ 

a greater duration, when we are considering the relations of la~!J 
al d mua'geo" norm emand and supply for labour, than when we are nlIy he 

. .. 'Ivy long . 
• On .. be subJed of LhiI IeChon eompare Bir:. IV. VI. 8; MI' Charte. Booth', 

LiJt ud Labow i • .l.otuIow.; and au B. u. Smith', Jlodma G'.\dgu ill 1M 
MoW;" ./ £aHw. 
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VI, Y, 6. considering them for ordiJlary commodities. There are many 
problems, the period of which is long enough to enable the 
supply of ordinary commodities, and even of most of the 
material appliances required for making them, to be adjusted 
to the demand; and long enough therefore to justify us in 
regarding the average prices of those commodities during the 
period as .. normal," and as equal to their normal exp •. nses 
of production in a fairly broad use of the term; while yet the 
period would not be long enough to allow the eupply of labour 
to be adjusted at all well to the demand for it. The average 
earnings of labour during this period therefore would not be 
at all certain to give about a normal return to those who 
provided the labour; but they would rather have to be 
regarded as determined by the available stock of labour on 
the one hand, and the demand for it on the" other. Let us 
consider this point more closely. . 

i'bodlnd" § 5. ~arket variations in the price of a commodity are 
pon .. , • 
bO.Ddi· govemed by the temporary relations between demand and 
cmI_.... the stock that is in the market or within eaey access of it. 

Pluct.ua
tioDSof 

::fe:t.he 
modem 
'Y'tem of 
Indwolr7. 

When the market price 80 determined is above its normal 
level, those who are able to bring new supplies into the 
market in time to take advantage of the high pri';' receive 
an abnormally high reward; and if they are small handi
craftsmen working on their own account, the whole of this 
rise in price goes to increase their earnings:) 

(In the modem industrial world, however, tho.. who 
undertake the risks of production and to whom the benefits 
of any rise in price, and the evils of any fall, come in the 
first instance, are ca'pitalist un<l~Jtake~. of industIy,)Their 
net receipts in excess of the immediate outlay involved for 
making the commodity, that is, its prime (money) cost, are 
a return derived for the time being from the capital in
vested in their businese in various forme, including their 
own faculties and abilities. {But, when trade is good, the 
force of competition among the employers themselves, each 
desiring to extend his business, and to get for himself as 
much as possible of this high return, makes them consent 
to pay higher wages to their employees in order to obtain 
their services; and even if they act in concert, and refuse for 



FLUCTUATIONS OF RABNINGII 1175 

a time any conceaaion, a combination among their employeea VI,., 6. 

may force it from them under penalty of foregoing the 
harvest, whic.h th. favourable turn of the market is offering:) 
The result generally is that before long a great part of the 
gains are being distributed among the employees; and that 
their earnings remain above the normal level so long 88 the 
prosperity lasts. 

Thus the high wages of miners during the inflation Ill ...... 
which culminated in 1873, were governed for the time by ::'~D~m 
the relation in which the demand for their services stood - . 
to the amount of skilled mining labour available, the un-
&killed labour imported into the trade being counted as 
equiValent to an amount of &killed labour of equal efficiency. 
Had;t been impossible to import any such labour at all, the 
earnings of miners would have been limited only by the elas-
ticity of the demand for coal on the one hand, and the gradual 
coming to age of the rising generation of miners on the 
other. As it was, men were drawn from other occupations 
which they were not eager to leave; for they could have got 
high wages by stsying where they were, einea the prosperity 
of the coal and iron trades was but the highest crest of a 
swelling tide of credit. These new men were unaccustomed 
to underground work; its discomforts told heavily on them, 
while its dangers were increased by their want of technical 
knowledge, and their want of skill caused them to waste 
much of their strength. The limits therefore which their 
competition imposed on the rise of the special earnings of 
miners' skill were not narrow. 

When the tide turned those of the new-comers who were 
least adapted for the work loft the mines; but even then the 
miners who remained were too many for the work to be done, 
and their wage fell; till it reached that limit, at which those 
who were least adapted for the work and life of a miner, 
could get more by selling their labour in other tradea. And 
that limit was a low one; for the swollen tide of credit, 
which culminated in, 1873, had undermined solid business, 
impaired the true foundations of prosperity. and left nearly 
every industry in a more or leas unhealthy and depressed 
condition. 
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VI, " 8. § 6. We have already remarked that only part of the 
In;;U:- return derived from an improvement which is being ex
:::~ lb. bausted can be regarded as being ite net earnings; for a 
f:~~. sum equivalent to the exhaustion of the capital value of 
.kill, the improvement must be deducted from these returns, 
:::"'~:"'t! before they can be counted as net income of any kind. 
~..'l;n.~o. ~imilarly allowance mu~b~~~ the wear-and-tear of 
!:d~= ~ _!!l",~e, as well as for the cost of working it, before we 

, can arrive at ite net earnings. Now the miner is as liable 
to wear-and-tear as machinery is; and a deduction must be 
made from his earnings also on account of wear-and-tear, 
when the special return of his skill is being estimated'. 

but also 
olbia 
fat.igue, 
8Ddother 
incon-
.. oniencel 
01 bia 
work. 

But in his case there is a further difficulty. For while 
the owner of machinery does not sufier from ite being .kept 
long at work when the expenses of working it, including 
wcar-and-tear, have once been allowed for; the owner of 
skilled faculties does suffer when they are kept long at 
work, and he sufiers incidental inconveniences, such as loss 
of recreation and of freedom of movement, etc. If the miner 
has only four days' work in one week and earns £1, and in 
the next week he has six days' work and earns £1. 10...\ only 
part of this extra 10... can be regarded as return for his skill, 
for the remainJer must be reckoned as the recompense of his 
additional fatigue as well as wear-and-tear" • 

. ~c1'nd' t To conclude this' part of our argument. The market price 
RIOD a . 
.... ia... of everything, i.e. its price for short periods, is determined 
mOD •• I.b. ainl b th _... . hich th d d f' ds argum... m y y e ""atlOns m w e eman or It stan 
r.~ :-Ibe to the available stocks of it; and in the case of any agent .r;· of production, whether it he a human or a material agent, 
Oue.... this demand is "derived" from the demand for those things ::=u::. which it is used in making. In these relatively short periods 
:::.~O/ lb. fluctuations in wages follow, and do not precede, fluctuations 
marke.. in the selling prices of the goods produced.) 

( But the incomes which are being earned by all agente 
of production, human as well as material, and those which 

• There illOmo ground for zeprdina &biI..,eclaI ·mtum ..... qUJali..nma. See 
VI .... " and YlD. 8. , 

• Compare abon, VL n. I. U U:aey ha9'O aDJ' conaiderabJe tkIek or &nde I 
Imrlem.ootl, ~ey are ¥I $hat u&ea' copiWWat.l; and pan of ~ iDcame iI quaai
I'aDL OD ibia ca.pit.aL 
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appear likely to be earned by them in the future, exercise VI, Y,1. 
a ceaseless influence on those persons by whose action the 
future suppliss of these agents are determined. There is a 
constant tendency towards a position of normal equilibrium, 
in which the supply of each of these agents shall stand in 
IUch a relation to the demand for its services, as to give to 
those who have provided the supply a sullicient reward for 
their eliorta and sacrifices.) H the economic conditions of 
the country remained stationary sulliciently long, this ten-
dency would realize itself in such an adjustment of supply to 
demand, that both machines and human beings would earn 
generally an amount that corresponded fairly with their cost 
of rearing and training, conventional necessaries as well as 
those things which are strictly necessary being reckoned 
for. But conventional necessaries might change under the 
influence of non-economic causes, even while economic 
conditions themselves were stationary: and this change 
would afiect the supply of labour, and would le.. ... en the 
national dividend and slightly alter its distribution. As it 
is, the economic conditions of the country are constantly 
changing, lind the point of adj ustment of normal demand 
and supply in relation to labour is constimtly being shifted. 

§ 7. We may now discuss the question under what head p. ... tn 

to class those enra incomes w mch are earned by enra-:.'!.:': 
ordinary natural abilities. Bince they are not the result of ~,~ 
the investment of humau eliort in an agent of production ::'~t' 
for the purpose of increasing its efficiency, there is a strong ~.d 
primaJacie cause for regarding them lIS a producer's surplus, :';1 .. 
resulting from the possession of a difierential advantage for:'.u';.;.g 
production, freely given by nature. This analogy is valid ::::'m .. 
and useful so long as we are merely analysing the component o! mdi· 

...... f h . db· di ·d aI And h . .,d"ala; p ....... 0 t e mcome earne y an m VI u . t ere IS 

some interest in the inquiry how much of the income of 
successful men is due to chance, to opportunity, to the con
juncture, how much to the good start that they have had 
in life; how much is profits on the capital invested in their 
special training, how much is the reward of exceptionally 
hard work; and how much remains as a producer's surplus 
or rent resulting from the possession of rl/ore natural gifts. 

~ ~ 
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VI, Y, 7. But when we are considering the whole body of those 
buho' engaged in any occupation, we are not at liberty to treat 
:!-::...~ the exceptionally high earnings of BUccessful men as rent, 
t.~~~a1 without making allowance for the low earnings of those who 
oanUngs 0: fail. For the supply of labour in any occupation is governed, 
• -; other things being equal, by the earnings of which it hold. 

out the prospect. The future of those who enter the 
occupation cannot be predicted with certainty: some, who 
start with the least promise, tum out to have great latent 
ability, and, aided perhaps by good luck, they earn large 
fortunes; while others, who made a brilliant promise at 
starting, come to nothing. For the chances of success and 
failure are to be taken together, much as are the chances' 
of good and bad hauls by a fisherman or of good and bad 
harvests by a farmer; and a youth when selecting an 
occupation, or his parenta when selecting one for him, are 
very far from leaving out of account the fortunes of successful 
men.LThese fortunes are therefore part of the price that is 
paid in the long run for the supply of labour and ability that 
seeks the occupation: they enter into the true or "long 
period" normal supply price of labour in it.) 

.... m u.. It may be conceded, however, that, if a certain cl ..... of .. """' . .... ofa people were marked out from their birth as having special 
~~ gifts for some particular oCcupation, and for no other, 80 that 
..:: with they would be sure to seek that occupation in any case, then 
.bili~1I',*, the earnings which such men :would get might be left out of 
~~- account as exceptional, when we were considering the chances 
b ........ 0/ of success or failure for ordinary persons. But as a matter of 
p~UCIiOD. fact that is not the case; for a great part of a person's success 

in any occupation depends on.the development of talents and 
I tastes, the strength of which cannot be clearly predicted 
, until he has already committed himself to a choice of 

occupation. Such predictions are at least as fallible as those 
which a new settler can make as to the future fertility and 
advantages of situation of the various plots of land that are 
offered for his selection'. And partly for this reason the 
extra income derived from rare natural qualities bears a 
closer analogy to the surplus produce from the holding of 

I Ccap. V • .L I. 



EABNINGS 011' BABB NAl'UBAL ABILITY 579 

a settler who has made an exceptionally lucky selection, than VI,', 7 

to the rent· of land in an old country. But land and human 
beings differ in so many respects, that even that analogy, if 
p1ll'8ued very far, is apt to mislead: and the greatest caution 
is required in the application of the term producer's surplus 
to the earnings of extraordinary ability. 

Finally, it may be observed that the argument of V. VIII.-

XI., with regard to the special earnings (whether of the nature 
of rents or quasi-rents) of appliances capable of being used 
in several branches of production, is applicable to the special 
earnings of natural abilities, and of skill. C When land or 
machinery capabI~,of I!ewg used forproducing!1lle commodity V
is -usein"r another:... the sU'p'ply_pri.ce of the first is raised, 
though not 'by an ~o]1Ilt dipenaent on the moomes which 
diose ap'plianceoifor production would yield in the seco1!d 
use. So when trained skill or natural abilities which could 
have"been applied to produce one commodity, are applied for. 
another, the supply,price_!1f th@firsU!U~ecLtl!.rough..!he 
n~wing of its sOuroea of suppl!. ) 



CHAPTER VI. 

INTEREST OF CAPITAL. 

VI, ... L ,§ 1. THE relations between demand and supply cannot 
Cbap"'''' be studied by themselves in the case of capital any more 
aodu. th th uI· th diacuoood an ey co d m e case of labour. All the elements 
~:'~;t of the great central problem of distribution and exchange 
~= 0/ mutually govern one another: and the first two chapters, 
demaod of this Book, and more especially the parts that relate 
aodouppfy d' tl t ·tal b k . d' his iD lOIauoo lreC Y 0 cap, ,may e ta en as an mtro uctlOn to t 
: .. :g~ and the next two chapters. But before entering on the 
.. dolailo. detailed analysis with which they will be mainly occupied, 

Tboluncla
lnenlal 
dodnn. 
.f ..... 
IlOmiCilaa 
tocapit.al 
are DO' 
De". but 

1,. &nI the 
- basil of 

&eLioa in 
ordina1'1 

iii" 

80mething may be said as to the position which the modem 
oll-fllIdy of capital and interest holds in relation to earlier 
work. 

The aid which economic science has given towards 
understanding the part played by capital in our industrial 
system is solid and substantial; but it has made no startling 
discoveries. Everything of importance which is now known 
to economists has long been acted upon by able business 
men, though they may not have been able to express their 
knowledge clearly, or even accurately. 

Everyone is aware that no payment would be offered for 
the use of capital uule .. 80me gain were expected from that 
'lBe; and further that these gains are of many kinds. Some 
borrow to meet a pressing need, real or imaginary, and pay 
others to sacrifice the present to the future in order that 
they themselves may sacrifice the future to the present. 
Some borrow to obtain machinery, and other "intermediate" j 
goods, with which they may make thinga to be sold at a 
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profit: some to obtain hotels, theatres and other things VI, ",1. 

which yield their services directly, but are yet a source of 
profit to those who control them. Some borrow houses for 
themselves to live in, or else the means wherewith to buy or 
build their own houses; and the absorption of the resources 
of the country in such things as houses increases, other things 
being equal, with every increase in those resources and every 
consequent fall in the rate of interest, just as does the 
absorption of those resources in machinery, docks, etc. The 
demand for durable stone houses in place of wood houses 
which give nearly equal accommodation for the time indi-
cates that a country is growing in wealth, and that capital 
is to be had at a lower rate of interest; and it acts on the 
market for capital and on the rate of interest in the same 
way as would a demand for new factories or railways. 

Everyone knowa that people will not lend gratis as a 
rule; becausb, even if they have not themselves some good 
use to which to turn the capital or its equivalent, they are.. 
sure to be able to find others to whom its use would be of 
benefit, and who would pay for the loan of it: and they stand 
out for the best market'. 

Everyone knows that few, even among the Anglo-Saxon 
and other steadfast and self-disciplined races, care to save 
a large part of their incomes; and that many openinga have 
been made for the use of capital in recent times by the 
progress of discove~ and the opening up of new countries: 
and thus everyone understands general1y the causes which 
have kept the supply of accumulated wealth sosmal1 relatively 
to the demand for its use, that that use is on the balance 
a source of gain, and can therefore require a payment when 
loaned. Everyone is aware that the accumulation of wealth 
is held in check, and the rate of interest so far sustained, by 
the preference which the great mass of humanity have for 
present over deferred gratifications, or, in other words, by 
their unwillingness to "wait." And indeed the true work 
of economic analysis in this respect is, not to emphasize 

I That. the IUpPly of capiW is beld back by ~a prolptdi"",UI 01 if.8 U8eI, 
men'. wlIudi.o_ to look forward, wbile ~e demand lor it. com. hom ita 
proci1U:Ciuaa., in the blOadeat.l8n18 of the t.erm., iI indicated. in IL lY. 
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VI, n, 1. this familiar truth, but to point out how much more 
numerous are the exceptions to this general preference than 
would appear at first Bight'. 

But!"'b These truths are familiar; and they are the basis of the 
::'7o:::.D':' theory of capital and intereet. But in the affairs of ordinary 
~. '!:i. life truths are apt to present themselves in fragments. Par
:::'::''''"t~ ticular relations are seen clearly one at a time; but the 
~.b:.d:, interactious of mutually aelf-determining causes are seldom 
make... grouped as a whole.l.The chief task of economics then as 
~rr.r::: regards capital is to set out in order and in their mutual 

relations, all the forces which operate in the production and 
accumulation of wealth and the distribution of income; so 
that as regards both capital and other agents of production 
they may be seen mutually gOlJeming one another.1 

and iD (Next it has to analyse the influences which sway men analllil, 
in their choice between present and deferred gratifications, 
including leisure and opportunities for forms of activity 
that are their own reward.) But here the post of honour 
lies with mental science; the received doctrines of which 
economics applies, in combination with other material, to its 
special problems". 

'"PodaUy Its work is therefore heavier in that analysis, on which 
::'::n~n. we are to be engaged in this and the next two chaptsrs, of 
::'S':b~~ the gains that are derived from the aid of accumulated wealth 
~~I~al in the attainment of deeireble ends, especially when that l"Wa ... ollL 

wealth takes the form of trade capital. For these gains or 
profits contain many elements, some of which belong to 
interest for the use of capital in a broad sense of the term; 
while others constitute net interest, or interest properly so 
called. Some constitute the reward of managing ability and 

a See Book m. l'. 8, 4; and IV. nt. 8. n ia • good COI'I'eCtive of WI etTOr 

to note bow enaU .. modi8calion. of Ule eondiLiou of our own world would. be 
required &0 bring ua &0 anoUler in which She mus 01 ill. people would be 10 ansioul 
t.o provide for old age aDd. tor &heir familiOl after \bern, ..ul in which &be D8W 

orenmg. to!' b ad.'V8Dt.ageous UII of a.ceumulated wealth in any 101m. were 10 
G1l&l1, that tobe amount of weaif.h for &be IDle custody of which people 'W8le wiIlinc 
&0 pay would exceed \!la' which of.heJII dOlired t.o borrow; and where ill eoD88qUIDCI 
8\'80 tb08l who •• their WILy t.o rnR.ke .. gain out of t.be WIll of eapiLal, would he 
able to uaot; .. paJmeD' for taking cbarp of i'. and. iDtereI& would. be .... wYe 
aU alone' U. line. 

• Companl UL •• ADd IV. 'fII. 
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of enterprise, including the bearing of risks; and others again VI. OJ, 1. 
belong not so much to anyone of these agente of production -
as to their combination. 

The scientific doctrine of capital has had a long history Th.~ 
of continuous growth and improvement in these three :::'.:1,.0/ 
directions during the last three centuries. (Adam Smith :-J:;:.~"3 
a~~ to have seen in~tinctly, ~d Ri,:"rdo to hav~ seen :'~'::';d 
distinctly, almost everything of pnmary unportance m the withou' 

theory, very much as it is known now: and though onecl.~ 
writer has preferred to emphasize one of its many sides, and 
another another, there seems no good reason for believing 
that any great economist since the time of Adam Smith has 
ever completely overlooked any side; and especially is it 
certain that nothing which would be familiar to men of 
business was overlooked by the practical financial genius 
of Ricardo.) But there has been progress; almost everyone 
has improved some part, and given it B sharper and clesrer 
outline; or else has helped to explain the complex relations 
of its different parts. Scarcely anything done by any great 
thinker has had to be undone, but something new has con-
stantly been added'. 

1 Prof. Y. B6hm-Bawerk .ppeen: to han underrated &he aewneo cd bi!I 
predeoeesom in their wriUng. on capital and intenlst.. What; he tegards u mete 
ruUve fragment. of theories appear rather t.o be the uu.erances 01' mea weD. 
acquain~ wilh &he practical workings 01 bllSinea; and who, partly tor lOme 
special purpoee, and partJy through want; 01 .system in u:poaiLion, gave auch 
disproporliooat.e am. to aome e1ementa of &he problem .. to &brow ot.hen into 
&be baaground. Perhapa part; of &be air 01 paradox wi&b. which be inns" bit 
own &heo1'1 of capital may be &be JeSUIt; of • IIUD.ilar displ'oponioDalie emphasis, 
and aD UD~an_ to recognize &hat; the 'f'arioua e1emeo.. of &be problem 
.. t&hIGIly go.,em one ano&ber. At.t.eo.t.ion bas already beeo called to &he fad Ihat, 
though be ucludee bOuseB and hotels, and indeed e~hing &hat; is Dot; atrirtly 
speaking an intmmediate good, from his definition of capital, :ret; &be demand for 
&be UIIe or goods. ibaL are not; intermediate. act.s as direc~y on &he rate of intMest, 
as dOM &hal. for capi&al .. defined by him. ~ted wiLb this WIllI of the term 
capital iI a docVioe (G which he laya great atress. ria. tbat umet.boda 0( prodw> 
tum wbieb &ate time are more produdi."~ (Ponti., CapilGl, Boot V. ch. (Y. 

po 261), or again that upery ~atbening of • IOIIDdabout. pJOC8lll it aet'OIDpanied 
by • lur$l:1u increaae in the technical result. OJ (Ii. Book lL cb. Do P. 84). There 
are bowever innumerable proc:eaes which tate a loag time and are l'Oundabou&.; blli 
are DCH produetive and. &hendore are DOt. Uledi and in fart be seems to haft inTeJ'ted 
cauIe and ded. The true doc:trioe appeua to be t.bat. ~ int.oftld baa to be 
paid for, and CUI be gained by the UIlII of c:apilial; tbe-refore lb.-long and round
about meLbodl, wbich iDYOlve much locking up of capiW, are a.aided unI_ &bey 
are more produdin tbao oibers. The fact. t.bat maG, roundabout. wdbodai are 
ia nrioIII d..- produet.ift II ODe 0( &be ~ t.baa decl abe ~ of iD~i 
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VI, .... ~. § 2,[ But if we go back to medimval and ancient history 
In early we certainly do seem to find an absence of clear ideas as to 
~':Il:.~on the nature of the services which capital renders in production, 
~t,:""'" and for which interest is the payment; and since this early 
";"Ie .... history is exercising an indirect influence on the problems of 
:!,':!.t our own age, something should be said of it here. ) 
lbeir ..... ; (In primitive communities there were but few openings 

for the emploYment of fresh capitsl in enterprise, and anyone 
who had property that he_did not need for his own im
mediste use, would seldom forego much by lending it on 
good security to others without charging any interest for the 
loan:p.'hose who borrowed were generally the poor and the 
weak, people whose needs were urgent and whose powers of 
bargaining were very small. Those who lent were as a rule 
either people who spared freely of their superfluity to help 
their distressed neighbours, or else professional money
lenders. To these last the poor man had resort in his.need; 
and they frequently made a cruel use of their power, en
tsngling him in meshes from which he could not escape 
without great suffering, and perhaps the loss of the personal 
freedom of himseU or his children. Not only uneducated 
people, but the sages of early times, the fathers of the 
medimva1 church, and the English rulers of India in our own 
time, have been inclined to say, that money-lenders u traffic 
in other people's misfortunes, seeking gain through their 
adversity: under the pretence of compassion they dig a pit 
for the oppressed1." In sl1cb a state of society it may be 
a question for discussion, whether it is to the public advantsge 
that people should he encouraged to borrow wealth under 
a contro.ct to return it with increase after a time: whether 

and the rata of int.eJest aDd the ut.ent to which roundabout me&hodl are employed 
are two .01 the alemant.l of the central problom at diitribuUon a.nd eselwlge \ha' 
mut.ually determine one another. See Appendix I. S-

a From St Chryaoaf,om!a Fifth Homily, lee above L Do 8. Compare al80 
Ashley'. Eeoumio BiMry. VI. VLi and BenthGID. OR U,.,.,. The l8otiJ1u!n' 
against usury bad ill origin in mba! relationlhipa. in many oUlv caaee besideI 
ibn, of the Isiaelit.ee, perhapa in all eBS8Ij and, .. Oillo r .. lie remarb (Buoy" 
2nd EdiUon. p.144):-1t waa ~'inberited from prehistoriC' Umea. wben \be memben 
01 each communit.y ItiIl raga.rded tbemselnl as kinsmen i "beD communism in 
propel'1 plsted at. leut in praclice, and DO one wbo bad more than be needed 
could retUlle to lihue billUperftuoua wealth wi~ a ruDow-tribesman in wan'- .. 
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such contracts, taken one with another, do no~ on the whole VI,"', B. 

diminish rather than increase the sum total of human happi. 
ness. 

But unfortnnately attempts were made to solve this and this 

difficult and important practical question by a philosophical ~:b,:tard. 
distinction between the interest for the loan of money and ~wt.b 01 

the rental of material wealth. Aristotle had said that money :~:. 
was barren, and that to derive interest from lending it out na ... re 

was to put it to an unnatural use. And following his lead =~~ 
tlcholastic writers argued with much labour and ingenuity l;:;'taI. 
that he who lent out a house or a horse might charge for its 
use, because he gave up the enjoyment of a thing that was 
directly productive of benefit. But they found no similar 
excuse for the interest on money: that, they said, was wrong, 
because it was a charge for a service which did not cost the 
lender anything'.) 
(If the loan really cost him nothing, if he could have made MedUayal 

no use of the money himself, if he was rich and the borrower ~':.l,~~. 
poor and needy, then it might no doubt be argued that he :bf.!'1. 
was morally bound to lend his money gratis: but on the 
same grounds he would have been bound to lend_without 
charge to a poor neighbour a house which he would not 
himself inhabit, or a horse for a day's work of which he had 
himself no need) The doctrine of these writers therefore 
really implied, and in fact it did convey to people's minds 
the mischievous fallacy that-independently of the special 
circumstances of the borrower and the lender-the loan of 
money, '.e. of command over things in general, is not a sacri· 
fice on the part of the lender and a benefit to the borrower, 
of the same kind as the loan of a particular commodity: 
they obscured the fact that he who borrows money can buy, 
for instance, a young horse, whose services he can use, and 
which he can sell, when the loan has to be returned, at as 
good a pric. as he paid for him. The lender gives up the 
power of doing this, the borrower acquires it: there is no 

1 They also make a dist.ine\ion be\ween hiring things wbk-h wore t.bemsell'81 
&0 be returned, and 6or1l'NiRg things t.be equivalent of which only bad. to be to
wmed. This distinction, however. t.bough interesting from au. analytical point of 
Tie". baa "'1li~ praelrical importance. 
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substantial difference between the loan of the pnrebase price 
of a horse and the loan of a horse l • 

§ 3. History has in part repeated itself: and in the 
modern Western World a new reforming impulse has derived 
strength from, and given strength to, another erroneous ana
lysis of the nature of interest. lAs civilization has progressed, 
the loans of wealth to needy people have become steadily 
more rare, and a less important part of the whole; while the 
loans of eapitaJ for productive use in business have grown at 
an ever-increasing rate.) And in consequence, though the 
borrowers are not now regarded as the subjects of oppression, 
a grievance has been found in the fact that all producers, 
whether working with borrowed eapitaJ or not, reckon interest 
on the eapitaJ used by them as among the expenses whicb 
they require to have returned to them in the long run in the 
price of their wares as a condition of their continuing busi
ness. On this account, and on account of the openings which 
the present industrial system offers of amassing great wealth 
by sustained good fortune in speculation, it has been argued 
that the payment of interest in modern times oppresses the 
working classes indirectly, though not directly; and that it 
deprives them of their fair share of the benefits resulting 
from the growth of knowledge. And hence is derived the 
practical conclusion that it would be for the general happi
ness and therefore right, that no private person should be 
allowed to own any of the means of production, nor any 
direot means of enjoyment, save such as he needs for his 
own use. 

eoD.octioD This practical conclusion has been supported by other 
~:T..! arguments which will claim our attention; but at present 
w:.&::r we are only concerned with the doctrine that has been used 
~n1'K~;l'" by\.William Thompson, Rodbertus, Karl Marx, and others in 
M ... aDd support of it. They argued that labour always produces a 

I Archdeacon Cunningham baa deserihed W1tlI the Illbt1eti61 by which &be 
modiIDyaa church upJained. away her prohibiLion of IoaoI d in&ered., m. mod 
01 ihose C888I in wbieb the prohibition would have been seriously iojuriou ~ &be 
body politic. Tbese mbOet.i. resemble ~e legal fictiODl by which tbe jude
hR." gradually ezplained away the wording of laws, W1e aal.urai interpreat.ioa of 
wbJch l88ffied likely to be miachie'll'onl. In both cueI un. praC"ieal evil hu 
beera •• oided .. ~ 8I.peDIB of fOlwm, babi. of COAtUll8d ud iDaiocere 
Ihouahlo 
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.. Surplus ". above its wages and the wear-and-tear of capital VI, ... 8-
used in aiding it: and that the wrong done to labour lies in Ib.~ 
the exploitation of this surplus by others. But this aBBump- ~:. of 

tion that the whole of this Surplus is the produce of labour, ~~~.!!\:' 
aIready takes for granted what they ultimately profeBB to w .. 

prove by it; they make no attempt to prove it; and it is not =0<1 
true,' It is not true that the spinning of yarn in a factory, ::='!.. 
after a.Ilowance has been made for the wear-and-tear of the 
machinery, is the product of the labour of the operatives.) It 
is the produot of their labour, together with that of the 
employer and suhordinate managers, and of the capita.I 
employed; and that capital itseH is ~e product of labour 
and waiting: and therefore the spinning is the product of 
labour of many kinds, and of waiting. If we admit that it 
is the product of labour alone, and not of labour and waiting, 
we can no doubt be compelled by inexorable logic to admit 
that there is no justification for Interest, the reward of 
waiting; for the conclusion is implied in the premiss. 

CRodbertus and Marx do indeed boldly claim the authority 
of Ricardo for their premiBB; but it is really as opposed to 
his explicit statement and the genera.I tenor of his theory 
of va.Iue, as it is to common sense":) 

To put the same thing in other words; if it be true that 
the postponement of gratifications involves in g ... eral a sacri
fice on the part of him who postpones, just as additiona.I 
eftort does on the part of him who labours; and if it be true 
that this postponement enables man to use methods of 
production of which the first cost is great; but by which the 
aggregate of enjoyment is increased, as certaiuly as it would 
be by an increase of labour; then it cannot be true that the 
va.Iue of a thing depends simply on the amount of labour 
spent on it. Every attempt to establish this premiss has 
necessarily assumed implicitly that the service performed by 
capital is a .. free" good, rendered without sacrifice, and there
fore needing no interest as a reward to induce its continu
ance; and this is the very conclusion which the premiBB is 
wanted to prove. The strength of Rodbertus' and Marx's 

I Thiall Man'. phrue. llodberWs bad eaUed i' .. "PluL" 
• Iloo Appeodu. 1, a. 
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VI,." 4. sympathies with sufiering must always claim our respect: 
but what they regarded as the scientific foundation of their 
practical proposals appears to be little more than a series of 
arguments in a circle to the efiect that there is no economic 
justification for interest, while that result has been all along 
Jatent in their premisses; though, in the case of Marx, it was 
shrouded. by mysterious Hegelian phrases, with which he 

Net and Oro.. . 
interest. 

"coquetted," as he tells us in his Preface. 
§ 4. We may now proceed with our analysis. ( The 

interest of ·which we speak when- we say that interest is 
the earnings of capital simply, or the reward of waiting_ 
simply, is Net interest; but what commonly passes by the 
name of Interest, nicludes other elements besides this, and 
may be called Grou interest. ) 

Chou These additional elements are the more important, the 
intereat 
mel.deI lower and more rudimentary the state of commercial security 
~ ... and of the organization of credit.lThus, for instance, in 
:t"' mcdimval times, when a prince wanted to forestall some of 

his future revenues, he borrowed perhaps a thousand ounces 
of silver, and undertook to pay back fifteen hundred at the 
end of a year.)There was however no perfect security that 
he would fulfil the promise; and perhaps the lender would 
have been willing to exchange that promise for an absolute 
certainty of receiving thirteen hundred at the end of the 
yearS In that case, while the nominal rate at which the 
loan was made was fifty per cent., the real rate was thirty.) 

;!'d ~ . \.. The necessity for making this allowance for insurance 
.r'M.::!:' against risk is so obvious, that it is not often overlooked.) 
..... " But it is less obvious that every loan causes some trouble 

to the lender; that when, from the nature of the case, the 
loan involves considerable risk, a great deal of trouble has 
often to be taken to keep these risks as small as possible; 
and that then a great part of what appears to the borrower 
as interest, is, from the point of view of the lender, earnings 
of management of a troublesome business. 

and At the present time the net interest on capital in England ,be"'." . Ii I d bra f h ..n .. "iOb IS a tt e un er t e per cent. per annum; or no more t an 
~=. that can be obtained by investing in such first-rate stock
oacb loan. exchange aecurities as yield to the owner a secure income 
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without appreciable trouble or expense on his part. And VI,." 6. 

when we find capable business men borrowing on perfectly 
secure mortgages, at (say) four per eent., we may regard that 
gross interest of four per cent. as consisting of net interest, or 
interest proper, to the extent of a little under three per cent., 
and of earnings of management by the lenders to the extent 
of rather more than one per cent.1 

(Again, a pawnbroker's business involves next to no risk; ~ ..... 
but his loans are generally made at the rate of ~5 per cent. ;::'hicb. 
per annum, or more; the greater part of which is really ~=~ 
earnings of management of a troublesome business. Or to 
take a more extreme case, there are men in London, and 
Paris, and probably elsewhere, who make a living by lending 
money to costermongers) The money is often lent at the 
beginning of the day for the purchase of fruit, etc., and 
returned at the end of the day, when the sales are over, at 
a profit of ten per cent.: there is a little risk in the trade,and 
the money is seldom lost".) Now a farthing invested at ten 
per cent. a day would amount to a billion pounds at the 
end of a year. But no one can become rich by lending to 
costermongers; because no one can lend much in 1;his way. 

(. The so-called interest on the loans really consists almost en
tirely of earnings of a kind of work for which few capitalists 
have a taste. ) 

§ 5. It is then necessary to analyse a little more care- Furtb~r 

fully the extra risks which are introduced into husiness when ~~.;;: 
much of the capital used in it has been borrowed. Let us ill ....... 

• )lo~ for long perioda are IODletimes more sought. after byiendels than 
UJ,oae for abort. periods, and lOJDetimea leas. The fonner I8.ve the boub1e of fre
quent. NIlewal, t;.ut. &hey depri~ &be lender of command over his money for a long 
time. and thua limit. hit freedom. Firsklass nock~ehange eeeuriti81 eomt-ine 
Ua. adn.nlagel of nry long and 'n1y Morl mortgagos. Yor their holder can hold 
Lhem aa long .. be Uk., and can convert tbem intoo moooy whoa he will; t.hDugh, 
if at. t.be lime emii, iI abakm and other people wan' ready money, h. will have 
to I8ll at. a loa. H they could alwaY' be realized without. a _, and if tht"l'8 

were DO broker'a commissiODa to be paid 0" buying and selling, t.b.oy would DOt. 
yield .. higher income t.han money lent "on call" .1. the lander'a choice or time; 
IlJld Lba' will atwa,.. btl .. tJum the interest on loa.n.s for any fiud period, .shon 
or long. 

t Agt1in, Dr Jesaop (..4rcady, p. 214) tells us .. theN are hoata of Bmall mORey
lenders in the purlieus of the cattle markets who make advances to 'Peculators 
wilh .,. ",,," lending 1Uma, amounting in uceptional cases up to £200, u a groas 
int.erest 01 teo per cen~ for the t.wMlt.y-fonr hours. 
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VI, ... 5. suppose that two men are carrying on similar businessea, the 
one working with his own, the other chielly with borrowed 
capital. 

There is one set of risks which is common to both; which 
may be described as the t~ade riB'" of the particular business 
in which they are engaged<.. They arise from lIuctuations 
in the markets for their raw materials and finished goods, 
from unforeseen changes of fashion, from new inventions, 
from the incursion of new and powerful rivals into their 
respective neighbourhoods, and 80 on. But there is another 
set of riaks, the burden of which has to be borne by the man 
working with borrowed capital, and not by the other; and 

P ... 1OftOl we may call them personal riB"'. For he who lends capital 
rUb. to be used by another for trade purposes, has to cilarge 

a high interest as insurance against the. chances of some 
lIaw or deficiency in the borrower's personal character or 
ability'.) 

Anal,m.! <-The "borrower may be less able than he appears, less 
:::::aa1 energetic, or less honest. He has not the same inducements, 

as a man working with his own capital has, to look failure 
straight in the face, and withdraw from a speculative enter
prise as soon as it shows signs of going against him.) On 
the contrary, should his standard of honour not be high, he 
may be not very keen of sight as to his losses. For if he 
withdraws at once, he will have lost all he has of his own; 
and if he allows the speculation to run on, any additional 
loss will fallon his creditors; and any gain will come to him
self. Many creditors lose through semi· fraudulent inertness 
of this kind on the part of their debt9rs, and a few lose 
through deliberate fraud: the debtor for instance may con
ceal in subtle ways the property that is really his creditors', 
until hi. bankruptcy is over, and he has entered on a new 
bus~ness career; he can bring gradually into play his secret 

a.... 
iDtel'8lt 
dON DO' 
lend 10 
equality 

reserve funds without exciting over-much suspicion. 
lThe price then that the' borrower has to pay for the loan 

of capital, and which he regarde as interest, is from the point 
of view of the lender more properly to be regarded as profits: 
for it includes insurance against risks which are nften very 

• See _ bolo., cia, YIn. II. 
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heavy, and earnings of management for the task, which is VI, n, 6. 

often very arduous, of keeping those risks as small as p09-
sible:tY ..nations in the nature of these risks and of the 
task of management will of course occasion corresponding 

. variations in the gross interest, so called, that is paid for the 
use of moneY0The tendency of competition is therefore not 
towards equalizing this gross interest: on the contrary, the 
more thoroughly lenders and borrowers understand their 
business, the more certainly will some classes of borrowers 
obtain loans at a lower rate than others. 

We must defer to a later stage our study of the marvel- but ••• 

lously efficient organization of the modem money market by ~.::.."'" 
which capital is transferred from one place where it is super
abundant to another where it is wanted: or from one trade 
that is in the process of contraction to another which is being 
expanded: and at present we must be contented to take it 
for granted that a very small difference between the rates of 
net interest to be got on the loan of capital in two different 
modes of investment in the same W estero country will cause 
capital to flow, though perhaps by indirect channels, from 
the one to the other. 

It is true that if either of the investments is on a small 
scale, and few people know much about it, the flow of capital 
may be slow. One person, for instance, may be paying five 
per cent. on a small mortgage, while his neighbour is paying 
four per cent. on a mortgage which offers no better security. 
But in all large affairs the rate of net iuterest (so far as it 
can be disentangled from the other elements of profits) is 
nearly the same all over England. And further the diver
gencies between the average rates of net interest in different 
countries of the Western World are rapidly diminishing, as a 
result of the general growth of intercourse, and especially of 
the fact that the leading capitalists of all these countries hold 
large quantities of stock-exchange securities, which yield the 
same revenue and are sold practically at the same price on 
the same day allover the world. 

When we come to discuss the Money Market we shall 
have to study the causes which render the supply of llapital 
for immediats use much larger at some, times than at others; 
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VI, n, 8. and which at certain times make bankers and others contented 
with an extremely low rate of interest, provided the security 
be good and they can get their money back into their own 
hands quickly in ~ase of need. At such times they are 
willing to lend for short periods even to borrowers, whose • 
security is not of the first order, at a rate of interest that is 
not very high. For their risks of loss are much reduced by 
their power of refusing to renew the loan, if they notice 
any indication of weakness on the part of the borrower; 
and since short loans on good security are fetching only 
a nominal price, nearly the whole of what interest they get 
from him is insurance against risk, and remuneration of 
their own trouble. But on the other hand such loans are 
not really very cheap to the borrower: they surround him by 
risks, to avoid which he would often be willing to pay a much 
higher raw of .interest. For if any misIortune ehould injure 
his oredit, or if a disturbauce of the money market ehould 
cause ·a temporary scarcity of loanable capital, he may be 
quickly brought into great straits. Loans to traders at 
nominally low rates of interest, if for ehort periods only, do 
not therefore really form exceptions to the general rule just 
discussed. 

~h;".::::', . § G.l The How of investment of resources from their 
.p~li.. common source in production consists of two streams. The 
~~':\Z. '" smaller consists of new additions to the accumulated stock. 
"'elUDen'" 
only:tbe 
.,.aJ.ue of 
oldinveat
menta ia 
governed 
by their .....,. 

The larger merely replaces that which is destroyed; whether 
by immediate consumption, as in the case of food, fuel, etc.; 
by wear-and-tear, as in that of railway irons; by the lapse 
of time, as in that of a thatched roof or a trade directory; 
or by all these combined. )The annual How of this second 
stream is probably not less than a quarter of the total stock 
of capital, even in a country in which the prevailing forms of 
capital are as durable as in England. It is therefore not 
unreasonable to assume for the present that the owners of 
capital in general have been able in the miin to adapt its 
forma to the normal conditions of the time, so as to derive 
as good a net income from their investments in one way as 
another. 

It is only on this supposition that we are at liberty to 
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speak of capital in general as being accumulated under the VI, n, T. 
expectation of a certain net interest which is the same- for 
all its forms. For it cannot be repested too often that the 
phrase "the rate of interest" is applicable to old invest-

• ments of capital only in a very limited sense. For instance, 
we may perhaps estimate that a trade capital of some seven 
thousand millions is invested in the clifierent trades of this 
country at about three per cent. net interest. But such a 
method of speaking, though convenient and justifiable for 
many purposes, is not accurate. What ought to be said is 
that, taking the rate of net interest Oli the investments of new 
capital in esch of those trades [i .•. on marginal investments] 
to be about three per cent.; then the aggregate net income 
rendered by the whole of the trade-capital invested in the 
various trades is such that, if capitalized at 33 yesrs' purchase 
(that is on the basis of interest at three per cent.), it would 
amount to some seven thousand million pounds. For the 
value of the capital already invested in improving land or 
erecting a building; in making a railway or a machine is 
the aggregate discounted value of its estimated future net 
incomes [or quasi-rents 1; and if its prospective income-yield
ing power should diminish, its value would fall accordingly 
and would be the capitalized value of that smaller income 
after allowing for depreciation. 

§ 7. lThroughout the present volume we are supposing, Estlmatoa 

in the absence of any special statement to the contrary, that ~~~ 
all values are expressed in terms of money of fixed purchas- :~mai, 
ing power, just as astronomers have taught us to deter!Dine in"''''' 
the beginning or the ending of the day with reference not to ::.;
the actual sun but to a mea71 SU71 which is supposed to move :b~":u'l:.:: 
uniformly through the hesvens_ Further, the influences ~=7g 
which changes in the purchasing power of money do exert on m .... J_ 

the terms on which loans are arranged, are most conspicuous 
in the market fo~ short loans-a market which differs in 
many of its incidents from any other, and a full discuasion 
of their influences must be deferred. But they should be 
noticed here in passing, at all events as a point of abstract 
theory_) For the rate of interest which the borrower i. 
willing to pay measures the benefits that he expects to derive 
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frODl the ose of the capital only on the &58omption that th. 
lLoney haa the same purchasing power when i' i. borrowed 
and when it is returned. 

Let os suppose, for instance, that a man borrows £100 
IUlder contract to pay back £105 at the end of the year. 11 
meanwhile the purchasing power of money has risen 10 per 
cent. (or which is the pme thing, general prices have fallen 
in the ratio of 10 to 11), he cannot get the £105 which he haa 
to pay back without selling one-tenth more commodities than 
would have been .officient for the purpose at the beginning 
of the year. Assuming, that is, that the thingB which he 
handles have not changed in value relatively to things in 
general, he most sell at the end of the year commodities which 
would have cost him £115.10.. at the beginning, in order to 
pay back with interest his loan of £100; and therefore he haa 
lost ground unless the commodities have increased under his 
handa 151 per cent. While nominally paying 5 per cent. for 
the use of his money, he haa really been paying 151 per cent. 

011 the other halld, if prices had risen so much that the 
purchasing power of money had fallen 10 per cent. during the 
year, and he could get £100 for things which cost him £90 
at the beginning of the year; then, instead of paying 5 per 
cent. for the loan, he would really be paid 5l per cent. for 
teking charge of the moneyl. 

When we come to discusa the causes of alternating 
periods of iollation and depreasion of commercial activity, we 
shall find that they are intimately connected with those 
variationa in the real rate of interest which are caosed by 
ohanges in the purchasing power of money. For when prices 
.re likely to rise, people rush to borrow mODey and buy 
goods, and thus help prices to rise; business is iollated, and 
i. managed recklessly and wastefully; those working on 
borrowed capital pay back less real value than they borrowed, 
and enrich themselve8 .t the expense of the community. 
When afterward. credit is shaken and prices begin to fall, 
everyone wants to get rid of commodities and get hold of 
money which is rapidly rising in value; this makes prices fall 

I Compare Fiaber'l "PI: uWtiolt .. I..,..", 1898; and n. .... 0/ ......, 

100'1, oopocialq Cbap .... V, ltlV ODd _ ....... 19. Appoadlooo. 
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all the faster, and the further fall makes credit shrink even VI, n, 7. 
more, and thus for a long time prices fall because prices have 
fallen. 

We shall find that fluctuations in prices are caused only 
to a very slight extent by fluctuations in the supply of the 
precious metals; and that they would not be much diminished 
by the adoption of gold and silver instead of gold as the basis 
of our currency. But the evils which they cause are so great, 
that it is worth while to do much in order to diminish them 
a little. These evils however are not necessarily inherent in 
those slow changes in the purchasing power of money, which 
follow the course of man's changing command over nature: 
and in such changes there is generally both loss and gain. 
In the fifty years preceding the great war, improvements in 
the arts of production and in the access to rich sources of 
supply of raw material doubled the efficiency of man's labour 
in procuring many of the things which he wants. An in
jury would have been done to those members of the working 
classes (now indeed rapidly diminishing in number) whose 
money wages are much influenced by custom; if the pur- . 
chasing power of a sovereign in terms Of commodities had 
remained stationary, instead of following, as it has, the 
increasing command by man over nature. But this matter 
will require full discussion in another place. 
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CHAPTER VII. 

PROFITS OF CAPITAL AND BUSINESS POWER. 

§ 1. IN the concluding chapters of Book IV. we made 
some study of the various forms of business management, 
and the faculties required for them; and we saw how the 
supply of business powu in command of capital may be 
regarded as consisting of three elements, the supply of 
capital, the supply of the business power to manage it, and 
the supply of the organization by which the two are brought 
together and made effective for production. In the last 
ohapter we were concerned mainly with interest, the earn· 
ings of the first of these elements. In the earliu part of 
this chapter we shall be occupied with the earnings of the 
second and third taken together, which we have called grw8 
earnings of management; and afterwards we shall pass to 
the relation in which this stands to the earnings of the 
second taken by itself which we have called net earnings 
of management'. We have to inquire more closely into the 
nature of the services which are rendered to society by those 
who undertake and manage husiness enterprises, and the 
rewards of their work; and we shall find that the causes hy 
which these a1"!l governed are less arbitrary, and present 
closer analogies to those which govern other kinds of earnings, 
than is commonly supposed. 

Th. 1 We must however make a distinction at starting. We 
IUeceu 0 • 
.. ~ 10."" must call to mind' the fact that the struggle for survtval 
:: .. :'" tends to make those methods of organization prevail, which 
mOIl' are best fitted to Ihriw ift their environment; but not 

, 900 P. 318. • s.. lV. ftIL 
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necessarily those best fitted to benefit their environment, VI, 'I~ I. 

unless it happens that they are duly rewarded for all the depends 

benefits which they confer, whether direct or indirect. And l:::!'!uate 
in fact this is not so. For as a general rule the law of sub- ~:!o:te 
stitution-which is nothing more than a special and limited ulw'!'ote 
application of the law of survival of the fittest-tend. to olllcie •• y. 

make one method of industrial organization supplant another 
when it offers a direct and immediate service at a lower price. 
The indirect and ultimate services which either will render 
have, as a general rule, little or no weight in the balance; 
and as a result many businesses languish and die, which 
might in the long run have done good work for society if 
only they could have obtained a fair start. This is especially 
true of some forms of co-operative associations. 

In this connection we may divide employers and other 
undertakers into two classes, those who open out new and 
improved methods of business, and those who follow beaten 
tracks. The services which the latter perform for society are 
chiefly direct and seldom miss their full reward: but it is 
otherwise with the former cIass. 

For instance, economies have lately been introduced into 
some branches of iron manufacture by diminishing the 
number of times which the metal is" heated in passing from 
iron ore to its final form; and some of these new inventions 
have been of such a nature that they could neither be patented 
nor kept secret. Let us suppose then that a manufacturer 
with a capital of £50,000 is getting in normal times a net 
profit of £4,000 a year, £1,500 of which we may regard as 
his earnings of management, leaving £2,500 for the other 
two elements of profits. We assume that he has been 
working 80 far in the same way as his neighbours, and 
showing an amount of ability which, though great, is no 
more than the normal or average ability of the people who 
fill 8uch exceptionally difficult posts; that is, we assume that 
£1,500 a year is the normal earnings for the kind of work 
he has been doing. But as time goes on, he thinks out a 
way of dispensing with one of the heatings that have 
hitherto been customary; and in consequence, without 
increasing his expenses, he is able to increase his annual 



1i98 PROFlTB OJ!' CAPITAL AND BUBINF.'!S POWER 

VI, VD, 2. output by things which can be sold for £2,000 net. So long, 
- therefore, as he can sell his wares at the old price, his earnings 

of management will be £2,000 a year above the average; 
and he will eam the full reward of his services to society. 
Hi. neighbours however will copy his plan, and probably 
make more than average profits for a time. But soon 
competition will increase the supply, and lower the price of 
their wares, until their profits fall to about their old level; 
for no one could get extra high wages for making eggs stand 
on their ends after Columbus's plan had become public 
property. 

Adj""," 
ment of 
demand 
tor Lbe 
..meell of 
rOJeDlen 

Many business men whose inventious have in the long run 
been of almost priceless value to the world, have eamed even 
lese by their discoveries than Milton by his Paradise LoBI or 
Millet by his AngelUII; and while many men have amassed 
great wealth by good fortune, rather than by exceptional 
ability in the performance of publio services of high import
ance, it is probable that those business men who have 
pioneered new paths have often conferred on society benefits 
out of all proportioll to their own gains, even though they 
have died mi\lionaires. Although then we shall find that the 
rewards of every business undertaker tend to be proportionate 
to the direct services he rendere to the community, this will 
by itself go but a small way towards proving that the existing 
industrial organization of society is the best conceivable, or 
even the best attainable; and it must not be forgotten that 
the scope of our present inqniry is limited to a study of the 
action of causes that determine the earnings of business 
undertaking and management under existing locial insli
'U!iom. 

We will begin by treeing the adjustment of the rewards 
of the services rendered to society by ordinary workmen, by 
foremen, and by employere of different grades: we shall find 
the principle of substitution everywhere at work. 

§ 2. We have already noticed that a great part of the 
work done by the head of a small bueiness himself, is rele
gated in a large business to salaried' heads of departments, 
maD"gere, foremen and others. ADd this thread will guide 
DB to much that is useful for our present inquiry. The 
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simplest case is that of the earnings of the ordinary foreman: VI, 'm,1I. 

with which we may begin, ....... 
Let us suppose, for instance, that a railway contractor or r::::;u> 

a dockyard manager finds that it answers best to have one oMina". 
workmen, 

foreman to every twenty labourers, the wages of a foreman 
being twice those of a labourer. This means that, if he found 
himself with 500 labourers and 24 foremen, he would expect 
to get just a little more work done at the same expense by 
adding one more foreman, than by adding two more ordinary 
labourers: while if he had had 490 labourers and 25 foremen, 
he would have found it better to add two more labourers. 
If he could have got his foreman for one and a half times 
the wages of a labourer, perhaps he would have employed one 
foreman to every fifteen labourers. But, as it is, the number 
of foremen employed is determined at one-twentieth of that 
of the labourers, and their demand price at twice the 
labourers' wages'. 

In exceptional cases the ·foremen may earn their wages 
by overdriving those whose work they superintend. But we 
may now suppose them to contribute to the success of the 
undertaking in a legitimate way, by securing a better 
organization of its details: so that. fewer things are done 
amiss and need to be undone: so that everyone finds the 
help that he wants in moving heavy weights, etc., ready for 
him just when he wants it; so that all machinery and 
implements are kept in good working order, and no one has 
to waste his time and strength by working with inadequate 
appliances, and so on. The wages of foremen who do work 
of this kind may be taken as typical of a great part of 
the earnings of management: society, acting through the 
individual employer, offers an effective demand for their 
services until that margin is reached at which the aggregate 
efficiency of industry would be increased by adding workers 
of some other trade more than by adding the foremen whose 
wages would add an equal amount to the expenses of 
production. 

So far the employer has been regarded as the agent 
through whom competition acts in contriving and arrangin!! 

I Wi\h Ibia ~1"'1 be oompared Ulal 0/ VI. L " 
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VI, vn, 3. the factors of production so that the maximum of direct 
services (estimated by their money measure) should be 
performed at a minimum money cost. But now we have 
to look at the work of the employers themselves being 
contrived and arranged for them, though of course in a 
more haphazard fashion, by the immediate action of their 
o'fll competition. 

!'!!,~!i § 3. Let us then .look next at ~he way in whi~h the .work 
dlllll~~ lor of foremen and salaned managers IS constantly bemg weJghed 
::::li~~ng against that of the heads of businesses. It will be interest
~~':;':::-m ing to watch the course of a small business as it gradually 
::~uaJ expands. A house carpenter, for instance, steadily increases 
working his stock of tools, till he can hire a small workshop, and 
carpenter. undertake odd johs for private persons, who have to agree 

Hilwork 
&a a small 
master
builder. 

with him as to what is to be done. The work of management 
and of undertaking what little risks there are, is shared 
between them and him; and, as this gives them a great 
deal of trouble, they are not willing to pay him at a high 
rate for what work of management he does'. 

So his next step is to undertake all the different sides of 
small repairs. He has now entered on the career of a master· 
builder; and if his business grows, he gradually withdraws 
himself from manual labour, and to some extent even from 
the superintendence of its details. Substituting for his own 
work that of hired men, he has now to deduct their wages 
from his receipts, before he can begin to reckon his profits: 
and unless he proves himself to have a business ability up to 
the normal level of that grade of industry which he has now 
entered, he will probably soon lose all the little capital which 
he. has gained, and after a short struggle return to that 
humbler rank of life in which he has prospered. Should his 
ability be just about that level, he will, with average good 
fortune, retain his position and perhaps gain a little ground: 
and the excess of his receipts over his outgoings will be 
representative <>f the normal earnings of management in his 
grade. 

mongoo If his ability be greater than that which is normal in 
in Ule 
.b ..... 1or his grade, he will be able to obtain as good a result witb 

• Comp. IV. xu. a. 
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a given outlay for wages and other expenses, as most of VI, VII. 4-
his rivals can with a larger outlay: he will have substituted 0/ w;
his extra ability in organization for some of their outlay; :::':~. 
and his earnings of management will include the value ~:.: ... 
of that outlay with which he has dispensed. He will thus in ........ 

increase his capital and his credit: and be able to borrow 
more, and at a lower rate of interest. He will obtain a wider 
business acquaintanceship and connection; and he will get an 
increased knowledge of·materials and processes, and opportu· 
nities for bold bnt wise and profitable adventure; until at 
last he has delegated to others nearly all those duties which 
occupied his whole time even after he had ceased to do 
manual work himselfl. 

§ 4. Having watched the adjustment of the earnings of ~b. ad· 

foremen and of ordinary workmen, and again of employers I:::~' 
and foremen, we may now look at the earnings of employersf::;. e:,n. 
on a small and a large scale. busin ... 

menona 
Our carpenter having become a master·builder on a very "'1!8 end 

I I hi d ki will b d 
on.,mall 

arge sea e, s un etta ngs e so many an so grellt ocaJe. 

as to have occupied the time and energies of 80me scores of 
employers who superintended all the details of their several 
businesses. Throughout this struggle between large busi· 
nesses and small, we see the principle of substitution con· 
stantly in operation; the large employer substituting II little 
of biB own work lind II good deal of tbat of salaried managers 
and foremen for that of a small employer. When, for 

l The employer or .. large Dumber of workman hu to economize biI energies 
on the aam8 plan that ia followed by tho leading Qffiten 01 8 modern army. For 
aa Mr WilkiDllOD 8&)'1 (The Brain 0/ aft 4.rmy, pp. 42-0):-"Organiza'ion im
pliel thai every mo.n'. work ill defined, thai he knoWl encLly what he mil" 
BIllwei' for, and that. his authority is coeztenaive wit.b his responsibility ... [In the 
German anny] every commander abo .... e the· rank of captain deals with a body 
eompoaed 01 units, wiLb the interior aJlairs of none of wbieh he meddlos, "eel't 
in the case of failure on the part of the officer directly responsible .... The general 
comm1U1ding an anny corps has to deal directly with only a few aubordinates. ... 
He inapecta and teat.e the condition of all U,e "ariOUl units, but ... he .. as far 
as pOSllible unhampered by the worry of detail He can make up his mind coolly.» 
Bagehot in characterilUc famon had remarked. (Lom6cN Strut, ch. vm.) that 
if dle head of • large busines8 .... very buay, it is a 8ign of 80mctbing wrong"; 
and bad t'omparod (Eesa.y on Ule T'I'flfU/mJJilily of CdpilaI) the primitive em
ployer wit.b. a Hector or At'billee miJJWing in the fray. and the typical mOllem 
employer with ". man at Ule fAr end of • t.folegrapb wire ...... Count Moltke wiUt 
bia bead over lOme papers-who _ that tb. proper per80QI IU'e Ilain, an.t who 
I8P.UNI the victol'J'!' 
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VI, TIl, 5. instance, tenders are invited for erecting a building, a builder 
- with a large capital often finds it worth his while to enter 

the liste, even though he lives at a distance. The local 
builders secure great economies in having workshops and 
men whom they can trust already near the spot; while he 
gains something through buying his materials on a large 
Bcale, through his command of machinery, !!Specially for 
woodwork, and perhaps through being able to borrow what 
capital he wanta on easier terms. These two seta of advan
tages frequently about balance one another; and the contest 
for the field of employment often turns on the relative 
efficiencies of the undivided energies of the small builder, 
and of that siight supervision which is all that the abler but 
busier large builder can afford to give himself, though he 
supplementa it by the work of his local manager and of the 
clerks in his central office'. 

!!."!!:::: § 5. So far we have been considering the gross earnings of 
ing wit.b management of a man who applies his own capital in business, 
borrowed 
"pilali. and therefore can himself reap the equivalent of the costs 
at a di&-
ad.anlage direct and indirect, which are entailed when command over 
:.:r.:" capital has to be collected from owners, who do not care to 

apply it to bus;;'ess uses themselves, and to be transferred 
to those whose own capital is insufficient for their enterprises. 

We are next to consider the struggle for survival in 
pushing forward in some trades business men working chiefly 
with their own capital and in others those who work chiefly 
with borrowed capital. The personal risks, against which 
the lender of capital to be used in business requires to be 
indemnified, vary to some extent with the nature of that 
business, as wen as with the circumstances of the individual 
borrower. They are very high in some cases, as for instance 
when a man is starting in a new branch of the electrical 
trades, in which there is very little past experience to go 
by, and the lender cannot easily form any independent 
judgment as to the progress which is being made by the 
borrower; and in all such cases the man working with 
borrowed capital is at a great disadvantage; the rate of 
profit is determined chiefly by the competition of those who 

• Comp.IV ...... 
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apply their own capital. It may happen that not many VI, OIl, 6. 

such men have access to the trade; and in that case the -
cOmpetition may not be keen, and the rate of profit may 
be high; that is, it may exceed considerably net interest on 
the capital together with earnings of management on a scale 
commensurate with the difficulty of the business done, though 
that difficulty will probably be above the average . 
. LAnd again, the new man with but little capital of his 

own is at a disadvantage in trades which move slowly and 
in which it is necessary to sow a long time before one 
reaps. ) 

C But in all those industries in which bold and tireless But In 

te . . k h t d' rtiul olh""he en rpnse can reap a qwc alVes ; an m pa e at £1 .... 
wherever high profits are to be made for a time by cheaper ;::1;Dg 
reproductions of costly wares, there the new man is in his 
element:Jt is he who by his quick resolutions and dexterous 
contrivances, and perhaps also a little by his natural reck
lessness, "forces the pace. n 

And he often holds his own with great tenacity even under for b. will 

considerable disadvantages; for the freedom and dignity of ;.~r~.::::;ft 
his position are very attractive to him. Thus the peasant .. ward. 

proprietor whose little plot is heavily mortgaged, the small 
sOMeaIled "sweater" or "garret master" who takes out a 
sub-contract at a low price, will often work harder than the 
ordinary workman, and for a lower net income. And the 
manufacturer who is doing a large business with compara-
tively little capital of his own will reckon his labour and 
anxiety almost as nothing, for he knows that he must anyhow 
work for his living, and he is unwilling to go into service 
to another: he will therefore work feverishly for a gain that 
would not count much in the balance with a wealthier rival, 
who, being able to retire and live in comfort on the interest 
of his capital, may be doubting whether it is worth while to 
endure any longer the wear-and-tear of business life. 

The inflation of prices which culminated in 1873, enriched 
borrowers in general, a"d in particular business undertakers, 
at the expense of other members of society. New men there
fore found their way into business made very" smooth; and 
tAose who had already made or inherited businesa fortunes, 
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VI, 00, 6. found their way made smooth for retiring from active work. 
- l Thus Bagehot, writing about that time l , argued that the 

growth of new men was making English business increasingly 
democratic: and, .though admitting that "the propensity to 
variation in the social as in the animal kingdom is the prin
ciple of progress,")he pointed out regretfully how much the 
country might have gained by the long duration of families 
of merchant princes. But in recent years there has been some 
reaction, due partly to social causes, and partly to the influ
enee of a continued fall in prices. The sons of business men 
are rather more inclined than they were a generation ago to 
take pride in their fathers' callings; and they find it harder 
to satisfy the demands of an ever-increasing luxury on the 
income which would be theirs if they withdrew from business. 

loin"'~k § 6.lBut the weighing in the balance of the services and 
compamea. therefore the earnings of employees against the earnings of 

management of business men is in some ways best illustrated 
by reference to Joint-stock companies. For in them most of 
the work of management is divided between salaried directors 
(who indeed hold a few shares themselves) and salaried mana
gers and other subordinate officials, most of whom have litUe 
or no capital of any kind; and their earnings, being almost 
the pure earnings of labour, are governed in the long run by 
those general causes which rule the earnings of labour of 
equal diffioulty and disagreeableness in ordinary occupations) 

As has already been observed', joint-stock companies are 
hampered by internal frictions, and conflicts of interest 
between shareholders and debenture holders, between 
ordinary and preferred sharsholders, and between all these 
and the directors; and by the need for an elaborate system 
of checks and countsrchecks. They seldom have the ente ... 
prise, the energy, the unity of purpose and the quickness of 
action of a private business. But these disadvantages are of 
relatively amall importance in some trades. That publicity, 
whioh is one of the chief drawbacks of public companies in 
many branches of manufacture and of speculative commerce, 
i. a positive advantage in ordinary banking and insurance 
and kindred businesses; while in these, as well as in most 

• z....t.mI _ rnWducloJoy chaplor. • See IV. ZIL 8, 10. 
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of the transport industries (railways, tramways, canals, aud VI, YU.7. 

the supply of gas, water, and electricity), their unbounded -
command over capital gives them almost undisputed sway. 

When powerful joint-stock companies are working in 
harmony, and are not directly or indirectly involved in 
speculative ventures on the stock exchange, or in campaigns 
for the crushing or for the compulsory fusion of rivals, they 
generally look forward to a distant future, and pursue a 
far-seeing if a sluggish policy. They are seldom willing to 
sacrifice their reputation for the sake of a temporary gain; 
they are not inclined to drive such extremely hard bargains 
with their employees as will make their service unpopular. 

§ 7. Thus then each of the many modern methods of Mod .... 

b · h' d ddi d d' methods usmess as ,ts own a vantages an sa vantages: an ,ts of b_ ... 

application is extended in every direction until that limit or:;a 
margin is reached, at which its special advantages for that ~';"rl~ 
use no longer exceed its disadvantages. Or, to put the same tend.~ey 
thing in another way, the margin of pro(itableness of different::'= 
methods of business organization for any particular purpose, ~.':~"'lh. 
is to be regarded not as a point on anyone line, but a :I,~';,~:~ 01 

boundary line of irregular shape cutting one after ~another done. 

every possible line of business organization; and these 
modern methods, partly on account of their great variety, 
hut partly also on .. ccount of the scope which many of them 
offer to men of business ability who have no capital, render 
possible a much closer correspondence between the earnings 
of undertaking and management and the services by which 
those earnings are got than could be generally attained under 
the primitive system in which capital was scarcely ever 
applied to production by any save its owners. For then it 
could only be by a fortunate accident that those who had the 
capital and the opportunity for carrying on any trade or 
perfornling any service, of which the public was in need, had 
the aptitUdes and the abilities required for the task. But, 
as it is, that share of th: normal expenses of production of 
any commodity which is commonly classed as profits, is so 
controlled on every side by the action of the principle of 
substitution, that it cannot long diverge from the normal 
supply price of the capital needed, added to the normal 
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VI,?II T. supply price of the ability and energy required for managing 
- the business, and lastly the normal supply price of that 

organization by whicih the appropriate business ability and 
the requisite capital are brought together. 

~:£~ The supply of business power is large and elastic, since 
abili.y ia the area from which it is drawn is wide. Everyone has the 
~"'! business of hie own life to conduct; and in this he can gain wid..... t .. f b . ifh h h al and ia DO~- some rammg or usmeBB management, east e natur 
JpeCia1iHd. aptitudes for it. There is therefore no other kind of useful 

rare and therefore highly-paid ability which depends BO little 
on labour and expense applied specially to obtaining it, and 
so much on .. natural qualities." And, further, business 
power is highly non-specialized; because in the large majority 
of trades, technical knowledge and skill become every day 
less important relatively to the broad and non-specialized 
faculties of judgment, promptness, resource, carefulness and 
steadfastness of purpose'. 

It is true that in small businesses, in which the master 
is little more than the head workman, specialized skill is 
very important. And it is true that" each BOrt of trade has 
a tradition of its own, which is never written, probably could 
not be written, which can only be leamt in fragments, and 
which is best taken in early life, before the mind is shaped 
and the ideas fixed. But each trade in modem commerce 
is surrounded by subsidiary and kindred trades, which fami
liarize the imagination with it, and make its state known· ... 
Moreover tho~e general faculties, which are characteristic of 
the modem business man, increase in importance as the scale 
of business increases. It is they which mark him out as a 
leader of men; and whioh enable him to go straight to the 
kemel of the practical problems with which he has to deal, 
to lee almost instinctively the relative proportions of things, 
to conceive wise and far-reaching policies, and to carry them 
out calmly and resolutely'. 

l IV. zn. 12. Wb .. the fonna of produdicma ceue to be hi .. uad limple, 
., berom. "no longer kue \ba.' a Dl.Ul becom ... employer beeaUIe be ia • 
carit.aliR. Men command eapi~ beeaua they baYe b quaUficat.iona to pro8&
ably emp107labour. To theee captainl 01 iDdusUJ' •.• e.piUland labour...n for 
opponuni',. to perform their...,...u fua.UioDe.u (Wa.lker, W4fCI. o-ano-. cb. D9.) 

• Bagobot, P .......... po 15. 
• Bopbo. (t .. ppo 11'-61.,. _1I>e ...... mo.dom .............. "_ 



DIFl!'lCULTIl!Iil AS TO XNOWLEDGB 01' BAl!.NINOS 607 

It must be admit;ted indeed that the adjustment of VI, m, 7. 

supply to demand in the case of business ability is somewhat Dim;;.: 
hindered by the difficulty of ascertaining exactly what is the ~:::!ing 
price that is being paid for it in any trade. It is compara-=-~ 
tively easy to find out the wages of bricklayers or puddlers .. 10 

by striking an average between the wages that are earned::'= 
by men of various degrees of efficiency, and allowing for the ::':::::11" 
inconstancy of their employment. But the gross earnings of =' 
management which a man is getting can ouly be found after 
making up a careful account of the true profits of his busi-
ness, and deducting interest on his capital. The exact state 
of his affairs is often not known by himseU; and it can seldom 
be guessed at all accurately even by those who are in the 
same trade with himseU. It is not true even in a little 
village at the present day that everyone knows all his 
neighbour'S affairs. As Cliffe Leslie eaid, .. The village inn-
keeper, publican or shopkeeper, who is making a small 
fortune does not invite competition by telling his neigh-
bolUS of his profits, and the maD who is not doing well 
does not alarm his creditors by exposing the state of his 
affairsl ." 

But though it may be difficult to.read the lessons of an Tho. do 

individual trader's experience, those of a whole trade can 'i::;....t. 
never be completely hidden, and cannot be hidden at all for 
long. Although one cannot tell whether the tide is rising or 
falling by merely watching half-a-dozen waves breaking on 
the seashore, yet a very little patience settles the question; 
and there is a general agreement among business men that 
the average rate of profits in 8 trade cannot rise or fall much 
without general attention being attracted to· the change 

generaJ prindp" which are common to aD kinds of it" and • person can be of 
cooaiderabJe WJe in more &ban one kind if be understands these principles and hal 
&be proper IOn of mind. BIA the .ppe:a.ranee of this eommOD element. is in com
merce. .. in po1Wca. • aigD. of magnitude, and primiUft eommerce is aU petty. 
In early kJ1Jee Utore is DOLhing but. lobe ~ mao-t.be cloWer. &be mason, Lhe 
1nItopon-maker. Each e:rafl Vied to be, and Ye!1 much was. a mJ'lt.eI'J ueept. &0 
those who carried it OIl. The Imow.ledge requiJed for each was poeaeaed by few, 
kept. 1IlIn'et. by &b_ few, and nothing else ... of use but. &biB monopoli!ed and 
oft.en inberi.1oed acquiremeot;; ibere wu DO 'general' business knowledge. The 
ida of • general an of money making is verrmodem; almou every&b.ing anciD1 
IIbo\R it. iI indh'idualand parUeuJar.1f 

l Fortr&iglUlyllaiN, 1_1878.1IpIiDiecl iD bia ....... 
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VI, "',1. before long, And though it may sometimes be a more diffi
cult task for a busineas man than for a skilled labourer, to 
find out whether he could improve his prospects by changing 
his trad~, yet the business man has 'great opportunities for 
discovering whatever can be found out about the present and 
future of other trades; and if he should wish to change his 
trade, he will generally be able to do so more easily than the 
skilled workman could. 

"'l.d,~ the On the whole then we may conclude that the rarity of 
"Omlbe h aI bili" d h ' th edjuslm .. , t e natur a ties an t e expell8lveneas of e' special 
!!:l:: training required for the work affect normal earnings of 
~~~IY management in much the same way 88 they do the normal 
~~.;. wages of skilled labour, In either case, a rise in the income 
~ the to be earned sets in operation forces tending to inerease the 
work done I f th bl f "t d ,·th th illaitJy supp Y 0 ose capa e 0 earnmg I ; an m e! er case, e 
"""""""' extent to which the supply will be increased by a given rise 

of income, depends upon the social and economic condition 
of those from whom the supply is drawn. For though it is 
true that an able business man who stsrts in life with a great 
deal of capital and a good business connection is likely to 
obtsin higher earnings of management than an equally able 
man who starts without these advantages; yet there are 
similar, though smaller, inequalities between the earnings of 
professional men of equal abilities who start with unequal 
social advantages; and the wages even of a working man 
depend on the start he has had in life almost as much as on 
the expense which his father has been able to afford for his 
education', 

, Sao VL IV. S. On t.he general fUDct.iOlll of ~oee who undeltake the chief 
ftlSponsibiU'iea of hulin-, _ BreD&ano, Dw U""""""I l907. 



CHAPTER VITI. 

PROFITS OJ!" CAPITAL AND BUSINESS POWER, 

CONTINUED. 

§ 1. THE causes that govern Earnings of Management VI,"",L 

have not been studied with any great care till within the last 00 u;;
fifty years. The earlier economists did not do much good ~~r.:r 
work in this direction because they did not adequately ::;n~,:::." .. 
distinguish the component elements of profits, but searched :!P"~, . 
for a simple general law governing the average rate of profits oq ~ 
-a law which, from the nature of the case, cannot exist. 

In analysing the cause. that govern profits the first diffi- In alarge 

culty which we meet is in some measure verbal.Ut arises ~=:... 
from the fact that the head of a small business does him-~ 01 

self much of the work which in a large business is done m:::~ 
by salaried managers and foremen, whose earnings are de-= .. ~ 
ducted from the· net receipts of the large business before its :n!::u 
profits are reckoned, while the earnings of the whole of his ~,:!j','" 
labour are reckoned among his profits. This difficulty has i"~ ~ 
long been recognized. Adam Smith himself pointed out.i.:'.:. ':. 
that:-uThe whole drugs which the best employed apo- pIOS ... 

thecary in a large market-town will sell in a year may not 
perhaps cost him above thirty or fort.y pounds. Thougb he 
should sell them, therefore, for three or four hundred, or at 
a thoussnd per cent. profit this may frequently be no more 
than the reasonable wages of his labour charged in the only 
way in which he can charge them, upon the price of the drugs: 
The greater part of the apparent profit is real wage. disguised 
in the garb of profit.) In a small seaport town a little grocer 

! will make forty or fifty per cent. upon a .tock of a single 
L W 
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VI, .m,l. hundred pounds, while a considerable wholesale merchant in 
- the same place will scarce make eight or ten per cent. upon 

a stock of ten thousand 1." 
proate It is here inlportant to distinguish between the an .. uaI 
~:;;t::;;:: rate of profits on the capital invested in a business, and thq 
.......... rate of profits that are made every tinle the capital of the 

business is turned over; that is, every time sales are mad" 
equal to that capital, or the rate of profits on the tum01Jet 
At present we are concerned with profits 'Pet a .... um. 

~.':~;, The greater part of the nominal inequality between the 
anomalyol normal rates of profit per annum in small businesses and in := large would disappear, if the scope of the term profits were :.= narrowed in the former case or widened in the latter, so that 
:l::";~~~ it included in both cases the remuneration of the same classea 
areb:J~in of 8Orvices. There are indeed some trades in which the raW 
~::'.... of profit, rightly estinlated, on large capitals tends to be 

higher than on small, though if reckoned in the ordinar, 
way it would appear lower. For of two businesaes com .. 
peting in the same trade, that with the larger capital calli 
nearly always bny at the cheaper rate, and can avail itself of 
'many economies in the specialization of skill and Inachinery 
and in other ways, which are out of the reach of the small~ 
business: while the only important special advantage, which 
the latter is likely to have, consists of its greater facilities fot 
getting near its customers and consulting their individual 
wants. In trades in which this last advantage is not inl.l 
portant, and especially in some manufacturing trades in 
which the large firm can sell at a better price than the 
small one, the outgoinge of the former are proportionately 
less and the incomings larger; and therefore, if profits are so 
reckoned as to include the same elements in both cases, the 
rate of profit in the former case must be higher than in the 
latter. 

1 W fIIllA 0/ Nalift •• Book I. 00. zo. Senior, Otdli,.u, p. 203, puts ihe norm'" 
m&e of profits on • capital of £100,axl at less t,ban 10 per ~nL, on 008 of £lO.{x~ 
or £2O,OCX) fl' about IS pel cent., OD one 01 £5,000 or §,OOO at. 20 pel' ceot., and U. much larger per-ceDUge til on amaUer capit.ala. Compare also I' of &he 
preceding Cbapt., of t.be preaen' Boot. It should be noted that tbe nominal nte 
or prafit.l 01 a private firm II inrreued. why • manager, wbo bringl DO eapitll 
"ilh hi .. , it IokOll 1010 parlDmhip and rewanlecl by • abare 01 .... profill inltead 
or a. aalarv. 
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But these are the very businesses in which it most VI, mI,l. 

Erequently happens that large firms after first crushing out Sm;;D" 
small ones, either combine with one another and thus secure ~,,:~::." 
lor themselves the gains of a limited monopoly, or by keen "b;"!' 0110, 

competition among themselves reduce the rate of profit very r=hn;ca! 
h . tal adv .. !agea low. There are many branc es of the textile, the me ,and to 11.:5: 

the transport trades in which no business can be started at =rk'v~'l' 
all except with a large capital; while those that are begun ""proD'" 
on a moderate scale struggle through great difficulties, in the 
hope that, after a time, it may be possible to find employment 
for a large capital, which will yield earnings of management 
high in the aggregate though low in proportion to the 
capital. 

There are some trades which require a very high order 
of ability, but in which it is nearly as easy to manage a very 
large business as one of moderate size. In rolling mills, (or 
instance, there is little detail which cannot be reduced to 
routine, and a capital of £1,000,000 invested in them can be 
easily controlled by one able man. A rate of profits of 20 per 
cent. is not a very high average rate for some branches of 
the iron trade, which demand incessant thought and con
trivance in matters of detail: bnt it would yield £150,000 a 
year as earnings of management to the owner of such works. 
And even stronger cases are offered by recent fusions of 
giant firms in successive branches of the heavy iron industry. 
Their profits fluctuate much with the state of trade: but, 
though enormous in the aggregate, they are aaid to be 
on the average at a low rate. 

The rate of profits is low in nearly all those trades which 
require very little ability of the highest order, and in which 
a public or private firm with a good connection and a large 
capital can hold its own against new-comers, so long as it is 
managed by men of industrious habits with sound C!lmmon 
sense and a moderate share of enterprise. And men of this 
kind are seldom wanting either to a well-established publio 
company or to a private firm which is ready to take the 
~blest of its servants into partnership. 

On the whole, then, we may conclude firstly that the true 
rata of profits in large businesses is higher than lit first sight 
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VI, ..... 1. appears. becaW!8 much that is ccmmonly ccunted as profitlf 
- in the small business ought to be classed under another head,. 

before the rate of profite in it is ccmpared with that in • 
1arge business: and aeccndly that. even when this correction 
has been made, the rate of profit reckoned in the ordinary 
way declines generally as the size of the business increases. 

!'.:~ '= § 2. The normal earnings of management are of coursl. =1 high in proportion to the capital, and therefore the rate of 
.radeo.. profits per annum on the capital is high, when the work 01 
:."!tho~h. management is heavy in proportion to the capital. The 

work of management may be heavy becaW!8 it involves great 
mental strain in organizing and devising new methods; 01 

because it involves great anxiety and risk: and theSe two 
things frequently go together. Individual trades have indeed 
peculiarities of their own, and all rules on the subject are 
liable to great exceptions. But the following general pr ... 
positions will'be found to be valid, other things being equal. 
and to explain many inequalities in the normal rates 01 
profit. in difierent trades. 

::.h'l:li. ( First, the extent of the work of management needed 
:l:."vely in a business depends more on the amount of the circulating 
anall and . 
&h. ,, __ capital used than on that of the fixed. The rate of profit 
~~~ .. IY tends therefore to be low in trades in which there ill 
largo. a disproportionately large amount of durable plant, that 

requires but little trouble and attention when once it hall 
been laid down.) As we have seen, these trades are likely 
to get into the hands of joint-stock companies: and the 
aggregate salaries of the directors and higher officials bear I 
very small proportion to the capital employed in the case of 
railway and water ccmpanies, and, even in a more marked 
degreo;of ccmpanies that Qwn canals and docks and bridgei. 

Further, given the proportion between the fixed and eire11'
lating capital of a business; the work of management will 
generally be the heavier, and the rate of profits the highel. 
the more important the wages-bill is relatively to the cost of 
material and the value of the stock-in-trade. 

=.~,'::l In trades that handle costly materi~.s, S?ccess ~epends 
p .. e" and very much upon good fortune and ability m buymg and 
01_ selling; and the order of mind required for interpreting 
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rightly and reducing to their proper proportions the causes VI, .m, 2. 

that are likely to affect price is rare, and can command high -
earnings. The allowance to be made for this is so importa!!t 
in certain trades as to have induced some American writers 
to regard profits as remuneration of risk simply; and as 
consisting of what remains after deducting interest and 
earnings of management from gross profits. But this use of 
the term seems on the whole not advantageous, because it 
tends to class the work of management with mere routine 
superintendence. It is of course true that as a rule a person 
will not enter on II risky business, unless, other things being 
equal, he expects to gain from it more than he would in other 
trades open to him, ·after his probable losses had been de-
ducted from his probable gains on a fair actuarial estimate. 
If there w'!re not a positive evil in such risk, people would 
not pay premia to insurance companies; which they know 
are calculated on a scale sufficiently above the true actuarial 
value of the risk to pay the companies' great expenses of 
advertising and working, and yet to yield a surplus of net 
profits. And where the risks are not insured for, they must 
be compenslited in the long run on a scale about as high as 
would be required for the premia of an insUrance company, 
if the practical difficulties of insurance against business risks 
could be overcome. But further many of those who would 

"'e most competent to manage difficult businesses with 
wisdom and enterprise, are repelled from great riska, because 

I their own capital is not large eh~ugh to bear g.-eat losses. 
Thus a risky trade is apt to get into the hands of rather 
reckless people; or perhaps nto the hands of a few powerful 
capitalists, who work it ably, but arrange among tbemselves 
that the markct sball not be forced so as to prevent tbem 
from having a higb rate of profit on the average'. 

In trides in which the speculative element is not very Inordlnory 

important, 80 that the work of management consists chieBy ~~~ 
of superintendencc, the earnings of management will follow oll .... ory 

I OIl risk .. an e10menli of coe& ICe V. VII. 4. There would be lID advanl.oge 
10 a careful analytical and inductive .~udy oj &he aUract';;" or repellent. force 
wbicb variOUI kindI of riaU exert on peJ1lODS of VariOUl temperaments, and u 
a coNequenee on eamin~ and profitl to. risk,. occupat.ioDli it. might. atart. from 
Adam Smit.h', toma.ru ou. &be IUbjecL 
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Vl,vm,2. pretty closely on the amount of work done in the business; 
... rly lrith and a very rough but convenient measure of this is found m 
~ti. wagoo- the wag .... bill. And perhaps the least inaccurate of all thE 

broad statements that can be made with regard to a general 
tendency of profits to equality in difierent trades, is that 
where equal capitals are employed, profits tend to be a certain 
percentage per annum OD the total capital, together with 
.. certain percentage on the wages-bill1• 

!'he oJ (A manufacturer of exceptional ability and energy will 
:':'01. apply better methods, and perhaps botter machinery than 
~,"!~'::try his rivals: he will organize better the manufacturing and 
l::~ the marketing sides of his business; and he will bring them 

. by ~~. into better relation to one another. By these means. he will 
f.:" ...... m extend his business; and therefore he will be able to take 
produclioD. greater advantage from the specialization both of labour and 

of plant".) Thus he will obtain increasing return and also 
inoreasing profit: for if he is only one among many producers 

, There is • grea' difficulLy in ascen.aining even approdmaf.ely &he amount.l of 
capital oj ditJerenL kind. invested in dilTeJoen' eIaMaI oJ busme.. BuL guided 
mainly by &he valuable .t&mtica at American Bureo.uz. inexat!t III they ayowedly 
.. in t.lu.s particular maL&er, we may conclude that tbe annual. output is less Ulan 
&he capital in indust.riea where the plant iI very expeasive, and the proceMl!ll 
Uuougb whicb the raw material by ¥» go are very long, .. watch and cotton
factories: but lb.., it; iI more lhaD four timM &he capil.a.l in buainessel in which; 
&.be raw mawiaJ is expeosiv8 and &be pl'OCOBlJ o.f product.ion rapid, .. ,. boo" 
factorif'8; .. woll u in some iudU!Jt.ries. which make only a alight change in I,he, 

fonn of tbuir material, .ucb as .u".aar-refining, and alaugbtering and meaf,..packiog,t 
Next, aoaIyaing &he &urnOV8J' of circulating capital aod comparing &be cod of 

nw material f,o the wages-bill, we find ~ Ule fonner it much leas than the 
Ia'ter in wakh-fact.oriea, where $he bu.1k of lhe mat.erial is 1I'Dall, aod ia Itone" 
brick and We worka, where it ia 01 .. commOD son: but ill &he large majorit.y 
of indusUies Ule coa, of material is much gre6Mr &han &he wages-bill; and on Ule 
,...-age of &II lb. IDdulri .. II ill _ and , half tim .. U gnlal. And in the 
SJighkhange induat.ries it ia generally from twenty-five to fif'y timeI ., great. 

MIlDY of these inequalities disappear if &be value of lile nw material. coal. et.:..: 
used in a buain_ is deducted belore reckoninl its output. This plan is commow, 
'ollowed by earolul .tatist.iciana in 81Limat.ing &be manulaet.uring output of *: 
count.ry, 10 .. to avoid COUDting lay yarn and cloth twice 0"'; and limilallJ 
re&SOnI ehould make us avoid counting bot.h caUla and fodder trope, in &he agrH 
cultl.ll'R.l product of .. counlry. This plan is however D0' quite sat.isfacloJ'y. Fol 
logica.lly one ought to deduet the looms which .. weaving lactory bUlll u well II.' 
ita yarn. Agaio. if &be 'actory it.teU Wall reckoned as a product of the build.in& 
Vade.. it.a vaJue should be deducted from &be out.put. (over a &enn 01 yean) of U. 
weaving lI'ade. Similarl, witb ftIgUd to fum buildings. Farm ho.. ougbl 
cert.t.inlJ no' to be counted. Dor rOl' -lOMe purpoeel any bOr981 WIed in b'ade. Ho .. 
en' tbe plan of ded.ucq DO&hiog bu' nw material hal iw ... if i&a iDaceuncJI 
• 0'""7 recogni&ecL • 

• .. abo ... IV. Do ~ 
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his increased output will not materially lower the prices of VI, vm,3. 

his goods, and nearly all the benefit of his economies will 
accrue to himself. If he happens to have a partial monopoly 
of his hranch of industry, he will so regulate his increased 
output, that his monopoly profits increasel • 

But when such improvements are not confined to one or 
two producers: when they arise from a general increase in 
demand and the output which corresponds to it; 'or from 
improved methods or machinery, that are acceasihla to the 
whole industry; or from advances made by subsidiary indus
tries, and increased "external" economies generally; then 
the prices of the products will keep close to a level which 
yields only a normal rate of profits to that class of industry. 
And in the process, the industry is likely to have passed over 
to a eM in which the normal rate of profits is lower than 
in its old class; because there is in it more nniformity and 
monotony, and less mental strain than before; and, though 
this is nearly the same thing in other wordS, because it is more 
suited to joint-stock management.lThus a general increase 
in the proportion which the quantity of product bears to the 
quantity of labour and capital in an industry is likely to be 
accompanied by a fall in the rate of profits;' which may, from 
some points of view, be regarded as a diminishing return 
measured in values>.) 

§ 3. We may now pass from profit per annum and Th".t.e of 
. profit.sOD 

examme the causes that govern profit on the turnover. It .be 'urn. 
I is obvious that while the normal rate of profit per annum :::;;:.::: 

varies within narrow limits, the profit on the turnover may ::lrbe 
vary very widely from one branch of trade to another, because annual rat.e 

it depends on the length of time and the amount of work ~~~~~. 
required for the turnover. Thus wholesale dealers, who buy 
and sell large quantities of produce in single transactions, 
and who are able to turn over their capital very rapidly, may 
make large fortunes though their average profit on the 
turnover is less than one per cent.; and, in the extreme 
case of large stock-exchange dealings, even when it is only 
a .mall fraction of one per cent. But a shipbuilder who 
has to put labour and material into the ship, and to provide 

I See ab(m, p. 488. I Oompaoe pp. 818, s:IO. 
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Vi ...... S. a berth lor it, a long while belore it is ready for sale, and 
- who has to take care lor every detail connected with it, must 

add a very high percentage to his direct and indirect outlay 
in order to remunerate him lor his labour, and the locking 
np of his capital1• 

Again, in the textile industries some finns buy raw 
material and turn out finished goods, while others conline 
themselves to spinning, to weaving, or to finishing; and it is 
obvious that the rate ol profit on the turnover of one of the 
first class must be equal to the sum of the rates ol profit of 
one of each of the three other classes". Again, the retail 
dealer's profit on the turnover is olten only five or ten per 
cent. for commodities which are in general demand, and 
which are not subject to changes of lashion; so that while the 
sales are large, the necessary stocks are small, and the capital 
invested in them can be turned over very rapidly, with very 
little trouble and no risk, l But a profit on the turnover of 
nearly a hundred per cent. is required to remunerate the 
retailer of some kinds of laney goods which can be Bold but 
slowly, of which varied stocks must be kept, which require a 
hirge place for their display, and which a change of fashion 
may render unsaIeable except at a loss; and even this high 
rate is often exceeded in the cnse of fish, fruit, flowers and' 
vegetables •. ) 1 

• He would however DOt. need to charge • higb rate 01 profit.a ref annum on! 
t.bat part. of hia capital which be had IUDk in Lbe earlier Itngea 01 building the' 
'hipi for til .. capital, wben once invested, would no longer requize any special 
8Z8rciao of his abilit" and indust.ry, and it. would be sufficien' fOf bim to reckon, 
Ilia outlay "accumulated" at. • h!gb rale or compound iD&eleltj but. in that. 
case be muat count the value of hili own labow .. pm of hili early OUtJaYol 
On lobe other bo.nd, if there be any trade in whkh • eonunuoUl IUld nearly uni·' 
fonn upendit.we 01 t.rouble ia called. for on all the capital ioves&ed, then it.. 
would be reasonable in that trade to find the "accumulated .. nine of &be.; 
earlier inveat.mentl by t.htt addition 01 • "compound" rate 01 proBt. (i. .. • ratel 
of proHI in"",oaing geometricaJly as compound in_I d08ll). And IhlI plan ~ 
frequently adopted in pracl.ice for lb.. late 01 IimpUci'7 eV8D. where i' ia no .. 
t.booretically quite correcl. 1 

• SUie~ apeaking i' will be • little pater than &he aum of til .. ~ 
beca\J.II it wiU include compound interN, over a longer period. ! 

• The 6!lhmongera and gTOOngrocerI in working-claa quarters especially 1n~ 
them.h'. out. 10 do a small blDin_ at. .. high rate of profits; becaU8t eGclti 
indiridual purcl.lase is so amall that. the cUltomer would rather buy from a d~ 
Ibop near at. hud thaD go 80m. way to a cheapu one. The retailer therelorej 
mRy DOt. be get.r.ing a niT good Uviog thougb be ebargel Ii penny lot what. ~ 
bo1ll:ht. for 1_ &bu. a haJ(poDIlJ. The same ,bint was bOlNver perbar- eoJd by, 
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§ 4. WVe see then that there i. no general tendency of VI,'w, •. 

profits on the turnover to equality; but there may be, and as nu;;;-h 
a matter of fact there is in each trade and in every branch ~f:."~. 
of each trade, a more or less definite rate of profits on the ~'::~~ary 
turnover which is regarded as a "fair" or normal rate. Of arfairrate 

th 1 h " f ofprofi. course ese rates are a ways c angmg m consequence 0 on >he 
changes in the methods of trade; which ate generally begun tumover. 
by individuals who dcsire to dO,a larger trade at a lower rate 
of profit on the turnover than has been customary, but at a 
larger rate of profit per annum on their capital) If however 
there happens to be no great change pf this kind going on, 
the traditions of the trade that a certain rate of profit on the 
turnover should be charged for a particular class of work 
are of great practical service to those in the trade. Such 
traditions are the outcome of much experience tending to 
show that, if that rate is charged, a proper allowance will be 
made for all the costs (supplementary as well as prime) 
incurred for that particular purpose, and in addition the 
normal rate of profits per annum in that class of business 
will be ,afforded. If they charge a price which gives' much 
less than this rate of profit on the turnover they canllardly 
prosper; and if they charge much more they are in danger 
of loaing their custom, since others can afford to undersell 
them. This is the "fair" rate of profit on the turnover 
which an honest man is expected to charge for making goods 

. to order, when no price has been agreed on beforehand; 
, and it is the rate which a court of law will allow, in case a 

dispute should arise between buyer and seller1. 

Lhe flahemulD or the ranuer for • farthing or even less: and Lhe direct. lost. of 
carriage and iILIuranc:e against. lois will nOt. &eeOunt. for any great. part. of Lhia laai. 
di&rence. ThUl there IIIIOeD\I &0 be lOme jusLification for the popular OpiniOD Lbo.' 
&be middlem8D. in t.ht'I8 LradeI bave special facilities (or obtaining abnormally 
high proSe. by combination among themselves. 

I The IUpert. evidence that. is given in IUCh C8IIeI it full of lDst.ruetion to 
t.he economist. in many WIlya, and in particular because of U1e use of medieval 
~ .. too the eustoma of the t.rade, with a more or less eonacioua recognition 
of t.he taUlel whieb have produced those cus&oma, and to which appeal mut. be 
made in aupport. of their continued maintenance. And it nlmOlt. alwaytl COJnea 
out. 6naUy that. U the "cuatomarr" rate of profit. on the Lumover ia higher for 
one ellLll 01 job than another, the recaon ia Lbat the fonner does (or did a lit.tJe 
wbile ago) ~uire a longer locking-up of capital; or a greater UIe 01 expenaiye 

r. appUaneel (eapecio.Uy ,ueh II are liable to rapid deprecinLion. _or cannot. be kept 
alwa,. employed, and Ioherelore mUl' pay fobeir way 00 a COIDparalJ:nJy anall 
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VI, ..... a. § 5. During all this inquiry we have had in view chiefly 
ProB.. the ultimate, or long-period or true normal results of economic 
:-':,;,u .. , forces; we have' considered the way in which the supply of 
elemon'a1 business ability in command of capital tends in the long run 
ofnonn 
lupply- to adj ust itself to the demand; we have seen how it seeks 
P""" constsntly every busi~ess and every method of conducting 

every business in which it can render services that are 80 

highly valued by persons who are able to pay good prices 
. for the satisfaction of their wants, that those services will 
in the long run earn a high reward. The motive force is the 
competition of undertakers: each one tries every opening, 
forecasting probable future events, reducing them to their 
true relative proportions, and considering what surplus is 
likely to be afforded by the receipts of any undertaking 
over the outlay required for it. All his prospective gains 
enter into the profits which draw him towards the under
taking; all the investments of his capital and energies in 
making the appliances for future production, and in building 
up the" immaterial n capital of a business connection, have 
to show themselves to bim as likely to be profitable, before 
he will enter ou them: the wbole of the profits wbich he 
expects from them enter into the reward, wbich he expects 
in the long run for his venture. And if he is a man of 
normal ability (normal that is for that class of work), and 
is on the margin of doubt whether to make the venture 
a.umber of jot:.); or Uia' " Nqui ... more ditlicuU Of disagreeable wort.. or • 
greal.et amouoL of at.f..ent.ion on t.he pan of f.be undertaker; OJ' &baL i. baa IIOIDe 
.peciol elemenL of riak for which insurance hal &0 be maJe. And Ule unreadi
DMI of asperta to bring to IighL &.bela jllstidcatiODl of CU8&om, which are lying 
aim ... , hidl1e.o from Lbemaeivel ill ~e rtceIHI 01 &btU on minda, giYel growtd 
for dle belief fobaL if we eould call to life and ~ullliae medilBnJ busineal 
men., we ehould find much more haIf-eooseioUl &d.jua&meo. of &he rate 01 pd' 
&0 Lbe uigeDciel 01 pa.rtJcu1ar cu. &baa baa been ~ by bilktriao&. 
&lllny of them fail IOmet.imOli tIo mate it clear wbether &.be CUlLomarJ' ra&e 01 
pro6t.a 01 which 'bey are ,peaking ia • C8JiaiD rale on &be lwnonz'. or eueh 
• raw on Lb. &UruO"f .. will alTum in &be long nm a eenaiD. rate 01 proB" , 
rer annum on the c.upi&al. 01 COW'18 Abe cr-ta uniformit.,. of &.be met.hoda 01 
busin611 in mediteval tim., would enable a w1erabl,. unifonn ralte 01 prof.lB OD 
Ute capital per annum w uis, withou' causing 10 creal. yariationa in the nte on 
&he l.umOVftl .. &Ie inevitable in modem buain-. But _till it iI clear &ba' if 
one kiDd of rate 01 pro81a were nearly uniform, 1be ot.ber woukt DO&; be; aDd &be 
value 01 much Iob.l bu been writ.18D 011 meJiIB .. al economic bilt.ory Ie8mII 10 be 
lOIM"h.1. impaired by abe at.ence of .. disLinc& l'f'COflIlitJoa of &be differertOll 
bet WHn t.h. two kinJa, and bet.~ 11M ultima.,. ...acUIuGI GO .hieb CUlIooI'nI 

NJauDllltnn11J to \bem mun dt!.peod. 
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or not, they may be taken 88 true repreeentatives of the VI, ..... 5. 
(marginal) normal expenses of production of the services in -
question. Thus the whole of the normal profite enter into 
true or long-period supply price.. . 

The motives which induce a man and his father to Th ... ..

invest capital and labour in preparing him for his work 88:;:' "'" 
an artisan, 88 a professional man, or 88 a business man, are ~: 
similar to those which lead to the investment of capital and:r-..:=, 
labour in building up the material plant and the organiza- .Iem .... 

tion of a business. In each case the investment (so far 88 :!.!:::::::
man'. action is governed by deliberate motive at all) is :::.. .... 
carried up to that margin at which any further investment 
appears to offer no balance of gain, no exceaa or surplus of 
utility over "dia-utility"; and the price, that is expected 88 

a reward for all this investment, is therefore a part of the 
normal expenses of production of the services reudered by it. 

A long period of time is however needed in order to get 
the full operation of all these causes, so that exceptional' 
SUCce&B may be balanced against exceptional failure. On the 
oue hand are those who succeed abundantly because they 
tum out to have rare ability or rare good fortune either in 
the particular incidente of their speculative enterprises, or in 
meeting with a favourable opportunity for the general de· 
velopment of their business. And ou the other are ,those 
who are mentally or morally incapable of making good use of 
their training and their favourable start in life, who have no 
special aptitude for theii calling, whose speculations are un
fortunate, or whose businesses are cramped by the encroach
ment of rivals, or left stranded by the tide of demand receding 
from them and flowing in some other direction. 

But though these disturbing causes may thus be neg. m ... 

looted in problems relating to normal earning. and normal :\.e;'r.. ... 
value; they assume the first rank, and exert a predominating w~ 
influence, witb regard to the incomes earned by particular ~';!": 
individuals at particular times. And, since these disturbing Ih~ 
causes affect profits and the earnings of management in very • 
different way. from those in which they affect ordinary 
earnings. there is a scientific necessity for treating differ-
ently profits and ordinary earninge when we are discussing 
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VI,..... temporary fluctuations and individual incidenta. Questions 
6,7. relating to market fluctuations cannot indeed be properly 

handled till the theories of money, credit and foreign trade 
have been discussed: but even at this stage we may note the 
following contrast betwcen the ways in which disturbing 
causes such as we have just described aJIect profita and 
ordinary earnings. 

r.~'..n... § 6. In the first place the undertaker's profita bear the 
'P .. 6.. first brunt of any change in the price of those things which 

Ou.lualo h d f his 'to ' (. I din his b . . ";'b.pri ... are t e pro uct 0 cap'''' mc u g nsmesa orgam-
::'.~:!r •••• zation), of his labour and of the labour of his employees; and 
ratio: as a result fluctuations of his profita generally precede fluctu-

ations of their wages, and are much more eztensive. (For, 
other things being equal, a comparatively small rise in the 
price for which he can sell his product is not unlikely to 
increase his profit manyfold, or perhaps to substitute a profit 
for a loss. That rise will make him eager to reap the harvest 
of good prices while he can; and he will be in fear that his 
employees will leave him or refuse to work.) He will there
fore be more able and more willing to pay the high wages; 

bultbe
l 

and wages will tend upwards.,But experience shows that 
:.,~~ (whether they are governed by sliding scales or not) they 
:rd~d, seldom rise as much in proportion as prices; and therefore 
~~~u:.:. they do not rise nearly as much in proportion as profita.) 
- Another aspect of the same fact is that when trade is 

bad, the employee at worst is earning nothing towards ·the 
support of himseU and. his family;-but the employer's out
goings are likely to exceed his incomings, particularly if he 
is using much borrowed capital. In that case even his grosa 
earnings of man'agement are a negative quantity: that is, he 
is losing his capital. In very bad times this happens to 
a great number, perhaps the majority of undertakers; and it 
happens almost constantly to those who are leSs fortunate, 
or less able, or less well fitted for their special trade than 
others. 

~nd § 7.l To pass to' another point, the number of those who 
Tf:reo 

... succeed in business is but a small percentage of the whole; 
rn'XJ~~~~I' nnd in their hands are concentrated the fortunes of others 

I ~m.n several times as numerous as themselves. who have made 
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savings of their own, or who have inIlerited the savings VI, vm, 1. 

of others and lost them all, together with the fruits of their "'.;;
own efforts, in unsuccessful business.)l!n order therefore to :ary 
find the average profits of a trade we must not divide the ~~anll' 
aggregate profits made in it by the number of those who are average 

reaping them, nor even by that number added to the number ~-:'': ... 
who have failed: but from the aggregate profits of the sue- ~.:.ted, 
cessful we must subtract the aggregate losses of those who 1!'.. ... .:hO 
have failed, and perhaps disappeared from the trade; and we Ib.ir 

must then divide the remainder by the sum of the numbers ~~ear 
of those who have succeeded and those who have failed.) It from ai&h. 
is probable that the true gross earnings of management, 
that is, the excess of profits over ·interest, is not on the 
average more than a half, and in some risky trades not more 
than a tenth part, of what it appears to be to persons who 
form their estimate of the profitableness of a trade by obser-
vation only of those who have secured its· prizes. There are, 
however, as we shall presently see, reasons for thinking that 
the risks of trade are on the whole diminishing rather than 
increasing1 • 

• A century ,,171) many Englil!lhmen returned. from- the Inmaa with large lor
WIles, and the belief .pread that. Lbo average :rate of profit. to be made tbere " .. 
eoonnoua. But. as Sir W. Dunt.er pointe out (.4ftncsll 0/ Rural BtJlfGJ, clL. 91.), 
t.be failUftil were numerous. but only "those who dre" prizea in tbe great. Iotl.ely 
remrned ~ teO the tale." And at the "IW'1 Urne when this "sa happening, it used 
commonly to be laid in England lob., the families 0( a rich man and hia coach· 
man would probably chango placee wit.hin t.hree generatioDi. Il is true that. thi8 
W8I partly due to the wild extravagance eommon among 70UDg heitl at that 
t.ime, and part.1y to the difficult.y of aDding secure inveefomenf.a for their eapit.a1. 
The stability of the woaU,hy classes of England has beP4 promoted almost as much 
by t.be spread of IObriety and education 88 by the growth of met.hoda 01 invest
ment, wbich enable t.b.e hein of • rieb man to draw • secure and lasting ineome 
bom lUI wealt.h though they do not inherit the business ability by which be 
acquired. il. Tbere are however even now districts in England, in which the 
majority of manufact.urers are workmao or the eons of workmen. And In 
America, though foolish prodigali.ty ia perbopa 1eSI common than in England, 
yeti t.he greater chnngelu1ness at conditions, and the greater difficulty of keeping 
a business abreast of the age. have caused it commonly to be laid. that a family 
pauee "from abiJi aleevee t,o ahirt. a1teves" in three generations. Wella 
.. ,. (Ree".. Bcnonaie CltMlgu, p. 851), "Tbere hlllt long been a substanLiaI 
agreement among thOle eompetent to form an opinion, tbat ninety per ernt. 
of aU the mNi wbo t.ry to do business on their own account fail or mccclI!' 
And Mr J. H. Walker gives (Qurlmy JOW'ftal oJ F.tOnOrIIw, VoL IL p. 448) 
IOID& detailed ,t.awtica with ~rd to the origin and careeN 01 the manufacturers 
in &he leaJing induatriel of Worcea:t.er in lIIassacbnaetfB between 1840 and 1888. 
Mon t.haq nin.,.t..oDLhI oJ \hem begaD. life II journeymen; and 1_ than t.ea per 
OID'- 01 the IOJQI of tboee who were OD fJle list of maoufacwreN in 1840. 1800 
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VI, ..... 8. § 8. We may pass to another difference between the 
Third lIuctuations of profits and ordinary earnings( We have Been 
~:=- that before free capital and labour have been invested in 
:~~ securing the skill required for the work of the artisan or 
....... ly professional man, the income expected to be deri ved from 
always a 
co.wd.,. them is of the nature of profits: though the rats of luch 
:~~h~"" profits which is required, is often high for two reasons:-the 
~'::.".:':' people who make the outlay do not themselves reap the 
.. d.p.... greater part of the reward arising from it; and they are 
' .. 'ODU fr I' . d· d I· man: but equent y m Itraltene CIrCumstances, an not ab e to mvest i:=. for a distant ~eturn without great sell-denial. )And we have 
...... seen that, when the artisan or professiollal man has once 

obtained the skill required for his work, a part of his earnings 
are for the future really a quasi-rent of the capital and 
labour invested in fitting him for his work, in obtaining his 
start in life, his business connections, and generally his 
opportunity for turning his faculties to good accOlmt; and 
only the remainder of his income is true earnings of effort. 
But this remainder is generally a large part of the whole. 
Anq here lies the contrast. For when a similar analysis is 
made of the profits of the business man. the proportions 
are found to be difierent: in his case the greater part is 
quasi-rent. 

The income which the nndertaker of business on a large 
scale gets from the capital, material and immaterial. invested 
in his business is so great, and liable to such violent lIuctua
tions from a considerable negative to a large positive quantity, 
that he often thinks very little of his own labour in the 
matter. If profitable business opens ont to him, he regards 
the harvest accruing from it lIS almost pure gain; there is so 
little difference between the trouble of having his business on 
his hands only partially active, and that of working it to its 
full capacity, that lIS a rule it scarcely occnrs to him to s~t 
off his own extra labour as a dednction from those gains: 
they do not present themselves to his mind lIS to any con
siderable extent earnings purchased by extra fatigue, in the 
and 1860, had any proper~7 to 1888, 01' bad died leaving 1D7. And .. to France, 
III. Leroy Beaulieu aayI (R~ ". Bit:luuu, ch. ZL) lhai out of eVUJ' 
bundred. new buain .... th .. , are .wted. 'wea'7 diaappear almoa at 0IDClet ftf'J or 
.'1 np~ Deitbu NiDI nor falling, al\d onq &ell OJ' 81&eeD .. 1UCCIIIIfuJ. 
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same way as the extra earnings got by wmking overtime do VI, mI, 8. 

to the artisan. This fact is the chief cause, and to some -
extent the justification, of the imperfect recognition by the 
general public, and even by some econoniists, of the funda-
mental unity underlying the causes that determine normal 
profits and normal wages. 

Closely allied to the preceding difference is another. F~"rtb 
(Wh . f . I h . ., d.ff ... n"". en an artisan or a pro esslona man as exceptlOnw A. large 

natural abilities, which are not made by human effort, and i!=.~I:r 
are not the result of sacrifices undergone for a future gain, SUb ~ul 

• USlD88S 
they enable him to obtain a surplus mcome over what men ;.. 

ordinary persons could expect from similar exertions following ~!::' """ 
on similar investments of capital and labour in their educa- l':.:il.i!" 
tion and start in life; a surplus which is of the nature of 
rent. ) 

But, to revert to a point mentioned at the end of last 
chapter, the class of business undertakers contains a dis
proportionately large number of persons witn high natural 
ability; since, in addition to the able men born within its 
ranks it includes also a large share of the best natural 
abilities born in the lower ranks of industry. And thus 
while profits on capital invested in educ~tion is a specially 
important element in the incomes of professional men taken 
as a class, the rent of rare natural abilities may be regarded 
as a specially important element in the incomes of business 
men, so long as we consider them as individuals. (In relation 
to normal value the earnings even of rare abilities are, as we 
have seen, to be regarded rather as a quasi-rent than as 
a rent proper.) 

But there are exceptions to this rule. The humdrum 
business man, who has inherited a good business and has just 
sufficient force to keep it together, may reap an income of 
many thousands a year, which contains very little rent of rare 
natural qualities. And, on the other hand, the greater part 
of income. earned by exceptionally successful barristers, and 
writers, and painters, and singers, and jockeys may be classed 
as the rent of rare natural abilities-so long at least as we 
regard them as individuals, and are not considering the 
dependence of the normal supply of labour in their aeveral 
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VI ...... 8. occupations on tlie prospects of brilliant success which they 
- hold out to aspiring youth. 

Cb_ <- The income of a particular business is often very much 
in t.b.e 
induatrial aHected by changes in its industrial environment and 
.:'.n"f.!li.cI opportunity or conjuncture. But similar influences aftuct 
·~':.l'df.611 the special income derived from the skill of many classes of 
rid~ workers. The discovery of rich copper-mines in America == and Australia lowered the earning power of the skill of 
~rdh.:;" Cornish miners, so long as they stayed at home; and every 
eaminga. new discovery of rich mines in the new districts raised the 

earning power of the skill of those miners who had already 
gone there. And again. the growth of a tsste for theatrical 
amusements while raising the normal earnings of actors. 
and inducing an increased supply of their skill, raises 
the earning power of the skill of those already in the 
profession. a great part of which is. from the point of view 
of the individual, a producer's surplus due to rare natural 
qualities1• ) 

1 The laf.e Geneml Walke!' renllel't'd uceJIen' senice in uplainiDg the e:a.. 
that govem wagea on the one hand and earnings 01. management on &he other. 
But he mainMined (Polilical .&:nom" 1311) ~ plOft ... do Dot form .. pan of 
the price of manufactured. produe&s; and. he doea DO' liIIm that. docVine kt sbOJ1. 
periodl, fol' which. u we hue seeD, the income derived. from aD. akiII. .heUler 
uceptional or DOl, whether &bat of aD. employer or .. wortman, may be regarded 
u .. quasi-rent. He osee indeed &be WOld "profits· in aD. art.iftcial aenaej for, 
having ezc1uded inteJest altogether from pr06tB, be assumes that ibe •• No-pr061a 
employer" earDI "on the whole OJ' in the long IUD the amount which be could. 
have ezpect.ed to receive as wages if employed. by ot.bert" (Ilnt ..r...a.o.u. 1889, 
1190): that is to say, the "No-profitl employer" obtaina, ill additioG ao m&ereR 
on his capital, BOnnai ne' earnings of managemflll' of mm of his .bili~ .. batenJr 
&ba' may be. ThUl pro81ia in Walker. aeme ezclude (our-6ILbs of what are 
ordilW'il, cl&WJed .. pro6. in England (the proportion would be nther less in 
America, and rather more on &be ConLinenL &baD. in England). So &bat hill 
doeLrine would appear to mean only &ba& &bat pan of &be employer', income. 
which iI due to ucept.ional abilitiel or good. 10l'LUnet dOlI DO' entel' into price. 
Bu' b prizes u well u &be blanks of tsnJr1 oceupau.on. whel.ber it be &haL 0( aD 

employer or DO,", tate &heir part. in det.ennining the Dumber of pel'SODI who .et 
tha' occupation and the energy with which &bey giTe t.hem8elna kI their work: 
and t.bereI'ore do enter into IIDnIUII supply price. Walker appeul to net his 
ugwnen' mainly on the important lacL. which he has done mucb. to mate 
plOlllinonl, &ba. Ibo abloo, .. plo,..., who in Ibo long .... goIlbo bigbooI pnofila, 
are u a rule those who pay &be higbea' 1I'ageI to ibe 1I'Ol"bnau and. eell a& the 
lowed price to &be consumer. Bu' it is an equally tn. and aD eft!ll more 
imporion' lacl",", u.. workmeD who goIlbo IUgheoi __ ............ _ 
who""" _ .. plo,.... p1an' md malerial ............ C_ VL IlL I~ ODd 
&bill .. able him boll> 10 .. \ IUgb profill lor _ ODd 10 ....... low ~ 10 
Ibo .......... 
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§ 9. Next let us oonsider. in relation lib one another the VI,"", 
interests of difierent industrial classes engaged in the same 8, 10. 
trade R.lotio.,. 

• between 
This solidarity is a special case of the general fact that lb. in- 01 

the demand for the several factors of production of any ~ii:::", 
commodity is a joint demand, and we may refer back to~:=' 01 

the illustration of this general fact which is given in Book V. :::'·t.r&de. 
chapter VI[ We there saw how a change in the supply of 
(say) plasterers' labour would affect the interests of all other 
branches of the building trades in the same way, but much 
more intensely than it would the general public. The fact 
is that the incomes derived from the specialized capital and 
the specialized skill belonging to all the various industrial 
classes engaged in producing houses, or calico, or anything 
else, depend very much on the general prosperity of the trade. 
And in so far as this is the case they may be regarded for 
short periods as shares of a composite or joint income of the 
whole trade~The share of each class tends to rise when this 
aggregate income is increased by an increase in their own 
efficiency or by any external cause:) But when the aggregate 
income is stationary, and anyone class gets a better share 
than before, it must be at the expense of the others. This 
is true of the whole body of those engaged in any trade; and 
it is true in a special sense of those who have spent a great 
part of their lives in working together in the same business 
establishment. 

§ 10. The .earnings of a successful business, looked at A pan 01 

from the point of view of the business man himself, are the :::-. g .... 

aggregate of the earningsj..fustly, of his own ability, secondly, ~"t.;;":! 
of his plant and other material capital, and thirdly, of his = 
good-will, or business organization and connectiOlll.") But D ... ~d 
really it is more than the sum of these: for his efficiency ~r..:,j 
depends partly on his being in that particular business; and :,,:!!dbe 
if he were to sell it at a fair price, and then engage himself ~~r.tb. 
in another business, his income would probably be much .ukJd':t 
diminished.t The whole value of his business connection to 
him when working it is a notable instance of Conjuncture or 
Opportunity t>alue. It is mainly a product of ability and 
labour, though good fortune may have contributed to it. 
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That part which is transferable, and may be bought by a 
private individual, or by a large amalgamation of firms, mnst 
be entered among their costs; and is in a sense a Conjuncture 
or Opportunity cost.) 

The point of view of the employer however does not 
include the whole gains of the business: for there is another 
part which attaches to his employees. Indeed, in some cases 
and for some purposes, nearly the whole income of a bnsiness 
may be regarded as a quasi·rent, that is an income determined 
for the time by the state of the market for its wares, with but 
little reference to the cost of preparing for their work the 
various things and persons engaged in it. In other words it 
is a comptmu quasi-rent' divisible among the different persons 
in the business by bargaining, supplemented by custom and 
by notions of fairness-results which are brought about by 
causes, tbat bear some analogy to those that, in early forms 
of civilization, have put the producer's surplus from the land 
almost permanently into the hands not of single individuals, 
but of cultivating firIlls. Thus the bead clerk in a bnsiness 
has an acquaintance with men and things, the nse of which 
he could in some cases sell at a high price to rival firms. 
But in other cases it is of a kind to be of no value save to 
the bnsiness in which he already is; and then his departure 
would perhaps injure it by several times the value of his 
salary, while probably he could not get half that salary 
elsewhere". 

It is important to see how the position of such employees 
differs from that of others, whose services would be of 
almost equal value to any business in a large trade. The 

I Compere V. z. 8. 
I When a finn hIlS a tpeclality 01 its own, many even of it.a ordinary workmen 

would lose a great. part of their wagM by going away, and at. &he same time injUftll 
the finn lOrioual1. Tbe chief clerk may be taken into partnership, and &be "bole 
of the employeel may be paid parUy by a Ihare in the profifa of t.be CODCI8lD. baa. 
wbet.hel' thil ia done 01' DOt, their eaminp are determined, DOt. 10 much by com.. 
petition and the direct. actJOD of &he law of aubatitution, .. by • bargaiD bet.weeu 
them and their employel'8, ita. terms of which are t.beoreucally arbitrary. 10 
practice however Lbey will probably be governed by .. deaire to "do wbat. ia right,· 
that II, to agree on payments that. repft!leD.' \he nonna! earnings of sucb abilir.,.. 
ioduatry IIUld .pecial training as the employees aeveraJIy POl88SS, with lODlf'thing 
added ir &be fonunea of the arm ..... pod, ad 1OIruI~ ~bt.raot.ed if tbe, 
are bad. 
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income of one of these in any week consists, as we have seen, VIi""" 
partly of a recompense for the fatigue incurred by the work ~ 
of that week, and partly of a quasi-rent of his specialized I!kill ~~';;~D' 
and ability: and, assuming competition to be perfectly of ~. , 

efficient, this quasi-rent is determined by the price which:kJi oJOOB 
either his present employers, or any other, would be willing :p.:;:>.ds 
to pay for his services in the state in which the market for ~ITl.eri'Y 
their wares is during that week. The prices, that have to be ""'!~ 
paid for given work of a given kind, being thus determined goD 

by the general conditions of the trade, these prices enter into 
the direct outgoings which have to be deducted from its gr9ss 
earnings in order to ascertain the quasi-rent of this particuiar 
firm at the time: but m the rise or fall of that quasi-rent the 
employees would have no share. In fact however competi-
tion is not thus perfectly efficient. Even where the same 
price is paid all over the market for the same work with the 
same machinery, the prosperity of a firm increases the chance 
of advancement for each of its employees, and also his chance 
of continuous employment when trade is slack, and much-
coveted overtime when trade is good. 

Thus there is de facto some sort of pr~fit-and-loss sharing ProB~ 
between almost every business and its employees; and .hUlDg. 

perhaps this is in its very highest form when, without being 
embodied in a definite contract, the solidarity of interests 
between those who work together in the same business is 
recognized with cordial generosity as the result of true 
brotherly feeling. But such cases are not very common; and 
as a rule the relations between employers and employed are 
raised to a higher plane both economically and morally by 
the adoption of the system of profit-sharing; especially when 
it is regarded as but a step towards the still higher but much 
more difficult level of true co-operation. 

If the employers in any trade act together and 80 do the ~h_ 
employed, the solution of the problem of wages becomes :':,'::'Dg 
indeterminate; and there is nothing but bargaining to decide :'J= 
the exact shares in which the excess of its incomings over its amplo,.... 

outgoings for the time should be divided between employers 
and employed. Leaving out of account industries which are 
being superseded, no lowering of wages will be permanently 
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VI, ...... .in tho interest of employers: which drives many skilled 
10. workers 'to other markets, or even to other industries in 

which they abandon the special earnings of skill; and wages 
must be high enough in an average year to attract young 

dJ people to the trade. This sets lower limits to wages, ~nd 
_ ¥..lNer limits are set by corresponding necessities 88 to the 

~upply of. capital and business power. But what point 
between these limits should be taken at any tinIe can be 
decided oillJ1l"by higgling and bargaining; which are however 
likely. wbJ tempered somewhat by ethico-prudential con
~rations, especially if there be a good court of conciliation • • in the trade. . 

The problem is in practice even morecomple.x. For each 
group of employees is likely to have its own union, and to 
fight for its own hand: The employers act 88 buffers: but 
a strike for higher wages on the part of one group may, in 
effect, deplete the wages of some other group almost 88 mnch 
as the employers' profits. 

This is not a fitting place for a study of the causes and 
effects of trade combinations and of alliances and counter
'IIlliances among employere and employed, 88 well a. among 
t~rs and manufacturers. They present a succession of 

, i*turesque incidents and romantic transformations, which 
arrest public attsntion and seem to indicate a coming change 
of our social arrangements now in one direction and now in 
another; and their importance is certsinly great and grows 
rapidly. But it is apt to be exaggerated; for indeed many of 
them are little more than eddies, such 88 have al\vays fluttered 
over the surface of progress. And though they are on a larger 
and more imposing scale in this modem age than before; yet 
now, 88 ever, the main body of movement depend. on the 
deep silent strong stream of the tendencies of normal distri
bntion and exchange; which "are not seen," but which 
control the course of those episodes which" are seen." For 
even in conciliation and arbitration, the central difficulty is 
to discover what is that normal level from which the decisions 
of the court must not depart far under penalty of destroying 
their own authority. 



CHAPTER IX. 

ROO OF LdD. 

§ i~ IT has been argued in Book V. that ~~·reiit of la';d 'Q, IX, l

is· no unique fact, but simply the chief species o('a Iltge Webegin 
• bylUP'" 

genus of econOmIC phenomenal and that the theory of the ~ 
rent of land is no isolated economic doctrine, but merely one cuI~!::': 
of the chief applications of a particular corollary from the by U. . . 0_ 
genera! theory of demand and supply; that there is a con- 10 •• ~;d 

tinUOUB gradation froDl the true rent of those free gifts which ~ii::.i."': 
have been appropriated by man, through the income derived 1181e11 .... 

from permanent improvements of the Boil, to those yielded by 
farm, and factory buildings, steam-engines and Ie .... durable 
goods. In thiB and the following chapter we are to ma1:e a 
special study of the net income of land. That study ~as It!0. 
parts. One part relates to the total quantity of th~ ,npt· 
income, or producer's surplus from land: the other to the tty 
in which this income is distributed between those who hAve 
an interest in the land. The first is general, whatever be the 
form of land tenure. We will begin with it, and BUppOS8 

that the cultivation of the land is undertaken by its owner. 
We may call tG mind that the land has an . "inherent" Them

income of heat and light and air and rain, which man cannot :b'~~ 
greatly affect; and advantages of situation, many of which l::b~' 
are wholly beyond his control, while but few of the remainder prope.u .. 

are the direct result of the investment of capital and effort in 01 land. 

the land by its individual owners. These are the chief of its 
properties, the Bupply of which is not dependent on human 
effoit, and which would therefore not be increased by extra 
rewards to that effort: and a tax on whicll' would a!waYB fall 
exclusively on the owners1• 

1 Bu.' compare V. :rJ. 2 lor ezceptioDl &0 ~ rule II to lituation Nl" 
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RENT OJ' LAND 

On the other hand those chemical or mechanical properties 
of the Boil, 011,. whleQ its -fertility largely depends, can be 
modified, and in extreme cases entirely changed by man's 
action. But a tax on the income derived from improvements 
which, though capable of general application are yet slowly 
made and slowly exhausted, would not appreciably affect the 
supply of them during a short period, nor therefore the 
supply of produce due to them. It would consequently fall 
in the main on the owlier; a leaseholder being regarded for 
the time as owner, subject to a mortgage. In a long period, 
however, it would diminish the supply of them, would raise 
th~'normal supply price of produce and faU on the consumer. 

§ 2. Now let us revert to our study of the tendency to 
diminishing return in agriculture in the fourth Book; still 
supposing that the owner of the land undertakes its culti
vation, so that our reasoning may be general, and independent 
of the incidents of particular forms of land tenure. 

We saw how the return to successive doses of capital and 
labour, though it may increase for the first few doses, will 
begin to diminish, when the land is already well cultivated. 
The 'cultivator continues to apply additional capital and 
labour, till he reaches a point at which the return is only 
just sufficient to repay his outlay and reward him for his 
own work. That will be the dose on the margin of cultiva
tion, whether it happens to be applied to rich or to poor 
land; an amount equal to the return to it will be required, 
and will be sufficient to repay him for each of his previous 
doses. The excess of the gross produce over this amount is 
his producer's surplus. 

He looks forward as far as he can: but it is seldom 
possible to look forward very far. And at any given time 
he takes for granted aU that richness of the soil which results 
from permanent improvements; and the income (or quasi
rent) derived from those improvements, together with that 
due to the original qUalities of the eoil, constitutes his.pro
ducer's surplus OI.rent. Henceforth it is ouly the income 
derived from new investments that appears as earnings and 
profits: he carries these new investments up to the margin 
of profitableneaa; an~is producer's surplus or rent is tho> 
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excess of the gross income from the improved land over what VI, "" 3. 

is required to remunerate him for the ,fresh doses of capital 
and labour he annually applies.) 

LThis surplus depends on, firstly, the richness of the land, 
and secondly, the relative values of those things which he 
has to sell and of those things which he needs to buy. The 
richness or fertility of the land, we have seen, cannot be 
measured absolutely, for it varies with the nature of the 
crops raised, and with the methods and intensity of cul
tivation.) Two pieces of land cultivated even by the same 
man with equal expenditures of capital and labour, are 
likely, if they yield equal crops of barley, to give unequal 
crops of wheat; if they return equal crops of wheat when 
cultivated slightly or in a primitive fashion, they are likely 
to yield unequal crops when cultivated intensively, or on 
modem methods. Further, the prices at which ihe various 
requisites of the farm can be bought, and ite various producte 
sold, depend on the industrial environment; and changes in 
that are continually changing the relative values of different 
crops and therefore the relative values of land in diffetent 
situations. 

LLastly, we suppose the cultivator to be of normal ability The .• 

relatively to the task he has undertaken, and the circum- ~.::~ .. , 
stances of time and place.) U he is of less ability his actual ':::~ 
gross produce will be less than that which normally should :~m:a1 and 

come from the land: it will be yielding to him less than ite ... ..JriBe 

true producer's surplus. U, on the contrary, he is of more 
than normal ability, he will be getting in addition to the 
producer's surplus due to the land, some producer's surplus 
due to rare ability. 

§ 3,l We have already traced in some detail the way in AriBeln 

which a rise in the value of agricultural produce increases ~J~ 
the producer'S surplus, measured in terms of produce, from =~y 
all lands, but especially from those where the tendency to ~.!. 
diminishing return acts but feebly' ~ We have seen that ~aIue 01 

1 IV. m. S. Thus we 1M! ~at if U1e value of pro& rlses from OR' to OB 
(ftg&. IS, 13. 1'). 10 that while an amount 01 produce OB ... required. to remune
rate a dOle of CRpital and labour belore 'be rise. an amount OR' would luffiee 
al~r &be rile. t.heo the producer'a wrplUl will bI! increued .. UUla in &be ~IUIII 

01 lao. 01 u.. duo .. p ..... 1ecI In 8g. 1lI, .nih .,.w ... "bleb Ibo ......, ... 
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limitations of that bounty:JBut it must be remembered that VI, II, 4-

inequalities of si!l!!.tion relatively to the best markets are pn>d-;;;;r'. 

just as powerful causes of inequalities of producer's surplus, ='b' 
as are inequalities of absolute productiveness' . ) of,:! 

This truth and its chief consequences, many of which ~ly, 
seem now so obvious, were first made manifest by Ricardo. ~h' 

lHe delighted to argue that ~us can be"reaped fromiwl;."'" 
the ownership of those of nature s gifts the supply of which 
is everywhere practically un1imJ"1ea: and in particular that 
there would be n~lus from land if there were an 
unIimi~pply of it all equaD! lertile and all eq1!!Jly 
accessible. He carried this argument further, and showed 
thatan improvement in the arts of cultivation, equally 
applicable to all soils (which is-equivalent to a general 
increase in the natural fertility of land), will be nearly sure 
to lower the aggregate com·surplus and quite sure to lower 
the aggregate real surplus derived from the land that supplies 
a given population with raw produce. He also pointed out 
that, if the improvements affected chiefly those lands that 
were already the richest, it might raise the aggregate surplus; 
but that, if it afiected chiefly the poorer class of lands, it 
would lower that aggregate very much. ) 

I England is 10 small and 10 t.bieldy peopled, that ereo milt and ngetablel 
wbieb requhe to ~ marketed quickly, and ereo. hay iD spite of ita bulk, can te 
laD' ac:ross the eoUDtry a& DO inordinat.e ezpense: while for the ataple products. 
com and 6ve .&oct, the cultivator can eel nearly &he same ne' price in whatever 
pan of England be is. POI' &hiI reason English «onomia" han aacribed to 
fert.ilit.y the firal raut among the C8UIElI which determine Lbe nlue 01 agri
culwraJ. laud; .d han LftI:Bt.ed .ituation as of aerondary importance. They hRve 
tberefore often regarded. &be producer'. surplus, or rental 'Value, of land .. tl.Ie 
RC811 01 fobe produce which-it. yieMs, over wbnt is returned. to equal capital and 
labour (applied with equal ,kiD) tD land &hal it 10 barren .. to be on &be mugin 01 
cu1t.ivat.ion; withoui taking the boub1e io .tate uplicilJy either thai tile t.wo 
pieeel or land musi be in tile earne neighbourhood, or Lbai teparate allowance 
must. be made tor diflerenoee ill the e.s.penae of marketing. But; this method 
of IpMking did not. come nakually to «onomiatl ill ne" count.riel, where UIe 
richelt. land might. lie uncultivuted, because it. bad not. good. BCCeIB to markets. 
To t.bam situation appeared at. least. equaUy import.lmt. with fertility in determining 
~ vaJ.1I8 or land. In t.b.eir 'fie" land on the margio or cult.i\"ation, was land far 
from marketaj and, t!IpeciaIIy, land far from raiI"a,.. that. lead to good markeu: 
and &.he producer'. aurplus preaent.ed it.8eU to t.hem as the esceal nlue 01 
the rroduce bol'D wel)-sit.uAted land over that which equal labour, eapital (and 
akiUl, would get. on the woaHituated landj allowance being or coune made for 
diO'erencea of fertilit.y. If nece-ary. [n this aeIll8 the Unit.ed Stat.ee: cannot. any 

. longer be regal'l' ......... new country: for aU &he beat. land is taken up, and nearly 
.U of U hal obtained acct. .. bJ cheap rail_'! to • markelol. 
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It is quite consistent with this proposition to admit that 
an improvement in the arts of cultivation of the land of 
England now would raise the aggregate surplus from her 
land, because it would increase the produce without mate
riall y lowering ite price, unless it were accom pauied by a 
similar improvement in those countries from which she 
imports raw produce; or, which comes to the same thing 
for this purpose, by an improvement in the means of com-

. muuication with them. (And as Ricardo himself says, 
improvements that apply equally to all the land supplying 
the same market, "as they give a great stimulus to 
population, and at the same time enable us to cultivate 
poorer lands with less labour, are ultimately of immense 
advantage to the landlords'." ) 

There is some interest in the attempt to distinguish that 
part of the value of land which is the result of man's labour, 
&om that which is due to the original bounty of nature. 
Part of its value is caused by higl.lways and other improve-
ments that were made for the general purposes of the country, 
and are not a special charge on its agriculture.IlCounting 
these in, List, Carey, Bastiat and others contend that the 
expense of bringing land from its original to its present 
condition would exceed the whole value it has now; and 
hence they argue that all of its value is due to man's labour. 
Their facts may be disputed; but they are really not relevant 
to their conclusions. What is wanted for their argument is 
that the present value of land should not exceed the expense, 
in so far as it can properly be charged to agricultural account, 
of bringing the land from its original condition to one in which 
it would be as fertile and generally useful for agricultural 
purposes as it now is) Many of the changes wrought in it 
were made to suit agricultural methods that are long since 
obsolete; and some of them even deduct from, rather than 
add to, the value of the land. And further, the expenses of 
making the change must be the net expenses after adding 
indeed interest on the gradual outlay, but also after deducting 
the aggregate value of the extra produce which has, from 
first to last, been attributable to tho improvement. The 

~'" to bfo Ihhd Chap"'" 
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value of land in a well-peopled district is generally much VI, IS, 6-

greater than these expenses, and often many times as great. 
§ 5. The argument of this chapter so far is applicable Tho • 

to all systems of land tenure, which reoognize private owner- :''"f!':en' 
ship of land in any form; for it i. concerned with that :E'!.l\cab1e 
producer's surplus, which accrues to the owner if he culti- 'yat.em. 
vates his land himself; or, if he does not, then accrues to him::"~ 
and his tenants, regarded as a firm engaged in the business 
of cuitivatiOli.. Thus it holds true, whatever be the division 
which custom or law or contract may have arranged between 
them with regard to their several shares of the cost of culti-
vation on the one hand, and the fruits of the cultivation on 
the other. The greater part of it is also independent of the 
stage of economic deVelopment which has been reached; and 
it is valid even if little or no produce is sent to market, and 
dues are levied in kind and so on'. 

At the present day, in those parts of England where T»!. 
custom and sentiment count for least, and free competition ~~.::.~ 
and enterprise for most in the bargaining for the use of land, :!:d!on:!" 
it is commonly understood that the landlord supplies, and in i.:'!:;' 
some measure maintains, those improvements. which are !halO 
slowly made and slowly worn out.' That being done,. he En~~ 
requires of his tenant the whole producer's surplus which :h:'!'."01~ 
the land thus equipped is estimated to afford in a year of un

l
· po~tan' 

. oracumce. 
normal harvests and normal prices, after deducting enough 
to replace the farmer'. capital with normal profits, the farmer 
standing to lose in bad years and gain in good years. In this 
estimate it is implicitly assumed that the farmer is a man of 
normal ability and enter]?rise for that class of holding; and 
therefore, if he rises above that standard, he will himself reap 

I Pet.ty'l memorable .t.atement. 01 libe law of rent. (Tau and' Conb'llllliolll, 
I"t'. 13) iI 10 wnrded. u 60 apply to all forma of t.enure and t.o aU at.agee of 
civi.li7.ation:-"Suppoee .. man could with his own banda plant .. certain acope of 
Land with Corn, t.bat iI, could Digg, or Plough; Harrow, Weed, Reap. Cany 
home, Thresh, and Winnow. 10 mucb u the Husbandry of thiI Land requires; 
and had withal SooJ. "herewith to .ow the same. I eay, that when tbiI roan 
hath IUbduct.od hiI I88d out. of tbe proceed. oJ' his Harvest, and also wbat bimseU 
bath both eaten and given to othera in ucba.nge for Clotbee. and other Natural 
neceasariee; lhat &be Remainder of Com, is t.he balowa! ao.d Vue ReD, 01 fobe 
Land lor &bat yearj ao.d &be .eeliufft 01 .. veo. yean, or rat.ber 01 10 many yean 
III make up the Cycle, wiUllD which DPJl\rt.lui and Plentiel mllot. Uleir IeTOlut.ion., 
dolob Ii .. &be 0ldiAarJ Beb' or b Land. to Oom." ., 
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VI,IX,5. the benefit; and iI he falls below it will himself bear the loss, 
and perhaps ultimately leave the farm. In other words, 
that part of the income derived from the land which the 
L~ndlord obtains, is governed, for all periods of moderate 
length, mainly by the market for the produce, with but 
little reference to the cost of providing the various agents 
employed in raising it; and it therefore is of the nature of 
a rent. And that part which the tenant retains, is to be re
ga,rded, even for short periods, as profits entering directly into 
the normal price of the produce; became the produce would 
not be raised nuless it were expected to yield those profits. 

The more fully therefore the distinctively English features 
of land tenure are developed, the more nearly is it true that 
the line of division between the tenant's and the landlord's 
share coincides with the deepest and most important line of 
cleavage in economic theory'. This fact perhaps more than 
any other was the cause of the ascendancy of English 
economic theory early in this century; it hclped English 
economists to pioneer the way so far ahead, that even in 
our own generation, when as much intellectual activity has 
been devoted to economic studies in other countries as in 
England, nearly all the new constructive ideas are found to 
be but developments of others which were latent in the 
older English work. 

The fact itself appears accidental: but perhaps it was 
not. For this particular line of cleavage involves less friction, 
less waste of time and trouble in checks and counter checks 
than any other. It may be doubted whether the so-called 
English system will endure. It has great diasdvantages, and 
it may not be found the best in a future stage of civilization. 
But when we cop1e to compare it with other systems, we 
shall see that it afforded Sl-eat advantages to a country, which 
pioneered the way for the world in the development of free 
entcrprise; Bnd which therefore was impelled early to adopt 
all such changes as give freedom and vigour, elasticity and 
strength. 

I In tecbnieallanguage i' ia tIM dist.iOCtiOD beto;rr('ft the quasi-reDia "hicb do 
D'lt, and lobe prontl "hicb do, dinlt'Uy ealM iD.$o ibe Donna! aul'pq pricII 01 
produce lor perioda 01 modoralo i""llLb. 



CHAPTER X. 

LAND TENURE. 

§ 1. IN early times, and in 80me backward countries VI, x, 1. 

even in our own age, all rights to property depend on general Ead-;
undezstandings rather than on precise laws and documents.\::,; of 

In so far 88 these understandings can be reduced to definits lob Dwe ••• terms and expressed in the language of modern business, go....uy 

they are generally to the following efiect;-The ownership of :::= 
land is vested, not in an individual, but in a firm of. which :!1I!d ':" 
one member or group of members is the sleeping partner, =:OD 
while another member or group of members (it may be Ihan ~y 

a whole family) is the working partner'. ::"'..:: 
(The sleeping partner is sometimes the ruler of the Stats, ~ 

sometimes he is an individual- who inherits what was once lan,!!!ify"' 
the duty of collecting the payments due to this ruler from~ •. 
the cultivators of a certain part of the soil; but what, in == 
the course of silent time, h88 become a right of ownership, 
more or le88 definite, more or less absolute. )If, 88 is gene-
rally the case, he retains the duty to make certain payments 
to the ruler of the State, the partnership may be regarded 
88 containing three members, of whom two are sleeping 
partners". 

1 The deeping partner may be a vilbge communi'Yi but recent investigation-. 
eepeciaUy those of AU Seebohm, have git'ell cause for believing that; the com
mUDit.icl were DOt. o1t.eD. "free" and. ult.im.akl onell of t.be land. For a IUDUIlRIJ 
of \he controversy as &0 the paR which the village community bas played in the 
hiltory of England the reader 11 referred to the first chapter of AaLley'a .Eeorw.ic 
BiMory. Ment.i.on has already bema made of the w.ya in which p.r:imitive fol'Dl8 
of divided oWDeraWp of the land hindered progress, I. D. 2. 

I The arm mDy be furt.bu enlarged by the inUoducLioa of an intermediary 
"tau coUoct.e paymenlil from a Dwnber of cullivatom, and after deduct.ing .. certaiD 
aha.re, bo.ndi &hem Ofti' &0 &be bead of t.be finn. He ia Dot .. middleman in the 
eeme iii which &he word is tiled. ordinarily in England; &hat is. be is no' .. sub
OOIlt.ncloor, liable to be clismJ8Ied. a' t.be end of • ~ .. period. tOl' wbicb be hl1ll 
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VI, Z, 2. 

.. dlWo 
ahare 
of the 
produce 
II Dot a. 
true rent. 

Dul 
CUllom 
ia much 
more 
plutic 
than ... 
&'1 
appears, 

LAND TENURB 

The sleeping partner, or one oL them, is generally called 
the proprietor, or landholder or landlord, or even the land· 
owner. But this is an incorrect way of speaking, when he is 
restrained by law, or by custom which has nearly the force 
of law, from turning the cultivator out of the holding by an 
arbitrary increase of the payments exacted from him or by 
any other means. In that case the property in the land vests 
not in him alone, but in the whole of the firm of which he is 
only the sleeping partner, the payment made by the working 
partner is not a rent at all, but is that fixed sum, or that 
part of the gross proceeds, as the case may be, which the 
constitution of the firm binds him to pay; and, in 80 far as 
the custom or law which regulates these payments is fixed 
and unalterable, the theory of rent has but little direct 
application. 

§ 2. But in fact the payments and dues, which custom 
is supposed to stereotype, nearly always contain elements 
which are incapable of precise definition; while the accounts 
of them handed down by tradition are embodied in loose 
and vague impressions, or at best are expressed in words 
that make no attempt at scientific exactness'. 

osl .. hoWII We can watch the influence of this vagueness in the 
even by , 
_n~ agreements between landlord and tenant even in modem 
Englisb 
IWolory. England; for they have always been interpreted by the aid 

of customs, which have ever been imperceptibly growing 
and dwindling again, to meet the changing exigencies of 
successive generations. We change our customs more quickly 
than our forefathere did, and we are more conscious of our 
changes and more willing to convert our customs into legal 
enactments, and to make them uniform ". 

CODtracted to coned the paymente. He is • partner in $be 8rm, baving rigbts in 
tbe land lUI real as t.hose of the bead pRrtner, $bough, it may 00, of inferior value. 
The case may be even more complex f.ban this. There may be many intennediat.e 
holden between the actual culUvatoJ1l and the person wbo holds direc1 from the 
State. The octuRI cultivators alao vary greatly in the character 01 their interesta:i 
BOrne baring a right. to ait at 8zed l'Cnte and to be altogether ezemp' from 
enhancement, some to ait at renfa which are ellbanceahle only under cenain 
pl'88c.ribed condiUons, lome being mere tenanf.a from year k» ;year. 

l Prot. MaiUand in the article on CotIrC Rolli ill t.b.e Dietiotuny oJ PolillCtll 
Ec:oumy obaervea tba' "we Iball Dever know bow far Ole tenure of t.be mediae ... 1 
tenant wall prec&rioUl unW these documents bave boon esaminod.'l 

• Thill Mr 1'uIoy'1 CommIIIoo 01 the 801110 01 CommODI in 1848 .. porIod, 

• 
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At the present day, in spite of minute legislation and VI, z, B. 

carefully drawn agreements, there remains a wide margin of Ev;;;;-;;;'" 
uncertainty as to the amount of capite! which the landlord ~:.~kUl'" 
will from time to time invest in maintaining and extending ~n .... ~. 
the farm buildings and other improvements. It is in these t.b:'if."'''; 
matters, quite as much as in his direct money relations with ~'i:~ 
the tenant, that the generons and liberal landlord shows ~~ 
himself; and, what is specially important for the general·Im~'un. 

• CODIClOUl. 
argument of this chapter, alterations in the real net rent 
required of the tenant are as often made by a quiet readjust
ment of the shares of the expenses of working the farm 
that are borne by the landlord and the tenant as by a change 
in the money rent. Thus corporate bodies and many large 
private landowners often let their tenants go on from year . 
to year, without any attempt to make the money rents 
follow the changes in the real letting value of the land; and 
there are many farms which are not let on lease and yet the 
rent of which has nominally remained unchanged during the 
agricultural inflation which culminated in 1874, and during 
the depression which followed. But in the earlier period 
the farmer, who knew he was under-rented, could not put 
pressure on his landlord to layout capite! in drainage or 
new buildings or even in repairs, and had to humour him as 
regards the game and in other matters; while just now the 
landlord, who has a steady tenant, will do many things, that 
are not stipulated for in the agreement, in order to retain 
him. Thus, while the money rent has remained stationary, 
the real rent has changed. . 

This fact is an important illustration of the general Th~ . 

proposition, that the economic theory of rent, the Ricardian ::.I':.i'" 
theory as it is sometimes caIIed, does not apply to modern .. hoB 

"That. dill'enmt. usagee baTe long preniled. in different. eounties and. dislrictl 01 
UM country, conferring. claim on lID outgoing tenant. tOl' nrious operotionl of 
husbandry .•.. TbaL these Ioeal usagaI are imported into leueI 01' agreementa. •.. un
leal the &erma of the agreement. up!'eSSlJ', OJ' by implicaUon, negative web a pre
aumptioD. That. in certain p&rtl of Lbe country a modern usage boa apNng up, 
which confer. .. right. OD the outgoing t.enanL to be reimbursed certain expense!l .•• 
oLbe, U1AO tho. abon referred. to •... Tha' t.hia usage appears to baft croWD out. of 
imprond and spirited 8Ylt.ema of fanning, inYOlving • large outlay of eapiial. ••• 
ThilL lh_ (new) usages baft graduaUy growu into genfnt.l ao.:eptance in certain 
diltriell, _nlil !.bay have ultima ... , _ reoognisod Ibe!e u !.ba CUllom 01 
&be counirJ." M&D.J of ..... DOW..rorced. by law. See below, f 10. 
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VI, '" 8. English land tenure without many corrections and limitations 
'll:~ both as regards substance and form; and that a further 
Rieardian extension of these corrections and limitations will make the 
BD

od
alY8is to theory applicable to all forms of Medil8val and Oriental land 

m em 
English tenure, in which any sort of private ownership is recognized. 
:::tlemo; The difierence is only one of degree • 
..... n.. § 3. But the difference of degree is very great. This 
:;.=:.' is partly because in primitive times and backward countrie.. 

the sway of custom is more undisputed; partly because, in 
the absence of scientific history, shortlived man has little 
better means of ascertaining whether custom is quietly 
changing, than the fly, bom to-day and dead to-morrow, has 
of watching the growth of the plant on which it rests. But 

. the chief reason is that the conditions of partnership were 
expressed in terms which were seldom capable of exact 
definition and measurement. 

~~:I For the share of the senior partner in the finn, or the 
p........ landlord as we may for shortness call him, generally included 
~::.:~ (either with Or without a right to a certain share of the =. and produce) the right to claim certain labour services and 
capableol dues, tolls and presents; and the amount which he obtained 
UDcon-
.. iou> under each of those heads varied from time to time, from 
modillca-
lio. in place to place, and from one landlord to another. When-
'::;! ever payments of all kinds made by the cnltivator left 

him a margin beyond the necessaries of life for him and 
his family, together with those comforts and luxuries which 
were established by custom, the landlord was likely to nee 
his superior strength to raise the payments in some form or 
other. If the chief payments were a certain share of the 
produce, he might increase that sbare: but, as that could 
seldom be done without an appearance of violence, he would 
be more likely to increase the number and weight of his 
minor imposts, or to insist that the land be more inten
sively cultivated, and a larger part of it be given to crops 
that cost much labour and are of great value. Thus changes 
went on, smoothly for the most part, silently and almost 
imperceptibly, like the hour-hand of a clock; but in the long 
run they were very thorough'. 

I Thill ibe "ala of • eerriae cI • caNJD Dumber 01 .,., ..". would depa:ad 
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The protection which custom aftorded to the tenant was VI, z, s. 
not indeed unimportant even as regards these duea. For he Th.

always knew pretty well what demands he would have to r:;" 
meet at any particular time. The moral sense of all around cua\Oll1. 
him, high and low, protested against any attempt on the 
part of his landlord to make a sudden and violent increase 
in the payments and dues, the tolls -and fines which were 
recognized as usual; and thus custom rounded oft the edges 
of change. 

It is moreover true that these vague and variable clements 
of rent were generally but a small part of the whole; and 
that in those not very rare cases in which the money rent 
remained fixed for very long periods together, the tenant 
had a kind of partnership in the soil, which he owed partly 
to the forbearance of his landlord if it happened that the 
true net value of the land had risen, but partly also to the 
constraining force of custom and public opinion. This force 
in some measure resembled the force which holds rain
drops on the lower edge of a window frame: the repose is 
complete till the window is violently shaken, and then they 
fall together; and in like way the legal rillhts of the landlord 
which had long lain latent 'were sometimes brought suddenly 
into action in a period of great economic changel • 

parLlyon t.he prompLDoss ",ilob which Lhe Jabourer left hill own hayfield when 
called. &0 that. 01 hiB landlord, and on tbe energy he put into his work. Hia own 
right.. JUCh BI &hat. of euLting wood or WrI', were e1ut.ie; IlDd so were those 01 hiI 
landlord. which bound him to aDo" Boeb 01 pigeons to devoU!' hia cropa unmolested, 
to grind his corn in the lord', mill, and to pay &olII levied on ~e lord.', bridge. and 
in bit marketa. Nest, the fin. or preaentl, or "abwabl" 81 t.hey are called in 
India, whieb the tenant. might. be ('aIled on to pay. were more or leu elastic, not. 
onl,. ill their &mOunY but. in Ule oecui01l.8 on which t.b.ey wem levied. Dodel' 
the Mogula tbe Wlant.8 in chief bad oft.en to pay a vaat. number oJ IUCh impoatl 
In addit.ion to t.heir nominally fixed .hare 01 the pl'OCiuc:e: and they pBUed these 
on, iDcreued in weight. and with additioDl of their own. to ~ inferior t.enanU. 
1'be Brit.iah Gonrnment; baa DOt. leried them it.seU; but it b .. Dot been allie, in 
.pilot of many efforts. to protect. the inferior tenants from t.hem. POJ' iD.danee, in 
101M pan. of Orissa, Sir W. W. Huol.er fouod thaI. the LeomY had to pay, besid. 
Lheir cuftomarJ' rent., 33 differeDt ceuee. They paid wheneYet one of their ebildreD 
married, &hey paid tor Jean &0 erect embankmenta, t.o grow .ugar"caDl~, f.o Ilt.tend 
&be leapya! of Juggemaui, ek:. (ONN, L 66-9.) 

• In India at. the preeent. dme we _ wry YariOUl lonna of t.en.ure emUng 
,ide by side, IOmetimes uod., t.heo earne Dame and IOmeUrnee under diat"rent 
Dam" There are places in which 'be raiyatl and lb, .uperior holdera own 
between them Lhe propeny iD the land subject to definite dUll to Oovemmen' 
mil wbere t.bo rajy .. , it .. DO' 0Dly from beiDg ojeeled, bu' aIeo from being 
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VI, .. &. § 4. The qllestion whether the payments made by tbe 
oultivator for the us. of bis land sbould be reckoned in 

compeUed by lear 01 violence &0 pay over to his filperiOJ' holder more tblm th~ 
chare of the producer', aurplua, which cut&om ItrictJy preacribM. In that cue 
Ute paymeat. which he makes is, .. baa alrer.dy been said. ISimpl,y dle bBDding over 
kt the other partner in the drm. of ~, ahare of the receipt. of Irhe .firm which 
under the unwritten dead. 01 pannerahip be10rtgl to him. It. iI Dol a reat. at. all. 
Tbillol'fD of tenure, boweyer, exiat.a only ill t.h0lH' pan.. of Bengal in which there 
bave been DO great. rec:eat. dislocatoiona of the people, and in which &be pollce are 
tuIfieientiy active and upright. to prevent the auperiot boldeD hom foyrannJzing 
OYer the inferior. 

In the greater part. of India the cultivator hold. direcil,y from t.1I Govemmenl 
under & 1eaae Lb. &erma of whicb can be revised at. intervals. And lb. principle 
OD which thou !easel are arrangad, especially in the North-Weal and Nort.b-Eu~ 
"here new land iI being settl6d, ill to adjUlt. the annual paymen&l due for it. to &b. 
})robab1e Surpllll Produce of the land, after deduding the euU.iva&or'. necessariea 
Mld biI lillie lU%wi-. accordiDg to the cw:tomary ltaDdard of &be place, and on 
the auppositJOD that. he cult.ivata with the energy and akiU that. are nonnal in Irhal 
place. Tbue as bet.ween maD and man in t.he laDle plnce t.he charge ill 01 the nature 
"Of economic reo," But., Bee anequal charges wiU be Je'ried in twa diat.rietl 01 
equal fertility, 01 which one is cult.i"at.ed bl a VigoroUl and the ot.her by. feeble 
popuLr.tion, ita method 01 adjustment. &I between dilIenmt diltricta is ratbv that 
01 a tax, t.han a rent. Pot taus are supposed \0 be apportioned to the D!!t 
income which .dually iI earoed, and reoy tio '-bat which would be eamed by ... 
individual 01 'DOlIDai ability: • eucceuful traller will pay OD ten timel &I large 
aD &etuaJ iDeome teD Urnes u large .. fA!. u hia neighbour "ho KVell in equally 
.mnnt..lgeoUi premise. and pays equal ren"-

"he whole hil&ory 01 Indi. recorda little 01 that. quiet. au,bility which baa come 
over Ute tural patta of England ainte war, famine, and plague have ceased. to visit. 
.. E:t::Mnai.,.. movemente aeem to have been nearly ..... a,.. in progresa, partly 
in coo.sequenCl of the rec:ummce of faminea (for, u the Statistiml Atiu of India 
.ho .... there are very few districts which have not. been ,,1sited at. least onoe by a 
aeven famine during this century); partly 01 the devastating wan which one eet. 
of CDnquerors Illier another hu Inflicted on t.he patient people; and partly of the 
rapidil.y with which iIIe rich., land Ievertl &0 • &hick jungle. The bnd wbieh 
baa wpported t.be largest. population iI that wbieh. when deprived of ill bumaD 
Inbabit&nu. moet quickly proridea abady harboUftli for wild beuta. far ftIIGIDOUI 

1Dakea. .nd for malaria; lheee preT8Dt t.he ref.UrD of the relugeea to- lbeil old 
bom .... and cauae them 01_ to wander far before LbC1 .ttle. WhED land baa 
been depopulated, lhOMl wbo baft the coobrol o1'llr it. wbether tbe Ooftmment. 
or private per8ORa, oJI. very f.youn.ble &erma ill order to attract cruJUnto .. 
from eLsewbete; t.bia compeloiLioD fer tenanb 'Very much inftueneea the relat.ionl 01 
eultivatom and IUperior bolders ftIr • long distAnce around them; IUId t.betefore, 
ill additJon to the ebUlgei of CUlWlDary tonure, wbich, &hough impalpable .t l1li1 
6ime, haft been alwa,. going on. d1ere have been iD almoH en" place mllD1 
epoeM ill whicb the eonloinuil.y even of She lomlu eaatom baa heeD. bl'Okea aDd 
teen eompeloition bu reigned. IUpreme. 

These dilt.urbing forcel of war, funine, and plague were frequent in medJ8nl 
England, but ~eir riolenee wu leaL And lurth&r. .ate rawl of mO'VeDlfll' of 
Dearly all ch_ fa ladia hu __ tor tbe II would ha .. _ if U. 
a~ period of a generation 1l'UtI u long &III tD the mldeJ' elimate of England. 
Peaoe and prosperi~,. therefore enable IndiRU popuJatJom to recovel from ... 
oe.Iamiti. mOn! qwcklYi and \he traditioDi which each genentiGD bokll of 
.... doingt of U. le.tbera IoDd gnndfat.hUl I'UD baak 'lor • Ihorter Ume. ID \bat ...,01 at comparati.w, recent czowlb an raQft eaailJ belie.. to ban .. 
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money or in produce is of growing interest with reference VI, Z, " 

•. to both India and England. But we may pass it by for M.;-' 
, the present and consider the more fundamental distinction b; = 
. between the .. English" sy.tem of rental and that of hold· 
ing land on .. share.... as it is called in the New World. or 
the" Metayerl " sy.tem as it is called in the Old. 

In a great part of Latin Europe the land is divided into h .. mmy 

holdings. which the tenant cultivate. by the labour of him· ~=: 
self and his family. and sometimes. though rarely. that of l'::erica. 
a few hired labourers, and for which the landlord supplies . 
buildings, cattle and •• ometimes even. farm implements. In 
America there are few agricultural tenancies of any kind. but 
two-thirds of those few are small holdings let out to white 
men of the poorer class, or to freed negroes. on .ome plan by 
whlch labour and capital share in the produce". 

I&DcUon of antiquity. Cbaoge caD moTe faatel' withou," being recognized u 
change. 

Modem anal,. may be applied &0 &he contemporary conditions of IaD.d &enuIe 
In India and other Oriental count.riea. the eridence as to which we can uamine and 
c:IO"-6T'mine, ill loeb .. way III to throw light on &he oblcure and fragmentaf1 
ftICOl'dI 01 medieval land tenures, whieb may indeed. be ezamined, but cannot be 
CIOIHxamjned. There is of course great. cianger in applying modem methoda to 
primitive oonditiona: U it easier to misapply &hem thao to apply them rightly. 
But t.he use.rt.ion. which bY been IIOIDeWnea made, that t.hey canno' be 1l8efully 
applied M all appean to be based. on a conception of the aimB, methoda and resultt 
of analyaiI, which hal little in common with &hat pft!l8eD.t.ed ill t.biI, and other 
__ See..! BtFl.inlbo-.. .. J ......... S.pt.l89I. . 

• The &enD Metayer applies properl,. onJ,y to casea in which the landlord', 
.bare or the produce is one-half; but. n is uaually appUed to all arrangementa 
01 &biB kind "haanl' the landlord'. mare be. It mUll- be diatiDguiahed hum 
lhe Stock: 1eaae I7'tern in whieb the landlord. provided part at. least. of t.be 
It.ock, btU t.he t.enant. managed. the lann enUrely, at.· hill own risk wbjed to a 
bed loDDual payment. to &he landlord. 101' land and .t.oct.. In med.iJBval England. 
IhiI .,._ .,11 mw:h IIIOd, and Ibo Metayer .,._ appearll Dol 10 have heeD 
unknown. (See Rogers, 8V C""""" 0/ Work an4 W_. ch. x.) 

• In 1880 '14 per cen'- of the fanDI of the Uni~ State. were cult.ivat.ed 
by ~ owners. 18 per cent., OJ' more lhart t.wo~t.birdI of the leouwuier. were 
NOted for a &bare of the produce. and only 8 per cent.. WtU'e held OD the 
English ayatem. The largest proportion of farms bt. were cultoivated by pv-
1001 other t.haD their OWDerll were in the Sout.bem Statell. In IOlD& C&8OI the 
Iaodowner--tbe lanDer AI he is called them--w.ppu. Dot only hOl88l and 
mw., bu' iheir feed; and in t.bat. CUll t.be cultoivator-wbo in France would 
be called DOt. a Metayv but. a Maltre VaIe\-U alrnoat. in t.be pOIition 01 • hired. 
labourer paid by a abare of "hat. be gef.l; .. is fOJ' inaknce a hired 6abennan 
wrn.e pay iI Lb_ value of a pan of the catch. The tenant.'. Ihare van. from 
ODe-libird, where t.he land. iI rieb and t.be crops such 81 too require little labour, .., 
four-tiCt.hI. "heN t.here 11 much labour and the landlol'd. suppli81 litt.le capital 
There iI mucb too be pined from a Itwiy of ~ IIlIUly varioua plana 0Zl which t.bI 
Ibare cont.r&ct. iI bued. 
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VI, z, '" This plan enables a man who has next to no capital of 
II ~ to his own to obtain the use of it at a lower charge than he 
:!:t.':::' could in any other way, and to have more freedom and 
=!"~, responsibility than he would as a hired labourer; and thus 
&be ad· the plan has many of the advantages of the three modem 
:i.!'"" systems of co'operation, profit sharing, and payment by 
.=~;;:... piece·work1• But though the metayer has more freedom 
!~~I!. than the hired labourer he has less than the English farmer. 
i:'~ His landlord has to spend much time and trouble, either 

Ii.... of his own or of a paid agent, in keeping the tenant to his 
work; and he must charge for these a large sum, which, 
though going by another name, is really earnings of manage-

II lb. ment. For, when the cultivator has to give to his landlord 
.. ntrol 
.1 lb. half of the returns to each dose of capital and labollr that he 
!f~:U:.ia applies to the land, it will not be to his interest to apply 
::!~:~.n any doses the total return to which is less than twice enough 

, to reward him. If, then, he is free to cultivate as he chooses, 
he will cultivate far less intensively than on the English 
plan; he will apply only 80 much capital and labour 118 will 
give him returns more than twice enough to repay himself: 
so 'that his landlord will get a smaller share even of those 
returns than he would have on the plan of a fixed payment". 

This is the case in many parts of Europe, in which the 
tenant has practicallixity of tenure; and then it ia only by 
constant interference that the landlord can keep up the 
amount of labour he puts on his farm, and keep down the 

• The relatione bfotwoen publiaher and author OD t.be ttbalf-proO.t.s" Iy.tem 
reeemble in mlUlJ wayl thOle be~ween landlord and metayer • 

• TWa ,on be moo' clearly .... by aid of diagmma of \be ..... kind .. 
UIUM uaod in IV. m. A. tMGnfNAc:tN II:VrN would be drawu .tanding one-baH 
(or one-lhird or lwo-dlirdl) .. bigb obo1'8 OD .. ~c doell; Lbe area below 
tbat; CW'Y8 would . repreMlnl the leDaot.'. ahare. that. above Lh. landlord's. 
OR being, .. before, ~. ret.urn required &0 nmunerakt Lbe _an, for one dOle; 
be will, if leU t.o his own devices. DO' carry euiLivation beyond &he poiD' at 
"bic.b \he &eoan,'t-ahale curve co*' Be: and ibe landlord', will Irherefore be .. 
lea proporLion of tbe reLuma &0 .. Iligbf.er cultivation f.bao under the Engliab 
plaa. Diagraml of t.hiI kind tna,. be UIed. to WusLrat.e Lhe ... y ill wbic:b 
kicardo'. analysis 01 lbe C8USN lbat govem &he ProdUce" Surplus from land, 
apply to 8J'Itemi of MoUftl oLber tbDD. Ule Engliah. A litUe further change will 
up, tbem &0 aucb custotnl &I those found in Pema. where land lilelf ill of 
lDlall value; and .. Lb. baJ'VelL ill divided. into .oft parts, whieb are apporUooed 
.. rouo .... one par. to each: ]. laud; I, wa\el lor irrigation, etc.; S. 88edi 
., labourj 6. buUocu. The IandlQ.-d. pneralIJ ow. lowo. .., be p •• wo-arLbl 01 
&h, harYeH.-
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use he makee of the farm cattle for outside work, the fruite VI, z, 15. 

of which he does not ehare with his landlord. -1 

But even in the most stationary districte the amountbul U 1110 

and quality of the stock which custom requires the landlord :::~ta 
to provide are being constantly, though imperceptibly, modi- :::"~.':;' 
lied to suit the changing relations of demand and supply. d

l 
iff.~~' 

• rom WIGle 
And if the tenant has no fixity of tenure, the landlord can .D &be 

deliberately and freely auange the amount of capital and :i!tlisb 
labour supplied by the tenant and the amount of capital 
supplied by himself to suit the engenciee of each special 
casel _ 

It is obvious then that the advantages of the metayer 
system are considerable when the holdings are very 8JIlall, 
the tenante poor, and the landlords not averse to taking 
much trouble about 8JIlall things: but that it is not suitable 
for holdings !ergs enough to give scope to the enterprise of 
Jln able and responsible tenant. It is commonly associated 
with the system of peasant proprietorship; and we may con
sider that next. 

§ 5. The position of a peasant proprietor has great The 

attractions. He is free to do what he likes, he is not r",~"'r 
worried by the interference of a landlord, and the anxiety .~:.any 
lest another ehonld reap the fruite of his work and self-deuial. and many 

1 TbiI II alre&dJ dODe in America. IUld in many paN of France; and lOme 
good judgel think that \he practice may be utended largely. and infuee Dew life 
into what. • lit.tJe "bUe ago waa regarded .. t.he decaying 8J8t.em of Meta,... 
U worked out. thoroughly, it. will result. in lobe cultivation being carried just. about. 
as tar and &flaming the IaDdlord &he arne iDeome AI be would have on the 
Eogliah plaD tor equally fMti.le and. weI1 .. it.uated land equipred with the I8IIle 

capital, aDd. iD. • place iD wbicb &be nomW abilit-y and IO.lmpriee 01 candida_ 
tor farmI ia the I8IDe. 

On the elaat.icity 01 M",-yage in Prance 1M an article by DiggI and LambeliD 
iII the EcouaiG JftI'fWJ, March 1694.; and. Leroy-Beaulieu, RlpanuiOfl .. 
RicAuI_, ch. 11'. 

Slatting .. In u.. lad D.... 101 &be Cin:ulating eapilal IlUJ>ptied by &be 
landlord. be repreaeot.ed b,. the distance OK· marked off along OD. TbHl, if 
\he landlord controls &be lIDOun~ OK freE'ly and in hiI own intere8~ and HD 

bargain with bit Wiant .. &0 the amount of labour be appliM. it CIlD be 
prond. geome&rically &bat be wiD 10 adjust it a.s to fome the tenant to C1Jl.. 
lin... the land just .. Intensively .. he would under the Engliab tenure; 
mel lUI ahara wiD then be &be arne III under it. U he cannot modify the 
unount OK, bu~ ean .Lill eonkol lbe 1UD0un~ of Ute tenant'. labour, then wiUt 
tertaln ahap. of &he produce curve, the cultivation wiD be more intensive than 
l\ would be on the Eng1iah plaa.; but the landlordJ

• ahare will be IOm.What Ie-. 
_ -Tbil pamdosieal Null, hu lOme lCieot.i8c int.eree, but IiLIle pmcl.icaJ. imporf.anol., 
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VI. ". 5. His feeling of ownership gives him self-respect. and stability, 
....... 01 of character, and makes him provident and temperate in his 
bappiDeu; habits. He is scarcely ever idle, and seldom regards his" 

work as mere drudgery; it is all for the land that he 10veB! 
so well. 

=~i.:ty "The magic of property turns sand into gold," said! 
peD~noWl. Arthur Young. It undoubtedly has done eo in many cas"; 
r:t';t'::'o;" in which the proprietors have been men of exceptional 
:;:'~::~I energy. But such men might perhaps have done as well OIi 
work"". better if their horizon had not been limited to the narro, 

hopes of a peasant proprietor. For indeed there is anoth~ 
side to the picture. "Land," we are told, "is the best 
savings-bank for the working man." Sometimes it is the 
second best. But the very best is the energy of himself and 
his children; and the peasant proprietors are so intent 011 
their land that they often care for little else. Many even of 
the richest of them stint the food of themselves and their 
families: they pride themselves on the respectability of theu, 
houses and furniture; but they live in their kitchens for 

, economy, and are practically worse housed and far worse fed 
than the better class of English cottagers. And the poorest 
of them work hard during very long hours; but they do not 
get through much work, because they feed themselves worse 
than ·the poorest English labourers. They do not under· 
stand that wealth is useful only a8 the means towards a 
real income of happiness; they sacrifice the end to til 
meansl. 

Tbe.. And it must be recollected that the English labour 
are lOme • • 
weO-to-do represent the failure rather than the succe88 of the Englis 
~~.:!:. and system. They are the descendants of those who for man 
g=:"t successive generations have not availed themselves of th 
~~'!'tu,':.'1 opportunities by which their abler and more adventurou 
many rieb neighbours were rising to leading posts at home, and, wlm 

• The term "PeaIIUl' propriet.ozolJ fa a ve.ry neue ODe: il includ811 man1wb 
by thrift,. marriagu have coUect.ed 101.0 one band &be teIUlla of _nraI 
tiona at bard. work and pat.i ... , tal'ing; and in F'ianee tome 01 &beee were able 
Ie.Dd freel, to the Gonmmen' after the great war with Germany. B.t &be .. Yin 
01 \he ordinary peaIlUl' are on a very lIllaU leal, j IILD.d in &brae cuee ou' of .... 
hilland iI .tanH for nul 01 capital: be may have a lil.~ mODe, boarded. 
iBnete4, bu. 110 pod. pouod. have beeo mown for bali •• iDa th .. be 01_ 
muoh. 



PBASANT PIIOPRJBTOB8 647 

is far more important, wexe acquiring the fee simple of a VI, z,l!. 
great part of the sunace of the globe. Of the causes which m.;;;;;-.... 
have contributed to make the Engliah race the chief owners ~~ :~rld 
of the New World, the most important is tbat bold enter- ~.:.w wb.o 
prise which bas made a man, who is rich enough to be a descended 

peasant proprietor, generally refuse to be content with the If,:1isb 
humdrum life and the narrow income of a peasant. And I.bo ...... 

among the call8ell which have fostered this enterprise, none 
is more important than the absence of the temptations to 
wait about for a petty inheritance, and to marry for the aake 
of property rather than in the free exeroise of individual 
choice-temptations which have often dulled the energy of 
youth in places in which peasant propertiea have predomi-
nated. 

It is partly in consequence of the absence of theae temp- The 

tations that the" farmers" cf America, though they are men t;:;;::.m 
of the working cl .... cultivating their own land with their 
own hands, do not resemble .. peasant proprietors." They 
invest their income freely and wisely in developing the ener-
giea of themselvea and their children; and these energiea 
constitute the chief part of their capital, for their land gener-
ally is as yet of but little value. Their minds are always 
active, and though many of them have little technical know-
ledge of agriculture, their acuteness and versatility enable 
them to find out almost unerringly the beat solution of the 
problem immediately before them. 

That problem is generally to obtain a produce large in Am." .... 
proportion to the labour spent on it, though small in pro· :::.i:l'.~! 
portion to the abundant land at their disposal In Some 
parts of America, however, in which land is beginning to get' 
a scarcity value, and in which the immediate neighbourhood 
of good markets is making an intensive cultivation profitable, 
the methods of farming and of tenure are rearranging them-
selvea on the English model. And within the last few years 
there have been signa of a tendency on the part of native 
Americans to hand over to persons of recent European 
origin the farms of the Weat, as they have already done 
the farm. of the East; and as they did long ago the textilp 
induetri .. , 
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LAND TENUBB 

§ 6. Let us then turn to that English system of tenure. 
It is faulty and harsh in many respects; but it stimulated 
and economized the enterprise and energy, which, aided by 
England's geographical advantages and freedom from de· 
vastating wars, gave her the leadership of the world in the 
arts of manufacture and colonization and, though in a 1 ... 
marked degree, in agriculture. England has learnt leBBons 
in agriculture from many countries and especially the 
Netherlands; but on the whole she has taught far more 
than she has learnt. And there is now no country except 
the Netherlands which can compare with her in the amount 
of produce per &cre 'of fertile land; and no country in Europ. ' 
·which obtains nearly so high returns in proportion to the; 
labour expended in getting them '. 

The chief merit of the system is that it enables the land· ' 
lord to keep in his own h&nds the responsibility for that part 
and ouly that part of the property which he can look after' 
with but little trouble to himself, and little vexation to his' 
tenant; and the investment of which, though requiring hoth 
enterprise and judgment, does not d.mand constant sup .... 
vision of minor details .. His part consists of land, buildings 
and permanent improvements, and averages in England five 
times that which the farmer has to supply himself; and he' 
is willing to supply his part in the enterprise with thill 
great capita/at a n.t rent which seldom gives interest at 
as much as three per cent. on its cost. Th.re is no othe' 
busineBB in which a man can borrow what.capital h. wants 
at so Iowa rate, or can often borrow so large a part of his 
capital at any rate at all. The metayer indeed may be said 

I n would eeem t,bat England geta more produce per acre oJ fertile !and &ball 
even t.he NeUlerianda, thougb t.bere is some doubt about it. The NeiberIandi 
btLve led the W&J for England in more pau.. of mduatrial enterprise &baD IIlJ 
oiber country hUi and WI en~riae h., cIifJuaed iteelf from &heir tbick., 
_ttered toWlll onr the whole land. But t.bere is error in &be common opiniall. 
that they wilpon .. dense a populalioo. .. England does. aDd 18t ezpod on &.be 
balance a great deal of agricultural produce. For BeJgium irDpoliI a greal part 
of ber food; and even Holland imporll as much food as abe opol1&, Ibougb bar 
non-agrieuitural populauon is smaIL 10 Fnmce, fann crop' and even pota"*t 
aN on lho average only about haIl .. beal'y .. in England proper; and Pranoc 
h", only about. baU \he weigh' of cat.tIe and abeep in proport.ion 1.0 her ... 
en Lbo other hand, 'be Imall enJ&ivatoll of France ncel in poul.." and lNi~ 
and oLher light. bnnch .. 01 producfJ.oo for wbic:b ber IUpub clima ... II woll auikKl. 
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to borrow an even larller share, but at a much higher VI, x, 7. 

rate1• 

The second merit of the English system, which partly .~d i' 
h h . 1 dl d 'd g>veacon-follows from t e firat, is t at lt gives the an or conBl er- aid.robl. 

able freedom in the selection of an able and responsible ~.::"' 
tenant. So far BB the management of land, BB opposed to !:i::;! 
its ownership, goes, the accident of birth counts for less in 
England than in any other country of Europe_ But we have 
already seen that even in modern England the accident of 
birth counts for a good deal in the aooess to posts of com-
mand in all kinds of business, to the learned professions and 
even to skilled manual trades. And it counts for somewhat 
more in English agriculture: for the good and bad qualities 

. of landlords combine to prevent their selecting tenants on 
strictly commercial principles, and they do not very often go 
far afield for a new tenant'_ 

§ 7. The number of people who have the opportunity Impro~ .. 
of making a step forward in the arts of agriculture is very =c~:':.re 
great. And since the different branches of agriculture differ :I.~i,. 
from one another in general character less than do those of 
manufacture, it might have been expected that new ideas in 
it !"ould have followed one another quickly and have been 
speedily diffused. But on the contrary progress haa been 
slow. For 'the most enterprising agriculturists drift towards 
tbe town; those who stay behind live more or less isolated 
lives; and, as a result of natural selection and education, their 
minds have always been more staid than those of townsmen, 
and less ready to suggest or even to follow new paths. And 
further, though a manufacturer is nearly always safe in copy-
ing a plan that has worked well with his neighbour in the same 
trade, a farmer is not: for every farm has slight peculiaritie8 

I For long perioJa the landlord may be regarded .. &Il aeUY8 parf.ner and the 
prNominanfl plU'tnel' in the bUlinosa: for thort period, hiI plaee is rather Lbat of 
U1e lleeping partner. On t.hD part played by his enterprise compaN Lbe 'Duke 01 
ArgyU" U .... ua Foutufa'iou o/Sociel!l. especially p. 37'-

• TheN iI .t.iIl (1907) considerable difference of OpiDiOD .. to Lbo uten' to 
which &be habit. of lobe landlordl combined with the existing lyat.em of tenure 
hinder the ranftaAOD of Dew lIfIlaO holdinga, which might pro,.ide an mwlligent 
labourer with an opportunity lor lLarLing M independent busine81 01 his own, 81 
easily all tbe arUsao. can .Lan .. ret.ai1 .hop a.o(j, "p&irlog buaineB!J in met.al o' 
o\llOl eooda. 
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VI, ~ 7. of its own, 80 that the blind adoption of a plan, that haa 
worked well close by, is likely to fail; and its failure en, 
courages others in the belief that old and tried ways are the 
best. 

Th. 
diJIleuI~y 
of keepinS ..... 
farming 
accounla. 

Again, the variety in agricultural detail makes the proper 
keeping of farming accounts very difficult. 'Xhere are 80 

many joint products and so many by-products, 80 many 
complex and shifting relations of debtor and creditor between 
the several crops and methods of feeding, that an ordinary 
farmer, even if he were as fond of accounts as he is in fact 
averse to them, would have great difficulty in ascertaining, 
otherwise than by a semi-instinctive guess, what is the pries 
that will just pay him to raise a certain amount of extra 
produce. He may know its prime cost with.fair certainty, 
but he seldom knows its true total cost; and this increases 
the difficulty of reading quickly the teachings of ~xperience 
and making progress by their aid'. 

And there is another difference between the mode of Wanto! 
bilit. ih. p!~. action of competition in agriculture and in manufacture. If 

of 0.. uf t' . " h b bl to undertaker one man &0 urer 18 unenterprlSlD.g, ot era may e a e r.;::.dm
• step into the opening which he leaves vacant: but when one 

aGl.;"!. landowner does not develop the resources of. his land in the. 
lb. pan best way, others cannot make up for the deficiency without; 
01 olb.... alii . to I h d dimin" ishin" h . .. i.;' C ng m pay t e tsn ency to g return; so t at' 
::.:.- his want of wisdom and enterprise makes the (marginal) 

supply price a little higher than it otherwise would .bel • I" 

l The dimculty iii eveo. greater in lmaU hoMing.. For the eopitali9\ fanner 
doeI at aU event. measure the prime co.' ill tenne of money. But the cultlo 
Yator working with hill own handl ottea puta into hiI land u much work .. 
be feels able &0 do, witbout elJlimating carefully its montly value In relation • 
u. product.. 

Alr.hougb peasant proprieWlI nwemble the head. of other lImall buain.- ill 
their willingn811 t.o work harder than thoae whom they hire and for .less reward; 
1'1' t.bey diller from the small mas&ers in manufacture in 'his. &hat tbtly of tell do 
no. hire e:rtra labour eYen when it. would pay them wall to do 10. II' aU lb.t. &h1lJ 
and their family can do lOJ' their land it leu lbao enough lor i" it. it paera1lJ 
undeMUluvat.ed: if more, " it oft.eD eulLinted. beyond the remunerative Umil. 
[t. it a common rule tIla' \hOM who gift &be time which iI free hom tbair 
main ocoupation t.o lOme othu indultry, often regard their earningI hi \hill lui., 
bowever low, &I an nt.ra gainj and t.h.y IOm.tim. et'8l\ work below wha, wouki 
be a atarvo.uon wage t.o Lb08ll wbo depend on lbat. induslry for IUpport.. This b 
NpeciaUy kue when lbe Iide-indusUy ill tha' of cultivaUne. parU.J for ibe pi .... 
'Of doiq i" ... aU p10' 01 land witb imperfect appUlUlceL I 

I See VI. Do 6, I.Ild the relueaC81 eiYeD t.here. 
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is however true that the difference between the two cases is VI, %, &, 

only one of degree; mnce the growth of any branch of manu-
facture may be retarded perceptibly by any falling-off in the 
ability and enterprise of the leading firms engeged in it. 
The chief agricultural improvements have been made by 
landlords wbo have themselves been townsmen or at least 
have associated a good deal with townsmen, and by manu
facturers in trades subsidiary to agriculture l • 

§ S. Though nature yields generally a less than propor- Man'~ 
tionate return to an increased amount of labour of a given ~c::l,,,, 
efficiency; man's part conforms generally to the law of in- :'t:.nna 

creasing return (i.e. it increases in eggregate efficiency more l:~ of. ./ 

than in proportion to the number of workers), in agriculture .. ~ 
as well as in manufacture". But yet the economies of 
production on a large. scale are not quite aimilar in the 
two cases. 

Firstly, agriculture.must be spread over the broad land: Agricul'"", 

raw material can be brought to the manufacturer for him :i::~!d 
to work on; but the agriculturist must eeek his work. ~~Jy 
Again, the workers on the land must adapt their work to l!d'::~ 
the seasons, and can seldom confine themselves entirely to ' 
one class of work; and in consequenCe agriculture, even 
under the English system, caunot move fast in the direction 
of the methods of manufacture. 

But yet there are considerable forces tending to push it bultb ... 

in that direction. The progress of invention is constantly:'-::= 
increasing the number of serviceable, but expensive machines, ;:;;.i~,:" 
for most of which a small farmer can find employment during ~.~.::,-::. 
only a very short time. He may hire some of them; but fac ..... 

there are many the use of which he can get only by c0-

operation with his neighbours; and the uncertainties of the 
weather prevent this plan from working very smoothly in 
practiceS. 

• Prothero'. L,lid 1'_"', ch. 'fL git'M IIOIJ¥I fnltancea of prolonged 
resistao.ee &0 cbangel, and addt &hat aD. Act. bad &0 be passed in England .. late 
y 1634 .. agaynat ploWJDIIII b1 &be t.aile. N 

• See [V. DL 6, 8. 
• Bome-"IiOwer.1s dearer relatively to both Iteam-power and hand-power 

in England tban in DlOl' other eountri8ll. Eogland baa takea the lead in the im
proYement of field.team machinery.' The eheapneSl of borse-power tellI generally on 
&be lide 01 mo4elat.e Ibed 'annI ...... "e17 IID&ll onfllj bu' the cheapneu of 
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VI, Z, 8. Again, the farmer must go beyond the resulta of his own 
n .. quires and his father's experience in order to keep abreast of the 
:t!::~y changes of the day. He should be able to follow the move
~::,\,~g . menta of agricultural science and practice closely enough to 

" go see their chief practical applications to his own farm. To do 
all this properly requires a trained and vematile mind; and a 
farmer who has these qualities could find time to direct the 
general course of the management of several hundred, or even 
of several thousand acres; and the mere superintendenee of 
his men's work in matters of detail is not a task fitting for 
him. The work which he ought to do is as difficult as that of 
a large manufacturer, who would not spend his own strength 
on minute supervision which he can easily hire subordinates 
to do. A farmer, who can do this higher work, must be 
wasting his strength on work that is beneath him, unless he 
employs many gauge of workmen each of them under a 
responsible foreman. But there are not many farms which 
give scope for this, and there is therefore very little induce
ment for really able men to enter the business ~f farming; 
ih~ best enterprise and ability of the country generally 
avoid agriculture and go to trades in which there is room for 
a man of first-rate ability to do nothing but high class work, 
to do a great deal of it, and therefore to get high earnings of 
management'. 

If it be assumed, as is the modern fashion, that the 

lJt.eam~power and '"mow" poWOl' obiained from pet.rol, etc., teu. on &be.de of T8r1 
largo forme. neep' in 10 tar II ,he 1111 of field .a.eam machineQ' caD. be hired 
economically and at convenient. t.im .. 

• Tbe experiment. 01 working f&I'IIUI on a wry .large Kale II diftleuU and 
e:rpenaive, because I' requires fann buildingl ud meana of eammunicaLiOD 
Ipecinll, adapted to il; and it. may ha" to onn:ome • good deoJ. of resistance 
from custom and lentimen' no' alt.ogelher of an unhealthy kind. The riU; 
also would be pat; for in IUC'b CaII8I tb<* who pioDeer oftcm ran. &hough &heir 
route "ben weD Vodden may be found to be the _ea' and beet. . 

Our tnOlJ'ledge on many dilput.ed. pointa would be much increued and niuftble 
guidance gained tor the fulu.re if .orne private per8ODI, or joinktock companies, 
or co.operative usoclatlona, would mate a few careful uperimeo_ of wba& haft , 
been eo.Ucd .. Paetory farinJ." 0.0 WI plan &here would be a ceokal ,11\ 01 
buildinga (there might be more than one) from. which roW and eftD ligb' 
tmmwaya eztended ill all directiOllL In Uleee buildings &be reeognized princip_ 
or faetory management would be appUed., machinery would be apecialialcl and. 
8COnomised, ..... te or material would be aYOided. by·product.l ·would be uUH_" 
aod. abo" aU the bel, niD ao.d m8D.lIlD&' power "ould be emplo;,ed. but 00.,. 'ott 
it.. pZOpel' work. 
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farmer is not to work babitually with his men and to VI, z, 9. 

encourage them by his presence, it seems best for the Tb.
economy of production that farms should be as large as :i"':~ 
is practicable under tbe existing conditions of land tenure; FaU "' 

80 as to give room for the use of highly specialized ma- J,::':.rk of 

chines and for the exercise of great ability on tbe part =~r'!':d 
of the farmer. But if a farm is not very large, and if, as ~:!!:.. 
is often tbe case, the farmer haa no greater ability and ob .... 

activity of mind than is commonly to be found among the 
better class of working foremen in manufactures; then it 
would be best for others, and in the long nm for himself, that 
he should return to the old plan of working among his men. 
Perhaps also bis wife might return to some of those lighter 
tasks in and near the farmhouse which tradition ascribes to 
her. They require discretion and judgment, they are not 
inconsistent with education and culture; and combined with 
it they would raise and "not lower the tone of her life, and 
her real claims to a good social position. There is some 
reason for thinking that the stern action of the principle 
of natural selection is now displacing those farmers, who have 
not the faculty to do diflicult head-worl\, and yet decline to 
do hand-work. Their places are being taken by men of more 
than average natitral ability wbo, with the help of modern 
eduC3tion, are rising from the ranks of labourers. who 
are quite able to manage the ordinary routine work of a 
model farm; and who are giving to it a new life and spirit 
by calling their men to come and work, instead of telling 
them to go and work. Very large farms being left out of 
view, it is with rather small farms worked on these principles 
that the immediate future of English agriculture seems to 
lie. Small holdings have great advantages wherever so much 
cars has to be given to individual plants, that machinery is 
out of place. But modem applicatious of scientific methods 
are giving an increasing importance to that economy of 
technical skill which can be attained in a large nursery for 
choice flowers and fruits, with several highly paid assistants. 

§ 9. We may next consider how far landlords will in The_ 

their own interest adjust the size of holdings to the real :::nOI 

Deeds of the people. Small holdings often require more hoJdiap 
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VI, Z, 9. expensive buildings, roads and fences, and involve greater 
trouble and incidental expenses of management to the land· 
lord in proportion to their acreage than do large holdings; 
and while a large farmer who haa some rich land can 
tum poor soils to good account, smaIl holdings will not 

mUit • 
.... b 
refat.iveJ.7 
60 &heil 
.... "11"-

Bullt fa 
.amet.imu 
.1 • 
..... 11' 
nlue; 

1I0urish generally except on good soil1• Their gross rental 
per acre must therefore always be at a higher rate than 
that of large farms. But it is contended that, especially 
when land is heavily burdened by settlements, landlords are 
nowilling to incur the expense of subdividing farms, unless 
they see their way to rents for small holdings that will give 
them, in addition to high profits on their outlay, a heavy 
insurance fund against the chance of ha ring to throw the 
holdings together again; and that the rental for small hold
ings, and especially for those of only a few acres, is extrava-
gantly high in many parts of the country. Sometimes the 
prej udices of the landlord and his desire for undisputed 
authority make him positively refuse to sell or let land to 
persons who are not in harmony with him on social, political 
01' religious questions. It seems certain .that evile of this 
kind have always been confined to a few districts, and that 

a.d Ibal II they are rapidly diminishing, but they rightly attract much 
oo.lra'1lo • f th· bli d . dis' f fhopublic attentIon; or ere 18 a pu c nee m every .tnct or 
m....... smau. holdings, as well as large; for allotments and Iarge 

gardens; and generally for holdings so small that they can' 
be worked by people who have 80me other occupation·. . 

• The InterpreM.tioo. of UllI term nriel with local conditioDi and individual 
wutl. On permanent. pasture QIW • town Of aD iDdudrial disirict &be ad
.... \agN oIlIIWIII bolJinp ora perhapo .1 lheir .... imum. and Ibo dioad ... ~ 
at. t.heir minimum. For amall arable boldinga &he land ehould DOt. be tigbt, but 
lkong, and U1e richer &he beL&el; and \biB II eapeciaUy t.b.e cue with holdiDp 
10 8IIlall .. to make much UIe of the .pade. The ID1a1l culLi".w eu. oUen paJ 
bia rent moat. eui11 "here the laD.d ia billy and !nokeD, becauae &.bete be loa. bUl 
tit.tle from bY 1JIUl' of comIDlLIld of maehinel'J' • 

• They increaae t,b. Dumber of people who are working iD. &he opeD air witII. 
&heir headl and t.beir baada: they give to the agriculf.wallabourv. ''''ppiDg-l&one 
upwardl, preftD' him from beiDg compelled. t.o lea .... agricult.ure t.o 8nd IODlI 
lOOP. lor hiI ambitioo. Uld &hUB check &.be pea' eriI of &be contiD._ 80w of &hi 
.blel' Uld bra ... , fum ladl to the towna., TheJ' break &he mODo&oDJ' 01 uist.ence, 
LbeJ' live • bealt.by change from indOOl' life, &bel' offer 1COp8 for nne'J' 01 
chanct.er Uld fOl' Uae plaJ' of faneJ' Uld imaginaUoa. till &be ~, «II 
Indhidual Wei they aflord • counter .Uract.iOD to r.he grouer and baler ple&IurIC 
Ule,f often eo.ble • famU,f to bold together t.bat would otbenrille ban &0 eeparat,e; 
... du r ...... bJo coneli ..... Ibo1 imp!9" ooufdeNI>I,y Ibo DWorial oondi .... aI 



LARGE AND SlIlALL HOLDINGS 1155 

And lastly though peasant proprietorship, as a system, ia VI, z, 9. 

unsuited to the economic conditions of England, to her soil, Tb;;;;
her climate, and the temper of her people, yet there are a :::"~~aJ 
few peasant proprietors in England who are perfectly happy !'!ndran_ 
in this condition; and there are a few others who would buy .n~ ... 
amall plota of land and would live happily on them, if they pertieI. 

could get just what they wanted where they wanted it.' 
Their temper ill suoh that they do not mind working hard 
and living sparely, provided they need call no one master; 
they love quiet and dislike excitement; and they have a 
great capacity for growing fond of land. Reasonable oppor-
tunity ehould be given to such people to invest their savings 
in small plota of land, on which they may raise suitable 
crope with their own hands; and at the very least the 
present grievous legal charges on the transfer of small plots 
ehould be diminished. 

Co-operation might seem likely to flourish in agriculture ~ ...... 
and to combine the economies of production on a large:':.;' 
scale with many of the joys and the social gains of small :::~l:\iOII 
properties. It requires habita of mutual trust and con- ....... g 

pl'Ollpecta 
fidence; and unfortunately the bravest and the boldest, and In "'lri· 

therefore the most trustful, of the countrymen have always cuI.we. 
moved to the towns, and agriculturista are a suspicious race. 
But Denmark, Italy, Germany, and lastly Ireland h¥e led 
the way in a movement which seems full of promise for 
organized co-operation in the handling of dairy produce, in 
the making of butter and cheese; in buying farmers' 
requisites and in selling farmers' produce: and Britain ill 
following in their wake. The movement is however of 
limited scope: it scarcely touches work in the field itBelf. 

As co-operation might combine more of the advantages 
of all systems of tenure, so the cottier system of Ireland often 
combined the disadvantages of all; but its worst evile and 

the worker; and they dfminilb the 'retting as .. pO .. the p';fl.Ve .,. caUl8ll by 
the inevitable iDterruptioDi of their ordinary W'Ork. 

T .. ~ t,joN 1M CoaMiIW ... IM4U Iroltli.,.. UI08 [Cd 8278) ttiIeuasee 
YVJ' full, t.be adnnt.agel and disadftllt&gel of oWllership fot emall boldeJSi wit.b 
apparently a balance of opinion againal ownership. 

III l00f. t.bB18 'ftftl in Great. Brit.u.ia 111,000 boldinp bet.weeD 1 end 6 atreII; 
232,000 bet.ween 6 and 60 urea; 160,000 bal.-ween 60 and SOOi Mld 18.000 abo .. 
800...... See ll. 4ppoadu tL 
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VI, "',10. their causes have almoet disappeared and the economic 
elements of the problem are just now overshadowed by the 
political. We must therefore pasa it byl. 

The 
Enli:Jiah 
ay.f.em of 
tenureil 
competi
t,iY8, but. 
eompetJ
&ion doee: 
Dot ad 
euilyiD 
ogrieuJ, .... 

§ 10. The failures of the Engliah system of land tenure 
in Ireland have brought into clear relief difficulties which 
are inherent in it, but which have been kept in the back
ground in England by the conformity of the system to the 
business habits and the character of the people. The chief 
of these difficulties arlee from the fact that while the system 
is competitive in its essence, the conditions of agriculture 
even in England ofter a strong resistance to the full action 
of free competition. To begin with, there are special diffi
culties in ascertaining the facts on which that action must 

~i: .. ~ be based. We have juet noticed the difficulty of keeping 
~ba~... exact farming accounts: to this must be added that a 
c=~nd farmer's calculations as to the rent which it is worth his 
..... 10. while to undertake to pay, are further hampered by the diffi-

culty of deciding what is a normal harvest and a normal level 
of prices. For good and bad seasons come so much in cycles 
that many years are required to aftord a trustworthy average 
of them": and in those many years the induetrial environ
ment is likely to have changed much; the local demand, the 
facilities for selling his own produce in distant markets and 
tho", which assiet competitors from a distance to sell their 
produce in his local markets may all have changed. 

Dime.lI,. The landlord in determining what rent to accept is met aNing 
bom1ocal by this difficulty and also by another, arising out of variations 

• The Bic:atdiao U1eo'1 01 .... 1 oughl .01 .. IJoar Uae gn!ator pari 01 \be 
blame &ba' hBI been commonly Ulrown on it.. lor 1h0lll mialoakea which EngIisb 
legillato. made during t.he an, half of UaiI eeotury ill Vying too fOlCe &he 
Englioh oyo_ 01 land ....... on India and lrolaod. The iheo.,. ........ 
itae1f with &be C&UIfII &hal. detennine &he amoun' of &be Producer'. mrpbll 
lrom land a' aDJ Umoi and DO er-' harm waa done when IhiI IUlPIuI ... 
regarded .. &be laodlord'. abare, in • t.readle wril.t.ID lor Lb. tile 01 EngJiab. 
mea in EnglaDd. Jl wu loll enol' fD jurisprudeoee and DO' in ecoa.omica tbal 
caWled. our legiaIa$on to offer &0 &be Bengal iaz-coUecw and Iriah IandloJ'd 
laci1itiel lor t.l.tiDg kJ &hemIel,.. &be whole propen:r of .. eultint.iDg fina, 
.. hich oooaiIiod 01 ..... , aod' Iaodlonl In &be .... 01 1roIaod, and In &be _ 
of Bengal. of lobe Govel'DlDeDt. and te.nantl 01 VariOUI gradu; 101' &he tu-eoUector 
wa in mOlt. "caMI DOt. • t.nIe member 01 lobe 81m, but. only au 01 ita lUnD'" 
Bul:wiIer and JUI'- DOt.ioul are preniliDa DOW iD lobe Gonrmnea' 01 lDdi. IS 
weD .. of Ireland. . 

• Com.,... Tooke aod Newman:h, IU ... ., o/l'Na, VoL ... App. m. 
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in the standards of ability among farmers in different parts VI, z, 10. 

of the country. The producer's surplus, or English rent, of vari.'; ... 

a farm is that excess which its produce yields over its 8%- !".!.i.ro 01 

penses of cultivation, including normal profits to the farmer: ~o~o1 
it being aasumed that that farmer's ability and enterprise .kill~ , 
are such as are normal for farms of that claas in IlIat place. enlolp ..... 

The difficulty in view is to decide whether these last words 
are to be interpreted broadly or narrowly. 

It is clear that if a farmer falls below the standard Etbicaland 

of ability of his own district, if his only forte is in driving :=: 
hard bargains, if his gross produce is small and his net cl"ooe1lwo 
produce even smaller in proportion; in such a case the in .... ~ 
landlord acts in the interest of all when he hands over mingI 

the farm to a more competent tenant, who will pay better 
wages, obtain a much higher net produce and pay a some-
what higher rent. On the other hand, when the local 
standard of normal ability and enterprise is low, it is not 
clearly right from an ethical point of view, nor is it clearly 
in the business interests of the landlord in the long run, that 
he shQuld endeavour to take to himself a greater rent than 
can be paid by a farmer who reaches thllt standard; even 
thongh it could be obtained by importing a farmer from 
another district in which the standard is higherl • 

Closely related to this question is one as to the freedom Tho 

the tenant should have to develop the natural capabilities of =~ to 

his land at his own risk, with the understanding that if he is ~~o,:d 
successful he is to retain something more than mere normal ~w~~ 
profits on his enterprise. So far as minor improvements go, ..J:.II; 
this difficulty is in B great measure met by long leases. 
These have done much for Scotland: but they have 

I Dif6cult.ial of t.bie kind are pract.ica1ly 101m by compromilel wbich UJM!Ift. 
ance baa jU8&.i1ied, and wbieh are in accordance wi&h &he IlCientific in~re'-tioD 
of &he &elm "nonna1.11 U a local tenant powed. esuaorWtlUJ' ability. the 
landlord. would be though' grupiDg wbo, b7 &breateniDg to impoJt • RnDger, 
kied. to es.tort.. bigher Jell' t.bllll t.he IlOl'IDal local farmer could make the 
land pay. 00 Lhe ot.b.u hand, • lama being once vacant., &he landlord would 
be ibough' &0 t.eI. reuonably if be imported. • auanger who woulcl ., • good 
model to &be dilwl, ud who abared. about equally1ri&h &he landlon:l &be un 
De' IUl'pIUl duo &0 lUI abilit.y and akill, w~ &hougb no, .kidl,. lpea1r:ing 
ucept.ional, were yet. .boYe the local .t.andard. Compare the act.ion 0( SetUemeul. 
Officenl in India wiLlI nNrUd too equaUy Kood land cultivated by enerpLio and -
~tie ncea, aot.tce.J in &he loot.Do&e GO p. 00. 
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VI, :<,10. disadvantages of their own. And ao has been often observed, 
)alent "the English tenant has alwayo something of a lease even 
fhl"""'" when he has no lease": and again, "there are traceB of 
ber...... metay""o even in tenures which are thoroughly Englioh." 
tenant and -oJ . 

.... dlonl. When oeasons and markets are favourable to the farmer, he 
pays his full rent and avoids making demands on the landlord 
that might set him thinking whether the rent ought not to 
be raised. When things go badly, the landlord, partly from 
sympathy and partly as a matter of business, makes tempor
ary remissions of rent, and bears the expense of repairs, ete., 
which he would otherwise have left for the farmer. There 
may thus be much give and take between landlord and 
tenant without auy change of nominal rent'. 

Custom has always given to the Englioh tenant sOllie 
partial security for compensation for improvements made by 
him; and legislation has recently caught np custom, and 
even passed it. The tena.nt is now practically s.rore against 
the raising of his rent on account of increased yield of the 
Boil due to improvements of a reasonable nature made by 
himself: and on leaving he can claim compensation .for the 
unexhausted value of them, to be fixed by arbitration". 

Finally a word may be said as to private and public 

1 Compare Nicbolson, TManl$' Gain no' LMuTiordr Lon, eh. :z.~ 
• The Agricult.ural Holdings Ae~ of 1883 enforced. t!uai.omJ _hic.b Ah . ru.ry'. 

committee eulogized, bu' did not propose to enforce. Many improvement. are 
made parUy at the 8zpeDse of the landlord and partly at that. of Lbe tenant, the 
fonner aupplying the materials, and tbe latter Ule lahour. In other CUIII R is 
beat. that the landlord should be the real undertaker of the improvemen&a. bearing 
the whole ezpense and risk. and realiting the whole gain. The Act of 1900 
recognized thia; and. partly for the Jate of simplicity in worting, 1& provided 
that compenJation for some improvement. caD be claimed only if they baw 
been made with the eonaent of the laDdlord. In the case of drainage DOLice 01 
the tenant', wishea mUlt be served OD the landlord i 10 that be may haft the 
opportunity of himself undertaking the mila IlDd reapiDg a ahara of &be accruing 
benefita. 10. reference to manuring, and lOme kiDda of repairs, etc., &be tenant 
may ad without consulting tbe landlord. merely taking &he rist t.ba, bit outlay 
will not be regarded by the arbitmt.o:r 81 calling ror compensation. 

Under the Act oll900 t.he arbi&,rak)r wu to aasign such compenaaUou .. 'fmUJd 
"represent fairly the ... alue of the impro\'ehlen' to an incoming t.en1lDt." alter 
deduction for any part ol lb .. , ntue which migbt be due to evotm, dorman' 
"inberent capabUit.i81 of fobe .oil!' But t.bia deduction " .. IItruck out by tbe 
Ad of 1906: &be interest. 01 the landlord bem, regarded .. lUfticlentJyleC'\lnd by 
tbe provisions requiring bit consent in lIOI11e of those casea. in wbieb mcb dorman' 
capabiliti. might be e'JOked; Uld bJ pring biD) aD OPpo,mmi'1 of ~ tbI 
rilki himaeU In t.he reaL 



COMPENSATION FOR DlPROVEMENTS 6119 

interests with regard to open spaces in towns. Wakefield VI, Z, 10. 

and the American economists have taught us how a 'Sparsely ConfIi-; 
inhabited new district is enriched by the advent of every ~~':"!.d 
new settler. The converse truth is that a closely peopled f.-:::~i:· 
district is impoverished by every one who adds a new building lb. ma.te, 

or raises an old one higher. The want of air and light, of ~ ~~ding 
peaceful repose out-of-doors for all ages and of healthy play OP ..... 

for children, exhausts the energies of the best blood of England 
which is constantly flowing towards our large towns. By 
allowing vacant spaces to be built on recklessly we are 
committing a great blunder from a business point of view. 
For the &ake of a little material wealth we are wasting those 
energies which are the factors of production of all wealth: 
we are sacrificing those ends towards which material wealth 
is only a means1• 



CHAPTER XI. 

GENERAL VIEW OF DISTRIBUTION. 

VI, D,l. § 1. TUE argument of the preceding ten chapters may 
A pzo. now he summarized. It falls far short of a complete solution 
visional aumm"'1, of the prohlem hefore us: for that involves questions relating 
~:J'~ to foreign trade, to fluctuations of credit and employment, 
~.!.~ ODd ~d to the influences of a~ociated and collective action. in 
'::'!:fa Its many forms. But yet It extends to the broad action 
~n"''::y of the most fundamental and permanent influences which =.... govern distribution and exchange. In the summary at the 
aarlier .... e~d of Book V. we traced a continuous thresd running 

through and connecting the applications of the general 
theory of equilibrium of demand and supply to diflerent 
periods of time; from those so short that coot of production 
could exercise no direct influence on value, to those so long 

. that the supply of the appliances of production could be 
fairly well adjusted to the indirect demand for them, which 
is derived from the direct demand for the commodities which 
they produce. In the present Book we have been concerned 
with another thresd of contiD.Ulty, which lies transversely to 
the thresd connecting diflerent periods of time. It connects 
the various agents and appliances for production, material 
and human; and estsblishes a fundamental· unity between 
them, in spite of their important diflerences of outward 
feature. 

lFirstly, wages and other earnings of eflort have much in 
common with interest on capital. For there is a general 
correspondence between the causes that govern the supply 
prices of material and of personal capital: the motives which 
induce a man to accumulate personal capital in his son's 
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education, are similar to those which control his accumulation VI, "',I. 
of material capital Jot" his son. There ill a continuous tran- The-;;-... 
aition from the father who works and waits in order that !'b.~ ~,:r
he may bequeath to his son a rich and firmly-established .Ojal 
manufacturing or trading business, to one who works and;'~ 0/ 

waits in order to support his son while he is slowly acquiring :'~r 
a thorough medical education, and ultimately to buy for him :;i\al 
a lucrative practice.) Again, there is the same continuous :::.u:.'YiD 
transition from him to one who works and waits in order genua! 

that his son may stsy long at school; and may afterwards cbaraclet, 

work for some time almost without pay while learning a 
skilled trade, instead of being forced to support himself early 
in an occupation, such as that of an errand-boy, which oflera 
comparatively high wages to young lads, because it does not 
lead the way to a future advance. 

It is indeed true that the ouly persona, who, as society is !n 'Pilo 0/ 
. ted lik I· ch· d I . ImPO''''' now conatltu , are very e y to mveet mu m eve opmg dilIoreo_ 

the personal capital of a youth's abilities are his parents: and 
that many first-rate abilities go for ever uncultivated because 
no one, who can develop them, has had any special interest 
in doing 80. This fact is very inlportant practically, for its 
eflects are cumulative. But it does not give rise to a funda-
mental diflerence between material and human agents of 
production: for it is analogous to the fact that much good 
land is poorly cultivated because those who would cultivate 
it well have not access to it. 

Again, since human beings grow up slowly and are slowly 
worn out, and parents in choosing an occupation for their 
children must as a rule look 10rward a whole generation, 
changes in demand take a longer time to work out their full 
effects on supply in the case of human agents than of most 
kinds of material appliances for production; and a specially 
long period is required in the case of labour to give full 
play to the economic forces which tend to bring about a 
normal adjustment between demand and supply. Thus on 
the whole the money cost of any kind of labour to the em
ployer corresponds in the long run fairly well to the re<H 
cost of producing that labour'. 

1 Comp. IV. ,,~ YL m. md :Dr.; IIIld VL no. T. and YU. 
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VI, u. 2. S 2. The efficiency of human agents of prodnction on 
B....,... the one hand, and that of material agents on the other, are 
:;,:':~ weighed against one another and compared with their money 
~:r ollb. costa; and each tends to be applied as far as it is more 

..... ffi . th h h' . . 
indualrial e Clent an t e ot er m proportion to Ita money cost. =::.;. A chief function of busineaa enterprise is to faciJitate the free 
tv",..:'"", action of this great principle of substitution. Generally to 
gr:~: the public benefit, but aometimes in opposition. to it, business 
luIi .. ; men are constautly comparing the services of machinery, and 

wblch" 
U1orougb 
In \h. 
IoD&ND. 

of labour, and again of unskilled and skilled labour, and of 
extra foremen and managers; they are constantly devising 
and experimenting with new arrangements which involve 
the use of dillerent factors of production, and selecting those 
most profitable for themselves'. 

The efficiency as compared with the cost of almost every 
class of labour, is thus continually being weighed in the 
balance in one or more branches of production against 
some other classes of labour: and each of these in its tum 
against others. This competition is primarily "vertical"; 
it is a struggle for the field of employment between groups 
of labour belonging to dillerent grades, but engaged in the 
same branch of production, and inClosed, as it were, between 
the same vertical walls. But meanwhile" horizontal" com
petition is always at work, and by simpler methods: for, 
firstly, the,!, is great freedom of movement of adults from 
one business to another within eacl! trade; and secondly, 
parents can generally introduce their children into almost 
any other trade of the same grade with their own in their 
neighbourhood. By means of this combined vertical and 
horizontal competition there is an ellective and closely ad
justed balance of pajments to services &8 between labour in 
dillerent grades; in spite of the fact that the labour in any 
one grade is mostly recruited even now from the children of 
those in the same grade l • 

The working of the principle of substitution is thus chiefly 
indirect. When two tanka contaiuing fluid are joined by a 
pipe, the fluid, which is near the pipe in the tank with th • 

• Compare V. m. I; and VI. m.1. 
• Compare IV. n. 'l; Uld VI, ,. ... 
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higher level, will flow into the other, even though it be rather VI, J:I, 8. 

viscous; and thus the general levels of the tanka will tend 
to he brought together, though no fluid may flow from the 
further end of the one. to the further end of the other; 
and if several tanks are connected by pipes, the fluid in all 
will tend to the same level, though some tanka have no 
direct connection with others. And similarly the principle 
of substitution is coll!!tantly tending by indirect routes to 
apportion earnings to efficiency between trades, and even 
between grades, which are not directly in contact with one 
another, and which appear at first Bight to have no way of 
competing with one another. 

§ 3. There is no breach of continuity as we ascend from Bu ... 

the unskilled labourer to the skilled, thence to the foreman, ~=k 
to the head of a department, to the general manager of a large ~-:= 
business paid partly by a share of the profits, to the junior :;:10. 
partner, and lastly to the head partner of a large private ti~D is leu 

b · d' "t-<-k th· highly usmess: an m a lom s""c company ere 18 even lome- 0'11 ........ 

what of an anti-climax when we pass from the directors to 
the ordinary shareholders, who undertake the chief ultimate 
risks of the business. Nevertheless business undertakers are 
to a certain extent a class apart. 

For while it is through their conscious agency that the 
principle of substitution chiefly works in balancing one factor 
of production agaiuat another; with regard to them it has no 
other agency than the indirect influence of their own com
petition. So it works blindly, or rat.her wastefully; it forces 
many to succumb who might have done excellent work if 
they had been favoured at first: and, in conjunction with the 
tendency to increasing return, it strengthens those who are 
strong, and hands over the busineeaes of the weak to those 
who have already obtained a partial monopoly. 

But on the other hand there is also a constant increase 
in the forces which tend to break up old monopolies, and 
to ofter to men, who have but little capital of their own, 
openings both for starting new businesses and for rising into 
posts of command in large public and private concerns; and 
these forces tend to put business ability in command of the 
capital required to give it scope. 
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VI, D, S. On the whole the work of business management is done 
Th.i,wo,k cheaply-not indeed as cheaply aa it may be in the fu~ 
d';:;;':':o,. when men's collective inst~cts, their sense of duty and their 
ehh"arP)' public spirit are more fully developed; when society exerts 

ere t.er, • • 
bu. i. io Itself more to develop the latent faculties of those who are 
::.c;r.~yto born in a humble station of life, and to diminish the secrecy 
:::'~~ ~~:, of business; and when the more wasteful forma of speculation 
...... 11. and of competition are held in check. But yet it is done 

so cheaply as to contribute to production more than the 
equivalent of ita pay. For the business undertaker, like the 
skilled artisan, renders services which society needs, and 
which it would probably have to get done at a higher cost 
if he were not there to do them. 

COD .... t. The similarity between the causes that determine the 
be ...... Bu..... normal rewards of ordinary ability on the one hand, and 
WIld of e""",,' of business power in command of capital on the other, does 
~= and not extend to the fluctuations of their current earnings. 

Tho 
income 
derived . 
lrom ..... 
nat-ural 
.bWt.i61. 

For the employer stands aa a buffer between the buyer of 
goods and all the various classes of labour by which they 
are made. He receives the whole price of the one and pays 
thll whole price of the others. The fluctuations of his profits 
go with fluctuationa of the prices of the things he sells, 
and are more extensive: while those of the wages of his 
employees come later and are less extensive. The earnings 
at any particular time of his capital and ability are some
times large, but sometimes alao a negative quantity: whereas 
those of the ability of his employees are never very large, 
and are never a negative quantity. The wage· receiver is 
,likely to suffer much when out of work; but that is because 
he haa no reserve, not because he is a wage-receiver'. 

That part of a man's income which he owes to the 
possession of extraordinary natural abilities is a free boon 
to him; and from an IIbstract point of view bears some 
resemblance to the rent of other free gifts of nature, such 
a8 the inherent properties of land. But in reference to 
normal prices, it is to be classed rather with the profits 
derived by free settlers from the cultivation of new land, 
or again with the find of the pearl-fisher. The plot of one 

I.Compare V. D. S. and VI."., and VOl. 7---8. 
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settler turns out better and that of another worse than W88 VI, ZI, .. 

expected; the good find of one dive of the pearl-fisher com
pensates for many others that are fruitleas: and the high 
income which one barrister, or engineer, or trader earns by 
his natural genius hail to be counted with the comparative 
failures of many others; who perhaps appeared of no leas 
promise when young and received 88 costly an education 
and start in life, but whose services to production were leas 
than his in proportion to their cost. The ablest buaineas 
men are generally those who get the highest profita, and at 
the aame time do their work most cheaply; and it would 
be 88 wasteful if society were to give their work to inferior 
people who would undertake to do it more cheaply, as it 
would be to give a valuable diamond to be cut by a low 
waged but unskilled cutter. 

§ 4. Returning to the point of view of the second Chapter Th~ 
of this Book, we may call to mind the double relation in :;:: of 
which the various agents of production stand to one another. ~:.t.io. 
On the one hand they are often rivals for employment; any ::=pl.';.. 
one that is more efficient than another in proportion to its me.Uo, 

cost tending to be substituted for it, and thus limiting the :::~t.he,. 
demand price for the other. And on the other hand they all 
constitute the field of employment for each other: there is . 
no field of employment for anyone, except in so far as it 
is provided by the others: the national dividend which is 
the joint product of all, and which increases with the supply 
of each of them, is aIso the sole source of demand for each 
of them. 

Thus an increase of mat.erial capital causes it to push its !il0" an 
way into new u.es; and though in so doing it. may occasion- ~;::rof 
ally diminish the field of employment for manual labour in a :~~'~".l 
few trades, yet on the whole it will very much increase the ~p'l;.. 
demand for manual labour and all other agents of prodnction. mento! 

For it will much increase the national dividend, which is the I.bour. 

common BOurce of the demand for all; and since by its in-
creased competition for employment it will have forced down 
the rate of interest, therefore the joint product of a dose of 
capital and labour will now be divided more in favour of 
labour than before. 
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VI. n, 50 This new demand for labour will partly take the form of 
the opening-out of new undertakinge which hitherto could 
not have paid their way; while a new demand will come 
from the makere of new and more expensive machinery. 
For when it ia said that machinery ia substituted for labom, 
thia means that one class of labour combined with much 
waiting ia substituted for another combined with less wait
ing: and for thia reason alone, it would be impossible to 
Bubstitute capital for labom in general, except indeed 
locally by the importation of capital from other placea. 

It remains true, however, that the chief benefit which 
an increase of capital confere upon labom ia not by opening 
out to it new employments, but by increasing the joint 
product of land, labom and capital (or of land, labom and 
waiting), and by reducing the share of that product which 
any given amount of capital (or of waiting) can claim as 
its reward. 

lIon1 § 5. In discnssing the influence which a change in the 
group of "o,k." supply of work of, anyone industrial group exerts on the :mea field of employment for other kinds of labom, there was no =".l:!" need to raiae the question whether the increase of work came 
and olh," from an increase in the numbere or in the efficienoy of those 
,,_nse . th f th .. f ~,-- th .... 'Hi' m e group: or at question IS 0 no wn>ct concern to e 
~.. others. In either case there ia the same addition to the 
r:::: national dividend: in either case competition will compel 
r~ "bile them to force themselvee to the same extent into usee in 
o~er 

,,_ rile. which th.eir marginal utility ia lower; and will thus le88en to 
the same extent the share of the joint product which they 
are able to claim in retmn for a given amount of work of a 
given kind. 

But the question ia of vital importance to the members 
of that group. For, if the change is an increase of one-tenth 
in their average efficiency, then eech ten of them will have 
as high an aggregate income as each eleven of them would 
have if their numbers had inoreased by one-tenth, their 
efficienoy remaining unchanged 1. 

I SupPote. fo!o inltance, that aD. increase in the supply of work of &be group .". 
one·t,enUl loreed Ulem into wort ID wbich their marginal U8M were knn". ad 
thus lowered. by a thirtieth their "l1£'li tor an, aiftD UDOUO' ol wort; &beD1 it u.. 
obaDp, came from u. u.creue in &heir DUID~ tbeIr aYel'al" wae- would faD by 
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This dependence of the wages of each group of workers VI,:D, 5. 

on the numbers and efficiency of others is a special case of This and 

the general rule that the environment (or Oonjunctu,e) plays i~:~n ... 
a part at least coordinate with a man's energy and ability in :l!':;:~. 
governing that net product to which his wages ever approxi- on wages 

d th in1I f 
. . lake pan 

mate un er e uence 0 competItion. in govem· 

The net product to which the normal wages of any group ~::,n:,' 
of workers approximate, must be estimated on the assumption ~~:~!I' 
that production has been pushed to that limit at which the emcihl'cli 
output can be just marketed with normal profits, but not :::.:. .. 
more: and it must be estimated with reference to a worker ;=~ 
of 'normal efficiency; whose additional output repays an 
employer of normal ability and normal good fortune and 
normal resources with normal profits, but·not more. (Some-
thing must be added to or subtracted from this net product 
to find the normal wages of a worker whose efficiency is more 
or less than normal.) The time chosen must be one of 
normal prosperity; and when the supplies of diflerent kinds 
of labour are relatively appropriate. For instance if the 
building trade is exceptionally depressed, or exceptionally 
prosperous: or if its development is checked by an inadequate 
supply of bricklayers or carpenters, while the Bupply of other 
classes of building operatives is superahundant, then the 
occasion is one which does not aflord a convenient opportunity 
for estimating the relations of net product to normal wages of 
either bricklayers or carpenters'. 

a tbirUeth. Bu' if ii, came from an inereue in their efllcieney, their wag. would 
rise by_bout .lb:teentb. (More uaetly they would be UxU==l.Jo'a 01 what 
they were before.) 

I AI regards the retatioD between wages and the marginal. net product. o' 
labour .ee VI. I. and II. and especially pp. 516-'1 and 631-540: the mattor is 
further d.iscuued in VL DIL eepecially p. '(06 Do Aa regarda the need t.o lee' 
• &.ruIy repruentative margin Ie& V. VDI. " 6: where it is argued (po 409 D.) 
thai when &bat. hu been reached, the inftuence 01 the lupply of IIDY group of 
trarken OD the W&geI of othen hal already beaD reckoned: end t.b.., th. influence 
which any ono individual worker exarte on the general economic environmen' 
of the induatriee of a country ia infinitesimaJ. and ia Dot relevant to lI.D eaUmate 
01 hia De' produc' in relatiOD to Ilia "ageL In V. %II. and Appendix H IOmething 
ill aaid of \he hindrances to • rapid increaae of output even where auch an mereaae 
would tbeoretieally yield great 8CODomiee; end of t.he apeclal care Deeded in the use 
of &he tenD "margin 0, in. regard to &hem. 
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GENERAL INFLUENCES OF ECONOMIC PROGREss. 

VI, =,1. § 1. (fiB field of employment which any place ofters 
Tb.8.ld for labGUl and capital dependa, firstly, on ita natural re-
of employ· • 
me~lIor sources; secondly, on the power of tUl'lllng them to good 
:I.'.:~ ... ~ account, derived from ita progress of knowledge and of 

. social and industrial organization; and thirdly, on the access 
that it has to marketa in which it can sell those things of 
which it has a superHuity.)The importance of this last con
dition is often nnderrated; but it standa out prominently 
when we look at the history of new countries. 

lo
al

'OI • b It is commonly said that wherever there is abundance of 
waY' nc 

in ,e... good land to be had free of rent, and the climate is not 
:,~~n'::.e unhealthy, the real earnings of labour and the intersst on 
:::.,od capital must both be high. But this is only partially true. 
:::~~"'01 The early colonista of America lived very hardly. Nature 
lb. old gave them wood and meat almost free: but they had very 
world. few of the comfortft and luxuries of life. And even now there 

are, especiaIly in South America and Africa, many places to 
which nature has been abundantly generous, which are never
theless shunned by labour and capital, because they have no 
ready communicatione with the rest of the world. On the 
other hand high rewards may be oftered to capital and labour 
by a mining district in the midst of an alkaline desert, when 
once communicatione have been opened up with the outer 
world, or again by a trading centre on a barren sea-ooast; 
though, if limited to their own resoUlCSS, they could support 
but a scanty population, and that in abjeot poverty. And 
the splendid marketa which the old world haa oftersd to the 
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products of the new, aince the growth of steam communi- VI. ZD, L 

cation, have rendered North America. Australia and parte -
of Africa and South America, the richest large fielde for 
the employment of capital and labour that there have 
ever been. 

lBut after all the chief cause of the modem prosperity of Old COUII-

, new countries lies in the markets that the old world oHem, ~.::: 
not for goode delivered on the spot, but for promises to ~o;
deliver goode at a distant date.) A handful of colonists ~.lu\unl 
having assUDled riglits of perpetual property in vast tracts of ::c:::.: 
riWt land, are anxious to reap.in their own generation its CODO",. 

future fruits; and as they cannot do this directly, the}' do it 
indirectly, by selling in return for the ready goods of the old 
world promises to pay much larg,,!, quantities of the goode 
that their own soil will produce in a future generation.lIn ""d .h. 
one form or another they mortgage their new property to the ~":~"I 
old world at a very high rate of interest. Englishmen and :l::'U!. 
othem, who have aocumulated the means of present enjoy-lalter 
ment, hasten to barter them for larger promises in the future 
than they can get at home: a vast stream of capital ftOWB 

to the new country, and its arrival there raises the rate of 
wages very high.)The new capital filtem but slowly towarde 
the outlying districts: it is so scarce there, and there are so 
many persons eager to have it, that it often commande for 
a long time two per cent. a montb, from which it falls by 
gradual stsges down to six, or perhaps even five per cent., a 
year. For the settlem baing full of enterprise, and seeing .. is .. daily 

their way to acquiring private title-deede to property that :::;e:,igh; 
will shortly be of great value, are eager to become independent 
undertskem, and if possible employem of othere; so' wage-
eamere have to be attracted by high wages, which are paid 
in a great measure out of the commodities borrowed from 
the old world oD mortgages, or in other way •. 

It is, however, difficult to estimate exactly the real rate of bull.hour 
. tl . rte f . Th k is em" •• 1, wages m ou ymg pa 0 new countries. e wor ere are and ......... 

picked men with a natural bi ... towarde 'adventure; hardy, :~O. 
resol ute, and enterprising; men in the prime of life, who do 
not know what illness is; and the Itrain of oue kind and 
another which they go through, is more than the average 
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VI, m, 1. English, and much more than the average European labourer 
- could sustain. There are no poor among them, because there 

are none who are weak: if anyone becomes ailing, he is forced 
to retire to some more thickly-peopled place where there is 
less to be earned, but where alBa a quieter and lesa straining 
life. is possible. Their earnings are very high if reckoned 
in money; but they have to buy at very high prices, or 
altogether dispense with, many of the comforts and luxuries 
which they would have obtained freely, or at low prices, if 
they had lived in more settled places. ~any of these things 
however meet only artificial wants; and they can be eaWy 
foreg9ne, wilere no one bas them and no one expects them. 

All 11m. LAs population increases, the best situations being already 
goea on, 
!hough Ih. occupied, nature gives generally lesa return of raw produce 
1:°= to the marginal efton of the cultivators; and this tends a 
~~::J. little to lower wages.) But even in agriculture the law of 
:~o:.b. increasing return is constantly contending with that of 
..... ugly,ry diminishing return, and many of the lands which were 

neglected at first give a generous response to careful cultiva
tion; and meanwhile the development of roads and railroads, 
and the growth of varied markets and varied industries, 
render possible innumerable eoonomieB in production. Thus 
the tendencies to increasing and diminishing return appear 
pretty well balanced, sometimes the one, sometimes the 
other being the stronger. 

J <. If labour and capital increase at equal rates; and if, 
taking one thing with another, the law of production is that 
of constant return, there will be no change in the reward to 
be divided between a dose of capital and labour; that is, 
between capital and lalioUl working together in the same 
proportions as before; there need not therefore be any change 
in wages or interest.) 

(If however capital increases much faster-than labour, the 
rate of interest is likely to fall; and then the rate of wages 
will probably rise at the expense of the share of a given 
quantum of capi;'1. But yet the aggregate share of capital 
may increase faster than the aggregate share of labour'.") 

I Suppoie for inlf.anOI &bal .. amoun' of capiMl, e, oo-operaUua with an amoUD' 
allaboar, ~ bad _ • pr04uct ., 01 which p _ u 10_ .... plio!, uu1 .... 
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( But whether the law of production of commodities be one VI, "", a. 
of constant return or not, that of the production of new title- theWlu, 
deeda to land is one of rapidly diminishing return. The~:' 
influx of foreign capital, though perhaps as great as ever, :i~~:~d 
becomes Jesa in proportion to the population; wages are no :::'r.illend 

longer paid largely with commodities borrowed from the old 10 alL 

'world: and this is the chief reason of the subsequent fall in 
the necessaries, comforts and luxuries of life which can be 
earned by work of a given efficiency f But two other causes 
tend to lower average d&ily wages measured in money. For, 
~ the comforts and luxuries of civilization increase, the 
average efficiency of labour is generally lowered by the 
inllux of immigrants of a less sturdy character than the 
earlier 'settlers: and many of these new comforts and 
Juxuries do not enter directly into money wages, but are ' , 
an addition to iV. ----. 

§ 2. England's present economic condition is the direct Enol.nd'. 

result of tsndencies to production on a large scale, and to C,'d:~~01 
wholesale dealings in labour as well as in goods which had ~~d.." 
long been slowly growing; but which in the eighteenth .oI.pmant 

.... ainIng Sp 10 labour. (The labo .. ill 01 DlBIIy gradeI, IDclu<ting m...,...anl, 
but it. 11 all refeJTOd ~ • common standard. in. a daTI Wl8killed labour of given 
efficiency: lee above IV. m. 8.) Suppose that the quant.Uy of labour hal doubled, 
and !.hat; of oapUal bu quadrupled: while t.he absolute efficiency:in production of 
any given amount. of each of the agenta bu DO' changed. Then we may u:peet. 
ole in co-opemtion with 2l t.o produce 2x3p+4p-lOp. Now suppose the rate of 
interest. i.e. the reWU'd for any quantum of capital (ue1usive that it of the work 
of management. etc.) to have falle.n t.o t.wo-thirdl of ita original amount.; 110 that. 
4e receivel only 11' inalAlad of 4p as intereat; then there will be len for labour of 
aU kind. 7'" inst.ead 'Of 6p. The amount, that goea to each quantum of capital, 
wiD have decreaaedj. and Ula' 'Which goea flO each quaot.WD of labour, will have 
increased. But. tbe aggregate amount. that. goea to capital will have increased in 
t.he ratJo of 8: Si while t.hat. which gael W laboUJ wm have increased in the lower 
ratio of 22: 9. 

II. ia beeL in .ueh mat.ted to isolate if&tnuI. but, of coune. we might have 
spoken of p1'08ta inlt.vd of interNt., and conuut.ed the .bare of capitalists (rather 
than of capital) with that. of hiNd.1abour. 

I We ~k 8CCOUDt. of them when arriving at the conclusion that. t.he tendency 
to increasing ret.urn would on the whole counte1'vaD. that. to diminishing return: 
and we ought to ClOUD' them in at their full value when uacing the changel in 
real W&pL Man1 historians have compared wagea a\ dilIerent. epocba wU.b 
ez-clusive reforenc:e to those thinga which have alwaY' been in common COD· 

IWDption. But. from the lIato.re 'Of' the cue. rf.hese are jUllt the 1binge to which· 
U1e la" of diminishiog rewrn appliel, and "him tend to become ecarce .aa 
populatioa increBSel, and t.be vie" thUII eot ill "efoze one-aided • .,d mildeading 
ID ita general ell""" 
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VI, DI, 8. century received a twofold impetna from mechanical in-
01 "'_ ventions, and the growth of consumers heyond the eeas, 
:!:.:..'" who imported large quantities of goods of the same pattern. 
CODIIIl"J. Then were the first beginnings of machine made inter-

changeahle parts, and the application of special machinery 
to make special machinery for use in ever, branch of 
industry. Then first was seen the full force which the 
law of increaeing return gives in a manufacturing country 
with localized industries and large capitale; particularly 
when many of the large stocks of capital are combined 
together either into Joint-stock or Regulated compani ..... or 
into modem Trusts. And then began that careful "grading" 
of goods for sale in distant markets, which has alresdy led to 
national and even international speculative combinations in 
produce markets and stock-exchanges; and the future of 
which, no lees than that of more lasting combinations among 
producers, whether undertakers of industry or working men, 
ia the source of some of the gravest practical problems with 

. which the coming generation will have to deal. 
Th. key- The key-notes of the modem movement are the reduction 
~!':.:.rn of a great number of tasks to one pattern; the diminution of 
mo.em.D~ friction of every kind which might hinder powerful agencies 

from comhining their action and spreading their influence 
over vast areas; and the development of transport by new 
methods and new forces. The macadamirei roads and the 
improved shipping of the eighteenth century broke np local 
combinations and monopolies, and offered facilities for the 
growth of others extending over a wider area: and in our 
own age the same double tendency is resulting from every 
new extension and cheapening of communication by land 
and sea, by printing-press and telegraph and telephone. 

I~:."" III § 3. But though in the eighteenth century, as now, the 
~";,,!:':; real national dividend of England depencted much on the 
~ action of the law of inereasing retum with regard to her 
::,cR~"'.1 exports, the mode of dependence has very much changed. 
p.~ oI.!he Then England had something approaching to a monopoly of 
DationlU 
di.mood the new methods of manufacture; and each bale of her goods 
::.'t:: ;D' would be sold-at all..pvents when their supply was arti-· 
_orlo ficially limited-in return for a vast amount of the produce 
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of foreign countries. But, partly because the time was not VI, DI, S. 

yet ripe for carrying bulky goods great distancee, her importe ond

from the far-east and the far-west consisted chiefly of com- I .. urioo. 

forte and luxuries for the well·to-do; they had but little 
direct efiect in lowering the labour-cost of necessaries to 
the Englieh ·workman. Indirectly indeed her new trade 

<lowered the cost of hardware, clothing and snch other 
Englieh manufactures as he consumed; because the pro
duction on a large scale of these things for consumers beyond 
the sea cheapened them for him. But it had very little efiect 
on the cost of his food; and that was ldt to rise under the 
tendency to diminishing return, which was called into action 
by the rapid increase of population in new manufactnring 
districts where the old customary reetraints of a narrow village 
life did not exist. A little later the great French war, and 
a series of bad harvests, raised that cost to much the highest 
point it has ever reached in Europe. 

But gradually the influence of foreign trade began to tell Buhuw 
. It 10'1'-

on the cost of production of our staple food. As the popula- E"'liaad 

tion of America spread westward from the Atlantic, richer:::':
and still richer wheat soils have come under cultivation; and :~=
the economies of transport have increased so much, especially oarioo. 

in recent years, that the total cost of importing a quarter of 
wheat from the farms on the outskirts of cultivation has 
diminished rapidly, though the distance of that margin has 
been increasinr. And thus England has been saved from 
the need of more and more intensive cultivation. The bleak 
hill-sides, up which the wheat-fields were laboriously climb-
ing in Ricardo's time, have returned to pasture; and the 
ploughman works now only where land will yield plentiful 
returns to his labour: whereas if England had been limited 
to her own reaonrces, he must have plodded over ever poorer 
and poorer soils, and must have gone on continually ra
ploughing land that had already been well ploughed, in the 
hope of adding by this heavy toil an extra buehel or two to 
~he produce of each acre. Perhaps in an average year now, 
the ploughing which only just pays its expenses, the plough-
ing "on the margin of cultivation," gives twice as much 
produce .. it gave in Ricardo'. time, and fully five times 

• 22 
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VI;"",4. as . much as it would have given now if with her present 
population England had been compelled to raise all her own 
food. 

England 
bugained 
.... th ... _,ant 
oppoan 
from lhe .....,. 
impro"," 
menyin 
manufac
I\UOI. 

§ 4. Every improvement in the manufacturing arta in· 
creased England's power of meeting the various wants of 
backward countries; 80 that it answered their purpose to 
divert their energies from making things by hand for then 
own use, to growing raw material with which to buy manu
factures from her. In this way the progreas of invention 
opened a wider field for the sale of her special products, and 
enabled her more and more to confine her own production of 
food to Conditions under which the law of diminishing return 
did not make itself much felt. But this good fortune has been 
short-lived. Her improvements have been followed, and 
latterly often anticipated, by America and Germany and 
other countries: and her special products have lost nearly 
all theirinonopoly value. Thus the amount of food and 
other raw material which can be bought in America with a 
ton of steel cannot be more than the produce of as much 
capital and labour as would make a ton of steel there by the 
new processes; and therefore it has fallen as the efficiency of 
English and American labour in making steel has increased. 
It is for this reason, as well as because of the heavy tariffs 
levied on her goods by many countries, that in spite of 
England'. large trade, the progress of invention in the 
manufacturing arta has added leas than might have been 
otherwise expected to her real national dividend. 

It is no slight gain that she can make cheaply clothes 
and furniture and other commodities for he:r own use: but 
those improvements in the arts of manufacture which she 
has shared with other nations, have not directly increased 
the amount of raw produce which she can obtain from other 
countries with the product of a given quantity of her own 
capital and labour. Probably more than three-fourths of 
the whole benefit she haa derived from the progress of 
manufactures during the nineteenth century haa been 
through its indirect influences in lowering the cost of 
transport of men and goods, of water and light, of electricity 
and news: for the dominant economic fact of our own age is 
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ilie development not of the manufactUring, but of the trans- VI, m, GO 

port industries. It is these that are growing most rapidly u>.cl;;p
in aggregate volWl\e and in individual power, and which are =P~ 
giving rise to the most anxious questions as to the tendencies ::~o ... 
of large capitals to turn the forces of economic freedom to thO' 
destruction of that freedom: but, on the other hand, it is 
they also which have done by far the most towards in-
creasing England's wealth. 

§ 5. Thus the new economic age has brought with it Some 

great changes in the relative values of labour and the chief ::!o'!'.:, ... 
requisites of life; and many of these changes are of a chama- =.P:.F" 
ter which could not have been anticipated at the beginning l!.':'': 
of last century. The America then known was ill-suited for .. lues: 

. h d h f •. di &"lIy,ol groWIng w eat; an t e cost 0 carrymg It great stances lb. chief 

by land was prohibitive. The labour value of wheat-that is ~uW'" 
the amount of labour which will purchase a peck of wheat- i!t~ 
was then at its highest point, and now is at ite lowest. It co';" 
would appear that agricultural· wages have been generally 
below a peck of wheat a day; but that in the first half of the 
eighteenth century they were about a peck, in the fifteenth 
a peck and a half or perhaps a little more, w)rile now they are 
two or three pecks. Prof. Rogers's estimates for the middle 
ages are bigher: but he seems to have taken the wages of the 
more favoured part of the population as representative of the 
whole. In the middle ages, even after a fairly good harvest, 
the wheat was of a lower quality than the ordinary wheat of 
to-day; while after a bad harvest much of it was so musty 
that now-a-days it would not be eaten at all; and·the wheat 
seldom became bread without paying a high monopoly 
charge to the mill belonging to the lord of the manor. 

It is true that, where population is very sparse, nature m .. ~ 
supplies grass and therefore animal food almost gratia; and 
in South America beggars pursue their calling on horseback. 
During the middle ages however the population of England 
was always dense enough to give a considerable labour value 
to meat, though it was of poor quality. For cattle, though 
only about a fifth as heavy as now, had very large frames I 
their flesh was cbiefly in those parts from wbich the coarsest 
joints come; and since they were nearly starved in the winter 
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VI, XII, 5. Ilnd fed up quickly on the summer grass, the meat contained 
- a large percentage of water, and lost a great part of its weight 

in cooking. At the end of the summer .they were slaugh
tered and salted: and salt was dear. Even the well-to-do 
scarcely tasted fresh meat during the winter. A century 
ago very little meat was eaten by the working classes; while 
now, though its price is a little higher than it was then, they 
probably consume more of it, on the average, than at any 
other time in English history. 

1'0010, 
Turning next to the rent of house-room, we lind' that: 

ground-rents in town have risen, both extensively and in-I 
tensiveiy. For an increasing part of the population is living! 
in houses 'on which ground-rents at an urban scale have tol 
be paid, and that scsle is rising. But house rent proper,' 
that is what remains of the total rent after deducting the· 
full rental value of the ground, is probably little, if at all,' 
higher than at any previous time for similar accommodation;, 
for the rate of profits on the turnover which is earned bY' 
capital engaged in building is now low, and the labour cost 
9f building materials has not much altered. And it must be· 
remembered that those who pay the high town rents get in' 
return the amusements and other advantagea of modern town 
life, which many of them would not be willing to forego fO-6 
the sake of a much greater gain than their total rent. " 

The labour value of wood, though lower than at the' 
beginning of the century, is higher than in the middle ages: 
but that of mud, brick or stone walls has not much changed; 
while that of iron-to say nothing of glass-has faIlell 
much. 

And indeed the popular belief that house rent proper has 
risen, appears to be due to an imperfect acquaintance with 
the way in which our forefathers were reaIly housed. The 
modern suburban artisan's cottage contains aleeping accom;i 
modation far superior to that of the gentry in the Iuiddle 
ages; and the working classes had then no other beds than 
loose straw, reeking with vermin, and resting on damp mud 
floors. Even these were probably less unwholesome, wh~ 
bare and shared between human beings and live stock, than 
when an. attempt at respectability covered them with 
rushes. which were nearly alwaya vile with long accumulated 



LABOUR VALUES 01' SOD LEADING COMMODITIES. 677 

refuse: but it is undeniable that the housing of the very VI, =, 6. 

poorest classes in our towns now is destructive both of -
body and soul; and that with our present knowledge and 
resources we have neither cause nor excuse for allowing it 
to continuel • 

Fuel, like grass, is often a free gift of nature to a sparse luoI, 

population; and during the middle ages the cottsgers could 
generally, though not always, get the little brushwood fire 
needed to keep them warm as they huddled together round 
it in huts which had no chimney through which the heat 
could go to waste. But as population increased the scarcity 
of fuel pressed heavily on the working classes, and would 
have arrested England's progress altogether, had not coal 
been ready to take the place of wood as fuel for domestic 
purposes, as well as for smelting iron. It is now so cheap 
that even the comparatively poor can keep themselves warm 
indoors without living in an .unwholesome and stupefying 
atmosphere. 

This is one of the great services that coal has wrought clolbina, 

for modem civilintion. Another is to provide cheap under
clothing, without which cleauliness is impossible for the 
masses of the people in a cold climate: and that is perhaps 
the chief of the benefits that England has gained from the 
direct application of machinery to making commodities for 
her own use. Another, and not less important service, is to 
provide abundant water, even in large towns'; and another .... , 
to supply, with the aid of mineral oil, that cheap and artificial 
light which is needed not ouly for some of man's work, but, Ugh\, 

what is of higher moment, for the good use of his evening 
leisure. To this group of requisites for a civilized life, 
derived from coal on the one hand, and modem meana of 
transport on the other, we must add, as has just been 

• The .'riII of the put. were however greater \han iI corrunonly IUppoaed. See 
,.g. the .Lriking evidence of UJ. late Lord. SbafleaLury and of Miss Oc&.avia nill 
upon lb. Commission on Housing of 1885. London air iI full of Imoke; bu1. ii, it 
probabll NI unwbolelome \han it. ... before t.h. da,. of lcieotific aanitation, 
eT_ t.hough Lbe porulat.ioo wu d1eD re1a.Ul"8l7 1maU. 

• Primitive appli&D.eeI 1riIl brine vat.er 'rom high ground &0 • few public 
fount.aiDl: but. the omnipresent. waLeI' IOppl,. which both in it. cornlag and ita 
aoine perfOrDll euent.ial .meet for cleahlineu and IUlU.Lion, would be ml
poIIible wiUlou.' coaI-dri.". aleUD-pumpi and. coal-madll iron pipes. 
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YI. m, a. noticed, the cheap and thorough means of communication of 
.... 0IId news and thought by steam-presses, by steam-carried lettera 
....... and steam-made facilities for travel These agencies, aided 

by electricity, are rendering possible the civilization of the 
m888eS in countries the climate of which is not 80 warm as 

. to be enervating; and are preparing the way for true aell
government and united action by the whole people, not 
merely of a town such as Athena, Florence or Bruges, bnt 
a broad country, and even in 80me respects of the whole 
civilized world 1. 

The § 6, We have seen that the national dividend is at 
iDJI ...... 
ol p_ once the aggregate net product of, and the 80le 80urce of 
::: ol payment for, all the agents of production within the country;1 =..-:::. that the larger it is, the larger, other things being equal,_ 
P . .oo.- will be the share of each agent of production, and that an 
-. increase in the supply of any agent will generally low .. ita 

price, to the benefit of other agents. I 
!!':m.. This general principle is .specially applicable to the easel 
lowered of land. An increase in the amount of productiveness of 
.... nIuo 
ol Enghlb the land that supplies any market redounds in the fi.rat 
::!i'"1oad, instance to the benefit of those capitalists and workera whl> 

are in poll888Sion of other agents of production for the BSm" 
market. And the influence on values which has been ex
erted in the modem age by the new means of transport il 
nowhere 80 conspicuous as in the history of land; its vain. 
rises with every improvement in its communications with 
markets in which its produce can be 8Old, and its valne falli 
with every new acceaa to ita own markets of produce fro", 
1I10re distant places. It is not very loug ago that the hom. 
counties were full of fears that the making of good roadJ 
would enable the more distant parts of England to compete 
with them in supplying London with food; and now th. 
differential advantages of English farms are iu 80me respects 
being lowered by the importation of food that has travelle& 
on Indian and American railroads, and been carried in ship' 
made of ateel and driven by steam turbines. 

.... _ol But as Malthus contended. and Ricardo admitted, anY'" 
ogricuI-
0W0I0IId thing that promotes the prosperity of the people promo~ 

I .. AI i .th £. ..,....,. a. 
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Uso in the long run that of the landlords of the Boil. It is VI, m, T. 
;rue that English rents rose very fast when, at the beginning urb~d 
Ji last century, a series of bad harvests struck down a people :::.~. 
ltat could not import their food; but a riae so caused could 
not from the nature of the case have gone very much further. 
And the adoption 'of free trade in com in the middle of the 
oontury, followed by the expansion of American wheat-fields, 
18 rapidly raising the real value of the land urhan and rural 
raken together; that is, it is raising the amount of the 
necessaries, comforts and 11lXllries of life which can be 
Durchaaed by the aggregate rental of all the landowners 
urban and rural taken togetherl • 

§ 7. But though the development of the industrial en-p~ 
. Yironment tends on the whole to raise the value of land, it :!Y • .':::: 
more often than not lessens the value of machinery and ;:t~ ... 
lither kinds of fixed capital, in 80 far 88 their value can tio~':t~: 
.e separated from that of the sites on which they rest. t.bisoaD.!" 
A. sudden burst of prosperity may indeed enable the existing r..\'~b" 
.tock of appliances in any trade to earn for a time 8 very:ft!:;W 
ugh income. But things which ean be multiplied without 
limit cannot retain for long a scarcity value; and if they are 
'airly durable, 88 for instance ships and blast furnaces and 

_ ,.,xtile machinery, they are likely to suffer great depreciation 
.:rom the rapid progress of improvement. 

_ The value of such things 88 railways and docks however buhoU 

:1 ds ' h I hill th·, , H h th •• al .. _ epen m t e ong run c e y on eu· SItuatIon. t at <>! th~ir 

8 good, the progre .. of their industrial environment will ~~o:ad 
"Biae their net value even after allowance h88 been made for ia. 

• M.r W. Sturge (in an instruetive paper read before the lnltitute of Sur
""'yom, Dec. 1872) estimate. that the agrieult.wal (money) reD' of Englaod 
loubled between 1795 and 1815, and then teU by a third U111822i after that. time 
,t hal been alternately rising and falling; and ia fa DOW about. 4.5 or 50 million ... 
.sgaina' 60 or M milliona about the year 1873, when ii "81 at it. higheR: I, wu 
iliou, SO millioDi in 1810, Ie millions in 1770, and 8 millions in 1600. (Compare 
1iffen', GrovlA 0/ Capital, ch. v., and Porter'. bogreu 0/ 1M NtdiDn, Sect. II. 
:h. L) But. the rental of urbao land in England II DOW mueb greater thaD &be 'ell' of agricul~uraI land: and in order to eal.imate &he full gain of the Iandlorda 
fOlD ibe eZ'panUoD of population and general pl'Ogre.. we mUll. NCkou in the ""'u. of the IGDd on which there .n DO" nilroacU, min., docb, etc. Tat. 

,_~ Ul together, the money rent.al of England'. aoil ia more t.haD twice .. high, and 
II real f8D.taI " perhaPl four t.imeI .. high ... il. wu "ben t.be COlD IaWl! were 

.-""'poaled. 
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VI, D', s. the charges to which they may be put in keeping their 
appliances abreast of the agel. 

It :r § 8. Politica.! Arithmetic may be eaid to have begun 
f.: ... J..i in England in the seventeenth century; and from that 
~::::r&\: time onwards we find a constant and nearly steady increaae 

in the amount of accumulated wealtb per head of the 
population·. 

;:;'''wthol Man, though still somewbat impatient of delay, has 
wealth ;. gradually become more willing to eacrifice eaae or other 
C~:..¥. enjoyment in order to obtain them in the future. He 
~m:::: ... has acquired a greater "telescopic" faculty; that is, he has 
~-:,,~:acquired an increased power of realizing the future and 
lor th. bringing it clearly before his mind's eye: he is more prudent, 
Ulure, and has more aelf-coutrol, and is therefore more inclined 

to estimate at a high rate future ills and benefits-these 
terms being used broadly to include the highest and lowest 
affectious of the human mind. He is more uuselfish, and 
therefore more inclined to work and eave in order to aecure 
a future provision for his family; and there are a.lready faint 
signs of a brighter time to come, in which there will be a 
genera.! willingueBB to work and eave in order to increase the 
stores of public wea.lth and of public opportunities for leading 
a higher life. 

~~ ~ile 'But though he is more willing than in earlier ages to 
ohu:keoing incur present ills for the eake of future benefits, it is 
~ ... doubtful whether we can now trace a continued increase in 

. ~;;o{.~ the amount of exertion which he is willing to undergo for 
ho.... the eake of obtaining positive pleasures, whether present 

or future. During many generations the industry of the 
western world has steadily become more sedulous: holidays 
have diminished, the hours of work have incresaed, and 
people have from choice or necessity contented themselves 
with leBB and leBB search for pleasure outside their work. 
But it would seem that this movement has reached its 
maximum, and is now declining. In all grades of work 

I Of COUI'II Lhcro are u:ceptioDa. Economie p~ ma, lAka I.be torm at 
building ae", railwaya th., _ill draw oft much oJ the lratIic 01 IOIne of t.boee 
already ewLiog, or of inereasing the me 01 ahipil liD Uae, CUl DO Ioogu eol.el 
clocb Lh. flnlol'MQt t.o whieh is Iobroueh IhIlUo" "'8.1.e1& 

• Sue IV. 90. 



CHA!lOES IN THE RATB OF INTEREST 681 

except the very highest, people are getting to prue relaxation VI, =, o. 
more highly than before, and are becoming more impatient -
of the fatigue that results from excessive strain; and they are 
perhaps on the whole less willing than they used to be to 
undergo the constantly increasing" eliscommodity" of 'very 
long hours of work, for the Bake of obtaining present luxuries. 
These causes would make them less willing than before to 
work hard in order to provide against distant needs, were it 
not that there is an even more rapid increase in their power 
of realWng the luture, and perhaps-though this is more 
doubtful-in their desire for that socia! distinction which 
comes from the possession of some small store of accumu-
lated wealth. 

This increase of capital per head tended to diminish its Recanl 

marginal utility; and therefore the rate of interest on new ~::c.!u:; 
investments fell, though not uniformly. It was reported to !rin~L 
be 10 per cent. during a great part of the middle ages; but it 
fell to 3 per cent. in the earlier half of the eighteenth century. 
The subsequent vast industrial and political demand for 
capital raised it again, and it was relatively high during the 
great war. It fell when the political dram had ceased, the 
gold supply at the time being very small; but it rose in 
the third quarter of last century, when new gold abounded, 
and capital was much needed for railways and the develop· 
ment of new countries. After 1873 an era of peace, combined 
with a slackening of the gold supply, lowered interest; but 
now it is rising again, partly in consequence of an increased 
gold supply'. 

§ 9. The growth of general enlightenment and of a senseln,'~iI'\ 
of responsibility towards the young has turned a great deal l"..tt::,v:h. 
of the increasing wealth of the nation-from investment as ~'::".r0l 
material capital to investment as personal capital. There abili'y. 

has resulted a largely increased supply of trained abilities, 
which has much increased the national dividend, and raised, 
the average income of the whole people: but it has taken 
away from these trained abilities much of that scarcity value 
which they used to possess, and has lowered their earnings 
not indeed absolutely, but relatively to the general advance; 

I Bee aho". VL 'fI. 1. 
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VI,:DI, 9. and it haa caused many occupations, which not long ago 
- were accounted skilled, and which are still spoken of aa 

skilled, to rank with unskilled labour aa regards wages. 

Eaminp 
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A striking instance is that of writing. It is true that 
many kinds of office work require a rare combination of high 
mental and moral qualities; but almost anyone can be easily 
taught to do the work of a copying clerk, and probably there 
will soon be few men or women in England who cannot write 
fairly well. When all can write, the work of copying, which. 
used to earn higher wages than almost any kind of manual 
labour, will rank among unskilled trades. In fact the better 
kinds of artisan work educate a man more, and will be better 
paid than those kinds of clerk's work which call for neither 
judgment nor responsibility. And, as a rule, the best thing 
that an artisan can do for his son is to bring him up te do 
thoroughly the work that lies at his hand, so that he may 
understand the mechanical, chemical or other scientific 
principles that bear upon it; and may enter into the spirit of 
any new improvement that may be made in it. If his 80n 
should prove to have good natural abilities, he is far more 
likely to rise to a high position in the world from the bench 
of an artisan than from the desk of a clerk. 

Again a new branch of industry is often difficult aimply 
because it is unfamiliar; and men of great force and skill are 
required to do work, which can be done by men of ordinary 
capacity or even by women and children, when the track has 
once been well beaten: its wages are high at first, but they 
fall e. it becomes familiar. And this haa caused the rise of 
averuge wages to be underrated, because it so happens that 
many' of the statistics, which seem typical of general move
ments of wages, are taken from trades which were compara· 
tively new ,. generation or two ago, and are now within 
the grasp of men of much lees real ability than those who 
pioneered the way for t~em 1 • 

.. Comp. IV. u 1, I; ad IL 8. AI &be &rade ProgreII8I, bnpl'O'Vementa iD. 
maehiDery are JUre to lighteD &be .train of accompliahing U1 gi\'8D \Uk; aod. 
6herefore to loW8l' taU. w'" ,apid.lJ. Bu' meanwhile the pace 01 lobe macbiDery, 
and t.he qUlUltif.J' of it pu' under Uae charge of each worter, may be iDereuecl.:) 
much UI., U\. &oAl .train mvolved. iD &he dly'l woR it IJI'fIIoter LbM bfI((Ire. On 
IbiI IUbje" omplG,... ODd employocl fnqlUllltly cIifI... II Ie lor _ .....,. 
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The consequence of such changes as these is to increase. VI, zn,9. 
the number of those employed in occupations which are -
called skilled, whether the term is now properly applied or 
Bot: and this constant increase in the numbers of workers in 
the higher classes of trades has caused the average of all 
labour to rise much faster than the average of representative 
wages in each trade l , 

In the middle ages, though some men of great ability 
remained artisans all their lives, and became artiste; yet as An_ 
a cIa .. the artisans ranked more nearly with the unskilled w_ 
labourers than they do now. At the begiiwing of the new 
industrial era in the middle of the eighteenth century the 
artisans had lost much of their old artistic traditions and had 
not yet acquired that technical command over their instru-
ments, that certainty and facility in the exact performance of 
difficult tasks which belong to the modem skilled artisan. 
A change Bet in early in last century, and observers were struck 
by the social gulf that was opening out between skilled and fOrti I 

unskilled labour; and the rise of the wages of the artisan, to :: u,': ~ 
about double those of ordinary labour. For indeed the great ;:::~~ 
increase in the demand for highly skilled labour,especially :::,~:1'" 
in the metal trades, stimulated a rapid absorption of the oo •• ury: 

strongest characters among the labourers and their children 
into the ranks of the artisans. The breaking down just at 
that time of the old exclusiveneSB of the artisans, was making 
them leSB than before an aristocracy by birth and more than 
before an aristocracy by worth; and this rise in the quality 

ihal time wa..na haTe dIeD in the klxt.ile Vadelj but the mnployeel .Ter, in 
contradiction t.o the employers, thai the ,tro.in imp08ed OD tbom b81 inereaaed 
more &ban in proportion. In IhiI controveny wageI have been eelimated in 
money. bu, wben account ia .. keo. 01 the increaae in the purcluwng rower of 
money, lhere ia DO doubl that; real e16.cien-cy ."ageI have risen; Lba' ii, the 
.semon of a Ri:ven amount of Itreogtb, ,kill and energy ill rewarded. b:r • peatel' 
oommand over commodiUel \han lormerly . 

• Thil m.,. be made clearer by aD uample. U there are 500 men in grade A 
earning 12" .. week, U)(} in grade Beaming 2:;., &Dd 100 in grade C earning 40,., 
Ule average 1t'agtII of the 1000 men &1'8 20., If after It. tJme sao from grade A have 
p&lled. on to grade B, IoIld sao from grade B to grade C, the wages in each grade 
remaining ltationary, \hell the avenge W&geII of the whole- thouaand men wiD be 
aboui 281. 6L And eVeD it th8 rate of waqel in each grnde bad meanwhile fallen 
10 per cent., ihe average wagel of all would ,till be about 25" tW., that. ., would 
have .rieeD. more than 25 per ceni. Negled o! IUCb lac .. u theM, u Sir B. OUIeD 
hal poiniod Oll'- if apt to C&UBe peal eno ... 
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VI, =. 10. of artisans enabled them to maintain a rate of wages much 
bu'~ above that of ordinary labour for a long while. But gradually 
~':~~:. some of the simpler (orms of skilled trades began to lose their 
"".ened. scarcity value, as their novelty wore 01I; and at the same time 

Thore 11. 
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men; 

continually increasing demands began to be made on the 
ability of those in some trades, that were traditionally ranked 
as' unskilled. The navvy for instance, and the agricultural 
labourer, have been increasingly trusted with expensive and 
complicated machinery, which had been thought to belong 
on! y to the skilled trades, and the real wages of these two 
representative occupations have risen fast. The rise of wages 
of agricultural labourers would be more striking than it is, 
did not the spread of modem notions to agricultural districts 
cause many of the ablest children bom there to leave the 
fields for the railway or the workshop, to become policemen, 
or to act as carters or porters in towns. Those who are left 
behind in the fields have received a better education thaa 
was 110 be had in earlier times; and, though having perhaps 
less than an average share of natural ability, they e&I:ll much 
higher real wages than their fathers; 

There are some skilled and responsible occupations, such 
as those of the head heaters and rollers in iren works, which 
require great physical strength, and involve much discomfort: 
and in them wages are very high. For the temper of the 
age makes those who can do high·class work, and can earn 
good wages easily, refuse to undergo hardship, except for a 
very high reward '. 

§ 10. We may next consider the changes in the relative 
wages of old and young men, of women and children. 

The conditions of industry change so last that long ex-
perience is in some tradps almost a disadvantage, and in many 
it is of far less value than a quickness in taking hold of new 
ideas and adapting one's hahits to new conditions. A mao is 
likely to earn less after he is fifty years old thaD before he is 
thirty; and the knowledge of this is tempting artisans to 

• The abo .. briel rem.,b OD &he e.ooatioD of W&gIII mar well be IUppll!ll:nented 
.". Prof. SchmoDer'. II\lI'nJ in lUI "oUt~fJfbl"', m. 7 (Vol II. pp. B69-
818). .. II epeciaUy BOP-We lor it. breadtb of .,.; .... ad ita careful coordinadod 
0/ u.. malerial and ~ u.m .... ol p_ Seo .... Ih& laller ball 01 hill 
IeCODd. Dook. 
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follow the example of unskilled labourers, whose natural VI, DI, 11; 

inclination to marry early has always been encouraged by -
the desire that their family expenses may begin to fall oft 
before their own wages begin to shrink. 

A second and even more injurious tendency of the same ,,!,d." 

kind is that of the wages of children to rise relatively to::::::;o 
those of their parents. Machinery has displaced many men; ~ ODd 

but not many boys; the customary restrictions which ex-
cluded them from some trades are giving way; and these 
changes, together with the spread of education, while doing 
good in almost every other direction, are doing harm in this 
that they are enabling boys, and even girls, to set their 
parents at defiance and start in life on their own account. 

Tbe wages of women are for similar reasons rising fast and of 

relatively to those of men. And this is a great gain in so " ...... 
far as it tends to develop their facul~ies; but an injury in 
so far as it tempts them to neglect their duty of building up 
a true home, and of investing their dorts in the personal 
capital of their children's character and abilities. 

§ 11. The relative fail in the incomes to be earned by:n.""'· 
moderate ability, however carefully trained, is accentuated :f,:::.".'l' 
by the riae in those that are obtained by many men of = .... 
extraordinary ability. There never was a time at which 
moderately good oil paintings sold more cheaply than now, 
and there never was a time at which first-rate paintings sold 
so dearly. A business man of average ability and average 
good fortune gets now a lower rate of profits on his capital 
than at any previous time; while yet. the operations, in 
which a mlln exceptionally favoured by genius and good luck 
can tske part, are so extensive as to enable him to amass a 
huge fortune with a rapidity hitherto unknown. 

The causes of this change are chief! y two; firstly, the eo" .... 11 
of 'wo 

general growth of wealth; and secondly, the development of ca .... 

new facilities for communication, by which men, who have 
once attained a commanding position, are enabled to apply 
their constructive or speculative genius to undertakings 
vaster, and extending over a wider area, than ever before. 

It is the first cause, almost alone, that enables some 
barristers to command very high fees; for a rich client whose 
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VI, SII, 11. reputation, or fortune, or both, are at stake will scarcely count 
ol;hlci. any price too high to secure the services of the best man he 
=::" can get: and it is this again that enables jockeys and painters 
~:::'i::D and musicians of exceptional ability to get very high prices. 
mODal In all these occupations the highest incomes earned in our 
inoomeo, own generation are the highest that the world has yet seen. 

But so long as the number of persons who can be reached by 
a human voice is strictly limited, it is not very likely that 
any singer will make an advance on the £10,000, said to 
have been earned in a season by Mrs Billington at the 
beginning of last century, nearly as great as that which the 
business leaders of the present generation have made on 
those of the last. 

"'"::liotb For the two causes have co-operated to put enormous 
:i~ ~.rd power and wealth in the hands of those business men of our 
Iob ... iD... ti - Am' d eI h h h h d iacomea. own genera OD m enca an sew ere, W 0 ave a 

first-rate genius and have been favoured by fortune. It is 
true that a great part of these gains have come, in some 
cases, from the wrecks of the rival speculators who had been 
worsted in the race. But in others they were earned mainly 
by the supreme economizing force of a great constructive 
genius working at a new and large problem with a free 
hand: for instance' the founder of the Vanderbilt family, 
who evolved the New York Central Railroad system out of 
chaos, probably saved to the people of the United States 
more than he accumulated himself! • 

• I& abould be noticed however &ha .. lOme 01 these gainI may be &need 60 &hOIII 
opportuniLiel lor-lb. lonnatiOil 01 lI'ade combinaiiona enginoeted by • few able, 
WMIlby and doriog ..... 10 uploillor Ibeir DWD beDeIIl • _I body 01 IlWlIJo 
facture., or the trade and trame 01 • large disLricL. That pan 01 th.iI power, 
wb1ch depend. on polit.ical conditJona. and .pacially OIl t.he Protect.iTe tariff, may 
p611 .w.y. Bu' lb. area 01 America ia 110 large, and iu condiuou. 10 cbangefuI. 
'bat the aloW' I.Ild ateady·going management 01 • great joiok&oct company OD 
tbe EngUab plan iI a' • disadvantage in competJlJon 'tt'it.h the 'rigorous and original 
lChemlng. the rapid Ul.d resolute force 01 • lD'IalI group 01 wealLby capj~", 
who are wilI.ing and able to apply ~ own reaoUl'l"el ill great undenak.inp &0 • 
mucb greIlt.er eztent than fa t.be ease in England. Tbe enHbiftJog eondiLionl of 
burin. lite in Americi enlble naWrai telect.ion &0 bring to &be froo., ~ bed 
mindllor t.be purpoae bolO t.beir na~ popuIa.tion, a1m0l~ eftl'J' one of wbom. II 
he ente .. on Iile., reeolnl to be rich beloze be di... The modem development.l of 
burin_ and or buaJn_ fortunel ate or ezceptJonal interel~ and inat.ructJon to 
logliahmeD: but Uleir ieaoDi will be miueacI unI_ ibe teaenliallJ cWrereo' 
eonditioDi 01 hi" We In &be old world aDd Lhe DeW are OOUMntJt borne fa 
mind. 



§ 12. But these fortunes are exceptional. The diffusion VI, .... 12. 

of education, and prudent habits among the masses of the p";;;' 
people, and the opportunities which the new methode of :.:.~. 
business offer for the oafe investment of small capitals, tl'o"":;':\:~ 
are telling on the aide of moderate incomes. The returns g .... body 

of the income tax and the house tax, the statistics of con- ~o:t.. 
sumption of commodities, the recorde of salaries paid to the 01 ...... 

higher and the lower ranks of employees of Government and 
public companies, all indicate that Jniddle class incomes are 
increasing faster than those of the rich; that the earnings of 
artisans are increasing faster than those of the professional 
classes, and that the wages of healthy and vigorous nnskilled 
lahourers are increasing faster even than those of the average 
artisan. The aggregate income of the very rich is perhaps 
not a larger part of the whole in England now than in earlier 
times. But in America the aggregate value of land is rising 
fast; the higher strains of the working population are 
yielding ground to lower strains of immigrante; and great 
financiers are acquiring vast power: and it may pOS8ihly be 
true that the aggregate income from property.is rising 
relatively to that from labour, and that the aggregate in-
come of the very rich is rising fastest of all. 

It must be adJnitted that a rise in wages would lose part Thein .... 

f · b fit if't . db' . h "an.,.ol o Its ene, I were accom pame y an mcrease m t e emp)oy· 

time spent in enforced idleness. Inconstancy of employment ::::~::: 
is a great evil, and rightly attracte public attention. But ::~"t':! 
several causes combine to make it appear to be greater than beE._ 
• 11' .. 18J. It rea y IS. 

When a large factory goes on half time, rumout bruite the 
news over the whole neighbourhood, and perhaps the news
papers spread it all over the country. But few people know 
when an independent workman, or even a small employer, 
gete only a few day.' work in a month; and in consequence, 
whatever suspensions of industry there are in modern times, 
are apt to seem more important than they are relatively 
to those of earlier times. In earlier times some labourers 
were hired by the year: but they were not free, and were 
kept to their work by personal chastisement. There is no 
good cause for thinking that the medimval artisan had 
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VI, :aI, II. constant employment. And the most persistently inconstant 
employment now to be found in Europe is in those non
agricultural industries of the West which are most nearly 
medilllvai in their methods, and in those industries of Eastern 
and Southern Europe in which medimval traditions are 
strongest1• 

In many directions there is a steady increase in the pro
portion of employees who are practically hired by the year. 
This is for instance the general rule in many of those trades 
connected with transport which are growing fastest; and 
which are, in some respecte, the representative industries of 
the second half of the nineteenth century, as the manu
facturing trades were of the first half. And though the 
rapidity of invention, the fickleness of fashion, and above all 
the instability of credit,do certainly introdnce disturbing 
elements into modem industry; yet, as we shall see presently, 
other in1Iuences are working strongly in the opposite direc
tion, and there seeDlB to be no good reason for thinking that 
inconstancy of employment is increasing on the whole. 

I An inate.nct, whieb c:ame under &be preeenl writer'. o_mtion, may 
be menLioned. here. In Pa1emto Ulere is .. leID.i-leudal connecUOD. beLweao the 
arUam and &heir pat.roDa. Each carreuter or Wlor hal one 01' more large 
bOUlell to which be Ioob for employment.; and so long .. be beba9'81 himaelf 
tairly wen. he is pmctica11,. aecure from competitoion. There are DO great. waftll 
of depreuion of Vadei the new.papen are DeTH filled. with aeecnmtl of the 
lUfterinp 01 $bose out. of work, because thoir ccmdiLioD changM very little bom 
t.ime to t.ime. But. .. larger percentage of art.iaanI are out. of employment .. &be 
bel, of timeI ill Palermo, than in England in &be centre of &be WOlI' depreesiou at 
I'l!lCeDL yeaa. SomeUllng funber is said .. &0 inconaWleJ of emploJ'IBIIII' below, 
VL ..... 10. 



CHAPTER XIll. 

PROGRESS IN RELATION TO STANDARDS OF LIFE. 

§ 1. LST us begin by pursuing a little further the line VI, :all, L 

of thought on which we started in Book III., when considering A.i.iriii .. 
wants in relation to activities. We there saw reasons for and ........ 

thinking that the true key-note of economic progress is the . 
development of new activities rather than of new wants; and I 
we may now make some study of a question that is of special 
urgency in our own generation; viz.-what is the connection 
between changes in the manner of living and the rate of 
earnings; how far is either to be regarded as the cause of the 
other, and how far as the effect! 

The term the standard of life is here taken to mean the By lb. 

standard of activities adjusted to wants. Thus a rise in ~t"::J:: 
the standard of life implies an increase of intelligence and::::i:::: 
energy and seH-respect; leacfuig to more care and judgment Oft~li-..... 
in expenditure, and to an avoidance of food and drink that adjusted 

gratify the appetite but afford no strength, and of ways of \0 w ..... 

living that are unwholesome physically and morally. A rise 
in the standard of life for the whole population will much 
increase the national dividend, and the share of it which 
accrues to each grade and to each trade. A rise in the 
standard of life for anyone trade or grade will raise their 
efficiency and therefore their own real wages: it will increase 
the national dividend a little; and it will enable others to 
obtain their assistance at a cost Bomewhat less in proportion 
to its efficiency. 
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VI, ",u,8. But many writers have spoken of the influence exerted 
When • on wages by a rise, not in the standard of life, but in that of 
:l:'::::... comforl;-a term that may suggest a mere increase of arti· 
dard .1 ficial wanta, among which perhaps the groaser wanta may 
comfon 
...... predominate. It is true that every broad improvement in the 
~ft~ standard of comfort is likely to bring with it a better manner 
b .. :t.':'..::.' of living, and to open the way to new and higher aetivities; 
~riJ... while people who have hitherto had neither the neceasaries 

nor the decencies of life, can hardly fail to get some increase 
of vitality and energy from an increase of comfort, however 
gross and material the view which they may take of it. Thus 
a rise in the standard of comfort will probably involve some 
rise in the standard of life; and, in so far as this iii the case, 
it tends to increase the national dividend and to improve the 
condition of the people. 

AMwnp. 
Ii ... 
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1a,,01 

i:.'T: .. -Ionn. 

Some writers however of onr own and of earlier times 
have gone fnrther than this, and have implied that a mere 
increase of wanta tends to mise wages. But the only direct 
effect of an increase of wanta is to make people . more 
olisemble than before. And if we put aside ita poaaible 
indirect effect in increasing activities, and otherwise raising 
the standard of life, it can mise wages only by diminishing 
the supply of labonr. It will be well to go into this matter 
more closely. 

§ 2. I t has already been noted that if population increased 
in high "geometrical progression uninterruptedly for many 
generations together in a country which could not import 
food easily, then the total produce of labonr and capital, 
working on the resonrces provided by natnre, would barely 
cover the coat" of rearing and training each generation as it· 
came: this would be true even if we supposed that nearly the 
whole of the national dividend went to labour, scarcely any 
share being allotted to capitalist or landowner'. U the 
allowance feU below that level, the rate of increase of the 
population must necessarily shrink; unless indeed the 1lI

penses of their nurture and rearing were curtailed, with a 
'resuIting lowering of efficiency, and therefore of the national 
dividend, and therefore ill earnings . 

• See YL Do a. 8. alan IV •• ". aod ".; aDd VI.". 
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But in fact the check to the rapid growth of population VI,=, a 
would probably come earlier, because the population at large Co ... 

would not be likely to limit ite consumption to bare nece8- '::::.. 
sarles: some part of the family income would almost certeiuly:::':::':::' 
le spent on gratifications which contributed but little to the .1 .. mI.~ 

naintenance of life and efficiency. That is to say, the main- T.::"'" 
ienance of a standard of comfort, raised more or less above :~\ ~ •• 
fuat which was necessary for life and efficiency, would i."'J,!"'" 
.ecessarily involve a check to the growth of population at a billory r.:. 
.ather earlier stage than would have been reached if familyihe wor 
expenditure had been directed on the same principles as is 
the expenditure on the nurture and training of horses or 
slaves. This analogy reaches further. 

Three necessaries for full efficiency-hope, freedom and 
change '-cannot easily be brought within the elave's reach. 
But as a rule the shrewd slave-owner goes to some trouble and 
expense to promote rough musical and other entertainmente, 
on the same principle that he provides medicines: for 
experience shows that melancholy in a slave is as wasteful a8 
disease, or as cinders that clog the furnace of a boiler .. How 
if the standard of comfort of the slaves were to rise in such 
a way that neither punishment nor the fear of death would 
make them work unless provided with expensive comforts and 
even luxuries, they would get those comforts and luxuries; 
or else they would disappear, in the same way as would a 
breed of horses that did not earn their keep. And if it were 
true that the real wages of labour were forced down chiefly 
by the difficulty of obtaining food, as was in fact the case 
in England a hundred years ago: then indeed the working 
classes might relieve themselves from the pressure of Dimin
ishing Return by reducing their numbers. 

But they cannot do so now, because there is no such pres- BuU" 

sure. The opening of England's porte, in 1846, was one among !.~I= .. 
many causes of the development of railways connecting the t:.~~~ .... 
vast agricultural lands of North and South America and by oxt"""l" 

. . preasure 0 
Australia WIth the sea. Wheat grown under the most "umbo .. 

advantageous circumstances is brought to the English::'~ 
working man in sufficient quantities for his family at & ~~, 

a See IV. Y. Co 



692 I?ROGRESS IN RELATION. TO STANDARDS OJ' LIJ'E 

VI, zm, I. total cost eqaal to but a small part of his wages. An 
... dca. increase in numbers gives many new opportWlities for 
bo_ 
001, b1 increased efficiency of labour and capital working together 
!.".i=. to meet men's wants; and thus may raise wages in one 

direction as much as it lowers. them in another; provided 
only the stock of capital required for the new developments 
increases fast enough. Of course the Englishman is' not 
unaffected by the law of diminislllng return: he cannot earn 
hi. food with as little labour as if he were near spacious 
virgin prairies. But its cost to him, being now governed 
lIl8inly by the supplies which oome from new oountries, 
would not be greatly affected either by an increase or by a 
diminution in the population of this oountry. U he can 
make his labour more efficient in producing things. which 
can be exchanged for imported food, then he will get his 
food at less real oost to himself, whether the population 
of England grows fast or not. 

When the wheat-fields of the world are worked at their 
full power (or even earlier, if the free entry of food into' 
England's ports should ever be obstructed), then indeed an 
increase of her population may lower wages, or at all events 
check the rise that would otherwise have oome from the' 
continued improvement in the arts of production: and, in· 
such a case a rise in the standard of oomfort may raise: 
wages merely by stinting the growth of numbers. ; 

eontran But, while the present good fortune of abundant im-' 
bo ...... 
cb ..... in . ported food attends on the English people, a riee in their 
numbed 
... d in standard of oomfort oould not increase their wages, merely 

by its action on their numbers. And further if it were 
obtained by measures which forced down the rate of profits 
on capital even further below. the level, which can be got in 
countries which have a greater power of absorbing capital; 
than England has, it might both check accumulation iDi 
England, and hasten the exportation of capital: and in' 
that case wages in England would fall both absolutely, and. 
relatively to the rest of the world. If on the other hand 
a riee in the standard of oomfort went together with a gre&c! 
increase in efficiency; then-whether it were acoompanied b" 
aD increase in numbers or not-it would enlarge the nationai 
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dividend relatively to population, and establish a rise of real VI, sm, IL 

wages on an enduring basis. Thus a diminution by one-tenth _. -
of the number of workers, each doing as much work as before, 
would not materially raise wages; and therefere a diminution 
by one-tenth in the amount of work done by each, the number 
remaining unchanged, would lower wages in general by one-
tenth. 

This argument is of course consistent with the belief that B .... 

f k f ti· . th· t a.mgle a compact group 0 wor ers can or a me ra1S6 ell wages a g.oupol 

the expense of the rest of the community by making their labour :::0 
scarce. But such strategy seldom succeeds for more than a ::::~ 
short time. However strong the anti-social obstaeles which ally t;gb 
they erect against those who would like a share of their gains, ;~~ . 
interlopers find their way in; some over the obstacles, some ::in-:::::;! 
under them, and some through them. Meanwhile inveution 
is set ou foot to obtain in some other way, or from some other 
place, things of the production of which the compact group 
thought to have a partial mouopoly: and, what is even more 
dangerous to them, new things are invented and brought 
into geneml use, which satisfy nearly the same wants, and yet 
make no use of their labour: Thus after a 'While those, who 
have striven to make a shrewd use of monopoly, are apt to 
find their numbers swollen rathe .. than reduced, while the 
.",ta1 demand for their labour has shrunk: in that case their 
wages fall heavily. 

§ 3. The relations between industrial efficiency and the Sland.oWa 

Itours of labour are complex. If the strain is very great, a r.:::~ 
man is apt to be so tired by long work that he is seldom at ~~ ~~~ 
Ills best, and is often much below it or even idling. As It. 
general, though not universal rule, his work is more intense 
when paid by piece, than when paid by time; and, in so far 
as this is the case, short hours are specially suitable to 
industries in which piece-work prevails!. 

I The facia are much In queat.icm, partly because &bey 'l'8l'J' much from one 
lndUlLrJ' &0 another; aDd \he. who have the mOl' intimate knowledge of them. 
are .pi to be biaII8d. When , .. work can be brougb& under eoUeet.ive 
bargaining by trade UIlioDa. the 8m effect 01 an improftllleD.& ill plan, if 
&0 nile real w~: and &be ObUi 01 daiming • lftdjUl\meDt; of piece nt.el 
in cm1er to keep .... ill just; proportion too thOllll which are being earned 
by equally diffieu.l, and n.ponaible won. iD. otbfor oecupaUonl, ill lbUi throWQ 
ullIOII t.be emplo1'ra. In mach cues, piec.work it pnenilly in ·(afOUl' wilob 
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VI, mI, 8. When the hours, the .nature of the work done, the 
l .. mu1'8 physict.1 conditions under which it is done, and the method 
~'l.~!"''' by which it is remunerated, are such as to cause great wear
lomod and-tear of body or mind :or both, and to lead to a low 
to good 
IICCOIIDI, standard of living; when there has been a wt.nt of that 
makeror 
.... om'. leisure, rest and repose, which are among the necessaries for 

efficiency; then the labour has been extravagant from the 
point of view of society at large, just as it would be extrava
gant on the part of the individual capitalist to keep his 
horses or slaves overworked or nnderfed. In such a case a 
moderate diminution of the hours of labour would diminish 
the national dividend oulytemporarily: for as soon as the 
improved standard of life had had time to exert its full eflec! 
on the efficiency of the workers, their increased energy, 
intelligence and force of character would enable them to de 
as much as before in less time; and thus, even from thE 
point of view of material production, there would be nc 
ultimate loss, any more than there would be in sending 8 

sick worker into hospital to get his strength renovated, 
The coming generation is interested in the rescue of men, 
and still more in that of women, from excessive work; al 
least as much as it is in the handing down to it of a good 
stock of material wealth. 

~':U~n- This argument assumes that the new rest and leisure raisa 
Ihelow... the standard of life. And such a result is almost certain to 
~!~ follow in the extreme cases of overwork which we have been 

now considering; for in them a mere lessening of tension iii 
a necessary condition for taking the first step upwards. The 
lowest grade of honest workers seldom work very hard. But 
they have littIestamina; and many of them are so liver-, 
strained that they might probably, after a time, do as much 
in a shorter day as they now do in a long one'. 
empJoyeeL And "here t.beir mganization II good, AI in ane cJasIeI of miDioi 
wort, t.he:r approve it eno. in regard. to "ort lb., ia no' uniform. But in man, 
otiler C&I8I Ii arGUICi their IUSpiclon of unfair advantage. See below, I So 
.&.eeording' to Prof. SchmoDer, It II estimated. t.ba' piece-waft: fncreaaM OUf.put 
by 20 to 100 pel ceo .. aeeording to the nee of t.he worke .. and t.be ebarader an4 
&eclmique of the indUitry, Yo~"'UA", 1208. AD. In.uudive detaiW 
.t.atemeuf. 01 the C6\11f11whicb lead WOlken generally to oppoee payment. by NUU .. iii 
euIain ind .. 1rieI, "bile weIcom.., " In olh .... lop .... bl Cole, TAo po,..,.. " 
.. gu. th. IL ~ 

• Tbe w.1o'101 Brilloh Ind .. lri. oft ... Ihe mod _ .... Ihe mod deuIJ 
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Again there are some branches of industry which at VI, DU, 8. 

present turn to account expensive plant during nine or ten I.;;;;;;;; 
hours a day; and in which the gradual introduction ol~':' 
two shifts of eight hours, ~r even le88, would be a gain. The ~::.,:;m; 
change would need to be mtroduced gradually; for there is dO!,ble 

not enough skilled labour in existence to allow such a plan:!,:~ be 

to be adoptsd at once in all the workshops and factories for :':' 
which it is 8uite~. But so~e kinds of machinery, when ~~! 10 

wom· out or antiquated, might be replaced on a smaller oerned. 

scale;· and, on the other hand, much new machinery that 
cannot be profitably introduced for a ten hours' day, would be 
introduced fora sixteen hours' day; and when once introduced 
it would be improved on. Thus the arts of production 
would progress more rapidly; the national dividend would 
increase; working men would be able t.() eam higher wages 
without checking the growth of capital, or tempting it to 
migrate to countries where wages are lower: and all cl .... es 
of society would reap benefit from the change. 

The importance of this consideration is more· apparent 
every year, since the growing expensiveness of machinery; 
and the quickness with which it is rendered obsolete, are 
constantly increesing the wastefulness of keeping the untiring 
iron and steel resting in idleness during aixteen hours out 
of the twenty-four. In any country, such a change would 
increese the net produce, and therefore tqe wages of each 
worker; because much less than before would have to be 
deducted from his total output on account of charges for 
machinery, plant, faotory-rent, etc. But Anglo-Saxon arti
sans, unsurpa88ed in accuracy of touch, and surpa88ing all in 
sustained energy, would more than any others increase their 
net produce, if they would keep their machinery going at 
its full speed for sixteen hours a day, even though they 
themselves worked only eight>. 

de8.ned, aDd. the moat. 1J"D8I'IillJ' ioat.rw::tJ,.. • .I.perimentl ... too lbe inft~, 01: 
... ariaLioDi in the hoUJII of labout on Outp.: bui international muue. .on ihIi 
IlUbjd eeem &0 be IJMIclalIY German. See 101' m.tance Be.nuud. B6AeN ."'1'6'" 
i~ 6ft K.......a 4"~. 1909. 

I On ... wbole cd tbiI .ubject; .. Prof. Chapman', Iddreu .• t. &be Brit.ilb 
.a..ociatJon, 1909, pubUahed to ~ ~io JowwaI., vol xu.. . 

Double lbiftl .... IIIed more Oil tJa Cootineo.t. &baD. in Engllmd. Bu' IheJ 
ban not. .. lair Vial Uwe. for the houri 01 labour ue .. loq: u." double 1hiI. 
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VI, :all, .. It must however be remembered that tbis particular plea 
for a reduction of the hours of labour applies only to tbosp 
trades which usc, or can use, expensive plant; and tbat in 
many cases, as for instance in some mines and some brancbes 
of railway work, the system of abifts i. already applied so as 
to keep the plant almost constantly at work. 

But in There remain therefore many trades in whicb a reduction =!.. of the hours of labour would certainly lessen the output in 
~Ut.i.D the immediate present, and would not certainly bring about 
l'."b':.':. of at all quickly any such increase of efficiency as would raise = the average work done per head up to the old level. In 
duct;.:'ro- such cases the change would diminish the national dividend; 

and the greater part of the resulting material loss would fall 
on the workers whose hoJllS of labour were diminished. It is 
true that in some trades a scarcity of labour would raise its 
price for a good long while at the expense of the rest of the 
community. But as a role a rise in the real price of labour 
would cause a diminished demand for the product, partly 
through the increased USe of substitutes; and would also 
cause an inrush of new labour from less favoured trades. 

!l:!:':; § 4. It may be well to try to explain the great vitality 
:'e in· of the common belief that wages could be raised generally by 
.~ merely making labour scarce. To begin with, it is difficult 
-~~ul;ng to realize 'how difierent, and often even opposed, are the 
:,rla~~'::; immediata and permanent effects of a change. People see 

Involve wort Dearly RII &be Dight ibrough; and night. work iii MYel' 10 roo4 
u day work, parU, because iboee who work. at night. do DOt. resl. pl!lfectJy during 
the day. No doubt. certain practical objecl.ions CaD be Wb'l!d aga.inn the plao; for 
hlStance, • machine ill D.ot. 10 weU cared for "han t.wo D\8Il Ibare abe nBpODSibilit,y 
oJ keeping it. in order, u wben one man bas the wbole management. of U; and. 
&here iI aometimel .. dimeull.y about. bing respODBibiliLY for imperleel.ioDi in tbe 
work done; but. these dimeult.iu: eaD be in .. great. mealUl'fI overcome by putting 
&he machine and t.he work. in charge oJ' t.wo partnelL Ag:Jin, there would be .. lit.tle 
clilBcult.y in readjuaf.ing the oftlee arrangements to lUi&. • day of IiJ.toen hours. 
But employ&rl and their foftIm8D do no&. regard t.heIIe diffieulti81 U inmperab1e; 
and ezperieuce abo". tba. workmen lOOn overcome the repugnance which Utey 
feel at tin, to double Ihifu. One Ie' might end iu wort at noon. I.D.d the oiber 
I>egia. then; or what would perhaps be beUv, ODe shif' might wort, _y, from 
6 &om. to 10 &om. and from 1.30 p.m. to 4.30 p.m., the eeeond aet working llOID 
10.15 a.m. to 1.15 p.m. and from 4.45 p.m. to 9.46 p.m.; the t.wo aela might change 
plaoel at the end of each week or monlb. A genenl adoption of double ahiftl wiD 
be DeeeIIAI'J' if the ut.enaiOQ of &be marnlloUl PO"""' 01 eapeosift machine..,. ioao 
every bmncb of manual wort iI to uereile the IuD iDfIwmce a! wbieh 11 it capable 
In red""",, Il1o bo ... of labour much boIow '"ahL 
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that when there are competent men waiting for work outside VI, DU,4-

the offices of a tramway company, those already at work it;';;
think more of keeping their posts than of striving for a rise =m,i:; 
of wages; and that if these men were away, the employe~ ::if:::': 
could not resist a demand for higher wages. They dwell on •• guide 

the fact that, if tramway men work short hours, and there ::it: .... 
is no diminution in the number of miles run by the cars on 
existing lines, then more men must be employed; probably 
at higher wages per hour, and poasibly at higher wages per 
day. They see that when an enterprise is on foot, 88 for 
instance the building of a house, or a ship, it must be finished 
at any cost, since there is nothing to be gained by stopping 
hall way: and the larger the slices of work on it done by any 
one man, the fewer slices of work on it will be left for other 
people. 

But there are other consequences more important, though 
lees obtrusive, which need to be considered. For instance, if 
tram workers and building operatives stint their labour arti
ficially, tramway extensions will be checked; fewer men will 
be employed in making and working tramways; many work
people and others will walk into town, 'who might have 
ridden; many will live closely packed in the cities who 
might have had gardens and fresher air in the suburbs; the 
working claBBes, among others, will be unable to pay for as 
good housing accommodation 88 they would otherwise have 
had; and there will be less building to be done. 

In short the argument that wages can be raised perma· and '~a' 
nently by stinting labour rests on the aBBumption that there ~'::l':::::' 
is a permanent fixed work-fund, '.e. a certain amount Off OM, 

work which hIlS to be done, whatever the price of labour. 
And for this assumption there is no foundation. On the 
contrary, the demand for work COllies from the national 
dividend; that is, it comes from work. The less work there 
is of one kind, the lees demand there is for work of other 
kinds; and if labour were searce, fewer enterprises would be 
undertaken. 

Again, constancl of employment is dependent on the 
organization of industry and trade, and on the snccess with 
which those who arrange supply are able to forecast coming 
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VI, DB, 5. movements of demand and of price, and to adjust thei, 
- actions accordingly. But this would not be better don, 

with a .ahort day's work than with a long one; and indeei 
the adoption of a short day, not accompanied by doubl, 
shifts, would discourage the use of that expensive plant 
the presence of which makes employers very nnwilIing tc 
close their works. Almost every artificial stinting of worl 
involves friction, and therefore tends, not to lessen, bnt tc 
increase the inconstsncy of employment . 

.. d!ha. It is trne that, if plasterers or shoemakers could ex· .. ..,. 
.beck clude external competition, they would have a fair chanco 
lathe .. Ii.... of raising their wages by a mere diminution of the amonni 
~~d::..d of work done by each, whether by shortening the hours oj 
P"'k~· 'h. labour or in any other way; bnt these gains can be got onll' 
1f'or mg 
-. at the cost of a greater aggregate 1088 to other sharers in the 

national dividend; which is the source of wages and profit. 
in all industries in the country. This conclusion is emphasized 
by the fact, to which experience testifies and which analysis 
explains, that the strongest instances of a rise in wages 
attained by trade nnion strategy are found in branches of 
industry, the demand for whose labour is not direct, but 
"derived" from the demand for a product in making which 
many branohes of industry oo-operate: for anyone branch, 
which is strong in strategy, can absorb to itself some share 
of the price of the ultimate product, which might have gone 
to other branches'. 

~ited § 5. We now come to a second cause of the vitality of the 
..... , belief that wages can be raised generally and permanently 
to wbicb 
capiWisLl" by checking the supply of labour. This cause is an nnder-
::d~1a estimate of the effects of such a change on the supply of 
=~ .. capital. 
Ing~rom It is a fact-and, 80 far as it goes, an important fact-
~',b:k that 80me share of the loss resulting from the lessening of 
~-:!J:i output by (say) plasterers or shoemakers, will fall on those 

who do not belong to the working classes. P"rt of it will 
no doubt fall on employers and capitalists, whose personal.."d 
material capital is sunk" in building or shoemaking; and 

• part on woll-to-do users, or oonsumers, of houses or oboes. 

I" .bo .... v. ft. L 
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And further if there were a general attempt by all of the VI, DD, Ii. 

working classes to obtain high wages by restricting the -
effective supply of their labour, a considerable part of the 
burden resulting from the shrinkage of the national dividend 
would doubtless be thrown on other classes of the nation, and 
especially on the capitalists, for a time: but only for a time. 
For a considerable diminution in the net return to investments 
of capital wonld speedily drive new supplies of it abroad. In 
regard to this danger it is indeed 80metimes urged that the 
railways, and factories of the country cannot be exported. But 
nearly all of the materials, and a large part of the appliances 
of production are consumed, or worn out, or become obsolete 
every year; and they need to be replaced. And a reduction 
in the scale of this replacement, combined with the exporta-
tion of some of the capital thus set free, might probably so 
lessen the effective demand for labour in the country in a 
few year&, that in the reaction wages generally wonld be 
reduced much below their present level'. 

But though the emigration of capital wonld not in any I~" ... · 
case be attended by much difficnlty, owners of capital have :; 
good bUSlDess reasons as well as a sentimental preference in ::::-:; 
favour of investing it at home. And therefore a rise in the ~~ 
standard of life, which makes a country more attractive to cit..;.. 
live in, is sure to counteract to some enent the tendency of 
a fall in the net retum on investments to cause capital to be 
exported. On the other hand an attempt to raise wages by 
anti-social contrivances for stinting output, is certain to drive 
abroad well-to-do people in general; and especially just that 
class of capitalists whose enterprise and delight in conquering 

a To &ake au illustration, W 'III suppose ib .. ahoemak811 BIld b.'teJe are ill &be 
·IUM grad&. working equal houn, and receiriog equal wages, before and anet a 
general reductioo ill &!HI bona of labour. Then bolib. before ud alter &be 
change. the baUer eouId. buy, with a month' • ..,.. u man, 1h0fll .. were 
&he De' produe& of the lIhoemu.er'a wort for • month (8M VI. Do 1). U \be 
Ihoemaker worked Iell boars &han before, and in eonaequence did le8a work., the 
DIll product; of bia labour tor a month would hal"' diminiabed, unleee either by • .,.lem of working double abiftl &he employer and biB capital bad earned pro6&8 
OD two aeU Gil wmtms. 01' hiI profltl could be ~ down by &he full lIDoon' of 
\be diminutioa to. DU~pYt. The lul euppoaitioo is iDeonaist.eDt; wilib. wbat; 1M 
mow of \be e&U9I!lI wbieb goY8!D &he .pp., of card&al and bucriruw po"" 
And I.hertlfON &be baUer', ~ would CO lea far &baD. betOl8 ill buyiDI eb08l; 
.d to aD l'OUDd lor o&ber t.ndI& 
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VI, ""', 8. difficulties is of the most importance to the wor~g classes. 
- For their ceaseless initiative makes for national leadership 

and enables man's work to raise real wages; while promoting 
an increased supply of those appliances which Inake for 
effiQiency, and thus sustain the growth of the national 
dividend. 

It is true also that a general rise in wages however 
attained, if spread over the whole world, could not cause 
capital to migrate from anyone part of it to another. And 
it is to be hoped that in time the wages of manual labour will 
rise allover the world, mainly through increased production; 
but partly also in consequence of a general fall in the rate of 
interest, and of a relative-if not absolute diminution of 
incomes larger than are necessary to supply the means of 
efficient work and culture even in the highest and broadest 
senses of these terms. But methods of raising wages, 
which make for a higher standard of comfort by means 
that lessen rather than promote efficiency, are so anti-social 
alld shortsighted as to invoke a speedy retribution; and there 
is perhaps little chance of their being adopted over any great 
part of the world. If several countries adopted such methods, 
the others going straight for raising the standards of life and 
of efficiency, would speedily attract to themselves much of 
the capital and of the best vital force away from those who 
followed an ignoble restrictive policy. 

DilBcu1\1eo § 6. In this discussion it has been necessary to adhere 
01 the ral' f dire I .. ,appeallo to gene reasomng: or a cta ppea to expenence IS :=nce difficult; and, if made lightly, it can but mislead. Whether 
""- we watch the atatistiee of wages and production immediately 

after the change or fou long period following it, the prominent 
facts are likely to be due chie1ly to causes other than that 
which we are wishing to study. 

Thus if a reduction of hours resulted from a successful 
.trike, the chances are that the occasion chosen for the strike 
was one when the strategical position of the workmen was 
good, and when the general conditions of trade would haVe 
enabled them to obtain a rise of wages, if .there had been no 
change in the hours of labour: and therefore the immediate 
dects of the ohange on wages are likely to appear more 
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favourable (ban they really were. And again many em- VI. un, 6. 

ployers, having entered moo contracts which they are bound -
to fulfil, may for the time offer higher wages for a short day 
than befo .... for a long day. But this is a reault of the sudden-
ness of tbe change, and is a mere tlash in the pan; and, as 
has just been observed, the immediate reaults of such a 
change are likely to be in the opposite dinlction to those 
which follow later, and are more enduring. 

On the other hand, if men have been overworked, the 
shortening of the hours of labour will not at once make them 
strong: the physical and moral improvement of the condition 
of the workers, with its consequent increase of efficiency and 
the .... fore of wages, cannot show itself at once. 

Further, the statistics of production and wages several 
years after the reduction of hours are likely to reflect changes 
in the prosperity of the country, and especially of the trade 
in question; of the methods of production; and of the 
purchasing power of money: and it may be as difficult to 
isolate the effects of reduction of the hours of labour as it 
is to isolate the effects pn the waves of a noisy sea caused 
by throwing a stone among them ,. . 

We must then be careful not to confnse the two questions 
whether a cause tends to produce a certain effect and whether 
that canse is sure to be followed by that effect. Opening 
the sluice of a reaervoir tends to lower the level of the water 

I Por inlLance, .. beo we loot a' Lbe hiat.ol'7 of t.he introciut't,iou of the eight 
hount day in Auat.ralia we find great fluctuations in lb. proaperU,. of &be mines 
and the aupply of gold, ill the pl'08peril.y of the abeep farma and. t.bfl rrite ot wool, 
in &be bonowiog from old. countricl capjtal with which to emrdoy Auat.nlian 
labour to build rnilwBys. etc., in immigrat.ion. IlIld in commercial credit. .And aU 
these m. •• been such powedul ca.UIeI of change in t.he condit.ioD. of the AuaUulian 
working mao u to comple~y overlay and hide lrom new ibe eflocu of a red~ 
&ioo of &be howt of labour from lU groa (81 Del. after deduct.ing meal Urn_, to 
8 net. MODey wages in Aua&.ralia are mueh lower than &hey were before the hour. 
were Ihonened.; and, though it may be true Uta' 'he pUf'C'basing power of money 
hal increued, 10 Lhal. real "agel han DOl. fallen, yel. t.Iwo aeema DO doubl. Um.L 
ibe real wagM cd labour iD Aual.ralla aN DOt. nearly .. much .bcmi t.h0ll iD 
England as t.b.ey WeN before \he reduction in t,be hours 01 labour: IlIId it. hal DOt. 
been prom that. t.hey are DOt. lower t.haD the, woulJ ban boea if t.hat. change 
b~ DOt. t.akea place. .Tbe commercial t.roublel &hrougb ,duch Awstralia passed 
mortly after the change were DO doub' mainly eauaed by • aerieI of droughts 
IUpenrening OIl to red.leu inIlat.ion cd cred.iL But.. contribuLory c&uae .ppeaI'J 
too bave been aD o .. er-aoguine .t.irnaloe 01 the economic eOleieDey cd abort. bOUlB 
of labour, whicb led. to .. prema&we nduct.iOD 01 bollll in indUl\ri .. DO' well 
adap&ed. 101' it.. 
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VI, ""',7. in it; but if meanwhile larger supplies of water are flowing 
-. in at tbe otber end, the opening of tbe sluice may be 

followed by a rising of the level of the water in the cistern. 
And 80 although a shortening of the hours of labour would 
tend to dimiuish output in tbose trades which are not over
worked, and in which tbere is no room for double shifts; 
yet it might very likely be accompanied by an increase of 
production arising from tbe general progress of wealth and 
knowledge. But in tbat case the rise of wages would have 
been obtained in spite of, and not in consequence of, a short-

wop ... 
to t.he 
inBuenc:e 
of &rode 
unionaon 
llandarda 
of life, 
work and ,,-

ening of hours. 
§ 7. In modern England nearly all movements of the 

kind which we have just been diecUBBing are directed by 
trade unions. A full appreciation of tbeir aims and results 
lies beyond tbe scope of the present volume: for it must be 
based on a study of combinations in general, of industrial 
fluctuations, and of foreign trade. But a few words may be 
said here on that part of tbeir policy which is most closely 
connected with standards of life, and work, and wagesl. 

'The increasing changefulness and mobility of industry 
obscure the influences botb for good and for evil which the 
earnings and industrial policy of any group of workers in one 
generation exert on the efficiency and earning power of the 
same group in a later generation". The family income, from 
which the expenses of rearing and training its younger 
members must be defrayed, seldom comes now from a single 
trade. The sons are leBS frequently found in tbeir fatber's occu
pation: the stronger and more strenuous of tbose to whose 
nurture the earnings of any occupation have contributed are 
likely to seek higher fortunes elsewhere; while tbe weak and 
the diBSolute are likely to descend below it. It is therefore 
becoming increasingly difficult to bring tbe test of experience 
to bear on· the question, whether tbe efiorts, which any partie 
cular trade union has made to raise tbe wages of its members, 

l A. thon plO_onll deeeription 01 Vade uniODI II aftbed &0 Vol. L of my 
... .." 0/ &o..o.tw, which", ID. ot.her reapedl, an abridgmn' of the preeeat 
..,Iume. And \be account of ibeir aims Uld metJ:todi Kinn ill Ule Final Repon 01 
&be t.bour CornmilaiOD, 1893, b .. lb, unique autbori'1 deriftd from \be co
openLioD. cd .:nploytll and t.rad.. unioa 1ecu.l1tl at euep1iioDal t.bilitJ md 
~ 

I Comp .... above. VL m. 7 ... d 't'. I. 
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have borne rich fruit in raiaing the standard of life and work VI, DB; ,. 

of the generation reared by aid of those high wages. But -
some broad facts stand out clearly. 

The original aims of British trade unions were almost as The" . 

closely connected with the standard of life as with the rate of ~~:: \Old 

wages. They derived their first great impulse from the fact ihZ"Wg 
that the law, partly directly and partly indirectly, sustained ~~"!:!d 
combinations among employers to regulats wages in their own charac .... 

8upposed interest; and prohibited under severe penalties:::b::: 
similar combinations on the part of employees. This law w_ 
depreesed weges a little; but it depreesed much more the 
strength and richness of character of the workman. nis 
horizon was generally so limited that he could not be fully 
drawn out of himself hy a keen and intelligent interest in 
national affairs: 80 he thought and cared little about any 
mundane mattera, except the immediate concerns of himself, 
his family .. nd his neighbours. Freedom to combine witb 
others in his own occupation would bave widened his borizon,' 
and given him larger matters to think ahout: it would have· 
raised his standard of social duty, even though this duty 
might have heen tainted with a good deal bf clasa selfishnesa. 
Thus the early struggle for the principle that workmen should 
he free to do in combination the counterpart of anything 
which employers were free to do in combination, was in effect 
an effort to obtain conditions of life consistent with true self· 
respect and broad social interests, as much as a struggle for 
higher wages. 

On this side of the field victory has been complete. Trade 
unionism has enabled skilled artieanB, and even many classea 
of unskilled workers, to enter into. negotiations with their 
employers with the same gravity, self-restraint, dignity and 
forethought as are observed in the diplomacy of great nations. 
It has led them generally to recognize that a simply aggres
sive policy is a foolish policy, and that the chief use of 
military resources is to preserve an advantageous peace. 

In many British industries Boards for the adl'ustment Th8 io In-
" ..... on 

of wages work steadily, and smoothly, because there is II ch ..... ~ 
strong desire to avoid waste of energy on trifles. If aD ~':d!1 
employee disputes the jumes of any judgment passed by\:: 
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VI, :Oil, 8. his employer or foreman on his work or his remuneratio~ 
which for it, the employer in the first instance caIls in the 
conlinuo trade union secretary Be arbiter: his verdict is generall~ ,he good ~ 

"ork. accepted by the employer; and of course it must be accepted 
by the operative. U beneath this particular personal 
dispute there is a question of principle on which no cleal 
agreement has been -reached by the Board, the matter may 
be referred for discussion to the secretaries of the employers' 
aesociation and the trade union in conference: if they cannot 
agree, it may be passed on to tbe Board. At last, if the 
stake at issue is large enough, and neither side will give way, 
the iesue is relegated by a strike or a lock-out to the decision 
of force. But 'even then the good services of several genera
tions of organized trade unions are Been in the conduct of 
the contest; which generally differs in method from the 
contest waged between employers and employed a century 
ago, very much as honourable war between modern ci~d 
peoples does from fierce guerilla war among ",ild peoples. 
Self-control and moderation of manner overlying resoluje 
purpose distinguish the British delegates above others at an 
international labour conference. 

But the very greatneBB of the services which trade unions 
have rendered imposes on them corresponding obligations. 
N oble88e oblige: and they are bound to look with suspicion 
on those who exaggerate their power of raising wages by 
particular devices, especially when such devices contain an 
anti-social element. There are indeed but few movements 
which are without reproach: some destructive influence lurks 
in nearly every great and good effort. But the evil should 
be stripped of all gloss, and carefully examined, so that it 
may be kept down. 

~. § 8. The chief instrument by which trade unions have, 
Ru'i:,mjaDD obtained their power of negotiating on even terms with their' 
r.::'~~nl employers is a "Common Rule" as regards the standard wage,: 
~r.::::~., to be paid for an hour's work of a given class, or again for r.:d lUliJ.d piece-work of a given clus. Custom and the rather ineffe~ 
.... . b J' f th P ~" tive assessments of wages y ustices 0 e eace, w'w~ 

hindering the workman from rising, had also defended hi~ 
from extreme preasure. But. when competition beoame free, 
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j;he isolated workman was at a disadvantage in bargaining VI, zm, 8. 

with employers. For, even in Adam Smith'. time, they were -
generally in agreement, formal or informal, not to ontbid one 
another in the hire of labonr. And when, as time went on, 
a single firm was often able to employ several thonsands of 
workmen, that firm by itself became a larger as well a. a 
mote compact bargaining force than a small trade nnion. 

It is trne that the agreements and nnderstandingo of Th~-:om' 
I b'd th . I~-~ emp oyers not to over lone ano er were not umversa J employen 

and were often evaded or· broken. It is trne that when the ::;::.':t.. 
net product due to the labonr of 'additional workers was ::;=r"t. 
largely-m excess of the wages that were being paid to them, ill no. 

hi I uld b h · di .' f his p.oduc. a pus ng emp oyer wo rave t e ill gnatlon 0 peers, gredua.1ed 
and attract workers to him by the offer of higher wages::::m":' 
and it is true that in progressive industrial districts this OD.,; 
competition was sufficient to secnre that no considerable 
body of workers should remain for long with wages much 
below the equivalent of their net product. It is necessary 
to. reassert here the fact that this net product, to which 
the wages of a worker of. normal efficiency approximato, 
is the net product of a worker of normal efficiency: for 
a Buggestion has indeed been made by some advocates of 
extreme enforcements of the Common Rule, that competition 
tends to make the wages of the .fficien~ worker equal to the 
net product of that worker who is so inefficient that the 
employer can barely be induced to employ him at alli • 

I The .... holeaome iDOuencn OD IIOC:ia1 wellbeing, whieb are exercised by trode 
union leaders in many directiou. are apt. to be .marred by • misunderstanding on 
&lUI maUer. They commonly gin B8 their authorit.y the yery weight.y and. able 
bea&riae on Itt4~ DtmotlNq by Mr and MIl Webb, where Lbe miaunder .. 
• Landing ill 1UggOIt.ed. ThUi they lay, p. 710, "It. ill noW' theoret.ieally 
demoDiLrat.ed, .. we sa ... in our chapter on 'The Verdict of the Economilta,' dlat. 
wuier 'perfect. compet.ition: and complete mobilit.y bet-ween ODe occupation and 
anot.her. t.he common level of wagea t.eD.dI to be no more t.hao. 'th. DQ prodw:e 
due to 'he labour of Lbe margina11abourer' who iI on the YeJge of no~ being employed. 
a' allt" And, p. '187 Ln., fobe,. refer $I) t.biI marginal labourer as an industrial 
invalid or pnupOJ', aaying:-"U ""' W&geI of 8VeJ'Y cbtu of la.bour under perfect· 
eompet.iUoD t,end to be no more I.han t.be ne' produce due to ~e addiaonallabour 
or t.he marginal labourer of dld claa. who iI on the verge of no' being employed. 
al aU. die .bluact.ioo. of $he paupers, DO' o.eeeuari.ly from productive labour lor 
tbemIel,... bu' from me eompeuuve labour market. by raising the c:apaci.t.,. 
of t.b. marginal .... labourer. would. aeem kJ increue t.he wapi of the en"re 
labo1ulaa oINa." . 

•• 
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VI, DIJ, 8. But in fact competition does not aot in this way. It does 
i.,i;;' Dot tend to make weekly wages in similar employment. =iua, equal: it tends to adjust them to the efficiency of the workers. 
f!':r,~!. U 4 will do twice as much work as B, an employer on the 
prod." 01 margin of doubt as to whether it is worth his while to take 
inoOi,ien' ddi' al k will k' db' b labour. on a tion wor era, ma e I ust as goo a argam y 

True 
.loan.I .... 
diaauooil 
lIOCially 
beneficiaL 

D ..... ' 
lh .. l.l.be 
Common 
Ru1emR1 
wort for 
I .... ,"'dar
m..UOD. 

taking on 4 at four shillings as by taking on B and another 
at two ahillings each. And the causes which govem wages 
are indicated as olearly by watching the marginal case of 4 
at four shillinga as that of B at two'. • 

§ 9. Speaking broadly then it may be said that trade 
wons have benefited the nation as well as themselves by 
such uses of the Common Rule as make for a true standar
dization of work and wages; especially when combined with 
a frank eodeavour to make the resources of the country 
go a. far as they will, and thus to promota the growth of 
the national dividend. Any rise of wages or improvement 
in the conditions of life, and employment, which they may 
obtain by these reasonable methods, is likely to make for 
social wellbeing. It is not likely to worry and dishearten 
business enterprise, nor to throw out of their stride those 
whose effort. are making most for national leadership: nor 
will it drive capital abroad to any great exteut. 

The case is different with applications of the Common 
Rule which make for a false standardization; which tend to 
force employut8 to put relatively inefficient workers in the 
same claao for payment as more efficient workers; or which 

I It II Nany III und.nta_eo' &0 II, &bat oompeti&ion teodJ to mate 
the employer willing to pay twice .. high wageI &0 4. .. to B under tb.e 
condiiioDL Por aD ellicien' workv who will make &be IUDe factol'J' IpaCI 
and plant IIIld SUperri&iOD ArYe for &'W"ke u much producUoa U UI iDefBcient 
worker, is wonb more &ban twice .. much wagee &0 ~ ampla,...: be may reeJly be 
wonb lhne tim ... mueb. (See abo.., VI. m. I.) Of tow. Ihe employer RlaJ 
be afraid.., oller to t.be mOle elB.cieDt. worker wagM proportJonate &0 Ilia Vue DI& 
produd, len inemclen' WOI't .... IlUpported. b7 lbeir uniona. Ihould o.......wna .. 
bill raM 01 profitt. and claim ..... in wagea. Bu' in &his cue the came whicll; 

• mak. u.. employer pay att.eoUon 60 ~e De' product of the I.,. etftcien' worker, 
"b_ cooaldaring bow much i' II worth bit wbile 110 ofter to ~ more e1Ilcient.. .. 
DO' tr .. oompetoitiOD, but \ba' ruiatanee to free c:ompelitioa which iI 08m1d 
b, flbe milapplicalioa of the COIDmoa rule. Som. modena 8ChemeI tor "piD. 
Iharhsg" aim .. taising the .... of efftcien' wark_ nearly in proporLion eo 
lbeir t.rue net product; &ba' fa, mnN than In propoltioD 110 &Ita "piece-woft~ nil:' 
but u.d. uniODI do DO' ahnJl ,.Your ncb ICbImea. ' 
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prevent anyone .from doing work for which he ia capable, VI, mil, D. 

on the ground that it does not technically belong to him. -
These uses of the Rule are prima facie anti-social. There may 
indeed be .tronger reasons for .uch action than appear on the 
.urface: but their importance ia apt to be exaggerated by 
the professional zeal of trade union officials for the technical 
perfection of the organization, for which they are responsible. 
The reasons are therefore of a kind for which ezternal criticism 
may be serviceable, in .pite of its aloofness. We may begin 
with a strong case, on which there is now relatively little 
difierence of opinion. 

In the day. when trade unions had not learnt full Th ..... 

s_If-respect, forms of false standardization were common. ::.rJ'l::; 
Obstacles were put in the way of the use of improved methods :::'!'b':::~ 
and machinery; and attempts were made to fix the standard and 

wage for a task at the equivalent of the labour required to molbod& 

perform it by methods long antiquated. This again tended 
to sustain wages in the particular branch of industry con-
cerned; but only by so great a check to production, that the 
policy, if generally .uccessful, would have greatly eUltailed 
the national dividend, and lessened employment at good 
wages in the country generally. The service which the 
leading trade unionists rendered to the country by condemn-
ing this anti-social conduct are never to be forgotten. And 
though some partial relap.e from its high principles on the 
part of an enIighten_d union led up to the great dispute of 
1897 in the engineering trade, the error was quickly purged 
of at least its worst features1• 

Again, false standardization is involved in a practice, .tilllnlis ...... 
followed by many unions, of refusing to allow an elderly man, :~'fanl 
who can no longer do a full standard day's work, to take .:i~::ior 
something le88 than standard wages. This practice .lightly ... rw.. 

I A useful hiat.olJ' of the opposit.ioD to maehiner;r iI given in IttdtAMri4l 
Dnocmcy, Part. 11. cbapter 'filL It. i. combined with lobe advice DOt. gener&.llJ 
to relist. the introduction 01 machinery, but. no' 1.0 accept. lower wagel for 
working on &be old. Dlilthods in ol'dN too meet. iii competiLion. Thill it gogd 
advice for young men. But. it. cannot. alway. be followed by DUID who have 
reached their prime: and if ihe adnlinist.rati .... power oj Govemment.l mould 
mere ... fMt..-r t.han Ule new ,,",u wbich ~ey appropriate from pri ..... te enterprise" 
\be,. may do ex~Ueo' eel'rice hy pappline with Lboee lOciai diaoordt Lb .. , ariIe, 
wheD abe akilI 01 mfdd'o I&8cl ud. elderb' IDID ... deled. aim., .,.&lueleII b,. 
lmproyed melohodL -
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VI, lWI, 9. restrict~ the supply of labour in the trade. and appears to 
- benefit those who enforce 'it. But it cannot permanently 

restrict numbers: it often involves a heavy burden on the 
benefit funds of the union. and it is generally shorteighted 
even from a purely selfish point of view. It lowers the 
national dividend considerably: it condemns elderly men 
to take their choice between oppressive idleness; and a weary 
struggle to work harder than is good for them. It is harsh 
and anti-social. 

Tbemore 
,doubtful 
.... 0Id&
limitalioD 
01 work. 

To pass to a more doubtful case:-aome' delimitation 
of the functions of each industrial group is essential to the 
working' of the Common Rule: and it is certainly in the 
interests of industrial progress that every utban artisan 
should seek to attain high proficiency in some branch of 
work. But a good principle is apt to be pushed to evil 
exc .... when a man is not allowed to do a certain part of the 
work on which he is engaged. though it is quite easy to him. 
on the pretext that it belongs technically to another depart
ment. Such prohibitions are of rdatively little injury in 
establishments that make large numbers of similar goods. 
For in these it is poBllible so to arrange the work that there 
is fairly uniform employment for an integral number of 
operatives of each of many difterent classes: an i~al 
number. i.e .• one with no ragged fringe of workers who earn 
a part of their living elsewhere. But such prohibitions 
press hardly on small employers; and especially on those who 
are on the lower rungs of a ladder that may lead in two 
gonerations. if not in one. to great achievements that make 
for national leadership. Even in large establishments. they 
increase the chance that a man. for whom it is difficult 
to find work at the time, will be sent to seek employment 
elsewhere; and thus swell for the time the ranks of the 
unemployed. Delimitation then, though a social good when 
applied moderately and with judgment, becomes an evil 
,!hen pushed to extremes for the sake of ,the minor tactical 
advantages which it oftera' • 

• Il may be Doted that \be groat Amalgamated SocletJ 01 Engioeera. to wbicb 
refennce bal jUl' beea. made, led tbe .,.y t.o COIlCVl.ed acLioa "'neD tiDdred 
brancb .. ·of IDdUlLrJ &baa IIO.IIoeDI &he bud. ouWIl8I of deUmUaUoa. 
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§ 10. Next we may pass to a still subtler and more difIi- VI, nIl, 

cult matter. It is a case in which the Common Rule appears ~ 
to work badly, not because it is applied harshly: but because == 
the work, to which it is set, requires it to be more perfect;: ... 
technically than it is, or perhaps can be made. The centre ~angeo 
of this matter is that the standards of wages are expressed in ~.:!h..mc 
terms of money: and since the real value of money changes l::''::;~ 
from one decade to another, and fluctuates rapidly from year :~ .. lI,;: 
to year, rigid money standards cannot work out truly. It·, ""!'l' 
is difficult, if not impossible, to give them appropriate =~ 
elasticity: and that is a reason against extreme applications 
of the Common Rule, which must perforce use so rigid and 
imperfect an implement. 

The urgency of this consideration is increased by the 
natural tendency of trade unions to press for a rise in standard 
money wages during infIationa of credit, which raise prices 
and lower the purchasing power of money for the time. At 
that time employers may be willing to pay high' wages, 
measured in real purchasing power and still higher wages in 
terms of money, even for labour that falls somewhat short of 
the standard of full normal efficiency: Thus men of but 
second-rate efficiency earn the high standard money wages, 
and make good their claim to be admitted as members of the 
union. But very soon the inflation of credit subsides, and is 
followed by B depression; prices fall, and the purchasing 
power of money rises: the real value of labour falls, and its 
money value falls faster. The high standard of money wages, 
attained during the inflation, is now too high to leave a good 
margin of profits even on the work of fully efficient men; and 
those, who are below the standard of efficiency, are not worth 
the standard wages. This false standardization is not an 
unmixed evil to the efficient members of the trade: for it 
tends to make their labour more in demand, just as does 
the compulsory idleness of elderly men. But it does 80 ouly 
by checking production, and therefore checking the demand 
for tbe labour of otber branches of industry. The more Buch 
a policy is persisted in by trade unions generally, the deeper 
and the more lustained is the injury caused to the national 
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"l DD, dividend; and the less is the aggregate of employmen t at 
~ good wages throughout the country. 
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. In the long run every branch of industry would prosper 
better, if each exerted iteelf more strenuously to set up 
aeveraI standards of efficiency for labour, with corresponding 
standards for wages; and were more quick to conaent to some 
relaxation of a high standard of money wages when the 
crest of a wave of high prices, to which it WBB adapted, 
had pa88ed away. Such adjustments are full of difficulty: 
but progress towarda them might be hBBtened if .there 
were a more geueral and clear appreciation of the fact 
that high wages, gained by means that hinder production in 
any braucb of industry, necessarily inCreBB8 unemployment 
in other brancbes. For, indeed, the only e.fiective remedy 
for unemployment is a continuous adjustment of means to 
ends, in such way that credit can be based on the solid 
foundation of fairly accurate forecasts; and that reckless 
inJIations of credit-the chief cause of all economic malaise-
may be kept within narrower limits. 

'This matter cannot be argued here: but a few words 
may be said in further explanation. Mill well observed that 
.. What constitutes the means of payment for commodities is 
simply commodities. Each person's means of paying for the 
productions of other people consist of those which he himaeH 
p088esses. All sellers are inevitably, and by the meaning 
01 the word, buyers. Could we suddenly double the pro
ductive powers of the country, we should double the supply 
of commodities in every market; but we should, by the 
same stroke, double the purchasing power. Everybody 
would bring a double demand as well BB supply; everybody 
would be able to buy twice as much, because everyone 
would have twice BB much to offer in exchange." 

But though men have the power to purchase they may 
not choose to use it. For when confidence has been sbaken 
by failures, capital cannot be got to start new companies or 
extend old ones. Projects for new railways meet with no 
favour, ships lie idle, and there are no orders for new ships. 
There is aoarcely any demand for the work of names, and 
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not much for the work of the building and the engine-making VI. ""'. 
10. trades. In short there is but little occupation in any of the 

trades which make fixed capital. Those whose skill and 
capital is specialized in these trades are earning little, and 
therefore buying little of the produce of other trades. Other 
trades, finding a poor market for their goods, produce less; 
they earn less, and therefore they buy less: the diminution 
of the demand for their wares makes them demand less of 
other trades. Thus commercial disorganization spreads: the 
disorganization of one trade throws others out of gear, and 
they react on it and increase its dieorganization. 

The chief cause of the evil is a want of confidence. The The .. 

greater part of it could be removed almost in an instant if =~ 
confidence could retum, touch all industries with her magic ~~_ 
wand, and make them continue their production aIid their =~t~lO
demand for the wares of others. If all trades which make duc"'", 

di . ed k d b and COD' goods for rect cousumption agre to wor on, an to uy.umplioD. 
each other's goods as in ordinary times, they would supply 
one another with the means of earning a moderate rate of 
profits and of wages. The trades which make fixed capital 
might have to wait a little longer: but they too would get 
employment when confidence had revived so far that those 
who had capital to invest had made up their minds how to 
invest it. Confidence by growing would cause itself to 
grow; credit would give increased means of purchase, and 
thus prices would recover. Those in trade already would 
make good profits, new companies would be started, old 
businesses would be extended; and eoon there would be a 
good demand even for the work of those who make fixed 
capital. There is of course no formal agreement between 
the different trades to begin again to work full time, and so 
make a market for each other's wares. But the revival of 
industry comes about through the gradual and often simul
taneous growth of confidence among many various trades; 
it begina as ooon as traders think that prices will not 
continue to fall: and with a revival of industry prices rise'. 

1 The quO$aUOD from Mill and \be two paragrapbl which follow " are lito 
pJOducocl fMm TIN _ ... • /1"" ....... m. L .. publiahed .". my _ ODd 
m,.u in 1811. Tbe7 Jndka .. u.. IIUoiWdll wbicb mod 01 &hole, who follow .. 
Ibo __ 01 Ibo cWoicaI _ ... i .... bold .. 10 lb ..... __ 
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VI. mi. § 11. The main drift of this study of Distribution then 
11, suggests that the social and economic forces already at work 

!:.=~ol are changing the distribution of wealth for the better: that 
chrar ill they are persistent and increasing in strength; and that 
:nelldal, their influence is for the greater part cumulative; that the 
.... plead, , ,- d Ii t d I th 'orcautiOG BOClO-8conOIlllC organISm 18 more e oa e an comp ex an 
iDl'OIo ..... at first sight appears; and that large ill-considered changes 

'I'be 
.... omIe 
andlOCial 
periIa 01 
c:ollediv· 
ian, 

might result in grave disaster. In particular it suggests 
that the assumption and ownership by Government of all 
the means of production, even if brought about gradually 
and slowly, as the more responsible" Collectivists" propose, 
might cut deeper into the roots of social prosperity than 
appears at first sight. 

Starting from the fact that the growth of the national 
dividend depends on the continued progress of invention and 
the accumulation of expensive appliances for production; we 
are bound to reflect that up to the present time nearly all of 
the innumerable inventions that have given us our command 
over nature have been made by independent workers; and 
that the contributions from Government oflicio.ls all the 
world over have been relatively small. Further, nearly all 
the costly appliances for production which are now in col
lective ownership by nationo.l or local Governments, have 
been bought with resources borrowed mainly from the 
savings of business men and other private individuals. 
Oligarchic Governments have sometimes made great elIorts 
to accumulate collective wealth; and it may be hoped that 
in the coming time, foresight and patience will become the 
common property of the main body of the working classes. 
But, as things are, too great .. risk would be involved by 

oouumpUOQ I.I1d production. l6.. \rUe that in tim. of deprossiOD the ~ 
organiation of coDlUmpf.ion is a eonUibutory ca1lll &0 the continuance of u. 
disorganisation of credit and of p"lOdUdion. But. a remedy is 00& to be got .". 
a Rudy of CO.o.sumpUOD, as bu been. alleged by IOrD8 baliy writ,en. No daub' 
t.hore wlOod. work to be d<me by a .tuci" of the influence of arbiuary changeI in, 
IlLIhioD OD employmenL. But the maiD Rudy needed. ttl., of the organisaLion of 
production and of eredJ... And, though ec:onomiay bave DOt. yet. succeeded .. 
bringing tbat. .tudy to a auccoasl'uI issue, t.be CBWII!t 01' their taHUN Ii. ill tbI 
profound oblcurit, IIld eftl-Changing form of the problemj it dOlI 00& lie fa 
any indifloteD.C!8 OD &heir pan to itl aupreme imponaneo. EcxmOlllic» bom bef:W 
IUnI to end II a awd" of the mutual adjUltmenll ar ODDIUIDpa IDd prodUCMaaI 
whim the ODII II under clilcualioo, the oUlar iI Defti' out of miDcl. 
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entrusting to a pnre democracy the accumulation of the 
resourcea needed for acquiring yet further command over 
nature. 

There is therefore strong prima Jacie cause for fearing 
that the collective ownership of the means of production 
would deaden the energies of mankind, and arrest economic 
progress; uuIess before its introduction the whole people 
had acquired a power of unselfish devotion to the public good 
which is now relatively rare. And, though this matter cannot 
be entered upon here, it might probably destroy much that 
is most beautiful and joyful in the private and domestic 
relations of life. These are the main reasons which cause 
patient students of ecollomics generally to anticipate little 
good and much evil from schemes for sudden and violent 
reorganization of the economic, social and political conditions 
of life. 
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Further, we are bound to reflect that the distribution of E.ia~ 
h . nal di"d d th h b d" t I b d "inequali'.i .. t e natio VI en, oug a, 18 no near y as a 88 18 of wealLb 

commonly supposed. In fact there are many artisan house- :-':1eD 
holds in England, and even more in the United States. in spite genteel, 

of the colossal fortunes that are found there, which would lose 
by an equal distribution of the national income. Therefore 
the fortunes of the masses of the people, though they would 
of course be greatly improved Jot'. the lime by the removal 
if all inequalities, would not be raised even temporarily at 
all near to the level which is assigned to them in socialistic 
anticipations of a Golden Agel. 

But this cautious attitude does not imply acquiescence bu~ they 

in the present inequalities of wealth. The drift of economic =.tJo.J1 
science during many generations has been with increasing greaO; 

force towards the belief that there is no rea.! necessity, and 

• Some years ago the annual income of lOme 49,000,000 people in the United 
Kingdom appeared to amount to more than :£2,000,000,000. ldaDy leading art.iaaDI 
were eamiug about. £!OO a year; and there were a .,..at. Dumber of artisan bouseholdl 
in which each of four or five membera weze earning au income ranging from 181. to 
401 • • week. The expendit.ure of th_ houaeholdl was OD as large, if not; a larger 
asIe, thaD would be poesible if the total income were dirided out. equally, 10 U to 
yield about. £40 annually a head. PS, 1920. No recent. .tatiswca are accessible on t.he 
mauer. But. it. I88I1lI certain t.hat Lbe incomoe of the working clasaes generally 8ft) 

increasing at. leaa, as .a..d .. thoae of other cJ--. Several of the suggestions made 
ill &be p~L chapter are further developed in an article on "The IOCia.I poIIibilitiiel 
of eccmomic chivalry" in Ihe ~ JOVIftIIl for M..an:b.1901'. 
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VI, zm, therefore no moral justification for extreme poverty side by 
111. side with great wealth. The inequalities of wealth though 

::..... less than they are often represented to be, are a serious 
oUhom flaw in our economic organization. Any diminution of them 
maybe 
•• ~... which can be attained by means that would not sap the 

springs of free initiative and strength of character, and 
would not therefore materially check the growth of the 
national dividend, would seem to be a clear social gain. 
Though arithmetic warns us that it is impossible to raise 
all earnings beyond the level already. reached by specially 
well-to-do artisan families, it is certainly desirable that those 
who are below that level should be raised, even at the 
expense of lowering in some degre~ those who are above it. 

Tho .• '- § 12. Prompt action is needed in regard to the 
cep'lOnal I th h' b h d dil di inishin' • "OM! oUb •. arge, oug 1t may e ope, now stea y m g, 
Rooid.um ... Residuum" of persons who are physiea\ly, mentally, or 

morally incapable of doing a good day's work with which 
to earn a good day's wage. This c1aBS perhaps includes 
some others besides those who are absolutely" unemployable." 
nut it is a c1aBS that needs exceptional treatment. The 
system of economic freedom is probably the best from both 
a moral and material point of view for those who are in 
fairly good health of mind and body. But the Residuum 
cannot turn it to good account: and if they are a1lowed to 
bring up ohildren in their own pattern, then Anglo-Saxon 
freedom must work badly through them on the coming 
gener!lotion. It would be better for them and much better 
for the nation that they should come under a paternal 
discipline something like that which prevails in Germany' • 

• .l beginning might be made with .. broader. more edueaUft md more 
geneI'OUi adminiItratioD 01 public aid to the bell-'Ioa. Tile d.ifIleuby oJ w... 
crimination would need to be faced: and m facing it local and cen ...... 
autborifJ8I would obWn m~b oJ &he Inlolmatfoa needed tor guiding. and ill 
.s.lreme aa.. for controlling, lhoae wbo are weak and eIpedally &boee ...... 
weakneu II • IOUI'Ce or gran danger to lobe coming pneraloion. Elderly people 
migM be helped wit.h .. chief "pM to economy aod to &heir perIODal inclinalioDL 
Bu' the ctt.H of thoee. who .... reaponIible tor JOUDI ehil<!ren, would call 
fOl .. greater upenditure 01 public funda. Uld .. maN nriC& IUbordiaaUoa 
of p8rtOnal freedom &0 public necelli',. The mOlt, urpn' unoDi t.M an, depI 
toward. cauaiq lbe Ruiduum to eeue hom &.be land. • to iNil' on regular ICbool 
.~dance 10 decea' clot.bing, and wi ... bodiM elMO and laid, well led. la .... 
III lailwo Ibe _ .. mould be _ODd 111_, ....... -. Ibo __ 
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The evil to be dealt with is 10 urgent that strong VliJ:"" 
measures against it are eagerly to b. deeired. And the _ 
proposal that a minimum wage should be fixed by authority ~:::'~ 
of Government below which no man may work, and another ::~::\i .. 
below whicb no woman may work, has claimed the attention r.ropoul 

of students for a long while. If it could be made effective,.::J..um 
its benefits would be so great that it migbt b. gladly ,,
accepted, in spits of the fear that it would lead to malinger-
ing and some other abuses; and that it would b. need as a 
leverage for preesing for a rigid artificial standard of wages, 
in cases in which there was no exceptional justifieation for 
it. But, though great improvements in the details of the 
soheme have been mad. recently, and eepecially in the last 
two or three years, its central di1liculties do not appear to 
bave been fairly faced. There is scarcely any experience to 
guide us except that of Australasia, where every inhabitant 
is part owner of a vast landed property; and which has been 
recently peopled by men and women in full strength and 
health. And such experience is of but little use in regard to 
a people whose vitality has been impaired by the old Poor 
Law, and the old Corn Laws; and by the misuses of the 
Factory .ystem, when its dangers were not yet understood. 
A scheme, that has any claim to be ready for practical adop-
tion, must be based on statistical estimates of the numbers 
of those who under it would be forced to seek the aid of the 
State, because their work was not worth the minimum wage; 
with special reference to the question how many of theee 
might have supported life fairly well if it had been possible to 
work with natur., and to adjust in many cases the minimum 
wag. to the family, instead of to the individual'. 

might be dOled or regulated with some limitat.ion of Lb. freedom 01 Ut. parent&. 
The expense would be grea. .. : buL there it no other 10 urgenL need for bold 
expendit.ure. It would. remove t,be great. canker thaI. intecta tbe whole body of 
the nation: and when tob. work " .. done t.he reaources I.halo bad been abaothad b1 
il. would be 'I'M for lOme more pleuanL but. leu pre.stdng social duly. 

1 Thia laal. t"Onaideratlon IN"mt to haY. been pusbed on one aide 1Arr1J' under 
&.be inflUlIDC'I of a {!luILy analysis of the nat.ure 01 "parasitic" work and of~it.s 
influence on wag.. The family ii, in t.be main, a aingle unit. &II regards geogra.
Jlhical migration: and therefore the wageI 01 men &nil remOvel, high. and thole 01. 
women and children low wbere heavy iron or ot.ber inciusLri811 preponderate. while 
in lOme nt.bel' diat.rict. leal thaD. hall t.he money income of the family ia earned by 
the latber. ~d DUm'. wapi1ft' reJat.iftly low. TbilllUUJ'U adj,-tmea, ia lOCially 
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VIia~n, § 13. Turning then to those workers who have fairly 
good moral and physical stamina, it may be estimated roughly 

:r~:' that those who are capable only of rather unskilled work =iIled constituts about a fourth of the population. And those who, 
".Ia;;::; though fit for the lower kinds of skilled work are neither 
:::::::::;.:~ fit for highly skilled work, nor able to act wisely and 

promptly in responsible positions, constituts about another 
fourth. If similar estimates had been made in England a 
century ago, the proportions wonld have been very different: 
more than a half wonld have been found unfit for any skilled 
labour at all, beyond the ordinary routine of agriculture; 
and perhaps less than a aixth part would have been fit for 
highly skilled or responsible work: for the education of the 
people was not then recognized as a national duty and a 
national economy. If this had been the only change the 
urgent demand for unskilled labour would have compelled 
employers to pay for it nearly the same wage as for skilled: 
the wages for skilled labour would have fallen a little and 
those for unskilled would have risen, until the two had nearly 
·met. 

Bat b- Even as it is, something like this has happened: the wages 
::':.J:,~ of unskilled labour have risen fastsr than those of any other 
~!::'~~or class, fastsr even than those of skilled labour. And this 
li.=k~cIa movement towards the equalization of earnings would have 
::,bi: ~ gone much faster, had not the work of purely unskilled labour 
garded.. been meanwhile annexed by automatic and other machinery 
.... kill.d. faster even than that of skilled labour; so that there is 

less wholly unskilled work to be done now than formerly_ 
It is true that some kinds of work, which traditionally helong 
to skilled artisans, require now less skill than formerly. But, 
on the other hand, the so-called .. unskilled" labourer has 
now often to handle appliances too subtle and expensive to 
have been safely entrust.od to the ordinary English labourer 
a century ago, or to any people at all in some backward 
countries now . 

• Thus mechanica! progress is a chief cause of the greet 
differences that still exist between tbe earnings of different 

beneftclnJ.; and rigid national rulea .. k) miDlmum. Wltpl lot mea ud rOl ~ 
which ignOJe 01' oppoee it. IUe to be deprecated. 
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kinds of labour; and this may seem at first sight a severe VII::,"' 
indictment: but it is not. H mechanical progress had been 
much slower the real wages of nnskilled labour would have 
been lower than they are now, not higher: for the growth of 
the national dividend would have been so mueh ehecked that 
even the skilled workers would generally have had to content 
themselves with less real purchasing power for an hour's 
work than the 64. of the London bricklayer's labourer: and 
the unsJci)led labourers' wages would of course bave been 
lower still. It has been assumed that the happiness of life, 
in so far as it dtpends on material conditions, may be said to 
begin when the income is sufficient to yield the barest neces-
saries of life: and that after that has been attained, an 
increase by a given percentage of the income will increase 
that happiness by about the same amount, whatever the 
income be. This rough hypothesis leads to the conclusion 
that an increase by (say) a quarter of the wages of tbe poorer 
class of b0n8 fide workers adds more to the sum total of 
happiness than an increase by a quarter of the incomes of 
an equal number of any other class. And that seems reason-
able: for it arrests positive suffering, and active causes of 
degradation, and it opens the way to hope as no other 
proportionate increase of incomes does. From this point 01 
view it may be urged that the poorer classes have derived a 
greater real benefit from economic progress on its meehanical 
and other sides, than is suggested by the statistics of their 
wages. But all the more is it the duty of society to en
deavour to carry yet further an increase of wellbeing which 
is to be obtained at so Iowa cost' • 

We have then to strive to keep mechanical progress in Thecblo! 
full swing: and to diminish the supply of labour, incapable of :ii~Jo':. 
any but unskilled work; in order that the average income of ~~ 01 

the country may rise faster even than in the past, and the ~ill:::rlor 
share of it got by each unskilled labourer may rise faster higher 

tillT h d d . h dir' work, 
S • 0 t at en we nee to move m t e same ectIPn 
as in recent years, but more strenuously. Education mWlt 

• See abo ... e, ilL VI. 8; and Note vn [. in &be Mat.hemat.ical AppendiL 
Compare alIo Pro'eaor Caner on .. Machinety aod &be Laboren" in the 
Q.....cm, JotWttt&l 0/ &:o.o..iu, 1908. 
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be made more thorough. The schoolmaeter mUBt learn that 
hi. main duty is not to impart knowledge, for a few shillings 
will huy more printed knowledge than a man's brain can 
hold. It is to educate character, faculties and activities; so 
that the children even of those parents who are not thoughtful 
themselves, may have a better chance of being trained up to 
become thoughtful parents of the next generation. To this 
end public money mUBt flow freely. And it must flow freely 
to provide fresh air and space for wholesome play for the 
ohildren in all working claaa quarters'. 

Thus the Stete seems to be required to contribute 
generously and even lavishly to that side of the wellbeing cf 
the poorer working claaa which they cannot easily provide for 
themselves: and at the same time to insist that the inside of 
the houses be kept clean, and lit for those who will be needed 
in after years to act as stroug and responsible citizens. The 
compulsory standard of cubic feet of air per head needa to 
be raised steadily though not violently: and this combined 
~th a regulation that no row of high buildings he erected 
without adequate free space in front and behind, will hasten' 
the movement, already in progreaa, of the working clasees 
from the central districts of large towns, to places in which 
freer playroom is possible. Meanwhile public aid and 
control in medical and sanitary matters will work in another 
direction to lessen the weight that has hitherto pre88Sd on 
the children of the poorer classes. 

The ohildren of unskilled workers need to be made 
capable of earning the wages of skilled work: and the 
children of skilled workers need by similar means to be made 
capable of doing still more responsible work. They will 
not gain much, they are indeed more likely to lose, by 
pushing themselves into the ranka of the lower middle 
claaa: for, as has already been observed, the mere power of 
writing and keeping accounts belongs really to a lower grade 
t1!an skilled manual work; and has ranked above it in past 
times, merely because popular education had been neglected: 

• 
I .. II ~ below, Arpendiz 0, a. 9, &be' Lbe bealth of the workinc .... and 

-recfalI7 01 tbeir cbildren, baa • 8ni claim on rai.ee Ie'ried OD. Ua.i _pedal ntue 
llf urbao 1ao.4 whicb .. oaUllld. b7 t.be OODCeDvaiioD 0( populaaioa. 
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There is often a social 1088 as well as a social gain ·when the 
children of any grade prese into the grade above them. But 
the existence of our present lowest class is an almost unmixed 
evil: nothing should be done to promote the increase of its 
numbers, and children once born into it should be helped to 
rise out of it. 
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There is plenty of room in the upper ranks of the Tho "'!" • 
. dh· bd f . h"n>'u •• artl8&u; an t ere 11 a un ant room or new comera m t e ima.gin ... 

upper ranks of the middle class. It is to the activity and ~~bD 
resource of the leading minds in this claBS that most of m ... riol 

thoae inventioDl and improvements are due, which enable l:.':li.I;' 
the working man of to·day to have comforts and luxuries depend&. 

that were rare or unknown among the richest of a few 
generatioDl ago: and without which indeed England could 
not supply her preaent population with a sufficiency even of 
common food. And it is a vast and wholly unmixed gain 
when the children of any class press within the relatively 
smaIl charmed circle of those who create new ideas, and who 
embody those new ideas in solid cODltructions. Their profits 
are Bometimes large: but taking one with another they have 
probably earned for the world a hundred times or more as 
much as they have earned for themselves. 

It is true that many of th .. largest fortunes are made Malignon' 

by speculation rather than by truly constructive work: and !;:-"':tJOD 
much of this speculation is associated with anti-social strategy, iE::OU8 

and even with evil manipulation of the sources from which ~ ~DO 
ordinary investors derive their guidance. A remedy is not ~ 
easy, and may never be perfect. Hasty attempts to control 
speculation by simple enactments have invariably proved 
either futile or mischievous: but this is one of those mattsrs 
in which the rapidly increasing force of economic studies may 
be expected to render great service to the world in tbe 
course of this century. 

In many other ways evil may be lesaened by a wider SocioI iii 
a.nderstending of the social possibilities of .economic chivalry. ~':'~ . 
A devotion to public wellbeil).g on tbe part of the nch may :::::;~ 
do much, as enlighteument spreads, to help the tax-gatherer 
in turning the resources of the rich to high account in the 
service of the poor, and may remove the worst evils of poverty 
from the land. 
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VI,:mI, § 14. The inequalities of wealth, and especially the very 
14. low earnings of the poorest classes, have just been discussed 

!!~::,er with reference to their effecte in dwarfing activities as well as 
weIllban in curta.iling the satisfaction of wante. But here, as every
to ... 
weallb where, the economist is brought up against the fact that the 
:net much power of rightly using such income and opportunities, as a 
::-!:.Ihan family has, is in iteelf wealth of the highest order, and of 
~.... a kind that is rare in all classes. Perhaps £100,000,000 

annually are spent even by the working classes, and 
£400,000,000 by the rest of the population of England, in 
ways that do little or nothing towards making life nobler or 
truly happier. And, though it is true that a shortening of 
the hours of labour would in many cases lessen the national 
dividend and lower wages: yet it would probably be well 
that most people should work rather leas; provided that the 
consequent loss of material income could be met exclusively 
by the abandonment by all classes of the least worthy 
methods of consumption; and that they could learn to spend 
leijlure well. 

But unfortunately human nature improves slowly, and in 
nothing more slowly than in the hard task of learning to use 
leisure well. In every age, in every nation, and in every 
rank of society, those who have known how to work well, have 
been far more numerous than those who have known how to 
use leisure well. But on the other hand it is only through 
freedom to use leisure as they will, that people can learn to 
use leisure well: and no class of manual workers, who are 
devoid of leisure, can have much self-respect and become 
full citizens. Some time free from the fatigue of work that 
tires without educating, is a necessary condition of a high 
standard of life. 

i. .... lor In this, as in all similar cases, it is tho young whose faculties 
lb.,...,. and activities are of the highest importance both to the moral

ist and the economist. The most imperative duty of this . 
generation is to provide lor the young such opportunities as 
will both develop their higher nature, and make them efficient 
producers. And an essential :ondition to this end is long
continued freedom from mechanical toil; together with 
abundant leisure for school and for such kinds of playas 
Itrengthen and develop the character. 
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Even if we took account only of the injury done to the VI, =, 
young by living in a home in which the father and the mother ~ 
lead joyless lives, it wonld be in the interest of society to 'f!:.r;". 
afford some relief to them also. Able workers and good the ria~ 

roara .... on 
citizens are net lik~ly to come from homes, from which the m the 

mother is absent during a grest part of the day; nor from ~~~of 
homes, to which the father seldom returns till his children ~.:.::.e::. 
are asleep: and therefore society as a whole has a direct 
interest in the curteilment of extravagantly long hours of 
duty away from home, even for mineral-train-guarda and 
others, whose work is not in itself very hard. 

§ 15. In discussing the difficulty of adjusting the supply In~us'ria1 
of industrial skill of various kinda to the demand for it, i1~i:=' 
attention was called to the fact that the adjustment could ::;,:: of 

not be nearly accurate, because the m~thoda of industry !.":~ %~; 
change rapidly, and the slnll of a worker needs to be used .~longer 
for some forty or even fifty years after he has set himself to ~.~Ied 
acquire it'. The difficulties which we have just discussed !h"'::'~. 
turn largely on the long life of inherited habits and tones of 
thought and feeling. If the organizat.n of our joint-stock 
companies, of our railways or our canals is' bad, we can set it 
right in a decade or two. But those elements of human 
nature which have been developed during centuries of war 
and violence, and of sordid and gross pleasures, cannot be 
greatly changed in the course of a single generation. 
. Now, as always, noble and eager schemers for the re- U bum ... 

organization of society have painted beautiful pictures of :~'rbe 
life, as it might be under institutions which their imagination ~ 
constructs easily. But it is an irresponsible imagination, in ~ri~.:: 
that it proceeda on the suppressed assumption that human prop,," 

will d h ... . kl d would be nature ,un er t e new lnBtltUtiOns, qwc y un ergo uno .... -
changes 8uch as cannot reasonably be expected in the course :.=. 
of a century, even under favourable conditions. If human 
nature could be thus ideally transformed, economio chivalry 
would dominate life even under the existing institutions of 
private property. And private property, the necessity (or 
which doubtless reaches no Seeper than the qualities of 

, S-VL •. l.2. 
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VI, mI, human nature, would become harml ... at the aame time 
15. that it became unnecessary. 

TheN . There is then need to guard against the temptation to 
.... u.. tat th . vil f d . extreme overs e e econOIIllO e 8 0 our own age, an to Ignore 
::\i"~'" the existence of Bimilar and worse evils in earlier ages; even ":.e· though some exaggeration may for the time stimulate othera, 
\'nIb oodol as well as ourael ves, to a more intense resolve that the present 
iIlI. evile shan no longer be allowed to exi.t. But it is not I_ 

"'rong, lind geuerallY it ia much more fooli8h, to palter with 
truth for a good than for • selfish cause. And the pesaimist 
de8criptions of our own age, combined with romantic ex
aggerations of the happiness of past age., must tend to the 
.etting aside of method. of progress, the work of which if 
.Iow i. yet aolid; and to the hasty adoption of others of 
greater promise, but which resemble the potent medicines of 
a charlatan, and while quickly effecting a little good, aow 
the aeeds of widespread and lasting decay. This impatient. 
insincerity is an evil only I ... great than that moral torpor 
which ean endure that we, with our modem resources and 
knowledge, should "ok on contentedly at the continued 
destruction of all that is worth having in multitudes of 
human lives, and solace ouraelves with the rellection that 
anyhow the evila of our own age are less than those of the 
past. 

And now we must conclude this part of our study 
We have reached very few practical conclusions; because il 
is generally necessary to look at the whole of the economio 
to say nothing of the moral and other aspects of a practica 
problem before attempting to deal with it at all: and iJ! rea 
life aearly every ecoaomic iasue depends, more or less directl, 
on some complex actions and reactions ·of credit, of foreig! 
trade, and of modern developments of combination ani 
monopoly. But the ground which we have traversed iI 
Boob V. and VI. is, in 80me respects, the most difficult .. 
the whole province of economics; and it oommands, and giV1l 
access to, the remainder. 
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TIlE GROWTH OF FREE INDUSTRY AND ENTERPRISE. 

§ 1. Tn last _on of the first ohapter of Book L deeorihee the ...... 1. 
porpooe of Appendioes A and B; and may he taken as an introdnction 
to them. 

A1though the proximate causes of the chief events in bistory are Indiridual 
to be found in the actions of individuals, yet moat of the conditioDB :~io::.ce 
which have made these events possible are traceable to the inOuenoe charact.er 
of inherited inetitutiOD8 and raoe qnaliti'l and of physiceJ nature.::'~ 
Ra.oe quaJities themselves are. however. mamly caused by the action on ODe 

of individoala and physical causes in more or le8IJ remote time. b:~tb.er! 
A strong race baa often sprung. in fact 88 well 88 iD name, from some much aM 

progenitor of Bingular otrength of body and oharacter. The nsagee ~u~n~ 
whil!lh make .. race .trong in peace and war are often due to the J~ 
wisdom of • few great tbinke .. wbo bave interpreted and developed 
iIB CD8tomo and rul ... perhapo by lorma.! preoepta, perbapo hy a quiet 
and almost unperceived inftuenoe. But. nODe of these things are of 
any permanent ava.il if the olimate .. uufavouraLle to vigour: the 
gil ... of nature, her land, her waten, and her okiee, determine the 
ohacecter of the raoe'. work, and thDl give a tone to lOOial and politiceJ 
iDstit.UtiODL 

These differencea do not .how tbemseJVEIII clearly 10 long &II ID&D Sange We 
is atiIl aavage. Scanty and untrustworthy 88 is our information about ::~!ia 
the habite of lavage tribes. we know enough of them to be IllI'e that impulle. 
they mow a ot.raoge uniformity of general oharacter, amid great variety 
of detail Wha.tever be their climate a.nd what.cver their ancestry. 
we 6nd Iavagt'lI living onder the dominion of oustom and impulse; 
IC&l"Cely ever striking out new linea for themselves; never forecasting 
the dietant future, and seldom making provision even for the near 
future; fitful in opiIB of their oerritude to ooetom, governed by the . 
fancy of the moment; rea.dy at times for the moat arduous uertiona. 
hot incapable of keeping themoelv .. long to .leady work. LahoriODB 
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UP. £, 1. and tedious tasks are avoided as far aa possible; those which are 
inevitable are done by the compulsory labour of women. 

PhyaieaJ. It is when we p8SB from mvage life to the early forma of civilimtion ==., that the influence of physioa.1 B1l1'1'oundinga forcea itseH most on our 
po,..<ful1r. notice. This is partly because early history is meagre, and tells us 
~e f 1 but lit'}e of the particular events and of the inBuenoea of ItrOng 
civili:adoD individual oharacters by whioh the coune of national progresa baa 

been gllided and controlled, hastened onwards or turned backwards. 
But it is chiefly because in this stage of his progress man'. power of 
contending with nature is small, and he can do nothing without her 
generous help. N'ature haa marked out a few placea on the earth's 
.mace 81 specially favourable to man'. first attempte to raiao himself 
from the 8&vage state; and the first growth of oulture and the in· 
dustrial arte was directed and oontroUad by the physical oonditions 
of these favoured apota1• 

which have Even the simplest civilization is impossible unless mao's efforts 
~~~ are more than sufficient fa supply him with the necessaries of life; 
in warm lome surplus over them is required to support that mental effort in 
olima.... which progreao 18k .. illl rise. And therefore nearly aU early civiliza-

tions, have been in warm. cl.im.a.tea where the necessaries of life are 
omall, and where na~ure mak .. bonntiful returns even to the rudeet 
onltivation. Th~y have often ga~hered around a great river whioh h81 
len, moisture to the eoil ,.nd afforded an easy means of commua.ica
-tion. The rulero have gonerallY belonged to a race that has recently 
come 'from a oooler climate in a distant country or in neighbouring 

Ruling mountain lands; lor a warm. climate is destructive of energy, and the 
::: ,~:ire force which enabled them to rule baa almoet in every case been the 
energiOl to produot of the more temperate climate of their early hameL !l'bey 
::Ul.i~d have indeed retained muob of their energy in their new homes lor 
!lot. to I I8veral generations, living mea.nwhile in luury on the lurplus produot.! 
mdUitry. of the labour of the subject races; and have found ICOpe for their 

The 
in.8uenee 
of a warm 
climal6. 

abiliti .. in tho work of rul ..... warriors, and priooto. Originally 
ignorant, thoy havo quiokly leam~ aU tha~ their 8ubjeote had to teaob, 
and hav. gone beyond them. But in this .tage of civilization an 
enterprising intellactual oharacter has alm .. ~ always been oonlined 
to the ruling few, it hOI learcely ever been found in those who have 
borno tho main bordon of industry. 

The reaoon of this is that the climate which baa rondered an .. rly 
oivilization poaIIible has also doomed it to weakneao'. In colder 

• On t.be gene-raJ: qUMlion of lbt Influence 01 phydeal lW'I'Ouodinp, on race 
eblU'ader, boUl directJ, aod indirectly. by deLennining tbe nat.ure of Ule dominan' 
occupat.ionl, aee RBi., PoliNch. ~it. Hegel', I'lhIHopli, 0/ Bimny, and 
Buckle', HUt.orr oJ CivilUa~ Compare alIo AlisLotle', Polittu, and Mon .. 
quieu', E",..u da LoU. 

I Moo.toaquieu lap quainLir (8k. J.n'. eb. n.) &.ba' t.b.elUpeliori', of 'keDB'b 
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climates Datura provid.. an invigorating atmosphere; and though ...... 1. 
IIlIIoD baa a hard struggle at fuat, yet as his knowledga and rich .. 
inoreaoo he is able to gain plentiful food and warm clothing; and at 
a later stage he provid .. himself with those Iatge and substantial 
buildings which are the moot expensive requisites of a cultured life 
in p_ in which the severity of the weather mak .. it neoeooary that 
nearly aD domestic oorvioeo and m .. tings for oociaI interoourao mould 
have the protection of a roof. But the fresh invigorating air which 
is neceoo&ry to the fuIneoo of life cannot be obtained at aD when 
natura does not freely give it'. The labourer may indeed be found 
doing hard physical work under a tropical BUn; the handicraftsman 
may have artistio instincts; the aage, the statesman or the banker 
may be acute and subtle: but high temporeture mak.. hard and 
BUBteined physical work inconsistent with a high int.ellectuaI activity. 
Under the eombined inJIuenoe of climate and luxury the ruling cJaoo 
graduaDy lose th ... strength; fewer and fewer of them are capable 
of great things: and at Iaot they are overthrown by a stronger raea 
which baa oome moot probably from a oeoler climate. Sometim .. they 
form &D. intermediate caste between those whom they ha.ve hitherto 
ruled and th ... new rulers; but more often they oink down amoug the 
opiritl ... maeo of the people. 

Such a civilization baa often much that is interes~ to the phil .. I~ an .~rIJ 
aophicaJ. historian. It. whole life is pervaded almoSt unconsciously :~=~l:~ 
by a few Bimple ideas which are interwoven in ,that pleasa.nt harmony i881o":l bu' 
that gives their oharm to Orient&l carpeta. There is much to be- learnt :::~e:eDt. 
from tracing th ... ideas to th ... origin in the combined inJIuonce of 
race, of physical ourronndinga, of religion, philooophy and poetry; 
of the ineidonlB of warfare and the dominating inJIuenoe of strong 
individual oharacters. All this is instructive to the economist in many 
wa.ys; but it does not throw a. very direct light on the motives, which 
it is hill special provinoe to etudy. For in mob a civilization the 
ablest men look down on work; there are no bold free enterprising 
workmen, and no adventuroul capitalists; despised industry is rep-
1a~ by oustom. and even looks to custom as ita lole protector from 
arbitrary tyranny. 

The greater part Of ouotom is doubtl ... but a oryetallized form of 

eauaed by a cold climate prodllee. amoDl other effect. .. a greatel' lenae 01 
.uporiori~y-t.hat. is, leBa deaire of revenge; and a greater opinion 01 aecuri~y
thaI. ia, more fnokn., _ suspicion. po1ic7, and c:unnine." These "rLue. are 
eminentJy belpful Lo eeonomle progreu. 

l Thia rna, haTe to be modified a Iit.tle, but; only a Iit.LIe, if P. Galton mould 
prove to be right; in I.hinking that. small numbel'l 01 a ruJ.ing race in a bot. count.r:f, 
.. for inatance t.he Engliab in India. will be able to IUltain their ClODlt.if.Ut.iODal 
Yigour unimpaired for man,. guent.ioDl by a Ubel'8.I. tile 01 artificial ~ or of &be 
coolina etrect.l of t.he forcible eJ:pBlUlion of eompreued air. See bit PreeideDt.iaJ 
~ 10 \be AnLbropoJosicalluli .. 1O iD 1881. 
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THE GROWTH OF FRBE llIDUBTRY AND ENTBRPRIBE 

oppreosion a.nd auppr ..... on. But. body of O1lIrom whlob did nothing 
but grind down the weak oould not long ourvive. For the .trong "'"' 
on the auppon of th. WOlrr, tbeir own sUOngtb cannot •• IStain tbem 
without that ouppon; a.nd if thoy organize oocial arrangement. which 
burden th. w ..... wanrouly and beyond mOllUfO. thoy thereby deotroy 
tbemoe1voe. Consequently overy body of O1lIrom that endures, OODtaino 
proviaiODB that protect the weak from the most reokJ.. forma of 
Injury'. 

In f~ wben tb"", is HttIo enterprise .... d DO ooopo for effective 
oompetition, O11Irom ill a ........ary ohield ro defend peopl. not only 
from othera who are stronger than themaelvea, but even from their 
neighboun In th. oeme rank of Ufe. U th. vi11age amith oo.n .. U 
bio plougbobareo ro non. but the 'rillage. aDd if the village oan buy 
their obareo from DO OD. bnt him. it is ro the iDterest of aU that 
the prioe obould be fixed at a mederate level by onerom. By l110b 
meana oustom ea.rD8 I&n.ctity: and there is nothillg in the first .tepa 
of progreso that tendo ro bre&k down the primitive babit of regarding 
the innovator as impioll8, and an enemy. Tho the infiuenoe of 
eooDOmiO co .... is preaoed bolow the surf .... wbere thoy work oure1y 
and elowly. Th.y take g.D ..... tiODO instead of yean ro produce their 
elfeot: their action is 80 subtle 88 ea.siJ.y to esoape observation alto
gether. and they oan Indeed hardly be trooed ."oopt by th ... who 
have learnt where to look for them by watching the more oonspioDous 
and rapid workings of sim.il&r causee in modern times'. 

§ 2. Tbio force of oustom ID eorly civilizatioDO is panly a cause 
and partly • oonsequenoe 01 the limitationa of individual right. in 
property. AI regarde aU property more or ~ but eopeciaUy .. 
regarde land, the rigbts 01 tb. individual ..... generally derived from 
and limited by. and in every way subordina.te to those of the household 
and th. family in th. narrower ..... of th. term. The rights of th. 
household are in like manner lubordinate to those of the rillage; 
wbioh is often only .... m:panded and dev.loped family. aooording to 
traditiODary fiOtiOD if not iD fact. 

It is true that in an eorly .Iage of civilisation few would have bad 

• Comp. Dageh •• •• PAy .... .... P-.. .... &be ,Q1iDga 01 Borben Spencer 
and Maine. 

I Thus &be "moderaM 1e .... tI .. ~ .. hleb CUItOm b. the priee 01 .. plougbabanl 
will be found wbeD. analysed to mean &hal. which gives tile smith in &.be long NO 
abouli an equal remuneratoian (account. being iabn of aU bill pririlegM and per- , 
quilif.el) wit.b Lb., of bit 'Mighboun who do equally difficul, work i or in olhv' 
worda, Lb., wbtch under ~ ~5rima of 'ree ent.errriae. of euy commurucaUooi: 
and 811« ..... competition. n .buuld cAli .. nomlai rate of pay. U .. cbege 01. 
circurnnanetll malr:. &be pay of ~iLhl, includinR aU iDdirpd aUowaneea, eilber 
lea or more thaa U:ata. Lbere almOl' aI,.,ft.,.. seta ill It. change in &he IUbeLance of i 
the CUlk)m. of_ almOl' UIl.neCOgDiaed. aDd poera1lJ .. i~ou& UJ' change ill: 19"", whjch Iri!l b ..... it _ 10 u.;. Ie..,. 
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muoh desile fA> depart far from tho practiceo that ...... pievaJont _.', 8. 
around them. However oomploto and aharply defined had boon the 
rightl of individua1a over their own property. thoy would have boon 
unwilling fA> faoo t.ho anger with which their noighhoura would regard 
any innovation, and tho ridioulo which would he poured on any ono 
who .houid sot himooif up fA> he wiaer than his ....... tora. But many 
IittJo ohangoo would OOODr fA> tho holder opirila; and if they had boon 
!reo fA> try uporimaula on their own aooount, changoo might havo 
grown by email and aimcot imperceptiblo atagea, until sufficiont vari&-
tion of praotioe had boon established fA> blur the clear outline oi 
ouafA>mary reguIations, and fA> give oonsiderable freedom fA> individUAl 
choioo. When however each head of a household was regarded ao 
only sonior partner and trustee for tho family property. tho omalIeot 
divergence from anoeotraJ routine mot with tho opposition of people 
who had a right fA> he oonauIted on every detail. 

And further in the hockgrouod behind the authoritative reeiatanoe 
of tho family Willi that of the viIlage. For though each family had solo 
use for a time of it. cultivated gro1;lD.d. yet many operationa were 
generally conducted In common, 00 that each had fA> do the same 
thinga .. the others at the same time. Each field when it. tum came 
fA> he fallow, hocame part of tho common psaturo land; and the whole 
land of tho viIlege was oubjoot fA> redistribution from time fA> time'. 
Thoref"", the viIlege had a clear right fA> prohibit any innovation; for 
it might interfere with their plano for the collective cultivation; and 
it might ultimately impair the value of the land, Imd thus injure them 
when the time oame for the next redistribution. In consequence there 
often grew up a complex network of rnIea, by which avery cultivator 
WIllI 00 rigidly hound, that he could not use hie own judg¥,ent and 
disorotion avoo in the moot trivial details'. It is prohabio that thie 
hao been tho moot important of all tho oauaeo which havo delayed tho V 
growth of the opirit of !reo enterprise among maDkind. It may he 

I The Teutonic Mark IyItem II Indeed. now moWD to ba" bMn mutm 1_ 
general than lOme bis&oriana bad. IUpposed. Du' wbere it W88 fuUy developed. 
one 1ma1J. pan, t.h. home mart. 11'81 lei uid.f. pennanentiJ for U"ina on. and each 
family retained ita abare in .' for eyer. The SPCOod pan or arable mark wu dirided 
iDao &bree large 6tltlt, ill each of which eaeb family had generally several seatt.ered. 
acre .tripl. Two of t.heae were eultivated every year. and one left. fallow. The third 
and Ilt.rgell pari was ustd as gruing 1ao.d by t.he wbole village in commOOj .. wu 
abo &be faUow 8eld in lobe arable mark. In eome eaaes the arable mark ".. from 
time to mne abandoned. to put.ure. and land too make a Dew arable muir. ..... cu' 
out of &be common mark. and thil involved .. red.iat·ribut.ioo. TbUi the treatmenl 
of itl land by evUJ family affected for good or in all U:ae membera of t.he 
.~ 

• Compare the Dub of ArgyD'. arcoun' of Bunrig euitivatioD ill Uu".. 
,.....,.,.,.. o/8..u.." ell. IX. 
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laPP. A, S. noticed that the. collective ownership of property waa in harmony 'With 
tbat spirit of quietism which pervades lII&Ily EOBtem religions; and 
that its long "urvival among t.he Hind ... baa been partly due to the 
repose which is inculcated in their religiaoa writings. 

The It is probable that while the iD1Iuonoe of ouetom over pri .... w_ 
inBuenee ted,. ,-" of cust.om and rent haa been ovena Ita ,lIllluenoe over the forms of production 
on lhe and the gen~I economic arrangements of society has been underrated. 
i:d~~~ ~ In the one 088e ita effects are obvious, but they are not oumulative; 
c~ul&-o and in the other they are Dot obvious, but they are cumulative. And 
~... it is an almoat univeraal role that when the el!ects of a cauae, 

though sm&1l at any one time, are oonstantly working in tha _e 
directioD, their iD1Iuenoe ia muob greater than at lirat sight appears 
pOBllible. 

The older 
cirilis ..... 
'ionahad 
baeD 

=.r 

But however great was the influence of oustom in early civilization 
the spirit of Greeka and Romans waa full of enterPrise. and more 
interest attach .. to the inquiry why they knew and oared 80 little lor 
thoae aoclal &8peOts 01 economic problema whioh are of 80 great interest 
to us. 

§ 3. The hom .. of moat of the earlier oivi1izationa had been in 
great river-basina, wh ... well· watered pleina were eeldom visited by 
Iamip.e; lor in a olimate in whiob heat is n.ver lacking, ti,tlertility 
01 the "oil vari.. aimoat directly with its moiatnnl: the riv.... a1ao 
otiered means of eaay oommunication that were favourable to simple 
forma 01 trade and division of labour, and did not hind ... the movements 
of the1arge armi .. by whioh the deapotio force of the oentra1 government 
waa maintainecL It is true that the PhmnjojaDa lived on the sea. This 
great Semitio race did good aervioo by preparing the way lor free inter
oourse BdjODg many peepl.., and by spreading the knowledge of writing, 
of arithmetic, and of weights and measurea: but they gave their ohief 
energies to oomm~ and ma.nufacture. 

Th. _ It waa left lor the genial aympathi .. and the freeh spirit of the 
6::~. Greoka to breathe in the full breath of freedom over the sea: and to 
imowledge, abaorb into their own free lives the beat thonghts and the high .. t ..... 
:ttb." 01 the Old World. Their lIumberl ... aettlemonts in Asia Minor, MagDa 
pO,!".ol Grecia, and in Hell .. proper, developed freely their own ideals under 
Y&U\a'lOD. the influence of the new thoughts that burst~pon them. having c0n-

Thoir 
climate 
made 
cul~UJ'O in· 

stant intercourse with one another, 88 well as with thCJr8e who held the 
keys of tho older learning; aharing one another'" ""porion .... bul 
lettered by 110 authority. Energy and enterprise, instead of boina 
repreB¥ll' by the weight..of traditional uoage, were enoouraged to f011llll 
a new colony o.nd work out new ideas without restraint. ' 

Their olimate absolved them from the need of exhausting work.; 
thoy I.ft to thoir alavea what drudgery had to be done, and gave th ..... 
eelv .. ul' to the free play of their fanoy. Houae-room, olot.hing and 
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firing ooat but little; their genial sky invited them to out-ol-door life, APr.', 3. 
making intercouree for aociaJ and political purpooeo easy and with- '''P.nsiv• 
out _ And yet the 0001 breezes 01 the Mediterranean 00 far and ye~ did 

refreshed their vigour, that they did not for many generations lose the ~~~:!7 
spring and elasticity 01 temper whioh they had brought from their 'Ironglb. 
homes in the North. Under theae oonditions were ma.tured a aense of 
hosuty in &II its forlllB, a eubtle faney and an originality 01 apsoulation, 
an energy 01 political life, and a delight in oubordinating the individual 
to the State, snoh .. the world baa never again known'. 

"The GreekB were more modern in many respeota than the poopl .. ~odem 
of M.edUevaJ Euro~ and in some reapecbl were even in advance of our :::J. 
own tim.. But they did not attain to the oonoeption 01 the dignity of 'b.y did 

ma.n aa ma.n; they regarded slavery as an.ordinance of Nature, they :::.eaDth~~ 
tolera~ agricultore, but they looked on aU other industriea as in· economic 
volving degradatioD; and they knew little or nothing of those economio ~hl~b:'t'e 
problems, whioh a.re of absorbing interest to our own agel. grown up 

They had never felt the erlreme p"""'ure 01 poverty. Earth and ::. ':te 
..... and ODD and sky had combined to make it O&Oy for them to obtain .b. d;gm'y 
the material requisites for a perfect life. Even their slaves had OOD- of labour. 
aiderable opportuniti .. 01 culture: and had it been otherwise, there 
wao nothing in the Greak temper, and nothing in the leooono that the 
world had up to that time learnt, to make them ..nons!y oonoerned. 
"The exoellenoe of Greak thought has made it a touohstone hy whioh 
many 01 the leading thinkers of eftor _ have tried every new 
inquixy: and the impatienoe with which the academio mind has often 
regarded the study of economics is in a great measure due to the 
impatienoe whioh the Greako felt for the anxious _ and plodding 
work of busineas. • 

And yet a lesoon might have been learnt from the dooedenoe 01 Th.r. . 
Greece; which was brought about by the want of that solid earnest.. :r~!l8Dce 
neM of purpoae whioh no race has ever maintained for many gener&- dbcipline 
tiODO without the diooipline 01 stoady induatry. Socially and inte!-~:~ 
lsotually they were free: but they had not learnt to use their freedom led ,to 
well; they had no oelf-maatery, no .toady persistent rosolutioll- 1belr1aD. 

a Compare Neumann and Partach, PhYI1Kt!lil~1u Oeographi' tIM GrUMtnlGM, 
ch. L, and Grote'. BUImy 0/ 0rWJe, Part. II. ch. J • 

• See above, p. 4. TbUi even Plato lAya:-"Nature hu made neither boo ... . 
maters Dor blacbmitba; IUeb oceupationa degrade the people engaged in them. 
mi8erabJe mercenariel excluded by their ... ery pOlitioD from poliUlral right,!' 
(Law,:DL) And. Ariitotle cont.mI18l:-"1n the atate wbieh iI beat. governed the 
cit.iZIIDI ... mUd Dot lead &he life of meehaniea or VadesmeD, for such • liI'e ill 
ignoble and inimical to virtue." (Polilid, VIr. 9; lee aJao In. 5.) These pauagee 
gin the key-noM 01 0Nek thought. with regard to busineea. But 81 there went 
fe" independent fortunee in ancient. Greece., maoy of ber beat. think8ll ware 
eompeUed to ate aome Ibare in businMe. 



730 THE GROWTH Oil' Il'REE INDUSTRY AND ENTERPRISE 

APr ... " They bad all tbe quiokn... of perception and readiDellll for DeW 

suggestions which a.re elements of business enterprise; but they had 
not ita fixity of purpose and patient endurance. A genial olimate 
Ilowly relaxed their phyaicaJ energies; they were without that 
oafeguard to Itrengtb of obaraoter whicb com.. from resolute and 
lteadfaot penistence In bard work; and at Iaot they aank Into 
frivolity. 

Tho h I I 4. Civilization otill moving weotwardo had Ita next centre In 
::e~~ Rome. The Romans were • great army, rather than a great nation. 
01 Ibolt"-d Thoy resembled the Greekl In leaving bWlineoo &I mucb &I pooaibl. to 
::::: fO~ alavea: but In moat other I'elJpectI were • oontrast to them. In 
b ... in.... oppooition to the fresh fnInesa of the lifo of tho Atheuieno. to the 
~.:i[y youthful joy with which they gave free play to aU their faoulti .. and 
pmoned developed their own idiceyncraoy. the Romano ebowed the firm will, 
;:li~=. the iron resolution, the absorption in definite serious aima of the 

mature man1• 

Rom ... 
economic 
conditioDi 

were "' 10m. 
_octo 
modem 
iDfonD.; 

Singularly free from the reotraiDta of onotom, they ebapec! their 
own lives far themselves with a deliberate choice that had never been 
known before. They were strong and daring, ateady of purpose and 
abundant in reso1l1'CO, orderly in habit, and c1earsighted in judgment; 
and thus, thongh they preferred war and politico, they bad in ooDBtant 
uae all the facultiee required for bueineeo enterprise. 

.Nor WBI tho principle of 8I8ocietion Inactive. Trado gilds bad 
lome vigour In opita of the paucity of ertiaano who were free. ThOR 
mothode of oombined action for buoin ... P11rpOlOll, and of productiOD 
on a Jarga BC&Ie by slave labour in factori.., in which Greece had been 
the pupil of tho E .. t, gained new otrength when imported into Rome. 
The f .. u1~ .. and the tamper of the Romano fitted them oopecially weu 
for the management of joint-stock companies; and a comparatively 
omall number of very wealthy moo, with no middle cl_ were able, 
with tbe aid of trained slav .. and freedmen, to undertake Jarga con
tracta by laud and by .... at home and abroad. They mad. capital 
.... teful; but they made it powerful and e1Iiciont; they developed the 

• Thil fundamental opposUJou between &be Greet and Roman temperl was 
mad. clear by Hopi in Ilia PhUoIOpIow 0/ Bw..,. ··01 "'" O ... b "' "'" firo. 
genuine form 01 \heir freedom we may useli Ula, &hey had DO eon";ence; U. 
habit of liring 'or. their oounky wit.hou' lunhel analyaia or re8ect.ion wu the 
principia dominan' among t.bem ... SubjecLivity plunged &be Greek world into 
ruin"; and. the harmonioUi poetI'J of &he Oneka made way tor "lbe proee til. of 
lb. Romana," which W8I full of IUbjecti'ritJ, and aa. bard dry eontemplatioD of 
certain .oluntary airnI.1I .a. ganeroua, though dixriminat.ing, tnln1&. to t,bel8l'Yieee 
which Segal indirectly rendered. to Hiatorical Ec!onomiCi 11 giveD by Roecher, 
001</1. "'" NaL /Ek, .. D_'" f 188. ComP'" 0100 "'" ch.p .... on 
Religion in MollUDHD'. BUttw,. wbieh aeem to haft been mucb inftuenc:ed b1 
H.p; 0100 Kaut&, EoIWkol • ., "' N~;" Bt. L 
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applian_ of monoy.lendiDg with great omorgy; and part1y in ClOD- Aft. A, 4-
sequence of the unity of the imperial power, and the wide extent of 
tho Roman Janguage, thoro wao in eam. important reopoota more 
freedom. of oommerce and of movement throughout the civilized world 
in the daY" of tho Roman Empire than 8VOD DOW. 

When, then, we recolleot how great a oent.re of wealth Rome WM: 
how monstrouo tho fortunoo of individual Romano (and they have only 
reoently hoon ourpaaood); and how vaat tho ooaJe of her military and 
civil affairs, of tho provision needed for thom and of tho maohiDery of 
her traffio; we oa.nnot wonder that many writers have thought they 
f01ll1d muoh resem.bla.ooe between her economic problema and our OWD. 

But the resemblance ill suporficia.J and illusory. It .,.;tendo only to 
forma, and not to the living .pirit of national lifo. It d_ not 
extend to the recognition of the worth of tho life of the oommon 
pooplo, which in our own time ill giving to ooonomio ooienoo ita high .. t 
interestl • 

In ancient Rome induotry and oommoroo lacked the vital strength but not 
which they have atta.incd in more recent times. Her imports were :!~~ 
won by the sword: they woro not bought with the producta of skilled 
work in whioh the citizens took • worthy pride, as were those of Venice 
or Florence or Brugea. Traffic and industry alike were pUIBUed almOlt 
with a sole eye to the money gaiml to be derived from them; and the 
tone of buoiD ... life weo degraded by the poblic disdain which showed 
itself in the "legal and practioaJIy eHeotive J;eBtriotionl " -·of the 
Senatoro from all forms of busiUOBB ""copt thooo connected with the 
land. The Equiteo found their rioh .. t gaw in farming the """eo, 
in the plunder of provinceo, and, in later tim .. , in the persoual favour 
of the Emperors, and did not oherish that .pirit of propity and 
thorough work whioh are needed for tho making of a great natioual 

I See aboYe, eh. L 12. The misunderstanding is in some measure attributable 
to t.be inOuenee of the generally acute and well-balanced Roscber. He took a 
apeeial deligbt. in pointing out. anRIII~1!II bet.ween ancient. and modem problemai , 
and t.hougb he also pointed out differeo.C8I, yet. the general inftuence of bia 
writings t.eod8d. to mialead. (Bia positioll is well criticized. by Kniea, Politt.cM 
<111>-.. _ ,...AWVlw... Bt.no.IpuoI<U, especially l' 891 01 the IIOCOIld 
edit.ion.) 

• friedlinder, 8iUMguc1&ieAIc Rowu, p. 225. MomlllleD gael 10 far .. to 8&J 
(Hueor" Book IV. ch. D.):-"OI t.rRdes and manufactures t.bere iI DOt.hing too be 
aaid. except. t.bat. t.he Italian DaLion in tbill l'eBpet"L pezseTered in an inacLirit, 
bordering on barbariam. ... Tbe onl, brilliaDt aide of Roman private economics W&I 
mane, dealing and commerce. to Many paaaages in Cairnes" SlaM PINer read like 
modem "mOM of Mommsen'. Bintwy. Even in \be tooWDI the lot. of the poor free 
Roman reaernbled. t.h", of &be "mean ",bile" of &be Southern SIan SLate&. 
Uli/lM4IlitJ ,trdid.,-, JttJUatr.; but. 'be, were farml like t.hoae of lhe Soutbern 
St.aI.eI, no, of England. The weaknell 01 fr. labour .. llome iI abown iD 
Liebeoam'.G~4u..o.UcA.. p.........,. ..... 
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.... " 4. tmde; and at length private enterprise waa otiIIed by the ever.growing 
ebadow of the State'. 

But t'::J But though the Romaus contributed but little clirectIy te the 
~':':od.em progreu of economio acienoe, yet indirectly they exerted a profound 
law 01 in8uenoe over it, for good and evil, by laying the foundationo of modern 
propert~. jurisprudenoe. What philooophio thooght there W88 in Rome W88 

~:ii::;hY chiefly Stoia; and most of the great Roman Stoica were of Oriental 
and ;be origin. Their philoBophy when tranepl&nted to Rome developed a 
~.:;; graat praotiC&! power without losing its intensity of foeling; and in 
experience apite of its severity, it had in it much that is kindred to the IOggea· 

~o'!~::'" tiono of modern social aoienoe. Moot of the great lawyera of the 
Ia"",.. Empire were among its adherents, and thus it 80t the tone of the later 

Roman Law, and through it of &II modern Enropean Law. Now the 
.tr.ngth of the Roman State had caused State rights to extinguish 
thoea of the Clan and the Tribe in Rome at an earlier at&ge than in 
aroeoe. But many of the primitive Aryan habits of thought .. to 
property lingered on for a loug while even in Rome. areat 88 W88 tho 
power of the head of the family over its membera, the property whioh 
he controlled WBB for a long time rega.rded as vested in him 88 the 
representative of the family ra.tber than as an individual But when 
Rome had become imperial. ber lawyora became the ultimate interpre
ten of the legal rights of many nationo: and under Stoio inftuenoo they 
.. t themaeIvOB to discover the fundamental Lawa of Nature, which 
they believed to lie in conoeaiment at the foundation of &II particul&r 
ood... This aearoh for the universal, .. oppoaed to the accidental 
element. of jUltice, acted All a powerful solvent aD righta of oommon 
holdiug, for which no otbor reaaon than that of local uaage could be 

IA!d Ibem given. The later Roman Law therefore gradu&lly hut oteadily euiargod 
gradually the 8phere of contract; gave it greater precision, greater elasticity, and 
to enlarge 
lb •• pbe" graater atrength. At !&at almoot &II aocial arrangements had oomo 
01 contract. under its dominion; the property of tho individual w .. oI •• dy marked 

• One alpect; or 'hie iI ducribed by Schmolh!r In bill ahort but; esreDenl accounl 
of tbe Trading Compame. of Antiquity. Alter Ibowing boW' vading groupe 
of which aU 'he memba .. belong to one ramily rna, lhrive even among primitive 
peoples, he &rguel (Jcahr6u.tA Jir Ou.uglinu&g, xv •. pp. 140---2) 1hD& no form of 
buaioea uaociat.ion of &.be modem t.ype could Oourisb long in auch condiLiOlll 
... t.hoee or a.noen' Rome un18I8 it, had some es~pt.iona1 privi1egee or ad:vantogal 
a.I the Sociel4W Pu61~ had.. The re&IOD why we modf'rDI auceeed iD 
Ioringing "od koeping many people "undor t.he same hilt" to work klgetber, W'bief) 
Antiqui~y railed in doing, "&1 to be lOugbt uclumve1, in Ule IUgber len! at 
intellectulll and moral ILrengtb, and f.he greaw poesihilit.y noW' U1aD lbeo ar 
binding t.ogct.her men', egoilt.ic eomntercilll eDforgiea by lbe bondI of lOdal 
aympat.hy." See aI80 De1oume. IA_ AinftU1m tl'A"9ft'I III ROIII_; lUi artfc1e GIl 
SIGle iLIOtIIPol 0/ If&d.."., '" IIu 10WfA MIIIIfJ' by W. A. Drown in ,he PoIiIicwJ 
8~ QuMUrlr, Vol. Q.; BlaIlqui'a BUlIn 0/1'.,.,.., ..... '. cbL Y. and. VL; I 
IIIld lqram', Jiiltorr, cb. Do 
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oat. aad be oould deal wi ... il .. be plooaecL From"'e bread ... aad ....... 6. 
oobility aI. <he Stcic cbaracter modem Iawysa have inherited a high 
IdaDdard aI. doty: 81M! &om iIB _ oeIf-determinaticm they have 
derived a teodeocy 10 defiDe ahaz-ply individ ..... righIB in property. 
And "'erefore 10 Roman and eopeciaIIy Stcic inlIoeooe .... may trace 
iDdireetly much aI. <he good 81M! evil 01 oar _t --. sys&em: 

... <he .... baud moeh 01 <he 1IDInvDmeU..I vigour 01. &be individ ..... 
in managing hia own affairs; and OIl the other IlO$ a Jittle harsh 
wroag __ <he cover 01. righIB established by a sys&em aI. law, 
whieh hoe held iIB grouDd beoaoao iIII main priDIlipiea .... wise 81M! 
just. 

The atroog ...... 01. duty whieh StoiciBm brought wi ... it &om iIB hl ...... 

Orienlal homo had in it 80metbiag aIoo 01. Eaatem quietiam. The =:.. .... 
Stoia, "'ough active in weIl-doiDg, W88 proud aI. being superior to "'e 
troablea 01. <he world: he took hia ....... in &be turmoil aI. life beoaoao 
it ... hia duty to do .... hut be DeVer recoDciled himaelf 10 it: hia life 
remained ead aad stem. opp.-l by .... eo""""""'" 01 iIB """ 
faillUOII. This iDD .. oooVadictiou. .. Hegel Aye, ooold DOl _ away 
till in.aId periectiOll was '"'""'I!"i .... as au objee& &be, ooold be attaiDod 
0BIy t.hroogh oeIf·renllDci&tiou; and ...... ilB pmsui' ..... .......,.,;ted 
wi ... tIwee failoree whieh _y aooompauy all eocial work. For 
t.hia great chaoge <he in_ religiODB feeting 01. <he J .... prepued. <he 
.... y. Bot <he world was DOl ready to eo"" into &be __ aI. &be 
Chriot.ian spirit, till " ..... _ had beeo givea. to it by .... deep 
pe<BOoaI aflectiODB aI. &be Germau mea. Even amoug <he Germau 
peoples true Cbriotianity made ilB way slowly: and fir a long time. 
alter .... faD aI. Rome ............ haos in Weste<o Europa. 

§ o. Th. Teuton, strong 81M! reoolute ... be .... fouod it very Tho 
di1IicuIt to free himBeH from .... bonds aI. .DBtom aad of ignorance. The ~~ 
hesrtiuees and fidelity' which gave him hia opeeial st;rengtb. inclined...::. ..... 
him to cheriah overmuch &be iDBtitutioDB and .DBtome aI. hia famj)y "i::. 
81M! hia tribe. No othe< _t oooquering race hoe shown so little h. had 

espacity ....... Teotooo ha"" done for edopting ..... id ... !rem "'e conq
more cultured. "'ongh weaker, people whom ... ey oooqoered. They 
prided _I ... on ... eir rode strength and energy; and osred little 
for knowledge aod <he arto. But theoo fouod " temporary refuge on 
.... Eaatem eoulB aI. .... Hedit.emmeoD; Wltil ano"'er oonqoeriag 
..... oolDing !rem .... 800'" ..... ready to give "'em ..... life and 
vigour. 

The Saraoona leernt eogerly <he beet ........ that "'e oooquered 

• IIogoI (P~ 0/ Bo-" Pod ... ) _ .. Ihe """ '" Ihe matter ....... 
be apeak. 01 &beir eneJU', &heir bee .lIpiri", dM9l' abeolute eeU-det.enninatioa 
(E;g...;..), Iheh __ (Gemiilb~ ODd oddo, -l'IdeIi'Y io Iheh __ 

word. .. FnIIIdom iI &be 8Ja." 
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UP ... 6. bad to toaoh. They nurtum the arta end ooIen .... end kept alive the 
0", deb' torch of leeroing at a time when the Christian world oared little 
t.o the whether it went out or not; and for this we must ever owe them 
Saraceoa. gratitude. Bat their moral nature was Dot 80 full as tha.t of the 

ToutoOL The warm clima.te end the oenauality of their religion 
oauoed their vigour rapidly to decay; end they ha.ve exorcioed very 
little direct inJlueDoe on the problems of modern civilization'. 

~:::WOD The education of the Teutons made lIower but eurer p~ 
moved, They carried civiliza.tion northwards to a climate in which I!IUBtamed 
~ and hard work h .. gone hand in bend with the 110w growth of sturdy 
wea'wania, forms of oulture; and they oa.rried it weetwarda to the Atla.ntic. 

Civilization, which had long ego loft the aborea of the rivera for 
thooe of the great iDIa.nd eo&, .... ultimately to travel over the va.ot 
ocoa.n. 

:rdd~:t.ut. But these changes worked themaeivel out Blowly. The firat point 
bet.treeo of interest to 08 in the new age is the re.opening of the old oonflict 
:::~d between towu and nation that hnd been suspended by the uoivera&l 
reYived. dominion of Rome; whioh W88 indeed an army with head-quartel8 in 8 

town, but drawing its power from the broad land. 
Without § 6. Until a few yea .. ego oomplets end direct ooIf.government by 
the tele-
graph and the poople ..... impossible in a great nation: it oould exist ouly in 
printing towna or very omaU torritori... Government .. aa nooooaarily in the 
~m lands of the few, who looked upon themselves 88 privileged upper 
in .. large classea, and who treated the workers u lower classea. Consequently ::C:.. the workora. even when permitted to manage their own local atfain\ 
lined ~ . were often wanting in the courage.. the eelf'-reliance. and the habits cd 
:::';:-10- mental aotivity, whioh are required .. the baaiI of bnoinooa enterpriJre. 

But. self-

And .. a matter of faot both the oentral Government end tho local 
magnates did interfere directly with the freedom of induatry; prohihit
Ing migration, and levying ta:r:ee and tolls of the moat burdensome 
and vexati011B character. Even those of the lower' claaaee who were 
nominally free, were plundered by arbitrary linea an~ du.. levied 
under on manner of exousee, by the partial administration of jnati", 
end of ton by direct violence and open pillage. Th.... burdeno fell 
ohieOy on just those people who were more industrioUl and more 
thrifty thlm their noighbount-thooe among whom, if the oonntry had 
boon free, the spirit of bold entsrpriso would gradually have arioen "" 
abake off the bonda of tzadition end ouatom. 

Far different 10M the state of poople in the toWDL There thn 
industrial c1a.ssee found strength in their numbers; and eYeD when 
noable to gain the upper hend altogether, they ..... not, like their 

, A brilli .. , eulO1J' 01 U>oir 1I<I,k iI Ii .... bl Draper, 1--.0/ D"*.~ 
.J~""ZI1L 
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brethren in the country, treated .. though they belonged to a diJferent ... P •• , T. 
onIer of beings from their rulora Iu .Florenoe and in Brugea, .. in -1-
moien$ Athens, the whole people could hear, and sometimes did bear. =:1::
from the leedero of publio polioy a statement of their plana and the lb. 10 ..... 
reas<lDB for them, and could aigDify their approval or dieapprov&l before 
the next step W88 taken. The wbole poople could on oaoaaion diaauea 
together the aoaial and industrial problema of the time, !mowing aaab 
other's counsel, profitiug by aaab other'. experience, working out in 
commoo a definite resolution and bringing it into elI .. t by their 
0.... actiOD. But nothing of this kind could be done over a wide 
area till the invention of the telegraph, the railway and tha oheap 
p.-. 

By their aid • nation can now read ill the morning what ita leaders And it it 
have said on the evpninll' before· a.nd, ere another dav baa .......... ....J the now 14;lr tbe 

-' .., ~. fin' time 
judgment of the nation on it is pretty well known. By their aid the pouible ill 
ooancil of .. ~e trades union ~ at a ~ 008t submit a diffioult :0:". 
quoation to the Judgment of thmr members m every part of the country 
and get their decision within a few days. Even a large country can 
now be ruled by it. poople; but till now what W88 oolled "popular 
Government n was of pbyaioul neoeaaity the government by a more or 
loaa wide oligarchy. Only those few who could themselves go fra. 
quentl;, to the oenlre of Government, or at least receive conatant 
communication from it, oouJd take part directly in government. And 
though a much larger number of poople would how enough of what 
was going 00 to make their will broadly effective through their choice 
of representative&. yet even they were a ama.ll minority of the nation 
till a few years ago; and tha representative ayotom itself is only of 
recent date. 

§ 7. In the Middle Ages the history of the rise and fall of towna The. 
II the history of the rise and fall of euooessive waves on the tide of :;:v~t... 
progress. The medimval towns as a rule owed their origin to trade the dired 

and industry, and did not deapisa them. And thougb the weulthier ~:':=:: 
citizens were 80metimes able to set up a close government in which the industrial 
work... had no part, they aeldom retained their power long: the ~ 
great body of the inhabitants frequently had the full right. of oitiaene, 
deeiding for themaelvea the foreign and domeatio polioy of their oity, 
and at the eame time working with their handa o.nd taking pride in 
their work. They organized themselves into Gilda, thus increasing 
their cohesion and educating themselves in self-government. ud 
though the Gilda were often exclusive, and their trade.regulationa 
ultimately retarded progress, yot they did ""oeUent work before this 
deadening in1Iuenoe had mown itself'. 
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The citizens gBined- culture without losing energy; without 
neglecting their buaineaa, they ·learnt to take an intelligent inter .. t in 
many tbinga beeid .. their bnsineos. They led the way in the fins r.rtB, 
and they were not backward in those of war. They took pride in 
magnifieent expenditure for publio purposea; and they took equal 
pride in .. careful husbanding of the public _ourcee, in clear and 
olean State budgets, and in s10teme of taxes levied equitably and based 
on sound busin ... principles. Thus they led the way towards modem 
industrial civiliz&tion; and if they had gone on their course undioturbed, 
and reiained their first love of liberty and social equality, they would 
probably long ago have worked out the oolutiono of many socia1 and 
economio problems which we are ouly now beginning to face. But 
after being long troubled by tumults and war, they .t last ouccumbed 
to the growing power of the oountries by which they were surrounded; 
and indeed when they had obtained dominicn over their neighbours, 
their own rule had cften been harsh and oppressive, so that their 
ultimate overthrow by the country was in scme degree the raoult of a 
just retributicn. They have sufiered for their wrong-doings: but the 
fruit of their gcod work remains, and is the source cf much that is best 
in the social and eoonomio traditions that our age has inherited from its 
predecessorIL 

§ 8. Feuda1iam was perhaps .. !IOOO8II&I"Y stage in the development 
of <the Teutonic race. It gave BCOptl to the political ability of the 
dominant claas, and educated the common people in habi ... of diacipline 
and order. But it concea1ed under fOrms of some outward beauty 
much eruelty and uncleann_ physical and moral. The practioes of 
chivalry combined extreme defereuce to women in publio with domestic 
tyranny: elaborate rules of ocurtesy towards comhatants of the 
knightly order were maintained by the side of cruelty and extortion in 
dealing with tha lower elaeaea. The ru!ing cl ..... were expected to 
diacbarge their obligations towards one another with franIm... and 
generooity'_ They had idea1a of life which were not devoid of nobility; 

true ill • Ieos degree 01 UuI .....nod /reo borGugba 01 Euglancl. Tbou ...... 
at.itutiou were eYeD more yanoUi alum. the origina of &heif' Ubertiesi buL D 
DO" MeIDl probable Ula" &hey weN generaJ.1y 1DOft' demoerat.ic and 1_ oligardUc 
Ib... .... a' _ limo IUppOIOcI. Sea eopeciaIq G..... TAo Gild M....w.t, 
ell- nL 

1 But treachery wu common in Italian du., and was not. ftly rare in. 
Dorthern cut1es. People compuaed the death of their acquamtaD.CeI b1 .... 
IinatiOD. and poiaon: ~e boe' W8I often eJ:peded. kt tane the food and drink 
whicb b. oflued to biI 1U8I1. A.a .. painter right.ly 8lle biI CIJln8 wi&ll &be 
Dobl8l~ face. be eao. find, ad teepa u much in the background u poIIible "bal . 
ill ignobl., 10 the popular biltorian may be jUllt.iBed. in exciloing the .:nuJalioa of 
'h. young by hiAtorical pictUftll in which the U .. of DOble DlOIl aDd. women .land~ 
out. ill bold relief, while a nil iI drawn oftl'much of the mmnmding depra'ril.y.1 
But. "hea we want. to ute .&oct 01 &be world'. p~ we mulA tecta ~ eTil 
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and therefore their oharaotera will always 'haft IIOme attractiwneaa ....... L 
to the thougbtful historian, .. well .. to tho ohronioler of wars of 
splendid shOW'll and of romantio incidents. But their ooDBCienoea were 
oatialied wben they bad acted up to the cod. of duty wbiob their own 
cIaaa required of them: and 01lB article of thet cod. w .. to keep the 
lower 01 ..... In their place; thougb Indeed they were often kind and 
even affectiona.te towards tb088 retainem with whom they lived in 
daily oontact. 

So far as oaseo of Individual b.ro.bip went, the Church strove to Th. 
defend the weak and to diminish the aufferinga of the poor. 1erhapa ~~~ &be 
thooe finer nat""", wbo were attracted to its servi .. might nft.en ha ... g.,,, .. h 01 
exercised a wider and a better influence, if they had been free from the =0 
vow of celibacy, and able to mingle with the world. But this is no in ..... 
..... on for rating lightly the benefit whioh the clergy, and still more ".,.. 
the monka, rendered to the poorer cleoaea The monasterieo were the 
hom.. of Industry, and In particulor of the ocientilio treetment of 
agriculture: they were IIeOUf8 oollegea for the learned, and they were 
hnopitala and alms-houseo for the 1I111fering. Tbe Church acted os 
a peace.maker In groat mattera and In small: the festivala and tho 
morketo bcld nnder ito authnrity ga .. e freedom and oafety to trade'. 

Again. the Church was a .tanding protest agalnot _ exclusive
Dcsa. It was democratio in ita organiza.tion. all was the army of ancient 
Rome. It wee alwoyo willing to raise to the highest poem the abloa' 
men, in wha.tever rank they were born; ita clergy, Mld mOll88tio orders 
did much for tho phyoical and moral wellbeing of the people; and it 
sometimes even led them in open resista.noe to the tyranny of their 
rulen'. 

of pas, tim_ .. ~ really wu. To be more &h&n jUiL to our ancesLon ia to be leII 
t.haD juaL to the belL hopei of our race. 

l We are perbapa apt. to lay toGo ID1ICh abeII OIl the COD.o.emnadoD by the 
Chu.reb of "UIUI'J''' and eome kiDdi of t.rade. There WRI Iben very lit.Ue aeope 
for lending eapit.al to be used. in buaiDeu, and when there WBI, the probibiLion 
could be evaded by many d.ericea, .:mae of which were indeed ADCtioned by the 
Cbun:b. iLself. Thougb St. Cbl'J'808tom aald Lba' "he who procures an article 
too make profit. by dispoaiog of it. 0Ilt.ire aDd \lIualtered, .is ejected. from t.he temple 
of God". yet. lobe Church encouraged merchant. w buy and sell gooda unaltered at. 
faira and elIewhere. The aut.borUy of Church and SLate and t.be prejudicel of 
t.he people combined &0 put. difliculU .. in the way of thOle who bough\ up large 
quant.it.i. of goodI in ordot to aeJ1 them retail at. a proOL. But. thougb much of 
t.he bUlinell of Lb... people was legit.imate tade, lOme of it. waa cert.o.inJy 
aoalogoUi to fobe uriDga" and "comer." in modem produce marlu~". Compare 
~ ueeDeD' chapter on &be Canonist. Doetrine in Ashley's Bum, aod t.be DO\iee 
of n by Ue'Winl in 'he &trnoaie RIViftD, Vol n • 

• IndirecUy it. aided progreu by promot.ing: lb.. Crusades; of which Iogram well 
.. ,. (HiUmy. ch. D.) that \hey "produced. powerful ecoDomic: efIed by kanaferring 
in many cueI the poaeIIiODI 01 the feudal chief. w the indu.trial elaueI, whlln 
by bringing d.i8eren' nationa and l'&C'BII into contact, by enlarging the horizon 
and widening the coucept.i.ODl of t,be populationa, u well .. by a1foJdina • .peciaI 
atimulUi to ua'rigation. 1.11"" .... uded &0 iii" •• Qe1'l' &cLivi'y to intemaLional t.rad .. " .. 
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But. on the other hand, it did not oet It.ell to belp them to develop 
their faoulti .. otoell.renanoe and sell·determination, and to attain true 
inner freedom. While willing that those individuals who had e"oep
tionaJ natural talents ohould rise through its own olli .... to the high .. t 
poets, it helped rather than hindered tho foroes of fendaliam in thai< 
andeavour to keep tho working e1 ........ body ignorant, devoid of 
enterprise, IID.d in every_ way dependent on those above them. Teutonic 
feudalism was more kindly in ita mstincts than the military dominion 
of ancient Rome; and the laity .. well .. clergy were inlIuenced by 
the tefobinga, imperfcotIy nnderetood .. they were, of the Christian 
religion with regard to the dignity of man .. man. Nevorthel ... the 
rulore of the conntry dietricts during the early middle ages united all 
tbat was moat poworful in tho Oriental Bubtlety of theocratio caste and 
in tho Roman force of diacipUno and reeolution; and they used thai<' 
combined strength in such a manner 88 on the whole to retard the 
growth of Btreugth and indepcndenoo of oharaotor among the lo"er 
ordore of the people. 

OYenbrow The military force of feuda.1ism. was however for a 10ng time weak-
0/ the 
cit.i... onod by looal jealousies. It w .. admirably adapted for weldiug into 

one living whole the government of a vast area under the genius of • 
Charl .. the Great: but it waa equally proDO to diaeipate itsell into ito 
ooostituent elements 88 soon as ita guiding genius was gona. Italy was 
b a long time ruled by its toWlll, one of. wbich indeed, of Roman 
d_nt, with Roman ambition and hard fixity of purpoee held ito 
wator.wayeagainat aU .ttook till quite modern tim... And in the 
Netherlands and other parts of the Continent the free towna were long 
able to defy the hostility of kinga and herons around them. But at 
leugth Btablo monarch!.. were oetabUahed in Austria, Spain and 
France. A deapotio monarchy, .erved by • few able men, drilled and 
organized the military foroea of vo:st multitudes of ignorant but sturdy 
oountry folk; and the enterprise of the free towns, their noble combina
tion of industry and culture, W8B out ohort before they had had timo to 
outgrow thair early miatak ... 

Thein· Then tho world might have gone backwards if it had not happened 
9'ention of 
prinUng. that just at that time new forces were rising to break: up the bonda of 
the R.fo,," oonatraint. and Ipread freedom over u... broad land. Within. very 
maUoD. h ot ,..d the I ort period came the invention of printing, tho Reviva.l Learning. the 

rdilcoyery Reformation, and the diJcovery of the ocean routa. to the New World t 

li!!'id. New and to India. Anyone of these events alone would have been sufficient'~ 
to make an opooh in history; but coming together .. thoy did, and" 
working aU in tho aamo direotion, they etIeoted Ii oompleto revoIu" 
tion. 

Thought hacamo oomparatively free, and knowledge ceased to be' 
a.Itogether InBOOCSBibla to the poopl.. The free temper of tho Greeka' 
... vived; tho .trong self-determining spirits gained now atrongth, and 
........ hl. to u:tend thair inlIl10000 over oth.... And ...... continen. 
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raggeoted II8W problema to the thoughtful, at the sam. time tbat II UP. &, 8. 
offered .. new IIOOpe to the enterpriBe of bold adventurers. 

I 9. Th. oountrieo which took the lead in the new maritime The fin, 

ed_tore ""'" those of the Spaniah PODinsula. It seemed for • time :;~b!' 
.. though tho \eoderabip of the world, having .. tiled lirat in the moot maritime 
easterly peninsula of the Med.itetranean, and thence moved to the =Y~~ 
middle peninauJa, would ootll. again in that westerly peninsula which Spanw. 
bclouged both to the Mediterranean and the Allantic. But tho power penmauJa. 
of industry had by tbie time heoom. snfIicient to Bnetain wosUh and 
civilizatioo in a oorthern climato. Spain and Portugu\ dId nol 
hold their own for loug against the more BDBtained energy and the 
more generoos spirit of the northern people. 

The esrly bietory of the people of the Netherlands is indeed a Bu. 800 • 

. brilliant romanoe. Founding themselves on fishing and weaving. they =h! 
built up a noble fabrio of art and literature., of aoience and government. on, to 
But Spain set henelf to crush out the rising spirit of freedom. sa Persia Bolland; 
hed done before. And .. Persia straugled Ionia, but DDly raised yet 
higher the spirit of Greeoe proper; eo tho Austro·Spaoiah Empire 1I\lb-
dued the Belgian Netherland&, but ouly inteoBified the patriotism and 
energy of tho Dutch Netherlands and Eugland. 

Hulland sulIered from Eugland'. jeulousy of her oomm ...... but atill 
more from the restleaa military ambition of Fra.noe. It soon became 
clear thet HoIland was defending the freedom of Europe against French 
aggreaaicm. But &t a oriticaJ. time in her hiatory aho was deprived, the 
aid ahe might reasonably have expeeted from Protestanl Englund; and 
though from 1688 onwards that aid W88 liberally given. her braveattand 
moat geOeroDB eona had then &lreody perished 00 the battle·field, and . 
Ih. was overburdened with debt. She h .. fa.lleo into the background: 
but Engliahmen above a.ll oth... are bound to aclmowledge what 
abe did. and what more oho might have done for fraadom and 
enterprile. 

.France and England were thus left to contend for the empire of the \0 FJ'&Dce; 
ocean. France had greater natural resouroea than any other northern 
country. and more of the spirit of the new age thaD any I01lthem 
oountry; and abe was for BOme time the greatest power of the world. 
Bot sh. oquanderod in perpetual W&l'I her wealth. and tho blood of 
tho boot of thooe citizeno whom ahe had Dot already driven away by 
religiODl _tioo. The progreso of enlightenment brought with il 
no generooity on the pert of the ruIing u\aao towards the ruled, aod no 
wisdom in expenditure. 

!!'rom revolutinnery America oam. the chief Impulae towards a 
rising of the oppreoeed French pacple against their rule... But the 
Frencb were It.rikingly waotiug in that .. If.controlling freedom "hicb 
had distinguished the American coloniato. Their energy and courage 
wu maoif .. ted lSaiD in tho peat Napo\oonio wars. But their amhition 
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..... " 10. overleaped ltoelf, and ultimately left to England tholeadersblp 01 enter. 
and.. prise on the oaoon. Thus the industrial problaml 01 the New World 
Eogland. are being worked out under the direct infiaonC8, .. to some extent 

thOOB 01 the Old World are under the indireot inJIuOI1CIO, 01 the Engliab 
oharacter. We may then return to trace with somewhat more deta.il 
tho growth 01 !reo enterprise In EnglAnd. 

Tho § 10. England'. geographical pOSition canoed her to be peopled 
character 
of Eoglish· by the otrongeot members 01 the .trongest raoeo 01 northern Europe; a 
men. proceu of natural selection brought to her abores thOle members of 

eaoh onb.aaive migratory wave who were moot daring and oelf.relianL 
Her olimate ill better adapted to ouolain energy than any other In the 
northern homilphore. She 10 divided by no high hilla, and no pert 01 
her territory 10 more than twenty mil .. from navigable water, and thus 
there waa no material hindranoe to freedom of intercourse between her 
dillerent parts; while tho .trength and wile policy 01 the Norman and 
Plantagenet kings prevented artifioi&l barriero from being raiaed by 
local _tea. 

All tho part which Rome played In hiBtory ill chiefly duo to her 
having combined the military .trength 01 .. great empire with tho 
enterprise and lixedn ... 01 pnrpoea 01 an oligarchy reaiding in ono city, 
80 England owoo her greatneoo to her combining, ao Holland had dono 
on a ama.ller aorJo Wore, muoh 01 tho !reo tempar 01 tho mediEVal city 
with the Itrength and broad heaiI 01 a nation. Tho towno 01 England 
had bean I ... diatingulohed than thooe of other Ianda; but abo 118Bimi. 
Iated them more eaoily than any other country did, and 10 geInod in 
tho long run meet from them. 

Tho custom 01 primogeniture inclined tho younger 10DB 01 noble 
fa.milies to seek their own fortunes: and having no special caate ' 
privilogoo thoy mixed readily with tho oommon people. Thio fusion 01 ' 
di1ferent ranks tended to make politico buainOll-like; while it warmed 
the voino 01 busineoo adventure with tho generouo daring and romantio 
aopirationa of noblo blood. Resolute on the one hand in reoiItanco to 
tyranny, and on the o~her in submission to authority when it ill justified 
by their reason, the English have mado many revolutioll8; but none 
without a definite purpose. While reforming the oonst.i.tUtioD they 
havo abided by the law: thoy alone, unl ... we except the Dutch. have 
known boW' to oombine order- and freedom; they alone have united 
a thorongh reveronoo for tho palt with tho power 01 living for tho ' 
future rather than in the paoL But tho otrength 01 oharacter, 
whioh in later tim.. mado England the leader 01 manufacturing' 
progreao, Ihowed itaolf at first ohiefly in politico, in war, and in 
agrioulture. 

Whilelbey Tho Engliah archer wao the forerunner 01 tho Engliah artisan. Ho' 
were.t.W 
... egri. had the aame prido in tho IUperiority 01 hie food and hie phyoiquo' 
cullwol over th_ 01 his Continent&! tivaIa; he had tho MIllO indomitable' 
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perseverance in aoquiring perfeot command over the use of bie banda, UP •• , 10. 
the lame free independence and the sa.me power of seH-oontrol and of Da~be7 
rising to emergencies j the aa.me habit of indulging his humoura when .~owed 
the oocaaion was fit. but, when a crisis arose. of preserving discipline ~tr;: of 

even in the face of hardship and misfortune1• modem 
But the industrial faculties of Englishmen remained latent for a facultr for 

long time. They had not inherited much acquaintance with nor much :c~ 
oaro for the comforts and luxuries of civilization. In manufaoturcs of 
all kinda they lagged behind tho Latin countries, Italy, France and 
Spain, .. well &II the free oitiee of northern Europe. Gradually the 
wealthier dassel got BOme taate for imported. luxuriee, and England's 
trado B10wly increasod. 

But there wu for .. long time no sign on the surface of her future Their 
commerce. That indeed is the product of ber special circumstances 88 trade hOI 

much ... if not more than. of any natural biM of her people. They :;:!:1 .. 
had not originally, and they have not now, tha.t apeciaJ. liking for of ~!ir . 
dealing and bargainiDg. nor for the more abstract Bide of finanoial :c:;~~~ 
business, which ill found among the Jews. the Italians, the Greeks and aod.in . 
the Armenians; trade with them haa always taken the form of action navigation. 
rather than of manCBuvriDg and apeculative combination. Even now 
the subtlest finanoiol speculation on the London Stock Exohenge is 
done chiefiy by thOle rae .. whioh hav. inherited tho l!&IDe aptitude 
for trading which the English have for action. 

The qualities which have caused England, in la.ter times under The 

different circumstancea to explore the world, and to make goods and ~=~ 
carry thom for other countries, caused her even in the Middle Agee to tion of 
pioneer the modern organization of agriculture, and thua to set the apicul~~re 

plOoeenN 
model after which moat other modern business ill being moulded. She t.be way 
took the lead in converting labour dues into money payments, a change f~r that 
which much increased the power of everyone to steer his course in life f&Cr:=~ 
according to bis own free choice. For good and for evil the people were 
set free to exchange away their rights in the lao.d and their obligations 
to it. The relaxation of the bonds of custom waa hastened a.like by the 
great rise of real wageo which foUowed the Black Death in the four-
teenth century; and by the great fall of real wages whioh, in tho 
sixteenth century, resulted from the depreciation of ailver, the deba.so~ 
ment of coin, the appropriation of the revenues of the monaateriee to 
the purposes of court extravaganoe; and lastly by the extension of 
sbeep-farming, which let many work8l'1l adrift from their old homes, 
and lowered the real incom .. and olterod tho modo of llfe of thoao who 

I For the ,purpoaes 01 .t.atisliical comparison the well~t.o-do yeoman mu.t be 
ranked wil.b the middle claasea of to-day, DOt. with libe art.i.san.l. For those wbo 
were oolitei' of! thaD. be were Yel'J' few in number; wbile the great mau oj the 
people were far below him; aDd were wone oft in almost I"vel'J' roepect ~Ul \bPI,. are ..... 
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remainec1 The movemonl was further Ol[lended by tho growth of tho 
roya.! power in tho handa of tho Tudo,", whioh put an end to private 
war, and ... ndored uaolooa tho banda of retoinoro whioh tho barona and 
landed gentry had kopt together. Tho habit of leaving roaJ property 
to tho oId .. t 8On, and distributing persona.! property among ell tho 
mombore of tho family. on tbo one hand increased tho size of laruled 
properties. and on the other narrowed the capital whiob the OWDel"I 

of lrmd bad at their own command for working itl. 
Th ... cauaos tended to .. tablish tho relation of landlord and tenant 

In England: whil. tho foreign demand for English work and tho 
English demand for foreign luxuri.. led. oopooiaJly in tho sixteenth 
oentory. to tho concentration of many holdings into largo shoop.nmB 
worked by capitalist farmers. That is, thoro .... a groat increaao in 
the number of farmers who nndertook tho management and tho risks 
of agrioultu .... eupplying 80m. capita.! of their own, hut borrowing tho 
land for a dofinite yearly payment, and hiring labour for wages: in like 
manner .... later on, the new Older of English buein ... men undertook 
the management and tho risks of manufacture, supplying 8Omo capita.! 
of thoir own, but borrowing tho Mot on interest, and hiring labour for 

. wages. Free enterprise grew fast and fiercely, it was one-sided in ita 
action and ornel to the poor. But it ... mains truo that tho English large 
farm, arable and pastoral, worked with borrowed capitol, W81 the for&
runner of the English factory, in the same way as English arnhory was 

the forerunner of the akill of the English artisan'. 
§ 11. Meanwhile tho English nharactor W8I deepening. Th. 

natura] gravity and intrepidity of the stern raoea that had. settled. on 
tho shores of England inolined them to einbrace the doctrin .. of the 
Reformation; and these reacted on their habits of life. and gave a tone 
to their industry. Man was, as it wo.... ushored straight into the 
presence of his Creator, with DO human intermediary; and DOW for 
the first tim. large numbore of rude and unoultured people yearned 
towards the mysteri .. of absolute spiritual freedom. Th. isolation of 
each person'. religious reoponsibility from that of hio fello .... rightly 
undentood, was a necessary oondition for the highest spiritual pro
gnul. But the notion was new to the world. it waa bare and naked. 

I Roger. a,. lbal in lbe thirteenth century lbe value of arable land waa 
onl, .. LbiN 01 ~ eapital required t,o work I'; and be be1ievell thal 10 long .. UN! 
owner of Lbe hLnd, "as in the h.bil of cultinting il bimaell. &.be eld .. t. IOn of&.eu 
used ..,rioUi devicell tor alienuting .. put of bis land t,o hit yow.ger broLbere 
in es:cbange tOl' 80IDe 01 &heir capital. 8U C..n.riu 0/ W,"* aU Waga. 
pp. 61, 2. 

I Tbil pamlleliam ia further developed in Book Vl.; 1M ~ elL l1. 

16 . 
• The RelonnatioD "wu ,he afBrmaUon ... of Indiridualily .••. lndiriduali" ia 

Dol ~. IUlD of life, but. il i8 an essential pan of life in eYfll'1"ftgion 01 our DdUre 
.. nd our work, in our wo.rk for ~ pan ADd tor &he _bol .. I,;. t.nat, &bou&b it. ill 
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!lot yet overgrown with pleaaa.nt instincts; and even in Irlndly natures .&1' •• at., 1J. 
individuaJity .howed iblelf with • hard .• harpn... of outline, while -
the _ naturea beoame aeIf-consciOUB and egotiatio. Among the 
Puritana eapecially, tho eagern ... to gi ... logical definiton ... and pre-
ciaion to their reJigioua oreed _ an aheorbing paasion, hoatilo to all 
lighter thonght. and lighter amusementa. When ocoaaion ......... they 
could take oombinod action, which waB made irreaiatible Ly their 
reaolute will But they took little joy in society; they ahunned 
publio amusements, and preferred the quieter relaxations of home 
life; and, It mUBt be oonfeaaod, IIOD1O of them took an attitudo hootoUe 
to artl • 

Tho 6rat growth of otrongth had then 80mething In It that wu "hlch 1Up
rude and ill-mannered; but that atrength wao required lor tho IlBlI:t P= 
otago upwards. It needed to be purified and IOltened by mucb tribu-~~ 
IatiODj it needed to become le811 self-assertive without becoming weaker, tOI' \be 
bef •• uld -_. i .. high I ..... \ago ore new mstinota co grow up BrrOuuu. t to revJ.ve m a er orm. of aocial 
what was moat beautiful and most solid in the old collective tendencies. life.. 
It Intensified the affections 01 the family, the rioh .. t and fulI .. t of 
earthly feolinga: perbapo there never baa been before any material of 
texture at once 80 strong and so fine, with whioh to build up a noble 
fabric of oociallife. 

Holland and other oountri ... hared with England the great ordcal 
whicb wao thua oponed by the opiritnal upheaval thet clooed the 
middle agoo. But from many point. of view, and eepooially from that 
of the eoonomist, Engla.nd.'s experienoes were the most instructive 
and the moot thorough; and we ... typical of all the .... t. England 
It'd the way in the modern evolution of industry and enterprise by 
freo and aeIf-dotermining energy and will 

§ 12. England'. industria.l and commercioJ ch ...... toriotico were Th. 
intensified by tho foot that many of thOBO who had adopted the new ~ri.b""'" 
doctrines in other countries sought on her shores a safe asylum from ~a..:ct.er 
religious persecution. By a sort of natural selection, those of the~.:m 
Frenoh and FJemingo, and othoro wh ... obaraoter Willi moot akin to 

DOt the wbole truth, that we mud live and die alone. alone with God!' Weat.eoW. 
80Ml ..4..,ee. 0/ ChNtiGrtily, p. 121. Comp • ..a.o Regel', PhiJolOph, oJ B."." 
Pan I'f. teCt.ioD iii. cb. 2 . 

• The JiceDtiouan_ of IOlD8 fOmll oJ aR C!l'e&ted in IerioUi bu' nUlOw minda 
• prejudice against. aU art.; and in re?enge 1Ocialist.e now rail., the Relormat.ioD 
.. baring iojured bo&b t.be .ocial and the an.ist.ie inst.inct.a of Dl&D. But it. may be 
qUelfJoned "bet.het &he int.en8ity oJ t.be feelinge whieh were engendered by &he 
Reformation bu DOt enriebed art. more t.han their auat.erit., hu iojUftld iL. The, 
baTe de..,.e)oped .-litent.ure and • music ollbair own; and if they have led mill to 
Ibink I1ighLingly 01 OlIo _.y 01 OlIo WQ,g 01 hill .... baDdo, Obey h ... conainly 
inereaaed hia power of .ppreciating t.he beautJee of nature, It iI DO accident. thai 
landacape painUD&: 0... moR to lan<ll ia which &be HeI:"rmed JetigioD b.a pn
.oile4. 
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Aft. " 19. tho English, and who had been led by that oharacter 10 study thorough-
people n ... of ,!,ork io the manufaot)ning arte, cam. 10 mingle with them, and 
.... !D- 10 teach them th ... arts for which their character had all along fitted 
=~e: theml

• During the seventeenth and eighteenth centuries, the court 
ber a'" a.nd the upper claaaos remained more or leu frivolous and licentious; := ~at the middle c1aaa and lOme parts of the workiDg c1aaa adopted .. 
arUaanl _ere view of life; they lOok little delight in amaaements that ioter-
ll.:;;:::'l. rupted work, and they had .. high standard as to those material com-

forts whieb ooald be obtained only by unremittiog, hard work. They 
strove 10 produce thiDga th .. t had a solid &ad lastiog utility, rather 
than thoee suited only for the purpoee of f .. tivities and ostentation. 
The tendency, when once it had let in, waa promoted by the climate; 
for, thongh not very .. v...... it is specially unsuited 10 tho lighter 
amuaementaj and the clothing, house-room and other requisites 
fur a comfortable emtenoe in it, are of .. specially expeDBive 
oharacter. 

E..,u.b 
r
en&erpriu 
nal.uralI". 
lendod 
..... rd> 
;.!'riIiOD 
01 labour. 

Th ... were the conditione under which tho modern ioduatrial life 
of England was developed: the d .. ire for material comforlA tends 
towards .. _ ... straining 10 extract from every week tho greatest 
amount of work that ca.n be got out of it. Tho firm resolution to 
lubmit every .... tioli to tho deliberate judgment of the reason tends 
10 ma.k. everYone oonata.nti¥ aak himoelI whether hs could not improve 
his position by changing his buaio.... or by changing his method of 
doing it. And, lastly, complete political freedom and oecority enables 
.veryone to adjust his oonduct as h. haa decided that it is his io_ 
to do, and fearleasJy to commit his person and his property to new and 
distaDt undertakings. 

In abort, tho oamo eauaea whioh havo enabled Englaud and her 
colonies to sot tho tone of modern politi ... havo made them also BOt 
tho tone of modem busiu.... The oamo qualiti .. whieb ga.ve them 
political freedom gave them aloo !rae enterpriso in industry and 
oommerce. 

§ 18. Freedom of ioduatry and ooterpriso, so far as its action 
reaohee. tends to cause everyone to seek that employment of bis labour 
and ... pita! io whioh ho can tum thom to boot advantage; and this 
again leads him to try to obtain a opocial skill and facility io somo 
partionlar taak, by whieb ho may eam the moana of pulchaaing what 
he himsolf wanto. And hen .. .....uts a complex industrial organization •. 
with muoh subtle division of labouf. 

Some lort of divisiou of labour is iodeod Bure to grow up in any 
alvilizatlon that h .. held IOgethar for a long while, however primitive 

1 8mU. baa lIhown lhal Ute deb' which Eneland 0". to I.hne immigran~ 
II RJ"6Mr thaD hiltoriaDI haft suppoeed, tbouab the,. han aI"_1I ra&ed i-, 
I>i¥hlT· 
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ito form. Even in very backward countries w. find highly opeoialized .. p ... IS. 
trades; but we do not find the work within each trade 80 divided up 
that the planning and arrangement of the busin .... ilAl management 
and ilAl risks, are born. by on ... t of people, whil. tho manual work 
required for it is done by hired labour. This fo<m of division of labour 
is at once charaoteristio of the modern world genera\ly, and of the 
English race in particular. It may be merely a passing ph.... in 
man'. development; it may be swept away by the further growth of 
that free enterprise whioh hae called it into .xistence. But for the 
present it staude out for good and for evil .. the chief fact in the 
lorm 01 modern civilization, the kernel of the modem eoonomio 
problem. 

The most vital changee hitherto introduced into industrial life, ~ecially 
oe.Dtre around this growth o~ business UnderlaJr.ers1• We have already:::" 
seen how the undertaker made his appearance at an early stage in men" 01 
England's agriculture. The l&J:mer borrowed land from his landlord, b_ 
and hired the n""""""'Y labour, being himaeIf responsible for the 
maoagemont and riaka of the busin.... Th. aelection of farmelll hae 
not indeed boon governed by perfectly free coml>etition, but haa been 
restrioted to a certain extont by inberitance and by other influence&, 
which have olten caused the leadership of agricultural industry to faIl 
into the h .... da of people who heve had no special talenlAl for it. But 
England is the only oountry in which any eonaiderable play has boon 
given to natural aelection: the agricultural Byste ... of the Gontinent 
heve aIlowed the aocident of birth to determine the part which every 
man ahould take in cultivating land or controlling it,fl cultivation. The 
greater energy and e\aaticity obtained by even this narrow play of 
oelection in England, haa boon su/licient to put English agrioulture in 
advance of all othera, and haa enabled it to obtain a much larger 
produce than is got by an equal amount of labour from similar 80m in 
any other country 01 Europe'. 

But the n&turaJ selection of the fitteat to undertake, to organize. :'~1~:' 
and to manage haa much greater ICOpo in manufacture. The tendency t.iOD of 
to the growth of nndertakelll in DlAIlufactures had .. t in before the iII<iualty • 

• This term, wbich hu Lhe aulhorit.y of A.dam Smith and is babit.ually used 
OD &be Cont.ineD" __ &0 be &he beat. to indicate thOR who &ake the riab 
and &he mana.gemen& of busineu u thoir abare in the work of Ollanized 
industry. 

I In Lbe latter baH of the eigbt.eenLb cent.ury, e.specially, the improyeme.ntl 
ia agriculNie moved. yery faA. Implements of all kinds wen improved, 
draining W&I earned out. on scientific principlel, the breeding of farm animall 
... NYoluWonized by BaoweD', geniusi Wroip.s. do,.er. r,e-sn-. ale. came 
inCO general UI8, and enabled the plan of refleahing land by IcLting il. lie f.Uow to 
be IUpereeded by &bat of ""alternating buebandry!' Th81111 and ot.ber chanCel 
CODIt.ant.l..l' incteaaed. the capit.al required for Lbo culUnt.ioD of Iandi while ,be 
growUa of ro~ made ill kade iDcreued. Ute number of those _bo were .bl. 
and willing to purcbMII lbeir way into country aociet.y by buying large propeni~ 
And ihUi in eYeJY •• Y Uae modem eommvciaJ. apirit. IIP~ III qric:uI&ure. 



746 THE GROWTH 01" 1"BEE INDUSTRY AND ENTERPRISE 

..... ., 15. greal developmenl 01 England'. foreign trade; in foot tr ..... 01 it are 
to be folllld in the woollen mannfactore in the 6f1 .... th century. But 
the opening up of large market. in Dew countries gave a great atimul1l8 
to the movement, both directly and through ilB iIl1Iuonce OIl the 
looalizalion of industry, that is, the oollCOntralion 01 particular 
branches of production in oerta.in localitiee. 

Tb_ The recorda of medieval fairs and wandering marchanlB ahow that 
~,:::~ there were many things each of which was made in only ODe or two 
by Ihe p1acoe, and thonco distribuled north and BOuth, ... t and wool, over the 
~~:~ whole of Europe. But the W&reII whose production was localized and 
beyond tb. whioh travelled far, were almoel always 01 high pri .. and amall bulk: 
:::.::;.b. the oheaper and heavier goode were supplied by eaoh distriot for 
goods of ilBell. In the ooloniea of the new world, however, poople had not 
'~r!w. alw&yS the leisure to provide manufactures for themselves: and they 
po were often not oJIowed to make even th ... whioh they oouId have 

made; for though England'. treatment of her colonies was more 
liberal than that 01 any other country, ahe thonght that the exp ..... 
which ahe incurred on their behalf jnat16ed her in compelling them to 
buy nearly oJI kinds of mannfacturee from hersell. There waa alao a 
1arge demand for oimple goode to be BOld in India and to lAvage 
raooa. 

ThOBe oanaea led to the looa1ization 01 muoh of the heavier 
mru.nfaoturing work. In work whioh requireo the highly trained IkiII 
and delicate fanoy of the operative, organization is sometimes of 
secondary importauce. But the power 01 organizing great numbere 01 
poople give. an irroaislible advantage when there is a demand for 
whole ehip cargoce 01 goode of a few simple pattorne. Thus looa1izaliOll 
and tho growth of tho .ystem of capitaliet undortakore were two parallel 
movements. due to the laDle general MoaB, and each of them promoting 
the a.dvanoe of the other. 

The under- The factory .ystem, and the USB of expensive applianC81 in manu· =::m.' facture. o&m.e at a later stage. They are commonly supposed to be the 
memr origin of tho power whioh undertakere wield in Engliah industry; and 
:~;"d no doubt thoy inereaaed it. But it bad ahown ilBelf clearly before thoir 
without. in8.uenae waa felt. At the time of the French Revolution there waa = not a very great deal of capital invested. in machinery whether driven 
iadustry: by water or Iteam power; the faotori811 were Dot large. and there were 
~wU';': Dot many of them. But nearly all the textile work of the oountry was 
.by.md then done on a system of oontracta. This industry was controlled by 
maat.erL a comparatively small number of underta.k.em who set themaelvea to 

find out what, where and when it wae moet advantagooue to buy and 
to .011, and what thinge it wu moat profitable to have mad.. They 
then lot out oontraote for making th ... thinge to • great number of; 
poople .. altered over the OOUlltry. Tho undertakere goneroJ1y eupplied 
the raw material, and IOmetimee even the ample implementl that 
we .... uaed; th ... who took &b. OOIltract elI .... ted it b7 til. labour of 
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themaelves and their families, and 80metimes but DOt alway. by tha.t APP • .I., 14. 
of a few assistant&. 

As time went on. the progress of mechanical invention caused the 
workem to be ga.thered. more &D.d more into Bmall factories in the 
neighbourhood of water power; and when steam came to be sub
stituted for water power, then into larger faotories in great towns. 
Thus t.he great undertakers who hore t.he chief riske of manufacturing, 
wit.hout directly managing and superintending, began to give way to 
wealthy employers, who oonducled t.he whole busin... of manufao
turing on • Iarge ocale. Tbo new factorieo attracted t.he attention of 
the moat ca.reless observer i and this last movement was not liable to 
he overlooked by t.hooe who were not actually eogaged in t.he trad .. 
.. t.he preceding movement had been'. 

Thuo at length general attention was called to the great ohaoge in But 
the organization of industry which had long been going on; and it was f:'!:'~ 
&eeIl that the system of emall businessea oontrolled by the workers taken~. 
t.hemaelvea W88 being tliaplaoed by the system of large businesses }:~n:to 
oontroUed by t.ho specialized ability of capitalist undertakera. The::r. 
change would have worked itself Dot very much as it has done, even if ~~I'ke:: 
there bad been no factories: and it will go on working itself out even Hence-
if the retail distribution of force by electrio or other agenoiea should ~~=~ 
-muse pm of the work that is now done in lactoriea to be taken to labour 
the homs of t.he workers'. .. .. hUed 

wbolesale. 
§ 14. The new movement, both in its earlier 'a.nd la.ter forma, has 

tended oonstantly to l'ela.x the bonds that used to bind nearly everyone 
to live in the parish in which he waa borD.; and it developed free 
markets for labour, which invited people to come and take their oba.noe 
of finding employment. And in oonsequence of this change the causes 
that determine the value of labour bege.u. to take a. new chamoter. Up 
to t.he eighteenth century manufacturing labour had been hired, as a 
rute. retail; t.hough a large .nd fluid labour ct .... which could he hired 

• The quarter of a century beginning wit.h 1760 sow improvement. follow one 
another in manufll.('tute even mora rapidJy Lhan in agriculture. During ibM 
period the tl'Sniport of heavy goodJ was clleapenell by Drilldley'. canala, the pro
duction of power by Watt.', at.eam-engine, and t.hllt. oflron by Cort.', procesaea of 
puddling and lOlling, and by Roebuck', meibmJ of emelting it by coal in lieu 
of Ule eharcoal Ulat. had now becomll lICartej Hargrellvea. Crompton. Arkwright, 
Cart.wright. and otUera invented. or at. lea.st. made economically aerriceabIe. 
the Ipinning-jenny, t.he mule, t.he carding macbine, and lobe powez-Ioomi 
Wedgwood gave a great impetUl &0 the pottery trade thllt. WAI already growing 
rapidlYi and there were import.ant. invenUoDl in printing from cylinders, in 
bleaching by chemical agentl, and in oc.het' proCesael. A coLLon factory was 
lor &he firat. Lime drivun wrecUy by Iteam power in 1785, the last. year of tohe 
period. The beginning 01 &he nineteenth century laW ltea",-Ibi~ and Iteam 
prioting-pressea, and the \lSe' of gu (or lighting towns. Rallway loeomotioD, Ioele
Jrapby and photography came a lit.t.le mUlr. See for furtller detnila a brilliant. 
ehapt.er by Prut68lOr Clapb&m in t.bn COflllwtrJga Mobm Hi.liWV, Vol. 1, 

• See HelJ', SocWl, Gudlidau &.,,"tid,, Uk.. n. cb. UL 
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..... , IS. whol .. al .. had played a coDBiderable part in the industrial history of 
pa.rticular plaoee on the Continent and in England before then. In 
that centwy the rule was reversed, at least for England; and the price 
of labour oeaaed to be dominated by custom, or by bargaining in omall 
market&. During the Jut hundred yeara it baa ever more and more 
been determined by tho circumstance. of oupply and demand over a 

The new 
organiza· 
t.iOD "as ........ 

'ed t;:..., 
evi.l8; 
many of 
wbieh 
were due 
tootbtn 
caueea. 

large area-a town. a country, or the whole world. 
The new organization of industry added vaatIy to the efficiency of 

production; for it went far towa.rcis securing that each man's labour 
mould be devoted to just the higheet kind of work which he ..... 
oapablo of performing well, and that his work mould be ably directed 
and ouppJied with the beat mechani .. 1 and other asoistanoe that wealth 
and the knowledge of the ago could afford. But it brought with it greot 
evill. Which of th ... evils wao unavoidable we cannot telL For just 
when the change was moving moat quickly, Engla.nd waa stricken by a 
combination of oaIamiti .. olmoot unparalleled in history. They were 
the causc of a greot part-it Yo impooaible to ... y of how greot • part
of the Bufferingo that are commouly. ascribed to the eudden outbreak 
of unrestrained oompetition. The 1011 of her greot ooloni ....... quickly 
followed by the greot Frenoh war, wbich ooat her more than the tot.al 
value of the oocumulated wealth ahe had at ita commencement. An 
unprecedented oorI .. of bad harveote made broad fearfully dear. And 
worse than all, a method of adminiotration of tho poor law waa 
adopted which undermined the independence and vigour of the 
peopl .. 

The first perl of Iaot century therefore I&W free enterprioe oatablioh· 
ing iteoU in England under favourable ciroumetancce, ita evils being 
inteneiJied and ita benelioiaJ in1Iueuceo being hindered by Ol[ternal 
misfortunes. 

The .. ~.. § 15. The trade oustoma and tho gild regulatiOIl8, by which the 
:::~~::o weak had been defended in past times, were unsuitable to the new 
re~ve old industry. In Bome pJ.acea they were abandoned by common consent: == in others they were successfully upheld for. time. But it was • fatal 
laboUl', lUooeas; for the new industry, incapable of flourishing under the old 

wbich had 
done both 
good and 
evil ia. 

bonds, loft those places for others where it could be more frael. Then 
the work .... turned to Government for the enforcement of old lam of 
Parliament preocribing the way in which the trade mould be oarried, 
on, and even for tho revival of the regulation of prioeo and wag.. by 
juoticce of the peace. , 

Thes. efforte oould Dot but fail The old roguIations had been th. 
exprc8Sion of the locial, moro.I and economio idoaa of the time; the,! 
had been felt out, rather than thought out; they were the aImoet 

! 
I The tlIndfincy of induat.riu to 8ee away from placea wbeN ihe,. wen oYero!: 

regulat.ed by the Jtilds was of old ltanding. and bad ahown itMIU in the tliil't..ftntlli 
century. though it 'IF'" Uleo compamtriveIJ feeble. See GI08I' Gall JI~ 
Vol. L pp. (8 and 52, \ 
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imtinotive result. of the exparienoe of generatiom of men who bad "1" . .&.,15. 
lived and died under almost uncha.nged economio oonditioD& In the thoU Oime, 
Dew age ohangtW came 10 rapidly that there W88 no time for this. but. were 
Each m&n hr.d to do wha$ .... right in his own eyea, with but little ::== 
guidance hom the experience of paat times: those who endeavoured. to era of rapid 
oIiDg to old tmditiODB were quickly oupplanted. ~ 

The new race of undertakers consisted chiefly of those who had The manu
made their own fortunes, strong. ready, enterprising men: who-looking fae'urem 
at the auooesa obtained by their own energies, were apt to assume that :=0,. 
the poor .... d the weak were to b. blamed rather th&n to he pitied 8':i!.g uu
lor their misfortune&. Impressed with the folly of those who tried to :bo .. ;'" 
bolater up economio &I'l'&D!!"meufB whioh the stream of progress br.d onl~~!. 
undermined. they were apt to think that nothing more W88 wanted ~~o:~ 
than to make competition perfectly free and to let the strongest have peuiioa. 
their way. They glorified individuality pf character. and were in no 
hurry to find • modern substitute for the social and industrial bonda 
which br.d kept mOIl together in earlier timos. 

Meanwhile misfort1ll1O hr.d reduoed the total not inoome of the The 
people of England. In 1820 • tenth of it was absorbed in paying the ~,::",.:.:r 
mere interest on the Nationa.l Debt. The goods that were cheapened and Lb. 
by the new inventions were chiefly ma.nuf&etured commodities of whioh ::~!~~ 
the working man was but a small consumer. As England br.d then down .... 
almost a monopoly of m&nufacturea, ho might indeed have got his food ,,
cheaply if manufacture .. br.d heeu allowed to chonge their wares freely 
for oorn grown. abrood; but this was prohibited by tho landlords who 
ruled in Parliament. The labourer's wages, 80 fa.r as they were Ipent 
on ordinary food, were tho equivaleut of wbat his labour would produce 
on the very poor IOil which W&II forced into cultivation to eke out the 
inautlicieut luppli .. ra.iaed from the richer groanda Ho hr.d to aell his 
labour in a markot in which the foroos of supply and demand would 
have give" him a poor pitt&noe evo" if they hr.d worked freely. BU$ ho 
had Dot the full advantage of economio freedom; he had no efficient 
onio" with his fello.,.; ha br.d neither tho knowledge of the market, 
nor the power of holding out for a reserve price, whioh the seller of 
oommoditiel haa. &nd he ~ urged on to work and to let his family ~d 
work during long bours, and under unbenlthy co"ditiottL This reacted ~'t.,J 
Oll the efficienoy of the working populatioD. and therefore on the net a;nducea-. 
vuue of their work. and therefore it kept down their wagea. The ;~t:0rk, 
employment of very young children for lona: hour. W8I no new thing: lowered 
it had been oommon in Norwich and elsewhere even in the seventeenth the ~ 
oeutory. But the moral and pbyaioal miIIery and diaasao caused hy ;-.::~ 
exoeeaive work under bad oonditiona reached their highest point among 
the factory population in the firet quarter of the century. Thoy 
dimiuiahed aIowly during tho ... ond quarter, and more rapidly ain .. 
thoo. 
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.... A, 111. After tb. workmen had recognized tho folly of attomptl to revive 
Bu. tho old rul .. regulatiDg indostry, there W88 no longer any wish to 
Ihe .0" ourtoil tho freedom of enterprise. The a.tleringa of the English peoplo 
~d~ved at their W01'8t were never oomparable to those which had been ca.used. 
England by the want of freedom in France before the RevolutioD; and it waa 
~'::ch argued that, had it not been for the atrength which Englaud derived 
armiea, from her new industriee. ahe would probably have lIUOOumbed to • 
and ~ foreign military deapotiam, aa tho !reo citi.. had dono before her. 
:Pted j~. Sma.D as her population W88 she at lOme times bore alm08t alone the 

Ch_ 
in lbe 
polieyol 
Trod ... 
Umona. 

burden of war againat a conqueror in control of nearly all the resouroee 
of the Continent; aud at other tim .. anbaidized larger, bnt poorer 
aountri .. in the atruggle againot him. Rightly or wrongly, it waa 
thonght .t the timo that Europe might have fallen permanently onder 
tho dominion of France, aa ahe had fallen in an earlier age onder that 
of Rome, had not the freo energy of English indnatriea anpplied the 
Binewa of war againat the common foe. Littl. waa therefore heard in 
complaint againot the .x .... of !reo enterpriae, but much againat that 
limitation of it which prevented Englishmen from obtaining food from 
abroad in return for the manufacturea which they could now 10 eaaily 
produce. 

And even trad .. ·nniODll, which were th.n beginning tbat brilliant 
though cheq •• red a&reer which haa been mora fnll of intereat and 
inlItruotiou than almoat anything eIIe in English hiatory, paaaed into 
the ph ... of aeeking little from authority """pt to be left alone. They 
had learnt by bitter experience the folly of attemptiDg to enforoe the old 
rulea by whioh Govornment had directed the courae of indnatry; aud 
they had aa yet got no far.reaching vi ...... to tho regulation of trade 
by their own action: their ohief anxiety W88 to inorease their own 
economic freedom by the removal of the Ia.wa against oombinatiODll 
of workmen. 

~Io § t 6. It h .. boon left for our own generalion to perceivo an tho 
eo d no' evils whioh arose from the 8uddenneaa of this inorease of economio 000," 
we can, freedom. Now first are we g.ttiDg to underatand the extent to which 
~"r.' tho oapitalist employer, ontra.ined to hia now duti ... waa tempted to 
erilaol I1Ibordinato tho wellbeing of hia workpeoplo to hia own deoire for 
economic lreed.om gain; now first are we learning the importance of insisting that the 
Iben it rioh have duties &I well as right. in their individua1 and in their .=:; oolleotive oa.pacitYi now fint ie the eoonomio problem of the new age 
li...... ohowing itaell to us .. It reaJJy is. Thia ia partly duo to • wider know-

ledge and a growing ea.rneatn8118. But however wise and virtUOUB our 
grandlathoro bad boen, they oould not have a .. n thingo .. we do; for 
they were hurried along by urgent n ..... iti .. and tarrible diaaotora'. • 

1 In tJm. 01 peaee no one 'fenturel openly &0 rank money II or bigh bnpo~ 
eDt» iD oompariloD. mUl bUDlaD. Ii"'i but in &be criaiI 01 aD upensiTe ... ar 
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w. m1lllt judge ounol_ by • oovorer otandard. For, though ....... III. 
England hao IOOOIltly boon oaUed on flo atruggle once more for nlttional w.
exiateDoe, he." powera of produotion have been immensely increased. now b ... 

free trade and the growth of Iteam oommunioatiOD have enabled a ='and 
largely Increeaed popul&t.ion to obtain auffioient 81lppli .. of food on m ........ 
easy terms. Th. average money Income of tho people hao more than higber. 

doubled; whUo tho prioo of almost all Important commodit.i .. excop. 
aWmal food aDd honae-room h .. fallen by ...... half or oven further. 
It is tnto tha. oven now, If woalth were distributed equally, the total 
produotinn of tho oonntly would nnly auffioo to provide nocessariea 
and tho more urgen' oomforta for tho people, and that .. thiDga are, 
many have harely tho ...........,; .. of lifa. But the nat.ion hao grown 
In woalth, In health, In eduoat.inn and In morality; aDd .... are no 
longer oompelled to IlUbordinate almost every other oonsideration to 
the need of Inoreuing the, total produoo of iDduatry. 

In partioul&r this iDcreeaed proeperity hao mode 111 rich and strong Th. n." 
enough to imnnRA Dew restraints on free enterprise- some temporary rest-mints 

r~ ) on freedom 
materialloao being I1lbmitted to for the oake of a higher aDd nlt.imate aM cbieIIy 
greater gain. Bat these Dew restraints are different from the old. ::~~ts of 
They are imposed not u • me&Il8 of olaas domination; but with the women and 
purpose of defending tho weak, aud especially ohUdren and tho mothers childleD. 

of children, in matten in which they are not able to naa the fnrcea of 
oompet.itinn In their own defenoa. The aim is to devise, deliberately 
and promptly, remodi .. adapted to the quickly ohangiDg circumstences 
of modern Ind1lBtry; and thna flo obtain the good, without the evil,-of 
tho old defenoa of tho waak that In other _ w .. gradually evolved 
by cuatom. 

Even when iDduatry remained almost nnohanged In character for Th. 
many generatioD.8 together, oustom WBo8 too slow in its growth and too ~~d~~t 
blind to be .ble to apply preaoure only when preaaure waa benefioial: ing-Id .... 
and In this later stege cuatom can do but littlo good, aDd muoh harm. ... t lb. 
But by the aid of the telegraph aDd the printing-~ of repreaentet.ivll ~:"::. 
government and trade usooiations. it ill possible for the people to think ~.::::. 
out for themaelvea theaolut.ion of their own problema. Th. growth of .... odi .. 
knowledge aDd ..u·relianoa hao given them that tnte aeU-oontrolliDg loub.it 
freedom, whloh enabl .. them to iInpooe of their own !reo will restrain .... riIo. 

OD their OWD. actiona; and the problemt; of oollective produotion,. 001 .. 
leotive ownerahip and oplleotive oollllumption are entering 011 • I18W 
phaoa 

Projects for great ud sudden che.ngee are now, 88 ever, foredoomed 

money CaD alwaya be used 10 .. to _" lbem. A geD.f'ral who ., • critical Urn. 
eacrifie. th'. in order &0 pro*, ma&erial. the losa of which would cauae &he 
... 01 mao,. men. iI beld to b ..... acted. rigbtly. t.hougb DO one would. openly 
cWftf'ld • acri8ce 01 IOldien' Un. ill order to 1&" • feW' &rIDJ 1&0 ... fa tirrM of ...... 
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An. A, 11 .. to fail, and to caUBe rea.otiOD; we oannot move we)y, if we move 80 

And"';; are fast tha.t our new plans of life a.1together outrun our inatinot& It ia 
grad~.U1 true thAt humao nature can he modified: new ideala, now opportuniti .. 
:~ and new methods of action may, aa history-shows, alter it very much 
forma of even in a few generations; and this obange in human nature baa 
:tl:=nLin perhat- never oovered 80 wide an &rea and moved 10 faat .. in the 
higher' present generation. But still it is a growth, and therefore gradual; 
:t:!ld, Bnd changca of our social Orga.niza.tiOD mUJt wait aD it, and therefore 
beca"", they must he gradual too. 
b~ on u. Bllt though they wait on it, they may always keep • littIo in 
~l;5:.d advanae of it, promoting the growth of our higher oociaI natllnl by 
~cliridual. giving it aJwaya some Dew and higher work to do, some practioal ideal . I,. towards which to .trive. ThIlB gradually we may attain to .... order 

of social life, in which the oommon good overrules individual caprice, . 
even more th .... it did in the early &goa before the ![Way of individualiam 
had begun. Bllt unael6shnoao then will he the offspring of deliberate 
will; and, though aided by inatiuct, individual freedom wili thoo 
develop itaoU in collootive freedom:-a happy contrast to tho old 
order of life, in which individual alavery to OIlItom caused collootive 
alavery and otagnation, broken only by tho caprice of doapotiam or 

Amerieail 
throwing 
much lil{bl 
........ 111 
ecoDomic 
p .. -

AUlkalia. 

the caprice of revolution. 
§ 17. W. have hooo looking at thio movement from the Britioh 

point of view. But other nations are hastening in the same cfireo.. 
tion. America f..... Iiow practicoJ difficultioo with lIlob intrepidity 
ami dirootnOBO that .ho haa already attained leadership in oeme ..... 
nomio affaire; abe supplies many of the most instruotive iDatanoee 
of the latest economia tendenoies of the age, IRlO~ as the development 
of speculation and trade combination in every form., and abe will 
probably before loug take tho ohief part in pionoOring the way for tho 
roat of the world. 

Auotralia alao ahows oigna of vigour, and Bhe haa indeed 10m. 
advantage over the United Statoa in the greater homogeneity of her 
poople. For, though the Auotra6ano-and nearly the eame may he 
oaid of the Cnnadiano-oomo from many lando, and thuo atimulate 0118 

another to tho.ught and entcrprilo by the variety of their uporioocoa 
and their habita of thought, yet nearly all of them beloug to one raoo: 
and tho development ofsocial inatitutioDO can proaeod in oeme roopooto 
more oaaily, and faater than if they had to he adjllOtod to the oapacitioo, 
the temperaments, the taotoa, and the wanta of poopl .... ho havelittlo 
affinity wilh one another. 

On the Continent the power of obtainiug important reou1to by free 
associa.tion ill leu than in English.'peaking countries; and in con .. 
&cquence there is leas resource and leu thoroughnees in dealing with 
industrial problema. But their t.reatment. ia not quite the aam.8 in any 
two oationa: &nil thuru ia aomethin& ohuAOteriatiO and iDatructin in 
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the methocla adopted by ""ch of them; particularly in relation to tho UP. _,11. 
ophero of government&! ootion. In this matter Germaoy is taking tho 
load. It haa been • great gain to hop th .. t her ma.nufa.cturing indnatrioa 
doveloped later than those of England; and sho.baa haon .. ble to profit 
by Engl&nd's O%JIOrlonco &ad to avoid many of her mistakes'. 

In Germany ao Ol<OOptionally largo part of the beat intellect in tho Genn .. ~ 

nation seeks for employment under Government, and there is probably ~.du'li:al 
DO other Government which contains within itaelf 80 much trained for experi· 
ability of tho high .. t order. On the other h&ad the onergy, tho :::'U.':;"& 
originality and tho daring which make the beat men of buain ... in manago
Engl&nd &ad Amori .. have but recently been fully developed in =~:'!. 
Germany; while the German people have a great faoulty of obedience. by tb. 
They thue differ from the English; whose 8trength of will makee them ~ovITo~ 
capable of thorough diecipline when strong oocuiOD arises but who are tb:npeople. 
not naturally docile. The O9DtniI of industry by Government is aeon in 
ita best and. moat attractive forms in Germa.ny; and at tho same time 
tho opeci&l virtu .. of private industry, ito vigour, ita elaatioity aod ita 
resource are beginning to be seen in full development there. In COD.-

sequence the problema of the economio functions of Government have 
bean studiod in Germany with great care. aod with resulta that may 
be very instruotive to English-speaking people; providod they recollect 
thet the arrangements boot suited for the German oh ....... tor are 
perhaps not quito tho boat for them; oinco they oould not, if they 
would, rival tho Germ&l1ll in their otcodf ... t dooility. aod in their OlleY 
oontentment with inexpenaive kinds of food, clothing, houae·room and 
amuaementa. 

And Germany oont&ine a l&rger number th&O aoy other oountry of 
the moat oultivated members of that wonderful race who have been 
leaden of tho world in intonaity of religious feeling &ad in kOODDOOO of . 
business lp6Cula.tion. In every country, but especially in Germany. 
much of what ia moat brilliant and sbggeetive in economio practioe 
and in ooonomio thought is of J owish origin. And in partioular to 
German Jew. we owe many daring lpecula.tiona .. to the confiiot of 
interesta between the individual and lOOiety, and as to their ultimate 
economio C&tlIeI and their possible looialistio remedies. 

But wo are trenohing on tho subject of AppondiJ: B. Here .... 
have aeeD. how recent iI the growth of economio freedom, and how new 
iI the substance of the problem with which economio scienoe haa now 
to deal; we have nen to inquire how the form. of that problem haa 
been fashionod by the progr ... of evants and the peroonal peculiaritioa 
of greet think .... 

I 1..i.II. worked oul. with much cuggeat.iveneat the not.ion that a backw:lf'd nation 
mUll. leam ita 1euona nolo bom lobe contemporary conduct. of more forward. natioaa. 
but. from t.heir conducl. wbeD t.hoy were iD t.he aame .tal.e in which it. is DOW. But, 
1M KDiM well tho .. (PolitueM ~it, II. :5). tho II'OwLh of vade and UIe 
impro .... menl. of lobe meaDI of OQIDIDunicaloion are making the deYfllopmeota of 
dimoreo.I. nat.loDi t&d &0 lJDebrolliz.e. 
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.../ THE GROWTH OF ECONOMIC SCIENCE. 

.IPl' ... I. § t. W. have """" how economio freedom has its roots In tho 
\Iodern past. but is in the maiD • produot of qnite recent times; we have nen 
"",uonuc 10 trace the parallel growth of economic lcioru;e. Th. aocial oonditioDl 
::ueb of the present day have been developed from early Aryan and Semitio 
&0 ancient. inltitUtiODB by the aid of Greek thought and Roman 1&w. but modem , 
r:~~~y, eoonomio speculations have been very little under the direct infiuenoe 
bUlolit.r.le of the theories of the ancient& 
diI"Oolly. It ia true that modem eoonomics hAd Its origin in eommOD with 

• lnftuenee 
01 trade 
willi $he 
N ... 
World. 

other soien.oee at the time when the atudy of alassia writers waa 
oeviviDg. But ao industrial .yatem which was based on a1ayery, and 
• philoooph,. .. hioh regarded manufacture aod oomm""", with OOD· 
tempt, had little that waa 00Dg0DiaI 10 the hard,. burghen who wenI 

as proud of their haDdicrafts and their trade ae the,. were of their 
.hare in goYerning the State. Th....trong but DDOultured men 
might have gained muab from the phil08ophio temper and the broad . 
Intereats of the grea' think .... of paat tim... But, .. i' W88, the,. .. , 
themaeJ.v811 to work out their own problema for themaelvee; and modern 
eoonomica had at Its origin a oertain raden ... and limitatiOD of eeopo, 
and • biaa Iowarda regarding wealth .. an end rather *hao • m .... 
of mao'. Iif.. Its immediate eoDeem .. sa gonerally with the publlo 
revenue, and the aBeam and yield of tu:ea;' and here the atateemeo 
of the free oili.. aod the great empireo alike fouod their _nomin 
problemo more argont and more dilIicult, .. trade heoam. broader 
UJ.d trior more upenafte. 

Iu all agee, but eepeoially in the early middle agee, .tateemen and' 
merohants had busied thOlllllO!VOl with oudoavoura 10 enrioh the State 
by regulating trad.. One ohio! object of their OODoem had boon the 
IUpply of tho prlcious meta1s,' whioh they thought the beet indication· 
if Dot tho ohio! .. use of material proapority, whether of the indiYiduai 
or the nation. Bu' the yoy_ of V .... d. Gam. and CoIumb ... 
raiaed eommerolal queotiODl from a .... ndary 10 • domiuating pooiliOll 
amoug the nati ... of Weatem Europe. Theori .. with regard 10 "'. , 
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Importanoo of the precious met&1s, and the best me&ua of obt&iDiDg ...... L 
supplies of them. became in lOme measure the arbiters 9f publio policy, 
dict&ting pcaoe and war, and determinil>g aJliancee that isoued in the 
rise and !&II of natioua: amI, at times they largely inflaenced tho 
migration of peoples over the face of the globe. 

Regulations 88 to trade in the precious metals were but one group The en.rly 
of .. V8IIt body of ordinanoea, which undertoo~ with varying degreee ~~tjOD 
of minuteness and severity. to arrange for each individual what he 0 eo 
abo,u1d produoe and how ho abould produce it, what h. should earn 
and how ho should opond his oarninga. Th. natural adhoaiven ... of 
the Teutona had given cuatom an uceptionaJ. strength in the early 
middle ag... And this otrength told on tho aido of trado gilde, -of local 
authorities and of national Governments when they Bet themaelvea to 
cope with tho rootl ... teadency to chaago that 'Prang directly or 
indirectly from the trade with the New World. In Franco Ihis 
Teutonio bias wu din}cted by the Roman genius for .ystem, and 
paternal government reached ita zenith; the trade regula.tiOIl8 of 
Colbert have become a proverb. It was just at this time that eco-
nomic theory fint took shape, the 8O-called M"""",tUe ayotem becam. 
prominentj and regulation WBB pursued with a masterful rigour that 
had not been known before. 

As yean went on there se~ in 8 tendenoy towards economio free- The , 
dam, and thOBe who were opposed to the new ideaa claimed on their :::antlte 
Bide the authority of the Mercantilist. of • pasb generation. But the tend~ to 

apirit of regulation and restriction which is found in their &yBtems ~~= ~e 
belonged to the age: many of tho changoo which thoy oot themoeJv .. \rode, 

to bring about were in the direction of the freedom of enterprise. In 
particular they argued, in oppooition to thOBO who wished to prohibit 
absolutely the exportation of the preoioue met&ls, that it should he 
permitted iD &II ..... in which the trade would in the long run bring 
more gold and ailver into the country than it too~ out. By t.hus 
raiaing tho question whcther the St&te would not benefit by &IIowiDg 
the trader to manage his businD8B as he liked in one particular case, 
they hod started. new tendency of thought; and this moved on by 
imperceptible atepa in the direction of economio freedom. being 
aasiated on it. way by the circumstancea of the time, no leas than 
by the tone and temper of men'a mi.n.dJ in ~eatem Europe. The 
broadening movement did go on till, in the latter half of t.he eighteenth 
century. the time was ripe for the doctrine that the wellbeing of the 
community almost 81waya Buffers whe~ the State attempta to oppoae 
it. own artificial regulaUoDi to the Unatural" liberty of every man 
to manage his own affa.ira in biB own Wa.yl • 

• Meanwbile "CuneralilLic" ItUWeI were de.,.eloping the ecientiJic aDIIlyaiiof 
puhlic bUlineu, at firat. em ihe financial aide alone; but. from liOO onwards in
creaaingJy in regard. to t.he maWtrial. .. diltiopilhecl from \be hWllloD, OODditJ.ona 
ollho weallh of .. Iioua. 
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UP. B, I. 12. The first ayatematio .ttempt to form. an economic acienoe on 
The Pbyai- a broad baeia w .. mado in Franco about tho middl. of th. eighteenth 
...... in- oontury hy a group of otateemen and philooophoro nnder tboloadorehip 
.te~ '~at of Queenay. the noble-minded physiciu to Louis XV.1 The comer~ 
... \ric"oo •• _. I th· Ii bed· N' iI art!6cia1....,.-~ 0 ell' po oy was 0 leuC8 to ~ture. 

~li=Y Thoy w .... tho tirot to proclaim tho doctrine offreo trado ao a 
.... t ".--broad principlo of action, going in this rcopoet beyond ovon ouch 

They 
gave AD 
tco.o.omice 

advanood Englioh writoro ao Sir Dudley North; and there wao mnch 
in tho tone and temper 01 their treatment 01 political and· oociaI 
queotiono whioh wao prophetic of a later age. Thoy lell however 
into a oowusion of thought which was oommon even among acientifia 
men of their time, but which ~<Iletm banisbed after a long otrngglo 
from tho physical oeiencea. Vhey eonfuoed tho othical prinoiple of 
conformity to Nature, which is expreoood in tho imperative mood, and 
prescrihoo oortain.lawB of aetion, with thOBO causal Iawe which oeionco 
diooovoro by interrogating Nature, and which· are ""pr,oaed in tho 
indic&tive mood. For this and other reaoono their work baa but littlo 
direct value. 

But ita indirect influence on the present position of economics has 
been very great. For, firstly. the gJearDesa and logical oonsjatenoy 

1 CanLillon'. essay Sur lei NGJvre 4. C()mfJIfrt't. WriLteo in 1756, and covering a 
wide range, bu inueed some claimJ to be called systematic. It is acute and in IOJDI 

rupee,. ahead 01 his t.iml!t; 'bougb it DOW' appears t.b.t be bad been anlicipated 
OD I8venJ imponao.t. pointa by Nicholal Dubon, .... ho wrote ml.y yean eArlier. 
Kauta wu the firal. to recognize lhe imporl.anCle of Cant.illon' ..... orki and JevODI 
declared be was &be we founder of Polit.icaJ Economy. For a well-balanced 
fIIWnD.1.e of hie place in economica, see aD. article bl Biggs in the QIldf'Wlr Jot#7IIIl 
0/ Eftmtnnic_, VoL VI. • 

I In UJ.e ~W'O preceding centuriel writ.em on fK'Onomic quelJtJona bad contJouaJly 
.ppealed 1.0 Nahlftlj each diapul.ant. claiming I.hal. his acbeme waa more natural 
f.han LIlat. of ot.bera, and lobe philosoph_ Of Lbe eigb&een~ centUfJ. lJODle of 
whom ezorcilod a great. inOuenee on econom.i~ were wont. 1.0 find lbe standard 
of rigbt. in con!onnil.y to Nat.ure. In particular Locke anLicipa&ed much 0.1 the 
'WOrk of t.he Frenc:.h economists in t.he general tone of his appeall &0 Nat.UftI, 
BOd In .,me important. detaill of hiI Uleory. But. Queanay, and the other FreaclI 
e:conomista wbo worked with him, were drawn to the pursuit of natural Ian 0.1 
IOciaJ. life by leveraJ fol'COI in addition &0 t.boae which were at. work in England. 

The lus:ury of &he French eourt., and &he privi1egol of the upper dassel 
which were ruiJiing France. Ihowed. t.ha wont aide of an artificial civilization, 
and made t.bougbtJul me~ yeAI'D for a ret.um to a more oltural .~&e 0.1 lOciet.y. 
The lawyers, among wbom much 01 the boat. rnent.a.l Uld moral 1\I'ength 0.1 &be 
counLry ,.. ... to be found, were (uD of ihe Law of Nat.we which bad been developed 
by &be Stoic lawyera of the laLel" }tomUl Empire, and .. Lbe century wore 011, 
t.be Ielltimenlal admiraLion for Lb.e "-·nat.ural" Iile of t.he American Indiane, wWcb 
Rousseau bad kindled. inlo tlarne. began 10 iDfIuen~ the 8COoomiaLL Before 
loug Lbey were called PbyaiocmLl or adberenLi 0.1 lobe rule 0.1 NQt.ure; t.biI name 
being derived from Ule liLia 0.1 Dupon' de NemoUf$' PllY8wtrGtu "' C~ 
Naturtlh Ii" Go" ........ .., " plUl CHlClmaffV •• am,.. lIuwttHa publisbed. iD. 
17GB. It. mlly be mentJooed Ula, ~ir eot.bUliasm for agriculture and for &be 
n"klraln ... and. Iimplici'1 of Nml We wu in. plUi derived from Uleir St.oic .......... 
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of their arguments ~ve caused them to exemise a great influence OD. gp ... s. 
later thought. And aectlPd1y, the chief motive of their study was not, ita :;;dam 
.. it had been with moot of their pred_ to in""""", tho richee pbilaot.bJo. 
of merchanta and 6.ll the exchequer'll of kings; it waa to diminish the p1C tone. 

... tlering and degradation which .... coused hy' extreme po~. 
They thus ga"l' to occnomiee it. modem aim of -wag a.fter moh 
knowledge .. may help to raise tho quality of hnmanlife'. 

§ 3. The next great atep iii advance, the greateat atop thot Ad ... 
economiCII baa ever tl.ken, wae the work. not of • achool but of an Smi.lb'. 
individu&l. Adam Smith .... not indeed tho onJy great Englieb geDlUL 

OCODCmiat of bia lime. Shortly before he wnlte, impurt.ant additions to 
economio theory had beeD. made by Huma and Steoart. and exoellent 
.tudi .. of economio fact. bad been publiebed by Anderaon and Young. 
But Adam Smith', breadth woo autlicient to inolude all that W80 

beat in all bia OODtemporan... French and English; .and, thongh ho 
undoubtedly borrowed much from others, yet the more .one ecmparca 
him with those who went before and those who came after him. the 
finer does bia genlus appear, the broader bia mowl!'!lga and the more 
weJl_bNBDoei' biLi~ent. 

He resided a long time in France in personal converse with the 
PhyBiocn.t.; h. made a carefu) .tudy of the Englieb and French 
philooopby of bia time, and h. got to know the world practically hy 
wide travel and by intima.te association ·with Scotch men of.b1lllint& 
To th ... advantages be added unaurpaaeed pOwenI of obeervation, 
judgment and l'eD.80ning. The result is that wherever he difle1'8 from 
bia pred ...... ra, ho is more nearly right than they; while th"", is 
eca.rcely any economio troth DOW k~own of whioh he did not get some 
glimpee. And eince ho waa tho lirat to write & treatiae on wealth in 
all it. chief· aociaJ ... peete, be might ·on this ground alone have a 
claim to be rega.rded .. the founder of modern eecnomi .. •• 

1 EveD the generoUi Vauban (writ.ing in 1117) had t,o apologize 101' hill int.eree' 
ill LIIe weUbeing oJ' the people. "arguing Llta' to.enrich them ..... -ihe onl, Wa, 10 
-..ricb t.be king-:-Paun'flS payaana, paUYN Royaume. pauvre Royamne, paune Roi. 
On the other' hDDd Locke, wbo exerciaed .- great in.8uence over Adam &nith, 
Ulticipa~ ~ arden' philanthropy of the Pbysiocra&l aa he did alia 80Dle of their 
peculiar ecoDOnUC opinions. Their layouri&e phrue Ltriua /airc. ltJill • .un,. 
ia eommonl, misapplied DOW. Laina lain means IobtLl anyone eould be allowed. 
to· make whal. t.hinga be likee, and aI he likes; thaI. all trade!! should be open ..., 
e ... erybodYi tJW Go .... mmeol. ahould not, .. Ule Colbertiat.l iDaist.ed., preambe tID 
lDUIufacWrera &he fashiolll 01' their c1o~ Lawa.'" (OJ' peu.-, DlMnI I.bat. 
perIODS and goods should be allowed to ....... et mel, from one place to anol.ber. 
and erpecialIy from ODe diaLrid of France to anotbor. without being IUbjd to 
tou. and &u:. and Te:r.atioul ftgWationa. U ma, be DOUced Iobal. Joina .a. ".. 
<be ligna! uoed "' <be Middl& Agoo by \be )1._ ... alip \be Ioub bom .... 
combatoanLl al. .. MumameDL 

• Compue the abon bul. weight.,. al.ateroent. of Adam Smith'. c:1a'ma to sup1'8-
ma.ey in Wagner'. ~. Ed. 3, pp. 0. el.e.i ... Rubacb'. V.tcrnacl~ 
fi .. AU. &nitA (iD. which the noLice of &be inOuence of Dut.ch t.hou¥b' on both 
El'llilh and Pl'tIIDcb ill of apeciaI intareel)i- and 1.. 1.. Price' ..... "... 8_i4_.r ... 
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But the area which he opened up W8II too vaat to be thoroughly 
surveyed by one man; and many truths of whioh at times be caught 
sight ..... ped from his view at other tim... It ill therefore possible to 
quote his authority in support of ma.ny errors; though, on examination, 
he ill always found to be working his way towardo the truth'. 

He develaped the Phyaiocratio doctrine of Free Trade with ao mucb 
praotical wisdom, and with 80 much knowledge of the actual conditions 
of business, IS to make it .. great force -in real life; and be ill most 
widely imown both hero and abroad for his argument that Government 
generally doea harm by interfering in trade. While gfviug mony 
instances of the ways in which eeH·intereet may lead the individual 
trader to act injuriously to the community, he contended that even 
when Government acted with the best intentions. it Dearly rJwaye 
served the publio. worse then the enterprioe of the individual trader, 
however .. lfieh he might happen to be. So groat an impreeeion did be 
make on the world by his defence of thio doctrine that moot Garmon 
writers have it chieHy in view when they apeak of 8mithitlnUmul • 

bul bla But after a11, thio wae not his chief work. Rio chief work waa 
chief work 
trU to to combine and develop the .peculations of his French and English 
lind in ,b. ccntemporariea and prod........ .. to value. Rio higheet olaim to 
~al~~. of have made an epoch in thought fa that he was the first to ma.ke a 
common .~ careful and acientifio inquiry into the m&DDer in which value meaaurea 

:~~r:aye human motive, OD the one aide measuring the desire of purchasen to 

., N/atioN .. R ..... E ...... .,. in lob. _., Joumal, VoL m. CunnIng_, 
Butory, 1306, argues forcibly th"t. "his great. achievement lay in iIIolat.ing Ule 
concepLi01' of na.tiollal wea.lt.b, wlaile previous writers bad t.reat.ed it. in conscious 
IUborilinatl..'n &0 national PO'Wel"; but. perbapl each half oflhis cont.rast. La drawn 
wit.h too aharp outlines. Cannan.in his lnt·roducLion to lobe Ltd"" .. oJ 4,d4m 
Smith, moWlo t.he import.ance of Hutcheson', inRuence on him. 

• For instAnce, he had DOt. quite got rid of Lbe confusion prevalent;: in bis &iDle 
bet.ween the Ian of economic lcieoce and tbe ethical precept. of confonnity to 
nature. "Natural" with him aomelimea means that which Lbe exist.iog forces 
actually produce or tend W produce, IOmewnuII tbat. wbich bis own human nature 
matea bim. wish thal Iobey .houl..! produce. In the tame way, he 80metimel 
regardJ it. u f.ho pro\'inC8 of t.he economist to expound .. Kienee, and at. oLben to 
aet. forth .. pan 01 Iohe an of gov~mmenL. But. 100ae IS his language often Ja. 
we find on closer 'ludy tbllt he bimseU know. pretty well "hat. be is .bouL 
Wben be is seeking for cauanllnwa, thaI. is, lor In", of nature in t.be modem use 
of the tcnn, he uses scientific mec.hoda; and when be utters practical precepts be 
geno",Uy too", &b.t be iI ooly expressing bil own vieWi of wb.1! oughl! &0 be, 
e:t'en "ben be aeema &0 claim the authority or aaloure 'or Lbem • 

• Tbe popular use of tb1a tenD. in Genoany impliOi Dot only lbat Adam 
Smitb tbought \baa tbe free pia,.. of individual intereat.a would do more tor &be 
public weal thaD Go ... emment interference could, but further that. it almoalo aht'nyl!l 
ac&ed. in the ideally beM. way. But &be leading German 8COnomisu are well 
aware that be sLeadily inliJt.ed on the frequent Oppo5itJ.OD thaI. there is between ' 
pri .... te intemlt. and the public goo(1: and the old UN of the term oSmithiafti"", ... ; 
ill becoming diac.nd.ited. See for inatanee a long u"t. of IUcb con8ict.a quo~ from 
tbe WMIIA oJ Nano... bJ Kniee., PtlUtUrM CEkou",i., ch, UL 13. s.. abo 
J!eilbopo, ,s .. iIA .... TtII'f'OI, and Zey.. .s.itA _ br E~,,'" 
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obtain wealth, and on the other the elIorta and oaorili ... (or "Real ...... 4. 

Coot of Produotion") undergone by itl produ .... •• uni"-';; 
Possibly the lull drift of what he wee doing wee not seen by him, ... !.mic 

oertain\y it wee not perceived by many of bis follower&. But for all .d ..... 

thet, the beet economio work which came after the w...w. of Nt1.Iimv is 
distinguished from that which went before, by a c1earer insight into the 
balancing and weighing, by m ..... of money, of the deeire for the poe-
session of a thing on the one hand. and on the other of all the various 
e!fortl and ..,If·denia\s which directly and indirectly contribute towanIe 
making it. Important .. bad been the otepo thet oth .... bad taken in 
this direction, the advance mad. by him woo 80 gieat thet he really 
opened out this new point of view, and by so doing made an epooh. 
In this he and the eoonomists, who went before and came after him, 
were not inventing a Dew academic notion; they were merely giving 
definitences and precision to notione that are familie.r in oommon Iif .. 
In fact the ordinary man, without ana1ytioal habitl of mind, is apt to 

regard money as measuring motive and ba.ppiDesa more closely and 
exaotly than It actually doee; and this is pa.rtIy been .... he doee not 
thi.ok out the maDD.eI' in which the mea.suremeDt is effected. Economia 
language eeema teohnioal and leea real than thet of common Iif.. But 
in truth it is more rea1, been""" it is more careful and takeo more 
sooount of dill""", ... and diffioultiest • 

It. None of Adam Smith'. contemporaries and immediate m .. TheAUd7 
oeoaora bad a mind .. broad and weU balanced .. his. But they did oil ..... 
e"oeUent work, each giving hlmoeIf up to some c\aoo of problema to 
which he woo attracted by the natural bent of his geniuo, or the special 
eventl of the time in which he wrote. During the remainder of the 
eighteenth century the ohief economio writiugo were historioal and 
deocrlptive, and bore upon the condition of the working oIassee, 
especially in the agrioultural dittricts. Arthur Young continued tbe 
inimitable recorda of hio tour, Eden wrote a hiotory of the poor which 

a The Jelationa of Value t.o CoIL of ProducUou. bad beea indieat.ed by Uaa 
PbJ8ioc.rau and by many earlier writer., among whom may be mentioned Barna. 
CanLiUon, Locke. Barbon., Peu,y; IU1d even Bobbel who bin~ &houeh .aguely. 
&ha& plen&;y dependl on labour and abRiJ\enC8 applied by mao &0 1lorkiug up and 
aceumulat.ing t.b. eif" of Dat.ure by land and b, Ilea 111 DU .. "" ,.,.. III GfIWl. 
IoHr d par ......... 

I Adam Smit.b ._ clba.rl, Iha& while economic IlcienCll mud btl buecl OD 

a muiy of facta, au fac. are 10 com.pleJ::. tha& they generall, caD teach nothing 
direc:tJy; they mUll' btl in&erpret.ed by carel_II reasoning 811.d analJ8ia. And as 
Hurne aai~ the WMItA oj N ..... "iI., much Dlust.raled wiLb curiOUI facta th., 
il mua &at. the public .u.ent.ion." ThiI iI e'l'actJy wh., Adam SmiLb did: b. -
did no' '"'1 ofkm pro ... conclusion b, det.ailed inducLioll. n. d.ta of m. proot. 
were clnd, lacLi t.hat. were within • .,eryoDe'. kDowledge. facti pbyfical, mentAl 
and. moral.. Bu' be WUlt.rated hiI proofl b, cwiOUI and inst.rucLi.,. facta; he Un • 
.. .,. them W. and lon:e. and made hi. readel"l feel that the, were dealing wiLb 
pJOb1ema of &be real world, and DOt. .nih abetradioo; and hit book, thoURh hot. 
well &InDpd. it. model of method. The INprwnac, of Adam Smftb 811.d of Ricardo. 
.... iD bill 0 __ ,." well ... fonb. br Prot. NicboJ.oa iD n. C_~ 11 ... II....,. VoL z. ab. DR. 
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UP. B, 4. bas served both 88 a basis and 88 a model for allauoceeding bistorians 
01 induatry; while Malthus showed by a careful investigation of histo1'J' 
what Wen! the forces which had .. • matter of fact controlled the 
growth of population in difierent countries and at different times. 

Bentham', But on the whole the most inHucntiaJ. of the immediate IUccea&Ora 
opposition 
to cuatom- of Adam Smith was Bentha.m. He wrote little on economica himself, 
"'l'rut.ri,· but he went far towarda oetting the tone of tho rising achool of English 
tiODl on 
trade lor economists at the beginning of the nineteenth century. He waa an 
which DO uncompromising logician. and averse to all restrictions and regulations 
Yalid 
leuon lor which no clea.r reason could be given; and his pitilesa dema.nds that 
could be thoy should justify thcir o:rioten .. received support from tho circum. 
;:;~T .tan ... of the ago. England had won her uniquo pcoition in tho world 
lD8u~eed by her quickness in adapting herself to every new economio movement; 
!o~!. .. while by their adherenoo to old·fashioned ways tho nations of Central 
!'Mly Europe had been prevented from turning to aoeount their great 
:a.~. natural resourcea. The bUBineaa men of England therefore were 

inclined to think that the influence of euatom and sentiment in bUli· 
DOO8 aff.ira w .. harmful, that in England at least it had diminished, 
wo.s diminishing, a.nd would l!Ioon va.niah away: and the disciples of 
Bentham were not slow to conclude that they need not concern 
themselves much about ouatom. It was enough for them to diacuu 
the tendenoies of man'a action on the supposition that everyone was 
always on the alort to find out what COllIll8 would beat promote his 
own interest. and" was free 6Ild quick to follow itl. 

There is then some juetice in tho charges frequently brought 
against tho English ooonomisto of the beginning of loot century, that 
thoy neglected to inquire with oufticient oare whether a greoter range 
might not be given to cOllective .. opposed to individual action in 
sooial and ooonomi. affairo, and that thoy ox_ted the strength 
of competition and ita rapidity of action: and there is aome ground, 
though a very alight ono, for tho charge that their work is marred by 
a certain hardnooo nf outlino and oven harahn... of temper. Th ... 
f.ulto wore pertly duo to Bentham'. diroot influence, pertly to the 
.pirit of tho ago of which h. was an exponent. But thoy were portly. 
alao duo to tho fact that ooonomio study had again got a good doai 
into tho handa of men whooo .trongth lay in vigorouo action rather 
than In philosophical thought. 

l Another way in whieb be inftuaced. the youill' eeonomilta around him was 
througb bis pauionate dea;re fol' IeCUrity. B. 1PU indeed an ardent monner. 
He w" an onemy of all art.ificial d.ialinctiOQl bet.ween diat'~ut cJa.el of mea; 
be declared with emphuill .illat any one man', happinea "nil u imponan' u 
any other' .. and that the aim of all action ahoulll be to inc:eue &be sum tot.al·" 
of happineu; be admitted &bat other t.hings being equal this sum tot.al would.': 
be the greater, the more equally wealth was distributed. Kenrt.belelll 10 fun" 
w .. his mind of ,&be terror of the French l'II'f'OIUtiOD, and 10 creat. were I.be 
.viII which he attributed to the emall., .'i&cJr: OD IlCUrity tha" d"rina analyd 
u be WBI, be f.U bimsfllr And be fO!l~red in hill diariplas aD almosL IUpenLiuOUl 
re~ tor the uieting inlaiwtioDi of prin" propeR,. 
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§ 5. StateamOll and morchanlB again threw themael ... into prob- An •• , 5. 
lema of money and foreign trade with even more energy than they Ms;;-;i 
tl8ed to do when theae questions were fint .tarted in the earlier period "ho~ bad 
of tho great economio change at the end of tho Middle Agea. It might ~:~ 
at first eight ...... probablo that their contact with rea\ life, their wide :::I:id 1\""" 
experience, and their va_t knowledge of facto would have led them to ""0" 
take a wide BUrVey of human nature and to found their reasonings on .. 
broad baeis. But tho t.mining of practic&llife often leade to a toe rapid 
generaJiza.tion from personal experienoe. 

So long 88 they were well within their own province their work was Their WOTt 

exoell ... t. The theory of ."""""'1 ie juet that part of economic ecienoe ;=. :h:~ 
in whioh but little harm ie done by neglecting to take muob account of .. Obey 
any human motives except the desire (or wealt.h; and the brilliant::::: of 
ochool of deductive ...... Ding. whiob Rioanio led, waa hera on oafe 
ground', 

The economiuto next acldreeeed themsel ... to the theory of foreign and rol8igD 
trade and c1ea.rec1 away many of the flawe which Adam Smith hacl1eft "'de, 
in it. There is no other part of economics. except the theory of money, 
which 10 nearly falls within the range of pure deductive reaecDing. It 
ie truo that a lull disooaaion of a free trade policymuet take acccunt of 
many considerations that are Dot strictly economio; but most of these. 
though Important for agrioultural countri ... and eopeoially for new 
oounm.., hacllittle bearing in the .... of England. 

During all this time the atudy of economio facta W&8 not neglected nor did 
in England. Tho atatiotioai studi .. cf Petty. Arthur Young. Eden, and 'her ... 
othe,. wore ably oontinued by Tooke. MoCuIloch and Porter. And :':.'iiBUcs 

• He fa otten spoken of u • representative Englishman: but. t.m. ill judi wha' 
he wu not.. Bia .t.rong COoat.ruet.iV8 o~'J' is the mark of Lhe highest. genius 
in all natioo&. But. his .... ersiOD &0 indueLiona and his delight. in .bltnd reuon· 
ingI are due,. not. to biB EngUab education, but, as B,,"'eb.ot. pointl au" &0 his 
Semitic origin. Nearly every branch of the Semit.ie race b .. had lOme apeclal 
geDiua for dealin# with at.LracLioDl, and lleTenl of them haft had • bi .. towardi 
t.be .bst.ract. ca1culaf.i.oDa connected with the b'ade of money dealing, and ita 
modem deyelovmentl; and RiclU'lio'. power of ~ading his ... a1 wiLbou, Ilip 
ibrougb in\rica&e paUlI &0 new and unespect.ed fflSulf.l hal; Devet been IUrpuaed. 
Dut. it. it difficult. even for an Engliab.D.tan to foUow hia track; and his foreign critiCi 
bye. ... rule, failed to detect. t.he real drift. and purpOle of bis work. For he Dever 
e:a:plainl bimself: be Defti' abo .. what. his purpose iI iD working firet. on one 
bypotbw and then 011 anot.het. Dor how by proper" eombining the resuJ.ta of hiI 
different. hypotheail it. iI poasib1e &0 cover a gre .. ' variet.y of practical quesLioDi. 
H. wrote originally not. for publieat.iDn, but. 10 clear away Lhe daub .. of him .. 
ae1t, and perhap!l .. few friends. on point. 01' arecial diffieu1t.y. They, like bimJelf, 
were md of afJaira wifob • nat. knowledge of b lactl 01 lile: and IhiI is one 
eauae of biI preferring broad. princip1ee. eonaonant. wit.h general exporience, &0 
part.icular indudioDi from 8doc, 1fOup& of fact.&. Bu' hill knowledge wu one
Iidod.: be underat.ood t.be mel'tbant.. but not Lbe working man. His aympathiM 
hon.., were with Lbe working man; and he IUpported hiI friend U UIJl8 ill &he 
defence of &he right of the workinc men to combine for mutual aid iD t.he IIUDe 

WaJ' ... lheir em"lu,-em 'trero able to cLo. ~a.N Appeo.Ji:a. 1 below_ 

• 
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UP. B, e. though Jt may be true that &Il undue prominence .. given In their 

and 
iDqulriee 
iuto lobe 
euuJitiOQ 
ol,b. 
wOlking 
cluaeL 

writinga to those fact. which were of direct interest to mercha.nts and. 
other capitalists, tho lam. C&DIlot be oaId of the admirable .. rI .. of 
Parliamentary inquiries Into the condition of the working oIaaea, which 
were brougbt abont by the In.8uenoe of the economiotL In fact, the 
publio and private collections of etatiatice a.nd the economio histories 
tba' were produoed In Eugland at tbe end of tho elgbteenth centnry 
.nd the boginnIng of the nlneteenth, may fairly be ngarded .. tho 
origin of oy.tematio historical and statistical studi .. In econolDl ... 

Bu' &bey Nevertheleu there wae a oertaJn narrownesa In their work: .& wu 
:!~ truly hlstorloal: hut for tho greatsr part It W88 lIot "oomparat1ve." 
.IOb.Com- Hume, Adam Smith, Arthur Youug and otbon bod boon led by tbeir 
~~:~ own instinotive geni08 and the example of .Pdontesquieo. oocaatonaUy to 

compare oooIal facts of diIIoreut ag .. and diIIorent ooantriea, and to 
draw le880lUl from the comparison. But no one had gruped the notion 
of the comparative study of history on a ayatematio pla.n. In cons&
quenoe tbe writers of that time, able and earneat sa they were In their 
aearoh for the actual facta of life, worked rather At haphazard. They 
overlooked whole groupe of facts whloh we now ... to be of vital 
importance, and they often failed to make tho beat DIe of tb ... which 
they oolleoted. And this narrown ... w .. Intensified wben they paeaod 
from the oolleotion of facts to general reaaoniuge about them. 

TheIr ' § 6. For the sake of oimplicity of argument, Rioordo and his 
deliNfor 
.implieity followers often spoke B8 though they regarded mao. .. a constant 
led tb~m quantity, and they never gave themsel ... enough trouble to study his 
:m.::uu:: variatioDL The people whom they knew moat intimately were city 
lhoUR~aU men; and they lometimes expressed. themselves 80 oareleealy aa almost 
b:r~d to imply that other Englishmen were very much like thOde whom they 
earn_ knew in the aity. 
=~~ .. ~ They were a.ware that the inhabitants of other oountri811 bad 
clio,. men. peouliaritiea of their own that deserved study; but they eeemed to 

rega.rd. luah diflerenaea .. Buperficial and lure to be removed, .. lOOn 88 
other nations boo got to know that better way whicb Eugliobmen "' ... 
ready to teach them. Th. sam. bent of mind that led our Iawyenl to 
imp ... Eugliob civU law on tho Hind .... led our eoonomists to work 
out their t.heoriee on the tacit lupposition that the world Wall made up 
of city men. And though this did little barm 80 long .. they were' 
treatiug of money and foreign trade, It led them .. tray .. to tho. 
relations between tbe different Industrial olassee. It oaused tbe.. to 
.psak of labour .. a commodity without staying to thro", themeol .... 
into the point of view of the workman; and without dwelliog upon the 
&llowanoee to be made for h.ia hWD.&ll pusions, his instinate &nd habita, " 
hil .ympethi .. and antipethi ... his oIaao joalousi .. and oIaao adbeslve-"
n .... his want of knowledge and of the opportuniti .. for free and 
vigoroUI aot.lon. They therefore attributed to the forcel of lupply and 
d........J • much ....... .. ..,be"'o.1 and "'Sula< .. II ... than iI 10 be 
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found ill rea\ Iif.: and th.y Ja.id down Jawe with regard to profile ...... 11. 
and w_ th.t did not really hold oven for England ill their own 
timel • 

But their moot vital fault W&8 th.t th.y did not ... how n.b1. to Thoy did 
change are the habits and institutions of industry. In particula.r they ::! al~" 
did not see that the poverty of the poor is the chief cause of that wea.k- for ':f8 
ness and inefficiency which are the cauaea of their poverty: they had dipend:mce 

not the faith that modern economists have in the possibility of • vast cl.:a~t!, 
improvement in the condition of the working claaaea. 0!l his 

Th. perfectibility of man had indeed been ... erted by tho looia60to. ::::: 
But their views ",e .. haeed on Iittl. historic and acientifi. Ilndy; and Tho 
were expressed with an extravagance that moved the contempt of the Soci.lilt.t. 
buoiD .... lik. oooDomisle of th. age. Th. IOlCi&IisIe did Dot Rudy the 
dootrinea whiob tb.y .ttacked; and there W&8 DO dilliculty ill mowing 
that they had. not undel'lltood the nature and efficienoy of the existing 
economio organization of society. The economista therefore did not 
trouble themaelvee to e'%amme ca.refully any of their doctrines, and 
least of aJl their .peculalioDS 88 to hu.ma.n naturel• 

But the socialists were men who had felt intensely, ... nd who knew 
lomething about the hidden springs of human action of which the 
economists took no aooount. Buried among their wild rhapsodies there 
were ahrewd obaervatioDS and pregnant lSuggestions from which philo
oophero and ecoDomisle had mnoh to learn. And gradually their 

l .... regards "agel &here W'el8 eVeD lome logical enoll in t.he conc1uaioDl 
&hey deduced from t.heir own prernissea. Tbese eJ10lI wben traced back to their 
origin are 1it.!Je mo... t.han careless modea of expression. But. t.hey were .eized 
upon 8al,reriy by Lb08t' who cared Uttle for the IciNlUftc .t.udy of economie&, and 
eued ol'ly to quote it.l doct.rinee (or the purpose 01 keeping the working elusee in 
their place; and perhaps no other great aebool 01 thinkers baa ever eufl8l'ed ao 
much from tb .. 'IFlLy iD whi~h it.l "parasitee'~ (to Use • Ioenn Uta, 11 commonly 
arplied to t.hem.iD aennlUlY), proffl!lSing to IIimpti[y economic doct.rinea, reaD, 
enuociated Lb.em wit.bou' tbe c:ondiLioQl required. to make U1em true. Misa Mar
tineau gaYJI1Oll\1'! colour to Lb. .. statement. by bel vehemen' writ.ingtl agaiR8~ the 
Factory Act.l: and Senior alao wrot.e OD lobe IBme .ide. But MiKs Martineau wu 
not aD economist in Irh. proper IIeDIe oj the word: .be confeued t.ha~ she nenr 
tea\l more UlaD ODe cb8p~r of aD 1COIl0miC book ., • t.im. before wriLing a .&011 
to iUUltrate economic principlee, (or fear the preuure on her mind eould be too 
great.: IIUId belON ber death abe expreued 8 jW!lt. doubt whether the principlel 01 
economic» I .. undel'l!lt.ood by her) bad 8I'Iy nlidit.y. Senior wrote again.t the ActB 
when he bad only jUit begun to .tudy economiCl: a few yean taLer be fonnally 
recanted biB opiniolllo U bu IOmeWnei been aaid that. MCCullocb " .. an opponent. 
of t.he Act.l; but in laet be heartily aupported them. Tooke was the ehiet 01 the aubo
Commis.~iooua. "hOM "pon on ,the empluymen' oJ women aDd childJ'ell in the 
"'in .... rouaed public opinion to decwn &CUOD againIt it.. 

• A pal1.iaJ nceptinn mlllt. be made for MalthUl, "bon ,tuttie. of population 
were wggea...cl by Godwin', _Yo But. he did not properl, belong to Lhe 
Ricardilln IIehool and b. wu DOt. • man o( busineu. BaH 8 century later BaaLia, 
a lucid wriw but. no' 8 profound ~ker, maintained t. ... e.\l'8vagant doctrine 
aba, t.he nat.wal OrpniutioD oJ eociet.y und8l' the intluenca 01 compeiilrioD ill the 
ben 00' 0I1IJ \bat au beo prac&icallJ .tfect.ed. bu' e .. an \bat. C8Il be iblO ... t.koall,y ......... 
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UP. B. 1. influenoe began to tell Comte's debta to them were very great; anc 
tho crisis of John Stuart Mill'. life, .. ho teo. 08 in his antobiography 
came to him from reading them. 

Th. . § 7. When comparing the modem viow of the vital problem 0: 

f::;':~y or the Distribution of wealth with that which prev&iled at the beginnin! 
ecGoomiaf.s of last century we have found that, over and above all oha.ngee iI =:, detaiJ and all improvements in scientifio accuracy of reaaoDiDg. then 
of,th!. is a fundamental change in treatment; for, while the earlier economisb 
~~~~~ argued as though man'. oharacter and efficiency were to be regarded 81 

nature a had quantity, modem economists keep conatantIy i,n mind the fac1 
that it is a produot of the oironmatonooo under which he baa lived 
This ch&nge in the poini of viow of economiCB is portly duo to the Iaol 
that the chang .. in human nature during the laat fifty years have bee. 
110 rapid 61 to force themselves on the attention; partly to the direo1 
influence of individu&l writen, socialists and others; and portly to the 
indirect influence of • oimi1ar oh&nge in same branoh.. of natural 
ecience. 

.. partly At the beginning of last century the mathematico-phyaiool group oj 

i:::iiu~n~eO( sciences were in the aacenda.nt; and these acieocee. widely 88 the)! 
biol~gical differ from one another, have this point in common. that their Ilibject
,'uclioa. matter is CODlItont and unoh&nged in &II countrico and in &II agee. The 

.lobn 
St.Ulut 
!oruL 

progress of acieuce W&I familiar to menta minds but the development oj 

the subject-matter of soienoe W&II atnmge to them. As the centDl',J 
wore on, the biological group of sciencea were slowly making way. and 
people wore g.tting 01_ id ....... to tho nature of organio growth. 
They were ie&rniing that if tho .uhject-matter of & BOienoe _ 
through different .tag .. of dev.lopment, the !aWl! which apply to on. 
atage \\-ill seldom apply without modification to others; the laws of the 
soienoe mUit have a development corresponding to that of the thingl 
of whioh thoy treat, The inlIuence of this n .... noUOIl gradually 
aprood to the lOienoea which relate to man; and ahowed itaelf in the 
works of Goethe, Hego~ Comte and others. 

At laat tho .peonIationa of biology mad. & great stride forw&rda: ill 
disoovori .. f&BCin&ted the attention of the world &8 thooo of phyai .. 
had done in earlier yean; and there W88 • marked change in the tone 
of the moral and historical sciences. Economica haa shared in the 
general movement; and is getting to pay every year • great(lJ 
attention to the pliability of human nature, and to the way in which 
the character of man affoota and is affected by tho prevalenl methode 
of the production, distribution and oooaumption of wealth. Tho first 
importa.nt indication of the new movement was aeen in John Stuart 
Mill'. admirable Principl .. oj Polilical NcoMmy', \ 

I 
• Jam. MiD bad educated. hiI IOD in U1e draited &eoeU of BeaUwD ad 

Ricardo, Md bad implanted. ID bill miDd a aea1 for clearD_ and de8a.iLeD ... 
And in 1830 101m Mill wro .. aD. -J OIl ecoDomio meibod. iD. .hich _ pl'Opond 
to Ii" iDCNaMd. IharpnlU of ou&rliDe .., &be abnradiONil 01 \be ~ Be 
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Millt • followen have oontinued hill movement awa.y from the UP. a. 'l. 
position taken up by the immedia.te followeni of Ricardo. and the R";;;
human .. distinguished from the meohanioaJ. element is taking a more Eogliah 
and more prominent plaoe in eoonomica. Not to mention writerl yet::'~ 
IiviDg, the new temper is Ihown in Cliffe Leelie's historic&l inquiri ... 
and in the lIl&Ily.oided work of Bagehot, Caimeo, Toynbee .... d oth ... : 
but above all in that of JevoDB, whioh has seoured a permanent and 
notable pleoo in economio history by ita rare combination of many 
various qualities of the high .. t cmler. 

A higher notion of soci&I duty is spreading everywhere. In Cb"",,, ... 
Parliament, in the p..... ....d in the pulpit, the spirit 01 hwoaoity :~!: 
apeako more diatinctJy and more earnestJy. Mill and the economiala Eoeliab 
who have followed him have helped onwards this general movement. work. 
and they in their tum hove been helped onwards by it. Partly (a< 
this 1'08800, partJy in oonoequenee of tho modern growth of historicaJ 
soience, their study of facta has been broader and more phil080phio. 
It is true thot th" historical .... d otatiotical work of 80mo of the earlier 
eoonomistl has aeldom if ever been ampaued. But much iDforma.tion, 
whioh WAI beyond their reach, is now acoessible to everyone; and 
eoonomiato who hove neither MoCuIloch'. familiarity with practical 
busineoo, nor his "vaat historical learoing, are enabled to got a viow of 
the relatione of eoonomio doctrine to the true facia of life which is both 
broader and clearer than his. In this thoy have been helped by tho 
general improvement whioh bee taken pleoo in .th. m.thode of all 
eoi.n .... including thot of history. 

'l'hus in every way eoonomio reasoning is now mare exact than it The aban
was: the premisael asauwed in any inquiry are stated with more rigid :~=:n~~f 
precision than formerly. But this greater exactness of thought is develoP. 
partly destructive in ita action; it is showing that many of the older ::i~:' 
appliootione of general reaooning were invalid, beesus. no care hod been 
taken to think out all the aeoumptiono thot were implied and to _ 
wh.ther thoy could fairly be mad. in the opecial oaeeo under diao1l88ion. 
AI a reoult, many dogmee hove been deotroyed whioh appeared to be 
oimple only beesuso th.y w"", looocly expreaoed; but which, fa< thot 

faced Ricardo'. taei' usumptiOD tha., IlO motive of action ueepli I;he delire 
for wea1Lh Deed. be m\l('h considered by the eoonomilt; be held t.ha, i' WWl 

dangeroua 10 long .. it "' .. DO' dist.inctJy at.nt.ed, but DO longer; and he hall 
promised a treat.iae which abould be deliberately and openly baaed on it.. iJut. 
be did Dol; redeem ihe promiae. A chaoge had com. over hiI woe of 
thoughl; and of feeling before be publiahed. in 1848 hiI greal; economic work. 
a. called il; Priftft'P"' 0/ Poltrital &onDmy, toith 10m. 0/ Ihft, ..dpplicatiotu 
10 Social Pltilolophy (iii iI aignifieanl; ihal; he did nol; .. , 10 oIIa" mnchu 0/ 
SocidJ Pltiloaopla,,; compo Ingram'. HirlDry, p. 1M], and be made iD iii DO at.templ; 
t.o mark off by a rigi,l line t.hoee reasonings which a&aUDle t.hat. man', 801e moLive 
II lobe punuili oJ wealth from tboa which do DOt.. The change in hie att.itwle waa 
• pali 01 the gnat. changeI thaI; Weft going on in the world around him, I;bougb 
be ... .01; full;r .ware of ~eir inBuence QD. bimIeIf. 



768 

UP .• ,8. 

..... cb 
_DO. ...... 

American 
SchooL ., 

THE. GROWTH OF ECONOMIC SCIBNCII 

very ..... 00,. IOned .. an armoury with whloh partIsaD diaputante 
(ohielly of the oapitaJist olaaa) hev. equipped thOlll8elv .. for the fray. 
Thi.o deotruotive work might appear at firet light to heve diminished 
the value of prooesoeo of general reasoning in ooonomic., but really it 
h .. had the oppooito reault. It has cleared the grouud for newer and 
&troDger machinery, whioh is being .teadily and patiently built up. It 
baa enabled DI to take broader views of life, to proooed more surely 
tooll{!h more aiowly, to be more aoientifio and much leu dogmatio than 
_ good and groat men who bore tho firet brunt of tbe battle with 
tile dlfticultiea of eoonomio problema; &nd to whOle pioneering work 
wu owe our own more easy coorae. 

The obenge may, perhapa, be regerded ... a paaaing onward from 
that early stage in the development of acienUfio method, in which the 
operations of Nature are represented as conventionally eimpUfied for thel 
pilrpooe of enabling them to be deooribed in abort and oaoy aenton_ 
to that bigher .tage in whioh thoy are studied more carefully, and 
rep1'elented more nearly as tbey are, even at the expense of some 1018 
of oimplioity and deliniton.... and evon apparent luoidity. And in 
ooDllequenoe general reasoning in economics bas made more rapid 
progreso, and eotabliohed a finner pooition in this generation in which 
it i. lubject to hostile criticism. at every etep. thaa when it was at the 
height of ita popularity and ita authority wao aaldom oballoaged. 

So far we have looked at reoont progreao from the point of view of 
England only: but progrooo in England haa boon only ona aide of .. 
broader movement which h8.11 extended over the whole western world. 

§ 8. Englioh eoonomiata heve had many followono and many oritica 
in foreign countriee. The Frenoh IChool haa had • oontiuuoUi develop.. , 
ment from ita own groat tbink .... in the oigbteenth oontary, and baa 
avoided many errol1l and ooniuaiouo, particularly with regard to wageo. 
wbioh have been QOmmon among the IIOOOnd rank of Engliah eoonomiata., 
From the time of Say downward. it h ... done a groat deal of uaefnl 
work. In Cournot it h... had & oouatruotive thinker of the higbeot 
genius; while Fourier, St Simon. ProudhoD and Loum Blano have 
mad. many nf tho moat valn.ble, ... woll .. many nf tho wild ... 
luggeatioDl of Sooio.liam. 

Th. greatoot relative ad vance during recon' yoaro is perhapo the, 
which baa been mnde by America. A generation ago, the .. Americao, 
BOhool" of economist. was mpposed to consist of the group of PrO<!: 
teationista who followed Carey'. leo.d. But new schools of vigorou 
thinkers are now growing up; and there are ligna that America is aD 
the wa.y to tak.e the _me leading position in eoonomio tbough~ that abe 
bna already taken in economio pracUoe. 

Eoonomio amenoe .. Ihowing signs of renewed vigour in two of ita 
old bom... Holland and Italy. And more oopeoially is the vigoroul 
anolytioal work of tho Austrian ooonomiata attraotios much attention 
in aU oountrioa. 
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But on the whole the mOBt important, eoonomio work that b .. bAeD An. 11. 8. 
. donB on the Continent in recent. tim('8 is that of Gen~II\oy. While 08;;; 
recognizing tho Joodenohip of Ada.m Smith, tho 'German ooonomiota oc?n .. 
ha.ve been irritated. more than any othan by what they have regarded IDJI"-
as tho inoular DArrown .. and oolf,confidenoe of the Rieardian IOhoOL 
In partioular they ..... ted tho way in which the English advooatoa 
of free trado tacitly aaaomed that a proposition whioh had heeD 
.. tablished with regard to a manufaoturing country, lI110h .. England 
w.... oould be oarried over without modilioation to agrioult11l'Bl 
oountriea. The brilliant genioa and national enthusiasm of List overA L~.t.. 

threw tbis ~ption; and .howed that theRioardians had taken but 
Iittlo aooouut of tho indiroot etJocta of free trade. No groat harm 
might be donB in neglooting them so far as England was concerned, 
beoauao there thoy were in the main beneSoia.! and tbus added to tbo 
strength of ita direct effect&. But be sbowed that in Germany, and 
still more in America, many of ita indirect eft'ecu. were evil; and be 
contended tbat th ... evils outweighed ila diroot beneSto. Many of his 
argument:. were invalid. but BOmB of them were not; and as the 
English economists scornfully refused tbem a patient discussion, able 
and publio-spirited men, impreaaed by the force of those which were 
BOund, aoquinaoed in the UBO for the purpOBOB of popular agitation of 
other argumenla whioh were unaeionti6o, but whioh appoaled with 
greater force to the workiqg olasses. 

American ma.nufacturers adopted LiBt .. thek advocate: "And the 
beginning of bis fa.m .... well .. of the systematio advooaoy of pro
tectionist dootrine. in Ameria&, v .. in the wide oiuIulatioD by them. of 
a popuIa.r treatise whioh he wrote for them l • 

Tho Germ ... are fqnd of saying that tho Phyaioorala and tho aohool Th. 

of Adam Smith underrated the importa.noe of na.tionallife; that they ;:::':h: 
tended to aacrifiC8 it on the ODe hand to a aelfiah individualism and on claiml of 

the other to • limp philanthropio cosmopolitanism. They urge that ~~:~, 
List did groat ...-viae in Btimulating a feeling of patriotism, which is ~~. 01 
more generous tha.n tha.t of individualiam,. and more sturdy and definite ==uu. 

I U bu atmad,. bMD obeerved that List onrlookeci libe tendftJ1cy of model"Q 
int.eM:OmmunicatioD t.o make tbe development. of clifTeren' a"Lionl aynchronite. 
Hil patriotic ferYour pernrt.ed in many wa". bi8lCienLiftc judgment.: but Germani 
linened eagerly 10 hiI argument. that. every eouDU'y bad to go througb tbe IBID. 
Ita:- of deTe10pmenii thaI; England had gone through, and th.t. aha had protected 
her Inl\Dutacturel'l "ben .h •• aI in t.rans.it.iOD from tbe agriculliural '" the manu
facturing.tage. a. bad a genuine delire for kuthi hit method .u in bannon, 
with lhe eompa.ra.AYf met.bod 01 inquiry whicb II being pursued with rigour by aU 
claaseI of .tudenu in Genn8ollJ', bul; MpeciaUy by ber hi.t.ori&nl and lawyen; and 
&he direcl. and Indired in8uence of hiI lbougb' b .. been nry grant.. Bil Otd/um 
_I_ Nr. By.u. 01 PolitWl &0.0.., appeared in Pbiladelpbia in 1827, and bili 
DM utiMwr,. By.,. "' P.zuYeA_ CEkonoM.i. in 1840, [, II • diaputed. point 
.bethel c.u.y owed mucb .., Lilt; 1M Mill Birs"! Li/. 01 LUI. ch. I't'. ... to 
&be pMraI reI.t.lona bel.weeo. &heir doc:t.riD.-. 1M B.ilicI, Pol. tlii., :lb:J.d edi&ioa. 
pp.44O, .... 
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UP ... 8. than that of ClOIIDIopolitaniom. "It may be doubted wh.ther tho 000II10-

politan sympathi .. of the Phyoioora'" and of the English economis'" 
have been .. strong as tho Germ ..... think. But thoro ia no queotion 
that tho reoent political history of Germany baa induenced the tone 
of her eoonomis'" in tho direotion of nationalism. Surrounded by 
powerful and aggreeaiv. armi.. Germany oan exist only by the aid 

the ODe 
band.nd 
colDlopoli
taDiamOD 
lbeolhv. 

of an ardent national feeling; imd German writers have insisted 
eagerly, perhaps too eagerly, that altruiatio feelinge have a more 
limited IOOpo in the eoonomio relations between oountries than in 
thoee between individnale. 

Tbeir!!,",' But thongh national in their sympathies, the Germa .. are nobly 
::~T ':r',he international in their atudiea. They bAve taken the lead in the "com
~nomic po.rativ8" Itudy of eoonomio,. as well 88 of general history. They have 
\':.~~~1 bronght aid. by aid. tho aocial and industrial phenomena of dilI.rent . 
parali.. oountri .. and of different _; have 80 arranged them that th.y. ::r:- tbrow light upon and intorpxet one another, and have studied them . 
relation to all in connection with the suggestive history of jurisprudence!. The 
C':.~ work of a f.w m.mbers of this aobool ia tainted by ODggOrAtion, and . 
a:.J::'- .ven by a narrow oontempt for tho reasonings of tha Rioardian aoboo~ . 
p co. the drift and purp080 of whioh they have th.JDSO.lvea lailed to under-

atand: and tWa hoo led 10 muoh bitter and dreary controversy. But. 
with ........ ly an 8.J:OOption, the load .... of the aohoo! have bee. lroo 
from thia narrown.... It would be difficult 10 overrate tho value 01 
the work which they and their fellow-workers in other countries,' 
bav. do •• in tracing and explaining tho hislory of economio hahi"" 
and inatitutioD& It is one of the great achievement. of our age. 
and an important addition 10 our real wealth. It baa done more 
than aimUlt anything olao to broad.. our id.... 10 inoreaao our. 
knowledge of oureol .... and 10 help U8 10 und .... tand tho •• oIution 
of man'. moral and aocial lif .. and of the Divin. Principl. 01 whioh' 
it is an embodiment. 

Their They have gi ... their ohief attention 10 tho historical treatment of 
workiD 
fICODOmie the eoience, and to ita application to tho conditions of German social 
Iboory •• d and political lif.. eapeoioIIy 10 the economio duties of tho German 
...uylll. bureaueraoy. But led by the briIIient goni .. of Hermann they have 

made oarefuI and profound anaIyaoa which add muoh 10 our knowledge, 
and they have greatly extended the boundari .. of economio theery', 

I The ezceUcnce of UUs wort m., perbape partly be et.t.ribuLecl &0 lbe UDio.n of 
lepl and economic Iltudi" in the annUM &0 many careen in Germany .. in oUleJ 
couotriel of the Cont.inen'- A tpleDdid inltan~ iI &0 be found in Waper'. coo
tributiona &0 economic.. 

I In web mae.r.e.ra. the English. the Germaoa. lobe AuaWiana, Uld indeed. everJ' 
IUltiOQ claim for &beDllel .. more &ban oUlen: are willing to allow I.h«m. Tltis iI 
parUy because each nal.ioD baa i. 0.0 inteUectual rirt.uea, and DUasei tbcm in &be 
miLiop of foreignertj while U doee not. quile uoderaw.ud Ule complain" whieb 
ot.bera mate as &0 i&l ahOl't.cominp. Hue. Ul8 cbiellUlOD. iI tha~ .mce .. WlW id • 
.. genetallJ" 01 aradual friOwlb, and it of Len worked nil' Ly more ~ID (me D:LLioo 
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German thought haa aIeo given an impetus to tho .tudy of ooeiBIiam .,.,. ... B. 
and the functions 01 the State. It is from German writers, BOme of Ge';;;;; 
whom have been of Jewish origin, that the world baa received the Socialism. 
greater part of the moat thoroughgoing of recent propoaiti0D8 f .. 
utilizing tho property of tho world for the benefit of the oommunity 
with hut little rolcronoo to the existing inoidenta of ownorahip. It is 
true that on olooer in.OBligation their work tlU"llll out to be I ... original 
.. wolIaal_ profound than at firat eight appears: hut it danv .. great 
power from Ita dialeot.i.c ingenuity, ita brilliant 8tyle, and in BOme oases 
[rom ita wido.roaoWng though distorted historicalleaming. 

_ .. the revolutionary aooialista, there is a largo body of think ... 
in Germany who are oetting thODlllel ... to ineiat on the scantiness of 
the authority whioh the inatitutioa of pri.ate property in ilB proaout 
form can derive from history; and to urge on broad scientifio a.nll 
philosophio grounds a reconsideration of the rights of society aa against 
the individual The pulitical and military inatitutiona of tho Germ ... 
people have recently inoreased theU: natural tendenoy to rely more on 
Go.ernment and I... on individual enterpriao th... Englishmen do. 
And in all queatioDl hearing On ... ial relorIDS the Englieb and Ger ....... 
nationa have mucb to 1ea.m from ODe another. 

But amid all Iho historical learning and reforming enthusiasm of Tb .... 
the age there is danger that-a diffioult but important part of the work ~aom: 
of economio aoienoe may be neglected. The popuwity of economics t.b-:e t.he 
hu tended in BOme moasure to the neglect of oa.reful and rigorous Md'i 
reasoning. The growing prominenoe of what baa boon called the ::pui: 
hiologioaJ. view of the science hal tended to throw the notioD8 of ~ 
economio law and measurement into the background; aa though luch aclenti6c 
notiono were too hard and rigid to be applied to tho living and over- ..... l:.,ing 
oh&nging economio organism. But biology itaeU teaches us that the :'';~Md . 
• erteb .... te organiama are the moa~ WgWy devoloped. The modern 
economio organism ia vertebrate; and the menee whioh deals with it 
ohould not be inverteb .... te. It should ha.e that dolioaoy and oensiti ... 
ne88 of touch which are required. for enabling it to adapt itaeH olose]y 
to the real phenomena of the world; but, none the leu muat it have 
a firm backhono of oareful reaaoning and anslyaio. 

at Lbe aam. ,,~ each of t.boee nat.ioDi it Ubi, to claim i': and IhUi each it apt; 
100 umler-e.t.imate the origioalit.7 of t.be o1her&. 



APPENDIX CI, 

THE SCOPE AND METHOD OF ECONOMIcs. 

.... 0,1. § 1. THERB are some who hold, with Comte, thA& the ~ of any 
A tmified profitab~ siudy of man's action ~ society must. be ooextenai"!.e with the 
Social wholo of social science. They argue that all the .. peate af IIOClial life 
~.;::~' are 10 olosely CC;;nneoted, that a special study ~ anyone Of them must 
~rab1er be futile; and _ they urge on eoonomiata to abandOD'their disu.nctive 
:b'l.:"" ... · ~ ~ to devote themselveo to the gooera\ advancement of a 11Ili1iod 

and an embracing soci&l scienoe. But the whole range of man's actions 
in lOciety ;. too wide and too various to be ana1yaed and ""p\alnod by , 

.. ;. '.: single intelleotual effort. Comte himeeIf and Herbert Speooer have 

.bo"'! by brought to 'the task 1lIIBUrp&8II&d knowledge and groat genius; they 
•• po .... ce. have' made epochs in thought by their broad surveys and their egg-

ge8tive bin"'; but they eao banlly be said even to have made a oom· , 
mencem.ent with the construction of a. unified social ecienoe. ' 

.n~ u::r The physioal scionoeo made e10w progress so loug II the bril1iaot; 
l'" 101:" but impatient Greek genius inaisted on aearehing after a single bOBio 
b~'l' ~ for the ""planation 01 all physical pbenomena; and their rapid progreBI 
~yaiCa/ in the modern age is due to & breaking np of broad problems into their ' 

le.ce. oomponent porta Doubtl ... there ;. a Wlity underlying aU the foroeo 
of natora; but whatever prog1'088 bOB been made towards disoovering" 
it, bOB depeodod on knowlodge obtainod by pereistent speciali...! study. 
no I ... than on oooasional broad surveys of the field of nat ..... II a 
.whole. And sUiillar patient detai10d work is required to IUpply the. 
materials whioh may enable lut ..... _ to undersl&nd bettor than we' 

'Com .. 
ohoW8d 
well the 
e.ill 01 
esU8me 
.peciaiiza
WOO, 

Gao the foroeo that govern the development of thellOClial organism. 
But on the other hand it must be luUy oonoodod to Comte that, 

even in tho physioal scien.... it is the duty of thOle who are giviug' 
their ohief work to & limited field, to keep np 01088 and oonsl&n', 
_ponden .. with thOl8 who are eugaged in neighbouring field&. 
Speaialiate who never look beyond their own domain are apt to .... 
thinge out of true proportion; much of the knowledge they get 
together is of oomparative\y little use; they work away at the detaila' 
of old problems which have lost moet of their aignifioanoo and ha"i 

lSeeLu. 
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been 8llppJanIed by ..... queotiODll rising oul of n_ pointe of viewl .... 0,11. 
and &boy fail 10 gain that large illumination whioh the progreBII of every 
ooienoe _ by comparison and analogy on thoee around it. Comle 
did good -no. thenfore by insisting &bot' the eolidarity of IOCJiaI 
phenomena must render the work of ezolusive 8peoialiata even more 
futile in oooiaI than in physioel ooienoe. Mill conceding thio con· 
&inuea:-"A perIOG is Dot likely to be. good 8OOnomiat. who ia nothing buUaUed 
elae. Social phenomena acting and reacting on one BrDother, they can- toprot,h" 
not rightly be andOlBtood apart; but thia by no meana proveo that the ::::~d i: 
material and indUitrial phenomena of society are Dot themselvea none.. 
I1lOOIptible' 01 UBeful goneralizationo, but only &bot th_ generalizatiODll 
muot -roy be !elative 10 • giVOll form of oivilization and a given 
stage of eooial advancement.'." .. 

12. It is true &bot tho foroeo with which eoonomioo deale bavo ono Eeonomic 
advantage for cleduotivo treatment in &bo faot &bot their method of 10"1:
oombination is, as ~ obBerv'ed. that of mechwOI rather than of ::h:~c. 
chemiat.ry. ~.ia to MY, when we know the action of two eoonomio aUy &b 
fol'Oel lepar&tely-aa for iDatan08 the iD8uences which au inoreaae in =~ 
the role of wag .. and • diminution in the diffioulty of the work in • 
trade will ""voraUy ""art on tho Bupply of Iebour in it-we oan prcfiot 
fairly wen their oonjoint aotion, without waiting for opeoilio experience 
of itS. 

But even in meohaniOi 10ug ohains of deductive reaaoDiDg are 
directly applicable only to the ooourrenoeo of, tho laboratory. By 
themoolv.. they are oeIdom a oullioient guido for dealing with the 
heterogeneous materialB and the complu: a.nd unoerta.in oombinatioll. of . 
the lor ... of the roel world. "For &bot purpooe they need to be Buppl .. 
monied by opeoilio exporien .. , and applied in barmony with. and often 
in oubordination to, ...... 1 .... tudy 01 new Iaota, ....... 1 ... MarCh 
for new induotiona. For iDstanoo, the enginoor oan oeleulate with fair 

l Mill. 0. Com", p. 82. Coml.e' • • ~taek on MiD illuawtel the general rule Uld 
to dDcuuiODI on meihod aDCllCOp8, .. man II nearl, awe loG be right. wheD affinninl 
Lb._ uaelrun. of hiI own proc:ed.ure. and WJ'Ong when deayios lhat. a! ot.hera. The 
pftllelll mo'f'tIIIWIt. knrardl Sociology in America, Eoglaod. and ot.ber counmat 
recognizee lobe need for U1e in&.eoaive sLud, of economics and oLbar branch. 01 
IIOCW ecience. But. perbapl the use of LIla tenn Sociology iI premature. Por it. 
IMIJlI lo claim lb., a unitlcat.ioo of aoclallCieDceI ill already in eight.: IIUld thougb 
IOIll8 e:r.ceUent. int.eDaive at.udieI bAve been publiabed under Lhe nun. of Sociology, 
It. II doubt.ful wbether Irhoae eJlorta at. unificaLioD which have been made 10 fat 
ban &ebieved any peal. aucceII beyond. t,ba1. of preparing the W8, IIIld erecting 
danger POI'" at. it .. piLlaJ.la tor &be guidance of lat.er genen.Liona, wbote neouroea 
will be _ inadequate 'or ~ giaDL t.ut thaD our own. 

• Mill euggerated ~ u_, &0 wbich ~ taD be done; and h. "81 Lbereby 
lad to make e&Cllllin claimI for U1e deductive methode in ecoaomiCL See the laat. 
aI hie Eu.,.; Book n. of biI ~, and eepeciaUy iLl DiDt.b. chapw; aJIo 
pp. 151-161 of hiI A~phy. HiI pradice, like lob., of many ot.bu writ.eJI 
OD ecooomic melhod 01 all ahadeI of opiDiou. w .. leal ut.reme &haD. bia pto-

""" ... 



772 THB SCOPE AND METHOD 011 BCONOIdIa! 
\ 

.... 0, I. precision tho anglo at wblah an honclad will 1010 her otability In ltiD 
Du~ wator; hot hofore h. prodicla how aho would hohave In •• torm, he 
mi<oh.. will avaU himaoIf of tho ohaorvatioDl of experiODOld 1Iil ... who have 
:rn::!'" watched ber movement. In an ordinary lea; and the fOlOell of which 
1ri&b .~~ eoonomice by &0 take account are more Dumeroas, leu definite, leu 
r~ ... • woO mown, and more diverao In oharaotor than th ... of mochoniOl; 
......... wbi10 tho material on wblah thoy aot la more 1II1OOrtaIn and leu 

homogonooDL Again tho ...... In whioh oconomla f_ oombino with 
more of tho apparont arbitrarineoo of ahemlatry than of tho limple 
regularity of pnro meohonico, are neither rare nor animportant. For 
iDatAn .. a omall addition to • man', income will fI8I1OI"I'lly ~ hie 
puroh .... a little In every dUeotion: hot a large addition may altor hie 
habits, perhap' ~ hie 101f._t and make him ..... to oaro for 
IOmo thiDglaitogether. Tho epread of a fashion from • higher oooial 
gmde to a iower may doetroy tho fashion among the higher gmd... And < 

again inoreaaed eameatness In our care-for the poor ll180y make oharity 
more lavish, or may destroy the need for lOme of ill furms altogether. 

~~'!:b;" Lastly, the matter with which the ohemist deals fa the same a!W&ya: : 
biol~ . but economioa, like biology, deals with a matter, of whioh the inner i 
::; t::- natp and oonstitution, 88 well as the outer form. are constantly ~ 

.. ohanging. The ahomist'8 procIictiona aU reot on tho !alent hypothoaia; 
thot tho specimen operated upon is what it is 8uppoaod to be, or at I ... t, 
that tho impuriti .. in It are cmiy suoh .. may ho neglected. But oven' 
he, whon doaling with living beings, .... ao1dom IIil aafely &I1y ocmaid .... 
ablo _y out of Bight of tho firm land of epeci60 experion .. : ho mDlt 
rely mainly on that to ton him how a now drug will allcet a ponon in' 
health, and again how it will alloot a ponon with • oortaln _; 
and evon after .ome general experionoo he may find unoxpooted reeulla 
in ita action on perIOIl8 of difienm.t oonatitutiODll or in • Dew oombin&-

. tion with other drugs. 
H however we look at the hietory of .. oh strictiy OOODomio relatione 

.. th... of buain... orocIit and banking, of trade-unionism or c0-

operation, we ... that mod .. of working, that have boon generally 
IUOOOIIluJ at lOme tim .. and p1aceo, have 1lIIiformly failed at olh ....... 
Tho dilloronoe may Iometim .. ho explained limply .. the teeuJt of 
yariatiODl In general enlighlenmont, or of moral at.rength of eharaotor 
and habila of mutual truat. But oflen tho explanation is more dilliault.< 
At ono time or p1aoo men will go far In truat of one another and in 
oaorIIIoe of themaolv .. for tho oommon wellbeing, but only in cortaiIt 
dUeotioDl; and at another timo or p1aoo there will ho a eimilu! 
limitation, but th. dUeotiona will ho dillerent; and overy variation 01 
thie kind limila tho range of deduotion in eoonomioa. " 

For our preeont porpoee the pliability of the rooo II more importAni 
than tho pliability of tho individual It is truo that Individual 
ohu.raotor ohangeo, partly In an apparontiy arbitrary way, and partir 
aooording to well·mown ruleL It II true for iDat&nee thot the average 
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age of "'" workmen engaged in a labour dispute ill .... importaut .... Co 3. 
element in any foreoast of the lines OD whioh it will run. But .. , 
generally apeaking, Y011llf! &Ild old, people of a uoguine .... d a 
deopouden' temperament are fo1111d In about like proPOrtiODB a~ 
one plaoe .. at another, and at one time &II at another, individual 
peou\iaritiea of oharaoter and oha.ogeo of charaoter are a I .. hindraa .. 
to tho general applioatioD of the deduotive method, thIUl at &mt oight 
appeano. Thus by patioot interrogation of nature and the progress 
of anal".., the reign of law is being mad. to invade now &elde in both 
tberapeutiOl and eoonomioa: and lOme BOn of prediction, independent 
of speoifio ""periODoe, ill becoming pooaible ... to the separate .... d 
oombined aotion of &Il ever.inoreaoing varioty of agcnci ... 

§ 8. The f11Dotion then of analyeil .... d deduotion in OOOIlOmioe ill Tho 
not to forge a few long ohains of reasoning, but to forge rightly many ::~~:~ 

_ mort ohaioa and lingle 0011llooting link& This however is no trivial and . 
task. If the eoonomlet reaaont rapidly and with a light heart, he is ~-:p:~ 
apt to make bad OO11IlootiODI at every tnm of his work. He IlOode to lioo ~~ 
make oarefu\ 1IlIO of analyeiland deductioll, beoa .... only by their aid ~~~:OD 
oan he eel .. t the right facts, group them rightly, and m&ke them •• m. 
serviceable for IIDggeetioDl in thought and guidance in praotice~and f::~p~t.e 
because, 88 surely sa every deduotion must reat on the basis of induo- direcLiOlll. 
tioDl, so surelY. does every induotive prooeaa involve and include 
analyeil and deduotion. Or to put the eamo thing in ""othar way the 
exp!lUlation of the poo~ and the prediction of the fut ..... are not 
diflareot oparatio .... but tho eame worked in opposite direotio .... the 
one from efleet to o&ueo, tho othar from ...... to effect. lAo Sohmoller 
well says, to obtain "Ii knowledge of individual oa.usea" we need 
"indoctioDi the finaJ oonoluaion of which is indeed nothing but the 
inversion of the syllogism whioh is employed In ded.uction .... Indl1otion 
and dedllotiOD reat on the aame tendenoies. the aame beliefs, the same 
needs of our re&8On.." 

We oan explain an event oompletely only by fint diooovering all the 
event. whioh can have affected it, and the wa.ys in whioh they can 
IOverally bave done 10. In 10 far ... our analyeil of any of th ... facta 
or relationa ia impcrfeott in 10 far is our expla.na.tion liable to error; 
and the iDferenoe latent in it is already on ita way to build up aD 

induotion whioh, though probably plauoible, is false. While in .. far 
.. "11r knowledge and analyeil are complete, we are able by mare!y 
inverting our meDW p_ to dedu .. and prediot the future aIm .. t 
.. oerteinly .. we oould bave oxplained the poot on a oimiIar baoio of 
knowledge. n is only when we go beyond a fint .tep that a groat 
diflaroooe ariaoe between the oartainty of prediotion and the oartainty 
of oxp!lUlation: for any arror modo in the fint step of prediotion, will 
be aooumulated and inlonailied in the aeoond; while in interpretiug 
tho poot, arror ill not 10 likely to be accumulated; for obeonation or 
recorded history will proba~ly bring • fresh check at each .tep. The 
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.... .. &. oamopr_ both Inductive ami deduotl .... are uaed In ......,Iy tho 

aame way In tho uplan&t.iOD of a known fact In the history of the 
tidea, aud In the prediot.iOD of an unknown fact'. 

Tbo It mnet then alwayo be remembered that though observat.ion or =.!t. 01 history may tell ue that one event happened at the aamo time .. 
mIl..... auother. m: after it, they O&DDOt tell ua whether tho lint woo the 

oauee of the .... nd. That O&D be done only by ........ aoting on the 
faot& WheD it is said that a oertaln event In history _h .. this or 
that, fm:mal reokolling ill Dever made for all the oonditioDi whiob 
were p .... DI when the event happened; .. me are taoit.iy. If not 
1IDCOnsoioaaly. l8II11IDed to be iIrelevant. This I8II11IDption may be 
juet.ifiablo In any partloular ...... ; but it may DOt. Wider ezperienoe, 
more oarefullnquiry. may GOW that the oauaeo to wbiob tbe .. vent is 
attributed oould DOt have produood i\ unaided; perhapa even that 
they hindered the event, whioh waa brought about In apito of them 
by other oauaeo that have _peel not.i3e. 

1:his diffioulty haa been made prominent by reeent OODtroveraieo u 
to oontemporary eventa in our own country. Whenever a oonclUlioD 
is drawn from them that moots with oppoeition, it baa to &tsnd • aort 
of trial; rival uplonations .... offered; new facts are brought to light; 
the· old facts are tooted ami rearranged. ami In 80me _ Gown to 
IUppm:t the oppoeito oonc1usioD from that on bela,jf of whioh they 
were at lint Invoked. 

Both the diOioulty of analyeia ami the Dood fm: It are iDcreaoecI by 
the fact thet DO two aoonomio events are en.ot.iy alike In all I"OISjl8Ot& 

Of 001llllO there may be a cl ... reoemblanoe betwooD two aimple lnoi· 
dents: the terms of the loaeeo of two farma may be governed by Dearly 
the .. me oauoeo: two refereneoo of w_ queotione to Boards of 
ArbitratioD may raise aubetaDtiaIly the &ame queotion. But there is 
DO uaot repetition even on • amaH aoale. However nearly two CUeII 

oorreopond. we have to daoide· whether the differenoo between the 
two may be negleoted .. praotioally unimpm:t&nt; ami this may not 
be very aaey. even If the two oaoeo refer to the &ame plaoe aud time. 

Tho And If we are dealiug with the fact. of remote tim .. we mnst allow 
:=~eu for the ohangea that have meanwhile oome over the whole oharacter 
0/ ~ of eooDomio life: however clooely a problem of to-day may .... mblo 
I~.neo In it. outward lnoidents another reoorcIed In history. it .. prohable 
t:wnfrom that •. closer examina.tion will dateot a fundamental difference between 
~.:~ ... ' their real obaraotora. Till this h.. been mad.. DO valid argument 

oao be drawn from ono oaoe to the other. 
I 4. This briuge .. to OOIIIIider the reiat.ion In .. hioh eoonomioa 

ablnda to tho facts of distant tim ... 
The wort The ltudy of economio hiltory may have variOUI aUn., and oorre
:!.!:m. Ipondiugl,y variouo metbods. Regarded .. a branob of goneral his;ory 

• Compuo IIiII, LItie. 1I0oI< ........... 
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tiOD&! bamework of mety .t the .. vera! period .. what baa been tho bU;;;;;' 
oonatitutiOil of the nri01lB social olaases and their· :tela.tion to ODe ia yarioUl. 
.... other"' It may "ask what baa been tha material _ 01 oocIaI 
uistenoei liow have the neoesaitiea and oonvenit:noea of life been 

. produced; bl what organization haa labour been pmvided and 
directed; how haw tho oommoditi .. thua produced been distributed; 
what have been tho inotIiuti01l8 reeting on thIa direction and diatribu. 
don n; and. 10 ODl~ . • 

And for thIa work, Intenllting and important .. It Ia on 1111 own The old 
aooounl, .. 0' very muoh anaIysio Ia ...... tiaI, and moot 01 what Ia::.:r:: 10 
Deeded may be mpplied fo:r bimeeH by a man of &olive and Inqlllrins .u' ....cIed 
lllind. Saturated with a knowledge 01 tho zeligiOWI and mo:ral. tho len oJI, 
Intellootua.l and EBthetlo, tha ·puUtica! and oooiaI OIlvironmo .. 1, tho 
OOODomio historian may extend tho boundari .. of our knowlodge and 
""'y mggeot now and valuable id .... ovon though ho may havo GOD-

tented hImaeIf with oboervlng thooo alIioitieo and thoee ....... miatlO1l8 
.. hioh tie near tho aurfaoo. 
~ But oven In "Pite 01 hImaeIf, his aimB will mmiy r1lD beyond th ... built 10 
Iimi\a; and will inolado lOme attempt to diaoover. tha Inner moaning =0. 
of ooouomio history, to unveil tho myatori .. of tho growth and dooay r,::clauoe 
of ouatom, and otller phenomena which we are not any longer ODDtental ':: f:et.he 
to tako .. ultimate and Inoolublo faclll given by nature, nor Ia ho ~ ...... 
likoly altogether to withhold hImaeIf from ouggeoting lnferen\lOO from 
tho .. onlll 01 tho put for guidance In the _t. And Indced tho 
human mind abho ... vacuum In 1111 notiODS 01 tho ........ reiatiODS 
between tha ovenlll that are p ...... ted vividly to it. By meroly plaoing 
thingI together in a oerta.in order, and OOIl8Ciously or anoonaciously 
ouggeoting ".., Me _ fI"'1Ikr Aoc:, tha h1atorian t.ak.. OIl hImaeIf 
IOmo respunsibility ... guida. 

ror ODIDplo:-tho Introduotion 01 tong I ..... at fixod money ronte 
In North Britain waa followed by • great improvement in agricult11l'8, 
and In tho genoraI oonditio .. 01 the poople there; but befo .. inferring 
ibM it wu the 11010, or even the ohief 0&1188 of the improvement, we 
must inquire what other ohang .. wore taking plaoo .t tho oemo time, 
and how much 01 tho improvement Ia to be referred to oaoh of them. 
Wo moat, for inatanoo, allow for tho .flooIII 01 ohang .. In tho pri ... 
01 ogrioultnral produoo, and of tho ootablishmellt of oivil order In the 
border pruvinoeo. To do t.hia requirea oaro and ooieJltilio method; and 
till it baa been do .... no truatworthy inferonoo can be drawn .. to tho 
general tendo .. ey 01 tho ayotom 01 lollll I...... And oven whon it baa 
been d..... we QODIlot argue from t.hia experie .. co to a propooal for 
• ayotom 01 long I ..... In, II&Y, Ireland now, without allowing for 
dill......... in tho oharooter 01 looaI and world marble for .. &rioue 
ki..Ja 01 ogrioultnral produoa, for probablo ohangeo In tho produotion • .bbJe,. 0. .. "..." .,_10 B...,. 
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.... C, 4. and ooll81lmptioa of gold and oiIver, and ID _, Tho history of Land 
Tenuree is foll of antiquarian interest; but until carefully analysed 
and interpreted by the aid of eoonomic theory it throwa no trnsl;worthy 
light on tho queotion what io tho hoot form of land tenure to he 
adopted now in any oountry. Thne 80me argue that oinoo primitive 
oocietioo nouaIIy held their land in oommon, private property in land 
mnot he an unnatnrel and tmnsitiona! inotitution. Oth ... with equa.! 
ocn6donco oontond that, sin .. private property in land hae extended 
ilia range with the progreoe 31' civilization, it ia • ...........,. ocndition 
for further prog..... But to w .... t from hiatory her true teaching on 
the subject ""Iuiroa th. effcoto of the OCIDDlDD holding of land in the 
put to he analyaed so .. to diacovor how far each of them ia likely to 
DOt always in the aame way, how far to he modified by ohangeo in 
tho habits, tho knowledge, tho wealth, and the oociaI organiaation of 
mankind. 

Evon more interesting and inotruotive ia the hiotory of tho pro
feooiODS, made by Gilda and other CorporatiODO and Combinationo in 
indnotry and in dom .. tio and foreign trad .. thot they need their 
privilogeo on th. whole for tho bsu.6t of tho publio. But to bring in 
• ocmpl.te verdiot on tho qu ... tion, and atiII more to dedu .. from it 
BOund guidaDoo for our own time, neede Dot only th. wido goneral 
knowledge and aubtl. inotinolia of th. praotiaed hiatorian, but aIoo 
a grasp of many of the moat diflioult analyaeo and .... BOrungo lelating 
to mODopoli ... to foreign trade, to th. incidonoo of taxation, .to. 

H then tho eoounmio hiatorian aims at diacovering th. hidden 
opringo of the economic oed .. of tho world, and at obtaining light from 
th. put for guidanoo in the prooont, h. ahould avail himaeU of every 
..... uroo that may help him to d.leot real dilfercnceo thot are dis
guiaed by • aimilarity of name or ontww appoaranoo, and real 
similariti .. thot are oboourod by • onper6cia1 dilfercnoo. H. should 
otrive to oeIeot tho true oauoeo of each .vent and aaaign to each ita 
proper weight; and above all to dOleot th. romoter CII.'" of ohango. 

tn BD~ Au analogy may he borrowed from naval affairs. Th. details of a 
.:::;.v hattie with applianooo that have paaaod away may he of grast intereot· 

to tho student of th. general hiatory of thOBO tim ... ; but th.y ma,. 
alloed little uanful guidan .. for th. naval ocmmand .. of tcHIay, who 
haa to deal with a wholly diff ..... t matorial of war. And therefore, .. 
Captain Mahan haa admirably ahown, the naval ocmman<lor of tcHIay 
will give more attention to th. IIf'tllegy than to tho _ of pad 
tim... Ho will oonoem himaoU not 80 muoh with t·ho Incidenlia or 
partiouJap ocmhats, .. with praotieal lIluotrati01ll of thooo loading 
priucipleo of .. tion whioh will enable him to hold hia whule !oroI 
In hand, and yot give to each part of it adequate initiative; .. keep uti 
wide eommunioation, and yet he able to eonoenlAte quickly, and 
moot. point of attack at whioh he oan bring an o ...... holming f.-

llimiJarly a man oaturated with tho general hiatory uf • p<riotl 
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may give a vivid piot1ll8 01. the taotioo 01. .. hattle, which will be true in ..... e, 4-

its maiD outlines, &lid &!moat harml ... even if occasionally wrong: for 
no 0Il0 is likely to oopy tsotioe, the app\ia.nces 01. which bave pasaed 
away. But to oomprehend the strategy 01. a campaign, to aeparato tho 
IO&l from tho apparent motives 01. a great general 01. past times, a man 
mus& be a strategist himooH. And if he is to make himaeIf .... ponaibl. 
for nggeating, however unobtrnaively, the IeoaoDB which the strategists 
01. _y have to loam from tho story which he recorda. then he is 
hoUDd to have analysed thorougbly tho:. .... val couditio1l8 01. to.day, 
as weD. .. tboae of the time aOOu' which he is writing; and he mus' 
oeg1eot no aid for this end that is to be had from the work 01. many 
miDda in maoy countries studying the difficult problem 01. strategy. 
As it is with naval history. 80 it is with economic. 

It is only recently, aod to a great ""tent through the wholesome 
iuflueneo 01. tho critioiame 01. the historical BChoo~ that promiDeneo haa 
been given to that distinction in economics which oorresponds to the 
distinction between strategy &lid tsotica in warfare. Corroapoudiug to 
tactics 8lfl thoee outward forma and aooidenfs of economio organization 
"hich depeod on temporary or 1ooa1 aptitudes, CDBtoms and relatiODB 
of claasea; on the influence of individuaJa; or on the cbanging 
app\ia.neoe &lid ueode 01. pradactioD. Wbile to strategy uo_ads 
thot more fundamenlsl euhelsnoe 01. economic organization, which 
depends mainly OIl aueh waats &lid activities, ouch preferences and 
aversions 8B are found in man everywhem: they are Dot indeed always 
the eamB in form, nor even quite the same in subetance; but yet they 
have a auBicieat elemeut 01. permanence &lid uuiveraa.\ity to ..... bl. 
thcm to be brought in acm. meume under general Ilstemeate, wh ..... 
by the experieucea 01. one time aod one age may throw light on the 
difficn1tiea 01. aoother. 

This distinction is akin to tho distinction betwean the noes 01. 
mocbauiea\ &lid 01. biological analogi .. in ecunomico. It waa not lOBi· 
ciently rooognizecI by eecnomiata at the beginDing 01. 1aat century. It is 
markedly abean' from Ricardo'. writiuga: &lid when attention is paid, 
nut to tho prin<liplea wblch .... embodied in his m.thod 01. workiug, 
but to particular oonolusioDS whioh be reaches; when these are oona 
verted into dogmao &lid applied nrudely to the UOuditiODl 01. tim .. or 
p\acea other thao his own, thea DO doubt they are &!moat 11DIDixed 
evilL His thoughta .... like oharp chiae\a with wblch It is epeciaUy 
eaay to ent nne'. fiDgere, becanao they have 8Ueh awkward baudl ... 

Bu. modem economista diatilIing hia crude expreasioD8; en.raoting Tbe Many 
their _ and adding to It; rejectiug dogmea, but developing ~!"o.2i:' 
principl .. 01. analysis &lid -mng, are fiudiug the Many in tho On. &be Maay. 
&lid tho One in the Many. Th.y are learning for lnelsnoe that the 
priDciplo 01. his analysis 01. .... t is inAppIioablo to much that ecmmonly 
goea by tho name of reat _y; 88 we1\ .. to a mueh \arger pert 01. 
thOlO t.b\ngI .. hich are uommonly, bat Inoum!otIy, deaeribed 88 rent by 
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UP ... 6. hlsto~ of ~h. Middle Agel. But ~ the application of tho principle 
10 hohJg _tended, .ad DOt oootraoted. For 00080_ are also loam· 
lag that It II applioablo with proper ...... to • great variety of thingI 
in every .tage of civilization which do IlOt appear .t 8m Bight to be 
of the natore of "",t .t alL 

But of 00""'" 110 Rudcnt of .trategy C&Il ignore taotice. ADd, 
though 110 one We will ..... h oul to • study In detail of tho _os 
of overy 6ght which mao baa waged With hIa .... nomio dlfficolti .. ; yet 
!IO Rudy of tho broad problema of eoonomlo strategy is likely to be 
worth muoh onl ... it is oombined with an intimate know1odge. of the 
taoti .... well .. th. strategy of mao'. struggles against his difficulties 
In .. mo particular ago and ooontry. And further every Rodont 
mould meko by peraonaJ observation a minute study of aom. par
ticular .. t of dotoiJs, not .........,.ruy for publication, but for hia own 
training; and thia will hOlp him muoh to Interpret and waigh tho 
evidence whioh ho obtains in print or writiug. whother with rog&I)! to 
present or peet tim.... Of oooreo every thoughtful and observant mao 
iI alwaye obtaining, from oon_tion and oorrenL litoreture, a know· 
ledge of tho ooonomio facta of hia own time, and especially ilLhio own 
nBighboorhood; and tha .tora of facta which h. thOl imporcoptibly 
gota is .. motim .. more lull and thorough In oortain apeoial regards 
than Is to be dilltilled from all tho 'l!OOMa In oziatonoo .. to aomo 
c....... of facta In remote pIocoa and tim... But indopeadentIy of 
thio, tho diroot and formal .tudy of leota, perhapa mainly thOlO of his 
own age. will much exceed. the atudy of mere analyaia and It theory, It 
In Ita domaoda on tho tim. of any ooriODl ooono!Dilt; even though ho 
mey be ono of· thOlO who rank moat highly the impcrtanoo of id ... 
ra10tiveIy to feota, eYen though he mey think that it is not ao mooh 
tho oolleotion of now facta .. tho bettor Rudy of those already 001· 
looted, that is our moot argont need now. or that will help 00 moot In 
improving the taotica .. well .. tho strategy of man's oon_ with 
hia dlfficolti ... 

Commoo I 6. It is doubtI ... true that much of this work baa .... need of 

::h:~'iI elaborate aoientitio methods, than of • shrewd mother·wit, of • eoond 
... go 'or _Ie of proportion, and of a largo e:<perionoo of We. But on the other 
",..wJOis, hand there is much work that is not eaaily to be dono without IOcb 

machinery. Natural instinct will eeleot rapidly. and oomhina j08tIy. 
oonaidoratiODl whioh are relovant to the issue In band; but il will 
eeleot chioOy from those which are familiar; It will oeldom lead • man 
far below the oorf .... or lar beyond th.limita of bis peraonaJ experience. 

batao".. And it happe08 th.t In GOODomlca, neitber th ... efteolil of known ::::r oausee, nor thoae oausee of known effeatll whioh are most patent. are" 
purp-. generally the moat important. "That whioh 10 not lOOn" is often. 

bettor worth .tudying than that "whicb ill ........ Especia1ly" thia; 
the .... If we are not doaUog with lOme qu .. lion of m_ly looaj1 
or temporary Intoreot, but ... -"iDg guidance in the oonotrootion ... 
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a l ..... reaohiIJg policy lor tho pabno good; or II, lor any other _ ...... 6. 
we .... ooaoomocl leoo with Immediate ... a.... thaa with .. 1lI0II af 
_usea.--c:GtloM ca"""",,", For es:perienoe shows. aa might han been 
anticipated, that oolDman _ aad InaOOol, "'" inadequate lor thio 
work; tba.t even a busine. training does not alwaya lead • man to 
oea.rob lar lor thOllO ....... af oaaoeo, whicb n. beyond hla immediate 
exporioaoo; aad tbat It doeo not alwaya direct that ...... h weD. even 
whoa ho mak .. tho attempt. For help In doing thaI, everyono maet 
porIo"", roly on tho powerful machinery af thought and knowloclge that 
hoe booa .gradaaHy built ap by paat generationa For Indeocl tho part 
whiob ayatometio acioati6o roeaoaing playa in the produotian of kno .... 
lodge ....... bl .. that which machinery playa In tho production of goods. 

Whoa tho oamo operation h .. 10 be performocl over aad over again Analogy 

in the lame way, it generally paya to make a maohine w do the work; !:!weeo 
thougb when there II BO mach changing varioty af detail that It maohlne". 
II unprofitablo 10 aoe macbin... tho goods must be mado by hand. ::':1"':1"., 
Similarly In knowledge, wboa there are any proooooOl af Inveotigation matorial 
or ...... ning In which tho &amo kind af work h .. 10 be dono over aad production. 
over again in the aame kind of way; then it is worth while to reduce 
the proc '0" 10 ayatom, 10 organize mothode af reaooning aad 10 
lormulate general propooitions to be aeod .. !DaCbinory lor working on 
tho I..oUl and .. vi ... for boldlng them firmly In pooition for tho work; 
And though it be troe that ODOnomic oaaeeo are Intermlnglocl witb 
othere In ao many different wayo. that oxact lcioati6o ...... ning will 
seldom bring t18 very far on the way to the oonOlusion for which we 
are ooeking. yot it would be foolioh 10 PoIuao 10 avail oumol_ af Ito 
aid, 00 far .. It will roaoh:-jaet .. foolioh .. would be tho opp .. ite 
extreme of supposing that BCienoe alone oan do aU the work., and that 
nothing will remain 10 be dono by practical iaotinat aad Ira/noel 
OOlDmon....... An arohitoot wb... practical wiodom aad ... thotio 
iaotinato oro undovelopocl will build but a poor bouso however tborougb 
hia knowledge of mechanics: but one. who is ignorant of meohaniOl. 
will boild iaoocuroly or waotofully. A Brindley, without aoadomio 
iaotruction, may do BOme ongiIIoorIng work better than .. man af 
inferior mother-wit, however well he may have been trained ... A wise 
nune, wbo roada ber patioato by iaotinotiv. oympathy, may give 
bettor ooanool on oome poInta than a loarnocl phyaioian. But yot tho 
llady af analytical meobaul .. mould not be nogleotod by tho onginoor, 
110r that of pbyaiology by tho medical mao. 

For moatal faculti ... like ~aI dexterity, die with th ... wbo 
pouMI thom: but tho improvemoat wblcb oaoh goaora\lon DOD· 

tributoo 10 tho maohinery af manufacture or 10 tho organOD 01 lcioaoo 
ia bandocl down 10 tho next. Thero may be no ablor lOulplon now 
than thoao ... bo workocl an tbo Parthenon, no thinker with more 
mother·wit tban Arialotlo. Bat tb. appliaaooo af thougbt dovelop 
oumulativoly II do th ... af material produotlon. 



780 THB SCOPE AND HBTHOD OJ' BCONOllItI! 

.PP. C, 6. Id.... whether those of art and ocienoe, or those embodied ill 
p .... tical applian_ are the meet "reaJ" of the gifts thet each genom. 
tion reoeives from its pred ...... ra. The world'. material wealth would 
quickly he replaced if It wore d_yed, hnt the id ... by whioh II 
waa made were retained. H however-the Id ... were lost, bUI not 
the material wealth, then that would dwindle and the world would go 
back to poverty. And moat of our knowledge of more faots oould 
quiokly he reoovored if It wore lost, hnt the oonatmctive Id_ oj 

thougM remained; wlille If the Id ... perished, the world would en"" 
'again on the Dark Agee. Thua the pursuit of ideal! is not Joea "reaJ n 

work in tho highest IICOB8 of the word then Ia the ooJJoction of facts; 
though the latter may in oome ..... properly he coiled in GennaD 
a Rt.aloIudi...... that is, a atudy specially appropriate to .BeolIeAukrJ. 
In the highest U&O of the won!, that alndy of any field of the wid. 
realm of eoonomica i8 mOBt "real" in whioh the oolleotion of facta, and 
the anaJyaia and oonstmction of ide&8 oonnootiug them ..... combined 
in th ... proportiona wbiob .... beat calculated to in_ knowledge 
and promote progreoa in thet particubr field. And wbal thla is, 
cannot he aettled olIhand, but only by _ Bludy and by apecifio 
experience. 

E.ery § 6. Economics haa made greater advances than any other Immch 
widening of th d d th 01 Ihe e aociaJ aci_ beoa_ It is more ofinite an exact an any 
-po ~ other. But every wideuiug of Ito _po involves lOme Ioaa of this 
;m.::!.t acientifio precision: and the queotion whether the, Ioao Ia greater or 
.. d evil. Joea than the gain ......ntiug from its greater breadth of outlook, Ia not 

10 he decided by any hard and faa, ruI .. 
II;' _ ·There is a large debateable gronnd In which .... omio coll8iderationa 
~~ ..... of considerable but Dot dominant iIloportanco; and eaoh eoonomiat 
work u maJ reaaonably decide for himaeIf how far ho will extend hie laboum 
I:.".l:.ed, '""" thet gronnd. H. will he "ble to apoak with ... and Joea confid"""" 
•••• r 10.. the forth .. h. gets away from hie central atroughold, and tho more he 
t:l'~:'. conCOl'llll himaeIf with conditiona of life and with motives of ... ti ... 

which cannot he brought to 80m. extent at I_ within the graap of 
eeientific method. Whenever h. oocupieo ltimeelf largoIy with con· 

• ditiona and motiv.., the manifcstationa of whioh .... not ralucible to 
any dofinito atancla.rd, ho muat forego nearly all aid and 8Upport from 
tho oboervationa and the thoughl of oth ... al hom. and .broad, in 
this and _liar gen .... tiona; he mUll depend mainly on hie cnnI 
lnatincts and oonject1ll'08: he m\llt apeak with all the cliJlidonoe thai 
bclonge to an individual judgmcpt. But if ... hen 8Ir&ying far into 
I .. known and I ... knowable regiona of aociaJ .tudy ho does hie wort 
oerefuUy, and with a lull ounacionaneoe of Ito limitationa, he will have 
done ucell8llt l81'Vioe1• ~ 

j 
I AI Lb.. hni&a1Da 01 Miehael Angelo copied 0IlIJ IlII 'aul" III OuIrle. RuaUa 

.... 1 lIonia lind &c><Ia, ~ Imi_ who .... UoeIr lIDo IDopinIicaI ... 
ial.ui&ioDi. ' 
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USES OF ABSTRACT REASONING IN ECONOMIcs. 

11. IlmV'lTIOII, aided by anaIyaia and deduction, briDge together .... D,l. 

appropriAte cIaaaca of facts, arranges them, anaIyBee them .... d infers Eccnomica 
from them general atatemento or laws. Then for a while deduotion playa containl 
the chief r6k: it brings some of these generalizations into association ::~:gof 
with one another, works from them tentatively to new and, broader deductive 
generalizationa or IaWl .... d then calls on induotion again to do the main 1OUOlIing • 

• hare of tho work in oolleoting;aifting and arranging th ... facto 80 &I 

to teat and liverify" the new law. ' 
It ia obvious that there ia no room in 8OOnomice for long trains Bene6ts 

of deductive reuoning: no economist, not even Rioa.rdo, attempted of "!atbe
them. It may indeed appear at firet Bight that the contrary is Illg- ==, 
geoted by tho frequent UIO of mathematical formule in _nomio 
otudle&. But on investigation It will be found that this ouggoation is 
illUlOrY. except perhape when. pure mathematioia.n uaea economio 
hypoth_ for the pnrpooa of mathematical diveniODO; for then his 
00IIAl01'Il is to oho .. the potentiaJitieo of mathematical methoda on tho 
euppooition that material appropriate to their nee had been aupplied 
by eoonomio .rudy. Be takeo no toOImical reoponsibility for tho 
material, and .. often unaware ho .. inadequate the material is to boar 
the otraino of his powerful machinery. But a tri.ining in mathemati .. 
is helpful by giving oommand over a marvellouoly terae and exact 
Jaoguage for expreooing olearly lOme ganeral relatioDO and lOme ohort 
proct'lll8M of economio reuoaiog; which oan indeed be ezpreaed ill 
onlinary language, but not with equal oharpn_ of outline. And, 
what is of fer greater importance, experienoa in bandling pbyalcal 
problemo by mathematical metboda giveo a graop. that cannot be 
obtained equally well in any other way, of the mutual interaction of 
economio obanges. T4e direct application of ma.thema.tical rea&OD. 

ing to tho diaoovery of eoonomio trutha baa recently rendered great 

'See I. m. 
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.... ", 2. oervicee In !.he banda of maator ma!.hematioiana to !.he Rud,. of Ita
tilticaJ avorag .. IU1d probabiliti .. IU1d in moaouring tha degree of 
ccnoilienco betwoon correlated ltatilticaJ tabIoo. . 

I 2. U we abut our e:yeo to realiti .. we ma,. construot an edifice 
of pure crystal b,. imasinatiOOl, that will throw lido Iighta on Je&I 
problema; and might oonooivabl,. be of interoot to boing& who bad DO 
ooonomic prohlema at all like our OWII. Such pla:yful OXcurliODl are 
often auggeotive in DDOXpectod wa,..: !.h.,. alford good training to tha 
mind: IU1d aoem to be productive onl,. of good, 10 long .. their purpcoo 
iI c1earl,. underltood. 

Por lao For inotanoe, !.he ltatement !.hat !.he dominant pooition wbioh mon.,. 
:':;:, I holds in economics, -result. rather from ita being • meuure of motive 
~Domiea than an aim. of endeavour. may be illustrated by the reflection that the 
~~t~· aJ..mOllt exclusive tI88 of money as • measure of motive is, 80 to apeak, 
em' iD • an aocidunt, and perhaps an accident that is Dot found in other world.s 
:~:! tban oura. When we want to induce a man to do anything for 118 we lb........ generaU,. offer him mODO,.. It iI true !.hat we might appeal to his 
:o=~al generosity or aeJl8e of duty; but this would, be oall.ing into action 

latent motiv .. that are alread,. in emtenoe, ra!.her t.han aoppl:ying new 
motive&. U we have to supply a new motive we generally consider how 
muab money will just make it worth hia while to do it. Sometimes 
Indeed tha gratitude, ur .. \<10m, ur honour wbich II held out AI .... 

Inducement to !.he &OIion may appear .. a DOW motive: particDlarl,. if 
I' 0II0D be crystaUized in acme definite outward mani! .. tation; AI for 
inatanco in !.he right to make noa of !.he lottere Q.B., or to ...... a Itar 
or a garter. Suoh diatiuctiOOl are comparativel,. rare IU1d _ted 
wi!.h but few tranoactioD8;'1U1d !.h.,. would not oerve AI a meaoure of 
!.he ordiwuy motiv.. !.hat govern men in !.he acta of overy-da,. Iif ... 
But politicaJ oerviOOl .... more frequentl,. rewarded b,. aoob honouro 
t.han in au,. o!.her WI,.: 10 we have got into !.he hahit of moaouring !.hem 
DOt in money but in honoura. We .. ,., for inoIanoe, that d' ..... _ 
for !.he bonedt of bia part,. or of tha State, .. !.he .... may be, were 
fairly paid for b,. knigb!.hood; while knigh!.hood wu but ababb,. pay 
fur B, he bad earned & baronetcy. 

U II quite pooIible that there ma,. be worlda in which DO ODO over 
heard of private proporty in material thing .. or wealth .. it Ie generaU,. 
underatood; but publio bonouro are meted out b,. graduated tabl .... 
t.........w. for overy action that II done for o!.hen' good. U!.h_ 
honoun O&D be transferred from one to another witbou& the inteneD- '. 
tiOD of an,. external a,,!.horlty !.hey ma,. oerve to meaouro Ibeltreugt.b 
of motiveo jolt AI conVODientl,. and ""aeU,. .. monc,. dcoo wi!.h D8. In. 
IUch • world !.here me,. be a _tile on economio !.heor:y nr:y IimiIar 
to !.he prooent, oven !.hough !.hero be little mention in it of material. 
tbinga, and DO mention at all of mou.,.. , 

it _,. 188m aJ.moot trivial to iDIiot OD Ibla, but it Ie no'.... Foo, 
• mial....w.g OIIIOciation hao grown up in people'. miDda between that 
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lIleUlU'eID.eut of DlotiTM ... hioh ill promineD1. in eoonomio aci.enae. and "".=»,1. 
an ""olusive ngard for material ....It.b 10 t.be n"l!loot of o!.her ..... 
higher objocll of deeire. The onI)' ..",ditioaa reqUired In a measure fo> 
OOODOmiO purpoees ..... thel il ehouJd be ....... t.hIng definite ..... _ 
farable. 111 laking • material form ia praotioelly _v_I, bill ia 
DOL ...... t.iaL 

t 8. The purauiL 01 .......... ti .... ia • good t.hIng. "'hen eonBned BD .... 
1.0 ill proper place. lIu, !.he bnod!.h 01 !.h... .traino 01 human -'kDO 

oharac.... wi!.h whiob .-ami.. ia oonoorned boo been anderra&ed ;:~u .. 
b, some writera GO 8OOnomia. in EDgJand and other DOUDtrieaj and. :UII. be 

German eoonomioll heve done good -nee b)' emphaaizing i" They I.&.!... 
_ bo"ever 10 be _ ..... en In ooppooiDj! thel il " .. overlooked b)' 

!.he found... of British _nomioa Il ia • British hebi' 10 leoTO 
moob 10 be oupplied b1 !.he 0Gmm0D ...... of &he .....t .. , In ~ oaoo 
",tiOOllGO haa been oarried 100 far, and boo led 10 !reqIlODl JDiowuIet. 
.t&lldIng .t homo .. weD .. abroad. "boo led people 10 BIlP_ the 
found.ti... 01 ocooomioo 10 be oarro.... and leao olOllBl:r In 1.000b 
with tho aotuaJ eouditiOllO of lifo !.h .... !.hey really ..... 

Tbus prominoooe h .. been giv .. 1.0 Mill' ..... t.omOllI, !.ha. "PoIitlcal a..m ... 
Eoooomy eousid ... man .. oooup"", aolol)' In aoqlllring and oonouming ha .. do .. 
"oal!.h" IE .... yo, P. 138, ..... again, Logic, Bk. VL oh. a. § 3~ BIl' i. ~ b, 
ia forgo'leI1 &ha. he ia !.h ..... referring 10 an aboLraol _tmOll, of ~lingd: 
eoonomio queeuODII, whicb he once indeed oontem.plated; but which he of!co~mic 
Dever u.eauted. preferring to write aD •• Political EoooomY. with some of moM"''' 
ill appli ... tlollO 10 Sooial Philooophy," 1\ ia forgot .... olao the. he goeo 
OD to .y, "There is. perhaps. DO action of • ma.n'& life in whioh.he U 
neither under the immediate nor under the remote in.O.ueD08 of any 
impuJao bu. !.he mere deoire of "oalth ", and i. ill forgotlel1 the. his 
treatment of economio queetioDl took oonstaD., &QOOun' of many 
motlv .. beoid .. !.he deoire for woalth (aoe above, Appendix B, 7~ Ria 
diaouuiona 0( 8OOnomio motives &re. however, inferior both in nbet&noe 
and In method 10 th ... of his German ooolemporari... and notabl)' 
Hennaon. AD inotructive argDmOll' thet nOD,poroheooble, nOD
measwable pleuuno vary a. differO\lt tim.. and tend 1.0 Incroaso 
with the progneo of civilization ia 10 be iOllOd In Knieo' Polilioc/ae 
ahmomio, m. 3, and !.he Englieh reader mey be reler-'I.O Syme'. 
OWl .... oJ GIl InduariGl8cien<e. • 

U may be well 10 give here !.he ohie! heado of !.he anolyoia of Wagn .... 
eoonomio motive. (Jiotive 1m wirUw.Jaa/llid&en Handeln) in the t.hird =ca
edit.i.oa of Wagner'. monumental trea.tiBe. He divides them into mot.ift& 
Egoilotlo and Altruiatio. The former .... four In number, Tbe first and 
lout intermitteDt in ita action is the IItriring for one'l own eoonomio II 
advantage. and. the fear of one"a own economio need. Next com", &.he J 
fear of pooilohmenl, ..... !.he hope of reward. The third group ooooiIolI 
of the f .. liog of honour, and !.he .\riving for .... ognition (ChU""f/" 
"""'1, Inoludlng the deoire for !.he moral approbation of o!.h .... and 
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, ..... D, 8.1 the fcar of shame and contempt. And the last of the egoistio motiv .. 
. - is the craving for oocupation, the pl8881ll'8 of activity; and the plasaunl 

of the work i!l!elf and ito nrronndinga, inoluding tb. "pi_urea of the 
ohase." The altruistio motive is "the impelling f_ (Trieb) of the 
inward command to moral action, the presoure of the feeling of duty, 
and the foar of OUO'S own inward blame, that is, of the gnawingS of 
conacience. In ita pure form this motive a.ppears .. the I Ca.tegorical 
Imperative,' which one follows beoall88 one feels in one'. IOu! the 
command to act in tbis or that DllUlDer, and feels tb. command to he 
right. ... Th. foDowing of the command is no doubt regularly bound up 
with feelings of plO&l1lnl (Lwtg.,uiok), and the not foUowing it with 
feelings of pain. Now it may be, and often is, that th ... l .. lings act 
as etrongly as the Categorioal Imperative, or .ven more etrongly, in 
driving us, or in taking part. in driving U8 on to do or to leave undone. 
And in 80 far as this is the oase tbis motive &lao h .. in it an egoistio 
element, or at leaat itself merges into one." 



APPENDIX El. 

v" DEFINITIONS OF CAPITAL. 

f 1. IT .... obaerved in Book n. chaplAlr IV. that eoonomlolB have An • .,1. 
DO choice but to follow wclI ... tablished custome .. reganIa the use uf Noi,;b;" 
tho term capital in ordinary buoinoos, i.e. ttacIe_pitaL Tho die- __ 1 
adva.ntageB uf this use ..... h.....- great and obvioU& 1""" inat&noo :r"dilB ..... 
it oompcb ua to regard &8 ... pital the yachts, but not tho corriage, cui .... in 
belonging to • yaoht builder. If theref... he had been hiring .:l:: =' 
carriage by tho yeer, aud inatoad ufcontinuing to do eo, sold a yacht Trad .. 
to • carriage . builder who had been hiring it, aod bought a carriage cap.1al 
f"" biB own U&e; tho result would be that tho total.tcok uf capital in 
the oountay would be diminiahod by a yaoht aud • carriage. And thia, 
though nothing had been deatroyed; aud though there ,......ined tho 
88me preduolB of "viug. thomeolveo prOOn.live uf .. great benofilB to 
tho individualo oonoomed aud to the oommunity .. huforo, aud prob-
ably evon uf grealAlr boneJit& 

Nor o&u we avail ourselv.. here uf tho notion that capital ilil d ... Dol 
dilliuguiahed from other fO<lD8 uf Wfl&!th by ilB ""pori"" power uf:: u!. 
giviug omploymont to labour. For in fact, whon YBOhlB aud oarriageo p .... o ... 
are in tho hando uf deal ... aud are thua oouuted .. capital, I ... employ. :::::cSlor• 

. ment ia given to labour by a given amount uf yachtiug or carriage labour. 
driviug than when tho yachlB or __ are in private handa aud 
are Dot oouuted .. ""pita!. Tho employment uf labour would not be 
ineroaaed bul 1_ by tho oubelitution uf prof"";ona1 ooobhopo 
and bakeri.. (where all tho applianceo are reckoned .. oapital) lor 
private kitoh.... (wh.... nothing iI .... koned .. oapital). Under a 
prol"";onal employer, tho work ... may poooibly have more peraonaJ 
freedom: but thoy aim .. , oort.ainIy have 1eao material oomfort, aud 
lower _ in proportion to the work they do than under tho laxer 
regimo uf a private employer. 

But th ... diladvantag .. have been gonorally overlooked; aud c._ .bal 
eeveral oauaee bave oombined to gin vogue to this 1lB8 of the tMm. ~ •• e Ii;'
One uf thOBB OOUBOI ia thot tho rolatioua between private omployoro tb"r" ... 01 
aud their employ_ .. Idem onlAlr into tho otratogieal aud taotieal tho lenn. 

I See above, P. 82. 
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UP. _, I. movement. of the oondiota between empJoyera and employed; or, .. 
is oommollly said, between ... pital and Iabout. Tbio point baa been 
emphasized by Karl Man: and his lollowera. They have avowedly 
mad. the deliDition of oapital tum on it; they """"'" that oIIIy that 
II oapltal whioh II a m ..... of production owned by one penon (or 

r group 01 peraoDB) .. d osed to produce thiDga I"" the beoelit of .. other. 
generally by m .... of the hired I&bour of • third; In 1I1I0h wise that 
the finot has the opportunity of plundering or .zploitlng the oth_ 

Secondly this ose of the term Capital ia _ .. eoIoo. In the money 
marke. .. well .. In the labour marke.. Tradc-oepltal 10 habitually 
oonnooted with 1oaoa. No one heaitateo to borrow in order to ~ 
the trad .... pltal at his oommand. wheD h. 000 ... a good opeolng for 
Ito ose, and lor doing this ha oan pledg. his own trad .... pltal """" 
....uyaild moreregul&rly in the ordinary oou"" of bDBln... _ 
.. ti ..... :lib .. h.,oould his furniture or his priva .. earrIage.. Lastly. a 

, mao mok .. up ~'8OOO1ID"'01 his trad .... pital oarefully, he allo,," f .. 
. depreciation ... matter of 0U1UII0: and thUi h. keepo his stock intact. 

Of oourae "'IIlaU who baa been blriDg • earriage by the year. oan buy 
It with the produce of th. oaJe of rallway stock that yielde very muoh 
leu In ...... than he baa paid .. hire. U he Ie .. the annual Inoome 
aoonmula .. till th. carriage II worn out, It will men tbao ouIIi .. tu 
buy him .-new one: .. d th .. his total stock of oapital will have been 
Incroaae:l by th. ohange. But there 10 a ohanoe that ha will not do 
this: whereaa.1O long .. th. earriage was owned by th. 4 ....... he 
pnwided lor replaoing it In the ordinary .. one of his b_ 

Dilf'''O~ § lI. Let .. _ tu deliDitiona of capital from the _a! point of r 
d!J::J.'! view. It haa already been iDdioated that th. oIIIy .trlctJy 1ogioal 
Uo. 01 poaitlon 10 thet which baa been adopted by moat wri ..... on math .. 
=~ matioal veraione of eoonomico, .. d which regardo "oooiaIoapital" and 
C&bIiIIIl_ "1OOiaI wealth It .. ooextenaive; though this 001Jl'8e deprivel lhem of 
:oIuo1on a oaefuI term. But whatever deliDition a writer tak .. at .tortIng. 
m;, be· he fiDde thet the vario .. elemen .. whioh he inolud .. In It, enter in 
.. peeled. different we,.. intu the 1111_'" problema with whiob h. baa tu deal. 

W. 
adbe~ to 
t.radit.lOD 
in using 
lb ....... 

U therefore his d.finition pretended to preoisiOD, bo II oompclled 
... BDJlplement It by an ezpIaoation of the bearing of oach aeveral 
~om.nt·of capital on the point at Usue, and this ezplanatiOD ia 
n II1Ibatao .. very muoh like th ... of oth .. writenL Thua Illtimate1y 
h_1o .·seneraI OODVergenoe, and read ... ora bronght tu very mnch 
ho aamitDODoIualon by wh ....... rou .. thoy travel, thongh \& may 
ndeed .equinl a little trouble to disoern the unity in oubatanoe, ond ... 
yiDg differenooo In lorm and in warde. The divergenea at ltortIng 

turna out to be a I ... evil than it ... mod. 
Further. in Ipi .. of th ... differenooa in worda there Ia a onntlnuily 

of tun. in the definition of capital by the eoonomis .. of aeveral goo ..... 
tiona and many ooUDtrI... It ia true thai aom. ha ... laid greater 
.treu OD the "productivity" of capital. lOID.e OD III "proapeoti~": 
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and that neither of th ... temuo is perlectly preoiae, or points to any ",PP." II. 
bard and fm Uno of division. Bat though th... defeoti .... fatal Capi'" 
to precise oIaaaifioatioll, that II • matter of .....,nd&ry Importance. "hOD . 

Thingo relating to man'. ~0D8 nnw ...... be oIaaaified with preclaion ~ 
on any ..nentilio prinoiple. Exaot Iiata may be made of things whioh au ageD' 

.... to be p\aoed in oertain c\uoeo fOr tha gaidanoe of tho poli .. officer, ~.J:;" 
or tho oollector of import duties: bat mobIiets are frankly artificiaL 
It II the opirit and nat the letter of eoonomio traditiO!!, whioh we 
ohoaId be moet eanofa\ to preoerve. And, ao wao suggested at tho end 
of Book n. ahapteo IV., no Inte\ligent writer haa ever \eft oat of 
aoooant either the aid. of proopeotiven_ or that of prodactiveneoo: 
but lOme have enla.rged more on the one aide and others on the other; 
.. hile on either aid. diftioaIty baa been foand in drawing a definite 
Uno of demarcation. ' 

Let DO then look at tho notion of .. pitel ea" a _ of tbinga. ~a1 
\ tho reoalt of hDD1&D offoria and sacrifi .... devoted mainly to oeoaring ~ 

benefits in tha futuro rather than in tho _to Tho notion itoeH ill ..... 
definite, bat It doeo not load to a definite classification; jut .. tho y.:;';:ou 
notion of longtb ill definite, bat yet doeo not enablo DO to divido off luIwe. 
long wo\Ia from ohort wo\Ia ... va by an arbitrary rale. Tho oa_ 
oho ... BOmo proopeotivan ... when ho pats together branch .. of _ 
to protoot him for • night; ho oho ... more when h. mak .. a tont of 
pol.. and akino, and yet more when ho bailda a wooden hat: the 
a1vilizod man ahowa InareIIIJing proopectivoneoa when h. Ilibatitatoa 
IOlid hoaoeo of brick or otano for wooden ohanti... A line ooold be 
drawn anywhere to mark off th... things tho prociaotion of wbioh 
ohowa a great doaile for futuro oatiafoctiODO rather than preaont: bat it 
woaId be artiIiaial and nnotabl.. Th_ who havo aoaght 000, have 
foand thomael ... on an lnoUnod p\ene: and have not ...... hed a stable 
_ticg.place t.ill thoy have incIaded all acoamaiated weolth .. oapitoL 

Tbia logicaJ reoalt .... facod by many French eoonomiota; who, 
following In tho lin .. laid down by the Phyaiooraia, aoed tho term I 
Capital very muob in the II8Il!8 in which Adam Smith sud hia im$e
diate follow ... aoed the word Stock, to Includo all aocumaiated wcaJth ' 
(..z....., aatm>ulIu); i.e. .1I tho reoalt of tho "" .... of productio;, 
over conoamption. And although In ....... t y ..... thoy have ohown a 
dooided tondonoy to DBO tho term in tho na.rrower Englieh aonao, 
there Ia at the laDle time a ooDBiderable movement on the part of 
IOmo of tho profoundeot thinkon In Germany and England In tho 
direction of tho older and brooder French definition. Eapeoially haa 
thia been remarkablo in writ... who, Uk. Turgot, have been inclined 
towarda mathomatieol mod .. of thonght; among whom Herm&Dll, 
JevODO, Walr ... and Profeaaora Pareto and Fisher ..... conapicuoua. 
Th. writ.icga of Prof .... r Fisher contain a maaterly argument, riob 
In fertil. ouggeatioll, In favour of a oompreheneivo ... of tho term. 
Regarded from the abatraot and mathomaticaJ point of viow, hia 
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"P ... 3. position ia incontestable. Bat he oeomJI to take too Bttle account of 
the neceasity for keeping reaBotio diacusoioI18 in touoh with the 
Iouguage of the market-place; and to igno", Bagohot'. caution 
ag_ trying "to up ..... variOUl meoningo on oomplex t.hiDgo with 
alCaDty vocabulary of faatened uaea1." 

SoclaI f S. Moot of the attempta to de.line oopital rigidly, wbether in 
eapi&al 
... ganled Engloud or other counlrloo, have turned mo.inly on Ito produotivity, 
... m .... to the comp_tive neglect of ito prospectivity. They have regarded 
of pro-
ducl.ioD. aooial capital as a me&DI for acquisition (Erwerb8kapital) or 88 ."stock 
and 6 .. , of the ""Iuiaileo of produotion (Prot!uclioM.milld YomJIh). But t.hia 
=p~o~ing goneral notion baa been treated in diJlerent WAys. 
and aiding AecordiDg to the older English traditiOIlJl capital oonsista of thooo 

III labourj f things which aid (If' IlUppori labour in production: or. aa has been 
ooid more recently, it cOlllliata of thooe thingo without whiob produo
Mon oould not be carried on with equal etlioi~. but which are not 
free gifto of nature. It ia from t.hia point of vi ... that the diatinction 
already noticed between COIIJIumption capital and auxiliary capital, 
hoe been made. 

. Thia view of capital hoe been auggeated by the alIaira of the labour 
market; but it haa never been perfectly coDBiatent. For it hoe been 
made to include .. capital everything whiob employera directly or 
indirectly provide in payment for the work of their employe. wage 
capilal or ....... ,..,.,.,.,., eapiIal, .. it ia oolled; but yet not to include 
an:!" of the thinge needed for their own oupport, or that of architects, 
engiuoors, and other prof ... ion&! men. But to be coDBiatant it .hould 
hove included the ..........nea for ellioienoy of all oIaoseo of worken; 
and it .bould have excluded the luxuri .. of th. manual labour oIaoseo 
... well .. of other work.... H, however, It bad been puahed to t.hia 
logical oonclusion, it would havo played a I ... prominent part III the 
diaousoion of the ...Iationa of employen and employed', 

a See above, roof.note on p. S:iL 
Dennann laid (,s",.lNirlAWuJJrlie1a. l1tlUrlueM",.., c:bI. m. and .... , &hal 

earit.aJ. comistl of gooda "wWch are a laatJag lOuree of IBtilfadiou Ula' bas 
ezcbanp "a1ue." Walras (£lImMfl trtCOftOfllN PpliriqtM, p. 197) defin. capital 
sa ".ywy kind of lOcial wealth whicb is DO' CODIUDled " a1I, or iI consumed bu' 
,lowly; eve.,. utility limited. in quanLU" th., NrV1nt1 U1e 8m UIIe .hieb iI made 
of i~; in one word. wbich can be UI8d more than once; • bouae.. a piece of fumi.. 
ktt8,!' 

Kni. defined capital .. &he esist.ing .iock of goods "whieb fa read, &0 be 
applied to &he aal.ialacf.ioQ of demand in the fu~ure." And Prof. Nicholson .yn
.. The line of lhoughL auggea&ed by Adam Smith aDd developed by lCnioI iI found 
&0 lead to t.hiII'eIUlL: CapiLal II wealth aeL aside for" At.islacLioa--directly or 
indirecLly-of future need.." Bu' Lhe wbole pblUe, and CIIpGciaJIy &be worda 
"ee' uide," teem to lack de1lnit.en .... and to evade nUaar &.baD onn:ome ... 
dimculu. of the problem . 

• Tbe following are amoDi the chief deftniLions of capital by Adam SmiUl', 
EngUab follo"ers:-Ricudo eaid:-"CariLai II Lb., pan of Ule wealLb cd • 
oouoLly wbieb ill employed in produeLioD and cooaiau of food, cIoUUng, toola, raw 4 
materiaIa. machinery .... 1lec:eeaarJ' to give ea.ct to labour." MalthUi Iaid:-



FUNarIONS OF CAPITAL IN AIDING AND SUPPORTING LABOUR 789 

In some oountries however. and especially in Germany and Austria. ...... 3. 
th .... baa been 10m. tendenoy to oonfine capital (from the aooial point -;u 
of new) to auxiliary or instrumental capital. It is argued that in =~ 
order to keep olear the contrast between production and oonaumptiou. bu. D'::m, 
nothing whioh ant.... directly into oonaumption should be regarded .. ::GC:'. 
a meana to produotion. But there appeara no good reason why a thing 
should not be regarded in a twofold capacity'. 

It is further argued that thoee things which render their aerncea to 
man not directly, but through the part whioh they play in preparing 
other things for his uee, form a compact cIaaa; because their va.lue is 
derived hom that of the things whioh they help to produae. Thera is 
muoh to be said for haVing a name for this group. But there is room 
for doubt whether ""pital is a good name for it; and a.loo for doubt 
whether the group is ae compact ae it appeara at first sight. 

ThIlB we may define instrumental goode ao ae to include !.ramweyo 
and other things whioh derive their va.lue hom the peraona.! aern ... 
~whioh they render; or we may follow the example of tha old IlBO of the 
pbraee produotive labour, and iDsist that thoae things only are properly 
to be regarded as instrumental goode the work of whioh ia directly 
embodied in a material produot. The former defiDition briogl this IlB8 

of the term rather oIoee to that diacueeed in the l&et eeotion and aharea 
with it the demerit of vaguen.... The latter is a little more defiDite: 
but seems to ma.ke an artificial distiDation where nature baa made none, 
and 10 be aa uuBuitable for eoiantifio purpoeea aa the uld defiDitiono of 
produotive labour. 

To oonolude:-From the abatroct point of new the Frenoh 
d.fiDitiou. advocated by ProfOBBor Fisher and othara, hold. the field 
without a rival A man'. ocat is a atored up produot of paet eJforta 

IlCapit.al iI ihaL portion of lobe .t.ock of • COUDby which it tap, or employed with 
• 'lie" to profit in &.he pmducLiOD and dilt.rtbution of wealth.» Senior .aid:-

I "CapitoaJ. iI an &rt.ic1e 01 wealth, U1e reaul, of hWDan U'erUoD, employed. in the 
product.ioo or diaLribuLloD of wealLb." JohD Swan Mill eaid:-"Wha' eapita! 
doel for prociuct.ion, iI to afford. &he abeUer, PlOtect.ion, t001l and mat.eriall whieb 
the work require&, and to Iced and otherwise maint.ain Ule labourel'l during the 
procelL WbBteYM t.binga B.nI destined lor UUa UIe are capit.al." We Ihall have 
$0 retwn &0 Ulil conception 01 capital in connection with Ute ~ Wapi 
Fund docLrinej see Appendix I. 

M Held rematked, &.he practical problema which were prominent. earl, in the 
Jut. cent.ury auggest.ed. lOme BUCb conceptJoQ of capitAl II WI. People wero 
aD:rioU8 to insiat. that. t.be \1I1!Uare of &.he working clB1881 depended on • provilion 
01 the m8llDl of employment. and 1NIt.eDance made beforehand: and to emphuue 
the dangel'l of auempting to make employment. lor them artificially under the 
8J:Lrangance of t.he Prot.ecUve .,.tem and the old Poor-law. Held'. point. of view 
hal been deTelaped with great. lICWDen in Canaan'. euggeat.ive and iDt.eJesting 
PtodWliotl .nd lJi.Nibtat()tl" 1776-1848: thougb lOme of the ut.terancea of the 
earlier economiata aeem capable of ot.h8l' and more reuouble int.erpftl~tJoDl thaD 
thole wWch be 8IIigna to them. 

1 For an argument to t.his effect., and an eJ:ceUeoi diecuuion of I.be dim,euJ.t.iM 
GI\be whole aubi ....... WI8llOl, GrtuuIltpog, Ed. a. pp. 81~ 
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APr. " 8. and .... rIli ... deotlnecl ... meaDi 10 provide him with future gratiS. 
o&tiOllll, jUit .. muob .. a laotory iI: while buth yield immediate 
.belter from the w .. ther. And If we "'" aeeking • definition thol 
wiU keap .... IiBtio eoonomi.. In toucb with the market.-pIace, th .. 
ooreful acooDDt IU!OCII to ho taken of the aggregate volume of th ... 
tbingo which .... regarded .. capital In tho market.-plaoe and do nol 
faU within the limite auigned to "intermediate" producIlI. In .... 
of doubt, that coarae iI to be preferred whicb iI moat in acoordan .. 
with tradition. Th... were tho consideratioDi which lecI to the 
adoption of the twofold d.6oition of capitaI, from tho bnsineoo and 
th.1OOi&l point of view, given above'. 

a See lL n. I, &. The connection 01 the produetlnn. 01 eapital wi&b &be 
demand for i" and of ita proapecwvellMl with &he IUpply of i& hu long been 
laten' in men', minda:; thougb it; b..u been much overlaid by other conaideratiODl, 
many of whieb appear now t.o be bued on miIconeepfoiona. Some wriw. have 
laid more .lnu on b supp.,. dde and aUl.a on &be demand Iide: but the 
diffennce between them b .. ofleD been little more than • dilI'erenee of tmphaaia. 
Tbose who have laid Itress on &he produe~vi'7 01 capi~ hay. DO& beea ignorant 
of mIlD', UDwillingnesa to AYe and l&CI'iftee &he prelJ8D.& for &he fuWre. And on 
lob. oUler band, 'bose wbo bave given 'heir though' mainly to the nature and 
eden' 01 &be eacriftce InvolYed. In IhiI poalopooemeat, bay. Nprded II obriOUl 
lueb facta II lbat. a .&ore of the Imp1emen&a 01 production gine mankind a 
largely increued power 01 atisfying ibm wu.t.t. IA mod there " no I8lLIOD 10 
believe lbat. t.he accountl which Prot. BGbm-Bawert baa given of the linaive 

I producUritylbeoriee," &.be Uuae theoriea" etc. of capiLaland iDterut would have 
b&ea. accepted by tbe older writei'll themselvee .. weD-balanced and aJmplet.e 
preaentatiolll of their leveraJ positiODL Nor doel be seem &0 have succeeded ill 
finding a de6nilion U1at. is elt'ar and conaiItent. Be .. ,.. that. "Social capittal it 
• group of productl dOlltiDed to aerve t.owarda fw1.her producUon; Of briefly a 
group oIlnWlnnediate product&tJ Be formally uclud. (Boot L cb. YL) '"dwelling 
boUlel and other tinda of buildlnga sucb .. serve immediately for any p~ of 
enjoymeut. or education or cult.ure.JJ To be conaistenl, be an_ ."elude hotel8, 
tramwaYl, paasengv ahipa and t.raina, etc. i and perbapa enm pJant. for supplying 
&b. eleeLrie ligbllor print. dwellillglj but lbat would eeem to ciep"ft the DOt.ioD. 
of ce.pit.a1 of all practiea1 mWireaL There I8fIIDI no good ground fOl Rcludina 
the public aheatre whUe including Ute tramcar, which would not. JuatifJ the 
InclUlion of milia engaged In making bomHpUD and th. uelusion of tboae 
engaged In making Iac:e. In anawet to lhiI object.ion be wgee, wiLh perfee& 
reason. &bat ."'8IJ' economic cluaifleation mUit. &1low for lbe .ziat.ence of borda 
linea between any two eIaueI, to contain thin .. which belong in pad M .. eh of 
tbe 'woo But. the objecUoDi aubmitted to biI de8nitJon &1'8 that. ita border Iinee 
aN too broad relatiftlly to t.be ilia which t.beJ ia.eloIej that. it. conflic .. rioJenUy 
with the UII8I of the martet-placa. and. lba' yet. It dGel no' embody ... &bit Preocb 
dednitfon doe.. • perfectJy eonaiateD' and eoheftlD.' abstftct idea. 



VAPPENDIX F. 

BARTER'. 

LET .,. oonsider tho .... of two individuals engaged in barter. A ...... 
has, I&Y, a basket of apples, B a basket of nuta; A wanta some nuts, Tb;;;' 
B wa.ntll lOme apples. The satisf&etion- which B would get from one of barter 
apple would perhaps outweigh that which he 'would 1000 by porting with ::'::ll. 
12 nata; while the aatiaf.aUon whioh .A would get from perba.ps three riduala it 
nute would outweigh that whloh he would I ... by parting with one r,':~~ 
apple. Tho oxobange will be atarted 8Omowhere between th... two donI. 
ratoo: but If it gooo on gradually, every apple that A I .... willinoreaao 
the marginal utility of apples to him and make him more nnwilling to 
part with any more: while every additional nut that ho gete will 
lower the marginal utility of natl to him and djmjnjab his eagerness 
for more: and _ .... 04 with B. At \aat .t'. &&gem ... for nua 
reIativo\y to apples will no longer exoeod B'.; anll .;'ohange 'will 
..... boca.,.. any termJo that the on. II willing to propoao would be 
diaadvantageoUl to the other. Up to thio point exohange haa, IlIclteaaod 
the aatiafaotion on both Bid .. , but it can do 00 no further. Equilibrium 
baa been attained; but really It Ia not 1M equilibrium, it Ia .... acCidental 
equilibrium. " " " 

There iB. however, ODe equilibrium ra.te of exohange whicH has some There II a 
eort of right to be oalled tho true equilibrium rate, beoaaoe If once hit .... ~ch 
npon It would be adhered to throughout. Ria olear that If very inanl' ~d 'h. 
nnte were to be given throughout for an apple, B would be' willing to true .... ; 

do but little bnain_; while If but very few were to be gina>; A would 
be willing to do but little. There mnat be aomo intermediate' ri.te lit 
whioh they would be willing to do bnaineea to the aame extent. Suppose 
that thio rate Ia six nute for an apple; and that .t Ia willing to give 
eight applea for 48 nuta, while B Ia willing to receive eight apploa at 
that rate; but that .t would not be willing to give a ninth apple for 
another six nub! while B would not be willing to give another six nute 
for a ninth apple. Thia Ia then tho true position of equilibrium; but 
there II DO reaaon to IUppoao that it will be reached iii practioe. . t, 

Sappooo, for InobInoo, that .4 'a baaket had originally 20 'appl .. In It bUill III 
and Jr. 100 nota, and that .t at .tarting induoed B to'bolleve thi.t h. :::'l!k!1r 
does not care much to have any nut.; and eo manages to barter four attained In 
apploo for 40 nuta, and alterwardo two more for l~ nute, and alterwanle p ........ 

• Bee p. SS6. 
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BARTER 

ODe more for eight. Equilibrium may now have been reached, there 
may be no lurther ""ohange which is advantagcona to both. A haa 
65 DuLl and doea not care to give another apple even for eight; while 
B, having only 35 nolll, seta a high valoe on them, and will not give 
&I many aa eight lor another apple. 

OD the other hand, if B bad been the moro .kilIol in bargaining 
he might have perhaps induced A to give six apploa lor 15 DOIII, and 
Ihen two more lor seVeD. A baa DOW given op eight applea and gal 
22 nuta: if tho \erma at BtarUng had hooD aiJ: DOta lor an apple and 
he bad got 48 DOta lor hia eight applea, ho would Dot have given op 
ADother apple for even BeVen nuta;; but baving 80 few Duta he is 
..mOD to get. more and is williDg to give two more applee in exchange 
lor oight nuta. and then two more for nine DUta, and then one more 
lor fivo; and theD ngain equilibrium may be roached; lor B, having 
13 appl .. and 56 DUta, dOOl Dot perhaps oaro to give more than five 
DOta lor an apple, and A may be unwilling to give up one of hia lew 
remaining apploa lor I ... than six. 

h both th ........ the ""change would have inoreased the oatis· 
lactioD of both .. far .. it wont; aDd wheD it 00lIIIOII, DO lurther "". 
ohange would have hooD pouible whioh would not have diminished the 
aatis!aotion of at I ... t one of Ihem. ID oaoh .... an equilibrium rate 
wonJd have been ..... hed; but it would be an arbitrary equilibrium. 

N""t IOppoaa that there are a hundred people in a simil&r positiOD 
to that of A, eaoh with abouL 20 appl ... and the aame deairo lor DOta 
.. .A; and an equal Domber on the other side simil&rly siluated to the 
original B. Then the ... teBt bargain ... in the market would probably 
be lOme of them aD A'8 aide, some 01" them on B'8i and whether there 
W8B free ooJDDlunico.tion throughout the market or DOt. the mean of 
the bargaina would Dot be eo likely to clifter very widely lrom tho .... 
of aiJ: DOta lor an applo &I in the 0&10 of barter between Iwo people. 
Bot yet thoro would be DO lOch .trong probability of ita adbering very 
olosely to that rate, &I we MW waa the ..... in the oorn·market. It 
would be quite possible lor those on the A sid. to gel in varying 
dogrooa the bettor of thoaa on the B side in bargaining, eo that alter 
a time 0500 DUta migbt have been ""changed lor 700 applCl; and thOll 
thOBO aD tho .A side, having 00 many DOIII, might be unwilliDg to do 
any more trade except at tho rate of at 1 .... 1 eight Dota lor an apple, 
whilo thooe on tho B side, having only 35 Duta apiece lolt OIl the 
average, might probably refuse to pari with any more at that rate. OD 
the other hand, the B'. might have got in vario1ll dcgrooa the better 
01 the A'. in bargnining, with the .... ult that aller a tim. 1300 appl .. 
had been "".hanged lor-only 4400 Duta: tho 8'. having then 1300 appleo 
and 5000 DOIII, might be onwi11iDg to oftor more than five Dota lor 
aD apple, while the A' .. having ou1y BOvon appl .. api ... Iell on tho 
average, might decline that rato. In 0 •• ono ..... equmbriom would 
be lound at a rate of eighl DUta lor an apple, and In tho other al the 

• 
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rate of five nota. In each 088P aft equilibrium. would be attainM., but uP .... 

not 1M. equilibrium. 
This uncertainty of tho rate at whioh equilibrium is reaohed depends Much 

indirectly on tho faot that ono ocmmoclity is being bartered for another ~r'.':.i.:t 
instead of being sold for money. For, since money is a general purchasing ~ov:r 
medium. there are likely to be many dealers who can oonveniently take ~=no1 
in, or give out, Jarge supplies of it; and this tends to steady tho market. utili" 01 

But where barter prevails apples are likely to be exchanged for nuts in ::::~ 
one case, for fish in another, for &rrOwa in another, and 80 OD; the moditJ.ea 
8~ying influences which hold together a. market in which values. are :.::::rt.. 
set m monoy are absent; and wa ....... bliged to regard the margmal 
utilities of all commodities as varying. It is however true that, if DUt-

growing had been a chief industry of our barter-distriot, and all tho 
tradera on both sid .. had Jarge stores of nuts, whilo only tho A's had 
apples; then the exchange of a few h&ndfula of nut. would not have 
visibly aflected their stores, or changed appreciably tho marginal utility 
of nuta. In that .... the bargaining would havo resembled in all 
landamentaia the buying and seIling in an ordinary ooro-markct. 

Thus, for inataDco, let a single A. with 20 apples, bargain with a 
single B_ Let A be wiIIing to sell 6 apples for 16 nuts, a sixth for 
4 nuta, a seventh for 0, an eighth for 6. a nint.h for 7 and 80 aD; the 
marginal utIlity of nuta being always .. natant to him, 00 that he is 
just wiIIing to sell tho eighth for 6 and eo on, whether in tho earlier 
part of tho trade ho h .. got the better of the bargaining with B or not. 
Meanwhile lot B be willing to pay 60 nuta lor the first five apples rather 
than go without them, '9 for a sixth, '1 for a seventh, 6 for an eighth, 
and only 6 for a ninth; tho marginal utility of nuta being CODBtant to 
him, 10 that he will just giv~ 6 nuta for tho eighth applo whether ho has 
bought tho earlier apples cheaply or not. In this .... the bargaining 
mwl issue in the transfer of eight apples, the eighth apple being given 
for six nuta. But of ocurse if A had got tho better of tho bargaining 
at first, he might have got 60 or 60 nuta for tho first BOVen applce; 
while if B had got the better of the bargaining at first, he might have 
got the first BOVon apples for 30 or 40 nute. This ocrresponds to the 
faot that in the com-market discuseed in the text, about 700 quarters 
would be sold with & final rate of 3&_; but if the .. lIers had got the 
best of the bargaining at first, the aggregate price paid might be a good 
deal mere than 700 times 360_; while if the buye,. had got the better 
of the bargaining at first, tho aggregate price would be a good deal lese 
than 700 tim .. 3&_ Th. real distinction then between the theory of 
buying and seI1ing 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 .Iock of 
one of the thinge which is in tho market and ready to be excbanged 
for the other is very Jarge and in many hands; and that there!or. 
ita marginal utility is praotIcally ocust..nt- See Ncte XU_ biI In the 
MathematIcal AppendiL 



VAPPENDIX G 

THE INCIDENCE OF LOCAL RATES, WITH SOME 
SUGGESTIONS AS TO POLICY • 

. APP: a, 1. It. W. have seens that the Incidence of • new local tas on 
The printing would differ Irom tbat of • national lex mainly by oausing 
incidence 01 aJl1ocol IUob parts of the local printing lnduotry .. oould oonveulenUy mlgrate 
Ia ... ;. beyond the bouodari .. of tho local lex to do.... ThOll cuatomero who 
~ft:ncocI needed their printing to be done 10 the looality would pay rather hlgher 
.ligraUoD for It. Compooitoro would migrate till oo1y enough remaiDed to IiwI 
Of'~ I employment locally at about the same wages .. before; &D.d aome 
~S b;tu:, printing offioee·would be transferred to other industriee. The Incidence 
mhf.hlh in of general local ralel on Immovable property folloWi different linea 10 
: ... Bl'O • lOme reopeot& The power of migration beyood the bouodari .. of the 
expended. ralel la • very Important factor here, AI In tho _ of • local taJ: on 

printing. But of porhapa even greater Importance la the faet that a 
large part of the local .. lei la spent in wayo Ibat conduce direoUy to 
the comfort of th ... very reeidentl and work ... 10 the looality, who 
might otherwise be driven away. Here Iwo teclinica1termo are ooeded. 

0.- 0 .......... 1eI are thOlO whiob yield DO compensating benefit to the ...... 
peroDDI who pay them. AD eztreme oaoe ill thai of .. lei deVoted to 

R_jkW 
orr.". ... 
.. INti", 
n .... 

paying Interea! on a loan ioourred by • municipality for an <enterprile 
whioh failed ood h .. bOOD abandoned. A more repreoentative .... la 
that of a poor-rate levied mainly from the well-to-do. Onerona ralel 
tend of oourse to drive away thoae persons on wbom they would faIL 

On the other hood bm4cial or remuneroli .. ralel are thOlO lpent 
on lighting, draining, and other purpoe .. ; .. AI to oupply the people who 
pay tho ralel with oort&in neoeaaari... comfortl and lumn .. of life, 
whioh oon be provided by the local authority more oheaply Ihan in any 
other way. Suob rateo, ably and honeoUy admioiltered, may oonfer a 
Det benefit on those who pay them i and an inorease in them. may 
attraot population and industry instead of repelliog It. Of oonroo a 
rate may be onerous to one 01 ... of the populatioD and beneficial to 
another. A high rate opoot on providing good primary and IOCOnd_ry 
IOhoola may _ttraot artlaan roaideDIe, while repelling tho well-to
do. "Servi ... whiob are prepooderanUy National 10 obaraoterD are 
If generally oneroua n; while I'thoso whioh are preponderantly LooaJ. in 
oharaoter generally confor upon rate-payera a direot and peculiar bene6t 
more OJ' leu commensurate with the burden', It 

But the term .. rale-payer" needa to be interPreted differently in 
, See pp. 4S3 and 659 . 
• Above V. IZ. 1. Tbll Arpendb:: II Iarpl:r baaed OD &be Memorandum &here 

men&ioned • 
• FiooI B_ 0/ ROf<II c...._ .. LoooI 2''''';'''' 1901, p. 11. 
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.... G, 2. the movement of the ball oouId be calculated. But before any one 
toDdenoy haa had tlmo to produoo much roouJt it will h .... _ 
to .. ist., and ito ouCOOllllOr cannot be predicted. Joat eo, though econo
misto .. ttled once for all, ..... Jy .. century ago, tho gouer.1 toDdonoica' 
of the .hilUng of tamtion; yot tho relative weight of onoroua ratea in 
dlffereDt placoa of ton chang .. 80 rapidly th.t .. toDdonoy m.y make 
but little headway before it Ia stopped oll. or ovon rovencd. by changeo 

Tbet.enn 
6vilding 
DOl ... 

wbJch cannot be predicted. 
§ 2. We ha ... already seen that the groand rent which .. build .. is 

willing to pay for any Bite Ia govsrnod by his estimate of the additional 
value whioh that Bite will give to the buildinga ereotod on it. Before 
taking the lcaao his .. pital and that whioh h. will borrow' for tho 
pUl'pOOO is "/reo" and ,expressed in torma of money. Th. anticipated 
inoomo /rom his in .... tmont Ia O1pr , ed a\ao in money. Ho .. to on 
the one sido his outlay for building; .... en tho other old .. tho ox .... 
01 the rental value of the building with ito site ovsr tho ground rent 
to whioh ho is about to oommit bimooII. He worb out-psrhapo 
rougbly and by inalinct rather than definite arithmeUcaI calculationo 
,-the prooont (diaooonted) value of this "" .... Ior the (oay) 99 years of 
his I..... Fina\ly he tak.. the lcaao if he .... his way to • good 
margin of profit; and no better opening for his enterprise is at handl . 

Ho oontriv .. to tho best of his ability that the Bite and the houoo 
(or other building), whioh he puto upon it., sh.1I be psrmanont1yappro
priate tho one to tho other. In 80 far .. he auoceods, tho rent of the 
property at any futore time is tho BUm of ito annual Bite value and tho 
annual valuo of the building: and this he O1poOto to yield him full 
profita on his outlay, allowing for msuranoo againat the risb of a 
rather hazardous induatry. This second part of tho rent is commonly. 
though psrhaps not with atriot propriety. called the (annual) building 
valu .. or tho building rent of the house. 

if • As timo goes on, tho purchasing power of monoy may chango; tho 
~uil=' cIasa of houoo lor whioh th.t Bite is suitable is likely to ohango; and 
in":pp",. me the toohnique of building is oortain to be improved. Conooquon\ly tho 
p.:'~':.:" total annua\ value of tho property at a later date conoista of ita annual 
lb ... bolo site valu .. together with profito on tho ooot of building .. honoo giving 
~u~ may acoommodation oqually doairablo at that date with tho O1istiug house. 
Ib.~ ollbo But all this is aubjoot to the dominant condition that the general 
• oh ....... ter of tho houoo baa remained appropriate to ita site: if It 

haa not., no prooiso statement aa to tho relation betwoOD total vain .. 
aite valu. and building valuo Dan be mad.. If for inatanoo • ware
hOUBO or • dwolling houoo of quite • different oharaoler is needed 

• See abo... V. Do 8 and 8. TIle bui1dor ....,.uy Joob 10 aoIl Ilia _ 
before much of i' hal NO ouL. Bu' &he prke which he expec&l to II" iI U. 
(di3ccnmted) eJ:CGII 01 &be NIl'" .,..lue 01. &be p!Open,. 01'81' the pnmcl teD' for 
... NI'I'IainInR J'MI": and ~erefore &be IUbataDce of 1m eU:ula&ionl iI DII&I'IJ &be 
..... u il would be H be inlendod \0 bop \be pJOpor\1 in Ilia .... 1>aDda. 
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10 d.velop tho f!IIl .... uroeo of the site, the Iotal valuo of tho property 0 ... a, 
88 it .tanda may be leas thim ita site TBlue alone. For the site value ~' 4. 
0GDIl0' be doveloped without pulling down those buildioga and oreoting 
...... And the valuo of tho old III&toriaI in th ... buildioga may be I ... 
th .... tho ... , of pulling them dowu, ,allowance being m&de for tho 
obetrDot.ion and I ... of time inoident thereto. 

§ 8. AI betWOOD two buildioga equally eligible in other roopoote, On.", .. 
the oocupier will pay for that which baa the better aituation an aDDual !i~~ai:ea 
BUm equivaleDt to ita special advantages: but be does not oa.re what in.o tar ' 
pa.rt; of this aum goes as rent and what 88 taxes. Therefore 0Mr0U.t toea :!:':e 
on si," val" .. ~d 10 be deduo~ from the rental whioh tho owner, or ded~cled 
lesaee reoeivee: and they are accordingly deducted, in 80 far as they oan fro~d 
be foreseen. from the ground rent which a builder, or anyone else, is ~taiD 
willing 10 pay lbr a building I...... Suob 100&1 ratea .. are remunorat.iv .. ne" leao& 

are in the long run paid by .... oooupier, but .... no real burden 10 
him. The condition uin the long run" ill esaential: for instance, 
ratea levied on aooonnt of in_t and IIinkini! fnnd on a Iown im
provement, which will for eeveraI yeare 10 com. disturb the publio 
thorongbfareo, and yi.ld nono of ite good fruit, will be onoroue 10 the 
oooupier, H b. pays it. In striot just.ioe it should be deduo~ from his 
rent; because when the improvement is in full working order and 
eepeoially when the d.bt baa been paid off, 80 that the ra," in queat.ion 
Iapaeo, tho owner of the property will reap tho benefit of the onerous 
ratee levied OD aooount of it from the firstl. 

§ 4. Tax.. on building valu.. are on a. tIiff.rent footing. If Ta ... on 
uniform all over the oountry, they do no alter the difIerentiaI ~~'!,.~ 
advantages of favoured sites; and therefore do not--direotly at least- uni1o~ all 

make the builder or anyone .Iso I ... willing to pay a high gronnd rent ::~::; 
for a good lite. If they are 10 heavy 88 materially to narrow the area cannot. be 
of gronnd built upon, they will indeed lower the valu. of all building :~~.: by 
ground: and apecial Bite values will fall with the rest. But their effect cupi~r, ex· 
in this direction is 80 amaH, that no great error ta made by saying that ~~~nhS: 
uniform. taxes on building values do not fall on the ground owner. aelect. a 
Tho builder, in .. far .. ho antioipatea ouoh tax ... adjuste his pJaua 10 ~.i.; 
th.m: h. aimo at putting up buildioga of only ouoh nxpenae &8 can be building. 
let 10 _te at rente that will yield him normal profite; while the 
_t pays the rates. H. lII&y of oourae mieoaleulato. But in tbo 
long run builders as a o1ass, like all other ablo business men, are nearly 
right In their caloulations. And in the long ron, nnHorm ,"xeo on 

l Thill auumee Lhat. Lbo land is aaaeaed to tho tax at. t.be aame arnount., what.
eYer t.be U8e to which it. ill put.. The case of an extra tu ror a .petial use can be 
treated .. in V. x. 6. U agriculLurai land were uempt 'rom lbe t.u, then t.be 
&eDant. of • houae or facLary in t.be country would elCape t.bat. part. oJ t.he lite &ax 
which ill ..-ed on the e:a:C8111 of the .... lWII of t.be land for building UMI oYer U. 
value for agriculture. Tbia might. .UghUy increaae concentmt.ion in toWIll, and 
tbua t.ake a little bom t.he burdeD on lite owners in them: but. .t. would D.ot. 
mal6ria1l7 .« .. 11be .&1 .... oIlilelin Ibe con'" 01 _ s.. &loo bolo .. f 8. 
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.... D, 6. building ..... u .. fall Dpon th. oooopler; or at tho loot 00' blI OlIItomm 
if h. _ the bUilding for trade purpooeo, &ad bi.o oompoti_ are 
·BUbjeot to Iimilar rateL 

I! ... un..... . Bo' lhe _ is quitedilI ..... t In regard to opeaIaJ high .......",. I ..... ::.,' :r" ratoo DO building nolo... &ad hen oomoa In the ohief dilfenooe 
_ betWOOD the incideDce of oaticmaJ lax .. 011 immovable plVpody aud 
b::.:!.. Iooal ratoo DO It. Remuoerati ... apend.iture from .... te.,which 

Adela more to tho ooDveoieuoeo of life thau the equlvaloot of 1tJI-t. do 
DDt of 00_ repellhe oeoopier: that part of them which 1.0 ... 011181! 
DO build.iog ..... U .. 1.0 paid by him, but is 110 real burdeo 011 him; aa 
we have ..... ill tho ..... of l'I!IDuoerative .. too on lite· .......... 

£''''P''oo, But that part of the ratoo on building ..... 11011 which 1.0 0Il8lV11l, &ad In 
::~ ':~ "" .... of OOlI08pOnding ohargeo In other r-titieo, dooo IItJC fall mainly 
OD bullding on the oeoupl.... Any uoopticmaJ preoaure wiD ........ "'em to migrate 
::d~ be beyond ite ..... h ill enftIoiont Dumbcra to .mUDO the demaud for h01llM 
ohiIted OD &ad other build.ingo In the r-tity, till the bardon of thoae ucepticmaJ 
:: U,'~D:'::;. rateo falls upel1 tho I ...... or owoem. BUildero thorofare, In 00 far II 
"'7 .. u they 08D f ...... tho future, deduot the equivalent of th_ exoopticmaJ =-= onerouo ratoo OIl bUilding nolu ... together with all ratoo and lax .. OIl 

lito vaTu .. from the groDUd rente whioh they are wiDing to poy. 
Ora,,! m· But the ...... in which great deduotiOllO of this kind are mad .. are :1:::e:. not Qumerou and important. For permanent inequalitiee of onerous 
.. leo rate., though oonoiderabl.. are I... thOll is oemmonly thougbt: &Ild 
::!11:" many of them are due to _doote which cannot eooily be f~, 

lI'Ooh lUI mjamanagement by • partiou!ar group of local administratorL 
There 18 indeed on. broad 8Ild perhapo permanent ........ whloh tbrowo 
ito ohodow boIore, namely the toudoooy of the welI·to-do to move a_y 
from orowded dietriota to roomy &ad faohiooable oubur": thue leevillg 
the working a1aaaee to hear an Undu. ohare of the ,naticmaJ duti .. 
towarde the very pour. But 110 ooon.. dOOll this ....u booom. GOD' 

.piououe, than IegialatiOll is Invoked to remedy It, by widening the 
areaa of rating for 80m. purpoeee, eo .. to inolud. pour and rich 
dietrioto DUd .. the II&me budget; and in other _yo. 

Sped.Or U is of greeter Importonoe to remember that o:rceptionaJ OIlorouo :=:: one ratee OD building values, while tending to lower Bite ren ... and flo 1.",.
diatrid are the ground rents on Dew teasel in the distriots to whioh they apply. are 
:., ~":;d not .. greet a boodoo OIl the whol. body of Own ... of 1and ... _ at 
!"bdlo.... &rot light. For much of the bUilding ooterprioe, whiob 1.0 checked by 
",olbolo. ouch rateo, is not deotxvyed but d.ireoted to other dietrioto, &ad _ 

the oompotition for new bUilding I ..... there. 
Old .. 101 I 5. The Incidenoo of a loug ... tablisbed rate 1.0 little alJootod by 
::~:U:h:d ita being ooUeoted from the tenaut, and not from the own"",: thougb It 
belo .. ,h. Ie vitally affected by the proportiODl In which tho rate 1.0 ouOIII8I! OIl 

~~:, lite &ad building ..... u .. reopeotively. On tho other band, tho incidence 
are no for the 6rat few yean of an inOl"e8M in oneroUi ratee II much affeot.ed 
bllllioD 10 by the mode of oolleotion. The _upi .. boono m .... of the l1ew bardOll 
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"'an ha WOIlld if part of "' .... teo ...... oonooted from "'. 0_ .... or h. .... 0, e . 
...... aJlowed to dodu.t • part of "'em from. hill "",,-. Thill applioo th.;';;: 
only 10 · ... ighhourhooda Ulat.an. making progreea.. Where Ulapopu- oh ..... 
lation ia reooding, IIoIld building haa oooood,oneroua rateo toDd to _ 
upon . owu.... But in ouob pIaooo ooonomiD fri.tion ia genaran)' 
.troDg. 

It ooemo probahl. Ulat "'a total. p_ of ouerouo _ on Th ... 1Ia 

"'a euterpriao af building opeouiatoJoa and GUlor interim owuora ia not :::::d .. 
very great; and that man)' ratoo, of wmob "'e)' have oomplainod. have ohangeo 

reaJl)' anriobod U1em.. But vioiaaitud.. of "' .... teo in_ aJightl)''' n .... 

"'. great riab of "'e building trad .. IIoIld inevitohl)' "'e oommunity 
pa)'l lor ouoh riab more "'an "'air aotuarial equivalon'- An thill 
pointa to "'a sriovouo avils wmoh a.riae from great and eudden __ 
in "'a ratoo, eopcoiaII)' in reg"'" to premiaoo "'0 _blo TOIuo of wmob 

. fa high relativel), to "'a net inaoma.oI "' ... cupier. 
The trader .. especially if a Ibopkeepe.r. is 9ften. able to throw, lome The 

part of "'. burdon 01 hill reteo on hill .ustom .... at aJI evente if ha = '::~p
doola in t.biDgo wm.b oannot be oesiI)' got from a diatonoo. But tba k .. p ... 
BhopkeeP"l"~ rates are very large relatively to hia income; and lOme 
of Ulat _dit"", fr.m "'. ratoo, wm.b is nmmnorativo from "'. 
point of vio.. 01 well·to-do IOOidente, appeanl c>nerouo to him. His 
work belongs.to "'at group in wm.b eoonomio progreaa is ra.iaing auppl)' 
rela.tively to demand. A little while ago his remuneration was artitioi .. 
aJI)' high, at "'0 ___ 01 oooiot)': but now it ia Ia.lling to a low .. 
and porbopo more .equitoblo level, IIoIld bo is a1 ... to recognize·"'o no .. 
oonditions. His mind laatena on th. real iD,juoUoo wmob ho .lIfte .. 
whon rateo are auddoof)' raiaod muob; and bo attributeo to tha~ 80m. 
01 tho p ..... "'" on him wbiob is reaJl)' duo to deepor oouaea. Ria aenao 
of iD,juatioo ia aborponod b), tho laot Ulat bo dooo not alwO)'l bargain on 
quite evon torma with hill landl.nI; lor. to 88)' nothing 01 tha 008t of 
8xturea and tho genoral ___ 01 a ohange, h. migbt 1080 a great part 
01 hill o.uatom b), moving to equaJl)' gnod premia .. oven a Iittl. wa), oIL 
It moot bowever be. remembered' Ulat th. obopkoopor dOO8 migrate 
8Ometim.., Ulat hill mind ia alert, and ha tat .. lull aooouut 01 th. 
rateo; and thus, alter a lew )' ..... ha .hifta th. burdon 01 onorous 
rates on to the owners and oustomers more fully than a man of 
almost an)' other claas doea. (Th. hotel and lodging.h.uaa keepor 
ma), rank hore with "'a obopkoopor.) 

§ 8. Land near to a growing town, wmoh iI.tiII usod lor agrioulture, The 
may yield very little Det rent: and yet be a valuable property. For ita :r=ner' 
future ground renta are anticipated in its capitol valuo; and lurtbor ilAl building 

ownership ill likely to yield an inoome of satiafacitiOD outaide of tho ~1~ ita 
money rent received. for it. In this ~ it is apt to be undeNwesaed "'~U.I 
even when .rated at ita full rental value; ami the question arise. 
whether it obould n.t be II8BCII8OC! at a percentago on ita capital value 
iDstoad of at a porosntage on ita "",,-
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UP. 0, 6. Such a plan would hasten on Inillding, and thu tend to glut the 
JI1&rkot for buildinge. Therefore renIB would tend to fall, and buildore 
would be unable to take building I ..... on high gronnd renl& The 
ohauge would therefore tranefor to the people at large lome part of 
"the publio value" of loud which now goea to ownera of land, that ia 
built upon or fa likely to be built upon. But nul ... aooompanled by 
energetio action on the part of urban authorities in planning out the 
lin .. on which Iow1UI mould grow, it wnuld reault in haaty and in
appropriate Inillding; a miatake for which ooming generatioua would 
pay a high prioe in the I ... of beauty and porhape of health. 

... d. p.... Th. principle which Ii .. at the baao of thia eoheme ia capable of 
&ialLrana-
lereneeol larger application: &I1d oolDething may be eaid aa to one auggoation 
....... of an extreme oharactor, which baa recently attracted aome attentiou, 
"!':.!uy to the eflect that in future tatea mould be ........J maiDly or Oven 
'rom build· wholly on Bite valu ... with little or no moronoe to the value of the 
~ .:~... buildinge. lIB immediate offect would be an addition to the value of 
v~uesJ some properties at the expense of others. In particular it would raise 
:!fl:' "ork the value of high and expenBive Inilldinga in diatricIB in whioh tha 

ratel were heavy, even more than those in which they were low; 
beoauo it wnuld offord ",lief from .. greater borden. But it would 
lowor the value of low ohoolete buildinga on large Bitea in heavily rated 
diatriol& After. time, the amount of building put upon • Bite would 
vary genorally, ""bjeot to the bylaw., with iIB advantagea of Bituation; 
inatead of aa now partly in proportion to th_ advanfBgee, and partly 
in'voraely .. the tatoo. Thia would inoreaae oonoentration and tend to 
raiae grOBB Bite valu .. in advanfBgeonB diatricIB: but it would aJao 
inc ...... the aggregate expenditure from the ratea; and, .. thia would 
fall on Bite valu ... the net Bite valu .. might be very low. Whether on 
the whole the concentration of population would be inoreaoed, it ia 
dimoult to .. y: fur the moot active building would probably be in tho 
""burbo, whore vaoent loud DO longer .... pod heavy rating. Huoh 
would depend on the building bylawa: the conoentration might be 
muoh loeaened by a rigoroua ruIa that there mould be a large ,..,. 
"_ at the hook .. weD .. in front of all high buildings' • 

• Por inlmnee IUppoae aD. aroa of .. million square fed to be eowered .nib 
rowI 01 parallel buildings 40 lee' high Md (() fee' deepi a bylaw, that UIe "'7 
mus' IUbtend baH • rigb' angle .. Ute ground lookiDg alraigb' bact u weD u 
bont. will c&U8(II the distance bet.weeo each row and Ute ON' to be 40 feet.: Iobd 
the aggregate .olume of building wiD be 40 fee' mul&.iplied into half the toW ana, 
t ... 2O,lXXl,00l cubic fee" Now mppoee \be beigM of the buildinp to be Vebled. 
Under t.he llUQe bylaw, the diltanoel bet.weeu. t.be JOWl mUll be 120 fee,: and, 
OD the auppoeit.iOQ tha, it. is Dot. COIlftinien' &0 ineteue t.he dept.b 01 ... 00.
beyond 40 fee' t.be aggreaat.e YObune 01 building will be 120 fee' mulLiplied. in .. 
a quarter 01 tile total U'e'a, t,hat. fa. 30,000,000 cubic reel. Tbpe t.be &oWI&eCOID
modat.ioD will be incnased by 001,. ODe half; inat.ead 01 beiDa Vebled, u would 
ba ... beoo lb. _ tI Ibo old dia&aneol 0/ 40 leo' be'_ Iba IOWI bod _ 
maint.a.ined. 
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17. Reference h .. · .w-Iy been made to the latent partnership An ... , 
be_ tenant and landlord in British agrioulture generally'. Com. 7,8. 
petition is Ieeo e1Iective in rural than in orban distriots. But 011 the Rural 
other hand the oontributioue whioh the landlord makee to the e1Ieotive ...... 
.. pita! of the farm are elaetio, and liable to variation aooording to the 
atresa of circumstauCES. These adjustments obscure the incidence of 
agrioultura1 ratee, as the eddiee of wind ruehing past • house will often 
corry &Dow-flak .. upwards, overbeoring. hut not destroying. the ten-
denoy of gravitation; and hence arises the oommon saying that the 
farmer will pay both hie and the landlord'. share of new ratee, if the 
oompetition for farms is otrong; while the landlord will pay an. if he 
baa """""n to feer thet farme will be thrown on hie bands. 

However, rural populations probably bear less onerous rates than is 
oommonly euppoeed. They have gained by improved polioe service and 
the abolition of turnpik ... and they have ineroasing ....... to advantages 
parohaaed by ... teo in the neighbouring towns, to whieh they· do not 
OOIltribute, and which are generally much higher than their own ... teo. 
In BO far as the rates are remunerative in the immediate present, they 
are no net burden to the oooupier, though he paya them. But rates are 
a eonsiderable pero8Dtege on the farmer'. net inoome; and the burden 
on him Is apt to be heavy in th ... very mre ..... in which onerouo 
rural rateo are Increaaed great.1y_ As.w-ly indicated, an onerona rate 
ooofined to one district is likely to preea more heavily on the local 
landlords and farm .... than if general throughout the country'. 

18. This volume is mainly oooupied with acientifio inquiries; but lleasonB 

yet not without some glanoes at the praotioal issues, which Bupply ~ 1::~ 
a motive to economio studies'. And here some consideration of policy 'be general 

. seems desirable in regard. to rates. For all economists are agreed ~~:''d 
that la.nd in an old country resembles other forms of wealth in many :fPlying 
respects. and that it diffem in others: and in some recent contfo. .ide;..::~1 
versial writingo th .... b .. appeared a tendency to relegate the points to IC~. 
of differenoe to- a aeoondary place, and to give almost exclusive ts"::!ca1 
prominence to thoae of aimilsrity_ A moderate tendency in that 
direction might be judicious, if the points of eimUarity alone were 
of higb importance in urgent practical isau... But the COIltrary Is 
the faot. And therefore it may be well to consider some great issues 
of administrative finance, in which a leading part is played by th .. e 
attributeo of land which are not largely shared by other forme of 
wealth. But first a litt.1e must be said .. to equity. 

When a special tax is levied for a particular purpose and the aase is Particular 
not one for any interference by pUblic authority with existing rights of U':;'':"'':
oWDerahip-ea. for instance, when an arterial system of land drainage to be 

is created-the owners of the properti.. to ha beoe6ted may 6tly ju<lged .. 1 
be aaaessed on the "joint Btoak principle," aoaording to which calla ~!e:~ y 
are made from aha.reholdera in proportion to their stake in the tax.at-ion k) 

• • be judged 
ODmmon ventwe. The oqwty of every ouch charge must be Judged ... wbolo. 

, 80e VL lL 10. • !!oe.bon, p. 437. • 80e L n. 11-1. 
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UP.., I. separately. But ou the other hand all 0D.el'01I8 tax. and ratee muSt 
be judged in oqui~y .. a whole. Alm08~ every oneroua Mx mken by 
iteelf p ...... wi~b undue weigb~ on 10m<> olaos or ~er; bu~ \hio ill 
of DO momon~ 10 long ao ~e inequalities of eacb ..... oompo .... ted by 
those of others. -and varia.tions in the several pan. synohronize. If 
~~ dillioul~ COnditiOD io B&~isfied, ~e .YBoom may be oqui~ble, 
~bongh any one par~ of it regarded alone would be inoqui~ble. 

Tues OD Secondly, there is a general agreement that a 8yatem of tu&tion 
~,::i;" .bould be adjusted, in more or I... aooep graduation, to people'. 
proporLion- incomes: OJ' better still to their expenditures. For that part. of • 
;:=,~: man'. income, whioh he AVea, contribute. again to the Exchequer 
Ind e9ui- until it is OOD81lmed by expenditure. Cocsequently. when considering 
:h:.1D tbe fact ~t our present Bye~ of Mxation, general and loeaI, boors 
oe1.... heavily on housee, it should be remembered ~t Iarge expenditure 

generally requireo Iarge house·room: and ~t wbile tuoe, and 
oapociaUy graduated MxOB OD expondi~ure in genoraJ, presen' greet 
techuicaI diJliouitioa to ~e tax ooUoctor; and further _ much more 
to tho OOUBumer directly and indirectly ~ ~boy bring into the 
revenue; taxes on houaea are techoicaJJy simple, oheap iD. collection. 

But. beavy 
. tuesOD 
-kadepre
mileaare 
equitable 
only in 10 
far. 
!.boy ... 
abiUed: 
and new , .... 
can.ootbe 
,bitted 
quickly. 

not liable to evasion, and eaoy of graduation'. 
But, tbirdIy, ~ argument dooo not apply to buildinga ~or ~an 

housOB. And lor ~t reaaon it may be oqui~blo to Mx sh_ ware
hous.., f .. tori.., eto. on • lower lICl8!e ~&D ho...... at aU events .. 
far .. now ratoo are .. noomed: ~. burden of old ratoo is already 
shifted from ~e oooupiora of busin... promiaoa portly on to ~eir 
IondIorda and partly on to ~eir .ustom.... This proceoa of shiftiDg 
ill oona_tly going on; and ~oroforo no greet hardohip would be. 
in1lioted on ~e trading _ in urban districts If ~ey were Bharged 
at once wi~h • larthing for every peony of n .... ratoo; while a part, 
or ~e wbole, of ~e remaining throo larthings wore loft to be added 
to ~eir burdon gradually by emaU annual poroon~... It may be 
~at .. me Buob plan will be 1lOC>OII8a1'Y, if ~e 0Xp0DBIB of urban local 
government oontinue to iuorea.se faat. 

Tho Th ... oolllliderationa lORd DB to repeat ~at, whe~ .. in an old or 
~~~:; a new oountry, a far-seeing 8tatesman will feel a greatel' responsibility 
and many- to future generations when legislating aa to land than aa to other forma 
aided of wealth; and that, from the ecODOmiO and from ~~ ethioal point of 

a In old timet the windows of • house we", '-ken .. repl'888Dtat.iv8 01 &be 
boUIe, and were taKed heavily: but; Ule Wl% did oat. atriko. and " .. 00\ iDtended ~ 
W 'trike, per80DI 88 ownan and lJ8f!IfI of windom only; iii wu int.ended to _kite 
them, and did Itrilre t.bem, .. ownerl and U8e1'l of boU8el. And.. jUl' .. &be 
window ia a more or Ie. gfJOd. repreaentAli" 01 the boUle; 10 lbe houae iI 
8 rep1'9leDtaliive, perbnpa • halter repreeeotat.ive. of • LWt&iD ICaIe and dyle 01. 
hou.ehold e-rpeo.diture in general i md wben boUSCII are \aDd. t.he W is, and iI 
Intended to be, • t.u upon the ownership and U88 01 Ule DleaDI of Hring in cer1aio. 
reneral eondiUoRl of comlo,", and lOCi" poait.ion. If pan 01 the tal: .....t em 
bo ..... were f'8IIlcmd. III1d Ibe deGd\ made up by .161 IIIBII8d OIl IUl'llitwe and 
iDdow ternn" abe true Incideooe of &be ..... would be DISaIb the .... DOW. 
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"' .... land mDBl onrywbore and a1wayo be oIaued .. a thing by &PP. G, 8. 
it.elf. 11 from tho .6ra' tho State had retained truo ronto in iIB res ons!. 
own handa, tho vlgour of induotry and acoumulation nood not have bilK; .. m 
beeu impaired, though In • very few oaaea the aettlement of new :~~d.to 
oountri .. might have been delayed • little. NothiDg at all like this • 
oan be oaid of the incom .. derived from property made by man. But 
the very greatn_ of tho publio interesIB eoneemed mak .. it epeoially 
uecea!&l")' to bear in mind, when disousaiDg the equiti .. of tho puhlio 
valuo of land, that a BUdden appropriation by the Stata of any inoom .. 
from property, the private owuerahip of whioh had onoo been recognized" 
by it, would deotroy oeourity and shako the faundatiODl of 8ociety. 
Sudden and extreme m ....... would be inequitable; and partly, but 
110t eoIely for that _ they would be unbuoin_·Uke and oven 
foolish. 

Caution Is n.........". But tho 0&D80 of high Bita valu.. Is that 
oonoent",tion of populatioD, which is threateuing a aoarcity of fresh 
air .... d light and playroom 80 griovous &8 to lower tho vigour and 
tho joyouau... of tho riBing generation. Thus rioh private gaina 
aooruo, not morely through 0&"'" whioh are publio rather than private 
in their obaracter, but also at the expense of one_ of the ahief forma of 
publiG wealth. Largo expenditure is ll00ded to ooooro air and light 
and playroom. And tho moat appropriate BOurae from whioh that 
OXJ>OnBB can be defrayed Beema to be those extreme rightB of privata 
property in land, which have grown up aIm .. t impercoptibly from the 
time when the king, representiug the State, waa the 8010 "/andol/mt, • 

. Private peraonB were but /a7ldlwlda-. oubj .. t to the obllgation to work 
for tho publiG wellbeing, they havo no equitable right to mar that 
wellbeing by congeotod building. 

S 9. Aeoordingly the following praotieal suggestiOnB BOOm to Sudden 
emerge:-AI regard. old ra.tes & BUdden chuge in the person from =::~ 
whom they .... eolleoted seems unadviaable, but additional ratea old ..... 
should, aa far 88 may .be oonvenient, be oollected from . the person =~ 
on whom they are ultimately to fall; unless,: like the Income ta:J:: 
under Sobedulo A, tbey .... collected from tho tenant with th. 
inatruction that they &r\l to be deducted from bia rent. • 

Tho reaaona for this are that nearly tho wbole of that part of N." ra ... 
old rates. which is aaaessed on public or Bite value of land, is already i!.~~:mbeaa 
borne by owners (including lessees, 80 far as those rates go, which, faraal:l&Y 

though old, were not anticipated when their leases were taken); and ~ C:h~~ose 
nearly all. the remainder of it is borne by teDanta or their oustomers. Jay are 
This result would not be very greatly dioturbed by allowing the tenant ~'I:!'.:~ 
to deduot a half or eveo the whole of bia .. tea from bia rent: though ouoh p 
a law would run lome risk of handing over some of the property of the 
owners to lessees, who had reokoned. for pa.ying those old ratea when 
taking their leaaes. On the other hand, .. provision for the division 
of new, that Is additional, ratoa would have great advantages. the 
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AFP. 0, 9. occupier whether of a f&rID, of busineu premisea or a house would 
deduct one haJf of the new rates from hiB rent; bis immediate land. 
lord would deduot in proportion from his payments to the superior 
holder next to him; and 80 on. And in addition new local tu .. on 
busin ... premia .. of all kinds might be 1I88eSSOd, &B h&B jnat been 
IlIggOBted, at 1 ... than full ratOB in the fint instance; and gradually 
inClO&Bed. By th ... provisiol18 farmers, shopkeepers and other traders 
would be relieved from tho oooaaional injustios, and the oonatant fear 
of injustice, whicb are now &IIIIOOi&ted with BUdden, disproportionate 
additions to the publio burdona thrown upon partioular oIa.u ... 

U~bBO I.ud In rega.rd to site valu ... it would aoem woll to rule that all land, 
~~~be whether teohnioolly urban or not, should be regarded &B having a 
.nih • speoial site value if when cleared of building. it oould b. sold at even 
~.::. a moderately high prios, &&y £200 an acre. It might then be subjected 
and!, to a general rate aaaeesed OD ita oa.pital value; a.nd. in addition, to 
!C a "fresh air rate" to be spent by local authOrity under full centraJ 
air rate. JJ oontrol for the purpOBel indicated above. This fresh air rate would 

Raleo 
abould be 
"""'uated 
Dutnoone 
wholly 
ezemp&ed. 

, 

not be a very heavy burden on owners, for a good dcal of it would be 
returned to them in the form of higher valu .. for those building sitOB 
whioh remained. AIl it is, the expenditoro of suoh private aooieti .. 
&8 the Metropolitan Publio Gardena Asaooiation, and mucb of the ratOB 
raiood on building valu .. for publio improvement .. is really a fres gift 
of wealth to owners who are aJready fortunate. 

For rucaI and urban distriots alike, after reckoning for the initial 
rateS on land, the remainder of the UOCOBBarY funda would perhaps beat 
be obtained by ratOB on immovable property, supplemented by som. 
minor local tu.. at the diaoretion of the local authoriti... The 
lnbablted Houae Duty might be aupprOBBed, unI ... it was needed for 
any great new expenditoro sucb &B old age pensions: and the main 
ratOB might be graduated &B the preaont Inhabited HOUBO Duty is; but 
more gently for bOUBOB of moderate size, and more eevorely for very largo 
hona... But no one should be, exempted altogether: for BO long &8 

• penon retains the right of voting on th. levying and expenditoro of 
rates, It is not &ale that he Bhould wholly .... pe their proasnre. It may 
however be &alo and lO88Onable to return to .him or his ohildren th. 
equivalent of his payments in BUcb benefits &B will inoroaoe physical 
and mental hcalth and vigour, and will not tend towards political 
corruption 1. 

I The recent. CommialiOll on Local TnaLion ".. mu("h occupied wiUa &be 
climculLy of 81S881ing siw ,,&lues; and wit.b t.he enn greater difficulty of malinl 
ad in,,",", al'1"BDl8f1loot.l by which, an equitable mare (wheLbel more cw lese) 01 
t.he rat.ee. which were deaigned in &he long I'UD &0 be paid by the ultimate land· 
Olm.en, migbt. be transferred from lobe ocxupiera to lees-. (See eepecially 
pp. 158-176 of the Find Rtporl.) The wmculty of a.sseasment, \hougb 
undoubtedly very gl'88ot.; ill of a kind t4 be diminished rapidly by uperience: 
the 8m \hoUlBl'ld such &IIIMIDlen&l might. p.tabablJ lin moa kouble, utd. ;ret 
............. te1y modo Ib&o !be .... t ..... ty Ibo ..... d. 



APPENDIX HI. 

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

11. So ... hints have already been given of the difficulti .. which "P. B, 
beset the theory of equilibrium in regard to commoditi .. which obey I, B. 
the law of inoreaaing return. Thoee hints are now to be developed a Nat ... 
. olthe 

little. difficulLy 
The central point is that the term "margin 01 production" h .. no \0 ~ • 

signifio&noe for long periods in relation to commodities the ooat of pro- cOllSldered. 
dnotion of which dimjnishes with a. gradual increase in the output: 
and a tendenoy to increasing return doea not .wat generally lor ahort 
periods. Therefore, when we are diacU88iug the epecial conditions of 
vaJue of those commodities which oonform to. that tendency, the term 
U margin" mould be avoided. It may be med of oourse for these 
oommoditiea as for all others, with regard to a ehort and quick f1uctua· 
tion in demand; because in relation to such HuctuatiolUJ the production 
of thoae commodities, 88 well as others, oonforma to the law of 
diminjshjng e.nd not increasing return. But in problema in which the 
tendenoy to increasing return is in effective force,. there is no olearly 
defined margineI product. In auoh problems. our unita have to be 
larger. we have to oonsider the, conditionB of the representative firm 
rather than a given individual firm: and above all we have to copsider 
the OOBt of a whole proceaa of production, without any attempt to 
liol&te that of a lingle oommodity, aueb .. a lingle rifle or yard of 
cloth. It ia true that when neerly the whole of any braneb 01 induatry 
is in the ha.nds of a few giant businesses, none of them can be fairly 
described aa "representative." If these businesses are fused in a 
trult. or even cloaely combined with one another, the term "normal 
expell8el of produotion It oe&aeI to have a precise meaning. And,. as 
will be argued fully in • lAter volume, it muat be regarded &B primd 
, .... a mouopoly; and ita procedure must be analyeed on the lin .. of 
Bock V. chapter XIV.; though the laat yeera of the nineteenth oentury 
q,nd the ee.rly yeare of this ha.ve shown tha.t even in IUch oaaea com-
petition haa a much greater force, and the use of the term "normal" 
ia I ... inappropriate than lOOmed probable a priori. 

12. Let us return to the instance of An incl'8B8oo demand for An mUll
aneroid barometers, oauaed by a movement of (o.shion, which after a UatJon. 
while had led to improved orgauization and to a lower IUpply prico·. 
When at laat the lorea of lashion died away, and the demaud for 
uneroidJ was again based Bolcly on thoir rea) ut.ility; this price might 

I Seep. ~l. • See V. DL 1. 
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UP. a, B. be either greater or I ... than the normal demand price for tbe co ...... 
sponding 10&10 01 produotion. In the former oaae .. pital and labour 
would avoid that trade. Of tho &rma already .tartod acmo might 
purano tholr oouno, though with I ... not gaina than they had boped; 
but otho .. would try to edge their way into acmo nearly related branoh 
of production tbat W&l more proaporono: and &I old &rma dwindled, 
thoro would be few now on .. to tako their plaoo. Tho 10&10 of pro
duotion would dwindle again; and tho old pooition of equilibrinm 
would have .hown itacH fairly Btablo againat &l&BultL 

But now lot no turn to tho other 0&10, in whioh tho long-peried 
supply price for tho incroasod output fell BO far that the demand price 
remained above it. In that oue nndortakera, looking forward to tho 
life of a firm .tartod in that trade, oonsidoring ita ahanceo of proapority 
and decoy, dioconnting ita futuro outla,.. and Ita futuro lnoominga, 
would conolude that tho latter ahowed a good bolanoo over tho former. 
Capital and labonr would otroam rapidly into tho trade; and the pro
duotion might perb.po be inoreuod toufold before the fall In the 
demand price becomo ao great &I the fall in the long-period oupply 
price, and a position of Btabl. equilibrinm had been found-

Two For indeed, thongh in the aooonnt of tho oooiIl&tiODS of demand 
pos.iUODI d b .• totabl. an oupply a out • pceition of atablo' oquilibrlnm, whioh W&I given 
equilibrium in the third ohapter, it W&I taoitIy IropJied, &I ia oommouly done, 
::';!'ue;- th.t thero could be only on. position of atable equilibrinm In • markot: 
poooib1e. yot In faot nnder certain conceivable, thongh rare, OOnditiODl there Dan 

bo two or more pooitiODl of real equilibrium of demand and oupply, 
any nno of whioh ia eqnally oonoiatent with tho gonorol oIrenmatanOOl 
of the markot, and any ono of which If onoo roaobed would be ltable, 
IlD.tilllome great disturbance ooourredl. 

I Belides poIiuona of ltabla equilibrium, Ulere are I.beotet.ieally ... leu .. 
poaitioDl 01 unat.abl. equilibrium: they are U1e dividing boundariee bel.ween towo 
positioDi of .table- equilibria, Uae wal.erahed.a. 10 &0 _peak, dividing two river 
baains, and the price teudl &0 dow away from ~em in eiUler directioD. 

WheD demand and aupply are in UIlItab1e equilibrium, toben, if the ICaIe of 
production be diaturbed ever 10 little from ill equilibrium. posiwou, .. wiU mon 
rapidly away to one of it. poaiLions of .table equili. 
brium; .. an egg if balanced on one of ita endt y 
"oul~ at the amaDea' sbake fall down, and tie Fig. S& 
IengtJnraya. Jus,.. it ia &b.eorelricaUy pouible, 
but. pract.ica11y impolllible, that an egg should .f.And 
balanced on ita end, 10 i' ill ~eoreticall1 ~ble, 
but practically bDpouible, &ha' ~e .caJ.e of produo
Uon thould .tay balancad. in UD.Itable equilibrium. 

TbUl in fig. 58 the curvea int.enect ."ral dm_ 
and &he arrow beada on (h .how &he directioDi ill 
whieb., accordina to it. situat.ion, R &ende to mon 0 H U K V L z 
along Os. Thill tho", Lb., UBi. a' H or a' L 
and 10 dioplacod aI;ghlly Iu oilb .. dUocU... II 1riII, u .... u Ihe dIo\urblnjj 
CCt.USO ia ove" ret.urn to &be equUibriwn po.it.ion (rom .. hich it. wu dilplaced.: 
buI 1b.1 1/ 1\ 10 .. K and 10 dIopIaced 10_ Ihe rich\' 1\ ..w _liD .. , _ 
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f a. It m1lllt however be admitted that this theory ia out of touoh ..... R,Il 
with real oonditious 01 life, in .. for .. it .....", .. that, if tho normal 
production of , oommoclity increases and afterwards again dimjnjshes 

to Ito old amount, tho demand prioo and tho supply prioo will return 
iO their old positiona for that amountl~ 

Whether a commodity conforms to the law of diminiShjng or Nopa' 
nmwunnr:r return, the inorease in consumption A:riAln., from a fan in yiolence iI 
-_ ---"t:I mvolved 
I)rice II gradual': and, further. habits which have onoe grown up in \he as

~und the t188 of • oommodity while ita price is low. are Dot quickly ~P::D 
.handoned whon ita price riaoa again. If therefore &Iter tho supply iii: 01 

, .. gradually inoreasod, some of the .. moos from wbloh It III derived d"!"BO.d 
th 

pneealS 
.hould be clooed, or any 0 or OBUBB should occur to make tho rigid; 
)Ommodity acaroo, many 001lllUm0l1l will be reluctant to depart from 
fueir wonted wayo. For _noe, the prioo of oottou during the 
Amerioan war WBB higher than It would have boon if the previoDB low 
price had not brought ootton into common use to meet wanta, many 
,I wbloh hod bean _ted by tho low price. ThDB thon the list of 

dtel' the cessation 01. \be disturbing eaUle. to mOTe to the rigM t.ill .t reach. 
~ aDd i! displaced towards the leU it will cootinue to move &0 the leU till it 
reacheI B. That; iI to ny. B and L are poiDtI-of .table equilibrium and 1! 
iii • poin' of unstable equilibrium. We are ihua brougb' to &he result lbat.:-

The equilibrium 01 dmnand and supply eorreoponding 10 th. poin' 01 interoeclion 
Id &he demand and eupply eunea ill stable or unatable according BI the demand 
tune tiel aboft or below &be INpply cum jud to' \be, leU of that. paint.; 01', 

"hich ill the aame thing, according .. it. lies belo" or above the aupply curve jUl' 
~ &be rigbt. of t.hat point.. 

We have IJeen t.hat. t.he demand CWTlI ill inclined t.hroughout. negatively. From. 
t.b.iI it. foUo," that; if just. to the right. of any point. of intersection the aupply CWTlI 

I.ieI above the demand CIJI'ftI; &ben, it we move along the aupply curve to the right., 
we must. neceuari1y keep abaft t.he demand curve till t.be ned point. or inter
l8Cr.ion ill reached: that. ill to eay, the point. 01 equilibrium ned on t.he righ .... Land 
aide of a point. of stable equilibrium, must. be a point. of unatable equilibrimn; 
and, it. may be proved in like mBllDflr, Utat. ., must. the adjacent. point. of inter
aection on the lef .... hand aide. In other word.l, in casea in which the CUJ'Vllli cut. 
each oLber more Lban once, point.l of .table and WlItable equilibrium alternate. 

AOO the lut point. of intersecUon reached, u ..... moft to t.be right., mUlt. be a 
point. of .table equilibrium. For U t.he amount. produced were inereued. indefta 
niLely. t.be price at. whieb It. could be eold would neceuarily fall almOit. to zero; 
but t.he price required to cover t.be upenae of producing it would DOt. 10 fBlI. 
Therefore, if the aupp.y CUITe be produced. lUfticientIy far towarda t.be right. it 
mUlt. at. last. lie above ~ demand curve. 

The 8nt point. of int.erlec:tion arrived at. lUI we proeeed from "fI, ID right. ma, 
be a point. either of stAble I)r 01 unstable equilibrium. U It. be a point. of ul'lltable 
equilibrium, t.hiI fact. will indicate Lbat. t.he production 01 t.be commodit.y in que. 
&ion on a IIDlBlI ecale trill not. remUDerate the produeera; 10 th.t. it.l production 
eaDDOt. be commenced at. &II unl811 lOIIIe pusing accident. haa caused temporaril, 
aD urgent. demand for &he commodity, or hu loemporarilylowered. the el:peb1181 of 
producinl it.; or Wlleaa IOllW enterprising arm 11 prepared to lint much capital 
in ovarcoming the initial dim~ultiea oJ' the production, and bringing ou' t.be com
modiay .. , • price "Web will eoaure lNgto eaIeI. 

1 See V. m. 8. • See Ill. na a. 
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demand prices wblch bolda for the forward movement of tho produe
!.ion of a commodity will .eldom hold for the return movement, but 
will in general require to be raised'. • 

Again, the liat of enpply pri_ may have fairly reprooentod the 
actual r.n in the .upply price of the thing that tak .. place when the 
.upply is being increaoocl; but if the demaud .hould ran oil, or if for 
any other roaoon, tho enpply should have to be dinrlnishad, the oupply 
price would not move back by tho conroe by wblch it had come, but 
would take a lower C01U1le. The liat of oupply pricoo whioh had held 
ror the rorward movement would not hold for the backward movement, 
but would have to be roplacod by " lower oohedule. This is truB 
whother the produo!.ion of the commodity obey" thel.w of diminisbiDj! 
or increasing return; but it is of special importance in the latter case, 
booeuoo tho raot that the produo!.ion dooo obey tbio law, provoo that ita 
inareaae leads to great improvements in organization. 

For, when any oaaual disturbanoe has caused a great increase in, 
the produo!.ion of any commodity, and thereby baa led to the introduo. 
tiOD of extensive eoonomiea, these economies are DOt readily lost., 
Developments of meohaoioal appJjanoea, of division of labour and ~ 
the moano of tranoport, and improved organizat.ion of all kinde, whanl 
they have been once obtained oro not readily abandoned. Capital and' 
labour, when they have onoe boon devoted to any part.ioular induotry, 
may iadeed beoome deprooisted in value, if thoro is a falling 011 in th .. 
demand for the woroo whioh they produce: but they eannot quickly 
be OODVerted to other oooupati0D8; and their competition will for a' 
time prevent a diminished demand from oauoing an inoroaoed pri .. 
of the wares'. 

I Tbat is, for any backward monment. of the amoun' oftered for I8le, the w. 
end of the demand curve would probably need &0 be raised. in Older to make it 
represent Ule new condit.iODl of demand. 

• For fnlf.ance. &he Jhape 01 the supply COJ'Y8 ill &g. sa, Implies ilia' if U. 
ware in quesUon were produced OD &be eeale 0" annually, Uaa eccmomiel iDt;ro.; 
duced into itl production would be 80 e:ltenlive aa to enable i' &0 be aold. a' • 
price TY. B t.hese economiea were once effected. the Jhape of &be curve 88' 
would probably cease to ftlPralJeDl accurat.e1y ibe clrcumataDeeI of IlIpply. The 
upeuel of production, tor inatance, of aD amount OU would. DO longer be much 
greater propOrt.iODBtely than &bOle of aD amount OJ'. TbUl in Older ilia, &be 
CUJTe migh' again Npreeen' &be eireurnnaneel of "aupply i' would. be nece8taI'J' I.e' 
draw i, lower down, &I the dot.ted eurn in I.be figure. ProtestOr Bulloc:ki 
Quo""'y Jt'IfIrf&Id 0/ Bcottot..iu, Aug. 1902. p. 508. arguae &bat WI dotted eunre 
Ibould Dol l10pe upward from T bowever genUy: but Ihould aIope downwardt 
tID indicate that the diminithed production will lower marginal cc., "by torcinl' 
out of bualnell the weak., prodUCOll,» 10 that. the marginal eon will iD fuwrt 
be that of more competent prodUCOl'l than before. This 1'IIIUIt. is pOlliblt. But 
i' mun be rememberOO. tha' the margin:ll COl' of the ..... producer doae Dol 
gonm value, but cmIJ Indiea_ ibe force 01 the C8l11e1 wbich IOnrD I... l1li. 
till' II lbe ecGnom.w. 01 produdion on • larae leal. are "inl,emaJ,N i.f. belonlrln; 
60 the int.em.al ol'lanil:aLioD of fndJriduai ... the weaker 8ftI1I mild epeedilf 
"he drl~ ou, 0' ubteDoe tty &be I&.roog'!'r. The coa.&inued. e~ 01 weak. 
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Partly for this reason, there are not many 08IE!8 in which two uP ... S. 
positions of sta.blo equilibrium would stand out 88 possible aUernativea A.;;;;n 
at ODe and the aa.m.e moment, even if aU the facta of the market could change in 
be asoerta.ined by the dealers concerned. But when the conditions of & ~~u~npt. 
branoh of manufactme are ouch that the oupply prioe would faU very often 

rapidly, if there should be any great increase in the scale of produotion; ::r 
then a paooing disturbanoo, by which the demand for the commodity ,b. equi. 
was increased, might ca.ua8 a very great fall in the stable equilibrium lib.rium 
price; a very much larger amount than before being henceforward pme. 
produced for aaJe at a very much lower price. This is always possible 
when, if we could trace the lists of demand and oupply pri ... far ahead, 
wo mould find them keeping clooe togetherl , For if the supply pricoo 
(or largely inoreaoed amounts are but very little above the ""rrespond. 
ing demand prices, a moderate increase in demand. or a compa.ratively 
alight Dew invention or other cheapening of production may bring 
supply and demand pri... together and make a new equilibrium. 
Suoh a change resembles in BomB respccta a movement from one 
alternative position of ltable equilibrium to another, but differs from 
the latter in that it cannot occur except when there is some change in 
the conditions of norma.l demed or normal supply. 

The unoatiBfactory oharacter of theoe results ia partly duo to 
the imperfections of our analytical methods, and may oonceivably be 
muoh diminished in a later age by the gradual improvement of our 
lIOientific machinery. We should have made a great advance if we 
could represent the normal demand price and supply prioe as funotione 
both of the amount normally produced and of the tim. at which that 
amount beoame normal'. 

firml iI an evidence that a atrong flrm cannot indefinitely mcre888 ile output; 
partly because of \he diJIicult.,. of utendiug iLl mark." and parlly beeauae the 
af.rengt.h 01 II, finn iI not pennanent. The st.rong firm. 01 t.o-day WlUI probably 
weak, because young, some time back; and will be weak, because old, lOme time 
hence. Wit.b a lDla1ler output. !.bere will lUll be weak firma at the margin; and 
\bey will plObably in t.be course of time be weaker Lban if t,be seale of toW 
plOducwoo bad been. maint.ru.ned. Also the extt'rnal economiu wid be leu. In 
ot.her warda the repreatmtaUve finn will plObably be amaller, weaker, and with leu 
access to ext.emal economiee. See Prol. Flux in the lI&IIle Journal for Feb. 1904. 

I That ii, wben at. a good distance to t.ha right of t.be equiUbrium poinl, the 
supply curve is but Ut,tJe above Ule demand ctlJ'Ve • 

• One diffieult,1 ariIeI from the fa.d that a .Iuif.able time to allow for t.bl 
int.roduction of \he eeGnomiea appertaining to one increaae in the scale of pro
ducl.ion is not. long enough tor another and Inrgcr increall8, 10 we mnat Ix on 
aome tairly long t.ime abead~ wbir.h II Ukely t.o be indieo.ted by \be !P8cial plOblem 
in hand, and adjUlt. lobe whole aeriu of IUpply pricea to It. 

w. could get. much nearer to Dature U we allowed OUlRlvC8 a more complol: 
llluat.rat.lon. We migbt. take a I8n .. of curvoa, of which lhe first allowed tor lobe 
eeonomi61 likel1 to be int.rodueed u lobe Jelult of each increase in \be ICla1e of 
prnducfJon during one year, a aecond curre doing t.be lAlne for t.wa yeara. a t.binl 
(or t.hree ~ and 10 on. CuLLing them out of eardboard and It.andins.t.hem up 
aide by aide, we Ihould obt.a.fn Il ,.r/~ 01 "bich the t.bree dimena.lona repruenLed 
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.... II, " I 4. Next let OJ revert to the distinction between average vatu .. 
OnIr in & and normal valuesl • In a. stationary state the income earned by every 
... ..,....,. applianoe of production being Imly anticipated beforehand, would 
:!:!!d repreeenl the normal meaeure of the efforta and aacrilioeo required 
... erage to can it into existence. 
:~ 10 . The aggregate O1pensce of production might then be fonnd either 
~aJ by multiplying th ... marginal O1penaee by the nomber of uniIB of the 
8D~ commodity; or by adding together aD the actual expeneeo of produ .. ::pe...... tion of iIB aevera! p&rta, and adding in aD Ihe renla earned by dil!er. 

ThiI 
maybe 
UlusUated 
by" 
diagram. 

entia! advantages for production. The aggregate _ of production 
being determined by either of th ... routes, the average expo .... eould 
be deduced by dividing onl by the amount of tho commodity; and 
the reeuJt would be the normal supply price, whether for long poricde 
or for ohort. 

Bat in the world in which we live, the term .. average" expeneeo of 
production ia somewhat misleading. For moot of the applianoeo of 
produotion, material and peraonal, by which a commodity W88 made, 
came into exiaienoe long before. Their valu .. are therefore not likely 
to be j .. I what tho produoen expected them to be originally; but 
some of their vala .. will be greater, and others I..... Th .. preeent 
inoom.. earned by them will be governed by the general relatiODl 
between the demand for, and the Bupply of, their prodacfB; and their 
valu .. will be arrived al by eapit.aIizing th ... inoomca. And therefore, 
whOB'making out a liet of normal supply pri .... which, in conjunction 
with tho liet of normal demand prioee, ia to determine tho equilibrium 
pooition of normal value, we caonot take for granted the valu .. of 
these applian0e8 for produotion without reasoning in a oirole. 

Thia caution, which ia of Bpeoial importanoe with regard to indua
tri .. that tend to inoreaoing relurn, may be emphasized by a diagram. 
matio preaontation of the relatiODl of demand and BDpply which are 
pcoaible in a Btationary atate, but only there. There every particular 
thing beara iIB proper ohare of Bupplementary coaIB; and It would not 
ever be worth while for a producer to aooepl a particular order at • 
price other than the total coal, in which ia to be reckoned a charge for 
the taak of building up the trade ooon .. licn and exterual organization 
of a representative firm.. The illuatr&Uon baa no positive value: i\ 
merely gnarda againat a poaaiWe error in abatr&ct roaaoning'. 

aDloun" price, and 'ime napeet.ively. U 'tftI bad marked. OD ~b eGrYe the point 
corNlpODding kl Ul .. , amoWl' wbich. 10 far .. tall be fofteeen. IHIDI likelJ &0 be 
the Donnal amoWl\ for Lh. year &0 which tba\ eurft reIa~ UieD. tbeIe paintl 
would form • Cum OD. Ul. 1Urface, and tb., nlIT8 would be • fairly kue 1oDg
period D.onoa.laupply cum for. commodity obeJiDI the law 01 iDcreasina re&um. 

. Compare an article by AIr CunJtlgbame. fa. U. Eor.oaie JowuJ .1011802. 
I See above V. m. 6; •. 4; a.od 1%. 6. 
I lD. lb. adjoining diagram, 88' iI D0' • lrue IUpply CW'Ye ad.pt.ed &0 .. 

OODditioQt. of the world in which we Ii",. bu\ i\ baa propeni-. wbicb are 011._ 
vrooeouai, .Urilnded. &0 ncb • curve. W. will eaIl ,& u.. ,.,...:c.lar ."...... 
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eurN. As usual the amouot. of a eommodilJ' II measured along tn, and ita price 
along 0,. OB iI u.. amount of the eommodit.,. produced lUlDually. AB ill the 
equilibrium price of .. unit. of iL The producer of \be OHth unit, is auppoaed to 
bave no diflerealial advantages; but the produCR of the OMth unit. baa differ-
_liaI ad..vanUgei wbicb enable him to produce with an outJay PM • .. unit. which 
it. would have ~t. bim an outlay "",B to produce without. those advantage&. The 
locuI of P it our particular expen.saa curve; and it. is aueb that. any poiDt. P being 
taken on it, and PM being drawn perpendieul&r to Oz, PM represent.a t.he plU'
tJcular up6nse1 of production incurred for the producLioD of t.he OMt.b. UBiL 
The ueeas of .dB Ont PM=QP. and ill • producer'. 1Ul'p1Ul or rent.. For 
convenience Lhe owners of differential advant.agea may be a.rranged in descending 
order from len to righLj and thus 88' becomee a CUl"V8 sloping upwarda to t.be 
rigbL 

Proceeding II in &he case of consumer'. IUlplua 01' rent; (m. VI. 3,. we 
ma, JOgUd MQ u • IbiD parallelogram or • 

D 
Fig. 89. 

• I---T--~'.c 

• 

u • &hick .t.raigM line. And as At t.ak61 
eGD8BCUtin pOIitionl along OB, we get. .. 
number of thick .t.raigbf; linea cut in Wo by 
the cum BA, ihe lower pan of each repre-
88DW1g t.he upanaes of prodUCtJOD of .. unit. 
of the commodit.y. and the upper the contri~ 
bution which Ulat. unit. affords towardl rent. 
The loww aet. of thick linea b.ken togetbu 
fW up the whole apace SOB"( i which t.here
fore repl'8SeDU t.he aggregate of the e:lp8D8el 
of prodU('tiOD of aD. amount. OB. The upper 
aet. of thick linel taken togeU1er liD up Lbe 
apace FS.A.. which therefore repreaenu pro-' 
ducer". aurplul or rent in the ordinary sense 
of the Hirm. Subjecl. kt t.he eorrecLioDl 0 ,M H .• 
mentioned above (IlL 1'L S), DF.A. repre!JeDLI the aurplua aatiafacUon which 
COD8Wll8lli get. from &D amount. OR over that., the value of whicb is represented 
to them by a IUfD of money equal to OB)( H.4.. 

Now the difference bet.\leen the particular espeD1J88 curve and • nonna) 
supply eurve 1i81 in. this, that. in the former we do, and in the lat.ter we do not., 
t.ake the general economies of production .. 8zed and unifonn tbrougbOUL The 
particular e~ curve is based throughout. on the assumption that. Lhe aggr&

gate production is OR, and that aU t.he producer. have acceu to t.h. internal and 
esternal economies which belong to Lhi! acale of production; and, th .. 88SWDp
tiODI being canfully borne in mind, the curve may be used to represent a 
particular ph .... of any indUlUy. whether agricultural or manufacturing: but 
they cannot. be tabD to represent. iu general comliLiODl of production.. 

That can be done only 'by the normal supply curve, in whieh PM repreacnts 
Uw nonnal e:lpeDSeI of production of the OMLh UBit. on the aupposition that. OM 
uniu (not. any other amount., as ON) are being produced; aod that the available 
economiel of prodUCtiOD e:r:t.emal and internal aft) t.hoae which belong to a "pre
aentative firm wbere the aggregate volume of production II OM. These economies 
will generally be leu lhao it the aggregate volume of production were the 1argel 
quantit.y OR; and tberelol'e, AI being to the leU of B. the ordinate at. M for the 
IUpply curve will be greater than for .. particular e%peDJel curve drawn for BD 
aggregate production DB. 

It. foUon Lbat lobe area 8.4. 7 which reprueDtI aggregate reD' in our preeent. 
diagram would have represented eometbing leal than the aggregate rent., if S8' 
had been a DonnaI .upply curve eYeD for agricult.uraI produce (DD' being the 
normal demand eurre). For even In agricultme t.he genwai 8COnomiel of pro-
dUCtiOD lncleue wit.b .... mCNUe ID. the aggregate ICale of product.loa. .... 

811 

.... a.4. 
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H however we ehOOH &0 ignore I.hia 1m for &he ... te of aDY part.icu1ar argu
manii &ba& ii, if we choose to UIURle that. MP being the 8xpensea of production of 
that. pan of the produce which wu raiaed under the moat. difIieult. circumat.ancft 
(10 81 to pay no reaL) when OM uniloa were prodUCl8d, it remains also &be upeoeeI 
of production (otber t.ban rent) of tbe OMLh unit. even when OB il produeed.j or, 
in o~r warda, if we aaurne that. lila increase in produdion from &be amount. OM 
to the amount. OB did noli alter the eJ:peDSel of ptoducLioll of lbe OMt.b unit., 
&ben.. we may regard SA [I .. repl'll!leDting LlIe aarega&e lent 8vm when 88' ill 
t.ha normal supply CUrTe. It. may be occasionally convenient. &0 do &bil, atteotion 
being of COUl8e eaIIed eVery time to the naWn: of &be special aaumption made. 

But. DO I8IUDlption of t.be kind ean be made wit.b regard to &be aupply curve of 
a commodity that. obeys the laws of inenumg: retum. To do so would be • ecJDo. 

tradict.iOD in teJma. The faet. that. Lhe produeLioa of &be commodit.y obe,.. f.ba' 
law, implies t.hat the general economies available when &be aggregate volmne of 
producLion is large, are 10 much greater UUlIl when it. is 8IlIaU. II &0 override the 
iocreuing resistance that. nature offers to an increased produeLion of the raw 
materilL1s of which the industry makes 080. In the cue 01 • part.icu1ar upeneea 
curve, M P wiD always be lese than 4 H (M being to the Wt. of H) wbet.heJ' the 
eommodity obeY' the law of increaaiog or diminiabing rewl'D.; bu~ on the other 
bllDd in the caSG 01 a supply curve, for .. commodity that obeyl the Jaw 01 
increaaing tel;um, MP would generally be greater than AB. 

h remain! to say t.hat. if we are dealing witb a problem in which JOI1l8 e'teD of 
&bose appli:Ulcel for produclioD wbich were made by man. bave t.o be taken .. a 
giyen quantity lor Lhe time, SO that Lheir earnings will be ot the nature ot a 
quasi-rent.; 'W8 may tilen draw a part.ic:ular upeDSell CUITe, in which AlP .r.ands 
lor lhe espenS81 of production in t.be Darrower II8DI8 in which such quasi·reo&. 
are DeluJed; and. the area 8AF would Un. repreaonl t.be aggregate of reo ... 
proper and of tilese quasi·nuLL Tbis melhod of ~reating shoJt...period nonna! 
nlue probleml has at.t.rac:Liona. and may perhapa ulUmately be of aenice: bu, i~ 
requir81 careful blUldling. for &he ...umpt.iona on whieb it. ftJ8ta are ftr1 alippery. 



APPENDIX 11 • 

.../ RICARDO'S THEORY OF VALUE. 

f 1. WIII!N Rioa.rdo was addreosing a gooe:al auelienoe, he chew A1'P.', 
largely upon bi8 wide and intimate knowledge 01 the I ... te 01 life, 1llIing Rica~ 
them "for illustration, verification, or the premises of argument.n But had 
in his Principlu oJ Political Economy "the sa.m.e questiollS are treated practi~ e:r:penen.ce, 
with a aingula.r 8xc1UBion of aJJ. reference to the actual world around bu' waa 
him.... And he wrote 10 Malthus in Mav 1820 (the e&me _. in .bo ..... .." ..,- and un~ 
whiah MaIth.. published bi8 Principlu oj Politi<al ECMlDfllII ....... yslem.t.ia 

_ wiIll " ..... 10 Ih<lr JWGdi<al applicalion), "Our diIIerencee" t.r 
may in some ... peoto, I think, be aacribed 10 your considering my wn • 

book .. mare p!&Dtical than I intended it 10 be. My objeat was 10 
elucidate plinciplea, and 10 do thie I imagined strong ...... that 
I might show the operation of those prinoiplea.J~ BiB book ma.k.ea no 
pretence 10 be syatcmatio. He was with dilIiculty induoed 10 publisb 
it; and if in writing it he bad in view any read818 at ..u,. they were 
ohiefly those stateemen and business men with whom he 8.88ooiat.ed. 
So h. purposely omitted many things whioh were neoessary lor the 
logical oompleteness of bi8 BIgUment, but whioh they would regard &B 

obvions. And further, &B he Iold Halthus in the lollowing Oclober, 
he was "but .. poor Dl&Bter of language.n His exposition is as con· 
!used &B bi8 thonght ia profound; he uses worde in &ItificiaJ senses 
whiah he docs not expl&in, and 10 whioh lie docs not adhere; and h. / 
oh&DgOB from one hypothesia 10 &Dother without giving notios. 

U then we eeek 10 understand him rightly, we must interpret him 
generoUBly, more generously th&D he himeell interpreted Adem Smith.· 
When bi8 worde are ambiguous, we must give them tha$ interpret&
tion whioh other __ in his writings indicate that he would have 
wished DB 10 give them. U we do thie with the desire 10 ....... _ 
what he realIf me&nt, bi8 dootlinea, though very 1M from complete, 
are free from many of the errore that are commonly attributed 10 
them. 

, Compare the concluWng I'8Rl&rks 01 Book V.: and Appendb: B, 6. 
I See an admirable article on Ricardo', U,.o/ Fam in ihe fire, volume of the 

Buvud. ~ J..,.., ./ ....... by ~ late Prol~ Dunbar. 
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U'.I, I. He considers, for Instanoe (Princip/eA, Cb. 1. § I), that utility II 
Be took "absolutely eeeentiaJ." to (normal) value though not ita measure; while 
utility for the value of things "of which there is a very limited quantity .. ovaries 
C!:'itl with the wealth and inclinations of those who are desirous to poaaeBI 
in.8uenceia them." And elsewhere (lb. Ch. IV.) he insists on the way in which the 
=Li~~Y4 market fluctuations of price. are detpmined by the amount available 

P t for sale on the one hand, and "the W&Du. and wishes of mp,nkind if 
on the Otbl7 ' 

Aga.in, iD a profouod, though very Inoomplete, disclloaion of the 
difference between "Value and Riches" he seems to be feeling his way 
rowards the distiDotion between marginal and roW otility. For by 
Rioh .. h. means rotal utility, and h. seems ro be a1waya 00 the poiDt 
of ltating that valu. correaponde ro the iDorement of rich .. which 
reaoIta from that part of the commodity which it II ooIy juat worth 
the while of purchaoera te huy; and that when the aupply ruoa abort, 
whether temporarily iD couaoqu.ooe of a paeaiDg accident, or per
manently in consequence of an increase in cost of production, there ill a 
riae iD that marginaI iDurement of rich .. which ia meaaured by value, 
at the same time that there is a diminution in the aggregate riches, 
the tetal utility, derived from the commodity. Throughout the whole 
diacuosion he ia tryiDg te oay, though (beiDg ignorant of the terse lan
guage of lhe differential caloulua) he did not get hold of the right 
words iD which te ... y it neatly, that marginaI otility ia raiacd and 
tetal utility ia l088ened by any ohack te lupply. 

and he I § 2. But while not thinking that he had much to say that was 
:.~~ of great importance 00 the aubjoot of utility, he believed that the 
g:tuct.i~n connection between oaat of production and value was imperfecUy 
in8=~ta underatood; and that elToneoua viewa on this subject were likely 
io I":,,, te lead the oountry _y iD praotioal problems of taxat.ioo and 
obnoUL finance; and 00 Le addrOBBed himsoH apecially te thie eubjeot. But 

here alao he made abort out& 
For, though be .... aware that oommoditioo fall Inte three 01 ..... 

.... rdiDg .. thoy obey tho law of diminiahiDg, of .. natant, or of in
ureaaiDg returo; yet h. thought it heal ro ignore thia diatiDotiOD iD • 
theory of value applioable te all kinde of oommodit.iea. A oommodity 
chosen at random was jOlt as likely to obey one u the other of the 
two laws of diminishing and of increasing return; and therefore he 
thought himseU juat.ilied iD aaaumiDg provisionally that they all obeyed 
the law of oonatant return. In thia perhapa h. w .. jUltified, but b. 
made a. mistake in not stating explioitly what he "·88 doing. 

/1. CoaI~1 H. argued In the &rat Sect.ion of hie &rat Chapto1'"that "iD tha 
S;!~d~~r early ltagea of society n wbere there ia IC&I'CeIy any aae of capitaJ. and 
onquanwL:J' where anyone m&D'. labour baa nearly the aame prioe aa any otbar 
:!!dbolU 

man'a, it ie, broadly speaking, true that U t~e yalue of ~~~~_~'!y •.. !U 
dUocll7, 1hII. qllantitz..<>/a ~mmodity_!..or ... b~oJLiL~ ... cba~~nde 00 

lb. relat.ive quaotity mo,boor .. hich ia ..........,. for ita pNidootiN>.» 
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That is, if two things ..... made by twe1ve and four men'. labour for ...... i, 
a year, &II the men beUJg of the aame grad .. the normal Yalue of tbo 
fonner will be three tim .. that of the latter. For if ten per uont. h .. 
to be added for profits an the capital in~ in tbe one ..... ten 
per uent. will nued to be added in the other aIoo. [H .. be a year'. 
wages of a worker of thie olass, the ooata of production will be 4tD.U3, 
and 12 ... US: and the ratio of these iB 4 : 12, or 1 : 3.] 

But he went OD. to show that these 8S8Umptiol15 cannot be properly 2, also OD 
made in later sLagel of civilization, and that the relation of Yalue to :It'':l:!r 
ooet of production is more comples: than that with which he started; labouri 
and biB Ded .tep ...... to introdu .. in Seetian II. the eonsideratioD 
that "labour of dllferent qualiti .. iB dilferentJy rewarded." H the 
wags of .. jeweller 81'8 moe as great 8B those of a working labourer, 
1m hour's work of the one must count for two hours" work of the other. 
Should there be a change in tbeir relative wagea. there will of _ 
be a eorreapoudiug obange in the relative Yalu .. of tbinga made by 
them. But instead of analysing. as economista of this generation do, 
the cauaea whioh make- (say) jewellers" wages ohange from one gene-
ration to another relatively to those of ordinary labourers, he oontentcd 
himself with stating that 8uch variations cannot be great. 

Ned in Seetion m. be urged that in reckoning the oeet of pro- 3, on 
duction of a oommodity, account must be taken not only of the labour !~~ 
applied immediately to it, but aJso of that whicb iB beatowed on tbe p ..... ioua!y 
implement&, t001s and buildings with which 8uob labour ill assisted. :e:nJ-Je. 
and here the element of tun.. w1ilCbl..liiia-oaiiifUlly kept in tho ' 
backgronnd at starting, waa necesea.tily introduced. 

Aooordingly in Section xv. he disc1l88C8 more fully the different 4. on 'be 
influeD0e8 exerted on the va.1oe of U a Bet of commodities" [he 1I8eB this ~~bfcb 
simple method 80metimea to evade the diffioulties of the distinctions mus' 
between prime eoat and total eoat]: and eapeci&lly be tak .. aoooun& ~~ lb. 
of the diJlerent effects of the application of ciroulating capital whioh iB L<>OdB con 
OOD81lJlled in • single use. and of 6Eed eapital; and again of the time to :::'u:e~~ 
for whicb labour must be inveatad in making maobiuery to make com- ' 
moditi ... H that be long, they wiD have a greater eoat of produotion 
and be "more valuable to oompensat:e for the greater length of time. 
which must e1at- before they oan be bronght to market." 

And lastly in Section v. he 811IIlI up the inOuenoe which different~. OD lbe 
lengths of investment.. wheth&l' direot or indireot,. will have upon inan:~~en& 
rela.tive values; arguing correctly that if wages all riae and fall of th. rat.e 
together the ohange will have no permanent effect on the rela.tive:!. ~ft:Ve 
vaJ.nee of .O'erent oommoditiea. But he argues if the rate of pro6ta .... 1ue. 
faJlI it will lower the relative values of tnoee oommoditiee the 
produotion of which requireo .. pital to be invested a long while 
before they Gao. be brought to markot. For If in one oaae the average 
inveatment iB for a year and requireo ten per oento to be added to the 
wagea hill for profitAl; aDd in another .. for two yeara aDd requlrea 
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twenty per cent. to be added; thon a fall of prefita by ono·filth will 
reduce the addition in the latter caee from 20 to 16, and in the former 
ODIy from 10 to 8. [U their direct labour ooot is equal Iho ratio of 
their valu .. beIore the chango will bo liB or 1·091; and after the 
chango HI or 1·074; a fall of nearly two per oent.] His argument is 
avowedly only provisional; in later ohapters he takes account of other 
causea of differences in profita in different indWltriee, besides tho period 
of invostment. But it oeome diffioult to imagine how he, oouId more 
strongly have emphasized the Iaot that Tim. or Waiting as well ao 
ld!bour is an element of ooot of produotion than by ocoupying his firet 
ohapter with this diaoUBSion. Unfortunawly how .... h. deIighUld in 
short phraoee, and h. thonght that his readers would always lupply 
for themeeIvos the e"l'lanotioDB of which h. had given th.m a hint. 

Oooe indeed, in a note at the end of the sixth Section of his first 
Chapter, h. oays:-"Mr Malthuo a~ to think that it is a part of 
~ doctrine t.h~Q..~O!I~ .~q v9JutCa thing should be the Ba.lIls: 
I~if ha meauo by C08t, 'coot of production' including prefita. In 
the abo •• passngc, this is what he does not moa .. and therefore h. has 
Dot clearly understood mo." And yet Rodbcrtua and Karl Man: claim 
Rica.rdo'l authority for the llawment th.t the natural value of thiIigo 
CUDBiata IOlely of the labour apont on them; and even thoas Germao 
economists wh.o most strenuously combat the oonOlo8iona of these 
~ ";;-OfUlD found to admit tbattheYha.e interPriUld a;;:;do 
rightly, and that their oonoJuaiona follow logically from his. 

This and other facta of a similar kind ahow that Ricardo's reticence 
was an error of judgmenL It would have haan better if h. had 
oooaoionally repeaUld the Btawment that the values of two commodities 
are to be regarded &I in the long run proportionaw to tho amount 
of labour required for making them, ODIy un the conditiun that other 
thing. are equal: ;.... that the labour employed in the two oaaos is 
equally akilJed, and therefore equally higbly paid; that It is asaiaUld 
by proportionate amounts of oapita!, acoount being taken of tho pariod 
of ita investment; &D.d that the rata. of profita are equal He does not 
ataw oJeari)'. and in lome oaaos h. perhaps die! not fully and oJearly 
perceive how, in the problem. of normal value, the various elements 
govern one another mulually, and not .~vel,l in a long ohain of 
oauoation. And he was more guilty thao almost anyana else of the 
bad habit o( endeavouring to uprosa graat eoonumio doctrines in abort 
scntencee1• 

I Prof. Aabley b. a suggealoive crir.iciam of this Note, AI pan 01 an att.empt«i 
"RebabiUt.nUon of Ricardo" (&oMmic Jovrttol, Vol. I.), insists lob! i' baa been 
commonly believed tha' Ricardo did in tad hbit.ually think of meJ'8 quanl.il.ies 01 
labour .. CODiUtUting COl' 01 production, and governing nJue, aubjd only ~ 
"aUgb' modiB.eat.i.ons"; and that. Lhia-iDterpret.aLioD at him is the mOIl. eonaisLen' 
wit.h hiI writings as a whole. It iI QO' dieputed that &his iDMrpretal.io.D hal beeD 
ac:eepted by many able writen: o&benrise thel'8 would haft been lil.Ue need lur 
rebabW&.aUua, .... cloUUq more fulJy ldI ___ what too naked docUineL Bu, 
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I So TheN ..... few wrilenl of modern tim .. who have approaobod .... I, 3-
as near to the brilliant originality of Ricardo .. JevoDB has dono. But Tb.
h. appears to have judged both Ricardo and Mill harshly, and to have brilliant 
attributed to them. doctrines narrower and less scienti6.o than tb088 ::,!~ed
which they roaJIy held. And his desire to emphasize an .. poot of J.van .. 
va.lue to whinh they had given insufficient prominonoo, w .. probably 
in some measure accountable for his saying, co Repeated re.ftectiOD and I 
inquiry have led~ me to the somewhat DOVel opinion that value tkpentia 
wordy up"" ,,"lily" (TIwwy. P. I). This .tatoment_""""",~_~ no less . 
o~:aided and~~~ and muoh more misleading, t\Ian thaI ioto ., 
which Ricardo often glided with carol ... brevity. M to the dependence 
of value OIl cost of production; but which he never regarded as more 
than a parI of _lArger do.triiiO, the rest of whinh he ha4 tried to oxp1ain.. 

JevODS oont.i.nues:-"We have only to trace out carefully the 
natnrsllawa of variation of utility as depending ",.,0 the quantity of 
oommodity in our poesesaion, in order to arrive at a sa.ti8f~tory theory 
of""ilXchang .. or-which Ul:6"l>raJiiiry law. or';"pply -and demand are B 

necessary oonsequenoe ... 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 
aha.ll PlOBOOtly .... the latter of th ... two statemonts had been made 
before in a.imOBt the lBme form, loOBe and inaccurate B8 it is, by 
Ricardo and Mill; hut they wonld not have aooopted the former 
.tatomont. For while they regarded the natnrsl laws of variation of 
utility M too obvious to require detailed explanation, and while they 
admitted that OOBt of production could have IlO effect upon exobange 
value if It could have IlOM upon the amount whioh producers brought 
forward for oaJe; their doctrin .. imply that. what is true of supply, is 
true mulatia mulandia of demand, and that the otility of B commodity 
could have no effect upon ita excba.nge vaJue if it could have none on 
the amount which pW'Ohaaers took off the market. Let us then tum 
to examine the oha.in of causation in which Jovons' oentral position 
is formulated. in hiI Second Edition, and compare it with the position 
taken up by Ricardo and MilL He 8&Yo (p. 179):-

"Cost of production determines supply. 
Supply determin"" finsl degree of utility. 
Final degree of utility determines value." 

the queswora whet.her Ricardo it to be IUppoted to have meant noLhing by .. ho lirat. 
chapter o( his book, merely beeo.use he did DOt. cooataDUy repent. t.he interpretation 
elaU!181 cont.ained in it., is one which each reader mUlt decide (or bimaeU aci!ordiDg 
to hia Lemperamen,t.: it. dooa raot. leD.d itseJl to be 101"00 by argument.. It. it bore 
claimed DoL Lhat. bit doctrinel cont.ained a complete lbeory of value: -buL only 
t.hAt. Lbe,.- were in t.be main true .. 'ar as t.hey went. RodbertUl and ),fan: inter
preted Ricardo's doeLri.ne. to mean Lba' ;nt.el'C!st doea not enw iDLe Lbat. COIL of 
produc::t.iOD wbic.b IJOvema (or nt.ber ak. part. in governing) value: and as regnrda 
t.hiI Prof. AabJe,.- appean to concede aU t.haL is claimed here wben (p. 480) be takea 
II. .. beyond queatiOD t.hM. Bicanlo "regarded Lhe payment. oj ioLert!tt., Lbd ill, of 
lOIDtI&Woa more t.bJm Ule mere replacement. 01 capiLal, ... meUM 01 cou"", •• 

JevoDS' 
etlot.ral 
poait.ioD. 
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..... '. s. Now H tbl8 Beri .. of .. """tions reaJly existed, there oouId be no great': 
harm in omitting the intermediate atages and aaying thot OOIt of 
produotion determinea value. For if .A is the cause of B, whioh iI~i 

the oause of 0, whioh is the cause of D; theD' .A iI the ca1188 of DJ 
But in faot there is no Buoh series. s...... A proIiminory .J!bjectIon might be taken to the ambiguity of th.,: 

rhit.li:e terms "cost of prodUCtion" and "supply"; which JevoDl ought to;,' 
tbingI have avoided, by the aid of that technical apparatua of .. mi.math .. ~ 
:::Se:!ne matical phrases. which was at his dispoaal, but not at Ricardo' .. ' 
another in A gr!.,ver objeotion Ii,~&inst his ~ statement. For ~,rie.e w, ,hi~ 
::~ttli~ the varion purchasers in .. ma.rket will pay for a thing, is determined 
tiel: bu' Dot solely b:r..thJt..6.mtJ d~ of ita utilits t.g tthem 1)'1l15;~~ .. Jn 
~.ili:. 'o~n with the amonnto of purchasing power aovorally at th . " 
meaaurea dfSposaJ. The exchange value of a tbing is ~~_ &:1!_ over a~ 
of uLili',. market; but the final d_ of utility to which it oerroaponda arel 

ne 1Ub
eUt.ut.el 
• catena 
01 C8U1e1 
lormut.ual 
C6uaal.ion. 

not equ&l at anY .. two~&11& Jevons ouppooed himself to be getting': 
nearer the foUndations of exchange value when in his BOCOunt of the 
""naea whioh determine it, he subatitutod the phrase "final degrea of' 
utility," for "the prioe which consumers are only just willing to pay." 
-the phrase which in the present treatise is condensed into "marginal! 
demand prioe." When for instanoe deacribiug (Second Edition, p. 1051' 
the .ettlement of ""ohange between "one trading body possessing 
only oern, and another p"""easing only beef," h. msk .. his diagram 
represent ua, person" as gaining a "utility" measured along one line 
and losing a "utility" meamred. along another. But that is not what 
really happens; a. trading body is not ". persOn,1I it gives up thingI' 
which reproaont equal purchasing power to aD of i'" membon, bo~ 
very different utilities. It is true that Jevona was himaolf aware of 
thia; and that his account oan be made oonsistent with the faoto of 
life by a .eries of interpretations, which in effect oubatitute "demand
price'· and "eupply.prioe" for "utility" and "'disutility": but, when 
10 amended, they lose muoh of their aggressive force against the older 
dootrinee, and H both are to be held .avaroly to a atriotly literal 
interpretation, then the older method of spoalting. though not perfectly 
accurate, appaars to he nosrer the truth than that whioh JOVODS and 
80me of his followers have endeavoured to Bubstitute (or it. 

But the grea\e8.f.. o,bjoction of aD to his formal .talemont.-«>L..h!! 
central dootr4l'L is that it does not represent 8qp.pl~!'t\ demand 
price and amount produced aa mutually determining one another' 
(subject to oertoin other conditions), but .. determined one by another 
in a Bel'iee. It is as though when three 1>&111 .A. B. and 0 rest against 
one another in a bow~ inatead of saying that tho pooition of the three 
mutu&lly determinea one another under the aotion of gravity. he had .. 
said that ~ deton¢noa B, and B detormin .. O. Someone else howevef\ 
with equal juatioe might say that 0 detorminoa B and B determinoa ", 
And in reply to Jevona a oatena rather I ... untrue than his can bel 
made by inverting his order and aaying:- ' 
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Utility determln .. the amount that b .. ~ be supplied, 'PP. t, S. 
The amount that baa ~ be supplied detorminea coat of produotion, 
Coot of produotion determines value, 

because it determines the supply price whioh Is requited ~ make ,h. 
prodUoertl keep to their work. 

Let us theo. turn to Rioatdo'. doctrine which, though unsystematio Ricardo'a 
and open to many objections, aeema to be more philosophio in principle :~~ 
and closer ~ the actual facta of life. ae says, ill the letta ~ inadequate 1:;; -- --"~ ~~ ~. - -"=' what ia m~yalne whBDJ!L09ntenda that • commodity iI t.ook IO~~ 
v~ .P'QportiQQ to it .. utility".' T}Jis would be true if bUlera :he"el:!:!, 

regulated. th •. val"e ~"!,,,odi\i'!!'; then iIIdeed we might of ..... 
""'poot that8.n -men would be williog ~ give a price for t.hinga ill 
proportion ~ the estimation in which they held them; but the fact 
appears ~ me ~ be that the bu;yera have the least in the world ~ (10 
in regulating-.£rico; it is ~£I~!", bi..1h_~ .9.om~tition of th. sellora, 
,;na;-ho"':ever reauy williog the buyers might be ~ -givemCift.-I';;:lron 
than for gold, they could not, beoauaa the SIll1Ply Would b. regulated 
~C08t ~f_p~l1~tlO.!b .• You say demand and supply regulatsa value 
[ ... ]; t.hia I thiDk is saying nothing, and for the reason I have given 
in the beginning of t.hia letta: it is supply which regulates value, 
and supply is itself controlled by oomparetive coat of produotion. 
Coat of produotion, in money, me&lll the value of labour as well .. of 
proJits." (S .. pp. 173-6 of Dr Bonar's "", .. llent edition of thea. 
lettera.) And again in his nOltt letter, "I dOl'ot dispute either the 
infiuenoe of demand on the price of com or on the price of all other 
t.hinga: but JIllpply follows olose at ita~ and soon tok .. the power 
of regulating~pri08-;;' his [.ric] own banda, and in regulating it he is 
detenDined by cost of produotion. 11 

Th ... letters were not indeed published when Jevone wrote, but 
there are very aimila.r statements in Rica.rdo·. Principia. uw .le9 
when diacUBBing the value of money (Book m. ob. IX. f 3);"i(peaka of 
"the Jaw of demand and. ~pply which is acknowledged ~ be ap
plicable to alloomDiOdi~ and whioh iii the ..... of money lIB of mOBt 
other things; is controlled but not ~qp-.bi the law of MAt of 
:edgctio~-u-ooat-of prOducUoii-wO~l!'ve~~~ __ ~~ iJ 
i!...gq.~ll.ave non'!. .9lL!upJ!lL.Zl And again, when summiDg up biB 
theory of value (Book m. ob. XVI. § 1), he sa;ye:-"From !.his it 
appea.n tha.t demand and supply govern the fluctuatioD.l of prioea in 
all.cae ... and the permanent val)lee of all thing. of whioh the supply 
ia determined by any agency other than that of free competition: 
but that, under the regime of free oompetition, t.hinga .... on the 
average, exohanged for each other at mob valuOI and sold for lOch 
prioeo .. allord equal expectation of advantage ~ all oJaaeee of 
produoen; whioh oe:n Onl~ when thinga exoh~!or ~~er 
in the ratio of th.... ..., prooilotion. w- And; on ili. ne:.<t page, 
~---. ------------ - ---~-" 
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UP. I, S. Bpeaking of oommoditiea whioh have a joint COlt of production. he _ya. 

Jevona' 

. c:iLion 

different. 
r.ban it 
.ppean, 

"Binoe coat. oj production here faiJa us we muat. resort to a law of 
value anterior to aoat of produotion and moro fundamental. the law of 
demAlld ""d oupply," 

JOVODB (p. 215), referring to this last passago, .peake of "th. fallaoy 
involvod in.Mill'. idea that h. is revorting to .... 1Ift/.rior 1tJ .. 0/ uol .... 
tho law of supply &nd demand, tho foot being that in introducing 
the OOIt 01 production prinoipl.. ho has nover quitted tho law of 
supply and demand at alL Tho COlt of production is only one circum· 
.t.ance whioh governs supply and tbUi indireotly influenoea valuea.n 

This criticism soems to contain an important truth; though the 
wording of tho last part is open to objection. H it had been mado in 
1ililI's tim. ho would probably bave oooopted it; &nd would ·bave 
withdrawn the word "anterior" 18 not expressing hiI real meaning. 

\
Th~_ Uoost of pxlU~~OD P"iI!~pl~ ~~Ufinal u~~.y.~lr.!ncip!e 
are undoubtedly 2onout parUI of th'!.!!!!!l a!l.ruliDJ! law .. U,!1!l?!Y 
and.ds!!!!!!S.; each may tJij oomp&re'd to one blade of a pair of ocisaom. 
Whou one blado is hold.tiII, and tbe cutting is oJJcetod by moving tho 
othor, wo may say with oarolOll brevity that the cutting is dono by 
the oocond; but the statement is not ono to be mode fcrmally, &nd 
doloudod deliberately'. 

and he Perhaps Jevona' antagonism to Ricardo and Mill would have been 
~1'1'~lt~\~d less if he had not himself fallen into the habit of speaking of relations 
.ymmc~ry whioh really uiat only between demand price and value 88 thougb 
~~:';;~. they hold betwoou utility and value; and if he bad emphaaiaod .. 

Cournot had dono, ""d .. the nee of mathematical forma might have 
been ""peeted to load him to do, that fundamental oymmotry of the 
general rolationa in which dem&nd &nd supply slond to valu .. which 
cooxiata with atriking dilJoron ... in the detoila of thOBO roIatic ... Wo 
moat not indeed forgot that, at tha time at which he wrote, the demand 
aide of the theory of value had been much neglected; &nd that he did 
""colIont 8Omoo by calling attoutien to it &nd devoloping it. There 
oro fow think ... wh ... olaima en our gratitude are .. high and .. 
variooa .. th ... of Jevona: but that mUlt not load 111 to .... pt 
hastily his oriticiama on his groat prod_', 

I See V.m. 'I: 
• See II,Q art.ic1e OD JevoDS' Til.",. by the p.reson' writer fa the A..mlN tin 

April!, 1872. l'be edition of his TIND", brough' ou, by his son in 19B, conLaiDi 
an Appendis. on Ilia account. 01 inliereat. wiLh spe<'.iaI. refereoce w thar. article tlee 
also above VI. L 8). He cont.enda Lbat. bis rathel'" ibeory iI"\l'wI" far aa iI. gael" 
t.bougb he "followed 'b~ unfo.rt.una\e practice of U1e Ricardio.o .chool by abet.racLing 
for keaLmeDt. cert.ain ideas, and usuming that; his reallen are familiar wi~ Lheil 
Ielat.iODi and t.aJl.ing his point. 01 .iew," The lOll may be aecepLed u ~ lrue 
interpNt.or of the fat.bu: and ~ deb ... of economiC3 to t.be fllLher are DO doubt. 
10 groat .. to be comparable wiLb it .. Uanscende.o.t. obligations \0 Ricaruo. Bu' 
Jovona' TI&«wr boo II combatin 1Iide, aa weU .. a conatnwLl"- In great. part. " 
WlUI an attack on wba' be called in hia Prelaee, .. fob.' able bur. wrooa-bea..ted mao, 
Duid Ricardo" who ulhunMcl ... .., ollooDomJo IC:ieoce OIl to. wlODIliae.u 
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It seemed right to select Jevons' attack for reply, because, iD. .uP. I, S 
Engl&nd at all events. it baa a.ttracted more attention than any other. 0';;
But somewhat aimila.r attacks on Ricardo's theory of value had been criwCl 
made by many other writers. Among them may specinlly be mentioned. 
Mr Macleod. whose writings before 1870 anticipated muoh both 01 the 
form and substance of recent criticisms on the ola.ssical doctrines of 
value in relation 10 cost., by Profs. W.\rae and Carl Menger. who\\:ere 
contemporary with Jevona, end Profs. v. BOhm·Bawork and Wi ...... 
who were later. 

The carelessness of Rica.rdo with regard to the element of Time haa ban 
been imitated by his critics, and has thus been a source of twofold ~!~~8 
misunderstanding. For they attempt to disprove doctrines as to the e8rel~
ultimate tendencies, the causes of causes, the ct.IUltz causantu. of the :;'~Won ~ 
relations between co.st of production and value, by means of arguments as t.o Lhe 

based on the causes 01 temporary changes, a.nd short· period. 8.uctuationa =~e:!:' 
of value. Doubtless Dearly everything they say when expressing their hIlve' failed 
own opinions is true in the sense in which they mc&n it; lOme of it is ~i! ~~:~ 
Dew and muoh of it iI improved in form. But they do not appear to doctrine. 
make any progrC88 Iow&r<is establishing their claim 10 have discovered 
a new doctrine of value which is in sharp contrast to the old; or whioh 
calla for any considerable demolition, as distinguished .from develop-
ment and extension. of the old doctrine. 

Ricardo's first chapter has been dioousood hore with 8010 reference 10 
the causes whioh govem the relative exohu.ng& values of different things; 
beoause ita ohief in.B.uenoe on subsequent thought has been in thil. 
direction. But it was originaJIy associated with a controversy 88 to 
the extent to which the price of labour aflords a good standard for 
measuring the general purchasing power of money. In this connection 
iIB interest is mainly hislorioal: but reference may be made 10 an 
illuminating article on it by Prof. Hollander in the Qt.u;o1orly Journol 
0/ Economiu. IDOL 

Hia criLiclanl on Ricardo achieved eome apparently unfair dialectical kiumpu. 
by auwning t.b.at. Ricardo t.hought. of value as govemed by coat. of production wit.bout. , 
referenre to demand. Thil misconception of Ricardo wu doing great. hann in 1872: 
and it. seemed neceaary to ahow t.hat levona' Theory of Interest.. if iot.erpretod 
aa he int.erpnoted Ricardo. is untenable. . 



APPENDIX Jt, 

.,/ THE DOCTRINE OF THE WAGES·FUND, 

.... " 1. 11. AT the beginniDg of last century, great .. p!Jhe poyerty_ of 
Early iD the English people, the peoples of the Continent were poorer .tiIL In 
wI moet of them population was _ and therefore food waa eheap; =':.7 but for all that they were underfed, and oould not provide themselveo 
...... om· with the oinewa of war. Fran .. , after her first victories, helped herself 

. ~:": along by the forced oontribntioDl of oth..... But the countriee of 
pendence CentraJ Europe could Dot support their own armies without England', 
:~ ~":::fd aid. Even America, with all her energy a.nd na.tional resouroee, W88 

01 capiLal, not I rich; ahe could not have subsidized Continental armiea. The 

) 

economist.a lo~)ced for the u;We.nation: and they found it chiefly in 
England" aoonmn)atOO 0ApiaJ. which, though BIDall when judged by 
our present atanda.rd, was very muoh greater tha.n that of any other 
country. Other DetiODl were enviono of England, and wanted to follow 
in her atepe; but they were unable to do ao, pa.rtly Indeed fur other 
reaaoDB, but ohielly beoanoe they had not capital enongh. Their anona! 
inaome was required for immediate oonsumption. There W88 not in 
them a large olaaa of people who had a good atore of wealth lOt by, 
whioh they did not need to oonaum. at onoe, and whioh they could 
devo~ to making maehln .. and other thIngo that would aid labour, and 
would enable it to produce a larger atore of thIngo for future oonoump
tiOD. A apecial tone waa given to their argumenll by the -"'ity 
of capital everywhere, eveD In England; by the growing dependen .. of 
labour on the aid of machinery; and laatly, -by tho folly of acm. 
followon of Rouaooau, who were ~ Ibo working eIaaoea that they 
would bo bottor off without any capital at all. 

In consequence. the eoonom..iata gave extreme prominence to the 
.tatemenll; lint, that labour requiroo the IUppori of capital, .... of 
gued,cloth ... eto.: that ta .. been &lieaiIy preduCt!d,-arid

o 

",oDdly, 
th.t labour requiroo tho aid of capital In the form of f .. tori ... atoroa 

I 8M ""0", p. M4. 
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of raW' material. etc. Of OOUJ'B8 the workman might b.'Ve supplied UP.', I. 
bia own oapitaJ. but in faot he Beldom had more than .. little atore 
of cloth ... and furniture, and perhaps a few simple tools of his own-
he waa dependent for everything elae on the savings of others. The 
labourer reoeivecl olothes ready to wea.r, bread ready to eat, or the 
money with which he could purchase them. The o&pitaJist. received 
• &pinning of wool into yam, a weaving of yam into oloth, or a 
ploughing of land, and only in a few ...... commodities ready for use, 
coate ready to bo worn, or bread ready to bo .. teD. There are, no 
doubt, important exceptions, but the ordinary bargain botwOOD em· 
ployera and employed is that the lattor rooeiVOB things ready for 
immediate uee and the former reeeivea help towards making thing. 
that will bo of use hereaftor. Th ... foots the ooonomiste_ 8Xpl'llOS.edJ>V 
saying that a~.....requiree; th" enpport of n~pitaJ, whether owned 
by the labourer or by someone else; and that when anyone works for 
hire, his wagea are, .. a rule, advaneed to him out of his employer' 
eapita1-advaneed, that is, without waitiog till the things which he 
iB engaged in making are ready for uae. Th... simple .tatemente 
hove heeu • good deal criticized, but they have never heeu denied by 
anyone who haa taken them in the sense in whioh they were meant. 

The older economists, however, went on to say that !b0 .Twnt of but. tbil 
!'meB was limited by the amount of C'.apitaJ, and tbj, Bfatement MPDot !?e:::oee 
~ended; at boat it is but a olovenly way of te.lkiJlg. ILhllllaggerated 
IUgges~ __ !'O lOme ~J:ll~~e notiQll that th,! total amount of w&ges :[:e:eex~ 
tha.t oould 00- pm,Cf in So country in the OOU1'Be of,' My So year. l!!:L a. preaaiona. 
fix~ U by the threat of a strike, or in any other way, one 
ii&1;ofWorkmen got an increaao of wsg ... they would bo told that in 
OOIlBequenoe other bodies of workmen must lose an amount exactly 
equal in the aggregate to whot they had gained. Theae who have 
Mid this hove per!>a!'!' J!>ough~.!'tagrj'!.ult1!l'aJ p~e, whloh baa but 
one harvest in the year. If all the wheat raised at one harv8lt ifI 
B1ll'8 to be eaten before the next, and if Done can be imported, then it 
ill true that if anyone's share of the wheat is inoreased, there will be 
jOlt 10 much leII for othera to hove. :But this doee not juatify the 
statement that the amount of wag .. payable in a oountry is fixed byl 
the capital in it, • doctrine which baa been oalled "tho vulgar form or V 
the Wages.fund theory',n 

12. It hu already boon notieed (Book I. ob. IV.17) that Mill in h~m ' 
later yeare under the oombined influence of Pomto of t,be Sooin.IistB, :!~i:l:: 
and of the general tendonci .. of Phblio .. ntiment, Bet bimaelf to bring wag .. 

into prominence the human. 81 opposed to the mechanical. element ~~h~ 
in eoonomiOL Be desired to call attention to the influenoell whioh are reached 

• , Tbeu Ulree paragrapba are reproduced from a paper writteD for U1e Co~ 
. optJ'tlli., ,d,."UGl, and reprinted 10 t.be RfP01C 0/ th. IntltWrital. Rtm'l&ftmdw.. 
Cot./nMl:" 1885, wweb cont.ained. t.he out.linea of ihe central aqumen' 01 &he 

, IInI I ... chap"''' 01 Book V L 
• 
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APP. 't 2. exerted on human oonduct by CURtom and UIRge. by the ever-ehiftiug 
the theory arrangemen& of society, &D.d by the constant cha.ngcs in human nature,; 
01 value_ the pliability of which he agreed with~te in thinking that the 

earlier economists bad. underrated. It w Wi Ucidte which gave the 
ohiof impulse to his economic work in the latter baH of his life, as dis. 
gui.hed lrom that in whioh he wrote his Esny, on Unit/tied Que6limJ; 
and whioh indoocd bim(to separate distribution from exchange, and 
to a.rgue that Lhe laws of .distrihntion....~_d~ndent OIL ·~.H.~.:gl~ 
buman ins.titutjon~t and liaBle to be perpetually modified as man's 
habits of feeling, and thought;" and action _ lrom one-phase I.e 
another.) He thus oontrDBted the la.wa of distribution with those df 
produotion, whioh he regarded 88 resting on the immutable basis cf 
physioel nature; and again wilh the law. of exchange, to which he 
attributed eomelhing very much like the universality of mathemati ... 
It is true that he sometimes spoke 88 though economic science 
consisted chieHy of discoSBiona of the production and distributioA 
of wealth, and thoa 88Bmed to imply that he regarded the theory af 
e"ohango .. a pari of the theory of distribution. But yet he kept the 
two separate from one another; he treated of distribution in hiB 
Iccond and fourth Books, and ga.ve his third Book to the "Machincr, 
of Exohange" (oompara his Pri1lcip'" 0/ PolilicoJ lIoorunny, Book IL 
oh. I. § I, and ch. J:\'L § 6). 

n. In doirur this he allowed his leal for giving • more human tone to 
wa.~UI -, 
<inwn ,",onomies to get the better of his judgment, and to hurry him on to 
~n to an work with an inoomplete analysis. For, by putting hia main theory 
~:=.!:~ of wagee before his account of supply and demand, be out himself 01 
and th~ from all ohanoe of treating tbat theory In a satisfactory way; and in 
::'iW'-:'OD/fROI be w&e led on to say (l'ri1lcip/u, Book IL ch. D. § JJ, th&\ 
hilrourth uw.agee depend mainly upon ... the pro~ti~~ __ ~_tw~!.t'p~pula~~n ~d 
::~: oa.-E~~ or rather, as he explains later on, between "the number of 
generally the'labouring cIo.u ... who work for hire,n and "the a.ggrogate of what 
•• Iiced; may be .. lied the Wageo-fund which oonaists 01 that part 01 circu. 

laling capitaJ ... which is expended in the direct hire of labour." 
The faat ill tha.t the theoriee of Distribution and Exohange are BO 

Intimately connected .. to be Httle more than two Bid .. of the same 
problem; that in each of them there is an element of umoohanioal'~ 
precision and universality, and that in each of them. there is &D. 

olement. dependent on U particular buman i.natitutions," which baa 
varied, Mel which prohably will vary, from plaoe to plaoa and from age. 
to age. And if Mill had reoognized this great trnth, h. would no' 
have been drawn on to_ appear to substitute, as he did in his second 
Book, the .lawment of the problem of wag.. for its oolution: but 
would have oombined -the deaoription and ana.lysis in his second Book. 
with the aban hut profound .tudy of the cauBOO that govern tho 
diotributicn of the national dividend, given in bill fourib Book; anel 
the progl'OBB of ooonomioa would have bean muoh haetenod. 
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As It was, when his hie II ,*lh,~!!ptQn following In the wake of DP.~, 2. 
Longe. ClifIe Lesli~ JevoDB and. othora, oonviDoed him that the pbrasea artJy 
in his second Book were untena.ble, he yielded too much i and overstated Cause he 
the utent of h1I own past errOl: and of the ooncessions which he was ~f!~~:
bound to make to his 888IliI&nta. He said (Diuerlationo. VoL IV. p. ol6): pOliti ... 

"There is no law of DAture making it inherently imposaible for wages ~':..~19 t.o 

to rise to the poin~ of absorbing no~ only the lundo whloh h. (th.Th ........ 
employer) had intended to devote to carrying on his bUBin .... bu~ the 
whole of what he allows for his private expenses beyond the necessaries 
of lifO. The reoI Iimi~ to the rise is the praotioal consideration how 
much would ruin him, or drivo him to abandon the bUBin .... -~no~ tho 
inexorable limits of the Wag .. -fund." He did not make it olear 
whether this statement refers to immediate or ultimate effects, to 
short periode or long: bu~ in ei~hsr cass it appears untenabl .. 

A. regarde long periode the Iimi~ is pu~ too high: for w_ oould Tbo. 
not rise permanently so as to absorb nearly as large a share of the ~:~n:o~ 
national dividend as is hare indicated. And for short periode, i~ is ol ___ 

not put high enough: for a well-organized strike at a critical juncture :!:, 
may force from the employer for • short time more than the' whole po.rticu1ar 
value of his output, after paying for r&w material during that time; ~icf,s 
and thoa make his groaa profits for the time a negative quantity. And ia indired 
indeed the theory of wages whether in its older or· newer form. baa DO :ote. 
direc~ bearing on the issue of any particular sUuggle in ths labour 
market: that depends on the relative I!Itrength of the co~peting parties. 
Bu~ it has muoh bearing on the genoral polioy of the relatiou of ospit.al 
to labour; for i~ indicates wha~ policies do, and what do not, oarry in 
themael_ tho asode 01 their own ultimate delea~; wha~ policies can 
be maintained, aided by suitabl. orgrudzations; and wha~ policies will 
ultimately render either aide weak, however well organized. 

After a while Cairnes, in his Leo4ift(l Principles, endeavourod to Cairn!" 
f8lJ08Oito.te ·the Wages-fund theory by ezpounding it in .. lorm, which :~~;I~:' 
he ~hough~ would evade the attacks tha~ had been made on it. But, ... eIi .... 

though in the greater pazt of his exposition. he succeeded in avoiding ~a::~rund 
the old pitfa.lls, he did 80 owy by explaining away 10 much whioh doct.rine in 

11 oharacteristio or .. he doctrine, that.there .is.VO .. ry little lof. t in it toli:.::.~me 
justify its titl.. He states howevsr (p. 203)0 tha~ "the rate of w!'l!oo, • 
other thinge being equal, varies in.!!!!""~b~J!lth thJ!~J.upply_ 01J~" 
His argument is valid in regard to the Immediate resul~ of a ""dd<a 
grOB~ inoreass in the supply of labour. Bu~ in ~he rudinary oourae of tho 
~wth of population there results aimultaneously, DOt on1y lome 

inoreaae in the supply of capitaJ. but also greater aubdivt.ion of labour, 
and more efficienoy. Hil use of the term "v&riea inversely" ill mis-
lea.d.ing. He should ha.ve aaid "vance for ithe time at least in the 
oppoeite direction!' He g08l on toderiy& an "unexpected OOJlBequenoe," but. ~ . 
that an inoreaae in the aupply of la.bour, when it·is of .. kind. to be ued ~~l::r:, 
in oonjunotion with fixed capital and raw material, would oause the 
Wag ... fund to undergo "diminution as tho number who are to ohare It 
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UP. ',8. II 1D0reasecL" But that .....alt woaId follow onl,. If the aggregate of 
wag .. w"", not Influenced b,. the aggregate of production; and in fact 
this 1eat ca .. e II the moat powerful 0/ all thoee whloh lnfIuonoo wag ... 

The ,..goa- t 8. It ma,. Lo noticed that the extreme lonno 0/ the Wageo-fand 
~:~riDe theory represent ~ A8 governed entirel, by tle~; though the rei..... demand II reprosen IIl'1Idel,. .. dependent on tho stock 0/ capital 
d~::d'be But lOme popular expoaiton of eoonomiCl appear t.o have held at the 
aide of the 1I&ID.8 time both ~iI doctrine &~ the Iron law of was:~ ... Mob repreo. 
quutJon. lantl wages ... governed rigidly by t.ho coat of n:aring bgmAD beings. 

II .... 
applied in 
mpponof 
.. m. 
imponant. 
tnathl, " 

but. they 
can be 
defended. 
wilhou'it. 

They might of 001lnI0 have aoI.ened each of them and then worked 
the two into &. more or lea b&rmoniooa whole; .. Cairnes did later. 
But It d ... not appear that tbey did so. 

Tbo proposition that [""-..my ;. limited by ""pita/, was often in
terpreted so .. to make It praotie&!ly convertible with the Wagea-Iand 
theory. It can be explained so .. to be true: but a llimilar explanation 
woald make the .tatement that "capital is limited by industry" equally 
true. It was bowever aaed by Mill chietly in eonnectJon with the 
argument that the aggregate employment of labour cannot generally be 
Inoreaaed by preventing poopl .. by protective dutl .. or In other wayo, 
from .. tisfying their wanta in that manner whioh they woaId prefer. 
The "ffee .. of protective duties are very complex and c&nD.ot be dia
oussed here; but Mill is e10ady right in aaying that in general the 
capit&!, tbat Is applied to support and aid labour in any new industry 
created by looh- dutiea, "must have been: withdrawn or withheld from 
lome other, in which it gave, or would have given, employment to 
probebly about the same quantity of labour whioh it employs In ita new 
oooupation..u Or. to put the argument in a more modern forJD. suob 
legiolation does not prim4 laa. inore&8O either the national dividend 
or the share 0/ that dividend whiob goes to labour. For it does not 
inorease the 8uppJy of CApital; nor doea it, in any other way. cause 
the marginal ellieienoy 0/ labour to rise relatively to that·o/ capital 
Tbe rate that haa to be paid for tbo a&& of capital is therefo19 not 
lowered; the national dividend is not increased (in fact it is alm08t 
sara to be diminiBhed): and as noither labour nor capital gota any 
new advantage over the otber in bargaining for tho distribution of 
the dividend, neither O&a IIenefit by snoh Icgialation. 

Sr.:::,elry This dootrine mey be Inverted; 80 .. to _art that the labonr :, :re 
required to gin- eaect to capital in a new industry created l,y protective 

relations duties must have been withdrawn or withheld from BOme other. in 
:~i:iaDd whioh it gave, or would have given. etlect to probably about the B&Ip.8 

labour. q1lBtD.tity of capital lUI in ita new oooupation.. But thil atatemcnt 
thougb eqaally true would not appeal with equal lorca to the minds 01 
ordinary poople. I'or as the buyer 0/ goods ia oommonly regarded .. 
oonferring a spooial bonefi. on the oeller, though in lao. tho eervIo .. 
whioh buyen and oell ... render to one another are in tho long run 
oo·ordinate; BO Iho employer ia oommonly regarded .. ennferring • 
opeoIaI benetlt on tho worker, whoee labour ho buyo,<thougb In tholODjl 
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run the eerriOfll whioh the employm'll and employeel render to one up._,,3. 
anothOl' are oo-ordinate. The 0& ..... and OOD88quenoee of this pair 
of lacta will oooupy us muoh at later otag .. of our inquiry. 

Some German eoonomisto have ugued that tho resouro .. with which The ... 
'the employer paya wages '!Ome from oonsumera. But this appears to i~:liridu~ 
involve a misapprehension. It might he true of IUl individual employer employen 

if tho conoumer paid him in edva.nce for what he produoed: hut in fact :.::'urned 
the rule goes the other way; the OODSUDler'1 paymenta are more of teD_ to t.hem 
in arrear, and merely give deferred oommand over ready commodities ~:~ 
in retunLlor ready commodities. It may he admitted that If the pro- eust.omera. 
duoer could not 00II his goods he might not he able lor the time to hire 
labour; but that would only mean that the orgaDization of produotion 
wao partially out of gear: a meohine may atop if one of Ito oonnecting 
rudo gota out of order, but that doeo not mean that the driving loree 
of tho machine ill to he found in the rod. 
'-' Nor again Is the amount which the employer pays aa wages at any But in ~ 
time governed by the prioe whioh consumers do pay him. for his wares; ~~ Ylew \ 

though it generally i111argely influenced by hill expectations of the price CODSUme .. ; 

they will pay him. It ill indced true that in the loug run IUld under :h:. ~:,Y 
normaJ. conditions, the prices which consumers do pay him and those re8OU1'C81 

whioh they will pay him are praotically the same. But when we p&B8 ~~Eer: 
from tho particular paymonto 01 an individoal employer to the normal como lrom 
payments of employers generaJIy-and it is rea.lJy only with these latter :~:
that we are now oonoerned--consumera cease to form • aepa.rate olass, as,. thaI. 

for every one ill • oonsumer. The national dividend goes exolusive1y to ~! ~,:e 
OODSUmer8 in the broad sense in which wool or • printing press is l&i.d naLionaJ. 
bo go into oonsumption when it is transferred from the warehouse or divideod. 
enginOOl'ing works In wLioh It haa rooted, to • woolle .. manufacturer 
or • pnnter, and these oonsumera are also the producers, tha.t ie, the 
own.,.. of tho ege .. to of prodootion, labour, oapital and Iaod. Children 
and oth.,.. who are oupported by them, and the Governme .. t which 
leviN mel on them1, do but expend part of their Inoomes for them. 
To .. y therefore that tho reoouro .. of employero generally are ultimately 
drawn from thon of conoumlll1l generally, ill undoubtedly"true. But it 
fa only another way 01 .. ying that all reeouro .. have boe .. porto of the 
natiooal dividend, which have been directed into lorms .uitablo lor 
deferred, instead 01 Immediate _; ·and If any of them are now 
applied to any other purpooo thIUl Immediate oonsumptiOIl, it ill in 
the expectatioD thai their plaee will he taken (with increment or 
profit) by the inooming flow of the na_t!.~divideD~·. 

I Un1eu indeed we reckon du IeCUrit,. and ot.her beoefttl which Goveramen' 
proridM ... leparate it.eml of ihe national ineome. 

• Considerable Ugh' hu beeo t.hrown 00 lob. aubject of \he Wagel-fund by 
Walkeri, wriUoga, and. &.be conLro'"8raie1 connect.ed with dlem. The inataneel 
which b. bu eoUected of .mployeea rendering t.heir Iflrvicel' ID advaDce of 
payment bear eftecLinly GO anm. I.WDI of lobi eontf0gerlJ', bUl nol on its mam 
...... CoIuIao', P..4 ....... .... DUlnlv&o, 117~1848, ... taiat much oeult, 



THE DOCTRINE OF THE WAGES-FUND 

.... " .. The &rat Fundament.a1 Proposition or Mill·. Is oloo.ly oonnoctod 
Demand witb bla fourth, vi;. tbat Dcmaiid lor c:omiii/ld.e. .... "'" u..a".( / .. 
loreom· labour: and tbla again exp....... bla meaning badly. It ia true tbai 
m:!:~i. those who purghaae an~rtiCuIa.r ~~oditiea do not.gener~,-~ppl, 
remand the capital that ia roq . ~~d a.nd 8Upf"rt.th~)~~~ whiob pro
tor labour. duces those oommodities: they merely divert capital and employment 

from other trad .. to tbat for the products of whioh tbey make incroaoed 
demand. But MiU, not contented with proving this, seema to impl, 
that, to spend money on the diroct hire of laboor ia more benefioisJ to 
the labomer than to. spond it on buying oommoditi... Now tbere is 
a ..",... in whioh tbla conta.ina a little truth. For tbe price of th. 
commodities includes profits of manufacturer and middleman; and 
if the purchaser acts as employer, he slightly diminish .. the demand 
for the services of the employing olass, and inoroases Ihe demand for 
I.boor as he might have done by buying, aay, band-made 1ace instead 
of machine-made 1aoe. But tbla argument assumes that tbe wag .. of 
la.bour will be paid, 88 in practiCe they commonly are, while the work 
ia prooeeding; and th.t the price of the oommoditi .. will be paid, 
88 in practice it commonly is, after the commodities are made: and 
it will be found that in every ease wbicb Mill bas cboson to iIlustrats 
the doctrine, bla arguments imply, though he does not seem to be aware 
of it, that the consumer when passing from pnrohasiug commoditi .. 
to hiriug labour, postpones the date of his own COll8UDlption of th. 
fruits or· laboor. And the &ame postponement would have resulted 
in the .. me benefit to laboor if the pnrobaser had made no ehange in 
the mode of bla exponditnre'. 

~Io § 4. Throughout the whole diecllllBion of the DationsJ dividend 
which the rolatione in whioh the kitcben apparatus of a hotel and thoae of a 
wage- private house stand to the employment of cooks have been implicitly 
...... n 
derive treated as on a like footiug_ That ia to flay the capitoJ bas been 
from t.he regarded broadly: it baa Dot been limited to mere "trade capital!'. 
inereoae 
of Wealt.b But. a little more may be said on this aubjeot. 
nolowoad It Is indeed often thought that, though those workers who ha ... 
:J~~r: ~ Iittlo or DO accumulated wealth of their OWD. have much to gain by an 
the fonn incrcaae of the capital in that narrower aense of the term iD which it. 
~:r-..: is nearly convertible with trade capital that supports and aids them 

in tbeir work; yet they have little to gain from an increase of other 
forme of wesJth ,tIot in their own handa No doubt there ..... few 
kinds of wealth the existeDOO of which ooarcely afIcots th. working 
o!aosea; while they are directly affected by sJmost every inoroase of 
(trode) capitoL For the greater part of it paoseo through their baudo 

It lODletim.. too levere, eriUciam of t.he earlier wage U\eoriel. A. more con
lI8lVatin atLiLude iI taken iD. Ta\Luig'a weigh I.,. CopiltJl ad W..,u; to wWeb! 
the English reader may be apetiaUy referred. fOl • fuller accoun' and cri\icisro ofl 
\be German doct.rin81 mentioned in the wL. i 

• 8eo Ibo. Appon.u. 10 Boot IV. 0/ N.woomb'll'aIin.oI _,. 

• 



CORRELATION OJ! PRODUCTION AND CONSUM:PTION 829 

u implements or materialJ of their work; while a oonaidotable part is qp. oJ, "

ilirooUy used or ..... OODSumed by them'. It seems therefore that the 
working 01..... must nocossarily gain when other forms of wealth 

. booome trade capit.a.l and vice tlU4d. But it is not 80. If private 
peopl. generally ga.. up keeping oarriages and yaohts, and hired 
tllem out from capitalist undert&kers, there would result a sm&1ler 
demand [or hired labour. k'or part of what would ha •• been paid as 
wages would go 8B pro6ta to a middleman·. 

It may be objeoted thet if other forms of wealth tak. the plaoe of 
trod. capital 00 a large &O&!e, there may be a scarcity of the things 1 
needed to aid labour in its work and .ven of those needed to snpport it. 
This may be a real danger in some Oriental countries. But in the 
west.em world, and espeois.Uy in England, the total slook of capital' 
is oct..u!!1_in v&!U~ to _th_._&ggI'lg",,,,,_oL the o~lI!"'oditi .. l!o.!!8~med by the 
working classes during many years: and a very ems.U increase in the 
d."jji&na-for th..o Corms of oapitaI;'that minister direcUy to labour's 
needs, relatively to other fOIDlB, would quiokly bring forward an in. 
ere&eed lupply of them, either imported from 80m. other part of the 
world, or specis.Uy produeed to meet the new d.mand. There is then,.. 
fore no necessity to trouble ourselves much on thia BOOrs. U the 
margin&! .fficier.oy of labour is kept ~h..lts neU!~uot will b. high; 
anll eo will therefore its earnings. and the constantly Howing stream 
of the national dividend will divide i .... 1f up in corresponding propor· 
tiOllS, giving always an adequate 8upply of oommodities for immediate 
oonsumption by the workers. and assign.ing to th& 'production of those 
commoditiea an adequate stock of implement& When the· general 
oonditioOl of demand and 80pply hav. decided wbet part uf the 
na.tional dividend the other olasaea of sooiety are free to spend BB 

th.y will; and when tho inclin&tions of thOl. classes hav. decided the 
mod. in whioh th.y will i\iatribute their expenditure b.tween preeent 
and deferred gra.tifications. eta., it ma.tters Dot to the working olaasea 
whother orohidi come from the private conservatories, or from the 
glaes houses whioh belong to prci[esaional 1ioriats, and whioh are 
therefore trad. oapit&L 

I At aU eventaJ aooordiog to moat. definit,ioDi. There are lOme indeed who 
confine capital to "iDt.ermediat.e goodJ,u &Dd must. t.beretore exclude hotela, and 
10dging-hoUlel, &Dd "odunen'. eOlotagee, a' all events .. 100D .. they are uaod. 
BlU gran obj~t.iOlll to &be adoption of ihiI dednitoion have &lready been iDdicat.ed 
in Appendix E, 4-

I Sea above, p. '185. Agoin, an increased. use of brau furnUure f,b., Deeds 
much cleaning, and generally of model of living ~at. require t.he assistance of 
many indoor and ouWoor _"Imt.l, operates on the demand for labour in t.he 
eame way .. t.be use 01 band-made gooda in place of goodl macle by u:.penaive 
mac1Unory and oLb .. r 8zed capit.al. n may be true that. t.he em.plo)'lDen' of a 
grello' Dumber of dam_Lie tervant.l iI aD ignoble and wasLelul use of a large 
income: but. t.heze iI DO other equally aeltl&h method of .pending it. which tend. 10 
directJ,. kI iDClUI6 &he &bare of &be Dat.1onal dividend which ROM to the working ........ 



APPENDIX K. 

CERTAIN KINDS Oll' SURPLUS. 

1 § 1. WB have next to make lOme Btudy of the relationa In whlchl 4PP. 1:, • 

The dillerent kinds of ourplno stand to one another, and to the D&tio~ 
nation'. inoome. The study is difficult, and " haa little practical bea.riDg;: 
:i::1 but it baa Bome attracUoDl from the academio point of view. ' 
IliaJi. Y WhlIe the natiooaJ income or dividend is completely absorbed in' 
tute\ remunerating the owner of eaoh agent of produotion .t ito marginat 
.~~.. rate, it yet genoraJIy yields hlm a ourplus which has two distinCt,I, 
ge .. i ! though not iudependent Bidee. It yiel!la to him, as conaumor, • ourpl": 
=::&r:~on conBieting of the ex .... of the toW utility to hlm of the commodity 
.. con· over the real value to hlm of what he paid for it. lI'or hle marginal 
~:~::.her purchases, those which he is only just induoed to buy, the two &1'8' 

:::. hhu of eqoaJ: but thOle parte of his purchases for which he would gladly ha_ 
...J'':;' paid a higher prine rather than go without them, yield' him a lurplUO 

of aatisfaction: a true net benefit which he, 88 CODBUDler, derives fromi 
the faciliti .. ollored to hlm by his ourroundiugo or conjuncture. He', 
would 1 ... thle ourpl .... if hle ourroundiugo wore 80 altered .. to, 
prevent hlm from obtainiug any supplies of. that commodity, and to 
eompel hlm to divert the mee.no which he spends on that to otherr 

oommoditi .. (one of which might be iuoreued leiaore) of which ", 
preoent he dOlI not Dare to have further auppli .. at their reopective, 
pri_ 

Ind other Another aide of the surplus which a man derives from his sur
=~ roundinga is better seen when be is regarded as producer. whether by 
generally ~t labour, or by the aooumulnted, that is acquired and aavod, 
~dw:kers. material re&OW'CelI in his poesession. As a worker, be derives a """,hr'. 
,avell. IUrplw, through being remunerated for all his work at the same rate aa; 

for that loat part, whioh h. is only just willing to render for ito reward:. 
though much of the work may have given him poBitive pleasure. AI 
oapiWiat (or genoraJly .. owner of acoumulnted wealth in any form) 
he deri_ am .... •• IUrpIw through being remunerated for all his 
aaviug. that is waiting. at the aame rate ... for that part which he is 
only juot induoed to undergo by the reward to be got for it. AncI he 
genoraJly is remunerated at that rate even though h. would still have 
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mad .. BOm. oavWga If h. had boon compelled to pay for their safe ..... '" 1. 
keeping, and had. reaped a. negative interest from theml. 

Th ... two oebl of aurpl .......... DOt independent: and It would be 
oaey to reckon them up 10 .. to oonnt the lI&II1e thing twioe. For when 
we ha ... reckoned the producer'. ourpl ... at the value of the general 
purchasing power whioh he derives from his labour or Baving. we have 
reckoned. implicitly his consumer'8 surplus too, provided his character 
and the cironmetanceo of his eovironment ..... giveo. This difficulty 
might be avoided analytically; but in no ..... would it be practically 
poIBib\e to eotimate and add up the two oeri... The cO!!L~er'./ 
~ the worker'. surplus, and the ~ aurplus, which anyone r 

is oapable of denVing trOm his ~~~g~~epend on hie jndiyidual 
J!/I&rac-.!"r. They depend in part on bis general BODBibility to tho 
.. tiSr.CtiODB and dis9&tiofaotiouo of conaumption and of working and 
waiting IOvorally; and in part aIao on the elastioity of his BODBibiliti ... 
that is. on the rates a.t which they change with an increase of consump
tion, of work and of waiting reepectively. Conoumer'. ourplno haa 
rel&tion in the fu:st _ce to individual oommoditi ... and each part 
of it reepondo directly to changeo in the oonjnnotnre affecting tho 
tormo on whioh that commodity is to be had: while the two kinds of 
produoor' •• u. .. ·plll8 appear a1wayo in tormo of the general retorn that 
the oonjuuctnre giveo to • certain amoant of purchasing power. The 
two kinds of produoor'o ourpl ... are independeu.t and cumuloti"", and 
they stand out distinot from one another in the oase of a man working 
and"saving things for his own use. The intimate connection. between 
both of them and oououmer'o ourpluo is .hown by the foot that, in 
eotimating tho weal and woe in the life of a Robinaon Cruooe, it would 
be simpleat to reckon hie producer' •• urpl ..... on ouob • plan .. to 
include the whole of hiB oonsumer's BUIplUL 

A great part of • worker'o earninga are of the natnre of a deferred Th ... 
mtum to the trouble and expanse of preparing him for his w(U'kj and :~!~ 
there is therefore a great diffieulty in eatimating hie ourpluo. Nearly dilI'm
all his work may be pleasurable; aDd he may be ea.rning .. good wage rr:,-:::e 
for the whole of it: but in reckoning up the balance of human wool and ...... of 
,enduranoe WI must lOt off agaiuot this much effort and aaorifioe endured oanungaf • , o. 
by hie paronto and by himoelf in past time: but WI cannot .. y oIearly :\,pliaDce 
hoW muoh. .In a feW' liveI.there may be. b~ce of e:ru: but there is tio~r:~:
reaaon to think: that there 18 a baJ.a.noe of good m moat Jives, and a large the prime 
balanoe in IIOme. The problem is 81 muah philosopbicaJ 81 economio; ~:'8t of k ) 
it is complioated by the fact that Dl&D" activities a.re ends in them- I wor. 
oeIveo sa well .. maouo of production, and also by the diffioulty of 
dividing oIearly the immediate and direot (or prime) ooat of human 
effort from ito total coat; and it muat bo left imperfectly lolved'. 

a ThiJ point wu emphasized b7 G~Q ud JevOllL See also Clark', 8"'P" 
9tft,.. o[ Labfltllf • 

• See VL 't. 
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APP. 11:, 2. I 2. The 0B80 Is in lome respects simpler when we pass to ooDlider 
Auogard. the ea.rninga of matori&l appJioncee for production. Tho work ond thol 
m.t.orial waiting by which they have been provided, yield their own worker'. 
:~... and waiterelW'plua just mentioned, and in addition. aurplWl (01' quasi-
addir.ional rent) of the ex0888 of total money retUl'll8 over direot outlay; provided 
~':..'j!\!'. we confine our attention to Bhort periods only. But for long periods, 
wben all tha.t is, in aJl the more important probleDl8 of eoonomio aoience, and 
::;:aya.d" eopeoially In the problema dioousaed in thia chapter, thoro II no dis· 
in; on tinotion between immediate outlay and totaJ. outlay. And in the long 

wit.h. 
partial 
e:s;ception 
in t.hecase 
of land. 

run the ea.rninga of eaoh agent are, 88 a rule, suflioient only to reoom
penoe at their marginal rat.. the sum toto! of the .fforto and II&OI'ificea 
required to produce them. U I ... than th ... marginal ratea had haen 
forthcoming the suppJieo would have haen diminished; and on the 
whole therefore thoro is in general no extra ourpl .. in this direotion. 

Thio laBt .tatoment applieo ina oenoe to land whioh hal been but 
recently taken up; and pooaibly it might apply to muob land in old 
oountrioo, if we could trace ito recorda back to their eorlieot origins. 
But the attempt would raise eontroveraio.! qUOltiono In hiotory and 
ethics, .. well .. in economics; and the &i.ma of our present inquiry 
ore proopeotive rather than retreopeotive. Looking forward rather 
than backward, and not ooncerning ouroelvoo with the equity and the 
proper limito of the prooant private property in land, we ... that that 
port of the nationo.! dividend whioh gooo aa eorninge of land is • eurpl .. 
in a sense in which the e&rninga from other agents are not a BurplUL 

,To atato from the puint of view of this chapter. doctrine which haa 
boon di ..... ed ot length in V. vm.-u. :-All applianoea of production, 
whether machinery, or faatori .. with the land on which they are built, 
or farma, are oJike In yielding Iarge ourplusea over the prime 008to of 
partioular aota of produotion to a man who owna and worko them: also 
in yielding him normally no speoioJ aurpluo in the long run above what 
fa required to remunerate him. for his trouble and saori.6oe and outlay 
in purchaoiug and working them (no .pecioJ .urplua, &I ooutr .. ted with 
hio general worker'. and waitor'. lurplua). But there fa thia difforenoe 
hetween land and other agento of production, that from a aooioJ point 
of view land yieldo a permanent ourpIua, wbile perishoble thinge made 
by man do not. The more noorly it fa true th.t the eorninge of any 
agent of produotion .... required to keep up the oupply of It, the more 
oloaely will iIB supply 80 vary that the more which It is able to draw 
from the nationo.! dividend oonforms to the coat of maintaining the 
oupply: and in an old oountty land .tando ...... exceptional position, 
because ita earnings are not -afl'eol.ed by t:briS- iJtv&.. The diJlerenoa 
between land a.nd other durable agents iI however mainly one of 
degree: and a great part of the into ... t of the study of the rent of 
land &rio .. from .the illuatrationo which it affordo of a great principle 
thot permeatea every part of eoonomioo. 



APPENDIX IJ. 

RICARDO'S DOCTRINE AS TO TAXES AND 

IMPROVEMENTS IN AGRICULTURE. 

MuCH has already been said about the ""cellence of RiCArdo'. UP. L. 

thought .... d the imperfectiona of hls .xp.....,;on of it, .... d in particular Haith; 
notice has been taken of tho 0IUBe8 which led him to Iav do,,! .. .§o jus"y com
law .~_~ di"!!njabjng return without pr_o~--9..U~C&tiOD& Similar ~. 
n>marb apply to biB treatment of tho in1Iuenoe of improvoinenla ~ 
and the incidence of taxes in agrioulture. He was especially careless in =~ 
hls criticisms of Adam Smith; and as Malthus justly said (S1IlIlDI&l'Y mo,,!," 
of Seotion x. of hls Political B"""""'y). "Mr RiCArdo, who generaJly ~;~:D~ 
loob to permanent .... d final resulto, has alway" P11rB1led .... oppceite 'b~ 
polioy in refonmoo to the renla of land. It is only by looking to =:':. 
temporary resulto, that he could object to Adam Smith'. atotoment, ngardo 

that the cultivation ~ rioe or of potatoes would yield higher rent than :::= 
oorn." And Ma.lthua W&8 perhaps not fa.:r wrong when he added:- me~" ill 
"Practically. there is reason to believe that, as a change from com to rice :.. 
muot be gradual. not even a temporary fall of rent wonld take place." 

Neverthel .... in RiCArdo'. time it was of great practieal importance 
to insist, and it is of much scientifio interest even now to know, that in. 
• country which C&IIDot import much com, it is very easy 80 to adjust 
tuea on oultivation and so to hinder improvementa as to enrioh the 
Iandlorda for a time .... d to impovoriah the root of the people. No 
doubt "hen the people had been thinnod by want, thelandlonls would 
mil .. in peaket: but that faot took little of the force from RiCArdo'. 
coutoution that the enormous riae of agricultural prieoo and renla 
which occurred duriug hls life was an indication of an injury to tho 
nation boyond all comparison greater than the benefila received by tho 
landlords. But let UI now pass in review some of those argumenta in 
which Ricardo delighted to .tart from sharply definod aaonmptiona, 80 

as to get 01 .... net resulto, which would .trike the attention; and which 
tho reader might combine for himself 10 as to make them applie&ble to 
tho actual fauta of life. 

Let as fint wppose tha.t the "Com." raised in a country is .bso
lute1y .........,,; i... that tIi. demand for it baa no e1aatioity. and 

• OeDpue VI. u. 4.. .. 
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&hat ""y ohaoge III Ito marginal ooot of produotion would .ffoot only, 
tho pri.e th.t poopl. paid lor it, omd not tho amount of it oonsumed. • 
And let ". IUpp'" that no Com is imported. Then tho .ffoot 01 01 
tax 01 one-tenth on Corn would he to OODSO ito real value to rile till 
nine-tenths lioii much .. before would mflice to re:r:munerate the marginal , 
dOl" omd therefore .v.ry do.... Th. groaa Com aurplUB on every pi_ 
01 land wonld therefore remaiD. the ........ before; but one-tenth being 
token ..... y ... tax, tho rema.iD.der wonld he nine·tentho 01 tho old Com 
surplus. Since, however, each part of it would have risen in real value 
in the ratio of ten to nine, the real surplus would remain unobanged. 

But the BBBumption &hat tho domomd lor produoo is .heoluto1~ 
inelaatio is a very violent one. The rise in price would in fact be sure ' 
to OODSO "" immediate faIling·off in the d.momd for lome kinda 01 
produce, if not for tho ltaple oeroala: omd therefore tho value 01 Corn, 
i.e. produ .. III genoreJ, wonld never rile in full proportion to tho tax, 
and I ..... pita! omd labour wonld he applied III the cultivation 01 aU 
landa. There wonld thUB he a diminution in tho Com surplua from 
all lando, ·but not in the ....... proportion from aU; omd Binoe a tenth 
01 tho Com surplua wonld he taken by the tax, while the value 01 each 
part 01 it wonld have riBen in I ... than the ratio of ton to nine, there 
wonld he a double faU in tho real lurplua. (The diagrama on page 168 
luggeat at once trano1ationa of thOBO reaoouinga into tho 1anguage 01 
geometry.) 

The immediate fall wonld he very groat under modem conditiona 
111. which free importation 01 Com preveuto ito real value from being 
muob roieed by tho tax; omd tho aom. reault would follow gradually, 
even in the abaenoe of importation, if the rise in ita real value 
dimjnjshed, the numbera of th. people .. or, what is a.t lcaat ... probable, 
if it had tho off .. t of lowering tho standard of living, and tho oJIioienoy 
01 tho working population. Th_ two .ffocto would operate very 
muob in tho IBmO way on tho produoor'l surplUB; botb would make 
l:>bour dear to tho employer, while tho latter would also make real 
time wages low to the worker. 

Ricardo', reasonings ~ all these questions are rather ~~oult to 
follow: hocaDSO h. oIten giv .. no hint when h ....... to deal with 
reaulta which are uimmediate.1I and. belong to a "abort period" 
relatively to tho growth 01 population; omd p ..... to thooe whieb are 
"ultimate," and belong to a "long period" in whioh the labour value 
01 raw produo. would have tim. matoriall;y to all .. , the numhero 01 
the poopl. omd therefore tho domomd for raw produce. When ouob 
lllterpreting oIaUBOB are .upplied, very f.w 01 his reuonj"&" wiD he 
found invalid. 

Wo may now paso to his argumout with regard to tho lnlIuenoo 01 
Improvemento III the arto 01 agrioulture, whioh b. divid .. into two 
o1au... A lpocial ocIenti8o Intoreat attaob .. to his trootment of tho 

• 
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lint, whi.h oonsialll of th .... improvemenlll that "I can oblain the ..... L. 

·oeme produce with I ... capital, and without diaturhing the difleren.e m.;;;;
between the productive powers of the mooessiyo portiona of capitall It. which in

of oow:ee neglecting for the purpooe of his general argument the fact =: ~. 
that any given improvement may be of greater eervice to one partioula.r each d~ 
piece of \and than another. (S .. above, Book IV. .h. m. f 4.) ~; "::~~ 
Aesuming &e before that the demand for Corn h&e no eIaoti.ity, he _OUD" 
proved that capital would be withdrawn from the poorer lands (and :~o~~: 
from the more intensive cultivation of the richer lands), and therefore fall of real 
the onrplua meaeured In Corn, the Corn onrplua-aa we may I&Y- IODI& 

obtained by applications of capital under the moet favourable oiroum· .tan.... will be a eorplne relatively to \aJlda not 80 poor &e thooe 
whioh were on the margin of cultivation before; a.nd. the differential 
productiven ... of any two applicationo of capital remaining, hy hypo-
thesil, unohanged, the Com Bwplus must neoeasarily faJl, and of course 
the real value and tho labour value of the onrplua will fall much more 
than in proportion. 

This may be made .Iear by the adjoining figure; in which .urve.AO 
re_III the return which the \and of the whole 
country, regarded ao one farm, mak .. to d .... of •• Fig. 40 • 
capital and labour applied to It, th ... d .... being. d 
arranged not in the order of their appliootion, but wP .... --'~ 
in that of their produ.tiven.... In equilibrium 
aD d .... are applied, the prioe of tho Com being 
.snob that • return DO is just aufficiel1\ to remu· 
nerate a doee;: the whole &mount of Corn raised 
being repreoented by the &rea .AODO, of which 

Hf---+-~O 

o o· D 

.AHa rep"",,",111 the aggregate Corn ourpluo. [We may pa_ to notice 
that the only change in tho interprelation of this diagram whi.h is 
required by our making it refer to the whole country inotoad of a 
Bingle farm, _ from our not being "ble now, ... we could then, to 
8Uppoaa th"t &\l the oevera\ d .... of capital are applied in the ... mo 
neighbourhood, and that thorof .... the valu .. of equal portiona (of the 
aamo kind) of produoe are equal We may however get. over this 
diffi.ulty by reckODing the expens .. of tr .... porting the produce to a 
oommOD market aa part of ita expense. of production; a oertain part 
of every doee of oapital and labour being &eoigned to the oxpens .. of 
trensport.j 

Now an improvement of Rica.rdo'• firlt cIo.sa will Increase the 
return to the dOle applied under the mOlt favourable conditions from 
0.& to 0.&', Idld the retW'Jl8 to other dosea, Dot in like 1'f'01'orlion, but 
by equal _. The reoult is tbat tho new produce .urve .J.'O' will 
be a repetition of the old produce .urve .AO, but raised higher than it 

• Cb. II. Colleeu4 WorD, p.42. Comp. Cannan'. Produdion and DUtribYlion, 
1776-1848, pp. 325-8. llicardo'. distinction bet-ween bis t .. "o claueI of improv .. 
.,..11 II nol allcgalhor boPPJ, end aeed nol be 00IIIid0r0d he1'I. 
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RICARDO'S DOC'l'RINB AS TO 

by the dlltance A.A.'. U, therefore, there were an anJimited de~ 
for com, 00 that the old Dumber of dooeo, OD, oould be profitabl; 
applied, the aggregate Com lurplus would remain tho oome .. before 
the ohange. Dut iD fact moh an immediate inoreaao of produotiod 
could Dot be profitable; and therefore an Improvemeut of tbiII ldndi 
must D........nIy leooeu the aggregate Com lurplUL ADd on thd 
8S8umption made here by Ricardo tbat tho aggregate produoo .. ...,. 
1uere8S8d at all, ouly OlY dOO8ll will be applied, OlY beiug determined 
by the condition that A.'OlYO' II equal to A.ODO; and the aggregate 
Com mrpluo will ohrink down to A.' H'O'. ThII reeult .. indepeudeo' 
of the mope of A.O; and, whioh is tho 18me thing, 01 the pertlonl&Ij 
ligurea lelooted for the Dumorioal illustration whiob Riuardo uaod in! 
proof of bia argument. i 

And here we may take the ooeaaion to remark that numerlo&ll 
iuatau_ can as a rule ba saloly uood ouly as illuatmtiODB and not aaj 

proofs: for it is geoorally mOle dilIioult to know whet.har the reeult heal 
been Implioitly 8S8UDled in the Dumbers mown for the Ipoeial ...., 
than it is to determiua Independently whether the result II true or 
DOt. Riuardo himself had no mathematical training. But bia iuatiuotel 
were uniqno; and vary few treiDed mathematieisna could t.read ..,; 
oafely as he Over the moot perilous OOurBOB of reasoning. Even the: 
acute logical miDd of Mill was nuequal to the task. 

Mill oharacterlltioally oheerved that It .. muoh more probable that 
an improvem~nt would iDcreaao' the returDB to capital applied to 
different olaaaes of land iD equal proportiona than by equal amonntB. 
(See bia BOOOnd ..... Political EOO1ItmIII, Book IV. oh. m. 14.) He 
did DOt noti .. that by so doiDg he out away the basis of Riuardo'. 
Bharply defined argument, which was that the ohange did not alter the 
dilI'arentiai advantages of different applioatioDB of capitaL And though 
he arrived at the same result as Ricardo, it was ouly because bia reeult 
was Implioitly contained iD the Dumbers he ob ... for bia illustration. 

The adjoiDiDg figure tendo to Ihow that there is • olaaa of eoonomio 
problema whioh cannot be oafely 

::~!'!.t':.";:~a:! ~ ~:::: A' Fig.4l, 

acme apparat.... either of math .. 
mati .. or of diagramI, that present A 

as a oontinUOWl whole the sohedulea 
of 8OODOmlO forooa, whether with 
regard to the Law of Diminishing 
Retum or to th ... of Demand and 

Supply. The ourvo A.O haa the ':.~===~~t:::;;;;;;=:a-
same interpretation In thIa figure H 1= F C 

as In the last; but tho improvemon' 
baa the ea .. t of Inereaaing the rOo 

tum to oaoil doao of capital and 0 0 
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labour by one-third, i. .. In an equal proportion and no~ by an equal .... r.. 
a.moun~: and ~e now produoo ourvo A '0' ._cIa muoh higher above 
AO a~ It. lef~ ODd ~an a~ it. right. Cultivation is roatric~ to OU . 
d ..... wbore ~e ..... A'OIYO', roproaonting ~e new _ato product; 
is as before equal to AODO. and A'H'O' is as before tbe new aggre-
gato Corn 8urplU& Now i~ oan be eaaily proved ~at A'H'O' is four-
~ of AKE, and wbether ~ is greator or I ... ~an AHa depencla 
upon ~e particular ehape aooigned to AO. n AO be a .traight line or 
nearly a straight line (bo~ Mill'. and Ricardo'. numbers ropl'C8en~ 
point. on a Itraight Produoo line) A'H'O' would be I ... ~an AHa. 
but wi~ ~e shape aooigned to AO in our figure A'H'O' is greator 
~an AHa. and ~hna Mill'. argument is, while Ricardo'l is not, do
pendent for its conelusion on ~e particular ehape aaaumed by them 
for the groBII prodnoo curve. 

(Mill aaaumea ~hat the cultiva~ part of • country coDBiats of 
throe quantitiOl of land, yielding at an equal expense 60, 80, and 100 
buahcla; and he then shaWl ~at an improvemer.t which increaaed 
~e ro~uru to each a ... of capital by one-third, would lower com rents 
in ~e ratio of 60 to 261. Bn~ if be bad taken ~e distribution of 
fertility in a counUy to be luch ~at ~e land co~ of ~ 
qualiti .. yielding at an equal exponao 60, 65. and 115 bnabela, aa is 
done ronghly in our figure, he would have found in ~at 0&80 ~. 

improvement would raise corn rentS in ~e ratio 60 to 661.) 
Finally it may be noticed tha~ Ricardo'. paradox aa to tbe poaaible Ricardo', 

effect. of improvements on the rent of land is aPl'lica.ble to Urban aa ~;~e:J: 
woll 81 agricultura1lancl. For inaUmoo, ~e 4merioan plan of building \0 ",ban 

.toroa aixtoon .tori .. high wi~ .teel fram ... and aorved wi~ elevators, land 

may be auppoaod auddculy to become. very of6oient, economical and 
oonvenient in oonsequenoe ·of improvement. in the arta of building. 
lighting, ventilation and th. making of elevators. In ~at .... ~e 
trading part of each town wculd cocupy a I ... area ~an now. a good 
deal of land would have to revert to less remunerative U8e1j and the 
ne~ roault migh~ poaaibly be a fall in ~e aggregato Bito valu .. of ~e 
town. 



MATHEMATICAL APPENDIX. 

NOTB I. (I' 93). The 1&" of cIlminution of ma.rginal utility may be 
upreased thus:-If u be the total utility of an amount z of It oommodity 
to a given persou at a given ~ then ma.rginal utility ;" moaoured by 

:::. Is; wbile ~ m........ the """Vinal ... of utility. JeVOllll .... d 

lOme other write1'8 1180 "Final nUlity" to iDdioate what JevoDi elsewhere 
...u. Final degree of utility. The ... ;" room for doubt .. io which mode 01 
upreuiOD is the more convenient: no question of principle it involved in 

the decision. Subject to the qualifications mentioned in the teD :: ill 
alwa.ya negative. 

NOT. XL (I' 96~ U .. ;" the amonnt of money or gen ..... pnrohaoiDg 
power at &. pelBOU·. cliapoaal at any time. and IA repreaent. it. total utility 

to him, th"" :::. "P'-"'" the ma.rginal de~ 01 utility of money to him. 

Up;" the pri .. which he ;" jnat willing<lo pay for .... &mOunt _ of the 
oommodity whioh give. him a toW pIeao1JJ'l ... tiho.. 

d" d" dp d" 
dm Al'=4.u; andcmadi=.-

U II' it the prioe which he is jnat willing to pay for an amount; a' of 
another oommodity, which a1forda him It total pleaaure ,,', then 

""d therefore 

d,l. dp~ du' 
c1m·~=u·: 

tljl dp' ilv d,,' 
"'d;,;'="'U" 

(Compare JeVODl' chapter on the 7'".",., 0/ E"""""'Ie, p. 161.) 
Every in ..... in hio m ...... dimiBiah .. tho ma.rginal degree 01 utility 01 

money to him; that it, ~~ it alwa,. negati .... 
om . 

Therefore, tho mr.rgiB&l utility to him of an amount, of a oommodity 

rema.lni.ng unohaDged. an inoreue in h.ia mea!ll iD.oreueI ~ + !. i.e. it 
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mOreaael 2. that ia. the rate at which he iI willing to pay for further 

n.ppliel of it. We ma.y regard ~ &I &. funOtiOll of "'" .. and :r; and thea 

wo have d~ .tway. positive. Of course d~ is alwaY' positive. 

NOT. In. (p. 103). Let P, 1" be oonaecutive pointe on the demand 
0 .... ' Ie. PHM be drawn perpendioolar 10 Os, and Ie. PP out 0. and 0, 
in T and , respectively; 10 tha.t P'B is 
that inorement in the amount demanded 

. which oorrelpOnda to &. diminution PR in 
the pri .. per 1IDi. 01 th. oommodity. 

Then lhe elaaticit)' of demllD.d a' P iI 
measured by 

PH PH. PH PM 
OM + PM,Le. by PH "OM' 

TM PM 
L .. bYPM"OM' 

TM PT 
Lo. by OM'" by i'i' 

W 

I 

o T • 

When the diat&noe bet.ween.P and P' ill dimini.lhed indefinitely, PP' becom81 
the tangent; &nd thUJI the proposition .tated on p. 103 is proved. 

11, ia obvioUi .. priori that the meamre of elutioity cannot be altered 
by altering relatively to one another t.b.e tcalea OD. whioh diatauoea-parallel to 
0% and Oy &re mea.eured. But. geometrioal proof of thiI remit oao. be got 
eaaily by .. be method of projeotiOll8: while analytioally it ill olear that 

~ + - dy • whicb .. the analytical expreaaion for the me&81ll'8 of elut.ici.ty, 
a , 
doea not ohange it. value if the aurvo 11=/ (z) be drawn to-new ecalea, 10 that 
ita equation become. gy=j(Jn); whoN p and tj a.re OOIllltant& 

11 the e1ut.ioi~y of deman4 be equ&l to unity for all prioee of the 
oommodity. any f&1l in prloe Will. oauae • proportionate inOrea.H in the 
a.mount bought., and therefore will make no change in the total outlay 
wWch purohuel'l make for the oommodity. Suoh. dema.nd ma.y therefore 
be O&lJ.ed • """lei'" autla.y demalwl. The ourve whioh represente it, • 
"""""'" tmlla, ........ it O>&Y be oaIIed, it & rectangular hyporboIt. with 
Oz and Oy &I uymptotea; and a. aeri81 of lOch CUl"V8I are repreaented by 
the dotted curve. in the following figure. " 

There t. lOme adva.ntage in &cCustoming the eye to the shape of these 
ounel; 10 that wben looking lot • demand ourve ODe can tell lot onoe 
whether it t. inclined to ~he .... ertioal at a.ny point at 8. greaw or leas angle 
the the part of .. oonata.nt outlay OU"o. whioh would pa.H through that" 
point. Grea.ter aoounoy may be obtained by tracing coutant outlay 
curve. on thin paper. and then laying the paper over the demand ourve. 
By t.h.iI meana it ma.y, for inatanoo. be aeon lot onoe that the demand curve 
in the figure repreeent.t .t ea.oh of the pointe AI B. 0 and D an e1uticity 
about equal to one: between A and B. a.nd .gain between a and D. it repre. 
IeDUi In elutioit,1 greater thaD ODe; while between B and 0 it repftlleDtI 
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OIl elastioity I... than one. II will be found that practioo 0/ tbio kind 
makes ii ... y to deleot the nalure 0/ the ... umptiona with zega.nI to the 

o • 
oh&rac!er 0/ the delll&lld for & oommodity, which ... impiioitJy made in 
d .... wing & demand 0 ..... 0/ aDy partioular obepe; and is. oafoguard apinlt 
the UDCOIUICIioUl introduotion of improbable aaaumptioDL 

The geneml eqoatioD to demand oun. representing ., every point &D 

elaatioity equal to ft is ~ +tl <!f =0, i. ... "II' =0. 
Z N 

II is worth DOting that in ouob ....... :; = - ;..; that is, the pr0-

portion in whioh the amount demanded. inoreasea in OOllIeQ.uenoe of • IID&Il 
fall in the prioe variea inversely .. the (n + l)Ul power of the price. In the 
oaae of the oonatant outJa.y CUl'V8I it. variel iDvenely aa the square of the 
price; or, whioh iI the ... me t.hing iD thiI cue. directly aa the 1q1l&ftl of the 
&mount. 

NOTII IV. (p. 110). The Iopoo 0/ lime being meaoutad doWDwarda along 
Oy; and tha .mount&, 0/ whiob reoord is being mode, being me&lUl'Od by 
diltaD.oea from Oy; then P' a.nd P being adjaoen' 
pointl on the ourve whioh traou the growth of 
the amount, the rate of increa.ae in & amaH unit 
0/ time N' N is 

PH PH P'H PN P'B P'B 
JVN'= YBoJVN'= N' 'P'N' = lif; 

• 

dooe PN and P'N' are equal in the limit. N'.~==~.~·~ 
n we take • year .. the unit of t.im.e we 6nd N ~ H " 

the annual rate of inareue repreeented by the 
in ..... 01 the Dumber 0/ yean in N' o • 
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U Nt were equal to C, &. oollltaDt for all points of the curve, then the rate 

of in ....... would be cou8ta.nt and equal to~. In this .... -~:%=. for 

all NOel of :r; that it. the equation to the curve is r=G -c log s. 

NOTlI V. (p, 123). W. h ........ in tho Ioxt thot tho ralo at which futwe 
pleaatuel ate discounted varies greatly from ODe individual to another. Let 
r be the rate of interest per &DIlUDl, which must. be added to " present 
pleasure in order to make it just bala.nce a future pleasure, that will be of 
equal amount to its recipient, when it oomes; then,. may be 50 or even 200 
per cent. to ODe person, while for his neighbour it iI a negative quantity. 
Moreover some pleaaurea are more urgent than othal"l; and it is conceivable 
even that • person may diaoount future pleasurea in an irregula.r random 
way; he may be alm08t as willing to postpone a pleasure for two years &I 

for one; or, on the other hand, he may object very strongly indeed to a. long 
poatponement, but searoe1y at all to a short one. There is some difterence 
of opinion &II to whether suoh irreguI&riti811 are frequent; and the question 
oaa.not eaaily be decided; for since the estimate of a pleasure is purely sub· 
jective, it would be diffioult to detect them if they did occur. In a case in 
which there are no wch irregu.laritiea. the rate of dieconnt will be the same 
for each element of time; or, to Btate the B&Dl8 thing in other words, it will 

'obey the axpDDenli&llaw. And if A be tho futUl9 amount of • pleasure of 
which the probability ill p, and which will occur, if at a.n. at time '; and if 
B = 1+.: then the present v&lue of the pl ... ure II phR-'. It must, how. 
ever, be bome in mind that this reauJ.t belonga to Hedonica, and not properly 
to EconomiCL 

Arguing still on the ",me hypothesia wa may 'oay that, if fit be the 
probability that .. person will derive an element of happiDeaa, ~ from the 
poueaaion of, "'y, a piano in the element qf time 4'. then the preaent value 

of the piano to him. ill /: "R-t~ til. If we are to inolude a.l1 the happineu 

~t. results from the event at wha.tever distance 01 time we must take T =OD. 
U the IOUl'08 of pleuure is in Bentham's ph1'a.ae ·'impure," ~ will probably 

be negative for BOme .alU8I of '; and of oourse the whole value of t.he 
integral may be negative. 

NOTJI: VI. (pp. 132. 3). If II be the price at which an amount z of a com
modity can find pu.rchaeera in a given ma.rket. and 11=/ (.z:) be the equatiOQ 
to the demand ourve, then the total utility of the oommodity is meaaured by 

f: / (z) u, where G iJ the amount ooD..8llD18d. 

U however an amount 6 of the oommodity iJ neoeasary for ezi.atence. 
1(') will be infinite, or at 1_ in~e6nito1y great, for val ... of ~ I ... thaD 
6. We mUlt therefore take life for granted, a.nd estimate I8parate1y the 
total utility of that part of the eupply of the commodity which II in ox .... 

of abtolute neoeaa&rieI: it ia of oourse J:/(:r:) tk. 

U there ... IOvoral oommoditi .. "hich will .. tiafy tho ..".. im_live 
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want. .. e.g. ,ater and milk, either of whiob will quanab thint, we shall 
8nd that. under the ordinary oooditiOlll of life. DO great error ill introduced 
b,. adoptblg the oimple plan 01 U81IJDiDg that Ibe n ...... ..,. oupply com •• 
exclusively from that one whioh iI oheapest. 

It. .bauld be Doted that, in the disoaaion of coDlOmen' aurplua, "e 
&llUme tbat the marginal utility of money to the indiTidual porcbaaer ill the 
eame throughout. Stlictly speaking we ought to take account of the fsot that 
If he apent lou on tea.. the marginal utility of money to him woold be leu 
than it ii, &D.d he would get an element of oonaum81'l' -.nrplUl from buying 
other thingl at priDei which now yield him no suoh rent. But theee obangea 
of oonsumel'l' rent (being of the eeoond order of tmalIneu) may be neg
Ieoted, on the auamptioo. which underliea our whole reaaoning, that hill 
expenditure on anyone thing, &II, for instance, tea. iI only • amall pan of 
hiJI whole .xpenditure. (Compore Book V. oh..Do § 3.) If, for an,. ......... il 
be desirable to take account of the inOuenoe whieh hill expenditure on tea 
e,Zarti on the value of money to h.i.u:l... it i. only neceaaary to multiply I (z) 
within the Integral given above by that functiOD of xl (%) (Leo of the amount 
which h. hao &lready opent on tea) whi.h rep .... ntl the margi'" utility to 
him of money when hillJtook of it hu been diminished. by that &.mount. 

NOTII YD. (p. 134). Thus if~. II,. CIt •••• be the amount. OO1l8tImed of 
the Rlveral commoditiel of which b:.. bl • bl •.•• are Deoeau.ry for tllEiBteD.oe, 
if v=/. (z), v=l. (z). y=l. (z), ... be the equations to their demand ....... 
and if we mey negle.t &II inequalities in Ibo diotributiOD 01 we&l1b: theD 
Ibo toW utility 01 income, auboietence being tak .. for grented. might be 

... p .... ntld b,.1: f: 1(0) dz, if .... could find & pion lor grouping togelber in 

one oommon dema.nd curve all thOIO thingI which satisfy the same wanta, 
and are rivabl; and &lao for every group of thinge of which the services are 
oomplementary (188 Book V. oh. n). Bat we cannot do this: and therefore 
the formula .remai.na a mote general expression. ha.ving DO practical applica. 
lion. See footn.te on pp. 131, 2; aIeo tho latter pari 01 Note XIV. 

NOTB VIII. (p. 135). 111/ be the happiness which. person den", from 
an income :1:; and if, after Bernoulli. we &88Ume that tho inoreased happi. 
nesa which he derives from the addition of one per oent. &0 hia income is the 

tame whatever hia income be, we have s~=K, &D.d : •• =£,101:11+0 

when K and 0 are oonlltantL Further with Bernoulli let 10 umme that. 
a being the inoome whioh .affords the 00'&" neceaaariet of life. pain uceade 
pleasure when the income is leu than II. a.nd balanoea it. "baa the inoome 

equall G; thea. 0Ul' equation beooJDel 1/ = K log ~. Of course both K a.nd G 
4 

nry with the temperament" the h631tb. the habita, and the lOCi.1 IQlTOUIld
loge 01 ... h Individual. Laplaoe gi ... to 0 lb. nom. I""" pAyoiqw, ODd 
10 Y the nam. /orlvu .......z.. 

Bemoulli bimaelf IMm.. to have thought of • and G .. repreeenWlg 
oertaiD. amount. of property rather thaD ot income; but we oazmo~ eatima.te 
\he propert,. ..........,. for iii. wilbou' 0001. nndentending .. 10 the leugtb 
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of lime duriDg which i' is to .. ppori life, that is, withoa' really _ting it 
.. inoome. 

PerhaJII tha goea whiah haa attracted. mOlt attention after Bernoulli'. 
ie Cramer', InlggeatiOD \hat; the pleasure a1Iorded by wealth may be taken 
to vary ... the aqO&N root of ita amount. 

NOTII IX. (I' 1315). The argument tha' lair gambling is &U .. onomi. 
blander is generally baaed on Bemoulli'. or lOme other definite bypothesi& 
But it requires 110 further auumption than that, fiI'ltly the pleasure of 
gambling may be uogloo\ed; &ad, IIOCOIldly ,." (z) is oogat;jve for all nlu .. 
of ..... hero ,. (z) is the pleaanre derived from weelth equal t.o "-

For Rppoee that the chance that • partioular event wiD happen is ,. 
and a man make. a fair bet of P!I again" (1-1') g that it will happeD. By 
10 doing be changee his 8%peOtation of happiness from 

,. (z) t.o "'" {z+(l-p)y} +(1-1') ,. (z - P!I~ 

ThiI when expanded by Taylor'. Theorem become. 
,. (z}+ip (I-p)' g',," {z +' (1 -1') g} HI" (1 -1') yO .. " (z -epy); 

88SIlming ." (z) to be negative for all valuea of z. thit is alwaY' lea 
\han,. (z~ 

It is true that \hia loee of prohable happin ... uaed oot be greater \han 
the pleaaure derived. from the excitement. of ga.mhling, and we are then 
thrown baok upon t.he indaction that pleaaurea of gambling are in Bentbe.m'. 
phraae "impwe·';.moe experience aho," that they a.re likely to engender a 
l"eItleu, feverish oharacter, unmited for Btoaciy work &I well u for the 
higher and more IOlld ploeeuree of life. 

Non X. (p. 142). Following on the _me linN u in Note I .• let UI 

take " to repreaeni the diautility or discommodity of an amount of labour I, 

then ~ me&lUreII the marginal degree of diautility of labour; and, 8ubject 

to the quaJ.i.IiQtioDi mentioned in the text, : is positive. 

Let. be the amount of money or geneml purchasing power at a pe1'lOn'. 

diapoeal, ,. ito t.otal utility t.o him, and therefore :~ ito marginal utility. 

~UI if AID be the wages that muet be paid him to induce him to do la.bour 
Ill-' dID d", d" 

4~ then 4 .. drii =40, and (jf' dm = iii . 
If we usume that hill dislike to labour ill not a fixed, but & 8uotuating 

quao.tity, we _ may regard ~ .. a funotion of tn, II, a.nd '; and then both 

d'v> d... al .t;j 
dmdl' dfull are way' poll ve. 

Non XL (p. 24S). U memben 01 any opeetee of bird begIa t.o adopt 
aquatio habita, evory increase in the weba between the toea-whether coming 
about gradually by the operation of natural aelectioo., or ,oddenly .. a lPOrli.
will oaUIe them to find their advantage more jn aquatio life, and will make 
their ohanoe of leaving offapring depend more on the inorease of the web. 
So that, 11 / (I) be tha aYer&ge ...... of tha web at lime ~ then \he rato 
of iDoreue of the web moreuea (wit.hin eert&iD limite) with every inoreaae • 
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In \be ... b, and therolOIO r (I) .. pooitioe. Now........... by Taylor'. 
Theorem that h' 

!(HA)=!(I)+/af' (1)+ 1.2r (H8A); 

and if A be Iarge, .. thot A' .. nry large, then!(HA) will be muoh groolor 
than! (/) even though r (/) be omaU and r (/) .. never large. There .. moI8 

than a auperficial connection between the advance made by the applioa.tiona 
of the dilfe_tiBhaloulua to phyaioe at \be end of \be eighteenth century 
and the beginning 01 tho ninoteenth, and \be me of \be theory of evolution. 
In lOCiology .. well .. in biology we are leaming to watoh the &OO11IDulated. 
elfoota 01 10 .... which, though woat at &rot, got grooter Itnmgth 110m tho 
growth of their own effeot.; and the oniveraaJ. form, of which every moh 
Iaot .. a speoial embodiment, .. Taylor's Theorem; or, if \be action of 
more than one C&t188 at a time is to be taken aocount of. the aorreaponding 
expression of a funotion of several vari&blea. This conclusion will remain 
valid oven if Iorther Invootigotion oonfinno \be _tiOD, mode by lOme 

Mendoliana, thot goadual oho.ngoo in tho race ... originated by large diver
gences of individoall from the prevailing type. For eocmomiol ill • nudy 
of mankind, of partioular .. ti .... of partioular oooial strata; and it .. only 
indirectly oonoemed with the livea of men of uoeptioniJ. geniua or eJ:oeptional 
wiokedo.eu a.nd violence. 

NOTlI XII_ (I' 331)_ H. AI In Note X_ •• be the diooommodity of the 
amount of labour whioh a person haa to exert in order to obtain an aIDlJllDt 

oS of a commodity from which he derive. a pleaaure v. then the pleaaure of 

haring further lU.pplioe will be equal to tho pain 0/ gotting them .. h.u ~ = ~_ 
it the pain 0/ labour be rogarded AI • nagatin pleasure; and "e write 

U3 -V; then:: + ~ =O.Le. v+U=a muimum at the point at whioh his 
labour oeueL 

NOTlI XII. bi8 (I' 793). In lID artiole in tho QionoaIo dogl; g""""",;,,; 101 
Febraa.ry. 1891. Prof. Edgeworth draws the adjoining diagram, "Wah repra
IOUta tho ..... 01 barter of apploo lur DU,," dOlOribod on PI' '14-a Apploo .... 
measured along Oz, and nuts along 011; Op=4, ps=40i and. tepnll8Dts 
the termina.tion or the ti ... t bargain in y 
which , .pploo have been Ol<ohangod 
foo to nuta, in tho .... in which.t go,," 
the advantage at; ltarting: b tepreaentll 
tho ... ond, and c tho 8nal otago of thot 
oase. On the other hand. ,,/ represents 
the tint. o.nd 6'. c', d' the IeCOnd. third. 
and 8nalot.ngeo 01 the .. t of bargaina in 
"hich B gota tho Advantage at otartiug. 
QP. Lhe IooUI on "hioh c and d' mUlti 
both D ...... ri1y lie, .. ..uod by Prof. 
Edgeworth the C"",""" Curw. 

o p 

• 
b' 

0' /' 

. ...... _ .... -..... / 
• 

Following a mothod Adopted In hill JlaIItcrrtaIical Poy<llic< (1881~ he 
10k .. U 10 replOlODt the total utility to A of appl .. and nuta "hen he has 
given QP • appleo and .... ived N nuta, Y \be total utility" B 0/ appioo and 
Illata when he hal reoeived • applel and givea up ,note. U aD additional , 
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<Is IPpleo .... oxchanged lor "" ""to, the oxchaogo will he indiff ..... t '" 

A If 4U tJU 
"" Az + liy 4y =0; 

and it will he indif!etent '" B If dY Az+ dY 4y=o. Th_ thote!ore, .... 
"" dy 

the equations to the indifferenoe DUnes OP and 00 of the figure respectively. 
and the contract curve which iI the looua of ,points at which the terms of 
oxohange that .... indift ..... , to A are aIao indilIe .... t to B baa the eIogant 

. dU dU 4Y dY 
oq ... tion "" + dg = "" + dy • 

U the margina1 utility of nuta he oonataat for A and aIao for B, ~~ and 

dY 
dg hooomeoonatant; U hoccm .. + (G-.. )+·Y,and Yhoccmoa+(G-")+/I!I; 

and the oontra.ct ourve beoomea l' (zJ =0; or z=O: that is. it is a. straight 
line pamllel to Oy, and the value of 4,1: liz given by either of the indifference 
curvel. .. funotion of 0; tbUi Ihowing that by whatever route the barter 
may have It&rted. equilibrium will have been found at .. point at whiob 0 
applell have been ezohanged, and the final rate of exchange is .. funotion of 
0; t.ha.t i.e, it is .. OODJtant aJ.so. This Jan applioa.tioD. of Prot Edgeworth'. 
_thematiao.l vezaion of tho theory of horter, to confirm the reaulta reaohed 
in the taD, .... lim made by I4r Bony, and io publiahed in the Giomak 
dorU B.....",.;m for Juno, 1891. 

Pm. Edgeworth', plan of npnoaenting U and Y .. general fuuotiono of. 
and ,. hu great .ttraotions to the mathematician; but it BOeDll loaa adapted 
to oxpreoo tho ... ry.doy Iaota of BOOnomio rue than thot of regarding, .. 
JeTODa did. the margin.aJ. utilities of apples .. funotions of :I simply. In 
that ..... If A hod no nuta at otertiDB. .. io uoumed in the particular 
.... under diouuaicm, U takeo the form 

J: .. (G -.) "" + f: +, (y) dg; 

eimilarIy for Y. And then the equation to the oontraot curve is of the form 
.. (5-.. )+11', (y)=" (")+11'. (b-y); 

whioh iI ODe of the Equationa of EXohaDge in JOVODJJ' Theory, 2nd Edition, 
P. los. 

NOTlI XIIL (po BM~ Uoing the limo notation .. in Nota V., lot DO take 
our ota.rting.point .. regardo timo It tho dota of beginning to build the ho .... 
and .. t 'l" be tho time occupied in buUding it. Then tho p ..... nt val .. of the 
p ___ "bioh ho upoota to deri .. from the ho .... io 

B z J:, ... It"' ~ dI. 

Le' 4. he tho olomen' of ofton that will be inour...d by him in building 
tho h .... in the intarval of time 6J(bet ..... tho time land the time 1+4/), 
then the p_' val .. of the aggrog&ta of ofton 10 

Y .;. Jt" It"' <!! dI. . '" 
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II \hero io any onoortainty .. 10 $he labour $he, will be ""IuiJed. .very 
poeaible element. mUll; be oounted in. multiplied by the probability, v', of 

ill being ""Iuired; and Iben V beoom .. f:' flI'It-' t dI. 

II w. transfer $he ltarting-point 10 Ibo dolo of lb. oomplotinn of Ibo 
house, we have 

B= f:'''~~'''and '1'= f:' .. ,ll'~.u. 
"ho .. 2',=2'-7"; and Ihio otarting-poin\, Ibough perbopo Ibo .... ,,'araI 
from the mathematical point of view, iI the more namral hom the point of 
view of ordinary boaineu. Adopting it, we see Y .. tile aggregate of .ti. 
matOe! painI inoorred: oaob booring aD ill book, .. it woro, Ibo ... umulated 
burden of the wa.itinge between tho time of ita being mcurred and the time 
.. hon it beginlio beer frui"-

Javou' diaouaaion of tho investment of oapital ia somewhal; injured by 
the unneceuary auumption that the funotion repreeenting it ill aD. expreuioD. 
of the firet order; which is tho more remarkable .. he had himself, w~ 
delcribing Goaaen'. work, pointed out lbe objectioDa to \he plan followed by 
him (and Whewell) of IUbstit.nting Itraigbt linea for tho multiform ourvea 
that repre&ent the true ohara.cten of tho VariatiODI of economic quantitiea. 

NOT" XIV. (p. 357). Let CI" ... "t ... be the aeveraJ amount. of different 
kinda of labour, ... for inata.noe, wood-cutting. stone-carrying, e&rth.~ 
eto., OD the part. of the man in queation that would be ueed in building the 
hoou on any given plan;: and ,. fl. If'. eto., the IOveraI amOOD" of 
accommodation of diJlerent kinda lUob .. litting-roollll, bed-room.. of6.cee. 
eta. wbiob the houae would alford on Ibot plan. Then, uaing V and B 
as in the previoUl note, V. {J.ty, IJ" are all funCtiOllll of u" .... Ga, ... , and H 
being a function of fl, {J'. {J", ••• it & fODction also of Cll • ClU CIa. •••• We have, 
then. to find the marginal investmenta of eacb kind of labour for eaoh .kind 
of ..... 

G V dIl d/l dB dl" dB d/l" 
Go, = d/l Go, = d/l" Go, = d/l" ", = -
d V dB d/l dB dP' dB d/l" 
Go, = d/l ", = djJ' Go, = d;r Go, = --. -

Theae equatioDi represent a balanoo of effort and bene6.t. The real coat 
10 him of & little ozt", labour lpent on outting timb .. and working it np 10 
joat balanced by the benefit of theutr&aitting·room or bed.-roomacoommoda
tion that he could get by ., doing. If. however, iDatead of doing the WOl'k 
bimaelf, he pa.YI oarpentem to do it, we moat take Y to npruen.t. not hiI 
Iotal .!lort, but bio Iotal out;lay 01 _or&! purobeoing po..... Thea lb. 
rail 01 pay wbiob h. io willing 10 give 10 ""'1""'- lor further lahanr, bio 

marginal demand price for their labour. it measured by :; while ~: • ~ 
an the money me&SUrel to him of the marginal utilities of extra IittiD,g. 
room and bed·room accommodation napeatively. that ia, hill marginal demand 

prioel for them; and ~. : are the ma.rgin&l efficienoi. of ~ten' 
labour in providins: thOM aocommod&tiou. The oqnaticma theD. .tate &.btl 

e 
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the dem&ncl price for oarpenten' laboar tend. to be equ.a to the deDl&1ld 
price for extra sit.ting-room a.coommoda.tion. and also for extra bed·room 
aaaommod.tioD and 80 em. multiplied in each oue by the marginaleffi.cieuoy 
of tbe work of oa.rpenten in providing lila, utra aooommodation. proper 
unite being oh08eD. for each elemen'-

When tbiJ It&tem.ent • gene~ 10 as to oover all the Yaried demand 
in. m&rket for oarpenten' labour. it becomes:-the (marginal) demand price 
for oarpenten' labour is the (ma.rginal) efficienoy of carpenter'll' labour in 
in.......mg <he I1lpply 01 any produot, multipliocl by \h. (marginal) demand 
price for that producL Or. m put the Ame thing in other worda, the wagee 
01 & u.U 01 oarpeolera' labo .. "'Dell to be equal to \h. voIu. 01 nob pan 01 
any 01 \h. product., 10 producing whicb \heir labo .. coumbutol, ..... pro· 
...... \h. margiDaI efficieuoy 01 • unit 01 _ten' labo .. wi\h regan! to 
that product; or, to U8CI & phraao. with which we shaU be much oooupied in 
Book VL ch. L. it tend. to be equal to the nlue of the ~ne' product"' of 
their labour. Thie proposition it very importa.nt; and oontainB within iteeU 
tbe kernel 01 <he demand IIide 01 <he theory 01 cIitotributioD. 
~ Let ua then w.ppoae a muter builder to have it in mind to erect oertain 
buildiogo, aod to be OODSideriog wbat dilI .... t accommodetion be ohaIl, 
proTide; aa, for instance, dwclling-hoU8ell. wuehousea. factories, and retail 
shop-room. There will be two clauea of queatioDi for him to decide: how 
much aooommodation of eaeh kind he shall provide. and by what means 
he .hall provide it. Thus. besides deGiding whether to ereot. villa reaidencee, 
oJIeriDg • oertain amonn' of aooommod.tioa, he hal to decide wh.' agentl 
of production he will 1180. and in wha.t proportioM: whether e.g. he will 
uae tile or ala.te; how much stone he will use; whether he will use steam 
powef for making morta.r eta. or only fO!' cmne work; and, if he II in .. la.rge 
town. whether he will have his eea.ffolding put up by men who ma.ke that 
work a apeciality or by ordina.ry labourers; a.nd 10 on.. 

Let. him. then decide to provide a.n .moun' fJ of villa accommodation, aD 

amount. fY of warehouae, an amount {J" of factory accommoda.tioD, and BO 

.... oaoh 01 & eertaiD o!au. But, iDetead oIouppooing him to biro limply 
, &1' u. •... qU&D.titiee of diftercot kinde of labour, u before. Ie, UI olau hill 
oxpo.di_ UDdor \h. Ihroe hoadl 01 (1) .. agea, (2) pri ... 01 ..... material, 
a.nd (3) intereat on capital: while tho value of hiI own work and enterprile 
makes • fourth head. 

ThUilet. s". z. •... be the amount. of ditJerent ol&888I of la.boill', including: 
that. of IUperintendenoo. whioh he b.iru; the amount of each kind of labour 
being made up of ita duration and ita intenaity • 

. Lot. , •• ',_ ... be amoantl of varioua kinde of raw material&, whioh are 
need up aod emboclitod in <he buildiDga: .. hich may be .upposecllo be .. ld. 
freehold. In that. 08118. the pieoes of land on whioh t.hey are l89'8rally built 
are merely part.icular form. of raw material from the preeent. point. of view. 
whioh II t.ha.t of the individual undert&ker. 

Noz' let • be the amount of looking up. or .ppropridi01l of the employ
men" of oa.pital for the IIeveral purpoeeL Here we must NOkOD. in all fOnnl 

of capi&a.J. reduced to • oommon money meuure. including adVUlO8l for 
woge, lor <he porebeea 01 ..... material: rJoo \he "- allowing lor ,,
.. d· ...... to. 01 bill plant 01 all kiDcla: bill .... kobo,," \h.....t_ aod \h • 

• 
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ground on whioh they .... bullt being .... koned on the oame footing. The 
periods, during which the varioOi lookingl up run, will vary. but they mUR 
be reduced. on a 4'oompound rate," i.e. according to geomotrioal Progrel' 
lion. to & .tandard unit, -1 • year. 

Fourthly, let ... repreeent the money eqoivaJent of hit own labour, worry. 
anxiety. wear-ed·tear eta. involved in the several ulldert&kingt. 

ID oddition, the", ...... vera! element., which might have boon entered 
under llepara~ heads. but which we may IUppoee combined with thON 
already mentioned. ThUi the allowance to be made for riak may be ahared 
betweeD tho lao' two heodo A proper oha ... of the general ""_ of 
working the bnoin ... ("onpplementary ooeto," ... po 360) will be diatributed 
among tha four haado of -oragea, .... m.terioIe, iute_ on the oopito! nIno 
of tho OrgaDizaUOD of the basi .... (ito goodwill etc.) regarded ... going 
conoem, a.nd remuneration of the builder's own work, enterprise and anxiety. 

Under theae airoumatancetl Y represent. his total outlay, and H hit totrJ. 
receiplil; and hit e1forte are'direoted to making R - Y • muimum. On 
thio plan, we have equoUona _ to th ... oIeoody givan. vis. ..... 

dV dB d~ dH dty 
~ =dil·~ =iW·~ = .•• 

flV dB dil dB dty 
liz. = dil • liz. = d{Y • liz. = ••• 

flV dB dil dB dty 
.,. = dil • di = tl{r • .,. =." 

fl V lIB dil flB dfl' 
du=dil·""'=dty·du=···· 

That ill to "y, tho owginal ontlay which the boUd"" ill wilIlng to make 

for an additionalamall supply, 'ZJ, of the tk.t clau of I&bour, vis. ::. ~, is 

equal to ~: • :~ h,., to. to thet increment in bill toto! .... iplo B, whiob ha 

will obloin by the in ...... in the vi.IIa "'ommodatioD provided by him thet 
will .... ult from the utra IIID&IIIUI'Piy of tho firlt 01 ... of 1&00 .. : thio will 
equal & Iimila.r IUlD with regard to wareh01l8O aooommodation, and 10 em.. 
Tho. he will ha.ve diatributed hie l'MOtuOeII between varioQl 11181 in !SUch • 
way the, ha would gain nothing by c1ivorling any port of any agent of 

. produotion-labour. raw material, the use of oapital-nOl hit own labour and 
enlerprieo from one olaae of building to anoth",,: eIoo ha would gain nothing 
by IUbatitUting one agent for another in any branoh of hiI enterpriee. nor 
indoad by any in ...... or diminution of bill nae of any agenL From thio 
point of view our equation. have a drift very Iimila.r to the ugumeu.. of 
Book ill. oh. v ... to the ohoi .. between the diflomon' .... of tho __ thing. 
(Comp&n ODe of u.. moot in_ting DOtee (J) attaobod to Prof. Edgeworth', 
brilliant ad_ to the Britioh Auooiotion in 1889.) 

• 
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There ill more to be IBid (IM'V, XL 1. and VI. L 8) on the diffioulty of 
interpreting the phraaa the "net produot" of any agent of production. 
whether .. partioular kind of labour or any other agent; and perhapa the 
reO of thia note. though akin to what hal gone before. may more oon· 

voniontly bo lOAd at • later 01<>"... Tho builder paid :::. 3z, for til. 

Ian element of the labour of the first group because that was ita Del. 

product; and, if diroctod to building vilIao, it brought him in ~~ , z. 3z, • 

.. lpOCial reoeipta. Now if p be the price per unit, which he receives for an 
amouot fJ of villa aocommodatioD, o.nd therefore pfJ the price whioh be 
...,.; ... for til. whole amount III and if we put for Gorm ... /1fl in p ..... of 

~ ":11., the inoreaae of villa accommodation doe to the adclitional element 

of labour~; then the net produot we are seeking is DotpA/J, but flAfJ +fJ4l'i 
where 4p iJ .. nega.tive quantity, and is the f~l in dema.u.d price call18d by 
the inoreue in the amount of villa. accommodation offered by the builder. 
We have to make aoDle atudy of the relative magnitudea of theae two elements 
p/1fl and PI!.p. 

U the builder monopolized the supply of villaa, fJ would represent the 
totalaupply pf them, and. if it happened tbat tile elasticiLy of the demand 
for them waa leu than unity, when the amount fJ ".. offered, then, by 
incroaaiug hia ... pply. ho would diminish hia total receipt.ol ""d p!.fl + fJl!.p 
would be • n9tivo quantity. But of co~ he would not have allowed the 
production to go juat up to an amount at which the demand would hi t.hue 
inelaatio. The margin whioh he choae for hia produc'tion would certainly be 
one for which the negative quantity {3!J.p i.a leas thm p4{j, but not neaeuarily 
80 much leu that it may be negleated in comparison. This i.a • dominant 
faot in the theory of monopow. diBcuased in Book V. oh.a.ptel' XIV. 

It. i.a domina.nt also in the oaae of any produoer who baa a limited trade 
conneotion which he oannot quiokly enlarge. If hia oustomen have already 
.. much of his Wart'll .. they oa.re for, ao that the elaaticity of their demand 
ill tempcra.rily leu tban unity. ho migh' loao by putt.ing OIl ... additional 
Dl8Il to work for him, eveD. ,though tha.t ma.n would work for nothing. 
ThiI fea.:r of temporarily spoiling a mau'sllpeaiaJ ma.rket is a leading inftuenoe 
in many problema of value relating to short perioda (see Book V. cha. v. VII. 

XI.); and eepeoiaJly in thOle periods of oommercial depreeion, and in those 
regula.tiODI of trade auooia.tioDl, formal and informal, whioh we shall h&ve 
to ltudy in the eeoond volume. There it a.n allied diffioulty in the oaae of 
oommoditiea of whioh tho expeD80l of produotion diminiah mpidly with 
every inoro&lO in the amount produced: but here the 0&1l&e8 that govoro the 
limite of produotion a.re 10 complex that it I8&JDJI ha.rdly worth while to 
.ttemp' to treuelate tIl.m into motba .... tioallauguage. See V, xu. lI. 

When bowovet we a.re ltudying tho action of an individual undertaker 
with a view of illwItratmg the normal action of the O&UI08 whioh govero the 
general demand for· the IOveml agent. of produotion. it .. 101 clear that we 
mould avoid oa8OI 01 t.hit kind. We Ihould leave" their peculiar fea.turee to 
be U18lyaed IOparately iD lpeoiaJ. diaouaiou, and take our normaJ illutr&tion 
IN ... _ m whinh tile ind.iYiclul io cmlJ .~ of IIIIIIIJ' who ha .. eJIi ..... " 

• 
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if indinc ........ to ohe ........... U flAp be numerioallyoq .... to p4fl, 
where fJ it the whole produotion in • l&rge market; and aD. individual 
ullcIerlako. prod.ced fl', a thouaandth pan of fl; thou tho inol'OUOd roceipt 
from putting 00 6D additional maD 11 p!1{1', which II the .. me .. 1'4/3; and 
the deduction to be made from it 11 only fJ' 41', which iI • thouaa.o.dth pari 
of p4p and may be neglected. For the purpoae therefore of illWltrating 
• part of the general action of tho laWi of distributioD we are justified in 
speaking of the • .tue of the Det produot of the marginal work of any agent 
of production &I tho amount of that .Det product taken at the DOrma.l aelling 
value of the produot, that it. .. p4fJ. 

It may be noticed tbat Bone of these diftloultiel are dependent upon the 
.yatem of diviaioD of labour and work fO!' payment; though they are brought 
into prominence by the habit of meuuring .ftorte and eat;iafaotiOIlII by price, 
which ia auooiat.ed with it. Robinson eruloe ereoting a building for him.aelf 
would DOt; find that ali addition of • tho118&D.dth pan to hiI previous 
accommodation inoreued hia comfon by • thousandth part. What he added 
might lie of the Ame oh&racter with the reat; but if one oounted. it in at the 
aam. rate of real value to him, one would have to reckon f01' tho fact that 
the DOW part mo.de tho old of somewhat leu urgent need. of somewhat lower 
real val.e to him ( ... note 1 <Ill P. 417), On the othe< hand, tho law of 
inoreasing return might render it very diffioult 101' him to aaaign ita tme net 
produot to a given half-hour'. work. For inatanoe, suppose that some IIilall 
herb., grateful .. condiment. and eaai1y portable, grow in • pari of hie 
island, which il !ok .. half • day to vWt; and he bas gone there to gol omalI 
ba.tohea at a time. Afterwards he givu .. whole day, having DO important 
UIe to whioh he oan put 1011 than half a day, and comea back with ten tim • 
.. great a load aa before. We oa.nnot then eeparate the return of the lut 
half-hour from the rest; our only plan is to take the whole day .... unit. 
and compare ita retum of utisfaction with thou .of cia,.. IpODt in other 
way.; and in the modem ')"Item of indtUltry we have the Iimilar. but more 
diffic.lt ta.sk of taking, for lOme p_ the whole of a _ of pro
duotion .... lingle unit. 

It would be posaible to eztend the 1OOp6 of Illah l)'ltema of equat10u .. 
we have been oolLlidering, and to increase their deta.i1, until they embraced 
within themoel... the whole of the demand ada of tho problem of 
dittributicm. But whUe • mathematical illustration of the mode of aotiaD 
of • definite Ie$ of o.1ll8l m.y be oomplete in iteelf, and motly aoourate 
within ill clearly defined Umill, il ill otherwiae with any attempt to graep 
the whole of a oomplu problem of real life, or eftD. any OOllIiderable pan of 
it. in • Ariel of eqU&tiODL Fot many import&nt oonaidera.tiOlll, eapeoially 
thOle conneoted with the manifold inJlUeD.08I of ~e element of time. do DOt 
lend themlO! ... eaai1,y to mathemat.ioal uprooaion, they mud either ha 
omitted altogether, or cUpped and pruned till they reaemble the OODT8DtionaJ. 
·birda and animala of deoorat.ive art. And heno. ariaeo a tendenoY towaIda 
auigning wroDg propOrtiOlli m eooDomia foroee; those elementl being mOlt 
emphui.sed. whioh lend tbemaeJ.T811 mOlt eaeily to analytical methoda. No 
doubt .hiIo danger ill inh ..... in every applioat.ion no. on1y of mathemalioal 
lID&Iyoil, buO Of lIlaIyoiIo of OIly kind, III Ihe problemt of real llfII. II II • 

• 
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danger which more than any other the eoonomid Diuat have In mind ., 
every tum.. But; to avoid it; altogether. would be to abmdon the ahief 
meau of eaientifio progrees: and in diaowaioDi written lp6Cially tor 
mathema.tical readers i" it no doubt right to be very bold in the MUCh 
for wide genemlizatioDB. 

In mob diaouaaiona it may be right. for inatanoe, to regard H .. the IUm 
total of .. tiafactions., and V AI the B1lDl total of disaa.tWactiona (eflort.., 
aa.cri6081 etc.) which aoonte to • community from economio oaUHI; to 
aimplify the Dotion of tbe action of these oauaea by aaaum.ptiODl similar 
&0 tha.e which are involved. more or leu oonsc101l8ly. in the variOUB 
forma of tho doctrine that tho oonatant drift of these oall8el ia towarda 
tho attainment of tho M.".'mu .. Sat"jadioft, in the r.ot aggregale Io! tho 
oommunity (see above pp. 470--5)j or, in other words, that them ill '. 
OODBtant tendency to make H - V • muimum. for lociety ... whole. On 
Ihia plan the reaulting di1!enmt;;al equatioDl of tho same olaas .. th ... which 
we have been ditouaaing. will be interpreted tcJirepresent value &II governed 
in every field of eoonomiCi by the balancing of groupB of utilitiea against; 
groupa of dilutilitiea, of groups of aatisfa.otiona againlt groupa of real ooata. 
Such diaoUBSioDi have their pla.oe: but it ia not in a treatise lOch .. the 
present, iD whioh ma.thema.tiCi are used owy to expreu in terae a.nd more 
pn>Ci&e1aDguago thou methods of analyeia and .....";,,g whioh ordinary 
people &dopt, more or leu consoioualy-, in th. a.1fa.in of every-day life. 

It may indeed be admitted that BUoh cliaouuiOIlll have lOme point. of 
.... mblan .. to tho method of analyeia .pplied in Book ill to tho total 
utility of particula.r oommoditiea. The difference. between the t.wo oa&eII iI 
mainly one of degree: but it ill of a degree 80 great' aa practicaJly to amount 
to • difference of kind. For in the former oaae we ta.ke each oommodity 
by it.elf and with reference to a partiouIa.r market; and we take oa.reful 
account of the oirol1lD8tlmcea of the OODBUDlerB at the time and place under 
oonsideration. ThUi we follow. though perhapll with more careful pre
C&UtiOIlll. the practice of miniBt.em of finance. and of the oommon man when 
d.i&cWlling financial policy. We note that a few oommoditi .. are consumed 
ma.i.uly by the rioh; and that in conaequence their real total utilities are 
leu than ill .uggeated by the money me&81ll'Oll of thoso· utiliti... But we 
.... ume. with the reat of the world. that u • rule, and in the absence of 
.peciaJ. c&ueea to the contrary. the real total utilities of two oommoditiel 
th.t are mainly CODBumed by the rioh .ta.nd to one another in about the 
same relation all their money meaaurea do: and that the eame ia true of 
commoditiee the oonaumptioD of which ia divided out among rich and middle 
claael and pool in aimilar proportiOnL Such eatimata are but rough 
approximation.; but each pa.rtioula.r difficulty. each .aurae of po.uible error. 
ill puahed into prominence by the definiteneu of OUl' phraael: we introduce 
no lWIIumptiona that are not latent in the pra.otice of ordinary life; while 
we attempt 110 tuk that ill not grappled with in 8. rougher faahion. but 
yet to good purpose, in the praotice of o~ry life: we introduce DO new 
aaaump~ and we bring into olear light thoae whioh cannot be avoided. 
But though thia ill poasible when dealing with partioular commoditiel with 
reference to partioular market., it doea Dot 188m poaaible with regard to the 
innumerahle eoonomio element. that; come within \he all-embra.oinjiC Det; of 

J 
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the dod.in. 01 Muimom Satillaction. Tho 10 .... of oopply ... espooiaIly 
heterogeneoua and compleJ:o they inalude an ~te variety 01 effort.. and 
aaorifl_ cIireoi and inclireot, 00 the pan of people in &II varietioo of 
induatrial gradea: and if there were DO other hindranoe to giving • OODorete 

interpretation to the doctrillo, • fatal obstacle would be found in ilil latent 
oooomptioo that the coat of zearing ohildnm and p .. paring them for their 
work O&D. be meaaured in the u.mo way &Ii the ooat of erecting • maohine. 

FOl' re&aOIlI similar to thOlO giVeD in thiI typical cue. our ma~matical 
noteo will oover lou and lou g<oond .. the oompluity of the oobjoolo 
diIoooood in the text in_ A fow of thoeo that folio.. nleto to 
monopoliee, .. hiob preaent lOme aid .. singularly open to cIireot analytical 
troatmonL Bot the majority of the _.jnder will be OClOIIpied with 
UlOllt.r&tiona of joint and oompoaito demand .... d BOpply ... hioh have moob 
in oommon with the substance of thiI Dote: while the laO of that IOrieI 
Noto XXL _ a little .. ay toWaMa • generaill1UVOY of the problem of 
m.tribotioo .... d uohange twilhoot 101 ....... to the olemont of time), bot 
ooIy 10 far .. to make BOlO that the mathematical iIl_tioaa aaod point 
toward. a s,)'Item of oquatiOl1l, whioh are neither II1Ol'8 1101' leu in number 
than the onImOWWl in_ooad into \hem. ' 

NOTlI XIV. "" (I' 384). In the cliagramo of Ihio .b.pler (V. VL) the 
supply ClUI'VCI are aU inclined positively. and in our mathematical veniODI of 
them we shalllUPpoae the marginal ezpenses of produotion to be determined 
with & deliniteneu thai doeo not omt in 18&l1il.: we Ihalliake no &OOOOnt 
of th. tim. nquirad for dovolopin& ... p_tati .. boaineoa with the in· 
ternal and external ooonomiel oI production on • large ecale; and we ehaU 

, ignora &11th ... dilIi.ultioo aonnoctod with the lew of inaraaaing rotoro whiob 
are disouuod in Book V. oh. m.. To adopt any other 001ll'l8 would lead us 
to mathematical complexit.iel, which though perhapa not without their uae, 
would ba oaauitable for • troatioo of thia kind. Th. m.auoaioaa 1hereI ... 
in Ihio aod the followiDg noteo mOllt ba regarded .. okotah .... thor than 
complete ItUdiea. 

Let tho faotora of produotion of & oommodity A be a... CIt. etc.; aDd let 
their IUpply equatiOOl'be ,=fd:r). ,=.,.(:r). eta. Let; tho number of 
unitl of them. required fOl' the produotion of :r: unite of .A. be ... ~ maa: •••• 
nopootivoly; whore ........... an gmorallyno$ooaataolo buUonoliono of .. 
Thea the supply equation of " ia 

~=. (z) = ... ~ (m.z) + ... 11. ( .... ) + ... 51: {...; (-lI. 
Let ~=I' (z) ba the domaod equatioo lor th. liniahod oommodity. Ihoo 

tho cIorivod domed equation for ... the r" f .. tor ia 

'r=I' (0) -(.(.) -y,( ..... lI. 
But in tibia equa.tion JI iI the prioe. Dot c.J one unit of the factor but of • 

llDitl; and to get IlrD eqUa.tiOll upreuod. in terma of fixed. unite let , be tho 

prioo of 000 unit, and Ie, f~ .... 1hoo .= !..r aod tho equation booomoo .. , 
• 
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If ..,.ila function of a. _Y =#r(s); then II: malt be determined in terms 
of E by the equation E="';. ( .. ).110 thet m. can be written x. (f), aubatitutiDg 
this we have " expreaaed III .. funation of f. The supply equ.a.tion for Gr is 
oimpl;,..= ... (E~ 

No,," XV. (p. 386). Let the ciem&nd equation for kniveo be 
11=' ( .. ) ••••••••••••••.••••••••••••••• (1), 

let th. IUpplyequation for knivea be 11='" ( .. ) •.•.•.••...•.•••.•.••.•...•.•. (2). 

Ie,thet for bancIIea be 11=<10. ( .. ) ••••••••.••..••.•........•...• (3), 
and thet for bladea be 11='" ( .. ) .............................. (4). 

then the demand equation for handles is 
11=/. ( .. )=F (z)-<Io. (z) ........................... (5~ 

Tb. m ....... of .laaticity for (5) is - {'~:'(~)} -'. that is, 

- {'F' ( .. ) -...... (.)} ..... 
1,(") • 

th.t is, {_ oF' ( .. ) , ( .. ) + ~,' (')}'" 
, ( .. ) '/,( .. ) 1,(") • 

This will be the smaller the more fully the following conditiona are 

",tisfied: (i) thet - "Jc~;) . which is n ...... arily positive. be large. i .•. thet 

the _ticity of the demand for knivee be email, (ii) that <p,' ( .. ) be positive 
and l.&rge. i.e. that the IUpply price for blades should inorease rapidly with 
aD in""""", and diminish rapidly with. dilninution of the &monnt mpplied, 

and (iii) i.bat ;, ~:~ ahould be large, that is, that ih. price of ~dlea ahould 

be but .. small part of the priae of knives. 
A .mwa.r, but more complex: inqniry, l.eadJ to substantially the .. me 

reaulta. when the unit. of the factoN of produotion are not fixed, hilt vary 
.. in the preceding note. 

NOTB XVI. (p. 387). Suppoee that m buahebo of hope ... uaed in,..&king 
a gallon of ala of a certain kind. of whioh in equilibrium (C' galloll8 are 
aold at a price !/='(""). Let m be ohauged into m+Am, aucl, ... .....ut, 
when ~ galloIll are atill offered for aale let them find purohaaen at .. price 

!/+A!/, thou :~ .. p ...... ta the margioal demand price for hope: if it is 

greater than their oupply prioe, it will be to the intoreat of the brewen to 
put more hop' into the ale. Or, to put the oaao more generaJly. Jet 
,=,(", m). y="'('" m) be the demand and aupply equ.tioua for beer. ~ 
being the number of gallOIlI and m the number of buahela of hops in noh 
galloa. Thou' ( ..... ) -"'('" .. )=ex .... of demand over .upply price. In 
eqa.ilibrium. this is of OOUl'le zero: but if it were posaible to make it a 
poaitive 10m by T&rying ". the oha.nge would be effeoted: therefore 
(8IIIJUming that there it no perceptible change in the expenee of making 
the beer. other than what reault. from the inoreaeed amount of hops) 

~~ = :; the fint repftlleIlta the marginal demand price, and the eecond 

the marginal IUpply price of hopa, and u... two ... th .... I .... equal 
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Thia method bo of 001lI80. capable of being _dod to ..... in whioh 
there are OOIlOUI'I'eDt TariatiODI in two OJ' more factora of production. 

Non XVIL (p. 388). Su_ thahthing, wbetherafiDishoclccmmodity 
or & factor of production, is distributed between two a-, so that of the 
total amount c the part devoted to the fint use ill St, and that devoted to 
tbe IIOOClld ... ill ... Let y=", (s) be the tctal.upply equotion; y=/. (",I 
and 11 = /. (:e.) be the demand aqUa-tiODI for ite first and eeoond UJeL Then 
in eqoilibrium. the three unknOWDI ~ ~. and ~ are determined by the three 
equaticne/. (",1=1. ( .. )='" (s); '" + .. =:r. 

Nen auppoee that it ill deairocl to obtain aeparately the relatione of 
demand and supply of tho thing in ite first .... on the supposition that, 
whatever perturbatioDi there may be in ita fi.rn use. its demand and 
supply for the aecond use remam. in equilibrium; i.e. that it. demand 
price for the second tile is equal to- ita supply price for the total amount 
thai ill aclnoJly produoed, , .. ,. (%.1="'(", + .. 1 al .... y. FIOm this equation 
we ca.n determine Sa in terma of z". and therefore :II: in lierml of z,,: and 
Ih...tom we can write '" (%)=11' ("'~ ThUB Ihe supply equation for the 
thing in ite first U80 becomea y=1I' ( .. I; and this wilh Ihe alteady known 
equation v=l. ("') givoe the reletions requirocl. 

NOTlI XVITI. (p. 389). Lei ......... be joint produoto, ... % .......... of Ibem 
18verally being produced &II the renlt of s unite of their joint pI'OCe8l of 
produotion, for whioh the aupply equation is y=", (%~ Lei 

II=/,{%), 11=1. (z). ••• 

be. their reapeotive demand equatiOIlL Then in equilibrium 

..". ( ... %) +..". ( ... %1 + ...... ='" (%~ 
LeI s' be the value of % determinod from this equ.tion; \hen I. ( .... 1. 

I. ( ... s·) ele. are the equilibrium pri ... of Ihe soveral joinl produot... Of 
COIll'8e m". lAs are expressed if neoeesary in tenna of a'; 

NOH XIX. (p. 390~ Thia .... corresponds, .. uIoIi.! motall<l;" to thel 
diaoussed in Note XVL If in equilibrium. :rI oxen annually are supplied 
and •• Id at. price v='" (%'); and &&Ob ox yields .. unite of beaf, and if 
bteadera find Ih., by modifying Ihe brooding and feoding of oxen Ihey can 
increase their meat.yielding propertiea to the extent of .1", unita 01 beef 
(lbe hid .. and other join, prod •• te being. un the balanoo, uoaIterod). aod 

thellhe __ of doing this ill AV. \bon :~ reproaenlo the marginal 

supply pri .. of beel, if this pri .. we ... I ... Ihan the oolling prioo, il would 
be to the intc.reat of breeden to make the change. . 

NOTE Xx. (p. 391 ~ Let ......... be \bingo "hi.h are filted to mbaerve 
uactJy the .me funation. Let their anita be .0 choeen that & 1lIlit of an.., 
ODe of them ill equivaleDt to • unit of any othcn. Let ~eir eeverallU.ppI; 
eqU.tiODl be Y. = "" ("'~ y. = ... ( .. ~ .••. 

In theae equatioDi lot the variable be ob&nged, ed let them be writteD. 
:lI1 ='1'dy.), .2:.='1'. (.v.), .... Let ,=/(z) be the demand equatioo for lbe 
urvioe for whioh all of them Me at.ted. Theu ill equilibrium. • and i 1ft 

• 
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c1etorminocl by tho eqU.tiODI ,=/(z), s=:r,. +z,+. ••• y, =y.= ••• =y. (Th. 
equationa:must be wah that none of the quantitiel ~. tea. '" oaD. have & nega
tive value. When VI hal fallen to • certain lenl2lx becomes zero: and for 
lower valuel z" remains zero; it doea not become negative.) As W&I observed 
in the text, it mUl!lt be &Blamed that the supply eqUa.tiOIll all conform to the 
law of diminiahing return; i.e. that ~. (:r), •• ' (a:), ••• an alwaya poaitiva. 

Not'll XXI. (p. 393). We may 110W take & bird'a.eye view of the problema 
of joint demand. oompomte dema.nd., joint supply and composite aupply 
when they all a.riae together, with the object of making lure that our 
abatn.ot theory baa just .. many equations .. it baa unlmoWlll, neither 
more nor leBa. 

In a problem of joint demand we ma.y IUppoee that there &l'O n oom
moditiel Al • A .. ••• An. Let AJ have At facoon of produotion, let A .. have 
C&a factom, and 10 on. 10 that the total DumbH of faotora of produotion 
ill a" +a,+a, + .•. +fI,.: let thia=m. . 

Firat, wppose that all the f&atom are different, 10 tha.t there ill no -com· 
posite demand; that eaoh factor has & separate prGOel!ll of produotion. ao 
that there are nO joint produots: and lastly, that DO two facton IUberve the 
AIDe uee, 80 that there ill DO oompoBite IUpply. We then have 2. +2m 
unknoWIll, viz. the a.m.omta and pricea of " commoditi81 and of m faotol'l; 
and to determine them we have 2m + 2ft. equatiODl, viz.--(i) " demand aqua
tiODl" e&e.b of wlrioh connect. the prioe and amomt of a commodity; (ii) n. 
equationa, each of whioh equa.teI the aupply price for any amomt 01 .. oom 
modity to the 8WD. of the pricea of oorreapond.i.Qg amomts of. ita f&otonii 
(iii) m lupply equa-tiona, each of whioh connects the price of. f.etor with ita 
amount; and lutly. (iv) m equa.tiona, each of whioh .ta.tea the amount 01 • 
faotor whioh it used in the produotion of • given amount of the oommodity. 

Ne:rt., let UI t&ke acDOunt Dot only of joint demand but .lso of oompolit.e 
demand. Let fl. of the factors of production oonsilt of the 1llUD.8 thing, 
lI&y OIIorpenters' work of • certain efficienoy; in other worda, let carpenter.' 
work be one of the f&oOOI'l of produCtiOD of fJ. of the n.oommoditieaA •• .AI' •••• 
Then liDoe the ..,.-penten' work is taken to have the .. me price in whAtever 
produotion it is o:aed. th.ere ia only one price for eaoh of theae faoton of 
produotion. and the Dumber of unknowtUJ is diminished by fJJ. -1; also the 
Dumber of IUpply equatiODI fa djmjnj·bed. by fJ. -1: and 110 on for other ...... 

Next, let UI in addition take acoount of joint IUpply. Let ')". of the tbillga 
uaed. in producing the oommoditiea be joint product. of one and the IIlme 
prooeaa. Then the number of unknOWDI is not altered; but the number of 
IUpply equatiODl is reduoed by hr. -1): thia deficienoy fa however made up 
by • new eet of h. -1) equatioDII connecting the amounte of theae joint 
produote: and 10 on. ' 

x..tJ.y, let one of the thingt UBed have a oompoaite IUpply made up hom 
'1 rival IIOUl'088: then, roaerring the old BUpply equatioDJI for the first of 
th ... rivall, we hav. 2 (I. -I) additional nnknoW1l8, oonsistiDg of tho piloeo 
uui am01lD.te of the remaining ('1 -1) rlva.1a. Theae a.re oovered by (a" -1) 
IIlPply eqUa.tioDl for the rivale. and (', :...1) equati01ll between the prioel 01 
tho" ri ...... 

• 
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demand and IUpp1y otll"VeI respectively make with (h. When" = 1, the 
oole condition is that tan 4> be negative, thol is, OW is gMater tb&n OH 
provided the IlUpply aurve at..4. be inclined negatively. In other wo. if the 
monopoliat rega.tda the interest of consumers &II identical with h.ia own, he 
will carry hiI production further than the point at whioh the eupply price (in 
the specialleme in whioh we are here using the term) ill equal to the demand 
price. provided the supply in the neighbourhood of that point obeys the law 
of inoreaaing .. tum: bu( he will oorry it .... far if tho IIllpply obeY' tho law 
01 dimiuiabing retum. 

Non XXIV. (p. 666~ Leo 4z be th. probable amounO 01 his production 
of wealth in time l1J, And 4, the probable amoant; of his OOD8Umption. 

ThOll tho discounted value 01 his lut ... oorvioN Is J: It"' (~ - ~) ell; 

where T Is tho mamnrun pOMible duntion 01 his Iif.. On tb. like pIOIl th. 

past 000101 his rearing and training Is rT'It"'(~ -~)4l, "bore T'is 

the date of his birth. If we were to &&!lome that he would Deit.het add &0 DOl' 
Ioko from tho malorial wellbeing 01 • country in whicb he oIayod all his 

Iif •• we mould hav. J:TIt"'(~ -~) eII=O; or. t&king tho otarting.poinl 

01 tim •• t his birth, and 1=7" +T=tho mamnum poooible Iengtb 01 his 

life, thiJ auumea the simpler form.J:Ir'(~ -'1l)dl=O. 
To aay that .6.1; ia the proba.ble a.mount of his produotion in time 4t, 

ill, to pat shortly what may be more accurately 8J:preaaed thua:-let 
".. ". '" be the cban ... that in tim. AI be will produce .lomenla 01 wealth 
4 1z" tJ..;e • . '0' where PI +1'. + .0. =1; and one or more of the eerie. ~z. 4z. '0' 

m.y be 1e1'O. then 
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ducLiOQ as weU as lio coDlumption lI8, 
118 n., 387; and buaineu economy 
compared 357-8 

Domeat.ic i.odUitry 295-4 
Domeat.ic l6rYaoloS 66L'19, 207 D., 2'17, 

800; "1g6I 01 W, .suc, 8!J9 n. 
Do" 93 D., 164 
Do" oj mpilalll,.4lAbow 171---3 
Draper 734 •• 
Dunbar 813 n. 
Dupuit 101 0., ('18 II. 

Eaminp(Boot VL DL-'Y.),earlytheorie.a 
of 606--610, law of 606; in relatioD to 
efficiency 609--610, M7--660, '1()6.......8j 
equal to Deli product of .labour ~ 
64()......642. 667, 706--6; InOuence of, OD 
Willingneu to wort 6~7_-9; general 
rate 01 633, ~; pte" work 548; 
.~ 649-60; Ricardo on 660 D.' 
real and nominal 651; inftuence 01 
uncelt.aint.y on 654--6; ftueiuatioDi ot 
674-5, 61g........an, 664; 8UjJ'plementary 
ad family 566, 716 D.i high in Dew 
counme. 66'l~1l;- 01' artiaanI re
laf.iveJy to UDlkilled. labour 683--4; 
of elderly men tend to tall 684--6; of 
women and ehi.ldren to riee 686; of 
Rro1818iona 685--6; bow iDfluencecl ." 

parasitic" work '116 n. i. by machinery 
'116 (See Conten" VI. L-'t'. and 
Ap~J) 

BClnung. 0/ M.,..,.',,"III 74 (See MIlIl8g8-
.... 1) 

Beaming_ Q/_fNIe1Gking 74 
Economic aim, 8&--43, 136-7, 148, 

71ll-722, 752 
ECOMmit: jn«lom 10; growt.h of 10--12 
Economic chivalrt, it. poaaibilif.i8l718 0,. 

718 
_u..,..u57 
EeotIOfAie BarmDllu, 4TO 
~ie'" 33j nature 01 SS-8f 
.. Economic man' 27 
ECODomic method, both inductive and 

deducuYe 20; in relatJon w ~ui1ibrium 
323; and ".tationary _tate 366-9 
810-11; .Ia~cal 379---ll8O.'i an~ 
analJlia 4.21-2, 809; and aD8t.ru.d 
rea8Oning469 o,i and biology 323, '164, 
772 (See Cont.ent.t L u.-m. ana 
Appendieea C a.nd D) 

Economic molivlIII 14-22; no' nclu
lively eelfiah 22-14. 228-9; generalIJ 
measurable 14-28, 92--93 0, 

Economics, proviaional definiuoa. 1; • 
modem science ""-S i this teml to be 
preferred to •• Polil.ical Economy" ~i 
growt.h 017'10--780; modem &endenCl81 
of 764--9; ita relation IiO social 8cience 
770--1; concerned chieOy with mea.lUl'
able motivea 14-17 i it.l e1airna &0 be 
a acieDce 16, 36-89; meUloda of "udT 
29--30, 459 n., '170--780; qU81t.iODl ., 
in .... tip_ 40--42; '1l~722, 801-4i 
iI concem.ed wit.h organic growtba ana 
no' mere mechanical movements 323, 
461; in relation to Mat.hematica 469 no, 
781 

Economi81 ufmIIIl and U&ImIol 266, 
27'1. 31~ 808--9 n. i 01 organization 
(Boot IV. cbs. vm.-zm.'i of buying 
and selling 283; 01 produeUoD, DO& 
readily loa' 808 

Economis-, lacuJu. required. by 43-
48 

Eden 1160., 188 D., T61 
Edgewort.b 18 Do, 101 0.. lJ7 D.; on 

coruJUDl8l'l' aurplua 132 0.; on Bobeo.n 
6l0n.j -i86 Do, ~ Do, ~ M8 
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EdtK'atiOD, ge""ral 008; technical 208-
la; in art. 213-16; aa a nat.ional 
investment. :U6, 716-18; ita iD1luence 
on relative earningll 683--6 

Efficiency. maaning 01. 547 
Efficiency 01 labour, condU.lOId of lOS-

219i bow influenced by town liIe 
199---3JOj by ibe home 207; in rela
tion to earDinga 641--550, 691-6, 700 
(See Coo&enulV ••• -Vl.) 

BjJinftCf __ ,",- 549; tend to equalit.y 
647~, 705-6; &tied of improved 
machinery on 548 

Effk:iml cUmau 00, 2012 
Eight boura' day, in Australia 701 D. 
~ oJ MtnatwI 102, 456; measure-

ment of 102 D.-lOS n., 8S9--HO • 
EZo$IW!Uy of "'Pply 456-'1 
Ellison 263 n. 
Employmen,- inC0D5taDcy of 555-8, 

681-8 
Engel, .tatistics of expenditure lIS n.; 

on e1ementa of efficiency 194 D., 664 no 
England, growth of free indUlUy and 

enterprise in 11, 740-752; her geo
graphical advantages 740; growUl of 
popuJaUoo of ]74--1, 186-192; mar
riage-rate 01, how reckoned 191; move
ments of indus&.l'Y in 278-1; and 
Protective duties 465; lmd &.enure of 
643--659; her gaiEd from cheap trans
port. 673--6, her lou of monopoly in 
manufacture 674 

Engli.!b, cbaracteristiCi of 141-1 
English economista early in I .. , century 

11-13, 47-48, 759-764; regarded 
aaringa sa made almost. entirely from 
profiLa 229; 633 n., 822-3 

E"vif'Otlmi'IU 124-6 (See Conjuucf.uftl) 
_.Epilihrium, biological and mechanical 

\ D:JtiODl of 323-4; aimpIe case of 331, 
791--3; instance of t.emporal'J' 33S-6, 
844-6; in except.ional easel 335 D.; 
of DOrmal demand and lupply 337-
376; nwu,u 345; ,me. 345; nab,. 
345; uutabu 806-8 i mult.iple p08itiont 
of 472 n., 806-8 

Rguilihrilml GtnOUfd and ,,-k. S4S 
Eqmlu of produdiort 338j "aVt:U'&p" 

372,and"aggregate"81G--ll 
.... "'Hzun"" iliAd ittUrt&4l, tcMWIn.iu 266, 

i77. ~ 314, 320 D., 441, 46'1-9, 
616 

F ....... /pnodtodioo S39 
Factory 'Y8tem, improvement. In 198; 

riae of '146-8 
Facta, difficult.y of inte~retin.r T7~ 
Parma large and 8m811290, 651--4 
Pan 189 n., 190 D., 196 D., 198 n.

1
664 n. 

Fashion, iofluence of 88 D" 1 0, 288, 
465 

Feilbo~D '158 0. 
Fert.ilit.;Y 01 land. coDditiODl of 145-9j 

mati .. t.o iime and place 167-163; 
importance ueribed. too it. b1 Engliah 
eooDomillt.t 633 0. 

11'et. •• OIl Theory 01 Reo.l42J 

Pfludalism '136-8 
FifWl utility 93 D., 101 JL (See M.rgin«1) v 
Fisher 101 n., 138 D., 694 n" 788 
Fi.sheriea 167 
Fized capital '15 v' 
Fleeming Jenkin '78 n. 
FIUJ: 809D. 
Foot-puundi, measurement. by 193 
Foreign trade, England'. gaiD from 

67_ 
Fourier 768 
Foxwell, H. S. 232 D.~ 558 D. 
France, population 01 178 n.! .1M D., 192. 

201; t.aste in 214-16; M.etaY&g8 in 
845 n.; '139 

Fr" et'Jf8,dilioft 5, 341; "horizontal""'; 
and II vertical" 662 

Freedom, econDmtc 10, '152 
Freedom., objective and 8ubjective 730 D. 
Fru.tI.om oj iftdtu"1l and IfI1nprV' 10; 

need for pre8eJ'V1Dg 712-13; growth 
of (See Contents, Appendb: A) 

Pr .. gooda .56---S8 
Free trade, and coat 01 food 673-4., 

691--8; and value of land 8'18-9 
French ecODomists 605--8, 530::-1, 756-1' 

(See Phyaioerats) 
French revolution 750j ita in8uence OD 

Bentbam 760 n. 
"Fresh air rate" 7]8 D., 804. 
Friedlander 731 0. 
Fuel, price of 67'1 
Fuller 269 Do 
.. Futures," dealingl in 337-8 

GaltoD, F. 185; on town- and cOuntry 
population 200; OD the influence of 
the mother 207; OD provisiOD for ~. 
future 220 D., '125 n. 

Gambling involves economic lou 13611. 
Garc.ke and Fells 360 D. 
Garden clues 199 n., 443 D. 
GetWNl ability 207' caU8el determining 

the aupply of 207--8; much of it. 1'UD8 
too wsate 212; in busineu 313 

George, Henry 821 D. 
Gennan, cartels 282; experimenta in 

Governmental actiOD 163; inOuence on 
economic t.beory 25, fi9, 508 D'] 76'1-9J '187--8 D.; treatment of Reaia.UlDD 71 • 

German,., technical educatiOD in 211 
Giddings, on claas.i.6cation 01 labour 

2180. 
Gillen, on .. riM in the price 01 bread 

132; on growth of Capita1 238-9, 
6'190. 

Gilds. their inJluence on induatry 736-8, 
'148, 778 

Gilman 807 D. 
Godwin 177 D" '168 n. 
Goethe 764-
Gold lupply and rate of interett 698--8, 

681 
Gonner 295 D. 

Good" M; cJaadJieatioD of li6 D., 84 
Goodwill of .. buaineu, an instance of 

Conjunct.ure or Opportunity value 626 
Gouen 93 0., 10111., 831 a. 
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aovommeol. uRI,lertaL.ingi S04, ~ D., Imagination, funetioa. of. in eeonoma 
416, 489-4U2, 712-13, 763 4J. 7t12i in material progress 719 

Oradaliiolll of demand 92-101 Immigrant, UUmaUOD 01 value of and, 
Graded. gooda, mar.lr.er.ing of 286, 326--8, 6M--5 Do 

61~ ImplOvement.l in agriculkue lU--S. 
Grad. 01 labour 217-19 ~6-7 0., 633--4. ~7; campeD8&' 
Gradua.ted t.ant.ioD 135 n. 802 lion for 658--Q Do; Wei on 434 
Grapbical method yie1d1 illustrations DO' ImpuLed value, AUSliriao. doctrine of 393 D, 

proof 156 D. . Incomej i&8 relation &.0 eapiLa1ll, 78-79, 
Greece, Ancient-to-Il. 728-730 80--82; and too varioua fol'lDl of in-
Greeo1 T. B., on lhe re.1at.iOD of p1euure YNt.men' Ql-12, 416-421. 632 (See 

to auliy 17 D. Interellt); srou 72; De' 12j social 19-
Gro,. earrungs of management; 313, 596 80; of Uruted KUwiom 'US 0.; taxes 
fhou iote1'C8" 588; ImBlysis of 5SS--:iiOOj On 135, 364. ... , so:l (See Natoional 10-

dOtll DOt. t.end to equality 590-1 come) 
Grout 00 free lowoa 13611.; on gild Ie- 1nconat.anr.y of employment 554--6, 687 

gulo.t.iOD 148 D. -8; inJl~ of Trade Uoion actiOD 
GroLe 120 D. On 107-8; and Wade fiuet.uat.ions 709 
Ground-nm,"4.45-6j in relat.ion to .ite -11 

value ~i theory of, lubaLantially lobe ../lflCf'lIUiwg """'- 150, 318; Bullock OIl 
I&IIUI sa lila' of lann rentll68. 441- 3190.; in relRt.ion loG profit.l 320; a 
4.50; in reJaiion to lobe Yalue 01 pro- relation of quanfJ.tJea 319; in relation 
duclil made on it. 451 i in reI.lion t.o t.o &endency t.o diminisbing return 818 
wholeaale and retail pnce.s 452Lrise in --322, 651; t.o 8up~ly price 3460., 
ind.icat.ea acarcil.y of land 212. 4:)2. 679 3j~ 0.1 456-6; to nval commodiiiea 

• 39u--v; and t.o COlt. 01 marlr.eliDg 396 
Hiickel24f o. -8, 457-8; seldom shown in abod 
Harril, 00 value and WJe 130 Do i 175 Do, penods 455-7; character of commodi-

7690. t.ioe which it. .trungly affects 286-7; itl 
Dubach 7S'1 0. relaUau t.o prot.ecw\·e duties 465, and 
HaycraU, 00 race progreu 200 no t.o waUOD and bounLiea 464-476; 
Heam 91 Do limit.aI.iODl 01 use of at.aLica1 811UIDp-
Hedonism and economiCi 110.; 91-93 tiona in regard t.o 805-812 
Hegel, 011 in1lUenctl of phyaical.urround.. In.dia, poyert.y caused by ceremonial 
~ 724 0.; on object.ive and aubjocLive 8Xt.raVaganCO in .pile 01 penonal ,brilt. 
freeClom 730 0., 733 D., 14.3 Do j inHuence 225; illuatrat.iOD ol Governmen' under-
01 biolo~ea18Clence8 00 7M t.ak.ing in 400--491 Do; huld" tenure. 

Held 747 Doi 00 delinil.iOD of capit.al sa piut.icit.y 01 customary 64.1--80., 
related so pmct.ica1 problema 789 D. ~6 n. 

Heredity, pnocip1e of 24S--6, 348, 843--4. 1ndU'fICI ~M 381 
llermaon, on es:Leroal and internal goCHD luduct.iOD and ded.ucLioo 29; ScbmoUer 

550.; on c1uaifical.ion of waotl91o.; 00 29 n. 
~ no; on capit.al 768 0. IndUlt.rial Boardl '1OS-4 

Bowinl 737 0. lodust.rial efficiency 193-203; kaioiDg 
Higgs. 00 CllDtillon 758 0. 006--a19 (See Efficiency) 
Hill. Mill Octavia 617 no IndUlt.ri&l. environmeot. 1::15 
Hira~ Mi8I 767 n. lndust.rial organiaWoo (See Organiza-
Hia~rical aeboo1161-8, '114--8 &iOD) 
Hobbea 759 n. II 10dUlt.ry it limited by Capital" 826 
HobloD, 00 organizaLion 01 industry loequalitiel 01 weaI~ '113-1' (See 

1730.; on moigiDal prod .. , 4090.- WoaJlh) 
"-10 D., 617 n. Infan' morLali~YI C8U1811 of 196, 1880.; 

BoUlIUld, her achienmeot.l139 in &own and country 202 Do 
HoUander 821 Ingram. 132 D., 76:; no 
Hooker 191 no Inbabit.ed SOUlll DuL,. 80t 
Boun or labour, limiLat.ion of 527-8 D., 1...",...""," capital 16 

680--:-1,. 693-8, 7OG-l, '121; in I~l 90* 64, 381-2 D. 
AUlLralia 101 D. IlWuranCl!l againat. risk 3lf8--4OO,6L1-13 

BoUIe indUlt.rJ' 296 Iftlegral " .... n 708 
BoUIe room, COl' of 81&-7 l,d..-tima 2-:l1 
HoUle m 803 loloerch~ble pan. 368-8 672 
Bowe1l609 o. .• .Jtu .. u' 1a. 313; a raLio 13 '12; its 
Rume, 00 Weal~ of NatioDi 169 D.; 70s V" ""relation t.o 'aYing ~'l ,trieUy 
Hunter Sir W. 631 0., Ml no applicabJeonly io tluid CD.f.it ... "-11-12, 
Rypolh .... in eco.nomiCl38--S'I 418-19, 6U2-3; raM 0 , bow de .... 

lcit .. , lbe1r importance DO' realiud ., 
oaoe aoo Do i ~eir reali'7 180 

mined 619--622, 533-4; equilibrium 
le ... 1 of 634j.~t.I re.lawon &0 reo' e.nd 
quui ..... ' -.u, Ul, 4Sli oondit.icm 
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QDder wbieh " might be negat.ive 
S82 Do; hisf.ory of theory 584--8; frO_ 
and tid 588; in relaLion to changes in 
purcbasing power of ~oney 593--6, 681 

I ............. .."u 381-11 D. ... 829., 
lwUnull «OtIOMiu (See .MUnNII .... 

itUma4l ec:otIOmu.) 
1ttWtu&l goods 55 
Ioterpre~LioQ ela~ mar be 1I9f!d ,'" 

IUpplemeni definitJ.ODl 10 8CODomlCl 
52n., 834 

IonlYnenlo1' ct.pi&a1411-Ul 
lD".tmen' of re80Uttel for a diataDt 

ref.um 351-9. 84~ 
Irelaod in8uence 01' po'-to famine on 

191' Is;d tenure-in 656 
.. Iron I, or II brazen OJ 1. W' of wages 505-

8 Do, 508, 609. 531, 826; uswnpLiona 
which undel'lie it. 690-1 

Irregu1ari'1 of employment (See Ineon .. 
SLaney) 

Jenkin, Fleeming 476 n. 
Jessop, on money lend.i.ng 589 a. 
JeYOM, OD CantilloD 7560.; on the pam 

of idleneaa 65D.i on capiW '17, 79 d., 
787; on lbe &heorJ' of wants 90-
Dl D. i on MUmaLioD of future pleaauru 
123 Do; on gambling 135 Do; on labour 
141-3' 00 margin of indifference 406; 
on marke ... 324, 391 D.; on rent. 437 D'i 
on .,alue 817-821; on advantage 01 
capital to induaLry 620 D., 820-1 Do, 
825, 831 Do, 838 

Jewisb in8uence oB economic \bought 
753,76] n" 769 

Joi", ~ 381. 855 
JoiRl ~ 388-390, 854; Mill on 

4350, 
loinHt.oct eompaDiel 801-s. 810, 818, 
~.700 

J.no< "'1'1'1y 388, 8M-6 
Ion .. D. C. 277 D. 
lODes, Richard 229 D
lowe" 174. 0. 

Itauw 130 D.; the 8rat. to neogal. 
CanLillon 756 n. 

Keynel 368 n., 3720. 
King, Gregory 106 D., 238 
Knies 724. n'l 731 n.; progreu 01 dif

ferent. Dationa tends to .ynchronize 
'IS3 D'i Adam Smit.b not. guilly of 
Smithianiamua 758 d., 767 n.; non .. 
purebuable pleaau"" Wid. to increaae 
'153;. on ca.pilal788 n. 

E.ol'Gei 1811L. 

Labour 65, 78-70 1.{J;· marginal diIo. 
'" utility,· of 141 142 843· ila aupply 

price 142, producersl .~lua of 141 n., 
830-1; quasi-rent. of 670n., 670' 
ski.l.led and UIUlkilled. 205; efficiency 0; 
198-219; dilJputea, iUU8t.ration of eN
,..,. ~tul 382-'1' incoDitancy of 
employment. of 654-=8. 687-8; limibl-
Lion of boUl'l of 627-8 0., 680-1~ 
693--6, 700--1; "alue of wheat. 67D 
(500 EamiPp) 

II. 

Labour market, ehang9 In marginal 
utility of money .. affecting 336-6; 
709-'110; peculiarit.iee of 141 D., 335 
-6,659-679 

Laboar 1IGl .. 639 
Lau8er lair., lau .. ,. fHU~ ~ 0.\ 75'1 Do ,/ 
Land 78, 138, 144--6j fertility of 45-8,v 

157-:-162j original and artificial pro
'r.emEll 01 148--8, 629-630; order of 

utility of, changee, with circumat.anctIIJ 
167-265; value of, in different. 
eountri_ 237-8; relatJon of intereat. 
to value of 446 n.; rent. of, iii a Dew 
count.ry 429-430, 802-3; difference 
between it. and other agenta of produc
tion 170-2 430-2, 534-7, 635-6, 
801, 803, 832: inftuenee of lituation OD. 
value of 440--5; public mue of 484, 
4.42, 800; capital value of 445-'Ii 
inOuence of transport. on value of 238, 
678--8; .peculatioD in 432 0.; ODUOUI 
ratea on 798, 801; aaaesament of vacan' 
building 799--800; public policy with 
regard to, land hDlIUr and land otDtIer 
DO' identical 802-4L ra!- on ute 
.-.Jue of 800 804....rl'MQ air" raw 
no orb ... 804 (500 Rent) . 

Land tenure, ia relation t.o improvemente 
4260. 643--659; biatorical a&.udy of 
ns.=8; early fol'lD8 of, lheir plasticity 
638-642; in India 641-8 n.; ia Lat.in 

. Europe 643-7; in America 647; in 
England 648-659 

Landry ]69 Do 
Laasaile 609 n. 
Lauderdale, Lord 253 n. 
Lay 30; a atatemen&. of tendflDcy 31-33i 

.ocial and economic law. 33; "nonnal' 
the adjective eorreaponding to "law" 
in thia \lie 33--36; normal action DoL 
moraUy rigM actJ.on 86--36 

!Mlty2700. 
Legal and economic .tudi_, union of 

788D. 
Leisure 684; diBlculty of uaing i' well 

720-1 
La Play 118 n., 185 n. 
Leroy-Beaulieu, on tendency of poor 

lands to rUe in value 163 D. i 239 n.; 
622D. 

Lenaaeur. on growth of populat.ion in 
France.lA5 D., 191 D. 

Liebenam 731 n. 
List.. overlooked the tendeney of DatiODI 

t.o .yncbron.i&e '1~n.., 767 D.j 634 
Lloyd 101 n. 
LoCal raLes, incidence of '194-804. 
Localized. induat.rie8. f'arly fonn. 267-8, 

746--6; ca.1lSeI of 2G8---273 
Locke ant.icipat.ed the Ph)'Siocratl758n., 

759n. 
London, deAth-rate of 199 
LODg teasel and improvemen' in agricul

ture 6.'17-8, '17~ n. 
Long and abort. periodlJ, claaaiftcatioa of 

87_ 
T ... ,.,. _ __ Ig "m. 377-8 
"Long ft1D," meanlDR of tb.'3fahoo IU8j 

in relation W nozmall'alue. 
28 
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Longe 825 
Luzurlea, e1uticit" of demand for 105--8 

Machinel)'. in modem manufact.ure 256 
-262; analogy bet.weea IcientiJic 
reasoning and 28, 38, 179; m~a1 
uaeo116Sl.~lj in relaLion todivl8ioll 
of Iabour¥O>O-f "lessensfatigue261-2; 
and monotony Oilife 262-4J in relation 
to large lactone. 219-282; duraf.iOD 
of 279 Do i in relat.ioD to wagel Ml-2, 
68800/116-11; 0ppositJoo to 707; baa 
dimini.hed demand for UD.kiUed labour 
'lIB; bDl displaced men more t.ban boY' 
68Sj in rel"wOll to double ahiC. 696--8 

Macka.y 69 n. 
Macleod 821 
MacVaoe 23S Do 
Mahan 00 .t1'lt,egy and tact.tc. 718 
Maine 726 n. 
MaitllUld 638 n. 
Maltbua, hia .tudy of facta 760; hiJ rela

tion to Godwin 111 n., 763; dedni&iOll 
of capital 189 no; on pOpulat.iOD 178-
ISO, 1840.; OIl import.ation of foreign 
com .76 Doi hill COneiPond.ence wiLb. 
RicaJ'do GO. nlue 816; on wagelc 500-
510. 651 D.i on improv8menu in agri
culture 678-9, 883 

Mao, bo&h t.be end ad Ul agent ill plO
dudioD 139, 173 

Md1I4gemlnt, laming. of '14:; '"'" and 
.11 313i VariOUI forma of, adjua&ed by 
priDciple of .ubat.it.UUOD 596-606, 
663-4; in joint.-lt.ock eompanilll 604-
6; &hetr adjuaUnent. to tJiOieul~y of 
work done 6OS--8i acewate knowledge 
.. to, difficul' to obf.aio 601-8; are 
hi2"h wben circuJaUng capit.a.l iI large 
refauve1y to fixed 612-13 (SuI Coa~ 
tentl VI. '9'1. 91t. 9m.) 

Mangoldt. 432 n. 
Manulact.ure 218; pe1'C6Dt.age 01 EDgliah 

populauon engaged in, not. increaaiDg 
~1d-l 

Maf'gi.., 0/ iKilding 168, 447-0; 0/ 
. cultiuatw. 1M; 0/ 'Miff.,."'" 405; 

0/ produdiotl 805; 0/ yrofilablMul 866, 
SS9. 4J~ 

JMugl,w, dtmad priet 91. tfiNililr oj 
labo"" 141:.; ~,. 164; "ureA,,.. 93; 
pn'Hlwl 37~, 806; """"" 1M' ne' 
produc~ •• lab ... 615-'., 667, 705 .. , 
'1060.. of capit.al 619-21; anepberu 
4070., 410 D., 616-18; UIeI 'MicaH 
but. do DOt. gowm value 410--11, 418-
19,428,460,6170.; utility 93-93; 01 
money 9an. with asla61'll;n" income 
96-96, 467 n., 471, • marginal 
COlt. in relaLion to, value ~i k) 

~~cu~ture 425-30'\ to a lingle crop 
j t.o urban va UII ~ (See 

CoDtenti V. 91O.-n) 
Mark .yat.em 727 o. 

.J Marbt 112, 32S-SS0j "holeaale and 
ret.ai1 328; bighl1 organiaed 326-1; 
10eAl 399; 111 re1IlLIOn t.o t.ime and .pta 
~i lor rare t.hings 3311; of individual 
pnHlucu ~ limit.ed. 286-7 

ifark9ing, eon df 282; 28~7; in 
relation to law of inenwmg. re'um 
396-8; difficuluee of 467-8 . 

lfarriap-rat.e, causes a1Iect.ing 180-199 
MaRineau, Miu, 00 Fac:~!CU 763 0. 
MarJ:, Kar~ his mil tanding of 

Ricardo .,03, 687; GIl deJinit.ion 01 
capit.a.l786 

llaUriolGM ~ goott. 54 
Mat.bematical treatment. of economiCi 

101 Do, 367 0., 469 Do, 645, 781-2 
.Ila.n.1Im aat.iafaetJon 331, B:n-2; and 

_aLiOD 470--6, 851-2; Umit.atiODa t.o 
doc~e410--2,474--6,602--8 

MCC~J on "uta 90; on wagee 509 d., 
763,71» 

101 .... chaogeo in val .. of 67~ 
Mechanical analogi., ~eir use ill eco

DomicAI 323, 380 n. 461, 771--2 
Itfedil8val-,_ ~artisan 218; ~eorie8 of io

t.ereat.OM-7, 737 Do. ~1JDa 7~ 
Menger, Carl, on" 0J'dera" 01 goode 65 a., 

91 Do, 821 
Mercant.i1ism 65 Do, 764--1 
Metayer system 643-6 
Met.eoric s&onea, illWlUatioD of 4l5-423 
Met.hod (See Economic met.b.od) 
Meyer 1740. 
Middle A.eea. rate of proJllo in 617 n.j 

laboW' value of commodit.iea in 670 
-7 

ldigration, hindranCM to, iD Middle Agel 
II:16--8jfrow count.ry ~ &oWD 199-200, 
216 

Mili..c. Jamet, on &be t.erm Do .. lOS; 
7 .... 

Mill. John Stuart, influence of aoeiaJ.itu 
on 764; his relatiOD t.o ablt.nd ec0-
nomic. 764-6 D., 771 D.' on· Comt.e 
'171 i .o.n ecooomic m~th~ '174 D.:i on 
d.edo.itiOD 50; on caPIt.ai 76 n., 7~ Do; 
on demand »7 a., 170; on Irf8deI 01 
labour 2180.' on change of occupa
tion 2520.; W; on cost. of produo
&.ioD S39 D.; on rea' 432 D. i on join, 
product.s 435o.i in re1at.ioD &0 JeYODa 
819-820i on IIBpraveIDenti in agri
cult.ure 836--7; on wagee 609-10, 
824; on Uae wapi fund 823-6i bia 
,ropoaitJOD. OD capi&al826--8 

Mines, whet.her law 01 diminisbina ... 
w.rn ia applicable to 166-7; large and 
emaU 290; rent. of 438--a 

Minimum wage 715 
l4obili'y 0( laboW' J17-1D, 17~7, 'lOS, 

796 
MoUllllall on Romu uade 781 Do 
Money &1-62; i&l use aa a measure 01 

motive 14-29, '182; cbaogrel in put-" 
chuing po_ of 61--3.. J09 133, 
S37~ 3M .. , 882, 693.=A, 7og..:IO, 
888; 8IJect. OD lpending and _ring 227; 
cbaagu in marginal ut.ilit.y of »6-96, 
130-1, ISS 0., 8M--8. 471-2, '1"-
842; if.l .t.eadying inftueace in. mar"', 
118-19,336,793 

JI_ .... oJ ..... __ 338; ill_ 
&0 N4l con 3Ml, 862,882 

JiOfl., '*"-' 71, 71 , 
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Monopo6ea, in relation to Dational wealloh v/ Nicholson, on capital 788 D.; miacon· 
eo 0..; in relatiOD to law of increasing ceivea t.b.e nat.ure of \he doct.rine of 
return 965-6, 397, 4690" 805; t.b.eory consumenl' Iwplua 127 n., 1320., 
of (]~17, 477--49SL,:"m." 478; in 1790..; on agricult.ural improTementa 
relation to railWBY8 4tS&-7; ~ea on 658 Do; on Adam Smith and Ricardo 
419, 856; fOreal MmdiDg to break up 769 Do 

663, 693 / NOfflUuU tllGga 651 
MOfIDJU'ly I't'tIltlIU 478i turN 479n.;v NOft-mD:ter:ialgoodlM--S5 

nIutlw.lc 419 " Nonna133--36i elasticit.y of term 863-v" 
Monotony of life, and in lOme caaea 380; suppiT. price 341~. 371-3; in' 

of wort, diminisbed by machinery relation to 'average" and "~regate" 
261--3 ... 347. 372, 810-811; in a stationary 

Mont.eaquieu 185; OIl the in1lueace 01 .tate 367. 497; in relation to iocreasin2 
climate 7lU--6 Do Ntum 455-4tH. 805-819; demand 

Moore 494 D. and IUpply, increase of 462---4 (See 
Mom., William 215, 7800. Contents V. 01.-9.) 
MJuvea, theirqualit.ycaonot bemea8UNd, N,,,,,fIld tldWn 34; no' alwaY' com-

bu' lbeir 8trength can, subject. to petitiv8 85, 348, or rigbt. 36-6 
eerWn limUat.ions 18-2Si economica North, Dudley 766 
is concel'DlMl with albuiatie motiva and 
wif.h tbe growing tendency to collective Occub:ft~' iu inftuence. 00 character I; 
action 23-28, 92-93 Do 783--4 on 198 

Multiple positiobl of eq;:;fubriUID 346 IL. Ogle, on marriage returns 181-2 no, 
4720.,806--9 1910. 

Municipal undertakinp 230 Do (See Oft.,.,,,,, rat.ea 7941 00 lite values 797. 
Government.) on building values 79~ 

Open 8pa~!. public int.ereat in 200 Do, 
1I .... y\h 200 D. 658-9, bUlS>~ 
Ntditmal 'ftCOIa' or tU1:IicWn4 80-81; eati- Opptwtuft.ty 10m, 623; as affflcting pro6t8 v' 

matioo of 511, 593-4; a stream 00' a and eamiog8 424 no, 624. 625-6 
fund 524, 829; ia at once the net. output. Orvkr, of ~ds~, 381-2 no • 
of production and the basil of con- Org;Sigt.lon, an agent of production 
IUDlpLioo 827; inftuencee affecting 1: 
gro1t'tb of. in England 671""":;; in O~:r.:atioo of induatry, its growth in 
relation to lessening of hoUl'l of labour England 744-8 (See ConLenLs IV 0 VIIIo, 
696-700j growth of 713 D. etc.' 

Nt&IiDr&aJ wU&l0 69-60; growth of 237 O~ markets 326-8 
.....Q "Over capitalization" 417 Do 

NGtvnz ftOft lam ,altum 249 Overcrowding, evils of 321 
.. Natural," Adam Smilb'. use of the WOM 

246; 7:;6 11. Palermo, unemployment in 688 Go 
Natural alUl- artificial selectioo 201-2 Panta1eoni 101 n., 238 
NaNNI iftCl'Ul" 01 population 180 .. Paraait.ic" raCN 244; work 716 0. 
Nature, rule al 756 no Pareto 787 
N«"lGrW for life, lor .jfieifftt:1J, eDIt- ParlimdM IZpfIfU,. cu'"" 810 D • 

.. ~iMwJJ 67-70, 531-2 n.; nat.ure of Pl\rt.nership 300-1i in land 637-8 
demand for 106-8; taxatiOD of, iLl Paten" 28111. 
ellect. on couwnerl' lurplUl 135 D./ Pat.ten, on cOIlIUIIIers' lurplus 132 n. 
468-9; foreign t.rade and price 0 Peasant proprietora, prudence of 188, 
67~; in relation to efficiency 692-8 646; contrasted with American "far-

N"",inclinatiOD of cu"8I99 n. mer" 183--4, 647; «:ampared with 
NerToUiltrengLh diaUnguiabed from IlU- headJ of lDlall businesses 650 n. 

vousnl'll8 194 IL Perioda, long and short, io relatioo to 
Nd ad1lClttlag,. '13, 667; "'1'1 with Yalue ~ (See also Time) 

individuals aad races 567-8 Pw.fOftal, gooa 55 D.; rUb 690; WIG"" 
N U t4t'ft'ft§'. 01 tnQft4g __ 313, 696 58; estimation of 564-5 no, 868 
Nil iM9llll72 Pet.ty 1160., 1'16, 2..o:m; 564 no, 759; OD 
N. iat .... ' S88; Mode to equality 591-2 t.be tenn "eorn" 609 n., 564 0.; 00 
Net. prodl&CC 406; estimation of, at the law of rent 635 no 

margin of production 4061 410--411, Pbysioerats 766-7; their cosmopolitan 
849; in relation to ... IiCIm • .,.638--9, prineipl. 167-8; on productiYe labour 
1516-180.,667.704-6 650.; on capita178T-8n.; 00 popu~ 

Ne\berlande 739; agriculture in 848 o. iation !1~ n.j 00 necessaries 68; on 
NeumafUlt on relation of "nat.ural and wages 01.»-0, 630-1; on producer's 

ecDnomlC lawe .. 33110 aurplua 632 
Newcomb 828 D. Pi~k "agel 548i in relation t.o 
New count.riea. eaUI8I of high wagol and efficiency 693-4 n. 

inte .. , in &»-671 PiRou,onmeuurementofd.eeire9S-8SD.i 
NeJlll~k.239 2t&a. • 
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Piu, 175 n. 
Place, F tl\ocis 179 Do 
Plato 1740., 111 n., 129 D. 
Playgrounds. provision of 200, 808. 804 
Pleasure, eflect of postponement of 12111. 
Political economy (See Eeonomice) 
Poor Law 11; ita influence o~ population 

111--8,188-9; on laving 226 

weaJtb 680-lj oa tote.".t 681; OD 
eamingl681~ (See ConteDt. VL xm.. 
::I:IV.) 

Prope",., ,righy 01 48, '121, 800, 80S 
ProtectiOn, '" DUC8Dt induat.ritll 465, 

476-60., 766-7i. MiD on 826; ilil 
efloct on nstional oirideo.d 826 

Proudhon 766 
Pdlie VAlue of land 433, 442, 445, 802--4, 

832 
v""Purcbuing power. 8ctit.ioua unit. of coo· 

.tan&, co~odl to "mean IUD" 
620., 593; changes in purchasing 
power of money dad IBt.e of int.erea) 
593-6,681 

Pure and. applied economica 51IL, 400-1 
Pusey 6380. 

PopuIaLioD, docf.rine of 173-180; CIIUIeI: 
that; govem t.be growth 01 181-5, 
191-2j history of, in EnglaD.d 185-
191; .t.at.istiCi of 181-a Do, 184 n., 
187 a, 1~192j health and BlreDgth 
of 19~3i inuuenee of Dat.ural and 
artificial ae1eCtion on 201-3, 248; 
PreslUN of on mean of IUbaiatente 
198, Boo-i, 690-2; concenuation of 
199-200, 659, 800. 808; aciVIUlt.api of 
dense 165. 321-1 ~ or income hom aD appJiance 

Porter 679 D. for production made by maD 74, 41~; 
Poverty, .. cause of degndat.ion 2; rem8- liteneas and unlitenell of lrue rent; 

diee for 114-19 and quasi-rent; 425--6; misconceptioDi 
Predictil>o in eeGnomi(ll '1'13 of the nature of 424n.; in relatloD &0 
Pnu 61-2; ita use as II me&lUl'lt 14-20, IlUpplementary 008t1i 362 Do. 420-1; 

IM-1S4; epiWwitm. 323, 331, 345· and- too intereat; 421; .. an element; in 
ftGp1'o 343-=-Si mark.t and. Donn;). earninga of labour 617--8, ad in 

, 370-1; .bort and IoDg period busiDl'SS profita 62S--8 
normal lupply 363-380; mlU'Rinal Quemay 116, 756-7 
supply 372::-8i periodAo ,.. "hich 
reckoned 371f-V; Influence of CUltoom RaiJ=e-wa ~ 2900.; relation of rate. 
on 726 by, t.o prime' cosu 395 D.; 

Price, L. L. 757 a prob em of railway raf.ea in relation too 
/PrifM tod 359-361; ... relation &0 theory of monopoliel486-7, 4B6 (See 

o DOrmai price 373-e; &0 joiot. pro-- Transport) 
ducta 394---5; to supplementary coata Rates. oneroue '194· bene8cial or ~ 
860-2, 394-6, 420-1, 4:)8-9; to munerative 794.; hoW" far a hurden 
9uasi.reot 424 n.; of human effort 831 798--9; evila of sudden cbangel of 

Pnntiog tradeI, inftuance 01 machinery iD 799; on mop' 799' nual 801; Lran8o-
259-6 terence oIt from building to site nJ.uee 

·PrimogenUure, itl inOuenee iD Eagland 800; ebiltml of 802; .uggestiona as to 
740, 742 old and neW" 803-4; 00 urban land 

Prw", 0/ produefion, rather than a 71SD. 804· "fresh air rate° 8Of. 
certain parcel of goodI, ia the unit ot IT&d~tioo ~ 8M (See Tuation ;;;I 
C05t of production fOl' long periode 876 tonten,., AppendU 0) 

Prod","", gootU 64 i I'IWf'lIU 1.f,0...-9 D., RaveDlt.eio 180 o. 
4SS-4, 811, 830-1 (See Rent) RflIl cOlI 0/ produdion 339; itol relaUon 

Produetion 63-4, S40 D.; on a large ICa1e to money COlt. 830, 860, 352, 36:11 
178 (See CoaleD" IV. :0.) Boal 001 .. 632 

Production and conaumpwn, ccmelat.ion R~ wag,. 651 
of 710-11, 827 Refonnation, ita in8uence OD. indulrJ 

Pro4..u.. ..... M 74a-4; .. uU4Su. 
Prodtu:ft .. dB-67 R ..... 1iw rales 79' 
l'rotltIDli .. cmuumptiota 67 -..,..llento. V. a.-n., VI. a.-I., 74" 156--61 
Prod~"fIfI'J." and p1O"ICftMIII' 01 427, 629; graphic repNIJ8Dtatioo. 01 

caYltal 81 166-9 D., 162 D., 811 D.; a leadlDg 
l'roftU 73; aualyai. of 609; bow lar a ~'01 a large pD.UI 412, 421, 629, 

tendency to equaJity 609-613; va..,. 428-8; in a neW" country 429--430; 
nearly with ~e wages bill 615-14 ; risk margioal COlt. in relation to 426--439; 
.. an element in 61S-13; normal rate lC8l'cit.y and dilTarentiai 42a-8; InN 
of may be lowered by iocreD18 in produo- or fI'KH Ul-S, '34; of min .. a ':;lal~7 
tion 614-U;· on t.be "t.urnoftlr" 610 ill DOt. • rent. 16'1, 421 D., ; 
615-17; a "foir" rate of 616; iD. ground 169-170, 447; differeDCM 
rela.tion io 8uctuationa in ,Price 620-1, between reolil and ot.ber ineomee 6M 
824r-.'l; in relation to qUIllN'eOt 626-7, --6, 685-8, 803; iD. reladon .., eon 
and to rent. in English land tenure of marketing 4420.; of • monopoly 
6S6-6 (See Cont.snta VI. vn. vm.) .16-~; its relatioo &0 quasi-rent. 

Proftt Ilharing 306-7, 626-7 691, 636-6, 831; Wlftpont. 
Prog .... I48:-&1721'-2; I .. infl_co OD ~LinciJ .... 01 ....... <119-00, 

YIlluu 67o--e; on ren' 678-8; OD tM. tJ:AJ, 833-7; of na&ural abili.'J 
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177-9,82S--4jeftectaofimprovements Scotland, ioBuence of education OD pro-
on 6SS--4, 834-7' in relation to retail gres9 191, 912; long leases in 657 
prices 451-2· difficult.y in deciding. Smddr movements of normal price 37D 
normal 656-7; estimates 01 changes in Seebohm, on village communiUea 637 
English 87&-9 (See Content.e IV. 11.- ~an 101 D. • 
m., V. VIIL-XL, VI. IL 1.. aDd Senior, OD CODSUDll?tiOD 64 n., 67 n.; on 
Appendicee G, L) " definition of caPIt.aJ 789 D. i on desire 

8epresent.af.ive firm SIT, 342, 311, 459-V' foJ' distinction 87, 91 n.; on rent. and 
460,8051 809 Do profits 432 0.; OD taUtiOD 476 n.; on 

Reproduction, cost. of 401-1 Ricardo'. use of t.be t.enn wagea 650 D~i 
RMiduum 2, '114-15 OD rate of profitl OD large and snau 
Retail prices, vanatiou in 461-2, 818 D. capitals 610 Do; on Padory Actl763 no 
RetAil trade, advan~ ot large and Sett.lement. Laws 187-8 

amaD est.ablishmtmta 287-9 Sheffield tradea 296 
Rdvm &cIani,," 157 D. Shifta of labour 695--8 n. 
Ricardo, his meLhod 'l61t 76a--S, 7~t Ship&, economies of large 290 n. 

818,816, 834, 836; definatioD of capitAl Shopa, advantages of Jarge 287-8; ren' 
788 D.; stress laid on COl' of P~';Ic~OQ 01 4.51-2; rates on 799 
85, 101 n., 503; on law 01 diminishlDg 8iU t/Gl", 441-2; causes of high 445, 450, 
reLum 154 n., 163-6' on nIne 503, 8M, 837 i rates on BOO, 804 
813--821; on ren' and cost of produc- Situation, Its import.ance in detennining 
t.ion 439 n.; on ren' 01 mines 161 0., value of land in new oounLriea 638 D. 
439 n.; 00 effect of improvements on Situation value 441; in relaAon to ut-
renL634,679,834-7;ODWages508-10, ,.,.., It!OtItHftiu 441; how far: ~ue to 
525, 550 n. individual effort 442-6 

Risks 398--400; TnrM 590' P".MH&Gl Skill, a .relative term. Zl5-6, 682-4. 
690; in relation to 1,)1'Ofits 612-=16 716-17 

Rival commodiUea. m relation to elu- Slavery, among the Greeks 10-11, 'T29-
tieity of demand 105, 131-2n.; in 730j the Romana 731-2i Adam Smith 
relation to law of increasing return 39]0. on 061 n. 

Bi_ or tIOfrlpditi"., daundl 881; "'1'- Small holdinp 853--6 
pUu 390 Smith, Adam, on the word ".".Iue" 6]; 

Rodbertua 587, 817 0. Itundertakera" 745 n.i hi, geniua, hit 
Rogel'l, on the value ofland 162 D., 183 0., method '15'1-0; his relation to the 

7dn.; on the Blaek Death 186n.; Ph18ioert.tl
l 

his cautioWlI, guatded 
on localized indusuiea 268 n'i on advocacy 0 freedom for private enter-
metayet' I)'Btem 643 Do; on wages 076 prise 757-8' hia usa of the word 

Rome, Anoent, bft ec:onomic Itrength . productive 65 n., 66; neeeuaries 68, 
and we.aknesI 10--11, 730-3; t.he 87; definition of capie&.176, 78, 7880.; 
inOuence OD economic biatory of hel' OD population 171 n., 184 n.; OD Settle-
law of propert., 732; population in mentLawB18Tn ; ondiviBion of labour 
173-4 240,246.253, 256, 262; on natural value 

Roacli'er 1630.; on population 174; on 347; on risk 400; on ren~ 144n., 
manulacture 278 D.; OIl wagel 508 D., 167lLl 4S9 0., 682. 833; on "'agN 400, 
730 n., 731 n. 507~, 551, 56'1; on alave labtlur 

Roundabout methoda at produetioD .. 661 n.; 564 D.; on comparison between 
compared with direct 82 0., 359, 583 0. machinery and skilled labour 670j on 
--4 n. profits 609-610, 613 

Rousseau '156 Smith, H. Ll 5'13 D. 
RoyaiU. are no'reo' 167, 427 0., 438--9 80tial fYlpilGl 76-80; iMom, 19; "'faith 
Rilmelill 181 D. 58-60 
RUllkiQ 22, 780 Do BDci.tallaw sa 

SoeiBlistoB, their inftuence 00 economica 
Sadler 184 n. '163--4. 823; in France 766; in Ger-
Sanger 132 D. many 769; their riewt on pleaaurable--
SaraceneJ.i~uence 01 733-4 ness of work 521 
Sa.rpf!:t ~ Sociology 711 o. 
6tUiGbk Uldm., la'" of 93 S,eoial eoll 359 (See Prime COlt) 
SavinA', alow growth of habit. of 224--6; BpecuJlind ability 207 

conditione of 226--9; ita eonnediOD Speculation, in land 4SB D.; in relatioD to 
with rate 01 intemai 230-6, 633-4., "grading" 672; anti-aocial fonns of '119 
68t)....3 Spencer, Herbert 136, 184 n.; on develop-

Sa,. 766, 819 ment of faculties by use 24'1; 726 n., '170 
Schiime 241 n. Blabltl llqUilibrium 34.5; theoryofS31-s50; 
Sc.blOSl SOT 0. oscillationa about 345-'1 
Schmoller, on Induction and deduction Standard of eomfort in relatioD to wagee 

29; on pieee-work 694D.; OD. uading 604-10,529--632,689-692 
eompaniea 732 D. BI4ftdM>tl o/li/tl504, 689-90; inBueDce of 

8cbGDberg 187 D., 296 0. t.rad.e unions on 'Ioa-s 
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Standardization 251 Li true and fa1ae, ot 
labour 706--8 

"Standard rule" 45 (See CommOD Rule) 
&4tit:dl method, ita use in economiCl 

366 D" 369
1
' de6cienciea of 379--380 Do, 

460-1,50 ,805--a12 
81tJlitntMy .1Gte 306--9, 372, 810 
Statistical tables of, expendit.ure 115; 

price of wheat and mamage raw 190 D.; 
8S'POrtl .. an indicat.iOD 01 prosperit.y 
191 Q..; growf.b of weaiLh 238-9-
popuiat.ion 1878.. 189 n.; urban and 
rural birth·rata 184 0.; wealLh of t.he 
British Empire 239 

Stat.iat.icaof consumption 113-8; difficult" 
of interpret.ing 109-13, 462--3, 614 0., 
700-2; shopkeeopera' (aeiljti~ (or coJ~ 
1ecting 1ls.-.:14i nued for(urthpt416--6; 
importance of well organized 491~ 

St Chrpostom, aD uaury 584 D" 737 Do. 
Steffen 187 D. 
Steuart. (Sir .James) 10 no, 161; aD popu

lation 178 n. 
Stock Exchan...oe, aecuriUel 85, S26-T; 

speculation 432 n. 
Stock watering 417 a. 
Stoics 732-3 n. 
Stourbridge Fair 267 n. 
8lrategy and tat'Lice in relation to th. 

economic teachings of history 176-7 
Smke8tcon..lit.iooaof t.beiraucceas382-3, 

700,825 
S~le for survival a42-4 
S, SllIlOG 766 
Sli~ on bi.toryof agricultural ren!.679n. 
SublUdiary b'adel 279, 286 

vRuh6titulitm, principle of, 170 n., 341! 
355-9, 4O-l-6; ita affinity to t.hose or 
diminishi utilit.y and diminis.binR: 
return 351; and the compotition 01 
cropa ill agriculture 435-6 i in relatioD 
to theory of diltribution 616, 521--3; 
"form of competit.ioD 640: iLl relatioD 
to law of .urvival of fittest. 597; its 
,actionineoDt.rolling~ofmanage. 
ment 698--605 663-3 8._ c. .. SS&-l!60, 420-1-
faige in tbint!S "hich obey law 01 
iocreuing return 468-9 

'''''1'P1y Nf'W' S44 n.; distinguished from 
JlMtitular UP""" evrvt 611-12 n.· 
of individual producer nULli be coupl~ 
'Pith demand curve of biB .pecial 
market 458 n.; lowering of 467-9 (See 
EllLlticit., of supply) 

8upply pMnt 344 n. 
t 8"P1'ly ,mell 142i ~ and ,1torf., 

pmod 369-380, 8SO 
Supply "/lldule S4S--4 
8u,.,11U fJt'Otltu"1I 1M; ita re1aUon to ren ... 

1M, d7--8, SS2 
".,SurpltU, ~ 124 (See OoDlUlDent 

IUl"pIUl) 
..;Surplua worker'. 830; ... nrts or waiter'. 

830; ialat.ion of lh_ su.rplU18S to OD.e 
anotber t4SO-J 

&ul'Viwal 0/ Ih. jiIle", law of S40-9; ft. 
relation to law of IUbatitUtion 691 

Sw..tinglllt.em 296-'1, 603 

TaUSl!lig, Prof. 00 D., 828 n.. 
~ant.ion, ita inftuence DC. lIIluggling 

112-130.; io relation to Bemoulli'. 
'uggestiOD 135 n.; Ihifting and ult.imate 
incidence of 415-20, '194--804: itl 
incidence 00 rent.., quasi-rente mtd 
profita 432-9; t.beory of, an int.egral 
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